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Preface

Historians justify their work with the general argument that an under-
standing of the past prepares us to meet the challenges of the future. The
study of ancient and faraway civilizations reveals the great variety of hu-
man experience and teaches an appreciation of cultural norms different
from our own. Recent history sharpens our awareness of current realities
and future possibilities by showing the momentous consequences of social
and cultural institutions inherited from the past.

In this case, it is incumbent upon an American historian of Russian
capitalism to draw lessons that might prove useful to those who seek to
understand and engage the new capitalist institutions in the former Soviet
Union. What began as a historical investigation of an apparently extinct
economic system became a commentary on one of the great social and
economic dramas of our century: the transformation of the economy and
society of the largest country in the world after centuries of autocratic
rule, both tsarist and Soviet. The study of corporations under the tsarist
regime has some relevance for an understanding of post-Soviet capitalism
because it makes clear the strength of anticapitalist attitudes in Russian
culture, not only under Soviet Marxism, but under the tsarist regime as
well.

This new context imposes on the book a rather unusual chronological
structure, one that embraces both the tsarist and Gorbachev periods. The
introduction discusses the main historiographical issues and sources used
for the pre-1914 study, including the database of corporations in the
Russian Empire. Chapter 2 analyzes patterns of corporate formation and
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survival primarily from the perspective of population ecology, a branch of
the sociology of organizations. Chapter 3 portrays the evolution of the
Russian corporate elite, with attention to previously unknown patterns of
ethnicity and social status in the major economic regions of the empire.
Chapter 4 leaps forward to the era of perestroika in an effort to examine
the institutional obstacles to incipient capitalism laid down during seven
decades of Soviet economic policy. (No database is yet available for the
study of Soviet corporations in the period from 1921 to 1928, although
the material for such a study exists in periodicals of the period. Such a
statistical analysis would illuminate the institutional background of Stalin's
abrupt bureaucratization of the Soviet economy.) Chapter 5 offers histori-
cal parallels between the imperial and late Soviet economies and places the
radical and reactionary critiques of capitalism within the long tradition of
Russian xenophobia. The conclusion draws attention to several possible
directions of economic evolution in the decades to come. It is for the
reader to judge whether this attempt by a historian to compare economic
institutions across the great abyss of the Soviet period succeeds or not.

Many institutions and individuals contributed generously to the real-
ization of this project. Several research grants provided access to rare
materials in major libraries and archives. Two visiting grants from the
Kennan Institute for Advanced Russian Studies in 1979 and 1981 enabled
me to use the incomparable resources of the Library of Congress. For this
support I am grateful to the directors of the institute at those times:
S. Frederick Starr and Abbott T. Gleason. I also received support from the
International Research and Exchanges Board (IREX), with funds pro-
vided by the Andrew W. Mellon Foundation, the National Endowment
for the Humanities, and the U.S. Department of State. This grant funded
my stay in Moscow, Leningrad, and Helsinki from January to May 1980
for research on Russian corporations, exchanges, and trade associations.
During that visit, I received encouragement and guidance from Valerii I.
Bovykin and the late Vladimir la. Laverychev in Moscow and from Boris
V. Anan'ich, Leonid E. Shepelev, and Galina A. Ippolitova (Shepelev's
wife, an archivist at the Central State Historical Archive) in Leningrad. In
1981, I spent a productive semester in New York thanks to a Senior
Research Fellowship at the Russian Institute (now the W. Averell Harri-
man Institute) at Columbia University. Particularly generous with their
expertise were Jonathan Sanders, Wesley Fisher, Harold B. Segel, Seweryn
Bialer, John L. P. Thompson, Andrew A. Beveridge, and the staffs of the
Columbia Law School Library and the New York Public Library.

A grant to Louisiana State University from the National Science
Foundation (SES-8419943, in economics) provided funds for computer
equipment, software, graduate student wages, and other items essential to
the completion of the RUSCORP database in 1985—8. A grant-in-aid
from the Economic History Association in 1983 facilitated the coding of
data; and short-term grants from the Hoover Institution at Stanford Uni-
versity (under the Soviet—East European Research and Training Act of
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1983, Public Law 98-164, Title VIII, 97 Stat. 1047-50) and the American
Philosophical Society supported preliminary statistical work in 1988. The
University of Illinois Library generously loaned many microfiches and
microfilms, including the entire set of the Sobranie uzakonenii i ras-
poriazhenii (Collection of Statutes and Decrees, 1863—1917) and many
rare publications obtained from Soviet libraries. Access to the rich hold-
ings of Widener Library and the Harvard Law Library was kindly pro-
vided by the Russian Research Center of Harvard University in 1988. A
Manship Summer Fellowship in the Humanities from Louisiana State
University supported the initial composition of the manuscript in 1990,
and a second grant from the National Science Foundation (SES-9022486,
in sociology) funded the final statistical analysis of the data in 1991—3.

Many scholars provided essential advice on the creation of the
database, particularly in the history of ethnic minorities in the Russian
Empire. All are named in the RUSCORP manual. A special word of
thanks is due to Erik Amburger, of Heuchelheim, Germany, who, shortly
before his eightieth birthday, in 1987, kindly shared materials from the
history of his family's enterprises in prerevolutionary St. Petersburg. He
also put at my disposal his unique card file of foreigners in Russia, contain-
ing biographical data on over a quarter-million individuals. Others who
gave expert advice in the compilation of the database include Boris V.
Anan'ich, J. Arch Getty, Paul R. Gregory, Patricia Herlihy, and John P.
McKay.

At Louisiana State University, several undergraduate and graduate
students helped to extract and encode data: Beata Kochut, Michael Re-
chelman, Thomas R. Trice, Stephen S. Triche, and Christopher White.
Useful advice on the ethnic identification of corporate founders in Odessa
and Poland was provided by Rechelman, a native of Odessa; Kochut, a
former history teacher in Warsaw; and Trice, an exchange student in Lub-
lin, Poland in 1983-4. The feasibility of a quantitative study of corpora-
tions based on data from the corporate charters was first demonstrated by
a graduate student at LSU, Whitney A. Coulon III, in 1979. Elizabeth T.
Cahoon and Charles Mann helped prepare grant applications to the Na-
tional Science Foundation and the American Philosophical Society.

During an extended stay in Madison, Wisconsin, my colleague at
Southern University in Baton Rouge, Michael J. Fontenot, kindly ob-
tained copies of the Soviet corporate laws of 1990 from the University of
Wisconsin library. From Moscow, Inna A. Simonova supplied copies of
current newspapers.

My efforts to apply quantitative methods to Russian social and eco-
nomic history received encouragement and assistance from many special-
ists in the social sciences: Paul F. Paskoff, Lawrence P. Falkowski, Wayne
Villemez, John J. Beggs, Michael Irwin, Dawn Robinson, and Leonard
Hochberg of Louisiana State University; Andrew W. Creighton, Elaine
Backman, W. Richard Scott, Alex Inkeles, and Terence Emmons of Stan-
ford University; David W. Griffiths of the University of North Carolina,
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Chapel Hill; Kenneth Sokoloff and Jean-Laurent Rosenthal of the Univer-
sity of California, Los Angeles; Robert W. Gallman of the National Bu-
reau for Economic Research in Cambridge, Massachusetts; and Herman
Daems at the Graduate School of Business Administration at Harvard
University. Several colleagues offered useful comments on my paper "Rad-
ical and Reactionary Critics of Russian Capitalism, 1890—1917: The Role
of Xenophobia in the Russian Revolution," presented at a panel devoted
to Russian capitalism at the convention of the American Association for
the Advancement of Slavic Studies in November 1992. One member of
that panel, Samuel C. Ramer of Tulane University, also provided an inci-
sive critique of Chapters 5 and 6.

The opinions, findings, conclusions, and recommendations expressed
in this book are those of the author and do not necessarily reflect the views
of the National Science Foundation or other agencies. Any errors, of
course, are those of the author.

To my wife, Sue Ann, I owe special thanks for her steadfast support
during the many years that these projects required.

Baton Rouge T. C. O.
January 1995
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The main industrial areas in European Russia up to 1917. From Hugh Seton-
Watson, The Russian Empire, 1801-1914, 1967, by permission of Oxford Univer-
sity Press.



Introduction: The Challenges
of Russian Business History

The most beautiful order of the world is still a random gathering of
things insignificant in themselves.

Heraclitus1

The evolution of the new institutions of Russian capitalism since the
breakup of the Soviet Union in December 1991—corporations, commod-
ity and stock exchanges, and trade associations—has proceeded too rap-
idly to be analyzed in a historical survey. However, the outlines of the new
economic system had become clear by 1990. Mikhail S. Gorbachev's ex-
periment in political and economic restructuring (perestroika), although
introduced simultaneously with the exhilarating expansion of freedom in
the media and political arena (glasnost), failed to halt the disintegration of
Soviet industry, trade, and finance. The political crisis of August 1991
opened the way to the victory of Gorbachev's rival, Boris N. Yeltsin, in the
Russian Federation and the dissolution of the Soviet Union at the end of
that year.

But why did Gorbachev's economic reforms of 1987—the legaliza-
tion of profit-oriented cooperatives, the imposition of rational cost ac-
counting in the finances of state enterprises, and the encouragement of
joint ventures with foreign capitalists—fail to lay the foundations of a
market-oriented economy? To what extent can the slow pace of economic
reform be attributed to ideology, particularly anticapitalist attitudes preva-
lent not only in the leadership of the Communist Party but among the
Russian public as well?

Cooperatives and corporations sprang up in response to the disman-
tling of the instruments of central control. By the end of 1991, Gor-
bachev's economic reforms, including the legalization of capitalist enter-
prises, had been in place for many months, but his policies had failed to

3
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4 Russian Corporate Capitalism

invigorate industry and trade, stabilize the currency, or maintain (much
less improve) the modest Soviet standard of living. The dilemmas of social
and economic change that became visible in the Gorbachev era promised
to exert their influence well into the twenty-first century.

Numerous conceptual problems arise in drawing analogies between
the new Soviet capitalism and capitalist institutions in other times and
places. The first is what one student of the USSR called "the indiscrimi-
nate use of the terms capitalism, socialism, and class," which have "never
been defined in any sort of precise, meaningful, and generally acceptable
way."2 The present study adopts the classic six-part definition of the ele-
ments of "modern capitalism" offered by Max Weber: rational accounting
for business, separately from the finances of individuals and families; a free
market open to persons of any social status; the use of advanced technolo-
gies, especially those requiring large investments of capital; a system of law
free of arbitrary exceptions and unpredictable changes; a labor force re-
cruited and organized by financial incentives and unrestricted by such
impediments as serfdom or slavery; and corporate enterprises based on the
public sale of shares.3 That such a system has never existed in its pure form
does not invalidate the use of the definition by social scientists. Its benefit
consists in its clarification of the extent to which specific aspects of the
Weberian "ideal type" arose in a given historical situation. In any case, the
corporations that operated in Russia and the USSR deserved the label
"capitalist institutions" because they fit the sixth part of Weber's definition
and, in fact, flourished or stagnated to the extent that the other five aspects
prevailed or not. Indeed, the stultification of capitalism under the tsarist
and Soviet autocracies and during the era of perestroika demonstrated the
validity of Weber's logical connection between law and economic activity.

In an effort to explain the failures of the Gorbachev era, this study
places in historical perspective the peculiarities of Russian capitalism in the
1990s. Capitalist institutions were abolished soon after the Bolshevik Rev-
olution in 1917, but Stalin's dictatorship, however "totalitarian" in its
pretensions to absolute control from 1928 to 1953, failed to extinguish
habits of private gain. Numerous studies of what economists call "oppor-
tunistic behavior" by managers and workers testified to the imperfect
administrative control of the State Planning Committee (Gosplan) and
the ministries.4 The relaxation of centralized controls from 1985 onward
did not, however, call forth a new stratum of capitalist entrepreneurs equal
to the task of creating a modern market economy on the ruins of the old
Stalinist edifice.

The new forms of economic activity that emerged in the late 1980s
bore a curiously ambivalent character. The decrees that legalized private
economic activity contained logical inconsistencies that echoed those of
the tsarist regime a century before. Reforms promulgated in Moscow met
resistance from local officials, who implemented them in arbitrary ways, so
that the line between legal and illegal activity often remained unclear. The
rapid expansion of the illegal and semilegal markets in the so-called second
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economy, itself an important phenomenon since the Khrushchev era, and
the proliferation of thievery, bribery, extortion, and organized crime made
it impossible to measure the size and scope of private economic activity.5

More important than the Soviet autocratic tradition for an understanding
of the failure of Gorbachev's reforms, from the historian's point of view,
was the legacy of the weak development of capitalism in the centuries prior
to the Bolshevik Revolution of 1917.

To grasp the interplay of economics and ideology in Russia today
requires an understanding not only of the familiar anticapitalist rhetoric of
Soviet Marxism but also of the debate over capitalism that resounded in
the last decades of the imperial period. Diligent empirical spadework in
Russian intellectual history has revealed the origins of several varieties of
socialist ideology, from anarchism to Bolshevism, and occasional defenders
of capitalist institutions, notably the scientist Dmitrii I. Mendeleev and the
economist Petr B. Struve.6 Someday, perhaps, the leading personalities of
Russian capitalism will receive the attention that they deserve. To date, the
institutions of capitalism in the Russian Empire have remained at the
periphery of historical writing, to be mentioned in passing in a study of
the tsarist economic policy or in terms of the social history of merchants or
workers. There exist only a handful of case studies of prominent entrepre-
neurs, their companies, and industrial regions.7

In their analyses of economic development in the Russian Empire,
Soviet historians generally maintained that Russian industry and trade
developed according to a universal "capitalist" pattern. Evidence of an
indigenous Russian capitalism was found in the textile industry, which
utilized hired serf labor decades before the abolition of serfdom in 1861.
"Monopolies" in the last quarter-century of the imperial period received
special attention because they appeared to coordinate production and sales
of key products—coal, iron and steel products, locomotives and rolling
stock, copper products, and metal roofing—on the model of imperial
Germany. The Soviet treatment of the role of the largest banks in financing
industry also employed a quintessentially Marxist term, "finance capital,"
which likewise implied a high level of organizational sophistication on the
eve of World War I. Soviet historians emphasized the activities of the
tsarist state in sponsoring these giant enterprises and stressed the financial
benefits derived by the great magnates in railroads, banks, and industry.8

These essentially polemical interpretations neglected, however, the
vast majority of economic units in favor of the several dozen largest firms.
Part of this neglect can be attributed to the lack of statistical tools to
analyze the several thousand corporations that came into existence under
the tsarist regime, although the inexcusable refusal to acknowledge the
work of an early pioneer of statistical analysis of Russian economic trends9

suggested that ideological as well as purely technological considerations
were at work.

The most prolific Soviet researcher on the history of prercvolutionary
corporations, the archivist and historian Leonid E. Shepelev, analyzed a
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vast number of sources in the imperial archives to sketch the interplay of
policy and corporate development in the Russian Empire.10 His articles
and monographs inspired admiration for their meticulous empiricism, rare
in Soviet scholarship before the Gorbachev era. Shepelev's pioneering
study of corporations presented some aggregate statistics of formation and
survival, but its major contribution was to trace the evolution of tsarist
policy toward corporate enterprise. He concluded that the tsarist state was
far less accommodating toward the so-called Russian bourgeoisie than
most other Soviet accounts claimed.11

Shepelev's work maintained a high degree of factual accuracy, but he
erred in asserting that all corporate charters confirmed by the imperial
government were printed in the Polnoe sobranie zakonov (Complete Collec-
tion of Laws) until 1912.12 In fact, the charters of only the largest compa-
nies, primarily railroads, appeared in full in the third series of the PSZ,
containing laws confirmed from March 1881 to the end of December
1913. The charters of all new corporations, with the exception of those
omitted because of slipshod bureaucratic procedures, were published in
the Polnoe sobranie zakonov from the early eighteenth century to the end of
February 1881 and in the Sobranie uzakonenii i rasporiazhenii, published
from 1863 to the end of 1917.

Previous studies of corporations in Russia accepted uncritically tsarist
statistics, often of dubious quality, so that some false notions appeared
from time to time in the secondary literature. The most common was the
identification of the Russian-American Company as the first corporation
founded in the empire, in 1799,13 when in fact twenty-seven enterprises
that qualified for definition as companies had received charters between
1704 and 1782. One scholar who relied on official reports found only
eight incorporations in the empire before 1836. Another asserted that
"from 1799 to 1836, only ten companies were established." In fact, forty
corporate charters received the imperial signature from 1800 to the end of
1835.14 Researchers in Russian business history also had to contend with
the unfortunate deterioration and loss of many prerevolutionary corporate
records at the hands of negligent Soviet archivists in the 1920s and 1930s.15

By the end of the 1970s, Soviet researchers had seen the need for
detailed statistical study of Russian corporations and had identified the
requisite published sources,16 but little empirical research appeared. The
genre of biographies of leading industrialists and financiers did not exist.
Post-Soviet works by Russian historians often adopted a journalistic tone
typical of preliminary studies. These articles sometimes had a clear polemi-
cal purpose as well, as they contrasted some newly rediscovered heroes of
Russian economic development in the nineteenth century to the specula-
tors of the Yeltsin era.17

At this early stage of Russian business history, it seems essential to
analyze the evolution of capitalist institutions in the aggregate, both for an
understanding of the stages of historical evolution and for an appreciation
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of the polemics that raged around them. Besides corporations, these in-
cluded several dozen exchange committees (birzhevye komitety), which
oversaw trading in commodities, government bonds, and corporate secu-
rities in large cities. Equally important were the many business organiza-
tions, called "trade associations" in current American parlance, that de-
fended the economic interests of manufacturers and traders in specific
sectors and regions and, after 1906, on the national level. As Alfred J.
Rieber has recently noted, "social historians ought not restrict themselves
to examining the activity of those groups solely within the socioeconomic
sphere. The dynamics of social groups penetrate political institutions, for
example, filling them with social content, profoundly affecting their for-
mal, legal-administrative structures, and often transforming them beyond
the intentions of their original architects."18 Exchange committees and
business organizations tried in vain to convince the tsarist bureaucracy and
the public that policies conducive to industry would benefit the entire
society. Their failure in this regard requires explanation. A serious logisti-
cal problem arises, however, because the creation of an adequately detailed
history of just one business organization could easily demand a re-
searcher's undivided attention for many years, as several case studies have
demonstrated.19

Moreover, historians of Russian capitalism have found it difficult to
apply to their subject the kind of comparative methods used by their
colleagues in Europe, North America, and Japan. The study of compara-
tive corporate finance presupposes the availability of preliminary research
findings on such basic factors as stock exchanges, interest rates, and enter-
prise debts and profits in various European countries. Although some
Russian corporate directories presented data on stock and bond issues and
profits, the nonexistence of standard accounting practices prior to 1914
made any statistical study of these figures extremely dubious. Shortly
before its liquidation by the Bolshevik government in early 1918, the
Russian Banking Association complained that Russian banks still used a
variety of incompatible techniques for computing balances (balansy) and
accounts (otchety). The association favored a uniform system based on a
model proposed in 1915 by the Ministry of Finance, consisting of thirty-
six categories of assets and nineteen categories of liabilities, but the chaos
of war prevented the adoption of this system.20

For these reasons, this research project focused not on business orga-
nizations or statistics of corporate profits but on the corporation as an
institution in the Russian Empire and the Soviet Union: a legally distinct
entity with unambiguous characteristics that could be described and an-
alyzed in quantitative terms, such as the size of basic capital, the price of
shares, and the number of years from founding to liquidation, when the
latter date was known. Qualitative aspects, such as function, location of
headquarters and operations, and ethnicity and social status of founders
and managers, also lent themselves to a variety of statistical tests. Unlike
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business organizations, corporations and stock markets could be studied in
the aggregate in the course of centuries, and basic patterns of corporate
entrepreneurship could be discerned.

The obstacles of insufficient biographical data and the lack of institu-
tional case studies were overcome to a large degree by analyzing the evolu-
tion of the entire population of corporations in the Russian Empire over
the long term, from their first appearance, in the reign of Peter the Great
(1689-1725), to the period of their highest development under Nicholas
II (1894-1917), on the eve of World War I. An unprecedented level of
accuracy was possible because the database of corporations includes infor-
mation from every charter published by the tsarist state in the Polnoe
sobranie zakonov (covering 1649—1913) and its supplement, the Sobranie
uzakonenii i rasporiazhenii (Collection of Statutes and Decrees, covering
1863—1917), and from six corporate directories published between 1847
and 1914.

What, then, were the main elements of continuity in the history of
Russian capitalism? The first was the fact that, in the tsarist period, capital-
ism in Russia was weakly developed in comparison to capitalism in Europe and
North America. The number of corporations lagged significantly behind
that of European countries and the United States. These data indicated
more than "economic backwardness." This phrase, the cornerstone of the
influential analysis advanced by the great economic historian Alexander
Gerschenkron, implied that the gap would eventually disappear once
Russia managed to "catch up" with the early starters in the process of
industrialization. Another of Gerschenkron's famous concepts, that the
Russian state substituted for the function of markets and investment banks
in European countries until about 1905, after which the largest Russian
banks took the initiative in directing investment capital into industry, also
carried the same implication.21

However, some of the most enduring elements of Russian culture
prevented a rapid closure of the gap. These included the overwhelmingly
agrarian nature of the society well into the late twentieth century; the
relatively low levels of urbanization, literacy, and political participation in
the imperial period; the small size of the Russian commercial-industrial
elite, which did not deserve the European label "bourgeoisie" until the
Revolution of 1905 and even then remained fractured along lines of social
status, ethnicity, and geography; and the refusal of the tsarist bureaucracy
to relinquish power to constitutionally elected government.

(To my knowledge, the first published admission to this effect by a
member of the Soviet historical profession occurred only after the collapse
of the USSR, when P. V. Volobuev noted in passing that "after all, Russia
suffered not so much from the development of capitalism as from its
insufficient development." The precise dimensions of this institutional
weakness remained unclear because, in scholarship on Russian social
classes before 1917, "the main inadequacy of Soviet research involved, as
we would say, the 'other side of the barricade': until 1985 its tendentious-
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ness and one-sidedness could not be surmounted." In other words, no
objective account of the so-called Russian bourgeoisie was possible for
seven decades in Soviet universities and research institutes.)22

Second, capitalism in Russia was geographically concentrated. The Rus-
sian Empire, the largest country in the world, stretched from the Baltic
Sea to the Pacific Ocean, but two cities accounted for more than half the
total corporate headquarters: St. Petersburg, with almost a third, and
Moscow, with one-fifth. Another eight cities—Warsaw, Kiev, Odessa,
Riga, Kharkov, Lodz, Baku, and Rostov-on-Don, in that order—together
brought the cumulative proportion to almost three-quarters. The vast
majority of citizens in the empire associated the corporation with the
wealthy urban elite. Some corporations exploited the rich natural. re-
sources of isolated areas, such as gold in Siberia and coal in the Donets
Basin, where unincorporated firms could not amass the requisite capital
and technical expertise, but many of these companies maintained their
headquarters in St. Petersburg, and the process of geographical diffusion
remained slow throughout the tsarist period.

Third, capitalism in Russia remained essentially foreign. The corpora-
tion, elaborated and modified by European merchants and statesmen over
the past several centuries, came to Russia as a fully mature economic
institution. Efforts by Russian merchants to emulate the creators of the
great trading companies of the Dutch, English, and French empires came
to naught in the reigns of Peter the Great and Catherine the Great (1762-
96). Insurance companies, banks, and stock exchanges succeeded best in
Russia when they combined the organizational structure of their Eu-
ropean counterparts with intelligent accommodations to Russian econom-
ic realities. Because no native entrepreneurial class capable of adapting the
corporation to Russian life emerged until late in the nineteenth century,
however, foreigners (primarily German, French, English, and Swedish
expatriates) and members of minority nationalities in the western border-
lands of the empire (especially Poles, Jews, Germans, and Armenians)
filled the crucial mediating role during most of the imperial period.

To demonstrate that the Russian political system hindered the emer-
gence of a native version of the corporation, it suffices to mention just one
factor: the legal essence of the European corporation, which found no
counterpart in the Russian political system. The roots of this contrast
between Russian and European commercial law can be traced to the late
medieval period. The disparity persisted to 1917 because the tsarist re-
gime consistently refused, despite many initiatives for reform, to introduce
a system of corporate law modeled on European legal norms.23

Although the Soviet regime allowed some petty trade and manufac-
turing, out of economic necessity, in the 1920s24 and authorized the
creation of corporations that issued stock to various ministries and agen-
cies, it obliterated virtually all vestiges of private enterprise during the five-
year plans in Stalin's time (1928—53) except the peasants' private plots
under the system of central planning. Buying goods at one price and
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selling them at another constituted "speculation," a serious crime under
Soviet law until 1986. The Gorbachev regime did not legalize the corpora-
tion in its prerevolutionary form until 1990, just one year before the
collapse of the USSR. The Russian corporation, therefore, once again
bears an alien physiognomy in the 1990s.

Finally, and most importantly for the future, capitalism in Russia was
resented. By its nature, the corporation brought together a relatively small
number of individuals who had sufficient wealth to invest in an enterprise
and expected to reap significant financial gain. Sources of the Soviet antip-
athy against the corporate elite included not only the well-known Leninist
and Stalinist condemnations of monopolies and banks, whether foreign or
domestic, but also strong traditions of anticapitalism among the Russian
peasantry, working class, intelligentsia, landed gentry, and bureaucracy
before the Bolshevik Revolution of 1917. Although the Soviet regime
directed innumerable propaganda campaigns against the evils of capital-
ism, it did not invent the stereotypes of the kulak (greedy peasant), the
coarse merchant millionaire, or the grasping Nepman (trader during the
New Economic Policy, 1921-8). What Hedrick Smith called "the culture
of envy" during the period of perestroika25 had deep roots in Russian
culture. Most importantly, elements of Soviet Marxism explicitly reiterated
xenophobic attitudes drawn from the reactionary and anti-Semitic tradi-
tion of tsarist Russia. Xenophobia—the fear and hatred of foreigners—
had an economic component: anticapitalism. Then and now, corporate
capitalism was hated in Russia because it was foreign.

The four characteristics of Russian capitalism developed according to
a certain symmetry. Two (weak development and geographical concentra-
tion) may be considered objectively defined, the first in comparison to
Europe; the second, by a statistical study of geographical patterns within
Russia. The other two features (foreignness and resentment) appeared to
be essentially subjective; again, one was defined with reference to Europe,
and the other described a powerful current in Russian culture.

The main conclusion of this study is that the antipathy toward capital-
ism among most social groups in prerevolutionary Russia emerged once
again with undiminished force, to judge by the distrust of the free market
shown by Soviet bureaucrats, workers, and peasants in the era of pere-
stroika. To account for this persistence requires more than proof that
these attitudes existed before 1914 and after 1985. Ideas do not live by a
momentum all their own. As Barrington Moore, Jr., observed with char-
acteristic brilliance more than a quarter-century ago, historians should
view with skepticism

the conception of social inertia, taken over probably from physics. There is a
widespread assumption in modern social science that social continuity re-
quires no explanation. Supposedly it is not problematical. Change is what
requires explanation. . . . The assumption of inertia, that cultural and social
continuity do not require explanation, obliterates the fact that both have to be
recreated anew in each generation, often with great pain and suffering. To
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maintain and transmit a value system, human beings are punched, bullied,
sent to jail, thrown into concentration camps, cajoled, bribed, made into
heroes, encouraged to read newspapers, stood up against a wall and shot, and
sometimes even taught sociology.26

The critique of capitalism under perestroika did not simply reflect the
official Marxist slogans and other, more brutal, measures of persuasion
employed by the Soviet regime in the course of more than seven decades
of its autocratic rule. In fact, some anticapitalist attitudes of the prerevolu-
tionary period, particularly Russian nationalist prejudices, which were
officially discouraged in Soviet Marxist ideology, survived two of the
greatest political and economic upheavals of the twentieth century: the
Russian Revolution of 1917 and Stalin's rule in the 1930s, which included
the collectivization of agriculture, forced industrialization, mass purges,
and the imposition of state censorship that far surpassed in its severity the
relatively stringent system of the tsars.

Somehow, then, cultural attitudes toward capitalism passed from one
generation to another, not only via the Marxist-Leninist propaganda of
the Soviet state but also by other, more informal means. These apparently
included families and churches; indeed, the xenophobic rhetoric of the
Russian Orthodox Church in the early 1990s had a particularly strong
anticapitalist component that recalled prerevolutionary religious attitudes.
For the moment, it suffices to mention the influence of economic and
cultural geography, in the sense that the challenges that Russians perceived
in their dealings with the outside world remained more or less constant
over the generations, from the invasions of Charles XII, Napoleon, and
Hitler to the economic threats posed by Germany and other industrially
advanced neighbors in our own time.

The case for historical continuity draws support from recent theoreti-
cal work in economic history, which stresses the contribution of the insti-
tutional environment, especially legal systems and norms of behavior in
business, to the efficient functioning of enterprises. As Douglass C. North
observed:

In developed countries, effective judicial systems include well-specified bodies
of law and agents such as lawyers, arbitrators, and mediators, and one has
some confidence that the merits of a case rather than private payoffs will
influence outcomes. In contrast, enforcement in Third World economies is
uncertain not only because of ambiguity of legal doctrine (a measurement
cost), but because of uncertainty with respect to behavior of the agent. . . ,
Third-party enforcement means the development of the state as a coercive
force able to monitor property rights and enforce contracts effectively, but no
one at this stage in our knowledge knows how to create such an entity.27

To insist on resemblances between imperial Russia and the post-Soviet
states on the one hand and Third World countries on the other may seem
bizarre, but the continuity of autocratic government and cultural hostility
to the West appear to have combined to hinder the emergence of institu-
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tions of capitalism and of attitudes conducive to corporate enterprise, then
and now.

The concept of historical causation employed here rejects both ran-
domness and rigid determinism. Rather, it adopts what North and other
theorists of economic history call "path dependence," borrowed from the
history of technology. This approach examines the ways that any choice
made by historical actors in pursuit of a given policy will limit the range of
future choices by the incremental creation of institutions resistant to rapid
change. Particularly relevant for the Russian case is the phenomenon of
economic stagnation within states ruled by powerful bureaucracies. In
specific historical circumstances, "unproductive paths" may lead to "disin-
centives to productive activity," which limit economic productivity for
centuries. "Incentives that may encourage military domination of the pol-
ity and economy, religious fanaticism, or plain, simple redistributive orga-
nizations" tend to limit "the stock and dissemination of economically
useful knowledge." The repressive ideology often associated with such a
regime "not only rationalizes the society's structure but accounts for its
poor performance," so that new policies "reinforce the existing incentives
and organizations."

North placed particular stress on the shortcomings of neoclassical
theory in explaining economic development. "Our preoccupation with
rational choice and efficient market hypotheses has blinded us to the impli-
cations of incomplete information and the complexity of environments
and subjective perceptions. . . . Ideas and ideologies shape the subjective
mental constructs that individuals use to interpret the world around them
and make choices." Indeed, he called for "much more integration of poli-
tics and economics than has been accomplished so far."28

To understand the shape of Russian capitalism under tsarism and
perestroika, therefore, it is necessary to grasp the structural and cultural
impediments to its development bequeathed by the perennial realities of
geography, autocratic politics, and xenophobic cultural attitudes. Perhaps
the exaggeration of cultural continuities across time constitutes one of the
historian's occupational hazards. Nevertheless, the anticapitalist attitudes
expressed during the late tsarist period and those that emerged in the era
of perestroika bear a striking resemblance to one another because they
grew out of the same cultural tradition.

There is an important political dimension to this investigation as well.
The fate of Russian capitalism mirrored the weakness of the liberal tradi-
tion in Russian culture, in contrast to the enormous power of both the
radical and reactionary political traditions on the eastern periphery of
European civilization. The effort to explain statistical patterns of corporate
development in Russia and the Soviet Union therefore constitutes part of
an attempt to understand institutional impediments to political freedom in
the largest country in the world. Moore expressed this point of view in
terms that appear to me to strike just the right balance between moral
commitment and scholarly detachment: "Whether the ancient Western
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dream of a free and rational society will always remain a chimera, no one
can know for sure. But if the men of the future are ever to break the chains
of the present, they will have to understand the forces that forged them."29

The pace of market reforms in the Soviet and post-Soviet economies
has aroused heated debates. Would a rapid shock, painful in the short
term, clear the ground for steady progress later on, or could gradual
reforms maintain the bond of political trust between the rulers and the
ruled? Some American advisers to the Yeltsin government prior to 1994
cited the necessity of applying economic reforms, such as stabilization of
the currency and balanced budgets, that contributed to the creation of
conditions favorable to capitalism elsewhere in the world. International
communications have reached such a level of speed and sophistication that
experts like Jeffrey D. Sachs, a professor of economics at Harvard Univer-
sity, could prescribe a massive reform program for the Polish economy in
1990 and, less than two years later, lay out an even more ambitious
blueprint for Russia.30

Whether or not the economic policies of Yeltsin and Gaidar qualified
as genuine "shock therapy" remained a topic of lively discussion among
economists. Meanwhile, a veteran observer of Soviet politics issued a co-
gent warning of the dangers of excessive American ethnocentricity in our
handling of the Russian crisis.

The anti-American backlash is also gathering force among the general popula-
tion, despite a large reservoir of pro-American sentiment. The Yeltsin-Gaidar
free-market shock therapy has inflicted enormous social pain. To millions of
Russian citizens the loss of their life savings, their growing misery, their
inability to care properly for young and old family members, and their anger
over rampant "corruptalism"—all seem to be "made in the U.S.A." That is
not true. But given U.S. rhetoric and effusive support for the Yeltsin-Gaidar
measures, given the hordes of American "advisers" swarming over Russia,
given the absence of effective U.S. relief but abundance of American trash
movies dumped on the Russian market—why would they think otherwise?31

The debate over economic welfare during the transition from the
Soviet system raised complex questions regarding the relationship be-
tween the corporation and democracy. To explain the uneasy accommoda-
tion of the corporate elite to the tsarist autocracy, a fascinating feature of
late imperial Russian history, Timothy McDaniel coined the felicitous
term "autocratic capitalism."32 It will also be recalled that Max Weber, as
he pondered the fate of Russian democracy in the wake of the Revolution
of 1905, detected in the modern corporation a tendency toward bureau-
cratization inimical to the constitutional freedoms that had developed in
Europe in the preceding centuries. The very nature of the corporation, he
warned, made a "new servitude" likely. Without constantly increasing
technological progress, the division of labor and expansion of the popula-
tion would create "ever-new work for clerks, and ever-new specialization
of functions," all of which would lead to the creation of "caste." "It is
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utterly ridiculous to see any connection between the high capitalism of
today—as it is now being imported into Russia and as it exists in
America—with democracy or with freedom in any sense of these
words. . . . We are 'individualists' and partisans of 'democratic' institu-
tions 'against the stream' of material constellations." In his opinion, "free-
dom and democracy are only possible where the resolute will of a nation
not to allow itself to be ruled like sheep is permanently alive."33 A recent
analysis of the corporation concluded that "in the vast majority of cases,
corporate elections are like old Soviet elections, . . . not like those that we
would normally recognize as democratic."34 These observations constitute
a useful antidote to the simplex equation of corporate capitalism with
liberal democracy.

All the signs of both creative entrepreneurship and enormous abuse
evident in the early 1990s suggested that Russian capitalism would even-
tually reflect both tsarist and Soviet historical experience. For this reason,
capitalist institutions appeared likely to evolve relatively slowly in the face
of attitudes deeply rooted in Russian culture, just as the capitalist systems
now prevalent in Japan, India, and Nigeria, for example, owe much to the
specific cultural and legal environments of those countries, far from the
European birthplace of capitalism. The corporation has shown a remark-
able ability to adapt to a wide variety of cultural and political environ-
ments in its rise to predominance in the world economy during the past
several centuries. As Boris Yeltsin recently announced with characteristic
bravado, Russia "is a unique country. It will not be socialist or capital-
ist."35

Notwithstanding the failure of Gorbachev's reforms, it seems exces-
sively fatalistic to maintain that the weight of centuries of autocratic rule
and hostility to individualism will prevent the gradual emergence of some
sort of decentralized market economy in Russia.36 Equally untenable is the
opposite presumption of the inevitability of corporate capitalism in Russia
on the European or American model: the evaporation of the Russian
xenophobic tradition and the triumph of the West. Some might dream of
remaking Russia and its neighbors in the image of the United States, but
the notion is absurd. One prediction of a rosy future for Russian capital-
ism drew an analogy between Russia in the 1990s and the United States in
the era of Alexander Hamilton,37 a comparison that, in my opinion, ig-
nored every relevant fact of Russian economic, social, and cultural history.

At this point in the historic drama, both extreme positions in this
argument—the notions that Russia is fated to remain mired in its auto-
cratic tradition and that the West should endeavor to make Russia a junior
partner in an American-German-Japanese capitalist condominium—
appear flawed on both logical and factual grounds. On the one hand,
although it seems inevitable that Russia will rejoin the international econ-
omy, the terms of the eventual accommodation remain unclear. On the
other hand, even the most vigorous enthusiast of technological determin-
ism must recognize that the wholesale importation of capitalist institu-
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tions will take decades to influence everyday economic behavior in the
largest country in the world. Thus, between the untenable extremes lies a
vast area for fruitful disputation.

The main purpose of this book, then, is to explore the political and
cultural currents that have shaped the institutions of corporate capitalism
in the Russian Empire before 1914 and in the era of glasnost. If this
account helps to explain the uniqueness of Russian capitalism in the near
future, then it will have achieved its purpose.



Corporations in the Russian Empire,
1700-1914

By assiduously entering into detail, . . . each researcher into local history

. . . lets us see a city, a village, a guild, a, monastery, a family—alive
in its fast. And if we carry this over to the larger complexes—an area,

a people, a state, a continent—where is the borderline between the un-
important and the merely interesting? There is none. Every historical

fact opens immediately into eternity.

Johan Huizinga1

Although the notion of the imperial Russian state as the leading sponsor
of corporate capitalism has lost much of its explanatory power in recent
years, the sheer size of the tsarist bureaucracy and the lack of legislative and
judicial restrictions on its arbitrary exercise of power make plausible what
might be called the negative variant of the model advanced by Ger-
schenkron and Von Laue. The tsarist state exerted direct and significant
influence on the pace and direction of corporate capitalism but erected
impediments to corporate entrepreneurship instead of promoting it. In-
deed, a close reading of criticisms leveled at the tsarist policymakers during
the Russian Revolution, but since neglected by historians, lends support
to this hypothesis.

The Population Ecology of Russian Corporations

The eminent economic historian Paul R. Gregory recently offered a cau-
tiously sanguine assessment of Russian economic performance in the late
tsarist period, especially in contrast to the five-year-plans. "The amount of
structural change, as measured by the changes in Russia's agriculture and
industry shares between 1885 and 1913, was average or slightly below
average" compared to that of the major European countries, the United
States, Canada, and Japan before World War I. Although he rejected many
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of Gerschenkron's findings with regard to stagnation in peasant agricul-
ture, Gregory agreed that "the statistical profile of the Russian economy
was that of a market economy taking the first decisive steps toward mod-
ern economic growth."2

The difference between this positive view and the more somber eval-
uation offered in the present study is to be explained largely by the dissimi-
lar perspectives of analysis. Gregory surveyed the entire range of statistics
for national income, which embraced government spending, peasant agri-
culture, and all forms of enterprise, whereas the new statistics in the
RUSCORP database portrayed the immaturity and institutional weakness
of corporate capitalism. To the extent that corporations represented the
most technically advanced forms of economic activity, this negative find-
ing constitutes a small, but important, qualification to Gregory's compre-
hensive analysis.

A relatively new theory from organizational sociology—the popula-
tion ecology of organizations—helps to place the Russian corporate data
into a coherent explanatory framework. This theory has particular rele-
vance to the study of Russian corporations because it focuses on such
environmental influences as geography, culture, and legislation. Drawing
on "the natural selection model of biological ecology," researchers in this
field of sociology examine "the nature and distribution of resources in
organizations' environments" and "Variation, selection, and retention" of
organizational forms to explain "how organizational forms are created,
survive or fail, and are diffused throughout a population."3

Published sources on Russia do not provide adequate information for
many of the complex statistical tests used to analyze extensive populations
of companies, such as those that are available on the largest one hundred
or two hundred companies in Europe and the United States in a given
year.4 However, the RUSCORP database provides statistical data amen-
able to analysis by the theory of organizational ecology. (See Appendix A.)

Population ecology identifies at least six dimensions of the environ-
ment: capacity, homogeneity, stability, concentration, defense, and turbu-
lence. These dimensions affect the emergence and survival of organiza-
tions. A thorough exploration of the theory's implications for Russian
economic history and, conversely, of the strengths and weaknesses of the
theory in light of that history would lead far beyond the analyses offered
here. It is sufficient to note that, although the theory provides stimulating
approaches to the history of Russian corporations, it appears unduly spe-
cific, in respect to its implied political and legal theory, to the history of
western Europe and the United States.

Capacity indicates the maximum number of organizations that a given
environment can support. The capacity can be placed on a spectrum that
ranges from "lean" (small) to "rich" (large). Despite the more than thir-
tyfold increase between 1847 and 1914, the number of Russian corpora-
tions, and therefore capacity, remained relatively low. Even at the end of
this period, corporations in the major European countries far outnum-
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bered those in Russia, in both absolute and per capita terms. (See Table
2.1.)

Of the 4,542 corporations chartered between 1700 and December 31,
1913, only 33—too few to inscribe a curve on a graph—came into exis-
tence in the first 120 years. The first published list of companies in exis-
tence appeared in 1847, so it is impossible to know how many corpora-
tions survived to a given date before then, but the numbers appear to be
tiny.

Companies founded in the first half of the eighteenth century man-
aged mostly commercial or hunting and fishing enterprises modeled on
those in Britain, France, and the Netherlands, but without the slightest
financial success.5 Between the publication of the first corporate charter,
in 1704, and 1750, only eighteen companies came into existence, of which
seven were devoted to whaling, fishing, and trapping, six to textile pro-
duction, and two to other forms of manufacturing: needles and gun-
powder. Of the nine companies founded in the reign of Peter the Great,
one, the Spanish Trade Company, chartered in 1724, sought to implement
the emperor's plan to make Russia a major maritime power, but it appar-
ently failed soon after receiving its charter. The appeal of Empress Anna
Ivanovna in 1739 for merchants to create a China Caravan Company had
no more effect than Peter's admonition to Russian merchants, forty years
before, to create trading companies in Archangel, Astrakhan, and
Novgorod.6

The second half of the century witnessed the chartering of only eleven
new companies, even fewer than in 1704-50. Catherine the Great, despite
her professed devotion to European principles of statecraft, signed only
four charters. All seven of the companies launched between 1751 and
1800 for the purpose of foreign trade—whether to foster commerce with
Astrakhan (1752), Constantinople (1757), Persia (1758), the Caspian
seacoast (1760), and the Mediterranean (1763) or to increase the export
of grain from Nizhnii Novgorod (1767) or Voronezh (1772)—soon ex-
pired. Indeed, in 1762 Catherine abolished the Constantinople, Persia,
and Caspian companies on the grounds that they enjoyed state monopo-
lies, which she opposed in principle.7 Although these monopolies might
have had deleterious consequences, no companies arose to take their place
after 1762.

The Russian-American Company received its original charter in 1797
as the American Company, capitalized with the considerable sum of
509,000 silver rubles, the first specific capital amount to appear in any
charter. In 1799, it merged with another new company and assumed the
famous name. The rich fish and animal resources of Alaska sustained this
enterprise until its abolition in 1868, shortly after the transfer of Alaska to
the United States. However, because the company did not provide limited
liability to its investors until 1821 and functioned under strict governmen-
tal control for most of its existence, it hardly served as a model for corpo-
rate enterprise in the Russian Empire. A comparative study of this enter-
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prise and the Hudson's Bay Company, which operated in a similar
geographic environment in Canada but enjoyed far more economic suc-
cess and survives to the present day, would probably illuminate crucial
institutional differences between British and Russian corporations. Cer-
tainly, the British government's liberal policies, the managerial skills of the
corporate directors, and the flexibility of the local traders contrasted
sharply with the Russian bureaucrats' tutelage, the inexperience of the
Russian-American Company's managers in St. Petersburg, and the ten-
dency of local agents to deplete as rapidly as possible the stock of fur-
bearing animals on the northern Pacific coast.8

Corporate growth in the Russian Empire remained unimpressive un-
til the Crimean War (1853—6). Several trading and insurance companies
founded in Odessa in the early nineteenth century failed within a few years
of chartering. The fifteen corporate charters approved by the tsarist bu-
reaucracy in the decade 1821-30 represented a significant increase in
comparison to the thirty-three granted in the previous 120 years, but of
the five largest companies chartered in the 1820s, including two steamship
lines, only one, the First Russian Insurance Company, survived until 1914.
Founded in 1827, it was called the First Russian Fire Insurance Compa-
ny until 1896, when it began issuing transport and accident insurance.9

(Foreign companies, of which 262 were recorded in existence in
Russia in 1914, do not figure prominently in this study because published
documents did not provide statistics of their creation and growth. More-
over, they are peripheral to the issue of corporate entrepreneurship within
Russia. The role of foreigners in the Russian corporate economy is dis-
cussed in Chapter 3.)10

Indications of the limited capacity of the Russian corporate environ-
ment in the reign of Nicholas I (1825-55) included the small number of
new companies founded in this period—136, or less than 5 per year on
the average—and the tiny number of those with large capitalizations. (On
the use of the basic capital figure as an indicator of corporate size, see
Appendix B.) Only 18 of the 136 charters contained capital amounts in
excess of one million rubles. (See Table 2.2.)

Although the precise number of corporations in existence in a given
year before the mid-nineteenth century is not known, it probably did not
exceed a dozen well into the 1830s, so few were the charters issued before
then and so high was the rate of failure. Two persistent patterns of Russian
corporate development emerged at the outset: the geographical concentra-
tion of corporations in St. Petersburg and the relative success of insurance
companies and textile manufacturing companies, in contrast to the short
lifespans of large enterprises in metallurgy and transportation. The era of
corporate railroad management, manufacturing, and banking lay in the
future. Particularly ominous was the failure, within two decades of its
founding, of the Russian Livestock Insurance Company, the only large
corporation specifically devoted to the improvement of agriculture in this
predominantly agrarian society.
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The irregular expansion of the capacity of the corporate environment
remained the dominant pattern. The theory of population ecology holds
that, if capacity remains stable, the population growth of organizations
generally inscribes an S-curve. The growth rate increases rapidly at first
but then declines as the number of organizations approaches the maxi-
mum carrying capacity of the environment. As the carrying capacity in-
creased, the resultant pattern of annual totals would have inscribed a series
of S-curves, each ending at a plateau higher than the previous one.

World War I and the Bolshevik Revolution prevent our knowing the
ultimate carrying capacity of the Russian economy in the early twentieth
century. However, substantial growth occurred only in the six decades
between the Crimean War and World War I. In seven cycles of incorpora-
tion, of which the first two were extremely weak, booms alternated with
equally important periods of stagnation.11 (Sec Figure 2.1. Cycles are
measured in this analysis from the first rise at the end of one trough to the
low point of the next trough.) Only in the early twentieth century did the
statistics of existing companies and corporate capital reach impressive
heights. (See Figure 2.2.)

Cycles of incorporation and the pattern of gradual increase must be
considered in their social context, especially the expanding population of
the empire. That is, these data do not demonstrate rapid and relentless
progress toward a modern corporate economy. (See Figure 2.3.) Per capita
capitalization rose dramatically in the two decades after the Crimean War,
but then sluggishness persisted from the mid-1870s to the mid-1890s.
The high point of the cycle that peaked in 1881 was only one-quarter as
great as in the previous cycle. Even during the corporate boom of 1906—
13, the highest per capita capital amount fell short of that of 1871, four
decades before. (All annual capitalization figures refer only to the autho-
rized value of shares of newly chartered corporations. These figures do not
include new issues of-shares by existing companies, for which no compre-
hensive published data are available. The financial literature in the decade
before World War I suggests that this phenomenon added substantial
amounts of capital to the market. The effects of such subsequent share
issues appeared in the RUSCORP database only in the profiles of corpora-
tions that survived to 1847, 1869, 1874, 1892, 1905, and 1914.)

Although the number of existing corporations increased by a factor of
almost thirty-two in the course of seven decades, from 68 in 1847 to
2,167 in 1914, it rose less than five and one-half times in per capita terms.
Capitalization rose at a more impressive rate, from 0.51 ruble per person
in 1847 to 33.3 rubles in 1914, but scarcely any increase occurred in the
three decades before 1905.

What accounted for these and other patterns of corporate creation and
development, both in the empire as a whole and in key sectors and re-
gions? Variations in the availability of capital (as measured by the interest
rate), incentives to specialization offered by the increasing diversity of the
economic environment, and governmental encouragements and prohibi-
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tions all affected these incorporation patterns. (The entrepreneurial behav-
iors of various social and ethnic groups are examined in Chapter 3.)

Until 1917, the concessionary system of incorporation obstructed the
free establishment of corporations by delaying the granting of charters,
often for many months, and imposing restrictions on charters granted to
foreigners and non-Russian citizens of the empire.12 Business leaders
failed to convince the imperial government to permit incorporation by
registration, the system adopted in most advanced countries, including
Japan, by the late nineteenth century. The tsarist bureaucracy thereby
demonstrated its peculiar suspicion toward unfettered commercial and
industrial activity. Rejections of petitions for corporate charters between
1799 and 1836 included four in insurance, three in transport, two in
municipal services, one in agriculture or animal products, and five in other
commercial or industrial fields.13 (The Soviet regime evinced a much
stronger antipathy in later decades.) Because dozens of charters received
approval in large batches every few months, especially toward the end of
the tsarist period, neither the emperor nor his ministers could have pe-
rused every application. The importance of the concessionary policy lay
less in the weeding out of particular enterprises than in the maintenance of
a high threshold to corporate entrepreneurship.

The seven cycles of incorporation reflected a variety of causal influ-
ences, but the major factor appeared to be the finance ministry's manipula-
tion of interest rates. The abrupt lowering of interest rates paid to deposi-
tors in the state's savings banks served as catalysts for the flurries of
incorporation in the 1830s, 1850s, and 1890s. During each of these epi-
sodes, savers who sought the highest possible rate of return transferred
their cash out of savings accounts and into corporate securities. Only after
the state raised its lending rates once again, thereby reducing the attrac-
tiveness of the stock market, did the corporate boom subside.14

To be sure, the staying power of particular corporations in their
"niches" was evident from the 1830s onward across the spectrum, from
tiny mineral water companies in Petersburg, Odessa, and Riga to the
venerable First Russian Insurance Company, the oldest company in the
empire between 1869 and 1914. Corporations founded in boom
periods—the quinquenniums 1836-40, 1856-60, 1871-5, and 1896-
1900—had low survival rates to 1914. Survival rates of companies foun-
ded in the peak years—1838 (zero), 1873 (28.1 percent), 1881 (40 per-
cent), and 1899 (33.8 percent)—likewise fell below those of companies
chartered in immediately preceding and following years. The sharp alter-
nation between these occasional outbursts of "speculative mania" (griun-
derstvo, from the German Grundertum, current in the early 1870s) and
deep troughs indicated the immaturity of the Russian corporate economy.

Another symptom of this immaturity appeared in the age structure of
corporations, which showed the effects of cycles of incorporation in later
years. (See Figure 2.4.) The small number of Russian corporations in
1847, 1869, 1874, 1892, and 1905 meant that the cyclical peaks of incor-
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poration reached, for example, in 1873 and 1898 distorted the age struc-
ture for years thereafter. Only in 1914, after eight years of unprecedented
growth in the number of new companies, did the age structure begin to
reflect a clear pattern composed of large numbers of recently founded
corporations and a gradually declining percentage of the total number of
corporations in successive age groups, the result of a steady attrition rate
of new enterprises over time.15 Even in 1914, however, the tapering
remained imperfect, as the influence of boom years continued to be felt
after forty and fifteen years, respectively.

The second characteristic of the environment is homogeneity. The de-
gree of homogeneity of a population can be seen in two important dimen-
sions: function and size. A high degree of homogeneity was to be expected
in the early stage of economic development. Indeed, the concentration of
corporate headquarters in St. Petersburg; the predominance of companies
in two leading sectors, insurance and light industry; and the importance of
large companies in the reign of Nicholas I (shown in Table 2.2) demon-
strated a pattern of homogeneity typical of immature populations. In
contrast, a mature corporate population would be characterized by de-
creased homogeneity (increased heterogeneity), as expressed in lower ra-
tios between the number of corporate headquarters in the largest and, for
example, the tenth largest city; between the number in the largest and
smallest functional categories; and between selected high and low percent-
iles of capitalization. Did the Russian corporate economy develop in this
direction prior to World War I?

The phenomenon of geographical dispersion is examined in the third
section of this chapter. As for function and size, the Russian corporate
population evolved toward heterogeneity between the 1870s and 1905,
but the industrial boom of the last prewar decade increased the degree of
homogeneity once again. Thus, although the corporate economy grew
increasingly diverse, as new enterprises sprang up in a variety of economic
sectors, heterogeneity of function increased only slightly. (See Figure 2.5.)
Financial primacy, as measured by totals of authorized corporate capital,
passed from one sector to another: finance (mainly insurance) in the first
two cycles; transportation (especially steamship lines) in the third; trans-
portation again (led by railroads) to an even greater extent, in the fourth;
light manufacturing (especially textiles) in the fifth; heavy manufacturing
(mainly ferrous metallurgy and mechanical engineering) in the sixth; and
transportation (railroads again) in the seventh. Heterogeneity increased as
the leading sector's share diminished from the late 1870s onward, but the
degree of homogeneity in terms of capitalization declined more slowly
than in the case of corporate units, primarily because of the enormous size
of railroad companies.

Similarly uneven progress toward heterogeneity occurred among sur-
viving companies. (See Figure 2.6.) The persistence of the large propor-
tion of corporations in light industry over the decades consistently limited
the functional heterogeneity of the corporate population. Likewise, in
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1914 the most heavily capitalized sector, transportation, accounted for
almost two-fifths of the total capitalization.

A third indication of the slow evolution of capitalism in Russia toward
heterogeneity emerges from an analysis of the size of existing corporations
over the decades. (See Figure 2.7.) Although the narrowing of the dis-
tance between high and low percentiles after 1874 suggests a trend toward
greater heterogeneity according to size by 1905, this aspect of economic
maturity came at the expense of the expansion of the economy as a whole,
in contrast to the marked expansion expressed in the uniform increase of
all percentile values from 1847 to 1874. The median (by definition, the
50th percentile) declined after 1892, and the high points for the 95th,
90th, and 75th came in 1874, shortly after the remarkable flurry of incor-
poration during the era of the "Great Reforms." This peak in the three
highest percentiles remained unsurpassed in 1892, 1905, and 1914. On
the eve of the war, the two selected percentiles below the median—the
25th and 10th—stood far above their levels of 1847, but, like the median,
they had reached their high point in 1892, on the eve of the famous
industrial drive masterminded by Finance Minister Witte.

A positive interpretation of these data might be that the steady in-
crease in the number of existing companies, shown in Figure 2.2, reduced
the ruble amounts of the percentile levels, as small companies outnum-
bered the giants by wider and wider margins as time went on. However,
the dismal performance of the very largest companies—corporate rail-
roads, discussed later—dragged down the three highest percentiles after
1874. The 99th percentile (not shown) reached its peak of 81.4 million
rubles in 1892, just before the state's purchase of the Russian Railroad
Company, the largest corporation ever founded in the empire.

Owing apparently to the failure of many large corporations in the
industrial crisis at the turn of the century, the distances between percentiles
reached their lowest point in 1905. For example, the ratio between the
95th and 10th percentiles fell from 147.1:1 in 1874 to 24.0:1 in 1905.
(The ratio may have increased during the industrial boom of the 1890s,
but the database contains no statistics for corporations in existence in
1900.) This trend reversed itself in 1905, as the ratio between the two
percentiles increased to 40.0:1 in 1914, reflecting the creation of a handful
of huge new railroad companies in 1908—13. If a mature economy is
defined as having a fairly even distribution of units of all sizes, so that
large, medium, and small enterprises coexist and supplement one another,
then the renewed increase in homogeneity from 1905 to 1914 demon-
strated once again the immaturity of the Russian corporate economy.

The third element of population ecology is stability. Although the
geographical and social contexts evolved slowly, from time to time corpo-
rations faced abrupt changes in their financial environment, particularly as
a result of shifts in governmental policies. These changes called forth new
corporations but also threatened the survival of existing ones. The "lia-
bility of newness" posited by Michael T. Hannan and John Freeman is
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clearly shown in the rapidly falling survival rates during the initial years of
each cohort's existence. (See Figure 2.8, which sets the 100 percent mark
at the midpoint of each cycle.) Entrepreneurs in Cycle 5, the least impres-
sive because of its failure to rise above the trend line, won the benefits of
caution in the form of a higher survival rate in 1914 than those in Cycle 6,
which included the speculative boom of the 1890s.

Particularly significant in the Russian case was the fourth element of
population ecology: concentration of resources. The Russian Empire, the
largest country in the world, contained a dozen regional economies, each
with distinctive resource endowments and cultural traditions. This diver-
sity created an extremely uneven environment, despite the uniformity of
the legal structure. Ores, fuels, and appropriate soils and climates for
specific crops, such as grain and sugar beets, were distributed unevenly in
the empire. Other resources, notably governmental assistance, investment
capital at relatively low interest rates, and managerial expertise, remained
concentrated in the few large cities. These environmental factors help to
account for the extremely uneven geographical distribution of corporate
headquarters. The rate of diffusion of corporate headquarters and opera-
tions into new areas increased toward the end of the imperial period, but
slowly.

Ten centers of corporate headquarters accounted for the vast majority
of new corporations. After minimal activity before 1851, too slight to be
shown on a graph, the strikingly uneven pattern of geographical distribu-
tion took shape. (See Figure 2.9.) The essential similarity of cyclical pat-
terns of incorporation is shown by Spearman correlation coefficients of
rank orders of corporate headquarters in consecutive quinquenniums:
1821-5/1826-30 to 1906-10/1911-3. Coefficients for the eighteen
pairs of consecutive quinquenniums ranged from lows of +.6240 in
1831-5/1836-40 and +.6494 in 1901-5/1906-10 to highs of + .9259
in 1856-60/1861-5 and +.8951 in 1876-80/1881-5.16 (Here and else-
where, the three-year period from January 1, 1911 to December 31, 1913
is called a quinquennium for the sake of convenience.) The lowest coeffi-
cients draw attention to changes in the regional dispersion of corpora-
tions. During the petroleum boom in 1901—5, for example, Baku sur-
passed Odessa and Riga in the creation of new companies, but after 1905,
when ethnic violence between Armenians and Azeris severely damaged its
oilfields, Baku fell to tenth place in the last two quinquenniums, while
Rostov-on-Don moved from a tie for tenth place in 1901-5 to sixth place
in 1911-3.

Geographical concentration persisted despite the rise of provincial
centers of corporate activity. St. Petersburg remained the favored home of
large corporations, especially railroad, shipping, and mining companies,
because their managers depended on access to its relatively well-developed
capital market and to the governmental ministries that subsidized strategi-
cally important economic activities.

An organization's defense of its domain against competitors and the
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state constitutes the fifth element of organizational ecology.17 At least
three aspects of defense are evident in the case of Russian corporations.
First, the perennial shortage of investment funds meant that any corpora-
tion capable of amassing large amounts of capital enjoyed a distinct advan-
tage in the Russian economy. No less important a factor was entrepre-
neurial ability. The cases of two American corporations, International
Harvester and Singer, illustrated how capital and entrepreneurial ability
constituted keys to success.

In 1914, International Harvester's huge basic capital—77.7 million
rubles, or approximately $40 million—made it the largest of the 262
foreign corporations authorized to operate in Russia, an unusual accom-
plishment in view of the fact that its agricultural machinery factory at
Liubertsy, near Moscow, had begun production only three years before.
Singer's 50 million rubles of basic capital earned it fourteenth place
among the 2,167 corporations founded under Russian law and first place
among all manufacturing corporations that survived to 1914. As Fred V.
Carstensen observed,

In Russia, the very expanse of the country, its comparative poverty, its poorly
developed transportation infrastructure, and its inadequate credit services all
compounded the usual costs of doing business. International Harvester, with
a selling investment of Rs. 53 million, found doing business in Russia two to
three times more expensive than in the United States. Singer, with operating
capital of Rs. 85 million, had one and a half to two times as much capital tied
up in Russia as was necessary relative to its business in France. In making such
large investments, both firms evidently broke a bottleneck for Russian
purchases.

That is, these integrated American companies prevented Russian competi-
tors from finding profitable niches and thereby defended their domain.
Singer created its own sales network, which "probably reached deeper into
the stretches of the Russian Empire than any other organization save,
perhaps, the government"; and International Harvester used marketing
techniques perfectly suited to Russia, such as the provision of more than
two years' credit to purchasers of its reapers and binders. Even Interna-
tional Harvester's difficulties illustrated the importance of managerial ex-
pertise. Because its managers failed to maintain high quality standards and
chose an imperfect product mix, the company did not turn a profit on its
Russian manufacturing operations in 1909—13 and barely "broke even" in
1910-14.18

Third, the concept of defense in the theory of organizational ecology
reiterates in a new way the enormous importance of the state in the
Russian economy. For example, to the extent that various cartels or syndi-
cates succeeded in receiving governmental approval despite the formal
illegality of their activities, these organizations may be considered to have
defended their domain. Of crucial importance for sugar enterprises, for
example, was the market control exercised by the Society of Russian Sugar
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Producers, founded in 1897 as the successor to a sugar producers' bureau
created ten years before. The society strove to limit the supply of marketed
sugar as the number of companies expanded and productivity rose as a
result of improvements in technology. The state cooperated with the cartel
by regulating the amount of annual sugar production after 1895 and by
coordinating the dumping of the surplus, at mandatorily low prices, in the
Ottoman Empire and Persia to maintain stable profit margins in Russia. In
return, the bureaucracy derived a financial benefit because it collected no
less than 21 percent of its excise revenues from sugar.19

However, when the interests of the state clashed with those of cartels
or syndicates (as cartel sales offices were called), they found it difficult to
defend their domain. The coal syndicate, Produgol', incorporated on May
11, 1904, complained that the state exerted downward pressures on prices
for the benefit of the navy and government-owned railroads, which con-
sumed vast amounts of coal.20

The last major element in an organization's environment is turbulence,
defined as "externally induced changes in the nature of environmental
selection criteria, produced by forces that are obscure to administrators [of
organizations] and therefore difficult to predict or plan for."21 Into this
category fell economic forces that swept through the international econ-
omy according to their own logic. From the 1850s to the early twentieth
century, the Russian corporate economy became integrated with that of
western Europe. The effect of the Panic of 1873 was especially evident, as
only 46 charters were issued in 1874, compared to 114 in 1873, a 59.6
percent decline. (See Figure 2.1.) St. Petersburg proved particularly re-
sponsive to foreign trends, the more so because of its relatively large
colonies of European businessmen, as discussed in Chapter 3. As Gregory
noted,

Russian prices, investment spending, and national income appeared to move
strongly with business cycles in other countries. This is readily apparent from
the price data. The relationship between Russian investment and output cy-
cles and those of the major industrialized countries is more complex and is
deserving of further analysis. One point is fairly clear: The political events of
1905 and 1906 caused Russia to diverge from the world investment and
output cycle.22

More significant than the strikes, peasant rebellions, and other eco-
nomic dislocations caused by the Revolution of 1905, however, were
structural changes that gradually reduced the effect of foreign influences
on the Russian economy. The Soviet economist Pervushin found that the
Russian business cycle, as measured by a variety of quantitative indicators,
began to diverge from that of Europe after 1905, when it reflected, for
better or worse, trends in Russian agriculture. Russian grain prices, in
turn, felt the influence of the world market from the 1880s onward, as the
extension of the domestic railroad system lowered costs of transportation
to Europe.23
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The concept of turbulence highlights the crucial role of the tsarist state
in the corporate environment, but it also reveals a weakness in the theory
itself. Theorists of economic organization often stress the positive contri-
butions of the state. In the words of one sociologist: "Political stability
and ideological legitimacy reduce environmental uncertainty and thus en-
courage future-oriented behavior, giving organizational entrepreneurs the
confidence to found new organizations. Nation-states facilitate and pro-
tect organizations both directly and indirectly. . . ,"24 This characteriza-
tion might apply to states based on a firm legal foundation, particularly
those that have provided institutional protection for private property, but
it hardly describes the notoriously arbitrary tsarist state. Whether the
immense influence of the state as a factor in the organizational environ-
ment promoted or hindered organizational development must remain a
matter of empirical determination.

As early as 1949, W. T. Easterbrook criticized the tendency of neo-
classical economic theory to prescribe a role for the state that consisted in
providing legal safeguards for private property and the implementation of
"corrective" methods to ensure competition. "State action may be repres-
sive as well as 'constructive.' There is a tendency to overemphasize the
importance of the state as a positive agent. ... It is impossible to separate
state from law, . . . and the legal system as a stabilizing force, a sanction
element, protector of property rights, and so on, is to be regarded as one
of the elements most crucial to the power and freedom of the entrepre-
neur." He stressed the negative effects on entrepreneurial activity of the
repressive policies of the governments of Spain and Russia over the
centuries.25

Thus, the tsarist autocracy, which refused to implement a rational
system of corporate law, provided an excellent example of a negative envi-
ronmental influence. To accept the widespread concept of the state "as an
agent of society" that generally acts "to mobilize, control, and redistribute
societal resources on a stable basis"26 is therefore to ground the analysis in
the modern democratic tradition, a recent and rare phenomenon in human
history and geographically specific to Western Europe and areas of the
world under its cultural influence.

The inability of the tsarist government to implement a rational policy
of industrial development also requires emphasis. Historians have ac-
cepted uncritically the Russian autocrats' declarations in favor of economic
development. Peter the Great is generally viewed as a brutal but effective
champion of "forcible industrialization" against the resistance of boyars
and peasants, but the damage inflicted on hapless merchants by his impet-
uous rule has not been adequately appreciated. The minuscule numbers of
corporations founded under the impetuous Peter (nine) and the allegedly
enlightened Catherine II (four) show that they did not provide a favor-
able legal environment for corporate entrepreneurship in the eighteenth
century. Thus, much of what Aldrich called "environmental uncertainty"27

emanated, in Russia, from the autocratic state itself.
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In vain did the Swiss philosopher Frederic-Cesar de La Harpe admon-
ish his pupil, Emperor Alexander I, to provide a firm structure of property
law in the early nineteenth century:

I believe that numerous capitalists will arise, and in order to prosper their
enterprises need only the simple protection due all from the government,
which always does well not to meddle too often in private affairs. . . . When
good laws known to all protect persons and property against arbitrariness,
and the course of justice is regulated by men dedicated to the study of law,
virtuous, executing the latter for all, human ingenuity cannot fail to make the
steppes fertile.28

However vigorous the economic policies of the tsarist government, they
did not lay a firm foundation of legality.

By the early twentieth century, manufacturers felt emboldened to criti-
cize not only specific measures—the degree of tariff protection and the
amounts of subsidies to favored industries—but the entire program of
state tutelage. As the mining and metallurgical industrialists of the Ural
region complained in 1905:

Economic life can develop successfully only under a firmly established system
of law [pravovoi porictdok]. The spirit of initiative and entrepreneurship [pred-
priimchivost'] can live only when every individual is confident of strict obser-
vance of sensible [razumnyi] and just laws, of the independence of the courts,
and of a lack of administrative arbitrariness.

Unfortunately, the tsarist bureaucracy was "so cut off from life and so
biased and suspicious in dealing with [industry's] needs" that it tended to
"hinder the development of the state's productive forces. . . .An entrepre-
neur is ready to take into account all kinds of risks, one American has said,
except the risk of arbitrariness." Whether or not the Ural manufacturers
had read La Harpe's works, they accurately sensed the failure of the tsarist
government to provide such a system of guarantees. Beet-sugar producers
also demanded liberal reforms during the Revolution of 1905, including
the abolition of ethnic restrictions on entrepreneurs in the sugar
industry.29

However, Nicholas II and his ministers refused to reform the Russian
legal system in the decade prior to World War I. The Association of
Industry and Trade, the national business organization created in 1906,
repeatedly complained of the state's interference in industry, its refusal to
relinquish control over key sectors of the economy, such as railroads, and
its competition with private industry.30

The effects of state sponsorship of industry were often ambiguous.
Rising import tariffs provided increased protection from foreign competi-
tion, but manufacturers complained of the arbitrary and unpredictable
manner in which tariffs, subsidies, interest rates, and other measures were
imposed by the bureaucracy. (Gregory correctly noted the important fiscal
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purpose of import tariffs imposed by the tsarist government,31 but he
understated their economic impact in protecting traditional industries,
such as textiles, and in calling forth whole new sectors, such as coal mining
and mechanical engineering in the 1880s. The many polemical battles over
tariff protection indicated their importance in the last century of the tsarist
period.) In addition to fostering commercial banks between 1864 and
1874, Finance Minister Mikhail Kh. Reutern maintained strict tutelage
over them. He intervened to rescue favored banks from collapse in mo-
ments of crisis but refused to help those whose bankruptcy appeared to
result from careless management.32

Without adequate statistical data on corporate finances and on the
effects of various policy changes in the imperial capital, it is difficult to
measure precisely the costs to the Russian economy of inflexible bureau-
cratic guardianship of capitalist institutions.33 Someday, historians of the
Russian economy may attempt to emulate the methods employed in U.S.
economic history, where researchers have sought "to determine the size
and/or growth of the firm over time in association with major strategic
variables such as advertising, diversification rates, price policy and espe-
cially stock market value."34

The inadequacy of economic data is only one aspect of the problem,
however. The key challenge for the economic historian of Russia lies not
in fitting corporate data into economic theory but in the attempt to lay
bare causal relationships among political, social, and economic trends.
Even if adequate data on profits, dividends, and stock-market prices were
available, economic theory by itself would illuminate only part of the great
drama of economic development. As Peter D. McClelland has observed,

although the core of economics is fairly well defined, the margin remains
obscure. The historian concerned with the causes and consequences of institu-
tional change, with the interaction of the economy with political, social, and
cultural factors, is drawn irresistibly toward that margin and away from the
main body of economic theory. Put another way, the usefulness of economic
theory is crucially dependent upon the questions asked, and many of the
questions asked by the historian with a broad focus cannot be readily an-
swered by using the type of causal generalizations that are the core of contem-
porary economic theory.35

Finally, organizational ecology not only assumes beneficial legal
norms established by the rational state, a notion that is geographically and
culturally unique, but also, in its simplest form, takes for granted the
identity of units in the population to be examined. As Herman Daems
once quipped, the theory of population ecology applies to sharks because
we know what a shark is, but corporations are not necessarily separate
entities. In addition to multinational companies, which operate through a
complex system of subsidiaries organized on functional and geographical
lines, Daems had in mind the Belgian "mixed banks" and, especially from
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the 1930s onward, holding companies and their allied firms, which func-
tioned together as a single economic unit but retained separate institution-
al identities in the eyes of the law.36

Researchers in organizational ecology have identified this phenome-
non.37 It embraces as well the unincorporated trading firms that some of
the leading corporate entrepreneurs in imperial Russia used to coordinate
the investment of rare capital. The most prominent of these, the Wogau
firm, represented the application of German managerial ability to a great
variety of industrial undertakings. The huge financial resources of this
firm, 50 million rubles on the eve of World War I, surpassed those of all
but the largest industrial corporations in Russia at that time. It might be
objected that real patterns of entrepreneurship in Russia will remain ob-
scure until the activities of these invisible actors is illuminated. However,
the few sketches of trading firms already available make clear that their
fortunes rose and fell in response to general economic trends, as did those
of corporations.38 Although much empirical spadework is still required to
reveal the hidden structures of Russian capitalism, especially the coor-
dinating activities of trading firms and banks, the RUSCORP database
adequately reveals the most basic patterns of cyclical development, geo-
graphical concentration, and functional specialization. Because of their
enormous size and crucial functions, railroads and banks exerted a decisive
influence on the entire population of Russian corporations.

Railroads and Banks

Railroads occupied a key position among corporations in all major indus-
trial countries in the modern world. They spearheaded economic develop-
ment not only by reducing transportation costs and increasing the demand
for rails, locomotives, rolling stock, and coal, but also by creating efficient
forms of large-scale economic organization. Alfred D. Chandler called
railroads "the first private enterprises in the United States with modern
administrative structures" because their far-flung operations required "a
concentration of effort on coordinating, appraising, and planning the
work of the specialized units." The Pennsylvania Railroad's centralized
administrative structure in the 1880s provided the first example of the
"line-and-staff concept of departmental organization." This model was
utilized by the great manufacturing corporations that appeared at the turn
of the century—the National Biscuit Company, International Harvester,
International Paper, and the United States Steel Corporation—before the
emergence of the decentralized "multidivisional" giants in the 1920s,
some of which have remained dominant in their sectors since then: du
Pont, General Motors, Standard Oil of New Jersey (now Exxon), and
Sears, Roebuck and Company.39

Seen in this international context, Russian railroad companies per-
formed poorly. Three bursts of entrepreneurship—in the aftermath of the
Crimean War, from the mid-1860s to the mid-1870s, and in 1908-13—
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were separated by decades of stagnation. Despite their enormous size,
railroads failed to provide an administrative model for successful corpora-
tions of the late imperial period, such as the Nobel Brothers Petroleum
Company, the largest industrial corporation in 1905 and the second larg-
est, after Singer, in 1914. Indeed, owing largely to generous financial
subsidies from the state in the 1860s and 1870s, Russian railroads left a
record of enormous extravagance, waste, and inefficiency. Railroad compa-
nies founded in the era of the so-called Great Reforms absorbed huge
amounts of investment capital but failed to create a national rail network
equal to the task of providing efficient overland transportation. After
spending millions of rubles in guaranteed dividend and interest payments
on railroad stocks and bonds, the state saw few positive results. In 1886,
for example, the debts of railroad companies totaled 850 million credit
rubles, far more than the 618 million rubles represented by their combined
basic capital.40

The tsarist state gradually lost patience. Years of investigation by the
Baranov Commission led to the promulgation in 1885 of a comprehensive
law of railroad management and to the state's purchase of many unprofita-
ble companies in the 1880s and 1890s,41 a process that dramatically re-
duced their number. (See Figure 2.10.) Only in 1908 did the bureaucracy
once again begin to confirm charters of corporations that were intended to
build ambitious long-haul railroads, mostly on the periphery of the em-
pire, in the Caucasus, Central Asia, and Siberia.

Russian companies reached their maximum size in the early 1870s, as
all the selected percentiles shown in Figure 2.7, except one, the 75th,
stood lower in 1914 than in 1874. Because railroad companies consistent-
ly ranked among the largest in the empire, this decline in average size
reflected the poor staying power of Russian railroads. The economic sig-
nificance of corporate railroads relative to that of state-owned railroads
gradually decreased, from 30 percent of total rail mileage in 1900 to 25
percent in 1913. The state's new lines may have helped to stimulate the
Russian metallurgical and machinery industries, but, because they served
almost exclusively "strategic," or military, purposes, they did little to solve
the acute problem of insufficient railroad service for the civilian
economy.42

The financial woes of railroad companies carried their survival rates to
levels far below those for corporations as a whole (shown in Figure 2.8).
Among railroads, rates of survival to 1914—16.7 percent (three of eigh-
teen) from the quinquennium 1866—70 and 4.8 percent (one of twenty-
one) from 1871-5, for example—compared unfavorably to those of cor-
porations generally: 40.9 percent and 34.7 percent, in respective periods.
Of the thirty-five railroad companies founded in 1866-75 that did not
survive to 1914, seven were acquired by other lines, and at least twenty-
five fell under state control. The state purchased no less than thirty-three
railroad companies between 1887 and 1900, and others merged with the
six largest companies, which owned between 2,112 and 4,112 versts of
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track in 1911. In the final flurry of incorporation (1908-13), more than
two dozen new railroad companies received charters, but none of the new
lines approached the size of the six giants by 1914.43

One of the most important features of the Russian economy just prior
to World War I was the insufficient capacity of the railroad network. To be
sure, in absolute terms the Russian Empire boasted the second-largest rail
system in the world, greater in its total length than any except that of the
United States. However, in terms of population and territory, the impres-
sive length of the Russian railroad system dwindled to inadequacy because
the empire encompassed one-sixth of the world's land surface. As early as
1879, the coal and iron producers of the Donets and Krivoi Rog regions
rationed railroad cars among themselves, especially at harvest time, when
grain shipments deprived mining companies of much of the existing roll-
ing stock. Still, huge piles of grain stood unprotected from the weather at
rural railroad stations.44

Small wonder, then, that the Russian railroad network failed to ser-
vice either the domestic economy or the armed forces during World War I.
On the eve of the war, French military experts considered the Russian
railroad system insufficient to transport the requisite numbers of soldiers
and equipment to the eastern border of Germany. In 1912, General Joffre
pointed out the need for a rail network two or three times as large as the
existing one. The French foreign minister and ambassador to St. Pe-
tersburg made the same point. The Russian government had a different
concern: how to pay for these economically marginal railroad links at a
time when increased expenditures for cannons and warships strained the
military budget. Nicholas II and his minister of war, Gen. Vladimir A.
Sukhomlinov, showed little interest in expanding the rail network in Rus-
sian Poland. Under pressure from French banks, Prime Minister Ko-
kovtsov agreed in principle to launch a four-year program of railroad
construction of 11,000 kilometers throughout the Russian Empire at a
cost of approximately 220,000 francs per kilometer, for a grand total of
nearly 2.5 billion francs. The capital was to be raised on the Paris Bourse
by five bond issues of 500 million francs each, backed by the usual finan-
cial guarantees from the Russian government.45

Had World War I broken out in 1918 instead of 1914, Russian rail-
roads might have met the colossal challenge, but the Franco-Russian
agreement, concluded in December 1913, came too late to have a major
economic impact. Paradoxically, imperial Germany and the other defeated
powers avoided economic catastrophe during the war, but Russia, on the
winning side, did not. The collapse of the rail network intensified the food
supply crisis in the major cities of the empire, thereby contributing to the
political upheaval that brought the Bolsheviks to power.46

Banks, like railroads, occupied such an important position in the cor-
porate economy of the Russian Empire that their rates of formation and
survival reveal much about the institutional structure of Russian capital-
ism. One of the limitations of the RUSCORP database is that it contains
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no information about the date of cessation of all corporations. For-
tunately, such dates are available for all 91 commercial banks that received
charters between 1864 and 1913.47 Knowledge of the year of liquidation
or merger with a larger company permits the use of several statistical tests
that provide a clear picture of rates of survival from one year to the next.

Recently devised statistical tests also make allowances for the compli-
cations that arise when analyzing a population in which some units contin-
ue to exist after the end point of the study. Statisticians call such data sets
"right-censored" because events after the cutoff date are ignored. The SAS
program LIFETEST calculates rates of survival and hazard functions for
right-censored populations.48 In this case, the year 1914 marks the final
point on the chronological spectrum laid out from left to right. (The
liquidation of all corporations by the Bolshevik government lies outside
the scope of this analysis.) The survival function shows the rate of survival
over time, and the hazard function indicates the chance that a given entity
will fail in a given period after its creation.

Like railroads, commercial banks felt the influence of governmental
policies. (See Figure 2.10; dates of liquidation are known for only 99 of
the 123 railroads chartered by the imperial government between 1836 and
1913, so the test for hazard functions cannot be performed on them.) In
the first decade of corporate commercial banking (1864—73) in Russia, an
extremely sharp S-curve indicated a significant boom. The ability of the
economy to support over three dozen banks had obviously existed prior to
1864, but the concessionary system of incorporation had prevented their
formation without the permission of the tsar. The restrictive essence of the
concessionary system was never so clearly illustrated as in the first banking
boom.

The capacity for banks remained fairly stable, as between thirty-two
and forty-two banks existed for nearly three decades (1872—1910). This
number did not reflect solely the rational calculations of Russian mer-
chants. Bureaucrats in St. Petersburg limited the number of banks in the
empire to the very minimum, always fearful that an excess of banking
capacity might lead to undue competition among them, unsound loans,
and, finally, massive defaults during a financial panic. The Ministry of
Finance continued to exercise arbitrary power over the entire banking
system, especially its geographical scope, to the very end.

From 1874 to 1914, approximately twice as many banks maintained
their headquarters in St. Petersburg as in Moscow, and all the provincial
cities together accounted for only between eighteen and twenty-eight
bank headquarters. This geographical concentration can be attributed to
the shortage of well-trained personnel in small cities and the minimal
opportunities for commercial lending there.

Offsetting the tendency toward concentration were the policies of the
Ministry of Finance, which refused for an entire decade (1872—82) to
allow any new banks in cities where one already existed. This cautious
policy limited competition in the major cities, to the benefit of existing
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banks, but it drove entrepreneurs to establish banks in small provincial
cities. The meager financial opportunities there meant that bankruptcy
often followed within a year or two. Of the twenty-two new banks foun-
ded between 1872 and 1879, six (in Kozlov, Rybinsk, Berdichev, Kerch,
Kherson, and Kursk) did not begin operations at all, and three (in Kron-
stadt, Libau, and Kamenets-Podolsk) failed by 1882. Reutern's benevo-
lence toward existing banks in the major cities implied indifference to the
new banks in small provincial cities.49 The final surge in the number of
banks, in 1911-3, reflected the bureaucrats' renewed willingness to allow
an expansion of the credit system as much as it did the desires of the
would-be bankers themselves. As in the case of railroads, however, this late
expression of enthusiasm came too late to transform the economy before
the onset of the war.

The Russian industrialization drive in the 1890s impressed the entire
world, but the boom ended abruptly in a sharp depression (1900-1903)
that forced the liquidation of several banks. The weakness of the Russian
banking network was evident in the fact that four of the nine banks liqui-
dated after twenty years of operation met their demise in 1901—4, in the
wake of the depression. The rapidly falling survival rate in early years of
existence—"the liability of newness"—is typical for organizations in many
times and places. A comparison of this curve for banks, in Figure 2.11,
with those of all corporations in the seven cycles, in Figure 2.8, reveals
that the overall survival rate of banks remained relatively high. Three-fifths
of banks existed after twelve years of operation, and almost two-fifths
survived for forty years and more, proportions far greater than those for
the total population of companies, which lacked the solicitude of the
Ministry of Finance.

The U-shaped hazard function of Russian banks, shown in Figure
2.11, departed from the normal pattern, according to which the function
falls quickly at first and then approaches a low and stable level. Witte's
depression at the turn of the century contributed to a rising hazard func-
tion for Russian banks in the third and fourth decades of their existence.

In the absence of biographical studies of leading Russian bankers,
which would give insights into their intentions and capabilities, it is im-
possible to prove or disprove the contention that a laissez-faire policy by
the Ministry of Finance would have strengthened the banking system. It
seems reasonable to assume, however, that a dual policy of allowing new
banks in the largest cities and of encouraging banks in the major centers to
establish branch offices in small cities where no modern credit facilities
existed would have allowed the banking system to develop more vigor-
ously than it did.

Recent scholarship on tsarist economic policy has stressed its irration-
al and arbitrary elements, even under the stewardship of the vigorous
Witte. However, the notion of the heavy costs of bureaucratic tutelage has
met with some skepticism. For example, one of the foremost British schol-
ars of the tsarist economy recently asserted that "capitalism had a way of
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side-stepping the corporate law," as "thousands of trading houses (torgavye
doma), some of which enjoyed limited liability [for investors]," permitted
Russians to create "non-corporate outlets for their energies."50 By analo-
gy, other arbitrary policies, such as subsidies to favored enterprises and
restrictions on economic activity by members of ethnic groups who had
much to offer in the way of entrepreneurship—Poles, Jews, and
foreigners—could not prevent determined individuals from reaping prof-
its in the early years of Russian industrialization.

Some of the biographical evidence in Chapter 3 lends support to this
hypothesis. However, a plea for the liberalization of the banking law
published by the Russian Banking Association (Komitet s"ezdov pred-
stavitdei aktsionernykh kommercheskikh bankov) in 1917, shortly before the
Bolshevik seizure of power, made a compelling case against bureaucratic
restrictions on the banking system. The bankers alleged that the cautious
policy of the Ministry of Finance had choked off the supply of credit for
two decades, from 1875 to 1894. Only after Witte allowed banks to open
numerous branch offices and relaxed other restrictions did industry enjoy
an unprecedented boom, in the last half of the 1890s.

The bankers claimed that several indices of increased economic activ-
ity, including the number of new corporations and the amount of pig iron
and cotton textiles produced each year, correlated strongly with the expan-
sion of banking activity in the late 1890s. When banks contracted their
activities, as in the "depression" of 1900—1908, industry likewise stag-
nated. Then, as banks resumed their expansion from 1908 onward, indus-
try revived, new corporations proliferated, and existing companies issued
a torrent of new stock. The "parallelism" in the movements of data in
banking and industry, the bankers claimed, showed a causal relationship:
"the development of banks in fact defines the development of economic
activity."51

The various time series in the bankers' pamphlet of 1917 offer rich
material for statistical analysis. The assertion of a cause-and-effect relation-
ship between the state's restrictions on banks and economic stagnation
finds some support in high positive correlations between the largest ele-
ment of the commercial banks' liabilities, called the balance (balans), and
data from RUSCORP on newly chartered corporations and their author-
ized capitalization for the forty years following 1874, the first year for
which the bankers' pamphlet supplied the balance figure. The coefficient
of correlation between the banks' total balances and new corporations was
+ .8362, and between the balances and total capital of new corporations,
+ .8575. Therefore, just one factor—the variation in balances—accounted
for 69.9 percent and 73.5 percent of the variations in incorporations and
authorized capitalizations, respectively. In both cases, the level of proba-
bility (p) reached the maximum, .OOOO.52

Of course, economic self-interest underlay the bankers' claim to occu-
py a crucial position in the national economy. Also, the failure of the four
mature banks in 1901-4 might be interpreted as evidence that too many
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banks, rather than too few, had come into existence in the last quarter of
the nineteenth century and that the bankers therefore had no grounds for
complaint. Still, the argument that only commercial banks could amass the
requisite investment capital of thousands of individuals appeared valid.

Apparently no one has yet evaluated the bankers' assertion, the
strongest ever made in the Russian economic literature, that the govern-
ment's control of the banking system crippled the entire economy for
decades on end. Soviet scholars had every reason to ignore the pamphlet's
thesis because they generally exaggerated the tempo of industrial develop-
ment in the Russian Empire and the tsarist government's commitment to
capitalism, the better to endorse the allegedly "socialist" nature of the
Bolshevik Revolution of 1917, which would have been absurd without the
industrial achievements of a previous capitalist phase in the Marxist tele-
ological scheme.

Clearly, the bankers' critique deserves to be taken seriously as a prom-
ising hypothesis in Russian economic history, a corollary of the general
thesis of the stultifying role of the tsarist government, first advanced by
Arcadius Kahan and strongly supported by recent American research on
tsarist economic policy and business history. The RUSCORP database
provides additional preliminary support in trends throughout the empire
as a whole in the last four decades before World War I. Another indication
is the resort of the tsarist government on 103 occasions between 1870 and
1914 to European bankers for massive loans of investment capital for the
construction and maintenance of the Russian railroad network. Of the
foreign banks involved at least once in Russian railroad loans, fifteen were
German, fourteen French, eight English, five Belgian, and three Dutch.53

Russian banks simply could not amass the requisite amounts of capital.
Thus, the constant financing of railroads by foreign capital provided yet
another example of the essentially foreign character of capitalist institu-
tions in Russia.

Finally, banks occupied a strategic place in the late imperial economy
because of their role as de facto stock exchanges, especially in St. Pe-
tersburg.54 Cash deposited in banks flowed into industrial enterprises,
some of which fell under the influence of their sources of capital when
members of bank boards and councils sat on the boards of the companies.
Also, wealthy depositors exercised the right of borrowing cash from "on-
call" (onkol1) accounts, in which collateral in the form of corporate stocks
and bonds secured loans of cash for additional investments in stock, often
for speculative purposes. In the industrial depression at the turn of the
century, defaults on these on-call loans caused serious liquidity problems
because the market for the collateral—corporate securities—collapsed at
the same time. Financial intervention by the State Bank saved some banks,
but others failed.ss

Soviet historians, following Lenin, generally persisted in affirming the
existence of a system of "finance capital," a stage in the inexorable evolu-
tion of capitalism to socialism. (The notion of "finance capital"—that the
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largest banks exerted operational control over whole groups of major
corporations—is not the same as the bankers' claim that the condition of
the banking system influenced the general environment of business activ-
ity.) Developed in 1912 by the Austrian Marxist Rudolf Hilferding in his
monograph of that name and endorsed by Lenin in his pamphlet on
imperialism four years later, the concept of finance capital became part of
Marxist-Leninist orthodoxy. For example, in June 1917, Lenin had mini-
mized the difficulty of harnessing the banks for the socialist cause:

It would be enough to arrest fifty to a hundred financial magnates and big-
wigs, the chief knights of embezzlement and of robbery by the banks. It
would be enough to arrest them for a few weeks to expose their frauds and show
all exploited people "who needs the war." Upon exposing the frauds of the
banking barons, we could release them, placing the banks, the capitalist syndi-
cates, and all the contractors "working" for the government under workers'
control.56

Other scholars have viewed this formula with skepticism. Writing in
1927, before the advent of Stalinist ideological controls, losif F. Gindin
criticized Hilferding for equating "financial control" with "control over
production." "Because banks are specifically organs of capitalist financial
control and are at the same time [simply] the circulation system [kro-
vonosnaia sistema] of the capitalist economy, the seizure of the banks
means, as 1917 showed, only the paralysis \paralich] of both its functions,
and, with regard to the cessation of the second function, the paralysis of
the entire capitalist economy." Gindin's frank criticism of "the famous
phrase concerning the seizure of six banks" indirectly indicted Lenin's
brash nationalization of the banks, a direct cause of the collapse of the
Russian economy in 1918.57

Two decades after the Russian Revolution, an American economist
posited three historical stages of corporate finance: the financing of expan-
sion out of current profits; the use of banks during periods of rapid
expansion or a scarcity of investment capital, as in Germany in the late
nineteenth century; and a decline in the resort to banks. 'The history of
security capitalization indicates that control of the management of indus-
try by banking capitalism is but a transitory phase."58 Whatever the real
importance of the largest banks in the tsarist economy in laying the institu-
tional framework for the Bolshevik system, these phenomena underscored
yet again the importance of the shortage of investment capital as a key
element limiting the expansion and geographical diffusion of Russian
corporations.

The Formation and Survival of Corporations
in Ten Large Cities

The application of the theory of the population ecology of organizations
to the RUSCORP database calls attention to the weakness of corporate
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development in the Russian Empire in comparison to that of Europe and
North America. The second characteristic of Russian capitalism—the high
degree of geographical concentration—becomes especially clear from an
analysis of patterns of corporate development in the various regional econ-
omies of the empire. The phenomenon of concentration was already evi-
dent in patterns of incorporation in the ten largest cities of the empire, as
shown in Figure 2.9. This pattern is likewise illuminated by eight quan-
titative indicators of corporate activity in the ten districts (uezdy) with the
largest urban populations. (See Table 2.3.)

For convenience, this discussion of urban populations and corpora-
tions equates the ten cities with their respective districts. RUSCORP does
not differentiate between cities and the districts in which they were lo-
cated. In practice, very few corporations in a given district maintained
headquarters outside the main city, the district capital. The only important
category of corporations headquartered outside district capitals was that
of beet-sugar refining, dominated by large landowners, mostly in the
right-bank Ukraine, who maintained sugar refineries on their estates near
the fields where the beets were grown and harvested. For example, in the
entire period from 1821 to 1913, Lodz district contained eight new cor-
porations with headquarters in Zgierz and one in Dabrowo; Rostov-on-
Don district, one each in Nakhichevan-on-Don and Azov; and Riga dis-
trict, one each in Schlock and Bolderaa.

As expected, corporate headquarters were concentrated in the ten
most populous cities of the empire. Although they accounted for only 28
percent of the urban population of the empire in 1897, the year of the first
comprehensive census, these ten cities accounted for almost three-quarters
of all new corporations from 1821 through 1913, an almost identical
percentage of all banks in 1914, and even higher proportions of corporate
headquarters and managerial positions just before World War I. The de-
gree of concentration was especially pronounced for large companies, as
the ten cities accounted for seven-eighths of all corporate capitalization in
the Russian Empire in 1914.

A precise demonstration of these patterns appears in a table of Spear-
man rank coefficients among the eight variables. (See Table 2.4.) Of the
thirty-six correlations, twelve are significant at the .05 level, six at .01, and
one at .005. Although the highest correlation, between the numbers of
corporations and of managerial positions, comes as no surprise, some
unexpected patterns emerge from a comparison of Tables 2.3 and 2.4.
First, the size of the largest cities and their corporate populations varied
not only in a highly correlated way but also in absolute terms, as the tenth-
ranked corporate center, Rostov-on-Don, contained less than 12 percent
as many inhabitants as the largest, St. Petersburg, and only about one-
twentieth of the number of the northern capital's corporations in 1914.
Second, the low coefficients of FIRST, only one of which was statistically
significant, suggest that whatever patterns may have existed in the very
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early history of Russian corporate activity, in the eleven decades before
1815, had little relevance in the following century. Third, the importance
of banking could be seen in the fact that half of the correlations for
FBANK had statistical significance, but, except for St. Petersburg, Mos-
cow, and Baku, the date of the first bank bore little relation to such key
indicators as the total capitalization in 1914 because the other seven cities
received their first bank charter in the short space of little more than six
years, from June 1868 to August 1872.

Each city contained a unique combination of corporations that re-
flected not only geographical factors, such as proximity to trade routes and
access to raw materials, but also cultural traditions of corporate founders
and managers. A thorough exploration of these features would require a
separate statistical analysis for each city. Suffice it to say that St. Petersburg
remained by far the most important center of Russian corporate economy
because technologically advanced factories and other key enterprises such
as railroads and banks headquartered there enjoyed the advantages of
access to foreign raw materials and markets, as well as massive financial
support from the tsarist state.

Corporations in Moscow, the capital of the Central Industrial Region,
tended to manufacture textiles and other mass-produced goods for the
domestic market and also engaged in the trade of raw cotton from Central
Asia. Warsaw served as the industrial, financial, and transportation capital
of the Kingdom of Poland. Further south, the rich soil and relatively mild
climate of the provinces surrounding Kiev led landlords to grow sugar
beets and establish processing plants on their estates. Odessa, the leading
port of southern Russia, exported raw materials, primarily grain, to West-
ern Europe. Riga, a major Baltic port with a mercantile tradition dating
from the Middle Ages, played an international economic role dispropor-
tionate to its small population. In the late nineteenth century, Kharkov
became a major center of corporations in metallurgy and mechanical engi-
neering in "South Russia," now Ukraine, where rich coal and iron depos-
its made possible the rapid growth of heavy industry behind the tariff wall
erected in the 1880s. Toward the end of the imperial period, corporate
entrepreneurs in Lodz, Baku, and Rostov-on-Don founded an impressive
number of new corporate enterprises, primarily in textiles, petroleum dril-
ling and refining, and foreign trade, respectively.59

The degree of geographical concentration of corporate headquarters
remained remarkably consistent over time, as St. Petersburg occupied first
place in all but one of the cycles, with slightly less than a third of all new
companies. Moscow, which accounted for one-fifth of the total, claimed
less than a third in its cycle of greatest influence, 1879—86, when it briefly
surpassed St. Petersburg. After the first cycle, when Odessa garnered al-
most a quarter of the total with four charters, the highest percentage
reached by any of the provincial cities was 8.7 percent in Cycle 5 for
Warsaw, which had only 6.6 percent overall, and Riga had only 2.9 per-
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cent of the total. Except for Kharkov, in which one company was formed
in 1838 to manage a sheep farm, none of the four latecomers ever ac-
counted for more than 2.7 percent of new charters in any cycle.

These patterns support the notion of the immaturity of Russian cap-
italism. Entrepreneurs who petitioned for permission to launch new cor-
porations remained concentrated in a handful of Russian cities. Faced with
a shortage of competent managers, the imperial bureaucracy withheld
corporate charters from enterprises that it considered unsound. The pre-
cise number of applications that were rejected by the tsarist state under the
concessionary system of incorporation is unknown, but Table 2.3 suggests
the advantage of entrepreneurs who located their corporations in St. Pe-
tersburg. The retention of the concessionary system thus reinforced the
traditional geographical concentration of corporations, as St. Petersburg
remained the primary source of governmental permission and funding,
including what Gindin called "irregular loans" by the State Bank to indi-
viduals and companies favored by the emperor and his advisers.60

At the same time, however, the large variations in the totals and
percentages for St. Petersburg underscored the baneful effects of corporate
speculation by "wheeler-dealers" (del'tsy) in the northern capital. In con-
trast, the gradual rise of corporate numbers in Moscow and their remark-
able consistency in terms of percentages from 1851 onward, broken only
by the brief preeminence in Cycle 5, reflected the caution and ultimate
success of the Moscow merchants in family-owned firms.

The structure of corporate enterprises varied significantly from one
location to another in response to both economic environments and cul-
tural traditions. A corporate charter (ustav) entitled corporate entrepre-
neurs to issue shares to investors and to operate the enterprise on the
principle of limited liability for both shareholders and managers. This
legal status differentiated corporations from trading firms, which took the
form of full partnerships (polnye tovarishchestva), in which all partners as-
sumed personal liability for the debts of the firm, or limited partnerships
(tovarishchestva na vere), in which managing partners bore liability, but
nonvoting investors did not.61

Charters generally referred to the corporation by one of two names:
obshchestvo or tovarishchestvo. (The name kompaniia, from the French com-
pagnie, appeared in some charters, primarily before 1861, but the number
of new kompanii gradually dwindled to insignificance thereafter.) An ob-
shchestvo typically issued shares called aktsii and was formally known as an
aktsionernoe obshchestvo, literally "joint-stock company," whereas a
tovarishchestvo issued shares called pai and assumed the formal legal name
of tovarishchestvo na paiakh, literally "share partnership."

Although Russian law treated both kinds of corporations equally, the
terminology revealed important differences in the approaches of various
groups of entrepreneurs in Russia to corporate enterprise. The term ak-
tsionernoe obshchestvo represented a direct translation of societe par actions, the
French name for corporation, also known as the societe anonyme, "anony-
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mous" in the sense that all participants enjoyed limited liability. In con-
trast, the phrase tovarishchestvo na paiakh drew on the Russian words for
"partner" or "comrade" (tovarishch) and "share" (pai), the latter borrowed
from the medieval Tatars.

The European and Asiatic etymologies signified real structural differ-
ences, as Russian corporations with a-ktsii tended to take different forms
from those that issued pat. (The two words for "share" are used here to
analyze structural differences. So few obshchestva issued pai and so few
tovarishchestva issued aktsii that if the two words for "corporation" served
as the basis for the dichotomy instead of the two words for "share," the
statistical results would be similar. These computations ignore the handful
of tiny membership organizations, operated for profit, that appeared at
the very end of the tsarist period.) New corporations with aktsii, here
called Type A, generally predominated, with 65.1 percent of the total
between 1821 and 1913, while those with pai (Type P) constituted only
34.3 percent, but the proportions varied significantly over time.

Cycles of incorporation for Type-A enterprises closely followed the
general pattern, as a linear regression of the annual totals for all corpora-
tions and Type-A companies yielded a significantly higher coefficient of
correlation (+.989358; r2 = 97.9 percent) than that of the total and Type-
P corporations in the same period (+.899258; r2 = 80.1 percent). From
1851 to 1913, the period of greatest fluctuations, the difference was even
clearer, as the first coefficient rose to +.990361 (r2 = .98.1 percent) and
the second fell to +.884637 (r2 = 78.3 percent; p = .00000 in all four
cases). In the atypically gentle Cycle 5 (1879-86), distinguished by its low
peak, corporations with pai consistently outnumbered those with aktsii.
(See Figure 2.12, which compares three-year moving averages of totals of
both types.)

Geography accounted for much of this variation. In Moscow, the
center of light industry, corporations with pai outnumbered enterprises
with aktsii in every cycle. This pattern occurred only rarely in the other
cities: in Rostov-on-Don in Cycle 4, in Kiev in Cycles 4 and 5, and in St.
Petersburg in Cycle 5. (See Figure 2.13.)

Cyclical patterns, especially the predominance of Type-P corporations
in Cycle 5, reinforced the culturally determined preferences of entrepre-
neurs in the ten major cities, except in Lodz and Baku, where Type-A
corporations accounted for between 90 and 100 percent of the total. In
most other cities, the percentage of Type-A corporations inscribed a
U-shaped curve with a low point that came in Cycle 5 (1879—86), a
period of relative stagnation. The differences in percentages were striking.
Warsaw, St. Petersburg, Odessa, Riga, and the other provincial centers
showed a marked preference for Type-A corporations despite the decline
in the 1880s, with averages ranging from 100 percent in Lodz to 56
percent in Kiev. Moscow, where only 36 percent of new corporations
issued aktsii, remained the bastion of the share partnership. The strong
tradition of German mercantile practice in Riga produced a more gradual
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change than in Odessa, where various ethnic groups contended for pri-
macy in this period.62 The reasons for the unique pattern in Kiev—a
steady rise in Type-A corporations from 20 percent in Cycle 4 to 75
percent in Cycle 7—remain unclear, but they may include a gradual shift
away from small, family-owned enterprises in light industry, especially
beet-sugar production founded and managed by landowners of Polish
extraction, toward a more diverse group of corporations led by Jewish
merchants at the end of the imperial period.63

Another structural indicator, the amount of basic capital, contributed
to the dichotomy. In all but seven instances (in Warsaw and Kharkov in
Cycle 5, in Kiev and Baku in Cycles 6 and 7, and in Riga in Cycle 7), the
median capitalization of new Type-A corporations exceeded that of new
Type-P enterprises; in four cases, the medians were identical: 500,000
rubles. Founders of Type-A corporations generally sought to raise large
amounts of share capital. Medians of such companies founded in each city
ranged from 246,000 to 7.97 million rubles, while corporations with pai
had modest figures of median capital, ranging from 150,000 to 750,000
rubles, with the exception of the single share partnership founded in
Kharkov in Cycle 5 at 1.25 million rubles.

Likewise, the median price of aktsii in all ten cities from 1821 to 1913
held to a narrow range, between 100 and 500 rubles. Such low prices
facilitated the circulation of shares among the public, while the median
price of new pai ranged from 250 to 4,000 rubles because founders tended
to distribute the shares among themselves and utilized high prices to
exclude the purchase of shares by outsiders. In no cases did the median
price of aktsii surpass that of pai, although in Warsaw and Riga they were
identical in three cycles. Shortly before World War I, supplementary issues
of stock in share partnerships occasionally bore a low price, such as the
100-rublc par value of pai issued in 1913 by the G. M. Lianozov's Sons
Petroleum Company, headquartered in St. Petersburg, six years after its
founding. The low prices were apparently intended to facilitate sale on the
stock market. However, these exceptions did not alter the general pattern
of cheap aktsii and expensive pai in the charters.

The percentage of corporations with par share values set at less than
1,000 rubles in 1914 provided a clear indication of the extent to which the
stock market was accessible to the public. Baku, the latecomer and center
of the capital-intensive petroleum industry, led with 91 percent, followed
by the most important corporate centers in the western regions of the
empire: Warsaw (89), Petersburg (84), and Riga (84). Managers of family-
centered corporations in light industry strove to avoid selling shares to the
public in Moscow (39) and Kiev (49). Elsewhere, in the less important
industrial centers, percentages ranged from 73 in Kharkov and Lodz to 65
in Rostov-on-Don and 61 in Odessa.

Newly chartered corporations in Moscow and St. Petersburg also
differed according to the newness of their operations. In a sample quin-
quennium, 1906—10, fully 84.7 percent of the 176 Type-P corporations
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founded in Moscow had previously existed before incorporation, generally
as trading firms. In St. Petersburg, the percentage was lower but still
significant: 64.0. In both cities, the percentage of foundings of Type-A
corporations on the basis of previously existing firms fell below that for
Type-P companies: 53.4 in Moscow and 41.6 in St. Petersburg. Chi-
square tests for both samples—42.4 in Moscow and 28.2 in St.
Petersburg—arc significant at the .01 level. (This analysis excludes the few
charters that authorized existing firms to undertake new activities upon
incorporation.)

Thus, new railroads, banks, metallurgical plants, and other enterprises
that anticipated major expenditures for heavy equipment tended to take
the form of corporations called aktsionernye obshchestva, characterized by
large capitalizations and cheaply priced shares, especially in St. Petersburg
and other cities where European commercial practices had made an im-
pact. In contrast, corporations called tovarishchestva na paiakh generally
grew out of existing family firms, particularly those of the merchant dynas-
ties in light industry, primarily engaged in the manufacture of textiles and
food products, in Moscow.64 Although the most advanced Moscow man-
ufacturers used modern equipment imported from England, costs gener-
ally remained lower than those of a railroad or metallurgical plant. In
addition, the Muscovites preferred to finance expansion out of current
profits instead of issuing stocks and bonds, the better to maintain financial
control over their enterprises.

These patterns of incorporation emerged even more strongly from
data of survival, both throughout the empire and in the ten major cities.
As before, the data suggest the immaturity of Russian capitalism and wide
divergences according to geography, which in turn reflected cultural tradi-
tions of the leading entrepreneurial groups in each city. (See Figure 2.14.)
The benefits of proximity to state power for existing enterprises, especially
banks, railroads, and machine companies in St. Petersburg, appeared enor-
mous. Corporations in the other nine leading centers also continued to
specialize by function. Although St. Petersburg held first place in five of
the six years for which survival data are available, the relatively high rate of
survival among the small but hardy companies headquartered in Moscow
led to a slightly higher number (184) than in St. Petersburg (164) in
1892, after two decades of weak growth in the corporate population.

Likewise, a comparison of the data in Figures 2.9 and 2.14 reveals
that companies headquartered in Moscow constituted a larger percentage
of surviving corporations at the end of the tsarist period (23.4 in 1914)
than the percentage of the total recently chartered (19.3 in Cycle 7, 1906—
13). Warsaw, Kiev, Riga, Lodz, and Baku also had higher-than-average
survival rates at the end of the tsarist period. In contrast, the percentages
in St. Petersburg indicated a lower rate of survival than would be expected
in light of the percentage of new charters: 29.8 percent of survivors in
1914, compared to 35.2 percent of new corporations in Cycle 7. Low
survival rates also occurred in Odessa, Kharkov, and Rostov-on-Don.
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Although no clear pattern of corporate size according to location may
be discerned in the first three years for which survival data are available
(1847, 1869, and 1874), by 1892 two patterns did emerge. First, the
median capitalization of corporations in all cities except Moscow and Kiev
declined between 1892 and 1914, as medians for all companies fell from 1
million rubles in 1892 to 800,000 in 1905 and rose only slightly, to
840,000, in 1914 (Figure 2.7). Also, a strong positive correlation existed
between the number of corporations headquartered in a given city and the
size of its median capital amount in 1914: ( + .908977; r2 = 82.2 percent;
p = .00176) among eight cities. (Lodz and Baku, two latecomers on the
periphery of the empire, had few companies—45 and 34, respectively—
but relatively high median capital amounts of 1.5 and 1.1. million rubles,
which reflected the high concentration of industrial enterprises in textiles
and petroleum, respectively.)

Thus, the median capital amount in St. Petersburg declined gradually
from 1.405 million in 1892 to 1.282 million in 1905 and 1.2 million
rubles in 1914; similar patterns were evident in Moscow (1 million,
900,000, and 1 million rubles) and in Warsaw (1 million, 750,000, and
750,000 rubles). This slight decline in the median capital amount reflected
the increase in the share of small corporations in all cities as the total
number of corporations grew over the decades. Likewise, the low num-
bers of existing corporations and median capital amount in Odessa in
1914 served as symptoms of that city's general economic malaise. Not
only did its 38 companies place it far below Riga (57) and barely ahead of
Baku and Rostov-on-Don (34 each), but its median capital amount fell
steadily, from 1 million in 1874 to 498,000 rubles in 1914, far below the
next lowest: 600,000 in Kiev and Kharkov. In contrast, the median capital
amount in Riga actually rose, from 225,000 (1869) to 325,000 (1874),
500,000 (1892), and 930,000 (1905) before emulating the general pat-
tern with a slight decline to 840,000 rubles—the empire-wide median—
in 1914. Again, the high levels of commercial skill among the Riga mer-
chants contrasted favorably with the somewhat more lax practices of the
corporate elite in Odessa.

Indications of relative success and failure also emerge from a compari-
son of overall survival rates in 1914 and the percentage of new Type-A
corporations in Cycle 6. (See Figure 2.15.) Each of the ten major cities
had its own unique pattern, so that no significant correlation exists be-
tween the percentages of new Type-A companies and survival rates to
1914. (The Spearman rank correlation was a mildly negative —.2553, but
the significance level, .4437, far surpassed the customary threshold indi-
cating statistical significance: .05.) So many corporations of both Type A
and Type P were founded in St. Petersburg that it is difficult to attribute
the inverse relationship between the high percentage of Type-A corpora-
tions (79 percent) and the low survival rate (43.7 percent) to the specula-
tive practices of entrepreneurs in the northern capital. Clearly, however,
the inverse relationship worked in favor of the typically small, solid share
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partnerships in Moscow (36 and 47.5). Entrepreneurs in Kiev also
showed the same success (61 and 50.5), despite the gradual move away
from share partnerships, revealed in Figure 2.13. Likewise, Rostov-on-
Don, which scored second-lowest in the percentage of Type-A corpora-
tions (53 percent), ranked first in survival (52.6 percent). The inverse
relationship between the percentage of Type-A corporations and the sur-
vival rate was strongest in the two cities with the lowest survival rates:
Odessa (85 and 20) and Baku (100 and 37.5).

The major exceptions to this inverse pattern occurred in the two
Polish cities. In Warsaw, fully 98 percent of all new corporations issued
aktsii, but the rate of survival, 46.4 percent, surpassed those of St. Pe-
tersburg, Kharkov, Baku, and Odessa. In Lodz, where all new corpora-
tions issued aktsii, the survival rate (52.0 percent) was second only to that
of Rostov-on-Don. Clearly, the Polish, German, and Jewish entrepreneurs
in the two corporate centers of Russian Poland demonstrated no less
business acumen than did the cautious textile manufacturers of Moscow.65

These data suggest two patterns of corporate enterprise, "Western"
and "Russian," as they might be called, typified by the predominance of
joint-stock companies in Warsaw and Lodz and of share partnerships in
Moscow. There is no need to take sides in the bitter dispute that divided
these corporate elites along ethnic and regional lines.66 Both forms of
corporate enterprise could foster prosperity, as in the cities with the high-
est rates of survival—Rostov-on-Don, Lodz, Kiev, Riga, and Moscow;
corporate founders could abandon one for another without sacrificing
success, as in Kiev; but neither form made managers immune from eco-
nomic decline, as in Odessa and Baku, the two cities with the lowest rates
of survival to 1914.

This examination of major trends in the history of Russian corpora-
tions raises several issues, of which the most complex is this: To what
extent did Russian capitalism embrace the legal and structural attributes
common to other economies dominated in the nineteenth century by
corporations, and to what degree did it remain Russian, displaying fea-
tures unique to its cultural and geographical environment on the eastern
periphery of Europe? Much statistical analysis remains to be done on the
RUSCORP database, but this brief survey permits the drawing of several
tentative conclusions.

The impression of the weakness of Russian corporate capitalism
emerges not only from the aggregate data but also from statistics for the
largest cities. Corporate enterprise remained geographically concentrated
in a very few cities in the Russian Empire. The corporation came to Russia
as a foreign institution, one in which non-Russians, especially Germans,
Poles, and Jews, played a role disproportionate to their percentage in the
population at large, as shown in Chapter 3. When ethnic Russian mer-
chants, especially those in the Moscow region, embraced the corporation,
they opted in most cases for small, closely held companies called share
partnerships, formed on the basis of already existing family-owned part-
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nerships. The preference of non-Russians for the joint-stock company,
modeled on the French societe anonyme, highlighted this cultural dichoto-
my within the corporate elite of the empire, especially in Poland and Baku.

After many decades of barely perceptible growth, the number of Rus-
sian corporations increased more than thirtyfold between 1847 and 1914.
The environment encouraged heterogeneity in geographical location,
function, and size, but trends in this direction remained uneven. High
rates of growth occurred in some sectors and periods, with significant
sectoral differentiation by 1914. The Russian Empire bequeathed to the
Bolshevik regime the fifth-largest economy in the world. Its vast infra-
structure permitted impressive growth rates in the 1920s (higher, indeed,
than those of the First Five-Year Plan), once the chaos of war, revolution,
and civil war had ended.67

In international terms, however, trends in Russian corporate develop-
ment and survival over time appear mixed. Railroads performed poorly, in
marked contrast to their leading institutional role in western Europe and
the United States. Most importantly, corporations encountered consider-
able instability and turbulence in sectors that were sensitive to the world
market and to arbitrary changes in the policies of the tsarist bureaucracy.
Despite several periods of rapid growth, the overall pace of corporate
development remained slow, especially in per capita terms.

Numerous riddles of macroeconomic policy and economic perfor-
mance remain unsolved. Perhaps the most curious is the reason for the
early occurrence, in 1871 and 1873, of the highest ratios of new corporate
capital to population ever recorded in a single year: 3.9899 and 3.7231
rubles per capita, respectively, in Figure 2.3. Only in 1912 and 1913 did
this ratio again surpass 3.0. Thus, the flurry of incorporation in the era of
the Great Reforms (1861—74) witnessed the founding of some of the
largest corporations ever chartered by the tsarist regime, but these giant
enterprises failed to establish an institutional structure capable of main-
taining the momentum of corporate development into the reigns of the
last two emperors. The most prominent failure occurred in railroads, by
far the largest of all corporations.

Paradoxically, the most capable ministers of finance—Reutern, Witte,
and Kokovtsov—failed, at crucial moments, to accommodate tsarist eco-
nomic policy to the needs of the corporation. Reutern and Witte drafted
reforms of the outmoded corporate law of 1836 but refused to implement
them. Reutern abandoned his reform bill because the crash of 1873 shook
his confidence in an autonomous corporate economy. In particular, he
perceived a threat, not an opportunity, in the enthusiasm for corporate
entrepreneurship that seized Russian society in the early 1870s. His high-
handed treatment of commercial banks and his rejection of corporate law
reform exemplified the familiar bureaucratic methods of tutelage and arbi-
trariness at a crucial moment in the history of the imperial economy.
Witte, who remained "skeptical of free enterprise" and "imbued with
nationalism and statism, in the Russian bureaucratic and historical tradi-
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tion," rejected incorporation by registration because the reform would
have limited his ability to grant exceptions to laws restricting iandholding
rights of corporations in which Jews, Poles, and foreigners owned stock or
served as managers and employees.68

For his part, Kokovtsov failed to inspire confidence among the
shrewdest foreign capitalists. When, in 1910, B. A. Kennedy of Interna-
tional Harvester expressed an interest in requesting financial aid from the
Russian government, he received a somber warning:

Alexander Bary, an American who had lived and worked in Russia for thirty
years, told him the government was "absolutely unreliable." Kokovtsov,
though the "brightest" of the ministers, "had no regard for his word and
would break it as easy as he would make it." In addition, Bary was 'Very
strong" in warning Kennedy against asking for [financial] concessions. If
International Harvester accepted any, the government "would oblige [it] in
such a way that [it] would be in trouble for ever afterwards."69

Unlike Europeans, American bankers showed little interest in the Russian
market, both because they disapproved of the tsarist government's dis-
crimination against Jews and because they disliked the many institutional
impediments to capitalist activity there.70

The role of the tsarist state and its effects on corporate enterprise
therefore appeared negative to the very end. Gerschenkron's notion that
the industrial surge of 1908-13 depended not on direct state sponsorship,
as in the 1890s, but on private activity coordinated by the big St. Pe-
tersburg banks has been challenged recently by Gatrell, who found that
"armaments took over from railways as the motor of growth before 1914."
The armaments industry, much of which remained under direct state ad-
ministration, accounted for over 4 percent of industrial production in
1913, a far larger share than in France (1 percent) and Britain (1-2
percent). Its percentage of the net national product, 4.1 percent, surpassed
that of Germany (3.6), Britain (3.8), and France (3.9) and stood almost
double, at 7.1 percent, after the subtraction of nonmonetized peasant
consumption of food from the net national product. Likewise, Gregory
found that the devotion of government spending "primarily to defense
and administration (and not to health and education)" made the tsarist
state's "share of final expenditure (8 percent) . . . the highest of the coun-
tries for which data are available."71 On the very eve of World War I, the
tsarist state remained true to the military-autocratic tradition, despite its
high costs in terms of efficiency.

Should not some responsibility for the poor performance of Russian
corporations be borne by the merchant elite? The familiar stereotype of
the Russian merchant as a creature wedded to low standards of honesty
and a penchant for short-term profits appeared to justify repressive laws
and the state's manipulation of the market, at least in the eyes of tsarist
bureaucrats. In a characteristic criticism, a tsarist bureaucrat chided Rus-
sian merchants in 1847 for their lack of "corporate cntrepreneurship"
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(obshchestvennaia predpriimchivost'). Despite massive state spending on ca-
nals, highways, and the Petersburg-Moscow railroad, he claimed, "not a
single corporate enterprise" had come into being to take advantage of new
opportunities in transportation. The Tsarskoe selo Railroad, founded in
1836, remained the sole viable company in its category, the Volga-Don
railroad company having published no accounts and offered no shares for
sale on the exchange in the four years since its chartering. (It failed in
1849.) A plan proposed in 1831 to introduce a shipping line on the Tsna
River, capitalized at one million assignat rubles, apparently failed to re-
ceive a corporate charter and disappeared, leaving "no information since
that time."72 Toward the end of the century, another economic bureaucrat
wrote that "the apathy and crass ignorance that afflict our merchants" kept
the consultative organizations created by Reutern in 1872 "from exerting
all the beneficial influence that had been expected of them."73

The monographic literature already suggests that corporate founders
and managers from various regions, ethnic groups, and social strata per-
formed according to patterns that reflected their cultural values. A handful
of outstanding individuals achieved substantial success despite the repres-
sive tsarist legislation.74 Although the present survey cannot accommodate
comprehensive biographical portraits, patterns of entrepreneurship in the
RUSCORP database strongly reinforce the findings of geographical diver-
sity, institutional immaturity, and foreign influence evident in the statistics
of corporations. Like restricted credit and the effects of governmental
regimentation, entrepreneurial ability constituted a key element in the
Russian corporate ecology.

As for the role of the state in promoting or hindering the cause of
Russian economic development, much empirical work remains to be done,
especially in the period of the Great Reforms. For the time being, it is
sufficient to point out that the bureaucrat's condescending statement
about the apathy of the merchants revealed the attitude that legitimized
the government's refusal to embrace economic reform. As an American
visitor to Russia observed at the beginning of our century:

the capitalist, as such, has no more influence in Russian legislation or adminis-
tration than has the laborer; and neither one of them, as such, has any influ-
ence. ... So the government does not regard the capitalist as a partner in
affairs of state; it regards him as a subject of the state. . . . The weakness of
this whole system, of course, is that no matter how good the intentions of the
government may be, it is impossible for it to intervene in even a small number
of instances among all the enterprises of a people and an empire larger and
more numerous than any on the globe.75

According to the sociologists who pioneered organizational ecology,
"research at the population level leads naturally to a concern with history"
because trends in "population dynamics" often can be perceived only in
the long term. One of the greatest challenges facing students of population
ecology is to "show how quantitative analysis can be applied to the study
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of social processes operating over long periods of time—that is, to social
history."76 By revealing patterns of corporate entrepreneurship and man-
agement, the RUSCORP database helps to illuminate the social history of
Russian capitalism in its personal as well as its mathematical dimensions.



Corporate Entrepreneurs and
Managers, 1821-1914

The function of the historian is akin to that of the painter and not of
the photographic camera: to discover and set forth, to single out and
stress that which is of the nature of the thing, and not to reproduce in-
discriminately all that meets the eye. . . . What matters in history is the
great outline and the significant detail; what must be avoided is the
deadly morass of irrelevant narrative.

Sir Lewis Namier1

Whatever the accuracy of the bureaucratic criticism of merchants' feeble
entrepreneurship in the period of minimal corporate activity prior to the
Crimean War, the perennial lack of sympathy typified by those remarks
deserves attention because of constant allegations in the Soviet historical
literature of a close partnership between business and the tsarist state. This
essentially polemical assertion inspired suspicion on two counts. First, it
merely reiterated the common criticism of capitalism that filled the pre-
revolutionary Bolshevik and Menshcvik press. It also rested on a weak
empirical foundation, Soviet historians having produced little in the way
of enterprise histories and biographies of business leaders.

This neglect stemmed from more than the methodological bias of
Marxist social science against biography and in favor of the inexorable
logic of impersonal economic forces. In Soviet Marxism, the polemical
style of political debate and ideological pronouncement suffused the social
sciences, so that a dispassionate analysis of a millionaire's career, rendered
in various shades of gray, would have seemed unduly favorable. Also, the
political infighting that swept dozens of historians from academic posi-
tions in the poisonous atmosphere of high Stalinism inspired adherence to
the stale dogmas laid down by the Institute of the History of the USSR.
Although these doctrines evolved over time, especially in the Khrushchev
period, the Soviet historical profession left unresolved and even unex-
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plored a host of major issues. For example, it proved easier to trace the
evolution of tsarist economic policy, as reflected in the ministerial records,
than to evaluate its impact on the economic behavior of manufacturers and
financiers.2

Tensions between business and government in late imperial Russia
have received attention elsewhere.3 One aspect of the problem requires
special analysis: the contradiction between the accusation of entrepre-
neurial lassitude and the opposite argument, that bureaucratic strictures
prevented Russian corporate entrepreneurs from pursuing economic op-
portunities more aggressively than they did. The weaknesses of Russian
entrepreneurship prior to the nineteenth century were clear to scholars,
despite a paucity of statistical data.4 The tiny number of corporations
chartered between 1704 and 1820 supported this impression. The pros-
pects of the emergence of a competent corporate elite from the ruins of the
command economy in the 1990s, an urgent question of economic and
social analysis in our own time, is discussed in Chapter 6. A preliminary
statistical analysis of RUSCORP data reveals complex patterns of entre-
preneurship and management from 1821 to 1914 that complement the
trends of relatively limited corporate formation and survival in this period.

Patterns of Entrepreneurship

Despite the enormous difficulties of assigning an unambiguous ethnic
label to the approximately 14,000 persons named in the corporate char-
ters, even this preliminary effort to categorize the Russian corporate elite
by ethnicity yields some significant patterns. (See Table 3.1.) The most
obvious conclusion to emerge from these data is that only a tiny fraction of
the population participated in corporate entrepreneurship. For example,
during the last corporate boom, the names of only 857 founders appeared
in corporate charters in 1913, when the population of the empire (minus
the Grand Duchy of Finland) stood at approximately 169 million. To be
sure, in all countries where capitalism became the dominant form of eco-
nomic enterprise by 1914, the corporate elite constituted a small percent-
age of the population. However, these data reinforce the impression of the
weakness of Russian capitalism reflected in the tiny number of corpora-
tions and the relatively small amount of capital marshalled by companies in
the transportation and credit systems, in comparison to the leading role of
the tsarist state.

The dramatic cyclical variations demand explanation as well. Episodes
of enthusiasm for corporate enterprise occurred in 1856—60, 1871—5,
1896—1900, and 1911-3. Especially striking were fluctuations in the
average number of founders per charter. The high points, in 1866—70 and
1871-5, reflected the extraordinary enthusiasm for corporations that
marked the era of the "Great Reforms." The fad reached ridiculous pro-
portions in a handful of banks and shipping companies that attracted
dozens of founders. The otherwise insignificant Linda Steamship Compa-
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ny, chartered on August 1, 1881, in Reval (now Tallinn) with a modest
capitalization of 300,000 rubles and liquidated before 1892, took the
prize, with 654 founders. (In this case, the compilers of the RUSCORP
database entered only the first ten names so as not to introduce statistical
anomalies into the general pattern.) Equally significant was the steady
decline in the average from 1881 onward to a rate of approximately two
and one-half for almost a quarter-century before World War I, a rare
example of routinization in the history of Russian corporate capitalism.

What can be said of the managerial qualifications of the many men
(and the few women, mostly wives and widows of merchants who owned
existing enterprises) who became founders in the era of the Great Re-
forms? The effort to create an entire complex of capitalist institutions,
including banks, railroads, and manufacturing plants, in the aftermath of
the Crimean War appeared daunting in the absence of a large and vigorous
Russian middle class. China and Japan, when faced with the challenge of
adopting the corporate form of enterprise, could draw on a native entre-
preneurial tradition that extended back through the centuries. Could en-
thusiasm compensate for the lack of expertise in Russia?

The effort to affix ethnic identifications to corporate founders, despite
the enormous difficulties and resulting imperfections, yielded some pre-
liminary answers to this question. Like the small numbers and geographi-
cal concentration of corporations, the ethnic composition of founders and
managers testified to the essentially foreign nature of the corporation in
the tsarist economy. Certain groups occupied positions in the corporate
elite out of proportion to their numbers in the population at large: for-
eigners (including foreign Jews and Germans), Jews and Germans who
held Russian citizenship, and Armenians.

Comparisons with the first comprehensive census of the Russian Em-
pire in 1897 reinforce this pattern. Besides comparing census numbers to
founders in each city, it would also be preferable to employ biographical
research for the purpose of eradicating errors in ethnic identification and
reducing the unknowns—6.9 percent overall—to an absolute minimum.
(The lack of names in some charters makes it impossible to identify all
individuals.) Still, the remarkable rise to prominence of corporate found-
ers from ethnic minorities such as Germans and Armenians points to the
importance of cultural determinants, such as high literacy rates and the
long history of family-based commerce, that prepared individuals for ca-
reers in corporations once the new form of enterprise arrived from West-
ern Europe.

Poles, Jews, and foreigners achieved special prominence among cor-
porate founders. From the 1860s onward, the tsarist government sought
to bolster the declining economic position of ethnic Russian peasants and
landlords in the western provinces by restricting the rights of non-
Russians to purchase landed estates there. Fearing that members of these
three proscribed groups might form corporations to obtain rural land
denied to them by law as individuals, the government gradually extended
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the restrictions to corporations in which Poles, Jews, and foreigners acted
as directors, employees (such as real-estate managers), and stockholders.
Thus, the relatively high percentages of individuals from these three
groups might well have been even higher had legislative restrictions on
corporate landholding not existed.

The steadily increasing percentage of Jewish entrepreneurs after 1861
appeared especially impressive. It was precisely in the last half-century
before World War I that the ethnic restrictions imposed by the bureaucracy
increased in severity. In their triumph over adversity, the Jews and other
minorities demonstrated their superior ability in the corporate arena. To
the extent that these groups resorted to figureheads who were Russians—
and the existence in the Russian language of the term "straw man" (pod-
stavnoe litso) provided good evidence that the phenomenon did exist—
the real percentages stood even higher. The explanation of this rise to
prominence will require a series of empirical investigations to take account
of the distinctive talents and capabilities of each group. Definitive statisti-
cal results may well elude us because of the ineffable nature of ethnic
prejudice and its psychological effects on all parties concerned, but the
general outlines of the evolution of the Russian corporate elite may al-
ready be discerned.

Some of these patterns related directly to geography. For example, the
percentages of Armenians among founders in each quinquennium from
1861 to 1913 correlated strongly with the percentage of new corporations
headquartered in Baku (coefficient = +.8528; r2 = 72.7 percent; proba-
bility level, or p = .00085). A slightly weaker correlation existed for the
percentages of Germans and of new corporations chartered in Riga, where
the German mercantile tradition dated from medieval times ( + .7050;
49.7 percent; and 0.1539, respectively). In contrast, the same test revealed
weak correlations between Poles and Warsaw ( + .5755; 33.1 percent; and
.06396) and between Jews and Kiev ( + .2990; 8.9 percent; and .3255),
despite the relatively prominent role of Poles as corporate founders in
Warsaw and of Jews in Kiev by the end of the tsarist period.

The interplay between ethnicity and geography in percentages of
founders from each major ethnic group in the ten largest corporate centers
is clear from an analysis of data from two periods of corporate activity
separated by more than half a century, in 1856-60, immediately after the
Crimean War, and in 1911-3. (See Tables 3.2 and 3.3.) The absence of
any new corporations in four of the ten most important cities in the crucial
quinquennium following the trauma of the Crimean War reveals much
about the weak development and geographical concentration of Russian
capitalism in mid-century. In contrast, at the height of the last and most
impressive cycle of corporate entrepreneurship before the war, the pattern
of heterogeneity revealed in Table 3.1 for the empire as a whole became
clear in the ten major cities as well.

By 1911-3, the patterns only vaguely suggested in the late 1850s had
become clear. In seven of the ten cities, one ethnic group accounted for
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half or more of corporate founders. In Moscow, Warsaw, Riga, and Lodz,
the preponderance of Russians, Poles, Germans, and Jews, respectively,
came as no surprise, but several developments in the previous half-century
testified to the entrepreneurial ability of Russians and Jews. Russians led
other groups in five of the ten major cities, and the percentage of Russians
in St. Petersburg and Rostov surpassed the already high levels of the late
1850s. Even more impressive was the emergence of Jewish entrepreneurs
to leadership in Kharkov and to absolute majorities in Odessa and Lodz.

A statistical examination of entrepreneurial activity according to the
social origins of corporate founders entails a variety of conceptual prob-
lems. First, the quality of these data was marred by the large number of
unknown status identifications: above 15 percent in seven of the nineteen
quinquennia between 1821-5 and 1911-3 and almost 40 percent in
1866—70. Unlike the unknown ethnic identifications, the missing status
identifications are not likely to be removed in the course of future re-
search, except in cases when an individual might be identified by bio-
graphical information drawn from other sources.

Organizations included zemstvos, trading firms, banking firms, and
the like. Although several ambitious zemstvos launched railroads and oth-
er enterprises, primarily in the 1860s and 1870s, the vast majority of
organizations that acted as corporate founders were trading firms repre-
sented by a senior partner or two.

More serious than the statistical difficulties were conceptual ambi-
guities inherent in these data. A regional analysis might well show the
predominance of certain social groups in some cities and not others, for
example merchants in Moscow and holders of bureaucratic and military
ranks in St. Petersburg, but the value of such a statistical overview would
be limited by the effects of cultural traditions in each of the ten major
cities. Whereas the ethnic categories examined in Tables 3.2 and 3.3 were
few and distinct, the cultural connotations of the word "merchant" varied
from city to city, and the number of social categories, defined by official
categories of social estate (soslovie) and by occupational function, made the
task of analysis complex in the extreme. A comprehensive effort to sort out
these difficulties cannot be attempted in the limited space at our disposal.
The solution to these problems lies in a scries of biographical studies, the
lack of which has crippled serious research in Russian history until now. A
general chronological survey, combined with some biographical details,
suffices to indicate the complexity of the subject and the immense possi-
bilities for future research.

Unlike the variations in entrepreneurial behavior according to eth-
nicity, those of corporate founders from the main social groups remained
remarkably stable over time. (See Table 3.4.) Another indicator of this
pattern is the fact that, whenever individuals named in the charters bore
two or three status titles, in almost all cases the additional titles corre-
sponded to the main group of the first. For example, a prince or count
often held a military rank or a position at the imperial court, whereas a
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Manufacturing Councilor (Manufaktur-sovetnik) with more than one sta-
tus identification typically bore the title of honorary citizen (pochetnyi
grazhdanin) or merchant (kupets). (In all cases, the status title used for this
analysis was the highest in rank or prestige, as best this could be deter-
mined by the compilers of the database.)

Although commercial-industrial and professional men, together with
their organizations, accounted for more than half of all founders, aristo-
crats, the gentry, and holders of bureaucratic and military ranks accounted
for almost a third of founders overall and over a quarter of them in the
early twentieth century. These patterns buttressed the familiar impression
of the low level of urbanization in Russia under the tsarist regime and the
correspondingly small size of the nascent urban groups, which hardly
deserved the name "middle class" because of their cultural heterogeneity.

The decline of the agrarian elite and the rise of the urban elite—the
main story of European social history from the Middle Ages to the mod-
ern age and an axiom of Marxism and modernization theory—might seem
evident here to an observer seeking to place Russia within the allegedly
universal scheme. However, a close examination of these data inspires
caution, not certainty. Indeed, the most salient development was the sharp
rise of individuals who represented none of the four major social groups
from the 1890s (less than 1 percent) to 1911-3 (10 percent). Perhaps
corporate entrepreneurs were emerging from a greater variety of social
groups than before. The collapse of the entire system in World War I and
the Bolshevik Revolution prevents our knowing whether this phenome-
non foreshadowed a major reduction in the role of nobles within the
corporate elite in later years. At this point, the familiar notion of "the
decline of the gentry and the rise of the merchants" appears inadequate to
account for many aspects of the story.

The task of combining the ethnic and status patterns into a coherent
explanation of corporate entrepreneurship in Russia requires attention to
the complexities of biography. A modest contribution to this vast project
is given in Table 3.5, which lists leading entrepreneurs named in the
corporate charters in each cycle. Several preliminary conclusions can be
drawn from it. First, the most active corporate entrepreneurs operated
across the spectrum of the Russian economy. They tended to base their
operations in Petersburg, Moscow, and Warsaw, the three leading corpo-
rate centers, but the enterprises that they founded ranged from huge
railroads and shipping lines to small beet-sugar plants in the villages of the
southern and western provinces. The importance of light manufacturing
and small-scale credit was especially visible during Cycle 5, when govern-
ment policy discouraged the formation of railroads and large banks. This
pattern supported the generalizations about sectoral activity in the various
cycles discussed in Chapter 2.

Second, the staying power of the bureaucratic elite was clear from the
fact that all the leading entrepreneurs but one in the last cycle held gentry
or bureaucratic status and all but one based their operations in the imperial
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capital. However, this pattern did not necessarily connote the persistence
of economic domination by the traditional agrarian elite. It is necessary to
make a distinction between bureaucrats without significant incomes from
agriculture and the largest landowners themselves. Bureaucrats devoted to
the traditional military-autocratic form of political and social organization
must also be separated from those who embraced a reformist attitude,
based largely on exposure to European ideas. St. Petersburg occupied a
contradictory place in Russian culture as both the center of the bureau-
cratic machine and as the city most susceptible to European ideas and
economic practices. In other words, the high level of participation in
corporate foundings by eminent bureaucrats in St. Petersburg in the last
cycle of incorporation (1906-13) did not necessarily signify the retention
of economic power in the hands of persons allied politically to the tsarist
regime, an aspect of what Arno }. Mayer has called "the persistence of the
old regime": the alleged maintenance of political power, especially in civil
and military bureaucracies, by agrarians and aristocrats in western and
central Europe to the very eve of World War I.5 Proximity to the tsarist
government, a high level of education, and years of experience in business
affairs evidently facilitated prominence in corporate enterprise at the end
of the imperial period. Still, the attitudes of each of these corporate leaders
cannot be inferred simply from their high rank.

For example, Mikhail M. Fedorov, after serving as acting minister of
trade and industry in Witte's short-lived cabinet in 1906, proved a far
more dynamic entrepreneur in railroads and heavy industry than the typi-
cal Russian merchant. Educated at St. Petersburg University in physics
and mathematics, he worked in the Central Statistical Committee, for
which he published, with A. K. Veselovskii, a survey of zemstvo insurance.
In 1883, he moved to the Ministry of Finance, where he edited the
ministry's highly respected journals Vestnik finansov, promyshlennosti i
torgovli (Herald of Finance, Industry, and Trade) and Ezhegodnik Minis-
terstva finansov (Yearbook of the Ministry of Finance) in 1891—3 and
Torgovo-promyshlennaia gazeta (The Commercial and Industrial News-
paper) in 1893-7. For the Central Statistical Committee and the Ministry
of Finance, Fedorov edited a book devoted to Russian corporations: Ak-
tsionernoe delo vRossii (1895). Two years later, he assumed the editorship of
Russkoe ekonomicheskoe obozrenie (Russian Economic Survey), one of the
most informative periodicals of its kind, for which he wrote analyses of
foreign capital in Russian industry (1898—9) and the Russian grain trade
(1902). The Petersburg Telegraph Agency, established in 1904, grew out
of a telegraph office that Fedorov had created in 1902 to disseminate
commercial information.6

Having served as chief of the Department of Commerce in the finance
ministry, Fedorov became vice-minister of trade and industry when the
new ministry came into being in October 1905. During his brief term as
acting minister in early 1906, Fedorov endorsed a reform of the corporate
law of 1836, including the introduction of incorporation by registration,
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and endorsed the concept of "a state based on the rule of law" (pravovoe
gosudarstvo, a direct translation of the German Rechtsstaat). In so doing, he
endorsed the main rallying cry of Russian liberals in the aftermath of the
Revolution of 1905 and of liberals in the Soviet Union during the era of
glasnost eighty years later.

In the period of semiconstitutional rule after 1905, before turning to
corporate activity, Fedorov wrote for the newspaper Slovo (The Word), the
organ of the liberal Party of Peaceful Renewal. He appeared at the "eco-
nomic dinners" sponsored by the liberal Moscow industrialist Pavel P.
Riabushinskii, where intellectuals and commercial-industrial leaders
sought common ground, after centuries of mutual distrust. At the Second
Congress of the Association of Industry and Trade, in May 1907, he called
for the creation of a national network of elected chambers of commerce
and industry, a reform never implemented by the tsarist regime because it
threatened to grant too much latitude to the principles of free election and
local autonomy. In the fall of 1916, he hosted a meeting of liberal politi-
cians called by the Kadet Party leader, Pavel N. Miliukov. In emigration,
Fedorov opposed the Bolshevik government as vice president of the Rus-
sian National Committee, which included such prominent Russian busi-
nessmen as S. L. Poliakov, James Whishaw (Dzhems Vishau), A. N.
Rat'kov-Rozhnov, and G. E. Veinshtein.7 Despite his career in the bureau-
cracy, therefore, Fedorov's education, business acumen, and devotion to
liberal political principles would have qualified him, in Europe, for the
title of bourgeois.

Further empirical spadework on the leading corporate founders in
Cycle 7 may well reveal that other holders of high rank did not necessarily
endorse the reactionary political and economic policies of the tsarist bu-
reaucratic machine. It suffices to note in passing that Sirotkin's title, Com-
mercial Councilor, denoted a distinguished career in business, and that his
base in Nizhnii Novgorod, a traditional center of merchant culture, set
him apart from the others. Likewise, Tishchenko, who held gentry status
but no high rank, apparently owed his prominence to his industrial activ-
ities, not to a career in the government.

The significance of the persistently prominent role of nobles, bureau-
crats, military men, and gentrymen in the corporate charters of the late
imperial period remains to be ascertained. On the one hand, the fact that
approximately a third of all corporate founders came from the traditional
elite might suggest that capitalism in Russia remained too weak to break
free of the power of the state and its main ally in society, the gentry. The
failure of founders from urban social backgrounds to dominate the corpo-
rate elite by decisively high percentages would support the general argu-
ment, advanced in Chapter 2, that Russian capitalism in the tsarist period
remained weakly developed, largely because of the heavy-handed tutelage
of the tsarist state. According to this interpretation, capitalistically minded
bureaucrats like Fedorov remained rare and atypical.

On the other hand, the strong showing of founders from agrarian and
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bureaucratic social origins might be interpreted as a sign of a successful
adaptation by the traditional elite of Russian society to the dynamism of
the new capitalist economy, on the model of the English landed aristocra-
cy, which, like others, made the transition to production for the market in
the early modern period. As Barry Supple noted: "In spite of the relative
nature of this importance the aristocratic entrepreneur has escaped much
historical attention rightly his due. Land, financial need, and social promi-
nence could be strong incentives to undertake entrepreneurial activity.
Enterprise did not necessarily recognize class barriers."8

The landlords need not have implemented commercial agriculture on
their own estates; a limited transition, which included the use of political
measures to extract a surplus from the peasantry, occurred elsewhere in the
world, as in East Elbian Germany and in Meiji japan. There, governmental
power buttressed the economic interests of the agrarian elite, which in
turn showed at least minimal sensitivity to the needs of the new industrial-
ists, junior partners in an antidemocratic condominium that formed by the
end of the nineteenth century.9 Industry in Japan and Germany developed
so successfully that the tsarist military machine met defeat twice in the
early twentieth century, first from the Japanese in 1904-5, then from the
Germans in World War I.

The failure of the Russian gentry to make the transition to commercial
agriculture, unlike the English landed aristocracy, is clear from the histori-
cal literature. Did the largest landowners in Russia participate in the
emerging capitalist economy in another way, namely by taking a major role
in the creation of corporations? The hypothesis that wealthy landlords
occupied a leading place in Russian corporate entrepreneurship can be
tested by a review of statistics in a richly detailed study by Liudmila P.
Minarik, published in 1971, and of corresponding corporate and bio-
graphical information in the RUSCORP database. Minarik found that
155 individuals in 102 leading landowning families at the turn of the
century (1890—1905) held a total of 16 million desiatinas of land, or
approximately one-quarter of the 65 million desiatinas owned by members
of the gentry and merchant estates. Four clusters of intermarried families
accounted for 11.6 million desiatinas, or over 70 percent of the total.
According to her, they also were active in manufacturing.

Minarik's case for a high level of industrial development on the estates
of the 102 families finds some support in data on mining, metallurgy,
distilling, beet-sugar production, and other processing of raw materials.
However, she pushed the evidence too far in reiterating the familiar Lenin-
ist formula that the magnates led the agrarian elite in corporate entrepre-
neurship typical of mature capitalism around the world. "As capitalism
made the transition to its highest stage, imperialism, representatives of the
landlord class, chiefly its leadership [verkhushka], were bound ever more
closely to corporate and monopoly capital. . . . Many of the largest land-
owners entered joint-stock enterprises in various fields of industry, mainly
mining and sugar production."10 Minarik named individuals who founded
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corporations, served on boards, or owned stock in Russian and foreign
companies. However, these biographical facts from the history of several
dozen families did not prove that the landed magnates, as a group, led the
transition to capitalist exploitation of their lands.

In fact, preliminary statistical tests yielded no meaningful correlations,
positive or negative, between the size of a family's landholdings and its
corporate entrepreneurship, as measured by the total capitalization of the
new corporations that it founded. The first was a test for correlation
between the amount of land owned by individuals in the 102 families and
the total capitalization of corporations founded by those persons or their
parents or children. Minarik drew her data on landholding from the peri-
od 1890—1905, but she occasionally consulted reference works published
as early as 1874 and as late as 1913. To give her case the strongest possible
statistical basis, this analysis included all corporate foundings by persons
on her list in the period 1871—1913. The correlation is measured simply,
by a regression of one group of numerical values on the other set. The
most common forms of regressions are linear, in which a straight line
connects points defined by the formula r = a + bX, and multiplicative, in
which a curved line is produced by r = aXb. In neither the linear nor the
multiplicative regression did Minarik's data produce a correlation coeffi-
cient in excess of .15, positive or negative. Thus r2—the square of the
coefficient, showing the amount of variation in corporate capital explained
by patterns of landholding—amounted to approximately 2 percent.

The second set of tests, which compared the rankings of each family
according to its landholding and capitalization total, on the one hand, and
its corporate activity, on the other, produced an even lower correlation
coefficient: below .07. In both sets of tests, the probability level (p) re-
mained far outside the zone indicating statistical significance: .05 and
below.

Ranking the landed elite by size of landholdings and then dividing the
list by deciles into ten approximately equal groups (with eleven in catego-
ries one and six, as automatically accomplished by the Statgraphics statisti-
cal program) makes clear the lack of a direct relationship between land-
holding and corporate entrepreneurship. (See Figure 3.1.) Six of the ten
groups founded only a few corporations, between three and six each. In
contrast, the remaining four groups of families—the third, fourth, sev-
enth, and ninth—founded between thirteen and nineteen companies each.

Total capitalizations likewise varied greatly, as the seventh group foun-
ded nineteen companies, with an aggregate capitalization of almost 109
million rubles, two and one-half times the total capital of the next most
active tenth, group four. Various statistical tests fail to produce significant
coefficients of correlation among these data. Considered both as families
and as groups often or eleven families ranked according to the size of their
landholdings, therefore, large landowners did not enter the corporate are-
na in 1871-1913 in a way that directly reflected the amount of land that
they owned.
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Several patterns do appear significant, however. Categorization of the
102 family groups of major landowners according to the number of com-
panies founded by them in 1871-1913 yielded seven sets of data, some of
which showed strong relationships, both positive and negative. (See Table
3.6.) The data in the first two columns suggested a strong inverse relation-
ship between the number of companies founded by each family and the
numbers of families that founded new corporate enterprises. In contrast,
the average capitalization appeared to increase with the number of compa-
nies founded, and the total landholdings of each category of families
varied according to the number of families in each category. Coefficients
of correlation measured these relationships precisely. (See Table 3.7.)

All these correlations are linear; that is, they inscribe a straight line
when plotted on a two-dimensional graph, according to the formula r
= a + bX. For example, the strong negative relationship (-.7758) be-
tween COS and TLAND appears in a regression graph as a line sloping
downward from left to right as it passes as closely as mathematically
possible to the seven points. Squaring the coefficient yields an r2 of
60.2 percent; that is, the variations in TLAND account for slightly
more than three-fifths of the variations in COS. The probability level
(p) in this case (.0403) falls within the area typically considered signifi-
cant by statisticians: below .05. This negative correlation contradicts
Minarik's claim that ownership of land varied positively in relationship
to the founding of new corporations. The linear correlation between
FAMS and TLAND is also strong ( + .9935: p = .0000), but this high
correlation is irrelevant to the issue at hand: the relationship between
landholding and corporate entrepreneurship.

Other patterns in these data appear to show that a family's corporate
activity increased somewhat with the extent of its landholdings. For exam-
ple, for the forty-three families that founded at least one company, a
strong linear relationship existed between TLAND and TCOS (correla-
tion = +.920268; r2 = 84.7 percent; p = .00928). Thus, the elimination
of the least active category of landowners—those who founded no
companies—changed a fairly strong negative relationship (-.6119 in Ta-
ble 3.7) to one in which the variation in aggregate landholdings accounted
for more than four-fifths of the variation in the founding of corporations.
However, this strong statistical relationship resulted from comparing to-
tals of land and companies within each category in FAMS in Table 3.6, not
within families. Both sets of data, TLAND and TCOS, were primarily
determined by the number of families in each category of FAMS, and so it
was to be expected that the twenty families in the second category would
have owned more land and founded more companies, as a group, than the
two families in categories six and seven, which, despite their individually
large holdings, owned less land in the aggregate than the twenty families
in category two. More significant was the average amount of land owned
by each of these forty-three families. In Table 3.7, the relationship be-
tween ALAND and COS is not particularly strong and is negative to boot.
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The elimination of category one—families that founded no companies-
produced a slightly positive correlation (+.3085), but both these correla-
tions remain so far above the .05 probability level—p = .1442 and .5519,
respectively—that they fail to carry statistical significance. Thus, no mean-
ingful correlation exists between ALAND and COS, with or without the
category of families that refrained from corporate entrepreneurship.

Use of the multiplicative formula, which produced a curved regression
line based on the equation r = aXb, yielded a high negative correlation
(coefficient = -.921461; r2 = 84.9 percent; p = .00901) between COS
and TLAND among the six categories with one or more corporate found-
ings. In this case, the curved line accounted for the variation better than
the straight one. (The multiplicative test does not accept zero values, so
the fifty-nine families without any corporate foundings must be excluded
from this test.) At first glance, this excellent fit provides a better refutation
of Minarik's hypothesis than the weaker, but still significantly negative,
linear correlation between COS and TLAND. That is, the greater the total
amount of land owned by families in each category, the smaller the num-
ber of corporations founded. Again, however, this high negative correla-
tion resulted from the aggregation of land within each category in the first
column of Table 3.6. No significant correlation exists between the number
of new companies (COS) and the average amount of land per family in
each category (ALAND).

Minarik named several individuals who served on the boards of min-
ing, beet-sugar, and similar companies, but this information constituted
only anecdotal evidence. Indeed, the fact that well-to-do landowners di-
versified their portfolios by purchasing stock in a variety of corporations
should come as no surprise. Without massive amounts of new data on the
extent of corporate stock ownership and board membership by landed
magnates in the early twentieth century, Minarik's assertion remains an
interesting working hypothesis, but nothing more. No one has done the
requisite biographical research to settle the issue.

Nor did Minarik's stress on noncorporate industrial activity on landed
estates prove the alleged accommodation between large landowners and
corporate capitalism. Indeed, wealthy Russian landlords had produced
flour, liquor, metals, paper, glass, bricks, textiles, and other commodities
on their estates since the seventeenth century. Aristide Fenster specified
sixty-two families of great landowners, consisting of fifty-six from the
aristocracy and six holders of gentry status from merchant origins, who
were active in at least two of the seven main branches of industry in the
eighteenth century: salt, potash, liquor, metals, glass, textiles, and "oth-
er."11 (Only seven individuals belonging to families in this list of sixty-two
appeared in the RUSCORP database; they founded a total of seven corpo-
rations in the eighteenth century.) Thus, the Marxist-Leninist stage theory
appears irrelevant to her data.

Biographical data drawn from RUSCORP also undermine Minarik's
hypothesis that the leading landowners participated in a significant num-
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ber of existing corporations. Because the focus of this study remains the
population, rather than individuals or separate companies, a handful of
representative cases must suffice to make the case. Only 11 of the 102
families named by Minarik appeared in the corporate directory for 1905,
and only 1 of them, Poklewski-Koziell, appeared in two companies, as
Vikentii A. served on the board of the Volga-Kama Bank, capitalized at 12
million rubles, and Wladyslaw V., apparently his son, managed a small
gold-mining company in the Ural mountains, capitalized at only 400,000
rubles. Two sons of Aleksei I. Musin-Pushkin managed a small beet-sugar
plant capitalized at 500,000 rubles. Other big landowners in corporate
management in 1905 included Vladimir V. Meller-Zakomel'skii of the
Kyshtym mining company (8.61 million rubles). The linear correlation
between landholdings of families in Minarik's list and the capitalization of
the twelve corporations in which family members served as managers is
quite high (coefficient = +.887351; r2 = 77.7 percent; p = .00027),
primarily because two families with over 200,000 desiatinas of land, the
Poklewski-Kozietts and the Meller-Zakomel'skiis, contributed managers
to the large bank and the mining company. However, 91 of Minarik's 102
families contributed not a single person to managerial positions. This fact
alone indicates the weak role of the largest landholding families in the
corporate elite of the Russian Empire in the early twentieth century.

Additional research is necessary to reveal the fate of the forty-three
corporations in which Minarik's large landowners participated as found-
ers. Did these companies tend to stay in the hands of the family or not, and
did their rate of survival surpass that of corporations generally or fall
below it? In view of the unimpressive performance of most of Minarik's
landholding families in the fields of corporate entrepreneurship and man-
agement, these are questions of only secondary interest. They do not
pertain directly to the evolution of the great mass of corporations or the
largest and most important companies.

Minarik's work opened up dozens of promising lines of inquiry, in-
cluding the extent of the managerial role of her 155 individuals in surviv-
ing corporations, both those founded by them and in others in 1905 and
1914. Enthusiasm born of curiosity must be tempered, however, by the
warning of a weary economist against excessive manipulation of statistics
to produce patterns tending toward perfect correlation: "If you torture the
data long enough, nature will confess."12 At this point, it is sufficient to
advance a cautious negative conclusion. The data in Tables 3.6 and 3.7 and
Figure 3.1 do not support the contention that the wealthiest landowners
in the Russian Empire moved energetically and in great numbers into
large corporations or even into those that produced raw materials on their
own land. In fact, the level of participation by the wealthiest landed mag-
nates appears low, as a majority of the 102 families named by Minarik
founded no corporations at all, and the most active launched only six each
in the forty-two years from 1871 to 1913. Nor did individuals belonging
to these landowning families figure prominently among managers of exist-
ing corporations in 1905 and 1914.
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Statistics and biographical information on entrepreneurship illustrate
the simultaneous action of two somewhat contradictory processes in the
corporate economy of the Russian Empire, both of which underlined the
essentially foreign nature of the corporation under the tsarist regime. On
the one hand, the leading role of the state, perhaps the central theme of
Russian political and economic history, encouraged highly placed bureau-
crats to participate in the creation of new corporate enterprises. The lack
of European business expertise in the largely agrarian Russian society,
itself a consequence of the low level of urbanization throughout the centu-
ries; the vast scope of projects to be undertaken in finance, transportation,
and manufacturing to meet the economic challenge of the West, following
the humiliation of the Crimean War; the access to the corridors of power
enjoyed by educated and capable bureaucrats, gentrymen, and retired mili-
tary officers in St. Petersburg; and the autocratic government's tendency
to stimulate corporate enterprise by granting favorable financial incentives
to entrepreneurs with connections to the imperial court and the ministries
in St. Petersburg—all these factors contributed to the huge advantage of
ambitious men with impressive bureaucratic tides. One need not subscribe
to the Slavophile doctrine that Peter the Great and subsequent Russian
monarchs, many of German descent, constituted an alien regime of occu-
pation to recognize that favorites of the tsarist state, by virtue of their
European education and personal contacts with influential bureaucrats,
held some of the most prominent positions in the corporate elite.

On the other hand, modern capitalism opened the way to many new
forms of enterprise, some of which at least implicitly challenged the agrari-
an basis of the Russian autocracy. Although many bureaucrats adapted
corporations to the traditional patterns of court patronage and favoritism
that pervaded the tsarist system to the very end, it was the much larger
group of entrepreneurs steeped in the cultural traditions of European
capitalism that formed the core of the corporate elite in Russia. A signifi-
cant minority of these individuals held foreign citizenship, and many more
belonged to minority ethnic groups in the Russian Empire (especially in
the major cities): Jews, Germans, Poles, and Armenians. Of the two con-
tradictory patterns—the economic advantages of social privilege and the
challenge posed by talented outsiders—the latter appeared the more famil-
iar, given the prominence in the economic literature of foreigners, immi-
grants, and outsiders in entrepreneurial activity the world over. Those
with little to lose from failure in nontraditional social roles—from Jews in
Europe and North Africa from medieval times onward to Huguenots in
France under the Edict of Nantes, Chinese in the Indonesian archipelago,
and Koreans in contemporary American cities—often led the transition to
a market economy, not least because ties of trust to family members abroad
allowed access to firm lines of credit at reasonable interest rates and secure
business deals sealed only by a promise.

In general, the most active entrepreneurs in Russian corporations
were not members of the wealthy nobility but outsiders who, because of
the paucity of entrepreneurial talent, found it possible to achieve predomi-
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nance by applying ordinary European standards of efficiency in commerce
and industry on the eastern periphery of European civilization. Some of
these men eventually received the traditional trappings of imperial prestige
for their service to the cause of economic development. Most commonly,
the title of baron fell to outstanding bankers, as in the cases of the court
banker Stieglitz, a German, in Cycle 3, and the Jewish banker, Goratsii I.
Gintsburg, toward the end of the tsarist period. Likewise, the career of the
unusually energetic Franz Wachter in Cycle 7 can best be understood in
this light. Other foreigners and members of minority nationalities in the
western and southern borderlands of the empire also figured prominently
among the most active founders of corporations: Fehleisen, Bekkers,
Rafalovich, Mscychowski, Zawadski, Kunitzer, Mantashev, Rothstein, and
Lianozov. Even in Moscow, "the heart of Russia," as it was fondly called
by Slavophiles and other patriots, the German firm of Wogau and Compa-
ny stood at the center of the corporate network.13 Other cultural outsiders
in the Moscow corporate elite in Cycle 4 included the textile manufac-
turers Morozov and Soldatenkov, prominent in the Old Believer religious
movement that had persisted, despite persecution, among Russian peas-
ants and merchants since the late seventeenth century. Likewise, Gubonin,
an Old-Believer serf who purchased his freedom in 1858, grew wealthy as
a railroad contractor and gained hereditary gentry status in 1872 as a
reward for generous philanthropic donations.14

Among entrepreneurs belonging to the various foreign nationalities,
Germans figured the most prominently in Russian corporations. Many
German firms incorporated branch enterprises in Russia, for example,
Siemens and Halske, chartered in 1896 in St. Petersburg by three Ger-
mans and Adolph Rothstein, a Jewish subject of the kaiser, and the Bayer
Chemical Company, chartered in 1912 in Moscow by three German citi-
zens. Other foreign corporations, such as BASF, active in Moscow from
1874 onward, operated under special conditions granted by the Ministry
of Finance. Technical expertise and up-to-date methods of business man-
agement often outweighed the purely financial contribution of German
corporations, as Siemens and Halske's capitalization stood at only 5.6
million rubles and Bayer's, only 3 million, in 1914.15 Thus, whatever their
rank—and some of the most energetic entrepreneurs were simply mer-
chants, Honorary Citizens, or "urban residents"—foreign citizens and
members of ethnic and religious minorities in new corporations gave Rus-
sian capitalism a decidedly foreign complexion.

Statistics on the 262 foreign corporations in Russia in 1914 provide
yet another indication of the essentially foreign nature of capitalism under
the tsars. (See Table 3.8.) Foreign corporations active in Russia in 1914
comprised a substantial percentage, 10.8 percent, of the total: 2,429 (262
foreign and 2,167 domestic). The slightly smaller share of basic capital
accounted for by foreign companies (8.2 percent) and their smaller aver-
age capitalization (2.478 million rubles, compared to 3.334 million in
Russian companies) apparently resulted from the huge capitalization fig-
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ures of railroads and banks chartered under Russian law, which forced the
average upward. As previous research has shown, foreign corporations in
Russia led in the application of high technology in Russia. Companies
headquartered in Belgium excelled in machine production and streetcar
installation and management; British companies predominated in petro-
leum drilling and refining; French, in mining and metallurgy; American,
in the production of farm machinery; and German, in machine production
and electrical engineering. Only five countries maintained corporations
larger than the average: the United States (owing to the huge capitaliza-
tion of International Harvester in Russia), Austria, France, Sweden, and
Britain. Germany, the leading trading partner of the Russian Empire,
occupied fourth place, down from third behind Belgium and France in
1907.16 as British companies moved into second place, primarily because
of their activity in the oil fields of the Caucasus region. Still, the German
presence remained strong because of the leading role of Germans in corpo-
rations chartered under Russian law, as shown in Tables 3.1, 3.2, and 3.3.

Corporate Managers in 1905 and 1914

A conventional dichotomy, at least as old as Schumpeter's influential
work, defines entrepreneurship as skill in creating new combinations, in
contrast to managerial ability in essentially routine administrative work.
The arbitrary changes in economic policy that emanated from the chan-
ceries of St. Petersburg may have introduced so much uncertainty into the
everyday life of corporate managers as to blur the distinction. In any case,
the corporate directories published in the early twentieth century supply
adequate data for a composite profile of the managerial elite in 1905 and
1914.17 A comparison of these data with those of corporate founders
reveals qualities associated with success, as defined by survival to 1905 and
1914.

Unfortunately, however, the RUSCORP database does not contain
adequate information about the social status of managers. Scattered bio-
graphical information of this kind appeared in lists of merchants in sepa-
rate cities, but these data had no direct relationship to corporations. The
corporate directories for 1905 and 1914 provided little information about
the status and occupational tides of managers. Instead, a smattering of
aristocratic titles (prince, baron) and those related to the traditional mer-
chant elite (merchant or Honorary Citizen) appeared in the directories.
This deficiency rendered meaningless any tabulation of data on social
status.

Evidence from the memoir literature sufficed to make two essential
points about the social origins of successful managers. First, the corpora-
tions that survived to 1905 and 1914 at higher than the average rate in
Moscow (discussed in Chapter 2) contained many founded by merchants,
especially Old Believers of Russian ethnicity. Typically, the shares of such
companies remained in the hands of a single family for decades. Indeed,
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one branch of the Morozov family refused to part with shares of the
Nikol'skoe cotton-textile corporation (tovarishchestvo na paiakh) for ten
years after a definitive sale to an outsider.18 By financing expansion of the
enterprise with cash from current profits, these cautious managers avoided
the risk of financial loss or collapse due to abrupt fluctuations in the
interest rate.

In contrast, the managerial abilities of persons drawn from the old
imperial elite, primarily in St. Petersburg, often left much to be desired.
Inexperience and a lack of financial caution on the part of former bureau-
crats and military men occasionally drove large corporations into
bankruptcy.

Two episodes from the history of banks in Moscow demonstrate the
contrast between cautious merchants and irresponsible aristocrats. In the
flurry of bank incorporations in Moscow in the late 1860s and early
1870s, the allure of easy profits attracted not only experienced men of
commerce and industry but also members of the gentry whose bureaucrat-
ic careers had left them no time to learn the intricacies of high finance. At
one extreme stood Nikolai A. Naidenov, the prominent textile manufac-
turer who founded the Moscow Bank of Trade in 1871 and managed it
until his death in 1905. As the president of the Moscow Exchange Society
from 1877 to 1905, Naidenov personified the cautious merchant indus-
trialist from peasant origins. At the other extreme stood an official of the
Ministry of Interior, Actual State Councilor Danilo D. Shumakher, who
led a group of bureaucrats in the creation of the Moscow Commercial
Loan Bank in 1870. A few prominent merchants sat on the council of this
bank, but its board of directors, under the presidency of Shumakher,
included, according to Naidenov's turgid memoirs, "in part his close
friends from the bureaucratic world and in part persons to whom, al-
though poorly prepared for the business, it was desired to give a job." In
October 1875, during Shumakher's term as mayor of Moscow (1874-6),
the bank suddenly became the first in Moscow to collapse. A scandal
erupted when it was learned that Shumakher, no longer a member of the
board, had withdrawn his money and that of his nephews from the bank
shortly before the crash. A trial acquitted him, but the scandal forced his
resignation from the mayor's office and his bureaucratic post. The failure
of his bank also caused a financial panic that damaged other banks in
Moscow.19

Forty-five years later, Octave Homberg, a French banker with vast
business experience in tsarist Russia, recoiled in disgust at the dishonest
dealings of his fellow managers of the Moscow Union Bank. The president
of this bank, Count Tatishchev, belonged to an important family with
many connections at the imperial court, the Ministry of Foreign Affairs,
and the Ministry of War. Although an intelligent man, Tatishchev lacked
scruples. Homberg took particular offense at the count's carousing in Paris
and his habit of recommending for positions in the bank various persons
"of exceptional honesty." Finally, Homberg announced that he would be
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content to hire men who were "simply honest," not exceptionally so. He
resigned from the council of the bank soon after the managers voted
themselves annual bonuses of 50,000 rubles each, in defiance of the bank's
charter.20

Homburg's remarks underscored the importance of corruption in the
Russian corporate economy, a consequence of the weak legal tradition and
of the enormous power of bureaucrats to extort illegal payments in ex-
change for the granting of permission for economic activity. To the extent
that Tatishchev and other bureaucrats used their personal connections in
the government to win lucrative posts on corporate boards, their presence
constituted a symptom of political and cultural backwardness, not of suc-
cessful adaptation to the techniques of modern enterprise.

By its very nature, corruption cannot be measured accurately. Two
cases define the range of possibilities in the late imperial period. A Soviet
account drew incriminating evidence from the personal papers of Kon-
stantin A. Skal'kovskii, head of the Mining Department in the early
1890s. An anecdote revealed both his venality and his famous wit. A
prominent petroleum industrialist once requested special permission to
buy a plot of oil-bearing land in the Caucasus that should have remained
in reserve. '"One hundred thousand rubles for you, my dear friend, and no
one will know!' 'Three hundred thousand,' he replied calmly, 'and let all
Petersburg know.'" After retiring from state service in 1896, Skal'kovskii
sat on several important corporate boards, where he obtained sensitive
information that he passed to French bankers in exchange for generous
gifts.21

In contrast, the leading Frenchman in high finance in St. Petersburg
declared in his memoirs that Finance Minister Witte and his talented staff
remained free of corruption and that Vladimir N. Kokovtsov, his suc-
cessor, maintained the tradition of honesty within this ministry. Many
foreigners expected to encounter requests for bribes and often gave them
to self-styled intermediaries, such as the reactionary Prince Meshcherskii,
publisher of Gmzhdcmin (The Citizen), for help in gaining permission to
establish industrial operations in Russia. However, these payments were
not really necessary. "Black sheep [brebis galeuses] existed especially in the
entourage of highly placed persons in the imperial family and the court
and the offices subordinate to them; in the Ministry of Finance, [how-
ever], there were none to speak of."22 In this regard, as in many others, the
personality of the minister set the tone for the behavior of subordinates
within each bureaucratic unit.

Many of the difficulties that hindered the effort to ascertain status
indicators of corporate managers in 1905 and 1914 did not exist in the
assignment of ethnic labels. The inclusion of first and middle initials in-
stead of full first names and patronymics, as in the corporate charters,
reduced the value of the directories as sources of information on the
ethnicity of managers. Fortunately, however, problems of ethnic identi-
fication could be overcome in large measure by referring to the full names
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in the charters in the many cases when founders acted as managers of a
given company, often many years after the date of incorporation.

The RUSCORP data show a high degree of correlation between eth-
nic patterns of founders and managers, not only in the Russian Empire as
a whole but also in each of the ten major cities. The rate of participation of
individuals from various ethnic groups in corporate management varied
widely, from Russians, who comprised more than a third, to Ukrainians,
who accounted for only about 1 percent. (See Table 3.9, columns D and
E.) The rank order among the various groups remained remarkably stable
from 1905 to 1914, even with the inclusion of the categories of "other"
and "unknown." The only dramatic change occurred in the case of foreign
citizens, whose share declined by almost half in less than a decade, from
10.5 percent in 1905 to 5.7 percent in 1914, so that they fell to sixth place
behind Poles, whose smaller decline did not prevent them from rising to
fifth place. (See Tables 3.10 and 3.11.) All the other important groups
maintained their relative place order despite a 54 percent increase in the
number of managerial positions. This stability in rank orders inspired
confidence in the methodology used to categorize individuals by ethnicity.

A better indication of the participation of the various ethnic groups in
the corporate economy was found in systematic comparisons of these
percentages with those of each group in the population of the empire.
Unfortunately, the only comprehensive census of the Russian Empire took
place in 1897. Although the relative percentages of ethnic groups in the
Russian Empire probably changed little from one year to the next, com-
parisons with RUSCORP data for later years entail some loss of statistical
validity, depending on the chronological disparity. Still, the available data
provide an unprecedented statistical index of corporate activity by the
major ethnic groups in the Russian Empire. Dividing the percentage of
each group in 1897 into the percentage for each set of corporate founders
in the contemporary quinquennium (1896-1900) and of managers in
1905 and 1914 yields crude indicators, or what might be called "quotients
of entrepreneurial and managerial activity" for each ethnic group. A com-
posite quotient, the average of the three separate scores based on the
population as a whole and three others based on urban population per-
centages, appears to be the most meaningful statistic. A quotient above
1.000 indicates that the group's share of entrepreneurs or managers sur-
passed its relative share in the population at large; conversely, a quotient
below 1.000 shows that it did not participate at a rate that would have
been expected from its share in the population. (See Table 3.9, column L.)

In the future, it might be possible to trace the rise and fall of entrepre-
neurial quotients for each group over time. For the time being, the lack of
available data on managers before 1905 prevents the calculation of mana-
gerial quotients before that date. In any case, the decisive role of Germans,
Jews, and Armenians as corporate entrepreneurs and managers mirrors the
conclusions reached in the previous section of this chapter regarding the
crucial importance of the relatively few non-Russian corporate founders.
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Especially impressive is the high quotient for German subjects of the
Russian emperor, a quantitative indicator that appears consistent with the
leading role described on the basis of biographical information later in this
chapter. In contrast, the marked disparity between the performance of
Armenians in entrepreneurship, on the one hand, and management, on the
other, resulted from the contrast between the flurry of incorporation in
Baku at the end of the nineteenth century and the modest number of
corporations headquartered there, coupled with the devastation wrought
by the depression in the petroleum industry in the 1905, phenomena
reflected in figure 2.15. Still, the Armenians' overall quotient surpassed
those of Jews, Russians, and Ukrainians.

However crude and preliminary, these quotients help to clarify pat-
terns already clear from the memoir literature. The composite score, in
column L, shows the negligible role of Ukrainians in the corporate elite
and the large disparity between the percentage of ethnic Russians in the
population at large and in corporate positions. In contrast, German sub-
jects of the empire occupied more than eleven times the number of posi-
tions that would have been expected had all groups participated to the
extent of their percentage in the population. Other ethnic groups that far
surpassed their expected share were the Poles, with almost five times the
expected number of positions (4.98), and Armenians, with over two times
(2.17). The many restrictions on residence imposed by law on Jews, com-
bined with their high percentage in the urban population, reduced their
overall quotient. However, the effects of governmental persecution and
various forms of ethnic prejudice, which remain too subtle to be captured
by statistical analysis, did not prevent Jews from occupying almost twice
the corporate positions (1.81) than would have been expected in light of
their numbers in the population.

The calculations based on urban percentages illustrate the variety of
possible analyses that lie ahead. They also focus attention on the impor-
tance of the major cities of the Russian Empire, where corporate activity
tended to concentrate. The vastly different roles of the various ethnic
groups in corporate management in the early twentieth century are re-
flected clearly in Tables 3.10 and 3.11.

In 1905, Russians constituted the largest ethnic group of corporate
managers, but they made up a majority only in Moscow and outnumbered
the next largest group in only three of the other nine cities. The high
quotients of Germans, Armenians, and Poles in Table 3.9 are consistent
with the high percentages of managers from these ethnic groups in key
cities. Particularly impressive is the prominence of Germans, who com-
prised only one-fifth of all managers (and little more than 1 percent of the
total population) but outnumbered all other ethnic groups in three of the
ten largest cities. The existence of a remarkably similar pattern in 1914
provides some assurance of the reliability of the two sets of statistics.

In 1914, Russians made up only three-eighths of the corporate man-
agers and led other groups only in the same cities as nine years before:
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Moscow (with an absolute majority that decreased after 1905), St. Pe-
tersburg, Kharkov, and Rostov-on-Don. In only one city, Odessa, did the
leading role pass from one group to another. Whether this statistical
change reflected instability within the corporate elite during that city's
well-known economic decline or from imperfections in the categorization
system used by the compilers of the RUSCORP database is a question for
future research.

Although the percentages of ethnic groups for the empire as a whole
in 1914 are not available, it might eventually be possible to construct a
managerial quotient for each of the groups in the ten cities in that year,
using local census data published shortly before the outbreak of World
War I and the percentages drawn from Table 3.11. Such a detailed analysis
would require separate graphs for each ethnic group or city. It seems likely
that the resulting patterns would bear out the general theme of ethnic
diversity among the corporate elite of the Russian Empire, especially the
higher than expected rates of participation of Jews, Armenians, German
subjects of the tsar, and foreigners.

This statistical exercise could also be extended to the creation of entre-
preneurial and managerial quotients of the various social groups, as well, if
adequate status identifications, missing in the corporate directories, could
be supplied from other sources. The effort should begin by creating tables
for 1905 and 1914 showing the most prominent corporate managers in
these years, on the model of Table 3.5, which named the most active
corporate founders. The goal would be to ascertain the relative weight,
within the corporate elite, of the two main groups that predominated in
the corporate charters—members of the gentry estate, bureaucrats, and
former military men, on the one hand, and representatives of the merchant
estate and urban professionals, on the other—in light of their percentage
of the population at large.

Anecdotal evidence already shows that many bureaucrats and former
military men used their connections in the ministries and at court to acquire
lucrative managerial positions in some of the largest Russian corporations.
As noted in the earlier discussion of corporate entrepreneurship, these men
gained access to the peak of the corporate pyramid not because they
excelled in industrial or financial management but because they com-
manded the requisite administrative skills and made the most of their
personal contacts within the tsarist bureaucracy. For example, Nikolai N.
Sushchov made a fortune drafting corporate charters and sitting on corpo-
rate boards after his dismissal from the Ministry of Justice for unethical
behavior. In his memoirs, Witte accused Vladimir M. Vonliarliarskii, a
former colonel of the imperial guards, of selling his Chukchi Peninsula
gold-mining concession to foreigners, in defiance of his outspokenly na-
tionalistic views, in order "to pocket a substantial amount of unearned
profit."23 (Vonliarliarskii and his supporters denied the charge.)

In his recent analysis of corporate directories at the end of the tsarist
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period, Aleksandr N. Bokhanov identified the social status of approx-
imately two-thirds of all managers and calculated the percentages of cor-
porate managers from two main social groups that supplied members of
the corporate elite: merchants and Honorary Citizens (about 60 percent)
and high bureaucratic and military officials and titled aristocrats (about 33
percent). These percentages resembled those for corporate founders in
1911—13: 49.5 for managers with professional and commercial-industrial
status and 28.1 for nobles, bureaucrats, military men, and gentry, as
shown in Table 3.4. Bokhanov argued that these two groups had coalesced
by 1914 into a united "big bourgeoisie."24 However, the memoir litera-
ture testified to the persistence of regional, sectoral, and ethnic tensions
that weakened the cohesion of corporate managers as a social group and
prevented the formation of a genuine Russian bourgeoisie. Bokhanov
apparently accumulated the mass of new biographical information on note
cards, not a computer, so his statistical results took the form of percent-
ages in the empire as a whole. Perhaps for this reason, he paid little
attention to regional patterns of corporate development.

The negative findings from Minarik's data and the complex social and
ethnic composition of the Russian corporate elite cast additional doubt on
Bokhanov's notion of a united bourgeoisie. Important political implica-
tions of the fragmentation of the Russian commercial-industrial elite are
also worth exploring in future research. As is well known, the German and
Japanese elites from agrarian and commercial-industrial backgrounds co-
operated in restraining radical challenges from workers and peasants dur-
ing the social transformation brought about by modern industry, to the
detriment of democratic institutions in the century before 1945. To the
extent that the Russian agrarian and industrial elites remained socially and
economically separate and culturally diverse, they lacked the ability to
close ranks against the workers and peasants and thus failed to restrain the
revolutionary upheavals that finally shattered the politically inflexible tsar-
ist system in the early twentieth century.

These and other considerations suggest that the statistical patterns of
corporate entrepreneurship in the RUSCORP database may well become
an important subject for business historians of Russia as they seek to build
a bridge between sociology and biography. For the moment, it appears
that success in corporate business came to those who were flexible in their
choice of opportunities, had access to capital at reasonable interest rates,
and benefited from a network of close relatives and friends, within social
and ethnic groups, that sometimes extended across national boundaries.
Foreigners clearly acted as catalysts of corporate activity.

Despite the occasionally pejorative connotation of the word colony in
the twentieth century, it is appropriate to analyze the activities of foreign-
ers in terms that they themselves employed. Indeed, a brief English ac-
count in the late nineteenth century actually referred to "the British colony
in Russia."25 In this discussion, the word is used in a value-neutral sense to
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indicate a group of mostly foreign-born inhabitants of Russia who re-
mained culturally distant from the indigenous population, even after many
decades of residence there.

The most important single group of non-Russians, as shown in Tables
3.10 and 3.11, was composed of Germans. Some Germans living in
Russia remained citizens of the kaiser, so that a certain portion of the 10.5
percent of corporate managers who held foreign citizenship in 1905, and
of the 5.7 percent in 1914, should be also added to that number, for a
German total of well over 20 percent.

This computation excludes the men, generally of foreign origin, who
managed the agencies of the 262 foreign corporations active in Russia in
1914 under special "conditions" (usloviia) separate from the charters
granted to domestically incorporated companies. Of the 262 foreign cor-
porations operating in the Russian Empire, 64 maintained their main
agencies in St. Petersburg, 27 in Moscow, 13 in Warsaw, and 2 in Kiev.
Thus, the four most important centers of Russian corporations attracted
foreign corporations in approximately the same pattern of geographical
concentration as domestically chartered companies.

Other evidence of the strong foreign presence in Russian manufactur-
ing at the turn of the century emerged from a survey of managers in all
forms of factories and plants, corporate and otherwise, in 1903. Of 16,400
managers, fully 8.7 percent were foreign. Concentrations higher than the
average occurred in St. Petersburg (16.3) and Kiev (9.4), with extremely
high percentages in the mechanical engineering shops of St. Petersburg
(25.5), Kharkov (24.6), Kiev (20.9), Moscow (20.8), and Warsaw (14.5).
Certain fields of industry in the five major cities and the Volga region
witnessed even higher percentages: the cotton-textile mills of St. Pe-
tersburg (62.8), and sugar refining in Moscow (57.1), for example. The
most prominent foreign groups were those of Germans (49.2 percent) and
Austrians (14.6). English managers and foremen were concentrated in the
cotton-textile mills of St. Petersburg (58.8 percent) and Moscow (51.5);
Belgians in the machine plants of Kharkov (56.0); and Austrians in the
sugar plants of Kiev (41.0). Although foreigners had generally higher
educational levels than Russians, almost a quarter (23.0 percent) of the
foreigners, or 2 percent of all managers, spoke no Russian, and in some
industries and cities this percentage was far higher: 48.8 percent in St.
Petersburg and 30.0 percent in Warsaw. This lack of knowledge of Russian
was somewhat mitigated by the ability of 7.6 percent of all managers in
Poland to speak Polish, but the concentration of foreigners without Rus-
sian in the highly visible cotton and machine industries of the northern
capital contributed to the general impression that foreign managers were
poorly integrated into Russian society.26

Anders Henriksson's recent analysis of the German colony in St. Pe-
tersburg has shown that not all bearers of German names identified
strongly with German culture or ethnicity. Businessmen who used Rus-
sian in their everyday affairs tended to adopt the Russian language and the



Corporate Entrepreneurs and Managers 73

Orthodox religion more easily than Baltic German aristocrats in the impe-
rial bureaucracy, for example. Despite the variety of outlooks conditioned
by "social class, gender, occupation, regional origin, marriage, politics,
and personal ambition," the relatively large German community in St.
Petersburg clearly enjoyed a prominent role in the Russian corporate elite.
It also became the target of discrimination and abuse from both the impe-
rial government and its political rivals, the liberal and radical
movements.27

Henriksson's study of St. Petersburg buttressed the major theme of
the present chapter: that capitalist institutions in Russia bore the heavy
cultural imprint of foreigners and ethnic minorities and, for that reason,
attracted antipathy from Russians on many points on the political spec-
trum. As data in Table 3.11 show, four of the ten leading cities—St.
Petersburg, Warsaw, Odessa, and Lodz—had significant minorities of
Germans, ranging from almost 20 percent in St. Petersburg to over 44
percent in Lodz. In Riga, the high proportion of Germans among corpo-
rate managers—three out of four—came as no surprise because of the
strong tradition of German culture in that city.28

The memoir literature suggested the existence of several related pat-
terns. First, Germans demonstrated an amazing degree of flexibility in
seizing new economic opportunities in Russia. Second, they strove to
accommodate themselves to local customs, such as the stereotypical non-
chalance of the Russian industrial worker and the fabled avarice of the
Russian bureaucrat. Finally, subtle connections within family groups, in-
cluding access to investment capital at reasonable rates of interest, which
the rudimentary Russian banking system could not provide, maintained
the Germans' sense of community within a separate "colony" in Russia,
even after they had mastered the intricacies of its economic and political
systems.

Success came most of all to those experts who fully understood Rus-
sian culture: Wogau, Amburger, and some non-Germans as well: Jules
Goujon in Moscow, who held dual French and Russian citizenship; and
Emmanuel Nobel, the Swedish petroleum and machinery magnate who
was universally respected as the voice of enlightened business in St. Pe-
tersburg. Corporations based in Europe, such as the French and Belgian
companies that created the coal and iron industry of "South Russia,"
encountered more difficulty in finding capable "bicultural Western techni-
cians" than did the trading firms managed by transplanted Germans.

Thus foreign entrepreneurial groups often learned to spread their talents
thinly by attaching them to leading firms or banks, either in the Donets or at
St. Petersburg, from which they traveled for investigations or emergency
consultation. These men could also screen new entrepreneurial opportunities
at minimal cost. . . . While Russians handled commercial affairs and bureau-
cratic negotiations, ... it was hoped that the foreign but acculturated engi-
neer would assure the honest direction and the technical expertise which
remained essential to the whole general strategy of entrepreneurship. . . .
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Generally this effective balance, which definitely prevailed in the prewar years,
was achieved with difficulty over time.29

Shortly after World War I, after years of commercial experience in
Russia, a German-Swiss merchant, Dr. Ernst Jenny, published a thorough
commentary on the role of Germans in the Russian economy. In his
opinion, Russian merchants and workers lacked the business skills that had
emerged gradually in Europe in the preceding millennium. Because Russia
had never experienced feudalism, the Renaissance, or the Reformation, it
remained, in his view, "Asiatic, Byzantine, despotic, and Orthodox." Alle-
gations by patriotic Russians of "the German assault" (deutsche Ver-
gewaltigung) and "the German yoke" (deutsches Joch) before World War I
simply reflected, in his opinion, "envy and jealousy" toward Germans who
enjoyed economic success in the Russian Empire. "German tenacity and
German diligence" (deutsche Zahigkeit und deutscherFleiss), not unfair busi-
ness practices, were the keys to prosperity.30

Jenny accused Russian merchants of apathy and dishonesty. Like a
spider in its web, most Russians simply waited for opportunity to arrive,
he claimed. Others committed outright fraud. In one case, a Russian
merchant grew rich by producing sturdy plows for the peasant market, but
after fifteen years he decided to reduce the width of the plows by several
millimeters in order to decrease production costs. His plows still sold "like
hot cakes," but if his customers learned his secret and became angry, he
said, "then I'll just spit [dann spuck' ich drauf\ because we have already
feathered our nest." His business, once worth a million rubles, rapidly
declined. To this opportunist, Jenny contrasted the firm of Ransome,
Sims, and Jefferies, which prided itself on manufacturing sturdy agri-
cultural implements since 1779. In the second case, a tobacco firm was
transformed by Russian merchants into a corporation, only to be "evisce-
rated" (ausgeweidef) by its new owners. The merchants planned to reduce
the quality of the cigarettes, turn a profit two or three times the amount of
the basic capital, and then sell the factory buildings at a loss after the
public realized the swindle. Jenny saw in this attitude "the character of a
grasshopper" (Heuschreckennatur). Evidently borrowing stereotypes from
children's stories, he implied that the typical German resembled the frugal
ant, in contrast to the Russian, who behaved like the lazy spider and the
irresponsible grasshopper.31

Russian workers also made a negative impression on Jenny because of
their alleged lack of a sense of pride in their craft. Although capable of
hard work under close supervision, the Russian tended "to lose all self-
control" (raspuskat'sia, in Russian) without it. Jenny compared the typical
Russian worker to a docile cow that gave abundant milk but suddenly
kicked over the bucket.32 Some evidence in the specialized historical litera-
ture contradicted the stereotypes repeated by Jenny and many others. For
example, Carl Glaser, the manager of the dye plant operated by BASF in
Moscow, held Russian workers in high regard. "Certainly they got drunk
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from time to time, but there were also many who were content with
tea."33

As these contrasting assessments suggest, the degree of German entre-
preneurs' assimilation varied within and among the various European
colonies in each Russian city. At one end of the spectrum stood the
Amburger family of St. Petersburg, for generations a leading force in the
oldest insurance company in the country. According to Erik Amburger,
the distinguished historian born into this family ten years before the Revo-
lution, his relatives all spoke German with a strong Russian accent.34

Likewise, a German immigrant who achieved prosperity producing sheet
metal in St. Petersburg wrote his memoirs in Russian, though he inserted
numerous elegant sentences in various European languages.35 The family
of Alfred Swann, an Englishman who worked for the Russian timber
magnate Beliaev and the Russian-American Triangle Rubber Company,
succumbed to both Russian and German cultural influences in St. Pe-
tersburg. The family retained its British citizenship, but Swann's son re-
called in his memoirs that he learned English only at age 16:

My father was a typical example of those who became part of German Baltic
society. He married into a Danish-German family and sent his children to a
German school. At die same time, we spoke Russian among ourselves and
tried to assimilate Russian customs and habits. Yet Father also tried to main-
tain his links with his native country. He would say grace in English before
dinner, though he would then immediately lapse into German or Russian.36

At the other extreme, the prominent English merchant James Whis-
haw sent his children home to southern England for their education, lest
they develop too strong an attraction to Russians or to the textile foremen
from Lancashire, Yorkshire, and Scotland in "the English colony" in St.
Petersburg. Whishaw and his wife sought to keep their children from
becoming "what we termed 'St. Petersburg' English, and I am glad to say
that none of my daughters spoke with the curious accent acquired by even
purely English people who rarely left the country. The accent was a pecu-
liar one, being of a sing-song nature: I have only heard it amongst Anglo-
Russians."37

Likewise, the Germans of Moscow constituted a close-knit colony.
The prominent Moscow merchant Robert Spies took Russian citizenship
in 1846 only because the law required this action. He resumed his Prus-
sian citizenship with his whole family when permitted to do so by the
government of Emperor Alexander II. During his entire business career in
Russia, he always intended to return to Germany after amassing a fortune.
In 1874, he indeed took his entire family back to Dresden. Robert Spies
dealt mainly with the other German businesses in Moscow—Knoop,
Wogau, Bansa, Marc, Prowe, Zenkcr, Aschenbach, and Stuckcn—and the
French merchant Catoirc. Before 1850, few German merchants took the
trouble to learn Russian well. According to Spies, the "German colony" in
Moscow included several major families that had intermarried: Wogau,
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Bansa, Spies, and Rabeneck. After the increasingly nationalistic Russian
government made Russian the official language, Germans used it in their
everyday affairs, and their children studied German as a foreign language.
They also celebrated the kaiser's birthday, the holiday "that united the
entire German colony" (das die ganze reichsdeutsche Kolonie vereinigte').
However, after he dismissed Bismarck, their "hero," they felt little devo-
tion to the kaiser.38

Georg Spies left a fascinating rumination on the cultural distance
between Germans and Russians in the Moscow business world. The sep-
aration resulted primarily from the low social status of the merchant estate,
a situation that persisted until the end of the nineteenth century. Even the
wealthiest Moscow merchants commanded so few of the social graces
common to polite European society that they felt obliged to hire a general
to give the toast at ceremonies, family gatherings, and weddings. Such was
the case until the new generation of educated Moscow merchants emerged
shortly before 1905 to take an active role in public life. With some exag-
geration, Spies wrote: "All in all, the life of the foreign colony [Kolonie] in
Moscow in my parents' time, and even in mine, until the end of the
century, appeared the same as that of an English colony in India or
China."39

This feeling of ethnic solidarity coexisted, however, with a certain
cosmopolitanism within the German families, the result of occasional in-
termarriage with non-German Europeans. An uncle of Georg Spies, a
Swedish transport engineer from Finland named Knut von Stjcrnvall, had
participated in the construction of the railroad between St. Petersburg and
Moscow. Although one of his sisters married Hugo von Wogau, a member
of the most solid firm of the "Moscow Germans," Georg Spies married
Hcnriette Clason, the daughter of a prominent German merchant in
Liverpool.40

Similar colonies of foreign business managers existed in Warsaw. The
chronicler of the Rau family noted that, after years of residence in Warsaw
as entrepreneurs in steel, machinery, coal, railroads, and sugar, the family
still retained its identification as Germans. 'The Raus valued Poland and
Russia only from the economic point of view but never felt at home there
[sich aber nie dort heimisch gefiihlt] and remained tied to their German
nature and homeland [Art und Heim-at}." Wilhelm Rau the elder returned
to Breslau in 1853 and to Brussels in 1862, despite having married the
daughter of a Polish-Jewish banker, von Laski, in 1841. His brother,
Heinrich, and his nephew, Karl Jakob, also left Poland for Germany, lest
their daughters marry in the East. Even the indefatigable Johann Wilhelm
Ellis Rau, who distinguished himself as one of the most active corporate
entrepreneurs in the Russian Empire (sec Table 3.5), settled in Frank-
furt/Main in 1887, although he maintained a residence in Warsaw
thereafter.41

As in Moscow, this attitude did not bespeak a narrow devotion to
German culture itself but coexisted with a cosmopolitan toleration of
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family ties with prominent merchants of other European nationalities.
Like the Spies family, the Raus intermarried with "influential Belgian,
Rhine, and Westphalian industrial families: Cockerill, Pastor, Suermondt,
and Haniel." The wedding of the daughter of Wilhelm Ellis Rau to Robert
Suermondt in 1879 carried this tradition onward. Until World War II, the
Rau family maintained business interests in Poland, for example in the
Ostrowiec metal company, founded with the Rau family's capital by
Georg Pastor in 1885.42

The adaptability of German business leaders in Russia typically did
not proceed so far as to obliterate the sense of separateness, as happened,
for example, in some Baltic German families who became more or less
Russified after several generations of service at the top ranks of the tsarist
bureaucracy and, in many cases, conversion to Russian Orthodoxy. The
Moscow Germans and members of odier foreign colonies in Russia, de-
spite their entrepreneurial success, adaptability, and family ties, therefore
remained foreigners in their adopted Slavic land. The biographer of one
English family noted that "in sixty years not one of the Smiths of Moscow
married a Russian."43 According to a British diplomat, the "local British
colony" in Moscow had few contacts with Russians outside of business
hours. "Many of the local English, in fact, regarded the Russians as good-
natured but immoral savages whom it was not safe or proper to introduce
into their home circle." To the "pious horror" of the English ladies, for
example, one female Russian millionaire had lunch and a bridge party
every Sunday with her husband and two former husbands.44

For their part, few Moscow merchants could bridge the cultural gap.
Georg Spies praised Pavel and Sergei M. Tret'iakov, creators of the mag-
nificent gallery devoted to Russian art. One of the brothers, whom Spies
did not name, appeared "a highly educated, well-adjusted" man with "a
rare quality: a combination of West-European, especially German culture
[Kultur] and the Russian delicacy of soul [Seelen-Zartheit] in wonderful
harmony."45 Such words of praise occurred rarely in the memoirs of for-
eigners active in Russia.

Despite his low opinion of Russians, Ernst Jenny looked opti-
mistically toward the future. In the aftermath of World War I, he claimed,
Germans and Russians should resume the economic "symbiosis" that had
taken shape in the imperial period. More than any other group of foreign-
ers, he wrote with some exaggeration, Germans had become integrated
into the Russian economy. "This can be observed clearly down to the
present day in the fate of German families and German enterprises. Unlike
them, French or English settlers always remain strictly isolated from the
Russian people and usually return to their old homeland with their accu-
mulated riches." Germans, he admitted, tended toward excessive pedantry,
but they made a useful contribution in exerting discipline over the Rus-
sians' "expansive character" (breite Natur, the celebrated shirokaia dusha, of
the stereotypical Russian). "It will become clear from all this how much
the German's steadfastness, devotion to business, and capability supple-
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ment the personal submissiveness of the agile but feeble and volatile Rus-
sian." According to Jenny, even Russians grudgingly admitted the Ger-
mans' superior technical and organizational ability, saying "Nothing is
possible without a German!" (bez nemtsa nel'zia-!).46

However self-serving, these notions of national character achieved
wide acceptance in Europe. The contrast between the tender-hearted but
impractical Oblomov and his close friend, the dynamic and ambitious half-
German Stolz, in Goncharov's great novel, published in 1859, is only the
most famous stereotype in Russian literature of the impractical Russian
and the enterprising German.47 Eventually, the simplex dichotomy took
on a life of its own, as it engendered much ill will on both sides. The
opposite side of this cultural divide—the Russians' resentment of stereo-
typical foreign capitalists—is discussed in Chapter 5.

Russian Entrepreneurship in Comparative Perspective

The high rates of participation by foreigners, Russian Germans, Poles,
Jews, and Armenians in Russian corporations require explanation. Why
did Russian society not generate its own cadre of accomplished corporate
managers in the era of the so-called Great Reforms? A glance at the careers
of some of the most prominent Russians who leaped with more enthusi-
asm than expertise into the dangerous world of corporate high finance
reveals the weakness of what might be called their cultural conditioning.
Comparisons with recent scholarship on the phenomenon of entrepre-
neurship in other cultural settings not only throws into relief some of the
reasons for the widely divergent patterns of economic behavior among
persons from different cultural backgrounds in the Russian case but also
provides an opportunity to make a modest critique of the theories of
entrepreneurship in light of evidence from imperial Russian history.

In the past half-century, historical scholarship on entrepreneurs has
undergone an impressive evolution. A recent contribution to the literature
neatly summarized the achievements and shortcomings of previous theo-
ries of entrepreneurial behavior. Schumpeter's emphasis on the creative
individual who combined factors of production in new and more produc-
tive ways than before despite the resistance of tradition offered a useful
corrective to equilibrium theory. Then A. P. Usher and N.S.B. Gras exam-
ined successful businesses and laid the foundations of business history at
the Graduate School of Business Administration at Harvard University,
where the Business History Review is still published. The landmark collec-
tion of essays edited by Hugh Aitken, Explorations in Enterprise, summa-
rized the findings of the Harvard school. During the Cold War, when
American social scientists sought formulas that would promote non-
Communist modes of economic development, attention turned from Eu-
rope and North America to the poorest countries in the world, where
entrepreneurial impulses appeared relatively weak. Already, Thomas C.
Cochran had begun examining the influence of cultural tradition on entre-
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preneurship in Latin America. Psychological barriers to entrepreneurship
were identified by David McClelland in The Achieving Society (1961). At
the same time, Everett Hagen sought to explain entrepreneurial success by
pointing to the necessity of community solidarity and hard work on the
part of minorities, whether religious or ethnic, as a means of fighting
discrimination; his examples included dissenters in England, Protestants
in France, samurai warriors in Japan, and Jews in Europe.48

Recent research has focused on why some ethnic groups adapt more
successfully than others to a given economic environment. Examples of
successful entrepreneurial groups include Chinese and Indian shopkeepers
in Seychelles, who preserve strong, patriarchal families with high rates of
savings, emphasize the education of children, and maintain family ties
with relatives abroad, in Southeast Asia and India, respectively. In con-
trast, the families of Creole shopkeepers in the same villages in Seychelles
lack solidity, and their businesses consequently suffer from poor access to
credit, as well as a lack of unpaid labor of family members.49

The most intriguing facet of this recent work has been the effort of
researchers to transcend the abstractions of social science in favor of flex-
ible theories drawn from Darwinian biology. As two pioneers of this
methodology explained it,

an appreciation of the role of the entrepreneur requires that we seek the
selective factors that determine the fate of entrepreneurial innovations. In the
framework of the new metaphor, the entrepreneur introduces variant behav-
ior into a community; but the ultimate historical significance of his activities
is the result of the selective process. It is only if an innovative act is copied, and
its frequency increased, or has secondary effects, that it appears as a patterned
regularity, or institution in the community. ... In the populationist view,
both successes and failures can be viewed as individuals seeking new or mod-
ified ways to obtain goals. Theoretically they are the source of both social
pattern and its change.50

Likewise, Janet T. Landa recently offered an analysis of "ethnically
homogeneous middleman groups"—Jews in Europe since the Middle
Ages, Chinese in Southeast Asia, Indians in East Africa, and Lebanese in
West Africa—in an effort to discover links between ethnicity and entrepre-
neurship. She followed other social scientists in defining ethnic groups
according to the usual criteria of shared origins, common values, a sense of
separateness from other groups, and visible signs of distinctiveness. She
also stressed, however, that a comprehensive definition of ethnicity must
include a provision for the transmission of shared values from one genera-
tion to the next; "the cultural traits of ethnic groups are treated as a group
inheritance that is transmitted most often, but not exclusively, through
family upbringing."51

By examining entrepreneurship in a global context, Landa was able to
offer a useful corrective to the theory of Oliver E. Williamson, who ac-
counted for the rise of firms in his analysis of three kinds of economic
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interactions: through markets, the vertically integrated firm, and long-
term contracts among firms. Williamson's typology lacked explanatory
power in poor countries, where such capitalist institutions did not exist:

The particularistic kinship/ethnic trading networks are the dominant form of
economic organization in non-Western LDCs [less-developed countries]. As
such, particularistic trading networks may be considered a fourth kind of
economic organization in which relational contracting takes place between
traders linked by particularistic ties of mutual trust. . . . [They] may be con-
sidered to be an intermediate form of economic organization, lying between
markets (contracts) and hierarchies (the vertically integrated firm). They are
an efficient form of economic organization that emerged for the protection of
contracts, given the conditions of contract uncertainty and the historical-
institutional context in which these ethnic middlemen-entrepreneurs
operate.52

Landa's findings found support in research on entrepreneurs in a
variety of other historical settings. Among Norwegians in rural Wisconsin
between the world wars, for example, "a common ethnicity seemed to
increase the probability that the person would honor obligations of trust."
Likewise, in Latin America in the 1970s,

kin-based groups linked together by social networks . . . provided the paths
for the flow of information, including information about the reliability of
information and consequently the reliability of those kin groups and associ-
ated social networks that supplied die information. The ideology of kinship
assured that members of kinship groups—and participants in their
networks—would fulfill the obligations without the need to appeal to formal
sanctions.

Finally, in Nicaragua, business groups that controlled "a great variety of
enterprises in different sectors of the economy" provide a key ingredient of
economic success: "financial intermediation in which the group facilitates
both the making of investments for members with excess savings and the
securing of credit for members with net capital needs."53

These patterns had analogies in the Russian Empire before 1914,
where the rudimentary contract and bankruptcy law provided little de-
fense against unscrupulous debtors, suppliers, and customers. Several of
the ethnic groups prominent in Russian corporations resembled Landa's
ideal type of ethnic middlemen. The statistics suggest that Germans and
Jews conformed most closely. Although the parallels between Puritans in
England and Old Believers in Russia has been drawn in the historical
literature, and although several Old Believers distinguished themselves in
corporate entrepreneurship, among them Petr I. Gubonin, Timofei S.
Morozov, and Koz'ma T. Soldatenkov in Cycle 4 (See Table 3.5), their
corporations remained restricted to textiles and related banking operations
or occasionally to railroads, not to the kaleidoscopic variety typical of the
Moscow Germans.

Vasilii A. Kokorev, one of the many Old Believer merchants imbued
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with enthusiasm for economic nationalism after the Crimean War, showed
unusual energy as he launched grandiose corporate plans in international
trade, railroad and steamship transportation, insurance, banking, petro-
leum, and agriculture. However, he lost his fortune as easily as he gained
it. Although his Old Believer coreligionists may have contributed some
funds to his schemes, Kokorev always acted alone, as a gambler whose
impetuosity alarmed his more cautious associates. In particular, he failed
to convince the tsarist government of the cogency of his plan to finance
the emancipation of the serfs and the construction of a railroad network by
the proceeds of a reformed vodka tax-farming scheme. After the collapse
of his railroad and petroleum ventures, he owed his financial recovery to
the State Bank, which rescued him from bankruptcy and forgave millions
of rubles' worth of debts to the state.54

In this respect, the shortcomings of the older literature on entrepre-
neurship become evident. The Old Believers may have provided a good
example of Hagen's theory of entrepreneurial activity as the defensive
response of a minority group to governmental repression, but that expla-
nation had no relevance to Europeans who became wealthy in Russian
corporations under the last three Russian emperors. Knoop, Rau, Spies,
and Whishaw owed their superior business abilities to their mastery of the
merchant traditions of Germany and England. Jewish and Armenian en-
trepreneurs may have developed their entrepreneurial expertise as a defen-
sive strategy, but they did so in communities that had reached cultural
maturity outside the power of the Russian state, long before it absorbed
them in the late eighteenth and early nineteenth centuries. In this case as
well, Hagen's explanation adds little to our understanding.

More promising is the factor of "relationships of confidence and trust"
among business partners, a general phenomenon explicitly stressed by
Greenfield and his colleagues. Each successful group of entrepreneurs
"seems to have a characteristic group or network of persons on whom he
can depend and whom he can trust. From the members of this unit he is
able to mobilize the kinds and quantities of resources needed to carry out
the new combinations. Just who constitutes this trusted coterie in any
particular case varies widely."55

As Landa noted, trust is most often cultivated among members of a
family network or an ethnic group. Both the intimate knowledge of subtle
messages among persons who share a similar cultural background and the
distrust of outsiders contribute to the feeling of loyalty that is essential to
reducing or eliminating what economists call opportunistic behavior: the
cheating of one party by another in the absence of effective incentives or
sanctions. In a large corporation, the complexity of managerial functions
and the relatively large number of persons unrelated by family ties render
supervision more difficult than in a small firm. The need for trustworthy
personnel becomes all the more important.

The colonies of German, French, English, and other ethnically distinct
merchant groups in the major Russian cities depended on trust within
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each group to carry out economic operations. Trust and friendship among
merchants occasionally bound individuals from vastly different cultural
backgrounds. According to a letter from Ludwig Knoop to his brother,
several Russian merchants figured prominently among his closest friends.
In the words of one biographer, Knoop "enjoyed unlimited trust; the
Russian merchants were satisfied with Knoop's verbal assurances in the
largest contracts, and only in later years did they begin to adopt developed
forms of business relations."56

Likewise, trust occasionally operated across ethnic lines among
Swedes, Russians, Armenians, and Azeris in Baku, where capitalist institu-
tions developed very late. Hagelin, a Swedish technician in the employ of
the Nobel Brothers Petroleum Company, once sealed with a handshake a
promise to process oil from a gusher owned by an Azeri named Shamsi,
who eventually collected over a million rubles in royalties from the Nobel
corporation without ever asking to audit its records. A Russian merchant
once explained to Hagelin his willingness to buy fuel oil from Nobel
Brothers at slightly higher prices than those set by other suppliers: "With
Nobel there are always forty pounds [ funty] in a pud." Thus, Nobel's
reputation as an enlightened European businessman sufficed to build
bonds of trust in the notoriously lawless and violent frontier town of
Baku. Access to investment capital and modern technology played crucial
roles, but superior entrepreneurial ability, including the ability to inspire
trust among customers, also appeared to be an essential factor in determin-
ing the survival of corporations. Trust also proved crucial among the
Azeris of Baku. Of a prominent Azeri oil producer who loaned money at
high rates of interest to fellow Moslems without written contracts, Hage-
lin wrote: "It was profitable for him to be honest. Besides that, according
to Moslem concepts, trust was binding [doverie obiazyvalo}. A written
contract could be evaded. A contract indicated a lack of trust. Trust, based
on one's word, was always sacred."57

Without attempting a contribution to the theory of entrepreneurship,
this chapter has offered new statistics and biographical data from the
history of corporate capitalism in Russia in an effort to identify leading
entrepreneurs and managers and the cultural determinants of their eco-
nomic success. Among the key patterns were the tiny size of the Russian
corporate elite and its heavy geographical concentration. In some impor-
tant sectors and regions, Russians gradually displaced foreigners, but this
trend proceeded slowly.

These findings raise further questions about the cultural and political
causes of the slow pace of corporate development in the Russian Empire.
As noted in Chapter 1, the most interesting topic for further investigation
is the disappointing performance of capitalist institutions in the era of the
Great Reforms, from the early 1860s to the mid-1870s. The most likely
reasons appear to be the weak entrepreneurial tradition in Russia before
the Great Reforms; the complexities of the new projects in rail transport,
shipping, and heavy industry, which overwhelmed all but the most
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skilled entrepreneurs, among whom foreigners, Jews, Poles, Armenians,
and Old Believers figured prominently; and the inability of the landed
elite to embrace modern business techniques instead of relying on tradi-
tional connections at court, the arguments of Minarik and Bokhanov
notwithstanding.

The failings of Russian corporations in die 1860s contrasted sharply
with the successes of Japanese businesses under the Meiji restoration.
There, the efficient state bureaucracy pioneered the creation of enterprises
in heavy industry and then transferred successful enterprises to an equally
efficient managerial elite drawn not only from displaced samurai warriors
but also from a long tradition of merchant enterprise. These two sources
of domestic cntrepreneurship—an enlightened bureaucracy and a vigor-
ous native merchant class—barely existed in Russia. Under the tsarist
regime, merchants had endured centuries of discriminatory legislation;
and the state's own economic program under the last three emperors
consisted of restrictions on banks, a large number of state-owned enter-
prises that competed directly with corporations, and, eventually, state con-
trol of railroads. The tsarist bureaucracy gave only the slightest support for
technological innovations outside industries tied to the military, tradi-
tionally the state's highest priority, as in efforts of the imperial army and
navy to discover military uses of electricity from the late 1860s to the early
1880s, before it became commercially viable.58

Thus, statistics and the memoir literature reiterate three of the main
characteristics of Russian capitalism under tsarist rule: its institutional
immaturity, its geographical concentration, and its foreign nature. These
features emerged once again in die brief period of reform at the end of the
Soviet period, when, just as before 1917, they contributed to the creation
of resentment against foreign and domestic capitalists.



Perestroika and the Failure of Soviet
Capitalism, 1985-1990

There is no alternative to the transition to a. market economy. World ex-

perience dearly testifies to the viability and effectiveness of the market

economy concept. In our society, the switch to the market economy is ne-

cessitated predominantly by people's needs; its aim is the establishment of

an economy conscious of social needs, an economy serving the consumer,

an economy without shortages and humiliating lines, an economic mech-

anism ensuring entrepreneurial freedom for citizens and creating benefi-

cial conditions for diligence, creativity, initiative and high productivity'.

Transition to a market economy in no way contradicts the socialist

choice made by our people. It is only the market, in tandem with the hu-

manistic orientation of all society, that will be able to satisfy people's

needs, ensure just distribution of wealth, safeguard social rights and

guarantees, and consolidate such values as freedom and democracy.

Mikhail S. Gorbachev (1990)1

Historians of the era of pcrcstroika (1985-91) may well conclude that,
like the tsarist regime before it, the government of Mikhail Gorbachev fell
because it failed to solve the problem of economic productivity. The col-
lapse of the railroad system and the bread shortages that faced the tsarist
ministers in December 1916 far exceeded the gradual dissolution of the
economy seventy-five years later. Still, Gorbachev's reluctance to imple-
ment market reforms on a scale commensurate with his rhetoric contrib-
uted directly to the economic crisis that doomed his regime.

To his credit, Gorbachev legalized individual enterprise in November
1986, promulgated legislation on cooperatives in 1987 and 1988, and
authorized the creation of genuine corporations in June 1990. At every
stage and at all levels of the Soviet administration, however, opponents of
market reforms slowed the progress of reform. The autocratic party-state,
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even in its attenuated form, proved far more inimical to the market than
the tsarist bureaucracy on the eve of World War I. Capitalism for Soviet
ideologists signified not only the international threat, as under the tsarist
regime, but also the class enemy, according to Marxist ideology.

Moreover, perestroika retained a host of irrational restrictions on eco-
nomic activity. The law on cooperatives sought to resurrect the mixed
economy of the New Economic Policy (1921-8), which rested on the
political autocracy of the Communist Party. Only at the very end, in 1990,
did Gorbachev opt for the corporate form of enterprise, and even this was
modeled largely on the tsarist pattern, with some concessions to modern
European practice. Gorbachev himself bore major responsibility for the
slow pace of his economic reforms. As the epigraph shows, he hoped to
introduce a free market that would not undermine the "socialist choice"
made by the Bolshevik party in 1917. The legalization of corporations in
1990 therefore came too late to halt the downward spiral of the economy.
Why, then, did Gorbachev wait more than five years before embarking on
this major reform?

Cooperatives and the Culture of Communal Envy

The Soviet decree on cooperatives, promulgated in February 1987 and
superseded by a comprehensive law in May 1988, sought to promote
economic efficiency but imposed so many restrictions out of a deference to
collectivist ideology that the economic effect remained minimal. To those
versed in Soviet history of the 1920s, the law on cooperatives had a
familiar ring. In January 1923, Lenin had announced, with undue opti-
mism, that "the system of civilized co-operators is the system of social-
ism."2 From a Marxist-Leninist point of view, cooperatives posed no ideo-
logical threat to the Soviet regime. Their small size and cooperative
essence prevented them from posing a threat to the state, and their ability
to respond to local market opportunities actually promised a pragmatic
economic benefit.

Nikolai I. Bukharin, the chief theoretician of the Soviet Communist
Party until Stalin's consolidation of power at the end of the 1920s, kept in
place the major concessions granted by the Bolshevik government in
1921: the abolition of forced requisitions of grain, the free market in
foodstuffs, and the limited use of hired labor by individuals. Although
committed to the eventual creation of a planned economy, Bukharin saw
the wisdom of limiting direct state control to the key sectors—heavy
industry, transport, banking, and foreign trade—and, even in them,
sought to maximize the comparative advantage of the Soviet Union by
inviting foreign concessions to prepare raw materials such as timber, gold,
and manganese for sale on the world market. Bukharin, of whose dedica-
tion to Communist ideals there could be no doubt (he edited the party
newspaper, Pravda,, from 1917 to 1929) viewed agricultural cooperatives
as a halfway house from capitalism to socialism, a useful school for the



86 Russian Corporate Capitalism

inculcation of communal virtues in the long and difficult transformation of
the human soul from the individual to the collective mentality.3

Stalin's imposition of hypercentralized economic planning and his
destruction of voluntary cooperative farming during the forced collectivi-
zation drive in 1929-30 represented an abandonment of the confidence
expressed by Lenin and Bukharin in the capacity of Soviet citizens to grow
to socialist maturity under the benevolent tutelage of the party-state.
Although the collective farms (kolkhozy) retained the outward forms of
cooperative activity, they fell under the control of Machine Tractor Sta-
tions (1930-58) and other new bureaucratic mechanisms. The regimenta-
tion and impoverishment of the peasantry constituted the introduction of
a new form of serfdom less than seven decades after its abolition by the
tsarist regime.

Gorbachev resurrected Bukharin's concept of the cooperative as a
flexible tool of economic reform within the framework of the Communist
Party's monopoly of power. Stalin's destruction of voluntary cooperatives
prevented our knowing whether Bukharin's dream of prosperity under a
Soviet autocracy without mass terror would have been possible in the
absence of a much greater concession to capitalism than he was prepared
to grant, including Soviet corporations capable of bringing raw materials
to the world market. Gorbachev's abdication in 1991 likewise left unclear
the implications of his modest economic reforms of 1986-8. What
seemed most interesting about this limited experiment in cooperative eco-
nomic activity was the storm of protest that it raised.

Like the law on individual enterprise, the legislation on cooperatives
strictly restricted the scope of the enterprise's activity. First, because mem-
bers of cooperatives did not enjoy limited liability unless their charters
explicitly granted that privilege, these new enterprises could hardly aspire
to large size. Second, the law required that anyone who withdrew from a
cooperative forfeited his or her investment unless the enterprise was dis-
solved. Thus, shares were not subject to sale or transfer. Finally, despite the
right to found cooperatives by the procedures of simple registration with
local authorities, officials often refused to comply.4 Gorbachev's legaliza-
tion of cooperative economic activity simply failed to protect the new
enterprises from fierce resistance from conservative Communists at all
levels of government and from the public itself.

However, because the law authorized the activity of unlimited num-
bers of persons, at least three, the size of a cooperative could surpass that
of an individual repair shop or tutoring service. Soon two major forms
became evident. At the most rudimentary level, cooperatives sprang up in
public services. Especially prominent were restaurants that offered fast
service and high-quality products at correspondingly high prices, in con-
trast to the notoriously inefficient, grimy, and uncomfortable state-run
cafeterias. At the opposite extreme, in state enterprises, some shrewd man-
agers converted subsidiaries into cooperatives in order to reap the twin
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advantages of access to raw materials within the planned economy and the
right to charge high prices for the cooperative's products on the free
market.5

The number of cooperatives mushroomed in the late 1980s from a
negligible number in mid-1987 to over 180,000 enterprises employing
over five million individuals in mid-1990.6 These data inscribed an
S-curve somewhat like that of banks in the Russian Empire in the 1860s
and 1870s. One researcher noted, however, that cooperatives flourished in
the late 1980s only because Soviet law permitted no other appropriate
form of private enterprise. Throughout the world, cooperatives tended to
cluster in agriculture (37 percent), credit (29 percent), and consumer
purchasing (10 percent), but in the USSR they flourished in cities and in
construction, light manufacturing, and services, with few in agriculture (2
percent) and none in consumer credit. "This indicates that cooperatives in
the USSR today are only the tentative name given to the majority of
legally operating small businesses (roughly 80 percent according to my
estimate) that have donned the cooperative 'hat.'"7

As in the Russian Empire, new capitalist institutions developed ac-
cording to a clear pattern of geographical concentration. In January 1990,
the ratio of cooperatives to the total population varied widely among the
fifteen republics of the USSR. (See Figure 4.1.) Armenia's ratio was nearly
four times that of the USSR as a whole (6.7 per 10,000), and all three of
the Baltic republics plus Georgia also had double-digit ratios. In contrast,
the ratios in the predominantly Turkic and Iranian republics along the
southern border of the Soviet Union—Azerbaijan and the five Central
Asian republics—ranged from 3.6 to 5.9 per 10,000, well below the
national ratio. This unevenness resulted from a variety of factors, includ-
ing the level of development of markets and the cultural traditions of the
various nationalities. (This is not to imply that all the cooperatives in a
given republic were managed by members of the titular national ethnic
group, but for the purposes of this preliminary analysis the large nontitu-
lar minority populations, such as ethnic Russians in Estonia, Kazakhstan,
and Ukraine, can be considered of secondary importance.) A multiplica-
tive regression of this ratio on the rate of urbanization in each republic
produced a fairly strong positive correlation (coefficient = +.68586; r2 =
47.0 percent; f = .00476). Elimination of the Armenian case, which
constituted an outlier (a point far removed from the curve), produced an
even better fit ( + .707914, 50.1 percent, and .00461, respectively). Other
social indicators in the various republics, such as average levels of educa-
tion or the extent of ownership of foreign goods, might well have been
more highly correlated with the propensity to form cooperatives, but a
single indicator, the rate of urbanization, proved significant, as it ac-
counted for almost half of the variation in ratios of cooperatives to popula-
tion in all fifteen republics and over half after the removal of the Armenian
outlier.8 This pattern recalled the uneven geographical distribution of
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corporate headquarters and the high index of entrepreneurial and manage-
rial activity by Armenians in the imperial Russian economy before World
War I, discussed in Chapters 2 and 3.

The rapid proliferation of cooperatives reflected two features of the
economy under perestroika: the highly developed system of black mar-
keteering, which immediately took advantage of the legalization of com-
merce; and the strong geographic concentration of cooperatives, which
echoed prerevolutionary patterns. In the Brezhnev period, according to
one expert on crime, black marketeers plied their trade with special zeal in
Moscow, Leningrad, Riga, Vilnius, Odessa, Tbilisi, Baku, and Tashkent.
Five of these eight cities had ranked in the top ten as centers of corporate
management in 1914. (Warsaw and Lodz no longer qualified for this list
because they lay outside the Soviet state after World War I.) As Hedrick
Smith aptly described the process, "Entrepreneurs came out of the wood-
work, especially in the Baltic republics, in Soviet Georgia, and in big cities
such as Moscow and Leningrad, where illegal enterprises had been
concentrated."9

As had happened 120 years earlier in the case of commercial banks,
the explosion of new enterprises so alarmed the government that it re-
sponded by imposing restrictions that temporarily drove down the num-
ber of existing enterprises. The upward trend resumed by mid-1990, but
until the end of the Soviet period cooperatives did not pose an institution-
al threat to the planned economy, as they accounted for only 4 percent of
economic activity in ruble terms in late 1989. "Their role in causing
inflation and shortages was infinitesimal compared with the role played by
production problems in the state sector and by government fiscal and
wage policies."10

As a member of the Central Committee told Smith in early 1990,
cooperatives encountered opposition in a variety of forms: "ideological,
economic, and personal." Besides the Communist Party, the labor unions,
and nostalgic Stalinists who opposed the market on ideological grounds
and out of fear of losing political power, the opponents included those
who felt their economic interests to be threatened, from workers to man-
agers and planners.11 Officials opposed to cooperatives quickly tried to
discredit them with accusations of criminal activity on the part of the new
enterprises.

The case of the Tekhnika (Technique) cooperative clearly revealed the
effectiveness of this smear campaign. Created by Artem Tarasov, the so-
called honest millionaire, this cooperative worked closely with the Soviet
Ministry for Foreign Economic Relations to import computers from the
West in exchange for exported raw materials and scrap metals. So efficient
was Tekhnika that it sold the imported computers and its own software to
dozens of customers, including the space research agency and the State
Committee for Supply (Gossnab), at half the price charged by the state's
own agencies. Although the cooperative made impressive profits, which it
duly deposited in the State Bank, the bank refused to allow Tarasov to
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withdraw his deposits on demand. Additional audits led the authorities to
accuse him of having sold strategic material abroad. Its assets frozen,
Tekhnika failed to meet all its contractual obligations and suspended
operations.

In late 1990, the State Arbitration Agency (Gosarbitrazh) ruled in
favor of Tekhnika,12 but Tarasov's fortunes continued to decline. In early
1991, a presidential decree authorized "unannounced searches" of any
cooperative or corporation. As an American reporter noted, "People in-
volved in business say that the authorities cannot—or will not—recognize
the difference between a capitalist and a crook and that well-intentioned
deals and dealers are becoming the victims of ever-changing laws and
ideologies." Tarasov, having created Tekhnika as "a kind of laboratory for
new inventions," also established the Istok (Source) cooperative, which
arranged commercial deals between Soviet manufacturers and foreign sup-
pliers. Without specifying the nature of the charges against Tarasov, who
held a seat in the Russian Parliament, the Soviet authorities spoke "con-
spiratorially and sketchily about Tarasov business associates leading a na-
tionwide network involving weapons and currency violations and mur-
der." This harassment caused Tarasov to lose faith in perestroika by the
spring of 1991. "Once I thought I could help change this country. Now I
feel like a superfluous man."13

Early in 1991, Tarasov flew to "self-imposed exile" in Paris, and with-
in a year, from an office in London, he was helping Russian businessmen
export cash to avoid governmental controls. The capital thus diverted
from the Russian economy to safe havens in the West was estimated to
exceed eight billion dollars, the entire amount of Western aid sent to
Russia in 1992.14

Despite the apparently legal nature of Tarasov's operations before his
departure, Soviet officials who alleged criminality on the part of coopera-
tives in order to disparage them often had some justification for doing so.
A notorious case of illegal activity by a cooperative caused "a major for-
eign trade scandal" in early 1990. The cooperative called ANT
(Avtomatika-Nauka-Tekhnika, or Automation-Science-Technique) earned
large amounts of foreign currency by exporting heavy equipment under a
special authorization from the chairman of the Soviet Council of Minis-
ters, Nikolai Ryzhkov, without the usual import and export licenses. Large
crates supposedly filled with earthmoving machinery turned out to hold a
dozen T-72 tanks bound for a member of the NATO alliance (presumably
France), in violation of Soviet law. According to the official version of
events, "only the vigilance of the KGB prevented a major breach of nation-
al security." For their part, ANT officials claimed to be victims of an
artificial scandal that the authorities created to provide a pretext for clos-
ing the cooperative.15

Anatolii Sobchak, then a liberal member of the Congress of People's
Deputies, at first considered the scandal an attack orchestrated by the
"Stalinists," led by Ivan Polozkov, "to discredit Gorbachev while at the
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same time smearing the whole cooperative movement." The opponents of
ANT referred to it "as a cooperative venture rather than a state-run con-
cern, a swipe at the democrats who were promoting the co-op move-
ment." Eventually, however, Sobchak obtained access to documentation of
ANT's illegal dealings. An unnamed economic expert explained that the
enterprise's exemption from customs inspections gave it "virtually unlim-
ited opportunities for conducting barter transactions and the unlicensed
export of raw materials. . . . The ANT is in no way a phenomenon of the
market economy, but an offspring of the bureaucratic class, who use state-
run channels for personal enrichment. . . . The state-run channels of raw
materials allocation are being used by the state bureaucracy as sources of
personal wealth." Sobchak's parliamentary investigation of ANT's illegal
exports embarrassed Prime Minister Ryzhkov.16

It is difficult to ascertain whether such speculation and criminal activ-
ity by cooperatives justified what one observer called the "general witch-
hunt atmosphere." There is little doubt, however, that the inefficiencies of
the planned economy opened up multiple opportunities for quick profit-
taking by unscrupulous cooperative managers:

The most profitable ventures have typically involved, to one degree or anoth-
er, arbitrage profits from the diversion of state resources at low or negligible
prices to the private sector. Perhaps the most profitable and popular activity
of Soviet cooperatives is to pump (perekachat'} money illegally from ear-
marked blocked investment funds into cash through the cover of a contract
between a cooperative and a state enterprise. A state enterprise pays the
cooperative out of its blocked investment funds or earmarked bank credit,
which the latter organization can withdraw as cash. A serious argument can be
made that activity in the private sector has generally contributed to the cur-
rent economic crisis. Efforts have been diverted away from value-adding activ-
ities to arbitrage and tax evasion, which has polarized income distribution. As
[legal] market activity has expanded in the USSR, it has tended to take the
form that [illegal] market activity took in the past: personal ties and income
hidden from the government.17

Profitable relationships between state enterprises and cooperatives did
not necessarily entail corruption or illegality, however. Because of lax
legislation,

firms in the private sector have much more opportunities for price setting and
conversion of money from bank accounts into cash. On this basis a mutually
beneficial symbiosis of state enterprises and private firms emerges. Private
firms receive access to cheap resources through state enterprises; state enter-
prise managers, in their turn, receive opportunities to redistribute income to
salaries through private firms. A large number of cooperatives and joint ven-
tures are organized on the basis of state enterprise and use their resources,
equipment, and workers for the fulfillment of orders which they receive from
the same enterprises. . . . Expenditures remain state, while profit becomes
private.
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Moreover, cooperatives used "industrial espionage" to acquire and sell
various inventions and other forms of intellectual property created by state
enterprises.18

Allegations of criminality thus had some validity. Abundant evidence
shows that organized crime used the cooperatives as a vehicle for the
legalization of previously illegal activities and as a convenient camouflage
for continued theft. However, many cooperatives fell easily into the oppo-
site role, that of victims of organized crime, which saw in legally constitut-
ed cooperatives a rich new source of extorted capital. "The Soviet criminal
mafia—'racketeers' in current Soviet parlance—singled out cooperatives
as a target for attack, on the assumption (often correctly) that large sums
of cash were there for the taking."19 Knowing full well the negative atti-
tudes of local officials and the weak development of the rule of law in
Soviet political culture, the "mafia" found it easy to demand "protection
money" or outright participation in cooperatives. (The untranslated word
mafiia. entered the Russian language from the Italian at this time.)

For their part, cooperative managers faced the choice of capitulation
or risking arson, physical assault, kidnapping, or murder. Although some
cooperatives hired guards, often unemployed veterans of the ill-fated Af-
ghanistan campaign, the danger added major costs to the already risky
ventures. According to one source, 20 percent of cooperative managers
had bodyguards. The police proved helpless to curb criminal attacks on
cooperatives. In fact, according to one manager, 'The police do not much
care; in a way, the racketeers are doing their work, as they repress the
[alleged] cheats."20

Accusations of criminality on the part of cooperatives smacked of
hypocrisy for several reasons. First, illegality had permeated the Soviet
political and economic bureaucracy for decades before Gorbachev
launched his reforms. A recent analysis of crimes committed by members
of the Communist Party of the Soviet Union in the quarter-century fol-
lowing the fall of Khrushchev in 1964 found evidence in the Soviet econ-
omy of an "extremely high level of informal and illegal entrepreneurial
activity," including hoarding, exaggeration of procurement requests, false
accounting procedures, and the use of "expediters" (tolkachi) to locate
essential raw materials. Perpetrators received light punishments because
such crimes facilitated the production and delivery of goods in short
supply. In contrast, embezzlement and other crimes that enriched the
criminal instead of promoting the operations of the enterprise or the
ministry earned harsh punishments. Aware that routine corruption would
alleviate the bureaucratic irrationalities of the autocratic system, the Soviet
government condoned "the development of a number of informal institu-
tional arrangements that were perceived by the Soviet leadership to per-
form positive functions for the Soviet state" despite their formal illegality.
Some political scientists have applied to this kind of corruption the label
"functional dysfunctionality." "Illegal activities based on the pecuniary
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self-interest of the Soviet official were punished more often and more
severely than those illegal activities of Soviet officials aimed at rationalising
the irregularities of the formal Soviet institutions."21

Third, the specter of crime served as a useful rhetorical device but
cannot be considered the main reason for bureaucratic repression of the
cooperatives. The danger posed by cooperatives to the entrenched elite lay
elsewhere: in the threat to the bureaucracy's political monopoly. Using the
pretext of illegality of cooperative enterprise, the Soviet ministries im-
posed all sorts of restrictions, ranging from a ban on all publishing not
related to "advertising and information" (a prohibition evaded by strange
combinations of pornography and advertisements—for cooperatives—in
the same periodical) to the right of local Soviets to prohibit cooperatives
from purchasing raw materials in retail or wholesale markets. Such prohi-
bitions had the unexpected effect of driving cooperatives into close alli-
ances with powerful state enterprises.22

Local officials showed special enthusiasm in the repression of coopera-
tives. Although the law of May 26, 1988, required the "automatic" regis-
tration of any cooperatives created to pursue a legal function, local author-
ities often "added demands that went beyond those outlined in the law."
Interviews with cooperative managers revealed that delays in obtaining
permission commonly ranged from six to eighteen months, often on the
false pretext that no premises were available for the new enterprise. Brib-
ery became "the only recourse" in such cases.23

Thus, the traditional struggle between the state and market had be-
come, by 1988, a three-way rivalry between the reformist center, the
conservative ministerial and local elites, and the wary public.24 The situa-
tion grew especially murky as local officials joined criminals in extorting
bribes from cooperatives. The bureaucracy thereby contributed to crime
instead of to its reduction. One Soviet newspaper quoted an unidentified
"millionaire" who denounced the "bureaucratic racket" that preyed on the
cooperatives:

Of each ruble that we earn, we spend 40 kopeks to buy raw materials, 5 to 10
on wages; then we pay 15 kopeks to the boss of the enterprise that supplies us,
5 kopeks to its workers, and 5 kopeks to the police so that they will close their
eyes. For us, there remains a profit of 15 to 20 kopeks to reinvest. Of every
ruble that we earn, we would prefer to pay 30 kopeks directly to the state if it
could protect us from corruption.25

A quarter of the profits illegally purchased benevolence from the two
forces that held potentially fatal power: suppliers and the police. To gain
such security legally would be worth an additional 5 percent, but the level
of legality deteriorated, rather than increased, as time went on.

One manager of a construction cooperative responded to the inhospi-
table environment with a clever trick: the creation of two separate cooper-
atives, one in ceramics, die other in metal stamping. These he alternately
opened and closed in order to evade confiscatory taxes: 25 percent of
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gross revenues, 13 percent of the manager's salary, and 12 percent of each
worker's pay, for social security. Having two cooperatives allowed him to
neglect the affairs of one at any given moment, so that it amassed a small
profit and therefore bore a small tax burden. Despite this clever ruse, he
still found it necessary to hide some of his income; otherwise, his labor
would produce no net profit. Thus, tax evasion continued to pervade the
cooperative sector. The general picture remained a somber one. A French
scholar concluded her account, based on numerous interviews with coop-
erative members, with the sad observation that "a completely honest coop-
erative member certainly does not exist because he would not be able to
survive."26

By 1988, the processes of official repression and illegal maneuvers by
cooperative managers had taken on the familiar shape of a vicious circle.
The official campaign to cripple the cooperatives gathered momentum in
December of that year, when the Council of Ministers banned coopera-
tives from certain kinds of activity: the management of private schools, the
making or selling of videocassettes, the operation of broadcasting net-
works, the provision of certain kinds of medical care (cancer treatment,
drug production, and surgery), and the manufacture of weapons, ammu-
nition, alcohol, narcotics, and jewelry composed of precious metals.27

Equally harsh were the special tax schedules imposed on cooperatives at
the end of the decade. The Presidium of the USSR Supreme Soviet, acting
on a suggestion of the Ministry of Finance, began the campaign in March
1988. The lenient income tax on cooperatives as institutions (2—3 percent
in the first year, 3-5 percent in the second year, and 10 percent in the
third year) remained unchanged, but the ministry set highly progressive
rates for members of cooperatives: 50 percent on monthly earnings above
700 rubles, 70 percent above 1,000 rubles, and 90 percent above 1,500
rubles. As Shmelev and Popov commented wryly, "There is probably no
example of such a sharply graded income tax in economic history." (Under
NEP, rates had remained far lower: 30 percent on income over 24,000
rubles per year, roughly equivalent to 70,000 in the late 1980s.) The
"public outcry" that greeted this decree led the Supreme Soviet to refuse
ratification.28

Suspended in July, the decree was eventually annulled, but early in
1989 the Ministry of Finance authorized each republic to set its own tax
rates. It also gave local Soviets the option of reducing or eliminating the
tax burden on the gross income of individual cooperatives (excluding
production expenses but not wage and salary costs), but since the taxes
collected by the local Soviets were to be spent by them, they had little
incentive to grant such tax relief. Following the promulgation of widely
varying tax rates at the republic level, some of which appeared confisca-
tory, the Supreme Soviet set a maximum income tax rate at 23 percent for
cooperatives that set their prices at or below those of the state, and 35
percent for others. Higher rates were permitted for cooperatives that had
received the brunt of official and public scorn: those in commerce, food
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service, entertainment, and business mediation. The republics promul-
gated new rates in the fall of 1989. Finally, all enterprises, whether cooper-
ative or state-owned, became subject to maximum tax rates—45 percent
of profits—in June 1990, effective January 1991. Again, enterprises in
commerce, food service, and entertainment could be subjected to higher
rates.29

On the local level as well, the campaign of local officials against coop-
eratives forced many vulnerable enterprises to close. Others withdrew
from public scrutiny and ensured stable supplies of raw materials by
strengthening their ties with state enterprises. "By mid-1990 the propor-
tion of cooperatives attached to state enterprises had reportedly increased
to 86%." By mid-1990, the official persecution had affected the sectoral
distribution of cooperatives. Those in consumer services, trade, and res-
taurant management declined in response to the heavy burden of income
taxes and a resolution of the Supreme Soviet in October 1989 that pre-
vented cooperatives "from purchasing goods from state stores or whole-
sale trade and then reselling the goods."30 At the same time, the number of
cooperatives in construction grew rapidly and those in other fields contin-
ued their modest increase. (See Figure 4.2; not shown in this graph are the
numbers of cooperatives in medicine and recycling, which hovered near
3,000.)

Cooperatives in consumer goods production, retail trade, and restau-
rant management proved vulnerable not only to criminal extortion and
official harassment but also to violent attacks from the public at large. The
official campaign against cooperatives therefore drew support from signif-
icant groups in Soviet society. Although the term "public opinion" had
little meaning in the era of party-state controls, the relaxation of censor-
ship under Gorbachev permitted open discussion of major issues to an
extent unprecedented in Soviet and Russian history. It is impossible to
ascertain precisely the ideological and economic sources of the public
disapproval of cooperatives. To some extent, they appeared to pose an
economic threat to the potential losers in the new market-driven economy:
unskilled workers, pensioners, students, and others who derived some
benefits from the Soviet policies of full employment and subsidized prices
for food and shelter, however poor the quality. As Shmelev and Popov
noted in 1988, the prospect that a free market might require workers to
endure lower wages, to find a new job, a new place to live, or even a new
occupation, or—worst of all—to face the nightmare of extended unem-
ployment, unknown in the previous six decades, all raised the level of
public concern. They warned that if Gorbachev's reforms did not show
"something substantial" by way of improved economic conditions "in the
next year or two, the fate of perestroika, could be in jeopardy."31

By 1990, of course, the economic situation had deteriorated, not
improved. Cooperatives bore little responsibility for the disintegration of
the Soviet economy, a phenomenon that Marshall I. Goldman called "a
supply-side depression" because it resulted from the collapse of the old
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system of centralized command and control. A Soviet expert analyzed the
economic crisis in terms of its most important components: the disruption
of imports, the decrease in production of fuel and raw materials, the
decline in employment, the deterioration of fixed capital, high levels of
military spending, and mushrooming budget deficits. Significantly, he
placed no blame on the cooperatives.32

Chronic shortages forced everyone into the black market to some
extent. A major effort at quantification, based largely on data provided by
emigre Soviet citizens in the late 1970s, showed the considerable propor-
tion of illegal activity to which ordinary people resorted in their search for
income and purchases.33 Like the political scientists who employed the
term "functional dysfunctionality" to explain the pervasiveness of officially
sanctioned crime, an astute American journalist resorted to an oxymoron
in an attempt to explain the general public's ambivalence toward economic
crime two years before perestroika began:

Because so much of ordinary life is enveloped in vast areas of illegality and
because "speculation" is vilified in the official press as bourgeois, nearly anti-
Soviet, this synthetic crime of private buying and selling becomes both serious
and light, grave and ubiquitous. It stirs both revulsion and a sly, winking envy.
And the concept of crime thus becomes blurred, disorienting, until synthetic
crime and genuine crime fade in and out of one another, melting into a vague
mash of disreputable acceptability.34

Although virtually everyone traded on the black market, the constant
barrage of official condemnation in the state-controlled media continued
to undermine the respectability of private gain once the laws on private
economic activity and cooperatives made it legal. Vitalii Korotich, editor
of Ogonek (The Little Fire) magazine, sought in 1990 to legitimize the
phrase "private property" (chastnaia sobstrennost'), which included not
only "personal property" (lichnaia sobstpennost'), such as clothing, furni-
ture, and books, but also real estate and workshops: the means of produc-
tion. "We have used it in our articles about the struggle for indepen-
dence. . . . Without private property you can't have independence." For
his outspoken journalism, including his exposure of brutality in the ranks
of the Soviet Army, Korotich received death threats.35

Smith, reporting from the Soviet Union at the height of perestroika,
employed a colorful phrase to portray the depth of popular resentment
against cooperatives and the nouveaux-riches in Soviet society under per-
estroika: "the culture of envy." In this, he followed the terminology of
Shmelev, who wrote in 1988 that "the blind, burning envy of your neigh-
bor's success . . . has become the most powerful brake on the ideas and
practice of perestroika. . . . Unless we at least damp down this envy, the
success of perestroika will always be in jeopardy." For her part, the eminent
sociologist Tat'iana Zaslavskaia attributed such envy to the dictatorship of
Stalin, which had "turned the Soviet worker into a robot" and created a
state structure that "literally dwarfed the individual." Before cooperatives
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became legal, she wrote, "family contract teams in agriculture" had been
allowed to perform designated tasks for a negotiated fee and often, through
hard work, derived considerably high returns, but this form of labor often
encountered fierce resistance from peasants on collective farms. Coopera-
tives faced the same resentment under perestroika.

This shows that many Soviet people quite simply regard a high income as a
negative phenomenon irrespective of whether serious and creative work was
done to obtain it and whether it brought great benefit to society. As a survival
of the ideology of the 1920s and 1930s, this kind of wariness in respect of
high earnings does not reflect the interests of our society and undermines the
possibility of a more rapid pace of social and economic development.36

A French expert likewise saw in the public's resentment the eifects of
sixty years of Soviet indoctrination in the values of egalitarianism. "For
some, the secret of happiness consists not in personal success but in lower-
ing of their neighbor to the same level." The quest for profit appeared "a
suspicious desire to separate oneself from the collective." In her opinion,
considerable time would be needed for Soviet citizens "to relearn how to
work."37

However severe the Stalinist repression of individual initiative, the
situation appeared more serious than these analysts implied. It was not a
matter of six decades but of centuries. Smith recognized that this attitude
had roots in the prerevolutionary past, long before the Soviet government
had begun to preach the evils of social and economic inequality. "The
Russians are a long-suffering people who can bear the pain of their misery,
so long as they see that others are sharing it. The collective jealousy can be
fierce against those who rise above the crowd." This "culture of envy," the
product not only of the ideological controls of the Soviet state but also of
"the deep-seated collectivism in Russian life, . . . has turned rancid under
the misery of everyday living" in the 1980s. In a gruesome example of this
mentality, Anatolii Sobchak, the reformist mayor of Leningrad, related the
parable of God's offer to give a Russian peasant anything he desired, on
condition that his neighbor receive twice as much. Torn between greed
and envy, the peasant finally opted for the latter: "Strike out one of my
eyes."38

The collectivist mentality of Russian peasants long before 1917 has,
of course, received attention from ethnologists and historians. The Slav-
ophiles saw in this mentality evidence of a generous Christian spirit un-
tainted by European rationalism, but their view was excessively tinged by a
romantic nationalism that exaggerated the peasantry's devotion to Chris-
tian morality. Far more persuasive was Edward L. Keenan's anthropologi-
cal explanation, which located the roots of communal values—the need to
share both the rewards and the burdens of life—in the harsh northern
climate and the limited productivity of the soil. Only if all members of the
community utilized their land, animals, and labor to the maximum extent
would the desolate environment of the Eurasian plain yield a surplus. A
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widow would be obliged to marry a bachelor farmer for the sake of the
village as well as her children, lest her labor power and that of her meager
livestock go unused. Conversely, a healthy husband and wife blessed by
fate with a large family and a cow or two would be expected to bear the
responsibilities of providing charity for the destitute or of representing the
village to the hostile forces of the outside world: the landlord, the tax
collector, and the recruiting agent.

Communal constraints promoted not the realization of a concept of
justice, nor economic progress, nor even

"the preservation of a way of life," but the preservation of life itself—human
life, the life of vital livestock, the life of life-giving field cultures. And the most
significant autonomous actor in peasant life was not the individual (who
could not survive alone in this environment), and not even the nuclear family
(which, in extended form, was marginally viable, but still too vulnerable to
disease and sudden calamity), but the village, to whose interests all others
were in the end subordinated.

The economic consequences were clear. Unlike the capitalist mentality,
which accepted a certain amount of risk for the sake of a potentially large
gain in the future, the bleak realities of the Russian village encouraged the
opposite: "the minimization of risk." "If innovation offered short-term
improvements in the standard of living at the cost of an increased risk of
possible disaster, it was rejected. If the interests of an individual reduced
the potential viability of the group, they were denied." A strong and
competent individual who grew moderately prosperous but refused to
share his resources with his fellow villagers represented a threat to "the
tenuous continuity of village life."39

The negative effects of this communal mentality on the development
of Russian capitalism attracted the attention of most observers in the era of
perestroika. However, Keenan's analysis of the traditional collectivism of
the village was value-neutral. Indeed, attitudes that partisans of capitalism
found to be selfish and inimical to economic progress in the 1980s were
precisely those that had permitted the village to survive over the centuries.

Keenan's general account has been supplemented by recent research
that illuminates important regional variations of this pattern, changes over
time, and evidence of the commune's flexibility in the face of new and
demonstrably superior technology. Esther Kingston-Mann, for example,
concluded that communal landholding in the decades after Emancipation
did not necessarily stifle technological innovation. "The commune some-
times provided a convenient mechanism for the implementation of
community-wide innovation; its powers of compulsion were used to com-
pel change as well as to block it." She also observed that the poverty of the
Russian village could not be attributed solely to the allegedly stifling
incentive system maintained by the commune because any innovations in
peasant agriculture had to be carried out within unfavorable "geographical
and political constraints." The northern climate imposed severe limitations
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on the fertility of the soil and the length of the growing season; and the
tsarist government bore primary responsibility for insufficient land allot-
ments, high redemption payments, and the heavy tax burden, all of which
limited the peasants' prosperity.40

In the six centuries that elapsed between the rise of the Muscovite
state in the fourteenth century and the relaxation of the Soviet autocracy
under Gorbachev, individualism and its eventual economic concomitant,
market-based capitalism, remained weak in Russian culture. Traditionally,
Russians equated trade and industry with pure greed. Of aristocratic ori-
gin, the stereotype of the "dirty" or "filthy" (griaznyi) merchant41 figured
prominently in the dramas of Aleksandr N. Ostrovskii, who depicted the
Moscow merchants in the mid-nineteenth century as coarse, venal, proud,
and domineering. Although this image faded toward the end of the tsarist
period as leading merchants became patrons of high culture and partici-
pants in municipal and national politics, the negative stereotype lived on
in literary portrayals of provincial merchants, such as the miserly grain
miller who begrudged his aged mother twenty kopeks in Anton
Chekhov's short story "At the Mill" (1886).

Bonds of communal solidarity began to loosen as market forces en-
tered the Russian village toward the end of the tsarist period, but Stalin's
revolution from above during the First Five-Year Plan (1928-32) wiped
out the modest gains of the 1920s and prevented peasant entrepreneurs
from reaping the benefits of their labor. At the same time, the "peasants"
and "sons of peasants" who rose by the millions into positions of power
"in politics, in art, in literature, in science" imparted to the entire Soviet
system its peculiarly communal nature as they "practiced the traditional
habits of risk-avoidance and the subjection of the individual will and
impulse—including one's own—to the interests of the group."42 To the
three categories of opposition to cooperatives already mentioned—the
ideological, economic, and personal—must therefore be added a fourth:
the communal.

The prospect of market reforms filled most Russians with horror in
the late 1980s. The market threatened massive unemployment and social
inequality, or at least a more public inequality than that created by Stalin
and maintained in the secret system of privileges enjoyed by the Soviet
party-state elite between 1930 and 1985. As a reformist economist com-
plained, no one wished to live without subsidized prices. "This is the kind
of'market' that we have imagined. Like a rose without thorns. But such a
plant does not exist in nature. The market is a rose with thorns." Only in
the Soviet Union, he noted with exasperation, or perhaps Albania, did
such "strong 'anti-market' feelings" exist.43

A service worker in Volgograd in the mid-1980s denounced the
wealth of her neighbor as eloquently as any Russian peasant alive in the
past seven centuries: "I don't want to live like her. I want her to live like
me."44 Spontaneous resistance to the market based on this culture of
communal envy took the form of random violence against cooperatives.
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"Throughout the USSR, cooperative enterprises became the object of
envy, and many were damaged, burned down, or destroyed by 'indignant
citizens.'" In a typical case, in Balashikha district near Moscow, a coopera-
tive pig farm that had begun to prosper by selling meat to the new restau-
rants in Moscow encountered hostility from local peasants. Ignoring the
foul odor of the city dump, the peasants complained about the smell of the
pig farm and asked for compensation in the form of meat at low prices. "It
was a pure case of blackmail." An investigation showed that the farm
produced no excessive noises or odors. However, after the owners of the
cooperative persisted in their refusal to provide cheap meat to their neigh-
bors, fires broke out. Eventually, the farm burned to the ground. Moscow
News reported that the peasants "openly rejoiced at the fire and, making no
secret of it, feel like the victors of the conflict with the cooperators. This is
the most distressing and disturbing thing."45

To make matters worse, some cooperative managers became the object
of spontaneous violence not only because of their wealth but also because
of their status as ethnic minorities in some of the Soviet republics. "Much
of the violence against cooperatives in Central Asia had an ethnic under-
current; special targets for attack were cooperatives run by traders from
the Caucasus," presumably Armenians and Georgians, whose unusually
high rates of participation in cooperatives were suggested in Figure 4.1.
During ethnic riots in Turkmenistan in May 1989, cooperatives received
special attention. In Novyi Uzen, Kazakhstan, the following month, mobs
destroyed twenty-seven cooperatives and killed eleven of their workers,
prompting the authorities to close all commercial and food-service cooper-
atives in the region.46

By 1990, the cooperative movement had reached a plateau. Threats of
intimidation from criminals and the harassment of officials and envious
neighbors drove many cooperatives out of business. As under the tsarist
regime, managers of cooperatives complained that "the chief problems
they face arise from inconsistent and unstable government regulation."47

The population ecology of cooperatives in the USSR displayed two struc-
tural features of corporate ecology in the tsarist period: numerical weak-
ness and geographical concentration. Gorbachev's attempt to resurrect
Bukharin's sixty-year-old vision of the cooperative as a stepping-stone to
socialist communal solidarity had failed.

According to one expert's estimate in mid-1992, half of all coopera-
tives had gone bankrupt in the economic turmoil that followed the abor-
tive coup and the disintegration of the Soviet Union. "Certainly, the
private sector has suffered while the state sector was able to get benefits
from the government," declared Evgenii lasin, head of economic research
for the Russian Union of Industrialists and Entrepreneurs.48 The impor-
tance of the cooperatives lay elsewhere: they served as the first step in the
revival of a capitalist market, weak though it may have been in 1991. In
their definitive study of Soviet cooperatives, Jones and Moskoff cited the
prediction of a leader of the cooperative movement to the effect that
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cooperatives would cease to be the dominant form of enterprise soon after
the legalization of all forms of private business. He estimated that half of
the cooperatives would take the form of "purely private businesses," and
one-third, presumably the largest, would become corporations, leaving
only about one-sixth as cooperatives. "If this were to occur, then the
cooperative movement would have had a relatively short life-span, but its
importance historically would have been enormous. The energy, initiative,
and perseverance of the nation's first true entrepreneurs in sixty years
enabled the Soviet Union to embark on the road to a new economy."49

By 1990, Gorbachev had realized the shortcomings of the experiment
in cooperatives and had resolved to introduce the corporate form of enter-
prise, complete with the legal principle of limited liability and the implied
diminution of the scope of state planning. In response to the new legisla-
tion, entrepreneurs shifted their attention from cooperatives to corpora-
tions. However, Gorbachev's effort to employ the corporate form of enter-
prise met with little success in the brief period between the legalization of
corporations in mid-1990 and the disintegration of the Soviet Union at
the end of the following year.

Corporations and Exchanges

Gorbachev first attempted to invigorate large-scale industry and trade by a
timid half-measure: the Law on the State Enterprise, which took effect in
January 1988. Only after the deterioration of the economy had reached
serious proportions, in June 1990, did his government issue a genuine
corporate law. Shortly thereafter, in December 1990, the Russian Repub-
lic, led by Boris N. Yeltsin, set legal norms far less stringent than those of
the Soviet law. The government of Lithuania had already implemented a
sweeping reform in June 1990. By mid-1991, just a few months prior to
the collapse of the Soviet Union, banks and corporations had begun to
proliferate. However, the patterns of incorporation at the end of the Sovi-
et period echoed those of the tsarist period: tiny numbers, geographical
concentration in the capital (now Moscow), the heavy influence of state
bureaucrats in new corporations, the weakness of legal norms regulating
corporations and exchanges, and the shortage of investment capital. The
Soviet flag over the Kremlin came down for the last time at the end of
1991, but the debilitating struggle over economic reform between Yeltsin
and his parliament, the Congress of People's Deputies, continued even
after the ratification of the new constitution and the election of the bicam-
eral legislature in December 1993. A glance at the capitalist institutions
that had emerged by that date serves to underline how little Gorbachev
had accomplished by 1991.

The Law on the State Enterprise, promulgated in 1987, had heralded
Gorbachev's intention to abandon Stalin's policy of hypercentralization.
However, in the three years that elapsed between January 1988 and the
end of the USSR in December 1991, the law had failed to solve the
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economic dilemmas of incomplete monitoring and ineffective incentives.
It allowed managers to make contracts with suppliers and customers out-
side the plan, but it reserved a substantial share of output—70 to 85
percent, according to some reports—for state orders (goszakazy) under the
old system. It turned out that managers found state orders less risky to
fulfill than others because they lacked experience in market relations.

Even those managers who complied with the main thrust of the law
paradoxically contributed to the breakdown of the Soviet distribution
system. The law sought to improve efficiency by adopting "full cost-
accounting" (folnyi khozmschet), under which managers sought to place
their enterprises on a firm financial foundation by obtaining profits from
contracts with other enterprises, thereby reducing the role of state financ-
ing. However, managers who shifted to profitable lines of production
tended to ignore the need of traditional customers for inexpensive prod-
ucts. In an effort "to finance all expenditures out of revenues, including
wages, replacement of fixed capital and net investment," they stressed the
maximization of profits in the short term. They also neglected not only the
needs of their former customers but also the long-term financial health of
their own enterprises as they reduced investment in equipment, placed a
low priority on job safety and training, and discriminated against workers
deemed less productive than average: the young, the handicapped, and
women of child-bearing age.50 Despite these efforts to reduce production
costs, the new system offered no solution to the endemic problems of
faulty data and weak incentives in the economy at large. One expert char-
acterized as a form of "serfdom" the state's continued controls over enter-
prises, epitomized by articles in the law that imposed mandatory state
orders, budgetary restraints, and assignments of specific customers to
manufacturers.5*

One astute analyst concluded that the fatal flaw in Gorbachev's pro-
gram of perestroika, exemplified by the Law on the State Enterprise,
consisted in its attempt to employ "so-called 'market mechanisms,' but
without the actual introduction of a market, predicated, as the latter must
be, upon exchange between independent commodity producers." This
reluctance to embrace the market revealed, in turn, the Soviet policymak-
ers' ultimate concern: to reduce any threat to their "hold on power, which
could no longer be guaranteed under a system of private ownership of the
means of production." The provisions of the law calling for a thorough
democratization of each enterprise, including the election of the manager,
recalled the socialist verbiage of the early Bolshevik era but appear not to
have been implemented. At the end of 1989, only 8.5 percent of Soviet
enterprises had made the transition to full cost-accounting and only anoth-
er 4 percent operated on the basis of leases. Although these percentages
were expected to grow in 1990, and although "some enterprises used the
new system to good advantage, achieving considerable improvements in
quality, productivity, and wages, often with substantial redundancies" (fir-
ings of employees), the economic situation deteriorated rapidly. Gor-
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bachev's partial price liberalization and the weakening of central control—
the planning and administrative mechanisms that had held the economy
together since the inauguration of the five-year plans—began to cause
distortions. By mid-1990, massive budget deficits and shortages had trig-
gered strikes in coal mines, and a general malaise.

Only at this point did Gorbachev resolve to embrace the quintessen-
tially capitalist institution. In mid-1990, he issued what amounted to a
capitulation to capitalist ideology: the legalization of the corporation. As
one expert observed: "It was clear that an attempt at a complete transition
to the market, and the restoration of some form of capitalist economy
which this inevitably would entail, was unavoidable. Perestroika, at least in
its original conception, was over."52

The Soviet corporate law of June 4, 1990, officially called the Law on
Enterprises in the USSR, attempted to blend two fundamentally opposed
principles: that of production and commerce for personal profit and the
opposite notion of the satisfaction of all basic needs of the larger society
and the work force under die traditional Soviet ideology.53 The law and
Gorbachev's policy address of October 1990 offered abundant evidence
that he saw no contradiction between these two facets of the law. Article 1,
Section 2 specifically allowed economic activity by enterprises for the
purposes of "profit." These provisions demonstrated an accommodation
to market principles that no previous Soviet leader had dared to make
since the 1920s.

In several respects, Gorbachev's corporate law followed the tsarist
corporate law, as in the dual terminology for company (obshchestvo) and
partnership (tovarishchestvo, Art. 2, Sec. 1) and words for charter (ustav,
Art. 9), securities (tsennye bumagi, Art. 12), council (sovef), and board of
directors (pravlenie, Art. 18). However, on the crucial issue of registration
of a new enterprise, the law abolished the high administrative threshold—
incorporation by a separate legislative act for each new enterprise—that
had characterized Russian corporate law in the centuries before 1917 and
in the 1920s. After registration with local authorities, each enterprise was
to be recorded in a national "state register" within ten days. Officials could
refuse to register an enterprise only if its articles of incorporation failed to
comply with existing laws. "Refusal of state registration of an enterprise
on grounds of the inadvisability of the enterprise shall not be permitted"
(Art. 6, Sec. 3).54 Indeed, the founders of an enterprise had the right to
take action in court in cases of refusal that they considered "groundless."
With these two sentences, Gorbachev's government broke with centuries
of bureaucratic arbitrariness in the administration of the corporation.

Many articles of the law granted an important role to existing Soviet
institutions, including state-owned enterprises. Several provisions of the
law proceeded logically from the Law on State Enterprises of 1987: that
every enterprise should endeavor to operate on the basis of full cost-
accounting, meaning a lack of state subsidies; that enterprises could be
owned not only by individuals, families, cooperatives, and corporations
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but also by "a state Union enterprise, a state Republic enterprise (of a
Union Republic), a state enterprise of an Autonomous Oblast or Autono-
mous Okrug, or a state municipal enterprise"; and that enterprises had the
right to combine into "associations [oU'edineniia] according to branch,
territorial, or other principles for the coordination of their activity" (Art.
1, Sec. 1; Art. 2, Sec. 1; and Art. 3, Sec. 1). The latter provision appeared
especially dubious because the Soviet government had encouraged enter-
prises to amalgamate into ever larger associations since the 1960s in a vain
attempt to improve productivity.55

The seven decades of Soviet rule left their mark in other ways. The law
specified that enterprises existed to satisfy "the needs of society" and to
serve "the social and economic interests of the workers' collective" as well
as those of "the owner of the enterprise's property" (Art. 1, Sec. 2). This
sentence therefore hinted that the claims of society and die workers took
precedence over those of owners. The tsarist and Soviet tradition of state
control lurked in the cryptic reference to the "special permission (license)"
(Art. 1, Sec. 3, reiterated in Art. 8), that might be necessary if a corpora-
tion sought to engage in certain types of economic activities, to be defined
by the laws of the USSR and its republics. A particularly ominous provi-
sion appeared in the list of grounds for liquidation. These included not
only bankruptcy and the invalidity of the corporate charter but also deci-
sions made by political authorities: "on other grounds specified by legisla-
tive acts of the USSR and Union and Autonomous Republics" (Art. 37,
Sec. 2).

Strong echoes of the Marxist-Leninist ideology persisted as well in the
provisions for worker self-management, which denied the absolute value
of the principle of private ownership. 'The management of the enterprise
shall be carried out according to the charter by combining the principles of
self-management of the workers' collective and the rights of the owner to
the economic use of his property" (Art. 14, Sec. 1). Several provisions
(Arts. 14—17, 29) enumerated the rights and responsibilities of the work-
ers' collective, including its role in deciding issues of safety, medical insur-
ance, and vacations for workers. Another bit of nostalgia for Stalinist
tutelage appeared in the explicit reference to the many social services that
Soviet enterprises had routinely furnished to workers under the five-year
plans: "the enterprise may provide material support for workers in medi-
cal, child-care, cultural, educational, and sports institutions, in public cafe-
terias, and in organizations that provide services for the workers' collective
[of the enterprise] but do not work for it" (Art. 29, Sec. 6). A crucial
difference lay in the fact that these services became optional instead of
mandatory, as in the past.

Later that month, on June 19, the Soviet government issued a second
law on enterprises specifically directed at corporations: the Regulations on
Joint-Stock Companies and Limited Liability Companies.56 Compared to
the legislation of the tsarist state and the Soviet Union during NEP, this
law introduced principles of unprecedented liberality. It reiterated the
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right of founders to create a corporation for any lawful purpose and
prohibited the rejection of a corporate charter on the grounds of the
"inadvisability of the establishment of the company" (Art. 10). The princi-
ple of limited liability appeared in Art. 30: each corporation was liable
only to the extent of its property, and "stockholders shall bear losses only
to the limit of the value of the shares that belong to them."

Other provisions specified the usual features of a corporation: the
division of the basic capital (ustavnyi fond) into a certain number of shares
(aktsii) of equal par value (Art. 30); the establishment of reasonably low
minima of 500,000 rubles for basic capital (Art. 30) and 100 rubles for a
share (Art. 31); the issuing of shares by name (imennye aktsii) or to bearer
(aktsii napred"iavitelia) (Art. 33); the possibility of restrictions on the sale
of shares, including the requirement to obtain the consent of the company,
when specified in the charter (Art. 34); the option to issue preferred
shares, representing up to one-tenth of the basic capital, which gave own-
ers a prior claim on dividends but carried no voting rights unless explicitly
granted by the charter (Art. 35); and the right to issue bonds (obligatsii),
by name or to bearer, in an amount up to one-quarter of the basic capital
(Art. 36). If a company failed to sell at least 60 percent of its initial share
offering within six months of chartering, it was required to return all cash
contributions to shareholders within thirty days (Art. 42).

The structure of decision making also conformed to the usual Eu-
ropean pattern, embodied in the tsarist corporate law of 1836. Ultimate
power lay with the general assembly of stockholders (obshchee sobranie
aktsionerov\ in which persons representing 60 percent of the voting rights
constituted a quorum (Art. 49). A three-quarters majority vote was re-
quired to establish a corporation, to elect the initial council and board, to
amend the charter, and to liquidate the enterprise or its subsidiaries. Other
matters, such as the election of officers, the setting of salary levels, and the
approval of contracts with third parties, were to be decided by a simple
majority vote (Arts. 49, 50). One share gave one vote, and proxies were
allowed (Art. 52).

The general assembly had to meet at least once a year, unless the
charter specified otherwise, and a special meeting had to be held when
requested by shareholders representing more than 20 percent of the voting
rights (Art. 53). The supervisory council (nabliudatel'nyi sovef) set general
policy guidelines (Art. 54) and hired the board of directors (pravlenie), the
executive organ that managed the day-to-day affairs of the enterprise (Art.
55). The audit commission (revizwnnaia komissiia), to be composed of
elected stockholders and workers, examined the company's records. An
audit had to be conducted whenever requested by the general assembly,
the council, the commission itself, or more than 10 percent of the stock-
holders. Furthermore, "members of the audit commission [were] entitled
to participate with an advisory vote in the meetings of the board" (Art.
57). The separation of powers, which included a prohibition on simul-
taneous membership in both the council and the board by any individual
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(Art. 54), was designed to minimize fraud. Additional share issues had to
be offered to shareholders before sale to the general public (Art. 58).

Article 63 referred in passing to "an open corporation, the shares of
which are distributed by open subscription." Each open company had to
publish an annual report no later than the first quarter of every year,
including the findings of the audit commission; and all corporations and
their executive officials were liable for the truthfulness of the report under
Soviet law. Although the law did not mention the obvious corollary, the
"closed corporation," some enterprises took that form by distributing
shares among founders and acquaintances, not to the public at large.
Article 63 implied that closed corporations need not publish an annual
report.

Besides the ease of incorporation, the only departures from prerevolu-
tionary Russian practice in the Soviet corporate law of June 1990 came in
occasional intrusions of Soviet lip service to the ideal of workers' control,
as in Article 57 on the participation of workers' representatives in the
audit commission. Likewise, Article 54 stated: 'The supervisory council
may include representatives of the workers' collective, labor unions, and
other public organizations." The optional character of this provision con-
stituted an admission, however, of the weakness of the socialist ideal of
decentralized industry functioning under the control of workers' councils,
an ideal that faded quickly in the chaos of the Bolshevik Revolution and
Russian Civil War and never again led the list of priorities of the Soviet
Communist Party and the weak Soviet trade unions. The brief mention of
the myth of workers' control, which had no intrinsic relationship to the
concept of a corporation as an economic unit subject to control by its
stockholders, appeared as something of an afterthought inspired more by
ideology, or more precisely an echo of ideology, than by practical consider-
ations. (This principle found wider application in a capitalist country,
postwar West Germany, in the form of Mitbestimmung—the representa-
tion of workers on corporate boards—than in the Soviet Union.) If its
purpose was to stimulate the allegiance of the Soviet working class to the
ideals of corporate capitalism, it failed. (See Chapter 5.)

A special provision (Art. 46) allowed existing state enterprises to
transform themselves into corporations if the pertinent ministry and the
workers' collective agreed to do so. The task of establishing the value of
the basic capital lay with a commission to be composed of representatives
of the ministry, the workers, and "financial organs." Needless to say, the
valuation of the enterprise would prove difficult in the absence of a genu-
ine market, all the more so because the commission had every incentive to
undervalue the enterprise for the benefit of its workers and managers, who
would profit from buying it at a low price. Any unsold shares would
remain in the hands of the ministry. Because its role in the deliberation of
the general assembly of stockholders would reflect the quantity of its
shares, this provision ensured a major role for ministries in formally pri-
vatized corporations.
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This expression of the awesome power of the state constituted more
than a form of historical continuity with the Soviet system. The provision
for ministerial representation recalled the structure of many Russian rail-
road companies before 1917, namely those that had fallen into debt to the
state. Having obligated itself in the corporate charter to ensure a steady
return (usually 5 percent) on all stocks and bonds of the enterprise, the
tsarist regime took a special interest in perennially unprofitable railroad
companies. Once the debt to the state reached a substantial sum, the
ministries of finance and transportation assigned their own representatives
to the council of the railroad company, presumably to protect the state's
interests.

Whether Gorbachev knew of this arrangement between the tsarist
ministries and loss-making railroads is not certain. In any case, this provi-
sion, like the law on cooperatives, also recalled the Soviet economic system
of the 1920s. Gorbachev seemed to be attempting a resurrection of the
economic system of the New Economic Policy, when state control over
large enterprises organized as joint-stock companies (a-ktsionernye ob-
shchestva) took the form of shareholding enterprises owned by various
ministries and other governmental entities. Market relationships existed
among enterprises, each of which was expected to turn a profit by the end
of the fiscal year, but the state's monopolies on foreign trade, banking,
transportation, and heavy industry created a dense network of price con-
trols. The extent of Gorbachev's indebtedness to NEP—particularly his
efforts to encourage cooperatives, to increase the efficiency of state-owned
enterprises under the principle of full cost-accounting, and to foster a
network of joint-stock enterprises owned largely by ministries, managers,
and workers—remains to be determined.

The law of June 19 also legalized the creation of so-called limited-
liability companies (obsbchestva s ogmnichennoi otvetstvennost'iu\ which is-
sued shares like corporations but, unlike them, generally had few stock-
holders and undertook restricted operations in keeping with the modest
size of their basic capital. (Unless specifically mentioned, all the features of
the corporation, such as decision making in accordance with the number
of shares owned, also appeared in this section of the law.) In contrast to
corporations, which had a basic capital of at least 500,000 rubles (Art.
30), limited-liability companies enjoyed a much smaller minimum capital-
ization: 50,000 rubles (Art. 66). The principle of limited liability of small
enterprises had a long pedigree in Europe. It began in Germany with the
legalization of the GmbH (Gesellschaft mit beschmnkter Haftung) in 1892
and reached France in the form of the SARL (societe a responsabilite limitee)
in 1925. Neither the tsarist nor the Soviet regime had allowed this form of
enterprise.

The limited-liability company combined the advantages of both the
small firm and the large corporation: flexibility and trust among investor-
managers on the one hand and limited liability from financial loss on the
other. Its structure, simpler than that of a corporation, vested ultimate
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authority in the owners themselves, meeting as a group in the "assembly of
participants" (sobranie uchastnikov)^ "or their designated representatives"
(Art. 74). Shareholders enjoyed the right of first refusal whenever another
shareholder desired to sell his or her share (dolia) (Art. 67). In the event of
the death of a participant (or the dissolution of an organization that acted
as a participant), the heirs or successors received the right to join the
company, subject to the permission of the company. If cither party re-
fused, the heirs or successors received the appropriate portion of shares in
cash or kind, and the basic capital of the company was reduced by that
amount (Art. 70). This article strongly suggested that family groups were
expected to opt for this form of company. Similarly characteristic of the
intimate nature of the firm was the necessity of a unanimous vote, with all
participants in attendance, on decisions to determine the nature of the
enterprise's activity, to amend its charter, and to exclude a participant for
having hindered the operations of the enterprise; decisions on all other
issues required only a simple majority vote (Arts. 75, 81). Any participant
had the right to raise an issue for discussion providing he or she gave
twenty-five days' notice (Art. 76). Participants' meetings were required at
least twice a year unless otherwise specified in the charter (Art. 77).

Owing to the simplicity of the structure of the enterprise, the execu-
tive was to be composed of either one person (a director) or several (a
directorate). Responsibility for periodic inspection of the books fell to an
audit commission, composed of elected participants and representatives of
the workers' collective, as outlined in the charter (Art. 79).

The distinction between two kinds of shares (doli and aktsii) and
shareholders (uchastniki and aktsiomry) in the Soviet corporate law of June
19, 1990, had not previously existed in Russian or Soviet law. Dolia, the
term specific to the limited-liability company, connoted portion or part,
appropriate to a relatively small and simple enterprise; and uchastnik meant
participant, in the sense of both an investor and a manager. In contrast,
aktsiia and aktsioner, the traditional words in the corporate law of the
Russian Empire and the Soviet state, continued the use of familiar finan-
cial concepts borrowed from the French in the early nineteenth century.

This terminology appeared significant in two respects. First, the intro-
duction of an entirely new word—dolia—into the Russian financial lexi-
con suggested that the Soviet legislators modeled their new limited-
liability company on an existing European institution and simply trans-
lated all the key terms. (A close comparison of the law of June 19 with
various European laws of the early 1980s would probably reveal which
country provided the model.) Second, the most striking feature of the law
was the absence of the term pat (share) and the various derivatives of that
word: shareholder (paishchik) and share partnership (tovarishchestvo na
paiakh or paevoe tovarishchestvo). As noted in Chapter 2, the structural
distinctions between joint-stock companies and share partnerships in pre-
revolutionary Russia had cultural, not legal bases. The tendency of many
small, family-centered firms to take the form of share partnerships evi-
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dently convinced the tsarist ministers that the limited-liability company,
on the model of the GmbH in Germany before World War I, was not
needed in Russia.

The theme of workers' participation in management appeared once
more in Article 74: "The participants' meeting may include one represen-
tative, or, if otherwise provided in the foundation documents, a greater
number of representatives, of the workers of the company." As in Article
54, which pertained to workers' representatives on the councils of corpo-
rations, Article 74 expressed this notion as an option. Whether or not any
limited-liability companies included it in their charters remains an interest-
ing empirical question.

Because the law of June 19 granted founders considerable discretion
in defining the internal structure of each new corporation and limited-
liability company, it is reasonable to expect that enterprises of all possible
sizes would have come into existence had this law remained in effect for
long. Among small companies, it might have been possible to find some
closed corporations that shared most of the attributes of a limited-liability
company. Among medium-sized companies, the largest closed companies
might well have resembled the smallest open companies. In other words,
the law granted limited liability to a far greater variety of potential enter-
prises than had the tsarist law.

In comparison with previous Soviet legislation, the law of June 19,
1990, represented a major relaxation of state controls. However, the tide of
reform that swept the USSR at that time made Gorbachev's law seem timid.
The two features of corporate law that had traditionally served to restrict the
foundation of new enterprises under the tsarist and Soviet regimes—high
financial minima and restrictive procedures for registration—no longer
appeared in the law of June 19, but the new laws of the Russian Federation
and of the Lithuanian republic, then in the process of demanding secession
from the USSR, went significantly beyond it. (See Table 4.1.)

The Russian law of December 1990 contained only sketchy provi-
sions for limited-liability companies, but the enormous latitude granted to
founders of corporations made detailed guidelines unnecessary. In the
words of the foremost American analyst of Soviet business law, "the lack of
a clear law on the limited liability company creates no practical problems
because it is possible to draft a corporate charter under the Russian provi-
sions for a closed joint-stock company that creates the virtual economic
equivalent of a limited liability company."57

Likewise, the Lithuanian law allowed great flexibility, especially to
founders of small companies. By mandating that local governments regis-
ter all new corporate charters unless they violated laws of the republic,
Article 7 opened up the economic field to an unprecedented number of
corporate enterprises. So-called public corporations, counterparts of the
Soviet and Russian open corporations, had the usual structural
components—the General Meeting of Stockholders, the Council of Ob-
servers, and the Board of Directors—but in a company with less than two



Perestroika and the Failure of Soviet Capitalism 109

hundred employees and fifty shareholders no council was required. Closed
companies, defined as those with between twenty and fifty stockholders
and no public sale of stock, had the right to dispense with the board, in
which case the tasks of management devolved upon the General Meeting
and the hired managers (Arts. 2, 3, 17). Strangely enough, the Lithua-
nians' campaign for secession did not entirely inhibit their acceptance of
traditional Soviet ideology, as the law reserved one-third of the seats on
the Council of Observers for workers' representatives. Only closed compa-
nies with fewer than two hundred employees received the right to dispense
with this provision (Art. 23).58

A comparison of numerous minor provisions in these laws would
reveal much about the subtleties of corporate legislation in its nascent
forms. More relevant for our purposes are die patterns of population
ecology in 1990 and 1991. They require examination at this point because
they provide vivid evidence of the rudimentary nature of late Soviet cap-
italism. Two sets of data on the newly emerging capitalist institutions in
mid-1991—the fifty largest corporations in existence on April 30 (out of
seven hundred registered by that date) and the hundred largest banks in
existence in July—suffice to demonstrate the emergence of patterns of the
population ecology of capitalist institutions in the USSR similar to those
of corporations in the Russian Empire in the mid-nineteenth century. (See
Figure 4.3.)

These data suffer from several shortcomings, including the incom-
pleteness of information available to the state register and the lack of a
distinction between corporate and cooperative banks. Still, at this early
date, approximately a year after the legalization of corporate banks and
more than a year before the inauguration of the privatization voucher
system in October 1992, the familiar patterns of prerevolutionary Russian
capitalist institutions were already clear: weak numerical development,
geographical concentration, and foreignncss.

The striking predominance of Moscow resulted, of course, from its
role as capital of both the Soviet Union and the Russian Federation. Many
banks sprang up in small cities where none had been headquartered in
1914—three in Sverdlovsk (Ekaterinburg) and two each in Saratov, Sa-
mara, Briansk, Volgograd (Tsaritsyn, later Stalingrad), Krasnodar
(Ekaterinodar), Perm, Ufa, Krasnoiarsk, Barnaul, Novosibirsk, Irkutsk,
and Alma-Ata (the capital of the Kazakh Soviet Republic, formerly Vernyi,
now Almaty), for example—but only one in Riga, then the capital of the
Latvian Soviet Republic.

Likewise, the two largest corporations far outstripped the next largest
enterprises in size. The KamAZ Automobile Company in Naberezhnye
Chelny, transformed into a joint-stock company in June 1990 by decree of
the USSR Council of Ministers, had a work force of 140,000 and a
massive basic capital of 4.7 billion rubles, which accounted for 40.5 per-
cent of the entire corporate capital of the fifty largest companies. The
second giant, the Mczhkniga publishing and bookselling company of
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Moscow, had 4 billion rubles in basic capital, an advantage that apparently
existed only on paper, as it soon went bankrupt. Far smaller were the next
largest enterprises: the Chasprom watch company of Moscow (464 mil-
lion rubles) and the Plemkonesouiz cattle-breeding company of Moscow
(341.7 million rubles). As before World War I, basic capital constituted the
only convenient measure of the size of a corporation in this period.

At the other extreme, the single company headquartered in
Leningrad, with only 0.2 percent of the total capital, contrasted sharply
with the large number of corporations based in St. Petersburg (its original
name, adopted once more in the fall of 1991) in the tsarist period. The
four companies in the southern industrial center of Krasnodar, the three
companies in the industrial center of Sverdlovsk in the southern Ural
mountains, and the two in Alma-Ata all testified to the high degree of
geographical dispersion of heavy industry in the years of Soviet power.59

The rise to prominence of cities in Siberia and Central Asia did not,
however, necessarily indicate that corporate enterprise had made great
progress throughout the Soviet Union in its first two years. To be sure, the
broad geographical scope of large corporations reflected in Figure 4.3
would have been unthinkable in the tsarist period, when corporations
tended to grow in the very largest cities in the empire, especially those in
the western regions. However, the gross disparity between the percentage
of corporate headquarters in Moscow and the next most important cities
suggested the opposite: a high degree of geographical concentration char-
acteristic of an immature population. To a degree that remains to be
ascertained by statistical tests, this geographical dispersion may have re-
sulted from the high literacy levels attained by the Soviet population and
the possibilities of economic integration offered by communications
technology.

Shrewd bureaucrats, having grasped the inevitability of decentraliza-
tion, had begun to establish new economic enterprises that seemed capital-
ist in form. Close examination revealed, however, that they retained the
essential nature of bureaucratic institutions. The list of the hundred largest
banks, for example, included some created by giant enterprises for the
purpose of providing much-needed investment capital for themselves
alone: Aeroflot (ranked 29), Avtovazbank (38), and Surgutneftegazbank
(85), to cite only the most obvious cases. As one expert noted, "The scope
for insider lending abuse is obvious." As in the 1920s, the main share-
holders of the new banks were typically not individuals but institutions,
such as the State Committee for Material Supply (Gossnab), the USSR
and Russian state insurance committees, the Soviet Ministry of Aviation,
and the state insurance agency (Gosstrakh), all of which took major posi-
tions in Tokobank. Founded in December 1989 with a basic capital of
57.7 million rubles, Tokobank had increased its capital to 163 million by
the end of 1990, a sum that permitted it to earn a profit of 21 million
rubles in 1991.60

How real were such profits in a system where many banks charged no
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interest at all, where "banks have sprung up faster than regulations to
control their activities," and where ownership remained in the hands of
"the regional communist institutions and hierarchy," subject to all manner
of political pressures? Although the law on banking deregulation, promul-
gated by the Soviet government on December 11, 1990, opened the field
to any institution or group, its provisions encountered criticism from
bankers. On the one hand, the law suffered from vagueness, which left
wide scope for arbitrary action; on the other, it lacked flexibility, as in the
requirement that all defaulting enterprises be liquidated.61

One expert explained the simultaneous emergence of new corpora-
tions and banks under the control of influential bureaucrats in these
pessimistic terms:

Typically, this [privatization] takes the form of transforming a state enterprise
[SE] into a joint-stock company with the shares held by other state enterprises
and institutions (ministries, local authorities, banks, workers' collectives).
Usually enterprises and ministers together found a commercial bank in the
form of a joint-stock company and use it later as a shareholder of the trans-
formed SE. This cross-ownership structure is typical of a form of spontaneous
privatization taking place in the Soviet economy. . . . Controlling, through
this cross-ownership structure, a large amount of state capital, [managers of
state enterprises] have a good opportunity for privatizing the SE's prof-
its. . . . This spontaneous privatization ... is characterized by the short-term
orientation of the new owners, corruption, and large-scale stealing of state
property.62

Experts named these maneuvers "nomenklatura buy-outs" because
"the old hierarchy assumes controlling positions in the new enterprise, and
at the same time secures inputs at (subsidized) state prices."63 The nomen-
klatura, literally a list of nominees, constituted the key officials in all
governmental agencies, hand-picked by the Communist Party of the Sovi-
et Union since Stalin's time to ensure compliance of the state bureaucracy
with the general party line. The clearest indication of this was the huge
concentration of new corporations in Moscow, the bureaucratic nerve
center.

At the end of 1991, the largest industrial associations acted as "ex-
tremely powerful cartels" that monopolized between 80 and 99 percent of
production in Russian petroleum, natural gas, nickel, coal, machine tools,
and agricultural machinery. "They have survived the demise of the Soviet
Union and still comprise the umbrella organizations of a very substantial
part of the Russian industry" and "may be a serious obstacle to privatiza-
tion" in the 1990s.64

The slow emergence of stock exchanges likewise testified to the rudi-
mentary nature of corporate capitalism in the USSR. No real stock ex-
change existed in the strict sense of the term in 1991. Numerous commod-
ity exchanges (tovarnye birzhi) proliferated in the form of corporations
under the liberal Soviet laws of 1990, and a few of these evolved into stock
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exchanges (fondovye birzhi) with periodic sales of small blocs of shares. The
first, the Moscow Stock Exchange (Moskovskaiafondovaia. birzha.), emerged
in November 1990, barely one month after Gorbachev announced the
right of Soviet citizens to buy "stocks, bonds, and other securities as part
of his plan to switch from central planning to a market economy." Despite
announced plans for branch offices in Frankfurt, New York, Tokyo, and
Singapore, the Moscow Stock Exchange set no date for its opening.65

The lack of a comprehensive securities and exchange law made the
new market in securities a treacherous one. As one survey noted,

With patchy legislation and the absence of laws on bankruptcies, mortgage,
and securities, and with an underdeveloped legal culture, it is possible to
establish phony joint-stock societies. These "dead souls" may issue public
shares, accumulate capital, and then simulate bankruptcy. This type of affair
will primarily affect the interests of ordinary people involved in the exotic
process of buying shares.

The recommended remedy against fraud—diat "citizens are advised to
consult the United State Register, an official register of all joint-stock
societies"—hardly seemed adequate in the absence of an agency to enforce
laws regulating the sale of securities.66

This gap in the institutional structure reflected the general lack of
economic legality in the Soviet system under Gorbachev, as in previous
centuries:

All in all, the Soviet leadership has made essentially no progress in establishing
economic legality, which is a prerequisite for creating incentives that could
support a healthy market. On the contrary, as the continual policy reversals
and economic decline of recent years have undermined the credibility of the
leadership, it may be that the reform movement in the USSR [led by Gor-
bachev] has actually moved farther away from the institutional prerequisites
necessary to support a market economy.67

To conclude the analysis of the capitalist institutions that had emerged
in the Soviet Union by 1990, it is necessary to recognize the extreme
anxiety that they inspired, even in their nascent form and apart from the
connection to Europe and America. Many economists, including those
most committed to radical reform for the sake of economic efficiency,
agonized over the deleterious social consequences of market reforms, par-
ticularly the gross inequalities of income that seemed inevitable: massive
unemployment, especially during the transition to market-based systems
of production and distribution, and potential abuses of power within
enterprises by the new owners of the means of production. This is not to
suggest that the Soviet system had ever achieved income equality or equity
in the workplace; but many of the economic injustices of the Soviet period
had remained hidden or at least unmentioned in the censored press.

The most enlightened of economists under perestroika, Nikolai Shme-
lev, resisted embracing capitalism in the form of large corporations. He
warned that the public would resort to violence in opposition to the
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inevitable negative effects of private enterprise, including inequality of
rewards and the threat of mass unemployment:

I don't see anything objectionable in the idea [of a stock market] from an
ideological point of view. It would be efficient and advantageous for the
Soviet economy because of all the unused savings lying around and because
there is so little to buy. ... It would allow state and cooperative enterprises,
in industry and agriculture, to raise tens of billions of rubles. [However,
private enterprise] is a problem, not so much with small family businesses but
if there were to be large private firms that hired labor and started issuing
stock. Not only are official bureaucrats and ideologists against this, but the
man in the street wouldn't accept it either.

Further than Bukharin's mixed economy Shmelev was not prepared to go:

Purely in terms of economic efficiency, yes, we ought to have such a private
sector, as there was under NEP. But we have to take into account people's
psychology, which is a legacy of the last sixty [sic] years. For them, a private
enterprise hiring a lot of labor would mean exploitation and they might burn
it down. . . . [To have] a thousand people working for one person is clearly
immoral. When a skilled professional hires three students, I don't see a moral
problem. But I don't know what people are prepared to accept.68

Shmelev correctly anticipated the eruption of workers' criticisms of
corporations. In April 1990, the Central Council of Trade Unions ad-
dressed a strong appeal to the Soviet Council of Ministers, warning of the
deleterious consequences of abrupt market reforms: intensified inflation,
massive unemployment, and "the deterioration of the living standards of a
vast majority of the population." Although the labor leaders expressed
support for economic reforms, they demanded that the state "guarantee
full employment of the population" and maintain "mandatory insurance
of the subsistence minimum and a regular compensation for the growth of
prices" (indexing of state payments), especially for those most vulnerable
to inflation: pensioners, war veterans, citizens with large families, and
students. The statement ended with a veiled critique of reforms from
above and an appeal for delay pending some sort of public referendum:
"such a turn can and must be effected only on the basis of nationwide
concord, having received a mandate of people's trust on the entire complex
of questions of accelerating the switching over the economy to market
relations."69

Massive opposition to privatization existed in 1991. Asked what form
their enterprise should take in the future, more than two out of five
workers favored the current system of state ownership and fewer than 5
percent preferred a joint venture with foreign capital, a corporation, a
private enterprise with an unknown buyer, or a cooperative.70 A concrete
example of workers' resistance to the corporate form of economic enter-
prise erupted in Togliatti when the council of the labor collective (STK) at
the huge Volga Automobile Plant (VAZ) opposed the managers' plan to
convert the enterprise into a joint-stock company with the possibility of
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foreign ownership of a portion of the shares. Although the plan eventually
went forward, "the controversy sparked the formation of a rank-and-file
movement against privatization that has spread to much of heavy
industry."

For example, workers at the KamAZ automobile plant, which became
a corporation in mid-1990, resented die 25 percent maximum of shares
allowed to workers under the new enterprise law. In December 1990, a
new organization called the Union of Councils of Labor Collectives and
Workers' Committees came into being, principally organized by auto-
mobile workers from VAZ, KamAZ, ZIL in Moscow, and Kirov in
Leningrad. The union sought to oppose the new enterprise law, which
dramatically weakened the STKs. Perhaps recognizing the inevitability of
the demolition of the state planning system, the union endorsed "the full-
scale introduction of the market" but took "a militant stand in favor of
collective workers' self-management and against private managerial own-
ership of state enterprises."71 These were precisely the issues of economic
power and privilege that had to be resolved as unemployment increased in
the transition to the new market, although the political deadlock between
the president and the legislature delayed the resolution of the problem of
wasteful state subsidies and credit to loss-making enterprises until the
election of the new Russian legislature in December 1993.

By itself, the fear of mass unemployment and other inherent problems
of unplanned economies would have sufficed to cause unprecedented anxi-
ety among Soviet workers. The prospect of losing the many subsidies
traditionally provided by the Soviet state became even more fearful, how-
ever, because the principles of capitalism appeared to be essentially foreign
not only to the ideals of Marxism-Leninism but also to Russian culture
itself, so weak had capitalism remained under the tsarist regime. VAZ
workers vehemently opposed the prospect of even partial foreign owner-
ship of their plant. This impulse, mentioned in passing by various analysts
of the debate over markets in the period of perestroika, reached back into
centuries of Russian history. It lost little of its momentum as the various
republics of the former USSR faced the painful consequences of integra-
tion into the world economy.



Capitalism and Xenophobia
in Russia

"You are a very learned man of the greatest intellect and the pride of

your country, but the Germans have ruined you. Yes, the Germans! The

Germans!" Since leaving Dorpat, where he had studied medicine,

Samoilenko had rarely seen Germans and had not read a single German

book, but, in his opinion, everything harmful in politics and science

stemmed from the Germans. He himself could not say where he had got-

ten this opinion, but he maintained it firmly. 'Yes, the Germans!" he

repeated again. "Let'sgo have tea."

Anton Chekhov, 'The Duel" (1891)1

If the significance of the Russian Revolution of 1917 lies less in its closure
of an era of rapid economic development, according to the Leninist teleol-
ogy, than in the traditional violence and xenophobia with which workers,
peasants, and the radical intelligentsia assaulted the agrarian bureaucracy,
the gentry, and the essentially foreign system of corporate enterprise re-
cently transplanted from European soil, then the question of Russian
capitalism takes its rightful place as an aspect of the perennial debate over
the relationship between Russia and the West. The identification of corpo-
rate capitalism with the foreigner—the Briton, Frenchman, German, Jew,
Pole, or Armenian—carried special cultural importance because of the
residual power of Russian xenophobia: fear and hatred of foreigners. Ac-
cording to this interpretation, the long tradition of anticapitalism that
manifested itself in the late tsarist period, the Russian Revolution of 1917,
and the late 1980s constituted a major cultural obstacle to the expansion of
the market in the 1990s.
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Radical and Reactionary Critiques of Capitalism
under the Tsarist Regime

A distinction must be drawn between three closely related phenomena in
Russian culture: hostility toward capitalism based on a low regard for
behavior essential to success in the marketplace, such as calculation, sav-
ing, deferment of gratification, and the like; the impulse toward economic
nationalism, which at times lacked a specifically xenophobic component;
and the xenophobic rejection of capitalism, the theme of this chapter. The
first of these attitudes was so pervasive that a comprehensive analysis of it
would require a separate monograph. It suffices to cite one example, re-
corded by the factory inspector Ivan I. lanzhul, of a petition of local
officials in Orel province in the early 1890s. They called for the abolition
of savings funds in the public schools on the grounds that encouraging
Russian children to save "would only inculcate in them an exaggerated
idea of the importance of money and develop 'egoism' and selfishness,"
cultural traits generally considered "typical of the German petty bour-
geoisie, and not of the broad Russian nature!"2 Although only expressions
of fear and hatred of foreigners deserved the label of xenophobia, all three
attitudes reflected the sense of a deep cultural gulf between Russia and the
West. On the one side stood a kind of moral innocence and lack of compet-
itiveness attuned to the predictable rhythms of village life; on the other, a
legalistic individualism that, while it might produce wonders of economic
efficiency, appeared to Russians as excessively materialistic.

Xenophobia resides, of course, in attitudes, not sociological statistics
such as those in Tables 3.2, 3.3, 3.10, and 3.11. Hostility to foreign
capitalists figured prominently in the outlooks of four separate groups in
Russian society under the tsarist regime: industrial workers, radical intel-
lectuals, reactionary intellectuals, and—strange though it may seem—
some capitalists, primarily ethnic Russian merchants in the Central Indus-
trial Region. All these groups made crucial ideological contributions to the
greatest upheaval in Russian history, the Bolshevik Revolution of 1917.
The complexity of the revolutionary process requires that the description
of these arguments remain schematic and the documentation suggestive
rather than exhaustive. The quotations that follow suffice to convey the
xenophobic content of revolutionary and reactionary rhetoric.

Sporadic strikes from the 1880s onward testified to the spontaneous
anger of industrial workers who felt unfairly exploited by low wages while
industrialists and bankers lived in luxury. A German economist stressed
that peasants took work at factories only out of "extreme need. . . . They
hate and despise the factory—a phenomenon that is always observed
among a native agricultural population."3

Recent studies of Russian workers' attitudes and behavior suggest that
their violence often lacked a specifically Marxist content. For example, in
the strikes that broke out in the printing industry in St. Petersburg and
Moscow from 1903 onward, the workers' "expressions of class protest
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were often imbued with a moral ethos, an emotional faith in the righteous-
ness of the cause." As one socialist agitator admitted, more than half the
workers who joined the political strike in St. Petersburg in October 1905
did so "purely instinctively, feeling that here is truth and justice [pravda],
but not understanding the connection between politics and economics."
Workers tended to call their employers not "capitalists" but "tyrants" and
"bloodsuckers," words that resonated with a moral fervor and dramatized
the struggle between "good and evil, light and darkness, honor and
insult."4

Some workers ignored the ethnic issue completely. The memoirs of
Sergei I. Kanatchikov expressed no particular bitterness toward his foreign
employers: List, Maxwell, Siemens-Halske, and Bering.5 Thousands of
workers, however, recalled mistreatment by German or English foremen.
Many Russian corporations, having purchased advanced machinery from
England, Belgium, or Germany, routinely hired foreign-born managers
and foremen to supervise the use of this equipment. In the coal mines and
metal plants of the Donbass region, for example, "foreigners were to be
found in significant numbers, and they experienced privileged living con-
ditions, received large salaries, and wielded a great deal of authority."6

Beatings, sexual molestation of female workers, and other outrages by
foreigners constituted major sources of workers' discontent.7

A French banker reported: "A good Russian director is virtually a
mythical beast and therefore foreign engineers supervise the coal mines
and are paid 10,000 rubles a year." For example, in 1911 the monthly pay
for Donbass coal miners, almost all of Russian ethnicity, ranged from 14
to 35 rubles, while chief engineers and technical managers of coal compa-
nies, almost all foreigners, received up to 833 rubles and from 1,250 to
2,500 rubles, respectively. These huge differentials aroused resentment
among Russian workers.8

The Revolution of 1905 witnessed many episodes of labor violence
against foreign capitalists. A xenophobic content may be detected in the
outbursts of unskilled workers in the coal and iron industries in the Dnepr
and Donets region of South Russia, where, in October 1905, workers
rioted one day under the socialist banner but shortly afterward vented
their fury on "administrators and staff at mines and railroad stations as
well as local Jews."9 A French banker warned in 1907:

One must remember that the mass of workers has been heavily indoctrinated
in these last years and their nationalism has been over-excited. The consecu-
tive assassinations of several plant managers have shown this all too clearly. In
such conditions one cannot even dream of directing Russian workers except
with their countrymen, or with French engineers understanding completely
their very special mentality. Such men are very rare, and when found they very
often draw back from the grave personal risks involved.

John P. McKay tersely explained why European engineers com-
manded high salaries in Russia. So many foreign businessmen had been
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"killed, maimed, and threatened," especially in 1904-8, that talented engi-
neers from Europe felt entitled to "hardship premiums for work in Russia.
The boredom of the Donets was one thing; a bullet in the back was
another."10

Such hostilities flared again on the eve of World War I. Mass demon-
strations swept the country in the wake of the killing of two hundred
workers, in April 1912, by soldiers at the Lena Goldfields, owned by a
prominent British company. In St. Petersburg in 1913, workers struck the
New Aivaz Company to protest the introduction of time-and-motion
studies developed by Frederick W. Taylor in the United States. The strikers
condemned "the savage extremes of the American system," which al-
legedly threatened to turn their factory into "a 'workhouse' with its horri-
ble bondage; it will be a brutal laboratory of human exploitation, where
the latest work in technical science will be bought at the price of hunger,
humiliation, sweating, illness, and premature death." This relatively large
company, chartered on November 2, 1911, with an authorized basic capi-
tal of 1.2 million rubles, was founded by a Jewish merchant named lakov
M. Aivaz, who shared managerial tasks with two Russians in 1914.11

These outbursts reflected the cultural traditions that workers brought
to the factory. Unskilled workers in particular found it difficult to shed
their peasant habits, which included an irregular tempo of work, indif-
ference to precise notions of time, passive resistance toward authority, and
occasional episodes of violence against perceived injustices. Historians
have found that workers' violence took many forms, only one of which
was really revolutionary in the Marxist sense.12 Xenophobia may therefore
account for much of the extraordinary anger that eventually burst forth in
1917.

Public endorsements by Russian industrialists of massive foreign in-
vestments reinforced the identification of capitalism with foreigners.
Nikolai S. Avdakov, president of the Association of Industry and Trade,
welcomed an English delegation in 1912 with the warmest of salutations.
Speaking in die name of "all industrial and commercial institutions in
Russia," he announced that "England will always be the model for us,
worthy of imitation in its concern for the national economy." The head of
the English delegation saw in Avdakov's attitude "a sign of economic
maturity,"13 but the advantage of hindsight allows the historian to per-
ceive in Avdakov's remarks an insensitivity to Russian xenophobia.

Like workers, Russian radicals tended to lapse into xenophobia as
they attacked the evils of capitalism. When, in midcentury, Aleksandr I.
Herzen created the ideology of Russian agrarian socialism, he idealized the
traditional peasant commune as the moral basis of an egalitarian society in
Russia. His condemnation of Europe reflected both his aristocratic con-
tempt for the bourgeoisie and his ethnic prejudice. In his letters to Ivan S.
Turgcnev in the early 1860s, Herzen expressed an aristocratic disdain for
the clothing, music, art, and even the cigars of the European bourgeoisie.
Although he referred mockingly to his own "still fermenting brew of
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Slavophil socialism," he staunchly refused to consider "the bourgeois system
as the final form of Russian society. ... It is time to stand on our own
feet. Why is it absolutely necessary to take to wooden legs because they are
of foreign make?"14

Disillusioned with Europe from 1847 onward, Herzen rejected the
European principles that he had revered in his youth—individualism,
progress, and republicanism—in favor of a new ideal: an anarchistic so-
cialism rooted in the traditional peasant commune of Russia. The socialist
theories of foreigners—both the Frenchman Babeuf and the German
Marx—appeared to him excessively repressive.

Herzen carefully continued to distinguish his revolutionary nationalism from
the conservatism of the Slavophiles. But it was nationalism none the less; for
the Russian commune represented everything that he maintained Europe was
not, and was vainly striving to become. The commune by its very nature was
incompatible with the Roman and Western notion of the state. . . . The Rus-
sian's instinctive reaction to die law and the courts was not respect, but
evasion and noncooperation. . . . The Russian peasant knew neither die insti-
tution nor the idea [of] private property.15

Because Herzen based his socialism on moral imperatives, aesthetic judg-
ments, and ethnic stereotypes, it is difficult to define clearly his opinion of
European capitalism as an economic system. Never blind to the coarseness
of peasant life, he consistently criticized the commune for its tendency to
stifle individual liberty. However, his contempt for the Western legal tradi-
tion implied a rejection of capitalism because of the central place of law
and private property in it.

Petr N. Tkachev added a note of urgency to this conception. Capital-
ism, gathering strength in the West, threatened to undermine the peasant
commune, the foundation of the future socialist society in Russia. A ruth-
less vanguard acting in the name of the people (but not with its consent)
must act soon or forever let slip the revolutionary opportunity. As Andrzej
Walicki paraphrased Tkachev's call to action in 1874: 'Today the Russian
bourgeoisie is weak and Russian capitalism is still in its initial stage;
tomorrow it might be too difficult to eradicate [the] bourgeois weed from
the Russian soil."16 Here again, capitalism bore a European physiognomy.

Anti-Semitism proved a powerful rhetorical tool as well. In 1878, the
radical group "Land and Freedom" condemned "our joint-stock swindling
enterprises" for their alleged exploitation of cheap labor, endorsed and
encouraged by the tsarist autocracy. The inclusion of the names of several
prominent Jewish capitalists—"Gorvitses, Poliakovs, and Kogans"—
heightened the emotional impact of this denunciation of nascent Russian
capitalism.17

Similar episodes of opposition to European economic and cultural
influences have been common in world history, from German romantic
nationalism and the Boxer Rebellion in China to the negritude movement
in Africa and the current trend to define Islam in terms of contrasts with
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the West: "peaceful, not aggressive; spiritual, not materialistic; compas-
sionate, not exploitative; prim, not vulgar." Faced with the choice between
"a future without authenticity and authenticity without a future," a Mo-
roccan schoolgirl preferred the latter because "at least Muslims will be on
firm ground."18 Poverty and weakness became proofs of spiritual superi-
ority over the adversary, whose superior technical or military power
masked moral decadence. A comparable sense of pride in an agrarian
civilization, even one based on slavery, coupled with the rejection of pros-
perity founded on industry, constituted a key element in the ideology of
the Confederacy during the American Civil War.

Liah Greenfeld detected this same combination in the works of late-
eighteenth-century Russian intellectuals who admitted their country's
"absolute impotence in the competition with the West" but insisted on
"the rejection of the West because it was evil," despite the persistence of
serfdom in Russia long after it had died out in Western Europe. Through
an "intellectual somersault," Russian patriots "turned backwardness into a
guarantee of greatness." They "connected the abomination of reason to
too much civilization—a curse they were spared—and interpreted the
latter as separation from vital, primeval forces, of which they had to
spare."19 Andrzej Walicki called this aspect of the Russian populist ideolo-
gy "the privilege of backwardness."20

The Marxist stage theory constituted an internationalist, global vi-
sion, in which a capitalist phase awaited all countries in the European
economic orbit. By the late nineteenth century, Russian Marxists wel-
comed the growth of modern industry and the working class created by it.
Although they agreed that capitalism represented a crime against the poor,
they considered their prediction of the future more scientific than that of
the agrarian anarchists. Long before he seized power in 1917, however,
Lenin gave his arguments a most unscientific nationalist tinge. In 1902,
for example, he accused the minister of finance of surrendering the natural
wealth of the Russian Empire by offering state property as collateral to
European capitalists in general and Jews in particular:

The autocracy is slowly but surely going bankrupt because it is impossible to
keep raising taxes endlessly and the French bourgeoisie will not continue to
come to the rescue of the Russian tsar forever. ... In fact, only one European
country, Turkey, has ever used government property as collateral for state
loans. And this naturally allowed foreign creditors to take, control of the property
that was used to guarantee the repayment of the borrowed money. The econ-
omy of "Russia, the great power," under the control of agents of Rothschild
and Bleichroder: such is the brilliant vista that you unveil for us, Mr. Witte!21

Marx himself, never free of nationalistic emotions, clashed repeatedly
with the leading Russian anarchists, Hcrzcn and Bakunin, who responded
with anti-German insults. According to Greenfeld, Marx also employed
anti-Semitic rhetoric, a conventional tool of German romantic national-
ism, in his condemnations of Jewish capitalists. She stressed Marx's early
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debt, in "Introduction to the Contribution to the Critique of Hegel's
Philosophy of Right" (1843), to German romanticism. "While the prole-
tariat was the metamorphosed Germany, Capital was the metamorphosed
West. Both retained all the qualities of good and evil, respectively, of the
Romantic nationalist scheme."22 Lenin apparently remained ignorant of
these details of German intellectual history and blended Russian socialist
and nationalist ideas for his own tactical purposes.

The radical journalist Vlas M. Doroshevich likewise attacked the "ex-
ploitation of Russia by outsiders," particularly British capitalists. He also
ridiculed the burzhui (a term of contempt derived from a mispronuncia-
tion of bourgeoisie, burzhuaziia) for its support of the State Duma in
1906 and other alleged political sins, although he did not, apparently,
attack Russian capitalists as tools of foreign business interests. Louise
McReynolds correctly noted the logical connection between industrial
development and Russian xenophobia at the turn of the century: "As the
nation began to industrialize, the presence of Westerners in Russian com-
merce became more conspicuous, especially because Western Europeans
controlled many major Russian industries and manufactories."23

On the reactionary side of the political spectrum, the expression of
Russian nationalism varied widely according to geographical location and
the educational level of citizens. However, it was sufficiently widespread to
bear a distinctive, if curious, name: "kvas patriotism" (kvasnoi patriotizm).
Kvas, a slightly fermented brown beverage made from rye bread, symbol-
ized the simplicity of Russian peasant life. The significance of kvas and
wine as beverages of peasants and nobles, respectively, was clear in
Tolstoi's War and Peace (vol. 3, part 3, sec. 29), where officers of the
invading French army in Moscow disparaged kvas as "limonade de cochon."
In this scene, cultural divisions cut across national antagonisms, even in
wartime, as a French officer and the Russian Prince Bezukhov shared a
bottle of wine, while their servants, French and Russian, drank kvas.

The term kvas patriotism, coined by Pushkin's close friend, Prince Petr
A. Viazemskii, had become common by midcentury. Whether or not Rus-
sian intellectuals ever seriously contrasted the virtues of home-made kvas
to the shortcomings of French champagne and Bavarian beer remains an
open question, but sophisticates employed the term to ridicule reaction-
aries who praised backward Russia for its alleged moral purity before the
rich but allegedly decadent West. For example, shortly after Karakozov's
abortive attempt on the life of Emperor Alexander II in 1866, Pctr A.
Valuev expressed disgust at a series of hyperpatriotic speeches delivered at
the Gentry Assembly by "demagogues" and "kvas patriots who play on the
balalaika of Russian folk phrases, like Chizhov."24

The repeated use of the word alien (chuzhoi) and the frequent resort to
anti-Semitism by writers on the reactionary end of the political spectrum
blurred the distinction between Russian nationalism and racism. In the
first decade of the reign of Alexander II, conservative ideologists warned
of the evil power of the "princes of the stock exchange" and bemoaned the



122 Russian Corporate Capitalism

rise of a hereditary working class, the embodiment of social revolution.
This fear of capitalism acquired a specific ethnic content at this time, as in
the first important pogrom against Jews in Odessa in 1871. "The anti-
industrialism of the Russian intelligentsia and the use of anticapitalist
arguments to justify vandalism against Jews introduced Jewish intellec-
tuals to a new factor that they were ill-prepared to confront." In late
imperial Russia, according to one astute historian, "the symbolic meanings
of Germany and America became more negative" as the two industrial
giants posed an ever greater economic threat, and "stereotypes of Jews and
Poles became similarly linked with the bad values of capitalism and thus
were perceived and often portrayed as anti-Russian."25

The polemics of the great novelist Fedor M. Dostoevski! appear inter-
esting to the historian because, as a politically unsophisticated person, he
articulated in his journalistic columns ideas shared by much of the edu-
cated Russian public. Following the Slavophiles, Dostoevski! blended
anti-Semitism, devotion to Russian Orthodox Christianity, and hatred of
capitalism into a principled rejection of European culture. He perceived an
incompatibility between Christianity and what he called the "idea of the
Yids," allegedly represented by the materialism of the European bour-
geoisie. To him, capitalism meant "mercilessness to the lower masses, the
decline of brotherhood, [and] the exploitation of the poor by the rich." At
one extreme stood "materialism, a blind, carnivorous lust . . . for personal
accumulation of money by any means"; at the other, "the Christian idea of
salvation only through the closest moral and brotherly unity of people." In
1881, he blamed railroads, the largest of Russian corporations, for "de-
stroying our agriculture."26

Dostoevskii's devotion to the supposedly superior spiritual qualities of
the Slavic people led him to equate European culture with simple greed.
"Nations live by great feelings and by great ideas that unite all and illumi-
nate everything, by solidarity with the masses of the population . . . and
not by mere stock-exchange speculations and concern for the value of the
ruble." He feared that Catholicism and Protestantism could not stem the
rising tide of social revolution in Europe:

The fourth estate [working class] . . . does not want the old ideals; it rejects
every existing law. It will not agree to compromises or concessions; the edifice
cannot be saved by shoring it up. Concessions will only inflame the fourth
estate; it wants everything. Something will come to pass that no one can even
conceive. All this parliamentarianism, all the civic theories now being ex-
pounded, all the accumulated wealth, the banks, the sciences, the Yids—all of
it will collapse in a moment, without a trace—except for the Yids, who will
then find ways to carry on, so that this work will even be to their advantage.27

The Christian utopianism of Dostoevski! seemed incompatible with
the secular and anarchist socialism of Herzen, but later conservative think-
ers sensed the essential notions that both thinkers shared: the promotion
of Slavic power at the expense of the Germanic and Latin peoples of
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Western and Central Europe and the identification of the evils of capital-
ism with European civilization. Like Herzen, the reactionary literary critic
Nikolai Strakhov ignored economic theory, but in his belligerent com-
mentary on Russian and European literary trends, "The Struggle against
the West in Our Literature," he praised both the Slavophile journalist Ivan
S. Aksakov and the anarchist Herzen for their rejection of European val-
ues. In his obituary of Aksakov in March 1886, Strakhov identified him-
self as a Slavophile. Although he spoke pessimistically of the chance that
"our religious, political, intellectual, and artistic life" would triumph over
the increasingly influential "European culture," he followed the Slavophile
tradition in denouncing both the radical and liberal tendencies in Eu-
ropean politics and literature. Equally repugnant to him were the Paris
Commune, the philosophers John Stuart Mill and David Strauss, and two
French scholars whom he called "historians without principles": Ernest
Renan and Hippolyte Taine.28

Conservative agrarians, both in the tsarist government and outside it,
failed to block the spread of capitalist institutions in Russia, but their plans
for action gave some indication of how they identified the enemy. An
ideologist of gentry interests, N. A. Pavlov, proposed to a congress of the
United Nobility in November 1910 an economic union to provide "cheap,
flexible credit" to landowners and peasants and to organize the trade in
grain and other products "without the use of exchanges, agents, petty grain
traders, commission agents, etc." Because Jews predominated in the grain
trade and flour-milling industry of the Russian Empire, his condemnation
of "middlemen" carried unmistakable anti-Semitic overtones.

Especially significant was the German model on which Pavlov and his
friends based their plan. In late 1892 and early 1893, some 350,000
Junker landlords in Prussia had created an agrarian credit union that even-
tually published a newspaper in 400,000 copies and amassed a treasury of
over 200,000 marks. If the Junkers could organize for the defense of their
Helmut, why should the Russian gentry not act in "self-defense" against
the international danger, what Pavlov called the "peaceful, non-
revolutionary and non-bloody but constant conquest of power by the
proletariat, by socialism, by the street, by city-dwellers":129 Like their po-
litical enemies, the Marxists, conservative agrarians viewed capitalism, im-
ported from Europe, as the first step toward socialist revolution.

Pavlov's plan for an All-Russian Chamber of Agriculture received the
tsar's confirmation on November 15, 1912. Despite an ambitious publici-
ty campaign, however, few landowners or local agricultural societies
joined the organization. This attempt to link producers of agricultural
goods by a noncapitalist mechanism thus carried more ideological than
economic significance. The failure of Pavlov's plan owed much to the
preference of the United Nobility to work informally with the tsarist
bureaucracy. Consequently, it never mastered the techniques of indepen-
dent public activity. Although the agrarians defended the principle of
private property against the socialist program of expropriation, they op-
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posed the free exercise of the power of capital in commerce, industry, and
finance on the European model. Even before the Russian Revolution, Sir
Donald MacKenzie Wallace gave a brilliant description of the ideology of
agrarian foes of capitalism, "who have, strange to say, more influence in
Russia than in any other country."30

Reactionaries in the tsarist bureaucracy did not, of course, reject in-
dustrial development entirely. Some industry was essential, if only to sup-
ply the huge military machine. In the tradition of Peter the Great, how-
ever, they preferred direct state ownership of cannon factories and
shipyards. This method of economic administration had little in common
with capitalism because it rejected the spontaneous workings of the free
market. In 1917, shortly after the collapse of the old regime, the Russian
Banking Association complained that the refusal of tsarist bureaucrats to
reform the Russian banking system along European lines in the course of
two decades, from the 1870s to the 1890s, had stemmed from a reaction-
ary prejudice: hatred of the so-called rotten West (tfnilyi Zafad).31 (This
colorful term was coined by the Slavophile theorist Aleksei S. Khomiakov
prior to the Crimean War.) In the words of the economic historian Kor-
nelii F. Shatsillo, autocrats from Peter the Great to Stalin preferred to rule
the economy by fiat: skazano, sddtmo.32 The standard translation of this
Russian saying in English, "no sooner said than done," exaggerates, how-
ever, the efficiency of the tsarist and Soviet bureaucracies in their noto-
riously arbitrary administration of the economy.

Grievances against European bankers, managers, and foremen easily
blossomed into a rejection of capitalism itself, especially when anti-Semitic
prejudice added an element of irrational fervor to the economic debate.
Many reactionaries considered Witte a traitor for opening up Russia to
European economic influences. There is, however, no evidence of his
disloyalty to the tsarist regime. Far from serving as a pliant tool of foreign
business interests, he drove hard bargains on behalf of the Russian econ-
omy and occasionally uttered unflattering remarks about foreign Jewish
bankers. For his part, Witte offered a cynical explanation for the economic
xenophobia of the Russian nobility: "There are some ultranationalist, self-
styled 'true Russians,' largely from the nobility, usually nobles who have
lost their fortunes and have gone into commerce and industry, who are not
particularly in favor of the importation of foreign capital unless it is to
their personal advantage, for example, by providing them a place on the
board of directors of some company."33 Witte's own ambivalence toward
capitalist institutions was examined in Chapter 2. We shall never know
whether an enlightened policy favorable to foreign and domestic corpora-
tions would have provided sufficient industrial development to forestall
the economic collapse and social revolution that overwhelmed Russia dur-
ing World War I. No quantitative methods exist to measure the precise
cost. What is certain, however, is that the regime deliberately refused to
embrace such a policy and paid a high price in lost entrepreneurial
opportunities.
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Throughout Russia, the proliferation of agricultural cooperatives and
other noncapitalist economic institutions, including local savings banks,
demonstrated a widespread desire to avoid the market. One Briton noted
the xenophobic implications of this anticapitalist attitude in 1914:

In addition to these grievances [over German diplomacy in 1912—14], there
has always been the aggravation as to loss of business to the German, always
ready to secure any opportunity for exploitation of the agriculturalist. It has
recently been said that Germany carries on business as if it were war, and
Russians think that the competitive methods of Germans are very unfair, and
the establishment of co-operative societies, so widely adopted, is an endeav-
our to break up the power of the German export houses, and it may have
some eifect in that direction.34

The memoirs of Aleksei A. Ziablov, a mechanical engineer, testified to
the bitterness that many Russians, even those of cosmopolitan culture,
harbored against foreign capitalists. The son of a lieutenant colonel,
Ziablov received an education in engineering, devised improvements in
steam locomotives, and managed several machine plants. In the course of
his career he rose from chief mechanic to member of the board of directors
of the famous Kolomna Machinery Company, which produced some of
the best Russian locomotives. However, he resented the company's Ger-
man managers for their reluctance to appoint qualified Russian engineers
to high positions and their humiliating searches of workers and foremen at
the plant's gates. At the beginning of World War I, Ziablov warned the
Russian government that the empire's entire supply of injectors, crucial to
the construction and repair of locomotives, came from a plant in Warsaw
owned by the A. Friedmann firm of Vienna, which merely assembled the
injectors in Poland. Only when the disruption of the supply of injectors
caused a severe shortage in late 1914 did the tsarist government seek a
domestic supplier. The first batch emerged from Ziablov's small plant in
July 1917, too late to avert the collapse of the railroad system.

Ziablov perceived in these economic difficulties evidence of a plot
aimed at "German domination" (nemetskoe zasil'e): a conspiracy to,make
Russian industry dependent on German and Austrian equipment, the
better to cripple the economy in wartime. To some degree, perhaps, this
accusation reflected his upbringing in a military family and his high bu-
reaucratic status. (He retired with the rank of State Councilor and a St.
Anna medal, second degree.)35 However, years of technical work in coop-
eration with German technicians in Kolomna, St. Petersburg, and Reval
had not weakened his suspicions concerning the economic conspiracies of
which foreigners were capable.

Thus, prejudice against foreigners and capitalist institutions pervaded
Russian society, from the highest bureaucrats to the lowliest workers and
from the anarchists to the reactionary monarchists. The major liberal party
in 1905-17, the Constitutional Democrats (Kadets), occupied a special
place on the political spectrum. In an effort to stand "above class," the
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Kadets refused to embrace the political and economic demands of either
the industrialists, the landed gentry, or urban professionals, although
many of their leaders had close personal and cultural ties to the two latter
groups. In the First and Second State Dumas, the Kadets' proposals for
"compulsory alienation of certain portions of privately owned nobles'
land" with compensation below market prices placed their agrarian pro-
gram closer to socialism than to capitalism. As Pavel N. Miliukov, the
Kadet leader, announced at the founding congress of the party in October
1905: "[W]e are unalterable enemies of [both] bureaucratic centralization
and the Manchester school [of unfettered capitalist competition]." At the
same time, however, Miliukov, perhaps the most cosmopolitan of Russian
politicians, harbored no prejudice against European culture in general or
capitalism in particular. His closest friend in the United States was the
Chicago manufacturer Charles R. Crane.36

It must also be admitted that Russian resentment often lay hidden for
decades. An optimistic London journalist noted that many British busi-
nessmen in Russia prospered with little or no bureaucratic interference. In
the oil fields of Baku, for example, British entrepreneurs found conditions
"perfectly satisfactory in every respect, and instead of'difficulties' they had
encountered [from government officials] nothing but courtesy and good-
will." (The superficiality of his understanding of Russian economics and
politics was suggested by his unwarranted assessments that Nicholas II
"must be regarded as one of the most liberal of the Tsars" and that "as
trade and industries expand the dangers of internal dissentions in Russia
will decrease.")37 During wars or in the wake of wars (1812, 1855-60,
1914—17), capitalists, both foreigners and the Russians who worked with
them, tended to be regarded as having primary loyalties outside of Russia.

Slavophile Capitalism

Where and when did the identification of Europe with the evils of capital-
ism first appear? Isolated instances of economic xenophobia occurred
throughout the centuries. As a coherent point of view, however, economic
xenophobia in Russian culture sprang not from radical socialists or reac-
tionary landlords but from Russian capitalists themselves.

Soon after the Napoleonic Wars, some Russian manufacturers ex-
pressed resentment against low tariffs and their consequences, massive
imports of European manufactured goods. The phenomenon became po-
litically significant in the late 1850s. Threatened by inexpensive European
imports in the wake of the Crimean War, textile manufacturers in the
Moscow industrial region turned to the Slavophiles for aid in petitioning
the state for tariff protection. This "merchant-Slavophile alliance," led by
the leading Moscow manufacturers and two prominent Slavophiles, Ivan
S. Aksakov and Fcdor V. Chizhov (the latter identified as a "kvas patriot"
by Petr A. Valuev in 1866), elaborated powerful slogans of economic
nationalism that won favorable policy changes from the bureaucrats in St.
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Petersburg. Schulze-Gavernitz, a perceptive observer of Russian society,
stressed the ideological affinities between Russian industrialists and the
Slavophiles. The alliance began to erode in the last quarter of the century,
when the high tariffs demanded by the Moscow merchants in cooperation
with their intellectual allies had called forth industries that undermined the
precapitalist communes and workers' cooperatives (arteli), beloved by the
Slavophiles.38

The term Slavophile capitalism might seem a contradiction in terms.
Weber's six-part definition of the elements of capitalism, cited in Chapter
1, stood in opposition to the ideal of Russian romantic nationalism and its
religious overtones. In the middle of the nineteenth century, however, the
program of economic nationalism had not yet revealed its internal contra-
dictions, and the merchants found in the Slavophile ideology precisely the
sort of emotionally powerful rationale for economic development that
legitimized their struggle with European capitalists. The term is useful,
therefore, as a means of identifying the peculiar ideological rationale of
economic nationalism in the Moscow region at that time.

Slavophile capitalism had three distinct ingredients. The first was the
myth of the benevolence of employers toward their workers, modeled on
the identical agrrrian notion of hierarchical trust and love between land-
lord and peasant. According to the leading memoirist of the Moscow
merchants, Pavel A. Buryshkin, the manufacturers in the Central Indus-
trial Region saw the wisdom of treating their workers well and maintain-
ing hospitals and schools within the factory complex. In contrast, workers
in factories owned by foreign companies or Russian corporations under
the control of the great St. Petersburg banks allegedly fared more poorly
because their managers preferred high prices of shares on the exchange to
the long-term health of the enterprise. The novels of Charles Dickens,
which dramatized the squalor of English cities during the Industrial Revo-
lution, no doubt reinforced this mythical dichotomy.

Buryshkin also contrasted the Moscow merchants' sense of public
duty to the allegedly more mercenary motives of European and American
businessmen. In Moscow, factory owners "looked on their activity not
only and not so much as a source of wealth but as the fulfillment of a
mission entrusted [to them] by God or fate." The general disdain for
wealth among not only revolutionaries but also "the urban intelligentsia"
in general impelled successful merchants to apply their wealth to useful
projects. In his opinion, the fabled philanthropy and art patronage of the
Moscow merchants demonstrated that in Russia the "'cult' of wealthy
people, which may be seen in western countries," did not exist.39

This attitude may have prevailed among the most sophisticated and
generous of Moscow merchants, but the historical record suggests that it
constituted wishful thinking when applied to Russian manufacturers as a
group. The corps of factory inspectors, created soon after a huge strike at
the Morozov factory in Orekhovo-Zuevo in 1885, documented com-
plaints of mistreatment by workers and occasional outbursts of violent
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protest in the most patriarchal of factories.40 The struggle between factory
owners and workers grew out of quite different notions of fairness and
justice as well as objective economic conflicts over working conditions and
rates of pay. For their part, merchants persisted in regarding the partici-
pants in the enterprise as a sort of family in which the owners exercised
tutelage (opeka-) over the workers. Such paternalism, which corresponded
to the Slavophile notion of rural harmony between the kind landlord and
loyal peasants in years gone by, eventually engendered resentment among
workers.

By claiming to care for their workers as a father cared for his children
in a tradition that had for centuries endorsed physical violence against
children for the sake of discipline, the Moscow merchants could reject the
accusation that their factories represented the poverty and squalor of cap-
italism in Europe, which served as the sources of revolution in the teeming
cities. In this portrayal, the paternalism that allegedly motivated Moscow
merchants, free from the greed and violence that infected the West, would
save Russia from revolution. To admit the existence of economic antago-
nism within the factory would have deprived the Moscow manufacturers
of the last vestige of the Slavophile myth. To be sure, the late nineteenth
century marked a change from paternalism to formal and antagonistic
relationships in the Central Industrial Region. The labor violence of 1905
prompted the most enlightened merchants to call for a frank and open
struggle against the workers' unions. Numerous employers' associations
sprang to life after 1905 to counter the labor movement with blacklists,
lockouts, and other tactics, especially in St. Petersburg, where employers
had no use for the Slavophile myth. Still, the self-congratulatory notion of
the benevolent factory owner persisted until the very end in the Moscow
region.41

The second element of Slavophile capitalism, economic xenophobia,
grew directly out of the struggle to protect Russian industry, especially
textile manufacturing in the Central Industrial Region, against the fatal
threat of European imported goods. The Moscow merchants and their
Slavophile allies resorted to classic kvas patriotism in their campaign
against foreign capital. For example, Chizhov denounced the European
bankers who mismanaged the construction of the Russian railroad net-
work in the early 1860s as heartless exploiters "to whom Russians and red-
skinned Indians are just one and the same."42

Likewise, the most influential merchant in Moscow expressed con-
tempt for the advocates of free trade whom he encountered in the debate
over tariff protection in 1868: the Warsaw banker Juliusz Wertheim, who
spoke no Russian; Sachert of Lodz; Haffenberg of Riga; Fronstein of
Rostov-on-Don; and Goldcnberg of Odessa, "a wily Jew and former
smuggler." These non-Russians, who owed their prosperity to close eco-
nomic relations with Europe and thus opposed industrial protection, ap-
peared to the Muscovites as economic traitors.43

The ultimate origins of the economic xenophobia of the merchants
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and Slavophiles must be sought far back in Russian history. As part of the
general repudiation of foreign influences after the reign of Peter the Great,
Russians expressed indignation against the financial abuses of the chief of
Russian mines, a mining expert from Saxony. His attempt, in 1740, to
found a company that would have assumed control of the state-owned
iron foundry "is considered by most Russian historians as a sellout of
Russian interests to foreigners and therefore an act of national betrayal."44

Medieval historians have documented the impulse even earlier, before
the emergence of corporate capitalism in Europe. It apparently began
shortly after the first English merchant, Richard Chancellor, reached
Russia via the White Sea in 1553 and a group of London merchants
established the Russia Company. The "mistrust and scarcely veiled hostili-
ty with which nearly all Russians regarded foreigners" owed much to "the
profound sense of difference from the west produced by the existence of
the Orthodox church in Russia,"45 but economic conflict intensified the
tension. In 1563, Tsar Ivan IV angered Russian merchants by permitting
William Garrand, a governor of the Russia Company, to trade freely
throughout Muscovy without paying duties. Nine petitions submitted to
the tsar between 1627 and 1667 expressed the Russian merchants' "com-
mercial backwardness and psychological feelings of inadequacy in the pres-
ence of foreigners." An impassioned petition from the Assembly of the
Land (zemskii sobor) of 1648—9 complained that English and Dutch mer-
chants evaded customs payments on foreign goods and sold them illegally
throughout Muscovy, so that Russian "merchants have perished com-
pletely because of them." Smuggling and other forms of "trickery" by the
English in evading restrictions on trade meant that "the royal customs
revenue suffers harm and great loss." (The attempt to identify the mer-
chants' economic interests with those of the Russian state recurred regu-
larly in the following centuries.) The petition requested that foreigners be
confined to Archangel and Pskov.46

From his exile in Tobolsk in the 1660s, the Croat scholar lurii
Krizhanich, imbued with a vision of Slavic unity, eloquently reiterated the
Russian merchants' complaint:

If everyone is allowed to trade with foreigners, or if foreigners receive permis-
sion to live among us, the people suffer greatly; they take our wealth away
from us and we starve, while they consume the fruit of our land before our
eyes. ... All of our Slavic people are so cursed that everywhere they look they
see Germans, lews, Scotsmen, Gypsies, Armenians, Greeks, and merchants of
other nations sucking their blood.

The merchants' campaign "for the restriction of all foreigners to trade at
the country's frontiers" ended in success with the passage of the New
Trade Charter in 1667.47

The Old Belief (staroobria-dchestvo)^ the fundamentalist pre-Petrine Or-
thodox religion that embraced between a tenth and a fifth of the ethnic
Russian population, including many important merchant clans, from the
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mid-seventeenth century onward contributed important ideas and atti-
tudes to this outlook. The British journalist Donald Mackenzie Wallace
called the Old Belief "the origin of the Slavophile sentiment," though not
its formal philosophical "doctrine." The Old Believers condemned die
innovations of Nikon as errors of the Western church, transmitted via
Constantinople. Future research on the merchant-Slavophile alliance of
the mid-nineteenth century might well focus on who influenced whom.48

The reactions of foreign capitalists who encountered this hostility in
Russia remain unclear. On the one hand, as discussed in Chapter 3, a
handful of foreigners occupied positions of great influence in the Russian
corporate elite. After years of honest conduct in business, they apparently
convinced their closest partners and customers among the Russian popula-
tion of the falsity of the notion of the evil foreigner. Still, their habit of
referring to their own groups as "colonies" and their tendency to leave
Russia after years of residence made it clear that the cultural tension never
dissipated. This hostility was typified by the angry denunciation, by a
minor character in Goncharov's great novel Oblomov (1859, part 4, sec. 3),
of shares (aktsii) as nothing but "a German invention!" By issuing worth-
less pieces of paper, he complained, clever swindlers fleeced gullible
"fools."

Major contributions to the cause of Russian economic development
did not suffice to insulate foreigners from xenophobic abuse at the hands
of business associates or the public at large. The distrust of die Russians
toward even the most useful of their German business partners became
clear by the end of the century. In 1895, shortly after the death of Ludwig
Knoop, his sons' firm became the target of criticism in the liberal Moscow
newspaper Russkie vedomosti (Russian News). The dispute raged over the
fate of the Lapiiio Manufacturing Company, a small cotton-textile enter-
prise outfitted and supplied by the Knoops. (The company, founded in
1877 by five Russian merchants, including a father and two sons named
Klopov, took the usual structural form of a share partnership in light
industry in the Central Industrial Region: a small capitalization of
600,000 rubles divided into 600 shares called pai with a relatively high
price of 1,000 rubles. The factory, in the village of Lapino, in Moscow
district, was managed from the corporate headquarters in the city of
Moscow.)

Russkie vedomosti claimed that the Knoops held the enterprise in
"bondage" (kabala) because it had supplied not only the equipment in the
factory and the raw cotton processed there but also the English foremen
who supervised the workers and maintained financial control over the
company. The Knoop firm granted credit to the company by accepting
bills of exchange that could be presented for immediate payment at any
time and, to prevent the sale of shares without permission, held the book
listing shareholders in the firm's own office safe. When the company began
to lose money, the "cotton kings" allegedly forced the company into bank-
ruptcy, "to teach the Russian merchants a lesson," rather than settling
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accounts amicably. The newspaper called for "legislative measures" to
weaken the financial stranglehold of Germans over Russian industry.49

An article in a St. Petersburg technical journal, published separately as a
pamphlet, reprinted this account from Russkie vedomosti and alleged that the
Knoops had engaged in many other unfair business practices. These in-
cluded the delivery of substandard raw cotton; the creation of "a whole
colony" of English foremen in the Moscow region; the importation of
English machinery that was 'Very much out of date"; and an attitude of
"complete contempt" for textile machines manufactured in Russia. What
Schulze-Gavernitz and Spies had praised in the Knoops—their success in
outfitting 122 Russian factories with the best English equipment and
establishing a stable price structure for the entire Russian textile industry at
the annual fair at Nizhnii Novgorod—the anonymous author castigated as
the evil power of foreigners over defenseless Russian merchants. The pam-
phlet's many objections to the hiring of English foremen and to their lack of
expertise, their haughtiness, and their alleged brutality toward workers
suggested that the anonymous author was a Russian engineer jealous of
restricted opportunities in an industry controlled by foreigners. The rest of
the pamphlet alleged substandard design of factory buildings, faulty con-
struction techniques, careless installation of machinery, and physical abuse
of workers by English foremen under the Knoops' supervision.50

Germans saw the matter differently. To Schulze-Gavernitz, Knoop
had acted honorably in closing down the Lapino company. Virtually every
Moscow textile mill owed its very existence to Knoop and his sons because
they had provided essential inputs: machinery, raw materials, foremen,
and even construction materials for modern factories, all on easy credit
terms available from no one else in Russia. At any moment, Knoop could
have ruined any of his Russian customers, but he refrained from doing so
because in the long run he profited from their continued purchases.

The Germans accused the manager and main stockholder of the
Lapino company, a second-guild merchant named Nikita F. Sergeev, of
dissolute and incompetent management. In desperation, he tried to extri-
cate himself from debt by arranging to steal the share book of the company
from the Knoop firm's safe. Only then did the Knoops deny the company
further credit, thereby dooming it to bankruptcy. (Sergeev was apparently
found guilty of theft at this trial, and the Lapino factory eventually fell
under the control of the Franz Rabeneck Company, managed by Georg
Spies, one of the leading "Moscow Germans," in the 1890s.) The Russian
press called the Knoops' action a vindictive persecution, but Schulze-
Gavernitz justified it as a response to a criminal act. He admitted the
accuracy of the Russians' complaint that Knoop exercised a form of "be-
nevolent tutelage" over his customers but argued that Knoop's "activity
was beneficial for Russia" because "his clients also became wealthy."51

Schulze-Gavernitz did not deign to respond to the accusation that the
Knoops forced Russian merchants to purchase substandard machinery
and cotton.
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The lack of adequate empirical spadework on the lives of the Knoops
in Moscow prevents our knowing precisely how this public denunciation
of German capitalism affected their personal relationships with their clos-
est business partners among the Moscow merchants. The unusually candid
memoirs of Georg Spies suggested, however, that even die closest affinity
could not erase these partners' suspicion that foreigners abused their supe-
rior economic power over Russians. A "splendid, clever, loyal" man from
peasant stock from the Viatka region far to the northeast of Moscow,
Afmogcn Stcpanovich Isergin managed one of the many vicuna textile
factories to which Spies supplied dyed yarn. Spies recalled that Isergin
regarded "European culture with fear mixed with wonder." In the old
Russian style, he displayed a strangely contradictory outlook comprised of
both "deep piety" and "an antipathy {Abneigung} bordering on hatred for
everything European. It was the instinctive emotion of the semi-Asiatic
(for the Russians must be called that) against the power of the West, which
was [allegedly] undermining the Russian-Oriental culture; this feeling
dominated [the thought of] Dostoevski! as well." Isergin had never visited
St. Petersburg and felt such "antipathy" toward Poland because of its
Catholic religion that he refused to travel to the firm's factory in Poland
until ordered to do so by his superiors in the company. "Because he had
taken a great fancy to me, he expressed his sorrow that I was a Protestant.
For I was destined someday to suffer the horrible torments of hell, while
he, as an Orthodox Christian, dared to hope that he would go to heaven.
The certainty that he would not encounter there so beloved a friend as me
caused him deep sadness."52

The provincialism of Orthodox Russian merchants and peasants
seemed to lack any specifically economic or political content. Isergin hated
the West primarily because he perceived in Catholicism and Protestantism
a threat to his beloved "Holy Russia." However, it was a small logical step
to proceed from the identification of foreigners with a repugnant religion
to the condemnation of the vast economic power that they wielded in
Russia. As the criticism of the Knoop firm in the liberal Russkie vedomosti
showed, successful sponsorship of Russian industrial development by Eu-
ropeans did not protect them from accusations of enrichment at the ex-
pense of weak and gullible Russians. Even the most honorable of foreign
merchants, like Spies, who furnished lucrative employment to hundreds of
Russians and won their genuine friendship and admiration on a personal
level, appeared, in their opinion, to be destined for eternal damnation.

Having blossomed in the 1850s, Slavophile capitalism remained
strong among the Moscow industrialists into the twentieth century. The
career of a minor journalist, Sergei F. Sharapov, revealed the reactionary
potential of this ideological pedigree. Sharapov claimed to follow the
example of the leading Slavophile publicist, Ivan S. Aksakov. Having
learned the rudiments of economic xenophobia as the secretary of the
Moscow Branch of the Russian Industrial Society, funded by the most
prominent merchants of the Central Industrial Region, Sharapov attacked
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German industrialists in the Kingdom of Poland with rhetorical flourishes
such as these:

Germany offers us friendship and we can be assured of her sincerity. What
sense, is there in war, in taking by force what we give away with the kindest
smile? But there is a terrible price to this friendship. It requires the complete
renunciation of all economic independence and the complete opening of
Russia to German wheeling and dealing \kboziainichari ia\! Our huge, strong,
and fresh state lies as if seized by paralysis. . . . Let us await with hope this
moment of enlightenment, for only then will a new and radiant life begin for
Russia!

In this speech, he advocated a ban on foreign ownership of land and
factories in the western provinces of the Russian Empire.

Sharapov subsequently devoted his rhetorical energies to the plight of
Russian agriculture and won fame as a critic of Witte's industrialization
policies, which he considered too favorable to foreign capital. In 1902, he
founded an agricultural implements company for the salvation of the Rus-
sian gentry and peasantry, but its tiny capitalization—100,000 rubles—
made it the smallest joint-stock company (aktsionernoe obshchestvo) char-
tered in Moscow province between 1864 and 1908. He spent the last years
of his life as an embittered defender of patriarchal agriculture and small-
scale industry on the extreme right of the Russian political spectrum.

Heinz-Dictrich Lowe identified Sharapov as "the most important
foster-father of the Russian radical right" and correctly stressed his identi-
fication of Jews with foreign capital. However, Lowe neglected the logical
connection between Sharapov's early journalism on behalf of the Moscow
industrialists and his later, more famous, attacks on Jews and Witte's
economic policies.53 The ease with which Sharapov moved from industrial
to agricultural journalism illustrates the closeness of the Moscow mer-
chants' ideology to that of the reactionary agrarians.

The notoriously conservative reign of Emperor Alexander III (1881-
94) witnessed a variety of outbursts by Russian merchants and their
spokesmen against foreign merchants in Russia. To be sure, the Moscow
merchants' economic xenophobia found little resonance among the Rus-
sian merchants in St. Petersburg, who apparently accepted the benefits of
close relationships with foreigners. The formation of the First Russian
Fire Insurance Company in 1827, in which foreigners were not permitted
to invest, had provided an early opportunity for merchants in St. Pe-
tersburg to show their determination to wrest the insurance business in
Russia from English companies. However, this campaign of economic
nationalism had little significance as an episode of xenophobia because
several German subjects of the Russian emperor, including the banker
Baron Ludwig Stieglitz, figured prominently among the founders of the
company.54 Six decades later, one clash did occur there. In 1888, mer-
chants of the second guild complained that first-guild merchants, many of
them foreigners, had chosen foreigners to fill eleven of twelve seats on the
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Petersburg Exchange Committee, including the presidency, which was
held by a British subject. The protest culminated in a demand that only
"genuine \korennye] Russian merchants" be allowed to serve as president
of the exchange committee.55

Moscow remained the center of Russian economic xenophobia. In the
late 1880s, an obscure writer named D'iakonov sketched a somber picture
of Jews, Armenians, and other non-Russian merchants who congregated
in the Moscow Exchange. Borrowing religious rhetoric from the Book of
Judges, he alleged that these outsiders, distinguished by their swarthy
complexions and guttural speech, had transformed the exchange into "a
temple of Baal," the ancient Canaanite god whose priests had presided
over child sacrifice and ritual prostitution. Reiterating Dostoevskii's preju-
dice against railroads, he also castigated the "big shots" (tuzy), including
not only the Germans Meek and Derwies but also Mamontov, a prominent
Russian merchant based in Moscow, who had grown rich by building and
managing railroads. He reiterated Sharapov's claim that the textile facto-
ries of Lodz prospered at the expense of those in Moscow. He also took
credit for an article in favor of Russian industrial development published
in 1885 in Sowemennye izvestiia, a journal edited by the notoriously na-
tionalist writer Nikita P. Giliarov-Platonov. However, he offered neither a
rational explanation of his distinction between evil non-Russian and good
Russian capitalism nor any concrete suggestions as to how the economic
position of Russian merchants might be strengthened.56

Such xenophobia was not confined to the reactionary fringe but re-
mained strong among the Moscow merchants themselves. During the
bitter tariff war between Russia and Germany in the early 1890s, the
Muscovites' xenophobic rhetoric resounded with special ferocity. In 1893,
Sawa T. Morozov, the president of the Nizhnii Novgorod Fair Commit-
tee, demanded high import tariffs to prevent German industry from domi-
nating the Russian domestic market. During this debate, another promi-
nent Moscow textile manufacturer likened German-owned factories in
Central Europe to "alien, poisonous little mushrooms and tumors"
(chuzheiadnyegribki i polipy).57

In their campaign of economic nationalism just before the start of
World War I, the leading Moscow manufacturers demanded state aid to
meet the threat of the Germans, whom Pavel P. Riabushinskii charac-
terized as "the ancient oppressors of Slavdom." In 1916, Pavel
Riabushinskii's brother Mikhail spoke in the name of cultured capitalism,
but used the old rhetoric of resentment and fear to warn against the new
economic and cultural threat from the United States of America:

The Americans have seized our money, have entangled us in colossal debts,
and have amassed incalculable riches. The center of [international] payments
is passing from London to New York. They have neither science, nor art, nor
culture in the European sense. They buy ftom vanquished countries their
national museums; they lure artists, scholars, and businessmen to their em-
ploy with huge salaries and create for themselves what they lack. The downfall



Capitalism and Xenophobia- in Russia 135

of Europe and the loss of its primacy in the world to another continent—after
such heroism, genius, persistence, and intellect manifested by old Europe!
The only hope [is] that Europe, having demonstrated such stupendous ener-
gy, will find within itself the strength for a new renaissance.58

Although the Moscow industrial leadership refrained from anti-Semitism,
the mass of poorly educated Russian merchants in Moscow and the prov-
inces figured prominently in the mobs of anti-Semitic and antiliberal Black
Hundreds.59 In the end, the reactionary and radical movements proved far
more influential in Russian society than the weak liberal tendency, which
taught ethnic toleration, free trade, and cosmopolitanism.

The third element of Slavophile capitalism, the notion that Russian
industry constituted an essential tool in the defense of the fatherland
against the economic threat from the West, also had deep roots in Moscow
merchant culture. It represented a skillful use of Slavophile patriotism
against the gentry, who often used other Slavophile ideas for their own
reactionary purposes. As Buryshkin noted bitterly, "the idea, or rather the
prejudice, that Russia was a purely agricultural country" persisted to the
end in aristocratic circles. Such a belief, he opined, threatened to condemn
Russia to eternal economic backwardness:

However strange it may seem, right up to the revolution (and this notion
survives even now in some cases amid "the debris of the wreckage"), in a
certain part of so-called fashionable society and the upper bureaucracy there
existed an unusually contemptuous attitude not only toward leaders of com-
merce and industry, who were in the great majority not of gentry status and
often had recently emerged from the enserfed peasantry, but also toward
industry and commerce themselves. Sometimes this idea was camouflaged by
peculiar economic dieories, such as that Russia allegedly was exclusively agri-
cultural and had no need of industry.

Closely related to this idea was the theory that "Peter the Great, in inau-
gurating the creation of industry in Russia, had diverted the country from
its historic path and tliat all misfortunes flowed from this." This "scornful
attitude . . . was endured rather painfully in Moscow, especially by the
most educated industrial leaders, who had contacts with the West and
knew what a [great] role economic issues played in the modern state and
what was being done [by industry and commerce] to raise and develop the
productive forces of the country."60 The merchants' defense of Russian
industry proceeded from patriotic motives, not from a love of the West.
Indeed, it was only by borrowing foreign technology, Russian industrial-
ists argued, that they could defend the national interest against the threat
of economic enslavement to the West.

It might be argued that the second and third rhetorical stances repre-
sented two chronological stages in the development of the Moscow mer-
chant ideology: Slavophile denunciation of the evils of foreign capitalism
in the second half of the nineteenth century and the notion of progressive
industry in the early twentieth. However, merchants had criticized the
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doctrine that Russia was an exclusively agricultural country as early as the
1850s; and Pavel P. Riabushinskii articulated both these ideas simul-
taneously during the brief heyday of open political activity after the Revo-
lution of 1905.

A vivid statement of Slavophile capitalism appeared in 1911 in an
anonymous diatribe against the abuses of large corporate banks in St.
Petersburg. Large transactions typical of a modern economy required
credit, in the form of discounting thousands of bills of exchange, for which
service the joint-stock banks charged a high fee. Having invested deposi-
tors' funds in the stock market, and using information not available to the
public, the largest banks reaped huge profits. In terms as vitriolic as those
of any Bolshevik, the author condemned the banks' "stock-exchange spec-
ulation: . . . the swindling and charlatanism of the mass of wheeler-
dealers who strive to make money in the air, without any productive
work." Because they accumulated huge amounts of deposits, for which
they required profitable investments, the joint-stock banks allegedly were
tempted to risk failure in pursuit of massive gains.

More fascinating than this article's bitter condemnation of capitalist
speculation was its optimistic prediction of a bright future that lay just
ahead. Less crass norms of economic activity would finally supplant indi-
vidual and group ones. According to this Hegelian logic, which lacked any
socialist content, the great banks constituted only the highest stage of
capitalism yet in existence. The "machine period of capitalism is the high-
est development of capitalism, its last stage," which would inevitably give
way to the triumph of cooperative economic activity, represented by mu-
tual credit societies. Unfortunately, these new institutions grew slowly
because they depended on the meager resources of small savers and suf-
fered from bureaucratic constraints imposed by the State Bank and Minis-
try of Finance, which favored the big banks. Ultimately, however, the
principle of democracy would prevail in the marketplace. The immoral
swindling of the joint-stock banks would succumb to the productive lend-
ing policies of "the mutual credit society, based to a certain extent on
public and social \obshchestvennykh, sotsial'nykh] principles, not those of the
group or the individual." A harbinger of this happy future lay in the
creation, in the previous year (1910), of a central bank to sendee the five
hundred mutual credit societies that existed in Russia and to free them
from dependence on the corporate banks.

Far from endorsing socialism, the author praised the Moscow manu-
facturers for their sane and honest business dealings. Certainly, many
difficulties lay ahead, including "the struggle of the laboring masses with
capitalist industrialists who treat labor unjustly." However, the article
closed by celebrating the industrialists of Moscow, who had recently estab-
lished several solid mutual-credit societies, symbols of what the author
called the country's "social and economic renaissance."61

This article restated the familiar Russian resentment against the overly
mechanistic aspects of European capitalism and reiterated the Moscow
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merchants' traditional feeling of moral superiority over the big banks and
cartels based in St. Petersburg. On the eve of World War I, the prominent
Moscow banker and philanthropist Aleksei S. Vishniakov considered the
Taylor system of industrial management something of a joke.62 This indif-
ference stood in stark contrast to the determination of the St. Petersburg
manufacturers to apply Taylorism in defiance of the workers' protests, as at
the New Aivaz factory. The Moscow merchants' feelings of paternalism
toward their workers and their alleged devotion to the motherland, to their
traditional peasant culture, and to Russian Orthodoxy (or even to the
fundamentalist Old Belief of the seventeenth century) combined to form a
powerful economic vision rooted in a specifically Russian sense of national
identity.

Slavophile capitalism—the notion that somehow Russian industrial-
ists could create a capitalist economy free from the moral depravity of the
West—proved difficult to export beyond its birthplace, the Moscow re-
gion. Paradoxically, the rhetoric of Slavophilism kept open the fissures that
divided the Russian manufacturers along geographical lines. The Mus-
covites seemed all too eager to use the rhetorical weapon of economic
xenophobia, originally devised in the struggle against Britain, France, and
Germany, against their regional rivals, especially the manufacturers of
Lodz and the bankers of St. Petersburg.63

Several appeals to economic nationalism appeared in the commercial-
industrial press outside Moscow. One engineer in the normally cosmopoli-
tan newspaper of the South Russian mine-owners calculated that foreign-
ers enjoyed far greater returns on Russian industrial investments than at
home: 25 million francs on a 10 million investment over ten years, for
example, compared to only 6 million in France. 'Thus it is not difficult to
see who is enriching whom."64 Even Avdakov, who praised England as a
model for Russia in 1912, had resorted to fears of German economic
control of the Russian metallurgical industry in his appeal for high tariffs
on coal and iron two decades earlier. In 1896 he had led a successful
campaign to bar from South Russian industry all foreign technicians and
managers who were not fluent in the Russian language.65 The Russian
merchants of Archangel, in the far north, resented the tsarist government's
eagerness to grant timber and trade concessions to foreigners along the
coast of the White Sea. Although their prosperity depended on close
commercial relations with Europeans, cemented in many cases by inter-
marriage, "a byproduct of the merchants' perception was xenophobia,"
which drew on the long tradition of North Russian "regionalism and
xenophobia," deeply rooted in the local folklore. Witte gave a simple
explanation for the Russian industrialists' hostility to foreign capitalists:
their aversion to "competition from foreigners."66 Just before World War
I, an Armenian scholar published a general critique of foreign capital in
Russia that reiterated the main arguments of the Moscow merchants.67

The Association of Industry and Trade, created in 1906, strove to
forge unity among Russia's disparate commercial and industrial elites. To
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this end, it borrowed the rhetoric of Slavophile capitalism in its denuncia-
tion of the foreign economic threat. Some of the AIT's leaders were pillars
of Moscow industry. However, regional differences and rivalries among
various commercial, industrial, and financial interest groups persisted until
the end, preventing the emergence of a united "Russian bourgeoisie."68

The sharpening of rivalries among the commercial-industrial elites in
the various regions of the empire constituted only one of the negative
consequences of this campaign of economic xenophobia. Another was the
eventual use of anticapitalist rhetoric against the sons and grandsons of its
creators—the Moscow manufacturers—by their political rivals in the early
twentieth century. A major paradox of Russian economic thought lay in
the fact that the rich armory of rhetoric created by the Moscow merchants
eventually served the revolutionary socialists who swept capitalist institu-
tions from the scene in 1917.

War and Revolution: The Origins of Economic
Xenophobia in Soviet Ideology

World War I placed the very survival of the Russian state in jeopardy.
Charges and countercharges of treason filled the air as liberals, reaction-
aries, and radicals portrayed their domestic enemies as tools of foreign
interests. During the diplomatic crisis in early August 1914, the British
consul in Moscow sensed the mercurial mood of the Russian population
toward foreigners. "Strong hands passed me over the heads of the crowd
to the entrance [of the British consulate], while a thousand Russian voices
thundered: 'Long live England.' A bearded student kissed me on both
cheeks. England had declared war on Germany. Another day's delay, and
the demonstrators would have smashed our windows."69

Less than a year later, he stood horrified as the crowd attacked Ger-
man property:

On June 10th [1915] vast anti-German riots broke out in Moscow, and for
three days the city was in the hands of die mob. Every shop, every factory,
every private house, owned by a German or bearing a German name, was
sacked and looted. The country house of [the late Baron Ludwig] Knoop, the
great Russo-German millionaire, who more than any other man had helped to
build up the Russian cotton [textile] industry by importing English machin-
ery and English managers, was burnt to the ground. The mob . . . cared
nothing that its victims were Russian subjects and in many cases men who, in
spite of their names, could speak no German. . . . Hooligans sacked the lead-
ing piano store of Moscow. Bechsteins, Bliithers, grand pianos, baby grands
and uprights, were hurled one by one from the various stories to the ground,
where a high bonfire completed the work of destruction.70

In his famous "Stupidity or Treason?" speech to the State Duma on
November 1, 1916, the leader of the liberal Kadet party, Pavel N. Mil-
iukov, branded the royal family and Foreign Minister Stiirmer as agents of
the kaiser. Although the historian Sergei P. Mel'gunov found "that Mil-
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iukov was wrong on most counts," his speech marked the beginning of the
revolutionary upheaval of 1917.71

Liberals and moderate socialists, horrified by Lenin's opposition to
World War I, attributed his "defeatism" to the power of "German gold."
Lenin, as a self-professed Marxist, bore an ideological burden as well.
When Archangel rebelled against the Bolshevik dictatorship in April 1918,
Chaikovskii, a prominent socialist, castigated the "outdated German ideol-
ogy" of Marx.72 For their part, Bolsheviks and Left Socialist Revolution-
aries criticized the Provisional Government for its allegedly mercenary
devotion to the Allies. The proliferation of these rhetorical appeals sug-
gests that all the major parties detected a xenophobic temperament in the
public and hoped to derive political benefit from it.

Liberals who upheld the country's diplomatic obligations to the Allies
lost public support as the economic deprivations of war became unbear-
able. Although hatred for the Germans remained strong, resentment
among workers and peasants against the Allies increased as the war
dragged on, much to Lenin's political benefit. Mikhail I. Tcreshchenko,
the liberal sugar manufacturer and last foreign minister of the Provisional
Government, justified the war effort on the basis of national economic
interest. "Our enemy [Germany] looks upon Russia as a market for its
products. The end of the war will leave us in a feeble condition, and with
our frontier open the flood of German products can easily hold back for
years our industrial development. ... I say openly and frankly: the combi-
nation of forces which unites us to the Allies is favorable to the interests of
Russia,.'"

This selective use of economic xenophobia, directed against the Ger-
mans but not the Allies, strengthened Lenin's case that Russian liberals
willingly served as agents of Allied "imperialism." Still more provocative
was the willingness of the liberals to turn to foreigners in hopes of quelling
the unruly Russian masses. The petroleum magnate Stepan G. Lianozov,
for example, called upon "foreign powers" (apparently the Allies) to sup-
press social revolution "as one would intervene to cure a sick child, and
teach it how to walk. Of course it would be more or less improper, but the
nations must realize the danger of Bolshevism in their own countries—
such contagious ideas as 'proletarian dictatorship,' and 'world revolu-
tion.'" After the Germans seized Riga and began marching toward Pet-
rograd, some merchants there reportedly expressed a preference for the
rule of the kaiser to that of the Bolsheviks or even the provisional
government.73

The importance of xenophobia as an element of Bolshevik ideology
contradicts the familiar concept of the Russian Revolution of 1917—21 as
a conflict among social classes. As is well known, Lenin called for an
international revolution of workers and peasants against the capitalists and
landlords of the world in the spirit of the famous slogan of Marxism, "the
working men have no country."74 His strategy, as laid out in the "April
Theses" of 1917, envisioned a revolution of workers and peasants of all
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nationalities, including minorities oppressed by the tsarist regime, against
all landlords and capitalists. The challenge of demonstrating the impor-
tance of xenophobia in the Russian Revolution is great; some might call
the effort presumptuous. However, this interpretation is not intended to
diminish the importance of social hostilities in the Russian Revolution. Its
purpose is to show that the class conflict derived much of its emotional
force from the powerful strain of xenophobia in Russian culture, a tenden-
cy far removed from Marxian socialism and insufficiently recognized as a
component of the various revolutionary ideologies in 1917.

Mikhail Agursky, an emigre Soviet historian, has demonstrated that
the Bolsheviks' success owed much to their ability to graft traditional
Russian nationalism onto Marxist internationalism.75 In addition, recent
studies in Russian social history provide new evidence in support of this
thesis.

Identifying Russian capitalists with foreigners served the Bolsheviks'
political ends perfectly. For example, in early May 1917, during the diplo-
matic and political crisis over the provisional government's war aims,
Lenin attacked the ministers for their alleged submission to the will of
European capital.

The point is that [the ministers] Guchkov, Miliukov, Tereshchenko, Ko-
novalov represent the capitalists. And the capitalists need the seizure of for-
eign lands. They will get new markets, new places for the export of capital,
new profitable jobs for tens of thousands of their sons, etc. The point is that at
the present moment the interests of the Russian capitalists are identical with
those of the English and the French capitalists. . . . The capitalists are intent
on robbing Turkey, Persia, China. If, in order to accomplish this purpose, it be
necessary to slaughter another ten millions or so of Russian muzhiks,—why
worry?76

To be sure, Lenin attacked the British and French capitalists as capitalists,
not as foreigners. He paid lip service to the ideal of proletarian and peasant
internationalism in his condemnation of European and Russian imperial-
ism in Turkey, Persia, and China, and his denunciation of the carnage of
war from a socialist perspective echoed the impassioned rhetoric of the
French radical Jean Jaures, whose opposition to chauvinism cost him his
life on the last day of July 1914. However, Lenin's sarcastic portrayal of
Russian capitalists as tools of foreign imperialists, like his attack on Witte,
Rothschild, and Bleichroder in 1902, contained an unmistakable xeno-
phobic component.

In June 1917, Lenin condemned European capitalism in terms that
resonated with xenophobia:

The basis of the foreign policy of the politically conscious [Russian] prole-
tariat is no separate peace treaty with the German capitalists and no alliance
with the Anglo-French capitalists. . . . The foreign policy of the [Russian]
capitalists and the petty bourgeoisie is "alliance" with the imperialists, that is,
disgraceful dependence on them. The foreign policy of the proletariat is alii-
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ance with the revolutionaries of the advanced countries and with all the
oppressed nations against all and any imperialists.77

The "revolutionaries of the advanced countries" whom Lenin praised in-
cluded only those of the Zimmerwald Left, who strove to transform World
War I into a civil war pitting labor against capital in each country. As
Robert Service noted in passing, Lenin condemned Prime Minister Alek-
sandr F. Kerenskii for allegedly submitting to the influence of "Anglo-
French and Russian capital" by allowing the German army to capture
Riga. Thus, "Lenin, the unbending internationalist and harrier of all pro-
fessed patriots, was simultaneously standing forward as the only sure de-
fender of Mother Russia."78

Just a week before the Bolsheviks seized power, Miliukov ridiculed
Lenin's revolutionary program by stressing its ideological affinity to the
Utopian dreams of the Slavophiles. "The noble Lenin only imitates the
noble Kireevskii when he holds that from Russia will come the New
World which shall resuscitate the aged West, and which will replace the old
banner of doctrinary Socialism by the new direct action of starving
masses—and that will push humanity forward and force it to break in the
doors of the social paradise." (An eminent historian of Russian culture,
Miliukov had written the article on Slavophilism for the Brokgauz-Efron
encyclopedia.) He then provided the Bolsheviks with yet another example
of the Russian liberals' admiration of Europe: "Long live the light of
humanity, the advanced democracies of the West, who for a long time have
been traveling the way we now only begin to enter, with ill-assured and
halting steps! Long live our brave Allies!"79

Agursky's analysis of Bolshevik ideology focused on Lenin's rivalry
with German socialists over leadership of the international revolutionary
movement. Although committed in theory to cooperation with non-
Russian labor leaders, Lenin insisted that the Bolshevik Party, having
come to power in Moscow, had full right to assume control over the
socialist movement that bore Marx's name. He branded as "social-
chauvinists" (socialists in word but chauvinists in deed) all, including
German Marxists, who refused to follow the Bolshevik lead. They became
virtual allies of German capitalism, according to the Leninist demonology.
This impulse soon had worldwide consequences, as he subordinated the
Third International or Comintern (1919-43) to the tactical needs of
Soviet foreign policy.80

Lenin's implicit nationalism apparently derived from his intellectual
and emotional ties to revolutionary populism, with which he had become
acquainted in his youth at Kazan University in 1887, and his reading of
the radical literature of the 1860s and 1870s after the execution of his
older brother that year for participation in illegal political activities. The
devotion of Lenin and his followers to the essentially Blanquist organiza-
tional tactics first proposed by Tkachcv in the mid-1870s is well known to
historians. For example, Richard Pipes stressed Lenin's emotional tics to
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the pre-Marxist agrarian revolutionaries generally known as "populists."
Although there is no "direct evidence of Lenin's having been influenced by
Tkachev in the 1890s," the young Lenin "was surrounded by social revo-
lutionary Jacobins; he absorbed their ideas and thus no doubt was indi-
rectly influenced by Tkachev." Likewise, Bertram Wolfe pointed out the
similarities between Tkachev's and Lenin's doctrines regarding revolution-
ary tactics, such as the notion that only a disciplined minority could lead a
social revolution in Russia.81

The parallel between Lenin's xenophobic attitudes toward European
capitalism and those of Tkachev, examined earlier, has not attracted the
notice of historians, however. An important hint came in quite another
context, in a casual comment by Lenin's wife, Nadezhda Krupskaia, to her
mother in a letter from Krakow in 1912, describing his devotion to clas-
sics of nineteenth-century Russian literature and art. "Volodya is a terrible
nationalist. He wouldn't go to see the works of Polish painters for any-
thing, but one day he got hold of a catalogue of the Tretyakov Galler-
ies ... and he frequently becomes absorbed in it." Thus, Lenin's artistic
tastes turned out to be identical to those of the merchants Pavel and Sergei
M. Tret'iakov, who had acted as the major patrons of the nationalist trend
in nineteenth-century Russian painting.82 As prominent textile manufac-
turers and public figures—Sergei served as mayor of Moscow from 1876
to 1882—the Tret'iakov brothers held conservative nationalist attitudes
forged in the era of Slavophile capitalism.

Lenin's xenophobia, although subtle and perhaps unconscious until
1917, apparently strengthened his political appeal to the Russian workers
and peasants in the revolutionary upheaval of 1917—20 even as it under-
mined his pretensions to Marxist internationalism. This logical contradic-
tion probably worked to the Bolsheviks' advantage as the predicted world
revolution receded steadily into the realm of the improbable and the need
increased for secure domestic support in the face of foreign military
threats during the Russian Civil War. Ironically, the revolutionary thinker
who gained immortality for raising "conscious" revolutionary activity to
the status of a political dogma in opposition to the merely "spontaneous"
striving of the labor movement for incremental reforms rode to power on
one of the greatest spontaneous outbursts of nationalist passion that Rus-
sian society had ever witnessed. Having appealed to this elemental power,
Lenin perhaps remained oblivious to its effects, for he never renounced his
faith in the ability of the Bolshevik Party to mold the inchoate striving of
the masses according to the famous dichotomy in "What Is To Be Done?"
(1902). Given the enormous emotional appeal of Russian economic xeno-
phobia, however, Lenin may have owed his victory to his unconscious
ability to harness this mighty political force.

In the 1920s, Lenin's cultural commissar, Anatolii Lunacharskii, ex-
plicitly embraced traditional Russian nationalism. Without it, he warned,
the Bolsheviks "could find themselves in the situation of a band of con-
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querors in a foreign country." Citing Dostoevskii with obvious approval,
Lunacharskii claimed for the Soviet state the leadership of the oppressed
peoples of the world in their struggle against international capitalism as
exemplified by the United States. Dostoevskii's monarchism and Ortho-
dox Christianity had nothing in common, of course, with the Bolsheviks'
atheistic socialism, but the claim of universality provided a crucial element
of ideological continuity across the decades and the Russian political spec-
trum. To the allegedly crude, "industrial-commercial" soul of Americans,
Lunacharskii contrasted the allegedly "more profound, elementary" Rus-
sian soul. Thus, "the Russian working class was able, bleeding and offering
enormous sacrifices, to rise from the depths of autocracy and barbarism to
the position of the avant-garde of humanity, in spite of all its awk-
wardnesses, which, however, were . . . recompensed by barbarian fresh-
ness and by the ability to be captivated by grand slogans—in other words,
by its inclination toward active realistic idealism."83

To demonstrate conclusively that the Bolsheviks' xenophobic appeals
actually drew the masses to the revolutionary banner would require an
enormous effort of historical research. Several pieces of evidence support
this hypothesis. The first was offered by a former Soviet historian who
recently admitted that the violence of the Russian workers and peasants in
the October Revolution of 1917 found no justification in Marxist ideolo-
gy: "[T]hcir antibourgeois moods and aspirations were not at all equiva-
lent to socialist views, let alone conviction."84

The second episode indicating that economic xenophobia existed
among the masses and that it eventually redounded to the Bolsheviks'
benefit concerned the issue of foreign policy. Lenin gained enormous
political support from workers and peasants, including thousands of sol-
diers, disgusted by the immense sufferings caused by World War I. In
Moscow in March 1917, the Kadet slogan of 'War to the Victorious
Conclusion" received no endorsement in workers' resolutions, while many
statements demanded a clarification of war aims, and a substantial minor-
ity demanded peace negotiations "or an outright end to the war."85

Third, the Russian Civil War called forth spontaneous hostility of the
Russian masses toward the capitalists, both Russian and foreign. In her
perceptive analysis of the war, Sheila Fitzpatrick observed that "outbursts
of antisemitism, xenophobia, anti-intellectualism (spetseedstvo), and mob
violence against individual burzhui and their wives and property" by Rus-
sian workers did not fit the official Bolshevik stereotype of the "conscious"
worker in the great industrial centers of Russia. These lapses into what the
Bolsheviks called "peasant" behavior in fact derived from the workers'
experience in the cities, not solely from peasant traditions. Moreover, the
official "disapproval was not absolute, since the cruder forms of class
intimidation and resentment sometimes served revolutionary purposes."
Xenophobic attacks against foreign capitalists, "particularly vulnerable and
easy to defeat" in many factories, therefore "may have been a more typical
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part of Russian working-class mentalite than is usually acknowledged—
perhaps even a part of the 'proletarian consciousness' that the Bolsheviks
tapped or encouraged among their supporters."86

Throughout the Civil War, Bolshevik posters portrayed the Whites as
tools of the evil imperialists in Europe and America. Four posters made
graphic appeals to xenophobic sentiments. Viktor N. Deni's "League of
Nations" (1919) portrayed the French, American, and British heads of
states as pot-bellied, cigar-smoking tyrants, indifferent to the suffering of the
oppressed masses of the world and seated on huge thrones before a row of
hangman's nooses, above which fluttered a banner that read "Capitalists of
the World, Unite!" Deni's "Capital" (1919) showed a pig-faced mil-
lionaire, dressed in the obligatory tuxedo and silk top hat, with four
diamond rings on his fingers, waist-deep in a pile of gold coins. Dem'ian
Bednyi's poem beneath the design called attention to the "steel spider
web" in the background, symbol of the capitalist's claim to be "the con-
queror of the world." Nikolai Kochergin's "Capital and Co." (1920),
accompanied by another poem by Bednyi, depicted Capital as an obese
green monster, draped in an ermine robe and served by the claw-fingered
Entente leaders, Clemenccau, Wilson, and Lloyd George, and an odd
assortment of enemies, foreign and domestic, including the Japanese,
Poles, and Germans and Russian priests, kulaks, and anarchists.

In "Labor" (1920), D. S. Moor portrayed the Russian Revolution in
cartoons and rhymed quatrains. Oppressors of the workers and peasants
included not only priests and bureaucrats but two capitalists in their ster-
eotypical tuxedos and silk hats. One, enthroned near a heap of money
bags, symbolized world capitalism.

Capital, idol of all countries, Kapital, vsekh stmn kumir,
Has subdued the entire world. Pokoril sebe res' mir.
And into his pocket has flowed / v karman ego tekti
All the treasures of the earth. Vse sokrovishcha zemli.

The other rich man clutched a bag marked "1000 rubles." His round nose
and thick lips left no doubt that the artist meant to conjure up in the
viewer's mind the negative stereotype of the Jewish capitalist.87

It might be objected that Lenin's appeal to the Russian workers,
within five months of the October revolution, to "Learn from the Ger-
mans!" undercut the xenophobic impulse. However, he meant only that
the Soviets must borrow advanced technology for the sake of die revolu-
tion. Likewise, his emphasis on the massive gains in efficiency to be de-
rived from Taylorism under Soviet rule indicated his belief that technology
could be neutral in political terms once Soviet power had prevailed.88

Neither the appeal to apolitical technology nor the many formal references
to the international aspirations of the Marxist-Leninist revolutionary
movement in Soviet posters diminished the significance of xenophobic
metaphors in Bolshevik propaganda.
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The social base of Bolshevism may account for the success of these
appeals. Although Lenin appealed primarily to the workers, a large and
amorphous group in which he included the poor peasants, recent research
by Daniel T. Orlovsky has stressed the crucial revolutionary role of "the
lower middle strata," composed of salesclerks, teachers, agronomists, pa-
ramedical workers, employees of the postal service and railroads, and the
like. Far removed from the experience of factory labor, these groups be-
came fully radicalized and pressed for democratization in the workplace in
1917. Orlovsky correctly concluded that, although not all these unions
supported the Bolsheviks, "the occupations and state-building skills repre-
sented by all the white-collar unions were part of the fabric of revolution-
ary politics." Counterparts of these groups in France and Germany occa-
sionally "wavered between left and right" before supporting "right-wing
movements that promised to curb the excesses of capitalist development,
restore 'old values', and promote a 'healthy' nationalism."89 Their role in
the rise of Hitler is well known. The degree to which Russian white-collar
unions accepted xenophobic notions that eventually fused with the Soviet
ideology remains an interesting empirical question.

Episodes of cooperation between anti-Bolshevik military forces and
European powers during the Civil War reinforced the xenophobic demon-
ology. For example, in Archangel, the socialists who overthrew Bolshevik
power in August 1918 found it impossible to win the loyalty of peasants
opposed to World War I. 'The lack of a popular base and institutionalized
links created a dependence on foreign [Allied] troops in a region with a
long history of foreign war and xenophobia." Workers' demonstrations
against alleged "English imperialism" in early 1919 opened the way to the
eventual reassertion of power by the Bolsheviks in the Russian North.90

Likewise, managers of the Volunteer Fleet, a steamship agency heavily
subsidized by the tsarist government to maintain a Russian presence in the
Black Sea, the eastern Mediterranean, and the northern Pacific, obliged
Lenin by behaving according to the stereotype of Russian capitalists as
junior partners of world imperialism. They aided Denikih, Wrangel, and
the French interventionists in the Crimea; mortgaged ships to the French
in order to raise twenty million gold rubles; and flew the French flag in an
effort to prevent the Russian Federation and the Far Eastern Republic
from asserting control over the fleet's vessels in the Black Sea and Pacific
Ocean.9!

At the height of the foreign intervention, crews of ships belonging to
the Volunteer Fleet in the Russian Far East declared their allegiance to the
local Bolshevik government as the defender of the Russian "native land"
against interventionists. The Union of Sailors in Vladivostok declared in
early 1920 that "the intervention of foreigners, which has caused internal
discord and bloodshed and destroyed the well-being of our people, . . .
consciously tightens the deadly noose [soznatel'no zcttiagivaet mertvuiu
petliu] around the neck of the Russian people." The sailors pledged to
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"employ all our skill and labor to promote the immediate evacuation of the
interventionists for the welfare of the Motherland and our merchant
fleet."92

Soviet propaganda conveniently ignored the existence of significant
political tensions between the Whites and the Allies during the Russian
Civil War. A persistent theme in the emigre literature was the alleged
abandonment of the White cause by halfhearted European politicians. In
any case, it appears likely that, if the Bolsheviks had not won the Civil War,
an authoritarian Russian government under a military dictator, with or
without the sanction of the Romanov dynasty, would have drawn political
strength from the anti-Western mood of the masses, including the "lower
middle strata" examined by Orlovsky, so weak was the liberal and cosmo-
politan tradition in Russian society. In die absence of World War I, which
caused the economic chaos that finally opened the way for the Bolshevik
seizure of power, radical and liberal political tendencies would most likely
have remained too weak to prevent the victory of a "a nationalist, but not
legitimate [monarchist] regime" once the discredited Romanov dynasty
had fallen.**

The vilification of foreign capitalists as enemies of Russia fitted all too
comfortably into Soviet Marxism in the decades after the revolution. John
M. Thompson referred in general terms to the revolution's "growing un-
dertones of anti-Westernism, of a revulsion against Russia's inferiority, of
a resentment against Russia's military and economic subservience to the
West, of a hatred of foreigners as being chiefly responsible for the debacles
of the war and, in fact, for all of Russia's woes." Likewise, Hugh Seton-
Watson characterized the ideology of the new Bolshevik elite as a unique
combination of "residual Marxism, Great Russian or Soviet chauvinism,
and a type of esthetic, literary philistinism"; of these three elements, he
noted, the tradition of "Great Russian chauvinism" remained particularly
strong after five decades of Soviet power.94

These xenophobic tendencies eventually permeated Soviet ideology
under Stalin, whose mediocre education in a provincial Orthodox semi-
nary imbued him with the familiar rhetoric of kvas patriotism. With char-
acteristic emphasis on the continuities of Russian cultural history, James
H. Billington described Soviet culture under Stalin as "the revenge of
Muscovy," replete with "masochistic and chauvinistic impulses." Long
before the rise of Stalin, however, "the belief that Russia was destined to
provide ideological regeneration for the decaying West had been propa-
gandized by conservative as well as radical theorists. . . . For this dream
people proved willing to die resisting the counterattacks of the old order
during the Civil War." Thus, Stalin found some elements of xenophobia in
the original Bolshevik ideology. Jeffrey Brooks detected in the mass con-
sciousness an unwillingness to accept the official ideology of synthetic
xenophobia in the 1920s.95 In view of the pervasive identification of
capitalism with foreigners before 1917, however, this dichotomy appears
unduly sharp.
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The self-proclaimed Marxist regime that ruled the Soviet state for
seventy-four years so intensified the anticapitalist mentality that few Sovi-
et citizens, historians included, found it possible to contemplate capitalism
with any degree of intellectual objectivity. By the time Gorbachev legit-
imized economic initiative from below, no one understood the function-
ing of a mature capitalist economy. This ignorance provided a fertile field
for the resurrection of nationalist (as opposed to Marxist-Leninist) cri-
tiques of capitalism at the end of the Soviet period.

A general critique of modernity emerged in Russia in the 1970s and
grew stronger in the following decade. Writers known as the "partisans of
renaissance" (vozrozhdentsy), including emigres of the stature of Aleksandr
I. Solzhenitsyn and Igor Shafarevich and novelists and artists in the USSR
such as Valentin Rasputin, Vasilii Belov, and II'ia Glazunov, called for a
return to Russian traditions and a rejection of both Soviet international-
ism and American capitalism. Their attacks on the negative aspects of
American life—the alleged "secret dictatorship of capital," the narrowness
of the political spectrum under the domination of two parties, the "psy-
chedelic and sexual revolutions," and "the devouring spirit of mercantil-
ism"—echoed the puritanical and anticapitalist rhetoric of the early Bol-
sheviks and, indeed, the prerevolutionary Russian xenophobes, both
radical and reactionary. Most importantly, the partisans of renaissance
rejected capitalism on religious grounds even before it had begun to reap-
pear under Gorbachev. Feliks Karelin wrote in 1981 that capitalism was
destroying Christianity in western Europe and the United States.96 This
attitude drew heavily on the long tradition of Russian anger against hu-
miliation at the hands of foreigners, a major theme of the immensely
popular nationalist writer V. Pikul', whose historical novel Slow i delo
(Word and Deed) chronicled the alleged "dominance of foreigners" (zasil'e
inozemtsev) typified by the "rule of Biihren" (Bironovshchina) in the reign
of Empress Anna Ivanovna (1730-40).97

The xenophobic current grew stronger during the general crisis of
confidence that swept through Russian society during the era of per-
estroika. Under glasnost, various opponents of reform resorted once again
to the familiar caricature: domestic enemies serving the interests of for-
eign enemies. The leaders of the conservative wing of the Soviet Commu-
nist Party—Egor K. Ligachev, Vladimir A. Kriuchkov, and Valentin S.
Pavlov—warned against cooperation with Western businessmen on the
grounds that they acted as spies and threatened Soviet society with the
contagion of capitalism. Anders Aslund stressed that Ligachev's devotion
to socialist morality was "intertwined with vivid anti-western senti-
ments. . . . He seems fascinated by the competition between the Soviet
Union and the West, between socialism and capitalism, between collectiv-
ism and individualism." To the economic historian, perhaps the most
striking aspect of these accusations, apart from their preposterous exag-
geration, was the strong element of continuity with the prerevolutionary
xenophobia of the Slavophile capitalists. When in late 1989 the Commu-
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nist Party leader Ivan K. Polozkov attacked the newly legalized coopera-
tive movement as "a social evil, a malignant tumor" that must be extir-
pated, by illegal means if necessary, he echoed the rhetorical condemnation
of foreign capitalism as an alien force enunciated by the Moscow mer-
chants nearly a century before.98 (The resort to the identical image of
poisonous and malignant tumors in the 1890s and 1989 demonstrates the
emotional power of biological metaphors characteristic of reactionary na-
tionalism worldwide.)

The concept of capitalism as an essentially foreign phenomenon con-
tinued to fuel popular resentment against the new forms of Russian cap-
italism that emerged under Gorbachev. Considerable resentment against
newly arrived corporations, including McDonald's, Rank Xerox, and
Coca-Cola, became evident even before the collapse of perestroika. Joint
ventures, which often limited their activities to the extraction of Soviet
raw materials because of currency restrictions, became, in Marshall Gold-
man's words, the targets of "critics and nationalists" who saw in such
concessions "the foreigners' rape of the Soviet Union."99

Under a banner that proclaimed "Russia: My Motherland," several
thousand nationalists in Moscow in 1990 cheered Nina Andreeva, a lead-
ing defender of the Stalinist legacy. She identified twin evils: the "counter-
revolutionary and anti-people" policy of perestroika and the mortal threat
from the West, which was allegedly "'infecting' the 'Russian motherland'
with everything from AIDS to pornography." In her famous defense, two
years before, of Stalin's alleged achievements, Andreeva warned of the
danger posed by "potential Soviet millionaires" and other entrepreneurs,
"demolishing young people's spiritual world with masterpieces imported
from 'the other side', or home-grown imitations of mass culture."100

With similar exaggeration, Lt. Col. Viktor Alksnis, chairman of the
reactionary "Union" (Soiuz) faction in the Soviet legislature, defended
Stalin's economic dictatorship on essentially nationalistic grounds. "'You
cannot blame everything on the command system,' he was quoted as
saying in late 1990. 'Whatever its obvious minuses, it enabled us to restore
our ruined economy in the five years after World War II.'" (The closely
related argument that the. Soviet economy, despite its inefficiencies, at least
prepared the country to meet the onslaught of the Nazis in World War II,
appeared often in both journalism and the specialized literature, even in
the West. This example of the philosophical fa\la.cy post hoc, ergopropter hoc
received definitive refutation in a recent quantitative study.)101

The most extreme strains of reactionary nationalism and anti-
Semitism emanated from bands that bore the name Pamiat (Memory), the
organizational history of which included a scries of splits and mutual
recriminations typical of fringe groups everywhere. Factions of Pamiat
explicitly denounced multinational corporations as tools of the alleged
international Jewish conspiracy directed at Russia. The most outspoken
contingent, led by a leather-jacketed photographer, Dmitrii D. Vasil'ev,
appeared "not so much politically as socially and culturally anti-Western."
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Like the Nazis, whom they resembled in their thuggery, black shirts, and
"red flag with a white circle in it," Vasil'ev and his followers rejected
capitalism as spiritually rotten.102

Vasil'ev explained the origins of the Russian Revolution in prose
devoid of scholarly moderation. Jews and European governments had
conspired to bring the Bolsheviks to power, he claimed. "Having sown
panic among the deceived masses by means of a beastly terror, the repre-
sentatives of the Jewish nation led the criminal coup \ferevorot} in Russia
according to the world-wide conspiracy, in which the Entente [Western
powers] participated." The horrors of the Russian Revolution, including
the overthrow of tsarism, the repudiation of Stolypin's land reform, and
the ultimate mass murder of the Russian peasantry, represented "a deliber-
ate crime [designed] to annihilate a great power and its mighty people; to
turn our country into a colonial producer of raw materials for transnation-
al corporations controlled by Zionist capital; and to impose unprece-
dented exploitation, which reduced nations to slavery."103

Vasil'ev attacked the restoration of capitalism in Russia, allegedly con-
trolled by Jews; denounced all cooperatives that exploited workers; de-
manded reparations for Russia from Israel and "Jewish-owned multina-
tional corporations and banks of the entire world"; and rejected
Gorbachev's political reforms, which allowed democratic parties to tri-
umph, allegedly with massive financial support from cooperatives. In a
tape-recorded statement on August 16, 1990, Vasil'ev claimed that Zion-
ists had inflicted National Socialism and World War II on the world.104

The appeals of such conspiracy theories were strong throughout East-
ern Europe in the wake of the collapse of the Soviet empire. Post-
Communist Romanian nationalists resorted to precisely this mixture of
"xenophobic, anti-Semitic, anti-Gypsy, and anti-Hungarian rhetoric, in-
flaming public opinion against other nationalities. They also adopt the
time-honored language of opposition to Europe, used since the nine-
teenth century all over the region to resist both penetration by western
capital and the dislocating introduction of western political forms." By
inculcating fear and hatred of "class enemies, saboteurs, or traitors" and
blaming all problems on "external 'aliens'," the Communist regime in
Romania "produced specific conditions in which scapegoating has
emerged as an effective political tactic." The new nationalist rhetoric
linked Gypsies to theft, illegal commerce, and unearned income from trade
and Jews to the principles of private property, international capitalism,
and democracy.105

The persistence of the idea of Russian moral superiority was evident
in a statement by Mikhail F. Antonov, a leading Russian nationalist, in
1990: "Let other countries surpass us in the technology of computer
production. . . . But only we can provide an answer to the question: Why?
For whose sake? We arc the only legitimate heirs to the great, spiritual
Russian culture. The saving of the world will come from Soviet Russia."
An American journalist paraphrased the economic views that flowed from
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this attitude in these terms: "Russian nationalists are against free markets,
wealthy entrepreneurs and free trade zones that they believe will make
Russia a colony of multinational corporations. They are against the 'video-
player culture'." The residual anticapitalism of Marxism-Leninism found a
sympathetic audience among angry workers organized by the Leningrad
Communist Party: "speaker after speaker railed against 'millionaires' and
Westernizers [in] an orgy of populism with Russian nationalist
overtones."106

So powerful had this tendency become that Gorbachev himself re-
sorted on occasion to the familiar rhetoric of xenophobia. In an angry
outburst against the newspaper Glasnost' (Public Discussion), which called
for the democratization of Soviet society at a pace too rapid for Gor-
bachev's taste, the Soviet leader claimed that the paper's editor, Sergei
Grigor'iants, "is tied not only organizationally but also financially to the
West, that his constant visitors and guests are Western correspondents.
Therefore, people think of him as some kind of alien phenomenon in our
society, sponging on the democratic process." In terms that could have
come from Pmvda in 1937, Gorbachev resorted to a familiar but sinister
biological metaphor: 'There are such parasites living off healthy organisms
and attempting to harm them."107

Thus, the complex of ideas labeled here as "economic xenophobia"
grew out of the long tradition of xenophobia in Russia and Eastern Eu-
rope, not only in the recent Soviet past but also in centuries of imperial
history prior to World War I. The ease with which the opponents of
perestroika resorted to the specter of evil foreign capitalism is understand-
able in view of the prominence of what we may call "political xenophobia"
in Soviet culture. For example, Andreeva's speech of March 1990 equated
evil forces in Soviet society with the external enemy. This attitude appealed
to virtually all social groups in Soviet society, from the workers, peasants,
and entrenched Communist bureaucracy to the anti-Semitic right. Need-
less to say, economic xenophobia constituted a major obstacle to the emer-
gence of a democratic and capitalist society in the last decade of the
twentieth century.



Conclusion: Varieties of
Russian Capitalism

Path dependence means that history matters.

Douglass C. North1

Before examining the institutional patterns that seem likely to determine
the evolution of Russian capitalism in the future, it is appropriate to
review the four main patterns in the development of corporations in
Russia under the tsarist regime and in the late Soviet period. First, despite
the familiar Leninist formulas of "finance capitalism," "monopoly capital-
ism," "state-monopoly capitalism," and the like, capitalism remained
weakly developed in Russia. The small numbers of corporations, especially
on a per capita basis in comparison to the major European countries
before 1914, reflected the ambivalence of the imperial government toward
the intrinsic dynamism of capitalism. Although the tsarist government
granted favorable treatment to large companies in the form of high import
tariffs, massive financial subsidies to railroads, and lax enforcement of laws
against cartels, it refused to allow incorporation by registration and main-
tained bureaucratic tutelage over all the key capitalist institutions: corpo-
rations, exchanges, and business organizations.

Second, capitalist institutions tended to cluster in the largest cities of
the empire. Huge factories in cities and industrial villages held within a
small space thousands of workers capable of violent action, while the vast
majority of the population of the empire had no direct experience of the
operation of corporations, either as workers or as managers.

Third, the corporation came to Russia as a fully mature institution,
having evolved over the centuries in the distinctive cultural environments
of Amsterdam, London, Paris, Hamburg, and New York. Capitalism in
Russia wore a foreign face. The weakness of the native tradition of entrc-
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preneurship, except in small and unincorporated enterprises such as textile
workshops, meant that leading positions in the most dynamic sectors
tended to be occupied by managers trained in the culture of European
capitalism—foreigners, Jews, Germans, Poles, Armenians, and only occa-
sionally Russians—or by former bureaucrats, military men, and courtiers,
a significant percentage of whom turned,their contacts in the imperial
ministries to fraudulent ends. The ease with which unscrupulous corpo-
rate managers cheated stockholders and customers appeared to justify the
maintenance of restrictive legislation, at least in the minds of bureaucrats,
such as Reutern and Witte, who insisted that economic growth and corpo-
rate development remain under strict governmental supervision.

These patterns emerged once more in the brief period of reform under
Mikhail Gorbachev in the late 1980s. Cooperatives proliferated in 1987—
90, but the total reached only 193,400 in mid-1990, and the corporate
law of 1990 came too late to permit the proliferation of corporations
before the USSR collapsed. Cooperatives and corporations developed
according to clear geographic patterns. As in the tsarist period, corpora-
tions clustered in the capital and other large cities to avail themselves of
three rare factors found there: bureaucratic sponsorship, investment capi-
tal, and managerial expertise. The essentially foreign nature of production
and distribution oriented toward a free market—a weak tradition in
Russia before 1914 and an illegal one for more than fifty years after
1932—meant that the Soviet corporate elite would be drawn from the
ranks of former criminals in the underground economy and former bu-
reaucrats, few of whom evinced any respect for legality or the ethical
norms of modern capitalism. Indeed, the strongest parallel between the
tsarist and late Soviet periods consisted in the prominent role of former
bureaucrats in the corporate elite, a feature unusual in the history of world
capitalism outside the Third World in our century.

Finally, the numerical weakness, geographical concentration, and for-
eignness of corporations in both periods produced a predictable cultural
impact: widespread revulsion against what appeared to many subjects of
the tsar and the Soviet regime as an insidious economic threat from the
West, aided by a handful of compliant Russians. Capitalism spurred re-
sentment among millions of Russians who disapproved of the great wealth
of corporate managers, considered corporate economic power morally
suspect, or feared that corporations threatened their economic survival.
Under torture, thousands of victims of Stalin's purges confessed to the
crimes of espionage and plotting to break up the Soviet Union, allegedly
at the behest of European intelligence services. These confessions rein-
forced the identification of alleged enemies of the Soviet regime with
agents of international capitalism.

To the official Soviet condemnation of capitalism Marxism contrib-
uted important ideological elements. These included the allegedly scien-
tific reasoning of nineteenth-century economics and the Utopian claims of
socialist morality. Still, to the cultural historian of Russia, the most strik-
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ing feature of the political ideology of the late Soviet regime was its
enormous debt to the Russian xenophobic tradition. From the refusal of
the tsarist bureaucracy to relinquish the concessionary system of incor-
poration to the great anticapitalist riots that swept through the cities and
villages of Russia in 1917, resentment of corporate capitalism because of its
alien nature pervaded all segments of Russian society, except the most
cosmopolitan members of the tiny liberal intelligentsia and the few thou-
sand persons who comprised the corporate elite.

New corporations had barely begun to emerge under Gorbachev be-
fore the collapse of the Soviet state in 1991. Since then, economic and
political institutions inherited from the past have evolved so rapidly that it
is difficult to predict how the institutional environment will affect the
development of corporations. Cultural inheritances from the past, partic-
ularly ideological notions of Russia's place in a hostile world, promise to
exert a significant eifect, however. Just as Japanese capitalism, even under
the American occupation after World War II, retained cultural features
specific to that island nation in previous centuries, so Russian capitalism
will inevitably bear the mark of its past as managers, workers, and peasants
remain imbued with distinctive values common to both the tsarist and
Soviet ideologies.

The Russian economy now has considerable scope for change in a
variety of directions, but the importance of ideology promises to remain
great in the near future. In their analysis, foreign observers must resist the
temptation to prescribe a given economic or political model rooted in the
distinctive historical circumstances of other countries, an intellectual exer-
cise both presumptuous and futile. As Ralf Dahrendorf recently observed,
"American-style capitalism is only one way forward; few countries any-
where have opted for it." Within a system of constitutional liberties, "there
are a hundred ways" to organize a society, "a nightmare for the conceptual
purist."2 At the other extreme, however, economic and moral relativism
offers no clearer guide to the future than does ethnocentrism. Some paths
of evolution entail more economic waste, political repression, and needless
human misery than others. Without attempting to prescribe or predict the
precise form that capitalist institutions will take in Russia in the decades
ahead, the economic historian can distinguish several likely directions of
evolution.

Daniel Yergin and Thane Gustafson recently examined these possi-
bilities. Their description of "Capitalism Russian-Style" in the early
twenty-first century, congruent with the analysis given here, stressed the
likelihood of uneven development among sectors and regions, the per-
sistence of a large underground economy, continued dependence on the
state for subsidies and credits, and ambivalence toward the West.3 Al-
though Yergin and Gustafson did not use the term, their scenarios embod-
ied to some extent the concept of path dependence elaborated by North.
The ultimate inspiration of the tripartite analysis offered here is the elegant
Weberian analysis of the Soviet system laid out four decades ago, shortly
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after the death of Stalin, by Barrington Moore, Jr.4 No system in the
Russian past, whether that of Witte in die 1890s or of Bukharin in the
1920s, inspires confidence as a model of exceptional economic dynamism
or efficiency. However, patterns of economic behavior that predominated
in the near or distant past deserve consideration as possible models for the
future.

The historical weakness of Russian capitalism stemmed largely from
the failure of the tsarist state to create a hospitable legal environment, one
that would protect rights of property, enforce contracts, and reduce the
level of bureaucratic corruption, for example. Heirs to the autocratic tradi-
tion, the rulers of the post-Soviet Russian state have failed so far to create a
firm system of legality. Securities and exchange laws, for example, scarcely
exerted any influence, and no central statistical index existed to reflect the
state of the stock market in the early 1990s. The legacy of Marxist-Leninist
contempt for bourgeois legal norms remained strong despite the collapse
of the Soviet regime.

To make matters worse, the venality of the bureaucracy of the late
Soviet period, which continued the long tradition of Russian corruption,
intensified as rampant inflation in the early 1990s destroyed the purchasing
power of paltry state salaries, to the point that "low salaries encourage
bureaucrats to over-regulate, so as to be bribed." The reduction of whole-
sale corruption appeared to be a major prerequisite for the flourishing of a
modern corporate culture, the more so because businessmen from the
United States were forbidden by U.S. law from paying bribes in foreign
countries, but no diminution of the phenomenon appeared likely. Equally
ominous was the extortion inflicted on fledgling corporations by organized
crime syndicates, which routinely resorted to murder and arson to extract
protection money and policymaking positions on corporate boards. In
1993, ninety-four entrepreneurs were murdered, presumably in connection
with extortion at the hands of organized crime. Early the following year,
one Russian agency estimated that three-quarters of all businesses paid
between 10 and 20 percent of their earnings to organized crime and that
150 gangs controlled 40,000 private and state companies and most of the
1,800 banks.5

The institutional environment inherited from the past, particularly the
lack of firm legal norms, can be expected to evolve only slowly. In a recent
analysis of the economies of North America and South America after their
liberation from the political control of Britain and Spain, respectively,
North noted that the two areas evolved along highly divergent paths
despite the resemblance, in purely formal terms, between the constitution
of the United States and those of the newly independent Soudi American
states. "In the case of Latin America, an alien set of rules was imposed on a
long heritage of centralized bureaucratic controls and accompanying ideo-
logical perceptions of the issues." Gradually, bureaucratic controls smoth-
ered "federal schemes and efforts at decentralization" in Latin America.
The bureaucratic environment produced "neither political stability nor
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consistent realization of the potential of modern technology." In these and
other Third World countries, North noted, the existing institutional
structure

tends to perpetuate underdevelopment. With insecure property rights, poorly
enforced laws, [high] barriers to entry, and monopolistic restrictions, the
profit-maximizing firms will tend to have short time horizons and little fixed
capital, and will tend to be small scale. The most profitable business may be in
trade, redistributive activities, or the black market. Large firms with substan-
tial fixed capital will exist only under the umbrella of government protection
with subsidies, tariff protection, and payoffs to the polity—a mixture hardly
conducive to productive efficiency.6

Precisely this pattern took shape in the successor states of the Soviet
Union in the early 1990s, as entrepreneurs found it impossible to pursue
their dreams and lapsed instead into speculation. In early 1992, a Russian
businessman bitterly told of his failure to produce classical music record-
ings, his recent passion:

"I don't make records anymore," he said matter-of-factly. "Now I'm a trader. I
export timber, and in France and several other countries I buy chocolates and
perfumes—whatever I think will sell in Moscow. This is the only kind of
business that can succeed here now. . . . My case is very typical," he contin-
ued. "There is only one form of business that makes money now in Russia:
speculation, not production."7

How the institutions of Russian capitalism will develop in the new
political environment is impossible to predict, but three distinct paths of
evolution appear possible. These can be called the reformist, reactionary,
and statist varieties of future Russian capitalism. The goals of these three
ideal types of capitalism are so different as to be mutually incompatible.
The distinctions among them are based on real historical experience, not
imaginary criteria, so that an evolution in one direction requires the weak-
ening of the other two.

The rivals for control of economic policy in the early 1990s were the
reformers, led by Egor Gaidar, Anatolii Chubais, Boris Fcdorov, and Gri-
gorii lavlinskii; the reactionary politicians, of whom the Liberal-
Democratic leader, Vladimir V. Zhirinovskii, became the most prominent
as a result of his strong showing in the parliamentary elections of Decem-
ber 1993; and the partisans of continued state control, led by Prime
Minister Viktor Chernomyrdin and the most prominent spokesman for
heavy industry and the military bureaucracy, Arkadii Vol'skii of the Civic
Union party and the Union of Entrepreneurs. Which of the three tenden-
cies eventually predominates will depend on the institutional environ-
ment, in Professor North's terminology, that emerges as a result of politi-
cal decisions made in the next few years by the Russian president, his
advisers, and the contenders for political power in the bicameral legislature
elected in December 1993.

Differences between these tendencies become intelligible when seen in
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comparison to the two varieties of Russian corporations that prevailed in
the late tsarist period, those of the joint-stock company and share partner-
ship. (See Table 6.1.)

The first two rows recapitulate the main features of Russian corpora-
tions at the end of the nineteenth century, discussed at length in Chapters
2, 3, and 5. Although the notorious arbitrariness of the tsarist legal system
and the many restrictions on the mobility of peasant labor imposed by the
Emancipation Statute of 1861 limited the possibilities of capitalist enter-
prise in both forms, managers of joint-stock companies adopted those
aspects of capitalism that the bureaucratic state could not restrict—
economic calculation, modern technology, large capital investments, and
the public sale of stock—more readily than did the merchants, who pre-
ferred share partnerships as a means of perpetuating their generally family-
centered businesses.

Post-Soviet reformists appeared eager to embrace all six elements of
Weber's definition of capitalism. In contrast, the reactionaries scored even
lower in 1990 than did the managers of share partnerships a century
before. The statists, who stood midway between the other two, exhibited
an ambivalence toward all aspects of modern capitalism, except modern
technology.

The reformists sought a high degree of integration into the world
economy. To attain it, they favored policies aimed at deriving maximum
benefits from comparative advantage in the international division of labor.
This required an effort to create and maintain a convertible currency
despite the considerable hardships that fiscal and monetary discipline
would inevitably impose on much of the population. In contrast, reaction-
aries sought the maximum possible restriction of the effxts of corporate
capitalism for the sake of economic xenophobia. They demanded legisla-
tion to limit contacts with the outside world and to favor Russians at the
expense of foreigners and members of ethnic minorities in the former
Soviet Union. Finally, statists endeavored to buttress the traditional eco-
nomic power of the state and favored traditional forms of its tutelage over
labor, management, the military, students, and pensioners. Although the
statists expressed less hostility to non-Russians on purely ethnic grounds
than did the reactionaries, the statist approach entailed the retention of
many bureaucratic controls on key industries, strategic raw materials, and
the transport system, all of which were typical of the tsarist regime and the
Soviet state of the 1920s.

The reformers derived substantial advantage from the collapse of the
Soviet censorship system and other reforms of the era of percstroika. The
foreign nature of the corporation appeared to pose less of an obstacle than
in the past because of the generally high level of literacy in the Russian
population inherited from the Soviet period. Also, the adoption in 1990,
for the first time in Russian history, of the principle of incorporation by
registration boded well for the proliferation of new corporations and other
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enterprises. The appearance of new business schools modeled on those in
the West also presaged a rapid increase in the number of managers trained
to current international standards. However, the lack of a corporate busi-
ness terminology in Russian indicated the great dimension of the chal-
lenge. Also, whether the skills of corporate entrepreneurship could be
rapidly taught in the context of general corruption and the weak legal
tradition remained to be seen. Although some corporate managers in-
vented the rudiments of rational-legal procedures on the enterprise level,8

the absence of national legislation conducive to corporate enterprise posed
immense obstacles. The reformist score in Table 6.1 was therefore less than
perfect.

Another aspect of the post-Soviet economy also favored the re-
formers: the capacity of Russians to adapt to foreign ways. Some prece-
dents already existed. Pepsi-Cola, introduced from the United States more
than two decades before, had become a familiar sight on Russian tables.
Other American foods, such as Coca-Cola and Snickers candy bars, which
seemed so alien as to prompt fears of foreign contamination in 1993, may
well gain acceptance.

Still, foreign corporate managers faced the challenge of demonstrating
to suspicious Russians that integration into the world market need not
entail gains for foreigners at the expense of long-suffering Slavs. Partic-
ularly unwelcome was the kind of arrogance expressed by the German-
Swiss businessman Ernst Jenny in 1919: "Just as the Varangians were once
summoned, so it is still true today: 'The Russian land is great and rich, but
there is no order in it!' The German is the organizing and productive
intelligence [derordnende undfdrdernde Geist] in Russia and will remain so.
Nature is stronger than the obstinacy of the jealous masses."9 Referring to
the Varangians, who arrived in the Novgorod region from Scandinavia in
the ninth century A.D. and took a leading role in the creation of the first
Russian state, Jenny quoted a famous sentence from the Novgorodian
chronicle. However, the notion of simple Slavs incapable of governing
themselves without the assistance of Germans was an eighteenth-century
stereotype based on notions of nationalism that did not exist in early
Russian history.

The need to avoid obnoxious stereotypes while making accommoda-
tions to the realities of Russian culture has a direct application to the
recruitment of both workers and managers. Historical experience may
prove relevant for foreign managers seeking to overcome cultural dis-
parities between the Western corporation and the Russian work force.
Prior to the revolution, the managers of International Harvester, the larg-
est foreign company operating in Russia, discovered a way to overcome
the notoriously low productivity of the semi-peasant work force. In 1910,
International Harvester obtained a geographically remote industrial site,
the former factory of the New York Air Brake factory at Liubertsy, twelve
and one-half miles east of Moscow, on the Moscow-Kazan Railroad.
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There, the company recruited unskilled workers directly from neighboring
villages, paid a slightly higher wage than normal, and trained workers in
American techniques.10

This pattern reappeared in the early 1990s, as managers of new enter-
prises "agreed that teaching new skills is easier than breaking old habits."
Capable workers could be found, and productivity could reach European
standards, but only if managers offered suitable training, high wages,
clearly defined incentives, and good working conditions. The key to a
productive work force in Russia, according to the director of a Russian-
Canadian joint venture, lay in avoiding experienced workers. "We hire
only people who have never worked for the state. And they must be under
forty. Everyone else has learned bad work habits which are almost impos-
sible to correct." His counterpart, the manager of a joint venture with
Germany, concurred in the negative assessment: "The generation of
people over forty is lost for enterprise."11

As for managers, the way to mutually beneficial cooperation may well
lie in the recruitment of experts like the "old Russian hands" employed by
leading European corporations before 1914. These men brought to their
positions not only proficiency in engineering techniques but also "great
Russian experience, a profound knowledge of the country, and a mastery
of the Russian language." Few foreign industrialists in the Russian Empire
possessed this rare combination of skills. In the several decades that were
required for Russian managers to gain expertise in European techniques,
French and Belgian corporations assigned their own experts to the boards
of Russian banks, cartels, and large companies, primarily those headquar-
tered in St. Petersburg. There, having become "largely assimilated into Rus-
sian [economic] life," these experts gradually worked out "the solution to
the challenge of effective management" with inadequate managerial talent:
"widespread use of Russian personnel under a tiny handful of experienced
top foreign directors. This gave the foreign firm the necessary balance."12

Third, the introduction of principles of business behavior capable of
creating prices that reflected real opportunity costs appeared to depend on
a major break with the tsarist and Soviet policies of economic tutelage by
die state. In this regard, foreign capitalists can make a crucial contribution.

However, European, American, and Japanese corporations contem-
plating operations in the post-Soviet economy would do well to ponder
the depth of Russian xenophobia, particularly its implications for resis-
tance to foreign capitalism. An opinion poll of managers and workers in
state, privatized, and private enterprises in four Russian cities in mid-1992
revealed that few—between 1 and 18 percent—would have preferred to
work in a cooperative and only slightly more—between 3 and 20
percent—favored corporations, even those that lacked foreign participa-
tion. A clear sign of change was that a significant minority, above one-
fifth, preferred to work in some kind of joint venture, meaning one with a
foreign partner.13 Taken as a whole, however, these data suggested that
the corporate form of business remained unfamiliar and therefore exotic
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and distrusted. Even Anatoli! Sobchak, the liberal mayor of St. Petersburg
and a partisan of economic reform, predicted that corporations in his city
would eventually be owned not only by private individuals but also by
"banks and local government bodies," which would seek to balance "the
interests of society and the workers" in keeping with the tradition of
"Russian idealism and collectivism."14

Finally, it is essential to recognize that economic processes themselves
have cultural consequences. As North observed, "fundamental changes in
relative prices will gradually alter norms and ideologies, and the lower the
costs of information, the more rapid the alterations."15 The sudden expo-
sure of the post-Soviet economies to the harsh realities of the world mar-
ket has threatened for all time the ideology of insularity that flourished
under tsarist and Soviet autarchy and buttressed it in turn. Historical
examples can be found for the gradual fading of xenophobic notions of
victimization by foreigners, under the influence of mutually beneficial
economic integration, as stressed by the Mexican historian Aguilar Camin:

The elite is bilingual, ten per cent of our population lives in the United States,
and . . . our greatest authors were weaned on United States authors. Perhaps
the United States is the enemy, but is is also our big opportunity, and, while I
think that with the free-trade treaty we will have more fights than ever with
the United States, these will be about things like tomato and broom quotas,
and not about the twisted rhetoric that for years had us saying fantasizing,
idiotic things on the order of "They have the know-how, but we have
civilization."16

The Russian-German relationship might well have evolved in this direc-
tion had World War I not intervened. A second opportunity now exists, as
a recent survey of public opinion found that hostility toward the market
was inversely correlated with youth and educational attainment.17

Interviewed in April 1992, Egor Gaidar, the deputy prime minister in
charge of economic reform, insisted that Russians need not feel threatened
by foreigners because

Russia is very large. It is hard to feel threatened by a possibility that, say,
Germany or France will buy up the entire country. . . . We can get large
amounts of western investment. We are also different from East Europeans.
We don't have so much xenophobia. The social and political problems con-
nected with foreign investment are easier here than, for instance, in Poland,
which is preoccupied with its relationship with Germany.

This optimistic view required qualification, however, especially in view of
the brevity of Gaidar's own career as an economic reformer. Indeed, his
enthusiasm for the allegedly universal benefits of free markets and private
property recalled the devotion of Russian academic economists to the
principle of free trade in the mid-nineteenth century.18 Political dangers
lurked in the government's frank admission of economic backwardness in
both the tsarist and post-Soviet periods. Opting for a Western model of
economic development required acknowledging Russian backwardness, a
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most unpleasant political and cultural action. Economic reformers en-
countered political resistance from the many Russians who refused to
accept Western norms, including economic ones, out of a sense of cultural
pride. The Slavophile tradition, for example, rejected the notion of Rus-
sian backwardness and instead praised the uniqueness of Russia. As we
have seen, the tsarist government's adoption of economic policies, espe-
cially low import tariffs, based on the precepts of classical economic theory
aroused intense opposition among Russian manufacturers, who borrowed
from other foreign theorists, such as the American Henry C. Carey and
the Germans Wilhelm Roschcr and Friedrich List, the polemical tools that
undergirded Slavophile capitalism in the Moscow region. Most Russians
resisted even this attempt to base economic development on a selective
borrowing of Western institutions. Economic austerity for the sake of
modernization demanded too high a price in taxes and wounded pride, to
say nothing of the diminution of political power that faced the traditional
agrarian elite as capitalism developed in the late tsarist period. The post-
Soviet bureaucracy faces a similar threat to its legitimacy today.

The tradition of Russian economic xenophobia, which combined ele-
ments of the Slavophile and Stalinist ideologies, remained powerful in the
early 1990s. As the Soviet Union disintegrated, the specifically Marxist
elements of Soviet communism lost their appeal to all but the most conser-
vative dichards loyal to the memory of Lenin and Stalin. Opposition to
capitalism no longer took a Marxist form because Marxism had been
discredited by the regime's failure, in the seven decades following 1917, to
realize the socialist paradise predicted by Marx and Lenin. However, noth-
ing in Soviet culture prevented resentment against the market from taking
the familiar xenophobic turn. Industrial workers and their sympathizers
resorted to xenophobic rhetoric, which, as has been argued here, always
constituted an important clement of Soviet Marxism. At the 1992 May
Day parade organized by the Moscow Federation of Trade Unions, loud-
speakers resounded with a slogan drawn directly from this tradition: "Pri-
vatization: a foreign word for a foreign process!"19

The partisans of reaction articulated a clear vision of their preferences
for the Russian economy. The impulse of Russian politicians to heed the
appeals of industrialists for special tariffs and other mechanisms to protect
weak "infant industries" from lethal foreign competition appeared to pave
the way for the emergence of what may be called "neo-Slavophile capital-
ism," especially as managers stressed their identity as ethnic Russians.
Neoclassical economic theory teaches that high import tariffs for industry,
the favorite economic weapon of the Moscow merchants in the era of the
Great Reforms, cannot soon resolve the problem of Russian economic
backwardness because, by raising prices artificially, they reduce the pur-
chasing power of the very population that they purport to aid.20 Still,
economic xenophobia may well gain the ascendancy in the wake of the
humiliation of Soviet Russia in the late 1980s, as it did after the defeat of
imperial Russia in the Crimean War.
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An indication of this potential appeared in a pamphlet entitled 'The
Path to Russia's Rebirth (A Nationalist and Orthodox View)," by the
Metropolitan of St. Petersburg, loann. This high official of the Orthodox
Church called for a middle way of "economic diversity" (mnogoukladnost'
khoziaistva) to avoid what he called the extremes of "barracks socialism"
and "savage capitalism." He expressed these seemingly innocuous plati-
tudes in the familiar rhetoric of Slavophile capitalism. For example, labor
should be considered "a service having a lasting moral worth, and not as a
means to earn money, become wealthy, or satisfy one's whims." Like all
reactionary theorists, the metropolitan praised "the production of essential
goods and products" while condemning "the commercial intermediary,
who makes a profit by reselling without having produced anything." He
also warned against unnamed "forces hostile to the Russian people." Con-
demning the moral and intellectual tradition of the European Enlighten-
ment, he called for "a categorical rejection of the recognition of the legal-
ity of'the rights of man', which have exerted a fatal influence on society."
The extreme nationalism of this statement was also reflected in the church
leader's insistence that the Russian (Rossiiskoe) state return to "its natural
boundaries," especially by pursuing "the gradual, voluntary [sic] return of
Ukraine and Belorussia" to a union with the Russian Federation.

Lest the reader miss the implicit condemnation of certain ethnic
groups that had occupied the role of commercial middlemen in Russia and
had, in that capacity, attracted hostility in the course of centuries, the
advertisement for Russkii vestnik on the back cover of the pamphlet listed
among the themes of the newspaper "religion, politics, economics, Rus-
sian entrepreneurship [national1 noepredpriminatel'stvo\, the rebirth of the
Cossack people [vozrozhdenie kazachestva], Orthodox education in the
family, and Russian martial arts [russkie boevye iskusstva]." Elsewhere in this
journal, monarchist splinter groups debated the merits of various con-
tenders for the throne of the Romanovs and argued whether or not the
murder of the royal family in July 1918 was carried out according to
Talmudic ritual. Already in 1990, Dahrendorf sensed the emergence of
factors favorable to the rise of fascism in Eastern Europe. "I hate to think
of the combination of military leaders, economic planners, and racist ideo-
logists which might be brought to power by dislocated and disenchanted
groups" in the wake of the collapse of Soviet power.21

Zhirinovskii's Liberal Democratic Party developed many of these
same reactionary themes.22 Some statements in the party's campaign ma-
terials appeared to separate it from fascism: its claim to be "a center-right,
moderately conservative party with a patriotic platform" (22/1); its pledge
to refrain from violent means of struggle and to work within the parlia-
mentary political system (22/1); and its formal endorsement of equal
rights before the law for all persons regardless of ethnicity, ideology, or
religion (22/2). However, its use of code words like "transnational inter-
ests" (8/1) for "Jews" and its contempt for the free market placed the party
on the extreme right of the political spectrum.
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Although he faulted the Soviet government for its division of the
country's territory into nationally distinct republics, a strategic decision
that allegedly exacerbated ethnic tensions and led eventually to the break-
up of the Union (22/4), Zhirinovskii renounced anticommunism in a bid
for support from ten million Russian Communists (22/1). At the same
time, the front page of issue 3 featured an expression of good wishes from
Patriarch Aleksii, leader of the Russian Orthodox Church. This apparently
illogical appeal to Communists, Orthodox believers, and all groups in
between rested, however, on a solid foundation of xenophobic emotion.
In a typical tirade, Zhirinovskii portrayed the United States as the cunning
enemy that had allegedly resorted to subversion, in the form of agitation
among secessionist minority nationalities, to destroy the Soviet Union
(9/1).

To restore control over the rebellious non-Russian republics, he called
for harsh economic measures. For example, he advocated excluding inde-
pendent Estonia from the old Soviet power grid, so that "clever Esto-
nians" would be forced to "read their ancient Estonian books by the light
of the moon" (9/1). He also claimed for the Russian Federation the tradi-
tional role of the Russian Empire as power broker in the Middle East,
particularly as a Christian bulwark against Islam (11/4) and as the domi-
nant economic power in Eastern Europe (22/2).

The theme of subordination of the individual to the all-powerful state
pervaded the party's economic program. "The basis of morality now is
becoming not religion or any moral code but the idea of the nation, to
which everything must be subordinated. Then any anti-Russian religion
or ideology will turn out to be immoral and amoral, and morality will be
defined by only one criterion: the struggle for the freedom of the nation
and the independence of Russia" (1/2). In foreign economic policy,
Zhirinovskii called for government control of all exports and high tariffs
for Russian industry in hopes of winning the domestic computer and
video technology market away from foreigners (4/2), a fantastic dream,
given the failure of Soviet science and industry to keep up with advances
by the United States and Japan in this highly volatile field. In domestic
policy, the Liberal Democrats called for the abrogation of the decree that
authorized "free commerce," meaning trade without the payment of taxes,
and castigated the resale of goods by speculators, which they considered
harmful to the interests of the nation (10/4). In an appeal to both the land-
hunger and anticapitalist fears of the Russian peasantry, Zhirinovskii af-
firmed the right of private ownership of land to those who worked it but
not that of free sale, only the right to bequeath land to one's heirs (8/1).

Several echoes of Soviet policy could be discerned in this economic
program. A state monopoly on foreign trade was needed to stem the
outflow of valuable raw materials. "The government maintains supervision
over [kontroliruet] key sectors of the economy and plans basic productive
indicators." The state should set prices on key goods by manipulating the
tax system and leaving to manufacturers the power to set all other prices;
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"the activity of middlemen [posredniki] in setting prices is restricted"
(22/4). The state should strive to maintain a vast system of social services.
At the same time, however, the crushing economic burden of military
spending must not be lightened. Indeed, Zhirinovskii called for an end
to the conversion of military industry to civilian production (22/2). In
general, private enterprise must serve as a "supplement" to the state-
dominated economy and would be tolerated only if it pursued "national
economic interests" (22/4), a phrase almost identical to "Russian entrepre-
neurship" in Russkii vestnik.

The identification of unfettered capitalism with evil foreigners, the
core of Slavophile xenophobia, appeared clearly in the propaganda of
Zhirinovskii's Liberal Democratic Party. One S. F. Dergunov, who in-
voked the memory of Nicholas II on the seventy-fifth anniversary of his
death, called for the creation of a solid core of patriotic entrepreneurs "to
struggle against the domination of foreign capital, the incipient com-
prador bourgeoisie [a Marxist term of abuse attached to Chinese agents of
European businesses who served their own interests instead of those of the
nation], and the [Russian state] bureaucracy that is selling itself to the
West." Two kinds of capitalists and Yeltsin's government thus stood con-
demned on grounds of treason to the Russian nation. In contrast, "nation-
al capital," animated by a "moral code" based on patriotism, should pay
high wages to workers, raise the standard of living to that of the late Soviet
period within two or three years, "and achieve the prosperity of the coun-
try in the future" (7/2).

The solution to the crisis, Zhirinovskii claimed, lay in the resurrection
of the powerful Russian state. The Liberal Democratic Party's intention
"to introduce protectionist tariffs in defense of the Russian manufacturer
and simultaneously to give tax breaks to enterprises in order to encourage
exports" (13/4) recalled the tariff strategy of the tsarist government from
1822 to 1850 and from 1877 onward. Indeed, to the economic historian
the most important antecedent of Zhirinovskii's economic program ap-
peared to be the tsarist state, staffed by talented individuals of German,
Polish, Finnish, and other nationalities, as well as Russians, and devoted to
the maintenance of a military machine second to none. One of Zhirinov-
skii's supporters, M. P. Burlakov, put the Liberal Democratic economic
program firmly within the old autocratic tradition: "Only patriotic forces,
working with a nationally oriented stratum of entrepreneurs, can put an
end to the tragedy and maintain the imperial order [sokhranit' imperskii
poria4ok\" (8/1). Whether Russian industry could rise to the challenge of
world competition more successfully in the 1990s than it did a century
before remained doubtful, however, owing to the lack of business skills
among the population, a direct result of government repression in both
periods, and the intrinsically stultifying effect of high tariffs on technologi-
cal change.

In the last analysis, the details of the Liberal Democrats' economic
program were less important than the belligerent tone in which Zhirinov-
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skii cultivated the wounded pride of Russians. In perhaps his most ex-
treme statement on economic issues during the parliamentary campaign of
1993, Zhirinovskii declared himself determined that Russians would gain
a place of honor in the world,

not sitting in tanks and eating out of pans, but dining in the proper manner in
the grandest restaurants in Europe and America; that Russian firms would be
the most powerful in Europe; that Gazprom would supply all Europe with
our natural gas and that Agrozim would bury the world with our fertil-
izers; . . . that every black in Harlem would know that it was useless to
compete with the Russian mafia; [and] that every girlie [devchonka] in Austra-
lia would feel physically aroused by the word "Russian" because she would
know that Russians [rttsskie] are the liveliest, the wealthiest, [and] the most
generous [men of all].23

Thus, Zhirinovskii viewed the large corporation not so much as an institu-
tion of productive economic activity than as a means of restoring Russian
prestige in the world, the moral equivalent of a well-run criminal syndi-
cate. His appeal to male youth, couched in the traditional xenophobic
rhetoric of envy and pride and his own inimitable vulgarity, illustrated the
vast distance between the economic program of the Liberal Democrats
and the notion of modern capitalist rationality. The low scores in Table 6.1
assigned to the reactionary tendency, in both the religious and secular
versions, expressed by Metropolitan loann and Zhirinovskii, respectively,
reflect this disparity.

Strong parallels existed between the reactionary version of post-Soviet
Russian capitalism—virtuous entrepreneurship, ethnic pride, religious de-
votion, family solidarity, and physical violence—and the similar ideologi-
cal system articulated six decades before by the Nazis, which contrasted
the allegedly healthy capitalism of Aryans to the dangerous capitalism of
despised minority groups, especially the Jews. This is not to suggest that
Metropolitan loann or Zhirinovskii endorsed genocide for non-Russians.
The counterparts of the Nazi Party in post-Soviet Russia remained tiny
fringe groups. Whatever the many differences between the Nazi and reac-
tionary Russian ideologies, however, they shared a similar approach to
economics. In both systems, the notion of a dichotomy between good
capitalism and evil capitalism rested on purely arbitrary ethnic or political
criteria, not the nature of the economic behavior itself. The reactionaries'
coupling of archaic cultural norms and modern technology also recalled
the Nazi ideology.24

The neo-Slavophile rhetoric exerted some appeal on the new post-
Soviet entrepreneurs. In February 1992, the Congress of Civic and Patri-
otic Organizations, convened to create a new organization of the Russian
right, the Russian People's Assembly (Sobranie—RNS), attracted the par-
ticipation of Christian Entrepreneurs and the Merchants' Guild, as well as
assorted monarchist, agrarian, and Cossack groups. "The meeting was
financed by one of the new stock exchanges." Four months later, 1,100
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delegates of "the right-wing alliance" included former Communists, na-
tionalists, labor unions, and "the new capitalists," led by the head of the
stock exchange in Nizhnii Novgorod. Although the Russian People's As-
sembly had in the meantime distanced itself from Pamiat and Zhirinov-
skii's party, it did not renounce their hostility to the free market and
nostalgia for the imperial tradition, both tsarist and Soviet.25 This pro-
gram had no appeal for the most ambitious and capable of new capitalists,
led by Konstantin Borovoi of the Economic Freedom Party, who threw in
his lot with the reformers.26 For small-scale entrepreneurs eager for public
approval in the highly charged political atmosphere of national humilia-
tion, however, the Russian People's Assembly offered a congenial ideolog-
ical home. The social psychology of Russian entrepreneurs at ease with the
rhetoric of neo-Slavophile capitalism constitutes a fascinating subject for
future research.

The statists enjoyed the advantage of laying claim to the heritage of
the powerful centralizing tendency in Russian politics and economics over
the centuries, specifically the legacy of the Soviet command economy. To
be sure, the degree of the state's economic control declined precipitously
in the early 1990s, largely because of the privatization program directed by
Anatolii Chubais in the initial years of Yeltsin's presidency. Widespread
corruption also reduced the prestige of the old elite in the eyes of the
public. Even before the inauguration of mass privatization through the
voucher system in October 1992, many of the most lucrative enterprises or
their constituent parts had passed into the hands of well-connected bu-
reaucrats under the nomenklatura privatization. Thus, informal personal
and professional ties persisted within the managerial elite, despite the
formal privatization of state assets.

Edward L. Keenan stressed the continuities between the "traditional
political culture" of the tsarist bureaucracy in the early 1890s and the
Soviet party-state from the mid-1930s onward, which finally restored
order after four decades of tumult occasioned by industrialization, war,
and revolution. Both systems of rule remained remarkably "informal, cor-
porate, conspiratorial, risk-avoiding, [and] guided by a pessimistic view of
man and a sense of the nearness of chaos."27 To the extent that the former
Soviet elite strove to maintain its grip on the new levers of political power
in the 1990s—a likely development, given the relatively high quality of
education and executive experience that the nomenklatura brought to the
new economic environment—the role of the state promised to remain
strong in the post-Soviet economy. Indeed, because the political changes
that began in 1985 did not entail a massive social upheaval, the transition
under Yeltsin resembled less the Russian Revolution of 1917 than the
reign of Peter the Great two centuries before, when a flood of regulations
required the old Muscovite elite to adopt new styles of clothing, residence
in St. Petersburg, and the European lexicon of government without, how-
ever, depriving it of the highest offices in the military and civil hier-
archies.28
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The most articulate representative of the statist strategy, Arkadii Vol'-
skii, rose from humble beginnings as an auto worker to positions of
influence in the Communist Party and the military-industrial elite under
lurii Andropov. Vol'skii's profession of faith in the rule of law and equality
of entrepreneurial opportunity placed him closer to the principle of
rational-legal capitalism than to reactionary nationalism. In this spirit, he
condemned the extreme rhetoric of the "Red-Brown" alliance and those he
called "Communofascists," who circulated all sorts of conspiracy theories,
including the claim that the CIA had masterminded the destruction of the
Soviet state.

However, his party's economic program contained elements of eco-
nomic xenophobia, as it called for "a socially oriented market economy" in
contrast to "a violent revolution that would impose an alien experience
and violate the traditions of our country." Vol'skii opposed "shock thera-
py" (as if it had really been tried) and rejected any reforms that might
cause mass unemployment. Instead, he favored a huge state sector, a large
military budget, and indexed pensions. His party boasted of the alleged
accomplishments of the Soviet Union: "a mighty industry and progressive
science, the exploitation of natural resources and the conquest of the
cosmos, the victory over fascism and the struggle for democratic ideals."
His endorsement of "stability and guarantees for the entrepreneur!" repre-
sented an understanding of the importance of firm legal norms in the
capitalist system, but his opposition to the transfer of large enterprises to
corporations and his dedication to wage and price controls kept the score
of the statists in Table 6.1 below that of the most ambitious corporate
capitalists a century before.29

In the early 1990s, neither the reformers nor the reactionaries had
implemented a consistent policy, the former because of resistance from the
legislature and its appointees at the Central Bank, and the latter because of
insufficient electoral strength to capture the levers of state power. In con-
trast, the statists appeared to enjoy a crucial advantage in their resistance to
reform: strong residual support among much of the population for the
centuries-old tradition of bureaucratic control of the economy. At the
same time, however, the erosion of President Yeltsin's power, a result of
the crisis of legitimacy following the armed clash at the Moscow White
House in October 1993, political factionalism in the State Duma, the
military fiasco in Chechnia, and the inability of the central government to
collect tax revenues, has prevented the Russian state from acting as the
successor to the tsarist bureaucracy. Professor North's warning about cor-
ruption, monopolies, and the penchant of small-scale capitalists for quick
profits in commerce under an economic system without firm guarantees
for property and contracts fits the current Russian case all too well. Its
professions of devotion to the principle of free international trade not-
withstanding, the Russian government appeared willing in early 1994 to
protect insolvent enterprises from bankruptcy for the sake of avoiding the
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politically unsavory plague of mass unemployment. The sorry spectacle of
bureaucrats selling off choice mineral and timber rights to foreign corpora-
tions likewise has done nothing to endear the post-Soviet government to
Russians concerned about sinking to the level of an economic colony of
foreign capitalists.

The statists enjoyed a key strategic advantage in their struggle against
the reformers and reactionaries: control of the credit system. Viktor Ge-
rashchenko, who headed the State Bank until October 1994, pursued such
a lax monetary policy that Sachs called him perhaps "the worst central-
bank governor of any major country in history."30 Gerashchenko and the
managers of large enterprises whose interests he served preferred rampant
inflation to the closure of factories and the mass unemployment that
would follow.

The perennial shortage of investment credit in Russia made access to
abundant credit at reasonable interest rates the key to economic survival.
Just as in the decades before 1914, so in the early 1990s the purveyors of
credit enjoyed great leverage. In 1906, George Greaves, an English manu-
facturer of agricultural machinery in Berdiansk, complained to the tsar
than industrialists found it necessary to give customers from nine months'
to two years' credit. Their large loan portfolios imposed financial diffi-
culties, however, because banks, from which industrialists obtained loans,
required repayment in four months, and neither the State Bank nor com-
mercial banks would "discount the farmers' notes at a fair rate." Cash flow
was thus "often insufficient to sustain factory operations." Similarly, in
1992, sociologists "were surprised to find that financing was more often a
serious problem for respondents than either supplies or personnel."31

Large enterprises with access to cheap credit—the Knoops in prerevolu-
tionary Moscow and state enterprises recently favored with long-term
loans from the State Bank—therefore enjoyed a crucial competitive advan-
tage. In both periods, the tendency of wealthy Russians to seek safe havens
for their capital in Europe deprived the economy of much-needed invest-
ment capital. The flight of capital amounted to a billion dollars a month in
mid-1994.32

The immaturity of the capital market also allowed the new banks to
use their control over scarce credit resources as a means of gaining power
over industrial enterprises. By 1993, a familiar pattern of late tsarist cap-
italism had begun to emerge. The managers of two dozen large banks
welcomed Finance Minister Fedorov's announcement that creditors in
future bankruptcy proceedings could receive their unpaid loans in the
form of bills of exchange. As the primary buyers of such bills, the banks
would then enjoy priority in the division of assets in preference to share-
holders. "Russia's leading banks thus have the means to take control of a
large chunk of the country's assets; to be the main supplier of new capital;
and to corner equity trading."33 This trend held out the prospect of
coordination of industry by banks on the German model. In any case, as in
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the tsarist period, the Central Bank remained the dominant force in the
financial system, the ally of monopolies, especially in heavy industry, and
the bane of small firms starved for investment capital.

A Finnish expert writing in late 1991 characterized as "slim indeed"
the possibility of massive infusions of foreign investment capital capable of
transforming patterns of post-Soviet "growth, competitiveness and techni-
cal progress during the next ten years." To the extent that "foreign invest-
ment concentrates only on blue-chip opportunities," which promise the
greatest returns in a highly competitive global economy, "the higher will
be the possibility of a public and political backlash. There is no easy way
out of this dilemma." Thus, the notion that the post-Soviet economy
might become "a locomotive of the world economy" appeared dubious in
the extreme.34

The perennial weakness of capitalist institutions in Russia and the
Soviet Union resulted largely from their overwhelming regimentation by
the autocratic state. To the extent that state control of the economy wanes
in coming years, the vigor of capitalist institutions may be expected to
increase. However, the preponderant role of the state, despite the inherent
inefficiencies of central control, flowed from two strong impulses in Rus-
sian political culture: the determination of the tsarist and Soviet bureau-
cracies to funnel a huge proportion of the country's wealth into a military
machine capable of maintaining a multinational empire on the vast Eura-
sian plain; and, in the Soviet period, the universal yearning for security
against unemployment and other forms of economic uncertainty. The
breakup of the USSR unleashed numerous ethnic animosities in the re-
gion, and the popular demand for economic security persists.

Resistance to market reforms therefore remained strong in the
mid-1990s. The weakening of anticapitalist attitudes instilled by centuries
of tsarist and Communist autocracy—passivity, envy toward superiors and
mistreatment of inferiors, and contempt for the rule of law—would re-
quire not a year or a decade, as some had hoped in the early days of
glasnost, but whole generations; and the total eradication of such attitudes
seems unlikely even in the distant future. Dahrendorf stressed the diffi-
culties in bringing "civil society" to life: constitutional reform might take
six months; economic reform, six years; but "sixty years are barely enough
to lay" the "social foundations" of a firm constitutional order and an
efficient economy.35

One path toward the resolution of these tensions may lie in the ways
that foreigners approach the vast natural resources of the former Soviet
Union. They can seek to turn to their advantage the massive environmen-
tal damage that resulted from decades of irresponsible Soviet industrial
development, though the challenge is great. Russians who flocked to the
banner of environmental protection often condemned both Soviet indus-
try and its counterpart in the capitalist world. Conservative nationalists,
like Rasputin and Solzhenitsyn, who rejected foreign principles, including
international Marxism (originally a German ideology) and corporate cap-
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italism, derived considerable prestige from their laudable devotion to the
preservation of the threatened environment.

For example, in his angry letter to the Soviet leaders in 1973, Sol-
zhenitsyn demanded that Siberia and the Russian North be saved from
further depredation. 'These spaces allow us to hope that we shall not
destroy Russia in the general crisis of Western civilization." Apparently
unaware that the Soviet government had granted numerous concessions to
foreigners in the 1920s, he warned in apocalyptic terms:

And what irony: for half a century, since 1920, we have proudly (and rightly)
refused to entrust the exploitation of our natural resources to foreigners—this
may have looked like budding national aspirations. But we went on and on
dragging our feet and wasting more and more time. And suddenly now, when
it has been revealed that the world's energy resources are drying up, we, a
great industrial superpower, like the meanest of backward countries, invite
foreigners to exploit our mineral wealth and, by way of payment, suggest that
they carry off our priceless treasure, Siberian natural gas—for which our
children will curse us in half a generation's time as irresponsible prodigals.

He also called for a ban on all vehicles in Russian cities, except those
drawn by horses or powered by electric motors: a brilliant, if idiosyncratic,
juxtaposition of the old and the new.36

In a reiteration of these warnings, in 1990, he warned of the danger
posed by foreign corporations.

Western capital must not be lured in on terms that are advantageous to it but
humiliating to us, in come-and-rule-over-us style. There would be no rectify-
ing this later, and we would turn into a colony. . . . Foreign investment must
be permitted on the strict condition that the economic stimulation it intro-
duces will be exceeded neither by the profits exported nor by the damage to
the natural environment.

He specifically opposed giving corporations and cooperatives, especially
those controlled by foreigners, the right to buy agricultural land and to
lease it to farmers. Private property and economic initiative should be
encouraged, but "there should be firm legal limits to the unchecked con-
centration of capital; no monopolies should be permitted to form in any
sector"; and banks must not be allowed "to become usurious growths and
the hidden masters of all life."37 The disparaging reference to the Nov-
gorodians' alleged invitation to the Varangians to "come and rule over us"
came from the same medieval chronicle quoted by Ernst Jenny seven
decades earlier. Likewise, the distrust of banks as incipient usurers re-
flected the powerful Russian tradition of animosity toward financiers.

The explicit xenophobia of these passages, reminiscent of the rhetoric
of Dostoevskii, was tempered by the admission that foreign capitalism
could, under some conditions, make a positive contribution to Russian
economic development. Solzhenitsyn's eloquent plea for cooperation in
the solution of environmental problems provided a hopeful basis for con-
ciliation.
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A cautionary note is essential, however. As Douglas R. Weiner, an
expert on Soviet environmentalism, recently noted, the "hidden history"
of movements to protect nature in Europe and the United States reveals
that they were "closely tied to eugenics, right-wing nationalism, anti-
modernism, Eurocentrism, and anti-Semitism." Stressing die "xenophobic
Russian nationalism and anti-Semitism" of the 'Village writers" in the
USSR in the 1960s, who prided themselves on their devotion to the
environment, he concluded that "political neutrality in scientific discourse
is a myth."38 In 1993, Zhirinovskii claimed to oppose unlimited economic
growth on ecological grounds and favored "environmentally safe develop-
ment" in keeping with recommendations of the UN meeting in Rio de
Janeiro the year before. However, his silence on the environmental degra-
dation of the Russian environment at the hands of Soviet authorities, his
criticism of the "rich capitalist countries" for their high levels of energy
consumption, and his call for "a system of ecological restrictions and
regulations" to prevent "anarchy" (a codeword for market forces) betrayed
his opportunistic use of the ecological issue for xenophobic political pur-
poses (1/4). The ecology page in Aleksandr Prokhanov's newspaper
Zavtra (Tomorrow), the successor to Den' (The Day), suppressed in the
aftermath of the failed uprising in Moscow in October 1993, likewise
couched its attacks on Western economic prosperity in the familiar xeno-
phobic rhetoric of the Stalin era.

It seems that the Germans currently lead the world in the application
of "green" industrial technology, but Americans also have distinct advan-
tages, particularly in computer hardware and software, that may well
prove crucial in efforts to maximize economic efficiency, remove toxic
pollutants from the manufacturing process, and design the nonpolluting
industrial processes of the future. American corporate managers seeking to
overcome hostility and distrust toward foreign capitalists in Russia must
convince Russians that market reforms will bring more benefits of modern
technology than detrimental effects. The environmental destruction
wrought by the Soviet economic system, of which the Chernobyl disaster
was only the most visible example, makes environmental remediation one
field in which Western capitalists can make vital contributions.

One of the most lucrative fields of economic activity, however, prom-
ised the opposite. The efforts by American and British companies to manu-
facture cigarettes in the former Soviet republics and Eastern Europe struck
entirely the wrong chord. The attachment of Russians and other former
Soviet citizens to tobacco comes as no surprise, given the addictive nature of
nicotine and the decades of state sponsorship of the sale of tobacco, which,
like alcohol, provided significant revenues in the Communist period. The
strong demand for cigarettes and the prospect of high profits attracted
Western tobacco companies to the post-Soviet market. By mid-1992, Philip
Morris had acquired three cigarette factories in former East Germany, and
RJR had bought one in Kazakhstan. By the end of the following year, Philip
Morris was planning a $60-million cigarette factory, Rothmans had chosen
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a manufacturing site, and RJR had created a joint venture, R. J. Petro—all
in St. Petersburg.39 However, the manufacture and distribution of tobacco
products carried the danger of intensified xenophobic resentment, once the
deleterious effects of tobacco consumption on public health became widely
known, as they undoubtedly would in the absence of censorship on the
subject of environmental carcinogens. The negative image of American
capitalists pumping profits out of the Russian economy, already strong in
the case of Coca-Cola and McDonald's, grew more intense as advertise-
ments for American cigarettes proliferated in Russian cities. The political
vulnerability of foreign tobacco manufacturers became clear in mid-1993,
when the Moscow municipal government moved to ban cigarette and
liquor advertisements from billboards, newspapers, magazines, and tele-
vision.40

The contest between the three most likely paths of economic develop-
ment—those of Gaidar's rational-legal economic enterprise, oriented to-
ward high technology and the international division of labor; of Zhirinov-
skii's reactionary isolationism, tinged with traditional Russian
imperialism; and of Vol'skii's state-monopoly tutelage—appears destined
to last for decades. Whether corporate capitalism in the former Soviet
Union will contribute to the political vision of democracy to which Max
Weber aspired, contrary to his dark prediction in 1906, remains one of the
great questions of the historical drama. Historians can offer no tidy agen-
das for economic progress, but the institutional history of Russian and late
Soviet capitalism provides some insights into the complex path that has
brought the Russians and their neighbors to their present historical turn-
ing point.
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The RUSCORP Database

The database contains machine-readable profiles of 4,542 corporations
chartered by the imperial Russian government from 1704 to the end of
1913 and their 14,338 founders. Most of the information is drawn from
corporate charters published by the tsarist government. Supplementary
files describe companies in operation in 1847 (68 cases), 1869 (186 cases),
1874 (433 cases), 1892 (614 cases), 1905 (1,354 cases; 5,243 managers),
and 1914 (2,167 cases; 8,090 managers), excerpted from corporate direc-
tories issued in those years. Companies headquartered in Finland and
outside the empire are not included, except for foreign companies in
operation in 1914 (262 cases).

The six files, divided chronologically into fifty-two subfiles, contain
the following information:

A. Master file. Charter number; date of founding; headquarters; and
company name in English and Russian.

B. Corporations at time of founding. Charter number; type; func-
tions; locations of operations; capitalization; number of shares;
price of shares; option to issue bonds; and restrictions on property
ownership and on ethnicity and citizenship of managers, staff, and
stockholders.

C. Founders. Charter number; name; sex; ethnicity; citizenship; and
social status.

D. Surviving corporations. Financial profiles in 1847, 1869, 1874,
1892, 1905, and 1914.
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E. Managers. Data on managers of surviving corporations in 1905
and 1914, as in file C, except that the citizenship and social status
fields seldom contain specific information because of inadequate
data in the corporate directories.

F. Foreign corporations in 1914. Foreign and Russian names; func-
tion; locations of operations; total capitalization; capital allocated
to operations in the Russian Empire; and name of agent.

In this relational database, files A through E are linked to each other by the
number assigned to the corporate charter in the Polnoe sobmnie zakonov
(1649-1913). File F lacks such numbers.

Interested researchers may obtain a copy of the RUSCORP files and
codebook from the Inter-University Consortium for Political and Social
Research, P.O. Box 1248, Ann Arbor, Michigan 48106-1248. Institution-
al members of the consortium are entitled to receive the materials free of
charge. The consortium's computer tape contains the database in a format
suitable for use on a mainframe computer. The files can also be stored on
twenty-three double-density SV-t" diskettes, ten double-density 3V2" dis-
kettes, or a single Bernoulli cartridge.

In the future, the database can be expanded by the inclusion of addi-
tional information published in a variety of local, regional, sectoral, and
national corporate directories from the 1860s to 1917. The RUSCORP
manual describes the creation of the data files and some of the problems of
determining correct ethnic identifications. In 1847, Nebol'sin ("Akt-
sionernye obshchcstva," 24) noted the existence of several dozen gold-
mining companies in Siberia, but only one of these, founded in 1842,
appeared in the PSZ, indexed under "Siberia"! Such errors in the PSZ may
have prevented the compilers of the RUSCORP database from tracing the
establishment of all Russian corporations. After the Crimean War, how-
ever, the official publications routinely contained all corporate charters,
and the indexes listed them in special sections for "joint-stock companies"
(aktsionernye obshchestva) and "share partnerships" (tovarishchestva no,

paia-kh).
The database reflects both the strengths and weaknesses of the char-

ters and corporate directories on which it was based. The most serious flaw
in the directories for 1905 and 1914 is the lack of information about
railroad companies, which were subordinate to the Ministry of Transport,
not the Ministry of Trade and Industry. The RUSCORP manual's Appen-
dix G describes the techniques used to generate missing capital data for
railroad companies. In the absence of information about railroad manag-
ers, one dummy entry, with unknown sex, citizenship, and social status,
was included for each company.



B

Basic Capital as an Indicator of
Corporate Size

Of the various quantitative values contained in the RUSCORP database,
the most important was that of basic capital. In order to perform basic
computations, including the plotting of trends over time and comparisons
among geographical regions, the compiler of the database needed an unam-
biguous criterion to determine the size of corporations. Economists and
historians use several such criteria, among them the number of employees,
the value of the enterprise's assets, its annual gross sales or net profits, or the
valuation of its stocks and bonds on the exchange. The rudimentary nature
of the statistics available to the compiler ruled out the use of any of these
indicators for the study of Russian corporations. The size of the labor force
appeared in some of the corporate directories, but only in descriptions of
industrial corporations, not banks and insurance companies, for example,
and even then often in vague terms. The published balance sheets of
corporations, containing statements of assets and liabilities, appeared only
sporadically, as did annual reports of sales and profits, so it was impossible
to compile meaningful time series embracing all corporations throughout
the empire in the course of over two centuries. Also, the lack of a uniform
system of corporate bookkeeping caused imprecision in data regarding
profits (Gorbachev, Tova-rishchestva, 225—35). Only a small percentage of
Russian corporations issued stock that circulated on the exchange, and the
aggregate value of these securities rarely appeared in print. No secondary
literature exists on Russian stock-market trends.

An admittedly imperfect criterion formed the basis for all measure-
ments of size in the database and subsequent computations: the basic
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capital of the corporation. Each corporate charter contained a statement of
the authorized capitalization of the new enterprise. (For the few cases in
which the charter lacked such a figure, the compiler generated an estimate
based on comparisons with similar corporations founded in the same
region at approximately the same time. These are presented, with the
rationale for their computation, in Appendix F of the RUSCORP manu-
al.) It became necessary to choose a standard ruble of account that would
serve as a common denominator among the various rubles mentioned in
the charters and directories (gold, silver, credit, or assignat), each of which
had its own value at a given moment, so that totals in a given year and
comparisons over time would be expressed in terms of a single monetary
unit. (On these methods, covering the period from 1769 to 1914, see
Owen, "Ruble of Account"; Appendix C of the RUSCORP manual con-
tains the ruble conversion tables for the period 1801—1914.)

This system has several imperfections. First is the lack of any adjust-
ment for inflation or deflation over time. In the absence of a readily
available table of conversions, all ruble values in the database and the
present study remain specific to a given year. Perhaps in future analyses in
Russian business history it will be possible to make computations in terms
of 1897 or 1913 prices.

Second, the ruble figures in the charters and corporate directories
indicate only the authorized capitalization of each enterprise, not the actu-
al value of its stock or of its marketed shares. Still, the capitalization figures
in the RUSCORP database, drawn from thousands of charters and entries
in corporate directories, appear valid because corporations with modest
activities—restaurants, beet-sugar plants, and small manufacturing facto-
ries, for example—typically had low levels of capitalization, ranging from
100,000 to 500,000 rubles. In contrast, the most ambitious projects—
railroads, steamship lines, coal mines, locomotive factories, and petroleum
drilling and refining enterprises—were capitalized in the millions of
rubles. This general impression derives additional support from the steady
increase of capitalization figures in corporations that proved their solidity
by surviving various hazards over the decades.

Several simple statistical tests buttress this contention. A linear regres-
sion of nominal capitalization on total assets of the twenty-eight largest
manufacturing corporations in the Russian Empire in 1914—defined as
those with at least ten million rubles in stock and bond capital—produced
a high coefficient of correlation = +.69432; r2 = 48.21 percent; proba-
bility level = .00004, indicating strong statistical significance. (Four addi-
tional large manufacturing corporations were excluded from this test be-
cause the corporate directories did not specify their total assets.) This
coefficient appears especially high because it reflected capital and asset
amounts in a variety of manufacturing sectors, including mechanical engi-
neering, petroleum refining, and textile production, each of which can be
assumed to have had a unique optimal ratio between capital and assets,
depending on the specific technologies in use in the early twentieth centu-
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ry. The two largest capitalizations belonged to enterprises recognized in
the economic literature as giants in their fields: the Singer Company,
manufacturer of sewing machines (50 million rubles), and Nobel Brothers
Petroleum Company (45 million rubles).

Similarly, a linear regression of capitalization on the size of the labor
force in the oldest fifty-one corporations existing in 1905 for which labor
force size was specified produced a slightly better result: coefficient of
correlation = +.756132; r2 = 57.17 percent; probability level = .00000.
(Another sixty corporations founded in the same period, 1827—70, were
excluded from this test because their employment figures were not avail-
able in the corporate directory. These included banks, insurance compa-
nies, and shipping companies; for the latter, only the number of laborers
in machine shops, not the number of crew members, was specified.) The
fifty-one corporations belonged to an even more diverse group of enter-
prises than the sample in 1914: all types of manufacturing enterprises and
three gas-lighting companies, which had very small numbers of workers
(between 95 and 348) but large capitalizations (between 924,000 and 4
million rubles), in keeping with the relatively large investments in spe-
cialized equipment.

The same type of test applied to railroad companies produced results
that were even more significant. Although a strong linear relationship
between capitalization and length of track existed in the nine largest rail-
road companies in the early twentieth century ( + .947517; 89.78 percent;
and .00010), a multiplicative regression curve fitted the data even better:
coefficient of correlation = +.975745; r2 = 95.21 percent; probability
level = .00001. (Capitalization from Pushkin's directory, 1901; track
length as of March 31, 1907, from Barrett, Russia's New Era, 116. Simul-
taneous data for both variables were not available.) The slightly curved
multiplicative line indicated that the railroads with the greatest lengths of
track had slightly higher ratios of capital to track than smaller companies.

Finally, in the financial sector, basic capital correlated highly with total
assets among the thirteen largest banks on the eve of World War I. A linear
regression produced significant results: coefficient of correlation =
+ .834377; r2 = 69.62 percent; probability level = .00074. (Assets on
January 1, 1913, from Girault, Emprunts, 502; basic capital in 1914 from
RUSCORP.)

A third objection to the use of capitalization as an indicator of corpo-
rate size arises because historians have grounds for suspecting that manag-
ers might have set a high capitalization figure in order to exaggerate the
real assets of the enterprise, the better to commit fraud at the expense of
gullible investors. Fortunately, the tsarist corporate law contained power-
ful incentives for the founders to choose a capitalization figure that re-
flected fairly accurately the scope of their operations and the size of their
assets. Most charters set a deadline for raising half the stock capital, usually
six months. Also, the law required that any increase in the capitalization
figure receive the approval of the tsarist bureaucracy. Thus, too high a
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figure in the charter would risk the failure of the entire venture at the
outset owing to inadequate sales of stock; and too low a figure would risk
bureaucratic complications in the future.

Still, it is essential to bear in mind the formal nature of the capitaliza-
tion figure. As a measure of size, it specifies only the officially authorized
capitalization, not the amount of investment or the actual productive
capacity of a Russian corporation. As Arcadius Kahan correctly noted
("Capital Formation," 287), the capitalization figure did not measure real
economic activity, as expressed in the number of workers employed, value
of products manufactured, or puds of coal mined or transported. The
correlations cited earlier, although high, are not perfect.

Likewise, Fred Carstensen pointed out that many incorporations oc-
curred simply because the managers of previously existing partnerships
sought to reduce their tax burden by transforming them into companies.
"Incorporations often represented only a change in the legal status of
existing firms," and "expansions of nominal capital were often the result
not of new investments but of efforts to reduce the effective rate of taxa-
tion on business profits" ("Foreign Participation," 144). Such changes
appeared common in response to increases in the tsarist corporate income
tax in 1899 and 1906. "To reduce taxes, a company needed only to in-
crease its capital," thereby decreasing the ratio between net profits and
capitalization. Such a maneuver could bring savings because the tsarist
corporate tax was mildly progressive; the higher the profit rate (net profit
divided by capitalization), the higher the rate of taxation. Thus, nominal
levels of capitalization "reflect more about the legal and tax environment
than about real patterns and rates of investment" ("Foreign Participation,"
145).

In one sense, Carstensen's point is well taken. Governmental reports
specifying average corporate dividends in various sectors, although widely
circulated and debated at the end of the imperial period (as in Barrett,
Russia's New Era, 291—2), contained no indication of the inherent statisti-
cal distortions and therefore must be used with great caution. However,
this objection does not entirely undermine the significance of the
RUSCORP figures. By definition, the object of this study is the corpora-
tion. Any changes in capitalization that resulted from revisions in the
tsarist tax code themselves constituted entirely valid subjects of investiga-
tion, however difficult it may be in practice to disentangle them from
responses to economic trends unrelated to bureaucratic innovation. Also,
running counter to the process described by Carstensen was the practice of
some managers, especially those of Moscow textile factories, to reinvest
significant portions of profits at the end of the year without increasing the
number of shares or their face value. The merchants thereby expanded
their productive capacity without diluting their financial control over the
enterprise, which often remained within a narrow circle of family mem-
bers and friends of the founder-manager for decades on end. In such cases,
the nominal capital grossly understated the assets of the firm, exaggerated
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the profit rate, and caused a larger income-tax payment than would have
otherwise occurred.

To balance these and other tendencies toward erroneous overstate-
ment and understatement would require a review of the account books of
every corporation in the Russian Empire. Unfortunately, the massive de-
struction of corporate records at the hands of negligent archivists in the
early Soviet period, as described by Andrei Golikov ("K voprosu"), makes
this an impossible task.

At this early stage in Russian business history, therefore, capitalization
figures, despite their imperfections, appear far more useful than the dubi-
ous data regarding profit rates and dividends. To rely on nominal capital
values as the only convenient indicator of the extent of a corporation's
operations may make a virtue of necessity, but approximate statistics ap-
pear better than no statistics at all. Comprehensive data on the number of
workers and total assets, the best indicators of the size of a corporation,
simply do not exist. Perhaps the effort to ascertain corporate size through
the imperfect indicator of basic capitalization will inspire other researchers
to discover more accurate measures in the future.



Tables

TABLE 2.1 European and Russian Corporations on the Eve of World War I

Country

United Kingdom
France
German Empire
Italy
Russian Empire

Date

1913
1913
1913
1913
1914

Corporations
in existence

60,754
15,000*
5,487
3,069
2,167

Population
(in millions)*

36.778
39.331
67.494
35.330
169.000

Corporations per
million inhabitants*

1,651.91
381.38
81.30
86.87
12.82

Sources: Data on European corporations from "Societa," 1010; Russian
corporate data from RUSCORP; population figures interpolated from data
in Mitchell, European Historical Statistics, 30-34, 36.

*Estimated

TABLE 2.2 Profiles of Largest Corporations Pounded in the Russian Empire,
1825-1855

Name

Russian Fire Insurance Co.
(in 1914: First Russian Ins. Co.)

Second Russian Fire Ins. Co.
Russian Life Insurance Co.
Vegetable Dye Co.
Petersburg Water Co.
Black Sea and Eastern Trading Co.
Russian Maritime Insurance Co.
Salamander Insurance Co.
Petersburg Hope Insurance Co.
Russian Livestock Insurance Co.
Suksun Iron and Copper Co.
Petrine Cotton Textile Co.
Redeemer Cotton Yarn Co.
Knauff Iron and Copper Co.
Second Petersburg Water Co.
Russian Lumber Co.
Golden Fleece Gold Mining Co.
Lower Dnepr Steamship Co.

Date

1827

1835
1835
1837
1837
1839
1844
1846
1847
1848
1848
1851
1852
1853
1853
1853
1854
1855

Capital
(in millions
of rubles)

2.681

1.397
1.117
1.127
1.901
3.429
3.000
3.000
2.000
3.000
1.800
1.200
1.200
1.22S
1.005
4.020
5.310
3.237

Fate

Survived to 1914

Survived to 1914
Survived to 1914
Failed, 1871-4
Never functioned
Failed, 1842-7
Survived to 1914
Survived to 1914
Survived to 1914
Failed by 1869
Failed by 1869
Survived to 1914
Survived to 1914
Failed by 1869
Never functioned
Liquidated in 1858
Failed by 1869
Liquidated in 1863

Source: RUSCORP database.
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TABLE 2.3 Corporate Development in Ten Major Cities, 1700-1914

DIST

St. P.
Moscow
Warsaw
Kiev
Odessa
Riga
Kharkov
Lodz
Baku
Rostov/Don

POP97

1,265
1,039
691
248
424
284
181
333
112
148

TCOS

1,410
899
299
170
161
130
90
79
69
62

COS 14

646
507
150
103
38
57
41
45
34
34

CAP 14

3,347
2,222
228
135
28
82
51
113
63
54

HAN 14

2,786
1,693
703
342
129
218
146
174
121
116

FIRST

1753
1711
1857
1868
1806
1750
1838
1872
1886
1858

FBANK

July
July
Feb.
June
Mar.
Nov.
Mar.
Aug.
Oct.
Dec.

1864
1866
1870
1868
1870
1871
1868
1872
1899
1871

B14

12
8
7
1
2
1
0
2
1
1

Totals 4,725 3,369 1,655 6,323 6,428

Empire
Tot/Emp

16,855
28.0%

4,509
74.7%

2,167
76.4%

7,225
87.5%

8,090
79.5% - -

47
- - 74.5%

Sources: Population data from Russia, Tsentral'nyi statiaticheskii komitet,
Pervaia vseobshchaia perepis', vyp 4, and Entsiklopedicheskii slovar'.
supplementary vol. 4/d, "Rossiia," iii; other data from RUSCORP database.

Codes: DIST - District; POP97 = Urban population, 1897, in thousands;
TCOS = New corporations, 1821-1913 (rank criterion); COS14 = Corporations in
in existence, 1914; CAP14 = Capital of COS14, in millions of rubles; MAN14 =
Managerial positions in COS14; FIRST = Year of first corporate charter; FBANK
Month of first commercial bank charter; B14 - Number of banks in 1914.

TABLE 2.4 Population and Corporate Development in Ten Russian Cities,
1700-1914 (Spearman Rank Coefficients of Selected Indicators)

POP 9 7 COS 14 CAP 14 MAN 14 B14

POP97
TCOS
COS 14
CAP 14
MAN14
FIRST
FBANK
B14

_ _

.8667**

.8268*

.6606*

.8182*

.6364

.6364

.9034**

- -
.9119**
.7212*
.9152**
.6242
.8303*
.7214*

_ _

.8875**

.9970***

.5471

.7599*

.6859*

_ _

.8909**

.2485

.5030

.7089*

_ _

.5273

.7455* .6606* - -

.6838* .3952 .4078 - -

Sources and codes: same as in Table 2.3. {Signs for FIRST and FBANK are
reversed to assign high ranks to early dates.)

.05 **p_

TABLE 3.1 Ethnicity of Corporate Founders, 1821-1913 (Percentages)

First Year of Quinquennium

Ethnic
Group

RUS
UKR
POL
RGER
RJEW
ARM
OTH
FOR
UNK

1821

76.9
0
0
0

7.6
0
0
0

15.4

1826

43.2
0

2.7
8.1
0
0

2.7
2.7

40.5

1831

23.0
0
0

19.7
0
0

1.6
13.1
42.6

1836

39.4
0
0

20.6
1.8
2.9
1.2
15.3
18.8

1841

50.0
0

1.7
10.3

0
0
0

12.1
25.9

1846

49.1
1.8
1.8

12.7
0
0

9.1
5.4

20.0

1851

30.

1.
15.
1.

30.
21.

0
0
4
7
4
0
0
0
4

1856

54.5
0.5
1.0

24.0
1.7
0

0.7
12.2
5.4

1861

34.5
1.5
7.7

37.6
1.5
0

0.5
11.9
4.6

1866

50.7
0.9
6.0

19.1
6.4
0.1
1.6

12.4
2.8

13 37 61 170 58 55 194 671

(continued next page)
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TABLE 3.1, continued

First year of Quinquennium (Last = 1911-13)

Ethnic
Group

RUS
UKR
POL
RGER
RJEW
ARM
OTH
FOR
UNK

N

1871

48.9
1.1
6.4
12.4
9.9
0.6
2.2
11.6
6.8

2,012

1876

42.4
0.4
7.0
17.9
4.3
0
7.7
16.2
4.1

531

1881

43.
1,
7,

18.
8.
0.
1.

15,
2,

.4
,3
,9
.5
.1
.8
.9
.8
,2

670

1886

52.
0.
6.
16.
7.
1.
1.
10.
4.

,1
.4
.3
,5
,2
.3
.4
.4
,4

557

1891

52.
0.
8.
13.
6.
0.
2.
12.
3.

,0
.8
,6
,9
,4
.3
.3
.0
.7

777

1896

34.4
1.0
10.8
20.3
11.0
4.0
1.6
11.3
5.6

2,546

1901

42.5
1.4
8.4
13.1
11.2
3.6
1.4
8.7
9.4

1,023

1906

47.2
2.1
7.4
10.0
13.8
1.7
2.4
6.7
8.6

1,836

1911

49.
1.
5.
11.
12.
2.
1.
6.
7.

7
6
7
6
9
8
7
1
8

2,441

1821-
1913

45.3
1.2
7.2
15.3
9.8
1.9
2.1
10.3
6.9

14,131

Source: RUSCORP database.

Ethnic codes: RUS = Russian or Russified; UKR = Ukrainian; POL = Polish
or Polonized; RGER = German, subject of the Russian Empire; RJEW = Jewish,
subject of the Russian Empire; ARM = Armenian; OTH = Other subject of the
Russian Empire; FOR = foreign subject; UNK = Unknown. Note: Totals diverge
from 100 percent because of rounding.

TABLE 3.2 Ethnicity of Corporate Founders in Ten Russian Cities, 1856-1860
(Percentages)

Ethnic Category

City RUS UKR POL RGER RJEW ARM OTH FOR

St. Petersburg
Moscow
Warsaw
Kiev
Odessa
Riga
Kharkov
Lodz
Baku
Rostov-on-Don

50
76

44
3

66

.2*

.6*
0
0
.4*
.6
0
0
0
.7*

0
0.9
0
0
0
0
0
0
0
0

0.
0.

11.

9
9
0
0
1
0
0
0
0
0

24
10
25

22
89

.0

.3

.0
0
.2
.3*
0
0
0
0

1.3
0

25.0
0
0
0
0
0
0

16.7

0
0
0
0
0
0
0
0
0
0

1.3
0
0
0
0
0
0
0
0
0

15.
7.
50.

3.

16.

.6
,5
.0*
0
0
.6
0
0
0
.7

6,
3,

22,
3,

.7

.7
0
0
.2
.6
0
0
0
0

225
107
8
0
9
28
0
0
0
6

Empire 54.5* 0.5 1.0 24.0 1.7 0.7 12.2 5.4 409

Source: RUSCORP database.

Ethnic codes: same as in Table 3.1.
diverge from 100 because of rounding.

*Largest percentage. Note: Totals
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TABLE 3.3 Ethnicity of Corporate Founders in Ten Russian Cities,
(Percentages)

1911-1913

Ethnic Category

City

St. Petersburg
Moscow
Warsaw
Kiev
Odessa
Riga
Kharkov
Lodz
Baku
Rostov-on-Don

Empire

RUS

53
63
5
47
15

3b

42
69

49

.9*

.5*

.2

.0*

.8
0

.fa
0
.3*
.6*

.7*

UKR

1
0

1

5

1

.8

.2
0
0
.8
0
0
0
0
.4

.6

POL

1.
1.

50,
8.

2.
5.

5

.9
,0
.3*
.8
0
0
,2
.1
0
0

,7

RGER

11.
11.
8.
5.
7.
50.
4.
33.

11.

7
0
7
9
0
0*
4
3
0
0

6

RJEW

9
9
20
11
61
38
40
53

8

12

.1

.6

.8

.8

.4*

.9

.0«

.8*
0
.9

.9

ARM

2
0

5

2

38
1

2

.9

.7
0
.9
0
0
.2
0
.5
.8

.8

OTH

2.

3.

11.
5.

1.

0
0
0
0
5
0
0
0
5
4

7

FOR

9
8
4
2
7
11
1.1
2

3

6

.1

.1

.6

.9

.0

.1

.1

.6
0
.6

.1

UNK

7
5
10
17
3

4
5
7
5

7

.5

.8

.4

.6

.5
0
.4
.1
.7
.4

.8

N

788
417
173
34
57
18
45
39
26
56

2,441

Source: RUSCORP database.

Ethnic codes: same as in Table 3.1. *Largest percentage. Note: Totals
diverge from 100 because of rounding.

TABLE 3.4 Social Status of Corporate Founders, 1821-1913 (Percentages)

First Year of Quinquennium

Social
Status

NBM
GEN
PRO
COM
ORG
OTH
UNK

N

Social
Status

NBM
GEN
PRO
COM
ORG
OTH
UNK

N

Source:

1821

84.6
7.7
0
0
0
0

7.7

13

1871

27.3
6.1
6.4
41.7
8.0
0.2
10.2

2,012

RUSCORP

1826

37.8
8.1
2.7
21.6

0
0

29.7

37

First

1876

23.4
9.0
7.2
44.6
3.2
0.4
12.2

531

1831

32.8
3.3
6.6

36.1
0
0

21.3

61

Year

1881

19.4
7.9
10.0
45.8
4.0
1.3
11.5

670

1836

42.9
14.1
3.5
27.6
0.6
0

11.2

170

1841

48.3
5.2
3.4
27.6

0
0

15.5

58

of Quinquennium

1886

18.9
13.1
5.4
44.7
6.8
1.1
10.1

557

1891

17.6
10.9
9.9
47.9
5.O
0.9
7.7

777 2

1846

43.6
1.8
1.8

40.0
0
0

12.7

55

(Last

1896

19.3
12.3
11.1
43.9
2.1
0.9
10.4

,546

1851

31.4
0

2.9
44.3

0
0

21.4

70

1856

44.0
2.4
7.6

40.1
1.4
0

4.4

409

1861

35.1
3.1
7.2
34.0
1.0
0

19.6

194

1866

20.1
1.0
5.7

26.7
5.7
1.0
39.8

671

= 1911-13)

1901

16.8
13.4
10.9
43.6
2.4
3.7
9.2

1,023

1906

15.0
9.5
10.3
38.1
2.1
7.0
18.0

1,836

1911

17.7
10.4
13.4
36.1
2.2
10.0
10.1

2,441

1821-
1913

21.2
9.3
9.6
40.4
3.5
3.3
12.7

14,131

database.

Status Codes: NBM ~ Noble, Bureaucratic, Military; GEN = Gentry;
PRO = Professional; COM = Commercial-Industrial; ORG - Organizations;
OTH = Other; UNK = Unknown. Note: Totals diverge from 100 percent because of
rounding.



TABLE 3.5 Leading Corporate Founders in Russia, 1851-1913

Rank Number

1
1
3
3

3
3

5
5

3
3
3
3

(tie)
(tie)
(tie)
(tie)

(tie)
(tie)

1
2
3
4
(tie)
(tie)

1
2
(tie)
(tie)
(tie)
(tie)

5
5
4
4

4
4

18
15
14
13
12
12

9
5
4
4
4
4

Name

Novosel'skii , Nikolai A.
Stieglitz, Aleksandr
Fehleisen, Konstantin
Gonzago-Pavl ichinski i ,

Ivan L.
Kaulin, Nikolai !.
Shipov, Dmitrii P.

Bekkers, Aleksandr K.
Gubonin, Petr I .
Horozov, Timofei S.
Rau, Uilhelm Ellis
I akunch i kov , Vas i I i i I .
Soldatenkov, Kuz'ma T.

Rau, Uilhelm Ellis
Rodokonaki, Perikl F.
Barsukov, Nikolai F.
Bekkers, Aleksandr K.
Rubinskii, Nikolai A.
Zawadski, Stanislaw P.

Cit.

Rus.
Rus.
Rus.
Rus.

Rus.
Rus.

Ger.
Rus.
Rus.
Ger.
Rus.
Rus.

Ger.
Rus.
Rus.
Ger.
Rus.
Rus.

Eth.

Cycle

Rus.
Ger.
Ger.
Pol.

Rus.
Rus.

Cycle

Ger.
Rus.
Rus.
Ger.
Rus.
Rus.

Cycle

Ger.
Greek
Rus.
Ger.
Rus.
Pol.

Status

3: 1851-1863

State Counci
Baron
Gentry

Actual S. C'

Hered. Hon.
Actual S. C'

4: 1864-1878

Hered. Hon.
Actual S. C'
Manuf. C'lor
First-guild
Commercial C
Commercial C

5: 1879-1886

First-guild
Hered. Hon.

lor

lor

Cit.
lor

Cit.
lor

Mcht
'lor
'lor

Mcht
Cit.

Tech. Engineer
Hered. Hon. Cit.
Titular C'lor
Gentry

Main HQ

SPb
SPb
SPb
SPb

Moscow
Moscow

Kiev
Moscow
Moscow
Podolia
Moscow
Moscow

Warsaw
Odessa
Kiev
Moscow
SPb

Warsaw

Functions of Corporations

Steamship operation, trade
Railroads, cotton yarn
Sugar, mortgages, lumber
Mortgages, gold mining.

steamship operation
Texti les
Steamship operation

Beet sugar, banking, iron
Machinery, railroads, banking
Banking, cotton textiles
Beet sugar
Banking, cotton textiles
Textiles, banking

Beet sugar, iron, machinery
Flour
Beet sugar
Food products
Pawnshops (Warsaw, Odessa)
Beet sugar

(Continued next page)



Cycle 6: 1887-1905

1
1
1
4
4
4
4
4
4
4

3
3
3
3

(tie)
(tie)
(tie)
(tie)
(tie)
(tie)
(tie)
(tie)
(tie)
(tie)

1

2
(tie)
(tie)
(tie)
(tie)
7

7
7
7
6
6
6
6
6
6
6

10

9
8
8
8
8
7

Mscychowski , Kazimierz
Rafalovich, Aleksandr F.
Wogau, Otto M.
Barsukov, Nikolai F.
Golubev, Viktor F.
Kunitzer, Julius
Kuznetsov, Matvei S.
Mantashev, Aleksandr I .
Pomerantsev, Andrei A.
Rothstein, Adolph Ju.

Uachter, Konstantin
Franz (Loginovich)

Sirotkin, Dmitri i V.
Fedorov, Mikhail M.
Khrulev, Sergei S.
Lianozov, Stepan G.
Putilov, Aleksei I.
Tishchenko, lurii M.

Rus.
Rus.
Rus.
Rus.
Rus.
Rus.
Rus.
Rus.
Rus.
Ger.

Ger.

Rus.
Rus.
Rus.
Rus.
Rus.
Rus.

Pol.
Jew.
Ger.
Rus.
Rus.
Ger.
Rus.
Arm.
Rus.
Jew.

Cycle

Ger.

Rus.
Rus.
Rus.
Arm.
Rus.
Ukr.

Transp. Engineer
Hered. Hon. Cit.
Commercial C'lor
State Councilor
Actual C. C'lor
Mfg. Councilor
Commercial C'lor
Hered. Hon. Cit.
Colonel
Banker

7: 1906-1913

Privy Councilor

Commercial C'lor
Actual S. C'lor
Actual S. C'lor
Court Councilor
Actual S. C'lor
Gentry

SPb Construction materials
Odessa
Moscow
Kiev
SPb
Lodz

Moscow
Baku
SPb
SPb

SPb

N.Novg.
SPb
SPb
SPb
SPb
SPb

Banking, coal, steamships
Food products
Beet sugar, machinery
Metals, machinery
Textiles
Hotels
Petroleum
Electric motors, coal
International banking

Construction, coal, concrete

Steamships, banking
Railroads, chemicals, banking
Railroads, weapons, coal
Petroleum, cement, machinery
Ra i 1 roads , pet ro I eum
Petroleum, chemicals

Source: RUSCORP database.
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TABLE 3.6 Corporate Entrepreneurship of 102 Largest Landowning Families
(Selected Indicators)

Number of
Companies
Founded
(COS)

0
1
2
3
4
5
6

Totals

Number of Total Total
Families Land Companies

(Desiatinas)
(FAMS)

59
20
11
5
3
2
2

102

( TLAND )

10,297,225
2,530,994
2,248,403
376,729
411,047
361,158
140,932

16,366,488

( TCOS )

0
20
22
15
12
10
12

91

Total
Capital

(Mil. r.)
( TCAP )

0
53.670
46.810
34.950
97.964
13.650
12.500

259.544

Land per
Family

(Desiatinas)
(ALAND)

174,529
126,550
204,400
75,346
137,016
180,579
70,466

Capital per
Family
(Mil. r.)
(ACAP)

0
2.684
4.255
6.990
32.655
6.825
6.250

Sources; Minarik, Kharakteristika, 13-19; RUSCORP database.

TABLE 3.7 Corporate Entrepreneurship and Landholding of 102 Largest
Landowning Families (Coefficients of Correlation)

COS
FAMS
TLAND
TCOS
TCAP
ALAND
ACAP

Sources :

COS

_ „
-.8034
-.7758
.0640
.0200

-.4057
.3910

Minarik,

FAMS TLAND

* _ _
* .9935**

-.5903
-.4068
.3528

-.4501

Kharakteristika

- -
6119
4211
4181 -
4337

, 13-19

TCOS

- -
.4966
.0663
.0246

; RUSCORP

TCAP ALAND

- -
0169 - -
8016* -.1108

database.

ACAP

- -

Codes: Same as in Table 3.6 *p_ < .05 **g < .0001

TABLE 3.8 Foreign Corporations Operating in the Russian Empire, 1914

Total
Country

Belgium
Britain

France
Germany
Switzerl
USA
Netherl.
Sweden
Austria
Italy
Denmark

Totals

Source :

N Capital*

78
69

57
33
9
4
4
3
2
2
1

262

RUSCORP

144
187

167
39
13
78
1
8
6
0
0

649

.775

.706

.411

.580

.388

.535

.547

.482

.493

.750

.521

.188

Average
Capital

1
2

2
1
1

19
0
2
3
0
0

.856

.720

.937

.199

.488

.634

.387

.827

.247

.375

.521

* Largest Corporation Capital*

Providence Russe a Marioupol
Baku Russian Petroleum Co. (tie)
Russian Petroleum Co. (tie)
Societe des selles gemmes et houille
Gewerkschaft "Graf Renard"
Moskauer Textil-Manuf aktur AG
International Harvester Co. in Russia
Societe hollandaise pour selles gemmes
Svensk-Dansk-Ryska telefonactiebolaget
AG Sagemuhle vorm. P. und Sch. Goertz
Soc . Itala-Russa per 1'Amianto Torino
Aktieselskabet (United Shoe Machinery]

14
13
13
9
8
4
77
0
5
5
0
0

.622

.245

.245

.000

.431

.500

.735

.800

.656

.993

.563

.521

database.

*Millions of rubles.



TABLE 3.9 Entrepreneurial and Managerial Quotients of Major Ethnic Groups,
c. 1900

Ethnic
Group

RUS
UKR
POL
RGER
RJEU
ARM

Sources:

A
% Total
1897

44.3
17.8
6.3
1.4
4.0
0.9

Columns

B
% Urban

1897

52.5
7.5
1.0
2.5
14.9
1.6

A and B:

C
% Founders %
1896-1900

34.4
1.0
10.8
20.3
11.0
4.0

Bauer, Kappeler

D
Managers X
1905

35.2
0.9
8.2
20.1
10.6
1.7

, and Roth,

E
Managers
1914

37.4
1.0
6.8
19.3
12.7
1.8

F G
C/A 0/A

0.78 0.79
0.06 0.05
1.71 1.30
14.50 14.36
2.75 2.65
4.44 1.89

eds., Nationalita'ten.

H
E/A

0,84
0.06
1.08
13.79
3.18
2.00

vol.

I
C/B

0.66
0.13
10.80
8.12
0.74
2.50

2, 74;

J
D/B

0.67
0.12
8.20
8.04
0.71
1.06

K
E/B

0.71
0.13
6.80
7.72
0.85
1.13

columns C,

L
Composite
Quotient

0.74
0.09
4.98
11.09
1.81
2.17

D, and E:

Ethnic codes: same as in Table 3.1.
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TABLE 3.10 Ethnicity of Corporate Managers in Ten Russian Cities, 1905
(Percentages)

Ethnic Category

City UKR POL RGER RJEW ARM OTH FOR UNK

St. Petersburg
Moscow
Warsaw
Kiev
Odessa
Riga
Kharkov
Lodz
Baku
Rostov-on-Don

34
62
4
18
14
4
46
2
29
45

.5*

.7*

.1

.0

.8

.8

.1*

.5

.7

.5*

1.
0.

2.
1.

10.

3
4
0
2
6
0
0
0
0
9

3
0
42
7
0
1
10
4

1

.7

.1

.3*

.5

.8

.1

.5

.5
0
.8

22
15
16
10
21
61
10
47
4
5

.9

.4

.1

.1

.9*

.9*

.5

.1*

.0

.5

7
4
14
36
18
5
7

25
6
10

.8

.4

.6

.7*

.0

.3
,9
.5
.9
.9

0
1

42
1

.6

.3
0
0
0
0
0
0
.6*
.8

0
0

3

4
3

.8

.3
0
0
.9
0
0
0
.0
.6

15
7
8
6
16
16
9
12
3
1

.2

.5

.9

.4

.4

.4

.2

.1

.0

.8

13.0
7.9
13.9
19.1
22. 7
10.6
15.8
8.3
9.9

18.2

1,556
1,160
459
267
128
189
76
157
101
55

Empire 35.2* 0.9 8.2 20.1 10.6 1.7 0.7 10.5 12.0 5,243

Source: RUSCORP database.

Ethnic codes: Same as in Table 3.1. ^Largest percentage,
diverge from 100 percent because of rounding.

Note: Totals

TABLE 3.11 Ethnicity of Corporate Managers in Ten Russian Cities, 1914
(Percentages)

Ethnic Category

City UKR RJEW ARM OTH FOR UNK

St. Petersburg
Moscow
Warsaw
Kiev
Odessa
Riga
Kharkov
Lodz
Baku
Rostov-on-Don

Empire

38.
57.
1.

28,
12.
4,
43.
1

27.
41.

37

.0*

.3*
,6
.9
,4
.6
.8*
.1
,3
.4*

.4*

1
0

2
1

1

1
1

1

.2

.3
0
.9
.6
0
.4
0
.6
.7

.0

1
0

45
5

1
12
0

6

.3

.3

.5*

.8
0
0
.4
.6
.8
0

.8

19.
17.
21.
8.
20.
74.
7.

44.
5.
6.

19.

7
.0
.3
.5
.2
.3*
.5
.3*
,8
.0

.3

10
9
14
36
31
9
28
28
5
17

12

.4

.1

.5

.8*

.8*

.6

.8

.2

.0

.2

.7

2.
0.

0.
0.

29.
6.

1.

2
3
0
0
8
5
0
0
8*
9

8

0.5
0.5
0.1
1.2
4.7
0
0
0

11.6
6.9

1.0

9.
4.
3.
1.
6.
4.
4.
3.
3.
2.

5.

2
5
6
8
2
1
1
4
3
6

7

17
10
13
14
22
6
13
10
14
17

14

.4

.8

.4

.0

.5

.9

.0

.3

.9

.2

.4

2,786
1,693
703
342
129
218
146
174
121
116

8,090

Source: RUSCORP database.

Ethnic codes: Same as in Table 3.1. *Largest percentage.
diverge from 100 percent because of rounding.

Note: Totals
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TABLE 4.1 Main Provisions of the Corporate Laws of the USSR,
the Russian Federation, and Lithuania, 1990-1991

Law and Type of Enterprise

USSR, June 19, 1990
Corporation, open type

Corporation, closed type
Limited-liability company

Russia, December 25, 1990
Corporation, open type
Corporation, closed type

Lithuania, June 30, 1990
Corporation, open type
Corporation, closed type

Minimum
Capitalization

500,000 rubles

[Not specified]
50,000 rubles

100,000 rubles
10,000 rubles

250,000 rubles
None

Procedure of
Incorporation

Local registration,
national register

same
same

[Not specified]
[Not specified]

Local registration
same

Sources: On Soviet law, "Polozhenie ob aktsionernykh
obshchestvakh"; on Russian law, Maggs, "Forms," 184;
on Lithuanian law, Lithuania, Selected Anthology.

TABLE 6.1 Varieties of Russian Capitalism, 1890 and 1990

Corporations in 1890

Weberian
Category

Rational
Accounting

Open Access to
Markets

Application of
Technology
and Capital

Objective Legal
Norms

Free Market
in Labor

Public Sale
of Stock

Totals

Joint-Stock
Company

4

4

5

2

3

4

22

Share
Partnership

3

3

3

2

3

2

16

Categories from Weber, EcQnomi.c._Historv,

Orientations

Reformist Statist

4

5

5

5

5

5

29

276-8.

3

4

5

3

4

2

21

in 1990

Reactionary

2

2

3

2

3

2

14

Numerical scores
represent author's assessments, expressed in quantitative terms
(1 = low, 5 = high).
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Figures

h

h

figure 2.1 New corporations in the« Russian Empire, 1821 — 1913 (with five-year
moving average). Source: RUSCORP database.

190
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figure 2,2 Corporations in existence and corporate capital, 1847-1914. Source:
RUSCORP database.

Figure 2.3 New corporate capital per capita, 1821-1913 (with five-year moving
average). Sources: RUSCORP database; Mitchell, European Historical Statistics, 36.
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Figure 2.4 Age structure of surviving corporations, 1847—1914 (percentages).
Source: RUSCORP database.

Figure 2.5 New corporations and corporate capital, 1821—1913, by function.
Source: RUSCORP database.
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Figure 2.6 Existing corporations and capitalization, 1847—1914, by function.
Source: RUSCORP database.

Figure 2.7 Capitalization of surviving corporations, 1847—1914 (selected per-
centiles). Source: RUSCORP database.



194 Appendix D

Figure 2.8 Percentages of corporations surviving to 1847, 1869, 1874, 1892,
1905, and 1914. Source: RUSCORP database.

Figure 2.9 New corporations in ten cities, 1851—1913. Source: RUSCORP
database.
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Figure 2.10 Number of corporations engaged in railroad management and bank-
ing, 1836-1913. Source: RUSCORP database.

a0

figure 2.11 Survival rate, sample size, and hazard function of Russian commer-
cial banks. Source: RUSCORP database.
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Figure 2.12 Types of new corporations, 1821—1913 (three-year moving aver-
ages). Source: RUSCORP database.

Figure 2.13 Percentage of Typc-A corporations founded in ten major cities,
1851-1913. Source: RUSCORP database.
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Figure 2.14 Corporations in existence in ten major cities, 1847—1914. Source:
RUSCORP database.

Figure 2.15 New Type-A corporations founded in ten major cities, 1887-1905,
and their survival to 1914. Source: RUSCORP database.
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Figure 3.1 Corporate entrepreneurship of 102 largest landholding families.
Sources: Minarik, Kharakteristika, 13-19; RUSCORP database.

Figure 4.1 Cooperatives in the Soviet Republics per 10,000 inhabitants, January
1990. Source: Slider, "Entrepreneurs," 803; data on cooperatives from Jan. 1990;
population data from 1989.
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Figure 4.2 Cooperatives in the Soviet Union, by sector, July 1989-July 1990.
Source: Slider, "Entrepreneurs," 804.

Figure 4.3 Largest banks and corporations in the Soviet Union, mid-1991.
Sources: On banks, Brady, "In the Red," 231; on corporations, Korobkova, "Soci-
eties," 20-1.
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Simon and Schuster, 1982).
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the Rebirth of Capitalism (London: Seeker and Warburg, 1990); Gregory Gross-
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