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Introduction

The relationship between the business and the state in Russia has attracted a lot of attention of social scientists in recent time. Particular revelations in this field concerned the excessive impact that large business had upon the state during the presidential elections of 1996, and in what concerns taxation, implementation of economic and fiscal policies, and the overall process of reform (Frye 2002, Hellman, Jones and Kaufmann 2000, Khlebnikov 2000). This paper considers the particular influence within the large business – that of mineral
 sector – upon such a specific area as banking performance and regulation. I focus upon the incentives of the natural resources extracting enterprises towards and their influence upon the banking sector. This paper intends to contribute to the literature on the development of financial sector of the economies with the significant role played by extractive industries. 

On the whole, Russian banking sector is undercapitalized, investment-shy, inefficiently regulated and uncompetitive, especially outside of Moscow. Despite the substantial improvement in both bank performance and regulation that has happened during the last 5 years (the share of bank loans relatively to GDP has grown from 9 per cent in 1997 to almost 19 per cent in 2003), a particularly remarkable feature of Russian banks remains: they do not bank very much
. This means that the volume of resources that they transfer from ready-to-share borrowers to needy lenders is low, and they remain involved in other transactions, less important for economic growth: playing on speculative markets, doing treasury operations for their owners, and the like. As I argue here, this state of affairs in banking may to a large extent be explained by the impact that mineral economy has upon Russian banks.  

This paper presents an analysis of the impact of extractive industries upon banking. It demonstrates that this impact manifests itself in several forms. First, through ownership – a large chunk of best-capitalized Russian banks are owned and/or controlled by petroleum-related enterprises and their performance is tied to that of hydrocarbons industry. Second, through influence upon the state regulators: petroleum enterprises impose lax regulation of “petroleum” banks – a number of regulatory norms are not enforced in their case – which creates perverse incentives for the banking system as a whole. The most conspicuous example of poor regulation is inability by the Central bank of Russia to put an end to the practice of non-disclosure of petroleum bank owners (the so-called phenomena of “unidentified shareholders”). Yet another form of influence of oil companies upon the banking sector is the one that is done indirectly, through influencing the regional politics – alignment with particular regional governors, influencing elections - that in its turn affects the politically involved banks. 

This paper will be structured as follows. The first part will detail the weight and organizational structure of oil and gas industry in Russia. The second part will dwell upon the channels of influence of oil and gas enterprises within political and economic domains, and the way it affects banks. The third part will deal with the way key sectoral lobbying association is organized. The forth part will demonstrate the way this association affects bank regulators and the issues pertaining to bank regulation. The fifth part will outline the place of the so-called “petroleum” banks within the country’s banking sector. Part six will demonstrate the instances of influence of petroleum sector on lobbying the banking sector regulators. The final part will place Russian picture against background of the financial sector development within selected petrostates – Yemen and Saudi Arabia. 
1. Organizational forms of Russian oil and gas extracting enterprises

tc "1. Oil and gas extracting enterprises\: omnipresent in industrial groups "
Mineral extraction industries undeniably constitute the leading sectors of Russian economy
. The backbone of Russian economy at the present moment is formed by a number of industrial groups, which control up to 60% of industrial output
. The formation of these groups has been a result of seizing of the economic opportunity by particular individuals in the process that has been termed a nomenclatura privatization. Persons involved into network of preexisting Soviet economic institutions
, have founded a number of banks that later organized a process of a loans-for shares programme
 in which by lending to the federal government they have been able to receive large blocks of shares of the most promising Russian enterprises
. Later on, in 1997, financially powerful banks have already been able to compete in tenders for the shares of a number of oil companies on conditions less insider-oriented than the ones of loans-for-shares programme. This way VNK (Eastern Oil Company) and TNK (Tuymen’ Oil Company) have been privatized. 

The structure of the ownership that has followed, divides Russian industry into several large conglomerates, each consisting of one or several oil – related enterprises and enterprises from other industries. Consequently, ever since the loans-for-shares deal, the word “oligarchy” is perceived in Russia as synonymous to the power of petroleum. Two notable exceptions – Gazprom and LUKoil – consist of gas and oil-related enterprises respectively, and no other industries are involved, besides pocket banks that service their transactions, and media companies. Other enterprises of Russian conglomerates present a full spectrum of Russian economy. Their sectoral affiliations are demonstrated in Table 1, whereas the distribution of ownership in oil industry is presented in Table 2.

Table 1. Industries represented within Russian industrial groups

	Industry
	Industrial Group

	Food processing
	Yukos, Alfa Group

	Ore production and processing
	Rossiiskii Kredit, Gazprom

	Chemical

	Alfa Group, LUKoil

	Pharmaceutical
	Alfa Group

	Car manufacturing
	SBS-Agro

	Metals
	SBS, MDM-Group, Interros, Rossiiskii Kredit, Alfa, Sibirskii Aluminii

	Coal
	MDM Group, Alfa Group

	Construction
	Alfa

	Broadcasting Media Outlets
	MOST, LUKoil, Gazprom

	Print media outlets
	MOST, Interros, Gazprom, Alfa Group, LUKoil, Yukos

	Retail trade
	Alfa Group

	Insurance
	MOST, SBS

	Real estate
	Alfa Group

	Ship building
	LUKoil, Interros

	Arctic ice-breakers
	LUKoil

	Investment banking
	LUKoil

	Mineral fertilizers
	Yukos, Gazprom

	Precious metals extraction
	SBS

	Cellular communications
	Sistema

	Advertisement
	MOST, Sistema

	Telecommunications
	MOST, Sistema

	Defense industry
	Interros

	Gold extraction
	Rossiiskii Credit
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	Oil company
	Business group-owner

	Komitek
	LUKoil

	Sibneft’
	SBS

	VNK, Eastern Oil Company
	Yukos

	Sidanko
	Interros

	TNK, Tuymen’ Oil Company
	Alfa

	Yukos
	Yukos

	LUKoil
	LUKoil

	Surgutneftegas
	Surgutneftegas

	Kinef (oil-processing plant)
	Surgutneftegas


As far as performance of Russian oil industry is concerned, the dynamics has been characterized by a movement from sharp contraction during 1990-95 caused by a fall of domestic demand for oil down 40 per cent to a similarly drastic improvement in performance during 1998-2003 caused by a ruble devaluation, world oil price increase, upsurge in foreign investment and successful international expansion strategies
. 

Petrolisation of Russian banking sector was going parallel to boost in oil production. As the situation in the petroleum sector improved, the “petroleum” banks became better – capitalized, and oil and gas industry impact upon the financial sector increased accordingly. The notable after-devaluation strategy of extractive enterprises has been the increased focus of their transactions on pocket banks owned by them.    

Not surprisingly, any inquiry on the question of how the lobbying of banks’ interests is done in Russia has received an analogous answer from a variety of respondents within Russia's banking and political field:  any real bank lobbying in the country is done via the overall lobbying efforts of the industrial groups, related to natural resources extraction. The entire bank lobbying there is concerns the interests of large "oligarchic" banks attached to these groups. Therefore, by analyzing the general channels of influence by the mineral enterprises, it is possible to reconstruct the picture of their ways in influencing the banking regulators. 

The impact of oil interests upon the banking sector done through lobbying has become overwhelming after the crash of 1998. Until that time banks had a number of policy-created sources of profit like inflationary finance, speculative operations, government debt, and they could also borrow abroad. Under conditions of lax regulation, low and poorly enforced standards towards banks’ capital, as well as high profits for the banks prior to financial stabilization and the scarcity of loanable capital, enterprises found it quite profitable to establish their own banks
. After the crisis, when the lion’s share of profit opportunities for banks has disappeared, major part of banks started making their profit around transactions to oil enterprises.  

In this vein, Gazprom and any other large financial-industrial conglomerates likewise are holding banks of similar function, and lobby in favor of these banks. Since the “petroleum” banks constitute the core of Russian banking sector (according to statistics, 7 out of top 30 banks are pocket banks of petroleum enterprises, they hold 35-40% of total banking assets
), the way the Russian government and CBR (Central Bank of Russia) are able to deal with the these banks will determine the fate of the sector overall, how prudentially sound, nationally and internationally competitive and how economically productive it will be. The entire banking sector of Russia is in a sense a hostage to oligarchic banks: when Russian government headed by Kiriyenko at the time was facing the choice of default, the biggest concern has been the fate of the banking sector. However, at the same time the government was not willing to save the oligarchs engaged into irresponsible borrowing. Thus, Kiriyenko government has faced a difficult choice. According to Hoffman (2002, p. 422), “he very much wanted to avoid wrecking the banking system. He also wanted to keep his distance from oligarchs. At the same time it became increasingly obvious that the tycoons and the banks are the one. There was no separating them. Devaluation would wreck the banks, including the ones at the core of oligarchs’ empires.“  In critical junctures, such as a decision to default, the interests of oligarchic banks were intertwined with the fate of the entire sector. This demonstrates the structural power of mineral businesses and organizations related to them: the government cannot challenge the interests of these powerful sectors without a risk of undermining the system as a whole.  

2. Typical channels of industrial influence  

In considering the various forms in which the clout of mineral sectors represents itself, and the channels, which they use to that end, it seems more feasible to focus on more apparent patterns like lobbying and the manifestations of structural power. Lobbying or a relatively explicit mode of influencing “the rules of the game” is understood here as a legitimate and fairly easily observable form of voicing by large business of its interests. The illicit forms of influence such as corruption, exemplified by state capture and administrative corruption detailed in Hellman, Jones and Kaufman (2000), are beyond the scope of the analysis presented here. 
The general mode of lobbying in Russia has been extensively analyzed elsewhere
. The major body of literature on lobbying by large Russian enterprises focuses on the subsidies and privatization deals. The object of lobbying studied here is the way petroleum companies influence the strategy of state institutions related to regulation and reform of such economically vital sphere as banking sector. Other important means of influence - structural power – denotes to the ability by the particular sector to influence the government’s policy due to a mere fact that the sector is there. This happens when the group of enterprises within a sector constitutes such an important part of GDP, tax revenues, and infrastructure, that it affects the government decision-making without any need to pressure it directly. The structural power of Russian mineral conglomerates stems from the fact that they constitute the dominant part of Russian economy - the share of extractive industry makes up 45% of its GDP (full GDP composition is presented in Table 3 below). 

Table 3. The Share of Natural Resources – Related Industries in Russian GDP Structure, in percent

	Industry
	Its GDP Share

	Agriculture
	7

	Trade
	12

	Transport
	5

	Construction
	4

	Resources Industries
	45

	Other industries
	9

	Other sectors
	18


Source: State Statistics Committee, Nikoil Estimates (from Auerbach Grayson, EMEA Large Capital Research, Report on Russian Banking, March 2003)

tc "2. Typical channels of industrial influence  " \l 5The structural power of the sectors lies within the domain of the mutual and “overdetermined” relation of the "economic" and the "political" outlined by Marx (Marx, 1973) when economic power inexorably translates into a political power. In Russian case it is the economic power of sectors, the origins of which I will discuss further on, that affects the regulatory practice and forces the state to take into account their interests without the companies having to either lobby or bribe. 

As far as the concrete channels of influence of extractive enterprises are concerned, two major examples may be found in the literature dealing with sectoral analysis
, that are fully or partially applicable to the Russian case. Karl (2002) mentions that one of the channels through which petroleum enterprises tend to affect the economy and the state
 is establishing pacts with the local governments that affects capacity by the federal government for policy implementation. According to her, the efficiency of petroleum lobby depends to a great extent upon the availability within the society of the alternative forces that may counterbalance its power. I analyze this channel of influence by following the dynamics of interaction of petroleum companies with Russian regional authorities, and by tracing the influence it has on banks in the regions. 

Shafer (1994) points out the following additional way by means of which extractive enterprises affect the state: ”the complexity of monitoring and regulating big firms demands close, ongoing relations between state agencies, management, and labor, relations, facilitated by the fact that business and labor leaders are educated professionals and are agency officials’ social equals. There is thus a constant interchange of personnel among state agencies and management and labor organizations, there being no other source of the needed expertise... The resulting ties between state and sector representatives and the complexity of the issues involved give management and labor ample opportunities to influence policy formulation. Indeed, many bureaucrats come to identify with the sector and become its advocates within the state”.  Below I will demonstrate how this interchange of personnel has been happening in Russia throughout post-Communist years. 

Local and regional pacts

As for the channels of extractive influence in the regions, Terry Karl observes that oil companies tend to have a strong impact upon the political process by forming partnerships with local elites. 

In Russia the evidence shows the uneven and controversial picture as to the degree of cooperation between the local power and large mineral enterprises and its consequent impact upon the political process. On the level of entrance of new owners and establishing the initial spheres of regional influence, certain regions have experienced a mutual support of the governors, local politicians and oil groups, whereas some – a conflict between them, i.e. there is both collusion and collision taking place, with varying degree of interference and support of federal state. In particular, the federal government has supported Rossiiskii Kredit group in its conflict with Mihajlovskij Ore Factory when Kursk Oblast leader Rutskoj has tried to push it away from the region altogether. The regional government of Omsk region was welcoming the creation of Sibneft Oil Company on its territory, whereas Oneksim group has faced enormous resistance from the Krasnojarsk regional government while trying to establish control over the Norilsk Nikel company. After the control has been established, there is a current troubling tendency of Norilsk Nickel management’s intervention in the Norilsk municipal poll. The head of Norilsk Nikel Potanin stood actively against a union critic as mayor of Norilsk, and aborted the entire municipal election
. The most economically closed region of Russia, according to ratings of economic openness
, Bashkortostan, has demonstrated a strong resistance to an attempt of privatization by Moscow Industrial Bank (which in its turn has significant federal oil-, construction- and railroad-related interests standing behind it) of the region’s energy companies – oil enterprise Bashneft’ and petrochemical enterprise Bashneftechim (Vedomosti, May 22, 2003). This happened despite some personal links of the bank’s management to Bashkir President Murtaza Rakhimov and signifies the general inclination of the regional administration to retain the regional industry in local ownership. The head of the most oil rich region of Russia, Tuymen oblast, Roketskij offers a vast support to the Alfa Group owning an oil company on the territory of the oblast, and as an exchange, Roketskij occupies a position in the board of the directors of Alfa Group. Besides Roketskij himself, all the heads of the regions where Tuymen Oil Company TNK has enterprises related to oil extraction, refinery and distribution, have some representation at company’s board of directors. Alfa Group has thus successfully applied a strategy of “domestication” of regional governor (Zubarevich 2002). The situation is the most controversial as far as oil products distribution and retail trade are concerned. According to Pappe (2000, p. 190), not a single oil company in Russia has a control over the retail network or gas stations in any of Russia’s big city. This market is usually shared by a number of oil traders, and who has the right of ownership is fully dependent on his links to municipal administrations. This in particular has been the case with Surgutneftegaz company’s unsuccessful attempt to establish control over the gas stations of Saint Petersburg in 1995-96.

Thus out of those ten Russian regions information on which is available in literature and press, at least in six of them oil or other mineral enterprises have been involved in confrontation with regional leadership, whereas four regions demonstrate an outright cooperation between them. 

Influencing elections

One of the noticeable ways in which oil companies affect Russia’s regional politics is through influencing local and regional elections. 

Apart from the above-mentioned influence of Norilsk Nikel Company upon the municipal elections in Norilsk, another regional incident related to Potanin’s role in elections in 2001 is quite indicative. Numerous press accounts have indicated towards a certain pact that has been established between Irkutsk gubernatorial candidate Boris Govorin, Potanin-owned Interros company and other business conglomerate, Alfa-group. In exchange for Potanin’s and Alfa-Groups’ support of Govorin at oncoming elections (versus previously planned support of his rival Valentin Mezhevich), the former would receive an access to Koviktin gas reserves exploration located in Irkutsk oblast. Govorin’s opponent Levchenko representing Communist party, who have officially received 45% of the vote versus Govorin’s 47%, has complained of Govorin’s abuse of his current power status (“administrative resource”) to influence the outcome of gubernatorial elections
. 

The involvement of oil enterprises into pre-electoral fights has also had a clearly negative impact upon the banks. The Omsk region has witnessed a fight between Omsk Mayor Valerii Roshupkin and the current governor Leonid Polezhaev (Vasilchenko, 1999). In the course of this fight the businesses of the city of Omsk, which population is 1.2 million people versus 1 million of inhabitants residing within the rest of the region, were forced to pay taxes to the region and not to the city. This way the electoral campaign was serving its goal of depriving the Omsk mayor as the competitor of any financial support. The share of the city in the region’s consolidated budget started to decrease drastically during the pre-election period: from 50% during the entire 90s, it went down to 33% in 1998 and yet down to 24% in 1999 – the year of gubernatorial elections. In summer of 1998 the city of Omsk has been suddenly abandoned by the two major taxpayers: Sibneft’ oil company and the liquor-producing plant Osha. These companies have just changed their place of registration, thus depriving the city of Omsk of 227 billion roubles of taxes. Since both of these enterprises were considered to be close to the governor Polezhaev, this step of theirs was considered a strategic pre-electoral action. The next step in the pre-election fight has been attacking the banks and businesses close to the Omsk mayor under the aegis of fight against crime. These banks and enterprises were subject to constant tax inspections; in particular the office of IT bank headed by vice-mayor of Omsk Vladimir Volkov has been visited frequently by various inspecting organs.  As a consequence, the bank started losing its clients. The highest point the banking scandal has reached when Volkov was prohibited to leave the region and accused of financial misdealing. The media outlets supporting Roshupkin have also been harassed.

The consequences of the regional petroleum dynamics for the banks

Whatever is the degree of cooperation between the local administrations and oil companies, they stand as the two strongest players in the regions where the oil or other mineral companies are situated. In many instances mineral businesses tend to limit the power of unaccountable regions. The evidence from Russian regions does not allow at this point making uniform judgments whether the local oil-government partnerships bear an overtly subversive character in regard to federal policies. However, a distinct trend is observed in regard to banks. Independent, non-”petroleum” banks feel themselves quite uncosy in any Russian regions if they do not have large enterprises standing behind them. In particular, in those regions where oil interests (and consequently, their banks) actively cooperate with local power, other banks have insurmountable barriers to entry. In my interviews with a bank management of a number of banks that have been active in a regional expansion, I addressed bank managers representing banks that were rather active in regional expansion, with the question if the bank had any problems with regional authorities creating obstacles to the banks’ operations. The bankers said that they had no problems in the five regions of Russia where the bank expanded, but they added that this was because the bank had expanded into regions where the key bank’s shareholders and clients were situated. More precise example is the treatment by the Jamalo-Nenetskij regional court of Zenit bank’s claims towards Jaroslavskij Tier Plant, a part of metallurgical conglomerate Sibur (Vedomosti, June 11, 2003). The bank has purchased the debt of the Plant, and after the debt vechsels have become overdue, the bank has filed a bankruptcy case against the Plant. The court took the side of the plant because it considered the issuance of vechsels to be a void transaction. This court ruling reflected a composition of forces in the regions in which the metallurgical holding outweighs the bank in terms of its importance for the regional administration and it has its impact upon the court decision. 

Thus, the arbitrary behavior of regional leaders towards the banks and the frequent instances of tight partnerships of mining enterprises with local elites creates a situation in which those banks that have powerful oil or other mineral enterprises standing behind them have a political advantage over other banks and are thus better off in exploiting regional profit opportunities.

Interchange of personnel and influencing appointments

According to Gordon (2000), the prominence of fuel and energy sectors need to be viewed through path-dependence, taking into account the powerful position occupied by the ministerial network and certain enterprises under the Soviet system of economic management as well as the complex intermingling of economic and political power (both organizationally and from personnel point of view) which have proved lasting legacies of the Soviet system of governance. The prominence of economic interests during the Yeltsin era has been exacerbated by his dependence on the support of various economic and sectoral interests in the absence of the support by a political party or a coalition of parties and owing to the concerted opposition of the parliament. Having successfully maintained their prominent position throughout the perestroika years, the major strategy that mineral interests have been pursuing was influencing appointments, through means totally compatible with the shaferian mechanism described above. This channel has been established during the Yeltsin’s reign when the situation was particularly favorable to the assertion of economic interests.

Gazprom, by far the largest business conglomerate of the kind, has an exceptionally dense network of mutual delegation of executives with various levels of power. The most conspicuous example is the ex-head of Gazprom Victor Chernomyrdin who has been Russia’s Prime Minister during the period of 1992-1996. Below is the list of Gazprom’s appointees inside various bodies of power.

Table 4. Top managers of Gazprom occupying high rank positions in governmental institutions
	Name
	Position inside Gazprom before “entering power”
	Position inside the state institutions
	Duration of state service
	Position at the beginning of 2000

	Chernomyrdin V.
	The General Manager of state company Gazprom 
	Deputy Head of Russian Government

The head of Russian government
	1992

19993-1998
	The head of supervisory board of Gazprom

	Kvasov V.
	Deputy head of the department of Gazprom
	The head of the Apparatus of the Government of RF
	1993 –1995
	The first vice president of ZIL Company

	Petelin G.
	Deputy head of the department of Gazprom
	The head of the secretarial office of the head of the government of RF
	1993 - 1998
	-

	Rodionov P.
	The General Manager of Lentransgaz, subsidiary of Gazprom
	Fuel and energy Minister of RF
	1996-1997
	The first deputy head of Gazprom’s Supervisory Board


Source: Ja. Pappe, “Oligarchi: Ekonomicheskaja Khronika, 1992-2000” (Oligarchs: The Economic Chronicle, 1992-2000), Moscow, 2000

Judging by this table, it is obvious that Gazprom holds the channels of influencing executive power that are of immense leverage. This leverage was used particularly actively during the Yeltsin era, when the Prime Minister Chernomyrdin has brought into government a whole team of Gazprom managers. 

The opposite movement from the governmental bodies into Gazprom is also quite noticeable. 

Table 5. Governmental officials occupying positions in Gazprom 
	Name
	The highest position inside the government
	Duration of service inside this position
	Current position inside Gazprom
	The beginning of service inside a given position

	Chernomyrdin V.
	The head of government of RF
	1993-1998
	The head of board of directors
	1999

	Dubinin S.
	Minister of Finance, the head of supervisory board of CBR
	
	Deputy head of supervisory board
	

	Ilushin V.
	The first aide to the President of RF

The first deputy head of the government of RF
	1991

1996
	The member of supervisory board
	1997

	Kazakov A.
	The head of State Property Committee (Goskomimushestvo)

The first deputy of the head of the Administration of the President of RF
	
	The head of Gazprom’s department
	


Source: Ja. Pappe, “Oligarchi: Ekonomicheskaja Khronika, 1992-2000” (Oligarchs: The Economic Chronicle, 1992-2000), Moscow, 2000

Similar kind of mutual exchange of personnel between the business groups and power bodies is also noticeable with respect to other major business groups of Russia: LUKoil, Interros, Alfa-Group. All these groups were also quite noticeable in media ownership (Pappe, 2000), as well as in attempts to influence the legislative power through personalized ties to particular Duma deputies. The lobbying power of these businesses upon the Russian is strong and enduring, despite current Putin administration’s drive to “make the oligarchs equally distant” from power.

A vivid example of the lobbying power by these groups has been an incident of a clash of interests of LUKoil and Russian Ministry of Foreign Affairs (MID) that happened in 1995-96 and was related to LUKoil’s participation in Azerbajdjan projects. MID was insisting that until the legal status of Caspian Sea is settled, Russia should oppose the commencement of exploration of Caspian oil reserves, and consequently Russian companies should not participate in those explorations. LUKoil has been holding quite a different opinion. According to LUKoil, such a passive policy would result in withdrawal of LUKoil in particular and Russia in general from determining the fate of Caspian oil, and western competitors would take their place. As a result both prime minister and President have supported the position by LUKoil (Pappe, 2000, pp. 112-113).  

3. The petroleum sector’s lobbying initiatives

Apart from the direct personal links, large extractive businesses have a powerful lobbying body that has received a lot of publicity lately due to a number of its initiatives. The largest lobbying body that ever existed in Russia's post-communist history is RSPP (Russian Union of Industrialists and Entrepreneurs). After collapse of Communist it has mostly been engaged into lobbying the interests of military complex. However, the arrival of the team of mineral industries-related industrialists in autumn of 2000 has increased the weight of this organization dramatically and has refocused its lobbying efforts from military complex to the needs of companies-exporters, not without a resistance by the major enterprises of a military complex
. Currently RSPP embraces 89 regions of Russia; it includes representatives of 300,000 industrial, financial and entrepreneurial unions and associations, including 100 corporate associations (Zudin 2002). The companies whose managers composite the bureau of RSPP, make up 50% of Russian GDP and 50% of the entire tax revenue. RSPP has its say in issues related to banking sector regulation, and its position is largely distinct from the one of CBR.

Until the crash of 1998 the banks held a temporary economic power amassed by them through directing the course of privatization of mineral enterprises and actively taking part in it, and mineral enterprises could not affect the policy issues related to banking at that time (Lane 2002). Rather, during a pre-crisis period banks themselves have been major actors to influence governmental policy towards banking sector and economic policy in general. In particular, according to Shleifer and Treisman (2001), the essence of the entire stabilization reform of 1995-97 has been to co-opt the banks as the major stakeholders of government’s hyperinflation policy by making them the winners of the reform through offering them alternative source of a policy-created profit - maintaining an artificially high interest rate on treasury bills, in which the banks invested, and giving away shares in the best companies to banks under the loans-for-shares program. It remains, however, a controversial question, if co-opting the banks this way was the price worth paying, since in the first place Russia's 1998 financial crisis demonstrated the fragility of this stabilization, which was based on borrowing rather than on cutting expenditures. At the same time, these concessions helped to consolidate the oligarchs' power, which was backed by their control over banks and energy companies and later on allowed them to obtain the control over virtually the entire mineral industry. 

In its attempt to influence economic policy, RSPP has created a number of working groups in accordance with the major directions of economic reform. In particular, Alexander Mamut, the head of the Board of the Directors of one of the largest private banks of Russia MDM Bank that is famous for its political clout, was appointed as a head of the working group on banking reform. The activity of this working group has brought into light the interests of mineral companies towards the banking sector reform. The culmination of this activity has been a project of banking reform suggested by RSPP to the government– the so-called Mamut plan. 

The major suggestions of the Mamut plan are the following (Zudin, 2003):
· Alterations in banking taxation system that would introduce the taxable base as bank reserves that are calculated according to IAS (International Accounting Standards)

· Optimization of CBR functions as to what concerns the current combining by CBR of the functions of the regulator of monetary circulation, done via CBR’s commercial activity on the financial markets, and bank supervision

· Introduction of banking licenses of two types: federal and regional. The first one would give the bank a right to establish affiliates in any region of Russian Federation, to service any clients including state budget and households, and to have direct correspondent accounts in foreign banks. The second type of license would allow banks to undertake the same type of activities as the first one. However it would limit the geographic scope of operations to one or several regions, and would stipulate that the settlements with foreign banks are carried out only via banks with the federal license. Besides that, the regional license would set the limits on types of bank’s clientele and types of activities. The basis for separation of the banks according to first and second types of licenses is to be tied to bank capital. In order to obtain a federal license the bank should have a capital of $100 million or above, calculated according to IAS (or 1 billion rubles). Within one year after receiving a federal license the bank should increase its capital to 2 billion rubles

· Exit of the state from banking market. Liquidation of all state-owned banks with the exception of State Savings Bank Sberbank. State banks are to lose the general license and are to be transformed into specialized agencies in accordance with the initial specialization of state bank. Sberbank is prohibited to extend loans to industrial enterprises; instead it focuses on working with population (household loans). 

The proposed plan’s aim was to establish an oligopolitsic banking system based on strict entry limitations. It has caused a firestorm of criticism by CBR, associations representing the small and medium-sized banks (ARB and the Association of Regional Banks of Russia), by State Duma (represented by head of banking Committee Shokhin), Ministry for Antimonopoly Policy (MAP), Ministry of Economic Development and Ministry of Finance. Such a strong opposition to the plan had to do with the unexpectedly high number of players that opposed the oligopolistic policy in banking, these players being related to two major potential victims of the plan – the small and medium-sized banks and Sberbank. If the banks are to be selected based on their capital, the federal license would be held by no more than 60 banks out of Russia’s 1300. As a result, the government and CBR, fearing the possibility of such a drastic shrinking of the sector, have rejected the most worrying part of the plan. 

The final version of banking reform plan that has been accepted contains only several elements suggested in Mamut Plan. It consists of 4 major elements: 

· Transfer of the sector to IAS by 2004

· Introduction of a deposit insurance scheme

· Dissolution of Sberbank’s monopoly on population’s deposits through operation of deposit insurance scheme

The process of acceptance of deposit insurance has had a long history in Russia. The law could not pass through Duma several times. Progress in this area has been stalled by disputes over the cost of the insurance and the contributions from Sberbank to the system. In the second half of 2002, the CBR presented a draft law to the Cabinet of Ministers. In March 2003 the Cabinet of Ministers approved the draft law and sent it to the Duma for review and approval. My interviewees from among CBR officials have stated that a delayed acceptance of this law has to do with the opposition of “oligarchic interests”: the deposit insurance scheme would place non-oligarchic banks that hold a retail network in a stronger position vis-à-vis oligarchic ones, since the latter would acquire an additional source of finance on their liabilities side. Due to that the adoption of the law has been an utterly politicized process. The government plans for the deposit insurance scheme to be in place starting from January 2005. 

Mandatory transfer to IAS, however, has been welcomed by the “oligarchic groups” since it would cut off hundreds of smaller and financially unviable banks whose balance sheets will not survive the IAS-based examination. The dissolution of Sberbank’s monopoly is also welcomed by “oligarchic groups” since Sberbank has for a long time been bringing down the interest rates
 thus making lending business quite unprofitable for many banks. And, for the most part, the “oligarchic interests” have been welcoming the financial liberalization that would allow enterprises to borrow abroad, to borrow from foreign banks operating in Russia, to keep abroad export revenues in unlimited amounts and to open accounts in banks of the countries members of FATF (Matovnikov, 2002).


4. Lobbying the banking-related regulatory issues by the sectoral association

One of the most obvious signs of the strength of mineral power in Russia is the toleration by CBR of certain regulatory violations by banks, which are most characteristic for the petroleum pocket banks. Preserving this situation is the major incentive of mineral companies as far as their influence upon the CBR is concerned. 

The key interests of the large groups towards state regulators in what concerns the banks is the loose treatment by the latter of the levels of lending to the affiliate structures, or what is called a connected or related party lending. Gazprombank and similar kinds of banks do an enormous amount of connected lending to their shareholders, owners and affiliated structures
. 
The issue of connected lending goes hand in hand with the issue of banks’ over reliance on and overexposure to one client in their transactions, in forming both assets and liabilities, which results in a soaring risk. Pocket banks of large extractive enterprises usually depend on one single enterprise as their source of assets and liabilities and hence banks are quite constrained in diversifying their resource base. For example, these banks usually do not have a retail network or if they do like it is the case with Gazprombank, which has 28 affiliates across Russia, these affiliates are not engaged in attracting deposits or working with regional corporate clients, they only work with Gazprom’s regional subdivisions and clients. Involvement of Russian banks into industrial groups also frequently allows industrial enterprises to engage in some dubious financial practices, such as circular capital increases funded by bank loans to the owners
.

Russian law does set exposure limits, that is, the amount of capital that a bank can lend to one customer or one group of related parties, at 25 percent. The CBR has created an ambiguous regulatory scheme according to which certain banks are allowed to extend more than 25 per cent of their loans to one borrower if this borrower presents a certain interest to the state, e.g. if it represents a state company or the company working on a state project. Renaissance Capital investment company estimates that seven of the largest 20 banks generate more than half of their business from one client or small group of related companies, in violation of this law and/or based on arbitrary application by the CBR of the above –mentioned scheme. (The Moscow Times, September 17, 2001). 

Besides direct violation of this law, the unwillingness and inability by the regulators to track the hidden, or unidentified shareholders and through that to police a connected lending allows extractive enterprises and their banks to carry on this practice legally. Thanks to skillfulness of Russian enterprises in hiding their bank ownership, one should carry out a real investigation if one desires to find out who the owner of a particular private bank in Russia is. As a result of its research on corporate governance standards in Russian banks, IFC (International Finance Corporation) has come to the conclusion that every fifth Russian banker is certain that the CBR does not know who his bank’s owners are. Moreover, in 14% of the cases, bank managers themselves are not aware of who owns the bank. Only 76% of Russian banks’ top managers know whom they are working for, and this is the case for only 86% of the members of the boards of directors (Vedomosti, November 24, 2003). According to Mikhail Matovnikov, “in order to find out whom the Russian bank belongs to, one has to read various kind of “analytical notes”, to analyze the press and bank’s operations…Interfax rating agency has surveyed the ownership structure of 50 largest Russian banks and came to a disappointing conclusion: the owners of credit organizations prefer to hide behind numerous nominal holders or off shore companies with minimal capital. “The unidentified shareholders of Russian banks” (that is how the Inerfax report is called) in case of bank’s bankruptcy do not carry any responsibility, even though it is stipulated by law” (2002).

The situation of the abundance of the hidden shareholders perpetuates the single client overexposure and de facto violation by banks of the limits to a related party lending. The formal bank owners are the businesses whose names do not say anything, they are crafted solely for the purpose of a particular bank ownership and do not conduct any other business
. Since the CBR regulation requires obtaining of its special permission to a purchase of more than 20% of bank’s shares, many of such unidentified shareholders do not hold more than 20% of a bank’s stock. According to Matovnikov, “the lack of desire by shareholders to be examined by CBR is vividly proven by the fact that almost 35% of 50 top Russian banks do not have any shareholders that own more than 20% of their shares, and two more banks do not have any shareholders at all that own more than 5% of their shares”. This situation of proliferation of unidentified shareholders has proven to be detrimental for both the observance of domestic creditors’ rights by the banks and for the trust of the international economic actors towards it.  

It is however, one of the greatest incentives of large businesses to carry on this scheme, which allows them to control the bank and to avoid the regulators’ scrutiny over it, and thus any responsibility for the bank’s financial state. Part of the incentives comes from the fact that major extractive enterprises of Russia may borrow from abroad directly therefore they do not have to worry about the banks’ financial state
. Recently Gazprom has placed Eurobonds for $1,75 bln, diamond-extracting company ALROSA – for $500 mln, industrial group Sistema – for $350 mln, TNK oil company – for $300 mln, telecommunications company MTS – for $400 mln. According to Vedomosti of May 12, 2003, the largest annual borrowings of Gazprom amounted to 14 billion dollars in 1999. Therefore the companies of this kind do not hold a particular incentive to maintain sound and transparent banks that enjoy the trust of foreign creditors. The following data drawn by Matovnikov clearly demonstrates the decrease of foreign creditors’ trust towards the sector. 

Table 6. Loans to Russian banks as a share of total foreign bank loans to private businesses in Russia

	Year
	The share of banks in a total lending level, in per cent

	1994
	86.5

	1998
	63.2

	2000
	60

	2001
	47.8


  Source: Matovnikov (2002)

Another dubious way that large industrial groups influenced the Russian banking is the issue of bankruptcy, especially the procedural aspect of it. A number of Russian banks that have been announced bankrupt by the CBR with the subsequent withdrawal of their licenses have continued to operate, many of them – as a result of a suspected pressure by the large industrial conglomerates. Example of this kind has been a murky incident of CBR’s treatment of Imperial Bank, which before the crash of 1998 has been a pocket bank of two oil companies - LUKoil and Zarubezhneft. After the bankruptcy procedure has been initiated, CBR has withdrawn the license which has been returned to the bank contrary to a decision by court, for unclear reasons (Petrova 2001). Many problems related to these banks were not addressed for many months after the crisis. The long delay, during which the banks retained their operating licenses, encouraged massive transfers of assets from the de facto failed 'zombie banks' to newly-created 'bridge banks' that escaped the scope of restructuring agreements. Amicable restructuring agreements concerning these banks and others were signed only in the first half of 2000, after most of the good assets had been siphoned off into the bridge banks. CBR has later been blamed for having an incentive in procrastinating the powerful mineral banks’ bankruptcy and restructuring or liquidation. The most notable episode of after crash bankruptcies is that banks with the participation of state or mineral, mostly oil interests, has survived, and those bankrupted were the ones like SBS-Agro, whose management, according to statement by Hoffman (p. 437) “did not have an ocean of oil, just a sea of depositors”.  
Thus, extractive enterprises’ stake in banking regulation and their incentives to keep their banks away from regulatory scrutiny are the key reasons that stand behind large businesses’ desire to influence the course of events in banking and to develop efficient lobbying tools for that purpose. Thanks to the overwhelming power of mineral interests and their large stakes in banking, however, it is likely that only market forces, notably the growing interest of industrial owners to improve disclosure and governance to attract foreign investment, will drive an improvement in transparency with respect to the scope and financial profile of Russian industrial groups, including the position of Russian banks therein. CBR, with its banking regulation department is now headed by the reform-minded Andrei Kozlov, is expected to play a positive role, too. In particular, in its designing of the deposit insurance scheme, the CBR has devised an arrangement, according to which only those banks will participate in insurance scheme, which shareholders are known to the CBR and to the public. This way, the households will choose which banks to entrust their money with. Thus, according to the Vedomosti, “the citizens will achieve “by their rubles” what the CBR was not capable of achieving through its norms and regulations throughout the entire 90s’” (Vedomosti, 24 November, 2003). 

Current regulatory response to industrial lobby tc "5. Regulatory Response To an Industrial Lobby " \l 5
Up until now the CBR could offer little resistance to the oligarchic influence upon banking owing to its priorities. It is focused on short-term monetary measures, has an incentive in maintaining the role of state banks as the major players (it has a controlling stake in two large state banks, Sberbank and Vneshtorgbank) and it has little control over the sector. The CBR is focusing on control over monetary indicators, rather then on the structure of the banking sector. Poor capacity of CBR to influence the banking sector stems from three factors. The first one is lack of cooperation between the CBR and commercial banks resulting from CBR’s continued support of Sberbank which distorts competition regime by enjoying implicit state guarantees on household deposits and thus creates unfavorable conditions for commercial banks. The second factor is the type of institutional design pursued by the policymakers during the early stages of transition. Johnson (2001) analyses the role of structure and agency in Russian institutional transformation and comes to the conclusion that passive design – not creating de novo institutions, but maintaining the old ones, whose institutional framework and actors have changed relatively little - as a conscious policy of the government towards both creating the CBR and in liberalization of banking sector is the major root of the current state of events with the Russian banking and ability of the CBR to supervise it
. And the third factor is the conflicting views upon the banking sector of CBR and industrial groups. The outcome is RSPP’s attempt to curb the CBR’s independence by supporting the introduction of National Banking Council that would include the RSPP’s members and that would supervise the CBR’s functioning (Zudin, 2003). 

The passive design strategy in the country with the extractive leading sector has exacerbated the problems of the financial sector. The state has partially given up its control over the banking sector through the “passively designed” institutions, but under the domination of a powerful mineral sector this has lead to the virtual gripping of the control over the banking by the latter.

Despite undeniable improvement in overall climate conducive to improved banking regulation, the negative influence of petroleum industry upon banking governance still holds. That is why the reform of the banking sector “from below” depends to a large extent on international interest rates: the lower the rates are, the less prone are Russian enterprises to borrow from Russian banks (major part of Russian borrowers being petroleum firms) and the more interested in foreign banks they become
. This leaves Russian banks out of business, switches the interests of the mineral enterprises towards the world financial markets, decreases the share of “petroleum” banks within the sector and offers a higher chance for banking reform. 

5. Profit strategies of “petroleum” banks

Table 7. The share of various types of banks in banking market niches, in per cent

	Bank group
	Sberbank
	“Petroleum” banks
	Large federal banks
	State banks
	Foreign Banks
	Moscow small and medium-sized banks
	Regional banks - all
	Regional banks – top 100
	Regional banks - small

	Number of banks in a group
	1
	17
	16
	8
	26
	602
	653
	100
	554

	Household deposits, short-term
	70%
	5%
	7%
	5%
	1%
	4%
	8%
	6%
	2%

	Household deposits, long-term
	48
	8
	13
	4
	7
	7
	13
	10
	3



	Accounts of legal entities
	19
	13
	17
	12
	6
	21
	13
	9
	4

	Short-term accounts of legal entities
	12
	18
	23
	12
	7
	19
	10
	7
	3

	Loans to enterprises
	28
	11
	20
	10
	7
	14
	11
	7
	3

	Loans to households
	42
	4
	18
	2
	4
	19
	11
	6
	5

	Securities
	49
	9
	10
	11
	6
	10
	4
	4
	1


Source: Popkov (2003)

“Petroleum” banks date back to the first years of perestroika with their capital having substantially increased after the financial crisis of 1998. As the banking system went into free fall following the devaluation of the rouble on August 17, 1998, Russia’s key natural resources producers closed all their accounts in other commercial banks and concentrated their resources in the banks they had established for themselves. Companies like Gazprom, LUKoil, Interros, Yukos, Surgutneftgaz and others each hold several banks of this kind, which lend to them cheaply, keep their accounts and service their export operations. With billions of dollars of export revenue flowing through their accounts, these banks are among the few capable of extending loans of up to $1 million for up to one year, which is a crucial demarcation indicator of capacity of the Russian banks. Besides, this practice insulates the pocket banks from any competition within the rest of the banking system, with no need to introduce new products or services. 

Although various subtypes of banks of this group have different shareholders and owners, they are united by several systemic features. These banks usually do not have an affiliate network or if they do like it is the case with Gazprombank, which has 28 affiliates across Russia, these affiliates are not engaged in attracting deposits or working with regional corporate clients, they only work with Gazprom’s regional subdivisions and clients
. They are as untransparent for the state, public and the investors as the companies, which own them and do an enormous amount of connected lending to their shareholders, owners and affiliated structures
. The conditions of this lending, like interest rates and loan provisions, are obviously unknown, but it is important to point out that these banks’ lending activities are highly profitable when their enterprises-owners are profitable, and vice versa. The profitability of these banks comes from the large volume of long-term finance coming from the owners, and these profits are usually not reinvested but kept in western banks and on CBR’s accounts. Thus, according to classification of profit strategies presented in Table 1, pocket banks mostly adopt external intermediation strategy which means low level of working assets (38%), high volatility of profits and overwhelming dependency on enterprises-owners. 

By far the most powerful financially is the group of banks held by natural resources producers, which account for around 60% of all cash flow within the economy. The major profit of these banks is the fees they charge on export-import transactions. The business strategy of these banks is limited to servicing these lucrative export-import operations, as well as to lending within the business group. The most typical profit strategy for this kind of bank such as Surgutneftegazbank, is keeping all its profits in Western banks and in CBR’s accounts
.


The health of these banks depends on the price of natural resources and the overall success of the companies that own them. If these prices drop, the liquidity of these companies will decline and their banks could get caught at the wrong end of the liquidity squeeze. For this reason a number of pocket banks diversify into other sectors, clients, products, regions and services, thus becoming a so-called “universal” bank, i.e. a formerly pocket bank which has achieved greater independence from its shareholders via diversification
. This kind of diversification reduces loan, liquidity and currency – related risks that pocket banks undergo due to overly strong dependence on one client
.

As the Table 7 demonstrates, the “petroleum” banks are quite constrained on various banking markets, as compared to other types of banks in Russia. They hold a very little amount of household deposits, both short- and long-term (5 and 8 per cent of the deposits market, respectively). Their liabilities are comprised to a large degree of legal entities’ accounts (short term accounts – 13 and long-term accounts – 18 per cent of the market). Loans of “petroleum” banks to enterprises make up a small share – 11 per cent of the market, which is much smaller than in case of Sberbank (28 per cent) and other large private banks (20 per cent). The share of loans that “petroleum” banks extend to households is naturally even lower – 4% of the entire banking market, which is 10 times less than in case of Sberbank and almost 5 times less than in case of large private banks. Thus, the economic contribution of “petroleum” banks as compared to their level of capitalization and to the level of operations of other banks on the Russian market is quite low. 

6. tc " " \l 4Russian experience in the light of the domestic political economy of other mineral states  tc "6. Russian Experience In the Light Of the Domestic Political Economy Of Other Mineral States  " \l 4
Michael Ross (1999) carries out a comprehensive analysis of all the arguments explaining the resources curse in regard to experience of various countries with various extractive industries standing as the leading sector. He summarizes that they embrace the economic factor, stressing the Dutch Disease, political aspects of the resource curse, cognitive explanations (which contend that resource booms produce a type of short – sightedness among policymakers), societal explanations, which argue that resource exports tend to empower sectors, classes or interest groups that favor growth-impeding policies, and state-centered explanations, which contend that resource booms tend to weaken state institutions. According to the argument pursued here, the tendencies of petrolisation of Russian banking sector lie within the intersection of societal and state-centered domains. Here the privatization of oil industry has resulted in creation of a powerful “rentier oligarchy”
 (versus rentier or distributive state in many other oil-rich countries), by placing the natural wealth extraction in predominantly private hands with these “hands” subsequently forming a powerful vested interest. The state-centered arguments explaining resource curse tend to hold in Russia with respect to banking regulation, whereas the social arguments - with respect to a structural power that pocket banks of mineral enterprises occupy within the banking system. This explanation may be presented in a following scheme:

explanations:

	state-centered
	Lobbying by the mineral interests (influence upon the state institutions in what concerns banking regulation and reform)

	social
	Structural power of the mineral sector as a distinct societal group (the place of “petroleum” banks within the system)


Besides general explanations of the resource curse, sectoral analysts point out the specific tendencies of the financial sector development in oil-rich countries, which deserve attention in the light of the Russian experience. In oil-rich countries like Libya, Saudi Arabia or Yemen, where the state controls oil extraction, banks tend to have a certain specifics which according to Chaudhry (1997) distinguishes the financial sector development in capital-abundant oil-exporters from the financial sector development in the rest of the world. In majority of non-petrostate countries financial sector development was mostly driven by the scarcity of capital, i.e. by the need to channel the lacking capital towards borrowers. In the oil-rich countries, however, it was driven by capital abundance: banks’ major function from the very outset has been to recycle petrodollars. 

As a result, banking sectors in capital-abundant petrostates turned out to be either informal – not subject to any state regulation, as it is the case in Yemen, or state-dominated since the distribution of petroleum rents is done mostly via state banks (Saudi Arabia). Chaudhry undertakes analysis of how this happened to the banks in these countries under the impact of oil booms. She observes that the peculiar state weakness outlined by Terry Karl in regard to petrostates propels two major developments in banking: either the state banking takes overall the lending activities within the sector, as it happened in Saudi Arabia, where the state both owned the hydrocarbons industry and allocated petrodollars though state-owned banks. Other possible trajectory is that banking sector goes informal, i.e. beyond the regulatory control of the government, as it was the case in Yemen, since the state was not capable of controlling the flows of petroleum revenues, especially across the country’s border. 

In Saudi Arabia of boom years state lending institutions have taken over virtually all medium- and long-term lending in construction, agriculture and industry. In some lending areas state banks - through the agricultural, industrial, real estate and Saudi development funds – displaced the commercial banks, which could not compete with the funds’ concessionary terms. In Yemen the informal banks overtook both the YBRD (Yemen Bank for Reconstruction and Development) and commercial banks in providing the range of financial services. Chaudhry concludes that in oil-rich countries, the task for the banking sector is not to aggregate savings, but to devise a means of tying capital to actors in the domestic economy, which both Saudi state banks and Yemeni informal banks have proven unable to do and large amount of petroleum revenues has been exported abroad.

Another important observation by Chaudhry is that the international dimension adds totally new specifics to financial sectors of oil-rich countries. In their interactions with international capital markets they may totally bypass the state regulatory agencies, in particular during the boom years, and hence lack of incentives towards the development of state regulatory institutions. In Russia this lack of incentives was pronounced in a vivid reluctance of CBR to police violations by banks of regulatory norms and to take any measures against capital flight. It corresponds to the situation delineated by Chaudhry: “when opportunities to link domestic holdings in hard currency to international markets suddenly multiply, as they did in the oil boom, the soundness of regulatory regimes is a likely casualty.” (p. 265). 

The formation of banking sector in Russia reflects both tendencies outlined by Chaudhry: there are informal pocket banks with unidentified shareholders, which correspond to informal banks in Yemen, and there are state giants like Sberbank, which place within the banking sector resembles Saudi Arabia’s reliance on state banks. The role of Sberbank, however, is not the one of a purely a state arm of distribution of oil revenues. According to my interviewees among investment bankers dealing with Sberbank’s stocks, large share of Sberbank’s assets does include state securities that corresponds to CBR’s and the state’s interest. However, its lending policy is profit-oriented i.e. largely free from any state control. Sberbank, with 98% of its shares being owned by the CBR, is the key bank to finance oil projects during the late 90s and up to the current moment. In parallel fashion to Saudi Arabia’s state banks, Sberbank’s lending strategy is marked by poor risk management and poor project assessment even though it is free from any distributional role
 (Hainsworth, 2001). Yet another similar tendency is observable with regard to Yemeni and Russian banks: through being not subject to state regulation, commercial banks in both countries became active conduits for capital flight thanks to lacking domestic outlets for their profits. Russian banks do play a certain role in illegal capital flight, which however is much less than is generally stated: 10-15% of the entire amount
 (Pleines 2002). Thus Russia in the 90’s has followed tendency of Yemen of 70’s-80’s where informalization and internationalization of finance went hand in hand.  

In majority of petrostates banking sectors tend to be feeble because they are redundant in a distributive state or confined to fulfilling quite primitive functions, and/or because the oil revenue distribution is done only via state banks. In Russia the major reason why the banking sector is unproductive is the sector’s over dependence upon oil companies and their revenues, while the rest of the economy suffers from the undersupply of banking services. This is particularly the case on the regional scale: the regions without large mineral enterprises on their territory tend to much less attractive for bankers.

Conclusion tc "Conclusion " \l 5
The current state of the banking sector in Russia shows that through high influence of the extracting enterprises upon the economy, it does comprise many features described by petrostate theorists. In the first place, in accordance with the sectoral argument, because of the oil revenue abundant in petrostates all the production activity, including banking, is subsidized: the most powerful financially ‘petroleum’ banks in Russia exist under limited competition. It comes from having financially powerful shareholders from among extractive enterprises, that offer them abundant mineral revenues on liabilities side. Moreover, these shareholders lobby for even larger limitations on competition that there currently exist. 

Another argument is that developmental success of petrostates “rests on the pressure of organized classes and groups who will propel them in the direction of independence from oil groups, progressively autonomous from petrodollars” (p.54). The opposition to Momut plan from the CBR, Duma, the ARB, the Minsitry of Anti-Monopoly Policy and the Ministry of Economic Development has demonstrated that Russia does have interests alternative to “oil groups” capable of collective action. However, it is difficult to judge so far if these forces are powerful enough in the long run and hence if the Russian case may challenge the arguments valid for other petrostates.

And, finally, apart from the ability of “oil groups” in Russia to direct the course of banking reform on a legislative, i.e. macro level, interviews with bankers in Russia demonstrate that these groups still have a substantial influence on both bank operations and bank regulation on a micro level. Two most frequent ways are controlling particular Duma deputies, bribing CBR officials and cooking books. Thus, on a micro level these interests are still quite capable of directing the changes within the sector in their avenue. As this paper intended to demonstrate, the structural factors – the domination within the Russian economy of extractive enterprises - have interacted with fragile institutions of the Russian state with a result of a negative externality for the Russian economy in the face of weaker banking sector. 
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� By mineral interests I imply the power of the extractive enterprises of Russia. They include enterprises dealing with gas, oil, and metals extraction and processing, but also involve other mineral industries, for example, diamond and gold-extracting ones (Russian diamond-extracting enterprise ALROSA makes up 20% of the world diamond supplies). I use the expressions “large business conglomerates”, “oil interests”, “mineral interests”, “oligarchies” and others synonymously. Important methodological note should be made here that I consider the impact of various mineral industries upon banking virtually identical. This is particularly true for oil and gas industries since all Russian oil companies were involved into gas projects, so the two are virtually inseparable (Hill, 2002). Plus, the type of banks owned and controlled by the Russian gas-extractive conglomerate Gazprom are only marginally different from the ones owned by an oil-extractive company LUKoil or by other oil companies. 
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�See Matovnikov (2002)





� Kozlov (2002)


� See: T. Frye (2002); L. Solanko (2003)
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� According to Mikhail Matovnikov (2002), 43% of all loans extended by banks in Russia are connected. Another data supplied by him shows that two thirds of the largest Russian banks have more than 50% of the loans from their loan portfolio extended to one borrower or to a group of connected borrowers. Data by CBR shows that among top 100 Russian banks loans to banks’ shareholders constitute 13.8% of the entire banks’ capital (this data is available from www.cbr.ru). Apparently, the majority of these loans is extended in violation of CBR’s regulation. Another indicator is the amount of the subsidized loans to connected parties, which in case of Russian banking system equals to 45% of the entire loan portfolio.
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� Russian Prime Minister Mikhail Kasianov frequently complained in press during late 90s-early 2000s that Sberbank should direct its funds towards some “socially useful projects”. However, the CBR, which formally owns Sberbank, has managed to keep it away from any distributional policy by the state.
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