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Abstract
The article contains the analysis of the views of the Nobel laureate in economics Ronald Coase (1910-2013) as
the founder of neo-institutionalism. It provides a comparative description of the “old” and “new” institutionalism
and shows the relationship and difference between neoclassicism and neo-institutionalism. | analysed in detail

the most famous articles of Coase and, first of all, “The Nature of the Firm” and “The Problem of Social Costs”.

In these works, Coase showed that in the absence of transaction costs there is no economic novelty for the
existence of a firm, in the second — that in the lack of transaction costs the legal system does not matter. With
an exact specification of property rights, the market economy itself is able to cope with environmental pollution
without resorting to government intervention, adjusting taxes and subsidies. The article shows the history of
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1. Comparative Characteristics of “Old”
and “New” Institutionalism
Although institutionalism as a notable trend
was formed at the beginning of the twentieth
century, for a long time, it was on the periph-
ery of economic thought. The explanation of
the movement of economic benefits only by
institutional factors did not find a large num-
ber of supporters. It was partly due to the
vagueness of the very concept of “institution”,
by which some researchers understood mainly
customs, others — trade unions, still others —
the state, fourth corporations etc., etc. Part-
ly — with the fact that institutionalists tried
in economics to use the methods of other so-
cial sciences: law, sociology, political science,
etc. As a result, they lost the ability to speak
the single language of economics, which was
considered the language of graphs and for-
mulas. There were, of course, other objective

6

reasons why this trend was not in demand by
contemporaries.

The situation, however, changed radically in
the 60s and 70s. To understand why it suffices to
make at least a cursory comparison of the “old”
and “new” institutionalism. There are at least
three fundamental differences between the “old”
institutionalists (such as T. Veblen, J. Commons,
J.K. Galbraith) and neo-institutionalists (such as
R. Coase, D. North, or J. Buchanan).

Firstly, the “old” institutionalists (for example,
J. Commons in The Legal Foundations of Capital-
ism) moved to economics from law and politics,
trying to study the problems of modern economic
theory by methods of other sciences about society.
However, neo-institutionalists follow the exact
opposite path — they study political and legal
issues using the methods of neoclassical eco-
nomic theory, and above all, using the apparatus
of modern microeconomics and game theory.
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Table 1

Fundamental differences between “old” institutionalism and neo-institutionalism

SIGNS OLD INSTITUTIONALISM NEOINSTITUTIONALISM
Movement From law and politics to the economy From economics to politics and law
Other humanities (law, political science, Economic neoclassical (methods
Methodology . . .
sociology, etc.) of microeconomics and game theory)
Method Inductive Deductive

Focus of attention Collective action

Analysis prerequisite  Holism

Independent individual

Methodological individualism

Secondly, traditional institutionalism was
based mainly on the inductive method, aspired
to go from particular cases to generalisations, as
a result of which a general institutional theory
never took shape. Neo-institutionalism follows a
deductive path — from the general principles of
neoclassical economic theory to the explanation
of specific phenomena of social life.

Thirdly, the “old” institutionalism, as a trend
of radical economic thought, focused primarily
on the actions of collectives (mainly trade unions
and the government) to protect the interests
of the individual. Neo-institutionalism puts an
independent individual at the forefront, who,
of his own free will and following his interests,
decides which collectives are more profitable for
him to be a member of (see Table 1).

In recent decades, there has been an increase in
interest in institutional research. It is partly due to
an attempt to overcome the limitations of several
prerequisites characteristic existing in economics
(axioms of complete rationality, absolute aware-
ness, perfect competition, the establishment of
equilibrium only through the price mechanism,
etc.) and, also, to consider modern economic, so-
cial, and political processes more comprehensively
and comprehensively; partly — with an attempt
to analyse the phenomena that arose in the era
of scientific and technological revolution, the ap-
plication of traditional research methods to which
does not yet give the desired result. Therefore, let
us first show how the development of the premises
of the neoclassical theory took place within it.

2. Neoclassicism
and Neo-institutionalism:
Unity and Differences
Familiar to all neo-institutionalists is the fol-
lowing: first, that social institution’s matter,

and second, that they can be analysed using
standard microeconomic tools. In the 60s 70s.
a phenomenon called by G. Becker “economic
imperialism” began. It was during this period
that economic concepts: maximisation, equilib-
rium, efficiency, etc., began to be actively used
in such areas related to the economy as educa-
tion, family relations, health care, crime, poli-
tics, etc. It led to the fact that the fundamental
economic categories of neoclassicism received
more in-depth interpretation and broader ap-
plication.

Each theory consists of a core and a protec-
tive layer. Neo-institutionalism is no exception.
It, like neoclassicism as a whole, considers the
following to be among the primary prerequisites:

» methodological individualism

 the concept of an economic person

e activity as an exchange.

However, in contrast to neoclassicism, these
principles have become more consistent.

Methodological individualism. With limited
resources, each of us is faced with the choice of
one of the available alternatives. The methods of
analysing the market behaviour of an individual
are universal. They can be successfully applied to
any of the areas where a person must make a choice.

The basic premise of the neo-institutional
theory is that people act in any sphere in pursuit
of their own personal interests and that there is
no insurmountable line between business and
the social sphere or politics.

Economic man concept. The second premise
of neo-institutional choice theory is the concept
of the “economic man” (homo oeconomicus). A
person in a market economy identifies his prefer-
ences with a product. He seeks to make decisions
that maximise the value of the utility function.
His behaviour is rational.
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The rationality of the individual has a uni-
versal meaning in this theory. It means that all
people are guided in their activities primarily
by the economic principle, that is, they compare
marginal benefits and marginal costs (and, above
all, benefits and costs associated with decision-
making):

MB > MC

Where

MB is a marginal benefit

MC is a marginal cost.

However, in contrast to neoclassicism, where
mainly physical (scarcity of resources) and tech-
nological limitations (lack of knowledge, practical
skills, etc.) are considered, in neo-institutional
theory, transaction costs are also considered, i.e.
costs associated with the exchange of property
rights. It happened because any activity is viewed
as an exchange.

Activity as an exchange. Proponents of the
neo-institutional theory view any area by anal-
ogy with the commodity market. For example,
the state, is an arena of competition between
people for influence on decision-making, for ac-
cess to the distribution of resources, for places
in the hierarchical ladder. However, the state
is a market of a special kind. Its members have
unusual property rights: voters can elect rep-
resentatives to the highest bodies of the state,
deputies — to pass laws, officials — to monitor
their implementation. Voters and politicians
are treated as individuals exchanging votes and
campaign promises.

It is important to emphasise that neo-in-
stitutionalists are more realistic about the
features of this exchange, given that people
have limited rationality, and decision-making is
associated with risk and uncertainty. Plus, you
do not always have to make the best decisions.
Therefore, institutionalists compare the costs
of decision-making not with a situation that is
considered as etalon in microeconomics (per-
fect competition), but with those real alterna-
tives that exist in practice. This approach can
be complemented by an analysis of collective
action,! which involves the consideration of
phenomena and processes from the point of
view of the interaction of not one individual,
but a whole group of people. People can be

! Generalizing work is work Stevens J. [1993].
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grouped according to social, property, religious,
or party affiliation.?

At the same time, institutionalists can even
deviate somewhat from the principle of methodo-
logical individualism, suggesting that the group
can be considered as the final indivisible object
of analysis, with its own utility function, limita-
tions, etc. However, the approach to considering
a group as a combination of several individuals
with their own utility functions and interests
seems to be more rational.’

Some institutionalists (R. Coase, O. William-
son, and others) characterise the above differ-
ences as a genuine revolution in economic theory.
Without underestimating their contribution
to the development of economic theory, other
economists (R. Posner and others), however, con-
sider their work to be a further development of
the mainstream of economic thought. Indeed,
now it is more and more difficult to imagine the
mainstream without their work. They are more
and more fully included in modern textbooks
on Economics. However, not all directions are
created equal. To be convinced of this, let’s take
a closer look at the structure of the modern in-
stitutional theory.

3. Ronald Harry Coase: Biography Pages
Ronald Harry Coase (1910-2013) became the
pioneer of neo-institutional theory. After grad-
uating from the London School of Economics
(Bachelor of Commerce) in 1932, he worked until
1935 at the School of Economics and Commerce
in Dundee, where he met Duncan Black, a sci-
entist. The latter anticipated the creation of the
foundations of public choice theory.

His first successes are associated with his work
at the London School of Economics (1935-1951).
It was during this period that his famous arti-
cle The Nature of the Firm (1937) was published,
which showed the role of transaction costs.

The firm is seen as a network of contracts,
a way to reduce transactions. The variety of
contracts determines the variety of firms. Their
size increases with the improvement of control
technology.

After moving to the United States in 1951, he
works as a professor at the Universities of Buf-

2 Common features and differences between the main ap-
proaches are analysed in detail by Reisman D. [1990].
5 For details, see Olson (1995), Olson (1998), Olson (2000).
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falo (1951-1958), Virginia (1958-1964), Chicago
(since 1964).

In 1960, his excellent article The Problem of So-
cial Costs was published. Later, in his monograph
The Firm, Market, and Law, Coase emphasised the
unity and difference between the 1937 article on
the nature of the firm and the problem of social
costs: “In The Nature of the Firm, I showed that
in the absence of transaction costs, there is no
economic basis for the existence of a firm. [...] In
The Problem of Social Cost, I showed that in the
absence of transaction costs, the legal system
does not matter.”

In the 1950s, he publishes several articles on
the analysis of natural monopolies: in 1950 he
published his article British Broadcasting: A Study
of Monopoly, in 1955 — Postal Monopoly in Great
Britain: A Historical Review, in 1959 — Federal
Communications Commission, in 1961 — British
Postal Service and Courier Companies. Coase fo-
cused on the idea that state monopolies impose
their own standards on society and infringe on
press freedom. It has been particularly evident in
British broadcasting, where the frequency band is
not affected by the price mechanism. Central to
Coase was the problem of externalities and the
creation of an effective system of property rights.
However, criticism of state monopolies did not
pass without leaving a trace: under the influence
of this criticism, criticism of the cumbersome
mechanism for regulating natural monopolies
begins. This cycle ends with the work Lighthouse
in Economic Theory published in 1974.

1985 Coase was elected a Corresponding Mem-
ber of the British Academy. And in 1991, he was
awarded the Nobel Prize in Economics “for the
discovery and clarification of transaction costs
and property rights for the institutional structure
and functioning of the economy.”

From 2000 until the end of his life, he was
the scientific director of the Institute that bears
his name.

4. Legal Prerequisites
for a Market Economy

Property Rights and Their Structure

In modern economic theory, property rights are
understood as sanctioned behavioural norms.
Property rights are a set of power rights, sanc-
tioned behavioural relationships that develop

between people regarding their use of econom-
ic benefits. The current set of rights has evolved
historically over a long time. In Roman law, the
leading role was played by the rights of owner-
ship, use, management and transfer of things
by inheritance (or will).

With the rise of capitalism, it has been sup-
plemented with such essential characteristics
as, on the one hand, the right to the basis or

“capital value” of a thing. On the other hand, the

right to income arising from the use or manage-
ment of the property. The nationalisations that
took place in several countries during the XX
century sharply raised the question of the time
limits for the use of things (unlimited or with a
limited period) and especially the right to secu-
rity (guaranteeing against expropriation under
one or another plausible pretext). Protection
from the negative consequences of using a thing
(negative external effects arising from the use
of a thing) has become especially relevant with
the aggravation of environmental problems. It
made it necessary to prohibit the harmful use
of things. These and other powers (for example,
liability in the form of collecting a thing in pay-
ment of a debt, the so-called residual nature of
unrecorded powers) now constitute a complete
definition of ownership [Honoré, 1961, 112-128;
Kapelyushnikov, 1994, 12-18]. In reality, their
most diverse combinations are possible.

The Anglo-Saxon legal tradition (in contrast
to the legal systems of continental Europe) con-
siders property rights as a certain set of partial
powers, which can be strengthened by adding
to it (specification) more and more new rights
or weakened by separating some powers from
it — dilution (attenuation) property rights. The
process of specification/dilution of property
rights is associated with transaction costs.

Forms of Transaction Costs
Transaction costs are exchange costs associ-
ated with the transfer of ownership. The cat-
egory of transaction costs was introduced into
economics in the 30s. Ronald Coase and is now
widespread. There are usually five main forms
of transaction costs:

1) costs of information retrieval

2) costs of negotiating and concluding con-
tracts

3) measurement costs
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4) costs of specification and protection of
property rights

5) the costs of opportunistic behaviour.

Information search costs are associated with
its asymmetric distribution in the market: it takes
time and money to find potential buyers or sellers.
The incompleteness of the available information
turns into additional costs associated with the
purchase of goods at prices above equilibrium
(or selling below equilibrium), with losses arising
from the purchase of substitute goods.

Negotiating and contracting costs are also
time and resource-intensive. The costs associ-
ated with negotiations on the terms of sale, legal
execution of the transaction, often significantly
increase the price of the item being sold.

A significant part of transaction costs is made
up of measurement costs, which is associated
not only with the direct costs of the measuring
equipment and the measurement process itself
but also with errors that inevitably arise in this
process. Besides, for several goods and services,
only an indirect or ambiguous measurement is
allowed. How, for example, can you assess the
qualifications of a hired employee or the qual-
ity of a purchased car? Particular savings are
determined by the standardisation of products,
as well as guarantees provided by the company
(free warranty repair, the right to exchange de-
fective products for good ones, etc.). However,
these measures cannot completely eliminate
the costs of measurement.

Exceptionally high are the costs of specifica-
tion and protection of property rights. In a so-
ciety where there is no reliable legal protection,
there are frequent cases of constant violation of
rights. The time and expense involved in rebuild-
ing them can be extremely high. It should also
include the cost of maintaining the judicial and
state bodies that are on guard of law and order.

The costs of opportunistic behaviour are also
associated with, though not limited to, informa-
tion asymmetry. The point is that post-contract
behaviour is very difficult to predict. Dishonest
individuals will comply with the terms of the
contract to a minimum or even evade their im-
plementation (if no sanctions are provided). This
moral hazard always exists. It is especially signifi-
cant in the conditions of joint work — working as
a team when the contribution of each cannot be
strictly separated from the efforts of other team
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members, especially if the potential of each is
entirely unknown. So, opportunistic is the be-
haviour of an individual who evades the terms
of the contract to make a profit at the expense
of partners. It can take the form of extortion or
blackmail when it becomes apparent the role of
those team members who cannot be replaced
by others. Taking advantage of their relative
advantages, such team members can demand
special work conditions or pay for themselves,
blackmailing others with the threat of leaving
the team.

Private, shared (communal),

and state property

Thus, transaction costs arise before the ex-
change process (ex-ante), during the exchange
process and after it (ex-post). The deepening
division of labour and the development of spe-
cialisation contribute to the growth of trans-
action costs. Their value also depends on the
dominant form of ownership in society. There
are three main forms of ownership: private,
general (communal) and state. Let’s consider
them from the point of view of the theory of
transaction costs. In the conditions of private
property, the individual has all the full rights.
In situations of state ownership, decisions are
made based on established rules and proce-
dures that govern the interests of society as a
whole.

In terms of common (communal) ownership,
all members of the organisation (commune),
owning such property, have a common right to
use the good (before it is appropriated) and a
private right to use it after it has been obtained
(appropriated) for temporary or permanent own-
ership.

Since under state ownership an individual
member of society does not own property directly
(as in private property), but indirectly (through
the system of rules and procedures established
in society), then control over this property be-
comes more complicated. As a rule, it cannot
be sold or transferred to another person. It is
difficult to control those who directly manage
it (i.e., the bureaucracy). The complexity of the
decision-making procedure also weakens the
functions of control and operational management
of it. Therefore, in practice, there is no direct
connection between the desires and aspirations
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Figure 1. Negative externality

of co-owners of state property and the results
of its actual use. Also, the wishes and aspira-
tions of individual co-owners rarely coincide,
and the reconciliation of interests turns into a
big problem, the solution of which depends on
the balance of political forces.

Common (communal) property arises when
and where and when the costs of specifying and
protecting private property rights are incredibly
high. The benefits from the establishment of pri-
vate property rights are either zero (if the good
is abundant), or less than the costs associated
with their establishment.

The main problem of common property is its
overuse: each individual seeks to get ahead of
the other in consuming what he gets for free. He
is not interested in the fact that as a result of
predatory exploitation, the consumption pos-
sibilities of other owners may be reduced. But,
since everyone does this, the good that is in com-
mon ownership is quickly depleted. Therefore,
common (communal) property turns out to be
unstable, unstable and, over time, turns into
either private or “state property.”

5. External Effects. Coase’s Theorem

External Effects

Externalities and externalities are costs or ben-
efits from market transactions that are not re-
flected in prices. They are called “external”, as

they relate not only to the economic agents
participating in this operation but also to third
parties. They arise as a result of both produc-
tion and consumption of goods and services.

Externalities are divided into negative and
positive. Negative effects are associated with
costs, positive ones with benefits for third par-
ties. Thus, externalities show the difference
between social costs (benefits) and private costs
(benefits).

MSC = MFC + MEC, (1)
where

MSC— the marginal social cost

MFC— the marginal private cost

MEC— the marginal external cost.

A negative externality occurs when the ac-
tivity of one economic agent causes the costs
of others. Let’s show this with an example. The
pulp and paper mill discharges insufficiently
well-treated water into the river. Let’s assume
that the wastewater discharge is proportional to
the production volume. It means that as produc-
tion grows, so does the volume of environmental
pollution. Since the pulp and paper mill does
not thoroughly purify the water, its marginal
private costs are lower than the marginal social
costs, since it does not include the costs of creat-
ing an additional treatment system. It leads to
the fact that the number of products produced

11
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Figure 2. Positive externality

exceeds the effective volume of production (Fig.
1). Without treatment facilities, the number of
products produced is Q1 tons of paper at a price
of P1. Market equilibrium is established at point
E 1, at which the supply equal to the marginal
private cost of the MPC intersects with the de-
mand curve equal to the marginal public benefit
MSB, that is, MPC = MSB.

Meanwhile, marginal social costs are equal to
the sum of marginal private costs plus marginal
external costs. Therefore, if it were possible to
turn external costs into internal ones, the ef-
fective volume of output would be reduced to
Q, when the price rises to P,. At the point, E,
marginal social benefits would equal marginal
social costs MSB = MSC.

Let us pay attention to the fact that at point
E 2 the consequences of environmental pollu-
tion are not entirely eliminated (after all, in our
case, the release of wastewater is proportional
to the volume of production, and the volume
of production of a pulp and paper mill at point
Q, is by no means zero). However, the damage
from pollution is significantly reduced. Area of
a triangle AE E, shows the loss of efficiency as-
sociated with the fact that the marginal private
costs were lower than the marginal social costs.
Thus, in the presence of a negative external
effect, the economic good is sold and bought
in a larger amount than the effective volume,
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i.e., there is an overproduction of goods and
services with negative external effects.

A positive externality occurs when the ac-
tivity of one economic agent benefits others.

MSB = MPB + MEB, (2)
where

MSB— the marginal social benefit

MPB— the marginal private benefit

MEB— the marginal external benefit.

The development of education provides an
excellent example of achieving positive exter-
nalities. In society, each of its members benefits
from the fact that fellow citizens receive a good
education. However, each of us hardly thinks
about the benefits that society as a whole gets
when we decide to receive an education. In mak-
ing a decision, the rational consumer balances
the costs of getting a good education and the
benefits that can be obtained as a result. It is
not surprising that investment in human capital
may be lower than optimal for society (Fig. 2).
Market equilibrium E is established at the point
of intersection of marginal private benefits and
marginal social costs: MRV = MSC.

Meanwhile, marginal social benefits are
greater than marginal private benefits by the
amount of marginal external benefits. There-
fore, an effective equilibrium for society would
be achieved at the point of intersection of the
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marginal social benefits and costs, that is, at the
point E, Efficiency increases in the area of the
triangle AE E,. Thus, in the presence of a posi-
tive external effect, the economic good is sold
and bought in less than the effective volume,
i.e., there is an underproduction of goods and
services with positive external effects.

Adjustment Taxes and Subsidies

If we wish to reduce the overproduction of
goods and services with negative external ef-
fects and make up for the underproduction of
goods and services with positive external ef-
fects, it is necessary to transform external ef-
fects into internal ones. The transformation
of external effects into internal (internali-
sation of an externality) can be achieved by
approaching the marginal private costs (and,
accordingly, benefits) to the marginal social
costs (benefits). A.S. Pigou proposed to use
corrective taxes and subsidies as a solution to
this problem.

A corrective tax is a tax on the output of eco-
nomic goods with negative externalities that
raises marginal private costs to the level of mar-
ginal social costs. In our example with a pulp and
paper mill, a tax (tax-T) equal to the marginal
external cost T = MEC could bring the market
equilibrium closer to effective:

MSB = MSC.

A corrective subsidy is a subsidy to producers
or consumers of economic goods with positive
externalities that bring marginal private benefits
closer to marginal public ones.

In the case of teaching, an adjustment subsidy
equal to the marginal external benefit (S = MEB)
could be provided to students. It would increase
their demand for educational services to a level
where MSB = MSC.

Adjustment taxes and subsidies cannot com-
pletely solve the problems posed by externalities.
First, in actual practice, it is difficult to quantify
marginal costs and benefits accurately. Secondly,
the extent of damage is determined in the course
of legal and political discussions very roughly.
Finally, the fact that the adjustment taxes paid
by the producers of goods with negative exter-
nalities play an important role, by no means al-
ways achieve the set goal. All this predetermined
criticism of corrective taxes and subsidies and
attempts to find fundamentally new ways to solve

the problem. They are primarily associated with
the works of R. Coase.

Coase’s Theorem

R. Coase proceeds from the fact that the prob-
lem under consideration is double-edged, or,
as he says, “mutually binding” in nature. “By
avoiding damage to B, we incur damage to
A. The real question that needs to be decided
is whether A should be allowed to harm B or
should B be allowed to cause damage to A? The
problem is to avoid more serious damage.”.*

The answer is by no means evident until it has
been possible to determine the value of what we
have acquired as a result and the value of what
we had to sacrifice for this. Thus, the solution
proposed by A.S. Pigou does not use the concept
of opportunity costs and treats factors like mate-
rial, and not legal, phenomena.

Analysis of the problem of social costs led
Coase to a conclusion that J. Stigler [1966, p. 113]
called the “Coase theorem”. Its essence is that
if the property rights of all parties are carefully
defined, and the transaction costs are zero, the
final result (maximising the value of production)
does not depend on changes in the distribution
of property rights (aside from the income effect).
J. Stigler expressed the same idea as follows “...
In conditions of perfect competition, private and
social costs are equal.”

Comparison of the pricing system, including
liability for damage because of negative exter-
nalities, with the pricing system, when there
is no such liability, led R. Coase to a seemingly
paradoxical conclusion that if the participants
can agree on their own. The costs of such ne-
gotiations are negligible (transaction costs are
equal to zero), then in both cases, in conditions
of perfect competition, the maximum possi-
ble result is achieved, maximising the value
of production.

R. Coase gives the following example. There is
an agricultural farm and a cattle ranch nearby: a
farmer grows wheat, and a cattle breeder breeds
livestock, which from time to time grasses crops
on neighbouring lands. There is an external effect.
However, as R. Coase shows, this problem can be
successfully solved without the participation of
the state.

4 Coase R. Firm, Market and Law. C. 85-86.
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If the pastoralist is liable for the damage, there
are two options. “Either the pastoralist pays the
farmer for the uncultivated land, or he decides to
rent the land himself, paying the farmer for the
uncultivated land a little more than the farmer
himself pays (if the farmer leases the farm him-
self), but the end result will be the same and
will mean maximising the value of production.”®

If there is no liability for damage, resource al-
location is the same as before. The only difference
is that the farmer will now make the payments.
However, “the end result (which maximises the
value of production) does not depend on the
legal position if it is assumed that the price sys-
tem works without cost.” With zero transaction
costs, both the farmer and the pastoralist will
have economic incentives to increase the value
of production, as they each receive their share
of the increase in income. However, when trans-
action costs are taken into account, the desired
result may not be achieved. The fact is that the
high cost of obtaining the necessary information,
negotiating and litigation can exceed the pos-
sible benefits of a deal. Besides, when assessing
the damage, significant differences in consumer
preferences are not excluded (for example, one
estimates the same damage much more than the
other). A clause regarding the income effect was
later introduced into the formulation of Coase’s
theorem to accommodate these differences.

Experimental studies have shown that Coase’s
theorem is valid for a limited number of partici-
pants in the transaction (two or three). With an
increase in the number of participants, transac-

5 Coase R. Decree. op. P. 90.
14

tion costs increase sharply, and the assumption
of their zero value ceases to be correct.

It is interesting to note that Coase’s theorem
proves the value of transaction costs “by contra-
diction.” In reality, they play a huge role, and it
is surprising that neoclassical economic theory,
until recently, did not notice them at all.

Pollution Control

Coase’s theorem helps to develop the right
strategy in the fight against environmental pol-
lution.

An effective pollution control policy is one
that balances the marginal social benefits of
control with the marginal social costs required
to enforce it. The intersection of the marginal
social benefit curve MSB with the marginal so-
cial cost curve MSC allows us to determine the
level of harmful emissions that is effective for
a given society (Fig. 3). The fact is that as the
percentage of polluting emissions decreases,
the marginal social costs rise sharply, so each
additional percentage reduction costs more
and more.

There are three main ways to reduce harmful
emissions into the environment: 1) the establish-
ment of norms or standards for harmful emis-
sions; 2) introduction of payment for emissions;
3) sale of temporary emission permits.

Emissions standards are statutory limits for
the concentration of hazardous substances in
industrial waste.

Such standards are accepted in many countries.
In the United States, for example, the Environ-
mental Protection Agency monitors its imple-
mentation. Exceeding the standards set by gov-
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ernment bodies carries a hefty fine or criminal
penalty.

The practice of setting standards has, however,
its apparent disadvantages. First of all, they allow,
within certain limits, to dump harmful substances
free of charge. When establishing uniform norms
for the country, the different degrees of severity
of environmental problems in different regions,
as well as significant differences in the marginal
private costs of individual firms, are not taken
into account. Therefore, the costs associated
with achieving a uniform level of pollution can
lead to significant losses for individual firms and
society as a whole, since the comparative advan-
tages existing in the private sector are ignored.
Finally, and most importantly, the standards
do not provide incentives for manufacturers to
reduce existing pollution levels.

Emission charges are more flexible. An emis-
sion fee is a fee charged to a firm for each unit
of polluting emissions. Such a system helps to
reduce the total volume of harmful emissions, as
evidenced by the experience of its application in
Germany. However, with such a system, there is
no complete certainty that pollution standards
will not be violated.

Recently, new methods of combating environ-
mental pollution have been increasingly used.
Among them is such a peculiar form as the sale

of rights to pollute the natural environment. The
state determines the volume of harmful emis-
sions allowed in this area and sells it in the form
of licenses at auction. Suppose it wants to reduce
the volume of harmful emissions from 1500 to
1000 kg, then the state sells not 1500 licenses, but
1000 licenses, each of which gives the right to
emit 1 kg (Fig. 4). Since the supply is absolutely
inelastic, equilibrium will be established at point
E. In this case, the price of one license for the
right to discharge 1 kg of pollutant per day will
be equal to 100 thousand roubles. Suppose the
local community of the environmentalist party
(“green”) decides to improve the environmental
situation in the area. In that case, it can buy part
of the licenses to withdraw them from circulation.
If this part is 100 licenses, then the price of one
license will rise to 120 thousand roubles. Thus,
the sale of pollution rights is a flexible means
in the struggle to improve the environmental
situation in the country.

6. Political and Economic Significance
of the Coase’s Theorem
In his work Firm, Market and Law R. Coase not-
ed that “If the rights to perform certain actions
can be bought and sold, they will eventually be
acquired by those who value the opportunities
of production or entertainment they give them.”
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Table 2

The ownership structure of large and medium-sized privatised companies in Russia in the 1990s, %

1994 1996 1998 2000
INSIDERS 60-65 55-60 50-55 30-35
OUTSIDERS 12-25 30-35 35-40 50-55
THE STATE 15-20 9-10 5-10 10-12

Source: Radygin A. Ownership and control of the Russian industry. OECD Roundtable on Corporate Governance, www.oecd.org/

daf/corporate-affairs. 2000.

It happened in Russia in the 1990s. Over a short
time, there has been a significant change in the
ownership structure of large and medium-sized
privatised companies (Table 2).

People working at enterprises (insiders) re-
ceived the lion’s share of state property, accord-
ing to A. Radygin, 60-65 per cent, while those
who did not work at these enterprises only 12-25
per cent. The situation changes dramatically by
2000. Insiders already own 30-35 per cent, while
the share of outsiders rises to 50-55 per cent (Fig.
5). The very fact of such a significant redistribu-
tion suggests that the laws of the market have
begun to operate in Russia, that is, the Coase
theorem is being fulfilled.

7. Lighthouse in Economic Theory

In 1974, R. Coase published work The Lighthouse
in Economic Theory in which he criticises the
false understanding of the production of public
goods. To this end, the author examines the Brit-
ish Lighthouse Service. It traditionally included
three organisations — Trinity House, which per-
formed this function for England and Wales; The
Northern Lighthouse Commissioner for Scotland
and the Irish Lighthouse Commission for Ireland.

According to the existing tradition, the ex-
penses of these authorities are paid from the
General Lighthouse Fund, the revenues of which
consists of the lighthouse duty paid by shipown-
ers. The receipt of funds is entrusted in the UK
to the customs services of ports Payment for
these services is carried out as follows: they take
into account two factors — the volume of goods
transported and the frequency of visits to ports
in the UK. Duties are usually set per tonne of
net cargo per voyage of any vessel that visits UK
seaports. If ships transport goods between ports
of the country, the monthly duty is levied only
on the first ten voyages of the year, and if they
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transport goods from abroad, then payments are
limited to the early six trips of the year.

Until the 17th century, there were very few
lighthouses on the British Isles. Their absence
was partially compensated for by navigation
signs, signal lights and buoys. The right to install
them from 1566 was entrusted to Trinity House.

The construction of lighthouses began in the
17th century. This construction is carried out
by both the state organisation (Trinity House)
and private individuals. The latter is obliged
to obtain a royal patent for the construction of
a lighthouse and the collection of duties from
owners of ships. Who can benefit from its ex-
istence? The collection of duties compensated
for this construction. The presence of different
lighthouses led to this. that ships paid for each
beacon they passed in proportion to the size of
the ship. To unify payments, Trinity House Cor-
poration began to pursue a new policy that not
only retained rights but also increased its income.
The company filed a patent for the maintenance
of the lighthouse. It gave it for a fee for temporary
use to private individuals, most of whom often
received not a ready-made lighthouse, but only
the opportunity to build it with their own money
with the subsequent operation. Only in 1836, an
Act of Parliament passed all the lighthouses of
England to Trinity House.

The evolution of the British lighthouse system
clearly shows that the market economy and the
system of private property have gradually solved
even such a difficult task as the production of
public goods. Therefore, the use of lighthouses
as a purely public good is based only on an el-
ementary ignorance of economic history.

8. Essays on Economics and Economists
In 1994, R. Coase’s second theoretical mono-
graph, Essays on Economic Science and Econo-
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mists, was published. It consists of 2 parts. The
first part (chapters 1-7) is devoted to econom-
ics, the second part (8-15) — to economists.
The monograph begins with R. Coase’s Nobel
lecture, in which he summarises his research.
In the same part, Nobel laureate defines the
tasks of economic science in conjunction with
related disciplines. The last two chapters of the
first part are devoted to the legacy of A. Smith.
The author shows that there is no contradic-
tion between The Wealth of Nations and Theory
of Moral Sentiments.

In his youth, R. Coase dreamed of writing a
lengthy monograph on A. Marshall. Some of the
materials for it were published in the second part
of the work. Coase tells in some detail about the

ancestors of A. Marshall, his father and mother.
Coase considers the appointment of Pigou to
replace Marshall a failure, which noticeably
narrowed the scientific program formulated by
A. Marshall. In this part, he also writes about his
teacher — Arnold Plant, and friends — Duncan
Black, whom he met while teaching at Dundee,
George Stigler, with whom he worked at the Uni-
versity of Chicago. The last chapter is devoted to
the London School of Economics in the 1930s, in
which, at that time, worked a magnificent galaxy
of economists. Despite the apparent diversity
in the book, there is a certain inner unity. In
fact, the central plot is classical liberalism in
the history of economic science from A. Smith
to J. Stigler.
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(1910-2013) Kak OCHOBOMOMAOXHMKA HEOMHCTUTYLMOHANN3MA. B Hell JaeTcs cpaBHUTENbHAS XapaKTepUCTUKa
«CTaporo» U «KHOBOT0» MHCTUTYLMOHANIM3MA, MOKA3bIBAETCS B3aMMOCBA3b U Pa3MUMe HEOKNACCUKM

M HEOMHCTUTYLMOHanM3Ma. MNoapobHo pasbupatoTcs Hanbonee nsBecTHble cTatbu Koysa v npexnae Bcero
«[pupoaa dupmbi» 1 «pobnema counanbHbix M3nepxek». B nepeoit pabote Koy3 nokasan, 4To npu OTCYTCTBMM
TPAHCAKLMOHHbIX U3AEPXKEK HET IKOHOMMYECKON OCHOBbI ANS CYLLECTBOBaHMS GUPMbI; BO BTOPOM — Y4TO

Npu OTCYTCTBMM TPAHCAKLMOHHbIX U3LEPXKEK HE MMEET 3HaYeHus NpaBoBas cucTeMa. B ycnosuax yetkoi
cneundukaumm npaB cOBCTBEHHOCTU PbIHOYHASN IKOHOMMKA CamMa CMOCOOHa CNpaBUTLCS C 3arpsi3HEHUEM
OKpY>KaloLLen cpenbl, He npuberas K BMeLWaTenbCTBY rocyAapCTBa, KOPPEKTUPYIOLWMM Hanoram u cybcnamam.

B cTaTbe nokasaHa UCTOPMS MasiKOB B 3KOHOMMUYeCKoW Teopun. OBbIYHO Masik dUrypupyeT Kak YncTo
obwectBeHHoe 6naro. PoHanba Koy3 nokasbiBaeT, UTo Aaxe Takoe obuiectBeHHoe bnaro, kak paboTta Hanora,
onaaunBanock BnagenbLamu cynos. locnenHas Yactb nocesuieHa ovepkam Koysa no BonpocaM 3KOHOMMUYECKOM
HayKM U OLLeHKe 3KOHOMMWCTOB.

Kntowesbie c108a: UHCTUTYLMOHANN3M; HEOUHCTUTYLLMOHANM3M; TPAHCAKLMOHHbIE U3EePXKKW; IKCTEPHANIUK; NpaBa
cobcTBeHHOCTH; TeopeMa Koy3a
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Abstract
The year 2020 demonstrates another surge of civil non-conventional activism in the world due to the
epidemiological situation and related government restrictive measures. In Russia, at the background of the
“Corona-crisis” and falling real incomes, retail lending to households continues to proliferate, along with an
increase in their overdue debt. The deteriorating economic well-being of Russians raises questions about the
possibility of an increase in political protest behaviour of citizens and how much their readiness for it is affected
by the deteriorating financial situation due to difficulties in paying off their loan obligations. The authors used
the methods of cybermetric analysis and mass survey, examines the perception of the credit problem by Russians,
their assessment of its causes and “culprits” (the state, banks and borrowers themselves). The paper also notes
some trends of mutual conditionality at the individual level of credit attitudes of Russians, their financial
prosperity and readiness to participate in various forms of pro-government and opposition political activity. The
authors conclude that the most common conservative model of credit behaviour among Russians contributes to
the latent deterioration of the subjective well-being of borrowers that not always leading to a decrease in credit
payments. It, in turn, leads to a desire to share responsibility for these difficulties with creditors and the state
and, probably, increases the readiness for protest activism.
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Introduction
In the modern age, rife with goods and services,
large-scale socioeconomic inequalities persist,
and opportunities for increased consumption
remain very limited. Because of this contradic-
tion between the growing supply and the un-
successful demand (noted by the classic T. Mal-
thus and later by many others), after the Second
World War, the institution of consumer lending
received rapid and previously unprecedented
development, despite all the ambiguity of its
perception by Western societies [Novikov, 2017,
pp. 86-88]. However, the growth of consumer
lending, although it stimulates the economy at
the stage of recovery, also brings the business
cycle closer to the point of overheating, which is
usually caused by the again weakening demand

from the negative contribution of credit debt to
household income.

This perennial problem of credit cycles, in par-
ticular the growth of the debt burden of citizens
and the subsequent growth of non-payments,
becomes a predictor of political risk for the state
and threatens the success of its economic policy
[Kozlov, 2020, p. 56]. Today in Russia exists a situ-
ation of this risk evidenced by the statistics of the
Bank of Russia for 2020. Despite the shocking
decline in household lending by 44 and 30 per
cent in April and May compared to 2019, in June,
July, August and September, the corresponding
dynamics showed an increase of 3, 13, 17, 22 per
cent compared to with the same periods last year.

Thus, the COVID-19 pandemic did not affect
the very trend of growth in the population’s need
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for free cash. However, at the same time, the share
of overdue debts is also growing, and (although in
the total amount of debt it does not yet exceed 5
per cent) in the third quarter of 2020, in compari-
son with the second quarter, the share of overdue
debt in the total amount of debt even decreased
by 0.1 per cent. Still, in contrast to 2019, over
the same three months, this indicator decreased
by 4.9 per cent. In absolute terms, the volume of
delinquencies from the second to the third quarter
increased from 810 billion rubles to 849 (+ 5.5 per
cent), in 2019 over the same period the overdue
debt decreased from 760 billion to 757 (-0.4 per
cent).! It confirms that the factor of the pandemic
crisis has seriously hit the solvency of citizens.?
In connection with this risk, ratings of Russian
regions in terms of population debt load have be-
come quite common. The debt load is calculated
as the ratio of the total credit debt of the region’s
households to banks to the total income of its
economically active population, usually for a year.
Although such a comparison may provide some
insight into the most problematic subjects of the
country, it says little about the real burden of bor-
rowers and its impact on the ability to maintain
economic prosperity, since it does not take into
account either real loan payments, or the cost of
living in the region, or the number of borrowers.
Nevertheless, ratings such as, for example, the
rating of the Agency “RIA Rating”? or calculations
of the All-Russia People’s Front’s project “For the
rights of borrowers”,* attract the attention of or-
dinary citizens and various political actors to this
problem using modern communication channels,
primarily social media. The question arises: how

! The Bank of Russia, official site. Available at http://cbr.ru/
(Accessed 03.11.20).

2 This is also evidenced by the data for the 2nd quarter of 2020:

first, the fall in real disposable income of the population by

8 per cent compared to the same period in 2019; secondly, a

significant reduction in household credit payments to banks

in such regions as the Chechen Republic (22 per cent), Kaluga

and Tyumen regions (14 per cent each); colossal growth of
delinquencies — in the city of Sevastopol (17 per cent), the

Republic of Crimea (11 per cent), the Udmurt Republic (8 per

cent); and both of these trends are in the Kaliningrad region

(16 and 33 per cent) and the Krasnodar Territory (17 and 7 per
cent).

> PelAITMHT PErMOHOB IO 3aKPeIUTOBAHHOCTY HACeJeHUsS —
2019. ArenTcrBo «PUA Peittunr», 24.12.2019. Available at

https://riarating.ru/infografika/20191224/630147980.html

(Accessed 01.05.20).

4 Kapra KpeaIUTHO! M cOGeperaTtenbHON aKTUBHOCTU

nmoMoxo3siicTB POD. Available at http://zapravazaemschikov.ru/
map/ (Accessed 12.08.20).
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does society react to the growth of the popula-
tion’s credit burden in the face of the uncertainty
of the future, which was clearly manifested in 2020.

At the individual level of the problem, our focus
shifts to how the individual borrower relates to
the loan and the resulting debt: how this burden
affects the emotional, cognitive and behavioural
aspects of the individual. In this regard, the re-
searchers cite different classifications of credit
borrowers. For example, Yu.E. Muzhichkova sin-
gles out on active consumers (who often use credit
services, assess their risks, and pay off debts on
time), credit addicts (who are unable to objec-
tively assess their capabilities, abuse new loans
to pay off old ones, and often do not comply with
their obligations), and conservative consumers
(who use bank loans only in exceptional cases and
seeking to pay off their debts as soon as possible)
[Muzhichkova, 2015, p. 38].

Concerning debt, some borrowers will enthu-
siastically strive to repay it as soon as possible.
In contrast, others, on the contrary, will experi-
ence demobilizing anxiety, fatigue and a sense of
uncertainty about the future financial situation.
The second model of behaviour can be defined as
“financial threat”. One of the tactics for overcoming
the state of this threat is to maximize resources
through a mode of the economy [Fiksenbaum,
Marjanovic, Greenglass, 2017, pp. 129-131].

It is closely related to the influence of debt not
only on the objective but also on the subjective
dynamics of the socioeconomic well-being of a
person. The deterioration of the latter, including
through deprivation, can significantly affect the
growth of political activity, including unconven-
tional [Gurr, 1970]. Modern researchers confirm
the applicability of the theory of relative depriva-
tion for predicting social unrest, but only in the
case of an increase in unemployment. In other
cases, while reinforcing the resource theory of
protest activism, scientists argue that the growth
of social movements can be traced where, on the
contrary, the economic situation shows improve-
ments. However, separately objective indicators
of the economy are often not able to give an idea
of political risks from society, since they have lit-
tle to do with individual perceptions of financial
well-being [Vassallo, 2020, 58—-63]. At the same
time, a subjective assessment of a decrease in life
satisfaction, which includes a much wider range of
issues, in addition to economic ones, finds a posi-
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Figure 1. Dynamics of documents from 31.01.20 to 14.04.20 (no duplicates)

Source: 1QBuzz.

tive relationship with the growth of civil protest
actions [Witte, Burger, lanchovichina, 2020, p. 135].

Thus, in order to understand how the situa-
tion of the indicated political risk of debt load
can affect the political behaviour of citizens, this
work will test the relevance of some of the above
provisions, in particular, the perception of the
problem of debt load at the social and individual
levels, the impact of credit debt on the objective
and subjective the financial situation of borrowers,
citizens and the relationship between difficul-
ties in repaying a loan and the political mood of
borrowers.

Methods of Research

As unique research methods, the author used a
cybermetric analysis of digital traces left by so-
cial media users on the issues of interest to us,
as well as a method of a mass sociological survey
conducted among adult residents of the city of
Moscow, and subsequent correlation analysis.

Cybermetry was performed using IQBuzz
software. In the course of the work, 5000 docu-
ments were unloaded, the content of which
corresponded to the presence of keywords —
markers (“debt burden of the population”,

“bankruptcy of citizens”, “debt hole”, “credit
bondage”, “credit slavery”, etc.).

Two iterations of the documents were made,
during which documents that did not correspond
to the given problem were deleted, and the tonal-
ity of the documents was also affixed. After the
first iteration, the request was adjusted, however,
as a result of the second iteration, 2884 documents
were saved (2055 — without duplicates), most of
which are comments, posts on social networks
and posts. The period for creating final sample
documents is 01/31/2020-04/14/2020. The tonal-
ity of the documents was set in relation to the
authorities: negative messages — which expressed
a negative perception of the authorities of the
Russian Federation in connection either with
the indicated problem or with measures taken to
resolve it; positive — contained the approval of
the modern Russian authorities; mixed — did not
allow to determine the pole of the given assess-
ment; neutral unambiguously — stated the facts,
had no emotional colouring or did not mention
the authorities at all.

The distribution of messages in dynamics we
showed in Figure 1. The largest number of mes-
sages fell on the periods: the 31st of January —
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the 12th of February (there is no pronounced
topic, few negative documents), 25-27 February
(amendment to hold an all-Russian vote and the
estimated date, negative in the unwillingness to
vote for “rewriting the constitution” and support
the authorities who have driven people into a
“debt hole”), 10-15 March (“zeroing the presi-
dential terms — why not zeroing citizens’ loans”),
from the 20th of March (about self-isolation, non-
working days that drive people into a “debt hole”;
the delusion that the state is obliged to hold a
credit amnesty, dissatisfaction with refusals in
credit vacations, and if approved, the accrual of
interest for their period => the measures taken are
ineffective, they drive people into credit bondage:
“all the measures taken are a postponed debt hole
for representatives of small and medium-sized
businesses, for of many people”).

In terms of sentiment, the messages in the
sample were distributed in the following ratio:
neutral — 67.4 per cent, negative — 22.9 per cent,
mixed — 7.3 per cent, positive — 2.4 per cent.
Moreover, more than 50 per cent of all negative
documents fell on the period from the 20th of
March to the 14th of April.

More than 12 million users could see these
messages (2055) — the coverage of messages was
12091582 people.

Also in the period from 27.09. until 05.10. In
2020, a massive sociological survey was conducted.
The distribution of the questionnaire was carried
out in social networks: VKontakte and Facebook —
by a random method through private messages
and various community groups. The sample was
formed with two restrictions: all respondents had
to be of legal age and have a permanent registra-
tion in Moscow (to be able to vote in the Moscow
elections). The total sample of respondents was
235 people. Among them — 83 per cent are women,
and 17 per cent are men.

By age groups: 18-24 (8 per cent), 25-34 (35
per cent), 35-44 (41 per cent), 45-59 (15 per cent),
60 and more (1 per cent). 84 per cent of respond-
ents have completed higher education. Thus, the
sample does not pretend to be representative in
the classical sense, but on the whole meets the
set tasks of the work, in particular, the search for
correlations between different socioeconomic
and political indicators.

Each respondent had to go through several
blocks of questions: to assess the degree of agree-
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ment with statements about a loan, about readi-
ness for forms of political activity aimed both at
supporting the authorities and against it, leaving
some information about themselves, in particular,
assessing their economic well-being, answering
the presence or absence of current outstanding
loan obligations, as well as expectations of dif-
ficulties in repayment.

The loan statements proposed for assessment
were divided into 5 groups: 3 statements each
reflecting an optimistic view (for example, “Loan
is a convenient banking service that saves time’
or “Having a loan encourages me to work more
actively”) — credit optimism — and pessimistic
look (“For me, credit is an unbearable burden
and burden” or “Burdening oneself with credit is
possible only in case of extreme despair”) — credit
pessimism.

Three other groups included one statement
each, indicating the responsibility of banks, the
borrower and the state (“The main purpose of a
loan is to tempt a person to buy and make a person
dependent on the bank”, “People who take out a
loan drive themselves into credit bondage”, “The
Russian authorities are responsible for the credit
problems of their citizens”).

The block of questions for assessing the
willingness of respondents to participate in
political activities in support of or against the
current government included such forms of
participation as voting in elections, participa-
tion in the work of public organizations, par-
ticipation in (un) sanctioned rallies, financial
assistance to public organizations, signing col-
lective petitions, appeal to the authorities and
politicians, etc.

To measure the expectations of respondents
of varying degrees of difficulty in repaying the
current loan, as well as questions to assess the
objective and personal financial situation of
the respondent, we used the formulations from
the VTsIOM (Russian Public Opinion Research
Center)-SPUTNIK survey.®

To search for relationships between variables
such as the expectation of credit difficulties, credit
pessimism and optimism, the assignment of re-

2

> How do you assess your ability to repay the current loan? (Kak
Vy otsenivayete svoi vozmozhnosti po pogasheniyu tekushche-
go kredita?). VTSIOM (BLIIOM), 19.11.2017. https://wciom.ru/
trzh/print_q.php?s_id=60&q_id=3375&date=19.11.2017 (Ac-
cessed 11.09.2020).
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sponsibility to lenders, borrowers and the state,
objective and subjective levels of financial security
(income), the willingness to support the authori-
ties and the readiness to oppose the authorities,
a pair correlation analysis. It made possible iden-
tification of some trends and indicated further
directions of research.

Among those surveyed, 37 per cent stated that
they are currently paying off outstanding loans
(consumer, auto, mortgage). Among them, 56 per
cent (or 21 per cent of the entire sample) stated
their expectations of loan repayment without
difficulties or with little difficulty. 40 per cent
of borrowers (15 per cent of the total number of
respondents) expect that they will be able to repay
the loan only with great effort or will not be able
to do it at all.

Results

As a result of the analysis of the discourse in
the sample of messages for the period from
the 31st of January to the 14th of April, 2020,
it was possible to come to several conclusions.
Today, the problem of citizens’ debt burden
is latent in public discourse on social media,
that is, it is rarely discussed separately from
other problematic news events, such as the
“oil war”, amendments to the Constitution,
economic support of business and the popu-
lation, etc.

The situation with the population’s debt bur-
den by itself does not cause wide public discus-
sion on social media and is rarely distinguished
by a pluralism of opinions regarding the negative
consequences of the credit burden, which, from
the author’s point of view, can be explained by
the general consensus in assessing credit for the
population (consumer, mortgage) as a negative
and undesirable instrument “driving you into
debt” or “credit bondage”. Closely related to this
is a wide range of comments and entries, the
content of which clearly indicates a negative
attitude towards the capitalist economic model
and a vast demand for an equitable distribution
of wealth, which is in stark contrast to credit
and lending.

Indeed, as of September 2019, 76 per cent of
Russians believe that a loan is permissible if ab-
solutely necessary, while 82 per cent believe that
the loan must be repaid under any circumstances.
The state should always help the borrower in case

of difficulties with payments (22 per cent) and in
exceptional cases (55 per cent).®

The results of the authors’ survey of Moscow
residents are quite consistent with these figures.
Thus, 63 per cent of the respondents to one degree
or another agree that it is worth taking out a loan
only in cases of extreme despair. The same 63 per
cent — among actual borrowers, however, the
answers differ markedly between those expect-
ing difficulties in repayment and no: among the
former, 80% agree with the statement, among the
latter— only 46 per cent. And the opposite state-
ment about credit as a service that saves time is
not supported by 67 per cent of all respondents
(among actual borrowers — 63 per cent).

And 38 per cent agree with the fact that in
Russia, credit has become the only opportunity
to purchase the desired product “here and now”
(47 per cent do not agree). The respondents with
current loan obligations agreed with this in 62 per
cent of cases, which suggests that the financial
possibilities of Moscow borrowers are very limited.
Depending on the expectations of difficulties in
repayment, opinions were practically not divided
on this issue.

Also, 68 per cent do not agree that loan obliga-
tions encourage them to work more actively (only
18 per cent agree). Interestingly, among those with
an outstanding loan, the number of those who
support this statement increases to 31 per cent,
and among those awaiting credit problems — there
is also 31 per cent against 35 per cent among self-
confident borrowers. That is, despite individual
credit experience, the majority in any category of
borrowers do not find credit as a motivating tool.

The “culprits” of Russians’ growing debts are
different in the perception of social media us-
ers. These are the debtors themselves, who take
loans for a new car or the latest smartphone model,
these are banks with MFIs ready to “rip it off”,
this is the state that has brought the country’s
economy to a situation where citizens are forced
to go into unbearable credit debts. And although
the latter point of view on the subject responsible
for this problem prevails in social media quanti-
tatively, in many cases the inseparability of the
interests of financial capital from the highest
ranks of state power is emphasized.

¢ Credits: Attitudes and Practices. FOM (Kredity: ustanovki
i praktiki. FOM). 20.09.2019. https://fom.ru/Ekonomika/14260
(Accessed 08.05.20).
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Eredit, Negative
470 (22.9%)

Eredit, himed
151 (73%)

Eredit, Positive
50 (2.4%)

Eredit, Neutral
1,384 (67 4%)

Figure 2. Distribution of Documents by Sentiment (Without Duplicates)

Source: 1QBuzz

According to the results of the cybermetric
analysis, the messages containing the connec-
tion between the problem of Russian debt load
and the guilt and ineffectiveness of federal poli-
ticians make up almost a quarter of the sample
(see Figure 2).

The negative messages were of the following
nature: the presentation of the high debt load of
the population as one of the results of Vladimir
Putin’s rule expressing a negative assessment
of the latter; hatred of state political initiatives
(for example, voting on amendments) due to
poverty of the population (debt load and an
increase in the number of bankruptcies as its
indicators); expression of dissatisfaction with
the insufficiency and “cunning” of the credit
holidays; the attitude to self-isolation measures
as a push into a credit hole; the demands of the
left opposition to the authorities to introduce
a credit amnesty for the population, the ONF’s
call to execute the President’s decree on credit
vacations, etc.
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A survey conducted among Moscow residents
confirms some of the findings of the analysis of
subject discourse in social media. Figure 3 shows
how the assessments of all respondents were dis-
tributed for each of the “culprits” of the popula-
tion’s credit problems: the statement about selfish
banks (73 per cent) received the greatest agree-
ment, followed by the borrowers themselves (70
per cent) and government authorities (58 per cent).

Classification of respondents depending on
the presence or absence of outstanding loans and
expectations regarding the possibility of repay-
ment will reveal some more features. Thus, the
direct borrowers among the respondents, regard-
less of the expected credit difficulties, were less
confident when assessing the statement about
their responsibility for the assumed credit burden:
24 per cent expressed absolute agreement, 48
per cent rather agree. Nevertheless, such a high
awareness of their choice (72 per cent) as a risk
of “enslavement” clearly speaks of the prevalence
among Muscovites of a conservative model of
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Figure 3. Distribution of Answers According to Statements About the Subject of Responsibility for Credit Debts
of Russian Citizens (N = 235)

Source: The authors.

consumption of credit services, in which credit
is most undesirable, and the culture of fulfilling
the obligations assumed is indisputable.

At the same time, there is a very striking dif-
ference between the assessments of respond-
ents-borrowers with optimistic and pessimistic
expectations of debt repayment regarding the
“fault” of banks and the state. Among optimists,
57 per cent and 49 per cent agree that credi-
tors and the Russian authorities are responsible
for credit problems, respectively, while debtors
who are pessimistic about their ability to repay
a loan agree with this in 89 per cent and 74 per
cent of cases.

At the same time, the difference between the
respondents’ assessments is quite striking — this
proves that, when realizing the difficulties of their
situation, people tend to share responsibility with
others, and targeted work with this category of
borrowers requires special attention from both
credit institutions and government officials.

The results of the correlation analysis between
the above variables also confirm some of the ob-
servations made (see Table 1). For example, the
relationships between the borrower’s expectations
of credit difficulties and their attitudes toward
loans turned out to be statistically significant: a
fairly strong positive relationship (r = 0.487) of
higher expectations of debt repayment problems

was found with credit pessimism, and, conversely,
negative, but weaker — optimistic (r = -0.227).

There is also a significant (with a probability of
99 per cent) average positive dependence of the
expectations of problems with loan repayment
and “blaming” banks (r = 0.349) and a significant
95 per cent average direct correlation of the same
expectations of difficulties and the blaming of the
Russian authorities (r = 0.256).

Credit optimism is inversely related to the im-
position of responsibility on banks (r = -0.278) and
the borrower (r = —0.182) with a statistical error
of no more than 1 per cent. Also, at the level of
the trend, he has a positive relationship with the
financial situation, in particular, with a probability
of 95 per cent, there is a significant correlation
between an optimistic view of credit and the ob-
jective financial situation of the respondent (r =
0.159). It makes it possible to assume that the
more secure a person is, the more positive aspects
he will find for himself in a loan.

In turn, credit pessimism has significant, close
to average, positive links with the assignment
of responsibility to all three subjects and with a
general readiness for protest political behaviour
(r = 0.133) and an inverse relationship with the
respondent’s financial situation. It tells us that
the more a person considers credit unacceptable,
burdensome. Still, the only chance to acquire an
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expensive product, the more he will blame banks,
the state, and even in fewer cases, himself for the
credit risk taken.

Such a person will be more inclined to take
actions to express his lack of power support. And,
most importantly, more often this position will
be characteristic of people with credit difficulties
and poorer financial position (a strong inverse cor-
relation was revealed between the expectation of
more serious credit problems and higher financial
status, and this relationship with the respondent’s
objective material position (r = -0.551) slightly
less compared to his subjective rating (r = -0.583)).

Speaking about the possible impact of credit
debt on the political behavior of citizens, we im-
mediately note that no statistically significant
correlation could be established between the
variables of credit and financial issues and the
willingness to support the current government
in various ways (this factor had the highest cor-
relation with credit optimism (r = 0.115)).

However, some tendencies were established by
referring to the variable of readiness to oppose
the government and its policies through various
forms of political activity (see Table 2). So, this
factor in total terms with a probability of 99 per
cent positively correlates with the respondent’s
assignment of responsibility for credit debts to
banks wishing to make the borrower dependent on
themselves (r = 0.231). At the same time, with an
error of 5 per cent, the average direct relationship
with the expectations of difficulties in repaying
a loan (r = 0.284) and a weaker inverse correla-
tion with the subjectively estimated favourable
financial situation (r = —0.147) are significant. It
follows from this that the respondents expect the
greater difficulties with their credit debt, and the
worse they assess their financial situation, the
higher their readiness as a whole to oppose the
government.

Let’s see how the factors we are considering
affect certain forms of readiness for protest ac-
tivity. The strongest direct correlations with the
expectations of credit problems — the readiness of
respondents to such forms of non-support of the
authorities as participation in the work of public
and political organizations opposing the govern-
ment (r = 0.309), work in such organizations as a
volunteer (r = 0.301), as well as financial support
for such organizations (r = 0.271), participation in
anti-government sanctioned rallies (r = 0.268) and
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signing collective petitions and appeals against
government measures (r = 0.267). The subjec-
tive material situation of the individual, which
is interesting, demonstrates a lower in strength,
but statistically significant negative relationship
with the readiness for various forms of expres-
sion of disagreement with the state authorities:
with violent street actions (r = -0.187) and with
participation in the creation of a public organi-
zation (r = -0.181), as well as signing petitions
(r =-0.156) and participation in unauthorized
rallies (r = -0.150).

But the dependences of the respondent’s ob-
jective financial position on any form of protest
activity are insignificant. The same can be noted
regarding the degree of agreement with the fact
that the borrower is driving himself into “credit
bondage”.

At the same time, the assignment of responsi-
bility to banks showed as many as four significant
(with a probability of 99 per cent) correlations
with such forms of non-support to the govern-
ment as participation in the work of public and
political organizations (r = 0.244), signing petitions
(r=0.237), voting in elections for opposition (r =
0.206) and work as a volunteer (r = 0.187). It means
that the more the respondents agreed that a loan
is a means of making a person dependent on the
bank, the more people among them were willing
to participate in organizations independent of the
government, sign collective letters against the gov-
ernment and vote for the opposition in elections.

At the 95 per cent level, this factor also affects
other forms of protest, but the correlation coeffi-
cient is even lower there. According to the author,
such a connection between attitudes towards
credit and readiness to oppose the authorities in
various forms can be explained by a vivid negative
interpretation of unfreedom — the dependence
contained in this statement, since the relation-
ship of credit debt can be directly associated with
forced restrictions, so unacceptable opponents of
state authorities.

The respondents are more inclined to believe
that it is the authorities who are responsible
for the population’s credit problems, are more
willing to work in organizations that oppose the
course of the official authorities (r=0.171), to
a slightly lesser extent — to work as a volunteer
(r =0.151) or to participate in violent protests
(r =0.138).
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Conclusions

As a summary of the work, let us pay attention
to some observations based on the analysis of
empirical data. The analysis of the discourse
clearly showed that the problem of the growth
of the credit burden of the population and the
difficulties encountered in repaying loans does
not go unnoticed in social media, and, although
it is not a central topic of discussion, it is regu-
larly updated in a variety of news items.

On the Internet, in the vast majority of cases,
the loan is perceived extremely negatively and
is often associated with expressions such as
“debt hole” and “credit bondage”. This, as well
as the agreement of 73 per cent of Muscovites
surveyed that the task of a loan is to make a per-
son dependent on a bank, speaks of the attitude
of citizens towards the institution of lending as
a selfish mechanism of encumbrance and the
following restrictions. Due to the high aware-
ness of the need to repay debts (82 per cent of
Russians believe that loans must be repaid in
any situation), loans, which, according to 63 per
cent of Moscow borrowers, are permissible only
in hopeless cases, do not stimulate borrowers
to earn more money, but rather activate savings
a model of behaviour or, more simply, a model
of the economy in the context of a decrease in
real disposable income, which negatively affects
the subjective assessment of an individual’s
financial situation.

However, the existence of a current loan in
itself is not always associated with a poor financial
situation (no significant connection was found
here). And this is explained by the fact that 56
per cent of those surveyed who turned out to be
valid borrowers expect that they will easily or with
little difficulty repay their loan, while 40% are
preparing to face great difficulties or will not be
able to repay the debt at all. And it was precisely
between this factor and the respondent’s material
position that a very strong inverse correlation was
found: the greater credit difficulties an individual
expects, the worse he estimates the level of his
economic wealth.

Correlation analysis also revealed an important
trend that answers one of the research questions:
indeed, the expectation of serious problems with
loan repayment directly affects the growth of pro-
test sentiments among such borrowers, expressed
in a higher readiness to participate in various

forms of political activity aimed at opposing the
government and its policies.

Interestingly, the strongest significant correla-
tion was found with the willingness to participate
in and volunteer in anti-government public and
political organizations. This fundamentally does
not confirm the theory of protest political partici-
pation, provided with appropriate time, material
and other resources, since credit difficulties in
fact mean an insufficient amount of resources for
engaging in social and political activities within
the organization after all the costs of overcoming
the negative consequences of credit.

It should be noted, however, that willingness
to participate does not always translate into
participation itself. However, in this case, it also
becomes unclear what is the reason for the lack
of a more noticeable direct connection between
credit difficulties and voting for opposition can-
didates, because voting as a voter is a much less
costly event. However, the answer to this and other
questions has yet to be given with the help of new
research, not limited to a sample of residents of
a very specific political life of the capital.

This work also demonstrated that the percep-
tion by the population of the current Russian
economic model as unfair is valuable for build-
ing the entire economic policy in the country, in
particular with regard to the redistribution of
financial resources between business entities,
which is connected with the memory of a finan-
cially stable and much fairer memory preserved
in the minds of some part of the population about
the life in the USSR.

Analysis of the discourse in social media has
also established that credit problems have their

“creators”, those subjects that, in the opinion of
citizens, are to blame for their existence. These
include, firstly, lenders, that is, first of all, banks
and MFOs, secondly, the borrowers-households
themselves, and thirdly, government authorities
that did not prevent or even contributed to the
acceleration of the debt burden of the Russian
population.

On the Internet, because of its specificity as a
platform for expressing opinions, in a quarter of
all cases of discussion of the problem of Russians’
debt burden, responsibility is laid on the state
and its official authorities. Less often — on other
subjects. A mass survey conducted among social
media users from Moscow showed that in the
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greatest number of cases, citizens agree that, first
of all, a loan is needed in order to tempt people
to buy and, as a result, make a person dependent
on a bank (73 per cent).

Also, the overwhelming majority of those sur-
veyed agree that the borrower condemns himself
to a loan. Among real borrowers, there are even
a little more of them, which, along with the pre-
vailing negative attitudes towards credit, char-
acterizes the prevailing conservative model of
credit behaviour of Muscovites, however, when
using this information, it is worth remembering
that the declared attitudes are not always imple-
mented in behaviour, as evidenced by the “Lapierre
paradox” [Davydenko, 2014, p. 26]. A little less
often, Moscow respondents agreed that the credit
problems of citizens are the responsibility of the
state authorities (58 per cent); nevertheless, their
number is significant.

Among those who expect great difficulties in
repaying their loans, the number of those who
impose responsibility on banks and the state is
significantly higher, which is consistent with the
fact that people who are tolerant of credit are
more inclined to write off responsibility for fail-
ures on others or bad luck [Lebiedev & Gordyakova,
2016, p. 80]. Despite the clarified link between
blaming the lender and the authorities with credit
pessimism and the expectation of credit problems,
the question remains: is there a relationship be-
tween these characteristics and an individual’s
trust in banks, MFIs or key political institutions
of the state.

The answer will make it possible to ascertain
to what extent the shifting of responsibility to the
lender and the state will contribute to a decrease
in confidence in them in the event of an increase
in problems with loan payments. Closely related
to this issue is the tendency, confirmed in the
Moscow sample, that people who are inclined to
treat credit as a means of driving the bank into
“credit bondage” express a greater readiness to
engage in political activity that opposes the of-
ficial authorities.

Speaking about the costs of work that influ-
enced the result, it should be noted that, like cy-
bermetry, and the mass survey was conducted
at a time of growing uncertainty and general
irritation with the pandemic situation and its
economic consequences, which could affect the
respondents’ assessments of their ability to repay
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the loan. and readiness for one form or another
of political activity, as well as on the emotional
state of social media users.

This allows us to regard the presented results
as reflecting not only the attitude of Russians
to credit and their political moods, but also the
reaction of the population to the current events
of 2020, which challenge the maintenance of
the previous quality of life, and therefore, as the
world experience of recent years shows, they are
also “fuel “For the flaring fire of social protests
[Shek, 2020, p. 633]. Therefore, in order to con-
firm or deny the relevance of these results for
the conditions of a more predictable reality, the
following measurement of public mood should
be carried out.

A second note for further work could be the
development of a broader set of statements to
assess credit optimism and pessimism, as well
as the responsibility that citizens, creditors and
authorities place upon themselves. In addition,
the sample of respondents should be expanded
both quantitatively and by expanding the regional
coverage of respondents in order to neutralize the
specifics of the social dynamics of the megalopolis,
which is Moscow.

Directions for further research in this problem
area can be deepening knowledge about the influ-
ence not only of citizens’ attitudes towards credit
but also to such related categories as debt and
interest rate, that is, the price of a loan, as well
as the development of specific models of political
behaviour depending on the degree of credit load
and (not) incoming difficulties in its repayment.
The study of these issues will allow us to form a
more detailed picture of the mutual influence of
credit relations, in which the individual is and
can potentially be, and his political moods and
(not) readiness for various forms of participation
in politics.

This study has shown that the responsibility
of the borrowers themselves for the loans they
have taken and their perceived obligation to
repay debts in any situation puts people in a
disappointing and frustrating position when
credit difficulties arise.

It, firstly, is reflected in the fact that the
deterioration of subjective and objective ma-
terial well-being, apparently, is possible even
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before the physical impossibility of repaying
the loan, which is manifested in statistics in a
reduction in loan payments and an increase in
overdue debt, since a conservative borrower will
continue to bear his credit obligations to the
bank, even if this will lead to a decrease in the
quality of his life until the subsistence level is

reached; secondly, the difficulties in repaying
the loan by Muscovites, despite the routine
continuation of payments, probably contribute
to the desire to share responsibility for these
problems with the bank or the state, which in
turn is expressed in the increased readiness for
protest political activity.
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1. Introduction

Just to set the stage in advance what sorts
of reaction we usually get when speaking on
this subject. One group will come up and say
mournfully or angrily that they are so sorry
to see an otherwise sensible person by all the
hype by greenhouse gas warming; when rea-
sonable people all know it is a scam rather
than environmentalists using it as an excuse
to implement their anti-consumption and an-
ti-growth agenda. The other group will come
up and say mournfully or angrily that they are
so sorry to see an otherwise sensible person
raising questions about whether greenhouse
gas warming is really a looming disaster. Be-
cause we all know that if we do not slash
global carbon emissions right away, the level
of the ocean will rise by 20 feet and the world
economy will be destroyed by raging hurri-
canes and extreme weather. Therefore, the ar-
ticle is just going to brace itself against both
of these sets of reactions and proceed by talk-
ing about the scientific argument for climate
change (Boddin, Stahler, 2018).

The basic notion of the global climate change
is that sunlight comes down, and it hits the
Earth. Some of the sunlight is absorbed into the
Earth as heat. Some are reflected or radiated
back into space. If the amount being radiated
back into space is reduced, then the Earth will
tend to get warmer. Some gases absorb out-
ward infrared radiation. Carbon dioxide is the
most prominent of these gases. Others include
methane, nitrous oxide and various chloro-
fluorocarbons. You can see around the Solar
System. What happens when you get different
build-ups of these kinds of gases? The Planet
Venus, for example, has so much greenhouse-
gas atmosphere that water cannot exist as a
liquid on the planet. So, there is steam instead.
Mars has so little greenhouse atmosphere that
water cannot exist as a liquid on Mars. And if
water does exist on Mars, it would be frozen.
Earth is the godly luck’s planet, not too little,
not too much, just the right amount of these
various greenhouse gases. Thomas Schelling,
a Nobel laureate economist, who spent recent
years in Maryland, has pointed out that the
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science of greenhouse-gas warming really is
not about greenhouses. The way actual green-
house gases work, as Shelling points out, is
they trap air that is warmed by contact with
the ground, which is heated by the sun. In other
words, greenhouses have nothing to do with
carbon dioxide. A better illustration, Schell-
ing has pointed out, is that citrus growers and
wine growers use smudge pots, i.e. little pots
that burn crude oil. When temperatures drop
down in a way that would threaten their crop
of grapes or another citrus, it is not the heat
from the smudge pots that matters. Instead,
on a still night, the pots produce a blanket of
carbon dioxide that captures some of the heat
radiating from the ground and thus keeps the
fruit from freezing. However, the smudge-pot
effect does not nearly have the public relations
sing that climate change or global warming
does. It is probably a two-way point than an
alternative name to stick (Beetsma, Giuliodori,
De Jong, Widijanto, 2016).

2. International Programs Aimed

at Preventing Climate Change
The most prominent international organisa-
tion involved with the climate change issue
is the Intergovernmental Panel on Climate
Change (or the IPCC). The IPCC is in the news
a lot both for its reports and because it won
a Nobel Peace Prize back in 2007. The IPCC
was set up by two organisations: The World
Meteorological Organisation and the United
Nations Environment Programme. With these
parents, it is maybe fair to say the Organisa-
tion is a little conflicted. It describes itself as
a quote “scientific intergovernmental body”,
which is a little bit like saying a very musi-
cal manufacturing plant. The two parts do
not always go together all that well. The IPCC
does a lot of scientists working with it, and it
does have big meetings every few years with
lots of government representatives present to
hear all the reports that are produced (Cohen,
2012).

Sometimes worries leak out that their reports
are tinkered with a little bit around the edges to
suit the governments in one way or another. The
middle range IPCC estimate based on various
assumptions about economic growth, emissions,
and climate is that world temperatures are right
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now on line to rise by 2.8 °C by the year 2100.
If this happens, a lot of possible changes will
result. There would be more precipitation at
high latitudes, for example, less precipitation
at tropical areas. There could be melting snow
and sea ice. There could be extreme weather like
more heatwaves, more droughts, more tropical
cyclones. All of these weather patterns would
involve costs, involving agricultural production,
the potential cost to health, water supplies and
coastal protection as well. The economic losses
from this mid-range estimate of warming are
smaller than maybe you might expect, at least
for the world as a whole. The standard estimates
are that 3 degrees of warming by 2100 could
lead to a fall in world GDP of 3% at that point
(De Haas, Horen, 2011). The reason that is so
small is that warming helps some areas of the
world but hurts others.

For example, it looks likely that say, Russia,
North America and China could benefit from
global warming as their climates became a lit-
tle warmer while, say, Africa, Latin America,
South Asia and Western Europe would probably
suffer from global warming (Johnson, 2013).
Also, a lot of the world economy just is not all
that dependent on temperature and precipita-
tion one way or the other, so, it is not strongly
affected by the possibility of climate change.
Because scientists take the lead in writing these
IPCC reports, they acknowledge as scientific
professionals that there is a range of uncer-
tainty here. Temperatures could rise more or
less than the middle of the estimate. Say, the
range often cited is from 1.8 degrees up to 4
degrees Celsius by the year 2100. At the upper
end you get a much greater risk of some dif-
ficult to describe extreme changes in weather,
say, like change in circulation patterns in the
Atlantic Ocean and cooling off Europe or a shift
in monsoon patterns of South Asia, or perhaps
melting the West Antarctic ice sheet in a way
that could raise ocean levels around the world
(Kadayan, 2014).

Standard estimates, the middle-level esti-
mates are sort of an average. They assume in a
way that the very worst outcomes are not going
to happen, but if some of the more extreme
events do occur, or say, if the weather helps fa-
cilitate the spread of disease, the costs of global
warming and climate change could get much
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higher in a hurry. It is fair to say, though, that
for some analysts the main worry about global
warming is not the mid-range scenario which
can be dealt with in various ways, but it is hard
to evaluate the risk of extremely high-costs
scenarios. The costs of global warming rise over
time as the extent of global warming increases.
For example, one projection found that the
costs of global warming would be something
like 1 per cent of world GDP by 2050, then up
to about 3 per cent of world GDP by 2100, ris-
ing to 13 per cent of world GDP by 2200 as the
warming continued overtime (Dorrucci, McKay,
2011). Clearly, there is a lot of uncertainty in
these kinds of discussions of what could hap-
pen with climate change. It might be the best
we can do right now, but to put it mildly, it is
some wiggle in these kinds of numbers. It is
easy to find scientists on one side who argue
that the IPCC forecasts are too mild and have
been watered down to some extent by govern-
ments. It is easy to find scientists who claim
the IPCC forecast are overstated and have been
hyped up to some extent by governments.
The conclusion from all this controversy is
the extent of uncertainty is probably under-
stated. In other words, things could be better
than the best IPCC scenario. It could be worse
than the worst as well. A considerable num-
ber of climate scientists do believe that global
warming is a real and dangerous phenomenon.
A smaller minority disagrees. Maybe the tiny
minority will eventually turn out to be right. It
would not be the first time that a small minor-
ity turned out to be correct. But when the bulk
of experts in a certain area believes something,
it is wise to assume that there is at least some
probability that the majority is correct. We can
quarrel over that probability that they are right
is 99% or 90% or 50% (Gourinchas, Obstfeld,
2012). But how one can reasonably say that
there is zero probability that the majority of
experts are correct about something. They prob-
ably are on to something. When there is a risk
of something wrong happening, the standard
economic response is to think about whether
it is possible to buy insurance. In fact, policies
about global warming are a kind of insurance.
Just as you pay for insurance on your home or
your car, and you hope the wrong thing does
not happen or is not as bad as you feared. We

need to think about what kind of insurance
does it make sense to buy for global warming,
in a public policy sense and of course we will
hope that the wrong thing does not happen or
is not as bad as we had feared. Of course, to
makes sensible decisions about the insurance,
you have to decide how bad is the risk, and
how much insurance it makes sense to buy. It
does not mean, of course, you purchase vast
amounts of insurance against relatively small
risks. But taking out zero-insurance is not usu-
ally a sensible approach if you confronted with
risks that are real.

Evaluating the problem of climate change
involves some difficult questions about how to
value costs and benefits. Let us first talk about
the general problem of how policy might deal
with events that have maybe a relatively low
probability of happening like some of the worst
outcomes of climate change. Still, if they do
occur, they have a very high cost. The underly-
ing approach here following the standard IPCC
estimates is to say the most likely scenario for
climate change right now is one of moderate
warming with moderate costs. We would deal
with this with some combination of moderate
strategies, a mix of, say, reducing energy us-
age and paying to mitigate some of the other
problems that arise like flooding or changes in
agricultural yields as they happen. If it is a mid-
dle-range problem, it is not a world-changing
problem. But the IPCC evidence also suggests
there is some lower probability chance that
the most likely scenario is not what happens.
There will be either very warming or very high
costs resulting from moderate warming (Khan,
Zhao, Zhang, Yang, Haroon, Jahanger, 2020).

3. The Catastrophic Scenario and
Mega Risks in Global Climate Change
Much of the concern over climate change is
not about the moderate scenario. It is about
the risk if something perhaps less likely, but
very, very bad happening. How do we think
about these kinds of risks? Richard Posner,
who is a Federal Judge and Law Professor
of the University of Chicago, is well-known
among economists for his writings in the area
of law and economics, posed this question
back in 2004 in a book called Catastrophe. It
was about how you should respond to low risk,
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high-cost events. He includes global warming
as being in this category. He also uses the use-
ful law-professor approach of trying out some
other examples to draw out our intuition on
the overall issues here. For example, what is
a chance of a large asteroid hitting the globe
in the next one hundred years? Maybe there
is one chance in a hundred million of say 1.5
billion people dying. Small chance — large
lousy outcome if it does happen. What about
a chance of a severe bio-terrorist attack? Say,
there is one chance in a hundred thousand
that an attack like that will kill 100 million
Americans at some point in the next one hun-
dred years (Lane, Milesi-Ferretti, 2011).

What is the appropriate policy response to
lower probability, high-cost events? Of course,
one might make some generic statements here.
If the probability of the event gets bigger, you
should spend more to avoid it. If the probability
is smaller — then spend less. If the potential
cost is more significant — you spend more to
avoid it. If the potential cost is smaller — you
should spend less. You can also note that people
are often not very good at thinking about these
kinds of low-probability risks. People tend to
either overspend because they base all their
actions on the fear of the immense possible
loss or else they brush it aside, and they spend
nothing because they say there is not very much
chance it is going to happen. A more rational
approach has to balance these two possibili-
ties, search for ways to reduce the mega risk
because it is so big, but not try to eliminate all
risk because there is a relatively low chance of
that lower of the worst outcome happening. So,
stick to relatively low-cost approaches in the
present, but build up overtime.

For example, what one might do if one took
the asteroid risk seriously? One might start an
agency, for example, that would formulate a
plan for disrupting the flight of an asteroid, who
would begin early monitoring of possible aster-
oids so that we would know their coming sooner.
Eventually, the goal of this agency would be to
act in the time that we have available for early
warming if we knew an asteroid was likely to
hit. We might also have that agency think what
steps the globe would take if an asteroid were
on its way. They could produce an annual re-
port for what concrete steps we might take for
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dealing with the aftereffects. These policies
might have useful spinoffs. Monitoring aster-
oids might well have some scientific benefits.
Emergency plans for an asteroid strike might
also be helpful if, say, a significant tidal wave
or an earthquake or a volcanic eruption occur.
Notice this plan does not eliminate the risk
of a massive asteroid strike. Maybe, instead
of its being something that is one in a hun-
dred million of happening, we could perhaps
do something that would make it be one in a
billion instead. Or instead of something that
would cause 1.5 billion people to die, maybe
only a hundred million people would die in
the asteroid hit. But the risk does not go away.

One needs to balance the reduction in risk
against the costs during occurring. In the realm
of climate change and global warming, we need
a sense of these catastrophe scenarios in this
way. We need to do something to think about
them. But nothing is particularly gained by
making a really broad claim that most scientists
agree the catastrophes are near-term and high
probability. That is not what the IPCC reports
say. Most scientists do agree that global warm-
ing is a real problem with high costs that extend
off to the future. But that is very different from
believing that it is a high-probability catas-
trophe just about to happen. So, the broad ap-
proach would be to balance the costs of action
with reductions in risk and reductions in harm.

The costs of dealing with climate change are
incurred relatively close to the present. The
benefits are much further off in the future. In
fact, the benefits might be hundreds of years
into the future. One prominent report on cli-
mate change that came out in 2006 by very emi-
nent British economist named Nicholas Stern
estimated that climate change would reduce
world GDP by an average of 1% per year over
the next century. Still, the total loss overtime
would be equal to 14 per cent of world GDP. How
do you get from 1 per cent average over the
next century to 14 per cent average overtime?
(Milesi-Ferretti, Tille, 2011). It turns out when
you look at Stern’s calculations more closely
that half of the losses he suggests will happen
from climate change happen after the year 2800.
It is eight centuries from now. So, yes, you ask
yourself a question, if we are going to have costs
of reducing carbon emissions right now and ask
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if it is worth the benefits, should we be paying
to benefits that are more than eight hundred
years off in the future? While you definitely
want to count benefits in the future, the further
off the benefits are in the future, the less you
want to count them. In other words, benefits
that arrive next year or in a decade should be
calculated as worth more than benefits that
come several centuries off in the future. A lot
of non-economists do not like doing this. How
can you say life in the future is worth less than
a life in the present? All lives are equal. You
can hear the rhetoric. Other people say we just
do not want to mess up the environment, not
now, not ever. It does not matter to meet the
timeline, or how of the future is. That view is
something that people might not believe if they
thought about it more closely. Do you want to
place the same value on someone who lives
three generations from now or fifty genera-
tions from now as you place on someone alive
today? There are so many future generations
out there. Is it really the problem of this gen-
eration to pay for every possible action that
might affect the entire future of the human
race? Sure, maybe we have a responsibility to
start in the right direction. But do not they have
some responsibilities too? After all, the odds are
good that people in the future will have vastly
better energy technology, considerably better
health care, vastly longer lives and a higher
standard of living. Should not they have some
responsibility as well?

There is a funny line attributed to Grou-
cho Marx. He says, why should you care about
posterity? What has posterity ever done to us?
Economists would say that Groucho ignores the
future. He is discounting future benefits at a
very, very high rate. But ignoring the difference
between the near-term and the future does not
make sense either. The amount by which you
count the future less than the present is what
economists call the discount rate. If you ignore
the difference between the present and the
future, basically you are saying your discount
rate, the amount you discount the future is zero.
As a result, anything happening eight centuries
from now should count just as much to you as
something happening this week. If you think
this sounds a little crazy, you do not believe the
discount rate ought to be zero. We can argue

what the discount rate ought to be — 1 per cent
a year, 2 per cent a year, but saying it should be
zero is a very extreme choice (Obstfeld, 2011).

Let’s use a calculation that is due to the
eminent economist William Nordhaus at Yale
University. Suppose, hypothetically, we dis-
covered that all the costs of global warming
would happen after the year 2200, and more
specifically, suppose that after 2200, there is
a 90 per cent chance nothing occurs as a result
of global warming. Still, there is a 10 per cent
chance that incomes for all the rest of the hu-
man future will fall by 0.1 per cent per year
(Ostry, 2012). If you use a zero discount rate
for the future, so that 10% chance of a 0.1 per
cent fall as equally as bad that happens todayj, it
would be worth paying something like 4 trillion
dollars right now in the present to avoid the
risk of something happening off in the future,
even though it is only a 10 per cent chance if it
is happening at all, even though it is only after
the year 2200, because if you lose 0.1 per cent a
year for the entire future of human history and
you do not discount the future, that adds up to a
lot of money over the millennia (Patil, Kulkarni,
2011). Here is another hypothetical. Imagine
two policy actions can reduce climate change.
They have equal cost. Let us say one of them
saves ten thousand lives in ten years. Another
saves eleven thousand lives, but only after 800
years. You need to choose which one to focus
on. Save 10,000 lives of people currently alive,
or save 11,000 lives of our descendants maybe
thirty generations into the future.

Given those specific numbers, people would
choose the present, because they place a higher
value on the present lives than they do on those
in the distant, distant future. Those who favour
action on climate change tend to choose low
discount rates for the future because it makes
the benefits in the future look so prominent
in the present. But it is worth thinking about
where this logic goes if you really follow it out.
For example, what happens, if someone says
they fear nuclear proliferation or weapons of
mass destruction? Some will argue that if we
let this spread, then fifty or a hundred or two
hundred years from now, we might have a dev-
astating war. Suppose there is no discount in
the future. In that case, we need to treat the
future costs of that devastating war two hun-
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dred years in the future as if they are happen-
ing right now, and that could easily just favour
cost of short-term war right now, because of
that risk of some catastrophe, many decades or
many centuries in the future. Or put it another
way, given the many social problems — health,
education, nutrition in the US and around the
world, would you favour a crash multi-trillion-
dollar worldwide programme for dealing with
the chance of an asteroid hitting a few centuries
from now? If you do not discount the future,
you pretty much have to say, well, asteroids can
happen, see it some time, it might be 10,000
years, it might be 500,000 years. But with no
discounting for the future, we need to face 100
per cent of those costs right now (Reinhart,
Rogoff, 2011).

A zero-discount rate has a natural effect that
makes it very important to deal right now with
big problems that could be away off in the fu-
ture. Almost any positive discount rate — 1, 2,
3 per cent a year — means that you end up just
not worrying too much about anything that is
several hundred years off in the future. What
discount rate you choose is probably more im-
portant for your thinking about climate change
policy. Then all the rest of the uncertainty in
the economic and meteorological models about
costs and benefits put together (Rousseau,
Wachtel, 2011).

Another difficulty is climate and its effect on
technological progress. A tropical climate tends
to have certain economic consequences. Look
around the world. Poverty is in general, pretty
close to the equator. Wealthier nations tend
to be further away from the equator with, of
course, a few exceptions. Even within Africa, the
high-income countries are the southern ones
like South Africa. If you look in South America,
the high-income countries Argentina and Chile
are far to the South. Because there are high
temperatures at the equator in Africa, people
tend to live away from the coast where would
be hot and up in the mountains and highlands,
which, of course, made transformation costs for
products even more stringent.

In an equatorial zone there tends to be less
food production. A temperate climate with
winter has various advantages over a tropical
climate. Winter kills bugs and pests. It breaks
up the soil. It helps to fertilise the soil. A cycle
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of freeze and melt and water flow makes the
soil much more fertile. Plants tend to grow
better when it is warm in the day and cool at
night, not when it is warm in the day and the
night. Areas that are right in the equator tend
to have lower overall rainfall, especially in
coastal regions and greater heat. The summer
in temperate areas actually has longer days.
The days get longer and shorter. In the winter,
the days are shorter. But around the equator,
all the days are roughly the same length. And
that does not actually help growth very much.
Around the equator there tend to be seasons
of weighty rains and parched weather which
tends to bleach out the soil. So, there are a lot
of reasons why crops do not grow as well around
the equator as they would in more temperate
areas (Salisu, Akanni, 2020).

4. Global Reform of Agriculture
One last big area to talk about is a reform of
agriculture. Agriculture is still the primary
sector of output in most emerging economies.
At the end of the 20™ century, something like
three-quarters of Africans earned a living in
the agricultural sector, and they produced
something like one-third of GDP. In a way,
this is a sort of a pattern you expect that in
very low-income countries at a much earlier
stage of development. Here is a quick over-
view of a key fact. For most of the last three
to four decades, the difficulty was that farm-
ers in Africa did not earn very much. They did
not earn very much partly because the price of
food was low and falling overtime and partly
because the governments in these countries
often put price controls on food to keep the
city dwellers who bought the food happily.
With all those people working in farming are
not earning much, maybe the fundamental
problem about farming in Africa was it did
not generate enough income. Farmers had to
make a subsistence living. Staring in 2005 or
2006, and on for several years after that, the
price of food rose dramatically all over the
world. As a result, many farmers in Africa
were getting a lot more income than ever be-
fore. The new problem is that the urban poor
and countries that need to import food are
having to pay a lot more in terms of higher
food prices. So, the main problem for African
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agriculture used to be low prices leading to
low incomes for farmers. Now the question
is high prices leading to a lack of affordabil-
ity for food. Economists are always unhappy
about something. From the long-run econom-
ic view, the story with agriculture is simple
enough. Africa needs to get productivity up in
agriculture. That will raise incomes. That will
generate more food, and it will start the pro-
cess of sectoral adjustment, where the coun-
try does not need as any farmers, and those
folks can begin to work in manufacturing or
services instead (Kasekende, Brixova, Ndiku-
mana, 2010). There are a lot of technologies
available to move beyond home technology or
peddle power or animal fertiliser. However, a
lot of research needs to be done on crops for
African climates. There need to be more irri-
gation projects run and maintained by farm-
ers. And it could also use a little more rural
infrastructure like roads and electricity. Many
African nations have made their gains in edu-
cation and health, but there is a lot more to
do. There are state-owned companies to be
privatised.

Pollution, of course, is a real problem, but it
is also a problem that can be addressed at some
cost. For example, air and water pollution in
the United States and Europe have in general
been getting cleaner for several decades now.
Apparently, an advanced high-income economy
can afford to pay for lower pollution overtime.
The big exception here is the risk of carbon di-
oxide emissions, and some other gases lead to
climate change. There are conversations about
fossil fuels and climate change, and someone
says the world is just about to run out of oil and
fossil fuels. Maybe in a few decades. And then
about three sentences later, they worry about
climate change, which is based on burning fossil
fuels at rising rates, not only through the 21
century but for centuries beyond that. What
is weird, of course, is that one worry is about
running a fossil fuel in a few decades and the
other is about burning it for centuries into the
future. You cannot believe in both of these. If
we are about to run out of fossil fuels, well, it
really will help a lot with global warming. And if
we are supposed to worry about climate change,
because we are burning fossil fuels all through
next century and the centuries to come, it is

pretty clear that we ought not to worry about
actually running out (Tripathi, Kaur, 2020).

The other significant source of demand for
food products is bio-fuels. A bio-fuel is some-
thing like ethanol, a fuel that is made from farm
products and then can be used as a partial or a
complete substitute for gasoline. Ethanol is the
most common biofuel in the US made from corn
typically added to gasoline. Biodiesel which is
made from corn and also from oilseed is the
major biofuel in the European Union. In major
high-income agricultural countries, about 20 to
50% of the production of corn and oilseed are
actually going to make biofuels. In the US, for
example, about one-quarter of the corn crop
toward the tail-end of the first decade of the
21t century is now going to ethanol, and that
share is rising over time. In 2005, actually, the
US overtook Brazil as the leading producer of
ethanol around the world. In the last few years,
both the US and Europe have put billions of
dollars of subsidies in place so that they could
meet aggressive goals for increasing production
of biofuels. In the late 2000s, the US incen-
tives were worth about 7 billion dollars a year
(Vayanos, Woolley, 2013). It is just an enormous
change in food markets.

The promise of biofuels was two-fold. One
was that it would be a substitute for oil and
help reduce oil imports. The other was an en-
vironmental promise that it might reduce pol-
lution and particularly greenhouse gas emis-
sions. Roughly speaking, the image of biofuels
was something like this. First, you grow the
crops. And in growing the crops, they absorb
carbon dioxide. You turn those crops into fuel.
When you burn the fuel, you create carbon di-
oxide, but then when you grow the crops, you
absorb it back into the crops again. It is kind
of a mental image, but it does not quite hold
true. After all, it takes energy to grow corn in
modern agriculture. It takes oil-based fertiliser.
It takes tractors. It takes energy to turn corn
into ethanol. It takes energy to transport it.
And it starts clearing extra land to grow crops
for biofuels that carbon from clearing that land
gets released into the air as well.

Agriculture also has several environmental
costs like high chemical use or runoff going
into streams and rivers. Moreover, ethanol does
not have a mile per gallon that is good as pe-
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troleum. So, you need more gallons when you
are driving with ethanol. At the end of the day
the study suggests that if you take corn-based
ethanol and you displace a gallon of gasoline, it
saves maybe 10% of the gasoline you displace.
The other 90 per cent went into making the
ethanol. Depending on whether the additional
land was cleared, this is or awash for green-
house warming, or it could in some cases even
make the climate change the issues somewhat
worse. There is also a very modest gain on oil
here. If you used 100 per cent of US corn crop
for ethanol, it would replace less than 15 per
cent of the total fuel that is used for trans-
portation in the country. And there is the very
modest gain if at all in terms of climate change
(Yu, 2014). However, turning to biofuels is a
major contributor to higher food prices around
the world and thus to undernourishment and
hunger all over the world. There is one World
Bank estimate which says that the amount of
grain you need to produce enough ethanol to
fill the gas tank of a typical sport utility vehicle
is actually enough grain to feed a person in a
low-income country for an entire year, so the
next time you fill your tank with an ethanol
mix feeling all good about yourself, you need
to sort of mould that fact over. The criticism of
biofuels here is really focused on corn-based
ethanol and to some extent on oilseed used
for biodiesel. It is just not the best crops for
producing ethanol.

In Brazil, they have been making ethanol for
a lot of time out of sugar. Sugar turns out to be
a considerably better pay-off in terms of gas
savings, and also better in producing carbon
emissions. Nevertheless, pushed by aggressive
legislative targets for biofuels in the US and
Europe and lots of political pressure from farm
producers, it seems pretty much clear that at
least for a few years, biofuels will continue put-
ting upward pressure on food prices all around
the world.

5. Recommendations for Fighting
Global Climate Change
What would climate change policy look like,
a sensible climate change policy? It will have
several dimensions. It should focus on mar-
ket-oriented environmental tools. It should
respect the time dimension of the problem. It
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should have an international dimension. Let
us talk about those three. For economists, en-
vironmental policies fall into two broad cate-
gories. One set of policies are called command
and control, and these kinds of policies, the
government, specifies how much pollution
can come out of a smokestack or what can be
burned in an incinerator or precisely what can
be released into a stream or lake? The gov-
ernment says how much pollution is allowed,
and sometimes it specifies the pollution con-
trol technology to be used. This approach
has had some successes but it also has some
weaknesses. When you set the level like that,
there is no incentive for anyone to go beyond
the level the government sets or to be innova-
tive about reducing pollution further. When
you choose pollution control technology, the
government regulators often choose some-
thing that is few years behind the times, and
more generally, detailed regulations which
can precisely emit or discharge what often get
watered down by politics as they are put into
place. For example, it is common to say new
factories have to do one thing, but the old
factories are going to be a grandfather dean
under a different set of rules.

A market-oriented approach takes a different
angle from command and control. The idea is
the government provides broad incentives that
reduce pollution and then lets companies and
households adapt at they see fit. One example
is a pollution tax. For climate change, you can
think of a tax on carbon emissions. For example,
you might collect that tax from oil refineries
and coal companies and others who are produc-
ing things that will turn into carbon, and they,
of course, pass that tax along to households and
firms. But if anyone can figure out a way to emit
or create less carbon, they will pay less of the
tax. Incentives to innovate exist with pollution
control technology. Another market-oriented
idea is called cap and trade. The notion is that
the government issues permits that allow firms
to emit a certain amount of pollution like per-
mits that will enable firms to emit a certain
amount of carbon or to produce products like
gasoline that emit carbon.

The total number of permits puts a cap on
the total amount of pollution. Then the permit
might require phasing down the amount of pol-
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lution over time. The twist in the cap and trade
is that these permits can be bought and sold.
So, if someone finds a way to reduce pollution,
they could sell their permits to someone else.
Again, there is an incentive to reduce pollution,
and there is an incentive to go beyond the basic
level and find innovative new ways of reducing
pollution in the future. A carbon tax basically
sets the carbon price, and then you want to
conserve to avoid paying the tax. Cap and trade
since a quantity limit for carbon emissions,
but because you can pay for permits, there is
an incentive to conserve, because the permits
become costly. Carbon taxes are more flexible
in the output of carbon. They set a price. Cap
and trade are more flexible about the price of
carbon by setting an output level for carbon.
But either one of these can be seen loosely or
strictly with exceptions or no exceptions, just
like any other form of pollution control. Poli-
ticians often like cap and trade because they
like certainty over how much of a quantity of
pollution will be emitted.

They do not like that nasty word tax which
is, of course, kind of silly, because a carbon tax
or a cap and trade approach both will tend to
lead to higher prices for things that emit carbon.
Indeed, that is their purpose of getting less of
those things being used. You can have various
variations and combinations too, mixing together
pollution taxes and cap and trade policies. It is
just that either market-oriented pollution control
approach will reduce pollution at a much lower
cost than a command and control approach. The
time dimension of the climate change problem
arises in this way. We know that the costs of cli-
mate change arise in overtime. If we have market-
oriented policies to address climate change, and
you phase in those policy changes over time, then
they will tend to stabilise carbon emissions at a
more modest cost.

The International Monetary Fund published
a study in 2008 that looked at the policy of the
carbon tax and cap and trade to stabilise car-
bon emissions. They estimated that the world
economy if you put in a policy like this, would
be 2 per cent in 2040 than it would otherwise
be. But even though the world economy would
be 2 per cent in 2040 than it would otherwise be,
it is still true that in 2040, the world economy
2.3 times higher than it was in 2007. Their rec-

ommendations, sort of a hypothetical proposal,
went like this: They said, start with one cent
a gallon gasoline tax, and then announce it is
going to go up two cents a gallon every three
years in the foreseeable future. Frankly, any
politician who claims to be worried about global
warming, but will not support a slow phase
of this kind of tax strikes me as fundamen-
tally not serious about the problem. You say
we are incredibly worried global warming will
destroy the planet but not for ten or seven cents
a gallon tax, let us not go crazy here, which
is not a serious position to take. This sort of
gradual phase-in policy works best when you
think about it working along with technological
progress. The idea is firms will see that gradual
phase-in of higher taxes coming, and they will
start to increase efforts to find ways to cash in.
We strictly do not know how they will reduce
carbon emissions, may be greater fuel efficiency
for cars and buildings and houses, possibly al-
ternative sources of energy that produce less
carbon, perhaps what is called carbon capture
sequestration where the carbon is injected down
into the ground, so it does not end up in the air.

6. Conclusion
The philosophy on all this is pretty much
umami. None wants to talk about the pos-
sibility. Climate change does seem to pose
genuine risks, even if we can argue over the
likelihood of those risks. So, people are in-
terested in any and all possible answers to it.
Another big area to think about in policy is
international considerations. Carbon emis-
sions are not equal around the world. Highly
developed economies like the United States
and those in Western Europe have tradition-
ally been the biggest emitters of carbon. But
now China has already become the biggest
emitter of carbon among all the countries of
the world. While carbon emissions are rising
sharply from countries like India, Russia and
Brazil as well. In fact, since the early 1990s,
more than half of the world carbon emissions
are from the developing nations of the world.
Their emissions have been growing so rapidly
that they are growing three times as fast as
the rate of rich countries. If you do not get
countries like China or India on board to at
least hold down the rate of increase in their
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emissions, so they are not burning coal and
oil without limit, there is no conceivable car-
bon policy that can actually succeed.

Maybe once it was confirmed that the high-
income countries of the world could address
global warming on their own, but this is not
true anymore. How do you get everybody on
board? An obvious common proposal is to let
us have an enforceable worldwide treaty where
every nation will make commitments to re-
duce its emissions. Scientists admit this is a
political judgement, not an economic one. They
just think such a treaty is unlikely. More loose
agreements are possible with goals and hopes,
but at the end of the day, nations tend to act
in what they perceive as their self-interest. Be-
sides, it is not really fair to ask the low-income
countries to pay a massive share of the cost
for climate change policy. In many of these
countries, children are dying from causes like
malnutrition and the lack of clean water.

You have to put a zero discount rate on the
future to say your main priority should be
spending money on reducing smokestack emis-
sions to reduce the risk that is decades off in the
future when that economic growth might help
you save people who are dying and in poverty
right now. It also seems politically unlikely to
me that high-income nations are going to send,

say, tens of billions of dollars to China to help
China reduce its carbon emissions. Maybe that
is the most cost-effective way to get emissions
down the fastest, but we are not going to send
the money, and the Chinese government is not
going to let a bunch of US firms crawl all over
factories and install a bunch of pollution con-
trol devices. What does seem conceivable is a
loose set of international agreements, maybe
at the regional level, say, Latin America, East
Asia, US, Canada, European Union and so on.
One can imagine those countries agreeing on
a shared price to tax carbon across countries
or on certain versions of cap and trade propos-
als. One can imagine sharing a lot more tech-
nology about energy conservation, alternative
energy sources and pollution control. But the
test of seriousness on climate change is that
high-income countries have to take the lead in
reducing their own emissions.

It is all about concrete commitments in the
present, even if they start small and build up.
Until they start talking in the United States
about profound long-term ways of raising the
price of energy that leads to carbon emissions
and spending more money overseas for pollu-
tion control, nobody frankly does take all the
rhetoric or all talk on international treaties
very seriously.
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cceptance of small amounts for pres-
ervation with an increment of interest
through savings for any citizen correctly
and profitably to reserve for future needs”! — this
phrase emphasised the main goal and indicated
the origin of the savings banks (Sberbank is the
historical successor of the savings banks), which
first appeared in Russia in the 1840s.

Before the Russian Emperor signed this De-
cree on 12 November 1841, there had been vari-
ous debates in the highest echelons of power
concerning the necessity of this reform. How-
ever, the governor was sure that savings banks
would be an essential tool of social policy, a way
of fostering economy and thrift, taking into ac-
count the experience of European countries (the
saving institutions first appeared in Scotland

! Ustav kredytnyi. Svod zakonov Rossiyskoi Imperii. SPb., 1893.
T.XL Ch. IL p. 107.
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and further developed in the West in the late
18™ and early 19 centuries).?

This degree proclaimed the creation of a new
type of banking institutions and, in case of future
success, the possibility of spreading this type of
institution throughout the whole Empire. Nikolai
Christofari, an employee of the Loan Treasury in
St. Petersburg, became the first client of the first
Russian savings bank. On 1 March 1842, he opened
his first deposit in the amount of 10 rubles at 4
per cent per annum since there couldn’t be more
than 10 rubles on depositor’s account.> Moreover,
the total amount of deposits from one person
could not exceed 300 rubles in silver, since sav-
ings banks were mainly focused on people with

? Western Bank of Scotland: History. Available at https:/www.
natwestgroup.com/heritage/companies/western-bank-of-scot-
land.html// (Accessed 25.11.2020).

3 History of Sberbank, Sberbank. Available at https://www.sber-
bank.com/ru/about/history. (Accessed 26.11.2020).
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Table 1
Development of saving banks in Russian in 1865-1892

Year Number of Number of cashbooks, Lump-sEm] contribution, Loan portf'ol‘io savings banks,
cashboxes thousand million rubs. million rubs.

1865 47 70.3 5.4 4.6

1870 65 74.7 49 5.2

1875 75 81.9 5.5 5.4

1880 76 104.1 9.1 10.0

1885 326 218.9 26.6 28.0

1890 1826 798.4 147.0 142.0

1895 3875 1907.0 367.9 336.7

Source: Petrov Y. A, Kalmykov S.V. (1995). Savings bank business in Russia. Moscow: K.I.T.

low income. So the owners of significant capital
were deprived of the opportunity to make profits
at the expense of the state.

During the first year of the operation, the sav-
ing bank in Moscow conducted 2.5 thousand trans-
actions and 15.5 thousand rubles were attracted.
In 1853 the amount of contributions to savings
banks increased up to 50 rubles, and the maxi-
mum deposit amount to 750 rubles, respectively.
Consequently, by the end of 1860, there had been
more than 90 thousand depositors, and the bal-
ance of cash deposits in the capital’s cash offices
exceeded 6 million rubles.

In 1860, the unified Bank of Russia was estab-
lished, and saving institutions were transferred
to the Ministry of Finance’s jurisdiction. On 16
October 1862, Alexander II adopted a new Char-
ter of savings banks, according to which they
had to be created “in all cities, townships and
places.” As a result, from 2 small institutions
with 20 employees in St. Petersburg and Moscow,
the cashboxes turned into a network operating
throughout the country. By 1895, 3875 branches
were opened, 368 million rubles were accumu-
lated in deposits. This time is called the heyday
of Russian banking. The results 1865-1892 we
shown in Table 1.

The further development of savings banks is
tightly connected with the monetary reform of
1895-1897, initiated by S.U. Witte, who managed to
transfer the ruble to the gold standard, even though
this move caused much criticism.* He believed that

4 Pushkareva I.M., Stepanov A.S. The “Golden” ruble in the
Russian monetary system in 1897-1917.

savings banks in Russia should remain state-owned
and be a part of the state financial system.

On 1 June 1895, Nicholas II approved a new
charter of savings banks proposed by the State
Council and prepared by Minister Witte. Under
the new charter as the basis for the activities of
the savings banks, French savings model was
chosen, which Witte, who had financial affairs
with French bankers, considered to be the most
successful and acceptable for Russia. The govern-
ment assumed responsibility for the integrity and
safety of the amounts and capital transferred to
the cash desks. Contributors can be “persons of
both sexes, any rank and age”, as well as institu-
tions and communities. Deposits were accepted
for an amount not exceeding 1 thousand rubles.
For one depositor and no more than 3 thousand
rubles. For an institution or society.®

After the introduction of the new charter, the
ultimate goal of the government was to expand
the network of cashboxes, aimed at the attraction
to saving people with low financial literacy. In
1897, actions were taken to revive the factory cash
registers. In the charter of the Office of Savings
Banks was mentioned: “The workers who have ac-
cumulated savings and therefore who value their
position, represent a reliable counterbalance to
any kind of agitations. Accustoming workers to
saving make them hard work and facilitates the
in the labour level and economic welfare.”

In 1900-1902, savings banks were opened at
the state and private railways. Savings operations

5> Russkie banki. Spravochnik I statisticheskie svedeniy o vseh
deistvuyshih v Rossii gosudarstvennyh, chastnyh I obshestven-
nyh kredytnyh uchrejdeniyah na 1 January1895. p. 6.
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could be carried out not only in urban centres but
also in remote areas (for example, in Siberia). Since
the early 1900s, cash desks have been opened in
secondary schools to instil a thrift spirit in them
from childhood. By 1914, Russia had 2.5 thousand
school ticket offices: 359 in secondary schools and
1385 in the lowest. More than 10% of the students
were depositors.

During the first decade of the Witte’s reforms,
Russia took a huge step forward. For instance, the
number of cash registers increased by 2.5-3 times,
whereas the number of purchased securities by
nine times. Savings business in Russia outstripped
the European results, and before World War I, the
savings bank system of Russia experienced a pe-
riod of flourishing (Table 2).

During the war years, the government paid
particular attention to the development of sav-
ings banks. In difficult wartime conditions, sev-
eral steps had been taken in order to maximise
the expansion of savings institutions. A crucial
role played the law of 23 October 1915, providing
for the expansion of the network of postal and
telegraph departments with the opening of sav-
ings banks in the countryside. In less than a year
and a half after its adoption (before the February
Revolution of 1917), more than 4970 cashboxes
had been opened. Moreover, first cashboxes were
opened in China, Mongolia, Iran, as well as in Rus-
sian embassies in the USA and Canada. Consider-
ing possible options for expanding the network
of savings institutions parishes and clergy were
also involved in the savings business since there
were more than 40 thousand Orthodox churches
throughout the whole Empire.

In October 1921, the All-Russian Central Execu-
tive Committee adopted the establishment of the
State Bank. On 26 December 1922, a resolution of
the Council of People’s Commissars was adopted
on the establishment of state savings banks. The
social composition of donors as of 1 October 1927
shows that the largest percentage (46.6%) falls
on the employees of the Council, followed by
workers (21.4%), persons of the free professions
(2.9%), peasants (2, 1%). The peasantry remained
practically not covered by savings banks. Overall,
the number of savings banks increased 40 times,
depositors’ accounts — 36 times, the volume of
deposits — 105 times.

During the World War II reserves, free financial
resources of farms and banks, as well as funds of

46

the population in the amount of 270 billion rubles
were directed to the defence needs. Throughout
the 1941-1943 period number of deposits in-
creased by seven times, and the sum of deposits
reached 1425.5 billion rubles, considering that
in July-December 1941 new banknotes had been
emitted with the overall result of 14.3 billion ru-
bles.¢

The first post-war years were characterised
by the extremely rapid growth of operations by
savings institutions, with the deposit as the main
instrument. Obviously, savings operations grew
more intensively in the cities: 123% growth versus
54% in rural areas.

In 1960-1980 the development of savings
bank systems carried on. On 1 January 1963, the
Council of Ministers of the USSR entrusted the
State Bank USSR organisation of savings busi-
ness. It transferred the entire system of savings
banks from the Ministry to its jurisdiction. The
data in Table 3 characterise development sav-
ings business in the USSR during this period.

This table illustrates that throughout this pe-
riod the number of cashboxes increased by 18 per
cent, number of deposits by 3.1 times whereas
the sum of deposits by 18.5 times, respectively
(even though there was a severe denomination
in 1961 where the “Khrushchev candy wrappers”
had been introduced).

Thus, the analysis of the development of the
savings business in the Soviet period shows
that the savings infrastructure was steadily
improving, which in turn facilitated the process
of attracting more depositors and the amount
of deposits. At the beginning of 1979, popula-
tion deposits exceeded 130 billion rubles, and
the savings banks received 50 per cent of the
population’s incomes.’

During the perestroika period in 1987, there
was a reorganisation of the banking system. In
1988 new banks such as State Bank, Vnesheconom-
bank, Promstroy Bank of the USSR, AgroIndustrial
Bank of the USSR, Zhilsotsbank USSR and Sber-
bank of the USSR appeared. By the beginning of
1988, the system of Sberbank of the USSR included
15 republican banks, 166 regional, 4.1 thousand
departments with 50.7 thousand branches and
22.1 thousand agencies, and by mid-1990 each

¢ Nikolai Voznesensky, The military economy of the USSR dur-
ing the Patriotic War.
7 Kashin Y. I Savings rate in the USSR. AM: Finances, 1979, p 5.
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Table 2
Saving bank before World War |

Number of Lump-sum contribution, million rubs. Loan portfolio
Number of .
Year cashboxes cashbooks, . savings banks,
thousands cash securities million rubs.
1895 3875 1907 3679 33.8 336.7
1900 5415 3551 661.9 90.0 676.3
1904 6558 5127 910.6 195.1 941.9
1906 6679 5665 1035.0 2374 11221
1910 7365 7436 1396.9 286.9 1582.9
1913 8553 8992 1685.4 348.6 17414
Source: Outline of development and activities of state savings banks. SPb. 1912.
Table 3
The development of saving business in the USSR (1959-1984)
Item 1959 1960 1970 1975 1980 1984
Number of cashboxes, th 543 66.5 78.3 79.9 79.9 78.9
Number of deposits, mln rubs 47 52.2 80.1 106.6 142.1 164.0
Sum of deposits, mln rub 87 10.9 46.6 91.0 156.5 202.1

Source: The economy of the USSR for 60 years. JUB. Statistical collection. Moscow. 1977, p. 462.

administration district had a bank with subordi-
nate from 15 to 40 branches.?

1990-1998

During the collapse of the USSR and the for-
mation of the Russian Federation, Sberbank
remained the leading institution that accu-
mulated citizens’ money. It was a controver-
sial period, since Sberbank was considered
state property and then became a Joint Stock
Company, according to some beliefs, Sber-
bank is not obliged to bear any past debts. In
contrast, others consider the history of Sber-
bank as a whole if the one financial institu-
tion. Both points of view are still regarded
as unofficial. It was a painful period for the
population: the collapse of the Union, “shock
therapy” (monetary reforms and inflation),
devaluation of the ruble and subsequently
national currency denomination. Nowadays,
the status of the deposits of the USSR popula-

8 United Savings business, Ed. R.V. Korneev. MS: Statistics,
1992, p. 21.

tion is still to be discussed, and, moreover, in
Russia, these deposits are called “burnt”. To
understand the basis for this thesis, it is nec-
essary to trace in detail the causes and conse-
quences of the reforms that took place in the
1990s.

In July 1990 the Russian republican bank of the
Sberbank of the USSR was declared the property of
Russian Soviet Federative Socialistic Republic. A
planned economic system characterised the Soviet
Union. The military industry accounted for vast
volumes of production, while production of group

“B” products was developed according to the leftover
principle, which resulted in a shortage of consumer
goods. The accumulation of savings of the popula-
tion was constantly increasing, but there was noth-
ing to buy. According to the World Bank,’ in 1990
Russia’s GDP was $ 516.8 billion, while the deposits
of citizens accumulated by 1990 in the USSR Savings

® World Bank National Accounts Data and data files on OECD
national accounts. Available at https://data.worldbank.org/
indicator/NY.GDP.MKTP.CD? Locale=ru&locations=RU. (Ac-
cessed 23.11.2020)
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Figure 1. The ratios of the population’s money and stocks of goods in trade and industry in Russia
(at the end of the year, billion rubles)

Source: National Economy of the RSFSR in 1989; National Economy of the RSFSR in 1990; Social development of the Russian
Federation 1992; Russian statistical book 1995; Russian statistical yearbook 1996.

Bank (369 billion rubles)!® amounted to 40 per cent
of GDP. It was enormous. The explanation is that
the Savings Bank of the USSR was the only bank
for keeping savings; therefore, all deposits of the
population were stored in it. To finance the deficit
of the Union’s budget, the Government of Nikolai
Ryzhkov withdrew citizens’ savings from Sberbank.
By governmental Decree!! of 11 December 1990, the
USSR Supreme Soviet instructed the USSR Council
of Ministers until 31 December 1991 to properly
formalise the debt to Sberbank. It was the end of
1990 when the country faced a monetary (un)bal-
ance of the market. The ratios of the population’s
money and stocks of goods in trade and industry
were disproportional (Fig. 1). Stocks of goods in
trade and industry in relation to the funds of the
population amounted to 12 kopecks per 1 ruble.
To regulate the volume of the money supply, it
was necessary to withdraw part of it. It happened

10 Sharionov, A.N. The state is in debt: how the savings of
citizens in the Savings Bank of the USSR were destroyed ac-
counts. [Electronic resource].— URL: https://www.forbes.ru//
mneniya-column/makroekonomika/238749-gosudarstvo-v-
dolgu-kak-unichtozhili-sberezheniya-grazhdan-v-sb // (Ac-
cessed 27.11.2020)

11 Resolution of Supreme Council of the USSR “On the imple-
mentation of the law of the USSR “On the state bank of the
USSR” and the law of the USSR “On banks and banking activi-
ties”” 11 December 1990 No. 1830-1.
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in January 1991 through the confiscation reform of
the Minister of Finance, and from 14.01.1991 — the
Prime Minister of the USSR Valentin Pavlov. On
22 January, the last Soviet monetary reform began,
the formal reason for which was stated as the fight
against counterfeit banknotes — it was announced
that counterfeiters had introduced large counterfeit
bills of 50 and 100 rubles into cashflow circula-
tion in large quantities. On 22 January 1991, the
President of the USSR Mikhail Gorbachev signed
a Decree'? “On the termination of the acceptance
for payment of banknotes of the State Bank of the
USSR in denominations of 50 and 100 rubles of the
sample of 1961 and the limitation of the issuance
of cash from deposits of citizens.” This Decree
confirmed the Resolution®® of the USSR Cabinet of
Ministers, which introduced restrictions: old bills
had to be exchanged for new ones within three days
from 23 January to 25, but the maximum amount

12 Decree of the President of the USSR of January 22, 1991 No.
UP-1329 “On the termination of the acceptance for payment of
banknotes of the State Bank of the USSR in denominations of
50 and 100 rubles of the 1961 model and the restriction of the
issuance of cash from the deposits of citizens”.

15 Decree dated January 22, 1991 No. 20 “On termination of
acceptance for payment of banknotes State Bank of the USSR
in denominations of 50 and 100 rubles sample 1961 and the
procedure for their exchange and restrictions on issuance cash
from deposits of citizens”.
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Figure 2. Inflation rate by months in 1990

Source: Inflation rate table by month on an annualised basis. Available at https://ypoBeHb-uHdnaumn.pd/Tabnunubi-uHGAALMN.

(Accessed 28.11.2020).

of exchange per person was 1000 rubles. It means
that the rest of the savings became invalid. The
money that was kept on deposits in the Savings
Bank was partially “frozen” — one person could
withdraw only 500 rubles once a month. The notes
on the withdrawn amounts were recorded in the
passport since citizens could have deposits in sev-
eral savings banks in different cities.

In March 1991, “shock therapy” began — an
increase in prices by a Decree!* of the Council of
Ministers of the RSFSR. The changes also affected
Sberbank: on 22 March, Gorbachov signed a De-
cree’ concerning the removal of all restrictions
on the withdrawal of cash from bank accounts.
The same Decree stated the compensation for
losses of Sberbank’s depositors — to index depos-
its by 40 per cent. If the monetary equivalent of
indexation exceeded 200 rubles, the excess was
recorded in a special account, from which money
could be withdrawn after three years passed. From
the same day, Sberbank was not considered to be
the property of the RSFSR, because, according to
the Law!® of the RSFSR “On Banks and Banking
Activities in the RSFSR” dated 2 December 1990,

4 Council of Ministers of the RSFSR Resolution of March 20,
1991 No. 162 “On the reform of retail prices and social protec-
tion of the population of the RSFSR”.

15 Decree of the President of the USSR from 22.03.1991, No.
UP-1708 “On compensation to the population for losses from
the depreciation of savings in connection with a one-time in-
crease in retail prices”.

16 Federal Law “On Banks and Banking Activities” dated
02.12.1990 No. 395-1.

at the general meeting of shareholders the Joint-
Stock Commercial Savings Bank of the Russian
Federation was established.

Viktor Gerashchenko, who was the head of the
State Bank of the USSR, in the Letter'” dated 15 April
1991, informed the government that the State Bank
had begun charging compensations for the govern-
ment’s use of deposit resources (including money
received from Sberbank) at 5 per cent per annum. In
April, the official inflation rate was 63.5 per cent (Fig.
2). Because of the high inflation and the low com-
pensations’ interest, the real interest rate on savings
confiscated from citizens turned out to be strongly
negative from the very beginning. The resolution
of the Supreme Council on the debt to Sberbank
was not executed by 31.12.1991, because de-facto
compensation payments on USSR deposits are still
being paid to Russian / ex-Soviet citizens.

December 1991. The authorities have entirely
stopped regulating prices. At the end of December,
the Soviet Union collapsed, and the state mecha-
nisms for regulating the economy stopped work-
ing. The Government did not regulate deposits
and their use.

1992-1995. Prices ceased to be regulated, and
hyperinflation began.

May 1995. One year before the presidential elec-
tion, B.N. Yeltsin’s ratings, according to official
data, was about 3 per cent, and to increase it, the

17 State Bank of the USSR Resolution of 15.04.1991 “On the
payment of the state internal debt”.
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state promised to restore savings that were stored
in Soviet savings banks — and taking into account
their purchasing power at the time of investment.

May 1996. Sberbank depositors born before
1916 were paid “preliminary” compensation. Un-
fortunately, the percentage!® of the population
born in those years (2.2 per cent or 3.3 mln people)
was extremely low, because the life expectancy in
the Russian Federation in 1996 was 65.85 years
and because of the historical events that people
born before 1916 faced up the First World War, two
revolutions, civil war, several significant waves
of repressions and several other wars: Soviet-
Finnish, and World War II. Those compensations
amounted at a maximum of 1 million rubles — it
was about $ 200, way far from being generous
even at that time. It was a price of either half of
a colour TV or two vacuum cleaners. The issue of
the promised full compensation was postponed
for an undefined period.

Since 1996 shares of Sberbank of Russia have
been quoted on the Russian stock exchanges
MICEX and RTS. Also, the shareholders’ meeting
adopted the concept of the bank’s development
until 2000 that was aimed at transforming the
bank into a universal commercial one. The first
payment cards were issued, and the Sberbank
Non-State Pension Fund was created.

January 1998. The denomination took place —
a decrease in the nomination value of banknotes
and prices by 1000 times or, people simply call it
“the crossing of three zeros”. A thousand rubles
turned into a ruble, that is why Soviet deposits
are called “zeroed”.

In the 2000s, the procedure for paying compen-
sation and the age of the depositors receiving them
changed several times. The current rules!® were
introduced in 2012 and later modified in 2019. Still,
many compensations have not yet been paid. How-
ever, the real value of these compensations matches
the nominal value of initial deposits, while the real
rate of value was a thousand times higher. Accord-
ing to the Draft? of Russian Budget for 2021-2023,
the internal debt of the state on USSR deposits

18 Mortality of the population: trends, methods of study, fore-
casts: Collection of articles. (2007). Denisenko M.B., Bakhme-
tova G. Sh., (Eds.). Moscow: MAKS Press. pp. 256-271.

19 Federal Law of 29.11.2018 No. 459-FZ (as amended on
02.12.2019) “On the federal budget for 2019 and for the plan-
ning period of 2020 and 2021”.

20 Bill No. 1027743-7 “On the federal budget for 2021 and for
the planning period 2022 and 2023”.
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is estimated at 45.4 trillion rubles in 2020, 47.22
trillion rubles in 2021 and 49.11 trillion rubles in
2022 — this is half of Russia’s GDP?!' (110 trillion
rubles) that is still impossible to pay back.

Due to the inflation and the failure to imple-
ment the policy of indexation of Soviet deposits,
payments of these deposits and compensation
payments on them, the nominal values of deposits,
even if they were not changed, their real value
decreased several thousand times. Since Sber-
bank became non-state property on 03/22/1991
and until the purchase by the Government of the
Russian Federation on 03/18/2020, formally, it
was only an intermediary financial institute be-
tween the population and state that was and still
is indebted to depositors. The issue of so called
“burnt” deposits remains unsolved up to nowadays.

Practical Examples of Calculating
the Compensation on “Burnt Deposits”
and Comparison of its Real Value
in USD Currency
Sberbank has a webpage?? with a deposit com-
pensation calculator where all criteria are men-
tioned. pays compensations only for deposits
that were made in the USSR Savings Bank on
the territory of the current Russian Federation.
The restrictions for the deposit: it should be
opened before 20 June, 1991 — this is the day of
the liquidation of the USSR Savings Bank — and
the deposit should remain opened from 20 June,

1991 until 31 December, 1991.

The basis amount for the calculation is the
amount that was on the account on 20 June, 1991.

The formula of calculations of a current com-
pensation:

Compensation = (Deposit balance as of 20
June 1991) x (Age coefficient) x (Deposit closing
date coefficient)

Age coefficient — if the recipient of compen-
sation was born before 1945, then the deposit
amount is multiplied by 3, if after — by 2 (Table 4).

Deposit closing date coefficient — the earlier
you withdraw all the money, the lower the coef-
ficient is (Table 5).

21 Statistics showcase: GDP at market prices according to 2008
SNA methodology. Available at https://showdata.gks.ru/re-
port/280029. (Accessed 27.11.2020).

22 Compensation for deposits. Available at https://www.sber-
bank.ru/ru/person/contributions/compensation. (Accessed
27.11.2020).
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Example 1

The citizen was born in 1960 and deposited
3,000 rubles in May 1991. He did not make any
other payments. The deposit was closed in 1994.

Compensation = 3,000 x 2 x 0.8 = 4,800 rubles.

The real value of the deposit was 83,625 times
more than the real value of compensation.

Example 2

A citizen born in 1943 opened a deposit in
Sberbank in May 1991. At the end of April 1991,
he put 6,000 rubles in and did not close it. Ad-
ditionally, he put 500 rubles in May 1991. In
2009 he received 2,000 rubles under the then
compensation rules.

Compensation = 6,500 x 3 x 1-2000 = 17,500
rubles.

The real value of the deposit was 49,7 times
more than the real value of compensation.

Example 3

A citizen born in 1943 opened a deposit in
1980. By March 1991, 6000 rubles had been ac-
cumulated on the book, and he closed the de-
posit in 1994. It should be borne in mind that
in March 1991, the depositor was automatically
compensated (on 22 March Gorbachev signed
a Decree) — indexation by 40% from 6,000 ru-
bles, that is, 2,400 rubles. At the same time, 200
of them were added to the existing account —
there were 6,200 rubles. And for the remain-
ing 2,200 rubles, a special account was opened.
Therefore, on 20 June 1991, the depositor had
two accounts — for 6,200 and 2,200 rubles, a
total of 8,400 rubles. Compensation will be
calculated from this amount. Compensation =
= 8,400 x 3 x 0.8 = 20,160 rubles.

The real value of the deposit was 55 times
more than the real value of compensation.

1998-2019

Sberbank’s 2000 report stated that lending to
the real sector of the economy remains the
strategic line of the bank’s development. The
main borrower of the Bank in 2000 was RAO
UES of Russia, a monopoly in the generation
and energy transportation headed by Anatoly
Chubais. This enterprise attracted more than
$ 200 million? and was subsequently liquidat-
ed. Afterwards, on its place so-called “natural

25 Sberbank opened a loan to RAO “UES of Russia”. Kommer-
sant. Available at https://www.kommersant.ru/doc/152456.
(Accessed 28.11.2020).

Table 4
Age coefficient on USSR deposit compensation

Year of birth Coefficient
before 1945 3
after1945 2

Table 5
Deposit closing date coefficient on USSR deposit
compensation

Year of the deposit closure Coefficient
1992 0.6
1993 0.7
1994 0.8
1995 0.9
1996 and later, including still 1

opened deposits

monopoly” companies, as well as privatised
generating and sales companies appeared.

The holding company Russian Aluminum,
which is managed by Oleg Deripaska and Ro-
man Abramovich, also deserves attention. The
joint holding has raised over $ 49 million from
Sberbank to finance investment programs at the
Sayanogorsk Aluminum Smelter.?

Volga-Dnepr Airlines, actively participating
in numerous hot spots around the globe, also
received $ 10 million for 4.5 years.”

Privatised in 1994, Siberia, currently S 7, re-
ceived $ 15.8 million? from the Novosibirsk bank
of Sberbank of Russia to finance the costs of the
program to expand and modernise its air fleet.

North Oil CJSC and Tyumen Oil Company re-
ceived $ 2.5 million?” and $ 300 million,? respec-

24 Sberbank of Russia and Russian Aluminum OJSC signed a
loan agreement. Available at URL: https://www.sberbank.ru/
ru/press_center/all/article?newsID=2504—-1-1&blockID=1303
&regionID=77 &lang=ru&type=NEWS. (Accessed 28.11.2020).
35 Sberbank gave money for Ruslan to Volga-Dnepr Airlines.
Available at https://lenta.ru/news/2000/08/14/ruslan. (Ac-
cessed 28.11.2020).

26 Sberbank of Russia and Siberia Airlines signed a loan agree-
ment. Available at https://www.sberbank.ru/ru/press_center/
all/article?newsID=2350-1-1&blockID=1303 &regionID=77 &
lang=ru&type=NEWS. (Accessed 29.11.2020).

27 CJSC “Severnaya Neft” received a loan of the Savings Bank
of Russia in the amount of $ 2.5 million. Available at https://
komiinform.ru/news/5611. (Accessed 28.11.2020).

28 Sberbank of Russia and OJSC Tyumen Oil Company signed a
General Agreement on Cooperation. Available at https://www.
sberbank.ru/ru/press_center/all/article?newsID=2362-1-1&bl
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Table 6

The dollar/ruble exchange rate in 2020, in 1991 (liquidation of Sberbank) and at the time of opening deposits, the

calculations for which are given in the examples

1991
Year 1980 1990 2020
Official Exchange Rate Black Market
Exchange Rate
Rate of rubles per 06395  0.6072 0.5605 30.33 75.85

dollar

Source: Website of the Central Bank: Currency rates for the period up to 01.07.1992. Available at https.//www.cbr.ru/currency_

base/OldVal. (Accessed 27.11.2020).

Table 7
Calculation of the compensation of Example 2

Table 8
Calculation of the compensation of Example 2

Deposit on June 1991, rubles 3000 Deposit on June 1991, rubles 6500
Deposit on June 1991, USD 5352,363961 Deposit on June 1991, USD 11596,78858
Age coefficient 2 Age coefficient 3
Deposit closing date coefficient 0.8 Deposit closing date coefficient 1
Compensation in rubles 4800 Compensation in rubles 17500
Compensation in USD 64 Compensation in USD* 233,3333333

Table 9
Calculation of the compensation of Example 2

*distraction of 2000 rubles received in 2009

Deposit on June 1991, rubles 6200 2200
Deposit on June 1991, USD 11061,55219 3925,066905
Age coefficient 3 3

Deposit closing date coefficient 0,8 0,8

Compensation in rubles 14880 5280

Compensation in USD 198,4 70,4
The whole sum of compensation in rubles 20160
The whole sum of compensation in USD 268,8

tively, to finance projects for the development
of large oil and gas fields, for the reconstruction,
modernisation, and capacity expansion of oil re-
fineries.

VimpelCom JSC received about $ 70 million?
for the implementation of a regional project to
create a large-scale cellular network.

ockID=1303&regionID=77 &lang=ru&type=NEWS. (Accessed
28.11.2020).

29 Sherbank of Russia opened a credit line for OJSC “Vimpel-
com-Region”. Available at https://www.sberbank.ru/ru/press_
center/all/article?newsID=2642-1-1&blockID=1303 &regionl
D=77 &lang=ru&type=NEWS. (Accessed 28.11.2020).
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Overall, in 2000 Sberbank actively allocated
funds, focusing not only on the real sector of the
economy but on everything that came to hand. By
lending money to a variety of companies directly
or indirectly involved in the domestic and foreign
policy of the newly formed country, the question
about the true purpose of the investments made
remains ambiguous.

2001-2007 period is also considered to be a
milestone in the history and formation of Sberbank.
On 1 January 2001, there had been a reorganisation,
as a result of which 79 regional banks of Sberbank
of Russia were merged into 17 territorial ones.
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In 2002, Sberbank issued the first VISA Aeroflot
cards. This event may be connected with the first
Russian president’s “Family”. Particularly with the
husband of Yeltsin’s daughter — Valeriy Okulov,
who used to be a president of Aeroflot. Anyway,
the project’s initial purpose aimed at facilitation of
domestic and international flights was economi-
cally successful (not taking into consideration
common people)

In 2006 Sberbank implemented its policy of
expansion on international markets and opened
a representative office in Kazakhstan, and in 2007
in Ukraine. On 28 November 2007 German Gref
was approved as a Chairman of the Management
Board of Sberbank of Russia. Interestingly, Anatoly
Sobchak was the scientific supervisor of the future
head of the bank, and later on Gref acquainted
with Vladimir Putin. Gref took place shortly before
the 2008 elections, where Dmitry Medvedev was
elected to the post of President of the Russian
Federation.

The Supervisory Board of Sberbank unani-
mously approved the strategy “Development of
Sberbank until 2014” on 21 October 2008. The Pro-
duction System of Sberbank was developed, based
on the technology of thoughtful and economical
production. The Sberbank Online service was
launched, thanks to which the bank’s clients in
the Moscow region were able to conduct banking
transactions on the Internet any time they wanted.
A new project “Credit Factory” was introduced,
the key feature of which was the automation of
the decision-making process for issuing a loan. In
2008, Sberbank received the status of a strategic
partner of the World Economic Forum in Davos
(Switzerland), which may indicate the desire of
President Medvedev to strengthen his status in
the international arena, and the Russian banking
and financial sector in the international business
community.

2009 became the starting point for the large-
scale deployment and implementation of the Sber-
bank Development Strategy. The task of the bank
was to help people alleviate the problems caused
by the global financial crisis and stabilise their
financial situation. “We have cancelled lending
volumes in our business plan, putting forward
reliability and guarantees of security for the re-
payment of loans issued by us as a priority”, said
German Gref. According to the reports of Sberbank,
the volume of payments to the members of the

bank’s board for 2007 amounted to 892.1 million
rubles, and the volume of payments accrued for
2008 was 933.5 million rubles. Apart from this
superior decision, Sberbank cut interest rates
and created a special unit to work with citizens,
especially older people, whose monthly income
did not exceed 25 thousand rubles.

In October 2009, Sberbank began servicing
Master Card Platinum, VISA Platinum and VISA
Infinite cards. Sberbank offered its clients a new
type of brokerage services in the stock market —
Internet trading using the Focus IV Online re-
mote access system. Sberbank’s positions on the
Russian and international markets continued to
strengthen: Sberbank entered the top 20 largest
banks by market capitalisation. In December
2009, Sberbank Group acquired a controlling
stake in BPS-Bank OJSC. A representative office
of Sberbank of Russia was opened in Germany,
in Frankfurt am Main, an unofficial centre for
commercial transactions in Europe. The bank’s
desire to establish a ‘decorative’ branch in the
European market after the recent crisis is rather
controversial. Besides, the bank’s charitable
activities started to develop actively, and Sber-
bank’s Social Card was issued. A unique and
innovative “Office of the Future Sberbank” was
opened in Moscow.

On 17 September 2012, the first stage of Sber-
bank’s privatisation was initiated by Bank of
Russia, who sold 7.58 per cent stake of Sberbank
from its portfolio and earned 5.2 billion rubles.
What was the objective of this deal? In general,
privatisation may have three obvious goals: fiscal
(to increase budget revenues), ideological (re-
ducing the impact of the state on the economy)
and, pragmatic (improve the enterprise’s man-
agement, attract new investors).What do we see
in the privatisation of Sberbank? An ideological
goal is not pursued — in the hands of the Cen-
tral Bank, in full compliance with the law on
the Central Bank, 50 per cent + 1 share, that is,
a controlling stake. Actually, no denationalisa-
tion of Sberbank took place — it remained the
same state bank as it was before privatisation.
The role of the state in the banking sector is not
decreasing. The fiscal target is a controversial
issue since only 75 per cent of this money will
be transferred to the federal budget following
the budget law the CBR transfers 75 per cent of
its profits to the budget.
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2013

In the Sberbank’s 2013 annual report, a separate
chapter was devoted to investment in human
capital. It was reflected in the bank’s employees:
an opportunity for advanced training was pro-
vided not only for heads of departments and key
specialists but for employees of mass specialities
t00.%° Such programs are significant since they
contribute to an increase in the HDI (human
development index), which includes the meas-
urement of human potential, for which constant
training of already employed people is impor-
tant.

In 2013, the Ukrainian question emerged. Since
this year, branches of the subsidiary bank of Sber-
bank in Ukraine have become the objects of at-
tention of the activists of the campaign “Don’t
buy anything Russian!” The activists urged not to
receive services from Sberbank, pointing to the
Russian origin of the bank’s owners. In November
a massive months-long protest action began in
the centre of Kyiv — Euromaidan. In December
demonstrations took place in Crimea.

2014

In 2014 Russia annexed part of the Crimea pen-
insula, and since that time its status has re-
mained a matter of dispute. According to the of-
ficial results of the referendum on the status of
Crimea, held on 16 March 2014, the majority of
Crimea population voted in favour of the annex-
ation of Crimea to Russia.?! But Ukraine refuses
to recognise the affiliation of Crimea to Russia
and considers the peninsula Ukrainian territory,
which Russia has temporarily occupied. The ma-
jority of the United Nations member states have
the same position according to the UN General
Assembly Resolution 68/262.32 The fact is that
according to the legislation of Ukraine,* the is-
sue of changing the borders should be resolved

302013 Annual Report of Sberbank of Russia. Available at htt-
ps://www.sberbank.com/common/img/uploaded/files/pdf/yrep/
annual_report_ru_2013.pdf. (Accessed 27.11.2020).

31 Referendum in Crimea on the status of autonomy 2014.
Available at https://ria.ru/20150316/1052210041.html. (Ac-
cessed 27.11.2020).

32 UN General Assembly Resolution “Territorial integrity of
Ukraine” from 27 March 2014 A/RES/68/262.

%% Constitutional Court declared unconstitutional the decision

of the Verkhovna Rada of Crimea on independence. Available

at http://www.unian.net/politics/899002-ks-priznal-nekonsti-
tutsionnyim-postanovlenie-vr-kryima-o-nezavisimosti.html.
(Accessed 27.11.2020).
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at the national level. At the same time, the ref-
erendum was held only on the Crimea penin-
sula. Then a wave of outcries against Russian
banks, including against Sberbank, swept across
Ukraine.3?* Later Sberbank stopped dealing in
Crimea, and some of the branches were trans-
ferred to the RNKB.*

It is this historical event that shows the duality
of Sberbank’s position. It is the largest bank in
Russia, aimed at becoming a worthy player in the
global banking league. But it is considered both in
Russia and in the world to be state-owned and is
perceived as an instrument of the Russian state;
therefore, since 1 August 2014, sanctions were
imposed on Sberbank.? Financial institutions
were being restricted from entering the European
capital market: banks and their subsidiaries (with
a share of 50% or more) were not able to attract
new debt and equity capital to the EU for more
than 90 days. Japan, USA, Canada also imposed
sanctions against Sberbank.*” Since December
2015, the United States has also imposed sanctions
against affiliated banks in Belarus, Ukraine, Ka-
zakhstan, Switzerland, as well as Sberbank Capital,
Sberbank Europe, Sberbank Finance, Sberbank
Insurance, Sberbank investments and Sberbank
Leasing”.3®

Sberbank of Russia for the first time in October
2014 applied to the Court of Justice of the Euro-
pean Union with a statement of claim to annul
the decision of the EU Council on the application
of sanctions against the bank concerning Russia.

3 Miners and metallurgists of Kryvbas for a civilized refus-
al to cooperate with Russian banks. Confederation of Free

Trade Unions of Ukraine. Available at https://kvpu.org.ua/uk/
news/4/3275/gornyaki-i-metallurgi-krivbassa-za-civilizovan-
nyjj-otkaz-ot-sotrudnichestva-s-rossijjskimi-bankami. (Ac-
cessed 27.11.2020).

35 Sberbank of Russia in Ukraine stops the work of its branches

in Crimea. Available at https://ria.ru/20140507/1006811078.
html. (Accessed 27.11.2020). Sberbank transferred part of
its branches in Crimea to RNKB. Available at https://ria.
ru/20140411/1003554779.html. (Accessed 27.11.2020).

%6 Sberbank fell under EU sanctions. Available at https://www.
vedomosti.ru/finance/articles/2014/07/31/sberbank-popal-
pod-sankcii-es. (Accessed 27.11.2020).

57 Canadian Foreign Ministry announced the expansion of
the list of sanctions against Russia. Available at https://ria.
ru/20140916/1024394129.html. (Accessed 27.11.2020).

38 US Ministry of Finance expanded the sanctions list in con-
nection with the crisis in Ukraine. Available at https://ria.
ru/20151222/1346973194.html. (Accessed 27.11.2020). The

United States added three Crimean wineries to the sanctions

list. Available at https://ria.ru/20151222/1346989108.html.
(Accessed 27.11.2020).
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The sanctions have not been lifted and are still
in effect.

2015

In August 2015, the full name of the bank was
changed to Public Joint Stock Company Sber-
bank of Russia (PJSC Sberbank). It allowed Sber-
bank to alter its organisational and legal form
and structure. The point is that in a public joint-
stock company, the number of shares owned by
one shareholder and the maximum number of
votes given to one shareholder can be unlimited.
It is stated in article 97 of the Civil Code of the
Russian Federation. As the result, it is possible
for one person or one organisation to become
the only owner of Sberbank.

2016

2016 was a very successful year for Sberbank. Ac-
cording to news sources, in 2016, Sberbank be-
came the most expensive Russian brand — it came

out on top in terms of capitalisation.?® The bank’s

net profit increased more than twice times — it
amounted to 541.9 billion rubles in 2016 (in com-
parison to 222.9 billion rubles in 2015).*° Interfax
adds that all foreign-affiliated companies of Sber-
bank, except for the Ukrainian one, were profitable.
The total loss of Sberbank from business in Ukraine

amounted to 7 billion rubles.*

2017
2017 was the year of summing up the “results” of
the ten-year management of Sberbank by Ger-
man Gref. Despite several controversial points
during these ten years, they became insignifi-
cant as soon as in 2017, Sberbank’s net profit in-
creased even more than in 2016 and amounted
to 748.7 billion rubles.

In 2017 Sberbank launched its project based
on the Tele2 network, a virtual mobile operator
“Pogovorim” and a service for searching and buy-
ing real estate “DomClick”.

39 Sberbank became the most expensive company in Russia for
the first time. Available at https://www.rbc.ru/finances/28/11/2
016/583c452¢9a7947507a82ec9a. (Accessed 27.11.2020).
402016 Annual Report of Sberbank of Russia. Available at
https://www.sberbank.com/common/img/uploaded/files/pdf/
stockholders/2017/godovoy_otchet_banka_za_2016_god.pdf.
(Accessed 27.11.2020).

41 Sberbank in 2016 increased its net profit by two and a half
times. Available at https://www.interfax.ru/business/551963.
(Accessed 27.11.2020).

Also, 2017 was the beginning of permanent
M&A programs: Sberbank concluded deals and
owns 25 per cent of the “VisionLabs” face recogni-
tion system, the “Beru” marketplace in an equal
share with Yandex — the deal was completely
closed in 2018. “Beru” is called the Russian Ama-
zon — it is an online platform for different sellers.
Sberbank bought out 45% of Yandex.Market shares
for 30 billion rubles.*?

2018

In 2018 the issue of privatising Sberbank was ac-
tively discussed. Remarkably is that German Gref
also announced his intention to privatise Sber-
bank in 2015, when he gave an interview to the
German newspaper “Handelsblatt”,** as well as
he mentioned Sberbank’s privatisation in 2010
at the forum in Davos.* Throughout this time,
the Ministry of Finance (represented by Alexei
Kudrin in 2010) and the chairman of the Central
Bank (represented by Elvira Nabiullina in 2015)
have been opposed to privatisation. Sberbank
was not privatised and still is not.

Some deals for the acquisition of shares in
several companies and projects continued. Since
2018 Sberbank owns the “SberCloud “cloud stor-
age platform for 60 per cent and a unified digital
platform for the “Foodplex” restaurant market by
35 per cent.* Sberbank wholly owns “Intercomp” —
outsourcing of business services.*®

2019
In July 2019, Sberbank announced that it had
sold DenizBank to Dubai’s Emirates NBD

42 Sberbank closed a deal with Yandex.Market. Available at htt-
ps://www.vedomosti.ru/business/articles/2018/04/27/768146-
sberbank-yandeksmarketom. (Accessed 27.11.2020).

4 Sberbank boss calls for full privatization. Available at htt-
ps://www.handelsblatt.com/finanzen/banken-versicherungen/
herman-gref-sberbank-chef-fordert-vollstaendige-privatisie-
rung/12625208.html. (Accessed 27.11.2020).

# Gref proposed to privatize Sberbank. Available at https://
www.infox.ru/news/164/39251-gref-predlozil-privatizirovat-
sberbank. (Accessed 27.11.2020).

4 Sberbank took off into the clouds. Available at https://www.
comnews.ru/content/112517/2018-04-03/sberbank-vzletel-
v-oblaka. (Accessed 27.11.2020). Sberbank and Rambler have
closed a deal to create a platform for the Foodplex restaurant
market. Available at https://rb.ru/news/sberbank-rambler-
foodplex. (Accessed 27.11.2020).

4 Sberbank enters the business process outsourcing market.
Available at https://www.sberbank.ru/ru/press_center/all/
article?newsID=e12c329e-69a0-4602-96d7-111e418a2904 &
blockID=1303 &regionID=77 &lang=ru&type=NEWS. (Accessed
27.11.2020).
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(On 8 June 2012, a final agreement was signed
on the acquisition of 99.85 per cent of Deniz-
Bank shares by Sberbank for 6.469 billion).*” The
total cash flow of Sberbank from the transac-
tion amounted to approximately $ 5 billion. The
total volume of investments made by the credit
institution for the entire period of DenizBank’s
ownership was estimated at 148 billion rubles.*
According to Gref, due to the sanctions regime,
Sberbank cannot receive dividends, cannot pro-
vide financing to a Turkish bank and, conse-
quently, cannot attract money.*

The issue of Sberbank’s privatisation in 2019
has become even more acute. There was a data leak
from Sberbank in October. Sberbank had had 96.2
million active private clients and 2.6 million ac-
tive corporate clients in 2019.*° Information on the
number of affected customers varies depending on
different sources: Sberbank announced the number
of 200 customers in its press release, the Interfax
information resource adds that Sberbank confirmed
the data leak of 5000 people, while the “Kommersant”
newspaper even writes about 60 million bank cards
that appeared on the black market.>' After this

incident, the privatisation of the bank began
to seem dangerous: data can leak abroad, which
could become a threat to the security of all of
Russia.

Sber 2020 Conference: Highlights and the Main
Changes>

47 Sberbank of Russia OJSC announces the acquisition of
99.85% of DenizBank shares. Available at https://www.sber-
bank.ru/ru/press_center/all/article?newsID=11018524-1-1&bl

ockID=1303&regionID=77 &lang=ru&type=NEWS. (Accessed

27.11.2020).

48 Sberbank sold its Turkish subsidiary bank for $ 5 billion due to

sanctions. Available at https://www.rbc.ru/finances/31/07/2019/5d41

85139a79470944f1b17f. (Accessed 27.11.2020).

4 Gref explained the decision to sell Denizbank by the nega-
tive impact of EU sanctions. Available at https://tass.ru/ekono-
mika/5222747. (Accessed 27.11.2020).

502018 Annual Report of Sberbank of Russia. Available at htt-
ps://www.sberbank.com/common/img/uploaded/redirected/
com/gosa2019/docs/sberbank-annual_report_2018_rus.pdf.
(Accessed 27.11.2020).

51 Sberbank informs about the activities in connection with a

possible information leak. Available at https://www.sberbank.
ru/ru/press_center/all/article?newsID=e71ce593-484c-43ab-9

Oad-7c4681313b40&blockID=1303&regionID=77 &lang=ru &t

ype=NEWS. (Accessed 27.11.2020). Sberbank announced 5,000

victims of data breaches. Available at https://www.interfax.ru/
business/679460 // (Accessed 27.11.2020). Sberbank clients hit

the black market. Available at https://www.kommersant.ru/
doc/4111863?from=main_1. (Accessed 27.11.2020).

52 Sber’s digital ecosystem. Available at Okocucrema —
C6epbaHK (sberbank.com). (Accessed 27.11.2020).
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Service in offices and ATMs

The bank’s branches have adopted special zones

for children with games, cartoons and consoles.
Systems for recognising customers by biomet-
ric data will appear, whereas “bulletproof glass”
and other barriers will disappear. Moreover, the

service offices will be equipped with checkpoints

where it will be possible to send and receive par-
cels.

The SberPay payment system was presented
with the ability to choose a card for payment,
which can be connected in the Sberbank Online
application. Sberbank’s subsidiary Bi. Zone will
be responsible for transaction security. In the
new generation of ATMs, transactions would be
carried out without a card using biometrics with
the help of commands by voice.

Transport services

Citymobil, which is part of the joint venture
of Sberbank and Mail.ru Group, implemented
a new function connected with the transport
change. A taxi can take a client to the parking of
a scooter, the rental of which has already been
included in the price of the trip. It has been
made in order to cut the distance through traffic
jams while using the option, and the passenger
can get a discount.

In the future, the service will add bike rent-
als and build routes in combination with public
transport to speed up the trip thanks to the in-
tegration with the 2GIS map service, which will
allow a person to plan a route and see reviews
about the enterprise.

SberLogistika promises to launch delivery of
goods within 15 minutes in Moscow and St. Peters-
burg this year and to expand its service throughout
the territory of the Russian Federation.

Education

Sberbank launched the personalised interac-
tive educational system Sberklass in 65 Russian
regions, which will help students to review and
reinforce the material they have learned and to
facilitate the process of doing their homework as
well as carrying out team projects.

Business services

A tool for evaluating business ideas has ap-
peared, in which an entrepreneur can calculate
a business development model for five years
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ahead and find out how long it will take to pay
off their investments. The Sberbank Business
Online application has implemented a service
that replaces a full-time accountant — “My Ac-
counting Outsourcing”. Also, business clients
have access to a partner service of legal support
of the company. Employee search service Rabota.
ru, launched jointly with Mail.ru Group, using
the auto-selection function will help an entre-
preneur to find a full-time employee.

The Sbersovetnik will help to figure out the av-
erage salary in the market for a particular vacancy
and determine the level of staff turnover. To select
partners, entrepreneurs will have access to the
bank’s counterparty verification service, which
analyses information from open sources and iden-
tifies the following risks. It is now possible to rent
an online cashier with an acquiring terminal in
the application from Evotor partners who offer to
create a reliable website for business on Sber Cloud.

Food-tech industry

Now while booking a restaurant through Deliv-
ery Club’s application the app’s recommenda-
tion system will help clients to choose a suitable
place based on previous orders, and the service’s
algorithms will enable to collect a grocery basket
in the store based on the past orders.

Entertainment

The Sberzvuk music service was also present-
ed during the conference. In addition to music
and podcasts, “Stories” become available in the
application, from which it is possible to learn
about the latest events in the industry.

Sber’s ecosystem also included an online cin-
ema — OKkko. Its content can be watched together
with friends, with an ability to discuss the plot in
the chat, and the service will also allow ordering
some popcorn.

Devices and personal assistant
At Sberkonf a family of voice assistants “Salyut”
was announced, which consists of three assis-
tants: Sber that advises on financial services,
Athena, which composes an assignment planner,
reads the news and performs tasks, and Joy, who
can order delivery in charge of leisure and enter-
tainment, select a movie and a playlist.
Sberbank also released its gadgets with its
own TV set. Sberbox TV is a set-top box with

185 TV channels, games and a voice assistant,
through which it is possible to choose the im-
age of the hero of your favourite movie while
watching it or order popcorn and cola using
the Scooter. Sberbox comes with special mini-
joysticks that can be attached to a smartphone,
turning it into a gamepad to control the game
on the TV screen.

Another gadget from the bank is Sberportal,
which is a tablet with a smart camera that always
focuses on the user. The camera allows a person
to control the device by reading biometrics, and
Salyut virtual assistants can make an appointment
with a doctor or hairdresser.

App Store

Sberbank has created an alternative to AppStore
and Google Play SmartMarket, where special ap-
plications will appear, supplemented with com-
munication skills by text, voice, touching the
screen and gestures.

It is possible to develop applications for the
SmartMarket store even without writing code
according to a special template. A business can
create not only applications but also skills. For
example, S 7 made a skill for ordering tickets while
watching a movie on Okko.

Subscription

The subscription to the services of the
SberPrime ecosystem includes the Okko online
cinema, Sberzvuk, SberMarket, SberDisk, Sber-
Mobile, Delivery Club, Citymobil. The subscrip-
tion costs 199 rubles per month and gives dis-
counts on services and the opportunity to use
some of them for free.

Covert Operation “Sberbank”: Transfer

of Control Stake from Central Bank
to the Ministry of Finance53
The Bank of Russia used to combine the roles
of a shareholder, regulator, and supervisory au-
thority for Sberbank, which inevitably lead to an
inevitable conflict of interest. The sale of shares
must have helped to isolate the regulator from
all participants in the financial market and thus
resolve this contradiction.

5 The Central Bank sold Sberbank to the government. Why?
And how much was the deal?, TASS [Electronic resource].—
URL: https://tass.ru/ekonomika/7737581 // (Accessed
27.11.2020).
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What was the true purpose behind the deal?
Was the deal’s rationale solely a political or an
economic issue?**

The motives of the Central Bank are ex-
plained simply and trivially: it needs to cover
losses of 0.9 trillion rubles throughout the two
years from 2017-2018. Although the fact that
the bank that prints money incurs financial
losses is quite impressive, the willingness to
improve its current state at the expense of the
federal budget leads to somewhat ambiguous
conclusions.

The Central Bank may have another objective,
which is connected with the spending money
from the National Welfare Fund (NWF. Accord-
ing to the Budget Code, the Ministry of Finance
has the right to invest at the expense of the
NWF over 7 per cent of GDP. This year they ap-
peared in the amount of more than a trillion ru-
bles. Obviously, the queue of the richest state-
owned companies and people in the country like
Rosneft, Rosatom, Leonid Mikhelson, Arkady
Rotenberg, Vladimir Potanin consequently ap-
peared. Having taken almost 3 trillion rubles
from the NWF, the Central Bank again “drives”
NWF below the 7 per cent level and leave the
Russian billionaires with no money in such a
turbulent period.

Also, when transferring a package from one
government agency to another, according to
the law, selling a large block of shares implied
that the seller (in this case the Central Bank)
is obliged to make an offer to minority share-
holders at the same price. And the Ministry
of Finance confirmed that such a proposal is
planned to be made. And suppose minority
shareholders take at least 2 shares at this price
(spending only a little more than 500 rubles).
In that case, the Russian state will immediately
erode the controlling stake, which will lead
to the privatisation of Sberbank. It is worth
noting that even now, 45.04 per cent of Sber-
bank’s shares are held by non-resident legal
entities. If they buy a little more, then Sberbank
becomes not just a non-state, but formally a
foreign bank. It may be suggested that these
non-resident legal entities are not foreigners
at all, but top Russian officials who, on the

54 Covert Operation “Sberbank”, Riddle [Electronic resource].—
URL: https://www.ridl.io/en/covert-operation-sberbank // (Ac-
cessed 27.11.2020).

58

eve of the transit of power in 2024, decided
to buy Sberbank.

Conclusion

During the process of examining this topic, the
history of the development of the Savings Bank
of Russia had been studied, and its main social
and economic functions had been indicated. The
research group managed to describe the current
state of Sber, its role in the banking system and
priority directions of its further development.

Founded in 1841 by the Decree of the Rus-
sian Emperor Sberbank, as an enterprise with
only two small institutions with 20 employees in
St. Petersburg and Moscow grew into a network
of institutions, working throughout the country
and accumulating funds for the implementation
of central government projects. During the Soviet
era, it was transformed into a system of State
Labor Savings Banks. It, later on, came into life
as a modern universal bank, a large international
group and an ecosystem, which is known in more
than 20 countries around the world.

Nowadays this financial institution has signifi-
cantly expanded its network of influence, partially
taking over the functions, that were considered
the monopoly of a National State (e.g. playing
a role in domestic and foreign policy) and even
state debts to the population. As a leader of the
domestic banking system, Sber actively partici-
pates in the formation of economic policy influ-
encing macroeconomic processes in the country,
sometimes serving as the wallet (ill-wishers even
say as money laundry reminding cases like Troika-
Dialog or similar) of the Russian elites. Via an
extensive branch network, it tries to meet the
needs of various customer groups and provide
a wide range of banking services, making it the
most popular bank.

The rebranding strategy implemented in 2020
was a revolutionary act in the history of the bank.
Introduced innovations tend to simplify peoples’
lives. Still, they simultaneously may reduce pri-
vacy since the authority to store fingerprints and
face metrics may be vulnerable to federal services
and the government’s intervention. Overall, the
proposed actions will lead to a qualitatively new
level of service, maintaining the position of a large
competitive bank in Eastern Europe. To achieve
these goals, the bank must introduce a wide range
of new banking products based on new technolo-
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gies and make more efficient use of the existing
competitive advantages. A significant resource
base and capital will allow it to provide extensive
and long-term loans and investments for raising
funds in international financial markets. Improv-
ing the quality of Sberbank’s economic activities

and its further functioning is connected with the
overall Russian economic and political system.
Thus, soon it is necessary to continue the process
of bank’s privatisation, reach a brand-new level of
flexibility, and react quickly to changing market
conditions.
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AnHomauus. ViccnepoBaTenbckas rpynna, Coctoslas u3 nofuMTonora U AByx MOM0AbIX CNeLuanncTos no
MeXAyHapoAHbIM GUHAHCaM, NPOBe/a MEXAUCLUMININHAPHOE uccnenosaHune CoepbaHka, YToObl MOHSATbL
NPeAnOChIIKM €ro HblHELHero CoCTosHUA. [11g 3TOro aBTopbl NPOBEPWUIN UCTOPUID, MPUHLMMbLI paboThl

1 B3aMMooOTHoLweHns ChepbaHKa C pa3nUyYHbIMU NOAUTUYECKUMMU UHCTUTYTAMU, B TOM YMC/IE C HALMOHAMBHBIM
rocyAapCTBOM B KQUYeCTBe MMaBHOMO M3 HUX. ABTOpbl 06Hapyxunu, yto CbepbaHK KapAaMHaNbHO M3MEHMCS
napannenbHo CO CMEHOM roCyfapCTBa — OCHOBAHHbIM KaK Npo3payHoe cTabunbHoe cbeperatenibHoe yuYpexaeHune
BO BpeMeHa Lapckor Poccmiickon umnepuu, oH BnuTan B ceba Bce npotnueopedns 6onee no3gHMX 3nox CBOUM
«KpeweHno» 1990-x rr. B iutepaTtype MHOro roeopmaoCh 0 BKaAax rpaxkaaH, caenanHbix 4o 1991 r.n nosxe,
3a5B/IEHHbIX KCOXXKEHHBIMU® UM «OOHYNEHHBIMU», HO aBTOPbI NOMbITANIUCh A0OABUTL HEKOTOPbLIE aPryMEHTSI,
NbITasiCb NPeACTaBUTb aNlbTEPHATUBHbIE TOUKM 3pEHMUS M MOLACYMTATb MACLUTabbl GUHAHCOBbLIX NOTEPb FPaXaaH.
Kntouessbie cnosa: CobepbaHk; nenosutbl; nctopust CoepbaHka
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Introduction

The Eurobond market is one of the main sources
of raising international finance for the devel-
opment of the Russian economy [1-2]. Leading
Russian corporations and financial institutions
issue Eurobonds to fund capital expenditure,
mergers & acquisitions, general corporate pur-
poses [3]. This article focuses on the documenta-
tion aspects of the Eurobond market. Preparing
the legal documents is one of the key goals of
the transaction execution process [4-5]. Sec-
tion 1 provides the general description of the
structural parameters of Eurobonds, as well as
the main phases of the issuing process. In sec-
tion 2, I presented the comparison of issuing
Eurobonds utilising stand-alone documenta-
tion or Euro Medium Term Note (EMTN) Pro-
gramme. Section 3 is dedicated to an overview
of the major documents of Eurobonds, includ-
ing the Prospectus. In section 4, I described the
roles and functions of the involved parties (Is-
suer, Arranger, Dealers, Legal Counsels) and the
documentation process of Eurobonds.
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1. Issuing Eurobonds

Eurobonds are issued in the international debt
capital markets. They are usually issued in one
of the major foreign currencies, including USD,
EUR, Swiss Francs, British Pounds. The size of the
Eurobond issue ranges from USD 200 mln up to
USD 1,0 bln, with the so-called benchmark size
being USD 500 min. In terms of maturities, the
most common tenors accepted by Investors are
from 3 to 7 years, with five years being the mar-
ket standard. An essential structural element is
the covenants, that can include limitation on in-
debtedness, asset sales, liens, dividend payments,
negative pledge, cross-default, change of control.

Russian corporations and financial institutions
issue Eurobonds in the form of Loan Participation
Notes (“LPN”) scheme. The LPN structure is, in es-
sence, an issue of debt securities by an SPV affiliate
of a Russian onshore entity which funds a loan by the
SPV to the Russian onshore entity, with this loan be-
ing secured for the benefit of the Investors. There are
two main forms of Eurobonds by Russian issuers (i)
“RegS” only — used explicitly for off-shore offerings,
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i.e. Eurodollar issues. Those notes are not sellable to
US-based Investors and therefore provide issuers with
more limited liquidity; (if) “RegS /144A” — this is the
common method of selling Eurobonds in the US to
Qualified Institutional Buyers (without registration
with the Securities and Exchange Commission). It
also allows for accessing a larger number of Investors.

The process for placing the Eurobonds is a rather
complex one. It involves a number of participants
(the Issuer, the Arranger, the Dealers, the Legal
Counsels) and phases of the execution timeline:
(i) structuring the Eurobonds issue (including cur-
rency, the amount, and tenor); (ii) appointing the
transaction parties (including the investment banks
and the legal firms); (iii) going through the ratings
advisory (the process for the Issuer to receive new
ratings from the international rating agencies and/
or to confirm the current ratings); (iv) preparing
the legal documentation (the subject of the fol-
lowing three sections of this article); (v) running
the marketing and syndication process (including
the roadshow for Investors in major international
financial centres); (vi) placing the Eurobonds and
the start of trading in the secondary market.

2. Comparison of Stand-alone
Documentation and an EMTN
Programme
Eurobonds can be placed under either stand-alone
documentation or an EMTN programme. For a
single transaction, the optimal approach is the
stand-alone prospectus. An EMTN programme is a
framework of documentation under which a variety
of instruments can be successively issued on the
general terms agreed and set out in the programme.
The precise terms (particularly pricing) related to
any issue of securities under the programme will
be agreed at the time of the particular issue. Such a
programme has more complex documentation and
is more time consuming (due to the requirements
of its establishment, management involvement,
and compliance). However, it allows for minimis-
ing the total costs of executing deals under such a

programme.

From the perspective of information disclosure,
Investors are generally indifferent regarding the
format chosen for the issuance. An EMTN pro-
gramme allows for issuing Eurobonds seizing
upon current investor preferences (“issue into
demand”), while a stand-alone Eurobonds issue
targets to interest investors (“to seek demand to

issue”). Therefore, an EMTN programme should
only be considered by Issuers with significant
placement volumes that are sufficiently large to
outweigh the inherent costs.

The principal difference between stand-alone
documentation and an EMTN programme is in the
offering mechanism: it is “one-off” transaction in
the first case and a flow of transactions that can be
made “from time to time” in the second case. The
purpose of setting up a programme is to enable
Eurobonds to be issued quickly and efficiently
and, by using one set of documentation, to reduce
the amount of paperwork and management time
for the Issuer.

An overview of the advantages and disadvan-
tages of stand-alone documentation and EMTN
programme I present in Table 1.

3. Overview of Eurobonds Documentation
The most important document of the Eurobond
issuance process is the Prospectus. The Prospec-
tus sets out general documentation standards and
terms and conditions. It also ensures that inter-
ested parties, including Investors, have access to
the information. Most of the Prospectus is pre-
pared by the Dealers’ Legal Counsel and reviewed
by the Issuer’s Legal Counsel. The description of
the Issuer inserted in the Prospectus is prepared
by the Issuer and the Issuer’s legal counsel.

The Prospectus must contain the following in-
formation:

* Risk factors: relating to the Issuer’s ability to
fulfil its obligations under the Eurobonds, as well
as material factors necessary for the assessment
of all other risks associated with the Eurobonds.

» Financial information: covering at least two
financial years (together with audit reports). The
financial information should be prepared follow-
ing IFRS or an equivalent standard.

« Interim financial statements: required if the
prospectus is dated more than nine months after
the end of the last audited financial year.

* Recent events: occurrences which are mate-
rial in the appraisal of the Issuer’s solvency.

» Description of the Issuer and the Issuer’s
Group: comprehensive business overview, share
capital, arrangements that might later result in a
change of control.

» Material contracts: summary of all material
contracts entered into by the Issuer in the ordi-
nary course of business.
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Table 1
Stand-alone documentation vs EMTN programme

Stand-alone documentation

EMTN programme

Advantages

e More appropriate for infrequent Issuers and/or
Issuers that have urgent financing requirements.

e May be arranged with very insignificant lead time.
e Has lower cost for infrequent issuers.

¢ No on-going effort or disclosure required.

¢ No need to go through the more extensive EMTN
documentation process.

e Usually set up by more frequent Issuers to have

a cost-efficient documentation framework in place.
 Increased flexibility by enabling financing over
some time in any currency, tenor, and amount.

» Reduction of borrowing costs by enabling quick
response to opportunities.

¢ Diversification of funding sources in the markets.
e Lower issuance costs over time.

Disadvantages

e Changes relating to Issuer disclosure may require
adjustments to documentation (for example, for
supplementing the Prospectus).

¢ Reduced flexibility may lead to losing market
opportunities.

¢ Higher initial costs of issuance.
¢ Longer timeframe for setting-up an EMTN
programme.

Source: The author.

* Details of management: information covering
the administrative and supervisory bodies of the
Issuer.

 Conflicts of interest: between the Issuer and
the interests of the management of the Issuer.

* Credit ratings: details of the credit ratings of
the Issuer from the international rating agencies.

The key agreements required for the issuance
of Eurobonds I reviewed in Table 2.

In addition to the Prospectus and the agree-
ments described in the above table, the following
documents are also required for the issuance of
Eurobonds:

« Issuer corporate documents, consents and au-
thorisations: articles of Association of the Issuer,
the Certificate of Incumbency, all relevant Issuer’s
resolutions and/or authorisations.

* Legal opinions: opinion of the Issuer’s Legal
Counsel regarding the Issuer’s organisation, ex-
ecution of documents, enforceability; opinion of
the Dealers’ legal counsel regarding the establish-
ment and structure of the documentation.

» Comfort letters: the first comfort letter pro-
vided on the date of the EMTN programme sign-
ing and two additional comfort letters (the sec-
ond — dated at the signing date of an issue; the
third — dated at the settlement date of the issue).

Other documents that are required include the
Signing Agenda (details the timing and procedure to
be followed and documents to be delivered for the
establishment of the Programme); Operating and
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Procedures Memorandum (sets out the operating
and settlement procedures of transactions according
to the EMTN programme); Due Diligence question-
naire (prepared by the Arranger and relating to Is-
suer’s financial condition, business prospects and

all information material to the Investors); Listing
Application (prepared by the Listing Agent to be

filed with the respective Listing Authority); letters

from the rating agencies (confirming the ratings);

regulatory notifications.

4. The Involved Parties and the Documentation
Process of Eurobonds

Preparation of the documents is one of the key
phases of the Eurobonds transaction process. It
involves a significant amount of parties and takes
place from the beginning to the end of the entire
deal timeline.

The overview of the roles and functions of the
parties to the documentation process I present
below:

e Issuer: appoints all the parties of the Eu-
robonds transaction process; participates in the
Due Diligence; obtains all of the required consents
and authorisations; reviews the Issuer description
in the Prospectus; reviews all the documents.

» Arranger: investment banks that are man-
dated by Issuer to manage the documentation
process.

e Dealers: investment banks that are actively
involved in marketing and placing the Eurobonds
with investors.
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Table 2

The main documents of Eurobonds

Document Description Parties
Mandate & Agreements to arrange the documentation. Include the terms & Issuer and
Engagement Letters conditions and the rights and obligations of both parties. Arranger

EMTN Programme

Agreement

Subscription
Agreement

Trust Deed

Issuing & Paying

Agency Agreement

Deed of Covenant

Legal agreement concerning the establishment and maintenance
of an EMTN programme.

The document setting out the terms upon which the Issuer
agrees to issue, and the Dealers agrees to purchase, the
Eurobonds.

Document covering the responsibilities of the Trustee, whereby
it agrees to act as a representative of the Investors.

This Agreement details the mechanics of the issuance of and
payments under the Eurobonds. It describes the responsibilities
of the Issuer and the Paying Agents.

Agreement by which the Investors, if a Eurobond becomes void,
have direct rights against the Issuer as if they were holding
Eurobonds in definitive form.

Issuer, Arranger,
Dealers

Issuer and Dealers

Issuer and Trustee

Issuer and Paying
Agent

Issuer and
Investors

Source: The author.

Table 3

The documentation process for Eurobonds

Timing

Events and participating parties

Week 1

Week 2

Week 3

Week 4

Week 5

Week 6

Week 7

Week 8

Selection and appointment by the Issuer of Arranger, Legal Counsels, Fiscal & Paying

Agent, Listing Agent, Trustee.
Start of drafting work on Mandate & Engagement Letters.

Agreement by the parties and subsequent signing of the Mandate & Engagement

Letters.

Start of work on the Prospectus: preparation of the issuer description.

Continuation of work on the Prospectus: preparation of terms & conditions.
Start of work on other documents (EMTN Programme Agreement, Trust Deed, Issuing

& Paying Agency Agreement, Deed of Covenant).

Start of work on the Comfort Letter by the Auditor.

Continuation of work on the Prospectus: Due Diligence questionnaire.

Listing on the stock exchange via the Listing Agent.

Continuation of work on the Prospectus: incorporation of Due Diligence results.

Start of work on the Legal Opinions by the Legal Counsels.

Continuation of work on the Prospectus: a collection of comments from all involved

parties.

Start of work on the Rating Letter by the Rating Agencies.

Continuation of work on the Prospectus: putting the document into substantially final

form.

Finalisation of work on all the documents, including the Legal Opinions, Comfort

Letter, Rating Letter.
Finalisation of the Prospectus.

Source: The author.
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o Issuer’s Legal Counsel: a reputable interna-
tional legal firm that assists the Issuer in the ne-
gotiation of the Prospectus, drafts the Issuer de-
scription in the Prospectus, prepares the required
legal opinions.

 Dealers’ Legal Counsel: a reputable interna-
tional legal firm that drafts the Prospectus (ex-
cept the Issuer description), prepares the EMTN
Programme Agreement, Issuing & Paying Agency
Agreement, Deed of Covenant, Signing Agenda,
Operating and Procedures Memorandum.

» Paying Agent: responsible for the payments
related to the Eurobonds and administration of
the Eurobonds during their tenor.

» Listing Agent: mandated by Issuer to arrange the
listing process and to liaise with the Stock Exchange.

o Competent Authority/Stock Exchange: pro-
vides approval of the EMTN programme and ena-
bles listing of the Eurobonds.

* Auditor: provides the comfort letter certify-
ing that the financial information of the Issuer

provided in the Prospectus is true and fair in all
material aspects.
* Rating Agencies: EMTN programme may be
rated to help achieve credit comfort for Investors.
The schedule of the Eurobonds documentation
process every week I provide in Table 3.

Conclusion

In this article, I considered the documentation
aspects of the Eurobond market. An overview
of the main Eurobond documents has been pro-
vided, including the Prospectus, the Mandate &
Engagement Letters, the Trust Deed, the Issuing
& Paying Agency Agreement, the Deed of Cov-
enant. I described in detail the roles and func-
tions of the involved parties (Issuer, Arranger,
Dealers, Legal Counsels) and the documentation
process of Eurobonds. We have also provided an
overview of the comparison of issuing Eurobonds
utilising stand-alone documentation or EMTN
Programme.
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AHHOmayus. PeIHOK €Bp0o06AUraLLMiA SBNSETCS OAHWUM U3 OCHOBHbIX MCTOYHUKOB MPUBIEYEHUS MEXAYHAPOLHOIO
(DVHAHCMPOBAHUSA BeOyLWMMM POCCUINCKMMU KOPNOPaLMAMU U DUHAHCOBLIMU MHCTUTYTaMu. B cTaTbe npuBeneHo
obLee onMcaHue CTPYKTYPHbIX MapaMeTPOB eBPO0bAMraLLMii, @ TakKe OCHOBHBIX 3TANOB MPOLECca pa3MeLLeHus
6yMmar. [naBHoM TeMoW paboTbl ABNAKOTCS LOKYMEHTALLMOHHbIE aCMeKTbl pbiHKA EBPO0BAMIALIMIA, TaK KakK MOLrOTOBKA
FOPUOMYECKOM LOKYMEHTALLMM SBNSETCS OLHOW M3 OCHOBHbIX Liefier TPaH3aKLMOHHOrO npouecca. B ctatbe npuBoamutca

0630p OCHOBHbIX [JOKYMEHTOB €BPO0BIMIaLMiA, BKIKOYAs MPOCMEKT LieHHbIX ByMar, MaHAATHbIe NMMCbMA, TPACTOBbIV
[lOroBOp, COrNalleHne ¢ NAaTEeXHbIM areHToM. PaccMaTpuBatoTcs ponm u QyHKLMKM OCHOBHbIX Y4aCTHUKOB MpoLecca no
MOLrOTOBKE [OKYMEHTALMM (IMUTEHT, OPraHU3aTop, AUNEpbl, OPUANYECKMUI KOHCYIBTAHT), @ TaKXKe OCHOBHbIE 3Tarbl
[aHHoro npouecca. [puBoanTCS CpaBHEHUE pasMeLleHns eBpooBIMraLmia, UCMOb3YS AOKYMEHTALMIO ANS OGHOTO
BbINycka unu nporpammy Euro Medium Term Note. Lienbto nogo6Hol nporpammbl gBnseTcs 6onee onepaTmBHbINA

1 3 PEeKTMBHbIN MPOLLECC pa3MeLLeHNsS eBpO0BAMIraLMii C TOUKM 3peHMs TPeOOBaHMI K LOKYMEHTALMK U BOB/IEYEHNS

TOM-MeHemKepoB 3MUTEHTa.

Kntoyesble cosa: eBpoobaMraLmm; pbiHKM AOTOBOrO Kanutana; AoKYMEHTALLMS; MPOCMEKT LEHHbIX ByMar; ounepbl;
OpPUAMYECKME KOHCYBTaHTbI; MHBECTULIMOHHO-6aHKOBCKME YCITYTU; MPUBAEYEHUE KOPNOPAaTMBHOIO GUHAHCMPOBaHUS
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Abstract
The article presents the results of an empirical study of the features of evaluating advertising of banking
products. 99 respondents with a different experience of borrowing behaviour, aged 18 to 66, 37 per cent males,

were assessed. The respondents were asked to rate, using the semantic differential methodology, two pictures
depicting mortgage advertisements from VTB and Otkritie banks. By comparing the average values of the
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The Relevance of the Study
and Background
This study is carried out as part of a series of
studies devoted to the analysis of the assess-
ment of commercial, political and social adver-
tising by Russian consumers (Gordyakova et al.,
2019; Vlasenkova & Gagarina, 2019). According
to empirical data, political advertising is rated
more negatively than social advertising, but
the difference is not significant (Vlasenkova &
Gagarina, 2019). Because mortgage rates have
changed significantly in Russia recently, we
turned to the question of how the respondents
evaluate the advertising of banking products.
Researchers interest in understanding the rela-
tionship between advertising banking products
and consumer satisfaction is rather high. The
main question for banks is how to make adver-
tising more effective, but at the same time, sat-
isfy consumers of bank services (Mehmood & Ul
Sabeeh, 2018; Sulthana, 2018). Another issue is
the honesty and reliability of the information
presented in the advertisement and method

used to manipulate consumers’ choices (Gurun
et al., 2016; Fedulova & Vinokurova, 2018; Mel-
nichuk et al., 2019).

Using information about advertisements and
mortgages obtained from lenders, G. Gurun et al.
(2016) examined whether advertisements help
consumers find cheaper mortgages? It was found
that lenders who advertise more within the region
sell more expensive mortgages. Mortgage adver-
tisements contain very little information about
the characteristics of the mortgage conditions and
give information only about the initial (lower rate),
keeping silent about reset rate — the fact that this
rate will then increase (Gurun et al., 2016).

In Russia the situation is different because
of the peculiarities of the credit market and na-
tional mentality. Fedulova A.V. and Vinokurova A.
studied social and communication technologies
used in advertisements that are directly related
to the provision of credit services by the banks in
Russia. Based on the content analysis, two groups
of videos were identified — informational and
motivational: the former communicate informa-
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CTABKA 7,4%" — 3TO NOAAPOK!

PaccuuTaiite cBOI0 BHIrOAY OT pehUHAHCHPOBAHMA UNOTEKK Ha vib.ru

PACCYWUTATDH

> » ) 016/008

UMOTEKA

Mony4nTe peweHne OHNaMH
NO CHIDKEHHOI CTaBKe

Figure 1.0n the left: Bank VTB “Interest rate 7,4 per cent — it is a gift; calculate your benefit from mortgage
refinancing”; on the right: Bank Otkritie “Mortgage get a solution online on reduced interest rate from 5,99 per cent”

tion, while the latter motivates using manipula-
tive techniques (Fedulova & Vinokurova, 2018).
The manipulation of the behaviour of potential
borrowers is based on the exploitation of various
symbols, myths, and stereotypes. The authors
found that the most convincing stereotypes were
the following: the myth of magic suddenly open-
ing up opportunities; “everything is possible to
achieve” — this stereotype is more susceptible to
women in the age category from 21 to 40 years old
(70 per cent of them had credit experience, includ-
ing 20 per cent it entailed negative consequences);
“on a holiday you cannot be left without a gift”;
“poverty is a vice”; “the main thing is to want, but
there will be opportunities”; “money solves any
problem” — this stereotype would overwhelmingly
convince women (in the age category from 31 to
40 years old) to apply to the advertised bank; the
symbol “heart” had a greater impact on young
people (from 21 to 31 years old), and 46 per cent
of respondents had credit experience; the symbol
“home” was almost equally convincing for both
sexes in the age group, mainly from 21 to 30 years
old, more than half of the respondents had credit
experience, including mortgage lending (Fedulova
& Vinokurova, 2018, pp. 300-301).

In M. Melnichuk et al. (2019) the phenomenon
of neurolinguistic manipulation has become the
object of research. Authors identified criteria for
selecting linguistic means to create a manipulative
communicative effect in advertising: linguistic,
pragmalinguistic, neurolinguistic and neuropsy-
chic criteria. The authors conclude that the com-
bination of the four groups of criteria provides
for the selection of language means to realize
the advertiser’s manipulative intentions which
operationalize the consumer’s mind by starting
the neuroprocesses modelling his/her behaviour
(Melnichuk et al., 2019).
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The aim of our study is to examine the emo-
tional assessment of bank loan advertising and its
relationship with real-life borrowing experience.

Hypothesis: the Russians have a negative at-
titude to the advertising of bank loans; there is a
difference between attitude to the advertising of
bank loans between respondents with and without
borrowing experience.

Methodology

Respondents: 99 participants aged from 18 to 66
years, mean 58, 37 per cent males. Borrowing ex-
perience: 23 per cent no loan, 26 per cent mort-
gage, 18 per cent different types, 15 per cent
consumer credit, 9 per cent loans from friends
and relatives, 6 per cent auto, 3 per cent microfi-
nance organizations.

Methods: Along with socio-demographic data,
we received respondents’ answers to debt behaviour
questionnaire to identify their readiness to borrow,
payback and lend money. To determine attitudes
toward bank loans advertising, we used the method
of semantic differential; as an incentive, respond-
ents were presented with images of advertising
(Fig. 1). In both cases, there was a mortgage, but
in advertising of VTB it was with an exact interest
rate 7.4 per cent, and in advertising of “Otkritie” it
was with an interest rate from 5,99 per cent.

The respondents were given an instruction
to evaluate advertising (Fig. 1) respondents had
to choose for each pair of opposite (positive and
negative) characteristics (ten in total), a number
that more closely matches their perception. Thus,
the range of answers was from “-3” to “3”.

Results and Discussion
First, we compared representations of ideal ad-
vertising from our previous research [Vlasenko-
va & Gagarina, 2019] and representations of the
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Table 1

Descriptive statistics and t-test for expectations from advertising of bank loans and advertising on public

transportation

Scales of semantic Ideal ad bank (N=99)

Ideal ad transportation
(N=65) T

differential P
M SD M SD

Aggressive/Benevolent® 1.0 1.9 1.6 1.7 -2.1 0.041
Hostile/Friendly 1.3 1.7 1.6 1.4 -1.4 0.178
Unpleasant/Pleasant” 1.2 1.8 2.3 1.1 -4.4 0.000
Stupid/Clever 0.9 1.9 1.6 1.6 -2.4 0.017
Ugly/Nice* 1.2 1.7 2.2 1.3 -4.0 0.000
Deceitful/Sincere” 0.8 21 1.6 1.5 -2.8 0.007
Indifferent/Caring 0.8 1.8 1.1 1.5 -1.0 0.296
Sad/Joyful 1.0 1.6 1.4 1.3 -1.9 0.056
Relaxing/Annoying* 0.1 1.8 -1.0 1.5 41 0.000
Unconvincing/Convincing 1.2 1.9 1.6 15 -14 0.165

Table 2

Descriptive statistics for expectations from advertising of bank loans and real bank advertisings of VTB and Otkritie

banks

Scales of semantic VTB (N=99) Otkritie (N=99) Ideal bank ad (N=99)
differential M SD M SD M )

Aggressive/Benevolent 0.3 1.51 0.6 1.38 1.0 1.9
Hostile/Friendly 0.7 1.24 0.7 1.43 1.3 1.7
Unpleasant/Pleasant 0.4 1.50 0.6 1.48 1.2 1.8
Stupid/Clever 0.4 1.47 0.3 1.36 0.9 1.9
Ugly/Nice 0.4 1.39 0.7 1.46 1.2 1.7
Deceitful/Sincere 0.1 1.60 0.1 1.58 0.8 2.1
Indifferent/Caring 0.1 1.54 0.4 1.28 0.8 1.8
Sad/Joyful 0.2 1.36 0.5 1.42 1.0 1.6
Relaxing/Annoying 0.3 1.24 0.3 1.45 0.1 1.8
Unconvincing/Convincing 0.0 1.67 0.0 1.49 1.2 19

ideal advertising of bank loans. The results we
present in Table 1.

It can be noted that the estimates of the ideal
advertising of banking products lie in the area of
weakly positive values. We found several signifi-
cant differences between ideal bank advertising
and advertising on transportation. Respondents
expect bank loans advertising to be less benevo-

lent less pleasant, less nice, less sincere and less
relaxing. In general, we can admit more negative
expectation from bank advertising than for social
and political ad on transport.

After that, we compared real advertising of
bank loan (VTB and Otkritie) and expectation
from ideal advertising, descriptive statistics pre-
sented in Table 2.
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-l?ezlceri;tive statistics estimates of VTB bank and Otkritie bank advertisings, respondents with and without borrowing
experience.
VTB Otkritie
Sces o semanicdferenial | SeF NI  Remowon Rt fem o
M SD M SD M SD M SD
Aggressive/Benevolent 0.5 1.5 -0.2 1.5 0.7 1.3 0.4 1.5
Hostile/Friendly 0.7 1.3 0.6 1.1 0.7 13 0.6 1.7
Unpleasant/Pleasant 0.5 15 -0.1 15 0.6 15 0.6 15
Stupid/Clever 0.4 1.5 0.3 1.5 0.4 1.2 0.2 1.7
Ugly/Nice 0.4 1.4 0.4 1.5 0.7 1.4 0.7 1.6
Deceitful/Sincere 0.1 1.6 0.1 1.7 0.0 1.6 0.3 1.6
Indifferent/Caring 0.2 1.4 -0.1 1.8 0.4 1.2 0.5 1.4
Sad/Joyful 0.2 1.4 0.3 1.4 0.5 1.3 0.7 1.6
Relaxing/Annoying 0.3 1.2 0.3 1.3 0.4 1.3 0.1 1.8
Unconvincing/Convincing 0.2 1.6 -0.3 1.7 0.0 1.5 0.2 1.5

The descriptive statistics of the results showed
that the scores for real advertisements are quite
low and lie around the neutral value.

For VTB Bank T-test identified significant dif-
ferences for all scales except Relaxing/Annoying, so
respondents have a more negative attitude towards
real advertisement than to expected advertising.

For Otkritie Bank T-test identified significant
differences for all scales except Aggressive/Benevo-
lent, Indifferent/Caring, Sad/Joyful and Relaxing/
Annoying and in this case, we also have a more
negative attitude towards real advertising.

There are no significant differences between
estimates for real VIB and Otkritie advertisings.
We expected difference on scale Deceitful/Sincere
because in the case of VITB Bank, a higher rate is
presented (presumably, more sincere), in the case
of Otkritie Bank, the rate is stated “from”. Specify-
ing a “from” rate could be perceived as dishonest,
but the respondents did not think so.

We compared estimates of real advertising of
bank loans for respondents with and without bor-
rowing experience, and descriptive statistics we
present in Table 3.

In general, we can say that respondents without
the experience of taking loans perceive advertis-
ing more negatively. Still, significant differences
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found only for VTB advertising on scale Aggressive/
Benevolent (T-test, p<0.05).

Conclusions

Based on the study, we have drawn the follow-
ing conclusions. The Russians have a neutral
attitude to bank loans advertising. They expect
advertising to be slightly positive, but in com-
parison with the expectation from other types of
advertising, bank loans people perceived more
negatively. Possibly this is due to the general
level of distrust in the banking system in Russia
(Yurevich, 2019).

Respondents rate real advertising of bank loans
more negatively in comparison with ideal advertis-
ing. Real advertisings people perceived as not so
friendly, pleasant, clever, nice, sincere, and con-
vincing as they should be.

Presenting the respondents with two advertising
options: with the exact interest rate and the rate
“from” did not give significant differences in ratings.

Respondents with real experience of taking
loans rate real advertising as more benevolent
than respondents without such experience: as an
explanation of such difference famous Russian
proverb “the devil is not so terrible as he is painted”
could be used.
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Abstract
Theory, which most accurately captures reality, is a fundamental prerequisite of any analysis of some
phenomenon, even hypothetical ones. If dialectical laws of motion exist than, how dialectics of reality express
itself in the human mind, i.e. in the form of man’s thoughts (categories)? How we ought to read Marx? | prefer
to read all of Marx’s manuscripts, where he made a vast number of notes, comments, etc. These writings were
“for himself”, for “clarification for himself”. They are draft research papers intended to clarify things for him. For
example, in Grundrisse is Marx’s talking to yourself. It does not only reflect results but, first of all, the process
of their emergence. The most interested are so-called digressions, unexpected retreat from the main theme. It
was not isolated provocation Jacques Derrida’s affirmation of 1994, that “it will always be a fault not to read and

reread and discuss Marx”.
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Introduction

Theory cannot be absurd
if it only reflects absurd reality.

Once Oscar Wilde wrote that “If one can-
not enjoy reading a book over and over again,
there is no use in reading it at all”. I read and
reread all volumes Marx’s and Engels’ writings
in Polish, Russian, and English. Unfortunately,
I cannot read it in German. However, I care-
fully studied all comments concerning transla-
tions of Marx’s writings into English. It is dif-
ficult to agree with the position of The Neue
Marx Lektiire school that one should only read
specific texts of Marx in German, rendering all
international non-German interpretations in-
valid. But the language barrier does not pro-
hibit thinking.

The work of translating is not an easy deal,
but if you read in three languages simultane-
ously, you are able to compare these texts. It can
help to understand what the author really said.
Frederick Engels described interesting fact in
the article Frederick Engels “How not to trans-
late Marx”. [MECW, vol. 26, pp. 335-334]. The
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first English translation of Volume I of Capital
was prepared in 1887 by Samuel Moore, Edward
Aveling, and Marx’s daughter Eleanor Marx-
Aveling, under supervision of and edited by
Frederick Engels. Engels wrote: “To translate
such a book, a fair knowledge of literary German
is not enough. Marx uses freely expressions of
everyday life and idioms of provincial dialects;
he coins new words, he takes his illustrations
from every branch of science, his allusions from
the literatures of a dozen languages; to under-
stand him, a man must be a master of German
indeed, spoken as well as written, and must
know something of German life too”. [ibidem,
p. 335]

Marx, according to Engels, was not only “the
most untranslatable of German prose writers’
but also “one of the most vigorous and concise
writers of the age. To render him adequately, a
man must be a master, not only of German but
of English too. [...] Powerful German requires
powerful English to render it”. [ibidem, p. 336]
“...technical term has to be always rendered by
one and the same equivalent” [ibidem.]. Analysis
of exchange value is “one of the most delicate
analyses in Marx’s book” [ibidem, p. 337]. Oth-
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erwise, it means the turning of German sense
into English nonsense.

Let us call things by their names. Thus, it is
an urgent necessity to brush Augean stable of
so-called “modern interpretation” of Marx. No-
tably, it concerns to kind of “Marxism”. What do
I understand under the term ‘Shallow Marxism’?
It is when shallowness of the criticism stems
from the depth of misunderstanding. It also
involves a “particular confusion among Marx-
ists, who devote, on average, substantially more
labour time to finding fault with Marx’s theo-
ry than to understanding it” [Freeman, 2016].
What do I understand under the term ‘Monkey
Marxism’? It is when they jump from one level
of abstraction to another without taking into
account intermediate links. In Grundrisse Marx
wrote: “It is just as impossible to pass directly
from labour to capital as from the different races
of men directly to the banker, or from nature to
the steam-engine” [MECW, vol. 28, p. 190]. Is it
possible to interpret the first Volume of Capital
without taking into account all that Marx said in
the third Volume and Notes on Adolph Wagner’s
“Lehrbuch der politischen Okonomie”? As Marx
wrote: “The direct transition from the fetish of
the African to Voltaire’s étre supreme, or from
the hunting gear of a North American savage
to the capital of the Bank of England, is not as
absurdly anti-historical as is Bastiat’s transi-
tion from the fisherman to the wage labourer”
[MECW, vol. 28, p. 15].

Marx’s political economy is shooting at a
moving target. The subject matter of Marx’s po-
litical economy is infinite movement. To analyse
theoretically dialectics of this movement we
should make many, many freeze frames. But it
is not the state of equilibrium. Marx’s political
economy is anti-equilibrium one. In Afterword
to the Second German Edition Marx wrote: ...
dialectic ... [I]n its rational form ... regards every
historically developed social form as in fluid
movement, and therefore takes into account its
transient nature not less than its momentary
existence [MECW, vol. 35, p. 20]. This “momen-
tary existence” is snapshots of reality as it is.
Such frozen movement is a domain of algebra.

Karl Marx’s writings provide a uniquely
insightful explanation of the inner workings
of capitalism, which other schools of thought
generally have difficulty explaining. From this

vantage point, Marx’s works can help to explain
important features and economic problems of
our age, and the limits of their possible solu-
tions.

Ethical Position

Marx was one of the greatest humanists in the
history of humankind. In a letter to Sigfrid
Meyer of 30 April 1867 [MECW, vol. 42, p. 366]
he wrote: “Why then did I not answer you?
Because I was the whole time at death’s door.
I thus had to make use of every moment when
I was capable of work to complete my book, to
which I have sacrificed my health, happiness,
and family. I hope this explanation suffices.
I laugh at the so-called ‘practical’ men and
their wisdom. If one wanted to be an ox, one
could, of course, turn one’s back on the suf-
ferings of humanity and look after one’s own
hide. But I should really have thought myself
unpractical if I had pegged out without finally
completing my book, at least in the manu-
script.” It is because, as Marx wrote in a letter
to Auguste Jean Marie Vermorel of 27 August
1867, “We are both pursuing the same aim, the
emancipation of the proletariat” [MECW, vol.
42, p. 414].!

Some time later in a letter to Engels, he wrote
“In a few days I shall be 50. As that Prussian
lieutenant said to you: “20 years of service and
still lieutenant”, I can say: half a century on
my shoulders, and still a pauper. How right my
mother was: “If only Karell had made capital
instead of etc.” [MECW, vol. 43, p. 25].

Very many writers who consider themselves
Marxists have a strange habit of throwing out
the baby with the bathwater — and, as a rule,
along with Marx too. All of Marx’s economic
writings are a tremendous humanistic message.
Their vital theme is Man. All of Marx’s writings
are devoted to one essential theme — to Man.
And Marx’s political economy is also about Man.
It is not only about the material and social re-

! Meyer, Sigrid (c. 1840-1872) — prominent figure in the Ger-
man and American working-class movement; engineer; mem-
ber of the General Association of German Workers; opposed

Lassalleanism; member of the International; in 1866 emi-
grated to the USA, member of the New York Communist Club

and an organiser of the International’s sections in the USA;

follower of Marx and Engels. Vermorel, Auguste Jean Marie

(1841-1871) — French journalist, editor of Le Courrier francais

(1866—-67), member of the Paris Commune (1871).
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ality of the world but also about reflecting the
consciousness of Man.

Marx stated that Feuerbach’s outstanding
achievement was, among others, “the establish-
ment of true materialism and of real science, by
making the social relationship of ‘man to man’
the basic principle of the theory” [MECW, vol.
3, p. 328]. And Marx, by making the social rela-
tionship of ‘man to man’ the basic principle of
his own theory, was the world’s first theorist of
globalisation.

Prejudgements

Some time ago Tony Norfield wrote, “So the
logic of the question was: what is the point of
Marx’s theory if one can do without it when
explaining what is going on in the world?”?
Of course, the system has developed a great
deal in the more than 150 years since Capital
was written. Therefore, the changing forms of
capitalism have led many to argue that Marx’s
theory is outdated or invalid today.

As the case with Borkiewicz shows, the so-
called inconsistency/contradiction arises from
trying to turn Marxism into bourgeois economics,
in particular through completely inappropriate
and absurd use of reproduction schemes to ‘solve’
for equilibrium market prices using matrix algebra.

Many authors concluded that Marx suffered
from ‘unclarity’ or a ‘lack of clarity’ as to his
own abstractions, a judgment more appropriate
for their own arguments. It is always so when
shallowness of the criticism stems from the
depth of misunderstanding.

I do not like the word ‘theory’ concerning
Marx’s economic works. It is because many
authors of articles and books understand the
word ‘theory’ as a product of Marx’s thinking,
as a random or unexpected turn of concepts
and definitions. It implies the possibility of
logical errors in the process of thinking, false
or unrealistic assumption etc. For example, they
write whole books state that ‘for Marx money
must be commodity’. Of course, it is an absurd
statement. Indeed, as Charles Dickens already
said: “There are books of which the backs and
covers are by far the best parts”.

As Engels already wrote, “For the people who
cannot or do not want to read, who, even in

2 https:// economicsofimperialism.blogspot.com
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Volume I, took more trouble to understand it
wrongly than was necessary to understand it
correctly — for such people it is altogether use-
less to put oneself out in any way” and added,

“if it were not labour in vain to open the eyes

of those who do not want to see”.

As already said, Alan Freeman “presuppose
is not an idle word and the assumption is not
a simplification, an approximation, or an op-
tion. Without it, there is no theory. Notably,
it concerns those who conclude that Marx’s
economic arguments do not stand up to criti-
cal examination. This judgement, however,
stemmed from a particular reading, or inter-
pretation, of Marx.

I rely on Marxist concepts as starting points
for understanding the world today because they
provide the best way to explain what is going
on. The significance of Marx’s theory is that it
so clearly spelt out the dynamic of capitalism
that his analysis provides critical building blocks
from which to understand significant features
of the world economy today.

I want to reiterate that we cannot prove
things by quoting authorities, even such an
authority as Karl Marx. Because Marx said
something, it does not make it true. However, a
man like Marx has the right to be heard himself
[MECW, vol. 37, p. 875].

Marx was an economist not by vocation,
but by necessity. His passion was history and
philosophy. Marx studied political economy
and capitalist society through the eyes of a
philosopher. He looked at the economy by the
philosophical magnifying glass. Therefore, you
cannot read Marx’s texts through the eyes of a
contemporary accountant. It means to change
the power of abstraction to the pettiness of
the accountant. For example, Marx determines
general aggregate laws which apply regardless
of the outcome and makes no pretence of cal-
culating individual prices.

Every Marx’s text was written in a specific
context and time. Also, the world in which Marx
lived is different from the world in which we
live. Therefore, the main question is how to
interpret these writings to understand the sense
of contemporary events, phenomena, and cri-
ses. However, for the modern reader, the most
significant difficulty is to read Marx’s writings
through Marx’s eyes.
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Our reading of Marx is severely distorted
by our knowledge as well. It leads to a tenden-
cy to perceive Marx’s writings as obsolete by
definition. Moreover, as Alan Freeman already
noted, Marx’s concepts, when summarised or
‘interpreted’, have mutated to the point where
readers cannot see what he actually wrote, and
writers systematically attribute things to him
which he simply did not say at all.

In every case, we can only comprehend the
person’s theories after clearly grasping the
problems he set out to answer, what he wants
his theories to do. However, the objectivity of
the study does not exclude personal attitude
to the analysed issues. This personal attitude
is primarily due to the purpose of the study. So,
what was the purpose of all Marx’s multitudi-
nous activities, including his economic writings?

Many authors concluded that Marx suffered
from ‘unclarity’ or a ‘lack of clarity’ as to his own
abstractions, a judgment more appropriate for
their own arguments. It is always so when shal-
lowness of the criticism stems from the depth
of misunderstanding. For example, the most
frequently used in ‘Marxists’ literature is the
term ‘labour theory of value’. Those who care-
fully read Marx’s economic writings know well
that it is absurd collocation. Oiled oil — no more.

Another example. Anitra Nelson, which some
Marxists consider to be a great specialist in
money theories wrote: “It is due to the fact that
Marx assumes labour ‘value’, as an already estab-
lished concept in the school of political economy,
and reconstructs the category ‘labour-time’ — as
‘abstract labour’ and ‘socially necessary labour-
time’ — in order to explain the everyday world
of prices, non-commodity currencies and the
legal standard of price, the money commodity.
He was conscious that he failed to do this in
a transparent way, emphasised later by many
Marxians in terms of the ‘transformation prob-
lem’. This failure arises from the fact that in
Capital I (1976a) price is proportional to value,
whereas in the third volume (1981) prices are not
proportional to values” [Nelson, 2001, p. 51]. It
is a striking example of how to turn every Marx’s
sentence into ‘marksists’ nonsense.

Premises
Unfortunately, Marx’s early work is usually seen
to carry little weight. Vainly! It was not only for

self-clarification, even if left to the gnawing
criticism of the mouse, but at the same time
levelling the field and marking it. It is impos-
sible to understand the Poverty of Philosophy,
Grundrisse, all volumes of Capital (including
Theories of Surplus Value) without Contribution
to the Critique of Hegel’s Philosophy of Law. In-
troduction, Holy Family, German Ideology, Eco-
nomic & Philosophic Manuscripts of 1844, Re-
flections, Comments on James Mill Elémens
d’économie politique, Summary of Frederick
Engels’ article “Outlines of a Critique of Politi-
cal Economy” (written in the first half of 1844),
Frederick Engels’ Outlines of a Critique of Politi-
cal Economy (Written in October and November
1843 and published in the Deutsch-Fraradsische
Jahrbiicher, 1844) and his book The Condition of
the Working-Class in England published in 1845.
(see MECW, vol. 4), Moses Hess The Essence of
Money written in 1845.

In Contribution to the Critique of Hegel’s Phi-
losophy of Law. Introduction Marx determined
the main aim of his scientific activity: “Theory
is capable of gripping the masses as soon as it
demonstrates ad hominem, and it demonstrates
ad hominem as soon as it becomes radical. To
be radical is to grasp the root of the matter. But
for man the root is man himself” [MECW, vol.
3, p- 182].

Marx always was analysing only the facts.
Already in the Economic & Philosophic Manu-
scripts of 1844, Marx wrote: “It is hardly nec-
essary to assure the reader conversant with
political economy that my results have been
attained by means of a wholly empirical analysis
based on a conscientious critical study of politi-
cal economy” [MECW, vol. 3, p. 229]. He hated
speculative philosophising, aka metaphysics
that is juggling categories.

Some time later, in the famous German Ideol-
ogy Marx and Engels formulated what is today
known as premises of the materialist concep-
tion of history: “The premises from which we
begin are not arbitrary ones, not dogmas, but
real premises from which abstraction can only
be made in the imagination. They are the real
individuals, their activity, and the material con-
ditions of their life, both those which they find
already existing and those produced by their
activity. These premises can thus be verified in
a purely empirical way” [MECW, vol. 5, p. 31].
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In unpublished ‘Introduction’ of 1857 (Eco-
nomic Manuscripts of 1857-58) Marx precisely
determined scope of his analysis “To begin with,
the subject to be discussed is material production.
Individuals producing in a society — hence the
socially determined production by individu-
als is of course the point of departure” [MECW,
vol. 28, p. 17].

In A Contribution to the Critique of Political
Economy Marx concretised: “As useful activity
directed to the appropriation of natural factors
in one form or another, labour is a natural condi-
tion of human existence, a condition of material
interchange between man and nature, quite
independent of the form of society” [MECW,
vol. 29, p. 278].

“So far therefore as labour is a creator of use-
value, is useful labour, it is a necessary condition,
independent of all forms of society, for the exist-
ence of the human race; it is an eternal nature
imposed necessity, without which there can be
no material exchanges between man and Nature,
and therefore no life” [MECW, vol. 35, p. 53].

The same is repeated in. Marginal Notes on
Adolph Wagner’s Lehrbuch der politischen Oe-
konomie [MECW, vol. 24].

More fully the starting point of the analysis
Marx presented in a letter to Ludwig Kugelmann
11 July 1868 “Every child knows that any nation
that stopped working, not for a year, but let us
say, just for a few weeks, would perish. And every
child knows, too, that the amounts of products
corresponding to the differing amounts of needs
demand differing and quantitatively determined
amounts of society’s aggregate labour” [MECW,
vol. 43, p. 67]. Unfortunately, every child be-
comes an adult, and many forget about it, es-
pecially when they become economists.

Totality

What is totalitdt (totality) in Marx economic
writings? I think the whole of Marx’s writings
is the study of the infinitely complex organism
that is modern society as it evolves and chang-
es over time. But once “useful labour, it is a
necessary condition, independent of all forms
of society, for the existence of the human race”
more factual determination of totality is the
sum total of labour of society.

The total labour-power of society, which is
embodied in the sum total of the values of all
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commodities produced by that society, counts
here as one homogeneous mass of human la-
bour-power, composed though it is of innu-
merable individual units [MECW, vol. 35, p. 49].
The sum total of the labour of all these private
individuals forms the aggregate labour of society
[ibidem, p. 83].

The main question — how the total dispos-
able time of society is disposed of. Law of value
describes the mechanism of this disposition.
The law of competition requires to sell cheap-
er than all other producers. It is possible only
when you spend less time to produce than all
other producers. Time is the sole criterium and
nothing else. Moreover, there is no choice for
the producer — he/she must sell. Anyway, and
at market price, that is at definite socially de-
termined value.

Division of labour is a distribution of total
disposable time of society. What is the mecha-
nism of that distribution? What is a mediator
in the definite mechanism? What is the only
mechanism that exists in societies founded
on individual exchanges (market economy) for
determining whether a given product meets a
social need?

Thus, there arises the question of what are
the inner driving forces, determining purpose,
the driving concern, etc. of these different
movements as it concerns social life? What is
the mechanism of the renewal and continuity
of the production process itself? What is the
mechanism of distribution the total mass of
social labour-time among the various spheres of
production according to the social need?

Indeed, since commodity production neces-
sitates a division of labour, society pays for this
article by devoting a portion of the available
labour-time to its production. Therefore, society
buys it with a definite quantity of its disposable
labour-time [MECW, vol. 37, p. 185].

Purely Ideal or Mental Form
Marx never wrote “in my opinion,” because
“Our ‘meaning’ has nothing at all to do with
the essential characters of the thing we con-
sider” [MECW, vol. 32, p. 315]. It is of funda-
mental meaning when we talk about abstrac-
tion — who does make (or has made) this
abstraction. Is it abstraction made by human-
ity in the course of development of human
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reasoning? Or it is the pure scientific method
of inquiry?

Besides material products, we also have prod-
ucts of human thinking. Thinking is a reflection
of the material world. It is about the human
practice and comprehension of this practice.
As Engels wrote, we are dealing here not only
with a purely logical process but with a his-
torical process and its explanatory reflection
in thought, the logical pursuance of its inner
connections. [MECW, vol. 37, p. 882]. The ideal
is nothing else than the material world reflected
by the human mind and translated into forms
of thought. Taken it more concrete Marx clearly
indicated that the price or money-form of com-
modities is, like their form of value generally, a
form quite distinct from their palpable bodily
form; it is, therefore, a purely ideal or mental
form. If some phenomenon “is presented to
them” or is perceived by them it means that it
is ideally reflected as in a mirror, that the life
of the subject-matter is ideally reflected as in
a mirror.

How dialectics of reality express itself in the
human mind, i.e. in the form of man’s thoughts
(words, terms, categories, concepts)? The full
answer you can get from Anti-Diihring. We ought
to remember that Marx took a direct part in
the writing of Anti-Diihring (he wrote a critical
outline of Diihring’s views on the history of
economic doctrines), read and approved the
whole manuscript. Anti-Diihring was thus the
result of creative collaboration by Marx and
Engels, reflecting their joint views.

Can we make abstraction though may not be
aware of it? Of course, the ability to abstract
thinking is a property of the human psyche. A
person can abstract even without knowing it.
It is the same as with Moliere’s newly baked
nobleman Monsieur Jourdain is treated by the
wag who announces to him the news that all
through his life, he has been speaking prose
without knowing it.*

Maybe people had the ability to abstract
thinking, and Marx only explained why and
how it happened? Therefore, the question is
how categories or concepts as a mental reflec-
tion of reality fit to reality. In dialectics, we
saw the science of the general laws of change,

3].B. Moliére, Le Bourgeois gentilhomme, Act II, Scene 6.

not only in society and in human thought, but
in the external world, which is mirrored by hu-
man thought.

As concerns abstract labour (or, precisely,
labour in the abstract) the issue is to explain
how humankind in the course of development
of commodity exchange abstracted this com-
mon for all commodities ‘element’ (identity be-
tween different concrete labours) which fulfilled
the principle of equivalence. This comparative
analysis lasting centuries led to reduction of
all differences (measurable and no measur-
able as well) to unique one — time as such. On
what basis could humankind come to such an
abstraction and why?

Marx investigated and discussed the funda-
mental, major problems of the classical politi-
cal economy of his time. He does not consider
the vulgar political economy as a topic of his
research. Marx has not written the textbook on
how to calculate the value of each and every
commodity produced. Ian Steedman as a rep-
resentative of “Monkey Marxism” where they
do not make a difference between accounting
practice and political economy.

Basic principles of exchange reciprocity and
equivalence (or equivalent reciprocity) implies
comparison. So, the exchange needs a compari-
son. Comparison implies measurement. What
features of labour make it possible to see it as
a labour in the abstract and to find a common
feature of all kinds of labour?

If somebody states that categories of labour
and value are redundant in economic sciences,
it is tantamount to saying that time does not
exist. Indeed, there is possible only a very futile
metaphysical discussion or a still more discred-
itable purely verbal dispute.

Appropriation and Alienation
Marx devoted the period between 1844 and
1847 to an intensive study of the political
economy. Already in the “Poverty of philoso-
phy” it is evident that at that time, Marx had
a holistic understanding of the mechanism of
functioning and development of capitalism.
The main question that should be investigated
was the discovery and description of the un-
derlying mechanisms and forces driving the
phenomena visible on the surface. Even then,
it was clear to Marx that capitalism is just as
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absurd and barbarous and, at the same time,
an inevitable way of satisfying human needs.

“Hegel’s standpoint is that of modern politi-
cal economy. He grasps labour as the essence
of man — as man’s essence which stands the
test: he sees only the positive, not the negative
side of labour. Labour is man’s coming-to-be
for himself within alienation or as an alienated
man. The only labour which Hegel knows and
recognises is abstractly mental labour” [MECW,
vol. 3, p. 333].

He was analysing the facts. Even in the Eco-
nomic & Philosophic Manuscripts of 1844, Marx
wrote: “It is hardly necessary to assure the read-
er conversant with political economy that my
results have been attained by means of a wholly
empirical analysis based on a conscientious
critical study of political economy.” [MECW, vol.
3, p. 229] He hated speculative philosophising
aka metaphysics that is juggling with words
and categories and justifies “starting out from
the positive facts which we know by the senses.”

The key to understanding Marx’s economic
work is in his early writings. And Marx asks
himself “Is it a high appreciation of man for
him to figure as a ‘force’ alongside horses, steam
and water?” [MECW, vol. 4, p. 285] and “What
in the evolution of mankind is the meaning
of this reduction of the greater part of man-
kind to abstract labour?” [MECW, vol. 3, p. 241],
“political economy knows the worker only as
a working animal — as a beast reduced to the
strictest bodily needs” [ibid., p. 242], “Political
economy considers labour in the abstract as a
thing; labour is a commodity’ [ibid.].

Here Marx formulated not only his under-
standing of the essence of private property but
determined two laws of appropriation. 1) The
law of appropriation through the labour, i.e.
“labour as the original mode of appropriation”
[MECW, vol. 29, p. 461-462]. 2) The law of ap-
propriation through the alienation — “the al-
ienation of the product as the necessary form
of its appropriation” [MECW, vol. 34, p. 355].
“It is therefore only with the coming of capital-
ist production that use value is first generally
mediated through exchange value” [ibidem].
How, we now ask, does man come to alienate, to
estrange, his labour? How is this estrangement
rooted in the nature of human development?
[MECW, vol. 3, p. 281].
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His chief concern is with a question other
political economists have never asked: “Why
is labour represented by the value of its prod-
uct and labour-time by the magnitude of that
value?” I share the opinion expressed by Bertell
Ollman [1976] that it is the widespread mis-
conception that in his later life Marx left the
theory of alienation behind him bears most of
the responsibility for the equally widespread
misunderstanding of his term “labour.” Grasp-
ing “labour” in Capital as alienated labour is the
key to understanding Marx’s economic theories.
“Only by its alienation does individual labour
manifest itself as its opposite. The commodity,
however, must have this general expression
before it is alienated. This necessity to express
individual labour as general labour is equivalent
to the necessity of expressing a commodity as
money” [MECW, vol. 32, p. 323]. He must sell
means he must alienate. And selling becomes
the extreme condition of living. I return to these
questions in the next paper.

Perverted Forms or Fetishism

The next question which has a principal mean-
ing in Marx’s economic writings is how dia-
lectics of reality express itself in the human
mind, i.e. in the form of man’s thoughts (cat-
egories)? What is the interaction between man
and Nature where results are not only material
products but also products of man’s thinking?
What is the source of perverted man’s con-
scious?

“Objects separated from this mediator have
lost their value. Hence the objects only have
value insofar as they represent the mediator,
whereas originally it seemed that the mediator
had value only insofar as it represented them.
This reversal of the original relationship is in-
evitable. This mediator is, therefore, the lost,
estranged essence of private property, private
property which has become alienated, external
to itself, just as it is the alienated species-activ-
ity of man, the externalised mediation between
man’s production and man’s production” [MECW,
vol. 3, p. 212].

The aim is the demystification aims to reveal
the social constitution of the relations between
things to show their human content.

Or, in other words, “[...] because in it the so-
cial character of men’s labour appears to them
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as an objective character stamped upon the
product of that labour; because the relation
of the producers to the sum total of their own
labour is presented to them as a social relation,
existing not between themselves, but between
the products of their labour” [MECW, vol. 35,
p- 82].

“Bailey is a fetishist in that he conceives value,
though not as a property of the individual object
(considered in isolation), but as a relation of
objects to one another, while it is only a rep-
resentation in objects, an objective expression,
of a relation between men, a social relation, the
relationship of men to their reciprocal produc-
tive activity” [MECW, vol. 32, p. 334].

I will return to this question in the next pa-
per, where I will discuss the validity of Marx’s
understanding of money.

Panta Rhei — Mors Immortalis
Marx’s Political Economy is not only a matter
of algebra but a matter of probability as well.
And “Probability always entails from objective
regularity,” wrote Marx [MECW, vol. 32, p. 143].
It is the political economy of motion. Why is it
so? It was first clearly formulated by Heracli-
tus in his famous concept “Panta rhei” (névta
pel): everything is and is not, for everything is
fluid, is constantly changing, constantly com-
ing into being and passing away — “Everything
changes and nothing remains still, and you
cannot step twice into the same stream” (Sen-
eca in Epistulae, VI, 58, 23). Thus, we ought
to see the economic life of a capitalistic so-
ciety as a stochastic process — even as Brown-
ian movement or chaos [Farjoun & Machover,
1983].

Maybe, “The only wheels which political
economy sets in motion are greed and the war
amongst the greedy — competition” [MECW, vol.
3,p. 271].

At the same time, Marx’s political economy is
shooting at a moving target. The subject matter
of Marx’s political economy is infinite move-
ment. To analyse theoretically dialectics of this
movement we should make many, many freeze
frames. But it does not mean to fix the state of
equilibrium. It is snapshots of reality as it is.
As already said, Alan Freeman “presuppose” is
not an idle word and the assumption is not a
simplification, an approximation, or an option.

Without it, there is no theory. Notably, it con-
cerns those who conclude that Marx’s economic
arguments do not stand up to critical examina-
tion. This judgement, however, stemmed from
a particular reading, or interpretation, of Marx.

In written in the first half of 1844 comments
on James Mill Elémens d’Economie Politique Marx
has formulated his principal understanding of
the stochastic, chaotic movement of economic
variables. He wrote “[...] Mill commits the mis-
take — like the school of Ricardo in general — of
stating the abstract law without the change
or continual supersession of this law through
which alone it comes into being. [...] In politi-
cal economy, the law is determined by its op-
posite, absence of law. The true law of political
economy is chance, from whose movement we,
the scientific men, isolate certain factors arbi-
trarily in the form of laws” [MECW vol. 3, p. 211].

Engels in Anti-Diihring wrote “When we con-
sider and reflect upon nature at large or the
history of humanity or our intellectual activity,
at first, we see the picture of an endless entan-
glement of relations and reactions in which
nothing remains what, where and as it was, but
everything moves, changes, comes into being
and passes away. This primitive, naive but in-
trinsically correct conception of the world is
that of ancient Greek philosophy, and was first
clearly formulated by Heraclitus: everything is
and is not, for everything is fluid, is constantly
changing, constantly coming into being and
passing away.” [MECW, vol. 25, p. 21]

But this conception, correctly as it expresses
the general character of the picture of appear-
ances as a whole, does not suffice to explain the
details of which this picture is made up, and so
long as we do not understand these, we have not
a clear idea of the whole picture. To understand
these details, we must detach them from their
natural or historical connection and examine
each one separately, its nature, special causes,
effects, etc. [MECW, vol. 25, 21-22].

The connection between Marx’s economic
writings and his mathematical studies will be
the theme of another paper. In Preface to the
second edition of Anti-Diihring Engels wrote
about “the extremely important mathematical
manuscripts left by Marx” [MECW, vol. 25, p. 13].
At that time, Marx comprehended that many
questions could not satisfactorily be solved
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without the use of mathematics. The first ques-
tion was the stochastic character of exchange re-
lations, i.e. emergence and movement of average
market values. The second question concerns
the difference between constant and variable.
Simultaneously, Marx has begun to differenti-
ate between time past, time present, future time.

Carefully reading of Marx’s economic writ-
ings makes it possible to find the following kinds
of movement:

Elliptical movement

Circular movement

Spiral movement

Oscillating movement

Rotational movement

Recurrent movement

Perpetual movement

Repetitive movement

This is generally the way in which real con-
tradictions are reconciled. For instance, it is a
contradiction to depict one body as constantly
falling towards another, and as, at the same
time, constantly flying away from it. The el-
lipse is a form of motion which, while allowing
this contradiction to go on, at the same time
reconciles it. [MECW, vol. 35, p. 113

In Poverty of Philosophy, Marx wrote: “All that
exists, all that lives on land and under water,
exists and lives only by some kind of movement”
[MECW, vol. 6, p. 163] and further continued
“There is a continual movement of growth in
productive forces, of destruction in social rela-
tions, of formation in ideas; the only immutable
thing is the abstraction of movement — mors
immortalis [ibidem, p. 166].

In Statu Nascendi
The fact that most of Marx’s writings were
not published during his lifetime is of funda-
mental importance. However, even in the case
of published works, Marx maintained a far-
reaching criticism. In a letter to Kugelmann
of 10 June 1867, he wrote: “I am always very
dissatisfied with my things when I see them
printed, especially at first sight” [MECW, vol.
42, p. 380]. But even not “at first sight” Marx
critically reviewed his previous works. In a
letter to Kugelmann of 13 October 1866, he
wrote: “It was, in my opinion, necessary to be-
gin again ab ovo in the first book, i.e., to sum-
marise the book of mine published by Dunck-
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er* in one chapter on commodities and money.
[ judged this to be necessary, not merely for
the sake of completeness, but because even in-
telligent people did not properly understand
the question, in other words, there must have
been defects in the first presentation, espe-
cially in the analysis of commodities” [MECW,
vol. 42, p. 328].

As concerns the first Volume of Capital Engels
witnessed in Preface to the third German edi-
tion of Capital “It was Marx’s original intention
to re-write a great part of the text of the first
volume, to formulate many theoretical points
more exactly, insert new ones and bring histori-
cal and statistical materials up to date” [MECW,
vol. 35, p. 27].

On the other hand, the matter was further
complicated by the circumstance of which Marx
wrote in a letter to Engels of 31 July 1865: “But I
cannot bring myself to send anything off until
I have the whole thing in front of me. Whatever
shortcomings they may have, the advantage of my
writings is that they are an artistic whole, and
this can only be achieved through my practice
of never having things printed until I have them
in front of me in their entirety [MECW, vol. 42,
p. 173].

There is not something finished forever — the
only fluid movement of thought. Therefore, fol-
low the flow of thoughts, not the letters. It is rel-
evant to reconstruct the reasoning, the method
of enquiry, and the conceptual framework which
allowed him to draw these conclusions.

Time, Natural Laws, and Social Laws
Marx devoted the period between 1844 and
1847 to an intensive study of the political
economy. Already in the Poverty of Philoso-
phy, it is evident that at that time, Marx had
a holistic understanding of the mechanism of
functioning and development of capitalism.
The main question that should be investigat-
ed was the discovery and description of the
underlying mechanisms and forces driving the
phenomena visible on the surface. Even then,
it was clear to Marx that capitalism was just
as absurd and barbarous and, at the same
time, an inevitable way of satisfying human
needs.

4 A Contribution to the Critique of Political Economy [MECW, vol. 29].
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How to establish a relation between needs
and disposable time? Distribution of disposable
time is, at the same time, division of labour time.
The basis of the exchange of commodities is the
division of labour. This social division of labour
is the division of disposable time of whole so-
ciety. There is no production of commodities
without division of labour, for there would in
such circumstances be no need to exchange
one thing for another. The exchange of com-
modities is based on the socially recognised
principles of ownership, equality, mutual and
equal benefit (equivalence), freedom of will. The
basic underlying principles of exchange were
reciprocity and equality (equivalence). It is an
illusion, fiction because as Marx noted “However,
individual exchange, as the bourgeois conceives
it, is far from resembling individual exchange
as it is practised [MECW, vol. 6, p. 144].

It was in 1846 when in The Poverty of Phi-
losophy Marx formulated his understanding of
the main characteristic of “societies founded on
individual exchanges”: “If M. Proudhon admits
that the value of products is determined by la-
bour time, he should equally admit that it is the
fluctuating movement alone that in societies
founded on individual exchanges make labour
the measure of value. There is no ready-made
constituted “proportional relation,” but only a
constituting movement. [MECW, vol. 6, p. 135].

Why labour time but not anything else? Be-
cause labour time is the most in-depth and ob-
jective criterion of comparison. If we abstract
from so-called psychological time — the time
is the only objective criterion of comparison of
expended labour-power.

The main question that faced Marx was what
mechanism determines the necessary labour
time. It is “[t]he general law and to the basis
of political economy, that the values of com-
modities are determined by the labour-time
contained in them, ...” [MECW, vol. 37, p. 311].

Before exchanging something for anything
else, we ought to compare these two things.
It means we should find a similarity between
what we offer and what we require. We have
here three entities: human labour (disposable
working-time), human needs, and useful things
(use values). All we ought to do is to reduce
them to one denominator. What are the means
to ascertain the minimum of labour necessary

for the production of a commodity? An over-
all mode of evaluation in exchange relation is
the evaluation of commodities by labour time.
[MECW, vol. 6, p. 136]

The reduction of all three entities to time
was a well-documented historical process of
humanity’s development. Time is objective and
independent of the human will. As such, time
can serve as an ideal measure. However, it was
needed the social validation for time to be an
ideal measure. Human labour is the prime basic
condition for all human existence, and this to
such an extent that, in a sense, we have to say
that labour created man himself. As Karl Marx
wrote in Capital “In all states of society, the
labour time that it costs to produce the means
of subsistence must necessarily be an object of
interest to mankind, though not of equal interest
in different stages of development. And lastly,
from the moment that men in any way work for
one another, their labour assumes a social form’
[MECW, vol. 35, p. 47].

It is self-evident that this necessity of the
distribution of social labour in specific propor-
tions is certainly not abolished by the specific
form of social production; it can only change its
form of manifestation. Natural laws cannot be
abolished at all. The only thing that can change,
under historically differing conditions, is the
form in which those laws assert themselves. And
the form in which this proportional distribu-
tion of labour asserts itself in a state of society
in which the interconnection of social labour
expresses itself as the private exchange of the
individual products of labour is precisely the
exchange_value of these products.

What really counts are the physical variables:
use-value, people, needs and time. Maybe it is
so why in the letter to Ludwig Kugelmann of 11
July 1868 Marx wrote: “[e]ven if there were no
chapter on ‘value’ at all in my book, the analy-
sis I give of the real relations would contain
the proof and demonstration of the real value
relation” [MECW, vol. 43, p. 67].

And in a letter to Engels of 8 January 1868
he wrote: “Actually, no form of society can pre-
vent the labour time at the disposal of society
from regulating production in ONE WAY OR
ANOTHER. But so long as this regulation is not
effected through the direct and conscious con-
trol of society over its labour time — which is

2
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only possible under common ownership — but
through the movement of commodity prices...”
[MECW vol. 42, p. 515].

Marx discovered the natural laws of capitalist
production. As he wrote in Preface to the First
German Edition of Capital 1 “It is a question
of these laws themselves, of these tendencies
working with iron necessity towards inevitable
results”. Here Marx mentions the dialectics of
elliptical motion. On the other hand, Lukacs
claimed that that dialectical principles and
methods do not apply to Nature and that the
‘dialectics of nature’ is a misinterpretation of
Marx’s thought initiated by Engels.

However, it seems that what Marx wrote
about elliptical motion and some other topics
shows that he did indeed find dialectical fea-
tures in nature. If there are contradictions in
Nature, then there is a dialectics of nature, a
conclusion that follows from the contradictory
nature of elliptical motion. At the same time,
we ought to determine how the relationship
between dialectics as a theory of historical
development and as a logic of conceptual re-
lationships matches with the natural laws of
motion.

Meaning of the mathematical writing of Marx
will be the theme of the next our paper. Ex-
amination of Marx’s statements about elliptical
motion will throw light on his views on how
dialectical contradictions in society or nature
cause change and find a resolution. During the
last four decades of his life, Marx spent a great
deal of effort studying various areas of natural
science, including physics, astronomy, geol-
ogy, physiology, chemistry, and mathematics
[Antonova, 2004].

Marx’s extensive mathematical manuscripts,
written in the 1880s, are well known, but his
letters, manuscripts, and his personal library
are evidence of his earlier mathematical stud-
ies, in the 1840s, ’50s, and ’60s. As in the case
of natural science, there is still no sufficiently
convincing answer to the question of the rea-
sons and goals of Marx’s studies in mathemat-
ics, and in particular, differential calculus. The
elaboration of this problem would make it pos-
sible to determine the place of these studies
of Marx in mathematics in his work as a whole.
Marx’s mathematical works still need adequate
evaluation.
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Although Marx recognised contradictions
within theories and concepts, contradictions
between theories, between what is apparent and
what is real, between theory and practice, and
between theories and reality, he also maintained
that there are contradictions in reality itself. It
‘goes without saying’, Marx wrote, that ‘para-
doxes of reality [Wirklichkeit]’ are expressed
in ‘linguistic paradoxes [Sprachparadoxen]’, but
‘these contradictions lie in the thing [liegen
in der Sache], not the linguistic expression of
the thing’.

Why and for Whom?

A big deal like Capital should have a clearly
defined aim and addressee. As a rule, the au-
thors cite from Preface to the First German
Edition “[...] it is the ultimate aim of this work,
to lay bare the economic law of motion of
modern society” [MECW, vol. 35, p. 10]. What
concerns addressee in the second German edi-
tion of Capital I he wrote: The appreciation
which Das Kapital rapidly gained in wide cir-
cles of the German working class is the best
reward of my labours [MECW, vol. 35, p. 13].

Marx deliberately downplayed the method
of Capital to make the book more accessible to
his working-class readers. It is the source of the
tension between the complexity of the book’s
content and Marx’s desire to find an attractive
form of exposition because, as he wrote in the
preface to the French edition of Capital 1 where
Marx approves of the transformation of his book
into a serial, in which case “the book will be more
accessible to the working class, a consideration
which to me outweighs everything else”.

In a letter to Engels of 22 June 1867 he wrote
“With regard to the development of the form of
value, I have both followed and not followed
your advice, thus striking a dialectical attitude in
this matter, too. That is to say, 1. I have written
an appendix in which I set out the same subject
again as simply and as much in the manner of
a school textbook as possible, and 2. I have di-
vided each successive proposition into paras,
etc., each with its own heading, as you advised.
In the Preface I then tell the ‘non-dialectical’
reader to skip page x-y and instead read the ap-
pendix. It is not only the philistines that I have
in mind here, but young people, etc., who are
thirsting for knowledge” [MECW, vol. 42, p. 384]
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Averages and Ideal Types

One of the well-known “Marxist” authors,
wrote, “Marx often fails to be explicit about
the level of aggregation at which he is working.
He frequently explains the aggregate behav-
iour of a system by discussing a typical or av-
erage element of it”. There are three answers
to the question of where these judgments
come from. First, he did not read Marx’s writ-
ings. Second, he understood nothing. Third, he
did not want to understand what he really has
read. His own confusion thus achieves the cer-
tain effect of confusing his readers.

Marx has repeatedly pointed to the source
of average quantities: Each of these individual
commodities is a repository of the value of the
capital and the surplus value produced by it. The
labour applied to the individual commodity can
no longer be calculated at all — if only because
this would be a calculation of the average, hence
a notional estimate, which covers the part of
the constant capital which enters into the val-
ue of the total product merely as depreciation,
and also the conditions of production that are
consumed communally, and finally because it
is the directly social labour, which is balanced
out and estimated as the average labour of the
many cooperating individuals. The labour ap-
plied to the individual commodity counts only
as the aliquot part of the total labour which falls
to this commodity and is estimated notionally
[MECW, vol. 34, p. 363].

Therefore, in a general analysis of this kind
it is usually always assumed that the actual
conditions correspond to their conception, or,
what is the same, that actual conditions are
represented only to the extent that they are
typical_of their own general case [MECW, vol.
37, p. 142].

The main interest of Marx was the motion of
moving weighted averages of analysed variables.
For example, he wrote: “The formation of the
average rate of profit is, therefore, not merely
a matter of obtaining the simple average of the
different rates of profit in the various spheres
of production, but rather one of the relative
weight which these different rates of profit have
in forming this average [MECW, vol. 37, p. 161].

Moreover, “ [i]t is evident that the balance
among spheres of production of different com-
position must tend to equalise them with the

spheres of average composition, be it exactly or
only approximately the same as the social aver-
age. Between the spheres more or less approxi-
mating the average there is again a tendency
toward equalisation, seeking the ideal average,
i.e., an average that does not really exist, i.e.,
a tendency to take this ideal as a standard. In
this way, the tendency necessarily prevails to

make the prices of production merely converted
forms of value, or to turn profits into mere por-
tions of surplus-value [MECW, vol. 37, p. 171].

Marx has stressed that in theory, it is as-

sumed that the laws of the capitalist mode of
production operate in their pure form. In a gen-
eral analysis of this kind, it is usually always
assumed that the actual conditions correspond
to their conception, or, what is the same, that
actual conditions are represented only to the
extent that they are typical of their own general
case [MECW, vol. 37, p. 142]. And once more,
“Under capitalist production, the general law
acts as the prevailing tendency only in a very
complicated and approximate manner, as a never
ascertainable average of ceaseless fluctuations”
[MECW, vol. 37, p. 160].

Marx’s statement on the statistical nature
of economic mechanisms as mechanisms of
large-scale processes has an exceptionally great
methodological significance for mathematical
statistics. These mechanisms express the in-
teractions of individual processes in the laws
of probability; they dominate over any varia-
tions from the mean. Marx repeatedly returned
to this problem. For example, in the Grundrisse,
he wrote, in the chapter on money: “The value
of commodities as determined by labour-time is
only their average value. This average appears
as an external abstraction if it is calculated out
as an average figure of an epoch, e.g. a pound
of coffee is one shilling if the average price of
coffee is taken over, let us say, 25 years; but it
is very real if it is at the same time recognised
as the driving force and the moving principle
of the oscillations which commodity prices run
through during a given epoch. This reality is not
merely of theoretical importance: it forms the
basis of mercantile speculation, whose calculus
of probabilities depends both on the median price
averages which figure as the centre of oscillation,
and on the average peaks and average troughs of
oscillation above or below this centre”.
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Conclusion
Capital must rank as one of the best known, but
least read works ever published. Indeed, most of
us will have gleaned what we know about Capi-
tal through commentators or interpreters. And
there lies the problem. Marx’s explanation of
capitalist development is so far removed from
conventional accounts of how our society func-
tions, that it is particularly difficult to appreci-
ate. In Anti-Diihring Marx and Engels wrote the
credo of dialectics: “A system of natural and

historical knowledge, embracing everything,
and final for all time, is a contradiction to the
fundamental laws of dialectic reasoning [MECW,
25, p. 25]. One of the finest researches of Marx
is that revealing the duplex character of labour.
And his economic writings are the history of the
development of congealed, homogenous, undif-
ferentiated human labour. There is no end of
history. This history is going on. What should
an orthodox Marxist do? To follow Marx’s advise
“Segui il tuo corso, e lascia dir le genti.”
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[MepeunTbiBas Mapkca BHOBb M BHOBb

36urHes MexBa

[loKTOp 3KOHOMMYeCKMX Hayk, DMHAHCOBLIM YyHMBEpCUTET, MockBa, Poccus
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AHHOmauyus. Teopus, Hanbonee TOYHO OTpaXatoLLas peanbHOCTb, ABNSETCS GYHAAMEHTAIbHON NPeanoChbINKOM
noboro aHanM3a Kakoro-nmMbo SBNEHUS, Aaxe TMnoTeTMyeckoro. Ecnm cyllecTByoT AManekTuyeckmne 3aKoHbl
[BUXEHUS, TO KaK AMANEKTUKA PeanbHOCTM BblpaXaeTcs B YeI0BEYECKOM CO3HAHMM, TO eCTb B popme
yenoBevyecknx Mbicnen (kateropmui)? Kak cnepyet untatb Mapkca? Sl npeanoynTato YMTaTb BCE PYKOMUCH
Mapkca, roe OH caenan orpoMHOe KOMYeCcTBO 3aMeToK, KOMMEHTapMUeB U T.A. DT COYMHEHUS Bbinn «ans
cebay», N9 «pas3biACHEHUs ANng cebsa». ITO YepHOBUKM UCCNef0BaTeNIbCKMX paboT, NpU3BaHHbIE MPOSCHUTD
ons Hero cutyaumto. Hanpumep, B Grundrisse Mapkc pasroapuBaeT cam € co60i. OH oTpaxaeT He TOMbKO
pe3ynbTaThbl, HO MPeXAe BCero npouecc nx noseneHns. Hanbonblumii MHTEpeC BbI3bIBAKOT Tak Ha3blBaeMble
OTKJIOHEHUSI, HEOXKMAAHHbIA OTXOL OT OCHOBHOM TeMbI. DTO He Oblia efMHMYHas NpoBoOKaLMa, koraa XKak
Heppuaa 3aa8un B 1994 r., uto «Bcerga b6yaert owmbKOM He YnTaTb, NnepeyunTbiBaTb U 06CYXAaTb Mapkcay.
Knouegeie cnosa: Kapn Mapkc; Kanutan; Teopms CToMMoCTM Mapkca; oTYyXAeHue; auanektmyeckas normka;
33aKOH CTOMMOCTU; OTYYXKAEHUE; TOTaNbHOCTb; COLManbHble GOpMbl
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