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INTRODUCTION
1
Economists have a full appreciation of the significance to economic development of the growth in and acceptance of timely and relevant economic policy advice/information.
 It is natural, therefore that they would concern themselves with how to hasten the growth and acceptance of high quality policy advice in Russia. A decade of involvement by the World Bank and IMF suggests that advice given from external institutions is not readily accepted even when it is good, relevant and applicable. Instead, it appears that policy advice that is universal or international in character is more readily accepted if it is processed by and comes through Russian institutions. It is for this reason that USAID, emulating what has occurred so successfully in the USA, is looking to the development of small private enterprises to provide good policy advice that is acceptable to public and private policy users and the public-at-large in Russia.

1.2
There is a strong presumption amongst policy experts that good economic policies induce developmentally favorable economic behavior. It is generally accepted that good policies establish incentives, rather than directives, that cause more developmentally beneficial behavior. This leads to the concern that the policies being considered for adoption are understood, or at least appreciated by the public. Producing good, relevant policy advice and explaining or advocating it to politicians and the public are the two major policy related functions that must be performed in Russia. These functions can best be performed by small private policy oriented enterprises that can be called think tanks and/or consulting firms. It is the need for these enterprises that led USAID to initiate the SETT Program.

 A.
The Environment for and Potential Role of Think Tanks in Russia

What Are Think Tanks?
2.1
Ray Struyk
 presents a five-way classification of the potential functions of the think tank/consulting firm sub-sector.  His classification can be telescoped into four sub-headings as follows. Think Tanks/Consulting Firms can serve as:

(i)
A source, evaluator and advocate of socially valuable economic policy proposals;

(ii)   
An evaluator of existing economic policies, processes and programs;

(iii)  
A source of personnel for higher-level government positions;

(iv) A source of information to news organizations about current economic 

policy/program issues.

2.2
In fact, each of these functions can be performed by any private institution, whether it is a nonprofit or for-profit enterprise. What distinguishes these functions is that they have "social" as opposed to commercial or market value. The suggestion in the literature
 is that these "social" functions are the sole focus of think tanks. However, they are an ancillary output of any private economic enterprise/institution. They enhance GDP, but because of free-rider problems, the costs of their provision can't be covered through user fees. All four functions constitute economic externalities that must be available in abundance, and used, if development is to be rapid. The fact that any private enterprise/institution can provide there functions is an important reason for the institution-building focus of this USAID SETT program.

2.3
The cost of their provision must be covered through financial transfers from funds garnered through commercial transactions. There is a strong presumption that these funds must be provided privately rather than through government tax transfers. This will insure that the size and orientation of the sub-sector is freely determined by a collection of individual choices rather than by government administrators/politicians. It is this fundamental point that rationalizes tax legislation allowing altruistically motivated or philanthropic giving to think tanks.

The Demand for Policy Advice
 3.1
The demand for policy advice is most intense in the USA, a democratic, free market nation where competition abounds. In this setting there is enormous political and economic uncertainty and correspondingly significant attempts to reduce it. Attempts to reduce uncertainty give rise to think tanks and consulting firms. In the USA this vibrant demand for policy advice supports a large sub-sector of fragmented, privately owned enterprises denoted as think tanks or consulting firms. The distinction depends mainly on whether the enterprises have, or don't have non-profit tax status. Together, think tanks and consulting firms provide huge amounts of policy relevant advice, thus reducing uncertainty, while adding significantly to the employment of professionals and to the GDP in the USA. 

3.2
It is clear that the demand for policy advice is so buoyant US because of the appreciation of the economic, political and social value and importance of information in a free, democratic society. In the US it is clear that the economy has grown relatively rapidly because of growth in the use of policy advice. On the other hand, it is also true that the supply of policy advice has increased significantly because of rapid economic growth in the USA.

3.3
 Given this, it is a source of some wonderment that the policy advice sub-sector has not developed rapidly along with the economy in other countries, notably Japan.
 The difference, on the demand side at least, seems to be due significantly to the "closed" nature of Japanese society and to the acceptance of monopolies. Political, economic and business managers seem less concerned about uncertainty. They feel more in control of the variables that policies are supposed to affect and therefore less interested in obtaining large amounts of policy advice from multiple, competing sources. In such controlled, monopolized settings, political and economic success, at least after a fashion, seems attainable without large amounts of policy advice. 

3.4
The past extent of direct economic controls may well explain why there was scant demand for and interest in publicly acceptable policy advice in Russia before 1990, when the transition started. Russia's economy was a command one where behavior was dictated and economic development was defined in terms of growth in state control over economic resources. The failure of this Communist approach was slow in coming, but complete. Households were "voting" against the system by reducing contributions to the state in favor of  "shadow" activities, such as private farming and dacha building/owning that directly increased household welfare outside the Communist economic system. In a sense, the failure of Communism as an economic system is due to the impossibility of obtaining and putting to use the vast amounts of information needed to make the system work.    

3.5
 This changed in 1990 when Russia embarked on the transition to allowing market mechanisms and price/wage incentives to stimulate growth in GDP and household welfare. Unlike the Japanese, Russians are a diverse people with an ingrained distrust of monopoly power. A successful transition to a market economy will require the adoption of large amounts of new, incentive-based economic policies that have been exposed to public scrutiny. 

3.6
The desired speed of transition determines the rate of increase in the demand for appropriate policy advice. Increases in the supply or policy advice and the pace of  its acceptance will determine the speed of the transition itself and of economic development in Russia. In sum, the embarkation on the transition has introduced a rapidly expanding demand for appropriate, publicly appreciable policy advice. Although it is not clear that the informational implications of the transition are widely understood, it is clear that Russian professionals appreciate them, and see that these new informational needs provide excellent income possibilities. 

4.1
The Supply of Policy Advice Policy knowledge/advice is produced in an economic sub-sector consisting of privately owned/managed service-providing enterprises. These are called think tanks and consulting firms in the US. These enterprises are knowledge/information middlemen or brokers who process and package basic economic research so that it is understood and adopted by policymakers and appreciated the public.
 Basic economic research is internationally tradable and obtainable almost without cost by free riders. However, it appears that information brokerage services aren't easily internationally tradable. Instead, the expanding demand for good relevant, publicly appreciable policy advice must be met through development of local brokerage enterprises. The onset of a rapidly expanding demand for such brokerage services implies that this sub-sector will be a rapidly expanding one in Russia for the next several decades. 

4.2
Ironically, the supply of policy advice on liberalization began in Russia in the mid-1950s in a few scientific institutes supported by the state through the Russian Academy of Science (footnote this). At the time there was no demand for this advice and the professionals providing it were labeled dissidents and sometimes jailed. (fill this in from the book)

4.3
These dissidents aside, the institutes supported by the Academy were not thought of as knowledge brokering enterprises. Instead, they were (and still mainly are) dominated by the belief that they must be supported by the Government in order to do basic research. Perhaps as a remnant of the Cold War, basic research is seen in Russia as being neither complementary across countries nor cheaply or freely obtainable internationally. Because of this, the institutes themselves, although not some of their staff, seem unsuitable for becoming privately owned enterprises brokering policy relevant knowledge. This means that the supply of policy relevant knowledge can and will expand to meet rising demand mainly through proliferation of new private enterprises in the think tank/consulting firm sub-sector.        

The Evaluation of Policy Advice: What is "Good" Policy Advice?

5.1
It is crucial to the success of the sub-sector and to economic development that the policy advice produced by think tanks and consulting firms is analytically based and "socially valuable". In quantitative terms the measure of their social value is the GDP produced by the enterprise sub-sector consisting of think tanks and consulting firms. This is determined by summing the revenues received by and the (equal amount of) expenditures, in terms of wages, rent and interest and profits, paid out by the enterprises in the sub-sector. However, what is of interest to Government and USAID officials is the quality of the policy advice provided, or the sub-sector's indirect contributions to GDP. Unfortunately there is no administrative way to ensure that such "quality" advice is produced by the sub-sector. Instead, it is likely that the quality of policy advice supplied by the sub-sector will be better, the more fragmented and competitive the sub-sector is and the more transparency and advocacy there is. 

5.2
The social valuation of policy advice can be distinguished from commercial, or regional valuations by reference to beggar-thy-neighbor policies. Such policies enhance the welfare of some by reducing that of others, e.g., by proposing tax transfers that reduce producer incentives and decrease GDP growth. As a generalization, beggar-thy-neighbor policy advice will not be socially valuable and will not withstand widespread public scrutiny or transparency. An example of social welfare increasing advice is recommendations that cause increases in the income of poorer families without reducing or transferring it from richer families. This would be the case, for instance, with a policy recommending breaking up a monopoly into several competing firms. Adoption of such a policy would increase GDP, wage income and employment. It would also more likely lead to faster GDP growth by fostering more rapid and beneficial technical change.  

5.3
The Role of Foreign Research, Analysis and Expertise It was noted above (paragraph 3.1) that basic research and analysis still tends to be viewed as non-tradable and non-importable in Russia. This is at odds with a more general belief that the policy advice sub-sector can effectively process for Russian use, basic economic research and analyses that are undertaken abroad.    

5.4
The implications of the above are that the evaluation of policy advice is more of an institutional than an administrative process. If think tank/consulting firm revenues and expenditures are growing, the sub-sector is making positive and growing contributions to GDP. If they are providing increasingly valuable output in a competitive atmosphere, unfettered by monopolies or administrative limitations, and they are widely publicizing and advocating their policy advice, then there is the likelihood that the output of the sub-sector is socially valuable. Their social value may be over/under stated, however, if there are artificially imposed limits on voluntary giving to think tanks, and/or if administrative evaluations (e.g., cost/benefit analyses) are used to pick winners and losers or limit entry into the sub-sector. 

5.5
Another View of Value Good economic policy advice can provide significant external economies. In fact, one view of globalization is that it involves the capture of informational externalities from policy advice that is freely available internationally, but is generated and paid for by particular countries/enterprises. Though large but not quantifiable, these positive externalities rationalize USAID grant-funding of institution building of Russian Think Tanks/Consulting Firms. However, if the externalities are to be realized, the institutions fostered by USAID grants must primarily seek and broker policy relevant knowledge from the international rather than local realm. Otherwise, the grant subsidizes employment rather than knowledge transfer.

B.
The Rationale for USAID Support for Think Tanks/Consulting Firms in Russia

 6.1
At its broadest level USAID is trying to subsidize the private provision and advocacy of socially valuable policy advice. As has been noted (paragraph 5.5) there are significant development benefits or external economies associated with the use of growing amounts of socially relevant policy advice. The amount of such advice will increase with the size of the sub-sector, or the number and size of privately owned think tanks/consulting firms. The "quality" of this policy advice is sensitive to the amount of transparent advocacy by the firms in the sub-sector. At the margin, quality is also sensitive to growth in the number, rather than size of privately owned think tanks/consulting firms, once each enterprise attains a sustainable size.

6.2
Essentially success in expanding the demand and supply of analytically based, relevant policy advice attempt rests with encouraging growth in private enterprises/institutions that employ policy professionals. These are mostly academically trained professionals who will process basic research into socially valuable policy advice and disseminate it, or advocate it's adoption. In addition to salaries, the professionals should anticipate institutional support in obtaining and analyzing/processing basic research and in disseminating and advocating activities. An important, somewhat expensive element of this institutional support involves providing professional staff with access to international expertise in their areas of competence.  The diversity of policy menus and the requirement that policy prescriptions by advocated suggest that it is best if there is complete freedom of entry into the sub-sector and a larger number of smaller, rather than a few very large institutions. 

6.3
A growing demand for and supply of policy advice will significantly benefit economic development and welfare in Russia. It is assumed that the policy advice will be of high quality and socially rather than commercially valuable. To a significant extent the quality will be assured as long as the structure of the sub-sector is appropriate. That is, that the think tanks/consulting firms are fragmented and numerous enough to insure the advocacy of a diverse set of professionally undertaken analytically based policy proposals.

6.4
Earlier (paragraph 4.3) reference was made to the absence in Russia of a tradition of international networking amongst professionals in the undertaking of basic research. The same seems to be true with respect to policy advice formulation, even though its importance is appreciated amongst Russian professionals. Going it alone, without international input and scrutiny is a sub-optimal approach, perhaps decidedly so. Encouraging and subsidizing international networking is crucial if the nascent policy advice sub-sector is to provide high quality, socially valuable output. This is a role that USAID and other aid donors are uniquely qualified to provide.

C.
The Goals and Objectives of the SETT Program

7.1
The primary two initial goals of the SETT program were to, a) support the establishment and development of a diverse set of think tank-like institutions that would, b) provide increased amounts and public awareness of timely, relevant, high quality policy advice. Given what is said above, it appears that this initial conceptualization was a correct one but somewhat limited one. It recognizes the importance to Russia's political and economic development of the production of large quantities of high quality policy advice. In addition, it recognizes the relationship between sub-sector growth through proliferation of smaller, but sustainable enterprises and the production of high quality policy advice. Unspoken, and perhaps not sufficiently emphasized, was the assumption that the institutions to be supported were to be privately owned and managed.

7.2
It was also decided to attempt to achieve these goals by providing financial support to Russian professionals through competitions run by the Moscow Public Science Foundation (MSPF). An important influence on the competition process was that the awards process should appear to be impartial. In the climate of the times, this too was prescient. However, it may have led to excessive attention being paid to the employment of professionals and may have caused a lack of attention to the role that the grants could play in bolstering the development of small private service providing enterprises.

7.3
Experience of the first two years of the SETT program suggests that the original goals and objectives were somewhat too narrowly conceived in two respects, both affecting the quality of proffered policy advice. By comparison to the ideal, there was too little involvement of (and budget for) international expertise in the policy output of the competition winners. In addition, there was too little emphasis on the importance (and cost) of advocacy of policy advice by the winners. Both of these are essential for improving the quality and reception of think tank output.

D. The Size and Timing of the Grant to MPSF
Jerry, I think you have all this.
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