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Abstract: The aims of this article are to characterise the market quality of transition countries by applying the idea of
market quality theory and by designing a research framework suitable for examining the market quality in such
countries. While examining the market quality in transition countries, it is indispensable to consider the quality of the
government and society, and to understand market quality in relation to these two factors. Further, the author presents a
tentative research framework to understand the market quality in relation to the quality of the government and society.
Finally, market quality in Russia is characterised based on the recent middle class formation. This explains why a
low-quality market could be replicated in Russia.
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1. Introduction

The concept of market quality is becoming popular, particularly in advanced countries. While some
countries have high-quality markets where high-quality goods are traded at adequate prices, some other
countries have low-quality markets where crude goods are traded at exorbitant prices. The market
quality theory insists that a high-quality market is indispensable for the sound development of a
contemporary market economy and that an appropriate design of market infrastructure is required to
form a high-quality market."

A research project was undertaken, which attempted to clarify the uniqueness of market quality in
transition countries by applying the idea of market quality theory to such countries. This project, the
‘International Comparison on Market Quality and Government Quality of Transition Countries’
attempted to compare the quality of the markets and governments of two large transition countries,
Russia and China. The objective was to clarify the rule of game, the innovative capacity embedded in
each economy, and the risk of economic crisis triggered by the degradation of quality of the market and
government. We focus on three areas: 1) business enterprises and innovation system; 2) formation of the
middle class; and 3) flow of finance. We take into account government quality in addition to market
quality as it is challenging to understand the actual image of socio-economic development in transition
countries by merely paying attention to market quality.
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In relation to the features of the research, we apply the market quality theory to the transition countries,
which were previously discussed mainly in the context of developed countries. Furthermore, Russia and
China are considered countries with low-quality markets in order to seek ways to improve the quality of
the markets. We also take into account the possibility of world economic crisis arising from emerging
economies, such as Russia and China.

This article attempts to clarify the following two purposes: first, to construct a theoretical framework to
apply the market quality theory to transition countries, particularly to examine the role of the middle
class in the market quality theory; second, to characterise the quality of the market in Russia in terms of
the uniqueness of the middle class.

2. Overview of the market quality theory

Let us begin by briefly introducing the market quality theory based on a series of works of Prof. Yano
(2005, 2009, and 2016). A healthy development and growth of a modern economy requires a
high-quality market. A market quality is characterised in terms of low waste (efficiency) and healthiness
(competitive fairness), and defined by the qualities of competition, information, and commodities. The
formation and maintenance of a high-quality market requires an appropriate design of market
infrastructure. The quality of a market does not improve unless adequate laws and rules (primary
infrastructure) are introduced, and institutions, organisations, people’s consciousness, morality, custom,
and more broadly ‘culture’ (secondary infrastructure) are appropriately set up to follow these laws and
rules. However, there are no single and fixed criteria to measure market quality. Furthermore, to
determine the type of market infrastructure that leads to a high-quality market in a real economy requires
a wide range of empirical researches. Figure 1 below shows the structure of establishing a high-quality
market.
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Figure 1. Formation and background of market quality (Yano, 2009, p.51)
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3. Application of the market quality theory to transition countries

The market quality theory was previously discussed mainly in the context of developed countries. We
attempt to build a research framework to apply the market quality theory to transition countries.

In this research, in addition to the quality of the market, the idea of quality of government is introduced.
In transition and emerging countries, such as Russia and China, market quality should be considered in
relation to government quality. This is owing to the fact that in the actual state of emerging markets, the
government strongly influences the economy (Mizobata 2015).

This indicates that while considering market quality in an emerging market, it is indispensable to
examine the government quality and clarify the relation between market quality and government quality.
Mizobata (2016) takes into account government quality to examine the market quality in Russia. He
selected the following five factors as components of market quality. The first factor is the degree of
marketization in terms of rule, law, and institution. Russia is considered to be at a rather low level in
comparison to other countries in this respect. The second is effectiveness of law and institution, which
defines the quality of the government and refers to low govemance in terms of efficiency of the
government, rule of law, corruption, political stability, and protection of property right among others.
The third factor is the uniqueness of economic agents and their behaviour. The main actors in the market
are business enterprises heavily dependent on the state and state-owned companies. The fourth factor is
the validity of market adjustment. The parallel existence of domestic and international finance, and
capital circulation through offshores make it challenging for market adjustment to function effectively.
The final factor is the existence of institutional complementarity. The four factors mentioned above
interrelated and reproduce low-quality market in Russia.

It is also clear that market quality in Russia is not necessarily high in terms of statistical data. For
example, in the competitiveness ranking offered by International Institute for Management
Development (IMD), Russia ranked 46th among 63 surveyed countries in 2016.> Moreover, in terms of
government quality in corruption perception index, Russia ranked 131st among 176 surveyed countries
in2016.*

This means that market quality in emerging markets, such as Russia, has to be examined in relation to
government quality.

4. Research framework

We have thus far shown that while examining market quality in transition countries, government quality
should also be examined. In addition, the author attempts to include the idea of quality of society and
proposes renewed research framework, which is applicable to transition and emerging markets. As this
is merely tentative, the framework is explained based on Figure 2 below.
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As described previously, market quality is considered to be influenced by government quality. When
a government develops market infrastructure and adopts policies to promote the competitive
environment, the market quality is expected to improve. Moreover, when the transparency of a
government improves and the degree of corruption reduces, market quality is again expected to improve.

In addition, to improve market quality, certain social strata that support the democratic market
economy and play an active part in high-quality market are indispensable. Here, we raise the idea
‘quality of society’ and regard a society that is middle class, which is plentiful in terms of both quality
and quantity, as a high-quality society. In a high-quality society, people could increase their support to
the market economy and secure a high-quality market. Simultaneously, the government quality can
improve through peoples’ support for democracy and this could lead to a high-quality market through
government policy to support the competitive environment and develop market infrastructure. On the
contrary, an improvement of market quality can positively influence both the quality of a government
and the society.

In this manner, the three components, quality of market, government, and society, are considered to be
interrelated and improve each other. However, this research framework is rather primitive and must be
refined in the future.

Quality of Market

Policy to support Values to support
competitive environment market economy

Quality of Quality of Society

Government (Middle Class)

Support for democracy

Figure 2. Interrelations between quality of market, government, and society
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5. Specificity of the Russian middle class and market quality

Using the above research framework, we attempt to approach the problems of market quality in Russia,
particularly in terms of the formation and changes of the middle class in Russia. Considering the quality
and quantity of the Russian middle class, former researches have clarified the following points (Hayashi
2007). First, the size of the middle class is approximately 20%, which is rather small in comparison to
advanced countries. Second, various people are included in the middle class. Third, values and
behaviour are rather unique and the middle class does not necessarily support the market economy or
democracy.

Here, we observe the recent changes of the middle class based on recent research outcomes and
attempt to clarify the interrelation between the middle class and market quality.

5.1 Size of the middle class

In relation to the size of the middle class, it was confirmed that approximately 20% could be classified
as middle class in Russia from 2000. Recent research shows that the size of the middle class did not
dramatically increase after the rapid economic growth of the 2000s.

This point can be confirmed based on the social survey carried out by the Moscow Carmegie Center in
2000 and thereafter. Table 3 shows the size of the middle class in terms of three typical criteria (material
position, such as income and property; socio-occupational position, such as education and occupation;
and self-identification) and labelled households that were at the intersection of all three criteria as core
middle class and as either of the two, semi-core of middle class as middle class. The size of the core of
middle class is rather small in each survey year and the size of the middle class did not increase despite
the rapid economic growth of the 2000s. The size of the middle class based on the material position
criteria has increased, which is considered a reflection of rapid economic growth; while the size based on
self-identification criteria shows a sudden drop in the 2000s. It is estimated that many people
experienced feelings of resignation in the possibility of their social upward mobility.’

Table 3 Size of the middle class (% of population)

2000 2004 2007 2011
Material position 21.2 21.3 23.2 28.0
Socio-occupational position 219 18.0 169 20.8
Self-identification 39.5 15.9 254 252
Core of the middle class 6.9 - 3.6 5.0
Semi-core of the middle class - - 11.9 10.0
Size of the middle class - - 15.5 15.0

Source: Gontmakher and Ross (2016) p. 100.
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5.2 Composition of the middle class

Further, let us observe the composition of the middle class in Russia. As shown above, we identified
that the gap in the size of the middle class by each criterion (material situation, occupation and
professional status, and self-identification) is significant. This means that various types of social groups
can form part of the middle class, and that there is no stable and crystallized middle class. Generally, the
middle class includes occupations such as small entrepreneurs, lawyers, medical doctors, and engineers.
However, previous research shows that not only small and medium entrepreneurs, specialists, and public
servants, but some workers, pensioners, and students also identify themselves as part of the middle class.
Therefore, the social composition of those who consider themselves as middle class is rather varied.

In addition, recent research shows that the Russian middle class featured more bureaucrats and fewer
business people than in the 1990s and the early 2000s. In 2008, approximately 50% of the members of
the middle class were employed in the government sector, 19% in privatised firms, 21% in newly
founded private firms, and 11% worked in cooperatives, public organisations, or were self-employed. In
2014, the respective figures for the core of the middle class were 68%, 13%, 12%, and 7%.° This shows
that the Russian middle class is heavily dependent on the government in terms its composition.

5.3 Values and behaviour

Finally, let us observe the values and behaviour of the middle class. The Russian middle class, along
with education and diligence, values personal connections and shrewd attitude in order to achieve
success. These values that are unique to the Russian middle class may conflict the values and
behavioural patterns of the market economy in general. They are not necessarily in harmony with
values, such as the emphasis on contract, legal compliance, diligence, and hard-work, which are
widespread in the market society. The Russian middle class makes strong commitments to informal
economic activities.

As such, the middle class in Russia is different from that of the advanced countries and is rather unique
in terms of its size, composition, values, and behaviour. How does this uniqueness of the Russian
middle class relate to market quality in Russia? As Mizobata (2016) shows, the Russian government
does not act to improve the competitive environment and justice in the market. This means that the
government quality in Russia is not high. In addition, the quality of society in Russia is not high as the
size of the middle class is not sufficiently large. The middle class is heavily dependent on the
government and does not strongly support the healthy development of the market economy. This means
that both the factors, which contribute to the improvement of market quality, do not function well and
low-quality market could be replicated in Russia.

6. Conclusion
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In this article, we examined the market quality of Russia in relation to the quality of the government and
society. Particularly considering emerging economies, market quality is influenced by other factors,
such as the quality of the government and society. We focused on the quality of society to examine the
market quality in Russia. The Russian middle class is rather unique in its size, composition, values, and
behaviour. The specificity of the middle class together with a low-quality of the government is one of
the main reasons to replicate a low-quality market in Russia.

However, several problems are ignored. In particular, a better research framework has to be designed
based on the comprehensive examination of interrelations between the quality of market, government,
and society. In addition, the quality of society is not merely represented by the middle class. As such,
the tentative research framework needs to be improved.

Furthermore, in this article, we merely focused on Russia among other emerging economies. It is
indispensable to compare the Russian case with other emerging economies, such as China. For example,
the Chinese middle class is rather similar to the Russian, but this does not mean that a low-quality market
is replicated in China. Considering these problems is a future task.

1 am grateful to the Joint Usage and Research Center of the Institute of Economic Research, Kyoto
University, for the financial support for this article.

Notes

!'See Yano (2016).

? Kyoto Institute of Economic Research, Kyoto University (KIER), Joint Research and Joint Usage
Projects in 2016.

3 See IMD homepage. https://worldcompetitiveness.imd.org/rankings/ WCY.

* See Transparency International homepage. https:/swww.transparency.org/news/feature/corruption_per
ceptions_index 2016#table

> See Kupets (2016).

%See Gontmakher and Ross (2016) p. 105.
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