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Abstract. The article considers political connections of top entrepreneurs as a special
resource that guarantees privileged access to the means of production and provides
competitive advantages on the economic markets. They accumulate political connections
both in the countries with developed economies as well as in the countries with emerging
markets. In the latter case, entrepreneurs exploit this resource directly for the purpose to
design institutional environment favorable for firms’ performance. Different approaches are
identified those allow measuring the magnitude of political connections. Their advantages
and disadvantages are revealed. An approach is proposed that involves the use of measure
of political connection that is unique for contemporary Russia. This approach is associated
with the presence of personal sanctions imposed on the Russian entrepreneurs in 2014
and 2022. The motivation for the imposition of sanctions was due to the fact that they
were introduced against entrepreneurs of the “inner circle” who could impact the political
decision-making process. In this sense, the presence of personal sanctions can be seen
as a proxy for the political connections. The analysis showed that top entrepreneurs who
were sanctioned in 2014 are statistically significantly different from entrepreneurs who
were included in the sanction lists in 2022. The first group of entrepreneurs was very
narrow and it included “confidant persons” of the ruling group. The second group of
entrepreneurs was characterized by a combination of personal ties with political leadership
and significant investments in establishing links with the political and economic elites of
the Western countries. This combination provided the highest return on the exploitation
of political connections.
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“Kemeposckuti 20cy0apcmeentblil yHugepcumen

Poccuiickaa @edepayus, Kemeposo

®Poccutickutl 20Cy0apCcmeeHHbI UHCTRUMYM CYEHUYECKUX UCKYCCNEG
*HayuoHanvusill ucciedo8amenbCKull yHusepcumen

«Bvicuias wkona dKOHOMUKUY

Poccuiickaa @edepayus, Canxm-Ilemepoype

AHHoTanus. B crarse paccMaTpuBaroTCs IOIUTUYECKUE CBA3U KPYIIHBIX IIPEAIPUHUMATENEH
KaK 0co00ro poza pecypc, KOTOpBIi rapaHTUpyeT MPUBUICTHPOBAHHBIN AOCTYI K (hakTopam
MPOU3BO/ICTBA U 0OECIIeYNBACT KOHKYPEHTHBIE MPEHMYIIECTBA HA SKOHOMHYECKUX PhIHKAX.
ITokazaHo, 4YTO KpyIIHbIE NIPEANPUHUMATEIN HAKAIIJIMBAIOT IIOJUTUYECKUE CBSI3U KaK
B CTpaHax C pa3BUTBIMU HYKOHOMUKAMU, TaK U B CTpaHax C pa3BUBAIOIIUMUCS PhIHKAMU.
B nocnegneM cityyae OHUM MCIIOJIB3YIOT aHHBIM peCypc HENOCPEACTBEHHO C LIEJIbIO
(opMHPOBAHUS MHCTUTYIIMOHATIBHOM Cpesibl, O1aronpusTHON 171 (PyHKIIMOHHUPOBAHUS
¢upm. Ha ocHOBe aHanm3a SKOHOMHYECKON JIUTEPATYPHl BBIACICHBI OAXOBI,
[O3BOJIAIOLINE U3MEPUTD BEIMUUHY IIOJIMTUYECKUX CBA3EH, BBIBICHBI UX [IPEUMYIIECTBA
u HepocTaTky. [IpeuioxkeH noaxo, KOTOPhIN IOAPa3yMEBAET UCIIOIb30BaHUE YHUKAIbHON
JUIsl cOBpeMeHHOU Poccuu Mephbl MOJIUTUYECKUX CBSA3€H, CBSI3aHHOM ¢ HaIU4YUEM
[IEPCOHAJIBHBIX CAHKIUM, HAJIOXKEHHBIX Ha KPYIIHBIX POCCUICKUX IIpealIpUuHUMAaTeIel
B 2014 1 2022 rr. MoTHBanus HAJIOKEHHS CAHKIIMH ObIjIa CBA3aHa C TEM, YTO OHHU OBLIH
BBE/ICHBI IPOTHUB MpEANPUHUMATEICH «OIMKHEr0 KPyra», KOTOpble MOTIIN OKa3bIBATh
BJIMSIHUE HA IIPOLIECC IPUHATUA NOJUTHYECKUX pellleHuil. B 3ToM cMmbiciie Hanu4yue
[IEPCOHAJIBHBIX CAaHKIIUN MOXHO pacCMaTpUBaTh B KAYECTBE IIPOKCU IMOIUTUUECKHUX
CBsI3el KpYNMHBIX NpeanpuHumMareneil. [IpoBeneHHbIN aHAIN3 MOKa3ajl, YTO KPyIHbIE
IIpeIIPUHUMATEINN, TI0NAaBIINe 10 caHKuuu B 2014 . craTuCTUYECKH 3HAaUMMO OTIMYAI0TCs
OT IpeIIpUHUMATENIEH, BKIIOYEHHBIX B CaHKIIMOHHbIE ciucky B 2022 1. IlepBas rpynmna
SIBJISIETCS OUEHb Y3KOH 10 COCTaBY, U B HEE€ BXOIMIIN «JOBEPEHHBIE JINLIA» HIpaBAILEH
rpynnsl. Bropas rpynmna npeanpuHuMaresieil XxapakTepu3oBajlach COUETaHUEM JIMYHBIX
CBs13€H ¢ BBICILIUM IOJIUTUYECKUM PYKOBOACTBOM CTPaHbl M 3HAUUTEIbHBIMU BIOKEHUSAMU
B YCTAHOBJICHUE CBSA3€H € IOJUTUKO-DKOHOMUUECKUMHU dIUTAaMU 3allaJHbIX cTpaH. JlanHoe
codeTaHrue 00eCIeUNBAIO ISl KPYIHBIX MPEAIPUHUMATENEH HAUBBICIIYIO OTady
OT UCIIOJIb30BaHUs IIOJIMTUUECKUX CBA3EH.
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Introduction

International experience demonstrates
that political connections of big business play
a key role in harvesting commercial benefits in
developed economies as well as in the countries
with emerging markets (Nee and Opper,
2010). These connections provide competitive
advantages on the economic markets and allow
top entrepreneurs to obtain privileged access
to economic resources. Interplay between top
entrepreneurs and government officials can
be analyzed as a part of industry lobbying
(Olson, 1965), when firms form narrow groups
with special interests to push their proposals
through the political-bureaucratic process in the
legislative bodies. Examples of industrialized
democracies show that big business uses political
connections indirectly and it exploits the failures
of the government to seek and extract political
rents (Monardi & Glantz, 1998; Moe, 2005;
Gabel & Scott, 2011). At the same time, top
entrepreneurs are directly involved in interacting
with politicians and government officials
to regulate conditions for doing business in
emerging markets. They use political connections
directly that to design institutional environment
favorable for firms’ performance (Li et al., 2006;
Min, 2011).

Political connections between top entre-
preneurs and government officials, as well as
the benefits that individual companies and
business groups derive from having special re-
lationships with government officials, continue
to attract considerable attention from research-
ers. This problem is especially relevant in the

context of Russia, a country characterized by a
high degree of inequality (the share of the rich-
est 1 % of Russians in total income is about
20 %, and in wealth — 43 %, see Novokmet et
al., 2018), and high personalization of power.
Previous study of the authors showed that en-
trepreneurs were to have political connections
with representatives of regional and local au-
thorities to do business as well as to generate
innovations (Levin et al., 2017). High level of
personalization and informality are the core
features of political connections between the
high-level government officials and top entre-
preneurs in contemporary Russia. As S. Bar-
sukova mentioned «under the slogans of le-
galizing the economy and fighting corruption,
the administration found new informal ways
to manage and control big business, assigning
the «the kings of government contracts» to im-
plement projects as a marker of loyalty to the
President’s administration and a precondition
for continued business success» (Barsukova,
2019). For top entrepreneurs to be engaged in
the government projects and programs reali-
zation means to be politically loyal and to get
formal and informal privileges in the Russian
economy.

At the same time, it is important to give
not only a qualitative description of this phe-
nomenon, but also to quantify how the invest-
ments of the top entrepreneurs in political con-
nections allow them to achieve higher growth
rates of their total assets. A feature of the im-
plemented approach is the use of a measure of
political connections that is unique for Russia,
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i.e. the presence of personal sanctions imposed
on the top entrepreneurs after the integration
of Crimea in 2014, and after the start of spe-
cial military operation in Ukraine in 2022. In
the frame of the article, firstly, an analysis will
be made of research literature published in the
leading economic journals on the topic of mea-
suring the political connections of business
and the effect presence of political connections
on the functioning of companies and business
groups. Secondly, an empirical analysis of the
influence of political connections on the growth
rate of the wealth of the Russian top entrepre-
neurs will be presented. The analysis carried
out will allow:

1. To highlight various approaches to de-
fine and measure political connections used in
the economic literature.

2. To describe the specifics of top entre-
preneurs’ political connections in Russia.

3. To quantify the extent to which top en-
trepreneurs derive output from their political
connections.

The conducted research will allow us to
give a comprehensive quantitative and qualita-
tive description of the activities of top entrepre-
neurs with political connections. At the same
time, the relationship between the goals and
limitations of representatives of both business
and political decision-making actors will be
considered through their political ties, when,
on the one hand, the presence of political con-
nections is the most important factor determin-
ing the competitiveness of top entrepreneurs on
the economic markets, and, on the other hand,
investments in they affect the motivation of all
participants in political and economic interac-
tion. As a result, not only politically influential
top entrepreneurs, but also political decision-
makers act as beneficiaries of political connec-
tions cultivation and exploitation.

1. Literature review

The relationship between political and
economic systems has always attracted atten-
tion of researchers. There is an extensive theo-
retical literature on this topic (see: Bertrand et
al., 2018; Prasetyo & Nasution, 2022). Empiri-
cal research on this topic faces significant chal-
lenges. Firstly, the political connections that

the largest firms and top entrepreneurs possess
are inherently unobservable. It is necessary to
search for proxy variables, i.e. observable char-
acteristics correlated with unobservable politi-
cal connections. Secondly, apparently, political
connections take a different form depending
on the political and institutional environment,
respectively, and the proxy variables used to
measure them are not universal, it is necessary
to develop proxy variables applicable to the
unique institutional context.

The most important work in the field of
empirical study of the role of political connec-
tions was the article by R. Fishman (Fisman,
2001). The focus of the study is the question
of the extent to which political connections
determine the market value of a firm. R. Fish-
man notes that there are numerous evidences of
specific cases of political connections between
business and the state (the so-called anecdotal
evidences), but the research, as a rule, did not
go beyond the case study. In countries where
political decisions are decentralized, defining
political connections is a daunting task. The
use of data from Indonesian firms has overcome
these difficulties. Since this country is highly
centralized and had a stable political structure
(until the end of the Suharto era), this allowed
the author to build a credible index of politi-
cal connections. It is significant that the au-
thor took into account affiliation with business
groups when compiling the index and building
an econometric model, since the group as a
whole, and not individual enterprises included
in it, have political connections.

The essence of the study was an econo-
metric analysis of how rumors about the de-
teriorating health of Indonesian President Su-
harto during his last year in office influenced
the capitalization of firms with varying degrees
of political ties. The analysis showed that in
all cases the influence of rumors on the share
price of politically influential firms was signifi-
cantly higher than that of less dependent ones.
Moreover, the magnitude of this effect was
highly correlated with the change in Jakarta
stock exchange indices. Apparently, according
to the impact on the exchange index, investors
assessed the seriousness of the rumors. In this
way, the author demonstrated that in Indone-
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sia of this period, political connections, rather
than fundamentals such as productivity, were
the main determinant of profitability, and this
skewed investment decisions.

The work of R. Fishman was followed by a
number of studies centered on a quantitative as-
sessment of the role of political connections in
the functioning of firms (in this case, the terms
«political ties», «political influence», etc. were
used in the literature). Thus, S. Johnson and
T. Mitton (Johnson & Mitton, 2003) demon-
strated that the impact of the Asian political
crisis in Malaysia reduced the expected value
of government subsidies to politically favored
firms for 60 billion dollars. The paper uses data
from Malaysia before and after the imposition
of capital restrictions. The authors were able to
show that capital control mechanisms can be
used as an essential part of «relationship-based
capitalismy. Characteristic of this system is that
politicians give informal instructions to banks
to direct borrowing to approved firms. This pol-
icy is easier to implement when the economy
is relatively isolated from international capital
flows. As a result, firms with political connec-
tions: firstly, suffer more from macroeconomic
shocks, as they reduce the government’s ability
to provide them with privileges and subsidies;
secondly, benefit from the introduction of capi-
tal controls, because this allows them to receive
higher levels of subsidies.

A. Khwaja and A. Mian (2005) analyzed
the influence of political connections on the
likelihood of obtaining credit in Pakistan, using
data on loans made by more than 90,000 firms
between 1996 and 2002. A firm was classified
as “politically powerful” if its top managers ran
as candidates in national or regional elections.
The results showed that politically connect-
ed firms borrowed 45 % more and had 50 %
higher default rates on those loans. At the same
time, they received such a privileged attitude
only from state-owned banks. In addition, the
study showed a positive relationship between
a firm’s belonging to a business group and the
likelihood of obtaining politically motivated
lending, while the larger the business group,
the greater the likelihood of obtaining loans.

In the works of M. Faccio (Faccio et al.,
2006; Faccio, 2010), a company is considered

politically influential if at least one of its larg-
est shareholders (controlling more than 10 %
of shares) or top managers: 1) is a member of
parliament, 2) is a minister or the head of state,
or 3) closely associated with a senior official
(primarily friendly or family ties). M. Fassio
demonstrated that politically influential firms
are much more likely to receive state support
than firms that do not have political influence.
In addition, politically powerful firms dispro-
portionately receive government assistance if
the International Monetary Fund or the World
Bank provides financial support to a given
country.

A significant part of the researches uses
the existence of family or friendly connections
between the owners or managers of the compa-
ny and high-level government officials as indi-
cators of the political influence of companies.
This approach is perhaps the most objective,
but its application faces obvious difficulties in
collecting this kind of data. In addition, this ap-
proach is applicable only if the political system
of the country under study is stable and highly
centralized. As alternative approaches to iden-
tifying criteria for the political influence of
companies, the following are used:

1. Analysis of the presence of state repre-
sentatives in the board of directors of the com-
pany.

2. Study of the «political investments»
of the company: spending on financing po-
litical parties and lobbying activities; party
membership of managers and owners; partici-
pation of owners and top managers in political
elections.

This type of investment can be charac-
terized as transactional. Companies can make
strategic donations, i.e. support politicians who
are able to influence their economic well-being.
At the same time, such donations can lead to
an improvement in the operating activities of
firms in industry clusters. The relationship be-
tween contributions and firm performance is
strongest for poorly performing firms, firms
closer to financial difficulties, and contribu-
tions in closed elections. The results show that
individual political input is valuable to firms,
especially in bad economic times (Ovtchin-
nikov & Pantaleoni, 2012).
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A difficult research problem is the fact that
«investment in politics» can often be seen not
as a kind of «purchase» of competitive advan-
tages, but as a duty, the result of coercion by
the state. The situation when firms are forced to
invest in politics, receiving no additional bene-
fits from them, but only the absence of business
problems, was called by F. McChesney «rent
extraction» (McChesney, 1997) by political ac-
tors, in contrast to «rent seeking» on the part
of economic entities within the framework of
A. Krueger’s (Krueger, 1974) approach, clas-
sical for the theory of public choice. It can be
assumed that the acquisition of parliamentary
status by owners and top managers is often not
aimed at strengthening the lobbying potential,
but at obtaining additional protection from per-
secution, and in this sense is also a forced «in-
vestment in politicsy.

A way around the difficulty of finding
criteria for «political influence» is what might
be called analysis in terms of political deci-
sion outcomes. An example of work built on
this principle is the article by E. Slinko et al.
(Slinko et al., 2004), in which the criterion
for «political influence» was the number of
regional laws adopted in the interests of spe-
cific firms. The analysis in terms of the results
of political decision-making also encounters
significant difficulties due to the fact that it is
often impossible to unambiguously identify
the main beneficiaries of specific political de-
cisions, since the effects of these decisions are
of a complex sectoral or regional nature. Thus,
the choice of criteria for «political influence»
is a non-trivial research task, which is solved
differently by different researchers.

2. Statement of the problem

An analysis of the theoretical and empir-
ical literature allows us to draw a number of
problematic points. Firstly, political connec-
tions matter not only in relatively poor and
highly corrupt countries. Moreover, even in
the least corrupt countries in the world, such
as Denmark, the importance of corporate rent
seeking at the level of local governments,
which account for almost half of total govern-
ment spending, remains (Amore & Bennedsen,
2013). Political connections are not limited to

corruption. Personal connections with high-
level government officials can go a long way
even in a country with generally strong institu-
tions, at least in times of sharp financial crisis
and heightened political freedom of action.

Secondly, political connections take dif-
ferent forms in different countries. In democ-
racies, donations to political campaigns are
the most important form of political ties. In
countries with personalized political regimes,
personal connections with the highest political
leadership play a key role. In countries where
a significant proportion of public spending is
at the local or subnational level, political con-
nections at these levels are important. The
more centralized the political system, the less
important are political connections at the local
or subnational level. Another possible classifi-
cation of political connections is their division
into relational (long-term personal ties) and
transactional (exchange of services). In stable
political systems, and especially personalized
political systems, firms are most profitable to
invest in relational political ties. In a situation
of political uncertainty (for example, regular
turnover of power), transactional political con-
nections turn out to be more beneficial for the
firm (Arifin et al., 2020).

Thirdly, the mechanisms through which
politically connected firms benefit are varied.
Political connections allow firms to receive
privileged access to resources, primarily to
capital, both to bank financing and to equity
financing. In addition, political connections
allow firms to receive preferential treatment
when they participate in public procurement,
as well as to be subject to less stringent regula-
tion. Furthermore, politically connected firms
are more tax-aggressive due to lower expect-
ed costs of tax compliance, better information
about changes in tax laws and enforcement,
less capital market pressure on transparency,
and greater risk appetite caused by political
factors.

Currently, high level of confrontation with
the Western countries, which have imposed
personal sanctions against Russian top entre-
preneurs in response to a number of foreign
policy actions held by Russian government,
is a unique feature of Russia. These sanctions
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were grounded by the existence of personal ties
between these entrepreneurs and the country’s
top political leadership. The first wave of the
sanctions was imposed after 2014 (Crimea in-
tegration), and the second one, that is signifi-
cantly larger in size, was imposed in 2022 after
the initiation of the special military operation.
The motivation for the sanctions was that they
were imposed against Putin’s «inner circle»,
i.e. entrepreneurs who «had Putin’s ear» and
who were capable to influence the political
decision-making process. Thus, the presence
of personal sanctions can be seen as a proxy
for the political connections of the Russian top
entrepreneurs.

Research question is whether is it true that
top entrepreneurs who were later sanctioned
increased their fortunes faster before 2014 if
compared them with other entrepreneurs? An
analysis of the dynamics of wealth growth after
2014 is meaningless, because we cannot sepa-
rate the two effects, i.e. the effect of political
connections and the effect of personal sanc-
tions. However, if we analyze the growth rate
of wealth before 2014, this problem disappears
because sanctions have not yet been imposed
and their effect is absent.

3. Data and Models

Our data include information about assets
of the wealthiest Russian top entrepreneurs for
each year over the 2003—2009 period, compiled
from the rankings published by a Russian busi-
ness weekly Finance. On average, each yearly
ranking includes 500 entrepreneurs. The rank-
ings rely on expert assessment of the value of
industrial assets and the real estate that the par-
ticipants own. Data also include manually com-
piled information on entrepreneurs sanctioned
by the EU, the USA or the UK, coded as a cat-

egorical variable with three distinct values: (a)
not sanctioned, (b) sanctioned after 2013 but
before 2022, and (c) sanctioned after 2022.

The final database has a panel nature. The
unit of observation is a person-year, the objects
of observation are entrepreneurs, and the time
dimension is represented by years. Key vari-
ables include total asset value, industry affili-
ation of key assets, and a categorical variable
reflecting whether an entrepreneur was sanc-
tioned in 2014 and 2022 (Table 1).

The estimated models are the following:

In(Assets); = By + ZK_, Bix(Sanctions), +
+B,(Time); + ZH_, Bz, (Industry), + €;.
(Assets growth); = By + ZK_, B1x(Sanctions)
+B,(Time); + ZH_, Bsx (Industry)y, + €;.

where assets are the total value of accumulated
assets in million dollars; sanctions are a cat-
egorical variable that takes the value O if the
entrepreneur was not sanctioned, 1 if he was
sanctioned after 2014, 2 if he was sanctioned
after February 24, 2022; Time is annual dum-
my, and Industry is a categorical variable re-
flecting industry affiliation.

4. Results and Discussion

Results of evaluation of models with ran-
dom effects are presented in Table 2.

To simplify the perception of the evalua-
tion results, we have presented them in graph-
ical form in Fig. 1. The results show that the
group of entrepreneurs sanctioned after the in-
tegration of Crimea in 2014 did not differ statis-
tically from entrepreneurs who were not sanc-
tioned either in the terms of level or growth of
assets. At the same time, entrepreneurs sanc-
tioned after the special military operation ini-

Table 1. Personal sanctions against Russian top entrepreneurs

Quantity Percent
Not sanctioned 979 95,23
Sanctioned after 2014 0,68
Sanctioned after 2022 4,09
Overall 1028 100,00
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Table 2. Sanctions, assets, and asset growth: estimates from the GLS regression

Asset level

Asset growth

Sanctioned after 2014

0,772 (0,446)

-0,118 (0,211)

Sanctioned after 2022

2,066*** (0,238)

0,131%** (0,041)

Note: 3,245 observations (person-years) and 1,028 persons for asset level; 2,075 observations (person-years)
and 674 persons for asset growth. Standard errors in parentheses. Standard errors clustered on the level
of persons. Results controlled for time effects and entrepreneur’s industry. *p<0,05, **p<0,01, ***p<0,001

After 2014

After 2022

-1 0

1 2 3

IO Asset level @ Asset growth |

Fig. 1. Results of evaluation of entrepreneurs’ asset level
and asset growth after sanctions 2014 and 2022

tiation in 2022 are statistically different from
both entrepreneurs who were not sanctioned
and those who were sanctioned after 2014.

We can pay attention to the fact that en-
trepreneurs who were sanctioned after the in-
tegration of Crimea in 2014 differ significant-
ly from entrepreneurs who were sanctioned
after 2022. First group was distinguished by
a high level of personal connections with the
top political leadership. Second group was
characterized by a combination of personal
connections with top political leadership and
significant investment in building links with
political and economic elites in the Western
countries. Apparently, this combination en-
sured the highest return rates on political con-
nections for top entrepreneurs.

Previously, it was mentioned that the most
important mechanism that allows firms to ben-
efit from political connections is privileged ac-
cess to bank and market financing. Financing

and newest technologies from Western coun-
tries played a crucial role in the development
of Russian business in the period up to 2014.
Foreign investors could provide privileged ac-
cess to capital for entrepreneurs with political
connections regarding them as a certain pro-
tection against country risk. A number of stud-
ies (Kalotay, 2008; Panibratov & Michailova,
2017; Fernandez-Méndez et al., 2018) shows
that the combination of internationalization of
doing business strategy and exploitation of do-
mestic political connections based on the state
support leads to the high return rates and al-
lows top entrepreneurs to scrape abundant po-
litical rent. In this case, one may say that sec-
ond group of top entrepreneurs demonstrated
dual loyalty and they were embedded into two
types of networks (Levin & Sablin, 2022). The
first network was Russian vertical of power
structure, and second one was represented with
global value chains (GVC).
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5. Conclusion

Political connections allow top entrepre-
neurs to gain significant competitive advan-
tages on markets of economic goods (services)
and resources. Institutional organization of
the economy and society, which determines
the various forms and mechanisms of political
connections exploitation, is of crucial impor-
tance. Top entrepreneurs actively use political
connections in advance economies that is char-
acterized with democracy and clear specifica-
tion of property rights as well as in countries
with emerging markets where there are blurred
specification of property rights and personal-
ized connections with top political leadership
is the most reliable guarantees for doing busi-
ness beneficially.

Currently, Russia is in unique and unprec-
edented situation, which is characterized by
the imposition of comprehensive sanctions by
Western countries. Sanctions were introduced
in two waves. The first wave of sanctions was
linked with the integration of Crimea, and af-
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