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	Roman Abramovich’s romance with Chukchiland


As fate willed it, we went to Chukotka, a peninsula in Russia’s remote northeastern corner, when its people had settled into what we now call a new way of life and their local authorities were still undecided whether it was good or bad. We knew, of course, from hearsay about Russian internal offshore markets, but we had never been to one. Our idea of these was nothing like the palm groves of Cyprus or the Bahamas, but icebound shores with seal rookeries and roaming polar bears.

Seventy kilometres to yesterday

Our impression of the trip was above all the long hours of air travel from Moscow, which we left at 7:00 p.m. on day one. Adding the nine hours we were actually in the air to another nine for the time-zone difference between Moscow and Anadyr, we landed at our destination sometime past noon next day. We were rewarded for our pains on our return flight, arriving at exactly the same time as we took. It’s nine and nine again, but backward.

Our most exciting experience in Chukotka was of its time vs. distance, as we discovered by travelling a few dozen kilometres from Anadyr, the area’s administrative centre, to find ourselves at the same hour on another day. 

Long hours aside, 9,000 kilometres make a difference, too, particularly so between Moscow and an area a civilization away. It does not give you a shock travelling long hours between Russian cities, or those beyond with nearly identical infrastructure. It’s vastly different, however, when, still on top of the ramp, you see boundless snow-swept expanses that look untouched by modernity to you. Your first impulse is to dive back into the familiar comforts of the cabin. The forbidding view gives you the gnawing feeling that you’d never see Moscow again.

You see signs of the territory’s administrative setup upon touchdown. Before you venture out of the cabin, you face a border patrol, not dour, brawny men, but very nice young women, in uniform, of course. The place is not wide open to all comers – you are expected to carry evidence that you have business here or an invitation from a friend or relative. You will not, we must tell you, see a line you can call a frontier. Even though Alaska, an American state, is within easy reach, the greater part of the boundary runs off the shoreline. Indeed, it is a boundary with nothing, the end of the world for both of the sides it divides.

Forget the Bahamas

We learned something about local ways from the phrase, part question and part acknowledgement, the woman guard dropped as she checked our IDs, “You are Maria’s guests then?” without bothering to look at our authorizations. A town of just over 10,000, Anadyr is a place where everyone knows almost everybody else. Even if you escape the authorities’ attentions, you will not go unnoticed by the locals.

The car that carries us from the airport to Anadyr takes a shortcut across a frozen bay that separates the town and the airport. Though it is called a road, it is, in fact, a stretch of sheer ice operated throughout winter, which lasts most of the year here. The ice melts in June and reappears in August. Everything around is white, and you can only recognize the road from the stakes driven into the ice at regular intervals so you won’t stray off onto an ice too thin to support a car. Our driver told us matter-of-factly about two coal trucks going under ice after losing their way. Forget the Bahamas, we thought to ourselves.

Judging from our first impression of the place, we were heading to a closed community fighting for its life in the rigorous climate of the border area. That was, of course, just a guess.

As we watched life here for the next few days, our guess alternated wildly between right and wrong. What we had it the end was a crazy quilt of facts and impressions, from strikingly bright to dull and faint. We brought it back to Moscow, and could only sort out the impressions of our Chukotka trip after we had spoken about them again and again with friends, acquaintances, students, and everybody with time to spare for us. By the time we could put it into print, much of the material was outdated, but not devoid of currency. Especially after Chukotka’s governor, Roman Abramovich, retired from office at the end of last year. The right time to glance at the bottom line, we reckoned.

Wake up, or you’ll freeze to death

Nature is at its extreme in Chukotka, and you really have to fight for your life to survive here. For the great majority of people in the country’s European part, winter is only one of the seasons of the year, if a tense one, a welcome change in the natural course of events for some and a time for snowy amusements and vacations for others. It is different for Northerners, who have to be on the lookout for the surprises winter is apt to spring on them, an almost year-long rendezvous with death. Everyday life in this harsh environment is nothing like what we have in our temperate habitat.

Anadyr residents build their houses on piles, exactly like people do in the tropics. With a difference. Not because of spring floods or downpours, but for fear of sinking into the permafrost. The mat foundations most of us are familiar with are no help here for the same reason. With their bases raised above the ground, multi-storied houses have no way of keeping their sewers working but by having their first-story hot-water faucets open at full blast round the clock all winter long. Unless they do that, their sewer pipes could freeze fast in a quarter of an hour or less.

Permafrost again was to blame for the shock we got from the static every time we turned on the light in our hall. It’s almost impossible to ground power lines properly here. To avoid injury, locals have their power switches mounted high, well beyond reach, with a string hanging down to pull the toggle – a design in vogue in the rest of the country about a half century ago and totally unfamiliar to the younger generations.

All homes and offices in Anadyr are stuffy hot, with 30 degrees centigrade a norm here, a response people here have to their lifelong fear of freezing. As you can expect, the hot water lines run above the ground, offering warmth to the city’s homeless cats and dogs. Every spring, the residents watch swarms of them emerge from their common havens and disperse through the town.

The navigation season could be longer

While the nation, one and all, experienced a social and economic shock in the 1990s, Chukotka was hit by a physical shock as well, for the reasons we already named. As in much of Russia, people in Chukotka depend on supplies they lay up in the summer months to last them through the winter. Cut off from the rest of Russia by high snow-peaked ridges impassable at any time of the year, Chukotka has no railroads or highways linking in to the heartland. Supplies can only brought in by air or sea.

Air transportation is an expensive way to get what you want. The option raises the prices of food to three times their record-high prices in Moscow. Local TV programming is completely free from commercials, a great joy for someone from Moscow. Selling anything here is a losing business. Expensive foodstuffs are an inconvenience people are resigned to here. But they also need fuel, and a lot of it, to live. So much indeed that it can only be hauled in by ship. Fairways around the peninsula are clear of ice only from July to September, at best. Unless enough fuel gets through before they freeze up, Chukotka is subject to serious threat.

Chukotka was the government’s darling in the Soviet Union. It was regularly supplied with whatever it needed in the way of livelihood. Indeed, it was one of the highest-paying employers among Russia’s northern fringe areas. Adventurous job hunters came to live in comfort here, and make really good money. The nation’s government abandoned it to fate in the mid-1990s, however. People – the great majority of Anadyr residents – who had lived through that period told us, in voices trembling with emotion, about families moving from their bone-chilling apartments to the few remaining outbuildings that could still be heated, one way or another. The menfolk, singly or in groups, would jump out of bed or drop whatever they were doing and rush to patch up the remaining municipal hot water lines.

When told about the desperate situation in the Northern areas, the country’s first president ordered, in his blunt and off-hand way, to extend the navigation season. Local civil servants still in office were telling us, as they tried to suppress tears of laughter, how frustrated and powerless they were in the face of ice floes about to form a solid sheet of ice and to block off sea traffic regardless of the presidential order.

A bunch of likes

Another unfamiliar sight is jeeps parked with their engines running all day long. It’s an indigenous way to prevent the engine oil from freezing. They are never locked, since icebound rocks all around guarantee they will never be stolen. What’s more, you can leave almost anything in your car without fear of thieves. Our driver told us he had had a few CDs lifted from his car, and safely returned a couple of days later – someone must have copied their favourite songs. This reminds us of a scene from Michael Moore’s Bowling for Columbine, which we had just seen on TV. Unlike Americans, most Canadians do not lock their houses when they go out.

It’s hard to say what our Northerners share with Canadians. What we do know is that they share enormously with one another because of the kind of environment – and, recently, society – they live in. Surviving in adverse circumstances and the needing to count on oneself in adversity gives Northerners the feeling of rock climbers tied to one rope.

Hence the scrutiny, easily taken for suspicion, they subject every new arrival to. The xenophobia endemic in all closed societies lurks in their subconscious, and breaks into the open in a diversity of unexpected forms. We failed in numerous attempts to have a pie baked for us at the corner bakery, after a variety of excuses – we either came at the end of their hours, or the bakers were not on hand, or, if they were, they were working off the backlog of earlier orders, or whatever. Finally, we grasped that the bakery was for the clan to which we did not belong.

Igloos in town apartments

The region’s indigenous population, the Chukchi, are not at ease in even as small a town as Anadyr, with ethnic Russians making up a great majority of its citizenry. The Chukchi are more comfortable living in the tundra, eating their traditional diets and continuing their traditional pursuits. Indeed, they owe their continued existence to the reindeer, fish, and walrus they use for food, heating and cooking oil, building materials, and ornaments for jewelry. More than essential, these three sources of livelihood are the only ones available to them, as much and as soon as they want. Chukchi children put on European diets frequently get sick. Their bodies are strangely devoid of the enzyme that processes fibre, so they are extremely allergic to raw vegetables and fruits, which causes them to suffer for the rest of their lives.

Attempts to bring Northerners into the fold of modern civilization have failed because modern ways are harmful to their health and destroy the tradition-steeped economies from which they derive livelihood. No good comes of efforts, no matter how well-intentioned, to wrest them out of their ancestral shell. The Chukchi’s social body lacks the chemistry to turn banknotes into physical and social goods. Their traditional way of life will not support our common idea of modern welfare. Lately, Canadian approaches have been applied in Chukotka to improve the indigenous population’s living conditions. No sooner were they settled in their new dwellings than some of them started taking out window panes and even trying to make fires in the middle of their living rooms. They probably thought they could make modern accommodation resemble their igloos. To be more civilized, the Chukchi will have to cease being what they are – Chukchi.

Unlike Russian settlers in the North, Chukchi are not confronted by the live-or-leave problem. In fact, the more complex a civilization, the more fragile it is, and the more startling and destructive simple threats can be for it. Disruption in the flow of supplies is more of a threat to new settlers than to aborigines. Local igloos are always warm, supplies or no supplies.

Legend and truth about Abramovich

A new life dawned in Chukchiland a few years ago. Stories about how it all began are invariably preceded by the phrase, “When the new governor took office.” The pithiest accounts we heard were about Roman Abramovich’s election campaign when he was running for governor.

The candidate’s early hops around Chukotka’s countryside were attended by the free distribution of flour, cereals, and other supplies in high demand with the villagers. As an aside, tax collectors contrived to slap a VAT on the free gifts.

As well as presiding over food handouts, Abramovich wanted to learn more about the voters’ pressing concerns. An old Chukchi woman in an igloo he squeezed into with his aides addressed him, “Could you see we have an aska?” No one knew what an aska was. “Would you please explain?” “Well, it’s an ace machine.” What could it be? The candidate was perplexed. Seeing that her explanation added no clarity, the old woman pressed on, “A sewage van.” The divide between top and bottom still unbridged, the woman said in desperation, “Well, the shit truck.” The would-be governor’s jowl dropped as he turned to his aides, “Don’t they have a better way to dispose of it?” Judging by their reaction, they thought it was to do with their tradition again.

That was not the last example of how badly the new governor’s team was out of sync. Soon after his installation in office some of his staffers called from Moscow, or more likely from London, to get details for the governor of utility operations, broken down by districts. The answer they got from the regional utilities division was they would have to wait for two weeks or so to get the data ready. “Don’t tell me you need two weeks to fax it right away,” the staffer exploded. “OK,” the clerk at the other end shot back. “Hang on until I put on my moccasins and walk a few miles there and back to fax it to you.” Gossip had it that all, or nearly all, igloos had faxes and even satellite dishes within a couple of weeks.

What’s more, the governor forked out for Chukchi children’s vacations at sunny southern resorts. When they got there, still wearing their parkas, every single one of them was given, from the governor’s personal account, summer clothing and footwear, some of which, like sandals, they had never seen. The governor, of course, paid for their round trip too.

Mink turned out

We are not out to dispute the new governor’s unquestionable merits. Our point is that Chukotka’s residents have regained their latent thirst for living, not just fighting for survival.

This feeling is, and has always been, manifested in their way of life, which is both functional and beautiful. Not just their exotic artifacts from walrus tusks, reindeer antlers, or whalebone. Indeed, their igloos and clothing, and their economy, are neatly tied in with the course of nature.

Frontier pioneers and generations of their successors have drawn their vitality intuitively from the occasional joys the bleak environment offers.

Photographs, old and new, show Chukchi dressed in loud-coloured satin or cotton robes. As well as adding diversity to the dull landscape, these clothes keep snow from getting into their reindeer furs.

This local tradition suggested a solution to problems Russian ladies have had with their mink coats (few of them could afford to wear mink in Soviet days). To visit with friends or go to parties, they turn their minks inside out and tie sashes around their waists to keep the wind out. Arriving at their destination, they repeat everything in reverse before knocking or ringing at the door, so they can glide in in minky splendour.

Designers were whisked in by Abramovich’s team to catch the mood. Today, Anadyr’s cityscape is a riot of gorgeous colours, running rampant as if to challenge austere nature. The town looks like a Christmas tree ornament dropped in the middle of a snowy desert. Its otherwise ugly five-storey prefabs dating back to the 1960s look festive now, their walls decorated with brightly-coloured patterns and scenes. Pastel hues suggested by visiting psychologists were rejected by the residents who want the play of bright colours to detract them from the dreary tundra in winter.

A Christmas tree star in the tundra

The blank walls of many houses are covered with replicas of the cave paintings left by prehistoric Chukchi and drawings by Chukchi children selected by competition especially for the purpose. Frost-resistant unfading plastic material was imported from Germany to serve as the surface for the drawings.

Town streets and sidewalks are swept clean of snow round the clock by machines ranging in size from a mini car to a heavy-duty bulldozer. To tell the truth, you won’t find roads like these in either Moscow or St. Petersburg. Their tarmac was developed to withstand Northern cold. Most social and cultural facilities built in the town in recent years meet world standards. The town boasts a supermarket in no way inferior to anything you find in Moscow, a sports complex with a fitness centre, and a Dolby movie theatre, one of only three operating in Russia. 

Rumour has it that the governor is given to browsing through modern high-tech exhibitions and fairs and buying up all the latest for his Chukotka. Hospitals and schools are fitted out with the state-of-the-art, and several wind-power generators have been set up to replace conventional sources that are harmful in northern latitudes, and, also in a bid to get clean energy sources, work has started to develop natural gas fields. Even though the gas is scarce, it could last for 30 to 40 years to keep the town warm in winter. The town now gets its heat from a coal-fueled cogeneration plant with 10 percent efficiency and a high degree of air pollution. If things work out right, it will be shut down in two to three years. A similar fate awaits the regional nuclear power plant at Bilibino, which has come to the end of its useful life.

Construction of an international airport is proceeding apace, and it will soon be put into service to handle flights to and from America and other countries. The idea is to recover its construction costs by attracting tropical heat-weary tourists.

Chukotka gets a new taste of life

Chukotka has responded eagerly to efforts to breathe a new life into it. Its recent demographics are the best sign of the success of the governor’s social policy. Above all because it goes far beyond electioneering gimmicks and reflects the local population’s current moods and long-term dreams. Population outflow has not been halted altogether, but, on the upside, natural growth has picked up, a development Chukotka shares only with a few other regions in the country. 

In truth, natural growth has been registered among the indigenous population only, with Russians continuing to decline in numbers. Anyway, it’s a good sign for the region and a feather in the authorities’ hat for their efforts to reduce infant mortality among the Chukchi through improved health care, and monetary policies seeking to cut death rates among adults. Reindeer grazers plied their trade without pay for several years. Roman Abramovich has had it reinstated, and now wages are paid into plastic card accounts. Retailers have been equipped with card processing cash registers. Clearly, you cannot carry many months’ earnings in cash in the tundra. Of all consumer goods, the only exception is vodka, which is still retailed for cash. Thus far, automated teller machines, the last word in consumer economics, have only been installed in Anadyr, with a long-sighted purpose. If you live in a remote district, as most reindeer grazers do, you can only get to Anadyr fast by plane, reindeer being no substitute even for audacious grazers, so you can only lay your hands on cash once or two times a year. At the bottom line, given job motivation among the indigenous population these days, there has been a steep fall in alcohol consumption and hence a significant decline in death rates. Paradoxically, the plastic card has become a lifeline for a traditional community caught in the deadlock of modern civilization.

Housing prices are another telltale sign of how successful local or regional authorities’ policies are. Only a few years ago, an apartment owner in Anadyr thought nothing of swapping his residence for an air ticket to Moscow, which fetched around $500 at the time. Now housing prices have climbed to almost what they are in Moscow. The booming housing market gives authorities an incentive to build modern housing units effectively, using advanced building technologies.

Comparison of life in Chukotka before and after Abramovich’s retooling of it shows an attempt to transform a closed and subsisting community into an open and buoyant one. Not only because it has modern communication, which undeniably has pulled the North out of its isolation from the rest of the world. The peninsula’s new physical environment helps raise the self-awareness of its population, which now has much, if not more, of what most people have in Russia, or indeed in the developed world.

Radio Liberty claimed recently that 90 percent of the 12 million people living in Russia’s northern regions wanted to move to the country’s heartland. Polls taken in Anadyr in early 2004 found that no more than 18 percent of the town’s residents wanted to go to Russia’s central regions. The indigenous population being even less prone to migrate, the numbers are 6—7 times more cheerful here than the nationwide average.

The centre must be rubbed the right way

By all appearances, the local population’s reappraisal of itself gave the Abramovich administration a purpose to work for. And, as we saw it, the money it spent went directly to advancing it. Even the region’s marginal geographic position was made wide use of in the governor’s election campaign on TV and in the press. “The World Begins Its Every Day Here,” the ads and headlines proclaimed. The surge of self-fulfillment and optimism among Chukotka’s population was largely behind Abramovich’s landslide victory and the policy his administration continued through his tenure. The governor’s standing, which climbed in step with the electorate’s self-awareness, could serve as an example for other governors and aspirants, had regional executives continued to be elected.

You would be off the mark if you assume that capturing the electorate’s moods and sense of dignity is enough to be elected governor in Russia. A region in this country is an open-ended system built into a web of relationships that converge at the federal centre. The centre, too, must be rubbed the right way. With days to go to the presidential election, streets in Anadyr, where we happened to be on assignment from NT, were decked out with ribbons carrying messages, from a short jingle, even if with a Chukchi slant, “Drop you ballot – have your pres” (couldn’t be simpler, we’d say), to a more verbose and more to the point, “The election’s coming, time you make your choice. The president we now have is just the guy we want to carry on.” With advertising as varied as that, we knew for certain the president would get something like a 100-percent vote in Chukotka, as much as Abramovich got.

Chukotka’s authorities are throwing their full weight behind federal policies with much the same gusto that they display in pushing their own. Take their innovative approach to an exercise they ran in Anadyr as part of the nationwide antiterrorist campaign. It included a staged terrorist attack on a polling station, which was put to the torch as well, just for good measure, and they got a pat on the back – their efforts were not expended in vain. Sure, terrorists had better think twice before choosing Chukotka as their next target.

Does Chukotka really want to work? 

By all signs we have, Abramovich gave Chukotka the will to live. Live it really wants, but does it want to work?

For starters, villagers had other incentives than the authorities’ policies to work for. They lived by work. They are grazing their reindeer, fishing, hunting, and whaling, the same way they did under the Communists, the tsars, and thousands of years before either, and will long after us. What they do need, though, is a government that does not meddle with their native ways. In fact, they do have this sort of government: Chukotka’s indigenous population enjoys privileges that do not apply to other ethnic groups on the peninsula in fishing and hunting rare animal species. Subsistence grazing and hunting is a niche firmly reserved for them.

It’s not that simple in other professions, such as those requiring industrial skills.

The new policy was bound to reflect on the social structure of Chukotka’s communities. In addition to Chukchi and Old Russians, who have worked side-by-side in Chukotka since Soviet times, the region has New Russians as well. The new community is the bunch of administrators the new governor brought in from Moscow; they take turns working here, rotating between Chukotka and Moscow, after stints of one to two months.

Old Russians are the staff of local government and public services, and have lived here permanently since before the collapse of the USSR. It is unlikely, even in theory, that they will ever make a spectacular climb up the career ladder in the new elitist environment, which is too small and too crowded already to offer free niches to the Old Guard of Chukotka.

It is indeed improbable, in practical terms. By a tradition dating deep back in Soviet history, administrators were paid large monies (drawing hefty Northern allowances and liberal fringe benefits in addition to regular salaries) and cradled in a secure social safety net – the possibility of moving, at public expense, to any place in the country’s temperate areas in old age and enjoying retirement on a comfortable pension backed up by savings squirreled away over the decades of employment in the North.

Old and New Russians: сoexistence in the North

The new crop of administrators is not so much hardcore public servants as accomplished top managers of Abramovich’s corporation. Until very recently, Chukotka had been an area of the corporation’s vital interests, and the governor’s team was to see that those were served well. They are driven by a different motivation here. There is a significant difference between a public servant and a corporate manager. One fulfills his duty of office, and the other sees that investments made really work. Skills and habits differ, too, to match the tasks in hand.

The funds given to a corporate manager to spend, even if he doubles as a public servant, are expected to bring returns. The only difference is in the form in which the money spent is recouped. Social services in any Russian region are, by and large, lousy money spinners. The funds put into them can only be returned as changes in the attitudes of the beneficiaries toward life, their hometown, and their local government. Indeed, they do change, as we see here. Putting it a different way, what we witness in Chukotka is probably Russia’s only regional governance system built on a corporate principle. And it works.

Old Russians have not been completely elbowed out of the system, but they appear now to be on the sidelines, watching an efficient governance mechanism in action and, little surprise then, feeling socially piqued. For one thing, their careers are as well as finished in Chukotka and, for another, chances are low for them to strike fresh roots in the heartland. Sticking it out till retirement is not the best motivation for slogging. It’s great that, already well past prime age, many of them have turned to learning new skills, management, in the first place. Seems they have taken up the challenge.

Canadians, Turks and whoever

While Chukotka’s available professionals are not yet in shape, to say the least, to be of any good in the new governance system that demands varied skills they have never learned, they are loath to go into trades requiring few skills, if any. The labour market niche that opened with the resurgence of municipal services in Anadyr and district centres has not drawn in many locals. Giving them enough time to change their minds, Abramovich called in foreigners.

Canadians, with their unrivaled building skills, were first to arrive. The hope was that those northernmost members of posti-ndustrial civilization were best suited for the needs of new-age Chukotka. Not that easy. The Canadians turned to the bottle instead – whether to warm themselves up in weather they found harsh even by their own land’s standards, or not to be outdone by their new Russian buddies. We are not so sure about the second reason – never seen them reveling together.

The Canadians were packed off soon enough, with Turks moving in to fill the void. A more familiar and amenable race, their religion makes them teetotalers – the reason why they were picked, in the first place. That is the good going with the bad, though. Born and raised in a warm country, they are unfit for severe local winters. Ferocious winds are their worst enemy. As permafrost thaws over the years under the five-storey blocks of flats standing on piles, the craters it forms under their basements turn into icy traps for the frail Turks groping their way in town streets in a blizzard and blown off their feet and into the craters, whether they are alone or walk in files. Burly Russian men, much less at risk from the wind, hasten to their rescue as they hear muffled wails and prayers coming from under their floors.

But then the Turks are unmatched on the job. They are quickly turning the local authorities’ daring plans for Chukotka’s towns into vivid reality. Young Turks are quite successful in building mixed families as well, marrying Chukchi women, and many have children already. The trouble is that no one can think up a name for the new mixed-blood race – Turchuks, perhaps, or maybe Chuturks? Anyway, the kids have angelic faces, so people say. 

Chukotka’s unflogged generation

But seriously, the social shift in Chukotka has given an impetus to the emergence of a new generation of the indigenous population. Born here, young adults, some of them just out of their teens, who now live in towns, hardly remember the rude physical shock administered to their parents or themselves in their tender years in the 1990s. They are lucky to see the future dawning on their land, without experiencing the pressure of either nature or the social mess.

An acquaintance of ours who frequently writes on Chukotka says the area’s population is not pulling too hard, nor is Roma, a nickname Abramovich has been given behind his back, pushing it hard. People are not kicked out of their jobs here, and there are just three or four persons officially on welfare in Anadyr. As we could see, no one is prodding people into working. The authorities look like they are trying to avoid running ahead of time as far as social development goes. They work on the population as long as it tolerates being worked on. Over 200 years ago, a similar policy was applied by Catherine the Great with regard to her subjects. To contemporaries, an “unflogged” generation grew under her benevolent rule. In our days, a similar breed of people is rising in Chukotka.

Polls show that more young people want to stay than pull up their stakes and go. The ratio is reversed for older age groups. Young people are more optimistic in their outlook for their future. By all appearances, they no longer see their land as a backwater. They think of it as a part of global civilization, and have no inhibitions about contacts with it. While they admit that Anadyr is a safe and comfortable place to live, a majority of respondents complain about lack of well-paying jobs or life they could enjoy in the town. Whatever they may gripe about, many of them are unwilling to take off and go to some other place. In the case of young people, we can gather from their confidence that they will build a better life – rewarding and enjoyable – on their home turf with their own hands.

Bankrupt? Who? 

All that is for the future, though. What we have now is a bit different. Soon after we got back to Moscow, we learned that Chukotka had been declared broke, that its books were being checked by the Audit Chamber, and that a campaign had been launched against offshore enclaves, existing and future, in Russia. Unable to pull the plug on offshore havens they have a grudge against elsewhere in the world, Russian authorities were venting their wrath on those at home. In the Audit Chamber’s estimates, Chukotka ran up around 14 billion roubles of arrears in taxes in 2003 because of regional privileges it gave on profit and property taxes. The auditors said in their report that “the beneficiaries of tax privileges did not pursue any manufacturing or productive practices, but instead engaged in all manner of dishonest schemes, in the interests of the Sibneft oil company, in the first place.”

We set out to find out how true those accusations were.

To give you some background for Chukotka’s bankruptcy, the area is burdened with debts, and makes no payments on them. For truth’s sake, it had been driven into debt by the previous governor, who now works for the Audit Chamber that was behind the fuss about Chukotka’s insolvency. Abramovich’s predecessor clearly had a point here.

Next, the tax privileges. In the eyes of the law, tax privileges had, until recently, been regarded as a perfectly lawful instrument enacted in the country’s Civil and Budget codes. The same is true of the possibility for a firm to be registered in one place and do business in another. For example, in the so-called free economic zones that date nearly as far back as the late Soviet era. Tax incentives are not only good for companies that can use them to save on tax payments. They are also good for regions that give them. In truth, less tax is collected from individual taxpayers, and yet the number of taxpayers is bound to rise as they stop playing hide-and-seek with the tax collector. Besides, a major taxpayer will continue paying round sums, with or without incentives.

The supervisors’ rebuke for the “tax shortfall” is a roundabout way of registering displeasure either with tax concessions in Chukotka or with the small number of taxpayers on low tax rates. To put it another way, Abramovich is accused on either of two counts – he doesn’t break the law or he doesn’t take it to its extremes. Leaving out the first count, the second one couldn’t be further from the truth. In actual fact, every time Abramovich saw Chukotka gasping for funds, he lured in new taxpaying firms to register in the area. Indeed, the law enforcers have both tax shortfalls and the way they did their audits on their own conscience.

Finally, the supervisors were wrong again for coming down on hardened offenders who abused their special tax advantages, failing, for reasons known only to themselves, to “pursue any manufacturing or productive practices” in Chukotka. As we have already said, they could hold off legally. But was it economic common sense just to hang around? Didn’t it leave Abramovich no other choice than shifting his Sibneft oil rigs and refineries to Chukotka? To do that, he would have to see, at the very least, that the decade-old presidential order to keep the sea around Chukotka clear of ice as long as sanely possible would be enforced. Or would he ask for an update?

Creation kicks off competition

Fantasizing aside, the real stuff is the bundle of interests tied around Chukotka. Really, does anyone expect companies registered, say, in Chukotka, or any place, for that matter, to sweat for anybody but their hometown folk? No, human intuition tells you that humans are made to get feedback from the place where they live. Who else but their parents do children look to for a start in life or care for when standing firm on their feet? So it is in business, too, and Sibneft, for example. The Audit Chamber’s intimations that they are there to work for somebody other than themselves, like the central government with its voracious appetite, are far-fetched, to say the least.

The government has its civil service for that. The impression is that Chukotka’s authorities must be pleased with their public servants’ performance. Who is not then? And why?

The federal budget appears to be getting its full share of what is its due. Offshore tax privileges are something for regional and local authorities to figure out. Moscow has the pick of federal taxes here in full measure. What’s more, the federal share of all revenues is swelling as businesses are rushing to take advantage of local tax breaks to make more money.

If there is someone to be peeved, it is the host regions of businesses registered offshore. Really, they are shortchanged as far as taxes go. Their friends are complaining about unfair competition that offshore businesses create for them. Nothing new, we’d say. Unfair competition dates back to the Creation. What are the differences between temperate weather and fertile soils around the Black Sea and the permafrost in the North, if not that? The differences are God-given for eternity, unless, of course, the earth’s poles are switched. Offshore enclaves, even if in your own country, are a nice way to smooth them out. Low taxes are a shot in the arm to get you moving around faster in cold weather. Be it making things or managing money flows, there is no difference for the revenue authorities, as long as you pay taxes. Leave it to Omsk, with Sibneft’s refineries, to produce tangibles, create jobs, and generate taxable income. And let Chukotka, without a single oil field or refinery to offer employment, pull in profit and property taxes. To stay competitive, every region’s got to find its own niche in the wide world of business.

An offshore haven built by civil servants 

Remember that natural rent is distributed fairly equitably in the region by tax differentiation, a point that was forcefully underscored at the very top during the last federal election campaign. Campaigning is one thing and living by your words is another. Indeed, if rent is distributed spontaneously, through taxes, where do the federal authorities fit in the picture?

Mr. Stepashin gave voice to the true motives behind the official displeasure with the Chukotka governor’s policies, “If the nation tolerates the likes of him making money in that way, it’s the nation you’ve got to blame, not those people. But if you are in a class A civil service, behave appropriately. This is the way I see it.”

The former premier has a point. Abramovich’s way of making money certainly went against the traditions a public servant, even if in class A, possibly one presiding over an offshore enclave, was expected to follow. Really, Chukotka is unlike any other tax haven.

Chukotka’s budget revenues are unique by every measure. Around 6 percent of its earnings come from firms that are registered there but conduct business elsewhere. They are small fry, though. Another 20 percent is contributed by the area’s sole taxpaying individual, the governor himself, in personal income taxes. The two figures seem to be closely meshed. There wouldn’t be one without the other – if he didn’t have a score or so companies registered in the area, he wouldn’t have to pay taxes on them. Chukotka is more than just an offshore enclave – it’s a personal offshore tax haven. This gives us the key to unlocking the Chukotka riddle. 

A riddle it was

Russia is no stranger to normal, corporate offshore zones. Not one of them has had socio-economic impact to compare with Chukotka’s. They all set out beating the drum loudly to build an image for themselves and eventually blew up in noisy scandals. They all shared the same flaw – a common class A bureaucrat as regional boss who definitely regarded regional tax benefits as a source of personal aggrandizement. A generous bureaucrat ladling out benefits and a company boss who expects the benefits to come his way are an ideal mix that makes for a singular source of lucre in Russia.

Chukotka is different because its governor is the head of a corporation. He is raking in money by running his business rather than embezzling public money. The regional budget allows him to provide social services across the region, to a population that repays him in the support he needs to stay in power so he can pursue his offshore policy that enables businesses to boost the profits he lives on. This multi-tiered scheme is too shrewd and too inordinate if you put it next to the simple, two-move game the typical class A bureaucrat plays.

Russia: a tax haven throughout

For Abramovich, Chukotka is little different from Chelsea, a game to exercise his mind, his imagination, and his emotions, a toy to fondle and cherish, which he does. Our guess is that Chukotka wasn’t an accidental choice. It is a sparsely populated area of the enclave type, with only a small cluster of social services that could quickly be licked into shape. Besides, it is so poor in natural resources that it doesn’t stand a chance if merged with any of its large and depressed neighbours (even if merging is very much in vogue lately). To do that, you would first have to reprivatize Sibneft, which is inextricably bundled up with Abramovich, the chief generator of tax revenues for the region’s treasury. It looks like he isn’t overflowing with joy at the prospect.
