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Abstract. In the previous issues of our journal' we have repeatedly addressed the problem of ineffective-
ness of the Government’s implementation of the President’s instructions, which Vladimir Putin voiced in
his Addresses to the Federal Assembly, in “May Decrees”, etc. In the 2018—2024 political cycle, the main
directions of state policy are implemented through 12 national projects. The comprehensive analysis of
expert opinions urges us to talk about the threat of disruption of their implementation once again. The
following materials analyze the essence of national projects, the dynamics of their implementation, since
their adoption (2005), during V. Putin’s third presidential term (2012—2018), as well as the specifics of the
current socio-political situation in Russia in 2018—2019, which urgently requires a qualitative increase in
the responsibility of the elites for the comprehensive achievement of the targets specified in the national
projects for 2018—2024.

Key words: national projects, public administration efficiency, national interests, President.

' See, for example, editorials in the following issues of Economic and Social Changes: Facts, Trends, Forecast: vol. 11,
no. 2 (2018); vol. 10, no. 3 (2017); no. 2 (26) (2013); no. 6 (30) (2013); no. 3(21) (2012).

For citation: Ilyin V.A., Morev M.V. Nationally oriented rotation of the elites — the most important condition for the
implementation of national projects. Economic and Social Changes: Facts, Trends, Forecast, 2019, vol. 12, no. 4, pp. 9-25.
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The history of priority national projects in
Russia dates back almost 15 years: on
September 5, 2005, at a meeting with members
of the Government, the leadership of the
Federal Assembly and members of the
Presidium of the State Council, Russian
President Vladimir Putin raised the question
of “creating new mechanisms to improve the
quality of life of Russian citizens significantly”
and stressed his personal participation in the
implementation of priority areas such as health,
education, and housing: “During subsequent
work, I ask that we focus on the said priorities.
To this avail, a council for the implementation
of priority national projects will be created, and
I will personally supervise its work”?.

Since then, the continuity’ of goals,
objectives, key directions, policy implemen-
tation, etc. can be called one of the main
features of national projects. It characterizes
the state policy on the implementation of
national projects as a system designed for long-
term work with the appropriate formulation of
specific criteria, indicators, terms, and persons
responsible for their achievement.

However, this continuity also has its “weak”
points such as the consistent reproduction of
the practice of non-achieving the planned

2 Vladimir Putin’s speech at a meeting with members of
the Government, the leadership of the Federal Assembly and
members of the Presidium of the State Council, September 5,
2005. Official website of the President of the Russian Federation.
Available at: http://www.kremlin.ru/events/president/
transcripts/23157

3 The priority national project “Health” (2006—2018),
as well as the national project “Healthcare” (2019—2024),
are aimed at reducing mortality, increasing the availability
and quality of medical care and development of preventive
healthcare.

The priority national project “Housing” (2006—2018) and
the national project “Housing and the urban environment”
(2019—2024) are aimed at increasing the affordability of housing
for middle-income families (in particular, they plan to increase
the volume of housing construction and mortgage lending, etc.).

The priority national project “Education” (2006—2018), as
well as the national project “Education” (2019—2024), provided
for the support of innovative universities, updating the facilities
and equipment of educational institutions, etc.

10
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result. Many experts — scientists and represen-
tatives of the civil society have already spoken a
lot about this*. Many of them note that the main
obstacle to the development of the Russian
economy is “opportunistic behavior of the state
bureaucracy and major entrepreneurs”.

The opportunistic behavior of the Russian
bureaucracy has a wide-scale and deep its
impact on the life of Russian society. Some of
its representatives ignore the objectives of
the reforms or conduct them with a focus
on their group interests. This manifests
itself in embezzlement of the state budget,
corruption, etc... Some of the Russians who
have enriched themselves over the years of
reforms perceive structural and technological
innovations, as well as the necessary social
changes, as a potential threat to their privileged
position and tacitly counteract them. In fact,
Russian business, especially large business,
is refraining from solving the problems of
technological modernization of the economy
and its diversification. Some representatives
of the Russian bureaucracy hold a similar
position...

The large scale of opportunistic behavior
of large groups of the population indicate the
growing inconsistency between current
institutional reforms and the needs of society;
under the circumstances, it is necessary to
replace them... The main conclusion is that
the difficulties encountered on the way to
the recovery of the Russian economy arise
from the opportunistic behavior of the state
bureaucracy and major entrepreneurs®.

4 See, for example:

Glazyev S.Yu. National projects — illusion or reality?
Zolotoi lev, 2007, no. 101—102. Available at: http://www.zlev.
ru/101/101_52.htm;

Bashkatova A. Forgotten national projects. Nezavisimaya
Gazeta, 2009, December 29. Available at: http://www.ng.ru/
economics/2009-12-29/1_nazprojects.html; Proceedings of the
final plenary session of the 17th April international conference
on economic and social development, April 19—22, 2016.
Official website of the HSE. Available at: https://www.hse.ru/
news/science/181135658.html

3 Vlasov E Costs of opportunistic behavior of social groups.
Obshchestvo i ekonomika, 2019, no. 6, p. 42.
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This means that these entities “seek their
own interests, ignoring the law, abusing market
power and official position... in fact, they weasel
out of their responsibilities to address the issues
of technological modernization of the economy
and its diversification™®.

The major power of the Russian elite is the
liberal clan that serves global financial
speculators against their own people and
strives to return to its “blessed’” 1990s...
The victories of the liberal clan include the
reappointment of the Medvedev Government
in 2018, the pension reform, the VAT increase,
an insane tax maneuver (that inflated gasoline
prices and made its production unprofitable),
and the growing discontent of society...”

Under these conditions, the criticism and
pessimistic forecasts of experts regarding the
realism of the implementation of national
projects in 2019 become quite understandable
(Insert 1)3.

In 2019, researchers from Vologda Research
Center of the Russian Academy of Sciences
(VoIRC RAS) analyzed the datasheets and
expert opinions on the national projects
“Demography”, “Healthcare”, “Housing and
Urban Environment”, and the Comprehensive
plan for the modernization and expansion of
the main infrastructure for the period up to
2024. According to the results of this review,
it was concluded that the measures aimed at
the implementation of the goals lack financial
support, that the national projects neglect a
number of objective demographic and socio-
economic trends, and that the quality of the
used criteria for evaluating the effectiveness of
the activities is insufficient.

¢ Ibidem. P. 43.

7 Delyagin M.G. Sobyanin’s Prospects. Gazeta “Zavtra”,
2019, no. 32. Available at: http://zavtra.ru/blogs/perspektivi_
sobyanina

8 Insert 1 presents only a small part of the analyzed expert
opinions, their quintessence. Nevertheless, it fully reflects
the general skepticism of experts about the prospects for the
implementation of national projects.

Economic and Social Changes: Facts, Trends, Forecast

In a concise form, expert assessments are
summarized’ in Insert 2. The data clearly show
that before their implementation the national
projects were not subject to broad, large-scale
discussion either in the expert community or
among the public; although this would have
eliminated many of the shortcomings that
arise today during the implementation of the
national projects.

The expert assessments presented in Inserts
1 and 2 suggest with a high degree of probability
that the practice of non-fulfillment of national
project targets will be repeated, and, therefore,
their essence is not so much economic and not
so much political (since they are developed
and implemented after the beginning of a
new political cycle), but rather psychological,
due to the fact that they are used as a tool of
political rhetoric in the classical version of the
management of crowd psychology.

The founders of crowd psychology (G. Le
Bon'’, G. Tard!!, S. Sighele'?) at first considered
the crowd only in a negative context, as a
gathering of people “mostly with criminal
inclinations, obsessed with harmful passions
and desire for destruction; who are not
engaged in any useful work and do not have
their place in society”!’. However, with the

9 More detailed information on the full list of expert
assessments of these national projects and on the Comprehensive
plan can be found in the following materials:

National projects 2019—2024: analysis and key risks to their
implementation. Economic unit: scientific-analytical edition. Team
of authors under scientific supervision of V.A. Ilyin, T.V. Uskova.
Vologda: VoIRC RAS, 2019.93 p.;

National projects 2019—2024: analysis and key risks to their
implementation. Social sphere: scientific-analytical edition. Team
of authors under scientific supervision of A.A. Shabunova.
Vologda: VoIRC RAS, 2019. 68 p.

10 e Bon G. Les Lois Psychologiques de I‘Evolution des
Peuples (1894); La Psychologie des Foules (1895).

" Tarde G. Lafoule criminelle (1892); Etudes de psychologie
sociale (1898).

12 Sighele S. La coppia criminale (1892); La delinquenza
settaria (1897).

3 Golubeva M.V. Social masses — what it is, crowd
psychology, specifics, features. Gray mass of people. Information
resource “Psychologist’s advice”. Available at: https://
psychologist.tips/2814-sotsialnye-massy-eto-chto-psihologiya-
mass-osobennosti-harakteristiki-seraya-massa-lyudej.html
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Crowd psychology is a field of psychology,
which studies the nature, essence, laws of
occurrence, formation, functioning and
development of crowds and masses as
specific forms of human communities. It was
created in the late 19th century by French
sociologist and psychologist G. Le Bon, Italian
psychologist and lawyer S. Sighele (1868-1913),
etc... Traditional research subjects of crowd
psychology include various gatherings of
people, demonstrations, rallies, phenomena of
mass euphoria, aggression, panic, etc.

To a certain extent, crowd psychology is
focused on Le Bon’s “psychological law of the
spiritual unity of the crowd”, according to which
in the later phase of the formation of
an organized crowd, there is a leveling,
depersonalization and deindividualization
of people in it; which is why on the basis of
shared qualities managed bythe unconscious
a temporary “collective soul” of the crowd is
formed.

The origins of the idea of crowd psychology
were laid in the theory of imitation by G. Tard,
who argued that social behavior has no other
explanation than through the idea of imitation®.

development of psychological science itself
and, in particular, with the increased interest
in group psychology, the idea of the crowd has
lost its negative connotation and started to be
interpreted to a greater extent more neutrally —
as a “relatively stable gathering of people with
its own purpose and common intentions”'® (this
happened in the mid 20th century). It should
be noted that this was largely facilitated by the
emergence of the term “the masses”, which

14 The Newest Dictionary of Philosophy. Minsk: Book House.
A.A. Gritsanov. 1999. Available at: https://dic.academic.ru/dic.
nsf/dic_new_philosophy/993/%D0%9F%D0%A1%D0%98%
D0%A5%D0%9E%D0%9IB%D0%9E%D0%93%D0%98% D0
%AF

15 Gadaev A.V. Crowd psychology. Information resource
“Proza.ru”. Available at: https://www.proza.ru/2011/12/21/502

16 Golubeva M.V. Social masses — what it is, crowd
psychology, specifics, features. Gray mass of people. Information
resource “Psychologist’s advice”. Available at: https://
psychologist.tips/2814-sotsialnye-massy-eto-chto-psihologiya-
mass-osobennosti-harakteristiki-seraya-massa-lyudej.html
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became widespread in the second half of the
19th century within the framework of Marxist
philosophy: the term “masses” meant “workers,
that is, the people who are engaged in material
production and play a decisive role in the
development of society; the masses became the
main force in the era of revolutions they were
opposed to the ruling and intellectual elite”'”.

Non-critical thinking, hyperbolicity of
thinking; ignoring the facts; simplicity and
emotionality of perception; respect for power
and the need for a leader — all these and many
other regularities of crowd psychology allocated
by the classics of this research area are fully
present in our country today.

“The images that strike the imagination of
the crowd are always simple and clear. Not the
facts themselves amaze the crowd, but the way
they are presented to it... The crowd does not
think or consider. It is capable of perceiving
only those ideas that are simplified to the
limit. The judgments of the crowd are always
imposed upon it, and are never the result of
a comprehensive discussion. The crowd never
seeks the truth. It turns away from any evidence
it does not like, and prefers to worship delusions
and illusions, provided that it likes them'®. “The
masses are easily manipulated and gullible. The
person who would wish to take advantage of the
masses would do best not to employ reasonable
arguments but propose, rather, fascinating
visual images which they should repeat again
and again. The masses fall under the truly
magical power of words”..."”

Isn’t it true that all these long-studied
characteristics are extremely suitable for
describing the modern relationship between
society and power? They fully explain, for
example, why at peak moments (no doubt,

17 Ibidem.

18 Starikov N. Nine quotes by Gustave Le Bon. Official blog
of N. Starikov, 2016, January 7. Available at: https://nstarikov.
ru/blog/61667

% Freud S. Group Psychology and the Analysis of the Ego.
Moscow: Sovremennye problemy, N.A. Stollyar, 1926. Available
at: https://www.magister.msk.ru/library/philos/freud001.htm
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Ilyin V.A., Morev M.V.

Figure 1. In your opinion, how successfully does the Russian President cope with the problems
related to economic recovery and the growth of citizens’ welfare? (% of respondents)
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an election is such a moment) the President
and the party in power gain a record number
of votes of support, while throughout the
political season there remains a high level of
dissatisfaction in society concerning the way
in which these very authorities implement the
same policy issues related to the dynamics of
the standard of living and quality of life (Fig. 1).

And just as precisely the formulation of the
main goals set out in national projects (first
announced in the President’s annual Addresses
to the Federal Assembly of the Russian
Federation) sounds reassuring, although more
than half of Russians, according to sociological
surveys, do not believe that the designated
development targets will actually be achieved.

Let us recall that after the President
delivered his Address to the Federal Assembly
of the Russian Federation in 2018, the majority
of Russians (53%) noted that the tasks he
had voiced would not be fulfilled. Moreover,
according to 47% of Russians, they would not

Economic and Social Changes: Facts, Trends, Forecast

Volume 12, Issue 4, 2019

be implemented “because of corruption and
bureaucracy in the government”, and only
3% said it would be due to the fact that “the
President’s proposals are too general, non-
specific”? (Fig. 2). According to RAS Federal
Research Sociological Center, from 30 to 46%
of Russians felt that the most important tasks
of the Presidential Address of 2018 (increasing
the average life expectancy of Russians to
80 years; increasing real incomes of working
population and increasing pensions; improving
the availability and quality of medical care
and educational services, etc.) would not be
implemented?'.

2 President’s Address to the Federal Assembly: first
impressions: VISIOM press release, 2018, no. 3602, March 13.
Available at: https://wciom.ru/index.php?id=236&uid=116743

2l Filina O. Birds in the hand turned into birds in the bush:
what do Russians think about the feasibility of strategic tasks of
the state. Kommersant, 2018, May 28. Available at: https://www.
kommersant.ru/doc/3635558

17
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Figure 2. In your opinion, to what extent are the tasks that the President announced in his Address to the Federal
Assembly of the Russian Federation realistic, and will they be fulfilled or not? (all-Russian data by VTsIOM, closed-
ended question, one answer; in % of those who lisneted to the Address or learned its content from the news)
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but they will not be fulfilled because of corruption and

Source: President’s Address to the Federal Assembly: first impressions: VTsIOM press release, 2018, no. 3602, March 13.

Available at: https://wciom.ru/index.php?id=236&uid=116743

The practice of public administration based
on the laws of crowd psychology, apparently,
continues to be implemented in the political
season of 2018—2024. At least it is implemented
by the same people who failed to achieve the
goals set out in the previous orders of the
President. Criticism of national projects of
2018—2024 points to the same “sore spots”
as in priority national projects of 2006—2018
(insufficient funding, ill-considered evaluation
criteria, etc.) and meanwhile the political
system witnesses the same struggle for power
on the part of various groups, which in 2012
was mentioned by experts from Minchenko
Consulting Group: “The process of ruling
aims primarily to sustain the existing inter-clan
balance... Russian power is a conglomerate of
clans and groups that compete with one another
over resources”?2,

22 Vladimir Putin’s Big Government and the “Politburo
2.0”: a report by Minchenko Consulting. 2012. P. 2.

18
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... Against the background of institutional
proposals to modernize the system and argu-
ments about the link between the government
and the people, Russian political history
continues to degrade. The autumn gubernatorial
elections will be held in a purged competitive
field — in order to guarantee the stability of the
results... But another point is important. An
attempt to legitimize power in the conditions
before, during and after the transit with the
help of the changes in the system of public
administration, but without reliance on thereal
interests of society, can only result in a greater
gap between the elite and the people. It would
be good if the changes began with the people
rather than with the Constitution?.

Today, people may change, but the essence
does not change: the political system is being
“rebuilt” on the basis of the results of

2 Skorobogatyi P. Healthy evolution of the policy. Ekspert,
2019, no. 30, p. 49.
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“undercover games” of elite groups rather than
the interests of national development and the
needs of the majority of the population, and
this also indicates the “continuity” of the basic
principles of building relationships between
society and government.

However, the inability of the political system
to transform itself dynamically is in conflict
with the qualitative changes that have occurred
over the past almost 20 years in Russian society.
During this period, society has changed
dramatically: in the demographic, economic,
and psychological spheres... Not all of these
changes are positive, but it is important to
emphasize that the social transformations have
resulted in the growth of public awareness of
its own subjectivity. Today it is reflected in an
increasing need for changes?, in the increase
in the number of Russians who do not count on
the support of the state?, and in the sensitivity

Everyone was horrified by the results of
the research carried out at the Institute of
Psychology of the Russian Academy of Sciences
on the dynamics of the psychological state of
our society, which were publishedin late 2013...
Over the past 30 years, all the negative traits
(permissiveness, violence, aggression, hatred,
hostility, arrogance, greed, anger, cruelty,
rudeness) have aggravated in Russians, and the
positive traits (discipline, reliability, decency,
humanity, kindness, compassion, selflessness,
mutual respect, altruism), on the contrary,
deteriorated. So much for the difference
between the two worlds - the socialist and
the capitalist...>.

24 Petukhov V.V. Dynamics of social mood of Russians
and the formation of a request for change. Sotsis, 2018, no. 11,
pp. 40—53.

% Gorshkov M.K., Sedova N.N. Self-sufficient Russians
and their life priorities. Sotsis, 2015, no. 12, pp. 4—16.

% Sapozhnikova G. In 30 years Russians have become
bolder, meaner and greedier (an interview with Professor S.
Enikolopov, head of the Department of Medical Psychology
at the Center for Mental Health Research, Russian Academy
of Medical Sciencesa). Komsomolskaya Pravda, 2014,
September 1. Available at: https://www.vologda.kp.ru/
daily/26179.4/3068438/

Economic and Social Changes: Facts, Trends, Forecast

and the severity of public reaction toward
various episodes of social injustice on the part
of the authorities with regard to the people —
from the uncoordinated construction site for a
church in Yekaterinburg to the non-admission
of independent candidates to participating in
the Moscow City Duma election.

We should note that according to the
nationwide data by VISIOM and regional data
by Wologda Research Center, the likelihood of
protests and most importantly the willingness
of people to participate in them have not
decreased to the values that preceded the public
announcement of the draft pension reform
(June 2018). Twenty seven percent of Russians
and 20% of Vologda Oblast residents are ready
to take part in protests — these figures are not
only significant and create a situation in which
“violent events can often unfold”?’; they exceed
those registered in the first years of V. Putin’s
each presidential term (Fig. 3 and 4).

As society becomes more “mature” in the
political and civil aspects, the mechanisms of
influence on public consciousness that are
traditionally used by the government will
increasingly lose their validity, but there is no
alternative to them yet.

This is evidenced by the current and
prospective situation in the country, which
continues to degrade demographically,
economically, morally and (as we can see
from the increase in social tension) socio-
psychologically:

v" the demographic situation is such that
only in four months of 2019 we reached natural
population decline of 149 thousand people... In
fact, we had such a decline in 2007. We faced
similar situation twelve years ago”?;

27 Sheynis V.L. Historical transit: Russian drama.
Nezavisimaya Gazeta, 2017, January 27. Available at:
http://www.ng.ru/ideas/2017-01-27/5_6914 drama.html
(accessed: 28.01.2017).

2 Sysoev T. To stay alive. Ekspert, 2019, no. 28, p. 51.

Volume 12, Issue 4, 2019 19


https://www.vologda.kp.ru/daily/26179.4/3068438/
https://www.vologda.kp.ru/daily/26179.4/3068438/
http://www.ng.ru/ideas/2017-01-27/5_6914_drama.html

Nationally Oriented Rotation of the Elites — the Most Important Condition for the Implementation...

Figures 3-4. Proportion of people who consider mass protests possible
and who are ready to take part in them (% of respondents)
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VTsIOM data (for Russia)
The wording of the question: "In your opinion, what is the
likelihood of mass protests against falling living standards,
injustice on the part of the authorities and in defense of your
rights in your city/rural area? Will you personally take part in
them or not?" Source: https://wciom.ru/news/ratings/
protestnyj_potencial/

The most surprising thing is that now
(unlike the mid-2000s), when you study
poverty in Russia, you no longer feel any shock
or surprise. And this indifference is dangerous,
as it characterizes the usual social depression. It
is not surprising, because not only the poor are
poor in Russia, but virtually the entire Russia is
poor. Median monthly income in many regions
of the country is only 250-300 USD. According
to this indicator, our once industrial regions are
now equal to the poorest republics of the CIS
and the countries of Africa. Air travel, vacation,
education of children, quality medical care are
hard-to-reach or even inaccessible benefits for
the majority of the middle class®.

v' “one-third of Russian regions lives very
close to the poverty line”*;

v' “given the current economic policy (tight
fiscal policy and tight monetary policy) and the

2 Unpromising people (editorial). Ekspert, 2019, no. 29,
July 15-21, p. 11.

3% Obukhova E., Mavrina L. Survival, but not life. Ekspert,
2019, no. 29, July 15-21, p. 18.
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VoIRC RAS data (for the Vologda Oblast)
The wording of the question: "In your opinion, can mass protests
against rising prices and low living standards be held in your
settlement? Will you personally take part in them?". Source:
VoIRC RAS database.

weak effect of national projects, technical
recession in the economy can be recorded
already in 2019, rather than in 202173

A rather pessimistic picture emerging in
the expert opinion on the present and future
of the Russian economy and on the
demographic situation is directly related to
the moral irresponsibility of the ruling elites,
who allow the non-fulfillment of direct orders
of the head of state and ignore public opinion
trends. However, in his public speeches the
President (who, in fact, agrees that not all
the indicators set out in the national passports
of the projects are being implemented to the
fullest extent) regularly says that without
setting ambitious goals we would not have
had those results that we are now proud of
(Insert 3).

31 Titov experts predicted a recession in 2019. RBK
website, 2019, August 5. Available at: https://www.rbc.ru/
economics/05/08/2019/5d443a6d9a79470cb3c28cbc?utm_
source=yxnews&utm_medium=desktop
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EDITORIAL

Ilyin V.A., Morev M.V.

The initial message of the head of state,
therefore, comes from the fact that it is
important not so much to achieve the goals of
national projects, but to ensure a stable and,
most importantly, really tangible dynamics of
growth in the standard of living and quality of
life for the general population. V. Putin noted at
one of the meetings on the implementation of
national projects: “People are not interested in
abstract promises... The result is what matters
for people, here and now, not in some distant
future. In any case, people should see that the
process is underway, that it is positive and leads
to these results”*2. Moreover, to assess the effect
of the implementation of national projects, in
the end, mst be perceived by those for whom
they are created — Russians themselves. In V.
Putin’s Address to the Federal Assembly of the
Russian Federation in 2019, this idea sounded
particularly clear, but it was also not the first
time that he voiced it (Insert 4).

This approach, which is based on the
priority realization of national interests not only
in foreign but also in domestic policy, cannot
but be supported. However, real practice shows
that the ruling elites do not share it.

“Around Putin in twenty years, a circle of
devotees he personally trusted has been
formed, but there are no signs of a circle of
like-minded people who share a single
ideology, whose thinking abilities are not
reduced to the tasks of annual budget and
short-term objectives, but who have a vision
of what the future of Russia in ten or fifty years
should be. There are no futurologists, no real
ideologists, and no social designers among
V. Putin’s closest associates. Trying to look
beyond the horizon of two or three years is
considered bad manners. Therefore, so far, a
global mobilization Development project has

32 Meeting of the Council for Strategic Development
and National Projects, May 8, 2019. Available at: http://www.
kremlin.ru/events/president/news/60485
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not been launched, and not a single one of the
declared national projects has been properly
executed”?,

The level of trust in Vladimir Putin according
to VTsIOM is 70-73% in 2019. For comparison,
the level of trust in Dmitry Medvedev and
Vladimir Zhirinovsky is 34-37%, Gennady
Zyuganov —30-34%; Sergey Mironov —27-29%3*.

As a result, national interests remain only at
the level of goal setting and public speeches
of V. Putin himself. And therefore, it is for a
reason that Russian society “trusts only the
President”? in the entire political system of our
country. But the objectively difficult economic
and demographic situation in the country, the
need to address key problems of people’s concern
(associated primarily with a high level of social
inequality, poverty, inefficiency of “social
elevators”, etc.), a stable level of social tension
in society — all this remains acutely relevant and
represents a real threat to national security.

Thus, we cannot but agree with experts who
draw attention to the fact that in order to
establish new and effective mechanisms in the
system of public administration, the rotation
of elites is necessary; and therefore, the main
task for the President today (because only he
really has the opportunity to implement it) is to
make this process as manageable as possible
and focused on the implementation of national
interests. It is important not to allow the rotation
of elites to be spontaneous (as it is now), because
in this case it becomes a struggle for the political
future of various groups and players. According
to experts, “being in the grip of pre-transit

3 Shurygin V. Liberal ghouls and the crisis of the power.
Gazeta “Zavtra”, 2019, no. 32. Available at: http://zavtra.ru/
blogs/liberal-upiri_i_krizis_vlasti

3* VTSIOM database. Available at: https://wciom.ru/news/
ratings/doverie_politikam_1/

35 Surkov V. Putin’s long state. Nezavisimaya Gazeta, 2019,
February 11. Available at: http://www.ng.ru/ideas/2019-02-
11/5_7503_surkov.html
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turbulence and the need to show economic
growth, the Russian elite is doomed to generate
new ideas and reforms. This does not mean that
a significant part of them can be implemented,
because some authors do not have enough
motivation, others — resources. But everyone
has to be dynamic and visible to stay in the game
and qualify for career lifts”3¢.

Thus, society does not really participate in
the rotation of elites and therefore has no
opportunity to ensure that national interests
occupy a priority place in the motives and
priorities of their activities. In these conditions
society that has changed in the post-Soviet
period can “react” in two ways: it can either
“withdraw” and estrange itself from the issues
of national development and focus on achieving
individual success (what we are seeing now
in the form of the increased layer of “self-
sufficient” Russians who take responsibility
for themselves, but at the same time, easily
cross the line of moral standards and are
unable “to succeed without abandoning moral
landmarks”?"); or it can radically change itself
and increase the degree of its demands to the
authorities. Both options pose serious threats to
the Russian statehood, and it is unknown which
one is better. Because in the first case we are
talking about the loss of the national character
of key development issues (in particular, such
as the education of the individual, citizen,
patriotism and national identity), and in the
second case there is a high probability of sharp
actualization of social upheavals, including
irreversible ones, comparable to the events of
1991.

Indeed, the President has almost no “time
for a sluggish start” in solving the problem of
effective transition of the political system to a
new political cycle. Not only because the period
of 2018—2024 is his last (according to the

% Skorobogatyi P. Healthy evolution of the policy. Ekspert,
2019, no. 30, p. 46.

37 Gorshkov M.K., Sedova N.N. Self-sufficient Russians
and their life priorities. Sotsis, 2015, no. 12, pp. 4—16.
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current Constitution of the Russian Federation)
presidential term. But also because the moral
degradation of society emasculates the potential
administration corps of the future, makes it
simply unfit to govern the country.

For 50 years in general, the whole society
has deteriorated markedly, and there is simply
nowhere to choose smart leaders... The
degradation of society began in the late Soviet
period and continues now. No efforts of the
Communist Party and its successor elite could
stop the process of global stupefaction of the
population living in an atmosphere of global
mass culture and consumer values. No reform
of the education system can replace the
environment in which modern man is formed
both in the West and in Russia. And the fact
that new education systems are worse than
previous ones is also a consequence of the
fact that they are created by already degraded
products of society.

It is also wrong to reduce the degradation
of education only to a conspiracy of the world
elite - this elite itself has become significantly
stupid over the past half century. It is no longer
able to save itself from disaster, and it floats at
the will of the waves, like a cork or some other
substance. The problem of rotation of elites is
not that the old ones do not let the new onesiin,
but that the new ones do not physically exist.
And what exists is even worse than what is in
power now...38

In early 2018, Vladimir Putin announced his
intentions for the next six years: “We need to
take long overdue, difficult, but extremely
necessary decisions”’. However, so far,
the problems of the effectiveness of public
administration and the dynamic growth of the
standard of living and quality of life remain

3% Khaldey A. The Era of Putin. Gazeta “Zavira”, 2019,
August 3. Available at: http://zavtra.ru/blogs/epoha_putina

¥ Presidential Address to the Federal Assembly, March 1,
2018. Official website of the President of the Russian Federa-
tion. Available at: http://www.kremlin.ru/events/president/
news/56957
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relevant. The time factor works against the head
of state, every month and year it tightens the
knot of public impatience and discontent with
the state of affairs in the country, with how
the government communicates with the people
(especially at the local level), what steps the
Government is taking to implement the goals of
national development.

The future of national projects (as well as the
preservation of the Russian statehood in general,
finding a solution to key internal and external
tasks) will depend on how the President will
be able to overcome the formal and “stencil”
approach with which his instructions are
executed by representatives of the bureaucracy

at the federal and regional levels. Without a
vigorous rotation of the elites, based on the
principles of high professional competence and
service to the national interests, the problems
of effective public administration are unlikely
to be solved. From this point of view, there
is a high probability of continuation of the
sluggish political and economic situation in the
country, that is, the conditions that contradict
the strategic goals of national development
announced by V. Putin in his Address to the
Federal Assembly in 2018, and the conditions
that are not able to ensure the successful shift
of society and power to the new political cycle
of 2024.
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activity. Having compared the volume and dynamics of debt obligations of Russia’s constituent entities
with the provision of expenditures with budget revenues we see that the rapid growth of debt obligations of
the authorities of Russia’s constituent entities and the increase in the debt burden on sub-federal budgets
pose an actual threat to the stability of territorial budget systems and economic security of regions and the
state. We show that territorial convergence of regional public debt in the context of federal districts hides
the territorial divergence of regional debt that has increased under the load of obligations to implement
the May Decrees and under the lingering and extremely high differentiation of regional budget revenues.

Key words: regional public debt, debt burden, investments, social obligations, budget transfers, drift of
economic and social obligations, economic security.

Introduction

The fundamental change in Russian
economic and social trends, which occurred at
the turn of the first and second decades of the
21st century, touched almost all components
of national socio-economic dynamics. The
displacement of positive trends by negative
ones is manifested mostly in the decrease in
investment activity [1], slowdown in people’s
income growth, negative growth of people’s
incomes, and changes in the nature of consumer
behavior [2], general stagnation, reduction in
aggregate demand and the subsequent decline
in growth rates until the emergence of negative
values in 2015—2016.

Attempts to link the reversal of trends with
external economic and political shocks seem
unconvincing. The decline in aggregate
demand, the decline in investment activity,
and the slowdown in income growth began
at a time when world oil prices were still
high, and not only the Russian but also the
world economy started to recover (see, for
example, [3]). Moreover, economic stagnation
continued after the end of the period of falling
oil prices, recovery of the federal budget
surplus, resumption of growth of international
reserves and overcoming the banking crisis. This
indicates the presence of fundamental internal
reasons for the changes in socio-economic
trends in Russia.
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One of the manifestations of the reversal of
development trends and stabilization of negative
expectations of both investors and households
consists in the continuing growth of public debt,
which reflects the increasing gap in the revenue
potential of the federal budget on the one
hand, and expenditure obligations in the social
and investment spheres (including military
spending, spending on internal security and the
maintenance of an expanding administrative
and bureaucratic apparatus) on the other
hand. For the period from 2011 to 2019, total
(external and internal) public debt of the
Russian Federation increased from 5.2 to 13.2
trillion rubles, or in 2.5 times in current prices
and taking into account the official exchange
rate of the ruble. At the same time, internal
debt increased from 4.1 to 10 trillion rugles (in
2.4 times), and external debt increased from
35.8 to 51.3 billion US dollars (in 1.4 times)'.
The increase in federal internal debt in 2011—
2019 amounted to 5.9 trillion rubles given the
total deficit of the federal budget for this period
amounting to 3.4 trillion rubles.

Since the mid-2000s, Russia has returned to
the practice of the 1990s: it transfers the
responsibility for maintaining economic growth

' Calculated with the use of [4]; Available at: https://
www.minfin.ru/common/upload/library/2019/06/main/
STR_WEB 2019.xIsx (accessed: 6.07.2019); https://www.
minfin.ru/ru/perfomance/public_debt/internal/  (accessed:
6.07.2019).
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to the regional level and finances the growing
spending powers that are not backed with
adequate revenue items [5]. This led to an
increase in the federal public debt and debt
obligations at the regional and municipal levels.
It is due to the fact that a significant part of
responsibility for the implementation of social
standards was transfered to regional budgets;
besides, the regions were forced to intensify
their investment activities.

The state of affairs in regional finance is
exacerbated by the fact that since the 1990s
there is a lingering problem of scarcity of
resources of regional authorities to finance
economic and social development in their
regions; and this problem has recently
manifested itself in the form of proposals for the
implementation of the “model budgets” system.
Presented as a way to improve the system of
intergovernmental transfers, this idea actually
provokes the further “divergence” of the
regions in terms of their own revenue security
and in general in terms of socio-economic
development [6].

The present paper considers issues related to
regional public debt, which becomes not only
one of the challenges of spatial economic
equilibrium, but also an important factor
in Russia’s acieving its socio-economic
development goals, given the more and more
prominent shift of the center of gravity of the
overall economic and social development of the
Russian Federation toward the regional level;
in particular, the evidence to this fact can be
found in the Strategy for Spatial Development
of the Russian Federation until 2025, which was
adopted this year?.

2 Strategy for Spatial Development of the Russian
Federation until 2025: approved by the Resolution of the
Government of the Russian Federation of February 13, 2019
No. 207-R. Available at: http://static.government.ru/media/
files/UVAIqUtT08060RktoOX122JjAe7irNxc.pdf  (accessed:
6.03.2019).
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Public debt: emergence of the theory and
political implications

Naturally, the institution of public debt is
present not only in Russia; it is considered an
integral form of existence and development of
the state fiscal system. The problem of
formation and development of this institution
is covered in extensive scientific and journalistic
literature, which should also be taken into
account, given the impact of public debt on
all aspects of economic and social life (see
for example, [7—11]). At the same time,
assessments of the content and practical
consequences of the formation of public
debt have undergone significant changes in
a relatively short period of time. From the
initially negative attitude of economic science
and society of different countries toward
national debt and state loan, over time this
attitude drifted more toward the “acceptable
standard” in full accordance with the Overton
Window — an approach, in which the attitude to
any phenomenon, event, or theory is gradually
changing from negative to extremely loyal, and
is later perceived as the norm?.

Public debts historically arose as a result of
non-performance of monetary obligations on
the part of the authorities, due to non-payment
of salaries, specificed amounts of money to
suppliers, etc.; so the very existence of debt
was a sign of economic insolvency arising from
extreme inability to conduct business affairs or
from inappropriate wastefulness. Public debt
was perceived as the government’s desire to get
“easy” money instead of working to save it.

The economic theory and practice have
been critical of the very idea and implications
of public debt formation from the very
beginning of industrial capitalism until the
1930s.

3 The Overton Window. Available at: https://www.
mackinac.org/OvertonWindow#yvisual (accessed: 6.03.2019).
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A. Smith stated: “The progress of the
enormous debts which at present oppress, and
will in the long-run probably ruin, all the great
nations of Europe has been pretty uniform.
Nations ... have generally begun to borrow upon
what may be called personal credit, without
assigning or mortgaging any particular fund
for the payment of the debt; and when this
resource has failed them, they have gone on
to borrow upon assignments or mortgages of
particular funds” [12, p. 651]. Sharply negative
assessment of the national debt in connection
with the peculiarities of its repayment and the
impact on economic behavior gave and D.
Ricardo pointed out that “no sinking fund can
be efficient for the purpose of diminishing the
debt, if it be not derived from the excess of the
public revenue over the public expenditure”
[13, p. 206], and the system of borrowing “tends
to make us less thrifty — to blind us to our real
situation” [13, p. 205].

S.Yu.Witte considered it unacceptable that
a state debt be formed in the framework of a
functioning economy: “When the state embarks
on a path of taking loans, it immediately
affects its further solvency and discredits the
whole range of its previous debt obligations,
for the credibility of payments rests upon a
good financial situation in the country” [14].
According to Witte, state loan can be taken only
in emergency circumstances as a temporary
measure to cover the deficit.

The First World War led to a radical revision
of the role of the state in the economy by
shifting the vector of public perception of public
debt to the point of it being “acceptable”. But
the Great Depression of the 1930s made the
most significant adjustments to the estimates
of government borrowing: the arguments of
Bodin, Petty, Stewart, Pinto, and A. Hamilton
in the perception of government borrowing
became more popular (see [15]); in addition,
public opinion on state loans shifted to the
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second stage of the Overton Window — from
“unthinkable” to “radical”.

The theory of J.M. Keynes made the final
revolution, if not in the theoretical postulates
regarding public debt, then certainly in the
minds of a large part of politicians, because it
explained the ability of public debt to stimulate
economic growth. Keynes advocated the
policy of deficit financing, as it helped invest
additional funds in the development of new
production and stimulate consumption growth.
The idea of increasing public debt was made
popular thanks to Keynes’ arguments and
explanations according to which unproductive
spending financed by government loans could
enrich society. Some theorists and the vast
majority of politicians and financiers reacted
positively to those of Keyness ideas that
prove that the costs financed by loans and,
accordingly the increase in the debt of state and
local authorities are beneficial to the expansion
of investment and increasing the propensity to
consume [16, p. 195].

The new view on the nature of public debt
proposed by Keynes became popular and for a
long time it served as an excuse and even an
incentive for active government borrowing. In
the early 1970s, the International Monetary
Fund officially recognized the normal 3% (of
GDP) level of the deficit, which is directly
related to the growth of public debt. After that
the existence of public debt was perceived as the
“norm” by the public consciousness. By the end
of the 1970s, largely as a result of debt policy,
problems with inflation and unemployment
aggravated in many countries (especially in the
United States); such a situation significantly
undermined the dominance of the “Keynesian
era” and accelerated a transition to neoclassical
economic policies. Nevertheless, the position
of public debt as one of the most important
instruments of public economic policy
remained unshakable.
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Despite the fact that the end of the 20th and
the first decade of the 21st century clearly
showed that public debt in the context of
globalization of financial markets turned into
one of the most powerful drivers of financial
and economic crises of national (USA, UK,
Mexico, Russia, Greece, Republic of Korea,
etc.), global and sub-global scale (1997—1998,
2007—-2008), this instrument of economic
policy has virtually no alternatives. Probably,
this is why decision makers in practical
financial and economic policy are reluctant to
question the claims about the positive impact
of public debt on economic growth, although
debt-servicing costs have always been seen by
economists as counterproductive and forming a
“debt trap” into which all debt-burdened states,
as well as most of their regions, are drawn.

In 2018, public debt exceeded 40% of GDP
in more than 120 countries and 80% in 38
countries*®. At present, Russia’s public debt in
accordance with short-term forecasts mostly
falls within the intervals of relative security in
terms of macroeconomic stability (7ab. 1), but
at the same time there is a tendency toward
increasing the debt burden.

As can be seen, public debt in Russia is
characterized as stable. This is largely due to

the low share of external debt in its total
volume. However, in this case we do not mean
the entire external debt of the state, but only the
part of it that is associated with the borrowing of
the state itself (without regional borrowing) and
the Central Bank (7ab. 2). No doubt, the total
amount of external debt is much larger due to
the obligations of the private sector and public
commercial structures.

The “chronically positive” balance of
payments, even in the context of another
economic downturn, which began in 2014
under the influence of external financial and
political shocks that were superimposed on the
negative investment and consumer trends in
the domestic market, led to a gradual decrease
in the level of total external debt (denominated
in foreign currency). At the same time, federal
budget, having the same “chronical deficit”
until 2018 caused an increase in domestic debt
denominated in rubles; moreover, there was an
increase in foreign debt in ruble terms due to
the devaluation of the national currency.

In general, Russia’s public debt is steadily
increasing; and in recent years, in order to cover
budget deficits, there has been a transition in
government borrowing from the external to
internal market. In general, the increase in the

Table 1. Indicators of public debt stability in Russia, %

Indicator 2016 2018 2.019 2021 Threshold value
(estimate) (forecast)

Russia’s public debt, % of GDP 12.9 13.6 14.9 16.5 <50
Proportion of internal debt in its total volume 72.0 71.4 73.8 771 >50
Proportion of public .debt servicing expenses in total 38 47 47 58 <10
federal budget expenditures
Ratio of the annual amount of payments for the repayment
and servicing of public debt tc?fgderal budget rev%n)[Jes 92 8.0 99 101 <10
Ratio of annual amount of payments for the repayment
and servicing of external public debt to the annual volume 1.4 1.4 2.1 0.7 <25
of exports of goods and services
Source: Public debt in the world and in Russia — a problem or a necessity? Available at: https://www.finam.ru/analysis/forecasts/
gosudarstvennyiy-dolg-v-stranax-mira-i-v-rossii-problema-ili-neobxodimost-20190319-14090/ (accessed: 11.07.2019).

4 Public debt in the world and in Russia — a problem or a necessity? Available at: https://www.finam.ru/analysis/forecasts/
gosudarstvennyiy-dolg-v-stranax-mira-i-v-rossii-problema-ili-neobxodimost-20190319-14090/ (accessed: 11.07.2019).
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Table 2. Size and dynamics of Russia’s public debt

** As of July 1, 2019.

Balance of Federal budget | External debt, billion USD/billion RUB Internal debt, T .
Year payments, balance, Government billion RUB (at the ota! PUb“C debt,

billion USD billion RUB total and Central Bank end of the year) billion RUB
2013 33.0 -323 636.4 77.0/2464 4998 7462
2014 15.5 -375 7271 54.4/2611 5722 8333
2015 67.5 -1962 599.5 50.0/3350 7241 10591
2016 23.7 -2956 518.5 51.2/3328 7307 10635
2017 32.2 -1331 511.7 49.8/3237 8003 11240
2018 112.3 2741 518.9 48.6/3110 9137 12247
2019~ 33.7 1885 453.7 50.7/3194 10029** 13223**

* Estimate.

Sources: calculated with the use of: Internal public debt of the Russian Federation. Available at: https://www.minfin.ru/ru/perfomance/
public_debt/internal/ (accessed: 6.07.2019); Statistics: Russia’s foreign debt. Available at: https://ruxpert.ru / Ctatuctuka:BHeLwHWIA_
ponr_Poccun (accessed: 6.07.2019); Public debt of the Russian Federation. Available at: http://budget.gov.ru/epbs/faces/p/bropxet/
[ocynapctBeHHbINY%2080nr?_adf.ctrl-state=9hjzhdzsv_4&regionld=45 (accessed: 6.07.2019); External debt of the Russian Federation
(analytical presentation). Available at: https://cbr.ru/statistics/print.aspx?file=credit_statistics/debt_an_new.htm (accessed: 6.07.2019);
The volume of internal public debt of the Russian Federation. Available at: /https://www.minfin.ru/ru/perfomance/public_debt/internal/
structure/total/printable.php?id_38=20965&print_38=1&area_id=38&page_id=842&popup=Y (accessed — 6.07.2019); https://www.
minfin.ru/common/upload/library/2019/06/main/STR_WEB_2019.xIsx (accessed: 6.07.2019).

amount of public debt, of course, is directly
dependent on the ratio of the rate of growth
of budget revenues to the rate of increase in
budget spending. The former is determined by
the growth rate of the economy and the “tax
liquidity” of the economic structure; the latter
depends on the level of social expectations and
the degree of nationalization of the economy.
Obviously, this is why internal public debt
continued growing in 2018—2019, despite the
change in the sign of the balance of revenues
and expenditures from negative to positive.

Regional public debt

The main part of the regional public debt is
formed at the level of Russia’s constituent
entities, whose debt accounts for more than 85%
of the total consolidated debt of the regions, and
is mainly associated with budget deficit, which
have become chronic for a significant number of
regions. Budget deficits were formed as a result of
instability of the main types of budget revenues,
the amount of which depends significantly on
the general economic dynamics in a particular
subject of the Russian Federation. Instability and
slowing income growth amid the consequences

Economic and Social Changes: Facts, Trends, Forecast

of the 2009 crisis and the subsequent stagnation
of the economy were superimposed on a stable
increase in the expenditure part of regional
budgets, including those generated by the
directives of the federal center to implement the
first and second editions of the “May Decrees”
of the President. The conflict between the
instability of income growth and the monotonous
growth of spending has led to the “emissions” of
regional public debts in certain periods of time,
when spending at the regional level needs to be
increased, and the adjustment at the federal level
has not been made yet.

Therefore, in general, for the period of
2008—2018, the ratio of federal and regional
public debt looks favorable for the latter. On
average, the growth rate of regional debt is
much lower than the growth rate of federal
debt. During this period, the size of federal
public debt increased sevenfold, and the value
of consolidated regional public debt — 3.7-
fold (Tab. 3). At the same time, if in 2008
consolidated regional debt was 49.2% of the
level of federal debt, then by the beginning of
2019 this share was 26.2%.
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Table 3. Regional public debt (as of December 1 of the corresponding year, billion rubles)

Indicator 2008 2011 2013 2014 2015 2016 2017 2018
Provision of expenses with own revenues
of the consolidated budget of the subject 87.7 774 77.2 755 774 81.1 84.0 83.8
of the Russian Federation, %
Russia’s internal public debt 1301 2940 4998 5722 7241 7307 8003 9137
Consolidated regional debt 640 1272 1740 2104 2509 2548 2458 2394
Including:
debt of RF subjects 535 1072 1491 1822 2191 2208 2142 2055
municipal debt 105 198 249 282 318 340 343 339
debt burden of the federal budget 14.0 25.9 38.2 39.5 53.0 54.3 53.0 46.9
Debt burden of the budgets of RF subjects 10.3 20.0 33.0 35.4 36.5 33.8 30.5 25.3
Calculated with the use of the following sources: Revenues of the Federal budget of the Russian Federation. Available at: https://www.
minfin.ru/ru/statistics/fedbud/?id_65=80041&page_id=3847&popup=Y &area_id=65 (accessed: 13.07.2019); Regions of Russia. Socio-
economic indicators, 2018; The volume of public debt of the subjects of the Russian Federation and the debt of municipalities. Available at:
https://www.minfin.ru/ru/perfomance/public_debt/subdbt (accessed: 25.06.2019); Regions of Russia. Socio-economic indicators — 2008.
Available at: http://www.gks.ru/bgd/regl/B09_14p/IssSWWW.exe/Stg/d3/23-02-2.htm (accessed: 14.07.2019).
Note. Debt burden is the ratio of public debt to tax and non-tax revenues of the budget in the reporting year, excluding gratuitous receipts.

On average, debt burden at the regional level
has decreased over the past decade, while it has
grown at the federal level (see Tab. 3, Fig. I). In
general, this is contrary to a widespread thesis
about the “exploitation” of RF subjects by the
federal center, which transfers social obligations
and a significant part of state investment costs
to the regions. On the contrary, as evidenced
by the comparative dynamics, the growth of

regional debt and the debt burden on regional
budgets after 2015 began to decline with a
corresponding increase in these parameters for
the federal debt.

However, the well-being of the average
picture hides two substantive problems. First,
it is the above-mentioned asynchrony in the
time of growth of regional spending on the
implementation of federal standards and

Figure 1. Dynamics of public debt in Russia, billion rubles

12000

10000 -

8000 A

6000 -

4000 -+

2000 H

2008 2011 2013 2014

2015 2016 2017 2018 2019

| —&—RF debt

—@— Regional debt

Built according to the data from Table 3.

32

Volume 12, Issue 4, 2019

Economic and Social Changes: Facts, Trends, Forecast


https://www.minfin.ru/ru/statistics/fedbud/?id_65=80041&page_id=3847&popup=Y&area_id=65
https://www.minfin.ru/ru/statistics/fedbud/?id_65=80041&page_id=3847&popup=Y&area_id=65
https://www.minfin.ru/ru/perfomance/public_debt/subdbt
http://www.gks.ru/bgd/regl/B09_14p/IssWWW.exe/Stg/d3/23-02-2.htm

PUBLIC ADMINISTRATION EFFICIENCY

Minakir PA., Leonov S.N.

regulations on the one hand, and federal
compensation for this increase, including due
to the increase in the size of federal public debt,
on the other hand. This asynchrony generates
“debt impulses” in the regions, which form the
growth of regional debt.

Second, the degree of differentiation of the
size and quality of public debt in the context of
regions is extremely high. In general, the level
of debt burden (ratio of public debt to tax
and non-tax revenues of the budget) remains
high, and in some regions the amount of debt
is comparable to or even exceeds the amount
of own revenues of regional budgets (7ab. 4).
In 2010—2018, only one or two subjects of the
Russian Federation had no debt obligations®.
In 2010, the level of debt burden in the range
of 0.01-50% was observed in 58 RF subjects,
50.01-100% — in 22 regions, and it exceeded
the limit rate of 100% only in two subjects (the
Republic of North Ossetia—Alania and the
Republic of Mordovia). In 2015, the situation

worsened: the number of regions falling in the
range of 0.01—-50% decreased more than twice
(to 26 subjects) while the number of regions
in the range of 50.01—100% (43 subjects of
the Russian Federation) almost doubled. The
number of RF subjects that violated the budget
legislation, i.e. those where the debt burden
exceeded 100%, reached fourteen®. At the same
time, during the period under review there was
an increase in the average debt load for the
subjects of the Russian Federation to 36.5%
and the maximum regional debt load increased
from 125.5% in 2010 to 182.5% in 2015 (in
both cases we are talking about the Republic of
Mordovia).

An impprtant event took place in 2016—
2018: twelve RF subjects left the critical zone,
in which the debt burden exceeds 100%;
moreover, average debt burden in RF subjects
decreased to 25.3%, which is almost comparable
with the level of 2012. At that, debt burden
remains 50—100% in nearly half of the regions

Table 4. Grouping of RF subjects according to the level of public debt burden in 2010-2018

Indicator 2010 2011 2012 2013 2014 2015 2016 2017 2018
Number of RF subjects 83 83 83 83 83 85 85 85 85
Percentage of RF subjects with debt burden among them:
0.0 (no debt) 1 1 1 2 2 2 2 2
0.01-10.0 13 12 10 7 4 7 7 7 12
10.01-25.0 18 16 14 8 7 5 6 10 7
25.01-50.0 27 31 25 23 15 14 16 19 22
50.01-75.0 17 12 21 21 26 20 21 21 24
75.01-100.0 5 9 10 16 19 23 25 19 16
More than 100.01 2 2 2 7 10 14 8 7 2
ﬁgalrsgbeyd;;’tsﬁg‘jfg;; proen 218 | 200 | 261 | 330 | 354 | 365 | 338 | 305 | 253
Maximum debt burden, broken 1255 | 1752 | 1797 | 1721 | 1444 | 1825 | 1760 | 2257 | 236.9
down by RF subjects, %
Calculated with the use of: The volume of public debt of the subjects of the Russian Federation and the debt of municipalities. Available
at: https://www.minfin.ru/ru/perfomance/public_debt/subdbt (accessed: 14.07.2019); Information on the execution of the consolidated
budget of the subject of the Russian Federation and the budget of the territorial state extra-budgetary fund. Available at: https://roskazna.
ru/ispolnenie-byudzhetov/konsolidirovannye-byudzhety-subektov/ (accessed: 14.07.2019).

5 Yamalo-Nenets Autonomous Okrug had no regional public debt in 2010, Nenets Autonomous Okrug in 2011-2013,
Nenets Autonomous Okrug and the Sakhalin Oblast — in 2014, the Sakhalin Oblast and Sevastopol — in 2015—-2018.

¢ Tt can be assumed that the actual number of such regions significantly exceeded the fixed number (14), since, according
to the budget legislation, the debt burden should not be higher than 50% for highly subsidized regions.
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(40 of 85 RF subjects); as for the Republic of
Mordovia, it remains a leader according to
the dept indicator, and the amount of its debt
burden is 236.9% (it is the lowest indicator by
the end of 2018) despite the introduction of
“direct external control™”’.

The low level of debt burden, when public
debt is less than 10% of the tax and non-tax
revenues of the budget, was observed in less
than 13 RF subjects during 2010—2018.
Although the mere fact of RF subject’s
exceeding the threshold budget standard of
debt burden at the beginning of the financial
year does not indicate the verge of bankruptcy,
because it is necessary to take into account
the time structure of the debt, specifics of
debt payments schedule and the possibilities
of the regional budget, but regular borrowing
to cover the costs and to finance the budget
deficit before the new year makes the process of
stabilizing the financial situation more difficult

for many regions. For example, in December
2018, the total debt load of RF constituent
entities grew by 7.4% due to the fact that the
36 regions have been active in raising new debt
funds; moreover, 10 leading regions had the rate
of growth of public debt in the range from 40 to
120% (Fig. 2).

A slight decrease in the growth rate of both
public and municipal debt in 2016—2018 is due
to a number of economic and political reasons.

First, we can assume that in the context of
financial instability, regional governments are
beginning to save more and consider credit risks
more carefully. Second, for the budgets of RF
subjects, the year 2018 was the most prosperous
in comparison with previous years, which was
due to the increase in prices for export resources
and the provision of federal financial support
in connection with the presidential election.
Revenues of consolidated budgets increased
relative to 2017 by 15% due to an increase in

Figure 2. Growth rate of public debt in December 2018, %
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Source: National Rating Agency (www.ra-national.ru).

7 In 2018, the federal center conducted an experiment. Three regions with the highest debt burden (the Republic of
Mordovia, Kostroma region and the Republic of Khakassia) were transferred to Treasury support, which actually meant strict
external control over regional budget policy by the Ministry of Finance and the Federal Treasury. The Kostroma Oblast and
Khakassia managed to reduce the total amount of public debt by 7 and 11.2%, respectively; as for the debt crisis in Mordovia, it
still cannot be overcome. The national debt of the Republic increased by 12.5% during the year, while the share of commercial
loans increased from 39.6 to 49.5% during the same period (see the website of the National Rating Agency www.ra-national.ru).
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profit tax revenues (by 23%) and gratuitous
revenues from the federal budget (by 22%)8.
The increase in transfers in 2018 was the most
significant over the last decade (even in the
year of the previous presidential election, it was
only 12%). The regions received the maximum
transfer supplement in the fourth quarter, which
is probably due to a decrease in the ratings of
the authorities in the second half of 2018 and
the governors’ elections in a number of regions
in September. Thanks to the increase in 2018
transfers by 22% and in own revenues by 14%,
only 15 RF subjects ended the year with a
budget deficit (there were 47 such regions in
2017). The most significant budget deficits were
recorded in the Republic of Mordovia (17%
of revenues), Khabarovsk Krai (8%), in the
Moscow and Sakhalin® oblasts and in the Jewish
Autonomous Oblast (5%).

Despite the overall growth of budget
revenues in 2018 by 15%, consolidated regional
debt decreased by only 3.9%. Debt burden was
reduced in 57 RF subjects and most
significantly — in the least problematic regions.
There was a significant increase in debt burden
in the regions with budget deficits: in the
Moscow Oblast (by 32.4%), Khabarovsk Krai
(by 19.4%), and in the Republic of Mordovia
(by 13%).

At the same time, the share of mandatory
social expenditures in the structure of regional
budgets is constantly increasing and the share
of capital investments is decreasing. The social
orientation of regional budget expenditures
is a global trend [17; 18], but the overall

8 Information on the execution of consolidated budgets
of subjects of the Russian Federation as of January 1, 2019.
Available at: http://www.minfin.ru/ru/perfomance/regions/
monitoring_results/analysis/

 The budget of the Sakhalin Oblast suffered significant
losses of revenues due to the fact that most part of tax revenues
from the project “Sakhalin-2” was transferred to the federal
budget and was not compensated by the increase in transfers
by 17.9 billion rubles in 2018 (over 11% of total revenues of the
oblast) (see [2, p. 55]).
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minimization of the investment component
of budgets is a trend directly opposite to the
formation of economic prerequisites for
strategic planning practice. In other words,
regions borrow not to stimulate investment
development, but to address social issues, and
they focus not on the development strategy, but
on the survival strategy. The “residual” principle
of financing the social sphere is replaced
by the “residual” principle of financing the
regional economic sphere, the development of
production and regional infrastructure.

One of the consequences of the formation
of debt dependence of regions is the trans-
formation of the concept of “criterion of the
effectiveness of debt policy’. Theoretically,
the purpose of the regional debt policy is to
establish and maintain the mechanism for
emergency (debt) financing of socio-economic
development; that is, the policy itself should
be conservative and aimed at reducing debt
obligations. It is provided by the establishment
(existence) of an advanced socio-economic
economic system in the region, ensuring the
sustainability of territorial-budget system in
the absence of gratuitous receipts from the
federal budget. It means that the creation
(development) of such a system is carried out
on the basis of financial borrowing. In reality,
the debt policy (which is usually conducted as a
forced measure) carried out in the regions leads
to an increase in debt obligations, an increase
in the debt burden on the budget and in the
cost of debt servicing and repayment, as it is
aimed at fulfilling certain social obligations. As
a result, the regions begin to consider such a
policy effective.

Structure of the state debt in RF constituent
entities

Let us consider the changes in the structure
of public debt in the context of components of
public debt and in the context of federal districts
and subjects of the Russian Federation.
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The structure of components of the state
debt of RF subjects has not changed
significantly for the ten-year period (7Tab. 5).
The most significant sources of financing
the deficit of regional budgets are direct
government borrowings of RF subjects in the
form of bonds of domestic government loans
and credit resources. However, in different
periods there were changes in the ratio of these
components, which can be arranged in the
following sequence according to the degree
of preference and the costs of their servicing:
government guarantees, budget loans, securities
(bonds), and bank loans.

Responding to the increasing complexity of
the macroeconomic situation, in particular the
increase in the key rate after 2014, the
government increased its participation in
the formation of “cheap” debt of regions by
increasing the share of budgetary credits (from
19.7% in 2010 to 35—43% in 2016—2019). The
share of commercial loans, having passed the
peak of 41.6—42.5% in 2015—2016, stopped
at 28.8%. The share of securities, which was
steadily declining from 2010 (42.4%) to 2016
(18.7%), has grown from 19.4% (2017) to
25% (2019) in the last three years. Other debt
instruments, including government guarantees,

have become low in demand, and their share
has steadily declined from 13.5% (2010) to
3.0% (2019).

The fact that the structure of public debt of
constituent entities of the Russian Federation
remains quite stable over the last three years,
can indicate that in the current macroeconomic
situation and the spatial distribution
of parameters of financial stability and
competitiveness of the subjects of the
Russian Federation this structure is the most
rational one (and possibly the only rational
one), because the ability of regions to raise
commercial loans and issue regional securities
(bonds) is limited by high cost of these funding
sources. Therefore, the program of the Ministry
of Finance to substitute bank loans with
budgetary loans was a necessary measure to
reduce the cost of regional debt, and in essence,
to shift regional debt to the federal level, which
to some extent explains the fact that the growth
rate of federal debt exceeds that of regional
debt.

However, the question concerning the
possibility of the federal center to adhere to
this non-market instrument of borrowing
remains open, although for a number of RF
subjects the program of providing federal

Table 5. Structure of public debt of RF subjects by types of liabilities, % (at the beginning of the year)

Public debt of RF subjects by types of liabilities
Year Government Loans from credit Budget loans from other budgets Other debt
securities institutions of the bU(.jQEt system of the State guarantees obligations
Russian Federation
2010 42.4 24.3 19.7 13.5 0.1
2011 37.2 21.2 31.0 10.6 0.0
2012 29.3 25.6 35.8 9.3 0.1
2013 27.8 32.4 315 8.2 0.0
2014 25.9 39.8 271 7.2 0.0
2015 21.2 42.5 31.0 5.3 0.0
2016 18.7 41.6 34.9 4.4 0.4
2017 194 34.4 421 3.8 0.3
2018 23.7 28.8 43.6 35 0.4
2019 25.0 28.8 42.6 3.0 0.6
Source: own calculations according to the Ministry of Finance.
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loans to regional budgets remains the only
real model for maintaining the stability of their
budget systems. For example, budget loans
account for up to 100% of the total amount of
their debt obligations'® for the Vladimir Oblast,
the republics of Ingushetia and Crimea, Altai
Krai, the Kaluga Oblast, and part of Primorsky
Krai.

Territorial structure of the debt

After 2010, the regions began sharply
increasing their budget spending in connection
with the requirements of the federal center to
fulfill the “May Decrees” of the President. This
led to a significant increase in the debt activity
of the regions and, accordingly, an increase in
the total amount of regional public debt by 2019
by almost 2.5 times (7ab. 6). At the same time,
the highest rates of debt growth were observed
in those federal districts, which in 2010 were
characterized by the lowest share of total
regional debt.

Statistically this is reflected in the “align-
ment” of federal districts in terms of the share
in the national debt by 2019. If in 2010 the

maximum amount of debt (Central Federal
District) exceeded the amount of minimum
debt (North Caucasian Federal District) in
35 times, then by 2019, the gap has narrowed
to 6.6 times, although the difference between
the maximum and minimum values of the
aggregate tax and non-tax revenues remained
at two-digit value (24.6 times). And even if we
exclude budget revenues for the city of Moscow
(which does not actually form the public debt)
from the amount of revenues for the Central
District, the difference will still be 21.7 times.
Naturally, there is even more differentiation
in tax and non-tax revenues of the budgets of
RF subjects. Even if we exclude from the
calculation the cities of Moscow and Saint
Petersburg and the Moscow Oblast, whose
income significantly exceeds the income
of most of the “rich” regions because they
use capital rent and its agglomeration effect,
then budget revenues of the richest (Khanty-
Mansi National Okrug) and the poorest (Altai
Republic) of the Russian Federation subjects
differ in 65.6 times. This was shown as a striking

Table 6. Public debt of RF subjects in the context of federal districts (at the beginning of the year)

Total debt, Territorial structure Growth rate of Tax and non-tax
Federal district billion RUB of the debt, % the debt, fold | revenues, billion RUB, Deot/“ g‘éqd:”
2010 2019 2010 2019 2019/2010 2019 *

Central 509.7 493.6 57.2 22.4 0.97 3441.0 14.3
Northwestern 57 213.8 6.4 9.7 3.75 1057.0 20.2
Southern 30.2 253.9 34 11.5 8.41 525.4 43.3
North Caucasian 14.6 74.3 1.6 34 5.09 139.7 53.2
Volga 149.6 531.6 16.8 241 3.95 1162.9 45.7
Ural 27.2 140.8 3.1 6.4 518 1026.2 13.8
Siberian 70.8 292.5 79 13.3 413 749.0 39.0
Far Eastern 31.7 205.9 3.6 9.3 6.50 573.6 35.9
Total 890.8 2206.4 100 100 2.48 8720.8 25.3
Calculated with the use of: The volume of public debt of the subjects of the Russian Federation and the debt of municipalities. Available
at: https://www.minfin.ru/ru/perfomance/public_debt/subdbt (accessed: 14.07.2019); Information on the execution of the consolidated
budget of the subject of the Russian Federation and the budget of the territorial state extra-budgetary fund. Available at: https://roskazna.
ru/ispolnenie-byudzhetov/konsolidirovannye-byudzhety-subektov/ (accessed: 14.07.2019).

10 For more detail, see: The volume of public debt of the subjects of the Russian Federation and the debt of municipalities.
Available at: https://www.minfin.ru/ru/perfomance/public_debt/subdbt (accessed: 14.07.2019)
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Table 7. TOP 10 RF constituent entities according to “debt criteria” as of January 1, 2019

RF subjects with the maximum [ﬁjntjl?:ztegi Debt burden, RF subjects with the maximum [ﬁjntjl?:ztegi Debt burden,
amount of debt billion RUB % debt burden of the budget billion RUB %

Krasnodar Krai 140.2 66.6 Republic of mordovia 56.2 236.9
Moscow Oblast 128.8 28.1 Kostroma Oblast 20.4 115.2
Krasnoyarsk Krai 103.9 52.3 Pskov Oblast 16.3 92.0
Republic of Tatarstan 95.0 404 Smolensk Oblast 29.3 90.4
Nizhny Novgorod Oblast 751 55.9 Republic of Khakassia 21.8 90.4
Sverdlovsk Oblast 72.8 32.6 Chukotka Autonomous Okrug 10.4 90.3
Republic of Mordovia 56.2 236.9 Jewish Autonomous Oblast 5.2 89.8
Samara Oblast 54.7 37.5 Kurgan Oblast 16.6 88.3
Volgograd Oblast 51.1 727 Udmurt Republic 47.0 85.7
Republic of Sakha-Yakutia 50.6 36.4 Republic of Karachay-Cherkessia 5.3 84.7
Total 828.4 45.0 Total 228.5 108.0
Calculated with the use of: The volume of public debt of the subjects of the Russian Federation and the debt of municipalities. Available
at: https://www.minfin.ru/ru/perfomance/public_debt/subdbt (accessed: 14.07.2019); Information on the execution of the consolidated
budget of the subject of the Russian Federation and the budget of the territorial state extra-budgetary fund. Available at: https://roskazna.
ru/ispolnenie-byudzhetov/konsolidirovannye-byudzhety-subektov/ (accessed: 14.07.2019).

contrast between the concentration of regional
debt, on the one hand, and the concentration
of debt burden, on the other (Tab. 7).

The main part of regional debt (38%) falls
on ten RF subjects, in the budgets of which
about 30% of tax and non-tax revenues of all
regional budgets are consolidated, except
for the budget of the city of Moscow, which
allows them to keep the average debt burden
at quite an acceptable level (45%). But ten RF
constituent entities whose average debt burden
is 108%, varying from 85 to 237%, accounted
for only 10.5% of the total regional debt, but the
total revenues of their budgets account for only
3.3% of tax and non-tax revenues of all regional
budgets with the exception of the budget of the
city of Moscow.

It is believed [19—21] that an increase in the
share of investment spending in the regional
budget leads in the long term to an increase in
the region’s own revenues and its economic
potential. This hypothetically means that
debt activities of RF constituent entities are
stimulated not only by an increase in spending
on social and infrastructure obligations, but
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also by an increase in investment spending. To
check this assumption let us compare official
data of the Ministry of Finance of Russia
on the largest public debt of RF constituent
entities and the data of the National Investment
Climate Rating, published annually by the
Agency for Strategic Initiatives (hereinafter —
the National Rating)'', which reflects the state
of the investment climate and the motivation of
regional authorities to adopt policies to improve
the investment climate in regions.

Let us compare the debt parameters of a
group of eight regions that are consistently on
the list of top 15 in terms of the integrated
assessment of the investment climate, and seven
regions with the lowest integrated assessments
given by the National Investment Climate
Rating (Tab. §8).

The assumption that the active debt policy
pursued by the authorities of RF subjects is
closely related to investment policy should be
confirmed by the fact that the regions leading in

I See: National Regional Investment Climate Ranking.
Available at: https://asi.ru/investclimate/rating/ (accessed:
14.07.2019).
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Table 8. Public debt of RF subjects (at the beginning of the year), billion rubles

Subject | 2010 [ 2012 | 205 | 2018 | 2019
Regions that are constantly on the list of Top 15 regions according to the National Investment Climate Rating
Republic of Tatarstan 36.7 80.3 93.2 93.3 95.0
Republic of Chuvashia 8.2 9.0 12.3 141 12.9
City of Moscow 2431 234.1 161.7 34.3 30.0
Tyumen Oblast 0.7 1.4 0.3 1.6 3.6
Kaluga Oblast 11.1 16.3 24.4 30.2 28.7
Tula Oblast 55 6.2 15.9 18.7 17.9
Krasnodar Krai 7.0 39.9 136.3 149.1 140.2
Ulyanovsk Oblast 2.1 52 17.4 25.1 24.9
Total debt of eight RF subjects 3144 3924 461.5 366.4 353.2
Total debt of 83 RF subjects 890.9 1171.8 2089.5 23154 2206.3
Debt share of eight RF subjects,% 353 335 221 15.8 16.0
Regions with the lowest integral estimates of the National Investment Climate Rating

Republic of North Ossetia-Alania 4.0 6.4 8.6 9.3 9.1
Ryazan Oblast 7.8 15.0 271 24.4 22.8
Altai Republic 1.3 1.7 2.0 1.5 1.5
Amur Oblast 3.0 11.6 28.2 27.7 27.4
Zabaikalsky Krai 3.6 53 20.0 28.3 27.6
Irkutsk Oblast 9.2 45 11.8 18.6 12.3
Republic of Tyva 0.1 0.4 2.0 2.3 2.0
Total debt of seven RF subjects 29.0 449 99.7 112.1 102.7
Debt share of seven RF subjects,% 33 38 438 48 47

Compiled with the use of the following sources: National Regional Investment Climate Ranking. Available at: https://asi.ru/investclimate/
rating/ (accessed: 14.07.2019); The volume of public debt of the subjects of the Russian Federation and the debt of municipalities.
Available at: https://www.minfin.ru/ru/perfomance/public_debt/subdbt (accessed: 14.07.2019).

terms of investment climate should have more
significant indicators in terms of public debt.

According to Table 8, this assumption is
confirmed on the way out of the crisis in 2010.
According to the National Rating of Regions,
total debt of eight leading regions which were
producing 31.1% of GRP of the country, was
314.4 billion rubles, or 35.3% of the regional
public debt of Russian regions, and almost 11
times the debt of seven regions with the worst
conditions for investment.

However, at the stage of growing social
pressures of regional budgets (2012—2015) and
the subsequent period of savings, debt policy of
regions with the developed investment climate
has become more rational, which led to a
reduction in the rate of growth of public debt
in these groups of regions and to a reduction in
the share of the “best” regions in the total value

Economic and Social Changes: Facts, Trends, Forecast

Volume 12, Issue 4, 2019

of public debt. By 2019, the share of regions
with the best state of the investment climate
according to the rating has decreased more than
twice — up to 16%.

Consequently, debt policy of regions was
closely related to the investment policy they
pursued only at the stage of recovery from the
crisis of 2008—2010. It was during this period
that the investment activity of regional
authorities implied the intensification of loan
and debt activities with the focus on the growth
of regional debt; this can be interpreted as an
attempt to financing economic development
with the help of borrowing. However, at the
stage of growth of social burden of regional
budgets (2012—2015) and the subsequent period
of savings, the social orientation of regional
public debt comes to the fore in the borrowing
policy of the regions.
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Conclusion

The problem of public debt is more acute for
the subjects of the Russian Federation than for
the country as a whole; and this is due to both
economic and political reasons. In modern
Russia there is a discrepancy in the
interpretation of the concept of “criterion of
the effectiveness of debt policy”. If debt policy
leads to an increase in debt obligations and debt
burden on the budget and raises the costs of debt
servicing and repayment, but at the same time
is aimed at fulfilling certain social obligations,
then in modern Russian conditions, regional
authorities begin to interpret such a policy as
effective.

The structure of expenditures of budgets of
RF subjects in modern conditions meets
interests of the current consumption connected
with social development of regions. The
predominance of unproductive spending
hinders the development of the economic
potential of the region and prevents its own tax
base from increasing. The “residual” principle
of financing the social sphere is replaced
by the “residual” principle of financing the
regional economic sphere, and development of
production and regional infrastructure.

The stability of the structure of public debt
in RF constituent entities for the last three years
shows that the federal center sees the situation
as quite acceptable, but it is hardly possible

to interpret it as such from the point of view
of ensuring debt sustainability of the regions.
The question concerning the possibility of the
federal center to support this situation in order
to reduce the cost of regional debt obligations,
even by artificial means (budget loans), remains
open.

Territorial convergence of regional public
debt in the context of federal districts hides the
regional divergence of the debt load, which has
increased under the obligations to fulfill the
May Decrees and at the lingering unusually
high differentiation of regional budget revenues.

It is shown that the active debt policy
pursued by the governments of RF subjects
consistently included in the Top 15 of the
National Rating of Investment Climate is
poorly related to their investment policy.
More precisely, at the stage of recovery from
the crisis of 2008—2010, the investment
activity of regional authorities of RF subjects
with the best indicators of investment climate
actually assumed that the borrowing and debt
activity would be boosted and regional debt
would increase, which was interpreted as debt
financing of economic development. However,
the growing social burden on regional budgets
(2012—2015) and the subsequent period of
the policy of saving resulted in the fact that
“advanced” regions have adopted more discreet
and rational debt policy.
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DEVELOPMENT OF MUNICIPAL FORMATIONS Okrepilov V.V., Kuznetsov S.V., Mezhevich N.M., ...

Abstract. In the modern world, urbanization processes have become global and comprehensive. The
federal law on regional policy “Fundamentals of the state policy of regional development in the Russian
Federation for the period up to 2025” points out that the development of agglomerations is the most
important condition for ensuring the competitiveness of the economy of the Russian regions and for
providing economic growth and technological breakthrough. It can be stated that the significant role of
the development of megacities as drivers of national economic growth is officially declared at the federal
level of management of socio-economic development of territories. Due to the presence of various
modifications of the organization of the economic space of the global economy in recent years, it becomes
relevant to find new directions of scientific fundamental and applied research, the subject of which should
be the socio-economic mechanisms of functioning of megacities and urban agglomerations formed on
their basis, as well as the study of their impact on the municipal, regional, national and world economy in
the context of globalization. In order to achieve a high degree of effectiveness in applying the experience
of the United States, Western and Eastern Europe in our country, it is necessary to interpret the results of
international activities in a certain context while maintaining the main target parameters. International
processes of urbanization in the Russian practice are undergoing significant changes and are implemented
in the form of suburbanization, a slightly different interpretation of the Western experience. Some of the
results of the analysis of the activity of agglomeration movement in the Russian and international practice
show that our country is lagging behind other countries, which is reflected in the presence of an insufficient
number of municipalities that are larger and more populous then agglomerations: conurbations and
others. We see the most important task of further research in studying the theory of urbanization and the
processes of spatial and socio-economic development occurring in the territory of municipalities adjacent
to the boundaries of megacities.

Key words: suburbanization, agglomeration, spatial development, municipality, foreign experience,
megacity.

Introduction. The theory of urbanization and
its practice have significant territorial differences.
To a certain extent, there is no generally
applicable theory and, moreover, no universal
practice. There are several basic theoretical
positions that have withstood the test of time.
First of all, let us point out the classical,
philosophical position that “world-city and
province are the two basic ideas of every
civilization... In place of a world, there is a city, a
point, in which the whole life of broad regions is
collecting while the rest dries up” [1]. Spengler’s
thesis should be recognized as important and
very relevant; nevertheless, the forecast is a
hundred years old, it is implemented, but in a
fairly long historical perspective, in a complex
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stage. That is why the modern version of such a
forecast looks less categorical: “the globalizing
world is the world of cities and territories
surrounding them” [2]. From our point of view,
“surrounding territories” are an indication of
the potential and problems of suburbanization.
“In our time, during the industrialization
and urbanization of economically developed
countries, the city has ceased to be the highest
and most complex form of organization of joint
life of people and began more clearly and more
often form an integral part of more complex
socio-geographical formations — agglomerations
of cities” [3]. We emphasize that it was written in
the USSR almost sixty years ago, but it remains
relevant today as well.
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In order to achieve a high degree of
effectiveness in applying the experience of
Western countries in Russia, it is necessary to
interpret the results of international activities
in a certain context while maintaining the main
target framework. It is not easy to do, as was
noted by an outstanding Russian economic
geographer, a specialist in the geography of
the United States, and the meaning of his
statement was that the international processes
of urbanization known to specialists in the
Russian practice are undergoing significant
changes and are implemented in a slightly
different interpretation of Western experience
(an example is suburbanization).

In Russia, unlike the West, it is not about
moving to the suburbs, but about the garden
plots and dachas, which the majority of urban
residents have; that is, the second house, not
the first and the only one”[4]. The American
experience of suburbanization is indeed most
interesting, but it is most inapplicable for the
post-Soviet space. American practices are
ahead of post-Soviet and Baltic practices, at
least by one stage. The completion of the stage
of “classical” suburbanization (which has lost
its relevance in the development of American
practice) is considered as the beginning of a
completely new period in the urbanization and
suburbanization processes in the United States
[5]. Infact, the formation of metropolitan areas
— a key form of urbanization/suburbanization
in the United States is not over, a new stage
is coming, the characteristics of which and,
moreover, the theoretical understanding of
which have not yet taken shape. In these
circumstances, one should be extremely careful
in borrowing Western experience. This opinion
has become sufficiently represented in the
literature: enticing aspirations and experiments
to correlate evolutionary processes in the
suburbs of Russian regions with suburbs in
Western countries seem untimely in the present
economic and political conditions [6].
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Methodology of research on territorial
(spatial) development. Modern ideas about the
territorial organization of society, as a rule, are
reduced to considering it as a model that helps
minimize economic costs with maximum social
effect. Naturally, the agenda of settlement
systems in this case becomes particularly
important. This is especially evident in modern
conditions, when the concept of “economy” in
most cases is associated with urban economy
or, in extreme cases, with the economy of
suburbanized zones.

The specifics of spatial development theories
lies in the fact that they tend to question the
validity of a known statement — even with the
permutation of the summands, the sum
does not change. This question cannot be
considered academically new, it has been
covered extensively in the works of the Moscow,
Leningrad (Saint Petersburg), and Novosibirsk
economic schools [7].

In relation to territorial or spatial develop-
ment (in this article, these concepts are used as
synonyms), the rearrangement of economic
“summands” in geographical space implies
a change in their “sum”. It can increase or
decrease in comparison with initially set values
[8]. In the first case it is necessary to speak
about the effect or efficiency of placement,
in the second case — about inefficiency [9].
“In countries with a polycentric system of
large cities, GDP per capita is also higher, in
contrast to countries where the population
is concentrated in several megacities. This is
probably due to the fact that with the increase
in the number of metropolitan areas there is
also an increase in the area of the surrounding
territories, which benefit from the proximity
to the urban economy” [10]. Blair Ruble, a
well-known expert on American and Soviet
urbanization, also wrote about this: in his
opinion, the city (as an administrative unit), on
an international scale, has a decisive influence
in the process of reproduction of national
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wealth, social development, mobilization
of investments, application of technical
(technological), human resources in the
framework of the implementation of goals in
terms of productivity growth and the level of
competitiveness of the subject [11].

The desire for efficiency inevitably leads to
the concentration of population in large
agglomeration zones. According to a study by
McKinsey Global Institute, “1.5 billion people
or 22% of the population live in 600 cities and
produce more than 50% of world GDP or 30
trillion US dollars (2007), with the top 100
cities producing 21 trillion US dollars of GDP
or 38% of the world economy ... By 2025, two
billion people or 25% of the population will
produce 60% of the world’s GDP or 64 trillion
US dollars” [12]. The seriousness of this process
is recognized by the UN and its institutions.
For example, the World Bank’s annual
World Development Report 2009: Reshaping
Economic Geography (2009) highlights a
number of significant factors (influencing the
dynamic economic regional development):

1) agglomeration effect (active growth of
population density of territorial settlements);

2) activity of migration flows of potential
employees;

3) relocation of business entities in the
framework of leveling the territorial gap with
sales markets, which reaches maximum values
at the regional and local levels (losing, at the
same time, the degree of its entrepreneurial and
production value) [13].

This affects not only the understanding of
the practice, but also the theory of the question.
For example, the well-known urbanist Blair A.
Ruble notes that there is a real need to revise
the definition of what constitutes the city —
the growing cities reduce the percentage of
landscape territory by spreading over many
hundreds of square miles in different directions.
In addition, the forecasted sea level rise also
increases the number of urban dwellers living on
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or near the coast — including 2/5 of all million-
plus cities in the world and fifteen of the two
dozen megacities (with a population of over 10
million each) [11]. Of course, we can see in the
agglomeration processes the attraction to the
“coverage” of all free space, as does Professor
S.S. Artobolevskii: “We can argue for a long
time about whether unidirectional migrations
of population and economy are related, but the
fact remains that the economy first increased its
attraction to suburbanized areas and later — to
extra-agglomeration spaces. No wonder there
was even the term “green-field location” [14].
Somewhat later, this issue was developed in the
works of S.V. Kuznetsov and N.M. Mezhevich
who pointed out that suburbanization is not so
much the transformation of the “green field”
into urban space, as the development of a quasi-
city into normal European-type suburbia [15].

This approach considers several stages that
are typical of these processes in Western
Europe:

1. “Pre-war” stage: stimulating the growth
— overload.

2. “Postwar” stage: unload — suburba-
nization (new and expanding cities) — reload.

3. “Current” stage — stimulation of growth
of internal areas, gentrification [16].

Let us take a closer look at these processes.
In the second half of the 20th century, France
carefully studied the Soviet experience of
regulating the development of super-large cities
in the context of regulating the growth of Paris.
After the Second World War, France formed a
system of regional measures, including ekistical
policy that provides for additional taxation of
enterprises established in Paris or withdrawn to
Paris. Similarly, tax rates decreased relatively in
Rouen, Lyon, Brest, Grenoble, Marseille, and
Toulouse. Only since the mid-1980s with the
weakening of Paris’ competitiveness, restrictive
measures were relaxed, but public funding for
the cost of moving businesses out of Paris was
maintained.
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Let us say a few more words about world
experience. First of all, we shall look at
American practice. It does not involve a distinct
division into a highly effective center and
periphery. The U.S. has adopted a different
grouping cities and urban settlements in
comparison with Russia. In the U.S., a
small area (urban settlement) provides
accommodation for about 2.5 thousand
people. In addition to the generally accepted
classification categories of “city”, “urban
settlement”, in the United States of America
included categories such as urban or
metropolitan areas. The main thing, which is
of interest to us, is that “two-thirds of American
million-plus agglomerations are situated
not in one, but in two or even three States.
According to our concepts, such a mismatch
of administrative division and public zoning
should greatly complicate life in this country,
especially since the States differ greatly from
each other in legislation, business climate,
etc.” [17]. This problem is considered by Stein
Rokkan, who introduces the categories of
“center” and “periphery”. He defines “Center”
as a territorial locality within the country, which
has preferential rights in all sectors of activity.
Exclusive rights, bonuses and preferences in
this area are due to both the level of investment
attractiveness and the degree of influence of
organizational and cultural factors.

The specifics of periphery are reflected in
the number of economic parameters
(realization of the subject activity) in the
context of social and status-related building
of the location: central part — periphery [18].
Here, the location at the central part or at
the periphery is considered in the correlation
between the positions of resource components
and the degree of their territorial distance
(but not from the viewpoint of the spatial-
geographical ratio).

At the same time, the social and status
proximity to the central part of the territories
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provides an opportunity to obtain resources,
which implies a high degree of achievement
of the goals of activity (social and economic
development). This has the opposite effect in
terms of the peripheral location of business
entities (resource restriction, rigid life position).

This position is shared by Stein Rokkan,
according to whom the periphery, being in a
subordinate position and controlling (not
always) only its own resources, feels the force
of factor influence both in the near and far
markets and is disconnected with other regions
(except the dominant one) [19].

It should be emphasized that “centers” are
located in the national-territorial borders and
beyond. This concept, due to the complex
mechanism of agreements among the political
subjects of the center and the periphery, was
built over time (years, centuries) under optimal
conditions [20].

Thus, it can be stated that while the content
of theoretical concepts of urban development,
as a rule, is based on the dominant paradigm of
economic thinking, the practice (and,
accordingly, tools) of urban management
largely depends on the level of socio-economic
development of a particular country, the
management system, as well as the mobility of
the population.

In this regard, in our opinion, in Russia it
would be advisable to pay serious attention to
the study of practical experience in this area in
more economically “advanced” countries
in order to systematize and adapt it to the
development of future policies in the field of
management of the development of cities and
agglomerations.

According to Professor S.S. Artobolevskii,
the issues of practical application of issues
related to the management of agglomerations
in the West are subject to discuttions, but it is
necessary to have information about different
opinions in this field of research [21]. The
results of studies of the international experience
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of developed countries demonstrate the
following: the formation of joint activities in the
framework of administrative units (where the
agglomeration is implemented geographically)
is a key tool for managing agglomerations.

At the same time, the outlined vector of
administrative units in international practice
leads to the creation of a competitive position
such as the increase in real estate prices
(within the territorial affiliation), which is
a basic element in the formation of their
budget; whereas in Russia the financing of
administrative units comes from the regional
budget.

It should be noted that the dispersal of the
functions of state activity, as a result of the
world process, determines the increase in the
obligations of administrative units. The growing
population in small towns makes it difficult
for municipalities to carry out planning and
management tasks. Such a situation makes it
necessary to initiate the implementation of
new approaches to the formation of planning
and management algorithms, if we take into
account the factor impact (in particular,
population growth) [22].

World and domestic experience in spatial
development and the results of agglomerations
development analysis

Global trends of spatial development at the
beginning of the 21st century include the
concentration of population and economy in
the largest forms of settlement, among which
the leading positions are occupied by the largest
urban agglomerations.

Currently, the Spatial Development Strategy
of the Russian Federation for the period up to
2025 is being actively implemented, which
involves the formation of a “spatial framework”
of the country in order to develop promising
centers of economic growth with an increase
in their number and their maximum dispersion
on the territory of the Russian Federation,
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acceleration of economic growth and
technological development of agglomerations.

The analysis of the activity of agglomeration
movement in the Russian and in the practice of
international experience show Russia’s lagging
behind, which is reflected in the small quantity
of forms and alternatives of population
resettlement according to the type “urban
agglomeration”, the insufficient number of
conurbations, etc. However, “if earlier the
population of metropolitan agglomerations
was concentrated in Moscow and Leningrad,
then, since the 1990s it was for the first
time distributed in their oblasts [23]. At the
beginning of the second decade of this century,
these processes were reflected in the works of
the Institute for Regional Economic Studies
of the Russian Academy of Sciences and Saint
Petersburg State University [24, 25, 26].

The so-called monocentric model of
agglomerations development with the
concentration of jobs in the core of the
megalopolis, created in the Soviet years and
currently operating, has a number of objective
drawbacks. The most obvious of them
include a significant burden on the transport
complex (primarily the road network) due to
the transport flows directed only from center
to periphery, as well as a decrease in the
investment attractiveness of the metropolis
due to the high cost of housing within the
boundaries of the agglomeration center.
Modern Russian and foreign experience has
a lot of examples showing that in remote
points of growth of agglomerations there
are several central functions, including
scientific, cultural, educational, research and
innovation, administrative, business, shopping
and entertainment; they create the necessary
prerequisites for the development of attractive
areas on the periphery of the metropolis.

For example, in our opinion, for large
agglomerations, such as Moscow and Saint
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Petersburg, it is most important to have two
functional types of activity for the development
of the territories of the Moscow and Leningrad
oblasts adjacent to the boundaries of megacities:

* location of educational, research and
innovation functions;

* location of business, shopping and
entertainment functions.

Placement of educational, research and
innovation functions began in 1899, when the
Polytechnic Institute complex began to be
formed in the north-east of Saint Petersburg.
In the 1950s, the scientific and educational
complex of Moscow State University was built
on Vorobyovy Gory, which was at that time
the southwestern outskirts of Moscow. In the
same period in the major regional centers of
the country (Novosibirsk, Irkutsk, Krasnoyarsk,
etc.) on the outskirts large complexes of research
institutes were being constructed, around
which scientific research towns emerged. Near
Moscow, a ring of science towns and high-
tech production centers (Dubna, Korolev,
Zelenograd, Troitsk, Fryazino, Chernogolovka,
Protvino, etc.) were gradually forming. Classic
examples of the development of scientific
and educational functions in the 1950s and
1970s in the Leningrad agglomeration can be
found in educational and scientific complex of
Leningrad State University in Petrodvorets and
the Institute for Nuclear Physics in Gatchina.

In the post-Soviet period, educational,
scientific and innovative facilities were
continued to be placed in the peripheral parts
of the agglomeration, which can be illustrated
by the famous examples of the development
of the innovation center SKOLKOVO near
Moscow, the satellite town Innopolis near
Kazan, on the territory of Saint Petersburg
agglomeration — the development of a nanopark
in Gatchina, the project of placing the campus
of the Higher School of Management in
Petrodvorets, potential plans to move part of the
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campus of the ITMO University to the satellite
town of Yuzhny.

The world’s best practice demonstrates a
large number of examples of significant and
developed innovative, technical and innovation
clusters and business centers in high-tech
sectors of the economy in the peripheral zones
of agglomerations. The most famous examples
include:

— Silicon Valley in California (United
States), formed around Stanford University in
Paolo Alto on the periphery of the San Jose
Metropolitan Area;

— Tsukuba Science City (Japan), deve-
loped around a number of universities and
research and education centers on the periphery
of the Tokyo Metropolitan Area;

— multifunctional district of Laoshan on
the eastern outskirts of Qingdao (China) with
large educational, scientific centers and
research organizations, exhibition complexes,
and an industrial zone for the development of
high-tech industries;

— business district One Noth, formed
around the metro station of the same name in
the south-western outskirts of Singapore, where
there are the National and Polytechnic
universities and several high-tech clusters
(biopolis, fusionopolis, mediapolis, etc.);

— multi-district Adlershof in the south-
eastern outskirts of Berlin (Germany) that
develops as the campus of Humboldt University
and related research institutions, the business
district, mediacluster, modern residential area,
industrial area of high-tech companies.

The Soviet experience in the formation and
integrated development of research activities in
the territory of the agglomeration (for example,
Novosibirsk Akademgorodok) was certainly an
important administrative and breakthrough
solutions in terms of spatial development, and
it served as the basis for similar solutions in
many countries. At the same time, the domestic
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centers of science were formed initially on the
basis of the principle of a closed ecosystem, and
their foreign counterparts, integrated into the
transport system of the agglomeration, were
designed for human resources of the entire
metropolis. It can be concluded that transport
accessibility in combination with significant
public investment has played a key role in the
formation of multifunctional clusters based on
the already functioning research centers.

The creation of new jobs and the develop-
ment of the peripheral part of the agglomeration
are also possible on the basis of the formation
and development of business and shopping and
entertainment functions.

The Russian experience in forming and
comprehensive placement of multifunctional
public and business spaces on the periphery of
the agglomeration is widely represented by
large shopping and entertainment complexes
near the ring roads of such major megacities
as Moscow and Saint Petersburg (for example,
“Mega” shopping malls in the Moscow and
Leningrad oblasts adjacent to the borders of
Moscow and Saint Petersburg, respectively).
Within the boundaries of the peripheral zone
of the Saint Petersburg agglomeration there
are large multifunctional projects (business
areas “Lakhta Center”, “Aeropolis-Pulkovo”,
“Expoforum”) with the development of
congress-exhibition and business centers, and
office space. In modern conditions, the main
deterrent to the full-scale implementation of
these projects is the weak level of transport
infrastructure. The Moscow experience of
complex placement of public and business
spaces in the agglomeration zone allows us to
highlight the following examples:

1. A multifunctional social and business
area located at the exit from the Moscow ring
road near the metro station Myakinino (Kras-
nogorsk, Moscow Oblast). Here are the largest
shopping and entertainment complexes (Vegas,
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Crocus City Mall, etc.), the exhibition complex
Crocus Expo, concert hall Crocus City Hall, a
complex of buildings of the Government of the
Moscow Oblast.

2. A business area near the junction of
MKAD and Kiev highway. Rumyantsevo and
Comcity business parks have been formed
here.

3. A multifunctional public and business
area, Putilkovo near the junction of MKAD and
Novokurkinskoe highway. Within this area, the
large business area of Greenwood and a
complex of shopping and entertainment centers
are developing.

Foreign experience in the spatial develop-
ment of agglomerations demonstrates numerous
examples of complex development of large
social and business sub-centers on the periphery
of the megacity, with excellent transport
accessibility from the central business area.
Successful examples of placement of public and
business areas located in the peripheral zone
of agglomerations and having good transport
accessibility include:

— Westchase business district on the
western outskirts of Houston (U.S.), which
contains a variety of business centers;

— Montigala shopping town in the north-
eastern outskirts of Barcelona (Spain) at the
entrance to the city from the highway B20.

— the multi-functional district of Haabersti
on the western outskirts of Tallinn (Estonia),
where the largest shopping centers, sports
complexes, business centers, and hotels are
located.

Also, we can name the following successful
examples of developed public and business areas
located in the peripheral zone of agglomerations
and focused on accessibility on the basis of
high-speed rail transport:

— the multi-district Zli¢in-Stodulky on the
western outskirts of Prague (Czech Republic),
where the largest public business area with
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numerous shopping centers and office parks is
developing on the basis of two metro stations;

— the multifunctional district Itdkeskus in
the eastern part of Helsinki (Finland) around
metro stations, where numerous shopping malls
are located;

— the multifunctional district Dornach on
the eastern outskirts of Munich (Germany),
where numerous high-tech companies have
their offices near the S-Bahn Munich-Rome
stop;

— the multi-district Mats formed in the
southern part of the Metropolitan Area of Haifa
(Israel) near the transport hub Hof HaCarmel,
where there are offices and manufacturing sites
of high-tech companies, large shopping centers,
and a sports complex.

The development of business, shopping and
entertainment functions in the peripheral areas
of urban agglomerations is a common practice
not only in the United States and Western
Europe, but also in Eastern Europe. In contrast
to the location of large state research centers,
this type of development of the territory is
focused primarily on attracting private investors
and is a consequence of the redistribution of
flows in the structure of the megacity.

Conclusion. Summing up, we can say that
the Russian processes of suburbanization have
the same genesis as similar processes abroad.
However, the stages in the first and in the
second case are different. From our point of
view, the processes of urbanization in Russia
lag one or two stages behind the American
ones. Russia is drawn into the processes of
suburbanization, and in the United States
of America suburbanization has reached its
ultimate development and is transformed,
including the phenomenon of “return to the
updated city”. It is possible and expedient to
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take into account the version and practices of
suburbanization processes in Central Europe.
Here suburbanization in some cases went
much further than in Russia. Moreover, the
socio-economic conditions and practices of
transformation and modernization are close
to those of Russia. Accordingly, verification
of the results of suburbanization in CEE in
relation to Russia is possible. Suburban spaces,
which have a traditional fractional municipal
division, do not meet urban management
standards. That is why countries encourage
the transformation of municipalities through
their unification [27, 28]. This happens through
the provision of additional subsidies, i.e. it is
stimulated economically, and another option
is also possible — through the reforms by
administrative means, through coercion.

Thus, in the given perspective, new areas of
fundamental and applied scientific research are
coming to the fore, and their subject will be
socio-economic mechanisms of functioning
of agglomerations and their effect on the
development of municipalities within their
area, and also at the regional, national and
world economy in conditions of globalization.

The most important task for further
scientific research is to study the theory of
urbanization and the processes of spatial and
socio-economic development occurring in
the territory of municipalities adjacent to the
boundaries of megacities and developing the
provisions and conclusions of this study.

The practical significance of the work
consists in the fact that its results can be used
to improve the management systems of
agglomeration processes in the socio-economic
space of the Russian Federation; they can also
be used by the municipalities that are included
in the zone of influence of megacities.
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Modeling the Investment Attractiveness of the Types of Economic Activities in the Region...

in the region (matrix of financial flows) and which is used to calculate direct and indirect economic
effects arising from investment activities. We calculate and analyze sectoral production functions for
four regions with different specialization and level of socio-economic development — the Sverdlovsk,
Vologda, Chelyabinsk and Kurgan oblasts; we also calculate the marginal return on capital in 16 types of
economic activity. We build matrices of financial flows for the regions under consideration for the year
2016, on the basis of which we calculate four groups of sectoral multipliers, reflecting the impact of the
growth of gross output in individual industries on the aggregate growth of gross output (in the economy
of the region as a whole), value added, household income and consolidated regional budget revenues.
The paper shows that the cumulative effect manifested in growing GRP and tax revenues of the regional
budget due to the growth of fixed capital, depending on the industry, may differ several times. Our study
identifies statistical anomalies that indicate significant flaws in the data available; this fact prevents us
from obtaining more accurate results. The approach we have developed and the results we have obtained
can be used by the authorities to work out investment policy, taking into account the regional sectoral
specifics of multiplicative economic effects.

Key words: investment attractiveness, region, investments, Cobb-Douglas production function, matrix of

financial flows, multiplicative effect, investment policy.

Introduction

Investments are the basis of economic
development of any state. That is why support
and stimulation of investment activity is one of
the priorities for all entities of the economy.
However, nowadays, many Russian economists
agree that investment sphere of the Russian
Federation has many problems which interfere
with achieving acceptable rates of economic
development. First of all, it is lack of resources
which are used for replenishment and expansion
of the production base. From 2011 to 2016,
a share of gross accumulation in gross output
of the RF did not exceed 22% while there was
a steady undulating outflow of capital. A.G.
Aganbegyan notes that it is possible to provide
average annual 2.5—3% economic growth rates
with investment share into GDP at the level of
20—15%, just like it happens in the developed
countries. For 5—6% economic growth rates,
investment rates should remain at the level
of 30—35%. If there is an objective to keep
economic growth rates at the level of 7, 8% or
above, it could be achieved with investment
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rates exceeding 40%. Currently, it happens in
China and India just like in Japan, Southern
Korea, and Taiwan in the periods of their
accelerated development [1, p. 11-12].

The second important issue in the
investment sphere is a structural imbalance. T.V.
Uskova, after conducting analysis of investment
processes in Russia, came to the conclusion
that “the structure of investments in fixed
capital is not optimal; the share of funds
invested in agriculture, processing production,
and construction is declining; the share of funds
in machinery production, which determines
the state of the country’s production potential,
is extremely low. Financing of the knowledge
sector and industries aimed at the development
of human capital is carried out as a residual”
[2, p. 45]. It is possible to say that “the
Russian economy is in the state of structural
and technological disequilibrium which is
characterized by inefficient distribution of
production factors and financial resources
which prevents formation of a steady economic
dynamics” [3, p. 10]. In the same work it is
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noted that the key component of economic
policy is structural and investment policy, which
implies “a set of measures, aimed at smoothing
the imbalances of sectoral, technological and
spatial nature, which complicate the interaction
between the sectors of the economy, they are not
eliminated by traditional market mechanisms
and include a system of targeted actions to
develop mechanisms for financing investment
in fixed capital [3, p. 10]. Thus, one of the
primary shortcomings of the current economic
policy is the lack of a systematic and scientific
approach to formation of investment strategy of
economic development of the state and regions
and improvement of the investment relations
organization and management [4, p. 29]. The
implementation of a systematic and science-
based investment policy requires appropriate
tools for predicting the results of the measures
taken.

Methodological approach to assessment
of investment attractiveness of economic activities’
types in the regional system

Peculiarities of state’s activity as a repre-
sentative of social interests cause a number of
important methodological features of the
process of decision-making in investment
sphere. Specifically, it is the need to take
into account the set of emerging economic
effects. The basics of this approach were stated
by R. Musgrave [5], Williams [6] and other
scientists. An important part of this concept
is the division of benefits and costs into
internal and external, depending on whether
they arise within or outside the jurisdiction of
project implementation. Many state programs,
implemented on one territory, can have a
certain impact on neighboring regions. The
same situation is typical for specific firms and
investment projects, the implementation of
which can lead to the benefit of contractors
(consumers of products, suppliers of raw
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materials and equipment, employees, etc.)
and to the competitors’ losses. During the
implementation of a project by a private
company, it can, in many cases, neglect external
effects. However, during the implementation
of public policy, such effects must be included
in the assessment. The most important
manifestations of external economic effects are
so-called multiplicative effects. They mean the
set of external, in relation to the implemented
project, effects manifested in the intensification
of activities in related types of economic
activities (TEA). Multiplicative effects include
increase of gross output, added value in related
industries, and increase of household income
and tax revenues into budgets of all levels.

In practice, to assess the impact of different
factors on state economy, a variety of economic
and mathematical models of general equilib-
rium model (GEM) are used. These models
offer a formal apparatus for the analysis of
the source of economy’s fluctuations and
also for studying macroeconomic policy.
Significant progress in CGE (computable
general equilibrium) models development
stimulated higher demand from central banks
of developed and developing countries, as well
as from the largest international economic
and financial institutes. As an example we can
name the model of Bank of Canada (Terms-
of-Trade Economic Model — ToTEM), The
Federal Reserve System (SIGMA), The
European Central Bank (New area — Wide
Model (NAWM), and models of International
Monetary Fund global economy (GEM and
Global integrated monetary and fiscal GIMF).
In Russia, such models are developed and used
by the authorities (the Ministry of Finances and
The Central Bank of the Russian Federation)
and scientific organizations. In this sphere,
we can point out the work of the research
team under the leadership of academician
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V.L. Makarov [7], as well as the work of A.V.
Polbin [8] and others. The development
of such models for certain districts poses a
difficult practical task because of the absence
of reliable statistics on several key indicators
of economic cycle. First of all, correct data on
interregional moving of goods and services is
absent. Secondly, available statistical data does
not display complex corporative networks which
lead to statistical concentration of gross added
value in places of head offices registration of
the biggest Russian corporations. Thus, the
construction of detailed models of certain
regions of the Russian Federation is currently
impossible. However, this does not undo the
need of federal and regional authorities for
adequate economic and mathematical tools
that allow modeling the impact of individual
measures of state policy in the field of
investment on the dynamics of socio-economic
development of certain entities of the Russian
Federation.

For the study of economic processes at the
regional level, models based on the balance
method are widely used. The first such models
appeared in the 1920s—1930s. Scientific works
of V. Leont’ev, L.V. Kontorovich, R. Stone
and other great scholars became widely known
in this sphere. In the future, the modified
model of inter-sectoral balance became the
most widespread in foreign practice — Social
Accounting Matrix (SAM), or, in other
words, the matrix of financial flows. Despite
the standard model of inter-sectoral balance
in the matrix of financial flows (MFF), along
with intermediate and final consumption
and gross added value, transfer payments
between institutional sectors (households,
firms, and the state) are reviewed additionally,
as well as distribution of factor payments
within each sector. Basics of MFF usage
as an effective instrument for studying the
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structure of economic system, peculiarities of
the reproduction process, and the formation
and distribution of multiplicative effects were
described in the works by G. Pyatt, J. Round
[9], J. Defourny, E. Thorbecke [10] and others.
The example of modern methodology of SAM
development and analysis is the work by P.L.
Scandizzo, C. Ferrarese [11]. The balance
approach toward economy of certain regions
study is widely used by Russian scholars too.
Models of separate regions were built [12; 13;
14; 15]: the Sverdlovsk, Kurgan, Chelyabinsk
oblasts, the Republic of Buryatia, and the
Khabarovsk Krai and others. On the basis of
these models scholars develop methodological
recommendations for assessing social efficiency
of certain investment projects implementation.
In this sphere we can mention the works by
T.S. Novikova [16], N.N. Miheeva and V.I.
Suslova [17], A.B. Kogan [18]. Moreover, in our
previous paper we suggested the methodology
for assessing the implementation efficiency of
investment projects on the basis of the matrix
of financial flows [19]. MFF of the Sverdlovsk
Oblast was formed and it was used as a basis
for calculations of gross output multipliers,
GRP, revenue, household’s income, tax
revenues in the regional budget. Account of
MFF “industry” was divided into 16 types of
economic activity in accordance with OKVED
classification, which gives the opportunity
to analyze the results of investment project
implementation in the sectoral context. It was
mentioned that this approach is applicable
only for assessment of a certain investment
project with known investment amount and
future production output. However, the
state investment policy primarily consists
of measures, which affect total amount of
investments on the territory. Changes in the
tax regime, as one of the key instruments of
the state investment policy, are analyzed
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in the works by E. Zwick, J. Mahon [20],
C.L. House, M.D. Shapiro [21], R.E. Hall,
D.W. Jorgenson [22]. Examples of such
measures are changes of tax and monetary
policy. The analysis of their impact on
investment activity of enterprises is given
in many works. The most widely used and
accurate method of forecasting gross output
is Cobb-Douglas production function.
Theoretical, methodological and practical
aspects of its construction and usage are
thoroughly described in numerous scientific
publications of Russian and foreign authors
[23; 24; 25; 26; 27]. The construction of this
function for a particular industry makes it
possible to estimate how much the gross output
of this area will change with an increase in the
use of capital by one unit. In the future, the
obtained information can be used to calculate
the multiplicative effects using the matrix of
financial flows and to set the total economic
effect from investments in a particular TEA.
Thus, the algorithm of assessing fixed capital
increase impact on regions’ economic growth
rates consists of two stages:

1. Calculation of the amount of gross
output growth caused by the increase of fixed
capital volume. For this purpose, sectoral
production functions, like Cobb-Douglas
production function, are built, and also the
marginal return of capital is calculated. The
obtained value of the capital marginal return
in the industry shows how much gross output
will increase in this TEA with an increase of
fixed capital by one ruble. Comparison of
capital marginal returns across industries
reveals sectors with relative capital excesses and
deficits.

2. Calculation of direct and indirect
economic effects of production output growth.
The increase of gross output leads, first, to
increase of added value and tax revenues in
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the analyzed industry. Secondly, it stimulates
demand for products in related industries,
which generates indirect economic effects
(growth of added value and budget revenues
with the growth of intermediate consumption).

The novelty of the author’s approach is the
integration of two tools of investment efficiency
evaluation: Cobb-Douglas production function,
which is used for calculation of the gross output
growth as a result of fixed funds commissioning
in certain types of economic activity and these
investments’ marginal returns, along with the
balance model of the financial flows in the
region (matrix of financial flows), used for the
calculation of multiplicative effects emerging as
the result of investment activities: direct — from
the investments implementation, and indirect,
which reflect increase of demand in related
industries.

The suggested approach will allow assessing
the efficiency of investments in a particular type
of economic activity and determining the
directions, attraction of investments in which
will ensure higher rates of the whole regional
system’s economic growth.

Results of calculations

The selection of regions was based on
conducted studies concerning the RF regional
classification according to financial and
economic sources of the development [28]. In
accordance with previously obtained results,
regions of the Russian Federation were divided
into four groups: 1) financially sufficient
regions; 2) financially stable regions, developing
at the expense of their own internal financial
and economic sources; 3) regions developing
with attraction of significant external (budgetary
and non-budgetary) investment sources;
4) regions developing primarily at the expense
of external financial and economic sources. For
more detailed analysis, one region from each
group was chosen. Thus, objects of the research

57



Modeling the Investment Attractiveness of the Types of Economic Activities in the Region...

were the Sverdlovsk, Vologda, Chelyabinsk,
and Kurgan oblasts, which have a number of
structural and socio-economic development
level differences. In particular, selected regions
have differences in sectoral GRP structure and
the structure of investment into fixed capital.
Moreover, they have a different level of sectoral
fiscal return per one output ruble and added
value, the level of budgetary security and self-
sufficiency, the level of diversification of the
economy, as well as the degree of involvement in
the processes of interregional and international
trade. All named peculiarities directly affect
the size of multiplicative economic effects, and
suggested for their assessment balance model in
the form of MFF allows conducting the analysis
taking into account these features.

Stage no. 1: construction of production
functions and calculation of marginal return of
capital.

2005—2016 data was used for calculations.
Cobb-Douglas production functions were built
on the basis of these calculations, which meet
the requirements of constant return of scale,
positive and decreasing production factors’
marginal returns:

Q=AxK*xLF (1)

Q — amount of production output;

K — amount of capital investments (fixed funds,
or fixed capital);

L — amount of labor resources, or labor costs;

A — coefficient reflecting the technological level
of production;

o — elasticity coefficient for labor;

[ — elasticity coefficient for capital.

It was experimentally revealed that, to
achieve high reliability while constructing
production functions, source data must be
converted to a linear type using the procedure
of a linearization (extraction of the natural
logarithm over all variables in the model). As a
result, the formula (1) was reduced to the classic
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two-factor linear regression equation. As an
argument for the function, data on the average
annual number of employees from individual
economic activities, as well as data on the value
of fixed assets, were taken. The peculiarity of
the applied method of production functions
calculation was the usage of data on the amount
of the annual gross output of goods and services.
It should be noted that in most works [24; 25;
26], the authors used the amount of the gross
regional product as the dependent variable.
After obtaining sectoral production functions,
the values of marginal return of capital, showing
the interconnection between the change of gross
output in rubles and the change of the amount
of fixed capital by 1 ruble, were calculated.
Based on the purpose of the study, the
calculation of the marginal return of labor was
not carried out. The results are given in Table 1.
The analysis of the obtained coefficients
showed that regions have a significant inter-
sectoral differentiation of values. So, in the
Sverdlovsk Oblast the highest value of marginal
productivity of capital (MPC) was found in the
“Construction” sector (0.867), the lowest —
in the “Transport and communication” sector
(0.051); the Chelyabinsk Oblast — “Wholesale
and retail trade” (0.966), “Processing
productions” (0.085), respectively; the Kurgan
Oblast — “Construction” (5.312), “Transport
and communication” (0.053); the Vologda
Oblast — “Construction” (3.733), “Production
and distribution of electricity, gas, and
water” (0.038). Besides, there are significant
interregional differences in separate industries.
Thus, the highest value of marginal return on
capital in the agricultural sector is observed in
the Kurgan Oblast (1.098). In the Sverdlovsk
Oblast this value is 0.35, in the Chelyabinsk and
Vologda oblasts — 0.19 and 0.185 respectively.
Different MPC values in the same industries
of different regions show the lack or excess of
capital regarding other production factors.
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Stage no. 2: construction of matrices of
financial flows of the region and calculation of
matrices of multipliers. In our previous works,
the theoretical, methodological and methodical
issues of a matrix of regional financial flows
constructions are analyzed in sufficient details.

In addition, the possibilities of disag-
gregating the accounts of “Sectors” and
“Households™ are presented. Earlier, we have

already calculated aggregated MFF of the
Chelyabinsk and Kurgan oblasts for 2012,
and disaggregated MFF of the Sverdlovsk
Oblast for 2015. In this paper, disaggregated
matrices of financial flows of four regions (the
Sverdlovsk, Chelyabinsk, Kurgan oblasts) for
2016 are formed, and first developed MFF
of the Vologda Oblast for 2016 is presented
(Tab. 2).

Table 2. Aggregated matrix of financial flows of the Vologda Oblast, 2016

1 2 3 4 5 6 7 8 9 10 11
Goods and . House- | Regional | Federal | Off-bud- | Invest-
services Sectors | Capital | Labor holds | budget | budget |getfunds| ments Export Total
1 G;’:r‘\’/iscz';d 613,456 214,350| 38,671 | 25,107 | 13,425 |114,115| 301,004 |1,320,128
2 Sectors 1,099,667 1,099,667
3 Sectors 290,841 3,351 294,192
4 Labor 183,602 183,602
5 | Households 38,830 (141,851 15,127 559 64,861 261,228
g | Regional 3013 | 22,691 29,711 11,806 67,221
budget
7 | Federa 8,755 | 3,245 65,808 | 77,808
budget
g | Off-budget 41,751 36,535 78,286
funds
9 | Investments 77,401 17,167 | 5,386 3,801 10,360 | 114,115
10 Import 220,461 152,025 4,686 377172
11 TOTAL 1,320,128 (1,099,667 | 294,192 |183,602|261,228| 67,221 | 77,808 | 78,286 |114,115| 377,172
Source: own compilation on the data from the Territorial agency of the Vologda Oblast Federal Statistics Service, the Federal Tax Service,
and the Federal Treasury.

Table 3. Ratio of regional key sectors multipliers*

Multipliers of
aross output added value holuseholds‘ regional budget
income revenues
Max. value 2.837 (5) 1.664 (13) 1.299 (13) 0.234 (10)
Sverdlovsk Oblast Min. value 2.312 (13) 1.364 (4) 1.067 (4) 0.133 (12.14)
Ratio 22.7% 22.1% 21.7% 75.9%
Max. value 3.341 (5) 1.782 (13) 1.384 (13) 0.244 (10)
Chelyabinsk Oblast Min. value 2.551 (14) 1.676 (5) 1.303 (5) 0.147 (12)
Ratio 31.0% 6.6% 6.2% 66.0%
Max. value 1.933 (5) 1.328 (13) 0.967 (13) 0.146 (10)
Vologda Oblast Min. value 1.356 (9) 1.076 (4) 0.684 (4) 0.087 (12)
Ratio 42.6% 22.7% 41.4% 71.3%
Max. value 2.413 (5) 1.557 (13) 1.22 (13.7) 0.172 (10)
Kurgan Oblast Min. value 1.779 (13) 1.367 (5) 1.097 (5) 0.107 (12)
Ratio 36.2% 14.0% 11.2% 60.7%
* The number of the relevant economic activity is given in parentheses.
Source: own calculations.
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The structure of the matrices of financial
flows, its variables, and the analysis of revealed
interconnections are described in details in [12,
pp. 22-39]. Further, the “Industry” account
was disaggregated according to the types of
economic activities, and the matrix of MFF
multipliers was calculated. The methodology
of matrix of MFF multipliers calculations and
interpretation of obtained values are presented
in our work [29]. The multipliers of gross
output, added value, household’s income, and
the consolidated regional budget are all given
in Table 3.

It is possible to say that in a certain region
values of various MFF multipliers in different
sectors are not that different. For example, in
the Sverdlovsk Oblast, the multiplier of gross
output in the processing industry is the most
important (2.837), and the least important —
in the education sector (2.312). Consequently,
the first coefficient is 22% higher, which,
with all assumptions, does not seem critical.
The situation is similar for the multipliers
of gross added value and households’
income. Maximum difference is 22 and 21%
respectively. The analysis of sectoral multipliers
of revenues of the consolidated regional budget
showed more significant differences. Here,
the difference between the values in the health
sector (0.133) and the financial services sector
(0.234) is 76%. The results of the comparison of
other studied regions are given in 7Table 3. Since
the multiplier is a numerical coefficient showing
the dependence of one parameter on another,
this study will focus on the impact of product
output growth on a number of macroeconomic
indicators of the region, such as: gross added
value, households’ income, regional budget
revenues, and total output. Obviously,
provision of per unit output growth in different
industries requires different amounts of capital
investment, because the increase of fixed

Economic and Social Changes: Facts, Trends, Forecast

capital per unit in different industries causes a
different gross output increase. In order to take
this factor into account, it is necessary to adjust
the obtained industry multipliers of the current
values of the capital marginal returns in relevant
industries. The results of the calculations are
presented in Table 4.

The analysis revealed the types of economic
activities which have the greatest impact on
increase of fixed capital. In the Sverdlovsk
Oblast they are construction, wholesale and
retail sector (values of adjusted added value
multipliers are 1.27 and 1.13, respectively). In
the Chelyabinsk Oblast the biggest return is in
the sphere of wholesale and retail. Moreover, the
mining sector, the hotel and restaurant sector
have significant returns. It should be noted that
the sector of fishing and fish farming has the
largest multiplier of GAV in the Chelyabinsk
region (2.7). Despite the fact that this sector
can hardly be the basis of the economic
development for the region, it is possible to note
its prospects as one of the directions of small
and medium-sized businesses development. In
the Vologda Oblast, the wholesale and retail
trade sector has the highest multiplier (1.34).
In the Kurgan Oblast, the agricultural sector
(1.635) and the processing industry sector (1.29)
have the highest returns. Also, the construction
sector in the Vologda and the Kurgan oblasts, as
well as the sector “hotels and restaurants” in the
Kurgan Oblast, should be pointed out. These
sectors’ values of GAV multipliers turned out
to be significantly higher than average values. It
can be assumed that the reason of such strong
deviation is the peculiarities of the statistical
accounting of fixed assets and labor costs in
these TEAs. However, this aspect requires
further research.

The analysis of sectoral multipliers, adjusted
for the amount of marginal returns of capital,
shows a significant change of capital return in
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Table 4. Matrix of regional sectoral multipliers of 2016

Mar- MFF multiplies MFF multiplies with the marginal capital return
?grcs ch;)niEtielal gross GAV hoiuseholds‘ regional budget gross GAV hoiuseholds' rsggggl
output income revenues output income

return revenues
| 0.352 2.677 1.484 1.160 0.149 0.942 0.522 0.408 0.052
Il 0.098 2.516 1.562 1.231 0.200 0.247 0.153 0.121 0.020
Il 0.158 2.693 1.439 1.133 0.175 0.426 0.227 0.179 0.028
v 0.748 2.837 1.364 1.067 0.139 2122 1.02 0.798 0.104
- V 0.147 2.796 1.383 1.083 0.144 0.411 0.204 0.159 0.021
é Vi 0.867 2.682 1.472 1.151 0.146 2.325 1.276 0.998 0.127
o VII 0.725 2.534 1.568 1.228 0.161 1.837 1.137 0.890 0.117
§ VIl 0.516 2.700 1.462 1.144 0.153 1.393 0.754 0.590 0.079
2 IX 0.051 2.609 1.516 1.188 0.160 0.133 0.077 0.061 0.008
@ X 0.152 2.683 1.424 1.134 0.234 0.408 0.217 0.172 0.036
& Xl 0.244 2.509 1.589 1.246 0.175 0.612 0.388 0.304 0.043
Xl 0.327 2.478 1.556 1.214 0.133 0.810 0.508 0.397 0.043
Xl 0.212 2.312 1.664 1.299 0.142 0.490 0.352 0.275 0.030
XV 0.471 2.453 1.579 1.232 0.133 1.155 0.744 0.580 0.063
XV 0.467 2.530 1.543 1.207 0.147 1.181 0.72 0.564 0.069
| 0.190 2.946 1.746 1.354 0.172 0.560 0.331 0.257 0.033
Il 0.975 2.770 1.763 1.368 0.175 2.701 1.719 1.334 0.170
11} 0.308 2.926 1.722 1.346 0.205 0.901 0.53 0.414 0.063
v 0.085 3.237 1.696 1.317 0.170 0.275 0.145 0.112 0.014
o v 0.119 3.341 1.676 1.303 0.171 0.398 0.2 0.155 0.020
= Vi 0.283 3.029 1.728 1.341 0.170 0.857 0.489 0.379 0.048
o VII 0.966 2.828 1.753 1.362 0.178 2.732 1.693 1.315 0.172
@ | Vil 0.330 3.032 1.726 1.342 0.180 1.001 0.57 0.443 0.059
= IX 0.213 2.726 1.768 1.374 0.181 0.581 0.376 0.293 0.039
= X 0.046 3.005 1.699 1.337 0.244 0.138 0.079 0.062 0.011
S Xl 0.096 2.770 1.764 1.372 0.187 0.266 0.17 0.132 0.018
XII 0.088 2.698 1.744 1.353 0.147 0.237 0.154 0.119 0.013
XIll 0.106 2.387 1.782 1.384 0.156 0.253 0.189 0.147 0.017
XIV 0.185 2.551 1.766 1.369 0.149 0.472 0.327 0.253 0.028
XV 0.473 2.749 1.745 1.357 0.171 1.300 0.825 0.642 0.081
| 0.185 1.774 1.13 0.733 0.094 0.328 0.209 0.136 0.017
Il 0.572 1.391 1.218 0.754 0.096 0.796 0.697 0.431 0.055
1l] 0.235 1.750 1.146 0.766 0.112 0.411 0.27 0.180 0.026
v 0.257 1.916 1.076 0.684 0.093 0.492 0.276 0.176 0.024
V 0.038 1.933 1.082 0.704 0.099 0.073 0.041 0.027 0.004
7 Vi 3.733 1.884 1.105 0.726 0.092 7.032 4.124 2.709 0.345
g VII 0.867 1.553 1.186 0.781 0.138 1.346 1.028 0.677 0.120
~ |Vl 0.244 1.814 1.13 0.751 0.102 0.443 0.275 0.183 0.025
§» IX 0.036 1.356 1.222 0.751 0.101 0.049 0.044 0.027 0.004
S X 0.299 1.773 1.116 0.738 0.146 0.530 0.334 0.221 0.044
Xl 0.060 1.574 1.191 0.791 0.127 0.094 0.072 0.047 0.008
Xl 0.185 1.725 1.205 0.850 0.087 0.319 0.223 0.157 0.016
Xl 0.023 1.394 1.328 0.967 0.105 0.032 0.03 0.022 0.002
XV 0.205 1.614 1.239 0.876 0.095 0.331 0.254 0.180 0.019
XV 0.082 1.608 1.217 0.839 0.106 0.132 0.1 0.069 0.009
| 1.098 2.199 1.489 1.206 0.124 1.414 1.635 1.324 0.136
Il 0.309 2.207 1.463 1.186 0.142 0.682 0.453 0.366 0.044
I 0.172 2.195 1.45 1.179 0.169 0.378 0.249 0.203 0.029
v 0.926 2.363 1.398 1.123 0.115 2.188 1.294 1.040 0.106
V 0.051 2.413 1.367 1.097 0.119 0.123 0.07 0.056 0.006
3 VI 5.312 2.285 1.426 1.145 0.119 2.136 7.575 6.082 0.634
g VII 0.133 2.057 1.513 1.220 0.139 0.274 0.201 0.162 0.018
= Vil 2.319 2.231 1.448 1.164 0.123 5173 3.358 2.700 0.286
= IX 0.056 2.189 1.488 1.206 0.133 0.123 0.083 0.068 0.007
~ X 0.132 2.255 1.418 1.154 0.172 0.298 0.187 0.152 0.023
XI 0.182 2137 1.483 1.194 0.134 0.389 0.27 0.217 0.024
Xl 0.747 1.858 1.534 1.204 0.107 1.388 1.145 0.899 0.080
Xl 0.486 1.779 1.557 1.220 0.110 0.865 0.756 0.593 0.054
XIV 0.565 1.931 1.508 1.186 0.108 1.091 0.852 0.670 0.061
XV 0.307 2.076 1.486 1.187 0.125 0.637 0.457 0.364 0.038

Source: own compilation.
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different sectors. Thus, in the Sverdlovsk
Oblast, the multiplier of gross output in the
sector “Construction” (2.325) has the highest
value. The “Processing production” sector has
a close multiplier (2.122). “The transport and
communication” sector has a lowest value of
gross output multiplier (0.133). Consequently,
the difference of the multiplier value was more
than 17 times. The results of calculations for the
rest of the studied regions are given in Table 5.

The analysis showed that economic effect
from fixed capital increase in different sectors,
expressed in GRP growth and consolidated
regional budget revenues, may significantly
differ (sometimes in several times). Therefore,
the federal and regional investment policy
should be carried out taking into account these
features. In accordance with the proposed
approach, the total economic effect from
investments in a particular TEA, expressed in
gross added value, is calculated by the following
formula:

Effsec =1X MGAV +V X MPk X MGAV (2)

in which Ef‘fS ™ overall economic effect in the

I — amount of investments in the sector;

V — value of fixed capital increase in the sector;

MP, — marginal capital return in the sector;

MG
matrix of financial flows in the sector.

4 — &ross added value multiplier of the

Taking into account the methodology
improvement, the algorithm for calculating the
overall economic effect from investments in a
specific TEA looks like this:

1. Calculation of the amount of fixed
capital increase in sectors.

2. Calculation of the multiplicative effect
from investment demand in the economy of the
region.

3. Calculation of the direct effect in the
form of gross output growth in the region
connected to increase of the fixed capital
amount.

4. Calculation of the multiplicative effect
from increase of products’ gross output in the
sector.

5. Calculation of the economic effect from
investments in the sector conducted by
summing the calculations’ results in paragraphs

sector; 2, 3,and 4.
Table 5. Ratio of key multipliers of regional sectors with marginal capital return
Multipliers
Mo | Ao | GRS | fovenes (RER)
Max. value 2.325 (6) 1.276 (6) 0.998 (6) 0.127 (9)
Sverdlovsk Oblast Min. value 0.133 (9) 0.077 (9) 0.061 (9) 0.008 (9)
Ratio 1648.1% 1557.1% 1536.1% 1487.5%
Max. value 2.732 (7) 1.693 (7) 1.334 (2) 0.172 (7)
Chelyabinsk Oblast Min. value 0.237 (12) 0.079 (10) 0.062 (10) 0.011 (10)
Ratio 1052.7% 2043.0% 2051.6% 1463.6%
Max. value 7.032 (6) 4.124 (6) 2.709 (6) 0.345 (6)
Vologda Oblast Min. value 0.032 (13) 0.03(13) 0.022 (13) 0.004 (5)
Ratio 21875.0% 13646.7% 12213.6% 8525.0%
Max. value 5173 (8) 7.575 (6) 6.082 (6) 0.634 (6)
Kurgan Oblast Min. value 0.123 (5.9) 0.07 (5) 0.056 (5) 0.006 (5)
Ratio 4105.7% 10721.4% 10760.7% 10466.7%
Source: own calculations.
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Discussion and conclusions

The integration of production function
significantly affected the calculations of
multiplicative effects and allowed, in our
opinion, more precise definition of sectors
which have the highest return of fixed
capital increase, taking into account direct
and indirect economic effects. Data from
Table 5 show that regions have high inter-
sectoral differentiation of capital marginal
return. Thus, in the Sverdlovsk Oblast, the
value of this indicator varies from 0.051 in
the “Transport and communication” sector
to 0.857 in the “Construction” sector. As
a result, the analysis of primary sectoral
multipliers showed that the greatest return, in
terms of aggregate demand, might be brought
by investments in processing production
(multiplier 2.682) and, after their adjustment
and calculation of the whole effect,
investments in construction (total multiplier
5.007). The matrix of inter-sectoral regional
multipliers lets federal authorities to compare
the efficiency of investments into the same
sphere in different regions and, by that,
better redistribute budget funds for regional
development better.

The author’s methodological approach and
tools might be used by the federal and regional
authorities for rapid analysis of specific
investment projects and state measures to
stimulate investment. They give the opportunity
to improve the efficiency of management
decisions in determining industry trends and
subsequent implementation of investment
policy.

However, the obtained results can not be
called definitive, because the calculations
revealed significant anomalies caused by
imperfections of the statistical accounting
of several important regional indicators.
The most striking example of this anomaly
is the accounting of fixed assets in the
sectors “Construction” and “Transport and
communications” in the Kurgan and Vologda
oblasts. As a result, we obtained extremely
high values of marginal capital return in these
industries, which, obviously, require additional
research. The actions of the authorities can
have a significant impact on the relative excess
or shortage of production factors.

The analysis of the “Financial services and
insurance” sector also needs to be clarified.
This is caused by two factors. First of all, the
specifics of the financial sector functioning,
which do not require a high provision of
physical capital which is the basis of the fixed
funds growth rate, used to build the sectoral
production function. Second, the high
concentration of financial capital in Moscow.
Additional examination of economic sectors
which are related to the sphere of services, such
as trade, medicine, education, etc., is required.

Improvement of the methodology of
building regional MFFs, as well as gathering of
additional statistical data about individual
activities, will increase the accuracy and reliabi-
lity of the effectiveness assessment of public
investment policy measures, which ultimately
will enhance the efficiency of social resources
usage and significantly improve the quality of
life and the level of national welfare.

References

1. Aganbegyan A.G. Investments are the basis of accelerated socio-economic development of Russia. Den’gi i
kredit=Russian Journal of Money and Finance, 2012, no. 5, pp. 10—16. (In Russian).

2. Uskova T.V. On the role of investments in sustainable economic growth. Ekonomicheskie i sotsial’nye peremeny:
fakty, tendentsii, prognoz=Economic and Social Changes: Facts, Trends, Forecast, 2013, no. 6, pp. 45—59. (In

Russian).

64

Volume 12, Issue 4, 2019

Economic and Social Changes: Facts, Trends, Forecast



MODELING AND FORECAST OF SOCIO-ECONOMIC PROCESSES Naumov [.V., Trynov A.V.

10.

11.

13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

Ivanter V.V. (Ed.). Strukturno-investitsionnaya politika v tselyakh obespecheniya ekonomicheskogo rosta v Rossii:
monografiya [Structural and investment policy to ensure economic growth in Russia: Monograph]. Moscow:
Nauchnyi konsul’tant, 2017. 196 p.

Morozov V.V. Strategicheskie osnovy sovershenstvovaniya upravleniya investitsionnoi deyatel’nost’yu v regione
[Strategic Basis of Improving Investment Management in the Region]. Yekaterinburg: Institute of Economics, the
Ural branch of RAS, 2010. 363 p.

Musgrave R.A., Musgrave P.B. Gosudarstvennye finansy: teoriya i praktika [Public Finance in Theory and
Practice]. Moscow: Biznes Atlas, 2009. 716 p.

Williams A. Cost-benefit analysis: bastard science? And/or insidious poison in the body politics? Journal of Public
Economics, 1972, vol. 1, pp. 199-225.

Makarov V.L., Bakhtizin A.R., Sulakshin S.S. Primenenie vychislimykh modelei v gosudarstvennom upravlenii
[Application of computable models in public administration]. Moscow: Nauchnyi ekspert, 2007. 238 p.

Polbin A.V., Drobyshevskii S.M. Construction of a dynamic stochastic General equilibrium model for the Russian
economy. Moscow: Gaidar Institute, 2014. 156 p.

Pyatt G., Round J.I. Accounting and fixed price multipliers in a social accounting matrix framework. The
Economic Journal, 1979, vol. 89, pp. 850—873.

Defourny J., Thorbecke E. Structural path analysis and multiplier decomposition within a social accounting
matrix framework. The Economic Journal, 1984, vol. 94, pp. 111-136.

Scandizzo P.L., Ferrarese C. Social accounting matrix: A new estimation methodology. Journal of Policy
Modeling, 2015, vol. 37, pp. 14—34.

. Tatarkin D.A., Sidorova E.N., Trynov A.V. Upravienie finansovymi potokami na osnove otsenki regional’nykh

mul’tiplikativnykh effektov [Management of financial flows based on the assessment of regional multiplicative
effects]. Yekaterinburg: Institute of Economics, the Ural branch of RAS, 2015. 155 p.

Zakharchenko N.G. Economic space research: synthesis of balance and game-theoretic modeling methods.
Prostranstvennaya ekonomika=Spatial Economics, 2015, no. 4. pp. 12—38. (In Russian).

Baranov A.O., Dondokov Z.B-D., Dyrkheev K.P., Pavlov V.N., Suslov V.I. Methodological problems of
information base formation of dynamic interindustry model of the Republic of Buryatia economy. Region:
ekonomika i sotsiologiya=Region: Economics and Sociology, 2016, no. 4. pp. 47—68. (In Russian).

Zakharchuk E.A., Pasynkov A.F. Regional balance model of financial flows based on the sectoral approach of
the system of national accounts. Ekonomika regiona=Economy of Region, 2017, no. 1, pp. 318—330. (In Russian).

Novikova T.S. Analiz obshchestvennoi effektivnosti investitsionnykh proektov [Analysis of Social Efficiency of
Investment Projects]. Novosibirsk: IEIE SB RAS, 2005. 282 p.

Mikheeva N.N., Novikova T.S., Suslov V.I. Evaluation of investment projects on the basis of a set of cross-sectoral
interregional models. Problemy prognozirovaniya=Studies on Russian Economic Development, 2011, no. 4,
pp. 78—90. (In Russian).

Kogan A.B. A method to determine the best way to finance development projects. Finansovaya analitika: problemy
i resheniya=Financial Analytics: Science and Experience, 2017, no.11, pp. 1257—1272. (In Russian).

Trynov A.V. Methodology for assessing the economic efficiency of investment projects implemented on the
principles of public-private partnership. Ekonomika regiona=Economy of Region, 2016, vol.12, no. 2,
pp. 602—612. (In Russian).

Zwick E., Mahon J. Tax policy and heterogeneous investment behavior. American Economic Review, 2017,
vol. 107, pp. 217—248.

House C.L., Shapiro M.D. Temporary investment tax incentives: theory with evidence from bonus depreciation.
American Economic Review, 2008, vol. 98, pp. 737—768.

Hall R.E., Jorgenson D.W. Tax policy and investment behavior. American Economic Review, 1967, vol. 57,
pp. 391—414.

Economic and Social Changes: Facts, Trends, Forecast Volume 12, Issue 4, 2019 65



Modeling the Investment Attractiveness of the Types of Economic Activities in the Region...

23.

24.
25.

26.

27.

28.

29.

Naumov 1.V. Problems of forecasting gross output in the regional socio-economic system. Zhurnal ekonomicheskoi
teorii=Russian Journal of Economic Theory, 2017, no. 4, pp. 68—83. (In Russian).

Barro R.J., Sala i Martin X. Economic growth. Moscow: Binom. Laboratoriya znanii, 2010. 824 p.

Kirilyuk I.L. Modeling of production functions for the Russian economy. Komp’yuternye issledovaniya i
modelirovanie=Computer Research and Modeling, 2013, no. 2, pp. 293—312. (In Russian).

Gorbunov V.K., L’vov A.G. Construction of production functions based on investment data. Fkonomika i
matematicheskie metody=Economics and Mathematical Methods, 2012, no. 2, pp. 95—107. (In Russian).
Kleiner G.B. Proizvodstvennye funktsii: teoriya, metody, primenenie [Production Functions: Theory, Methods,
Application]. Moscow: Finance and Credit, 1988. 238 p.

Sidorova E.N., Tatarkin D.A. Finansovyi potentsial regionov i ikh sotsial’no-ekonomicheskaya priviekatel’nost’
[Financial Potential of the Regions and Their Socio-Economic Attractiveness]. Yekaterinburg: Institute of
Economics, the Ural branch of RAS, 2013. 385 p.

Tatarkin D.A., Sidorova E.N., Trynov A.V. Development of regional investment passport based on multipliers
of matrix of financial flows. Vestnik UFU. Seriya: ekonomika i upravlenie=Bulletin of UFU. Series Economics and
Management, 2017, no. 6, pp. 909—927. (In Russian).

Information about the Authors

I’ya V. Naumov — Candidate of Sciences (Economics), head of laboratory, Senior Researcher, Institute
of Economics, Ural Branch of the Russian Academy of Sciences (29, Moskovskaya Street, Yekaterinburg,
620014, Russian Federation; e-mail: Ilia_naumov@list.ru)

Aleksandr V. Trynov — Junior Researcher, Institute of Economics, Ural Branch of the Russian Academy
of Sciences (29, Moskovskaya Street, Yekaterinburg, 620014, Russian Federation; e-mail: trynovv
@mail.ru)

Received April 3, 2019.

66 Volume 12, Issue 4, 2019 Economic and Social Changes: Facts, Trends, Forecast



MODELING AND FORECAST OF SOCIO-ECONOMIC PROCESSES

DOI: 10.15838/esc.2019.4.64.5
UDC 339.972, LBC 65.03

© Litvinova A.V., Talalaeva N.S., Parfenova M. V.

Development of Methodological Approaches to Assessing
the Effectiveness of Import Substitution in Russia*

Alla V. Litvinova

Volzhsky branch of Volgograd State University

Volzhsky, Volgograd Oblast, Russian Federation, 11, 40 Let Pobedy Street, 404133
E-mail: Litvinova_av@mail.ru

ORCID: 0000-0002-4164-2662; ResearcherID: F-5597-2019

Natal’ya S. Talalaeva

Volzhsky branch of Volgograd State University

Volzhsky, Volgograd Oblast, Russian Federation, 11, 40 Let Pobedy Street, 404133
E-mail: talalaeva ns@mail.ru

ORCID: 0000-0002-7588-589X; ResearcherID: F-5617-2019

Mariya V. Parfenova

Volzhsky branch of Volgograd State University

Volzhsky, Volgograd Oblast, Russian Federation, 11, 40 Let Pobedy Street, 404133
E-mail: Pvv_65@mail.ru

ORCID: 0000-0002-5789-1364; ResearcherID: F-5590-2019

* The study was supported by the Russian Foundation for Basic Research in the framework of the project “Integrated
assessment of import substitution effectiveness and its impact on economic growth in Russia” (project # 19-010-00519 A).

For citation: Litvinova A.V., Talalaeva N.S., Parfenova M.V. Development of methodological approaches to assessing
the effectiveness of import substitution in Russia. Economic and Social Changes: Facts, Trends, Forecast, 2019, vol. 12, no. 4,
pp. 67—85. DOI: 10.15838/esc.2019.4.64.5

Economic and Social Changes: Facts, Trends, Forecast Volume 12, Issue 4, 2019 67


https://orcid.org/0000-0002-4164-2662
http://www.researcherid.com/rid/F-5597-2019
https://orcid.org/0000-0002-7588-589X
http://www.researcherid.com/rid/F-5617-2019
https://orcid.org/0000-0002-5789-1364
http://www.researcherid.com/rid/F-5590-2019

Development of Methodological Approaches to Assessing the Effectiveness of Import Substitution in Russia

Abstract. The relevance of the study is due to the fact that the process of import substitution, which is on
the rise in the country, requires a reliable and accurate quantitative assessment of its effectiveness. The
main idea of the study is to assess the effectiveness of import substitution as a complex multidimensional
phenomenon characterized by multidirectional and contradictory dynamics of its processes in their unity,
relationship and mutual influence. The goal of the study is to develop a method for integrated assessment of
import substitution effectiveness on the basis of theoretical substantiation of its principles and provisions.
To achieve the goal we use such methods as analysis and generalization of existing methodological
approaches to its assessment. The hypothesis of the study is based on the fact that the method we have
developed allows us not only to make a reliable assessment of the effectiveness of import substitution, but
also to predict the directions of its increase. Our research develops the works of other authors in the field of
integrated assessment of import substitution effectiveness: we elaborate a comprehensive system of target
performance indicators (the system has not been used before) and assess the trends in the development
of import substitution processes structured in the context of domestic production, export and import of
goods subject to import substitution, according to the degree of achievement of these indicators. The
study was carried out with the use of methods such as factor determinant and structural-dynamic analysis,
and multi-criteria optimization method. The technique was tested on the example of food products — the
flagship of domestic import substitution. We reveal the processes that hinder import substitution in the
food industry and some positive trends in import substitution that confirm its effectiveness. We calculate
an optimal structure of commodity resources, which ensures the achievement of import substitution
effectiveness in the food industry to the fullest extent. It is advisable to apply our technique in the field of
import substitution in individual commodity groups, each of which has its own features in the formation
of imports, exports, domestic production and their specifics in the context of research tasks. We plan to
continue our research in the development of methods for a comprehensive assessment of the impact of
import substitution on economic growth in the country.

Key words: import substitution; efficiency, import substitution effectiveness; assessing import substitution
effectiveness; sanctions; food products.

Introduction
The external restrictions and threats of

same time, a reliable quantitative assessment
of the effectiveness of import substitution

recent years and the unfavorable world market
situation for the domestic economy have once
again demonstrated the irrationality of Russia’s
foreign trade balance and the failure of its
raw materials exporting model. The policy of
boosting import substitution in an extremely
difficult period for the country, on the one
hand, indicates the awareness of the extreme
importance of this problem and the need for
its accelerated solution; on the other hand, it
gives the country another chance to reach the
forefront of world economic progress. At the
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implemented in the country is of paramount
importance, since it helps unambiguously
interpret the state of import substitution at
any time, identify its problems, priorities
and targets, forecast further development
in accordance with the real situation in the
country’s economy and the state of resource
support for its economic growth.

The relevance and significance of quan-
titative assessment of import substitution
effectiveness makes it necessary to find a
solution to several problems. The most
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important of them are as follows: studying the
information database of import substitution;
critical analysis of existing methodological
approaches of domestic and foreign scientists
to assessing the impact of import substitution;
rationale and development of our own
technique for a comprehensive assessment
of import substitution effectiveness and its
testing on the example of commodity resources
undergoing an active process of import
substitution at the present stage; identification
of ways to improve the effectiveness of import
substitution in Russia.

The source of reliable information on the
effectiveness of import substitution can be
found in the official statistics, which widely
cover the structure and content of foreign trade
turnover of Russia, its domestic production and
consumption as a whole in the country and in
the context of individual product groups and
commodity items.

The composition and nature of the use of
these indicators in the scientific works of
various authors is determined by the goals and
objectives of their research. At the same time,
we can clearly trace two types of work. The first
type involves indicators that are not subject to
economic-statistical processing and (or) are
analyzed using the simplest of methods like
measurement, comparison, grouping, etc.
For example, O.A. Mironova [1] evaluates the
effectiveness of import substitution in various
economic sectors on the basis of studying the
dynamics of absolute and relative indicators of
imports and exports of the Russian Federation.
R. Connolly and Ph. Hanson [2] assess the
effectiveness of import substitution by analyzing
energy prices, imports and exports, gross
domestic product, investment activity in the
country, etc. O.A. Chernova and V.V. Klimuk
[3] build their assessment of the effectiveness of
import substitution on the analysis of statistical

Economic and Social Changes: Facts, Trends, Forecast
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data on the share of exports and imports in
Russia’s GDP in comparison with the leading
countries of the world. K. Ullrich [4] assesses
the effectiveness of import substitution in
Russia by analyzing the dynamics of such
indicators as gross domestic product, exports,
imports, the ruble exchange rate, cost of import
substitution programs, etc.

Despite the fact that these studies do not
contain new solutions in assessing the
effectiveness of import substitution, their
conclusions are quite reliable and substantiated,
since they are based on official statistics.
However, given the complex multidimensional
nature of import substitution and its
contradictory and multidirectional dynamics
expressed by different units of measurement,
we can note that the use of individual
indicators makes it difficult to assess the overall
effectiveness of import substitution and obtain
the answers to three basic questions: 1) is
there a real process of import substitution in
the country? 2) what impact do the sanctions
imposed on the country’s economy have on
import substitution? 3) what trends hinder
the process of import substitution? Clear
answers to these questions are given in studies
based on a comprehensive assessment of the
effectiveness of import substitution. Such an
assessment is based on a system-wide study of
cause-effect relationships in the processes of
import substitution, their maximum detail, and
the development of various ways to systematize
indicators expressing these processes.

Analysis of studies of various authors in the
field of integrated assessment of the
effectiveness of import substitution primarily
demonstrates their diversity. Thus, the
methodological tools for assessment are used
in the context of import dependence of the
national economy on its trading partners [3],
the state industrial policy [5; 6], innovation
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activities carried out in high-tech industries [7],
the regional strategy for import substitution [8],
evaluation of the multiplicative effects of the
implementation of the state program for import
substitution [9], etc.

In the vast majority of studies, a
comprehensive assessment of the effectiveness
of import substitution is carried out by
calculating a wide range of relative values
based on the absolute indicators presented in
the official statistics. As a rule, their authors
calculate various coefficients [6; 7; 10; 11].
A number of studies use relative values in the
form of indices. For example, O.A. Chernova
and V.V. Klimuk [3] assess the performance
of import substitution using the index of
import dependence, the index of the country’s
economic integration in globalization process
and the foreign trade balance index per 1
km of transportation from the exporting
to importing country. K.A. Kolotov in his
dissertation research [12, pp. 80-85] proposes
a method for calculating the aggregate index
of import substitution effectiveness as the ratio
of the aggregate index of the quality of import
substitution (measured by the ratio of the values
of domestic production in the current period
relative to the base one) to the time of the
structural shift in the economy, measured from
the beginning of the implementation of import
substitution measures and up to the analyzed
period.

In a number of studies, a comprehensive
assessment of the effectiveness of import
substitution is based not only on the calculation
of private coefficients, but also on the definition
of integrated performance indicators. Thus,
I.G. Ershova and A.Yu. Ershov [5] have
developed an integral indicator of import
substitution effectiveness, which helps group
regions of the country into the leading (high
efficiency), median (average efficiency) and
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stagnant (low efficiency). V.A. Borovkova and
M.O. Tikhanovich [8] calculate the integral
effectiveness indicator as the sum of partial
indicators of performance (coefficient of import
dependence, the share of innovative products,
coefficient of import coverage by export, etc.)
and weighting factors characterizing the degree
of influence of each criterion on the final
indicator.

A separate group of studies consists of
scientific works, the authors of which use a
matrix model for assessing the effectiveness of
import substitution. In particular, this model,
which is based on the system of national
accounts using the input-output method of
analysis is implemented in the works of D.A.
Tatarkin, E.N. Sidorov, A.V. Trynov [9] and L.A.
Strizhkova [13]. In assessing the effectiveness of
import substitution, the balance method was
also used. For example, the technique used
by A.A. Losev, V.I. Soloviev, A.M. Sunchalin
[14] is based on the comparison of two sets
of indicators — the volume of production and
import of goods and the volume of consumption
of goods on the domestic market and their
export.

According to the analysis of the works of
different authors we reveal of a number of
problems related to assessing the effectiveness
of import substitution.

First, in our view, ratio analysis does not
correspond to the purpose of evaluating the
effectiveness (efficiency) of import substitution,
because such an analysis simplifies the
assessment and does not ensure the reliability
of the results due to lack of validity and, in
some cases, the arbitrary nature of indicators
calculated. Moreover, the combination of a set
of coefficients into integral indicators observed
in a number of works further reduces the
reliability of assessment of import substitution
effectiveness.
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Second, most works substitute the term
“effectiveness” with “efficiency”. Given the
complex and multifaceted nature of import
substitution, the traditional approach to
understanding its efficiency as a ratio of the
result obtained to the cost of achieving it is
hardly applicable. This coincides with the
point of view of A.M. Vyzhitovich and PA.
Yershov [15, p. 57], who conclude that it is
virtually impossible to calculate the efficiency
of import substitution from such positions
with mathematical precision in comparable
units. The vast majority of studies estimated
the effectiveness rather than the efficiency
of import substitution, because the proposed
techniques for its assessment consider the
results of development of this process rather
than its effects. The study of O.A. Chernova
[10] is an example of a few works, the authors of
which made an attempt to calculate the actual
effects of import substitution.

In our opinion, the solution to the above-
mentioned problems can be found in the
development of such methodological approa-
ches to the assessment of the effectiveness of
import substitution, which are based primarily
on identifying the trends in the development of
its absolute and therefore reliable indicators in
their unity and structural interaction; besides,
the approaches should focus on determining the
extent to which these indicators achieve their
target values in accordance with the country’s
development priorities.

The development of methodological
approaches to assessing the effectiveness
(efficiency) of import substitution can be traced
in the works of foreign scientists. In particular,
Y. Kilicaslan, I. Temurov [16] assess the
effectiveness of import substitution in the
context of identifying the correlation between
import substitution, labor productivity
and competitiveness on the example of

Economic and Social Changes: Facts, Trends, Forecast

manufacturing industries in South Korea and
Turkey.

In the work of R.A. Aregbeshola [17], the
effectiveness of import substitution is studied
from the standpoint of its impact on economic
growth in the BRICS countries with the use of
econometric methods.

Ko M.L., Plasmans J. and Song-ken H. [18]
propose to evaluate the effectiveness of import
substitution using an aggregate coefficient of
import substitution, which is a sum of weighted
coefficients for the import of industries or
groups of industries in which the relative sizes
of the industry are the measure of weight.

H.G. Abhyankar, S. Dharmadhikari [19]
assess the effectiveness of import substitution
on the basis of indicators of balance of
payments, the overall level of prices and price
elasticity of the demand for goods on the
example of India.

Foreign [20; 21] and Russian [22; 23]
studies on the effectiveness of import
substitution in conjunction with the sanctions
imposed on the economy are also relevant. All
research in this area is united by one common
conclusion: sanctions have a significant impact
on the economy and the processes of import
substitution. That is why the assessment
of the effectiveness of import substitution
must be carried out taking into account the
sanctions regime under which the economy is
functioning.

Having reviewed the existing methodo-
logical approaches to the assessment of the
effectiveness (efficiency) of import substitution
presented in the studies of domestic and foreign
authors, we point out their diversity and the
corresponding wide coverage of evaluation
methods. Their authors tested them the
example of different countries, industries,
enterprises, and commodity groups. The
works of domestic scientists clearly show
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a positive vector of development of import
substitution and its effectiveness. Foreign
scientists give more cautious assessments of the
effectiveness of import substitution in Russia;
nevertheless, they recognize that the process
of import substitution in the country is carried
out and some progress has been achieved in
its implementation. All of the above makes
the problem of reliable assessment of the
effectiveness of import substitution in Russia
even more relevant.

Research methods

In the method we propose, the effectiveness
of substitution is understood as the degree of
compliance of the scale and dynamics of its
processes (that are structured in terms of
imports, domestic production, and exports
of commodity resources subject to import
substitution) with the target indicators that
reflect the priorities of import substitution in
Russia at the present stage.

Import substitution is recognized as effective
provided that the values and dynamics of
indicators characterizing the trends in the
development of the structural components of
the model correspond to the target indicators.

Our technique for estimating the effec-
tiveness of import substitution is based on the
following principles: 1) complexity that takes
into account the complex multidimensional
nature of import substitution and the
contradictory dynamics of the processes
described by a wide range of statistical
indicators; 2) structural arrangement, which is
manifested in grouping commodity resources
subject to import substitution in the form of
three structural blocks (import, domestic
production, exports) that are monitored
simultaneously in their interrelations and
mutual influence; 3) reliability, which is
provided by the use of official statistical
information and the lack of integrated
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indicators that can distort the results of the
assessment; 4) relevance, expressed in the
focus on the priorities of import substitution,
the observance of which meets the economic
interests of the country.

We identify the composition of import
substitution priorities, structure its processes
and assess the degree of achievement of
performance indicators with the use of the
following provisions.

The priorities of import substitution at the
present stage of development of the domestic
economy are as follows:

1) to reduce the share of imports in the
total volume of foreign trade turnover (or in
the total volume of commodity resources of the
domestic market) to the level at which econo-
mic security of the country is fully achieved;

3) to increase exports while reducing the
share of raw materials exports in total exports;

2) to displace foreign goods from the
domestic market, replacing them with highly
competitive (safe, high-quality and innovative)
analogues of domestic production;

4) toincrease domestic production of high-
tech goods (with a high share of value added)
and their share in total exports.

In the economy of any country in which
domestic production of goods is carried out and
which has export-import operations, the total
volume of commodity resources of this type is
expressed by an additive factor model, which
includes three main components: 1) the volume
of imported goods; 2) the volume of goods
produced domestically; 3) the volume of goods
produced domestically and intended for export

Ver =V +Vpp + V5,

where V, — the volume of commodity resources
of this type;

V, — the volume of import of the goods con-
sumed in the domestic market;

Economic and Social Changes: Facts, Trends, Forecast
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V,c — the volume of domestically produced

goods consumed within the country (excluding
goods exported);

V, — the volume of domestically produced
goods intended for export.

All variables in this model are single
indicators, the absolute values of which
(import, export — in US dollars, domestic
production — in rubles) are widely represented
in the official statistical information. At first
glance, the effectiveness of import substitution
can be easily monitored if we look at the
dynamics of the total volume of commodity
resources and their components produced in
the country. However, many multidirectional
options of behavior of the same variables and
the outcome indicator of the model can be
considered effective.

The application of a structural approach to
the model of formation of commodity resources
of this type allows us to assume that the total
amount of these resources is equal to 100%,
and to express its components in shares and,
thus, to abandon the consideration of the
changing trend of the final indicator in the
model. The components of the resulting
structural model, represented by the shares
of imports, domestic production and exports
in the total volume of commodity resources,
are interconnected and affect each other.
Simultaneous identification of trends in the
development of each structural part of the total
volume of goods subject to import substitution
of this type in their interdependence and
mutual influence provides a reliable assessment
of the effectiveness of import substitution. In
addition, only in the structural approach it is
possible to decompose the variables of import,
domestic production and export into their most
important components and at the same time
identify the features of their dynamics.

Economic and Social Changes: Facts, Trends, Forecast

In this context, the model for assessing the
effectiveness of import substitution takes the
following form:

Ve =D;+Dpp + Dy,

where V, — the volume of commodity resources
of this type, taken as 100%;

D, — the share of imports of goods in the total
volume of resources of these goods;

D, — the share of domestic production of goods
in the total volume of resources of these goods
(excluding goods sent for export);

D, — the share of the volume of domestic
products intended for export, in the total amount
of resources of these goods.

Under the influence of the sanctions in the
foreign economic activity of the country caused
by both external and internal effects, the
indicators D, and D, should be formed taking
into account the share of imports (exports)
subject to the sanctions:

D, = DNSI + DS] J
where D

vs; — the share of imports that do not
fall under the sanctions restrictions; D, — the share
of imports that fall under the sanctions regime;

Dy =Dy + Dy »

where D, ., — the share of exports that do not fall
under the sanctions restrictions; D, — the share of
exports that fall under the sanctions.

It should be noted that the sanctions regime
of the country’s foreign trade can have both
positive and negative impact on its economy.
An example of the positive impact of the
sanctions is the embargo imposed by the
Russian Government in August 2014 on the
import of food products from a number of
countries (EU, USA, Canada, etc.)!, which
created prerequisites for the growth of domestic
food production.

' On the measures for the implementation of the decrees
of the President of the Russian Federation: Resolution of the
Government of the Russian Federation of August 7, 2014 No. 778.

Volume 12, Issue 4, 2019 73



Development of Methodological Approaches to Assessing the Effectiveness of Import Substitution in Russia

Taking into account the fact that the main
priority of exports of goods is the growth of
volumes and share of high-tech (innovative)
goods produced within the country, the
indicator D, is detailed as follows:

Dy = Dyg + Dy,

where D, .. — the share of low-technology goods
in export composition; D, — the share of high-

tech products in export composition.

In addition, from the point of view of import
substitution priorities at the present stage, the
level of high-tech goods should also be taken
into account in the composition of D, to make
comparisons with their value in the composition
of exports:

DE = DLTE + DHTE )

where D, is the share of low-tech goods in the
composition of imports; D, . is the share of high-
tech goods in the composition of imports.

The effectiveness of import substitution can
be achieved if the following conditions are met.

1. The market niche that is released after
the goods under sanctions have been excluded
from the total volume of imports is filled with
domestically produced goods, i.e. the increase
in domestic production of goods is proportional
to the reduction of sanctioned imports
before and after the imposition of sanctions:
AD cn <AD BIT"

AD,=D_ —D

SIBS TSI AS’

where D, .. is the share of imports from the
countries subject to sanctions restrictions before
the sanctions are imposed;

D, s the share of imports from the countries
subject to sanctions restrictions after the imposition
of the sanctions.

AD,,=D

DP 4S

D

DP BS ’
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where D, is the share of domestic production
in the total volume of commodity resources after the
imposition of sanctions;

D, ,.is the share of domestic production in the
total volume of commodity resources before the

imposition of sanctions.

The similar situation should occur in the
case of export sanctions.

2. The share of imports of goods in the total
amount of resources of these products has a
decreasing trend (| D)) and is limited to the
value of the target identifier for each type of
goods (industry); at the same time the share
of imports not affected by the sanctions and
the proportion of imports under sanctions in
total imports do not increase; moreover, they
tend to decrease: | D, ., | D,; the share of high-
tech goods in the composition of imports also
decreases (| D).

3. The following items show a positive
trend:

— the share of the volume of domestic
goods in total resources of these goods (1D,,);

— the share of the volume of domestic
goods that are sent to export (1D,);

— the share of high-tech products in export
composition: 1D, the rate of growth of the
share of high-tech goods in the composition of
export has outpaced that of the export itself:
GiDype > GiD,.

The assigned criteria reflect the state of the
economy of the country in which there is an
active process of import substitution; the
country has import operations in the framework
of its foreign trade turnover, but the priority
is given to the development of domestic
production of competitive goods and their
exports, mainly the exports of high-tech goods.

The condition for assessing the effectiveness
of import substitution is the expression of
exports, imports and domestic production of
goods in the same units of measurement.
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Domestic production is mainly expressed in
the national currency of Russia — in rubles.
Being expressed in US dollars (by analogy with
exports and imports), the indicator of domestic
production of goods becomes comparable with
the indicators of export-import operations of
the country and reflects the real impact of the
ruble on the prices of domestic goods in terms
of their import component, income and profits
of Russian producers.

The model for assessing the effectiveness of
import substitution was tested on the example
of food products — the flagship of domestic
import substitution in recent years. Most of
the individual indicators characterizing import
substitution in this area are presented in the
official statistical information of Rosstat, but
some related aspects of the implementation of
the model require explanation.

In deciding on the range of values of the
share of imports of goods in the total volume of
these goods consumed in the domestic market
of the country, we proceeded from the fact that
the threshold values of indicators characterizing
the state of food security of the country for
certain types of goods can serve as target
indicators of the share of food imports?.

If we assess the effectiveness of import
substitution of food products in the whole
country without differentiating by separate
types of goods, we can assume that the target
indicator of the minimum percentage of
replaceable import can be its value, above
which there is a real threat to the food security
of the state and which, according to various
estimates, is more than 25% [24, p. 47], 30%
[25, p. 77], and more than 40% [25, p. 12] [26,
p. 12]. We conditionally accept that the share
of imports of goods in the total volume of these

2 On the approval of the Food Security Doctrine of the
Russian Federation: Decree of the President of the Russian
Federation of 30.01.2010 No. 120
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goods consumed in the domestic market of the
countryis D, <35%.

The value of the market niche that is
released due to the sanctions restrictions in food
imports, and the consequent condition on the
proportional increase in domestic food
production in relation to the import of
these products affected by the embargo was
calculated according to the total share of the
following countries: first, those on the list of
the countries, food imports from which were
banned in 2014; second, those countries on
which we have reliable statistical information;
third, those countries, whose imports clearly
prevailed in the import of food in the pre-
crisis period. Therefore, the value of the
released market niche in the domestic market
of the country was estimated according to the
total share of the EU, USA and Ukraine. At
the end of 2014, the share of these countries
in imports (D, ,,) amounted to 47.8% and
decreased in 2015 to 22.9%. Since 2016, there
has been a growing trend in the share of EU,
US and Ukraine in Russian imports (in 2016 it
amounted to 23.1%, in 2017 — 24.0%, in 2018
—25.1%).

Research results

The results of the study are presented by the
data on the changes in the structure of food
resources of the country for 2007—2017 in the
context of three structural blocks (the volume
of imports of goods; the volume of domestic
production; the volume of exported domestic
goods), detailed in accordance with the
priorities of import substitution at the present
stage.

Table 1 shows the values and dynamics of
the absolute (volume of resources) and relative
(proportion of the volumes in total resources)
indicators used in the technique. First of all,
attention is drawn to the trend of changes
in the total volume of food resources. Until
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2012, there was a positive dynamics of their
growth, which was subsequently replaced by a
downward trend (an average of 10,466 million
US dollars per year). Only in 2017 there was a
tendency toward the growth of the values of this
indicator.

The following trends are observed in the
structure of commodity resources:

— the dynamics of the share of domestic
goods in total resources of these products for
2007—2017 are unsteady, but since 2010 we
observe negative dynamics in the share of

domestic goods in total resources of these
products against the backdrop of their
decelerating decline (Fig. 1);

— there is an increase in the proportion of
domestic goods intended for export (average for
the year — by 0.79%) (Fig. 2), including the
share of high-tech goods (on average for the
year — by 0.11%); we note that the average
annual decline in the share of imports in the
composition of commodity resources is slower
(0.56%) than the average annual growth of
exports (0.79%) (Fig. 3);

Figure 1. Dynamics of the volume of domestic goods and their share
in the total volume of food resources for 2007-2017, million USD, %
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Figure 2. Dynamics of the share of exports and the share of high-tech exports
in the total volume of food resources for 2007-2017, %
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Figure 3. Dynamics of the share of exports and imports of food products for 2007-2017, %
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Source: own compilation.

— we observe an increase in the volume and
export share of goods (see Tab. 1), and the
maximum values of indicators were achieved
in 2017 — 2,782 million US dollars and 2%
accordingly. The comparison of the volume and
share of exports and imports of such goods in

the structure of the total volume of commodity
resources shows an accelerating decline in the
ratio of imports and exports of high-tech food
products, as well as a decreasing difference in
their share values, the minimum value of which
(1.3%) was achieved in 2016 (Fig. 4);

Figure 4. Dynamics of the share of exports and imports of high-tech food products
in the structure of commodity resources for 2007-2017, %

Source: own compilation.
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— if we look at the dynamics of the
structure of food imports in the context of those
not falling under the sanctions restrictions and
those subject to the sanctions regime, we see
that there is a growth in the share of imports
from the countries not subjected to sanctions
(per year on average by 0.62%) (Fig. 5).

The general picture of the changes in the
structure of commodity resources for 2007—
2017, if we consider separately the import of
food products not subject to sanctions
restrictions and the import of food products
under the sanctions regime, is shown in Figure 6.
There is a decrease in the volume of domestic

Figure 5. Dynamics of the share of imports not subject to the sanctions restrictions
and imports coming under the sanctions regime for 2007-2017, %
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Figure 6. Dynamics of the structure of commodity resources for 2007-2017
(the imports of food products not covered by sanctions restrictions
and those under the sanctions regime are considered separately), %
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goods while the share of these goods for
export is increasing, and the share of imports
is decreasing. At the same time, the share of
exported high-tech goods is growing.

The final form of the structure of commodity
resources, if we group food imports into high-
tech and low-tech is shown in Figure 7. There
is a declining trend in the dynamics of the
shares of both high-tech and low-tech imports
in the total volume of food resources.

The criterion ADg, <AD,, (if Dy, >0 ) is
not fulfilled in the sanctions period, i.e. the
niche released after the goods that enter the
country under the sanctions regime have been
excluded from the total volume of import has
not been filled with domestic goods to the fullest
extent. In 2015, a more than twofold decrease
in the share of imports was accompanied by
a decrease in the share of domestic goods by
1.6%. Even with a 1.4% increase in the share of
food exports, the released part of the resources
was not fully filled with domestically produced

goods. A similar situation can be observed in
2016 — the share of domestic goods decreased
by 0.8% compared to the level of 2015, and
the share of exported food products increased
by 1.3%. In 2017, the decrease in the share of
domestic goods and the increase in the share
of exported goods were supplemented by the
positive dynamics of the share of imports in the
structure of commodity resources. The increase
in imports by 15.4% in 2017 was achieved
largely by the growth of imports not covered
by sanctions (19.9% vs. 14.0%, reflecting
the increase in imports under sanctions).
This increase is greater than the 