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Tatyana Dubina

An Economic Analysis
of the Russian Television System*

1. Introduction

1.1. Target of the work

In the 20" century Russia underwent a unique experiment in the world history.
The country faced a turbulent change of regimes, switching from one pole to
another. Only within less than one hundred years the Tsar Empire collapsed,
the Communist regime was established and after 70 years broke down, the at-
tempt to build a democracy was conducted and the power of a state bureau-
cratic corporation (or cleptocracy) was introduced. Economical changes were
not less dramatic. The country went through state managed capitalisms, plan
economy, chaotic capitalism and state-led corporate economy.’ Russian mass
media was following the country’s fate and experienced total control and cen-
sorship, freedom of opinions and self-censorship. Mass media was used in the
interests of the Tsar, Communist party, oligarchs, bureaucrats and ordinary
people. Russia as well as its mass media is still undergoing a transformation
process and it is not yet clear what the outcome of it will be.

The target of this work is to review and evaluate the broadcasting® development
in Russia over the last 60 years: from its origination up to 2008. As the Russian
mass media is strongly linked to the country’s development the review and
evaluation will be conducted considering the political, economic, technical and
legal conditions and their development. Moreover, the challenges of the Rus-
sian broadcasting system will be identified and the possible solutions will be
elaborated. Also the trends of the future development of Russian mass media
will be examined.

There are several reasons for this work. Russia is the biggest country in the
world and a close neighbor as well as one of the main trading partners of the
European Union. Despite of the cold war rhetoric, which is sounding between
Russia and the Western countries from time to time, Russian and European
economy are very much aligned with each other. Therefore it is important for
both to understand the processes happening in the countries. Mass media is
one of the indicators showing the vector of country’s development. Additionally,

Slightly modified version of a thesis that was supervised at the Institute for Broad-
casting Economics and accepted by the Faculty of Management, Economics and
Social Sciences of the University of Cologne in winter term 2008/2009.

' LANE (2008), p. 199, 201

Here further in the work broadcasting is defined as a wide range of television
services: analytical programs, news, entertaining programs, films, etc. Normally
radio services are also included into broadcasting, however in this work they will be
neglected.
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if European Union is aware of the present problems and challenges which Rus-
sian mass media is facing it can influence Russian authorities and so contribute
to a more stable and balanced media system as well as a better political and
economic climate in Russia. As a result, the European Union will get a more
stable and reliable economic partner with lower risks.

A more balanced mass media system is also important for the Russians as it
becomes able to fulfill many of its social responsibilities and to contribute to the
social welfare. Actually in the countries which are undergoing a transformation
process mass media can become a driver for it. If it has the power of voice in
the society and has balanced financial sources (i.e. not dependent only on the
state or the market), it can point out on the problems and even help to elaborate
solutions and provide a communication platform. Another important function of
mass media is a control function over the authorities. This is especially impor-
tant for the post-soviet countries as due to the historical development their gov-
ernments tend to concentrate power. Thus, the estimation of the Russian
broadcasting system is crucial as it allows conclusions about its state, identifica-
tion of its potential and weak points as well as proposals for further develop-
ment. Secondary, the work provides an insight of political, economical and so-
cial processes of Russia as they were influencing the state of broadcasting sys-
tem.

It should also be mentioned that Russian broadcasting has almost a monopoly
on the information in the Russian society. Thus, in 2006 85 % of the Russians
used federal TV channels as a main source of information.® Therefore television
can become a very powerful means for manipulating the public opinion. Knowl-
edge about the present state of the Russian broadcasting system and its
evaluation will definitely help to get a broader picture of the processes happen-
ing in Russia and to identify the future trends.

1.2. Approach

In order to fulfill the above mentioned target the following approach was chosen.
In chapter 2 the theoretical concepts, which are relevant for evaluation of the
Russian broadcasting system, will be described. Thus the theoretic framework
for the whole work will be defined. Chapter 3 will be dedicated to the definition
and evaluation of the broadcasting development. For enhanced clarity the de-
velopment of Russian broadcasting will be split into four periods and for each of
them an evaluation will be made. Such a division will allow better understanding
of the peculiarities of the broadcasting development and thus its better evalua-
tion. The broadcasting development will be viewed, considering political, eco-
nomic and social changes in the country as they are the main drivers for any
changes within the broadcasting system of Russia. Thus, a set of four condi-
tions will be viewed for every period. They are socio-political, economic, legal
and technical. Further on, the future trends of broadcasting development in
Russia will be identified.

* YAKOVLEVA (2006)
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In chapter 4 the results of evaluation will be summed up and thus the develop-
ment path of the broadcasting in Russia will be identified. Knowledge about the
present state of the broadcasting will allow to identify its strong and weak sides
and as a result the challenges. Then it will be possible to make proposals how
the broadcasting system in Russia can be improved and contribute more to the
social welfare. In the end a conclusion over the whole work will be made.

For the present work different information sources in English, German and Rus-
sian have been used. Due to the different script of the Russian language the
names and authors of the Russian sources will be translated to English for bet-
ter understanding. Additionally, the complete source will be presented in Rus-
sian.






2. Theoretical framework for broadcasting valuation
2.1. Role of broadcasting

Broadcasting plays a crucial role in modern society. Behind the simple everyday
wish of millions of people “to get the news” hides a much more complex process
than just a “giving-receiving” of the information. The consequences of this proc-
ess have potentially huge implications for our lives. Broadcasting today took
charge of many social functions without which political, economic and social
systems in the democratic societies might even collapse. The broadcasting en-
tertains, informs and educates the society members.* It became a means of
communication between the agent (authorities) and the principles (citizens). In
the democratic societies the expression of public opinions is crucial and belongs
to the main principles of democracy defined by Aristotle: all members of society
have equal access to power and freedom to live their lives as they want.® Al-
ready in ancient democracies the citizens could express their opinions via direct
communication with the officials and in some Greek city-states even participate
in the decision making. Nowadays due to the complex political structures of the
societies, the direct communication of the citizens with the elected political rep-
resentatives is not possible. Therefore the effective possibilities to express pub-
lic opinion became much more important. Today this is mostly happening
through mass media communication. Mass media got almost a monopoly in
informing people about any political, cultural, social and economic changes in
the society.® At the same time wide public debates with the help of mass media
are nothing other than the peoples’ response to the authorities. The society’s
feedback influences decision making and helps to find an optimal solution.

Moreover broadcasting creates reality in our life. Television does not only trans-
fer the reality. It inevitably creates a reality already through the choice of topics
and pictures in the news, through the use of light, colors, language and com-
mentary.” The sociologist Niklas Luhmann says: “Was wir liber unsere Gesell-
schaft, ja Uber die Welt, in der wir leben, wissen, wissen wir durch die Massen-
medien.“® Broadcasting also serves as an activity catalyst. Many political and
econon;ic actions happen only after media attracts enough attention to the
events.

* BBC (2004), p. 29

® ARISTOTLE, Politics

® LUCHT (2006), p. 93

" RUTHERS (1999), p. 14

® LUHMANN (1996), p. 9: ,What we know about our society, about the world in which
we live, we know through mass media.” (translation of the author)

® RUTHERS (1999), p. 15
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2.2. Broadcasting as a public good?

Broadcasting which was defined here as a range of television services can be
viewed as a good. There is a need for the broadcasting service in the society
and people are willing to pay for it. However, broadcasting differs from a normal
private good, whose optimal amount on the market is determined by match of
the marginal costs and marginal utility. The optimal amount of broadcasting on
the market can not be identified this way as broadcasting is missing two main
characteristics of the private good: rivalry and excludability in consumption.
Thus broadcasting is a typical public good. The non-rivalry condition is fulfilled
as long as the consumption of one person does not influence the consumption
of any other person. So, all the citizens can watch TV at the same time. It does
not have any impact on the broadcasting service and its quality. Non-exclusion
also applies for analog broadcasting. Everybody can watch TV without paying
for it. Even law barriers like license fees and fines cannot make all the people
pay for TV consumption, since there is no physical excludability.™

However, considering new forms of broadcasting like Pay-TV, cable television,
internet television, it should be admitted that technological development allows,
e.g. through encryption, to exclude people from broadcasting consumption if
they are not paying. However, even in this case non-rivalry in consumption still
exists. The broadcasting stays at least partially a public good as the consump-
tion and readiness to pay are not compulsory congruent."’

2.3. Alternatives for the provision of broadcasting programs

Broadcasting as any other good can be provided by the state'?, market and
public (voluntary) sector, i.e. program output can be offered by state, private
and public broadcasting companies. These three suppliers of broadcasting pro-
grams have different targets, financial sources and program output. First the
interdependency between them will be viewed. Later advantages and disadvan-
tages of different suppliers of broadcasting programs will be discussed.

2.3.1. Interdependency of targets, program output and financing of broadcasters

Broadcasters as any other enterprise have global and content goals. The global
goals are giving the direction of broadcasters’ development, for instance public,
state or private broadcasting. Content goals are giving meaning and explanation
to the global goals. For example, the global goal of public broadcasters can be
described as maximizing of the society’s welfare. It can be reached through the
content goals: educate, entertain, inform, provide a communication platform
within society, and so on. Accordingly the global goal of a private broadcaster is
maximizing revenues or realizing shareholders’ gains. This can be reached

' FRITSCH/WEIN/EWERS (2007), p.46, 364-366
"' PUPPIS (2007), p. 69-70

2 Under the state is here to understand the executive power, i.e. government and/or
president, depending on the country’s political structure.
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through content goals like attraction of advertisers’ and/or subscription view-
ers.” Lastly, the global goal of a state broadcaster — maximizing of usage for
the state — can be reached by content goals like justification of state activities
through biased information in favor of the states” interests.

The targets of a broadcaster are defining its program output to the biggest ex-
tent. At the same time both the targets and consequently the program output are
being strongly influenced by financing sources. This interdependency between
targets, program content and financing sources is represented in the Figure 1.

Figure 1:
Interdependency between targets, program content and financing sources
State Valuntary Private Broadcasters
Broadcasters Broadcasters
Financed by Advertising Financed by Subscription
l l l l Target Level |«
Propaganda of nformation, Attraction of Attractive program
state activities education, entertainment advertisers offer for customers
_'__,./
r ¥ r
GOV P5B Com
Program Content Program content Level
L
/,-"’
Revenues of a period Period expenditures
‘ ¢ )\ Flnanmng LE“EI
Budget means License fees, donations Subscription fess

Source: own illustration,
following SEIDEL/SCHWERTZEL (1998), p. 16 and KHABYUK (2004), p. 6

'* SEIDEL/SCHWERTZEL (1998), p. 14-15
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For the further analysis in this work, the broadcaster’s targets will be neglected
as they merely represent the link between sources of finance and program con-
tent. Financial sources will be regarded as input and the program content as an
output.

2.3.2. Classification of suppliers of broadcasting programs

As it was mentioned above broadcasting as any other goods can be offered by
state, market and voluntary sector. The advantages and disadvantages of these
providers will be discussed below.

2.3.2.1. Market as provider of broadcasting programs

Generally, the market is an effective provider of goods and services. It is deliv-
ering the optimal amount of goods according to the peoples’ income and pur-
chasing power. Broadcasting can be delivered by the market and in some cases
very successfully. Like other private goods broadcasting satisfies the customer
needs especially and most commonly in entertaining. The customers are also
willing to pay for these services: directly or indirectly. First, the broadcasting can
be sold to consumers (viewers) by subscription, either separately (pay per view)
or as set of programs (pay per channel). Second, the customers pay for the
broadcasting indirectly. Broadcasting programs became an attractive place for
advertisement.'* The enterprises, which are advertizing their goods, use mass
media for offering their products to potential customers (viewers of TV). Thus
media sells the possibility to access and attract attention of the potential buy-
ers."” This way of accessing the customers is flourishing nowadays. According
to the data of ZenithOptimedia the volume of the world TV advertizing market is
$172 bin, which is 37.5 % of the global advertizing market.'

Private broadcasters as providers of broadcasting services have some advan-
tages. If production is coordinated by the market, the goods will be produced
with the lowest costs (productive efficiency), in the best quality and will be allo-
cated to the consumers according to their preferences (allocative efficiency)."’
Since private broadcasters are dependent on the revenues from product sales,
they are identifying the changes in the tastes and moods of the customers pre-
cisely and react quickly, thus offering modern and popular products. Additionally
the broadcasters have to optimize the production and their process manage-
ment in order to save costs.

' KOPS (2007), p. 7, 9
> PUPPIS (2007), p. 27
6 ZENITHOPTIMEDIA (2008b)
' PUPPIS (2007), p. 67
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The market could become a competitive provider of the broadcasting services.
However, this is not the case because of market failures in allocation and the
negative distributive effects of market provision. They are summed up below'®:

1. Highly sub-additive costs (economies of scale and scope): production of a
program is expensive, but is mostly financed by the fixed costs. The share of
the variable costs is very low, therefore the higher the audience rate is, the
cheaper the production of a broadcasting service will be. Thus monopolies
are producing cheaper also on the media markets. This can lead to concen-
tration of business. The economy of scope is also present on the media mar-
kets. For example, a produced program can be offered both on TV and in the
internet, or one media holding can have several channels, thus saving up the
costs on administration and equipment. Such structures of the media market
predispose the creation of monopolies or oligopolies.

2. Information asymmetries: there is a strong information asymmetry between
the producers and consumers on the media market. The broadcasting ser-
vices which are offered by producers do not represent a “search good”, i.e.
customer cannot check their quality before buying them. The entertainment
broadcasting products (e.g. films, series) can be referred to as the “experi-
ence goods”. The customer can check their quality after buying and using
them. However, the informative services like news and analytical programs
can be hardly evaluated even after “consuming” them. Therefore the media
market is characterized by a high degree of quality intransparency. This
leads to adverse selection.

3. Externalities: in the broadcasting they may be positive, e.g. an individual
feels better because he/she knows that all classes of society have access to
educational programs. This will not be evaluated correctly in the market
economy, thus educational programs will be under-provided. An example for
negative externalities is the individual consumption of violent programs. This
effect will not be ever captured on the market. Thus economic activities on
the media market have direct influence on the uninvolved third party and are
not always reflected in the price mechanisms.

4. Intransitive consumer preferences: the users tend to substitute the analytical
and challenging programs with entertainment, e.g. after a long tiring day at
work. Thus the programs with high social value may show a low demand.

5. Partly public goods: since the broadcasting services represent partly public
goods (see part 2.2.), everybody will try to avoid paying for them and thus the
producers will deliver less than the optimal quality of the good on the market.

6. Distributional failure: on the market level distribution is happening according
to the individual income and purchasing power. This approach to broadcast-
ing can be dangerous as it may split the society into two groups: those with

'® If nothing else is mentioned, the sources are KOPS (2007), p. 10-11, PUPPIS
(2007), p. 68-73 and W. A. (2005a), p. 129-150.
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higher income who can afford a wide range of broadcasting services and
those with lower income who cannot afford it.

As a result, market alone fails to provide broadcasting services to the viewers
(society) effectively. The consequences of this failure are quite high for the so-
ciety, as broadcasting has an immense influence on all spheres of life.

2.3.2.2. State as the provider of broadcasting programs

In the case when market fails to deliver the broadcasting services effectively,
the state could substitute the market. The direct advantage is that the state
would regulate the allocation and distribution of the broadcasting services, and
thus market failures would be eliminated. The state could ensure provision of
socially necessary programs with low rankings, technical coverage of the whole
population, expression of minority opinions etc. However, broadcasting in the
hands of the state may be modified into a powerful instrument of advertisement
of state policy. The authorities which have control over broadcasters normally
use them for advertizing their activities in order to get reelected again. At the
same time the voices of critical opposition may be suppressed on the state
channels and some severe problems may be hidden. Such situation doesn’t
serve the citizens’ interests and the broadcasting looses a set of important func-
tions in the society: to inform, to provide a place for debates etc. Additionally
state-owned broadcasters are normally less efficient and less customer-orien-
ted. This happens due to the bureaucratization of decisions within the state and
lack of incentives to fight for the market shares as the state-owned broadcasters
don’t have to find any additional sources of finance." Thus, the state cannot
optimally provide broadcasting services to the society either.

2.3.2.3. The Voluntary sector as provider of broadcasting programs

Broadcasting can be also provided by a third party: the voluntary sector.?® This
sector has no commercial or political interests of its own, so it could provide un-
biased information and reflect the opinions of the society. However, there are
three conditions which should be fulfilled before the voluntary sector could be-
come an independent provider of broadcasting services:

1. Civil society should be strongly developed in the country. People should be
willing to express their opinions, to participate in the policy making and state
decision taking.

2. The state should accept the importance of the civil society and let it have its
own source of income through the right to levy public revenues.

3. If the second condition is not fulfilled than the state should financially support
the civil society, however keeping away from intervening into its policy.

' KOPS (2007), p. 12-13
2 |f nothing else is mentioned, the source is KOPS (2007), p. 12-16
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Unfortunately these conditions are seldom fulfilled at the same time. Even if it
is assumed that a strong civil society exists, it needs financial support. If the
state prohibits to levy public revenues (e.g. to collect license fee for broadcast-
ing) or controls civil society while financing it, no independent broadcasting will
be possible.

The voluntary sector offers some fair advantages when providing the broadcast-
ing services. People who are working in the voluntary sector are often driven by
intrinsic motives. Therefore the results of their work can even compensate the
lack of financing or poor organization. Especially in the journalist work the intrin-
sic motives play a key role in their professional success.

In spite of the advantages, that voluntary sector offers when providing the
broadcasting services, in most countries it is only granted a supplementary role.

2.4. Forms of financing of broadcasting programs
2.4.1. Revenue-based classification of broadcasting systems

There is no golden rule by which a combination of market, state and civil society
broadcasting services should be provided. For every country this combination
may be different and unique as it is depending on the peculiarities of each coun-
try. As it was shown above, each of the providers has both advantages and dis-
advantages, which should be weighed up specifically for each country.

However, knowing the sources of financing of broadcasters may help to explain
their output, i.e. the orientation of the programs, coverage of events etc. It can
be stated that the output (broadcasting services) depends on the input (sources
which finance broadcasters). Initially the statement is made under the assump-
tion that there are no other drivers influencing the broadcasting programs’ con-
tent. This assumption is necessary in order to explain the model. Later the
model will be adjusted. In order to illustrate the statement three groups of pos-
sible financial sources for broadcasters will be viewed and the program output
of the broadcasters will be examined accordingly®':

1. Broadcasters are financed purely by the market revenues. As a conse-
quence, the program output is aimed at the customers: either viewers who
are paying per view or per channel or advertizing companies. The program
schedule is composed in order to attract attention of the largest possible au-
dience. In the case of paying per view/channel, the broadcaster can directly
increase the revenues. In the case of financing through ads, the high ratings
of program will attract advertizing companies. When using this financial
scheme, the provision of programs which increase social welfare (e.g. politi-
cal, social, educational programs) will not be the broadcaster’s priority. The
broadcaster will offer such programs only in case they are providing high rat-
ings and thus generating high revenues through direct sales of the services
or through ads placement. As a result the needs of social groups which are

2 If nothing else is mentioned, the source is KOPS (2007), p. 17-18



20 2. Theoretical framework for broadcasting valuation

not relevant for advertizing companies will not be considered and the overall
viewers’ welfare cannot be maximized.

2. Broadcasters are purely financed by the state funds. In this case the program
output can be more diverse, including the necessary for the society low-rating
programs, targeted to kids, social minorities, analytical programs etc. At the
same time the state can tend to control and manipulate the program output.
Thus critical news coverage or debates on the state actions may be missing
on the channel and the overall social welfare will again be far from optimal.

3. Broadcasters can also be financed exclusively by the voluntary sector. In this
case the money should come from donations and normally it is not enough in
order to create an important, competitive and attractive national channel.
However, there is a huge advantage of a voluntary broadcaster: it normally
doesn’t have preferences of its own and serves the society’s needs. The
overall social welfare could be maximized but the voluntary broadcasters
should become important players on the media market. This is in its turn diffi-
cult because of the lack of finance. Alternatively the state can take over fi-
nancing of a voluntary broadcaster, e.g. through allowing levy of the fees. But
in such a case the state should have enough restraining mechanisms, which
prevent it from intervening into the voluntary broadcasters” program policy.

To sum up, it has been assumed that the revenues have certain impact on the
program output. At the same time different providers of revenues have their
unique strong sides when controlling the broadcasters (see part 2.3.2.). As a
result, a hybrid system with mixed revenue structure could be an optimal broad-
casting system for a country. There are several reasons for it. Such a system is
effective in production and allocation. Every participant (state, market and vol-
untary sector) offers the goods (broadcasting programs) that it produces better
than the others. So, the market offers entertaining programs, the state, educa-
tional and social programs and the voluntary sector — acute political investiga-
tions and healthy critics to the state actions.?” Overall, the society gets a prod-
uct, produced efficiently. The maximum amount of useful goods and services is
produced out of the available resources. At the same time, the broadcasting
also contributes to the social welfare. Broadcasting manages to fulfill the whole
spectrum of its tasks regarding society: to inform, educate, entertain, communi-
cate the society’s feedback etc. Ideally every social group gets the expected
and demanded products (broadcasting programs).

It should be mentioned that the balanced broadcasting system can be also
reached when the broadcasting programs are provided by only one actor (vol-
untary sector) or by both market and public sector (e.g. like in some European
countries). For the transformation countries like Russia such system looks
rather unrealistic due to historically strong presence of the state in all the fields,
including mass media.

22 KOPS (2007), p. 16
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Figure 2:
State, commercial and voluntary broadcasting
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The mixed system is represented in the triangle in Figure 2. The poles of the
triangle show the three possible providers of broadcasting services: state, mar-
ket and voluntary sector. If a broadcaster gets its whole revenues, e.g. from the
state, then in this model it should be put in the very left corner of the triangle
(GOV; 0, 100, 0). The notification (0, 100, 0) stands for 100 % financing of a
broadcaster by the state. The notification will be (0, 0, 100) and (100, 0, 0) if a
broadcaster is fully financed by the market and by the voluntary sector accord-
ingly. Such a broadcaster will be placed in the very right, and uppermost cor-
ners accordingly. A broadcaster which has mixed revenue structure will be
placed within the triangle according to its sources of revenues. So, the notifica-
tion (50, 25, 25) in Figure 2 means that 50 % of the revenues of a broadcaster
are coming from the voluntary sector (e.g. donations), 25 % from state (e.g. di-
rect subsidies from the budget) and 25 % from the market (e.g. advertizing
revenues). The point with a revenue structure (33, 33, 33) represents an equal
financing of a broadcaster through all three providers. Thus the broadcasters
can have a pure form of finance, when they are financed only by one source to
100 % and a mixed form of finance, when several revenue sources are com-
bined. Figure 3 distinguishes between three types of broadcasters with pure
forms of finance and seven broadcasters with mixed forms of finance.?®

% KOPS (2007), p. 30-32
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Figure 3:
Pure and mixed revenue-based forms of broadcasters
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The same model can be implemented not only for a particular broadcaster but
for the description of the whole broadcasting system of a country as well. In this
case the budgets of all broadcasters, their voluntary, state and market revenues
are summed up. Then all three sources of revenues are weighted and one point
in a triangle, describing the broadcasting system of a country, is determined.?*
This procedure will be implemented in practice in chapter 3.

The broadcasting systems differ from country to country as they are dependent
on the political, social, cultural, economic and other peculiarities of a country.
Therefore, there is also no standardized point in the triangle, describing the
ideal situation for a broadcasting system. Even this ideal point differs from coun-
try to country. However some statements can be made. For instance it is diffi-
cult to imagine a democratic society for whom the ideal broadcasting system
would be totally provided by the state or by the market. The equally mixed
broadcasting system would be a more realistic alternative.

It should be noted that the possibility for the broadcasting system of a country to
be completely financed by a single revenue source is very little. An example of
that is the Soviet Union with its completely state-financed broadcasting. Nowa-
days due to the complexity of economic and political institutions as well as due

2 KOPS (2007), p. 37-41
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to an integration of countries into the global political and economic system, a
pure revenue-based broadcasting system is very seldom.?

2.4.2 Conditions, influencing the sources of revenues and broadcasting systems

The broadcasting system of every country exists within the political, social, eco-
nomic and legal systems of this country, thus being influenced by these factors.
Therefore various broadcasting systems are never the same as they depend on
the peculiarities of their own countries. The sources of revenues, through which
broadcasters are being financed, also depend on many factors like the legal
framework within the country, political systems and the country’s democratiza-
tion degree, the openness of economy, the technical possibilities etc. In this
work, the four conditions, which can influence the nature of broadcasting reve-
nues as well as of broadcasting systems, will be viewed. They are socio-
political, economic, legal and technical conditions.

1. The socio-political conditions are concentrated on the political and social
processes within the society, the country’s political structure, the state’s pol-
icy concerning mass media, and the society’s demand for the independent
broadcasting. The broadcasting landscape can vary a lot due to the political
and social peculiarities of different countries.

2. The economic conditions describe the country’s economic situation and its
influence on the mass media. Additionally the mass media and advertizing
market as well as their ability to provide quality products, to fulfill the demand
and to operate effectively will be viewed in the work. Thus the possibilities of
market-based revenues will be investigated.

3. Technical conditions describe the technical possibilities of broadcasting such
as technical coverage within a country, satellite and cable broadcasting,
internet opportunities etc. The technical status of broadcasting depends di-
rectly on the economic situation, political willingness and priorities. At the
same time high technical standards in the broadcasting of the country in-
crease the incentives for investors, thus contributing to the mass media and
advertising markets growth.

4. Legal conditions define the legislative framework for the broadcasting reve-
nues. Through legislation a state might restrict or enlarge the possibilities for
several revenue sources for broadcasting. It can also make advertizing and
mass media market more or less attractive for the participants and potential
investors.

The above mentioned conditions are often interconnected and influence each
other reciprocally. They are important for understanding the possibilities for
broadcasting revenue sources, in order to evaluate the country’s broadcasting
system and to make predictions for its future development.

% This might be possible in the dictatorship or an authoritarian country, like e.g. North
Korea.
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2.5. Causality between revenue structure and output of a broadcaster

It was assumed in part 2.4.1. that the sources of revenues (input) influence the
program content and schedule (output), as they provide certain incentives to the
broadcaster’s staff to act in ways that maintain the source of financing further. In
the reality it is not always so. For instance, in modern Russia there are exam-
ples of broadcasters which are completely financed by advertizing revenues but
are still representing an opinion biased for state. Likewise, the journalists of the
state-owned broadcasters can sometimes afford to direct their critique towards
the state.

The funding structure (input) is not determining the program output in a direct
and mono-casual manner.?® Other drivers should also be taken into account. In
order to estimate the other influential factors on the output, a model developed
by Donsbach will be presented and adjusted.

Donsbach explored the factors which are influencing the program output, i.e.
the decisions of the journalists concerning the programs: which programs and
with which content to broadcast. He detected variables which influence the of-
fered program content. They are variables, situated in four “spheres”: subject,
profession, institution, society. The variables which concern a journalist as a
person (e.g. his political ideas, professional motives) belong to the sphere of
subject. The sphere of profession describes the characteristics and values,
which are typical for the whole profession of a journalist, e.g. ethical basis, pro-
fessional values). In the sphere of institution the factors are concerning charac-
teristics of the medium (e.g. economic structures of the media, journalist free-
dom in the country). And the last sphere — society — combines the variables,
resulting from the society structure (e.g. political culture).’

The above mentioned influential variables can be also structured in another
way. A first group of variables could describe personal journalistic values and
beliefs. A second group could combine variables describing the mass media
market and advertizing market. A third group of variables can combine the
characteristics of the political system and climate in the country. A last group
describes the civil society of the country: people’s need for independent news,
peoples’ political activity and culture. The following scheme in Figure 4 sums up
the results.

% KOPS (2007), p. 20
27 DONSBACH (2003), p. 108-110
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Figure 4:
Causality between revenue structure and output of a broadcaster
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The factors market, state and civil society are corresponding to the poles of the
revenue-based model for classification of the broadcasting systems, which was
described in part 2.4.1. Thus, when estimating the optimal broadcasting system
for a country through the revenue-based model it is necessary to examine the
poles. The calculated results of the country’s overall broadcasting system
should be corrected considering the three following influential factors: state,
market and civil society. The intrinsic factor is very subjective and therefore it is
impossible to estimate its influence on the overall broadcasting system. For this
reason it will be excluded from the calculation.

2.6. Regulation forms of broadcasting

Broadcasting due to the functions it is fulfilling in the society has a big impact on
different fields of the country’s development. In the modern societies the state
regulation of the broadcasting is a known thing and is legitimized by several
arguments. First, from technical point of view analog broadcasting needs regu-
lation as one sending frequency can transfer only one channel and the number
of the frequencies is limited. Also in the digitalized landscape the need for tech-
nical regulation exists, especially in the distribution field as the distribution com-
panies decide about dispersion of channels.?® Second, economic reasons —
failures on the broadcasting market — are speaking for regulation as well. They
were thoroughly discussed in part 2.3.2.1. A last justification for state regulation is

% PUPPIS (2007), p. 65-66



26 2. Theoretical framework for broadcasting valuation

socio-political due to the social, cultural and political importance of mass media.
In this case the regulation of broadcasting helps to maximize social welfare.*

In general, regulation can be defined as “all state measures, which are aiming
at influencing prices, sales and production decisions of private enterprises”.
With the help of these measures the public interest should be promoted and
protected.®® There are several possibilities to regulate broadcasting. One of
them is regulation of broadcasting infrastructure, which means for example
rules about the ownership structure. Another way is to regulate the media com-
panies’ access towards the frequencies. Regulation is also possible on the con-
tent level.*' However, this can be substituted by the regulation of the financing
structures of the broadcasting. As it was shown above, the program content
(output) is in most cases dependent on the input — revenue sources of broad-
casters. Therefore, regulation on the financial level can prevent further regula-
tion on the content output.

% ibid, p. 84
% KIEFER (2005), p. 282
¥ PUPPIS (2007), p. 85



3. Russian television system in the period between 1950s and 2008

In the present chapter the Russian TV broadcasting system will be reviewed
with the help of political, economic, legal and technical conditions and further on
evaluated according to the model represented in the theoretical part. First, how-
ever, a short introduction to the Russian Federation will be made.

Russian Federation is the biggest country in the world. It has an area of 17.1
million square kilometers, contains 11 times zones and shares borders with 16
countries. Russian Federation consists (data for 01.01.2008) of 84 federation
subjects (subyekt federazii): 21 republics (respublika), 8 regions (krai), one
autonomous region (awtonomnaya oblast), 5 autonomous areas (awtonomniy
okrug), 47 regions (oblast) and two federal cities Moscow and St. Petersburg.
According to the Constitution, the type of the Russian state is that of a federal
president republic with a president as a head of the state. The representative
body in the country is a parliament with 2 chambers: State Duma and Council of
the Federation. The members of the State Duma and the President are elected
directly by the people every four years. The Council of the Federation repre-
sents the federation subjects and consists of two representatives for each sub-
ject. Only 2.3 % of the world's population lives in the Russian territory. The
population of Russia continuously falls since the break-up of the Soviet Union
and in 2008 amounts to 142 Million people. Russia is a multinational state with
more than 160 nationalities. The biggest group (around 80 %) is the Russians.
There are 11 cities with the population over 1 Million people, the biggest of them
are Moscow (over 10.5 Million) and St. Petersburg (over 5.6 Million).*

3.1. Soviet television from 1950s through to 1991

The modern Russian television system has its origins in the Soviet period when
the television first came into the life of the Russian people. Starting from the
amateur usage of television in 1930s, TV broadcasting grew immensely and in
1990 the TV signal was already covering 96 % of the Russian population.®®
Television became a tool of propaganda in the hands of the CPSU. Furthermore
television became a truly national media available to almost everyone in the
country. In 1980s in spite of censorship, television played an important role in
dismantling the Soviet Union, although its role was not as big as that of the
press.

3.1.1. Socio-political conditions

Television was developed and established in Russia in the era of communism
and therefore it was used in a specific way to serve the country’s interests. After
the Second World War the CPSU under the leadership of Stalin faced big chal-
lenges. The country was devastated and had to be rebuilt within a short time.

%2 The following data from RUSSIAN FEDERAL STATE STATISTIC SERVICE (2008)
and BRADE/SUNNEMANN/ANZ (2004), p. 11-27

3 KOLESNIK (2004), p. 418
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An even more difficult task was on the ideological level: to persuade the popula-
tion that the communist way of development is the only correct one. It became
more difficult as during the war many soldiers who had been abroad saw an
inconsistency between the actual Western way of life and the picture painted by
Soviet propaganda. At the same time CPSU, who partly lost control over soci-
ety, needed to regain it and to persuade that capitalism as opposed to the
communist system was leading to a dead end. Additionally Stalin got a huge
country to rule — 22.5 min square kilometers, populated by 265 million people.
The USSR was a multinational state with over 120 languages spoken natively.*
The task of the CPSU was to unify all these nations ideologically into one state.
The process was complicated as some of the states were taken into the USSR
later than others and perceived it as an occupation force. Some others had little
to do with the ,Slavic* culture which was imposed by the government.

Television seemed to be the perfect means to fulfill the above mentioned tasks.
Therefore the state took broadcasting under its control from the very beginning
and didn’t spare any resources for further development and expansion of
broadcasting. The state could execute the control through several means, pri-
marily, via creation of a strictly centralized structure of broadcasting. The State
Committee for Radio and Television Broadcasting was founded already in 1931
and since then changed a lot of names and grew in power. Its most known
name was Gosteleradio (founded in 1970). The Committee was in charge of
radio and television, defining the policy of broadcasters and coordinating the
central, republican and local channels. In this strongly centralized system it was
easy to implement censorship. Every editorial department on TV had its own
censor and the decisions were taken already by the production responsible per-
sons. The censorship was of two types: ideological (correspondence of the con-
tent to the ideology of the CPSU) and “factological” (based on facts) (prohibition
of facts which could threaten the Communist regime’s safety).®

Another possibility for the state to control broadcasting was personnel transfer.
This meant participation of the employers of Gosteleradio in different groups
and unions of the CPSU, thus being subordinates to the party directly. For ex-
ample, the chairman of the Gosteleradio Committee was at the same time a
member of the Party Central Committee. The third possibility to control broad-
casting was to use sanctions towards journalists and media managers. Nega-
tive sanctions could be dismissal, exclusion from the CPSU, jail and even ex-
tradition from the Soviet Union. Positive sanctions were aimed to create incen-
tives for faithful work towards the Communist party’s ideology. They could be
promotions and certain privileges.*

As time went by, television was gaining ground against press as means of
spreading propaganda. In 1960s TV was ranked third after radio and newspa-
pers as the major source of information on current affairs, in 1980s it became

 W. A. (1982), p. E90
% AMELINA (2006), p. 143, 149 and PARSADANOVA (2002), p. 7-8
% AMELINA (2006), p. 151-152
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the first one.®” Accordingly the share of socio-political programs on the Soviet
television increased from less than 1 % in 1941 to 53 % in 1984.3® There were
several reasons for it. First, television presented a “created” reality through pic-
tures which made it more authentic and attracted viewers. Second, there were
still some illiterate people for whom television was the only possibility to get offi-
cial information. Third, due to the vast territory of the country, lack of infrastruc-
ture and adverse climate conditions some areas were “cut from the civilization”
and the newspaper delivery there was difficult and/or irregular. Usage of satel-
lite for remote parts of the Soviet Union allowed coverage of 86 % of the whole
Soviet territory with the frequency signal.

When Gorbachev came to power in 1985 his main task was to partly reform the
existing state socialism. He started a political transformation process under two
slogans: glasnost (openness) and perestroika (restructuring). Glasnost policy
meant a gradual exposure of the public sphere to measured doses of honesty,
whether about the Soviet past under Stalin, its true economic situation, or levels
of public corruption under Brezhnev.*®* Mass media played a key role in this
process. The chairman of Gosteleradio Aksenov defined it in 1988 as “tool for
renewal of society, influencing millions of people, formation of public opinion,
and development of healthy tastes”.*® However, television, although raising the
actual topics, was still lagging behind the press. Censorship still existed and the
program schedule was cautiously prepared. The television experienced more
pressure from the state as it had more influence on the public opinion due to its
being wide spread. At the same time television was strongly centralized and
managed by Gosteleradio. So it represented a very robust and clumsy organi-
zation which was slow to adapt to any changes.*’

The end of 1980s was marked by a confrontation between the Soviet govern-
ment under the head of Gorbachev and the government of Russian Soviet Re-
public, which was headed by Yeltsin. The Soviet government was criticized for a
too slow pace of reforms. Because of the confrontation, the government of Rus-
sian Soviet Republic was interested in the creation of its own TV channel. This
was done in May 1990 when the state-owned Russian channel RTR was
founded. It started broadcasting in April 1991 and became the second available
channel.*?

3.1.2. Economic conditions

The Soviet economic order was built up during the years after the Revolution of
1917 and was based on the socialist ideology, i.e. belief in common (state)
ownership of the capital and land as the ideal system for an orderly and stable

3 DINGLEY (1989), p. 7

% KUSNETSOV et. al. (2002), p. 63

% DOWNING (1996), p. 47

‘0 DINGLEY (1989), p. 6

4 ZVICK (2004), p. 77

2 AMELINA (2006), p. 184 and RANTANEN (2002), p. 94
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society. The common ownership over the means of production was managed by
the Communist Party, the representative of the working and peasant class.
Since the prices and quantity of products were not defined by the supply and
demand as on the free markets, a central production planning was necessary in
order to meet the needs of suppliers and buyers. This was provided by the
Communist Party and was normally developed for periods of five years (pyati-
letki) at a time. The state (Communist Party) possessed the whole production
means (land, capital) and defined the quantities and prices of the products to be
produced, thus replacing the market relationships between the economic actors.

The country’s transition to the plan economy was launched in 1928 by Stalin
and lasted several years during which the agricultural and other property was
collectivized and foreign investments were stopped. After the Second World
War, the Communist Party enhanced the ideology of “soviet patriotism” which
helped to build up the devastated economy and infrastructure. The economic
growth in 1950s and 1960 was quite impressive, around five to six per cent a
year.”® However in the 1970s the situation changed and the country’s economic
power started decreasing. There were two main reasons for that:

1. In order for the Soviet Union to compete with America in the military field, the
country’s budget was surcharged by high military expenditures (15-20 % of
the domestic output).**

2. The Soviet economy while growing and becoming more elaborate stopped
being efficient and faced severe problems on the supply side: the produced
goods were of poor quality, had limited product range and were short in sup-
ply. Therefore, the consumer sector was suffering from black market and cor-
ruption in product distribution.*® This happened because of the two structural
problems of communism: a coordination problem and an incentive problem.*°
With the growing size of economy it became more difficult to coordinate the
supply and demand because of the lack of information. The production, as
well as the investment activities for every enterprise was planned by the state
which didn’t have a full picture of the market therefore making the plans inef-
ficient and unrealizable. The second big problem was the lack of incentives.
In the plan economy the employees’ salaries were not differentiated by per-
sonal performance and the companies’ attempt towards lean production were
not rewarded by higher revenues through higher sales of the product.*’ Every
economic subject was obliged to fulfill its own plan given by the Communist
party and was rewarded or punished accordingly.

In the 1980s the country faced economic difficulties caused by the reasons
mentioned above. Gorbachev after coming to power tried to modernize the plan

*3 WEIGL (2008), p. 125

* ibid, p. 127

* bid, p. 127

* ibid, p. 111-112

*” AGANBEGYAN (2002), p. 24
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economy through the introduction of some market elements: allowance of indi-
vidual work and enterprise production beyond the plan. Unfortunately the state
still controlled the product prices. Therefore companies had to sell their prod-
ucts for prices lower than the production costs.*® The conducted modernization
didn’t show any impressive results, on the contrary the economic situation in the
Soviet Union faced deterioration. The main reason was that many administra-
tive controls were eliminated without them being replaced by market mecha-
nisms.*® In the beginning of 1990 CCCP invited academics to draft major sys-
temic proposals on how to develop market structures within the Soviet econ-
omy.>® The idea was to mix socialist and private economy through a combina-
tion of social and private property as well as plan and market systems.51 Half a
year later the famous “500 day program” was publicized. It included a quick
transformation from Soviet to market economy as well as privatization of the
state property. However the reform program, including privatization, was not
officially implemented. At the same time adopted laws about private property52
opened the ways for spontaneous privatization through insiders. On its turn this
increased the economic criminality in the country.>

Television in the Soviet Union as the rest of the enterprises “belonged to every-
one” (to the state) and was managed by the CPSU. No private ownership ex-
isted at that time therefore no privately-owned broadcasters could be founded.
The television system was under control of the state and completely funded by
the budget money. No other revenue sources were possible. The advertizing
market didn’t exist as the concept of real market was missing in the country.
However, some ads could be still found on TV and in the press. They were brief
announcements, specifying the prices of goods for sale and the addresses,
where it was possible to buy them. Such advertizing was used to supplement
government policy as most of the advertized goods were the ones, which no one
wanted to buy. The ads volume was very insignificant. For example in 1967 the
estimated advertizing expenditure of household consumption was 0.03-0.07 %.>

The broadcasting didn’t have to meet the bottom line as it was a ,biudjetny” or-
ganization, i.e. financed completely by the state from the government budget.
Moreover television managing directors could always ask for more money from
the state. The Communist Party realized the importance of television in “repre-

8 TCHEKOEYV (2005), p. 15-19

49 SUTELA (2001), p. 135, TCHEKOEYV (2005), p. 36, 38 and COOK (2007), p. 60
0 APPEL (2004), p. 73

*1 HOHMANN (2001), p. 121

%2 Law ,About property in the USSR* of March 6, 1990; law ,About enterprises in the
USSR” of June 4, 1990; law “About enterprise and entrepreneurial activity in the
USSR” of December 25, 1990.
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> RANTANEN (2002), p. 109



32 3. Russian television system in the period between 1950s and 2008

senting reality” and guiding the public opinion as well as in reaching as much of
the population as possible.>®

With the introduction of market mechanisms into the plan system, the private
property and extra revenues were partly legalized. This opened new possibili-
ties also on the mass media and advertizing markets. The first real advertise-
ment appeared on TV in 1987. After that many television schedules started
placing ads between various program segments. The price for one minute of
advertizing was 78 rubles (the average monthly Soviet salary was around 120
rubles).>® At the same time the legal conditions were created for the rise of pri-
vately-owned broadcasting. In 1990 Gorbachev signed a decree allowing Gos-
teleradio to offer broadcasting time to non-state broadcasters. In the same year
Gosteleradio supported the foundation of a commercial daughter company 2X2.
This broadcaster was financed completely through advertizing revenues.®” This
was the starting point for the changes in the mass media market. After the So-
viet Union break-up private broadcasters grew immensely and expanded all
around the country. Thus, the commercialization of the broadcasting market
started already before the Soviet Union break-up.

3.1.3. Legal conditions

The first state documents concerning the development of television appeared
after the Second World War. In 1946 the Soviet government defined the future
expansion of television as a state policy.”® Although before the war only 300 TV
devices existed in the Soviet Union, CPSU already foresaw the power and ad-
vantages with the expansion of broadcasting.>®

In the time of Khrushchev television officially got the status of a propaganda
means. Its main tasks were to propagate the decisions of CPSU and to fight for
peace on the international level, mobilizing the Soviet citizens for building up the
communism and exposing the bourgeois ideology.®

In 1970 the State Committee for Broadcasting and Radio — Gosteleradio — was
founded. It had a strong vertical structure, controlling all Soviet broadcasters. Its
main task was to ensure the spreading of the communist ideology on radio and
television. Gosteleradio got the functions of a ministry und was subordinated to
the CCCP directly.®’ This administrative system successfully existed in the
USSR for almost 20 years without any main changes.
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In the end of 1980s the state control over the television was weakened. A total
control over the media output, would question the credibility of the new party
course for perestroika and glasnost. Therefore dismissal of a journalist or ban of
material was not that simple anymore. The final abolishment of state control
happened in August 1990 when the law “On the Press and Other Mass Media”
came into power. This law was based on three main ideas: complete liquidation
of censorship, allowance of private property in mass media and independence
of journalists and editors from owners of the media.®? The work on this law was
ongoing for almost three years and the initiative was started by the society.®
The law was a milestone in the Russian history as for the first time mass media
got separated from the state. The elimination of the article 6 of the USSR Con-
stitution,®* which guaranteed the CPSU’s guiding role in the country also con-
tributed to the start of Soviet media structure transformation.®® Thus the basis
for further reforms in mass media legislation was put already in the Soviet time.

3.1.4. Technical conditions

The idea of television existed long time before TV itself was invented. The wish to
see on distance was incorporated in many, also Russian, fairy tales and folk sto-
ries. But only much later the technical progress allowed it to become a reality.

Russian scientists contributed a lot to the research and invention of television.
The name “television” was firstly used by a Russian engineer-electrician Perskiy
in his report “Electronic television” in 1890 in Paris.®® Another Russian scientist
Rosing from the St. Petersburg Technological University is considered to be the
founder of the modern analog television as he in 1907 developed and patented
both in Russia and abroad the principle which is used up to now in an analog
TV device: a cathode electronic-radial tube is used for converting the electric
signals into the luminous picture.®’

Although the development of television in Europe and USA began in 1920s, the
first trial-broadcasting of an image in the Soviet Union happened on the 29™ of
April 1931. At that day an image of a live person was mutely broadcasted from
Moscow to Leningrad®.%® The first program of regular television was launched
in 1934 in Moscow and in 1938 in Leningrad. The broadcasting, interrupted by
the war, started again in 1945 in Moscow and in 1948 in Leningrad.”
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In the 40s and 50s Soviet citizens had limited access to television. The signal
reception was possible only on a limited distance (100 m to 10 km) in the zone
of a television tower visibility. Despite the word “central” in its name the first
Moscow Central Television Studio was really local as its signal could be re-
ceived only on the territory around the television tower. Such television studios
were emerging in different sites all around Soviet Union and in 1960 there were
83 studios in the whole country.”

However, this system of spreading a signal didn’t allow the CPSU to have mo-
nopoly on presenting the situation in the country. Moreover, the local studios
and their schedule could be controlled by the center only with big obstacles. In
order for the central government to reach every citizen of a huge country, tech-
nical changes were necessary. In 1957 the first Soviet satellite was sent to
space. This allowed the connection of satellites with terrestrial stations and till
the 70s the whole Soviet state was covered by the television network. So the
programs from Moscow could be broadcasted all around the country. Another
technical problem was solved in 1956 with the development of two-channel
broadcasting. In 1967 television already had four programs.’? These two inven-
tions shaped the form of the television system as well as defined its functions
up to nowadays.

Color television started regular broadcasting in the Soviet Union on the 1% of
October 1967, along with France.”’The Soviet television spread quickly and in
1980s 86 % of this huge country was covered by a television network. The
growth of television stations and private devices is shown in the table below.

Table 1:
Growth of television stations and devices in the Soviet Union
Year 1960 1970 1980 1986
Television 275 1233 3447 7401
stations
TV devices 4.8 million 34.8 million 66.8 million 82.5 million

Source: AMELINA (2006), p. 143

At the end of 1980s the Soviet television represented a complicated unified
technical system, combining cable lines, converter lines, satellites and earth
stations. It had time shift in 6 time zones and was available to 93 % of the So-
viet population.”

Soviet television went through a complicated process of formation and ulti-
mately took the outlines of a modern Russian broadcasting. This development
could come true not only due to the decision of the CPSU to use TV as a con-
solidating medium for propaganda and reality presentation, but due to the aris-
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ing of new technical opportunities as well. The mutual influence of the technical
progress and the political targets of the Communist Party can be stated. The
Communist leaders realized the necessity and importance of spreading the cor-
rect propaganda information from the center to the regions. This was possible
only with the appropriate technical development. And vice versa technical pro-
gress was financed by the government and was used by it as a new method of
broadcasting the official information from Moscow to the regions.

3.1.5. Temporary resume and positioning of television
within a theoretic a framework

The Soviet Union period was crucial for the Russian television. In this time the
broadcasting was founded and developed further. Already in the Soviet period
television became the main source of information for the citizens and maintains
this position up to now. The technical basis of modern Russian TV, its organiza-
tional structure and the program content have their origins in the Soviet television.

The Soviet Union central television was represented by 5 channels. They all
belonged to the Gosteleradio structure as did any regional or local channel. Lo-
cal and regional television stations were operational only on 60 % of the USSR.
Thus 40 % of Soviet population received a maximum of 3 channels.”® The first
and second central programs on TV were characterized as social-political
broadcasters and were reaching around 95-98 % of the Soviet population. Pro-
gram One was a Union-wide main channel. It carried a wide range of programs,
reaching more than 260 million people. It was made in Moscow and relayed by
satellite 13.5 hours a day. Program Two, also a Union-wide channel since 1982,
showed school and other educational programs during the daytime and offered
films, sport and news in the evening. It could be received by 190 million people.’

Program Three was covering the population of Moscow and its suburbs. Pro-
gram Four served as an educational channel and was broadcasting on the
European part of the Soviet Union. Program Five was a regional Leningrad
channel, covering the city itself, its suburbs and 30 big cities in the USSR.””

In the end of the Soviet period two more channels appeared on the central
level. The first private channel 2X2 was created in September 1990. It was
broadcasting for Moscow and the suburbs on the frequency of the third program
from 8 a.m. till 6 p.m. Although the channel was a daughter of Gosteleradio, it
was completely financed by advertizing revenues. Another channel was
founded in 1990 and started broadcasting in 1991. It represented a state repub-
lican channel of Russian Federation and was called Vtoroy Kanal (the Second
Channel). The channel represented the result of the confrontation between the
Soviet government and the government of the Russian Federation Republic
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(see part 3.1.1). It broadcasted 6 hours a day on the frequency of the Program
Two, thus covering 95-98 % of the population.”

The program output of Soviet television was dependent on the role which mass
media was given by the CPSU. And this role was changing with the time. In the
Soviet time before perestroika and glasnost, mass media was perceived by the
ruling party as a powerful means for mobilization and ideological consolidation
of the society. Vladimir Lenin described the function of the press as collective
“propagandist, agitator and organizer”. His perception of the press function was
also applied to the broadcasting in general. The main role of the Soviet TV was
to “inform” and educate or “re-educate”, but not entertain. Under the “informa-
tion” and “education” function “propaganda” and “agitation” was understood.
Therefore information programs were full of stories of economic and political
achievements of the USSR and decadence (unemployment, strikes and crises)
in the Western countries. Films were also ideologically corrected. Purely enter-
tainment programs like soaps, talk shoes games and so on were neglected.
However, the educational programs for kids and adults, cultural programs about
literature, music and folks art were promoted and supported on television.”® The
Soviet citizens also got possibilities to communicate their problems and difficul-
ties. Already in the 70s programs appeared which were pointing out problems
and tried to attract the attention of the authorities for their solving. For instance,
in one of such programs a journalist conducted a report from a tram, which was
full because of the broken tram line. As a result the tram line was repaired.®
The television served as a complaint box. In most cases people’s complaints
were heard and the problems were solved. However, since TV was completely
owned and controlled by state it had to present the ideological position of the
CPSU. Therefore unsuitable facts or events were never broadcasted on TV.
Thus the Soviet television system had fulfilled only some public obligations:
maintaining the cultural identity of the people and providing quality educational
and cultural programs.®’

With the beginning of glasnost the Soviet government encouraged a liberaliza-
tion of mass media in order to gain citizens’ support for the conducted reforms.
Therefore the program output also was changed. Television was able to raise
sensitive topics from present and past. In 1987 live broadcasting started. Be-
fore, all the programs were carefully prepared in advance and broadcasted from
tape. With the live broadcasting the citizens got the chance to watch uncen-
sored programs, to hear the opinions of the moderators and journalists and to
participate themselves in the political talk shows. Television started fulfilling its
function to give possibilities to the society for feedback.®?
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Soviet television was a state television according to its ownership and financial
structure. It was strictly controlled and regulated by the CPSU. It was also fi-
nanced completely from the state budget and CPSU was not sparing any
means for it. For instance in 1990, in the time of economic difficulties, Gostel-
eradio got ruble 2.7 bin (an average salary at that time was 120 rubles).®® There
was no need for the broadcasters to make revenues as they had another task to
fulfill: to agitate and propagate in favor of the communist regime. It is interesting
to notice that from 1922 till 1962 a system of television user fees existed. How-
ever it was abolished in 1962 and instead a small tax was raised by every pur-
chase of a TV device.*

Regarding the input (revenues), the Soviet broadcasting system can be classified
as a purely state-financed system and therefore it should be placed in the left part
of triangle with the revenue vector of (0, 100, 0). It should be mentioned that
channel 2X2 is not regarded in the Soviet period as it appeared only one year
before the Soviet Union break-up and was an exception in the whole Soviet his-
tory of television. However, regarding the content’s quality some remarks should
be made. Here is an example of the program output of the First Program in 1986.

Figure 5:
Program schedule on the Program One in 1986
Children's Sports Science&Travel
4% 3%
programs
8% T~

Films

Government/ 299
History

9%
Production/ _—

Economy

12% _

Information/
Culture NEews
15% 20%

Source: own illustration, following RANTANEN (2002), p. 97

The program schedule looks quite balanced as it represents diverse types of
programs for which society can have demand. However, since broadcasting
was state financed and controlled, it was only partly maximizing the society wel-
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fare. Television offered quality educational and cultural programs. On the other
hand it didn’t fulfill its function as a means for communication between authori-
ties and society as well as for providing independent and diversified information.
The situation became a bit better in the period of glasnost. The entertainment
(soaps, games and so on) was also missing on TV screens. It is necessary to
notice that the level of freedom on TV was defined only by the interest of the
state, not by the society’s wish. The diversity of information, which was on
screen during glasnost was allowed and encouraged by the state policy for ful-
filling state targets. TV stayed biased for the governmental policy to the extent
that this was needed for the government. Thus the Soviet television system was
state-controlled according to the revenues and the output. No correction is nec-
essary to be conducted in the revenue-based model while considering the out-
put and the factors, influencing it. The Soviet television system has a vector
(0, 100, 0) on the left corner of the triangle.

Figure 6:
Revenue-based evaluation of television system in the Soviet Union

PSB

GOV COM

Source: own illustration, following KOPS (2007)
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3.2. Russian television in its ,golden age” in 1991-1995

The period of 1991 to 1995 can be named as ,the golden age“ of Russian jour-
nalism. After the break-up of the Soviet Union in August 1991 Russian mass
media became de facto independent and could truly and freely express their
opinions. Mass media was even called ,the fourth power“ — a power equal with
legislative, juridical and executive powers, as its task was to control and criticize
authorities if necessary. The television, press, and radio got rid of the strict con-
trol from above. However, the end of the ,golden age” came quickly already be-
fore the presidential election in 1996. The main reason for it was the economic
situation.®

3.2.1. Socio-political conditions

The system change through perestroika and glasnost brought the giant Soviet
Union in a deep crisis. In 1990 the economic and political situation in the coun-
try was dramatic. The population faced reduction of state subsidies, high infla-
tion and problems with goods supply. The government was trying to cover the
high budget deficit by taking more profit from the state enterprises. The situation
caused grievance in the society. The Soviet republics were fighting with the
central government for more independence. The Soviet government was losing
control over the huge territory. The main reasons for such a development were
the failed economic reforms, which eliminated the Soviet control mechanisms
and didn’t provide any other to replace them. At the same time the policy of
glasnost also contributed to the dismantling of USSR. This provided possibilities
for those forces which were against the Soviet regime.®

The time until December 1991 was characterized by the confrontation between
the Soviet president Gorbachev (since 15 March 1990) and the president of
RSFSR Yeltsin (since 12 June 1991). Yeltsin was interested in controlling at
least one channel which would help him to fight against the Soviet government
and Gorbachev. All that time the Russian republic was the only one in the
USSR which didn’t have any broadcaster of its own, but only the central ones.
Therefore in August 1990 the All-Russian State Television and the Radio
Broadcasting Company (VGTRK) was founded. However, officially it was just an
organizational unit based on Gosteleradio. The first broadcaster of this com-
pany, RTR, went on air on the Program Two first in summer 1991 because of
the long-lasting fight between Goseleradio and VGTRK over personnel and us-
age of buildings, TV frequencies and equipment.®’

Gorbachev realized the decentralizing tendencies in all spheres of life in the
country. Therefore he tried to transfer the power from the CPSU to the newly
created government of the Soviet Union. This also concerned media. After the
abolishment of the leading and the guiding power of the Communist party in

8 ZASSOURSKY (2008), p. 6
% NOLTE (2003), p. 371
8 TRAUTMANN (2002), p. 228



40 3. Russian television system in the period between 1950s and 2008

1990 (Art. 6, Constitution of the USSR),%® Gorbachev issued a decree, prohibit-
ing any political party or group to take control over the mass media. This was
done in order to keep the unified information space of the Soviet Union under
the control of the Soviet government.®

None of the efforts of the Soviet leaders could rescue the Union. In December
1991 USSR was officially abolished. Russian Soviet Federated Socialist Repub-
lic was renamed into Russian Federation and became the country-inheritor of
the USSR. The centrally-organized system of Gosteleradio also fell apart. Rus-
sia inherited 75 television studios and centers out of 115 existing in the Soviet
Union.*® Also the central television station Ostankino was transferred into the
hands of RF. Russia inherited a lot from the Soviet television: equipment, sta-
tions and studios, journalistic traditions, but most importantly — the almost uni-
versal geographical and technical access that the population had to television
broadcasting.”’ Therefore also in the new Russia television remained the key
medium for governing public opinion.

The first post-soviet years were characterized by difficult economic situation,
attempts to modernize the economy, to adjust legislative, executive, and judica-
tive institutions and to develop state regulatory mechanisms. The situation could
be described as rather chaotic. The state-owned mass media was under control
of president Yeltsin and the Supreme Soviet of Russian Federation (parliament
elected still in the Soviet time). Although censorship was officially banned, the
Russian authorities could still control the state media via financing and people
transfer. In 1992 a Federal Information Center was created with the task to co-
ordinate the work of state mass media and to convey the state policy. However,
its main task was to ensure faithfulness of the state media policy to the presi-
dent and his activities. The control happened through telephone briefings of the
directors of the state media.’? Thus the state media were missing a deep ana-
lytical and critical approach towards the situation in the country.93 However, at
this time new private channels started emerging and one of them, NTV, served
as a gathering place for professional journalists from the state channels, who
were not agreeing with the authorities’ control over their work.

The year 1993 was characterized by a confrontation between Yeltsin and the
Supreme Soviet. A big part of the Supreme Soviet was represented by the
Communists, which were against the conducted reforms. The reforms were not
successful. The president had lost support from the society, who faced huge
inflation and poverty.
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During the spring of 1993 an All-Russian referendum concerning trust towards
the presidential politics was conducted. The state mass media was successfully
used by the president apparatus in order to get a positive outcome for Yeltsin.
The airtime was split between Yeltsin and the parliament in favor of the presi-
dent. There were a lot of commentaries, analytical reports and materials in the
state mass media, biased for Yeltsin. As a result, he managed to gain the soci-
ety’s support to the reforms.® It should be mentioned that at that time, qualita-
tive private television channels just started emerging and they didn’t yet have
the same influence and coverage as the state broadcasters. On the contrary,
the president and his apparatus possessed two powerful control mechanisms
over the state channels: financing and personnel transfer.

Despite the referendum result the fight between Yeltsin and the parliament, to
gain control over the country, continued and ended up in military confrontation
in autumn 1993. It led to a defeat of the parliament and a change of constitution.
Noticeably, during the confrontation the first place where the tanks headed to
was the television center Ostankino. Parts of the center got destroyed during
the severe fighting.”> On the 12" of December 1993 a new constitution was
adopted via referendum and Russia became a presidential republic. In that way
the power got concentrated mostly in the hands of the executive power.

In the years 1993 — 1995, qualitative private broadcasters appeared in the mass
media landscape. The state could not exercise control over them via the old
means: financing, personnel transfer and direct censorship. But also the journal-
ist collectives of the state broadcasters became more difficult to be controlled
due to development of journalistic ethic, self-awareness and civil position. Thus
during the first Chechen war in 1994-1995 all the channels except for Ostankino
criticized governmental actions.*®

The culmination of this period came during the parliamentary and especially the
presidential elections of 1995 and 1996 accordingly. Shortly before the parlia-
mentary elections political advertizing was allowed per law. This widened the
possibilities for governing the public opinion. The presidential election campaign
was very difficult for Yeltsin. Because of the unsuccessful economic policy (un-
fair privatization, high inflation, abolishment of many subsidies, delay of wages,
high criminality and corruption) only an estimated 5 % of the society supported
Yeltsin.”” The position of the Communist leader Zuganov was stronger than ever.

Yeltsin found support on the side of the newly emerged oligarchs — owners of
financial-industrial companies. The oligarchs, directly interested in the preserva-
tion of their economic power, were ready to support Yeltsin during the presiden-
tial elections of 1996. Not only had they financed the presidential campaign, but
also provided support of mass media, which were under their control. However,

% SHKONDIN/VITCHUB/FROLOVA (2008), p. 67 and AMELINA (2006), p. 227
% JOHNS (1998), p. 77

% AMELINA (2006), p. 229-230

° HOFFMAN (2007), p. 374



42 3. Russian television system in the period between 1950s and 2008

a lot of journalists themselves were supporting Yeltsin.? In this case the interest
of power and media matched. For many intelligent people Yeltsin embodied the
further democratic development of the country, freedom of speech and free
market development. His competitor, the communist leader Zuganov, was per-
ceived as the one, leading the country back to the Soviet times with strong state
regulation in multiple fields, including freedom of speech. The oligarchs were
mostly motivated by economic reason when supporting Yeltsin. Four more
years of his presidency would ensure continuation of the same economic
course. This allowed a stable development of the oligarchs’ business and fur-
ther possibilities for profitable acquisition of the state property. Furthermore,
quite simply many rich people were afraid to be prosecuted for their previous
business activities if the power would be changed in the country.*

The fight for the Russian presidential chair had some peculiarities. The political
system of Russia remained weak. Competing parties, which were nominating
the candidates for the presidency, didn’'t have a rich political history, except for
KPRF. They were all founded in the 1990s and were not widely known in the
whole country. Additionally, the constituents didn’t have big experience in com-
paring and choosing the political parties. During the election campaign the eco-
nomic program of the parties didn’t play a crucial role. Instead the parties were
associated with their presidential nominees. The charisma of the candidates,
the oratorical skills and the ability to persuade the constituents during open de-
bates with the competitors were more important than any economic or political
program behind.'® Therefore, television represented a perfect medium for di-
recting the public opinion towards one or another candidate. Additionally televi-
sion due to its penetration and availability represented the main source of in-
formation. According to the polls of Public Opinion Foundation 82 % of the Rus-
sians were getting the information about the presidential candidates from cen-
tral television.'’

Influential TV channels, both state and private, were biased towards candidate
Yeltsin. His opponent Zuganov hardly got any prime-time on TV for the pre-
election speeches. The journalists tried to find and publicly present any hurtful
information about him. There was a clear preponderance of the pro-Yeltsin posi-
tion on the news and public affair programs.'® As a result in 1996 Yeltsin be-
came the Russian president for the second time.

3.2.2. Economic conditions

After the break-up of the Soviet Union the Russian economy was collapsing as
it was fundamentally unstable and destabilized by unsuccessful political and
economic reforms during the perestroika time. A group of young liberal-oriented
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economists under the lead of Yegor Gaidar developed a rapid program for
economy transformation, so called “shock therapy”. This meant undertaking as
much reforms as possible within the shortest time.'® On 2nd¢ January 1992 the
prices got decontrolled, the foreign trade was liberalized, the standardized for-
eign exchange rate was introduced and private entrepreneurship was allowed.
With the taxation laws, coming into force, VAT, purchase, income, and corpo-
rate taxes were introduced. A bit later in March 1992 the federation subjects got
autonomy from the center in taking fiscal decisions.'® Although the undertaken
measures succeeded to abolish the centrally planned economy, they didn’t
manage to stabilize the economic situation in the country.

The privatization process was declared to be the key element of the economic
reforms.’® However, it was not going smoothly and took much longer time than
initially planned. The results of privatization are also contended. The spontane-
ous privatization (illegal appropriation of enterprise’s property by industrial direc-
tors) started already in the end of Perestroika time on a wide scale.’® The first
privatization program was publicized in July 1992. It covered the transfer of
state property to the population through vouchers. The program, although a re-
sult of long, severe discussions and fights between the interested parts, repre-
sented a forced quick reaction to the poor economic situation, wide-spread
spontaneous privatization and growing dissatisfaction with the reforms between
the Russians.'®” Pro-forma, the privatization program was socially fair, as every
Russian got a voucher (over 144 Million vouchers in total) and could sell it or
buy enterprise shares. However, the real value of a voucher was only $5-10,
which didn’t allow for any big investments. Additionally ordinary people were not
acquainted with the market mechanisms so they could not become real actors
of the privatization process, preferring just to sell their vouchers.

The mass privatization, completed by 1994, was formally a success as it al-
lowed a rapid systematic change — 40 % of the state-owned companies became
private.'® However, the state lost a lot on privatization. The value of the privat-
izing companies was fixed in 1991-1992. Due to the huge inflation of the next
years the state enterprises got depreciated and could be bought cheaply. The
main winners of mass privatization turned out to be enterprise directors who
legally and illegally gathered as much vouchers as possible and officially got
control over enterprises.'® The society even renamed privatization in “prikhvati-
zation” (from Russian “prikhvatit’, meaning “unfair seizing of property”), thus
showing the illegal and unfair character of the denationalization process.
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In spite of mutual tax reforms during 1990s, taxation didn’t bring a lot of reve-
nues in the budget. Different and only partly correlated tax legislation in the re-
gional and federal level often caused obscurities concerning the tax rate for in-
dividuals and companies. The work of tax authorities was not correlated. Due to
the unclear and partly contradictory tax laws, the tax collectors had some lati-
tude of judgment in the tax issues and could make the life of tax payers easier
or more difficult.’® This led to high corruption and attempts from the tax sub-
jects’ side to avoid taxation.

The results of the first era of reforms in Russia were not satisfactory. The state
faced a budget deficit and inflation amounted to 10-30 % every month. High
inflation was the main reason for the production downturn, the investment col-
lapse and the extreme wealth decline within the population.”™" More than 40 %
lived under poverty line.

The TV market was also undergoing crucial changes together with the country’s
economy. The mass media market appeared in Russia due to the introduction
of private property. It contained broadcasting companies, producer companies
(which only produced programs) and distribution companies (which only distrib-
uted programs). The number of private, mostly regional and local channels grew
immensely. Although the estimates are varying, the number of non-governmen-
tal television stations fell somewhere within the range of 500-750. The Federal
Television and Radio Service issued 1987 broadcasting licenses from 1992 until
1998. Only 10 % of the licenses were acquired by state broadcasters. The rest
was granted to private broadcasters, though many of them never used these
licenses. Some of them got several licenses and some didn’t get any, but were
still broadcasting."?

Apart from terrestrial broadcasters the cable television sector also began to de-
velop in the 1990s. Cable systems often operated on a semi-legal basis, offer-
ing a variety of previously unknown programs: cheaply pirated American mov-
ies, pornographic programs, entertainment, music, and so on." According to
the estimates the black market of cable television was serving around 1 million
households in 1995.""

Due to price liberalization and the emerging of the consumer market the adver-
tisement market also arose in Russia. Since then the advertizing market
emerged and kept growing at least 30 % a year (see Annex, Table 4). Already
in 1995 7000 advertizing agencies (producers of advertisement) were operating
in Russia and 2000 of them in Moscow. However, only 130 out of 2000 agen-
cies in Moscow could be classified as professional.’® The flourishing advertiz-

" PLEINES (2003), p. 309, 320-321

" SUTELA (2002), p. 87 and HARTER ET AL. (2003), p. 45
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"3 VARTANOVA (2004), p. 84

"4 P (1996), p. 273

"5 AMELINA (2006), p. 207
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ing market was contributing to the development of private broadcasting in the
regions as well as of cable and satellite TV (as the advertizing time on the main
terrestrial TV channels was limited). Thus some channels emerged, which were
oriented only on advertizing revenues.'"®

The TV advertizing market in 1991-1995 can be described as highly corrupt and
unstructured.’” Since an advertizing regulation was lacking until1995 the chan-
nels could broadcast ads without any restrictions. This lead to the emergence of
a partly legal advertizing business related to the state channels. Producing
teams of the first channel Ostankino got de facto independent, i.e. they could
produce programs using the state equipment, buildings and define the content
of the programs by themselves. Ready programs were offered to Ostankino in
exchange for advertizing time in these programs. This meant that the programs
were produced using the state means, i.e. free of charge. However, the produc-
ing teams could sell the advertizing time on the market and get real money for
it.'"® At that time one minute of advertizing time cost $40-50 thousand."'® When
Vladislav Listyev, a famous journalist and director of the Program One, tried in
1994 to redistribute the advertizing flows, he was assassinated only a couple of
months later."?°

The legalization of the illegal advertizing flows ended with the stabilization of the
advertizing market, definition of its main players, and adoption of the Law on
advertizing and the in-part denationalization of channel Ostankino.

As a result of the transformation in the broadcasting field, new ownership struc-
tures emerged. The channels could belong not only to the state as in the Soviet
time but also be in private hands or have a mixed state-private ownership struc-
ture. The revenue sources of broadcasters also changed. The state channels
were not getting enough financing from the budget due to the difficult economic
situation in the country. For example, ORT (Ostankino till 1994) claimed that it
didn’t get a cent from the state money in 1995."" Therefore one of the main
sources of revenues for both private and state companies became advertizing.
The Russian advertizing market continued being shaped until 1996. The two
main players, Russian advertizing agencies Premier SV and Video Interna-
tional, practically split the advertizing market of the main central channels. ORT,
TV-6 and St. Petersburg Channel 5 were working together with Premier SV, and
Video International was an official partner of RTR, NTV and 2X2."?? These two
agencies controlled around $750 min. per year in 1995-1996."%®
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3.2.3. Legal conditions

Passing of mass media laws in the Post-Soviet Russia was done coherently
with the political and economic development of the country. After the Soviet Un-
ion break-up, the Russian authorities and society inherited the soviet system of
laws. The system was not suitable for the market economy as a lot of basic
principles were not regulated there, for example ownership rights and entrepre-
neurship activities. Naturally the country needed a stable legal framework with
modern and harmonized standards for ensuring the stable economic market
development of the country.'* Several legislative steps were done already in the
late 1980s in order to introduce the market economy elements and basic political
freedoms in the Soviet Union. However, the supreme Russian law — the Constitu-
tion — was first adopted by National Referendum on 12 December 1993.

3.2.3.1. The Russian Constitution

The Constitution is a legislative document as it establishes the framework for
political structure and governing system of the country as well as defines the
basic rights of the citizens. Any other law is subordinate to the Constitution.'®
The governing system of Russia contains three branches: legislative, executive
and juridical powers.

The legislative power is represented by the Russian Parliament, its upper
chamber — Federation Council and its lower chamber — State Duma. The Fed-
eration Council consists of 178 members — 2 representatives of executive and
legislative powers of each Federal Subject. The State Duma has 450 elected
deputies. Half of them are directly elected by popular vote; another half is filled
proportionally by the representatives of the parties. The parliament is elected by
direct elections every four years. The parliament may produce draft laws and is
obliged to review the drafts and adopt them when necessary. The draft be-
comes a law when the president signs it.'*

The executive power is headed by the president who is directly elected every
four years. The president determines the directions of Russian foreign and do-
mestic policy and represents the Russian state home and abroad. He is also a
commander-in-chief of the Russian army. The other part of the executive power
is the government. Normally in Russia the president influences the government
formation and not the parliament. As Russia is considered to be a presidential
republic, the government has a low political weight of its own."?” The president
has the president administration — a staff of round 2000 people who helps him
to fulfill his presidential duties.'®

24 MCKENNA (2002), p. 21 and BAUER-MITTERLEHNER (2004), p. 219
125 Constitution of the Russian Federation

26 MCKENNA, (2002), p. 23

27 FLEMMING (2002), p. 31-33

28 ibid, p. 31
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The juridical system is split into three branches: the courts of general jurisdictions
with the Supreme Court at the top, the commercial arbitration courts with the High
Arbitrazhniy Court as the supreme body, and the Constitutional Court.?°

All the three powers in Russian Federation are represented on the Federal level
and on the regional level by the subjects of the Russian Federation. The struc-
ture of the subjects corresponds to that of the Federation. Although many pow-
ers are being granted to the subjects13°, they still stay subordinate to the federal
authorities. This can be seen on the hierarchy of laws.

Figure 7:
Hierarchy of laws in Russian Federation
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Source: own illustration, following the Constitution of the Russian Federation

The Constitution represents a supreme law and all other legal acts can not con-
tradict it. Priority is given to the federal laws and other federal legal acts. The
Laws of a subject are valid only within the subjects. If regional and federal laws
are contradictive, the federal laws will prevail, except for the case when the is-
sue concerns only a federal subject.

12 MCKENNA, (2002), p. 24
130 For example, tax collection, establishment of budget, issuing laws on the regional level.
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3.2.3.2. The first laws about mass media

The mass media legislation in the period of 1991-1995 can be characterized by
a big amount of key laws passed. After the Soviet Union broke up, the old mass
media legislation needed adjustment to the new economic and political chal-
lenges. According to the Soviet law, mass media shares could belong only to
the state as well as be financed only by the state, ads market didn’t exist. The
mass media needed a modern legislative framework in order to participate in
the market economy. At the same time the political heritage of the Soviet Union
like censorship and state control over the mass media work should also have
been legislatively eliminated through the new laws. Finally, the “iron curtain” fell
and Russia as a new state was seeking acceptance by and integration in the
international community. In the mass media field this could be done through
development of the legislative framework and acceptance of the international
norms. Thus, the political and economic development of Russia strongly influ-
enced the content and quantity of the mass media laws, which were passed.

Yeltsin’s confrontation with the parliament till 1993 was also reflected in the
mass media legislation. Every side wanted to gain points within the citizens
through passing media laws and thus proving the commitment to the freedom of
media. For instance, when the parliament founded supervisory boards for pro-
viding freedom of speech, Yeltsin signed a decree dissolving the Ministry of
press and instead creating the Federal Information Center and the State Inspec-
tion for Protection of Press Freedom and Mass Information.™’

After the defeat of the Russian parliament in 1993 Yeltsin didn’'t have any direct
competitors for the power. The parliament became constitutionally very weak.
The period of 1993-1995 was mostly characterized by the conduction of the
economic reforms and privatization. The latter allowed ownership of the enter-
prises, including TV channels. The Program One Ostankino was partly privat-
ized by the decree of Yeltsin on 29 November 1994."%

The television advertizing market appeared in 1992 but until 1995 the advertiz-
ing activities were not legislatively regulated. This caused criminalization and
illegalization of advertizing revenues. The first Russian Federation Law on Ad-
vertizing in July 1995 stopped this process. The Law defined advertizing, re-
stricted advertizing time in total as well as in particular programs and regulated
advertizing of alcohol, tobacco, weapons and medicine and provided instru-
ments for public and state monitoring of advertisement.'*?

After the Soviet Union break-up, Russia tried to get integrated in the interna-
tional community (membership in the Council of Europe and G7). Therefore,
some fields of legislation were also adjusted in order to get international accep-
tance. Concerning mass media legislation, the Law “On Copyright and Adjacent
rights” was adopted in 1993. The Law correlates with the international legisla-

131 ZASSOURSKY ET AL. (2002), p. 158
32 ZASSOURSKY ET AL. (2002), p. 159-160 and ZASSOURSKY (1999), chapter 4
133 McCORMACK (1999), p. 200
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tion in this area but in Russia it is often being violated.”™* Another example is
the decree ,The minimum standard of requirements to the television and radio
broadcasting“, which was approved by Yeltsin in 1993. Among the necessary
requirements was the existence of information market, freedom of opinions, pro-
fessional responsibility, information balance etc.'®

In 1995-1996 Yeltsin was competing for the presidential chair. Since his popu-
larity was low, he urgently needed support form mass media, which he also got.
As a result, loyal television and press were rewarded by the state’s financial
support of both state-owned and private-owned media companies (the Federal
Law “On the State Support for the Mass Media and Book Publishing of the Rus-
sian Federation”, adopted on October 18, 1995).

The legislation about broadcasting licensing was also developed in this period.
The basic framework was provided by the Federal Law on Mass Media. The
issuance, regulation and annulment of television broadcast licenses were sup-
posed to be explicitly regulated in the specific Law on Broadcasting. This Law is
not passed yet. Up to now the broadcasting activities are regulated by the de-
crees of the president and the government. The manifold decrees are causing
an unstable and uncertain situation where arbitrariness can flourish'.

The Period of 1991-1995 is characterized in the history of TV broadcasting by
the adoption of two important laws: the Constitution of the Russian Federation
and the Law on Mass Media. The Article 29 of the Constitution has a crucial
meaning for mass media as it claims freedom of speech, bans censorship and
declares the right “to freely look for, receive, transmit, produce and distribute
information by any legal way” (Art. 29, Constitution of RF). Another fundamental
document is the Federal Law on Mass Media, which was passed on 27 Decem-
ber 1991 and did not undergo any significant changes during the next 16 years.
The Law on Mass Media reinforces the freedom of information and bans cen-
sorship, regulates the funding, ownership and use of mass media as well as the
relations between mass media and citizens/organizations. The law limits the
rights of foreign investors. It allows private broadcasting.”” Every broadcaster,
also private, requires license from authorities. An independent authority should
have been created and its rights and tasks should have been specified in the
Law on Television and Radio Broadcasting. Unfortunately, this law has not been
passed yet."®

3.2.4. Technical conditions

With the Soviet Union break-up, state financing of channels and their technical
development was limited. However, private actors started investing in the cable
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135 ZASSOURSKY ET AL. (2002), p. 159

1% DE SMAELE/ROMASHKO (2001), p. 369
37 KACHKAEVA ET AL. (20086), p. 14

38 | ANGE, p. 157-158



50 3. Russian television system in the period between 1950s and 2008

and satellite television in Russia. In 1991 the satellite broadcaster Kosmos TV
appeared on the market. It was a joint venture of the American telecommunica-
tion company MITI (Metromedia International Telecell Inc.) and the Russian
Main Center for Broadcasting and Television.'® First, it offered 8 international
channels for a subscription fee.'* Later the company became one of the lead-
ing on the Russian market. In the reviewed period of time, satellite television
was rather exotic for the Russians. Most of them just couldn’t afford any satellite
television financially.

On the contrary the cable television was spreading around very quickly. The
first cable network was established in Moscow in October 1990 and got the
name NIKA TV.™! Till the end of 1995 there were around 500 cable channels in
Russia. However, the number of illegal cable channels was much higher and
was estimated to around 1500 channels.' The cable television developed us-
ing the particular technical infrastructure of the late Soviet period, when collec-
tive cable systems were built in many apartment blocks. Most of the cable sys-
tems were operating very locally, serving only several apartment blocks. Around
15 % of the residents of the provincial cities were watching cable television. Ca-
ble networks represented a serious problem for the major television channels:
interference with broadcasting transmission.'?

3.2.5. Description and economic evaluation
of Russian Television system in 1991-1995

The Russian mass media landscape consisted of six central channels. Ostanki-
no (Program One in the Soviet time) was the first state channel which got partly
privatized. By the decree of November 1994 Yeltsin eliminated the state owner
company GTRK Ostankino and created ZAO ORT, which owned ORT (former
Program One). 51 % of the TV channel remained in state ownership and 49 %
belonged to private investors, the biggest of whom was Boris Bezesovskiy’s
Logovaz with 8 %."** Probably the denationalization of the main channel had
both political and economic reasons behind. Due to the difficult economic situa-
tion in the country, the Russian budget was lacking money. Ostankino was fi-
nanced by the state and had become a burden for a budget. In 1995 the state
provided only 19.3 % of the yearly budget of ORT. This was the last financial
transfer from the state. The rest was provided by the private investors. How-
ever, the state contributed in non-monetary ways: by transferring all the produc-
tion sources (studios, equipment etc.) to ORT and by granting preferential tariffs
for the broadcasting signals. Additionally Ostankino inherited the old clumsy and
ineffective structure of Gosteleradio. In the new market conditions the channel
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could not operate on a competitive basis thus staying dependent on the state
funds.® At the same time the advertizing and production activities on the
channel were only partly legal (see part 3.2.2.). Big financial flows from these
activities were not fully controlled by the management of the channel. Thus a
paradox situation arose when the channel was full of ads but almost didn’t make
any money on them. The political target while creating ORT was to improve the
image of the channel and to gain the trust of the viewers.'*® Even after the So-
viet Union break-up, most of the population perceived Ostankino as a loud-
hailer of the Kremlin and its information as the point of view of the president and
government.'’ Therefore the new channel got a sonorous name: Public Rus-
sian Television (ORT). Although it had nothing to do with a real public broad-
casting, it was supposed to make an impression of a channel, acting in the in-
terests of the whole society. More trust to the broadcasted information by the
public was necessary for Yeltsin, who used the channel in order to win presi-
dential elections.

The private channel NTV started broadcasting on October 10, 1993 on the
fourth All-Russian channel. In the beginning NTV didn’t have a permanent fre-
quency. It was allowed to use fourth’s frequency only in the evening. During the
day the fourth channel was broadcasting educational programs. The situation
changed after the presidential elections of 1996 when NTV was granted the
complete frequency of the fourth channel.'® Although NTV belonged to the oli-
garch Gusinsky, the channel was supporting Yeltsin in the presidential elec-
tions. Independent of the rivalry between Gusinsky and Beresovsky, they both
managed to unite in 1995 in order to support Yeltsin, thus ensuring further de-
velopment of their businesses and future advantages. The channels, which
were under their control, managed within half a year to increase the rating of
Yeltsin from 6 % to 50 % and ensured his victory'*® In 1995 NTV could reach
about 62 % of the population and became one of the most popular channels in
Russia. Its programs were characterized by Western-style objective news re-
porting and first-rate American movies. NTV attracted the most-educated, well-
paid and liberal minded residents of the big industrial centers, thus creating an
image of itself as the most professional channel in Russia.” Initially the channel
was financed by Gusinsky, but quickly it became a popular place for advertizing.

In 1993 another private channel TV-6 Moskva started broadcasting. First it cov-
ered only 500 000 people but in the middle of 1996 67.7 million Russians could
watch TV-6; that was around 48 % of the population. The biggest part of the
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content was American films and information programs.®' TV-6 was a com-
pletely privately financed channel.

Another state channel, RTR, was created in the last years of the Soviet Union
(see part 3.2.1). It inherited a big part of Ostankino’s technical equipment as
well as a network of correspondents all around the world. The channel was
completely state-financed and therefore more dependent on the authorities
concerning its content. However, because of the economic difficulties the
budget of RTR was getting only around 30 % of the necessary means from the
state.’ The rest had to be covered by the advertizing revenues and loans.

Three more main channels should be mentioned on the media market: St. Pe-
tersburg channel, 2X2 and Russian Universities. The last one had a technical
penetration of 50 % and was broadcasted on the 4™ frequency together with
NTV. It was officially financed by the state but was also dependent on advertiz-
ing money. 2X2 was the first Russian private channel and in 1995 had a techni-
cal penetration of 24 %. The program schedule was populated mostly by foreign
products like movies, cartoons and news. St. Petersburg channel had a techni-
cal penetration of 63 % and was broadcasting on the 5™ frequency.

The main broadcasting revenues in 1995 came from advertisement. It should be
stated that the revenue data are very difficult to get and sometimes vary a lot in
different sources. Unfortunately, the Russian broadcasters were not obligated to
publicly disclose their financial statements. But even if some official information
about revenues and expenses of the broadcasters is available, this doesn’t
mean that it corresponds with the reality. It can be clearly seen in the article of
Svetlana Svetlitskaya, who was working on the ORT in 1990s."*® Immense cash
flows were operated outside the official data. Analogous problems arise when
estimating the budget means, spent for the television. The common practice in
1990s was granting a much lower amount to the channels than it was foreseen
in the state budget. For example RTR received only 30 % of the promised
budget money from the government in 1996."* However, the state companies
inherited a solid technical television basis after the Soviet Union break-up. An-
other problem is the calculation of the budget funds, dedicated to television. The
data in official budget documents are represented in rubles. However, a strong
currency fluctuation is characteristic for 1992-1995. For instance on a single
Tuesday in 1994 the ruble was devaluated by 40 %."*® Therefore, it is rather
difficult to estimate how much value existed behind the numbers. All these fac-
tors should be considered while calculating the revenues of the broadcasters.

The ORT revenue structure is taken mostly from the Svetlitskaya report. Due to
problems with the strong currency fluctuation the data for revenues, will be kept
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in percentage. In 1995 ORT got from the budget rubles148 bin, which was only
15 % of the necessary budget. The rest came from advertizing (around $40-50
min)'*® and other sources like bank loans, and shareholder funds. These
sources all together can be viewed as market revenues as they didn't come
from the state. There were no funds from the society, like donations and license
fees. Therefore the revenue vector for ORT in 1995 is (0, 15, 85).

However, this vector should be corrected considering the program output and
other peculiarities. Although ORT belonged to the private investors by 51 % its
property and equipment were inherited from the Soviet time, and its value was
estimated to rub5.1 bin. The privateers got this property and equipment free of
charge. Therefore the state had more influence on the channel as it provided
the partly privatized company with means of production. Additionally the pro-
gram content of the channel was more state-biased than of any other channel.
This can be seen on the examples of biased coverage of the first Chechnya war
and presidential elections. Therefore the revenue vector should be corrected by
around 10 % in favor of the state revenues: (0, 25, 75).

The financial structure of RTR is also pretty obscure as there are no transparent
data. However, it will be assumed that the state financed RTR up to 25 %. This
assumption is made based on the fact that in 1996 RTR received 30 % of the
promised budget funding. RTR was a totally state-owned company and there-
fore the state funding for RTR should be equal to the RTR budget. The number
is corrected to 25 % as in 1995 the state had to finance both RTR and ORT. In
1996 however, the cash flow went only to RTR as ORT was partly belonging to
external investors.”” RTR advertizing revenues in 1995 amounted to $93
min."® Such a difference in advertizing revenues between RTR and ORT (was
mentioned above) can be explained by the new advertizing policy of ORT since
1995. As it was mentioned before ORT tried to get the illegal advertizing flows
on the channel under control. Vladislav Listyev introduced a moratorium for ad-
vertizing in 1995 in order to restore the order in that field. For four months the
channel lived without advertizing revenues until the assassination of Listyev.'®
The predicted advertizing revenues for ORT in 1995 were $170 min."®® Accord-
ing to the assumptions above the revenue vector for RTR looks as following:
(0, 25, 75).

The channels NTV, TV-6 and 2x2 were privately-owned and accordingly got

their revenues from non-governmental sources: loans, donations of their own-

ers'® and advertizing. Therefore the revenue vector for these channels is
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(0, 0, 100). No correction is necessary concerning the program output on NTV.
Although the channel strongly supported Yeltsin during the presidential elec-
tions this was done according to the will of the channel owner Gusinsky and the
journalists. The Kremlin didn’t exercise any pressure over the channel. Thus the
above mentioned channels can be represented as following in the revenue-
based scheme (Figure 8).

Figure 8:
Russian main channels in 1991-1995

PSB

NTV, TV-6, 2x2
.\ 0,0, 100

GOV ORT. RTR, “com
0,25 75

Source: own illustration, following KOPS (2007)

The classification of the entire system of Russian broadcasting in the period of
1991-1995 represents quite a difficult task. Several assumptions are again
needed. The TV advertizing revenues for 1995 vary between $200 min and
$313.5 miIn."®® In 1995 the state planned rub1 589 657.8 min expenses for TV
and radio broadcasting in the budget.'®® When converting the amount at a cur-
rency rate for 15.03.1995 (1$=4725ruble)'® one gets $337 min. Unfortunately
not all these money were transferred to the broadcasters. The state was per-
manently under-financing TV channels as it has been demonstrated by the
aforementioned examples. Therefore it is difficult to distinguish the real state

182 1P (1996), p. 281 and Annex, Table 4
163 Federal Law about Federal Budget of RF for 1995, 23.03.1995

164 Official exchange rate of Bank of Russia, in: http://www.cbr.ru/eng/currency_base/
daily.asp?C_month=01&C_year=1995&date_req=15%2F01%2F1995&d1=15
(24.11.2008)
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contribution to the funding of broadcasters. Another unknown factor is the
sources of the revenues, coming from the market side: shareholders’ invest-
ments and loans. Since the advertizing revenues prevail, the state funding and
an unknown amount of other market funding should be added to the market
revenues. It can be concluded that the market revenues were definitely higher
than state revenues in the Russian TV system in 1995.

When considering the program output it should be mentioned that the broad-
casters were in general independent, except during election time. However,
even in this case the ideas of journalists were coinciding with the ideas of the
media stakeholders (see part 3.2.1.). In the program schedule there is a clear
shift towards entertainment. This can be seen for example by the ORT, when
comparing the schedules for 1986 (see Figure 5) and 1996.

Figure 9:
Program structure of ORT in on 15-21 January 1996
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Source: TRAUTMANN (2002), p. 262

Needless to say that most of the private companies had similar program sched-
ules as their main revenues were coming from advertizing. Thus the broadcast-
ers had to capture the taste of the viewers precisely and react on the changes
quickly. According to the poll of Public Opinion Foundation the most popular
programs on TV were the ones that “cheered up the viewers”, i.e. entertaining
programs. The reason behind this popularity is that the viewers can be de-
flected from the difficult reality while watching these programs.'®® Thus the ad-
vertizing revenues were prevailing in the Russian broadcasting system and they
will be granted 65 % on the revenue vector.

15 PUBLIC OPINION FOUNDATION (2000)
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Broadcasting was fulfilling some of its functions to the society. Unfortunately the
education function decreased in comparison to the Soviet time. However,
broadcasting became a place for debates and was able to enable the society to
give feedback to the authorities, for example when the society’s negative atti-
tude to the Chechnya war was presented on TV. It should also be mentioned
that the stakeholders (oligarchs) hardly intervened into the life of media in this
period but instead purely financed it. This can be seen as a kind of private do-
nations. However, it is very difficult to calculate this amount. Therefore, although
there are no revenues coming from the public sector, 5 % can be attributed to
this source of revenues. Considering all the facts mentioned above the revenue
vector for the Russian television system in 1995 can be estimated as following:
(5, 30, 65).

Figure 10:
Russian television system in 1995
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3.3. Russian television during media wars 1996-2000

In the period from 1996 to 2000 the corporate-authoritarian mass media system
was established in the country. Since the middle of 1990s the biggest part of
Russian mass media was financially, administratively and ideologically con-
trolled by financial-industrial groups. Two main competitive groups of oligarchs
were conducting information wars widely using the controlled media for it. Thus
this period is characterized by the media wars and the decreasing reputation of
mass media within the society.'®®

3.3.1. Socio-political conditions

After Yeltsin won the presidential elections of 1996, the power of the oligarchs
that were supporting him increased. They got multiple remunerations for their
loyalty. Thus oligarch Berezovskiy secured his positions in ORT (in the end of
1990s he was already controlling 49 % of the channel, the rest 51 % belonged
to state) and was appointed to the position of deputy to the secretary of the Se-
curity Council of Russia.’®” Another oligarch Gusinskiy got the daytime slot'®®
for NTV on the fourth channel for only 730%$."®® Thus NTV could completely
broadcast on the 4™ channel. The broadcasting license which Gusinskiy got for
NTV could alone generate a fortune as the advertizing market was still very
poor. This was confirmed by |. Malashenko, a key person on the NTV, by stat-
ing that “to get a television license meant to get access to the money printing

machine”.'"°

The oligarchs managed to gain control over the biggest central mass media in
Russia. Such concentration of power on the mass media market allowed them
to conduct their own information policy.'”" In its turn, this private information
policy allowed them to influence the public opinion and make the govern-
ment/president take the “necessary” political decisions, which would be in favor
of the oligarchs. Thus the big businesses of the oligarchs invested heavily in
mass media outlets in order to reap political dividends and economic profits
outside the media market, in their core business areas.'’? The industrial-
financial groups, who were controlling mass media in 1990s, were operating in
strategically important and exclusively profitable sectors of Russian economy:
energy and resources. It was there that the main group profits were made. Prof-
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its on the media market were certainly desirable but less significant than those
coming from the oligarchs’ main economic activities.'”®

The two biggest media empires in Russia in 1990s belonged to oligarchs Bere-
zovskiy and Gusinskiy. Both of them had a close relationship with Yeltsin and
his surrounding and supported him during the presidential elections of 1996.
Berezovskiy’s main business interests were in the automobile, financial and oil
industries; therefore his activities on the mass media field didn’t have any clear
policy and were loosely structured.’* His ownership schema of media actives is
represented below.

Figure 11:
The media empire of Berezovskiy
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Source: own illustration, following TRAUTMANN (2002), p. 152 and
DE SMAELE/ROMASHKO (2001), p. 385-386

Gusinskiy had business activities in the financial sector but later concentrated
on the media. His MediaMost Group was almost exclusively engaged in the
media business and made most of its revenues there.'”® He was following a
developing strategy within the mass media business and managed to establish

'8 FOSSATO (1997)
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a real press, television and information concern.'”® His ownership structure is
represented in Figure 12.

Figure 12:
The media empire of Gusinskiy
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Source: own illustration, following TRAUTMANN (2002), p. 152 and
DE SMAELE/ROMASHKO (2001), p. 385-386

The third important player on the mass media market was the mayor of Moscow
Yuriy Luzkov. The city hall and companies close to it were controlling channel
TV Center.

The common front of oligarchs that was formerly united for the election of Yel-
tsin in 1996 was split after the privatization of the communication company
Svyasinvest. A group of oligarchs, unsatisfied with the privatization outcome
started media wars against the other group and the government.'”” The main
objective when conducting a media war was to guide the public opinion, by rep-
resenting an oligarch or a member of the government in a good or bad light.

"¢ DE SMAELE/ROMASHKO (2001), p. 386
""" HOFFMAN (2007), p. 432-440
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The common way of vilifying a person was a kompromat'’®, which was pub-

lished in a newspaper or presented on TV. Therefore the oligarchs strongly
used all kinds of sub-controlled media to run a corporate war against competi-
tors. In 1997 the oligarchs’ wars reached its peak so that Yeltsin had to invite
the six biggest financial and media magnates to Kremlin, where he asked them
to stop fight and “sling mud” at each other and especially at the members of the
government through the media. Thus Yeltsin indirectly acknowledged that fi-
nancial-industrial groups controlled the content output of the Russian media."”

In 1999 and 2000 Russia faced regular parliamentary and presidential elections
accordingly. Yeltsin could not be reelected again according to the Constitution.
The ruling elite (the Kremlin administration, the Yeltsin “family” and oligarchs
close to them) were afraid of defeat during the elections. In the case that they
would not manage to bring the proper candidate to presidency thus staying in
power, not only would they lose their preferential economic and political posi-
tions, some of them could even be called criminally liable for their activities in
the 1990s. The Kremlin had to found a party in order to win the parliamentary
elections. It had to find a proper, loyal candidate who could win presidential
elections and to discredit the strong competitors popular in the society.180 One
of them was Evgeniy Primakov, who was appointed prime-minister after the cri-
sis in August 1998. He was extremely popular in the society due to the decisive
anti-crisis measures, which helped to revive Russian economy. His electoral
block OVR was expected to get 29 % on the parliamentary elections in Decem-
ber 1999. Another popular candidate for presidency was Gennadiy Zuganov —
lead of the Communist Party. His party was predicted to get 21 % on the par-
liamentary elections. The Communists were very popular within the society as
they didn’t blacken themselves with the failed reforms in 1990s."®' The ordinary
Russians ascribed the poor economic situation of the end of 1990s to the gov-
ernmental reform policy. Within less than 10 years the Russian national product
decreased by 40 %, industry production fell over 50 % and every fourth Russian
was living under the poverty line."®?

The business magnates didn’t manage to agree on support of a single candidate
or party as it was in 1996."% This time the oligarchs’ front split into two sides: one
— supporting Primakov and another — Putin. Vladimir Putin was the president of
the Federal Security Services and got appointed by Yeltsin as the prime-minster
in summer 1999. He was a candidate for presidency supported by the Kremlin.

'"® Kompromat (from compromising materials) — a form of grey propaganda used in
information wars in Russia. It is normally obtained from the businessmen or security
services and it targets to ruin the reputation of the person against whom kompromat
is. The information might be true, half-true or false.

' FOSSATO (1997)
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Mass media, especially television, played again a crucial role in governing the
public opinion and getting the necessary results. Primakov was supported by
the mayor of Moscow Luzkov and Gusinskiy, thus having channels NTV, TNT
and TV-Center on his side. Putin was supported by the Kremlin and oligarchs
close to it, thus having such resources as ORT, RTR and TV-6.'® Basing them-
selves on the national survey, Oath and White came to conclusion that televi-
sion was “the single most important source of political information and the most
important source of information when voters made their choice”.'®® Therefore
communist Zuganov although having a stable electorate was not a real competi-
tor f%r6the presidency as he didn’'t have any strong media resources, backing
him.

Figure 13:
Mentioning of candidates for presidency on TV
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5 5 Savostyanov
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Titov
4%

Tuleev
3%

Yavlinskiy
8%

Source: own illustration, following ZASSOURSKY ET AL. (2002), p. 107

During the pre-election parliamentary campaign ORT, TV-6 and RTR were bi-
ased towards Edinstvo (Unity) and NTV, TNT and TV-Tsentr were biased to-
wards OVR. As a result the Kremlin party Edinstvo, which had only 2 % of
population support in October 1999 got 23 % during the elections two months
later. The favorite OVR got only 13 %."®" Primakov refused participating in the
presidential election. As a result Putin became a new president in March 2000.
It is noticeable that in August 1999 more than 80 % of the population didn’t have
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any opinion about Putin, but in March 2000 more than 60 % had a good opinion
about him. Such a change can be attributed to a permanent positive coverage
of Putin’s activities in the media while being a prime-minister. During the presi-
dential campaign Putin’s name was also dominating on TV as Figure 13 shows.

As a result Putin became a president with 52.94 % of votes.'®® However, half a
year later a respected English-language newspaper The Moscow Times
turned up evidences that 2.2 million stolen or falsified votes were decisive in
the victory.'®®

3.3.2. Economic conditions

The political and economic system which was built in 1990s can be described
as “political capitalism”. In this system the gains are not made in a competitive
market environment but by exploiting all sorts of political domination and the
resulting distortion of the rules of the market respectively. The profit-seeking
behavior of the economic actors is being replaced by the rent-seeking behavior,
i.e. activities which are exploiting the monopoly position and gaining access to
the government subsidies.®

The Russian political capitalism had two main features. First the big economic
actors in Russia were interested in keeping the status quo in Russian political,
economic and legislative system. They profited from the partly reformed econ-
omy, market distortions, lack of legislation, weak civil society, highly selected
privileges and so on. Second, the political actors could convert their power into
economic wealth. This led to a close interdependence and collaboration of
businessmen and politicians so that it was almost impossible to distinguish be-
tween “economic actor” and “political actor”. The position of the entrepreneurs
was dependent on their connections with the authorities and the position of the
latter ones was dependent on their ability to provide support and help to their
friends in business. Thus the struggle for power could be viewed as a sort of
competition.'"

After the Soviet Union break-up the newly emerged Russia was missing politi-
cal, economic and legislative systems. The state needed to define the new rules
and regulations. Because of weakness of the state this was done in a low de-
mocratic and non-transparent process. As a result the Russian state “got privat-
ized” and the strategic actors tried to bend or even annul the mechanisms of the
market in order to get even more possibilities for rent-seeking.'®?

The “privatization” of the Russian state took place mostly during the second
stage of privatization (from 1995) which was considering mainly the interests of
the Yeltsin family, his team, new bankers and industrialists. The privatization is

88 W. A. (2007Db)
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known as “loans-for-shares” auctions or “collateral auctions”. The shares of the
largest Russian companies (mostly energy, commodity and telecommunication
sector) were transferred from the state to a consortium of banks as trustees
(these banks belonged to the financial-industrial groups). In return the consor-
tium provided loans to the state and partly paid off the transferred companies’
debts. The consortium was supposed to be chosen via auction: the bank that
bids the highest loan would win. The banks kept the shares as collateral for the
loans within one year. If the state failed to repay the loan in one year time the
bank could auction off the shares keeping 30 % of the profit of the shares.'®

This privatization process was highly criticized both in Russia and abroad. The
auctions were not competitive because their organizers and bidders were
closely related if not the same party. The significantly higher bids of independ-
ent banks were disqualified for different reasons. The competition was won by
the bids which were insignificantly higher than the started minimum bid but were
offered by banks related to the government: Oneximbank, Menatep, Stolichniy
and Imperial. As a result the industrial enterprises were sold for ridiculously low
prices. For instance, Norilsk Nikel with value of tens of billions of dollars and
with yearly revenues up to $3 billion was sold for $170 million to Oneximbank.
70 % of state enterprises were privatized between 1992 and 1998 and only $20
billion was earned by the state.’ The lead of Alfa-bank admitted that in all the
big deals the winner was known from the very beginning. Both the government
and the bidders knew that the state will not be able to repay the loan. Basically
it was about making millionaires or even billionaires out of people connected to
the state.'®

In 2000 eight oligarch clans controlled almost all of the 64 leading companies in
Russia. Their gains were 50 % higher than an annual Russian budget.’®® In or-
der for them to keep the status quo they needed to invest into the Russian mass
media market in order to use broadcasting and outlets as political resource. In
the end of 1990s the whole Russian mass media market was split between
various Russian financial-industrial groups, except for a few central magazines
and newspapers left.'®’

The failed processes of privatization, weak guarantee for property rights and
overall bad market conditions as well as lack of reforms and economic deci-
sions, which were made in the interest of big business, were some of the rea-
sons of the financial crisis in August 1998. The world conjuncture also contrib-
uted to the crisis development in Russia: low commaodity prices, especially for
oil, and the Asian crisis of 1997, which made many investors withdraw money
from Russian market. But the activator of the default of 1998 was the system of
Russian Short-Term State Bonds (GKOs) which were supposed to raise money
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for the state budget. The state bonds provided the Russian government with
money to cover a huge budget deficit. For instance, in May 1998 the gap in the
budget was around $5 billion." The interest rate which the Russian state prom-
ised to pay on GKOs was high. This attracted a lot of investors as well as forced
the government to keep issuing new bonds in order to pay out the interest for
the old GKOs. In fact, it was a financial pyramid, a bubble, which exploded in
1998 and the system failed."®*

Because of all the above mentioned reasons the ruble course nosedived dra-
matically on the stock exchanges on August 17, 1998. The reaction of the gov-
ernment was to introduce a payment moratorium, to devaluate the currency and
to stop payments for the governmental loans (default).?*

The “bankruptcy” of the Russian state influenced negatively the Russian mass
media and advertizing market. The advertizing revenues of the broadcasters
and print media fell immensely. Since the Russian consumer market was very
dependent on the products from abroad the biggest advertizing customers were
the foreign producers. However, after the devaluation of the ruble, the purchas-
ing power of the Russians reduced several times therefore people had to switch
from foreign products which became expensive to the cheaper home produced
goods. The positive effect was that this gave a chance for the Russian produc-
ers to position themselves advantageous on the home market. The Russian
consumer industry mostly profited from the crisis.?’’ However, there was also a
negative effect: the Russian advertizing customers could not pay the same
money for advertizing as their foreign competitors. This led to high losses in the
advertizing revenues of the mass media.?®? Another negative effect of the crisis
was an even stronger growth of power concentration as well as an increasing
state participation on the media market.?%

The financing of broadcasters was restricted not only by the decreasing adver-
tizing revenues, but also from the stakeholder sources. The media magnates as
well as the state could not financially support mass media on the same level.
For example, the state owned channel RTR didn’t pay salary to some journalists
for around one year in 1998-1999.2** Being faced with a difficult financial situa-
tion, mass media tried to earn money in another way in order to resolve eco-
nomic problems. The alternative sources of revenues became political advertis-
ing, concealed public relations or articles and news reports commissioned for
money. In those years the term “Killer-journalists” appeared, describing the jour-
nalists who were ruining the reputation of some famous politicians or business-
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men, in exchange for money.?”® The revenues which mass media got from po-
litical advertizing were estimated at around $400-600 million in 1999.2%

The Russian economy managed to recover quickly after the August crisis. This
happened partly due to the reasonable economic policy of the new prime-
minister Primakov and his team. But the economic revival is partly owed to
other factors. After the strong devaluation of the ruble the prices for import
goods increased a lot, thus the import volume was strongly reduced. The huge
inflation which was a consequence of devaluation reduced the real wages up to
30 % and the real pensions up to 50 %. Primarily this provoked a decrease in
consumption and an alternation from demand on import products to the home
made products. As a result of the strong demand for Russian products, the pro-
duction grew in 1999, together with GDP and later investments. The Russian
exports became cheaper due to the currency devaluation and lower production
costs. Additionally the world demand on commaodities grew, and export of Rus-
sian oil and gas became more profitable. With the production development and
high revenues from export of commodities the private consumption in-
creased.?’” As a result the Russian GDP increased drastically in the next years,
the economic situation stabilized and the personal income started growing.

3.3.3. Legal conditions

The second period of Yeltsin presidency was characterized by a status quo
situation. The journalists enjoyed quite a high level of freedom, but the execu-
tive power and particularly the president were playing a main role in mass me-
dia regulation. The Kremlin believed that since mass media have enough level
of freedom, no additional legislation is necessary and the emerging mass media
problems could be solved by the state institutions and not by the law. Therefore,
during this period a few laws concerning mass media and broadcasting in par-
ticular were passed. Some crucial laws like the Law on Television and Radio
Broadcasting were still not accepted.?’® The lack of specific broadcasting regu-
lation provided more room for unrestrained use of TV and radio for political pur-
poses.’® Thus, in the absence of broadcasting law the government and the
president acted by decree, deciding about many issues. For instance the direc-
tors of the main channels ORT and NTV as well as of state regional companies
were appointed by presidential or governmental decrees. The level of findings
was also determined by the executive power.?™

The system of broadcasting licensing, which was supposed to be regulated by
the vetoed Law on Television and Radio Broadcasting, became even more
complex and nontransparent. Not an independent body but a governmental in-
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stitution Federal Service of Russia for Television and Radio Broadcasting be-
came responsible for license issuing. According to the governmental order of
December 1994 both private and state broadcasters needed to obtain two li-
censes: a broadcast license issued by the Federal Service and a frequency Ii-
cense, which was issued by the Ministry of Communication and allocated a
specific frequency and a number of broadcasting hours.?’ The licenses were
supposed to be given in a competitive procedure; however the criteria for com-
petition were defined obscurely and not concretely. This allowed interpretations
and in practice led to sales of the broadcasting frequencies.?' In order to re-
duce the abuse of license issuance the unification, detailed description and
transparency of license issuance procedure were necessary.?’> Unfortunately
this was still not done, even later in the period of Putin.

Another characteristic of this period was enforcing the state presence and ac-
cordingly control over mass media. Partly it was done in order to ensure the
smooth run of the presidential election in 2000, and partly because of the poor
financial situation of some broadcasters after the default in 1998. On May 8,
1998 Yeltsin per decree created a state media holding VGTRK, which united
channels “RTR”, “Kultura”, 4 radio stations, information agency RIA Novosti, 86
regional broadcasters and technical centers which were producing and distribut-
ing programs.?'* On July 6, 1999 Yeltsin per decree reorganized the manage-
ment system of media. A newly created Ministry for Press, Television and Radio
Broadcasting and Mass Communications absorbed the Federal Service and
Ministry of Communication thus getting a monopoly in license issuing. Its head
was appointed, a media magnate close to Yeltsin, Mikhail Lesin, a former head
of RTR and an owner of the biggest Russian advertizing agency “Video Interna-
tional”. He didn’t leave his main business even after the appointment.?’® The
state could use the concentration of power during the elections of 1999-2000.
So, the Ministry of Communication issued a warning about withdrawing fre-
quencies to the channels ORT and TV-Tsentr, which were not supporting the
pro-Kremlin party and candidate.?'® The Law on Fight against Terrorism passed
in 1998 was also used for the control over the media content, especially con-
cerning the information about the second Chechen war.?"’
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3.3.4. Technical conditions

Both satellite and cable television successfully developed further in Russia. In
the year 2000 around 3000 legal cable systems were operating in Russia, al-
though the real number of cable systems should be much higher and is impos-
sible to estimate.?’® 14.5 % of all the Russian households (7.3 million) had
technical asses to cable, but the number of connected households is not
clear.?" Emerging cable channels influenced the program policy of the central
channels a lot. The latter in order to compete with the cable system, offering
mostly entertainment and films, had to expand the program schedule through
qualitative entertainment and films. At the same time most of the cable channels
introduced license fees, which reduced their audience and increased the inter-
est into the free of charge local channels.?®

The satellite market was also growing in 1996-1999 although it covered only
1.5 % of the households in Russia (760 000 families).?" Most of the satellite
users were from Moscow and suburbs and normally had high income. The mar-
ket was represented by two main actors: Kosmos TV and NTV+ which was
founded in 1996 by the holding MediaMost, the stakeholder of NTV. Kosmos TV
offered more than 30 international channels and several channels of own pro-
duction. This was a typical example of Pay TV. The audience of the channel
amounted to around 200.000 households from Moscow and its area. Techno-
logical restrictions didn’t allow Kosmos TV to broadcast to any other regions.???
The channel NTV+ represented a project of the first national satellite television.
The digital signal was being spread by the company’s own satellite, which could
translate up to 48 digital channels. Therefore NTV+ offered a variety of pro-
grams also of own production. However for this project to become profitable and
national around 1.3 million households should have subscribed to it. This was
not possible because if the poor economic situation of the most Russians.?® In
1999 NTV+ had only 150.000 subscribers.?**

Internet came to Russia in the second part of 1990s and started growing
quickly. In 2000 there were already 2.5 million people who were actively using
internet (see Annex, Figure 29). However, Russia was lagging far behind the
USA and European countries concerning internet users. When in Europe and
the USA more than 50 % of the population had access to the internet, in Russia
it was only 6.5 %. The main barriers for internet expansion in Russia were of

218 ZASSOURSKY ET AL. (2002), p. 54
219 |P (2000), p. 370

220 ZASSOURSKY ET AL. (2002), p. 54
221 |p (2002), p. 370

222 7ASSOURSKY ET AL. (2002), p. 55
223 ibid

224 7ZASSOURSKY (2003), p. 191



68 3. Russian television system in the period between 1950s and 2008

technical nature: lack of telephone and cable lines in the country. Additionally
the Russian telephone market was suffering from monopoly.#°

To sum up, in 1999 such alternative ways of information and entertainment like
satellite, and cable TV as well as internet were still at the beginning of their de-
velopment and could not compete with analog television.

3.3.5. Description and economic evaluation
of Russian television system in 1996-1999

In the second period of Yeltsin presidency the media landscape underwent
changes concerning the quantity of the broadcasters, their financing and pro-
gram content. At the end of 1999 the Russian electronic media landscape con-
tained around 100 state-owned and approximately 150 private TV companies.
The number of regional channels varies from 700 to 1000.°*® The TV penetra-
tion in Russia was almost total but only three channels operated nationwide: the
state-owned channels ORT and RTR covered 98 % and 94 % of population ac-
cordingly, and the private channel NTV 70 %. These channels were also the
most popular between the Russians: 97.7 % watched ORT, 91.1 % - RTR,
76.4 % - NTV and 23 % - TV-6.*" In the late 1990s some significant commer-
cial broadcasters emerged on the media market. They were CTC, Ren TV and
TV-Tsentr.

ORT as before stayed the most viewed channel in the country, partly because
of its overall penetration. As described in part 3.3.1. the channel was owned by
the state with a 51 % of shares and by Boris Berezovsky with 49 %. Although
the state remained the main shareholder, ORT got no budget money from 1996
to 2000. The broadcaster was completely financed by the advertizing revenues,
loans and stakeholder’'s money. However, the company was enjoying significant
tax remissions provided by the state.??®

The year of 1999 was difficult for ORT. The broadcaster finished it with a loss of
rub823.6 min ($32.9 min accordingly). The ORT advertizing revenues also fell
dramatically from $139.5 min in 1998 to $38.3 min in 1999. Partly this happened
because of the financial crisis and low demand for advertizing. But partly the
lack of advertizing money could be attributed to the complicated and corrupted
relationship between ORT and the advertizing agencies. ORT should have got
at least twice as much for the sold amount of advertising time. The missing
money was replenished by the loans. Thus the ORT debt increased 8-fold from
1995 until 1999 and amounted to rub1151.3 min ($46.1 min accordingly). In
1999 ORT got a $100 min loan for one year from Vnesheconombank for repay-
ing the old loans.?*® However, this didn’t improve the situation.
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Considering the information above, the revenue structure of ORT should be fully
market-financed, thus having a revenue-vector (0, 0, 100). However, this is not
completely the case. There was some indirect, non-financial support for ORT
from the state side. First, ORT enjoyed significant tax remissions. Second, for
long time ORT didn’t pay any license fees and fees for communication services
to the state. This money composed the biggest part of the ORT debt.?*° Addi-
tionally the program content of ORT should be considered. As 96 % of the ORT
profit was coming from the advertizing, the main criteria while planning the
schedule and buying programs was the rating of a program and thus its poten-
tial advertizing revenues. This led to the prevalence of entertaining programs in
the schedule.”®' At the same time ORT was obliged to broadcast around 15 %
of children programs, 45 % of informative, educative and cultural programs and
15 % of other region-relevant broadcasting programs. These rules were often
violated. During the parliamentary and presidential elections of 1999-2000 ORT
was biased towards the pro-Kremlin party and candidate. However, this doesn’t
mean that the state was putting pressure on ORT. The main owner of the chan-
nel, Berezovsky, was supporting Kremlin during the elections and therefore in-
formation on the channel was state-biased. The state itself could not have had
high impact on the broadcaster. Considering the indirect economic support of
the state and state-biased information on the channel the revenue vector has to
be corrected by 10 % in favor of the state and looks as following (0, 10, 90).

Another main channel, RTR, was a fully state-owned channel. However, the
budget means were only a minor contribution to the RTR revenues.

Figure 14:
RTR Funding in 1999
Banking Federal
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Source: FEDOTOV (2005)
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The biggest income of RTR came from banking credits. In 1999 their amount in
the revenues was around 68 % - $70.788 min. The interest on the credits was
the second biggest post of the broadcaster's expenses and amounted to 26 %.
The Federal Budget contributed moderately to the company’s revenues and
amounted only to $10.41 min. The total RTR revenues in 1999 were around
$104.1 min.?*

In order to calculate the revenue vector for RTR some explanations and as-
sumptions will be made. The means coming from banking credits will be con-
sidered as belonging to the market, as a company which is taking a loan is aim-
ing at generating revenues in order to pay it off. 7 % of the other revenues will
also be referred to the market as they couldn’t come from the budget means or
the voluntary sector. Due to the difficult economic situation neither the society
nor the few existing public organizations could support RTR financially. Thus
the revenue vector for RTR looks as following (0, 10, 90).

The program schedule of RTR consisted of a wide range of programs, however
the entertainment ones started prevailing as the channel had to look for addi-
tional sources of financing.?** The program content was strongly biased towards
the Kremlin. In the early 1990s RTR was considered one of the most “democ-
ratic and independent” channels in Russia. RTR even allowed stark criticism of
the Kremlin’s policy concerning the first Chechnya war. However, after that the
new management was appointed to the channel by Kremlin, the broadcaster
switched to a pro-Kremlin information policy.?** Considering the pro-Kremlin
position of RTR the revenue vector will be adjusted by 10 %, thus looking as
following: (0O, 20, 80).

Except the above mentioned main channels, there were other channels that
were private and didn’t get any budget means. The state could hardly intervene
to their policy. They became state-biased only when the interests of the broad-
caster’'s owners corresponded with those of the state. All these channels have a
revenue vector (0, 0, 100) and they will be briefly viewed below.

NTV is definitely the most impressive example of a private channel. Being
founded in 1993 the channel became very popular within the 90s. The channel
was appreciated for its high quality entertainment, information programs and its
creativity. Of course the high quality broadcasting cost money and could not be
financed only by advertizing revenues (around $50 min in 1999%%°). Additional
funding was achieved through loans, most of which were provided by the state
oil company Gazprom. Thus the broadcaster’s debt grew and reached $110 min
in 2000.%%°

%2 FEDOTOV (2005) and Bulletin of the Accounts Chamber of Russia, Ne 3(39)/2001
233 KUZNETSOV/ZVICK/JUROVSKY (2002), p. 88
234 ZASSOURSKY ET AL. (2002), p. 101

235 MALIKHIN (2000), calculated the following: 26.28 % (channel’s share in ads mar-
ket) * $190 min (the TV ads revenues for 1999)

236 TCHARKIN (2001)
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Channel TV-6 was founded as a joint-venture between Ted Turner's TBS and a
pool of leading businessmen, including Berezovsky and the government of
Moscow. It was broadcasting to around 380 cities in Russia and became quite
popular. Half of the offered schedule was of its own production and very crea-
tive.*” The main revenue source of the channel was advertizing. In 1999 it got
around $9 mIn.?® The biggest part of the investments which were made into the
channel and its re-equipment came from the Russian oligarchs as the Ameri-
cans were tentative.?*

Channel TV-Tsentr was created in May, 1997. Its 100 % stake belonged to the
Moscow administration under the lead of the Moscow mayor Yuri Luzkov. By
the end of 1997 the channel already covered more than 40 Russian regions and
a couple of years later it became one of the 6 national channels and covered
the whole territory of Russia except Kamchatka and Sakhalin. The channel
could be considered as the most pluralistic out of the Russian national channels
as its policy was to show polarized opinions in order to attract viewers.?*® In
1999 the channel got around $7.2 min from the advertizing.?*' The company’s
debt was estimated to around $12 min.?*?

The commercial channels CTC and Ren TV were founded in 1996 and 1997
respectively. They were mostly offering entertainment programs and were not
widely spread during the 1990s. However, CTC already in 1999 managed to
cover all its expenditures from advertising revenues ($5 min), thus becoming
profitable.?*?

The revenue vector for all the private channels was identified as (0, 0, 100).
However, it was mentioned before that some of the channels like NTV and TV-
Tsentr were offering wide political debates. Thus these channels could partly
fulfill the targets which are normally fulfilled by the voluntary broadcasters in the
society. But the open political fight which could be seen on the TV channels was
not real. It was not conducted to the interests of the society but to the interests
of the owners of the channels.?** Therefore broadcasters were fulfilling their
function as a society communication platform, only in a restricted manner, i.e. in
the cases when it was necessary for the oligarchs and authorities. The political
activity on the channels was caused by the interests of the stakeholders and

%7 McCORMACK (1999), p. 232

238 MALIKHIN (2000), calculated the following: 4.55 % (channel’s share in ads mar-
ket) * $190 min (the TV ads revenues for 1999)

239 ZV/ICK (2004), p. 94
240 McCORMACK (1999), p. 233

21 It is calculated the following: 3.76 % (channel’'s share in ads market) * $190 min (the
TV ads revenues for 1999)

242 MALIKHIN (2000)

243 ibid, calculated the following: 2.63 % (channel’s share in ads market) * $190 min
(the TV ads revenues for 1999)

243 7VICK (2004), p. 94
244 SHKONDIN/VITCHUB/FROLOVA (2008), p. 67
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thus cannot indicate that the broadcasters were fulfilling their important social
function of information and providing a communication platform. The restrictive
censorship also indicated this. The journalists had little freedom in expressing
their opinions concerning a topic, which could be important for the owners of the
mass media. An illustrative example is the case of the leading newspaper Izves-
tiya, which sold the control package of its shares to the oil company Lukoil in
1996. lzvestiya got a prohibition from the owner to reprint an article from “Le
Mond” about the acting prime-minister Tchernomirdin, who was accused of ac-
cumulating a fortune. The editor-in-chief even managed to get hold of the presi-
dent Yeltsin and asked for his support. But this didn’t help and soon he was
dismissed. The financial-industrial groups were tending to control the media
coverage of topics, which were crucial for their main business, e.g. privatization
of mass communications, appointments to the federal and regional govern-
ments etc.?*® Considering the facts above, the revenue vector of the private
broadcasters will not be corrected towards the voluntary sector and stays
(0, 0, 100).

As a result, the main Russian broadcasters are placed within the economic
model as presented in the Figure below.

Figure 15:
Russian main broadcasters in 1996-1999
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Source: own illustration, following KOPS (2007)
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In order to place the Russian broadcasting system of 1996-1999 within an eco-
nomic model, some calculations are needed. The advertising revenues of all the
TV broadcasters in 1999 dropped to $190 min because of the default of 1998
(Annex, Table 4). The state was aiming to spend rub1.528 bin (around $61 min)
on television as it was indicated in the Russian budget for 1999.2*° There were
no means coming from the public sector to the broadcasters. However, the
channels got a lot of loans from the banks especially in 1999 in order to cover
the lack of revenues because of collapse of the advertizing market. Unfortu-
nately, it is not possible to figure out how much bank loans and money from
shareholders were transferred to the channels. As it was mentioned above,
ORT got a $100 min bank loan in 1999 and RTR — $70.8 min. Additional money
for RTR came from the other non-state sources and amounted $7.3 min. Defi-
nitely other broadcasters also got loans in 1999. Only NTV accumulated a debt
of $100 min in 2000. TV-6 had also a debt although much lower - $5 min.?*’
The debt of TV-Tsentr was $12 min.

Considering the numbers above, the revenues, which Russian broadcasters got
from the market, can be calculated. They amount to a minimum amount of $368
min ($190 min from TV advertizing + $70.8 min (RTR loan) + $100 min (ORT
loan) + $7.3 min (RTR - the other revenues)). The loans of other channels, in-
cluding NTV are not considered here because of lack of data. In reality, the
revenue amount from market should be higher. The revenues which the broad-
casters got from the state in 1999 were around $61 min. Thus, the revenue vector
for the Russian broadcasting system in 1999 can look as following (0, 14, 86).24
However, considering the missing data for the loans, the vector should be cor-
rected by at least for 4 % in favor of the market (0, 10, 90).

246 Annex N 18 to the Federal Law of 22 February 1999 “About Federal Budget for year
1999”

247 BOHLEN (2001)
28 It is calculated the following: 14 % = $61 min / $429.1 min
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Figure 16:
Russian television system in 1996-1999
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Source: own illustration, following KOPS (2007)

3.4. Television in the era of cleptocracy 2000-2007

The period of 2000-2007 is defined by the presidency of Vladimir Putin and big
changes in the political, economic and social life of the country. Putin managed
to consolidate a great amount of power in his hands and mass media was an
important instrument for consolidation.

3.4.1. Socio-political conditions

Putin became president in a very difficult but at the same time advantageous
period for him. The ordinary Russians were disappointed and tired of the un-
successful reforms in 1990s, of the weak and unrepresentative president Yeltsin
and of the oligarchs’ wars. Putin’s image represented a politician with whom
many Russians could identify themselves. He embodied a liberal democrat, so-
viet patriot and first of all a person who promised law and order after the turbu-
lent 1990s.%*° The successful job of image makers as well as wide administra-
tive resources helped Putin come to power.

9 MOMMSEN/NURBERGER (2007), p. 54
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Officially Putin and his environment claimed to build “guided democracy” in
Russia. The aim of this policy was to get the possibility to conduct necessary
political, legal and economic reforms in the country. According to the theory of
Kremlin ideologists the Russian democratic and legal institutions were still weak
and couldn’t provide the democratic development of the country as well as the
conduction of necessary reforms. Therefore, a democracy guided from above
(i.,e. from Kremlin) was necessary in order to indicate the correct direction of
country’s development. When the democratic and legal institutions would be-
come stable, the Kremlin would abstain from the policy of “guided democ-
racy”.?*® This theory helped to justify the enforcement of the state role in all
fields of life.

Putin’s activity during the first presidential period up to 2004 was aimed at
strengthening his position and eliminating any possible danger, stemming from
either political or economic elites. On the political level he successfully aban-
doned any power centers on the federal and regional levels, which could com-
pete with the Kremlin. In May 2000 by presidential decree Russia was split into
seven Federal Districts headed by the Plenipotentiary Representatives ap-
pointed by the president. Their task was to be an additional layer of administra-
tion between the center and the regions. Further on, regional executive and leg-
islative heads stopped being members of the Federation Council. Instead they
merely got the right to delegate and recall representatives to the upper house of
the Russian parliament.?®' Thus Putin disesmpowered strong political actors from
the regions who could become potential competitors on the presidential or par-
liamentary elections. With the time the role of the Federation Council degraded
from a representation of regional interests to a forum of economic lobbyists. The
places in the Federation Council are being distributed through informal auctions
for high remuneration.?®? In 2004 Putin replaced the direct elections of the gov-
ernors in the regions by presidential appointments. Officially this change was
aimed at battling against the terrorism after the Beslan hostage drama.??

Changes happened also in the lower chamber of the Parliament. Under the in-
fluence of the president administration the power balance in Duma changed in
favor of the pro-Kremlin party Edinstvo. The latter merged with OVR into Edi-
naya Rossia and overhauled delegates from other parties. At the end of Putin’s
presidency the Kremlin party Edinaya Rossia had an absolute majority in Duma
(Annex, Table 5). The registration requirements for parties were strengthened
and the hurdle for parties’ entry to the elections was increased to 7 %. The di-
rect deputy mandates were abolished, thus only party members could be repre-
sentatives in Duma.?®* These measures and a biased TV policy for the Kremlin
party eliminated any liberal opposition in Duma. As a result, the times of con-

250 AMELINA (2006), p. 276 and PAPP (2005)
T MANGOTT (2004), p. 67

%52 MOMMSEN/NURBERGER (2007), p. 37-38
23 W. A. (2006a) and KIESS (2007), p. 171

254 SCHNEIDER (2006), p. 22
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frontation between Duma and the president were gone. The speaker of the 4th
Duma (2003-2007) Boris Gryzlov even claimed that “the parliament was not a
place for any discussions”.?*® The legislative power was always ready to coop-
erate with the Kremlin, thus, the necessary bills were passed quickly.?® If dur-
ing the next elections in 2011 Edinaya Rossia gets a constitution majority this
will mean that a one-party system will be introduced in Russia again. Unfortu-
nately in comparison to CPRF, Edinaya Rossia is lacking any kind of ideology
except25c7>f its “unconditional love not even to a president but exclusively to
Putin.”

Putin also made steps to gain control over the NGOs (approximately 20 min
people were involved in NGOs in Russia). In 2002 the distinction between profit
and non-profit organizations was eliminated. The income of NGOs (donation,
allocations etc.) became taxable. Thus the Kremlin got control over the money
flow. The NGO Act was passed in 2005 and introduced an NGO supervisory
authority which decided about approval and closure of NGOs without any court
decisions as well as got information about the activities and finance of NGOs.?*®

Additionally, the power of Moscow center was increased through several other
laws which transferred control over different fields from the regions to directly to
the center: Law about juridical registration (2002), Law about licenses (2001),
Law about police activity (2001), centrally organized taxation control through tax
police etc.?®® Within a short time Putin managed to eliminate any political oppo-
sition and relocate power on the centre-regional axis®®° thus creating a “vertical-
ity of power” — a pyramidal system where all political institutions in the country
are subjugated to the Kremlin.

A new political elite, which came to power with Putin’s presidency, became an
important element in the verticality of power. In the Yeltsin time the country was
practically ruled by eight oligarch clans (look at 3.3.2). Putin after being elected
a president in 2000 started changes in the governmental apparatus and presi-
dential administration. The key positions were taken by people close to the
president, which he knew from his studies (St. Petersburg University, faculty of
law) and his previous work (KGB and St. Petersburg mayor administration).
These people can be roughly split into two groups: liberal “jurists” and siloviki.?®"
The term siloviki comes from Russian sila — power — and describes the present
or former employees of the 22 enforcement agencies — military, interior, secu-
rity, guard, intelligence, prosecutor office, secret police and others (further in-
formation on siloviki can be found in the Annex).?° Before the era of Putin the

%5 | EVTCHENKO (2007)

26 MOMMSEN/NURBERGER (2007), p. 39
25T W. A. (2007b)
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military-security officers (siloviki) were weakly represented in the power consti-
tuting only 13 % of the federal authorities. In 2003 this number already became
25 %, and in 2008a minimum of 42 % (up to 70 % according to estimates).?*®

As a result of the eight years of Putin’s presidency the power was seized by a
state bureaucratic corporation (also called cleptocracy) for which the institution
of power became a mechanism for realizing its own interests and rents.?** The
number of bureaucrats doubled in comparison to the Yeltsin period and reached
approximately 3 min people.?®® Accordingly, the expenses for the authorities
exploded from $4 bin in 2000 to $93 bin in 2008.%°® The new political elite
gained control over the assets, or more precisely, financial flows, redistributed
from the oligarchs of Yeltsin times, and were therefore very much interested in
maintaining the existing status quo, i.e. their secured place in the halls of power
and the existing political regime.?®’

Media played an important role, first during the enforcement of the state, accu-
mulation of the power in the hands of a small group under the lead of Putin, and
later in maintaining the status quo. From the beginning of his presidency Putin
exactly understood the power and the danger of broadcasting. Television repre-
sented still the main source of information for 85 % of the Russians®®® and thus
suited perfectly for transmitting the necessary picture of the world. On the other
hand television in private hands could be used for “fight against the state and
disinformation”.?®® Therefore in spring 2000 after the presidential elections the
Kremlin tired to gain control over the private mass media. One common scheme
was used for several channels: first it was announced that a broadcaster had
financial difficulties paying off the debt mostly to the state-owned or state-
affiliated companies. After that the broadcaster was closed down by court deci-
sion and its assets were transferred to the creditor. As a result the state got
control over the main Russian channels: Perviy Kanal (former ORT), RTR, TV-
Tsentr, NTV and Ren-TV.?’® All important press and radio also went under the
state control.

In most cases the public calmly accepted the transformation of the media own-
ership and the enforcement of the state control. Such a reaction has several
reasons. In 1990s mass media managed to lose trust within the society, when
serving to the interest of the owners and those who were financing it. Journal-
ists got involved in the mass media wars, delivered paid kompromates and con-
ducted black and hidden PR. The professional journalism turned into some kind
of service, attending the interests of the owners and payers by any means, also
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immoral. This led to high criticism within the society. The majority of the Rus-
sians supported the idea of either nationalization or at least strict regulation of
mass media through which they believed some sort of moral order could be im-
plemented in the media.?”" The second reason for the calm acceptance of state
enforcement in the mass media was an improving economic situation of the
Russians. The improvement of living standards was caused by the permanently
growing oil prices but with help of television it was instead ascribed to the policy
of the president and the government. The Russians were tired after the eco-
nomic difficulties in 1990s and were welcoming the improvements of living stan-
dards and the opening of possibilities to earn money, which came with the high
oil prices. The state and the public closed a silent agreement: the Kremlin is
working at the improvement of living standards of ordinary people and for this
economic freedom they give up their political freedom.?”? The society gets part
of the oil money and for that tolerates the Kremlin activities of redistribution of
property rights and big businesses, nationalization of companies, freedom con-
straints, growth of bureaucracy, privileges of authorities and so on.?”® Therefore
the enforcement of state control over mass media didn’t cause big protests be-
tween the Russians.

The state-controlled media became the main source for guiding the country as
claimed by the liberal politician Ryzhkov. Television became an important part
of the “verticality of power”.?”* It manipulated people’s perception of the reality
by transmitting the “necessary” picture of the world. According to journalist
Rogov’s slightly humorous description, the Kremlin’s world picture transmitted
through television contained three main elements. Firstly, television broad-
casted about the enemies of the Russian young state: American imperialists,
Georgian spies, marginal Russian liberals, Islamic terrorists and others who
could be dangerous for the stability of Russia and its citizens. Second, TV per-
manently presented examples of the growing prosperity of the Russians and the
revival of Russia in general. Third, the broadcasters presented the picture of
Putin’s activity as a president who contributed to the prosperity of the Russians
and protected the country from the outside enemies.?”® For instance, over 92 %
of political information offered on TV had a propaganda character in favor of
Putin.?”® Due to this world picture those Russian citizens, who experienced sort
of prosperity, could trace it back to the wise management of the country. Those,
who faced financial difficulties, could ascribe them to the intrigues of the Rus-
sian enemies.?”” However, the picture of the world as presented on TV strongly
differed from the reality. For example, in spite of the era of stability and prosper-
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ity which was propagated on TV, 50 % of the middle-class Russians were dis-
agreeing with this statement and 60 % believed that situation of stability may
change any time.?’® Half of the Russians described the situation as tense, 9 %
as explosive and only 28 % believed it was calm. 47 % of the Russians per-
ceived that Russia was not on the right track.?”®

As a result of the status-quo policy, the bureaucratic corporation turned out to
be in a vacuum. Elimination of the opposition and NGO’s as well as usage of
controlled TV only for propaganda purposes and not for communication®®
brought the power to isolation and misunderstanding of the needs of the society.

3.4.2. Economic conditions

Never in its history was Russia as prosperous, and never before were the Rus-
sians living in better conditions and in more stable environment as in this pe-
riod.?®" The economy has shown a stable growth the whole eight years. GDP
calculated in dollars grew almost 5 times since 2000. Net capital flow in the
country reached $82.3 bin in 2007. The population income grew 1.9 times for
the Ia§g6 years and the share of middle class reached 20 % in the Russian so-
ciety.

There is a set of reasons for such a development. Due to devaluation of the na-
tional currency in the crisis of 1998 Russian products became cheaper than the
imported ones. This allowed Russian industry to position itself strongly on the
home market. The wages were growing year by year, thus increasing the pur-
chasing power of the population. But the most important reason which strongly
contributed to the economic flourishing is the upward world economic trend for
energy sources and commodities, i.e. high oil prices. With the economic stabili-
zation Russia became an attractive location for foreign investments. The in-
vestment activity grew drastically after the crisis of 1998 and in 2003 foreign
investments in Russia exceeded the Russian investments abroad for the first
time, so that the negative tendency of capital flight was broken. However, the
biggest part of investments into Russia is repatriated money coming back from
the Russian businessmen. For example, in the case of Cyprus these are 90 %
of all investments.?®

Putin came to power in fact without any pre-election economic program. It be-
came ready later in spring 2008 and is known as “Gref-program”. It was aiming
at the modernization of the Russian economy in different fields.?®* One of its key
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priorities was restructuring of complex and ineffective tax system. Corporation
tax was reduced to 24 % for every company. The income tax rate became 13 %
and flat for all. This stimulated transparency of personal and corporate income
and increased tax revenues in the budget.?®® Many big Russian companies
adopted IFRS and thus could be listed on the world’s stock exchanges.?® It in-
creased their competitiveness and attracted foreign investors. New legislation in
the areas of business registration, licensing, inspections, certification and others
also improved the investment climate.?®

Another milestone in the Gref-Program was the reform of natural monopolies
(e.g. Gazprom, RAO UES, Svyazinvest Group) in order to make them more
competitive and attractive for investors. However in reality the state increased
its share and thus, monopolistic control, in the strategic energy companies. The
prices on the internal energy market didn’t get liberalized.?®®

The reform of the pension system became also crucial. In 1990s pensions were
originated from the current taxes paid by the companies. As the taxes were not
regularly paid to the budget and the number of pensioners per worker was
growing due to negative demographic development, the pension system turned
out to be ineffective and caused pensioners’ misery. The reform of a transition
to an accumulative pension system (each worker is saving up his pension dur-
ing the working life) failed and the pre-reform pension system was kept.?*° The
reform of social benefits also failed. In the beginning of 1990 the state gave dif-
ferent benefits to pensioners, families etc. but could not finance them as their
annual amount was bigger than the whole country budget. The only way out
was to restrict the preferred circle to the people who really needed state support
and to make the benefits monetary. However, a bad organization of the reform
caused delays of money to the beneficiaries and as a result — mass protests.
The authorities had to cancel the reform.?*°

The economic results of Putin’s presidency are in whole deplorable. The huge
opportunities for a country modernization which appeared due to the “oil money
rain” were not used. The country has simply been “eaten” through the oil reve-
nues. Army, pension, health and education system as well as infrastructure de-
graded compared to the end of 1990s.°' Corruption increased and changed in
nature from mass- and low-scale to a high level corruption (Annex, Table 6).2%2
The corruption volume was estimated at around $350 bIn per anno, and 87 % of
all the business bribes®® were given to the representatives of the executive
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power. The main corruption groups are considered to be the representatives of
the Federal Security Services (former KGB), partly the ministry of the Interior of
Russian Federation, Committee of Inquiry of Attorney General’s Office of Rus-
sian Federation and partly the President Administration.?®* As a result Russia
dropped to the 147" place out of 180 countries in the corruption index. The mul-
tiple public anti-corruption campaigns failed as many of them were used for
fights between different political clans and elimination of the competitors.?®® In
spite of a permanent flow of new anti-corruption set of laws being passed, more
than half of the Russians did not believe in successful results of any anticorrup-
tion activities.?®® As a result 68 % Russians didn’t feel protected by the law be-
cause they couldn’t expect unbiased and honest court decisions due to high
corruption (42 %) and privileged groups staying above the law (45 %). People’s
trust to the state is also low: 59 % consider authorities and officials to be way
above the law and only 3 % believed that there was no one above the law.
Around 40 % of Russians believe that the right to own private property in Russia
was not guaranteed and only 4 % thought the opposite.?*’

The enforcement of corruption and the resulting erosion of state institutions can
be attributed to the consequences of “Dutch” disease?*® when the authorities’
efforts are not spent on the modernization of the economy but on the fight for
the natural rent. After coming to power Putin filled out the state positions with
his own people who soon overtook the power from the business oligarchs who
were close to the Kremlin in 1990s. A redistribution of the profitable energy sec-
tor was conducted in favor of the state and the new class of apparatchik oli-
garchs got control over the assets without owning them or bearing any respon-
sibility for them.?*® Through a demonstration process over YUKOS a clear mes-
sage was sent to the oligarchs of the 90s: they should stay equidistant from the
politics.*® As a result the Russian economy can be characterized by its high
concentration level and a decisive state role. For example, five banks control
45 % of all bank assets in Russia and ten largest companies out of 400 have a
share of 44 % in sales proceeds. The government became the key player in the
oil and gas industry increasing its share from 3 % (2003) to 60 % (2006). The
main Russian banks also belong to the state.*’
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The mass media and advertizing market was reflecting the tendencies in the
economy. Mass media market could be characterized by concentration and in-
formal nationalization as well as merge of business and state. Two media oli-
garchs Gusinsky and Berezovsky had to deliver their channels NTV and ORT to
state control and to emigrate from Russia. The downfall of the main media pay-
ers opened the way to other actors — new oligarchs loyal to Kremlin, and directly
or indirectly state controlled corporations.*®? ORT officially belongs to the alumi-
num and oil companies but unofficially is controlled by the president administra-
tion. The state controlled corporation Gazprom seems to have become the most
notable actor on the media market. It owns MediaMost of Gusinsky, including
the popular channel NTV and some other radio stations and print media (see
Annex, Figure 26). Ren TV which slowly changed its profile from entertainment-
oriented to political also went under state control: 52.5 % of the shares are con-
trolled by a subsidiary of the bank Rossia which appears to be very close to
Putin. As a result during Putin’s presidency all the electronic media with nation-
wide significance and politically relevant content went under direct or indirect
state control.>®

The advertizing market has shown an impressive growth of at least 30 % year
on year (Annex, Table 4). In spite of permanently increasing advertizing reve-
nues the channels were experiencing lack of money and had to use additional
financing from the stakeholders, either state or private persons. For instance in
2007 almost €2 bin were spent by the Russian state on media support.>*** The
reason is the poor measurements of the program ratings as well as the possibil-
ity for corruption. For 142 million people there are only 1200 devices in around
1600 households measuring the program ratings. Thus they are representing
the tastes only 0.001 % of population. Such an imperfect system of measuring
the viewers’ tastes doesn’t reflect the real ratings of the programs. The lack of
clear criteria for defining the popularity of the programs allows corruption and
grey schemes on the television market. The production of programs by compa-
nies, close to the leads of TV channels, can serve as an example of a grey in-
come scheme. These programs are later purchased by the channel for prices
higher than on the market. The heads of the channels as well as the monopo-
lists on the advertizing markets are not interested in the correct estimation of
the program ratings.*® Such situation is not contributing to the mass media
market development. Another negative characteristic of the Russian mass me-
dia market is the widespread black political and commercial advertizing on TV,
which amounts to around 30 % of all the channels’ revenues and is not included
in the official revenues. According to the estimations black political advertizing
amounts to around $60 min a year.3%®
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3.4.3. Legal conditions

The legislative changes of 2000-2007 were aimed at tightening the state control
over media and primarily over television broadcasting. The Law on Television
and Radio Broadcasting was still not passed although its draft caused strong
discussions in the legislative power and the society. The first step for strength-
ening the administrative grip over mass media was the approval of an “Informa-
tion Security Doctrine of the Russian Federation” by the Security Council in
September 2000. Later on, further legislation, which was restricting operations
of mass media, was accepted. Part of it was the Law on Counter-Extremism,
which came into force in July 2002. In the article 11 it prohibits dissemination of
extremist materials via mass media and their participation in extremist activities.
This law provides one more excuse to terminate the activity of a mass media
outlet. In July 2006 this law was revised and the definition of extremist activity
was broadened to “public slander directed toward individuals fulfilling the state
duties of the Russian Federation or one of its subjects”. These restrictive meas-
ures were justified by the necessity to fight with the Chechen terrorists who
conducted several attacks in the end of 1990s and the beginning of the 21%
century. In reality it helped to cut off the media access to the information about
Chechen war, the Chechen terrorists and terrorists’ attacks.*®” The Laws on
State of Emergency (2001) and on State of War (2002) also allow restriction of
the mass media access to information sources as well as censorship on the
journalist output.>®®

The danger in the above mentioned and other legislative acts is their vagueness
which can be used by the authorities for political purposes. For example official
warnings were issued to several newspapers which were violating the Law on
Counter-Extremism: to Nezavisimaya gazeta for printing an interview with the
Chechen rebel leader, and to popular web site gazeta.ru for publishing an inter-
view with the leader of a banned National Bolshevik Party.** In 2004-2005 over
80 warnings were issued to the TV broadcasters.®'"°

The licensing system still remains an unresolved problem. As before, a broad-
caster needs to acquire a communication license (the right to use a frequency
band for broadcasting) and a broadcasting license (the right to distribute media
programs over a certain territory on a certain frequency). The lack of a Federal
Law on Television and Radio Broadcasting, and instead a sub-legislative regu-
Iati03r111through decrees, reduces the level of protection available to broadcast-
ers.

The TV advertizing legislation underwent some changes as the Law on Adver-
tizing passed in 1995 became obsolete. The enforcement of the law was nec-
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%99 SOLDNER (2008), p. 169

319 KACHKAEVA ET AL. (2006), p. 21
¥ KACHKAEVA ET AL. (2006), p. 20



84 3. Russian television system in the period between 1950s and 2008

essary as advertisement became more sophisticated but also more intrusive
and irritating to the TV viewers.*'? The new law which came into effect on 1st
July 2006 became closer in line with the European standards and limited the
advertizing volume up to a maximum of 20 % per day and 15 % per hour.?"
According to this law the maximum length of any advertizing block is 4 minutes.
Some restrictions were introduced on the advertizing of beer (prohibition of ad-
vertizing from 7 a.m. to 10 p.m.), pharmaceutical products and usage of chil-
dren’s images.*"

In 2005 the Ministry of Culture and Mass Communications of Russia issued a
Concept Paper on the Development of Broadcasting for the period of 2006-
2015. This document represents a long-term strategy for the development of TV
and radio broadcasting industry and covers legal and technical areas. The Con-
cept Paper pointed out the lack of legislation in the broadcasting area and sug-
gested to fill the gap by adopting federal laws on public broadcasting, federal
licensing commission, and cable TV.*'> This document represents the first at-
tempt of the state to rationalize its broadcasting policy. However the critics of
the document claim that it is too detailed and that it was never discussed with
the broadcasters themselves.?'°

The Concept Paper was complemented by the New Concept for Development
of TV and Radio Broadcasting, issued per governmental decree on 29 Novem-
ber 2007. According to this paper the issuing of licenses remains as before in
the hands of the executive power and is the key mechanism for broadcasting
regulation. The state will offer a free of charge set of channels for all the Rus-
sians, which will contain a news channel, one or two infotainment channels,
children, culture and sport channels as well as one regional channel, different
for each Russian Federation subject. The rest of the offer present on channels
should be regulated by the market demand.*"’

3.4.4. Technical conditions

During 2000-2007 several changes happened in the TV technical facilities and
the state policy concerning them. The Concept Paper on the Development of
Broadcasting for the period of 2006-2015 also focused on the technical devel-
opment. It suggested transition to digital broadcasting by 2015, which would
cost approximately €900 min and would be financed from federal, local and pri-
vate investments. Concrete steps for transition were suggested: for example to
stop issuing licenses for analogue broadcasting in 2008, stop selling TV sets
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without digital decoders by 2010 and so on.*'® The reason for this moderniza-
tion is the physical and technological outdate of the TV and radio broadcasting
facilities as the technical infrastructure was inherited from the Soviet times and
already used in some cases up to 100 % of its work life resources. As it was
stated in 2005 at the Board meeting of the Federal Agency for Press and Mass
Communication, the further delay of modernization could endanger the distribu-
tion of state television and radio programs.®'® This again indicates the impor-
tance of broadcasting as a means for state propaganda. The main reasons for
switching to the digital terrestrial TV are political and macroeconomic but not
commercial.*?

The favorable economic situation not only allowed to the government to plan the
above described modernization of the technical facilities but also improved the
equipment of the population with TV devices as well as helped the development
of cable and satellite television. The number of households with only one TV
device decreased to 60 % and with two and more TV devices increased to 32 %
in 2004.%*" In regards to network access, only 1.2 % of the Russians don’t have
any access to the terrestrial broadcasters, 98.8 % of the population can watch
one channel, 96.2 % — two channels, 73.1 % - three channels, 62.3 % - four
channels, and 33 % - five channels accordingly.*? The cable, satellite and digi-
tal TV markets have also been growing in the last 7 years. 33 % of the Russians
were regularly watching at least one non-terrestrial channel and half of them
(15 % of the households) were already subscribers to digital TV.*?®

Almost 10 % of Russian households (4.7 min households out of 49 min TV
households) were using digital TV in the end of 2007. All the satellite TV signals
were broadcasted in digital format (2.5 min subscribers by the end of 2007).
2 min of cable TV subscribers could receive digital signal in the end of 2007.
100.000 households were getting the terrestrial digital signal as they were in the
pilot zones for DVB-T standard which is supposed to be introduced all around
Russia by 2015 according to the Concept Paper. Over 200.000 mobile TV sub-
scribers and Cosmos TV subscribers were also getting the digital signal.**
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Table 2:
Number of Digital TV subscribers in Russia

el - e G

Terrestrial TV 48,5 0.1 0,2%
Cable TV (incl.: MMDS) ~17 2 11,8%
Satellite 2,5 25 100%
Mobile 0,2 0,2 100%
TOTAL: 49 ~4.38 ~10%

Source: GROTECK Co. Ltd. (2008), p. 14

The whole market of Pay TV in Russia contained around 6 min households in
2006 (11 % of all Russian households®*) and is represented below in Figure 17.

Figure 17:
Number of household subscribers to the Pay TV in Russia in 2006

NTWV+
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Y Satellite TV:

operators,

. . 500000

including

mobile TV,

Cosmos TV

etc.; 60000

Source: own illustration, following GROTECK CO. LTD. (2008), p. 43

The turnover of the Russian Pay TV market in 2006 amounted to $388.8 min
and was spread between the main participants as following (Figure 18):

%25 According to IP (2007), p. 330 there were 52, 9 min households in Russia in 2006:
6 min/52.9 min *100 % = 11 %
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Figure 18:
Turnover of the Russian Pay TV market in 2006, in $ min

other Pay TV
operators,
including
mobile TV,
Cosmos TV
cte.; 14,40

Source: own illustration,
following GROTECK CO. LTD. (2008), p. 43 (p. 37 Russian version)

In 2007 the number of households using a cable TV system for watching Pay
TV or normal terrestrial TV channels reached 14 min households (28 % of all
TV households). 2.5 min households (5 % of all TV households) had access to
the programs of satellite TV.3%

The major hindering factor in the development of cable TV is the underdevel-
oped cable infrastructure, which is mainly situated in large cities and consists of
old systems designed for collective reception of terrestrial channels and con-
trolled by a local monopolist — a state-run communication provider. Another rea-
son is the Russian habit to a relatively qualitative free of charge terrestrial TV
with the monthly costs of €0.16 — 0.56 (0.08 % of the general average house-
hold costs) **’. Therefore the cable operators have difficulties with finding sub-
scribers and thus financing any investments in broadband networks and content
diversity. The large gap in the legislative regulation of cable TV is another limit-
ing factor.*® The main obstacle for the development of satellite TV in Russia is
its costs, and the lack of exclusive content.>*

As well as on the market of terrestrial channels consolidation can be also seen
on the market of Pay TV. The largest players on the market for Pay TV are
Nafta, AFK Systema, Svyazinvest and others.>*®
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3.4.5. Description and economic evaluation
of Russian television system in 2000-2007

There has been a sustainable increase in the broadcasting companies in Rus-
sia in 2000-2007. On 1 January 2006 there were 66931 registered media com-
panies of which 14290 were broadcasting companies.**' However, these num-
bers don’t reflect the actual number of operating broadcasting companies. An
expert estimate expects the number of broadcasters not to be exceeding 1500,
and around 1000 of them not belonging to the state according to their owner-
ship system.332 The main players on the Russian TV market stayed almost the
same: Perviy Kanal (former ORT), Rossia (former RTR), NTV, Ren TV, CTC
and new TNT. Perviy Kanal, Rossia and CTC has reached over 80 % of the
national territory and NTV, REN-TV and TNT — over 70 %.3%

Figure 19:
Yearly audience share of the main terrestrial channels
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Source: GROTECK CO. LTD. (2008), p. 59

%! EUROPAISCHE AUDIOVISUELLE INFORMATIONSSTELLE (2007), 252
332 KACHKAEVA ET AL. (2006), p. 43
333 ibid



€771 Dubina: An Economic Analysis of Russian Television System 89

Channel ORT (was renamed into Perviy Kanal — the First Channel — in 2002)
kept its ownership structure (51 % state shares and 49 % private investors
shares) but changed the owners. Boris Berezovsky, the owner of 49 % of the
channel, used his position in ORT to help Putin to come to power in 2000. How-
ever, after the election Berezovsky joined the opposition to the Kremlin. Thus,
control over the main channel in the country was at the center of a harsh politi-
cal conflict.®** Berezovsky had to leave the country and settled down in London
in exile. In 2001 his 49 % of shares were sold to the Kremlin-connected Russian
oligarch Roman Abramovich. Berezovsky got $170 million for this deal. How-
ever according to the estimates the market value of the share was $500 million.
Later the shares package was split between two companies, whose fate since is
unknown. The Kremlin got control over the channel not de jure but de facto. The
channel's board of directors consists only of state representatives.>*® The pro-
gram policy is also being strictly controlled by the state.

Perviy Kanal, although controlled by the state didn’t get any money from it ex-
cept for some subsidies for broadcasting the signal in regions with less than
200 000 population. In 2006 its TV advertizing revenues amounted to $580 min
(18 % of the TV ads market).>*® The whole operating revenues of the channel
were around $620 miIn.**" Unfortunately it is not known where the difference is
coming from, but could be resulting from selling the broadcasting rights. The
channel didn’t get any money from the state directly, only subsidies for broad-
casting the signal in the urban and rural areas.>®® At least 94 % of all the reve-
nues of Perviy Kanal in 2006 came from advertizing. However, a correction
should be done considering the strong state control over the channel’s program
grid. (State control over broadcasters will be described later in this part.) It is
difficult to measure it, but it will be assumed that state controls the channel at
least up to 50 % as it became one of the main distributors of Kremlin propa-
ganda. Thus, the revenue vector for the Perviy Kanal looks (0, 50, 50).

Channel Rossia (former RTR) is the only one controlled by the state not only de
facto but also de jure. It belongs to the state media holding VGTRK, which
strengthened its position on the media market and currently includes the na-
tional channels Kultura and Sport, several national radio broadcasters, informa-
tion portals in the internet and 89 regional state owned TV stations. (Annex,
Figure 25) The programming grid of Rossia is less “aggressive” and “yellow”
than the other channels. 40 % of the grid is taken by films, mostly made in Rus-
sia. The channel also offers the news program Vesti, game shows, documenta-
ries and sports.®* Channel Rossia is together with Perviy Kanal one of the main
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players on the advertizing market. Combined they got around 50 % of all the TV
advertizing revenues in 2006. The advertizing revenues of channel Rossia
amounted to $468 min in 2006. The additional source of revenue was sale of
broadcasting rights — $71.6 min. Thus total revenues in 2006 were $539.6 min.
The only officially state-owned channel Rossia is getting no money from the
state budget. It is completely financed by ads revenues. However, the media
holding VGTRK gets budget help. In 2006 it was $320.8 min although none of
this money was used for channel Rossia.**® So formally Rossia is a market fi-
nanced channel with the revenue vector (0, 0, 100). Due to the strong state con-
trol over the information policy of the channel corrections should be made.
Again it is difficult to find a quantitative data for correction and therefore it will be
assumed that the revenue vector looks as (0, 50, 50), considering that the state
control over the channel’s policy is very strong.

NTV is another popular broadcaster which went under indirect control of the
Kremlin. Its former owner Gusinsky didn’t support the Kremlin candidate on the
presidential elections of 2000. Soon after the elections, the holding MediaMost
started experiencing problems with its main creditor Gazprom. The authorities
argued that the attack on the holding had merely economical reasons, Gusinsky
argued the contrary. In June 2000 he was arrested and after spending three
days in jail left the country. His holding MediaMost including NTV went under
the control of Gazprom-Media, i.e. the state. In 2001 the most professional jour-
nalists from NTV left to channel TV-6, which however had to stop broadcasting
already after a year, following a range of law suits and the decision of the Minis-
ter of Press. With financial help of some businessmen the NTV journalist team
created a new channel TVS, which was declared bankrupt and closed within a
year.**" NTV once famous as an informative-political channel is currently mov-
ing towards tabloid journalism, broadcasting wide range of gossip and crime
programs. All the political and analytical programs which were critical to the au-
thorities were closed.>*?

In 2006, the holding Gazprom-Media got $883.2 min revenues before taxes
(taxes maximum 18 %). The main contributor was of course the channel NTV,
which earned 40 % of this amount — $353.28 miIn before taxes. This money cor-
responds to the advertizing revenues, i.e. the channel didn’t get any other
sources of revenues.**® Again the revenue vector needs correction due to
strong state control over the channel and will look the following (0, 50, 50).

Another channel of Gazprom-Media holding is TNT (Annex, Figure 26). It
started broadcasting in 1998 with initial costs of the project amounting to $100
min. The channel focuses on “infotainment” and produces many of its own pro-
grams such as talk shows, reality shows etc. TNT targeted the young and active
viewer segment and managed to increase its audience share up to 9 % (Figure
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19).3* TNT is earning money through advertizing and in 20086 its revenues were
more than $177 min (more than 20 % of all Gazprom-Media revenues).*** As
the channel is oriented only on entertainment and financed through ads its
revenue vector is (0, 0, 100).

Another popular channel CTC is keeping 11 % of the audience share and is the
fastest-growing national TV network in Russia. It concentrates only on enter-
tainment having no news programs and it is broadcasting popular movies,
shows, series and cartoons made in Russia and abroad.**® The channel be-
longs to Modern Times Group (40 %), "Alfa-Group™*’ (26 %), Foundation Bar-
ing Vostok Capital Partners (9 %) and 25 % of shares are offered for sale at
NASDAQ. In 2006 the total operating revenues of the CTC Media amounted to
$370.8 min: $357 min (96 % of the revenues) were earned through advertizing,
$11 min — through sublicensing and $2 min came from other sources.**® The
revenue vector should look as (0, 0, 100).

Ren TV which was established in 1997 became a popular channel with 6 % of
audience share. Its main audience is young and middle age working people
from the urban area. Ren TV is of the odd one out of the Russian media scene,
in the same way that NTV has been the odd one out in the year 2000. Its ana-
lytical and informative programs are less biased towards the authorities than
those of the rest of the channels. The news moderators on Ren TV were raising
some of the prohibited topics, e.g. case of YUKOS.?**® However the channel is
slowly getting under the state control. Prior to 2005 the channel was owned by
RAO UES of Russia (70 %) and by its founders Irene and Dmitry Lesnevsky
(30 %). It should be mentioned that the energy company RAO UES didn’t inter-
vene in the program policy of the channel. In 2005 the channel got new owners:
the German Media holding RTL Group (30 %), Severstal (steel company) and
Surgutneftegaz (energy company) (35 % each accordingly). From December
14, 2006 the limited company IK Abros became the main stakeholder of the
channel (51 %). The company is a subsidiary of the Rossia Bank, whose co-
owner Kowaltchuk is a close friend of Putin. The political analyst Dmitry Oresh-
kin commented on the situation that the channel would become controlled and
managed gradually, just as it happened with NTV.** The advertizing revenues
of the channel were $170 min in 2005 and the turnover — $70 min. In 2006 the
turnover is expected to reach $100 min.**" Ren TV didn’t get any financial aid
from the state therefore its whole revenues are coming from the market
(0, 0, 100), corrected considering the program output to (0, 20, 80). Correction
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in favor of the state sector is lower compared to other main channels, as Ren
TV is less state-biased and tries to present a bit more pluralistic opinions.

The above mentioned channels can be represented in the economic model as
following:

Figure 20:
Main Russian channels in 2000-2007
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Source: own illustation, following KOPS (2007)

The Russian broadcasting system in 2000-2007 grew and contained an impres-
sive number of broadcasters. The total revenues from TV advertisement which
the Russian broadcasters got in 2006 were $3.1 bin, which includes $2.5 bin
revenues of federal and regional terrestrial channels.**? The revenues, coming
from the growing Pay-TV market should also be considered: $467.28 min in
2006.%* The state expenses on the broadcasting in 2006 amounted to ca. $500
min (rub12.7 bin), of which $320.8 min were spent on support of VGTRK.>**
There is no information about broadcasting revenues coming from voluntary
sector.®®
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The revenues however will be corrected considering the broadcasting and
country’s peculiarities. Although the Kremlin owns directly only VGTRK and its
channels, it controls all the federal channels in the country. Igor Yakovenko, the
chairmen of RUJ claimed that the Russian mass media turned into Russian
propaganda media and this was already a fact. According to the analysis 92 %
of all the political information on TV turned out to be propaganda in favor of
Vladimir Putin.>*® Although censorship is prohibited by law, the indirect censor-
ship is widely spread in Russian mass media. The vice-head of the president
administration Vladislav Surkov had weekly meetings with the leaders of the
main federal channels in Kremlin. Additionally Putin established the tradition to
invite selected TV journalists and managers for meetings. These meetings hap-
pen behind closed doors without any information about them. The panel of par-
ticipants is defined by the Kremlin.**" There are no banned topics but there are
some which are taboo, for example political changes (liquidation of the gover-
nors' elections etc.), Chechnya war, YUKOS case, political opposition.>*® The
state uses different forms to gain control over the private broadcasters: selec-
tive use of bureaucratic regulations, passing of vague laws, politically motivated
criminal investigations and a system of economic privilege, which includes state
subsidies and non-budgetary help and is for many mass media outlets a ques-
tion of survival. There is also information privilege, like participation in the Krem-
lin journalist pool, in different governmental conferences, possibility to take in-
terviews from the state authorities etc.>*® Journalists who are raising taboo top-
ics become outcasts of their professional environment.**® Such situation creates
self-censorship in the media. The journalists don’t raise particular topics as they
are afraid to lose their job, be put into prison through fabricated evidence or as-
sassinated. Russia has been the third deadliest country in the world for journal-
ists for the past 15 years, behind only the conflict-ridden countries of Iraq and
Algeria.*®’

Such a policy towards mass media influences the program grid. The entertain-
ment formats became not only profitable but also politically “safe” for mass me-
dia. Thus the modern Russian TV is characterized by entertainization.**? Of
course, the main reason for entertainization is the commercialization of the
Russian TV. The channels have to finance themselves, which causes a preva-
lence of commercial motives in the program grid as they can attract advertizing
money. Therefore during prime-time the channel management tries to substitute
the low-rating programs (mostly children and cultural programs) with the high-
rating ones. For example, in 2005 the main channels infringed the law about the
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necessary 7-10 % share of kids programs per day. The kids programs
amounted to 3 % on Perviy Kanal, to 0.4 % on NTV, to 4 % on TV-Tsentr and to
4.5 % on Kultura.*®

According to the above description no adjustment will be taken in favor of the
voluntary sector. Due to the strong state control over the mass media, a correc-
tion is necessary in favor of the state. It is difficult to quantitatively measure the
state influence therefore it will be assumed that half of the revenues are stem-
ming from the state side and another half — from the market side. The results
are represented in the table below. The table is not split in the groups of volun-
tary, state and commercial broadcasters as the first doesn’t exist and the reve-
nue sources of the latter two are pretty much the same. Additionally it is very
difficult to identify whether a broadcaster is state or privately owned. The own-
ership system doesn’t mean control, e.g. the private channel NTV is controlled
by the state. At the same time the state channel Rossia doesn’t get any money
from the budget and is completely financed by the ads revenues. However, it
conducts state propaganda.

Table 3:
Corrected revenue sources of the Russian broadcasting system in 2006 (in $ min.)
Broadcasters| Budget| Volun- | Correc- | State Cor- Market |Correctec
tary | ted vol- | reve- | rected reve- | market
reve- | untary | nues | state nues reve-
nues |revenues revenues nues
Federal and | 3,000 0 0 500 | 2,033.64 | 2,500 | 966.36
regional ter-
restrial
channels
Pay TV, ca- [1,067.28 0 0 0 0 1,067.2|1,067.28
ble channels 8
Total 4,067.28 0 0 500 | 2,033.64 |3,567.2|2,033.64
8

Source: own illustration, following KOPS (2007), p. 42 and KHABYK (2004), p. 47

Based on the table above, the Russian television broadcasting system in 2006
can be presented in the triangle with a revenue vector of (0, 50, 50).

%3 ZURAVLEVA/NAZAROVA (2005)



&1 Dubina: An Economic Analysis of Russian Television System 95

Figure 21:
Russian television system in 2000-2007
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Source: own illustration, following KOPS (2007)

3.5. Television after the presidential elections of March 2008:
current issues, and trends for future development
of Russian broadcasting system

“What is representative of the Russian TV today? It is a fancy mixture consisting
of blood-stained bodies, continuous shooting, humor, which is at the intelligence
level of sick labrador, inexhaustible laugh, which is interrupted by high-pitched
cries of people who are subject to tortures by sadists, and vulgar and nauseated
interviews given by the so called stars.“ Vladimir Pozner®*

In 2008 modern Russian television continued its development according to the
tendency of the previous years: enforcing state control over mass media, enter-
tainization and concentration. The development of TV system in Russia is
strongly linked to the country’s own development. The year of 2008 was full of
events which exposed the country. In March the new president Dmitriy Medve-
dev was elected and television played an important role in the pre-election
campaign. As usually the Kremlin candidate got the maximum of the election-
related airtime: 32 % on Perviy Kanal, 26 % on Rossia, 35 % on TV-Tsentr,
43 % on NTV and 21 % on Ren TV. The other three official candidates got be-

%4 POZNER (2005)
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tween 0.1 % and 6.8 % of the airtime.>®* Medvedev was appointed by Putin as a
potential successor to the presidency and thus the elections became just a for-
mality. Any potential opposition was prevented from election participation. The
Kremlin candidate got support from all levels of authorities and due to Putin’s
high ratings and a professional TV campaign he also got support from the popu-
lation.®*® In 2007 the state budget for mass media increased to 64 % and
amounted to around $800 min (rub 20bln). Officially the money was given to the
main channels, including private ones, for supporting TV signal coverage in low-
populated areas. However, the chairman of RUJ claimed that the money would
be used for the TV pre-election campaign of the Kremlin.**’ The State Duma
deputy llluchin complained that in this way the tax payers would carry the costs
for the pre-election campaign of the Kremlin but only the pro-Kremlin parties
and candidates would be able to use the mass media resources.*®®

After being elected the new president in spite of the announced adherence to
freedom of speech and political freedom of the citizens changed the Constitu-
tion for the first time, by prolonging the presidential term up to 6 years and the
State Duma deputy term up to 5 years.*®® Mass media also experienced
stronger control from the state. The parliament started working on the changes
to the existing Law on Mass Media. If they are passed they might complicate
the work of journalists due to restrictions on getting the information. Additionally,
a mass media outlet can be closed if it is suspected of conducting propaganda
of terrorist or any other extremist activity. The draft of the law contains other
similar vague formulations which will allow the executive power to influence
mass media even more if it is passed.>”

In the meantime the executive power implements other mechanisms to control
mass media. Prosecutor General’s Office is increasingly being used for supervi-
sion over mass media instead of supervision to adherence to the laws. This role
became especially demonstrable during the financial crisis of autumn 2008. Al-
though in the beginning the Russian crisis was part of the world crisis, the later
deep downfall of the economy and the stock market was caused by internal in-
stitutional problems in the country. Russian stock market lost 52 % of its value
in comparison to the global average losses of 12.4 %.%"' The economic activity
decreased for the first time since 1998.%"2 Within October and November 2008
one fourth of population faced dismissals and delay in receiving wages.*”® In
spite of the indicators for the economic crisis in the country the government

35 COALSON (2008)
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%8 RODIN/VARSHAVTCHIK (2006)
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30 ROSTOVA (2008a)
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maintained the claim that the Russian economy represents a quiet harbor and
all the negative effects in the economy are caused by the world crisis. For
strengthening this belief within the population who has already faced the real
consequences of the economic decrease and slow devaluation of the currency,
the government declared war to the “information provocateurs”. The main tele-
vision channels covered the topics concerning financial crises very carefully and
selectively. Some of the mass media outlets which conducted discussions about
the crisis got warnings from the Prosecutor General’'s Office. The authorities
have chosen to put the blame on the journalists and the USA instead of accept-
ing that the Russian crisis has partly an institution character and reflects the
Russian economic and political problems.?™

The worsening economic situation of the country and some unpopular govern-
mental decisions (e.g. rise of import duties on the used foreign cars) in the end
of 2008 caused mass protests and strikes in some areas of Russia. For the first
time in 8 years harsh political demands were expressed during the protests:
step down of Putin, cease of media censorship, cancellation of the changes to
constitution. According to a survey of 15tn December 2008 60 % of adults in
Russia feel uncertain about the future, 88 % consider the condition of the econ-
omy to be from “fair” to “very bad”.*”® Instead of establishing communication
with the society for getting feedback and finding solutions in the crisis time the
government has chosen a policy of repressions. Mass protests are being pro-
hibited and dispersed by the police. The journalists who are covering these
events and protestors are being arrested and beaten up.®"®

The Russian television being completely under state control reacts on the
events by increasing entertainment programs and eliminating informative-
analytical programs from the grid. According to Pozner,*”’ there are no real in-
formative-analytical programs on the present Russian TV, which conduct deep
analysis of political and economic events. Such analysis would raise all those
problems on the surface which the authorities prefer to conceal. A certain de-
gree of self-censorship among the journalists prevents them from expressing
their opinions freely. Additionally the programs covering unpleasant topics can
be corrected or even completely taken off from broadcasting®’®. It means no
possibility for any message of journalists to reach the audience. These circum-
stances exclude any deep analysis of the political, economic and social situa-
tion in the country.

74 ILLARIONOV (2008a), SAMIGULLINA/ARTEMYEYV (2008) and W. A. (2008b)
375 RYZHKOV (2008)

376 RUSSIAN UNION OF JOURNALISTS (2008)

37 POZNER (2008)

8 The latest example can be named ban of report of weekly program on NTV
.Profession Reporter®. Journalist Andrey Loshak made a report about destruction of
historical buildings in the center of Moscow and St. Petersburg. However, it was
banned for broadcasting with the official explanation that legal consultations were
necessary before broadcasting.
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It is very difficult to predict the future development of the Russian TV system.
According to Pozner it will be very much dependent on the political course of
the country. If the government continues its course towards isolation and au-
thoritarianism, the television will continue being strongly controlled by the Krem-
lin administration.*”® As opposed to European broadcasting, Russian broadcast-
ing is still strongly linked to the political system of the country. It is not perceived
as an independent fourth power either by the authorities or by the society. The
Russian society underestimates the role of the independent mass media in the
positive development of the whole country.®*® The authorities are interested in
keeping the status-quo: mass media is under state control and used as means
of propaganda and control over society. In this case it is hardly possible to
imagine that authorities by their own initiative will allow any changes towards
pluralism and enforcement of a more active mass media role in the country’s
life. A more realistic variant is a demand from the society for more unbiased
information and thus independent mass media. Hardly would this demand ap-
pear in the 8 rich years when the oil revenues were extremely high and allowed
some quality of life for all the strata of the population. The world crisis and low
oil prices in 2008 disrupted the fragile balance in the society and the silent
agreement between society and power was broken as a consequence. (see
3.4.1.) If the economic situation in the country and the living standard of people
keep worsening in 2009, the civil position of the society can become more de-
fined. Then there will be demand for unbiased information and thus independent
mass media. The possibility that the Russian state will encourage the develop-
ment of independent mass media and civil society institutions is very low, but it
still exists. This can happen if the government realizes the ineffectiveness of the
authoritarian model compared to the modern global economy.

To sum it up, with the world crisis of 2008 the Russian television system got a
chance to gain a more balanced and unbiased character thus moving closer
towards an optimal point. Whether this change will happen or not is strongly
dependent on the political and economic situation in the country.

379 POZNER (2008)
30 GUTIONOV (2005)



4. Current challenges and possible solutions

4.1. Consolidation of existing results and identification
of the current challenges of the Russian broadcasting system

In chapter 3 the Russian broadcasting system was viewed and evaluated with
the help of the revenue-based economic model. The Russian broadcasting sys-
tem underwent big changes which were reflected in its positioning within the
economic model. The summarized development of Russian broadcasting sys-
tem is represented in Figure 22. It covers the period from the end of the Soviet
time until 2008.

Figure 22:
Development of Russian TV broadcasting system 1991-2007
PSB
o 1991 - 1995 1996 1999
GOV T e—— @ COM
2000 - 2007

Source: own illustration, following KOPS (2007)

It can be seen from the results that currently Russia has a mixed broadcasting
system, which is dominated both by the state and by the market (see Figure 3).
Because of peculiarities (ownership, indirect state control, revenue sources etc.)
which were thoroughly described in chapter 3, it is difficult to define which actor
dominates the system more: the state or the market. However, the system, its
advantages and disadvantages can be classified.

Obviously the voluntary sector as a provider of broadcasting programs is miss-
ing on the Russian television field. But an existing mixed market-state broad-
casting system should be able to provide the society at least with qualitative and
demanded entertainment content as well as with necessary educational, chil-
dren and other social programs. However, this is not the case. Russian televi-
sion is far away from fulfilling its social tasks also concerning education and en-
tertainment. As it was mentioned in part 3.4.5 the kids’ programs are being ne-
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glected in favor of high-rating programs. Television also doesn’t represent any
optimal entertainment for society. The mayor of Moscow Luzkov characterized
Russian television as being full of “blood, violence, sex and cheating”.*®' Indeed
in 2003 41 % of all broadcasted films on TV contained scenes with violence.
Russian news programs show double as much violence as in Great Britain and
Germany.*® So, neither the market nor the state manages to provide the prod-
uct which they were supposed to be good at. This occurs because the Russian
state, market and voluntary sector differ in their character from the poles of the
model.

In the political economy, the market represents a system which provides indi-
viduals with incentives to produce goods and services for other people and ra-
tions scarce resources among all those who want them. The market system is
important as it increases efficiency and brings both social and private benefits,
however only when it functions intact.*® The economic actors are assumed to
act rationally maximizing their satisfaction. If their spheres of interests intersect,
potential conflicts may arise. These conflicts can be alleviated by property
rights®* (define the limits of social behavior) and, as an addition to them, by
state regulation.®®® The market by itself without any institution looks like a wild
jungle, full of violence. The institutions, e.g. antimonopoly service, quality stan-
dards, etc. put the frames and make the market more “civilized”. Institutions
which are not rooted in the society become bureaucratic, and sources of op-
pression.®® The Russian market suffers from lack of guarantee for property
rights (in chapter 3 cases of media business misappropriation are described)
and of state regulation (e.g. in advertizing field). The media regulation institu-
tions can also be used for oppression of media outlets. As a result the Russian
media market differs from its counterparts in democratic countries and partly
fails to deliver products with entertainment content. Russian state also doesn’t
fully provide the media market with media goods of social and educational con-
tent. As opposed to a democratic state the Russian state is not controlled by the
society. There are no mechanisms to influence the state actions. Therefore the
state actors behave in a way that maximizes their own benefits and not the
ones of the society. The Russian civil society is very weak or doesn’t exist at all.
This is a result of the state’s policy to dismantle civil society institutions but also
due to historical and transformation peculiarities of Russia. The Russian society
has always been characterized as rather passive and long suffering but with a

31 W. A. (2005c¢)

%82 PETZOLD (2008), p. 44, 109

33 McKENZIE/TULLOCK (1978), p. 131-132, 144

4 Here definition of property rights is understood for private and not for public goods.
%8 McKENZIE/TULLOCK (1978), p. 77, 80
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revolutionary potential. The absence of social movements®®’ and the passivity

can be explained by a disillusion within the society. The switch from the Soviet
regime to a free country in 1990 happened unanimously as the Russians
wished to implement freedom and democracy and hoped for a better life. In-
stead, real democratic institutions were substituted by facades, politicians gave
fraudulent promises and pursued only their own targets, the country suffered
from poverty, huge criminality and corruption. This caused society’s disap-
pointment in the pseudo-democratic institutions (the real ones were never es-
tablished in Russia) and an indifference towards political activity as people be-
lieved that they hardly could influence something with their votes.*®® Therefore
the state enforcement during the Putin era didn’t meet any mass protests.

The above description of the three poles of the model: market, state and volun-
tary sector shows that they differ a lot from the ones found in a democratic soci-
ety. This shows that even if Russian broadcasting system reaches the ideal
area NRP in Figure 3, it will not automatically mean that the system is balanced
and fulfills its role in the society. In the following chapter several scenarios will
be viewed on how the Russian TV can improve towards more balanced and
socially functional.

4.2. Possible solutions and evaluation of the potential
of their successful implementation

4.2 1. Introduction of public service broadcasting

The problem of lopsidedness of Russian TV system can be solved by the intro-
duction of a public service broadcaster. The latter would take the function of a
communication platform between the society and the authorities, raise acute
topics and represent the interests of diverse society groups, including minori-
ties. Russia as a member of the Council of Europe also experiences persever-
ance from that direction. According to its opinion the PSB is a vital element of
democracy in Europe and it is recommended to implement this concept.®®® The
scenario of implementation of a PSB is shown in the Figure below.

7 Social movement — loosely organized but sustained campaign of a social goal,
typically the implementation or the prevention of a change in the society’s structure
or value. The social movements result from the more or less spontaneous coming
together of people whose relationships are not defined by rules and procedures but
who merely share a common outlook on society (from Encyclopedia Britannica).

38 CASTELLS/KISELEVA (2000) and SKILLEN (2004), p. 125
%9 PARLIAMENTARY ASSEMBLY (2004)
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Figure 23:
Development of Russian TV broadcasting system
if PSB concept will be implemented

PSB

Gov & O = oM
2007

Source: own illustration, following KOPS (2007)

However, PSB needs financing in order to provide high quality programs and
get spread around the country. One of the sources of finance could be the state
budget. It is a common practice in Russia to support the main influential broad-
caster from the state money. However, this is done for the authorities’ and not
society benefits. Russian authorities need a strong political will in order to avoid
the same thing happening with the PSB, otherwise it will turn into another state-
controlled channel financed from the tax-payers money. PSB could also be fi-
nanced from the donations of the big business. However, even the oligarchs
need some strong restrains in order to keep distance and not intervene in the
policy of a channel, as it was widely spread in the 90s. Additionally the Russian
government will not welcome the activity of the business elite in mass media as
it considers media being an influential and strategic resource. Sponsorship may
be seen as an attempt to create an oppositional resource and take over the
power in the future. Most probably this will not be tolerated by the authorities.
An illustrative example is a public organization “Otkritaya Rossia” which was
created and financed by Mikhail Khodorkovsky and other businessmen. The
organization supported a project aimed at development of civil society in Russia
and in 2006 was closed down after the big pressure from the authorities.>*°

30 Informtion from the official site of Mikhail Khodorkovsky, in: www.khodorkovsky.ru/
openrussia/1815.html (07.01.2009)
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The other possibility to finance PSB would be license fees paid by the popula-
tion. Here are several problems as well. The state should allow this way of fi-
nancing and accept the independence of the program output of the PSB. But
also the society should have a need for public broadcasting. The Russians are
accustomed to the available for everyone pretty qualitative television (the
monthly money spent on analog TV is up to €0.56 per household).**' Consider-
ing the moderate personal income of the Russians (only 26 % of the Russians
in 2007 had income higher than €400 per month)**? even a low license fee of
e.g. €10 will be a significant expense for most of the population. According to
the information from conducted interviews people are not acquainted with the
concept of PSB and don't trust it, believing that license fees will be collected but
no real service will be provided. Nor does the majority understand the contribu-
tion of PSB to the country’s development. According to a public survey of 2005
only 36 % supported creation of PSB and only 24 % were ready to finance the
channel from their own means. 17 % were ready to pay a license fee of maxi-
mum rub500 (around €15) for PSB.>%

Considering the description above there is only a low possibility for the creation
of a PSB. The main reason is that “the state doesn’t allow and the society
doesn’t want”. However as it was mentioned in part 3.5 with the decreasing
standards of living and increasing state control over the society’s life the situa-
tion can change. The Russians unsatisfied with the growing corruption, criminal-
ity and rent-seeking of the authorities have already started creating self-
organizations and clubs e.g. for help against the police arbitrary rules. These
are the first steps for the formulation of a civil society. Additionally, when the
Russian TV turned into the means of state propaganda and profitable source of
advertizing revenues, the quality and diversity of program output strongly de-
creased. According to information of the conducted interviews more and more
people are getting ready to pay for a qualitative channel, covering culture, social
and political problems.

4.2.2. Adjustment of market sector and the state sector

Another possibility for balancing the Russian broadcasting system can be ad-
justment of the programs provided by market, i.e. the market partly takes over
the tasks of PSB. Some part of the multiple private channels could be turned
into public broadcasters. The PSB could be financed from one or several of the
three sources described in part 4.2.1. Other financial schemes are also possi-
ble: e.g. financing of a public broadcaster through allocation of advertizing reve-
nues of some channels (like it is the case with channel Rossia and Kultura, de-
scribed in part 3.4.5).

Again the will of the state and society is missing for implementation of this idea.
Noticeably, Russia could have implemented PSB and have switched to a bal-

¥ GROTECK CO. LTD. (2008), p. 31 (Russian version)
%2 GROTECK CO. LTD. (2008), p. 27
393 VTSIOM (2005)



104 4. Current challenges and possible solutions

anced broadcasting system in the end of 1990s but missed the chance. At that
time most channels were not under control of the state. If the initiative came
from the society the creation of a public broadcaster could happen. The state
could also become a driver for reducing the private channels and implementation
of PSB.*** A possible development of the situation is represented in Figure 24.

Figure 24:
Possible development of Russian TV broadcasting system in 1999

PSB

Gov & ; = coMm
1999

Source: own illustration, following KOPS (2007)

Currently there is hardly a possibility for the market to become a driver force in
balancing the Russian TV system. There is a very low pressure and demand
from the society, and the advertizing revenues and political risks of implement-
ing the PSB are too high.

Theoretically the state sector could also become the driver for implementing the
PSB. The existing state channels could take on responsibilities of creating
communication platforms between the society and the authorities as well as
provision of social, cultural and educational programs. However, considering the
role of mass media in the state policy it is rather an impossible scenario right
now. Even if this idea is going to be implemented, for example as it is foreseen
in the Concept Paper on the Development of Broadcasting for the period of

394 KOLESNIK (2004), p. 420
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2006-2015 issued in 2005 (see part 3.4.3.), there is no guarantee that a state
channel with PSB functions will not become just another facade.

4.2.3. Other possibilities for creating balance
within a Russian broadcasting system

Another possibility to balance the Russian broadcasting system is usage of
other means than terrestrial broadcasting, e.g. Pay TV and internet TV. So it is
again the market which should take on the responsibilities of PSB. The prob-
lematic of it was discussed above. Additionally, non-terrestrial broadcasting is
still lagging technologically compared to the terrestrial one. For instance, al-
though the internet market was strongly growing the latest years (Annex, Figure
29) and reached 40 million people in 2008%° most of the population still stays
uncovered by the world net. But even many of those who have access don’t use
internet often and for getting information. In 2006 out of 25 % using the internet
only 5 % used it daily, another 8 % did so a few times a week, 6 % a few times
a month and 4 % only occasionally. As before 85 % of the Russians got the in-
formation from the main channels and only 13 % - from the internet.>*

Unfortunately the penetration level of Pay-TV and internet-TV is not enough to
compete with the main terrestrial broadcasters. The main reasons are technical
limitations, high fees for most of the population and new technology, unfamiliar
to many Russians, especially those from the older generation. This is in spite of
the state’s attempts to control this media (especially the internet) and to de-
velop a regulation for it. 3%’

3% LEBEDEYV (2008)
3% YAKOVLEVA (2006)
37 MICKIEWICZ (2008), p. 4






5. Conclusion

In this work, the Russian television system was viewed and evaluated. This was
done with the help of the theoretical framework which was developed in chapter
2. First the role of the broadcasting in the society and its main functions were
identified. They are not only “educate, entertain and inform” but also to provide
the communication platform between the society and authorities. Afterwards,
the alternatives of provision of broadcasting were described. Due to the peculi-
arity of broadcasting as at least partly a public good, market alone is not the
ideal provider. Neither is the state an ideal provider, due to the influential poten-
tial of broadcasting. The necessity of a third player — voluntary sector — was
shown. As the interdependency between the revenues of a broadcaster and its
program output were identified, the revenue-based economic model was taken
for evaluation of the Russian broadcasting. Consecutively the necessity of re-
sults’ adjustments was described as the revenue structure didn’t determine the
program output in a direct way.

Chapter 3 was devoted to the examination and evaluation of the Russian
broadcasting system within four periods. The observation of the system was
done with the help of conditions: socio-political, economic, technical and legal.
Their immense influence on the broadcasting system can be seen in the differ-
ent evaluation results for the considered periods. For all the periods it can be
holding true that the state and its affiliate groups are defining the vector of
broadcasting development. This has a negative effect on the broadcasting de-
velopment and prevents the appearance of a balanced broadcasting system,
which would contribute to the social welfare. The Russian society with its weak
and passive civil position also doesn’t demand a more balanced broadcasting
system. Many don’t realize the power of the television as well as its constructive
potential for solving the social and political problems.

Advertizing and mass media markets first emerged after the Soviet Union
breakdown and have shown an impressive growth. But the state arbitrary and
bad provision of property rights prevents the normal functioning and develop-
ment of the market. The private broadcasters can grow and bring profit only if
they accept the conditions of the state and adjust themselves.

Legal regulation in the mass media field was also developed in the years after
the Soviet Union. The lack of legislation can be still seen up to now. The politi-
cal actors are not interested in its development as it allows them to keep the
status quo and to control mass media. On the contrary the laws, which could
enforce state influence over mass media are being elaborated. The legislative
power together with the market defines the broadcasting development only lim-
ited, to the extent that the state allows them.

Technical progress has defined the broadcasting development already in the
Soviet times but was boosted only so far it was necessary for authorities. The
same holds true for present Russia. However, with the growing personal income
in 2000-2008 the demand for qualitative television and new technical functional-
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ities (e.g. mobile TV) is also growing. This boosts the mass media and advertiz-
ing markets.

The Russian broadcasting market, when evaluated with the help of the revenue-
based economic model went through a big development path: from state-owned
and state-financed, to a mixed state- and privately owned model with mostly
market financing and direct and indirect control of the state. The state TV chan-
nels are mostly financed with the market revenues but are still used as a means
of propaganda. The same happens to the private broadcasters which are fi-
nanced only with the market revenues. Therefore the evaluation results of Rus-
sian broadcasting system had to be adjusted.

Some trends for the future development of Russian broadcasting were identi-
fied. As the state defines the development of broadcasting to a big extent, most
probably no changes will happen as the state is interested in keeping the pre-
sent status quo. Demand for changes in the broadcasting system coming from
the society was not possible in the recent time. However, with the financial and
economic crisis of 2008 and the increasing state enforcement in many spheres,
the Russians started slowly realizing the necessity of presenting independent
opinions. It is still not clear how the situation will develop but the period of crisis
can give a chance for changes within the political and economic system as well
as mass media.

In chapter 4 the results of the research in chapter 3 were summarized and their
peculiarities were explained. The Russian broadcasting system was identified
as overbalanced towards state and market. On the contrary the voluntary sector
is not participating in the broadcasting system of Russia at all. Three possible
solutions were presented in order to correct the situation. However, they look
realistic only if the state will approve or at least not forbid them. So, the further
development of Russian broadcasting system depends on the political and eco-
nomic development of the country.



ANNEX
The brief history of Siloviki

The term Siloviki (from Russian sila — power) describes those who are or have
been employed in enforcement agencies of different kinds — military, interior,
security, guard, intelligence, prosecutor office, secret police (in total 22 agen-
cies).’® The emergence of the current nature of silovilki dates back to the
1990s. At that time the emerging group of businessmen (or young oligarchs)
needed various support for their activities: personal guard, threatening of the
competitors, protection from the flourishing organized criminality and Russian
mafia. The oligarchs created their main capital without any coercion but through
controlling the state financial flows and reallocation of the state property. In the
1990s the siloviki successfully managed to use their state contacts and their
personal influence in order to protect the oligarchs and their interests. The si-
loviki, working for business, stayed within the state structures but got financial
remuneration and career development for their services from businessmen. Re-
alizing their potential, the siloviki started building groups between themselves
and taking control over the business, primarily small and medium businesses. In
the 1990s the most profitable model for enrichment was the control of financial
flows: GKO, issuing of the money surrogates by the authorities etc. In the crisis
year 1998 the budget “was stolen”, there was hardly money for social expendi-
tures and foreign debt servicing — the country had to declare bankruptcy. After
1998 a positive framework was created for the economic development of the
country especially in the production area. Profits could be made by taking over
the production facilities. The wars for production property were conducted with
the help of the state instruments, including commencement of proceeding. The
use of state instruments turned siloviki into one of the main participants of the
process.>® In the end of 1990s the Yeltsin family (also named the Kremlin fam-
ily — the group of new oligarchs and bureaucrats, who had a direct influence on
Yeltsin) was interested in keeping the status-quo and in co-ruling together with
the next president. Their vital interest was to find a loyal successor for the
presidency who turned out to be the silovik Putin.

% ILLARIONOV (2007b)
%9 DELYAGIN (2008)
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Table 4:
Volume of advertizing market in Russia in 1992-2008
Year Television Internet Total advertising market
Volume, $, | Growth, % | Volume, $, | Growth, % | Volume, $, | Growth, %
min min min

1992 10 50

1993 80 700% 270 440%
1994 250 212.5% 700 160%
1995 200 -20% 870 45%
1996 400 100% 1300 50%
1997 550 37.5% 1800 38%
1998 480 -12.7% 1755 -2.5%
1999 190 -60.4% 2 760 -57%
2000 270 42% 3 50% 1100 45%
2001 510 78% 6 67% 1775 54%
2002 920 76% 11 83% 2210 51%
2003 1240 35% 18 64% 2890 31%
2004 1700 37% 35 67% 3910 33%
2005 2330 37% 60 71% 5030 28%
2006 3160 36% 100 67% 6490 29%
2007 4140 31% 192 92% 8177 26%

Source: own illustration, following RUSSIAN FEDERAL AGENCY OF PRESS AND
MASS COMMUNICATIONS (2006), (2007), (2008);

ZENITHOPTIMEDIA (2008a), (2008b), (2008c);

RUSSIAN ASSOCIATION OF COMMUNICATION AGENCIES (2004);

Russian Association of Communication Agencies:

Information on the volumes of the Russian advertisement market;
PRICEWATERHOUSECOOPERS (2007)
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Table 5:
Distribution of State Duma seats, by party/block

Number of delegates
Affiliation 1993 1995 1999 2003 2007
Communist Party of the Russian Federation 48 157 113 54 57
United Russia - - - 224 315
LDPR 64 51 17 36 40
Spavedlivaya Rossiya - - - - 38
Rodina National Patriotic Union (bloc) - - - 36 -
Unity - - 73 - -
Our Home is Russia 55 7 - -
Fatherland — all Russia - - 68 - -
Union of Right Forces 70 9 29 3 -
Yabloko 23 45 20 4 -
Agrarian Party 33 20 - 2 -
Women of Russia 23 3 - - -
Delegates from other parties 39 32 9 20 -
Independent (self-nominated) candidates 141 78 105 68
vacant 9 - 9 3 -
Total 450 450 450 450 450

I:l Liberally orientated parties
I:l Communist Party, always an opposition to the Pro-Kremlin parties

I:l Pro-Kremlin parties

Source: own illustration, following MANGOTT (2004), p. 74 and
Central Election Commission of the Russian Federation

Table 6:
Increase of corruption and change in its nature

Annual volume of 2001 2005
mass corruption (low-scale) $2,8 billion $3,0 billion
business corruption $33,5 billion $316 billion

Source: own illustration, following INDEM (2005)
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Figure 25:
The ownership of Perviy Kanal, Rossia and Kultura
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Source: EU-RUSSIA CENTRE (2007), p. 34-35

Figure 26:
The ownership of NTV and TNT
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Figure 27:
The ownership of Ren TV
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Figure 28:

The ownership of CTC and Domashniy
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Figure 29:
Growth of internet users, 1997-2007
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Figure 30:
Deterioration of Independent Media Index in Russia, 1997-2006

Source: ILLARIONQV (2007b)



&1 Dubina: An Economic Analysis of Russian Television System 115

Figure 31:
Civil Liberties and Political Rights Index (CLPRI) in Russia, 1992-2006
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