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NGO SUSTAINABILITY: 4.4

Public space for civil society organizations
in Russia contracted in 2003. The Civic

Forum (2001) did

NGO not realize its po-
SUSTAINABILITY tential to be the
2003 4.4 "positive turning
2002 4.0 point” in the rela-
2001 4.3 tionship  between
2000 4.3 NGOs and federal
1999 4.1 structures. Al-
1998 3.4 though leaders in
the NGO commu-

nity struggled to keep the opportunity alive,
they were unable to make significant
headway in strengthening the viability of
the Third Sector. Despite the lack of over-
all sector progress, a few specific organi-
zations made inroads. Local governance
and economic think tanks were invited by
the government of Russia to provide input
on national issues. Regional NGOs
pressed for dialogue on social problems
with municipal govern

ments, and won some municipal services
contracts. Russian trainers were recog-
nized for their development expertise, and
their consultation was sought out by Rus-
sian and international organizations. Nev-
ertheless, it would seem that a “managed”
Third Sector may be joining a long list of
other politically managed entities in Russia.

The legal environment remained unusually
confusing, restrictive, and inhospitable.
Legislation did not support the continued
development of NGOs and the third sector,
nor did it advocate for conditions that
would encourage public advocacy initia-
tives. Due to continued lack of meaningful
activity and the emergence of new obsta-
cles, NGO legislation moved beyond
‘stalled’ to what can now only be character-
ized as backsliding. Indicators forecast fur-
ther deterioration in the coming year.
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Local sustainability of NGOs was seriously
undermined with the arrest of a prominent
businessman-philanthropist and the raid
on another’s offices. Earlier indications of
the administration's readiness to pressure
businesses to contribute to preferred pro-
jects and initiatives significantly increased.

Announcements of imminent reduction in
international donor support jeopardized
the long-term sustainability of NGOs work-
ing in sensitive spheres, and will likely cur-
tail the expansion of the sector's overall in-
stitutional capacity. Hardest hit are those
organizations that work in the advocacy
arenas, such as human and civil rights.
Complicated legislation and arbitrarily en-
forced laws regarding earned income, fac-
tually remove the possibility for organiza-
tions to establish a financial base integral
for self-sustainability.

LEGAL ENVIRONMENT: 4.3

The sector fell far short of realizing the
post-civic forum prediction of "leveraging
dialogue into concrete changes." NGOs
were, for the most part, barred from par-
ticipating in defining social policy priorities
and decision-making. The overall decline
of the 2003 NGO sustainability rating is
substantiated by a considerable body of in-
formation from within the NGO sector; by
data derived from public opinion research
and surveys; and by the external evalua-
tions and analytical reports of partners and
leading experts.

The 2002 NGO Sustainability Index de-
scribed legislation as "primitive, out-dated,
and unclear,"
these  conditions
did not improve in
2003. Existing leg-

LEGAL
ENVIRONMENT

2003 4.3 : -

2002 4.0 islation encum-
2001 4.2 bered nonprofits,
2000 4.0 and perpetuated
1999 4.0 inequitable treat-
1998 3.0 ment.  Organiza-

tions reported diffi-
culty registering and complying with legis-
lation; petty harassment from tax authori-
ties, including tax audits that went on for
months; taxation of grants; undue ques-
tioning on their operations and activities
by security organs; and demands to pay
bribes. The ability to generate revenue
tax-fee was severely limited. Corporate
donations were not tax-deductible, and ef-
forts to make them so were met with
strong resistance from the government,
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under the premise that such donations
would only

encourage tax evasion schemes. While
theoretically, it is legal for individuals to
make tax-deductible donations, it is not
always so in reality. The legal environ-
ment does not facilitate or encourage en-
dowments or trusts. There are few local
lawyers specializing in charitable or NGO
law. Although donors encouraged the
NGO community to concentrate its efforts
to pursue resolution of these issues,
NGOs have not achieved any significant
successes in this sphere. There are ex-
amples of cooperation among a select
group of NGOs, but for the most part,
NGOs do not perceive their interests as
being broadly shared by others.

Draft legislation, pending in the Duma for
the past three to four years, was ad-
versely affected: the Law on Lobbying
and the Law on How NGOs Use their As-



sets became obsolete; the requirements
relating to the Law on Volunteers
changed; and the Law on Foundations
stalled. In addition to the obvious nega-
tive effects of the legislation related to
NGO infrastructure languishing for long
periods of time, many advocates lost the
will to pursue passage. Prominent lawyers
in the NGO community, officers in the RF
Ministry of Justice, and members of Duma
committees were nearly unanimous in rat-
ing the legal environment as controversial
and ineffective. Through their inactivity on
this front, federal authorities sent a strong
message to the third sector, and that
message negatively affected their rela-
tionship with civil society organizations.

One initiative that was slowly progressing
is UNDP's, Promoting Improvement and
Development of the Legislative Frame-
work for NGOs and the Third Sector. This
program is a collaborative effort between
UNDP and the Duma Committee for Non-
Government and Religious Organizations.
An independent evaluation of federal leg-
islation was conducted, and the collabora-
tive next proposes to identify priorities for
new legislative initiatives and amend-
ments to current laws. However, following
recent Duma elections, this committee

ORGANIZATIONAL CAPACITY: 4.3
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may become defunct, and future funding
IS uncertain.

At the federal level, there was some rec-
ognition that outsourcing community ser-
vices could offer relief in meeting the bur-
geoning needs of the population. It is un-
clear at this point which approach the
government will take, whether to contract
with NGOs or to create new, 'independent’
state-owned enterprises. Further compli-
cating the question is what affect the new
Law on Local Self-governance, which
contains  provisions  for  creeping
recentralization of government, will have
on the NGO sector.

NGOs in the major urban centers are
aware of the serious implications that the
legislative challenges present for the fu-
ture of the sector. There were efforts, al-
beit uncoordinated, to improve advocacy
campaigns. Local organizations and in-
ternational supporters continued to de-
sign strategies to address issues; how-
ever, it is uncertain if NGOs have the ca-
pacity, sufficient resources, or the stamina
to break through the wall of federal bu-
reaucracy.

The sector did not develop a critical mass
of NGOs with transparent governance or
with a willingness

ORGANIZATIONAL | to  hold them-
CAPACITY selves account-
able to the gen-

2003 4.3 eral public. There
2002 3.9 were a number
2001 4.4 NGOs that dem-
iggg ;1(5) onstrated i_n-
1998 3.0 creased capacity

to govern and or-

ganize their work effectively. Generally
speak-

ing, these were NGOs that were working
with western organizations. These NGOs
benefited from an array of training and in-
formation, and often made remarkable im-
provement while implementing projects
under foreign grants. Nevertheless, it is
estimated that this group comprises only
5-10 percent of all operational NGOs.

One of the leading causes of arrested or-
ganizational development is a phenome-
non referred to as "the one-man show". It
is commonplace for Russian NGOs to be
wholly dependent on the vision, energy,
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and contacts of a single charismatic
leader. With regard to organizational con-
trol, Soviet era attitudes often still prevail.
These organizations rarely develop be-
yond the personal control of their leader.
Even when such an NGO creates a board
of directors, it is generally in response to a
donor requirement. There remains a low-
level of awareness of the applicability or
utilization of organizational norms, such as
boards of directors, by the leaders of Rus-
sian NGOs.

At the local level, the introduction of com-
petitive procurement revealed that the av-
erage NGO did not possess the capacity
for social contracting. Some NGOs indi-
cated a resistance to adjusting their or-
ganization's activity in order to meet the
contractor's needs, and others withdrew if
services were to be monitored from the
outside. Findings of a study conducted by
the Urban Institute indicated that there is

FINANCIAL VIABILITY: 4.9

still a great need for greater education on
organizational development and manage-
ment before NGOs will be ready to com-
pete for contracts, or are competent to ful-
fill the terms and conditions of a municipal
contract.

The sector's organizational growth was
also impeded by the NGOs limited access
to professional services—accountants,
lawyers, fundraisers, and other interlocu-
tors competent to interact with authorities
and donors. NGOs' were unable to pay
market prices for services and training op-
portunities. In an attempt to respond to this
deficit, resource centers, NGO networks,
and community foundations endeavored to
transfer lessons learned through a multi-
tiered fee system.

Previous years’ amendments to the Law
on Charitable Organizations severely re-
stricted the ability of NGOs to generate

FINANCIAL revenue_. In 2003, a
VIABILITY few regional NGQS

were successful in
2003 4.9 winning  municipal
2002 4.4 contracts. Moscow
2001 4.7 business associa-
2000 5.0 tions and think
1999 5.0 tanks consulted with
1998 4.0 the federal govern-

ment on a fee-for-
service basis. Community foundations
grew in number and strength. These or-
ganizations began to adopt procurement
and conflict of interest rules, and to diver-
sify their sources of funding. However,
these advances were limited to the more
progressive regions, and a small number
of particularly well-organized NGOs. The
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majority of Russian NGOs are still effec-
tively excluded from generating revenue
through service fees.

For the majority of NGOs, securing ade-
guate financing became more difficult, and
will likely worsen in the next few years.
NGOs discovered that they were less
competitive than municipal agencies,
which are not subject to VAT, when bid-
ding on contracts. While NGOs are also by
law excluded from paying these taxes,
more often than not, they are forced to
pay. As a result, NGOs found themselves
having to severely underbid in order to win
contracts. NGOs also discovered that they
had new competition for private dona-
tions. The administration frequently pres-
sured businesses to make specified dona-
tions, and thereby reduced the pool of
available resources.



In 2006, when the budget undergoes
greater recentralization, the frequency of
municipal government contracts, consoli-
dated budget initiatives, and local grant
competitions for which NGOs will be able
to compete, will most likely be reduced.
Amendments to the Law on Charitable Or-
ganizations restricted fee-for-service activi-
ties and the establishment of endowments.
Top-quality financial management and leg-
islative advocates are rare, so NGOs must
attempt to navigate these issues on their
own. Today, the majority of NGOs have
less than two-months of operating capital,
live from grant-to-grant, and are dependent
on one or two donors---usually foreign.

It had been expected that the private sec-
tor would emerge as the strongest force to
initiate and/or support social activity. How-
ever, in October, Russian philanthropy
suffered a serious setback when a leading
local businessman-philanthropist was
jailed, and his foundation's assets seized.
Subsequent searches of the foundation's
offices coupled with interrogation and
threatened tax inspections of grant recipi-
ents had a withering effect on philan-
thropy. Since then, many Russian philan-
thropists and private businesses have
turned to 'safer’ or 'recommended’ initia-
tives while others have taken their philan-
thropy underground.

When Russian donors did engage with the
Third Sector, they were less interested in

ADVOCACY: 4.5
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democracy-oriented initiatives. The focus
of their activity was on improving the com-
munities where their businesses are lo-
cated. There was a willingness to fund pro-
jects that improved the quality of life of
employees and their families. Projects that
filled in the gaps in government spending,
such as supporting educational, sports,
and cultural opportunities for youth and
underwriting health initiatives, were pre-
ferred. In rare cases, businesses encour-
aged their employees to volunteer.

The future of Western donor assistance is
less optimistic than it was a year ago.
There were announcements of withdrawal
and phase-down from several key donors.
Groups, whose work is perceived to be
more sensitive, such as human rights, envi-
ronmental protection, and democracy build-
ing activity (such as election observation),
will likely be the most adversely affected.

Traditionally, even the poorest of the poor
have found the means to help one another;
however, the widening gap in the distribu-
tion of wealth in Russia is making private
donation more difficult for the average citi-
zen. The inhospitable legal and regulatory
environment for charitable giving seriously
calls into question the hypothesis that in-
digenous sources of funding will take the
place of western funding in the near future.

The majority of NGOs have not yet be-
come highly effective or sophisticated in
conveying their viewpoint to government
or the general public. There is little in the
way of coalition building based on mutual

interest or need, and what exists generally
is in response to donor initiative. Most or-
ganizations do not know how to undertake
advocacy, or have an understanding of the
concept limited to campaigns. NGOs are
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either uneducated about other forms of
advocacy, or lack the skills to take advan-
tage of them. Con-

ADVOCACY tributing to the prob-
lem is the fact that
2003 4.5 many leaders in the
2002 4.2 NGO sector suffer
2001 4.9 from  the  “great
2000 4.5 leader” syndrome,
1999 3.5 and working in con-
1998 3.0 . .
cert with others is of

little interest to them.
Dedication to a campaign wanes when ini-
tiatives are stalled by bureaucrats, as with
the taxation campaign that ‘drowned’ in
the Ministry of Finance’'s bureaucracy.
Mistrust, passivity, and cynicism has
grown stronger among those who have
been engaged in advocacy for any length
of time.

This past year, some organizations in
Moscow and in other urban centers im-
proved their skills in policy analysis, infor-
mation sharing and networking. NGOs that
focused on business, governance, envi-
ronment, and human rights steadfastly
lobbied the government and the general
public. The government sought the exper-
tise of some of these independent organi-
zations.

Think tanks were staffed with profession-
als, and often had prominent figures in
their leadership and on their advisory
boards. At times, their message reached
the 'ear' of key government’'s decision
makers. Environmental NGOs continue to
draw attention to national issues; unfortu-
nately, that attention could have negative
consequences. Foreign investors were in-
creasingly concerned about repercussions
when supporting environmental NGOs,
and local philanthropists were generally
unwilling to fund them. Unfortunately, the
government's interest and willingness to
discuss critical issues dropped off rapidly if
the topic was political or if it affected reve-
nues. Equally unfortunate was the fact that
these issues were rarely debated in public
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forums, and thus, the general citizenry re-
mained uninformed.

NGO resource centers, located in the re-
gions, had limited opportunity to advocate
at the federal level, although their nascent
coalition-building efforts met with some
success at the local government level.
NGOs in Tomsk monitored Duma mem-
bers and officials to confirm whether pre-
election promises were met. Six NGOs in
Samara formed a coalition to cooperate
with the government in solving social prob-
lems. However, frequent changes in the
regional administration meant lost rela-
tionships, and the NGOs found them-
selves starting over several times. Re-
gional successes have largely been de-
pendent of personal contacts or individual
personalities. A sociological survey, con-
ducted by the Institute of Systemic Analy-
sis at the Russian Academy of Sciences,
studied NGO participation in the drafting
and implementation of social policy in nine
regions. Findings revealed that NGOs
were, for the most part, barred from par-
ticipating in social policy decisions such as
budgeting for the social sphere, oversight
of program and project implementation,
and from defining social policy priorities.

The average Russian places employment
and housing issues at the top of their list of
concerns. Because citizens are unaware
that many NGOs focus their efforts on im-
proving these day-to-day issues, they feel
little connection to NGOs. Although NGOs
tried to improve the visibility of their efforts,
it was questionable whether NGOs had a
real opportunity and/or the necessary ac-
cess to advocate on behalf of the public. In
Russia, access to forums where dialogue
and decisions take place is closely
guarded. Further complicating the issue is
that NGOs generally have a very narrow
interpretation of advocacy. Efforts are di-
rected solely at promoting their projects or
advancing their philosophy.

NGOs still have serious obstacles and bi-



ases to overcome before they can build
broad-based coalitions that advocate for
mutual interests. Whether or not NGOs
have the capacity to become effective ad-
vocates may be linked to issues beyond

SERVICE PROVISION: 4.0

RUSSIA

their immediate control. Nevertheless,
there are indications that the Third Sector
is beginning to turn its focus toward the
citizenry.

The Russian NGO sector is just beginning
to move into Mid-Transition. A small num-

SERVICE ber of NGOs success-

PROVISION fuIIy_ provided contract
services at the munici-

2003 4.0 pal and federal level.

2002 3.7 The best in-roads were

2001 4.3 in the more progressive

2000 4.5 regions, where for-

1999 4.5 ward-looking  leaders

were more receptive to
change. Unfortunately, the majority of re-
gions were uninterested or unaware of the
potential of this mechanism. A study con-
ducted by the Urban Institute identified six
factors that contributed to local govern-
ments’ reluctance to engage in contracting
for services:

= Local governments thought that
NGOs were too inexperienced to
deal with reporting and taxation re-
quirements, and lacked necessary
organizational skills, management
capacity, and staff training.

= NGOs were not overly interested in
competing for contracts. They
were unable or unwilling to expand
their operations to handle a larger
or diversified clientele. Local gov-
ernment contracts were competed
annually, and NGOs often had ac-
cess to money with fewer de-
mands.

= Legal systems were weak, and
NGOs found themselves in an infe-
rior position legal disputes with lo-
cal governments.

= Local governments were not en-
tirely convinced that there were
advantages to the ‘new public
management’.

= Local government agencies did not
want to compete with NGOs for
contracts.

= Local governments were not ready
to contract for services.
Source: Raymond J. Struyk, Con-
tracting with NGOs for Social Ser-
vices: Building Civil Society and
Efficient Local Government in Rus-
sia, Urban Institute, September
2003.

There were too few opportunities to win
contracts to provide government services,
and the prospects were even more limited
when it came to fee-for-services. Opportu-
nities were further reduced if NGO ser-
vices were more expensive, were poorly
promoted, or lacked a marketing strategy.
The phenomena of NGO service provision
has rarely been studied or discussed in
Russia. Most observers believe that NGOs
only provide ‘virtual’ services, such as in-
formation dissemination, training, and
consultations. It is important that the sec-
tor generate a broader awareness of their
capacity to provide ‘physical’ services.

At the federal level, there seemed to be an
acknowledgement that the NGO sector
could be an important factor in bridging the
gap in social service provision. It has
been widely held that the results of the
Kozak Commission signaled a reversal of
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the trend towards decentralization. Mu-
nicipal budgets will almost entirely depend
on regional and federal authorities. There
has even been public discussion about
municipal services being provided by a
mega corporation. These changes would
effectively reduce the potential for NGOs
to provide public services. In two years,
there may be more adverse change when

INFRASTRUCTURE: 3.9

the Law on Local Self-Governance (2006)
is implemented. How the new law is im-
plemented over the next few years will de-
termine whether it will promote or discour-
age the contracting of services to NGOs. If
the law is used to reject contracting, there
will be serious sustainability implications
for the NGO sector.

INFRASTRUCTURE | NGO develop-
ment capaC|ty

2003 3.9 improved, but did
2002 3.2 not reach the ro-
2001 3.4 bust stage de-
2000 3.5 scribed in  Mid-
1999 3.5 Transition.  The
number of 1SOs
increased, but it would be an exaggeration
to say that they are active in most major
population centers. Russia has more than
35 cities with a population of 500,000 to
1,000,000. Some networking and coordi-
nation occurred; however, the notion of
‘associating’ remained weak or non-
existent---despite donor initiatives to en-
courage and facilitate this practice. Follow-
ing the second Civic Forum in November
2003, there were hints of a government-
managed Third Sector.

Training capacity has steadily grown
throughout the country. Intertraining, a
Russian association of certified trainers,
was highly sought after to provide local
and international expertise. The Academy
for Educational Development (AED) indi-
cated that a group of local trainers pro-
vided professional services to corporations
on a fee basis. Unfortunately, NGOs were
unable to afford these services without
donor assistance. The Center for NGO
Support (CNGOS), in its third year of a
USAID technical assistance program, pro-
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vided distance learning courses on man-
agement and organizational development
via the Internet. Each year, the number of
applicants from Russia and abroad has in-
creased. Russian trainers and evaluators
are in high demand in the Central Asian
Republics and neighboring CIS countries.
Courses on NGO Management were de-
signed in some regional universities, and
local NGOs assisted with curriculum de-
velopment. In response to donor demand,
USAID/Russia began to strengthen the
capacity of regional organizations to serve
as local grant-makers. Unfortunately in the
NGO sector, there is still a shortage of ex-
pertise in the spheres of accounting, law,
public relations, fundraising, personnel
management, and advocacy.

In 2003, NGOs discovered that they were
not alone in advocating for cooperative
mechanisms. The authorities began using
NGO sector concepts, and arranged train-
ings for officials on NGO theories of coop-
eration. Russian businesses were also
employing these mechanisms. LUKaoil
used competition to award social projects
in Perm, and contracted with Charities Aid
Foundation (CAF) and Institute of Urban
Economics (IUE) to administer these pro-
jects. SUAL Holding regularly signed and
implemented social partnership agree-
ments with the municipal authorities.



Little progress was made in developing an
infrastructure for the Third Sector. Rus-
sians resisted the concept of forming ‘um-
brella organizations’. A long history of mis-
trust often prevents them from believing
that it is possible to come together in a col-
laborative effort without losing their indi-

PUBLIC IMAGE: 4.6
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vidual organizational autonomy. Until this
myth is dispelled, the infrastructure for
sector self-regulation, united sector initia-
tives, and the ability to monitor govern-
ment and business on behalf of the gen-
eral public will not be difficult — if not im-
possible.

In general, the perception of NGOs did not
significantly improve over the past years.
The public, by and large, remains unin-
formed and suspi-

PUBLIC IMAGE cious of NGOs,
and does not be-
2003 4.6 lieve that NGOs
2002 4.4 contribute to their
2001 4.5 overall welfare.
2000 4.5 Conversely, where
1999 5.0 L
1998 4.0 citizens h_a_ve b_e—
come familiar with

NGOs, they mis-
takenly believe that NGOs are now re-
sponsible for provision of certain services
that were (and still are) the obligation of
the government. When certain NGOs did
not provide those services efficiently and
consistently, it diminished the reputation of
the sector as a whole. Many NGOs are
cognizant of the importance of their public
image and continuously work to improve it.
There were nascent efforts to systematize
education and engagement of the public,
to strive for organizational transparency,
and to seek out opportunities for media
coverage.

Philanthropists and businesses were will-
ing to contribute to NGOs provided they
were not controversial, and their mission
satisfied a personal interest. Giving was
done silently, as less recognition meant
less attention. ‘Edgy’ NGOs, such as hu-
man rights and environmental groups,
were avoided by almost everyone.

The NGOs’ relationship with the govern-
ment was a paradox. On the one hand, lo-
cal NGOs were effective partners and ad-
visors to municipal government; prominent
NGOs served as advisors on federal
commissions; economic think tanks pro-
vided substantive input on draft legislation;
and President Vladimir Putin hosted two
civic forums where NGOs and government
discussed the future of the sector. On the
other hand, municipal governments arbi-
trarily implemented, enforced, and inter-
preted the Laws of Charitable Organiza-
tions; commissioners had trouble working
within the precepts of the democratic
process and issued ultimatums to advi-
sors; governmental pledges from the first
civic forum never materialized; and the
second forum did not even make a pre-
tense of being anything more than a ‘man-
aged’ democratic event. Many believe that
the Administration fully understands the
potential of the Third Sector, and desires
to control this resource. One day, a strong
Third Sector may exist in Russia, but the
form might not be consistent with the prin-
cipals of a free and open civil society.

Utilizing the media sector to improve im-
age was difficult for NGOs, and they found
it hard to access or influence the media.
National broadcast media is entirely gov-
ernment owned, and was generally unin-
terested in the activities of NGOs. Re-
gional media outlets were sometimes
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more open to covering NGO events, but
most are also owned or controlled by local
government structures, corporate entities,
or oligarchs. Thus, decisions about
whether to cover NGO activity were often
influenced by factors other than newswor-
thiness or public interest. NGOs still have
a long way to go before they are proficient
at luring media to cover their actions.
Many still maintain an air of ‘entitlement’
with regard to media coverage, and this
does not advance their position or image.
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Adding to the public’s confusion was the
growing interest that business and gov-
ernment took in the nonprofit sector. Some
observers estimate that as many as half of
Russia’s NGOs are of government crea-
tion. Business, not to be left out, deter-
mined that contracting for services would
be a lucrative venture. Government and
business involvement sometimes leads to
increased loss of identity for NGOs and
creates further misunderstanding about
the role of Third Sector organizations.



