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Abstract. June 13, 2023, the President of the Russian Federation held a meeting with war correspondents,
at which the following most pressing issues were discussed: the situation on the front line, the state of the
Russian military-industrial complex, the effectiveness of personnel “elevators™ of the public administration
system and many others. The head of state’s public assessment of key aspects of the situation in the
country was, among other things, “psychotherapeutic”, which was due to the increase in threats
to national security, primarily military and even terrorist: the attack of drones on residential areas of
Moscow on May 30, 2023, the beginning of counteroffensive on June 4 by the Armed Forces of Ukraine,
the explosion of the dam at the Kakhovka hydroelectric power plant on the night of June 5 to 6, etc.
In the course of communication with war correspondents, the President had more than once to admit
mistakes and shortcomings in the system of public administration that have accumulated over the past
30 years, primarily due to the presence of a significant part of the elites who are guided by private rather
than national interests. Today, work on correcting these mistakes is already underway in forced, extreme

For citation: Ilyin V.A., Morev M.V. (2023). Evolving threats to national security. Economic and Social Changes: Facts, Trends,
Forecast, 16(3), 9—38. DOI: 10.15838/esc.2023.3.87.1

Economic and Social Changes: Facts, Trends, Forecast Volume 16, Issue 3, 2023 9


http://orcid.org/0000-0003-4536-6287
https://publons.com/researcher/2064396/vladimir-ilyin/
http://orcid.org/0000-0003-1396-8195
http://www.researcherid.com/rid/I-9815-2016

Evolving Threats to National Security

conditions caused by the nature of the actual wartime. But in order for this process to be effective, so
that it gives a real result, it is necessary, as many experts note, to comply with a number of conditions:
the political will of the head of state; the unity of society, elites and the President around the nationally
oriented agenda of a special military operation; people’s awareness of the scale of threats to national
security. The article analyzes the key events of recent months (May — June 2023). As an information
base, we refer to the assessments of the expert community, official reports of the Ministry of Defense of
the Russian Federation, decrees of the President of the Russian Federation, the results of all-Russian and
regional sociological surveys, etc.

Key words: special military operation, President of the Russian Federation, threats to national security,

public administration system, society, elites.

The special military operation has been going
on for 17 months'. During this period, Russia
continued to face a concerted attempt by the
Collective West to “tear the Russian economy
to shreds”?, with necessary tactical retreats on
the battlefield3, with organizational “muddle-
headedness”*, which, apparently, had been
accumulating for a long time, but spilled out and
stirred up a significant part of society during the
partial mobilization.

Today, the prospects for the development of the
Russian economy are increasingly associated with
the development of the domestic market and
cooperation with other countries; as for the
qualitative positive changes in the armed forces
of the Russian Federation (in management,
equipment, tactical training, etc.), even the
Western media were forced to admit that they
are emerging, as compared to the situation in
September 2022.

Bloomberg: “Ideas about the weakness of the
Russian army are either outdated or simply
erroneous. Moscow has changed tactics and
upgraded weapons, and the West could have
missed this fact...”>

New York Times: “The Russian Army has

brought discipline, coordination and air support
to anew level... the command of the Russian Armed
Forces learns from its mistakes”’®.

And, perhaps, the main conclusion that Russia
has drawn in the course of the SMO is a shift in the
semantic accents that characterize the conflict that
began on February 24, 2022: what was announced by
the Supreme Commander-in-Chief on February 24,
2022 as a “special military operation... to protect
people from the genocide of the Kiev regime”’,
today, is increasingly supplemented with a new
meaning — this is a “real war” against the West for
the preservation of the Motherland.

I At the time of writing this article — from February 2022 to June 2023.
2 Quote from the speech of the head of the European Commission Ursula von der Leyen on September 14, 2022. Available

at: https://www.vesti.ru/article/2941494

3 In particular, in September 2022, in the Kharkov direction for the sake of preserving the personnel and combat capability

of the army.

4 President’s speech at a meeting with elected heads of regions. Available at: http://www.kremlin.ru/events/president/

news/69567

5 Bloomberg: The Russian army has changed its SMO tactics and upgraded weapons. Available at: https://www.bfm.ru/new

s/525726?ysclid=1j85gwdugw563712664

¢ New York Times: The Russian army has learned from its mistakes by changing its tactics for the AFU counteroffensive.
Available at: https://ruposters.ru/news/18-06-2023 /rossiiskaya-armiya-viuchilas-svoih-oshibkah-izmeniv-taktiku
7 Vladimir Putin’s address to Russians on February 24, 2022 (on the announcement of the beginning of the SMO). Available

at: http://www.kremlin.ru/events/president/news/67843
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the entire period that has passed since the beginning

“Areal war is being waged against our country of the SMO were summed up. The expediency of

again but we have countered international terro- . .
g this event was largely due to the course of events in

rism and will defend the people of Donbass and . .
PEOP recent months, or rather, the increase in threats of a

safeguard our security. ... . .
military and even terrorist nature.

Their [Western globalist elites] goal - and

R T TR Al = 15 (o s ke Not only in the border territories, but also inside

and destroy our country, to make null and void the Russia, the “Kiev regime” with the coordination of

outcomes of World War II, to completely break NATO specialists carries out terrorist attacks against

down the system of global security and interna- specific Russians — active public figures'” and heads

tional law, to choke off any sovereign centers of =~ Of regional administrations".

development”’s.

. . . According to the FSB Director A. Bortnikov
Threats to national security continue to grow. & ’

. in 2022 the activities of 68 clandestine terrorist
All the “red lines” have long been crossed; the . .
cells were suppressed on the territory of Russia;

Collective West is supplying the Kiev regime
with tanks and long-range cruise missiles; many
experts openly analyze tactical options for expan-
ding the conflict zone to the territories of NATO

64 terrorist attacks were prevented®.
Since February of the last [2022] year, 118
terrorist crimes have been prevented in Russia;

their perpetrators were young people and

countries’.
On June 13, 2023, the President held a meeting
with war correspondents, at which the main results of

teenagers; 28 sabotage and terrorist acts at
transport facilities were prevented as well".

8 Vladimir Putin’s speech at the Victory Day Parade on May 9, 2023. Available at: http://www.kremlin.ru/events/president/
transcripts/71104

° In particular, we are talking about Poland, which is preparing to provide the “Kiev regime” with airfields for basing aircraft
expected in the next deliveries of military assistance to Ukraine from NATO.

10 Russian special services prevented 64 terrorist attacks. Available at: https://smotrim.ru/article/3090832?ysclid=liwpfc8
6vn405076663

! 118 terrorist attacks were prevented in Russia during the year. Available at: https://rg.ru/2023/04/11/aleksandr-bortnikov-
za-god-v-rossii-predotvrashcheno-118-teraktov.html?ysclid=liwplajxq4551573251

12 April 25, 2022, the Federal Security Service of Russia prevented a terrorist attack, the victims of which could have been V.
Solovyov, M. Simonyan, O. Skabeeva, E. Popov, T. Keosayan (Source: The attempt on Solovyov and other journalists was prepared
on the instructions of the SBU. Available at: https://rg.ru/2022/04/25/pokushenie-na-soloveva-i-drugih-zhurnalistov-gotovilos-
po-zadaniiu-sbu.html?ysclid=1j45v607p5299296641);

August 20, 2022, a journalist, a public activist, the daughter of philosopher A. Dugin, Daria Dugina, was killed as a result
of a car bomb attack (Source: Political scientist and journalist Daria Dugina was killed in a car explosion in the Moscow Oblast.
Available at: https://www.1tv.ru/news/2022-08-21/436150-v_podmoskovie v_rezultate vzryva_avtomobilya pogibla_politolog_i
zhurnalist_darya dugina?ysclid=lj45y5zwa9193181435);

April 2, 2023, as a result of a terrorist attack in a Saint Petersburg cafe, war correspondent V. Tatarsky was killed (Source:
War correspondent Vladlen Tatarsky was killed in Saint Petersburg. Available at: https://lenta.ru/news/2023/04/02/tatarskiyds/
?ysclid=1j461sh6q9153141356);

May 6, 2023 — a terrorist attack was committed against a political and public figure, writer, combatant Z. Prilepin, as a result
of which his colleague and personal assistant, a veteran of military operations in the LPR A. Shubin was killed (Source: Statement
of the Russian Foreign Ministry in connection with the terrorist attack organized by the Ukrainian special services against the
writer Z. Prilepin. Available at: https://www.mid.ru/ru/foreign_policy/news/1867854/).

13 September 12, the FSB stopped a series of sabotage and terrorist acts against employees of the military-civil administration
of the Kherson Oblast and the government of Crimea (Source: FSB stopped the SBU terrorist attacks against civil servants of the
Kherson Oblast and Crimea. Available at: https://tass.ru/proisshestviya/15722431).
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Many constituent entities of the Russian
Federation (the Belgorod, Kursk, Bryansk, Kaluga,
Smolensk oblasts, etc.) are being attacked by
Ukrainian drones manufactured by NATO. On
May 30, 2023, residential quarters of Moscow were
attacked by drones, which, according to several
military experts, was aimed at “making the civilian
population of Russia nervous”.

A. Matviychuk (military expert): “Of course,
with this terrorist act, the Kiev regime is trying to
create nervousness among the civilian population

of Russia, to make our citizens afraid. Once again
they created a media hype”™.

V. Shurygin (war publicist, member of the
Izborsk Club): “The drone attack in Moscow can
be called belated rather than unexpected. The
following conclusions can be drawn: in Moscow

and the Moscow Oblast, as well as in the regions
closest to them, there is a sabotage network of
Ukrainian intelligence”".

On June 4, 2023, the Kiev regime launched a
long-planned counteroffensive. The Minister of
Defense of the Russian Federation S. Shoigu noted
that “the enemy did not achieve its goals and
suffered significant and incomparable losses”®.

The terrorist activity of the Armed Forces of
Ukraine has intensified:

v" On June 5, “in the area of the settlement of
Masyutovka, Kharkov Oblast, a Ukrainian sabotage
and reconnaissance group blowed up the Tolyatti—
Odessa ammonia pipeline”'’;

From the statement of the Minister of Defense

S. Shoigu on June 6, 2023: “... having failed in its

offensive actions, and in order to strengthen its
potential, the enemy intends to transfer units
and equipment from the Kherson direction to the
area of its offensive actions, thereby significantly
weakening its positions in the Kherson direction.
In order to prevent the offensive actions of the
Russian army on this sector of the front, the Kiev
regime carried out a sabotage, in fact, a terrorist
act, which led to the flooding of significant
territories and will have severe and long-term

environmental consequences”®.

“Given the unsuccessful start of the AFU
counteroffensive, the Pentagon, NATO and the
leadership of the Armed Forces, according to
foreign and Russian military experts, at the second
stage are preparing a massive use of long-range
precision weapons, which should lead to the
disorganization of the control system of troops
and weapons of the Armed Forces of the Russian
Federation, the defeat of aviation and anti-
aircraft groups, the defeat of land groups, the
disruption of the logistics system and destruction
of operational equipment elements in the theater

of military operations”™.

v" On the night of June 5 to 6, a “large-scale
sabotage planned in advance by the Kiev regime” was
committed at the Kakhovskaya HPP.

4 Gavrilov Yu. An attempt to provoke a response from Russia. What is known about the attack of Ukrainian drones on
Moscow and the Moscow Oblast. Available at: https://rg.ru/2023/05/30/reg-cfo/drony-ne-dostigli-celi.html

15 Tbidem.

16 Statement by the Minister of Defense of the Russian Federation, Army General S. Shoigu. Available at: https://function.

mil.ru/news_page/country/more.htm?id=12469652@egNews

17 Official Telegram channel of the Ministry of Defense of the Russian Federation. Available at: https://t.me/mod_russia/27177
18 Statement by the Minister of Defense of the Russian Federation, Army General S. Shoigu. Available at: https://function.

mil.ru/news_page/country/more.htm?id=12469652@egNews

1 Ovchinsky V. What will the next stage of the attack on Russia be. Available at: https://izborsk-club.ru/24432
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Thus, with a relatively stable, controlled
situation at the front?, threats to Russia’s national
security continue to grow. And this concerns the
state of affairs not only on the front line, but
also deep in the rear. Almost the whole country,
any constituent entity of the Russian Federation,
including the capital, is under threat of terrorist
attacks today; thus, some experts come to the
conclusion that the SMO has entered a new and
“psychologically very important” stage®'.

“Military actions certainly belong to the
strongest factor contributing to changes in social
conditions”?2. Therefore, the tense situation

developing both on the front line and inside the
Russian Federation quite naturally increases the
anxious moods in Russian society.

According to the results of sociological
assessments, in 2022 the trend of growth in the
proportion of people who show signs of anxiety
continued: against the background of the
COVID-19 pandemic, it has already increased
by 7 percentage points (from 25% in 2019 to 32%
in 2021); and in 2022, compared with 2021, by 3
percentage points (from 31 to 34%); moreover, it
happened in the majority of socio-demographic
groups (7ab. 1).

Table 1. Dynamics of the spread of anxiety symptoms™ in various socio-demographic groups, % of respondents

. 2019 (year before the Dynamics (+/-)
Population group COVID-19 pandemic) | 20 2022 2021102019 | 2022 to 2021
Sex
Men 23.8 29.4 30.7 +6 +1
Women 26.0 33.7 37.4 +8 +4
Age
Under 30 171 21.4 20.0 +4 -1
30-55 21.0 28.6 28.0 +8 -1
Over 55 33.8 39.6 47.5 +6 +8
Education
Secondary and incomplete secondary 28.7 33.1 33.6 +4 +1
Secondary vocational 24.8 28.5 35.6 +4 +7
Higher and incomplete higher 21.8 34.5 33.9 +13 -1
Income group
Bottom 20% 27.5 41.6 37.0 +14 -5
Middle 60% 27.5 33.8 36.6 +6 +3
Top 20% 17.4 15.6 26.0 -2 +10
Territory
Vologda 18.0 35.1 39.8 +17 +5
Cherepovets 26.0 24.3 32.8 -2 +9
Districts 28.3 341 32.2 +6 -2
Oblast 25.0 31.7 344 +7 +3
Total number of positive /negative changes in all groups 2/12 5/9
* The proportion of people showing symptoms of anxiety was determined by the hospital scale of anxiety and depression. The method-
ology consists of seven questions that were included in the structure of the VoIRC RAS questionnaire for monitoring public opinion. The
survey was conducted once a year in the cities of Vologda, Cherepovets, in Babaevsky, Velikoustyugsky, Vozhegodsky, Gryazovetsky,
Tarnogsky municipal okrugs and in Kirillovsky, Nikolsky and Sheksninsky municipal districts of the Vologda Oblast. The survey method is
questionnaire at the place of residence of respondents. The sample size is 1,500 people aged 18 years and older. The sample is targeted,
quota-based. The representativeness of the sample is ensured by observing the proportions between urban and rural populations, the
proportions between residents of settlements of various types (rural settlements, small and medium-sized cities), the gender and age
structure of the adult population of the oblast. Sampling error does not exceed 3%.

2 On June 20, 2023, Russian Defense Minister Sergei Shoigu noted: “Since June 4, the AFU has launched 263 attacks on
the positions of Russian troops. Thanks to the competent and selfless actions of our units, all of them were repulsed, the enemy
did not achieve its goals” (Source: Official website of the Ministry of Defense of the Russian Federation. Available at: https://
function.mil.ru/news_page/country/more.htm?id=12470868 @egNews).

2l A. Dugin’s Telegram channel. Available at: https://t.me/Agdchan/10405; https://t.me/Agdchan/10406

22 Zvonovsky V.B., Khodykin A.V. (2023). Adaptation strategies of opponents and supporters of the special military operation
to the current situation (based on residents of Samara Region). Sotsiologicheskiy Zhurnal=Sociological Journal, 29(1), p. 9.
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The meeting of the President with war
correspondents (which was broadcast live on
federal TV channels) largely answered the most
important questions that concern the entire
Russian society today. War correspondents (as
noted by E. Poddubny, one of the participants of
the conversation) “managed to voice, perhaps,
all the issues that concern the inhabitants of our
country: both military personnel and civilians ...
Almost all topics are issues of life and death”?.

“Today war correspondents are at the cutting
edge; they see the whole reality and do not hide
it, whatever it may be”’*.

“It is important for him [the President] to
understand the feeling, it is important for him to
catch the nerve that exists among the people”>.

“This is an important aspect for the President
to receive information from the field... The
President himself highly appreciates this dialogue
with war correspondents and will continue it”?.

The topics discussed at the meeting concerned
not only the goals of the SMO, the situation on the
front line and Russia’s geopolitical relations with

friendly and unfriendly countries, but also many
problems of civilian life: the work of the military-
industrial complex (MIC), assistance to servicemen
and their families, organizational aspects of
mobilization, the effectiveness of personnel
“elevators” of the bureaucratic system and many
others? (the key theses of the head of state, voiced at
the meeting with war correspondents, are presented
in Table 2; the most important questions of war
correspondents and the answers of the Supreme
Commander are reflected in Insert I).

“The meeting of the president with war
correspondents really attracted attention with its
most confidential nature. And the questions that
were asked were as open and direct as possible;
and Vladimir Putin’s answers were meaningful,
without any secondary subtext and pitfalls... The
President discussed not only the positive aspects
and prerequisites for the successful outcome of the
special operation, but also the difficulties that our

army is currently facing”’.

23 War correspondents shared their impressions of the meeting with the president (opinion of E. Poddubny). Available at:

https://www.vesti.ru/article/3402476

24 The political scientist spoke about the importance of Putin’s meeting with war correspondents (opinion of political scientist
N. Lindigrin). Available at: https://lenta.ru/news/2023/06/14/voenkory/
2> War correspondents shared their impressions of the meeting with the president (opinion of A. Sladkov). Available at: https://

www.vesti.ru/article/3402476

26 Putin will continue the dialogue with war correspondents (opinion of A. Peskov). Available at: https://www.vedomosti.ru/
politics/news/2023/06/19/981179-peskov-putin-prodolzhit-dialog-s-voenkorami?ysclid=lj6wcgwibx 180395160

27 A. Dugin’s Telegram channel. Available at: https://t.me/Agdchan/10405; https://t.me/Agdchan/10406

2 The political scientist spoke about the importance of Putin’s meeting with war correspondents (opinion of political
scientist N. Lindigrin). Available at: https://lenta.ru/news/2023/06/14/voenkory/
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Table 2. Vladimir Putin’s key theses voiced at the meeting with war correspondents

1. On the goals of the SMO:“our goals are fundamental for us. ... by and large, our principles and thus,
our goals have not changed since the beginning of the operation”.

2. On the situation on the front line: “This is a large-scale counteroffensive, which uses, as | recently
said publicly, reserves that had been stockpiled to this end. It started on June 4... The enemy was not
successful in any sector. ...[Further developments] will depend on the potential that is left at the end of
this so-called counter-offensive. ... We will wait and see what the situation is like and take further steps
based on this understanding. Our plans may vary depending on the situation when we deem it necessary
to move...”

3. On the introduction of martial law in Russia, including for the purpose of fighting with saboteurs on
Russian territory: “/ don’t think we need to do that now. We just need to improve and expand the work of
law enforcement agencies and special services”.

4. On the new “wave” of partial mobilization: “Depending on what goals we set for ourselves, we have
to solve the issues of mobilization, but there is no such need today... we have recruited over 150,000 of
them (under contract) and, together with volunteers, this number adds up to 156,000.... Things that are
happening took even me by surprise: after all, 156,000 people volunteered”.

5. On the state of the Russian military-industrial complex: “Of course, during the special military operation
it has become clear, that we do not have enough of many things ... a lot of the groundwork has been

done. Now the task is to build it up. If we did not have this special military operation we probably would
not have understood how to upgrade our defence industry to make our army the best in the world”.

6. On the personnel promotion of people who proved themselves during the SMO: 30f course, we need
to look for such people. There are a lot of them... both the Minister [of Defense] and the Chief of the
General Staff fully share my position... We need to look for such people — with their consciousness and
with their understanding of justice”.

7. On the role of private business in achieving the goals of the SMO: “We have dozens, hundreds of
private enterprises that have never had anything to do with the military-industrial complex that have
Jjoined in this work: small and medium-sized enterprises...”

8. On the cases of anti-Russian propaganda in the activities of civil servants, university professors, etc.:
“Leaving it like this verges on betrayal...”

Source: Vladimir Putin’s meeting with war correspondents. Available at: http://www.kremlin.ru/events/
president/transcripts/71391
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Evolving Threats to National Security

As can be seen from the answers of the President
shown in Insert 1, the meeting with war corres-
pondents was transparent, and many problems
existing both in the armed forces of the Russian
Federation and in the civil life of the country were
voiced during the meeting.

The President had more than once admit
mistakes and shortcomings in various fields (in the
space industry, in the work of the military-industrial
complex, in the functioning of the bureaucratic
system, etc.). Moreover, the Supreme Commander-
in-Chief pointed out that it was “during the special
military operation that it became clear that many
things were missing”.

The head of state had to use the following
expressions 19 times: “There is a problem”, “we need
to work more carefully on some issues”, “I agree, we
should have prepared better”, “yes, of course. It is
necessary to adjust this work accordingly”, “I am
aware of this problem — I have already spoken about
it many times at different levels... We will try to do it”,
etc. The head of state even made such statements
as “this is the first time I hear about it” and “this is
unexpected for me”* twice.

We should note that the ability to admit
mistakes, especially in such a difficult period for
the country, on the one hand, suggests that “Russia
has a strong, active, capable, strong-willed leader”?!,
but, at the same time, it indicates that over the past

20 years, significant shortcomings have accumulated
in the management system that were not eliminated
in a timely manner, and therefore today they have
to be corrected in the face of real growing threats
to national security. This concerns, for example,
the absence of any tangible positive dynamics in
reducing social inequality, the actual sabotage of
presidential decrees on the implementation of
national projects, corruption flourishing at all levels
of government and many other problems that have
long been discussed in the expert community, in
the mass media, on social media, etc.? All of them
have a long-term, accumulating nature, because for
the last 30 years the system of public administration
has been largely saturated with representatives of
elites who are guided by personal, primarily financial,
interests, rather than by the national interests of the
country.

This, in particular, is evidenced by the fact that
dozens and maybe hundreds of representatives of
the public administration system at various levels of
the power hierarchy have fled to Western countries
after the start of the SMO. We should note that
the direct duties of these people included the
execution of the instructions of the head of state;
many of them had access to state secrets; in fact, the
President had to rely on these very representatives of
the ruling elites until the special military operation
made everything straight.

3 Such answers were given to D. Zimenkin’s question about the fact that people assigned to a military unit are not registered
as participants of the SMO and “it is as though they are not even fighting”, although they are actually on the front line, commit
heroic deeds, etc.; and also to S. Pegov’s question about the fact that the fighters really do not receive any payments for the
destroyed enemy equipment, “although it was all announced, everyone knows it”.

31 Prokhanov A. Leopard. Available at: https://izborsk-club.ru/24441

32 In our previous articles, we considered expert assessments about the accumulating problems in the public administration

system and in society. See, for example:

Ilyin V.A. (2016). The ruling elites: A problem for Russia’s national security. Economic and Social Changes: Facts, Trends,

Forecast, 4(46); Ilyin V.A., Morev M.V. (2019). Public administration efficiency in 2000—2018 in the assessments of the region’s
population. Economic and Social Changes: Facts, Trends, Forecast, 12(1), 9—38; lyin V.A., Morev M.V. (2021). National Security
Strategy — 2021: Positive experiences and conflicting expectations. Economic and Social Changes: Facts, Trends, Forecast, 14(4),
9-32.
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“First, former Prime Minister Kasyanov and eight (!) former deputy prime ministers fled there [abroad].
Moreover, three more ex-deputy prime ministers and at least one acting deputy prime minister split time
between two countries.

Second, if we count the ex-heads of the Presidential Administration (!) - Yumashev, Voloshin and Chubais,
as well as all the ministers and their deputies (like Kozyrev, Skrynnik, Vavilov, Chuyan, Reimer, etc.) who fled
Russia, then it will be another 50 people, not to mention dozens of ex-governors and vice-governors and
hundreds of officials of the federal government alone.

Third, if we count those high-ranking officials of the Russian Federation who have sent their children
abroad and, therefore, are somehow preparing to go there themselves, then these are dozens and dozens

of personalities.

Fourth, despite the SMO, ex-deputy prime ministers and ex-ministers continue to flee there unhindered
(Chubais, Kudrin), along with the stolen money and state secrets.

The list of former deputy prime ministers includes:
Alfred Koch - in Germany,

Ilya Klebanov - in Israel,
Alexander Khloponin - in Israel,
Anatoly Chubais - in Italy,

“The difficulties and challenges we are facing
work as incentives for all of us, incentives to
increase the pace and quality of transformations
...”%  — the head of state noted on June 16
at the plenary session of the Saint Petersburg
International Economic Forum. However,
the current situation, which is almost wartime,
brings certain conditions for the success of the
implementation of long overdue transformations:
both the growing threats to national security and
the need to correct many mistakes of the past in
an emergency mode reinforce the importance
of the task that many experts have been talking
about since the beginning of the SMO — the
importance of a radical paradigm shift in thinking
and perception of the current moment of time for
the entire Russian society and especially its elite.
According to experts, “the stakes are extremely
high, the question is “to be or not to be”.

Yakov Urinson - in Israel,

Arkady Dvorkovich - in the USA,
Maxim Akimov - in Israel,

Andrey Kudrin - in Israel...”’s

“When the Supreme Commander-in-Chief,
Russian President Vladimir Putin, launched the
special military operation to demilitarize and
denazify Ukraine, the course of history was
changed. Irreversibly changed. We are witnessing
the case when they say “The die is cast”, “We
have crossed the Rubicon’” and “There is no way
back”... Now no one is able to influence anything,
and no one can do it the way it used to be before...
The stakes are extremely high ... the question is
“To be or not to be”*.

It is necessary to understand: in order not to lose
their “hegemonic” position, the United States and
the UK together with their “vassals” (Vladimir
Putin noted that “they don’t have allies, they
only have vassals”3¢) will strive to do everything
so that Russia cannot emerge victorious from this
civilizational conflict.

3 Tvanov A. Israel, Italy, Germany, the United States, etc. Where the former deputy Prime Ministers of the Russian Federation
have fled. Available at: https://zavtra.ru/events/izrail_italiya germaniya_shtati i_t d_kuda_svalili_bivshie vitce-prem_eri_rf

3 Vladimir Putin’s speech at the plenary session of the Saint Petersburg International Economic Forum. Available at: http://

www.kremlin.ru/events/president/transcripts/71445

3 Dugin A. Special military operation in Ukraine as Vladimir Putin’s Rubicon. Available at: https://4pera.com/news/
feysbuchnye_truth/aleksandr_dugin_spetsialnaya voennaya_operatsiya_na_ukraine kak rubikon_vladimira_putina/
3% Source: Vladimir Putin’s meeting with war correspondents. Available at: http://www.kremlin.ru/events/ president/

transcripts/71391
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Therefore, today is not the time for enter-
tainment, for calculating any individual financial
benefits or discussions about the future. And this is
not the time for complacency about the inevitabi-
lity of a Russian victory. State Duma deputy
K.F. Zatulin rightly noted that “talking about the
fact that it is inevitable is just discouraging”.

On the contrary, this is a time when all the strata
of society should unite in realizing that any other
option, except for Russia’s unconditional victory in
this war, will have the most negative impact not only
on Russian statehood, but also on the individual life
of each individual citizen.

Nevertheless, according to experts, “Russian
society has not yet managed to realize the depth,
scale and perspective of the growing civilizational
crisis in the Russian Federation (and maybe an
impending catastrophe)”?’. According to VCIOM,
the overwhelming majority of Russians (68—73%)
from the very beginning support the decision of the
President of the Russian Federation to conduct the

“The enemy is dangerous and armed; it can be
seen with the naked eye. The question is that, in
my opinion, we cannot do enough today. We don’t
have enough reasons to be complacent... in fact,
we are in a very difficult situation. In a situation
where mobilization is required of us. It requires the
transfer of not only industry, but also life on military
rails, in order to have the victory that we all dream
of. Talking about the fact that it is inevitable is just
discouraging... we must understand that a number
of issues that have not been resolved - they are
still, unfortunately, not resolved when it comes to
the transition to military rails’3:.

“After the drone attack on Moscow, | would
like to ask our fellow citizens: what else needs to
happen so that you understand that the war will
affect everyone?”’39

special military operation (Fig. 1), but 18—20% of
the population do not support the SMO.

Figure 1. Do you support or not support the decision to conduct the special

military operation of Russia in Ukraine?, % of respondents
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Sources: Special military operation: Six months later. VCIOM analytical review. September 6, 2022. Available at: https:/
wciom.ru/analytical-reviews/analiticheskii-obzor/cpecialnaja-voennaja-operacija-polgoda-spustja; Special military operation:
A year later. VCIOM analytical review. February 20, 2023. Available at: https://wciom.ru/analytical-reviews/analiticheskii-

obzor/specialnaja-voennaja-operacija-god-spustja

37 Lepekhin V. (2023). About the untransformed elite and the “fried rooster”. Izborsky kiub, 4(112), 18—23.

38 K. Zatulin’s speech at the foresight forum “What kind of Ukraine do we need?”. Available at: https://zatulin.ru/vystuplenie-
konstantina-zatulina-na-forsajt-forume-kakaya-ukraina-nam-nuzhna/

¥ Rublevka was attacked by APU drones, the elite is in shock, the people are self-organizing (opinion of historian E. Nikolaev).

Available at: https://svpressa.ru/war21/article/374657/
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These data confirm the expert opinion that
instead of the unity necessary for victory, Russian
society is divided into three “parties”:

1) “Party for the victory”;

2) “Party for Russia’s immediate defeat”;

3) “Party for Russia’s deferred defeat”.

The Party for the victory is focused on a direct
confrontation with the West, in order to bring the
SMO to its logical end and securely consolidate the
strategic conditions of a multipolar world in
which the hegemony of the West will have no
place... It is represented on a fairly large scale in
Russian society; in the ruling elites, on the contrary,
until very recently, this party was in an absolute
minority...

The Party for immediate defeat is the “radical
liberal opposition”*’, the main resource for the
“Kiev regime” to recruit saboteurs operating
on the territory of Russia. For example, they
carried out terrorist attacks against V. Tatarsky
and Z. Prilepin.

The Party for Russia’s deferred defeat is spread
primarily among the ruling elites. These are the

“The party for deferred defeat. Here we are
talking about the part of the Russian elite that
professes double loyalty: on the one hand, this
group is loyal to Putin and recognizes the
legitimacy of the orientation toward sovereignty
and multipolarity, which means that it supports
the SMO and is formally aimed at victory. But, on
the other hand, the main orientation of this group
is still the modern liberal West, its culture, codes,
technologies, practices and trends. Therefore,
this macro-figure considers the break with the
West as a catastrophe and wants to end the
conflict as soon as possible and begin restoring
broken ties”.

people who are outwardly loyal to the President and
to their goals, but in fact they dream of returning to
the past life that was before February 24, 2022. They
are entirely oriented toward the West and therefore
consider a break with the West as a catastrophe. The
West “counts on these people very much” because
they have power and do not just share the values and
lifestyle of the enemy, but have specific family and
financial ties with it.

Nothing other than the activities of the Party for
deferred defeat can explain the fact that in
conditions of unprecedented threats to national
security, when the country is actually fighting for
survival, it is facing the following:

v individual representatives of economic and
ruling elites (including the highest level) continue to
lobby for the idea of “Privatization 2.0” (Insert 2);

On April 11, influential banker A. Kostin
(President — Chairman of the VTB Management
Board) called for “restarting privatization”.

v historical archives are formed with the
participation of institutions funded by the
government of unfriendly countries;

“Almost all the collections to which the
leadership of the Russian State Archive of Modern
History was related, contain the following idea: the
Soviet period of Russia’s history consists of
tragedies, and the Soviet leadership consisted
mainly of imbeciles...behind most of these
collections is the German Historical Institute
in Moscow, which was funded by the German
government for a long time”’+.

4 Dugin A. Chess of war. Available at: https://izborsk-club.ru/24292

4 Tbidem.

4 Ogryzko V. The right to history. Available at: https://zavtra.ru/blogs/pravo_na_istoriyu
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v’ as before, the party continues to be in the

legal field, openly calling the SMO “the gravest Excerpt from the report “Monitoring of the
content and form of submission of materials of the

Boris Yeltsin Museum, part of the Yeltsin Center”,
conducted in September — October 2022 by an

crime” that is “contrary to the national interests of
Russia”*®;

interdisciplinary expert group”+’:
“...what is a political party like Yabloko doing “The Yeltsin Center carries out propaganda
activities correlated with the ideological attitudes
of liberalism ... that conflict with the traditional

values of Russia as a country-civilization.

in our legal field? Why is the party not banned, while

it directly and openly denies the territorial integrity

of Russia for 10 years and considers our fight . ) .

. . . The materials of the Yeltsin Center contradict

against fascism a crime...2 S . 7
the legislation of the Russian Federation.

Being a state organization, the Yeltsin Center

inits expositions and materials represents positions
of emergency peace talks with international that contradict the state agenda.
mediation.

Yabloko demands from President Putin an

immediate cessation of hostilities... and the start

How do we want someone to respect us

Only on June 15, 2023, Deputy Minister of

somewhere, when we ourselves are trampling . . . .
Justice of the Russian Federation O. Sviridenko

ourselves into the mud, allowing representatives

. . . said that the Ministry of Justice of the Russian
of forces hostile to Russia to ignore our laws on

: 113 9948 .
our territory directly and with impunity for almost Federation has begun a “deep check™ of the Yeltsin

a decade?”* Center Museum on the subject of the activities of a
foreign agent.

v’ despite the results of independent exami- “We pay dearly for the theft and luxury parties

nations and constant attention from the media®, of admirers and defenders of the Yeltsin Center and

the Yeltsin Center — a state institution that is Yeltsin himself. We pay with blood, with the lives
ovenly eneaged in illeeal anti-state propaganda of our children. | think everyone understands what
benly engas g bropag and how to do with the creators and signatories of

(as the results of an independent examination collective appeals in defense of this legal entity”’+.

showed*®) (Insert 3) is still functioning.

4 Statement of the Federal Political Committee of the party. Official website of the Yabloko Party. Available at: https://www.
yabloko.ru/reshenija_politicheskogo komiteta/2022/02/24

4 Delyagin M. The paradox of Russia: Free people are ruled by slaves of the West. Available at: https://delyagin.ru/articles/1-
mirovoy-krizis/109807-paradoks-rossii-svobodnymi-ljud-mi-pravjat-raby-zapada

4 In particular, since the beginning of the SMO, Nikita Mikhalkov in his program “Besogon TV” has criticized the activities
of the Yeltsin Center four times, but the facts he provides and the questions he poses remain unanswered so far. See, for example,
the following episodes of “Besogon TV”:

1. “Davos is still there” (June 4, 2022);

2. “The bloody liberty of Europe” (June 24, 2022);

3. “The wives of the Marquis of Carabas” (February 10, 2023);

4. “The romance of abomination” (May 5, 2023).

4 Bagdasaryan V. “Yeltsin Center”. Expert assessment of activities in the focus of threats to Russia’s national security. Available
at: https://izborsk-club.ru/24093

47 Tbidem.

4 The Ministry of Justice has launched a comprehensive check of the Yeltsin Center regarding its recognition as a foreign
agent. Available at: https://www.rbc.ru/politics/15/06/2023/648ac8449a79478cf5738169https://www.rbc.ru/politics/15/06,/202
3/648ac8449a79478cf5738169

4 Sorokin N. Wet American dreams and the “counteroffensive” that has failed. Available at: https://zavtra.ru/blogs/
triedinstvo_russkoj_istorii
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The presented facts confirm the expert opinion
that a significant part of the Russian elite today is
actually “anti-national”>. At the same time, it is
futile to count on the fact that a part of the elite
that has sworn allegiance to the West will somehow
suddenly change by itself, and a revolution from
above” in the conditions of the SMO is impractical,
since in such a situation “the administrative
apparatus can only be destroyed, and completely
destroying the state apparatus means destroying the
state”S.

“...We cannot recognize the terrorist state of
Ukraine as a terrorist state, ... because then the
domestic bureaucracy will not be able to pursue
its policy of “here we fight — here we trade”...
there is a firm feeling that a critically significant
part of the Russian government still considers the
events after the fascist coup in Ukraine, and the
entire presidency of Vladimir Vladimirovich Putin,
as some kind of misunderstanding that you just
have to wait out so that everything goes back to
normal - to the 1990s, blessed for them and bloody
for everyone else, when Russia was a colony not
only economically, as it is now, but also politically
and administratively... "’

In this regard, the pessimistic views of some
experts about the renewal of the management
system and the country as a whole (and, therefore,
about the country’s successful resolution of the

current confrontation with the Collective West) look
quite understandable and justified.

“Currently, experts do not see that the Russian
“elite” contains any significant group that would
offer the country an adequate program of
transformation and would be seriously aimed at
its implementation ... Speaking in the language
of political science, there are no objective
prerequisites for positive changes in today’s
Russia’”>8,

But we should also note that after the start of the
SMO, the President and the Government actually
make managerial decisions on an operational basis
aimed at limiting the possibilities of the Party for
deferred defeat.

v' This, in particular, concerns the nationa-
lization of the property of oligarchs and assets of
unfriendly countries — a topic that was virtually
taboo until February 24, 2022, and today is
appearing more and more often in the public space
(and among the highest-level officials) and has real
precedents as well.

v" This also applies to the measures taken by
the Mishustin Government (in pursuance of the
Presidential Decree) to de-offshorize the Russian
economy, the measure which is hardly noticeable to
ordinary citizens, but which has important political
significance — from May 30, companies that have
offshore companies among their beneficiaries will not
be able to receive financial support from the state.

5 Rambler News (the opinion of the diplomat Ya. Kedmi). Available at: https://news.rambler.ru/other/42643777-yakov-
kedmi-zayavil-chto-rossiyskaya-elita-stoit-na-kolenyah-pered-zapadom-i-perekachivaet-tuda-prirodnye-resursy/

%6 Averyanov V. Request for commissars. Available at: https://izborsk-club.ru/24349

37 Delyagin M. The paradox of Russia: Free people are ruled by slaves of the West. Available at: https://delyagin.ru/articles/1-
mirovoy-krizis/109807-paradoks-rossii-svobodnymi-ljud-mi-pravjat-raby-zapada

38 Lepekhin V. (2023). About the untransformed elite and the “fried rooster”. Izborsky kilub, 4(112), 18—23.
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“The topic of nationalization was taboo until February 24 last year, when the special military
operation began in Ukraine, followed by a powerful sanctions war of the Collective West against
Russia. That’s when calls for nationalization sounded from the mouths of many politicians and public
figures’59.

On June 30, 2022, the President of the Russian Federation signed a decree “On the application
of special economic measures in the fuel and energy sectorin connection with the unfriendly actions
of some foreign states and international organizations”. It provided for the nationalization of
Sakhalin Energy Investment Company, Ltd., operating within the framework of the well-known
Sakhalin-2 project.

Later, another precedent arose — the nationalization of various objects of movable and
immovable property of Ukrainian oligarchs in Crimea by the decision of the Crimean State Council...

In November 2022, State Duma deputies from the Just Russia party reported on the preparation
of draft laws on the nationalization of assets of foreign legal entities and individuals.

On May 13, at the Saint Petersburg International Legal Forum, the chairman of the Investigative
Committee of Russia A. Bastrykin proposed nationalizing the main sectors of the country’s economy.
This is the first time that an official of such a high rank has spoken out on the issue of nationalization,

and unequivocally in favor of it”¢°.

“The State Duma very reasonably forbade providing any kind of state support to offshore
companies. However, the offshore business simply did not pay attention to this, having achieved
through the obedient “majority party” an elegant formulation according to which state support
could not be provided only to an offshore company directly.

If an offshore company conducted business in Russia through a domestic “gasket” (like all retail
food chains, except for “Magnit”), all restrictions were not only removed, but were not even implied:
“what are you driving at, how dare you suspect conscientious oligarchs... | mean, entrepreneurs,
this is a flawless Russian company!”

Mishustin’s government stopped this bureaucratic anti-Russian perversion by introducing an
insignificant at first glance, formally editorial clarification, thanks to which, from May 30, companies
with offshore companies among their beneficiaries will not be able to receive financial state
support (no matter how many “pads” these offshore companies have as their cover)”®'.

% Lepekhin V. (2023). About the untransformed elite and a “fried rooster”. Izborsky kiub, 4(112), 18—23.

6 Katasonov V. Finally, we heard the word “nationalization” from a high-ranking government official. Available at: https://
zavtra.ru/blogs/nakonetc_mi_uslishali_slovo_natcionalizatciya_ot_visokopostavlennogo gosudarstvennogo_chinovnika

¢! Delyagin M. An important step toward de-offshorization. Available at: https://zavtra.ru/blogs/pravitel_stvo_mishustina_
sdelalo_vazhnij_shag na_puti_deofshorizatcii
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May 29, according to the Presidential Decree®,
the presidium of the Board of the Military-Industrial
Commission was formed, which included presidential
envoys in the federal districts. According to experts,
the President thus “purposefully involves” his
plenipotentiaries “in the realities of the military
political agenda, covertly, emphasizing a more active
public position of the plenipotentiaries with the help
of the military-industrial complex”®.

According to the decree, Presidential
plenipotentiaries should ensure coordination of
the activities of government agencies at different
levels “to solve problems related to the
implementation of investment projects to ensure
the production of samples of weapons, military,
special equipment, clothing and equipment,
assistance to organizations of the military-
industrial complex in attracting labor resources
and increasing the level of social guarantees for
employees of such organizations”®.

The above facts indicate that the President
and the Government are actively taking measures
not only to organize the life of the country
during the SMO (Insert 3), but also purposefully
create conditions for limiting the possibilities of
influencing the work of the public administration

system for those representatives of the ruling
elites who still remain in the liberal past, do not
want or cannot rebuild on a nationally oriented
agenda set by the beginning of the SMO. And,
what is very important, this work is being
carried out painstakingly, without panic and
without any revolutionary upheavals for both
the public administration system and society
as a whole.

The situation at the front “defines socio-
political processes, dictates the need to abandon
any liberal-collaborationist historical and
historiosophical concepts and, in addition, indicates
the urgent need to implement long overdue

personnel decisions”®.

The Russian army, which continues to keep the
situation on the front line under control, thus
providing time for solving internal issues, for the
internal mobilization of the country, regarding not
only the military-industrial complex, but also the
system of public administration, economy, and
culture and society as a whole, gives the opportunity
to solve current internal problems in this way, while
minimizing risks to the state...

2 On certain issues of the activities of the Military-Industrial Commission of the Russian Federation and plenipotentiary
representatives of the President of the Russian Federation in federal districts: Presidential Decree 390, dated May 29, 2023.

% Putin included Presidential Plenipotentiary Envoy to the Ural Federal District Vladimir Yakushev in the presidium to
control the military-industrial complex (opinion of political scientist I. Ananyev). Available at: https://ura.news/news,/1052653535

% On certain issues of the activities of the Military-Industrial Commission of the Russian Federation and plenipotentiary
representatives of the President of the Russian Federation in federal districts: Presidential Decree 390, dated May 29, 2023.

% Sorokin N. Wet American dreams and the “counteroffensive” that has failed. Available at: https://zavtra.ru/blogs/

triedinstvo_russkoj_istorii
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In fact, the situation on the front line and the
success of achieving the goals of the SMO define
the conditions and the time period for which the
country should “restart, reset, and, if necessary,
replace the already nonfunctioning regulators with
those that meet the requirements of modernity”’!.

But such a “restart of regulators” of public life
(especially in today’s almost military conditions)
can only be carried out by a strong reformer, which
means that the President will have to show political
will more than once and make more than one
difficult decision.

“SMERSH is not just needed, it was needed the
day before yesterday. And today we need a
working SMERSH. Today SMERSH would have to
operate throughout Russia and have special
powers in the territories that are adjacent to the
combat zone, and those that have recently joined
Russia. SMERSH is something without which we
will not be able to fight effectively... we have the
FSB, we have military counterintelligence agencies.
But SMERSH is an organization that has special
powers. If SMERSH says that it is necessary to
evict 20 thousand people from a certain area for a
month, then this decision must be implemented.
If it is necessary to disconnect all communication,
then it is done with one click. If it is necessary,
then it is done. Because this is the front, and life
depends on it. SMERSH should deal with all this,
since it should have the right to do so”7.

In particular, many experts (quite reasonably,
given the terrorist attacks taking place on the
territory of Russia and the significance of deve-
lopments on the front line) actively advocate the
re-establishment of SMERSH, an organization
with special powers dictated in fact by wartime and
the unprecedented nature of threats to national
security.

At the same time, we should note that such
proposals to strengthen intelligence and counter-
terrorism measures and, in general, to create
tougher conditions in the country in order to
ensure national security are supported not only
by many specialists, but also by broad segments of
the population. Thus, the results of a sociological
survey conducted by VoIRC RAS in May — June
2023 showed that from 50 to 60% of people support
the proposals made by the experts of the Izborsk
Club” — on the introduction of martial law on
the territory of new constituent entities of the
Russian Federation and the regime of counter-
terrorism operations in other regions of Russia,
on the abolition of the moratorium on the death
penalty, on the granting of special powers to
units of the National Guard and Military Police,
etc.” (Tab. 3). The idea of recreating SMERSH,
in particular, was supported by more than half
of the surveyed population in the majority
(in 11 out of 14) of the socio-demographic
groups (Tab. 4).

" Sorokin N. Wet American dreams and the “counteroffensive” that has failed. Available at: https://zavtra.ru/blogs/

triedinstvo_russkoj_istorii

2 The expert explained the main differences between SMERSH and other special services (opinion of military analyst
V. Shurygin). Available at: https://voennoedelo.com/posts/id45569-ekspert-razjasnil-glavnye-otlichija-smersh-ot-drugih-

spetssluzhb

73 The Izborsk Club is a club of experts established in September 2012 in the city of Izborsk, Pskov Oblast. As noted on the
official website of the Izborsk Club, one of its main tasks is “to create and present analytical reports to the authorities and society
of Russia; the reports are aimed at the formation of an updated patriotically oriented state policy in all spheres of national life”.
Permanent members of the Izborsk Club are, for example, A. Prokhanov, S. Glazyev, M. Delyagin, V. Averyanov, A. Dugin,

A. Fursov, V. Ovchinsky, etc.

¢ Statement of the Izborsk Club of May 6, 2023. Available at: https://izborsk-club.ru/24286
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Table 3. Attitude toward measures to strengthen the set of operational search,
intelligence and counterintelligence measures, % of respondents*

[ fully [ fully
Answer option and mostly and mostly don’t
support support

Introduction of martial law in the new Russian territories (Donetsk People’s
Republic, Lugansk People’s Republic, Kherson and Zaporozhye oblasts), as 63.3 11.9
well as in the territories being shelled by the armed forces of Ukraine

Introduction of a counter-terrorism operation regime throughout the Russian

Federation, except for regions where martial law is established 58.0 13.6

Severance of diplomatic relations with any countries organizing attacks on

. i 57.9 145
Russian embassies

The Federal Law “On operational search activities” should include a section
on the specifics of the implementation of operational search activities in the
combat zone during the period of work under martial law, state of emergency, 56.3 13.6
counter-terrorism operations. Operational investigative measures should be
carried out in these conditions without court decisions.

In the combat zone and frontline regions, to create complex operational
intelligence units (departments, groups) from representatives of various 55.6 13.9
subjects of operational search activity according to the SMERSH type

Create operational search units in the Military Police, which performs, among

other functions, the protection of military facilities 555 131

Amendments to the Criminal Code, the Criminal Procedure Code and the

legislation on judicial proceedings in order to create military tribunals 53.2 14.9

To make a number of units of the National Guard of Russia — military
intelligence units and special rapid response units — the subject of operational 52.8 15.1
search activity

Conducting trials in absentia against the organizers of sabotage with the
imposition of death sentences in absentia and the execution of these sentences 51.7 16.4
on enemy territory

Lifting the moratorium on the death penalty (primarily for any murders as a

result of terrorist attacks and sabotage) o1 19.3

Source: VoIRC RAS data.

* The survey was conducted in May — June 2023 in the Vologda Oblast; 1,500 respondents over the age of 18 were
interviewed in the cities of Vologda and Cherepovets; in Babaevsky, Velikoustyugsky, Vozhegodsky, Gryazovetsky, Tarnogsky
municipal okrugs, and in Kirillovsky, Nikolsky and Sheksninsky municipal districts of the region. The survey method is a
questionnaire at the place of residence of respondents. The sample is targeted, quota-based. The representativeness of the
sample is ensured by observing the proportions between urban and rural populations, the proportions between residents
of settlements of various types (rural settlements, small and medium-sized cities), the sex and age structure of the adult
population of the oblast. Sampling error does not exceed 3%.

Ranked in descending order of the proportion of those who answered “I support”. The wording of the question: “In May
2023, the members of the Izborsk Club made a statement about the need to take a number of measures at the state level
to strengthen the complex of operational search, intelligence and counterintelligence measures to prevent sabotage and
terrorist acts. Do you support the proposed measures?” (the share of those who “found it difficult to answer” for each of the
proposed answer options was 25-30%).
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Table 4. Do you support the creation of integrated
operational intelligence units (departments,
groups) in the combat zone and front-line
regions from representatives of various
subjects of operational search activity like those
resembling SMERSH?, % of respondents

Characteristic | support I don’t support
Sex
Men 58.5 131
Women 53.3 14.6
Age
Under 30 48.6 8.4
30-55 55.6 14.5
Over 55 58.1 15.2
Education
Secondary and incomplete
secondary 57.2 89
Secondary vocational 53.9 16.1
Higher and incomplete
higher 55.5 17.4
Income group
Bottom 20% 49.6 11.0
Middle 60% 56.1 12.5
Top 20% 62.9 20.6
Territory
Vologda 44.0 22.4
Cherepovets 64.0 14.3
Districts 57.4 8.9
Oblast 55.6 13.9
Source: VoIRC RAS data. The survey was conducted in the
Vologda Oblast in May — June 2023.

Thus, the expediency of a substantive discus-
sion of measures to strengthen the set of operatio-
nal search, intelligence and counterintelligence
measures is explained not only by the actions of
the enemy, but also by a significant number of our
own internal problems. Including those which

were discussed on June 13 at the meeting of the
RF President with war correspondents and which,
in fact, have to be solved today in an “emergency”
mode, under pressure from external and internal,
virtually uncontrollable, circumstances.

Today’s time is still called wartime with
reservations, but it absolutely cannot be called
peaceful, and this requires appropriate changes in
the consciousness and behavior of all strata of
Russian society, including (or rather, first of all)
its “elite” groups: the country should be sensitive
to the challenges of the time, and the elite should
be in unity with the Supreme Commander-in-Chief,
otherwise the state cannot avoid a full-scale
catastrophe.

“Ignoring the links between the state of public
life and the state of law is a manifestation of
monstrous shortsightedness...

If the country is not ready to respond sensitively
to the challenges of the time ...

If the elite resists the political leader who has
caught these challenges and is filled with a desire
to build a new type of relations between the elite
and the people ...

If the intelligentsia is only able to discredit
everything that comes from the leader, and at the
crucial moment it turns out to be unable to solve
theurgenttasks eitherinareformist or revolutionary
way...

How, in the presence of all these destructive
“if” to avoid a full-scale state catastrophe? And
who is responsible for it? ...

Only a strong reformer, limiting the arbi-
trariness of the authorities, can prevent an
explosion and “let those healthy elements that
dwell in the heart of the Russian land breathe”?.

5 Zorkin V. Reformer — elite — people. Available at: https://rg.ru/2023/05/12/put-prava-v-rossii.html
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k ok osk

Authors’ note: this article was prepared
before the attempt of an armed rebellion orga-
nized by E. Prigozhin on June 24, 2023. The
analysis of this event is still ahead; any conclu-
sions can be drawn only after its assessment by
the President, legislative authorities, and society
as a whole.

Therefore, here we present the opinion of three
experts who, in our opinion, most objectively and
accurately reflected the essence and significance of
the events that took place on June 24, 2023:
military and political figure of the Donetsk People’s
Republic A.S. Khodakovsky, Russian political
scientist, philosopher, active public figure A.G.
Dugin, and publicist V.P. Semenko:

out in one day”’®.

from all true patriots””’.

A.S. Khodakovsky: “We prayed to God that the enemy would not take advantage of
the situation and throw all the resources into battle — there would be almost no chance. It’s
not easy for us as it is, but yesterday everything hung on a very thin thread. And those who
understood what was at stake and how close we came to defeat will never understand those
who shouted glory to Wagner Group members, rejoicing that someone challenged the au-
thorities... Those who hold the front have been stabbed in the back. Those whose lives depend
on holding the front — experienced the darkest hours yesterday, despite the fact that these
people are already under the influence of the war every day. Millions of people were horrified
yesterday by the thought that everything they have endured over the past years will be crossed

A.G. Dugin: “There is only one systemic solution: the immediate and real patriotic ide-
ologization of the ruling class and the rotation of the elites. Only an ideologized elite can be
required to be heroic and behave appropriately in an emergency situation. It is useless to ex-
pect this from the current elite. We need a sovereign elite. Otherwise, everything will happen
again. The weaknesses of our system were fully revealed yesterday. But we also saw Putin’s will,
Lukashenko’s true friendship, and the full and uncompromising support of our President

V.P. Semenko: “The fact that a big disaster impending on Russia was prevented at the
last moment in Putin’s trademark style by peaceful means is undoubtedly very gratifying...
However, the brilliant “resolution” (once again) of an acute situational problem does not cancel
out the vices of the system itself, which made this mutiny possible. For in it, let’s not be afraid of
tautology, corruption is systemic in nature, replacing ideals and values for the current elites. To
many officials, there are simply no other incentives to work, except for “sawing”. Prigozhin’s
actions indicate that “it is becoming increasingly difficult to sort out the situation. Oligarchs,
especially those with a power resource, are starting to get out of control. It’s time to move on
to the rotation of the elites, there is no other way out”’®,

76 Official Telegram channel of A. Khodakovsky. Available at: https://t.me/aleksandr_skif/2747
77 Official Telegram channel of A. Dugin. Available at: https://t.me/Agdchan/10753
8 Semenko V.P. The fire is going according to plan. Available at: https://zavtra.ru/blogs/pozhar_idet po_planu
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Abstract. The article provides an analysis of the currently little used concept — the social contract. For
this purpose, a brief historical digression was carried out: an assessment was made of the contribution of
thinkers of the Enlightenment, who were the first to substantiate the proposal to consider the relationship
between the state and the people through the prism of reaching agreement on the arrangement of public
and private life, calling it a social contract. After a break, interest in this phenomenon revived in the 20th
century, which is given more detailed information on the example of the consideration of the essence and
content of the social contract by foreign and Russian researchers. On this basis, it is concluded that the
social contract is an independent scientific and social phenomenon that embodies various forms of social
consent between the people and the state, given that they are not only open, but also latent, reflecting the
underlying processes taking place in public consciousness. The article defines the criteria inherent in the
social contract — goals, means of achieving them, ideological support, the effectiveness of feedback and
participation of the people in managing the affairs of society and the state. A comparative analysis of the
process of its functioning in the Soviet and modern Russian society is given, estimates and conclusions
are made about the problems of its implementation at various stages of historical development. It is
especially noted that the social contract has both explicit and latent characteristics, which, through the
analysis of the state, trends and problems of social development, allows us to speak about the degree of its
effectiveness and efficiency in preserving and strengthening the state.
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Problem statement

All countries, without exception have the
following common trends: their governments have
to organize interaction with people, search for ways
in which the ruling class exists, convince people
of the reliability of management decisions, involve
them in active participation in the implementation
of formulated projects and/or development
programs.

To this end, the state adopts declarations, laws,
resolutions, decrees and other policy documents.
The pinnacle of these intentions and aspirations is
the Constitution, which reflects the fundamental
provisions on the basis of which the life of society is
built in all its aspects.

In reality, the process of development and
functioning of the state is embodied in the
regulation (design or planning) of processes taking
place in the economic, social, political, spiritual
and cultural spheres of society. In other words,
decisions are made, which in most cases are aimed
at achieving the stated goals in a variety of ways:
in the economy — regulating the market and its
individual components; in the social sphere —
ensuring a balanced state of the social structure, in
the political sphere — providing support for political
goals and eliminating social tension, in the spiritual
and cultural sphere — creating ideological unity,
promoting moral cohesion.

Despite the importance of the above directions
in the life of the state and society, such a
phenomenon as social contract does not always exist
or adhered to; social contract makes it possible to
identify and embody the deep, vital aspirations of
the people; as a result, political power embodied
by the state gets the right to exist, becoming a
historically justified phenomenon.
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In accordance with these provisions, the article
aims to reveal the scientific and applied potential of
the social contract, substantiate its relevance and
reveal its role in the life of the Russian state and
society. The social contract is not an official state
document — it is a social construct that contains
explicit and latent characteristics. The importance
of the issue under consideration is also due to the
ongoing events in the life of the country caused by
the special military operation and unprecedented
sanctions that test the strength of not only the
economic and military system of Russia, but also
the cohesion of the Russian people.

A brief historical insight

The first experiences of understanding social
contract were reflected in the works of English and
French educators (Hobbes, 1991; Locke, 1988;
Holbach, 1963; Montesquieu, 1955; Rousseau,
2000). Although scientists interpreted its essence
and content in different ways, they all paid
attention to the conditions of the stability of the
state, believing that in addition to formal acts of
building political life, there is an objective need
to establish certain rules of interaction with the
people, ensuring their agreement on the current
and future directions in the development of the
state and society. Their works substantiated a
new scientific concept of “society”, which was of
great practical importance and which defined the
need to consider it as an independent social force.
It was from the 18th century that the emerging
trade unions, new political parties, and various
voluntary associations began to personify society.
The significance of a new phenomenon — society —
needed to be understood, which was reflected in
the ideas of social contract.
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Considering the interpretations of social
contract proposed by the thinkers of the
Enlightenment, we can argue that they viewed social
contract as a product of the reasonable will of the
people, a human institution, or even an invention
(result) of creative search, including spontaneous.
At the same time, such an interpretation is often
associated with the idea of the mechanical origin
of social contract, which acts as an artificial
construction of the conscious will of people who
have agreed to unite for the sake of ensuring
freedom and order that satisfies them.

At the same time, similar judgments appeared
among Russian scientists, who drew attention to the
possibility of a contractual agreement between the
state and the authorities. Thus, A.N. Radishchev
(1749—1802) believed that the state does not
arise as a result of some divine providence, but as
a consequence of an open or tacit agreement of
members of society in order to jointly protect the
weak and oppressed. In his reasoning, he proceeded
from the fact that “the conciliar power of the people
is the original power” (Radishchev, 1952, p. 10).

Later, in the 19th century, the ideas concerning
social contract were developed to a certain extent by
A. Tocqueville (1805—1859). Reflecting on the fate
of the revolution, he wrote: “The main goal of a
good government is to achieve the welfare of the
people rather than establish some kind of order
among the poor”. He criticized the American and
then the French authorities for their policies that did
not take into account the interests of all segments
of society. At the same time, Tocqueville saw the
basis of democracy in the traditions of the Puritans
who stood at the origins of the New World colonies,
so he considered equality of opportunities for all
residents of the country to be the main advantage
of any society (Tocqueville, 2008).

After the rise of interest in social contract in
the 18th century, attention to this topic decreased,
although some ideas about building a rational
interaction between the people and the authorities
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were not only substantiated, but even implemented
on certain issues. It is worth mentioning that some
European countries, for example, Germany under
Bismarck, developed and implemented legislative
acts on labor insurance.

However, it was only in the 20th century that the
ideas of social contract were revived in full under the
influence of the labor movement, which
demonstrated its strength and showed that the
existence of states is impossible without the
participation of the people in deciding the fate of
the country. The revival of interest in social contract
was also due to the experience of the Soviet Union,
which convincingly proved the possibility of
realizing social progress on the basis of combining
the interests of the people with the goals of the
ruling Bolshevik party.

Among the newly formulated concepts of social
contract, the most interesting are the ideas of
J. Rawls (1921-2002), who considers the activity
of individuals as rationally thinking people in the
process of creation and functioning of the state
they are creating on the principles of social welfare.
According to this interpretation, public institutions
formed as a result of such a contract are guided by
the need to observe justice, and the people included
in them build their relationships on the conditions
to which they agreed, being equal in social and
natural aspects (Rawls, 1995).

R. Nozick (1938—2002) challenged Rawls’ ideas
from a liberal standpoint. He defended the need for
a “minimal state” (“night-watchman” state) and
criticized the theory and practice of the “welfare
state” for violence against individuals (Nozick,
2008).

The original contribution to the development
of the problems of social contract was made by
J. Buchanan (1911-2013) and O.T. Bogomolov
(1927—-2015). According to Buchanan, all people,
regardless of whether they are private individuals
or public figures, make decisions and act based on
the rational pursuit of personal gain. If personal
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interests contradict the interests of society, a
person usually gives priority to personal interests,
as a result of which the social contract may cease
to exist!. The Russian scientist and academician
O.T. Bogomolov proves that various noneconomic
forces have a direct impact on the economic policy
of each country. Therefore, the social contract is, in
fact, a state construct which contains a description
of the actions of the state in relation to its citizens
(Bogomolov, 2010).

M. Olson (1932—1998) interprets the ideas of
social contract in a peculiar way. He suggests that
theoretically people can negotiate among
themselves without coercion, but in such a situation
there is a “stowaway problem” when people are
ready to use the public good, but often do not want
to participate in its creation or in every way avoid it
(Olson, 2012).

Olson’s ideas are shared to a certain extent by
the Russian economist A. Auzan, who believes that
“two types of social contract are being formed” in
the modern world. The first type is horizontal,
“when people hire the state as an agency for the
production of services, defense and justice”. In this
case, as history shows, people can do without the
state in the very public affairs (security, organization
of new forms of management, creation of military
institutions and even private prisons). The second
type of contract is characterized by the fact that
“no one hired anyone”, and the state “manages
and creates the rules on its own”. This is due to
the emergence and expansion of the circle of
authoritarian states, the number of which, according
to the World Bank, increased by more than 50% at
the end of the 20th — beginning of the 21st century;
and, most importantly, their effectiveness is not
inferior to that of “democratic” states (Auzan,
2017). However, despite the originality of these
statements, it is difficult to agree with them, since

' Nobelevskie laureaty po ekonomike. Dzheims B’yukenen
[Nobel Laureates in Economics. James Buchanan]. (1997).
Moscow: Taurus al’fa.
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they reduce the interaction of the people and the
authorities to only one, albeit the most important,
function — protection against encroachments on
property rights and individual freedoms.

Considering the evolution of theoretical
concepts, let us pay attention to the fact that in the
practice of implementing the social contract a
significant role is performed by those groups that
formulate its principles and are in most cases
associated with the intelligentsia (according to the
Russian tradition) or intellectuals (according to the
Western tradition), but only if they have political
power or significant public influence.

To sum up, we can argue that social contract, as
a form of social consent between the people and the
state, characterizes the goals, means of achieving
them, ideological support, the effectiveness of feedback
and participation of the people in the management of
society and the state.

In our opinion, the social contract, its condition
and its problems are one of the most important
indicators of the stability of the state, what it really
is, what its strengths and weaknesses are in the
existing reality.

Let us focus on this in more detail on the
example of Soviet/Russian history.

Realities and lessons of the social contract in the
Soviet Union and Russia

The basis that regulates the state structure is the
Constitution, which formulates the foundations of
existence of the state and society. In the history of
the Soviet Union, there were three versions of the
Constitution: 1924, 1936 and 1977 (if we do not
mention their predecessor, the 1918 Constitution
of the RSFSR). It is worth noting that, according to
universal recognition, including even the opponents
of the Soviet system, the Constitution of 1936
was acknowledged as a standard of proclaimed
human rights and freedoms, at that time having no
analogues in the world.

Modern Russia lives according to the Consti-
tution of the Russian Federation adopted by popular
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vote on December 12, 1993 with amendments
approved during the all-Russian vote on July
1, 2020. The Constitution has the highest legal
force, consolidating the foundations, powers of
representative, executive, judicial authorities and
local self-government, human and civil rights and
freedoms.

Therefore, it is quite natural that the social
contract is based (or should be based) on the
Constitution of the country. However, according to
a sociological survey conducted by VCIOM in
December 2017, only 61% of Russians considered
the Constitution of the Russian Federation to be a
document that fully or rather fully meets the needs
of the country and its people. At the same time,
a significant number of people believe that this
fundamental document does not fully or at serious
cost solve their civil and personal problems, that
they doubt the ability of the government to provide
for and meet their needs and interests. This means
that there is a discrepancy between what the state
considers important and necessary for its existence,
and what the people think about this importance
and necessity. In other words, in reality there are
disagreements between the state and part of the
people. This means that the state, represented by
political authorities, needs not only to comprehend
this discrepancy, to know about it, but also to
minimize it, so as not to bring the situation to
social tension, conflict and even a possible social
explosion.

In this regard, in order to coordinate the
interests of the state and the people (its main classes,
communities and groups), there is the social
contract — the product of conscious coordination of
the actions of two main forces — the state represented
by political power and the people represented by
nongovernmental associations, movements, the
effectiveness and efficiency of which is manifested
not only at the open, but also latent level in in the
form of trust, consent, the desire to build a “common
destiny”.
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Social contract is an independent social
phenomenon, which is characterized by a special
structure. In order to present the social contract in
action, we will consider its operation in the Soviet
Union and Russia, carry out a comparative analysis
of its criteria, reserves and resources, as well as the
possibility of its effective existence in the present and
future. We consider it very important to review the
lessons, both positive and negative, accompanying
the implementation of this strategically important
phenomenon.

First, the essence of the social contract is
represented by a goal that unites the fundamental,
main aspirations of the people and the intentions of the
state. On the one hand, it reflects the aspirations of
the people, which nurture the beliefs of the majority
of people on the desired structure of society, the
achievement of group and personal welfare. On the
other hand, the state, represented by the political
power, develops its goals, claiming not only to
solve urgent, current tasks, but also those it will
face in the future. Therefore, the more majestic
and at the same time more concrete the goal of
the development of society and the state, the more
people accept it, agree with it and are even inspired
by it. At the same time, it should be real, perceived
by people as achievable, even in a problematic
situation. The goal also means that it holds together
and coordinates what the main classes, social
communities and groups wanted (want) and strive
for, and what the authorities offered (are offering),
without excluding possible costs and miscalculations
in the process of its implementation. The state has
a high responsibility to formulate a strategy for the
development of the country that would satisfy the
people not only in reality, but also allowed them to
see their future life, the idea of which would seal
this agreement. I.e., the ability to formalize mutual
aspirations and intentions in the current reality and
for the future is the key to the sustainable existence
of the social contract and, respectively, society and
the state.
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Let us recall that when coordinating the interests
of political power and the value orientations of the
people, Hobbes’ goal was security, Locke’s —
freedom, Rousseau’s — democracy, Montesquieu’s
and Radishchev’s — social equality, Rawls’ — justice.
In other words, social contract is designed to ensure
constant, regular and mobile social agreement based
on the achievement of the main goal, as well as to
offer means and methods for its implementation in
order to achieve mutual understanding and support.

The history of the existence of the Soviet Union
shows that the Bolsheviks who came to power
managed to convince and captivate the majority of
the people with the idea of a new just society. It
was embodied in the call for the construction of a
socialist (and then communist) society unknown
to history, in which the principle that was clear
to many was formulated as follows: “From each
according to his ability, to each according to his
work”. This formulation of the way of life and,
first of all, labor relations satisfied the majority of
workers and peasants, although there were a lot of
costs in the process of implementation, such as,
for example, in the form of equalization in the
remuneration of workers in different industries
and different professions or the ratio of wages of
a worker and an engineer in the early 1980s in the
proportion of 1 to 1.04.

The importance of coordinating the goals of the
state and the people was shown at the stage of the
collapse of the social contract in the Soviet Union,
which occurred during the so-called perestroika.
The goals of perestroika, which were met almost
with delight, quickly faded in people’s minds,
as they were immediately followed by hastily
formulated subgoals for solving dramatic problems
of the economy, social and political life. These
subgoals reflected the ideas and intentions of
those in power, but not the people and not even
the scientists, its responsible representatives. And
it is quite natural that the people began to demand
significant adjustments to the officially conducted
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policy. At the same time, we note that criticism of
the Soviet government meant demands not for its
liquidation (as the neoliberals convince us), but
for its reform, according to the results of the All-
Union referendum in March 1991 (but the same
neoliberals do not like to mention this), when 76.1%
of the population voted for the continuation of the
existence of the USSR, but with serious changes in
its policy.

As for modern Russia, the coordination of the
goals of the state and the people is largely uncertain.
It is still unclear to many Russians what kind of
state, what kind of society they are building. The
welfare state proclaimed in the Constitution of
the Russian Federation, whose policy is aimed at
creating conditions that ensure decent life and free
human development (Article 7.1), and means a
certain general mindset that is not specified so as to
be understood and implemented in current daily life.
In this regard, let us provide an example of modern
China, where, against the background of a common
goal — construction of socialism with Chinese
characteristics — the principle of achieving average
prosperity in comparison with world standards was
proclaimed. More specifically, this meant that an
average-income society is a stage of development
between solving the problem of food and clothing
for the population and achieving full prosperity.
This has not only satisfied, but also inspired millions
of ordinary Chinese, about 100 million of whom
have stepped out of the poverty zone over the past
10 years (Zhang Tian, Romanenko, 2009).

In Russia, attempts to overcome the low level of
welfare still remain unsuccessful: since 2012, the
number of Russians living below the poverty line
remains about the same — about 20 million
people, or 12% of the population. The intentions
recorded in national projects and aimed at solving
such pressing socio-economic problems as labor
productivity, employment, reducing unemployment
and poverty have not been implemented. Moreover,
many decisions in the fields of education, science,
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and culture turned out to be erroneous, which was
fully or partially recognized at the official level.
References to following the requirements of the
fourth industrial revolution and the sixth economic
paradigm are still found in speeches, resolutions and
other documents, which, for all their importance,
do not correlate with the basic target aspirations of
people and the actual socio-economic situation.
As a result, according to Rosstat, while labor
productivity in 2012—2018 was intended to have
grown by 50% (in the years of the first national
programs), it turned out to be only 5% in reality
(Aganbegyan, 2019).

These and of
development of the Russian society allow us to

similar concrete results

assert that the goals that would bring the people
and the state together to the maximum extent have
not yet been fully found.

Second, social contract specifies the means of
achieving the formulated goals; this is reflected
primarily in the instrumental methods, directions
and ways of its implementation. The set of these
means depends on the current state of affairs, the
socio-historical situation in the country. In Soviet
Russia during the civil war, the main means was
armed struggle against various supporters of the
tsarist regime and foreign intervention, during
the NEP years — implementation of the slogans
proclaimed during the revolution, “factories to
the workers”, “land to the peasants”. Then there
were five-year plans aimed at creating a socialist
economy, the years of the Great Patriotic War
aimed at defeating German fascism. In the post-
war years, there were attractive and promising
means to foster pride (or just involvement, direct
or indirect) for participation in space exploration,
achieving parity in the nuclear confrontation, as
well as in solving more specific economic problems:
plowing up virgin soil, constructing new cities and
enterprises in Siberia and the Far East, exploring oil
and gas fields. All these projects required millions
of new workers, provided an opportunity to show
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one’s worth (this relates to young people as well)
and, most importantly, to feel part of a common
great cause, instilling confidence in the successful
achievement of not only common, but also personal
goals. We would like to emphasize the latter, since
personal understanding of what is happening and
its acceptance as concerning one’s life created a
latent socio-psychological ground that embodies
confidence in the future and makes a person a
participant in the social contract.

In modern Russia, the social contract has long
been based on a liberal attitude: the state should
limit itself to the role of “night watchman” as much
as possible, and the person themselves is responsible
for their present and future life. Capital, financial
means or simply the money was proclaimed the
main means of achieving welfare. At the same time,
no economic and social projects were proposed that
would testify to the importance and role of Russia.
Moreover, neoliberal policies have destroyed such
industries as machine tool construction, aircraft
construction, automotive and others that occupy
leading positions in the global economy. As a
result, significant human, social, scientific and
technical potential was lost, which led to a dramatic
weakening of the Russian state and by the end of the
1990s called into question its existence, there was a
threat of collapse, as happened with the USSR. And
although in the early 2000s this trend was partially
reversed, but not as successfully as the objective
needs of social development demanded. Russia
is still facing the urgent issue of radical change in
economic policy and the social unity of the people
associated with it, without which the social contract
cannot exist. The fact that the social contract
requires improvement is indicated by the data of
All-Russian studies conducted by sociologists from
the Russian State University for the Humanities in
2018—2022 in various sectors of the economy and
socio-cultural life (industry, construction, transport,
agriculture, services, healthcare, culture, education
and science). They showed that from 42.5 to 50% of
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the population believe that the country is developing
in the right direction, almost every fifth (from 18 to
22.9%) — that development is going in the wrong
direction, and every third (up to 35%) preferred
not to answer (Intelligentsia ..., 2023, p. 263). Such
actions carried out by the state as privatization, the
tax system, and the growth of social inequality are
seriously criticized. They are rejected by more than
every second Russian. All this allows us to conclude
that the means of implementing economic and
social policy call into question the strength of the
existing social contract. Obviously, drastic changes
need to be made in politics, which is what not only
many representatives of scientific thought, but also
practical workers say? (Glazyev, 2011).

Third, the most important structural element of
social contract is the ideology, which in the Soviet
Union was embodied in the concept of the “common
destiny” of the people and the state on the basis
of the unity of ideological and socio-political
guidelines for the organization of public and
private life. The Soviet ideology was embodied in
the policy of forming such theoretical and practice-
oriented innovations as the “Soviet people” and
the “Soviet individual”. It was a unique historical
experiment, the idea of which was previously
demonstrated by the great bourgeois revolutions,
which also set the task of creating a new type of
person and forming such qualities as conviction,
pride, hope, confidence, traditionalism, taking
into account the interests of the main social
communities and groups. The implementation of
this experiment in Soviet times provided a solution
to the toughest economic problems and at the
same time formed the ideological and worldview
foundation that made the state a responsible body
for fulfilling its historical mission (Toshchenko,
2021).

2 Babkin K.A. (2008). Reasonable industrial policy,
or How we get out of the crisis. Available at: https://www.
kakprosto.ru/kak-980254-konstantin-babkin-biografiya-
tvorchestvo-karera-lichnaya-zhizn#ixzz8 | KWjWHMG
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Regarding the specifics of ideology in the
Soviet Union, we should note that the ideology was
aimed at implementing the principle of serving the
people, although this process was ambiguous,
with serious costs and even mistakes. But, despite
the miscalculations, the orientation of the Soviet
government toward the interests of the main classes —
workers and peasants — contributed not only to
the assimilation of the socialist worldview by the
majority of people, but also to the development of
fundamentally new attitudes — the cult of labor and
the cult of education.

Speaking about the cult of labor, let us pay
attention to the process of its inclusion in the
ideology of “common destiny”. On the one hand,
the glorification of labor was based on folk
traditions of deep respect for creative activity,
high appreciation of its bearers, criticism of those
who were not involved in its implementation. On
the other hand, orientation toward labor became
increasingly highly appreciated and encouraged not
only within the framework of specific industries,
but also (which is fundamentally important) by
the state. This was reflected in the official state
support and encouragement of such initiatives as
udarnichestvo (exemplary performance in labor
discipline; with the beginning of industrialization),
the Stakhanov movement (during the first five-
year plans, starting in 1935 after the labor feat of
A. Stakhanov who over-fulfilled the coal mining
plan by 14 times). In the late 1950s, the desire
to get the title of a participant in the movement
for a communist attitude toward labor became
widespread.

Such as attitude toward labor began to
consolidate in connection with the course on
improving its conditions and organization (Russia
launched a mass movement on the scientific
organization of labor, the movement of innovators
and inventors). At the same time, a system of
incentives was introduced and subjected to
numerous experiments in the form of various
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methods of material remuneration and moral
encouragement (honors boards at all enterprises
and at the place of residence; awarding diplomas,
certificates of honor, etc.). We should point out
that the glorification of labor was brought to the
state level, manifested in constant attention and
improvement of the practice of awarding state
awards. We should note that such measures were
initiated already at the end of the civil war: the 8th
All-Russian Congress of Soviets on December 28,
1920 established the Order “Red Banner of Labor”
of the RSFSR, and somewhat later similar orders
were established in other Soviet republics. In the
1920s, it was widely practiced to award Red Banners
to production teams that showed outstanding labor
performance. In 1928, the Order of the Red Banner
of Labor was introduced. Then, with the beginning
of the first five-year plans, medals and orders for
achievements in labor were established. The year
1938 was marked by the appearance of the title of
Hero of Socialist Labor, as well as the medals “For
Labor Valor” and “For Distinguished Labor”. In the
summer of 1945, the medal “For Valiant Labor in
the Great Patriotic War” was established. In 1970,
in connection with the centennial anniversary of the
birth of Vladimir Lenin, the medals “For Valiant
Labor” were established. Later, the Order of Labor
Glory (1974) was created. In general, the award
system of the USSR was democratic, every citizen
of the Soviet Union could receive any, even the
highest, award for valor and perseverance in work.
As part of the labor policy, the emphasis was
placed (along with the focus on achieving high
production indicators) on developing a sense of duty
and responsibility to society. This was facilitated
by various forms of incentives and awards for high
achievements in labor; this convinced people of
the importance of such an attitude toward labor,
which strengthened the sense of personal dignity.
However, with a high assessment of the role and
importance of labor, we must not forget that in the
1960s and 1980s, imbalances in the use of human
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resources were revealed, which led to a slowdown
in solving problems related to labor productivity
growth. Awareness of these obstacles in the context
of changes in public life led to the fact that the
Decree of the Presidium of the Supreme Soviet of
the USSR of May 24, 1955 established the State
Committee of the Council of Ministers of the USSR
on Labor and Wages. The Labor Scientific Research
Institute and the Central Bureau of Labor Standards
were established under the Committee. It was a new
and fundamentally important step to improve labor
relations, an attempt to strengthen social contacts
between the state and all workers. In the 1960s, there
was a revival of interest in the scientific organization
of labor: scientific conferences were held with
discussions of the goals and objectives of labor
organization, a network of relevant departments
at enterprises was created, numerous experiments
were carried out, for example, at the Shchelkovsky
plant, at the Iliysky state farm, etc. (Kravchenko,
1987; Changly, 1973).

Unfortunately, this trend faded quite quickly as
a result of the cancellation of the so-called Kosygin
economic reform, which began to be carried out,
when state bodies decided to follow a well-worn
development track that justified itself in the 1930s,
but turned out to be erroneous in the 1960s and
1970s with difficult to predict consequences. In
such conditions, dissatisfaction with the policy in
the field of labor organization increased, which
manifested itself in the emergence of apathy,
discontent and an increase in critical attitude toward
political power (Toshchenko, 2005).

In modern Russia, there have been no
significant qualitative changes in relation to labor,
despite the introduction of private property and
proclamation of opportunities to use market
relations. Labor productivity is still not growing or
is growing weakly. The attitude of the majority of
employees toward labor has not changed. We should
also note that in the 2000s, the priorities of the work
of the Labor Scientific Research Institute changed
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dramatically. While earlier it was engaged in the
scientific organization of labor, now the problems of
unemployment (“employment of the population™),
poverty (“standard of living”) and insecurity of
people (“social insurance”) are coming to the fore.
In other words, the ground for social tension in the
labor sphere remains, which does not contribute to
the effective functioning of the social contract.

As for the cult of education, it was launched after
the 111th Congress of the Komsomol in 1920,
during which Lenin called on the people to “study,
study, study”. Thus, starting with the policy of
eliminating illiteracy and deployment of primary,
secondary and higher education, Russia managed
to achieve a high level of literacy compared to
countries that had a more developed economic base.

It was the education system that played a
significant role in strengthening the social contract,
as it created significant multimillion social com-
munities — the Soviet intelligentsia and skilled
workers, who in fact became convinced that
education was becoming a powerful means of social
and professional mobility that provided them with a
new and higher standard of living and better lifestyle
(see, for example: Sitarov, 2019).

Speaking about ideology in modern Russia, we
should note the following: traumatization of the
modern spiritual and moral sphere of Russian
society is largely explained by the provision
contained in the Constitution of the Russian
Federation: there is no state ideology in Russia.
The negative attitude toward the word “ideology”
may be due to the fact that only one ideology was
officially recognized in the Soviet Union — the
socialist one. Therefore, associating the concept
of “ideology” with the word “socialist” (in some
cases “communist”) has formed a prejudice against
it, sometimes turning this word almost into a swear
word. However, as life shows, many disagree with
this position. “How can one live without ideology,
without clear public administration? After we
decided to free ourselves from the Soviet past, we
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created nothing but ephemeral hopes” (Shirvind,
2022, p. 101).

The real historical process shows that ideology,
no matter what, returns (Slavin, 2009), while the
absence of a state ideology has become one of the
vices of the emerging Russian statehood. This
omission was noticed already under Boris Yeltsin.
But, not wanting to return to the rejected notion of
“ideology”, the authorities put forward a proposal —
to find a national idea. The meaning of what has
been undertaken is obvious — the people must be
united around socially significant landmarks that
are understandable to everyone and arouse the
desire to participate in their implementation. As a
result, a whole boom of initiatives broke out in the
1990s, starting with quoting the words of Uvarov
(Minister of Education of the Russian government
in the mid-19th century) “Orthodoxy. Autocracy.
Nationality” to endless searches to find cherished
appeals that suit everyone. However, it was a search
that was doomed to failure in advance. These were
the ideas of individual seekers of truth, scientists,
politicians, just ambitious individuals. But their
limitations and conditionality were determined by
the lack of appeal to the opinion of the people, to
their understanding of what should be achieved and
how to build relationships in the existing society.
This was reflected in the following: the situation in
the country was described in many different ways,

e

for example, “managed democracy”, “conservative
modernization”, etc.

If we consider the current situation in Russia, we
see that the real political and spiritual life of Russian
society is like a kaleidoscope with a conglomerate of
various ideological orientations, which reflect the
aspirations of various social groups and communities
in the most bizarre ways.

At present, it is extremely important to over-
come the denial of state ideology as such. In fact,
any state ideology is a formulation of the strategic
goals of the state, which are shared by the masses;

it is a value guideline that generates not only
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acceptance, but also a desire to defend it. We
emphasize that ideology exists in every state,
regardless of whether it is proclaimed or not.
De facto, it exists in Russia. As the results of
sociological research show, the majority of the
Russian population wants to have a strong,
prosperous and influential state.

The absence of a strategic goal in the form
of ideology in the state and society gives rise to
various specific and controversial ideas about
the “militarization of consciousness” (A.S. Tsipko)
or about the transformation of the middle class
from a pillar of society into a source of its division
and destabilization (A. Shchipkov). We should
point out obsessive and incomprehensible attempts
and aspirations to build a “Slavic-Orthodox political
culture” in Russia and to establish an “assembly
and veche morality” (A.N. Asopov).

Thus, the analysis of opportunities for the
consolidation of the Russian society shows that
social contract is under threat if there is no state
ideology and at the same time there exist ideological
currents that reflect, as a rule, the interests, value
orientations and attitudes of various social classes,
communities, groups. The real situation requires
formulating the strategic goal of Russia’s develop-
ment, which finds its expression in the state-public
ideology, with a clear designation of the means and
methods to achieve it. Without such an ideology,
Russia cannot fully recover from the traumatic state
(Toshchenko, 2020).

Fourth, social contract is a two-way road, which
implies the existence of feedback between the
government and the people, a constant check of its
effectiveness and efficiency. This means that the
political power not only listens to the people,
but also hears them. The fulfillment of these
requirements was facilitated by the form of
existence of the Soviet government — the soviets
of people’s deputies. This form of coordination of
interests, born during the 1905 revolution, proved
itself during the revolution, during the civil war,
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and then at all stages of socialist construction. Its
effectiveness manifested itself in various forms of
contacts understandable to the people: in addition
to elections, these were regular reports and speeches
by officials, the labor movement, systematic work
with appeals to the authorities, analysis of workers’
letters and, most importantly, mandatory official
reaction to all proposals, signals and criticism
from the field. However, gradually, especially in
the 1950s and 1980s, the functions of the soviets
began to be replaced by the actions of the apparatus
of the CPSU, which contributed to the weakening
of people’s influence on the affairs of society and
the state and, accordingly, the growth of discontent
with state policy. Moreover, the work increasingly
acquired the features of formalism, and was carried
out without proper control from the public.

N.A. Berdyaev writes about how important it is
to listen and hear the people and then act according
to their wishes. Being critical of the October
Revolution, he at the same time saw the essence
of why the people followed the Bolsheviks. “Lenin
could not have carried out his plan of revolution and
seizure of power without a revolution in the soul of
the people. This revolution was so great that the
people, who lived by irrational beliefs and submitted
to irrational fate, suddenly became almost obsessed
with rationalizing their whole life, believed in the
possibility of rationalization without any irrational
residue, believed in the machine instead of God”
(Berdyaev, 2004, pp. 274—275).

The Soviet government demonstrated the ability
to communicate with the people for a long time;
however, during the period of perestroika, the
government was unable to detect significant changes
in people’s consciousness, in understanding their
pressing aspirations.

Thus, the essence of the feedback between the
people and the government is that the state takes
into account main orientations and needs of the
people and on this basis creates the “rules of the
game” — guarantees the conditions for a decent
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existence of the people and ensures their fulfillment.
The people, in turn, agree to the requirements
related to the protection of their identity, rights
and freedoms. At the same time, there is often a
voluntary submission to restrictive laws if people
see that their basic interests and needs are taken
into account or at least taken into consideration and
fulfilled to some extent.

The loss of permanent ties with the people is a
loss of connection with reality and a threat to the
existence of a political regime. It will necessarily
manifest itself in the emergence of points of tension,
which was clearly felt during certain periods
of the USSR’s existence (during the policy of
prodrazverstka, during the years of collectivization,
as well as during perestroika).

The feedback between the authorities and the
people in modern Russia in the early 1990s was
based on radical and outwardly attractive promises.
But huge social costs — rising inequality, falling
living standards, rising unemployment, weakening
of social protection — became apparent, and trust
began to decline.

The inability and unwillingness to take into
account the demands of the population manifested
itself in such conflict situations as the moneta-
rization of benefits (replacement of benefits in kind
with monetary compensation) in 2005, pension
reform initiated in 2019, optimization of education
and healthcare, dismantlement of the former
organization of science since 2013, and other
conflict situations, including in the regions.

One of the indicators for measuring feedback is
trust assessed with the help of opinion polls.
Currently, according to the All-Russian research of
2021-2022, it looks like this: the president,
depending on the branch of economy and culture
(industry, construction, transport, agriculture,
services, healthcare, education, science), is trusted
by 38 to 63% of the population (not trusted by 8.2
to 13%); the government — from 16.5 to 41.2% and
from 14.5 to 28.8%, respectively; the State Duma
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— from 10.7 to 26.8% and from 30.9 to 49.5%
(Intelligentsia..., 2023, pp. 293—296). It is obvious
that such a socio-psychological indicator as trust
is formed on the basis of many circumstances of
people’s lives, but primarily through awareness
of their social status. In other words, the reserves
for strengthening the social contract are still
considerable.

Fifth, social contract also seals such a criterion as
the involvement of the people in the management of the
affairs of society and the state. Moreover, this
characteristic should not be understood literally,
only as the personal participation of each
individual in the activities of management bodies
at various levels of the social organization of society.
Therefore, in addition to direct participation in
the work of governing bodies, in our opinion, it is
worth talking about the possibility of influencing
the decision-making of all governing bodies without
exception. At the same time, it is the awareness of
being part of and the actual involvement in the
management process that makes people themselves
more responsible in their social and working life. In
our opinion, the course of the Soviet government
to attract as many people as possible to the
administration through a wide network of soviets
of people’s deputies (in the early years of Soviet
power — soviets of workers’, soldiers’ and peasants’
deputies) contributed to strengthening mutual
trust. We also note such a way of strengthening
harmony between the people and the state as mass
involvement of the grassroots to (co)participate in
governance. This demand, expressed in Lenin’s
appeal, has so far been actively ridiculed by
representatives of liberal circles and anti-Soviets:
the Bolsheviks recognized (or declared) that “a
cook can run the state”. Although a careful reading
of Lenin’s words suggests that he focused the efforts
of the Soviet government on the need to “teach”
people, including the cook, to participate in the
management of state and public affairs: “We are
not utopians. We know that any worker and any cook
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are not capable of running the state right away...
We demand that the training in the cause of public
administration should be conducted by conscious
workers and soldiers and that it should be started
immediately, i.e. all the working people, all the poor,
should be immediately involved in this training”
(Lenin, 1981, p. 315).

There is a lot of talk about attracting Russians to
various forms and methods of management in
modern Russia. However, as the all-Russian
sociological studies of 2020—2022 show, even with
such a “gentle” formulation: “Can you influence
decision-making?”, mostly negative answers
were received: 90.5% of respondents say that it is
impossible to influence at the state level, 89.3% —
at the level of republican, krai, and regional
authorities, 83.9% — at the city, district level and
57.8% — at the level of an industrial organization
(Toshchenko, 2022, p. 103).

Sixth, social contract implies ensuring consensus
and a balance of interests not only between the people
as a whole and the authorities, but also between the
strata, social communities and groups within any
society that make up this people, in other words, taking
into account the diversity of interests. Moreover, this
consent is intended to be implemented not only at
the political, economic and social levels, but, most
importantly, at the moral and spiritual level, as it is
the most fundamental one, ensuring the true essence
and nature of social contract. Such moral unity
arises in the course of observing and maintaining
trusting relationships that eliminate all attempts at
confrontation, rivalry, prejudice and are built on
the basis of the fundamental value orientations
of the main social forces, the coordination of
which largely depends on the responsibility of the
state authorities. However, this does not mean
that value orientations remain unchanged: the
search for agreement in the whole society and
between its main actors is a constant requirement
for the preservation and maintenance of a social
contract.

Economic and Social Changes: Facts, Trends, Forecast

Finally, it is important to take into account the
interests of territorial, including ethno-national and
confessional, features and their role in strengthening
the social contract at each stage of the country’s
historical development. In this regard, it is relevant
to assert that forgetting the interests of institutional
entities leads to a loss of connection with reality,
contributes to the emergence of tension points
and, as a result, creates a threat to the existence of
the state and its political regime (see, for example,
Uskova et al., 2022).

When interpreting the essence and content of
social contract, it should also be taken into account
that a social contract cannot remain unchanged for
a long time. It is constantly in need of refinement,
reconfiguration in accordance with changing living
conditions. This is evidenced by the development
experience of all countries, including Russia, when
the reference points of the social contract were
changed, clarified or replaced by other criteria. The
demands to ensure the observance of social justice,
the sovereignty of the individual, as well as people’s
confidence in their future and the future of their
children are becoming increasingly important.

Conclusion

Social contract is a unique social pheno-
menon. In modern conditions, it guarantees the
existence of the state, provides an opportunity
to effectively solve economic, political, social,
spiritual and moral problems. The two sides of
social contract — the state and the people — should
ideally be its equal participants, otherwise two
mutually exclusive processes may occur — either
the growth of authoritarianism (totalitarianism),
which leads to the deformation of human
freedoms and rights, or the establishment of
ochlocratic tendencies, which, as a rule, are
used by destructive forces. In modern Russian
reality, the social contract has significant reserves
for its improvement in terms of coordinating
development goals, means of achieving them,
ideological support, establishing regular feedback
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and, finally, effective participation of all social
communities and groups in managing the affairs
of society and the state. However, at present,
solutions to specific state and social problems in a
considerable number of cases represent deformed
processes and phenomena that do not always
embody equal unity, which leads to various forms
of tension reflecting the weakness of the existing
social contract.

An analysis of the content of the social contract
at all stages of Soviet/Russian history shows that its
stability was influenced by the observance of such an
important landmark as justice, because in the public
consciousness, people’s perception of their lives
according to specifically perceived laws of justice
always (often implicitly) retains its value. This was
especially clearly manifested in the people’s idea of
social equality, the possibility of achieving it, or its
partial absence, but for reasons understandable to
most. It is the violation, especially egregious, that
serves as the reason and cause of all the conflicts
that have occurred or are brewing, when real gaps in
the social status of higher and lower communities,
strata and groups have been created or are emerging
in society.

The existence of social contract depends on
whether people have the opportunity to compare
their aspirations and interests with understanding
and acceptance of where the state calls them to go,
and how much they agree with what they need to do
and what to strive for. In this regard, the statement
of A. Tocqueville deserves attention: in all critical
processes of the development of the state, the people
will prefer the achievement of social equality rather
than democracy.

All of the above allows us to conclude that the
concept of “social contract” has never been
formalized as an official document. It is the most
important theoretical and applied construct for
analyzing and explaining the evolutionary or
revolutionary development of the state and/or
society. This concept includes a policy coordinated
with the people to transform the surrounding
socio-economic and political environment,
approved methods and forms of state and political
governance, acceptable ideological impact on
public consciousness. Ultimately, in the process of
implementing the social contract, ideas, beliefs and
actions are formed to achieve the common goals of
the people and the state.
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algorithm that determines the sequence of processing the initial statistical data and bringing them to a
unified form with detailed elaboration necessary for the model. The formation of arrays of initial data
is carried out on the basis of the Federal State Statistics Service of Russia, Federal Customs Service,
Eurostat, U.S. Bureau of Economic Analysis, National Bureau of Statistics of the People’s Republic of
China and the World Bank. To unify the information of these agencies, eleven enlarged industries are
created in the model; each of the industries corresponds to one or more industries or commodity groups.
The target result of applying the algorithm is construction of cross-country tables of industry supplies
of intermediate and investment goods, containing data on trade in Russia, the USA, the EU, China
and the rest of the world. In the course of data processing, we also analyzed the sectoral structure of
international commodity exchange in 2021, which indicates a close relationship between the economies
of the European Union and Russia before the introduction of large-scale sanctions, and relatively low
indicators of commodity exchange between Russia and the United States. An analysis of the dynamics
of trade exchange between Russia and the countries that imposed sanctions restrictions in 2022 showed
that Russia’s imports from the EU countries fell by 38%, and exports in value terms increased by 24%,
which is primarily due to a sharp increase in energy prices. For the United States, the drop in exports and
imports with Russia was 70% and 50%, respectively.

Key words: international commodity exchange, trade wars, economic sanctions, input-output tables,
agent-based model.
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Introduction
With the beginning of the special military integrating data on production, employment and

operation (SMO) in Ukraine, Russia faced the economic relations between countries. Such

imposition of unprecedented financial, trade and
transport sanctions against it (Timofeev, 2022). A
distinctive feature of the West’s sanctions policy
in relation to Russia is the double-edged nature of
the restrictions, not only as a result of retaliatory
measures, but also due to the provoked shortage
of resources on world markets and price shocks
(Afontsev, 2022). Under the circumstances, it
becomes urgent to analyze the impact of the
imposed sanctions and possible strategies for
Russia’s economic development (Belozerov,
Sokolovskaya, 2022; Tenyakov et al., 2022).

An effective tool for solving this problem is
computational economic models that allow
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models are developed most often according to
the methodology of the Global Trade Analysis
Project (GTAP) (Aguiar et al., 2016; Corong et
al., 2017) and include from two to thirty countries
participating in world trade. The most well-
known examples of implementation of the GTAP
methodology are WorldScan model (Bollen,
Rojas-Romagosa, 2018), GLOBE multisectoral
economy model' (McDonald, Thierfelder, 2014)
and MIRAGRODEP model (Bouét, Laborde,
2017). Within the framework of these models, the

! McDonald S., Thierfelder K. (2014). Globe v2:
A SAM based global CGE model using GTAP data. Available
at: http://cgemod.org.uk/globev2 2014.pdf
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USA and China are considered key participating
countries, and EU countries, Canada, Japan and
Mexico may also be considered. WorldScan defines
Russia as a participant in international trade,
but the available publications lack the results of
calculations that would allow us to assess the impact
of the sanctions imposed against it. For this reason,
it becomes necessary to develop model complexes
that consider Russia as a key player in trade wars.
This model, developed by a team of researchers at
the Central Economic Mathematical Institute RAS
with the use of agent-based approach, considers
trade interactions between Russia, the European
Union, China, the USA, and the united rest of the
world (Mashkova, Bakhtizin, 2021; Mashkova,
2023).

The purpose of the work is to analyze the most
recent data on the economies of the countries
participating in the model and trade relations
between them, as well as to assess the imposed
sanctions restrictions in quantitative and sectoral
aspects for the information content of the developed
agent-based model of trade wars.

Much attention has been paid to the analysis of
imports and exports of various sectors of the Russian
economy in recent years; in particular, researchers
assess the dependence of exports of services, high-
tech and agricultural products on the volume of
investments and expenditures on R&D (Lyubimoyv,
2021; Borisov, Pochukaeva, 2021; Altiner et al.,
2022; Derunova et al., 2021); dependence on
equipment imports (Kolpakov, Saenko, 2023;
Golikova, Kuznetsov, 2021) and the effectiveness
of import substitution mechanisms (Partsvaniya,
2022), as well as the implications of restricting grain
exports (Kheifets, Chernova, 2022). Of particular
interest were the prospects for Russia’s exports to
the EU countries in connection with its planned
transition to green energy (Bashmakov, 2022;
Chupina, 2022).

Relatively few more publications consider the
dynamics of Russia’s international trade since the
beginning of the SMO, they are mainly related to
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the changes that have occurred and are expected
in the export of resources (Andreyev, Polbin, 2023;
Gordeeyv, Pyzhev, 2023). The impact of the imposed
sanctions for entrepreneurship is considered in
the work (Egorova, Chepurenko, 2022), and the
need for expanding investments, including public
ones, that emerged as a result of the sanctions, is
investigated in the works (Kuvalin, 2022; Shirov,
2023).

The above works analyze the structure and
dynamics of imports and exports of individual
sectors of the Russian economy, while the
unification of data on cross-industry supplies,
imports and exports of products of various industries
in the countries under consideration presents the
greatest difficulty for the information content
of the trade wars model. The key source of such
data is input-output tables, which are widely used
both for forecasting economic processes within
individual countries (Chernyavsky, 2021; Edinak et
al., 2022) and for the analysis of international trade
(Strizhkova et al., 2022; Vnukov et al., 2023).

The use of input-output tables to form arrays of
initial modeling data is fraught with several
difficulties. First, the industry classifiers used to
form the tables differ across countries, therefore it is
impossible to directly compare industries and goods.
Second, the time periods for which the input-
output tables are presented are also different. Third,
countries reflect the structure of their commodity
exchange to varying degrees. Another task is to
reproduce the economy of the rest of the world
(with the exception of the USA, China, the EU
and Russia), considered in the model as a whole.

In order to harmonize the available information
on international trade, we propose an algorithm
that determines the sequence of bringing the initial
statistical data to a unified form with the degree of
detail necessary for the model. The target result of
the algorithm is cross-country tables of intermediate
and investment industry supplies containing data on
trade in Russia, the USA, the EU, China, and the
rest of the world.
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Practical significance of our research lies
in creating an information base necessary for
the analysis and forecast of the dynamics of
international trade under sanctions restrictions,
taking into account the existing structure and
volumes of import and export flows between
countries. The initial information structured with
the help of the method we propose makes it possible
to model, with a high degree of accuracy, the change
in production volumes when restrictions imposed
by unfriendly countries on trade in various types of
goods.

Scientific novelty of the work lies in the
development of a method for unifying data
on international trade and a way to present the
information obtained in cross-country tables
of industry supplies, reflecting the structure of
commodity exchange between countries in relation
to the sectoral structure of the production needs of
their economies.

Materials and methods

We form initial information arrays for the agent-
based model of trade wars on the basis of data
from official statistical agencies: Federal State
Statistics Service of Russia?, Eurostat?, U.S.
Bureau of Economic Analysis*, National Bureau
of Statistics of China’, and World Bank®. Samples
by key parameters and their uploading in Excel
document format are available for all the countries
under consideration, except for China, since the
National Bureau of Statistics of China publishes
statistical yearbooks in the form of images of the
corresponding pages.

The main source of data on production
relationships are the input-output tables published
for each of the countries represented in the model
(Russia, China, USA), as well as the countries of
the European Union, considered both individually
and as a whole. Also, the input-output tables
provide information on the volume of exports and

Table 1. Comparison of the structure of production, import and export data in different countries

Data type Russia EU USA China
Number of industries in
the input-output model 60 63 4 17
Units of measurement Million rubles Million euro Million USD Million yuan
Detailing the input-output
structure of import Available Available Available Not available
supplies
Detailing the. sectoral Available for a number of Available for all Avallaple f(?r a ngmber 9f
structure of import and L . . countries, including China, .

e countries, including the countries of the o : Not available
export with individual ) . EU countries; not available

. USA, China, EU countries world :

countries for Russia
Commodllty codes Commodity nomenclature | Standard -
representing the structure . . . . Industry structure (similar to .
of import-export with for foreign economic international trade the input-output balance) Not available
of Import-export activities (TN VED) classification (SITC) put-outp
individual countries
Compiled according to: Federal State Statistics Service of Russia, Eurostat, U.S. Bureau of Economic Analysis, National Bureau of
Statistics of China.

Federal State Statistics Service of Russia. Available at: https://rosstat.gov.ru/ (accessed: April 28, 2023).
Eurostat. Available at: https://ec.europa.eu/eurostat (accessed: April 22, 2023).

National Bureau of Statistics of China. Available at:: http://www.stats.gov.cn/english/ (accessed: March 24, 2023).

2
3
4 U.S. Bureau of Economic Analysis. Available at: https://www.bea.gov/ (accessed: April 25, 2023).
5
6

World Bank. Available at: https://www.worldbank.org/en/home (accessed: March 25, 2023).
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imports for each industry. For Russia, the USA,
and the EU, the structure of import cross-industry
supplies is additionally detailed; the National
Bureau of Statistics of China publishes only general
information on the volume of imports of goods for
each industry.

Data from statistical agencies are used to reflect
commodity flows between countries, if they provide
such information (Eurostat and the U.S. Bureau of
Economic Analysis); in Russia, such data are
published by the Federal Customs Service.

Table 1 presents a comparison of the structure of
information on production, import and export
published by official statistical agencies in different
countries.

The classifiers of the European Union and
Russia have a lot in common, while the USA and
China differ significantly from them. Also, the
branches of the model are compared with the
standard international trade classification (SITC)
and the commodity nomenclature for foreign
economic activities (TN VED) to aggregate data
on imports and exports.

Data for 2019 are available for all countries
except China, for which the latest input-output
tables refer to 2017. In order to ensure the use of
the most up-to-date information for all countries,
data on the output and supply of industries are
updated until 2021 using GDP growth coefficients
for the corresponding period.

Countries reflect the structure of commodity
exchange with each other to varying degrees:
China — only the volume of imports and exports by
country, Russia and the USA — the commodity
structure of commodity exchange with individual
countries, and only the EU — with all countries of
the world.

The unification of the presented data on
international trade is carried out within the
framework of an algorithm that determines the
sequence of their processing with the degree of
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detail necessary for the model. The algorithm
includes the following steps:

1. Establishing relationships between different
nomenclatures and the industry structure of the
model. The data in input-output tables are
presented in various industry classifiers in different
countries: 63 industries in the EU countries, 60
industries in Russia, 71 industries in the USA and
17 industries in China.

To unify these data, 11 aggregate industries are
created in the model, each of which corresponds to
one or more industries or commodity groups:
(1) agriculture, food production; (2) mining;
(3) fuel production; (4) public sector; (5) che-
mical production; (6) production of materials;
(7) manufacture of equipment and transport;
(8) light industry; (9) services; (10) trade; (11) con-
struction. Appendix shows an example of brin-
ging various classifiers to the aggregate industry
“Equipment and transport”.

2. Transformation of the most relevant input-
output balance sheets of countries to the base year
of the modeling according to data on the sectoral
structure of GDP. The year 2021, immediately
preceding the introduction of large-scale sanctions
against Russia, was chosen as the base year of
modeling. The most relevant input-output balances
for Russia, the EU, and the USA are presented for
2019, for China — for 2017. Data on the output and
supply of industries are updated until 2021 based
on the GDP growth coefficients of industries in
each country. For Russia, the reduction formula is

as follows:
RU-2021
RU-2021 _ ,.RU-2019 , V& 1
Xij = Xij »aRU—2019 > (1)
L

where i, j — branches of the Russian economy
in the input-output balance; x{t}u—zow — supplies
of industry i for the organization of industry j
according to the input-output balance data for
2019; UalRU_ZO21 and va%w—zow — added value

of industry i in 2019 and 2021, respectively.
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3. Bringing the input-output balances for
countries to the sectoral structure of the model. All
sections of the balance sheet are being transformed:
the first quadrant of cross-industry supplies
(domestic and imported), the second quadrant
of final goods (including export and investment
columns), the third quadrant of conditionally net
goods (wages, amortization and profit).

We should note that during the implementation
of transformations, the system of coefficients
changes: standard coefficients i and j correspon-
ding to the supplier and buyer industries in the
input-output balances of countries are replaced
by coefficients k and I corresponding to the
aggregate supplier and buyer industries in the
model, while each aggregate industry includes one
or more source industries. Thus, the values in the
first quadrant of the transformed balance have a
set of indices kI, in the second quadrant — k, in the
third quadrant — [.

For the first quadrant, the reduction formula is
as follows:

()

Xpr = Ni=1 271:1 Xij »

where k — aggregate industry in the model,
including a number of economic branches j = 1, n;
| — aggregate industry in the model, including a
number of economic branches j = 1,m; x,, —
supplies of the organization of aggregate industry
k for the organization of aggregate industry [; x; i
supplies of industry i for the organization of industry
j according to the data of the input-output model.

The reduction of matrix of import cross-
industry supplies imp,, is conducted in a similar way.

Let us look at the reduction in the second
quadrant using the example of the export column:

)

where k — aggregate industry in the model,

— n
expy = Xi—1 exp;,

which includes a number of economic sectors
j=1,n; exp, — export of goods of aggregate
industry k; exp, — exports of goods of industry i.

Economic and Social Changes: Facts, Trends, Forecast

Volume 16, Issue 3, 2023

We show the reduction in the third quadrant
using the example of the value-added line:

— m
va; = YL, va;, 4)

where | — aggregate industry in the model,
which includes a number of economic sectors
j=1,m; va, — added value of aggregate industry
l; va; — added value of industry j.

4. Compiling a table of investment supplies.
Due to the fact that the second quadrant of the
input-output balance is just a common column of
investment dom_inv,, reflecting the volume of
production of industries and used as the means of
production, the estimation of the distribution of
these investments carried out in their industries
will be conducted with the use of the data on the
amortization allocations in the context of producing
industries:

dom_invy; = dom_inv, * d_amort;, (5)

where dom_inv, — volume of investment of
aggregate industry [ in the means of production
produced by industry k; dom_inv, — volume of
production of aggregate industry k used as a means
of production; d_amort, — share of amortization
allocations of aggregate industry [ in the total
amount of amortization allocations in the country.

Having fulfilled step 4, we obtain a square
matrix of investment supplies of organizations that
coincides in structure with the first quadrant of
cross-industry supplies. Similarly, we obtain a
matrix of imports of investment products according
to the original column imp_inv,.

5. Distribution of import and export flows of
industries between trading partner countries and the
rest of the world. For each country c,, the following
actions are performed in the model:

5.1. If there is data on the commodity structure
of import-export by partner countries, then:

5.1.1.
information coincides with the sectoral structure of

If the structure of the available

the input-output balance, then the reduction

59



Analyzing the Industry Structure and Dynamics of Commodity Exchange between Russia, China, the USA...

formulas from paragraph 3 are used; otherwise
(the information is presented in the context of
commodity groups) the following reduction

formulas are used:
h—Cm _ n n—Cm
expy, = Lt=1€Xp; »  (6)

where k — aggregate industry in the model,
which includes a number of commodity groups
t=1,n; exp,i”_cm — export of goods of aggregate
industry k from country c, to country c,,; exp; —
export of goods of industry i country ¢, to country
Cpp-

Ch=Cm

h—Cm _ \yn
t=1tMpP; >

imp,

(7

where k — aggregate industry in the model,

including a number of commodity groups t = 1, n;
imp;"_cm — import of goods of aggregate industry
k to country c, from country c,,; imp,— import of
goods of industry i to country ¢, from country c,,.

5.1.2. Converting the data on trade flows into
the currency of partner countries by changing the
flow directions accordingly:

. Cm—C Cn—C¢
imp,™ ™" =exp,t ™

* CurrencyRaten=m,
(3)
where imp,im_cn — import of goods of aggre-
gate industry k in country c,, from country c,;

h=Cm

exp,,
industry k from country c¢, to country c,;

CurrencyRate“n™“m — exchange rate of the cur-

— export of goods of aggregate

rency of country c, to the currency of country c,,.
ex Cm—Cn __ Cn—Cm C R Cn—Cm
Pk = imp, * CurrencyRate , (9)

where exp,im_cn — export of goods of aggregate

n~Cm _

industry k from country c,, to country c,;; imp ,i
import of goods of aggregate industry k in country
¢, from country c_; CurrencyRaten ‘m
exchange rate of the currency of country c, to the
currency of country c,,, .

Otherwise (if the necessary data for the country
are not available), the data on the sectoral structure
of imports and exports obtained as a result of
processing the data on partner countries are used.
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5.2. Calculating import-export volumes with
the rest of the world (RW):

- Ch—Cm

imp," " = impt — Y3 imp ™, (10)

— import of goods of aggre-
gate industry k in country c, from the rest of the

. cn—RW
where imp,"

world; imp,i" — total import of goods of aggregate
industry k in country c_; anzlimp,i”_cm

import of goods of aggregate industry k in country

c, from three countries c,, represented in the
model.

- — Cn 3 h—Cm
= expy — Yim=1 expy

, (11)

C
exp,"

where exp,i"_RW — export of goods of aggregate
industry k from country c, to the rest of the world;
exp;" — total export of aggregate industry k from
country c,; Zf’n=1 exp,in_cm — export of goods
of aggregate industry k from country c, to three
countries c,, represented in the model.

5.3. Converting data on trade flows into the
currency of rest of the world (US dollars) by

changing the flow directions accordingly:

imp,fw_cn = exp,i"_RW * CurrencyRaterRW (12)

. RW-c
where imp,~ ™

— import of goods of
aggregate industry k in the countries of rest of the
world from country c,; exp,i"_RW — export of goods
of aggregate industry k from country ¢, to the rest of
the world; CurrencyRate» RW _ exchange rate
of the currency of country c, to the currency of the

rest of the world.

-R

exp,fW_C" = imp" " « CurrencyRate RV (13)

where exp,fw_cn — export of goods of aggregate
industry k from the rest of the world to country c,;
. cn—RW .
imp, — import of goods of aggregate
industry k in country ¢, from the rest of the world;
CurrencyRate» ®W _ exchange rate of the
currency of country ¢, to the currency of the rest

of the world.
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Table 2. Structure of the cross-country table of industry supplies

Supplier Russia EU USA China Rest of the world
Quntry Industr
Buyer y 1 2 | ... |11 ] 1 2 1111 ]2 M"nlit1 |2 |...|11}1{2].. |1
country
Russia 1 Import of the rest
2 EU imports from U.S. import from | China’s import from | of the world from
CIS inside Russia Russia / Russia’s Russia / Russia’s Russia / Russia’s Russia / Russia’s
1 exports to the EU export to the USA export to China export to the rest of
the world
EU 1 Import the rest of the
9 Russia’s import from U.S. import from the | China’s import from world from the EU /
the EU/ EU exportto | CIS inside the EU EU/EU exportto |the EU/EU export to
: . EU export to the rest
Russia the USA China
11 of the world
USA 1
9 Russia’s import EU import from the China’s import l?;]zo\zlt)flfdt?::);ﬁthgf
from the USA/U.S. | USA/U.S. exportto | CIS inside the USA | from the USA/U.S.
export to Russia the EU export to China USA/US. export to
1 P P the rest of the world
China 1
9 Russia’s import EU import from U.S. import from ter;pvf/)trJtrl(c)jfftrZ?'nre()Sr:izg
from China/ China’s China/ China’s China / China’s CIS inside China -
export to Russia export to the EU export to the USA / China’s export to
11 P P P the rest of the world
Rest of the | 1 Russia’s import from | EU import from the | U.S. import from the | China’s import from
world 2 the rest of the world | rest of the world / rest of the world / | the rest of the world | CIS inside the rest of
/ export of the rest of | export of the rest of | export of the rest of |/ export of the rest of the world
11 the world to Russia | the world to the EU | the world to the USA | the world to China
Source: own compilation.

5.4. Calculating the share of partner countries in
the import of country c, by industry:

. n—Cm
Cpn—Cm __ UMDy

d_imp, (14)

imp,i" ’

where d_imp;“_cm
the import of aggregate industry k in country c,;
imp,i”_c
industry k in country ¢, from country c,; imp,in —

— share of country c,, in

m  — import of goods of aggregate

total import of goods of aggregate industry k in
country c,,.

5.5. Calculating import volumes of cross-
industry supplies by customer sector, commodity
group and supplier country:

Ch—=Cm

imp,» "™ = imp,} * d_imp, , (15)

where imp,i’;_cm — import of the goods of
aggregate buyer industry k from country c, at
supplier industry [ from country c,,; imp,i? — total
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import of the goods of integrated buyer industry k
from country c, at supplier industry [; d_implc n=om _
share of country c,, in the import of aggregate
industry [ in country c,,.

The calculated volumes of import cross-industry
supplies (CIS) by customer sector, commodity
group and supplier country are entered in the
general cross-country table of industry supplies
(Tab. 2). The cells in the cross-country table of
industry supplies are grouped into quadrants —
square matrices for 11 industries, so each quadrant
consists of 121 cells. The quadrants on the main
diagonal correspond to the first quadrants of
domestic intermediate supplies of input-output
balances of the respective countries, reduced to the
sectoral structure of the model. The quadrants in
one row, except for the main diagonal, reflect the
export of intermediate and final goods from the
country in the corresponding row to other countries.
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The quadrants in one column, except for main
diagonal, reflect imports of intermediate and final
goods to the country from other countries.

A table similar in structure is built for domestic
and international supplies of investment products.

6. Reducing trade flows between countries in
the table of international input-output balance to
the units of base prices. For the reduction, we use a
base price of one US dollar, the exchange rates
of national currencies to the US dollar and the
coefficient of additional trade margin, which we
assume to be equal to 1.2 for developed countries
(USA and EU) and 1 for developing countries
(Russia, China, and the rest of the world). The
reduction formula is as follows:

Unifying(]oefficientcc: = (16)

= CurrencyRatev~YSP /PriceCoef ficient®s,

where UnifyingCoef ficient;’ — coefficient
of reduction to standard values in the quadrant
of buyer country ¢, and supplier country c;
CurrencyRate»~USP — exchange rate of country
c, to USD; PriceCoef ficient — coefficient of
additional trade margin of supplier country c..

Step 1 of the algorithm (comparing industry
classifiers of countries with the industry structure
of the model) is performed for all countries simul-
taneously at the beginning of data processing.
Further, for each country, in accordance with the
algorithm, the input-output balance for 2019 (2017
for China) is reduced to 2021 based on data on
the country’s GDP, imports and exports for 2021
according to formula (1) (step 2). Then the updated
balance sheet is brought to the industry structure of
the model according to formulas (2)—(4) (step 3),
and a table of investment supplies is compiled
according to formula (6) (step 4).

Since information about the import and export
of countries is presented with varying degrees of
detail, the further procedure for processing
according to the described algorithm is important.
The most detailed data on international trade are

62

Volume 16, Issue 3, 2023

presented for the EU, so they are converted first. In
step 5.1, formulas (6) and (7) are used, commodity
groups t are SITC classifiers. The data obtained are
converted to the currency of the partner countries
and serve as the initial calculations for them
(formulas (8) and (9)). Data on imports and exports
with the rest of the world are formed according to
formulas (10)—(13), then the shares of partner
countries in imports are calculated according to
formula (14) and the volume of import cross-
industry supplies in the context of supplier countries
are calculated according to formula (15).

The transformation of data for Russia is a
general case of the algorithm, since one part of the
import and export data is obtained from previous
calculations for the EU, and the other (for trade
turnover with the USA and China) is based on
the original Russian data converted according to
formulas (6) and (7); commodity groups t are TN
VED classifiers. The sequence of data processing for
Russia is shown in the Figure.

For the USA, the data on trade turnover with
the EU and Russia are received as pre-calculated,
and the data on trade with China are converted from
the initial ones according to formula (3), since the
information on imports and exports is presented in
an industry structure similar to the input-output
balance.

In the calculations for China, all information
about the sectoral structure of trade turnover with
partner countries is transmitted from the calcu-
lations carried out for the EU, Russia and the USA,
the output is only data on imports and exports with
the rest of the world (formulas (10)—(13)).

GDP of the rest of the world is calculated based
on World Bank data as the difference between global
GDP (94 trillion USD in 2021) and GDP of the
countries considered in the model (55.4 trillion
USD). We consider the sectoral structure of the
economy of the rest of the world and the coefficients
of inter-industry supplies to be similar to these
parameters for the Chinese economy, which is
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Sequence of processing the data on production and trade in Russia

. -Ru—-2019, . Ru=2019 . RU—2019, 4 RU=2019,
- - X simpyy ; exp; ;amort; H .
RpFultng:lgr?g; Y Py Pi ] - Transformation to the RF
> i _
for 2019 dom_invRe=291%; imp_inyRe-2019 < input-output balance for 2021
~Ru-2021. -+ RuU=2021.
Xij H amor tj -
y Ru-2021 impf=202; | dom_inpRu-2021,
Industry structure of i expfu=2021; | jrpy ipyRu=2021
Russia’s GDP in 2021 ' v !
Reducing the RF input-output
— balance to the industry structure of
imp!gu—ZO?.l;L,xplau—zou the model
Russia’s imports- ‘
exports in 2021 impfu-USA; gxpRu-Usa, dominty;
: Ru=Ch. ,....RU=Ch . imp_invy;
rmp, 1 exp, H Xk
i i Py Ykt amort;
imp, x
. P ki
Red.uEmE Russia’s |dmphqrts exphorts expy Calculating the volume of supplies
‘with the USA and China to the of investment products
industry structure of the model
I'”lpgu-U,\'A_ m‘pf""”““"
hnp;?u—cl!, L,xpﬁrr-(.'fl,
v * !'IXPEKA—H:J; L,'ijl:_t"\'A—R(l;
impRu-EU. culating i | Transformation of data on imports impghRY expCh-Re,
:IH‘”' b Calcu gﬁnﬁ |mport—fexhp0rt V?dume and exports to the USA and China in .
exp with the rest of the wor the currencies of these countries
n“pfl!—RW’, ‘_,xr]i:’ll-RW
v ¢
Calculating the shares of partner Transformation of data on imports impRW —RU, gy pRW=-RU
o e and exports to the rest of the world : AL ¥
countries in Russia’s imports g
in US dollars
d_impR=EY; d_impf-Ysa; d_impRu=Ch; d_impfu-RW
v v
Calculating the volumes Calculating the volume . )
of import supplies of import supplies of investment | tmp_tnv,
of intermediate goods by sector products by sector and supplier
and supplier country country
imp =Y impgt~ US4, imp_invf=EY; imp_invfi-UsA;
impfi=Ch impRu-RW, i imp_inv =t imp_invR-RW,
A - - dom_invy,
L Filling in Russia’s column in CTISIG Filling in Russia’s column in CTISIP |« M

Cross-country table of industry supplies Cross-country table of industry supplies
of intermediate goods

of investment products

Source: own compilation.
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the largest among developing countries. Based on
these data, the input-output balance of the united
rest of the world is built in the industry structure of
the model, and data on imports and exports with
the countries represented in the model come from
previous calculations.

Upon completion of calculations for individual
countries and the rest of the world as a whole, the
obtained data on intermediate and investment
supplies are entered into the corresponding columns
of the cross-country table of industry supplies of
intermediate goods (CTISIG) and the cross-
country table of industry supplies of investment
products (CTISIP), which are then reduced to base
prices in US dollars according to formula (16).

Results and discussion

As the first result, let us consider the analysis of
the industry structure of international commodity
exchange in 2021, carried out in steps 5.1—5.4 of
the presented algorithm. 7Table 3 shows data on
the sectoral structure of EU imports and exports
to Russia, the USA, China, and the rest of the
world. The initial information for calculations is

presented on the Eurostat website in the SITC
commodity nomenclature. When comparing the
SITC nomenclature with the industry structure of
the model, a number of nuances should be taken
into account. First, groups 6 and 8 are presented
in the Eurostat tables as a pair, and the shares of
countries in imports and exports are considered the
same for the corresponding aggregate industries (for
example, Russia’s share in EU exports of materials
(sector 6) and light industry products (sector 8) is
3.9%. However, the application of this approach in
the subsequent comparison of Eurostat data with
data from other countries may reveal contradictions,
for example, the estimated volume of exports to
one country may exceed the total volume of exports
for a certain industry, which requires additional
mutual adjustments of the shares of countries.
Thus, as a result of adjustments to EU import data,
Russia’s share in sector 6 was 8.6%, and in sector
8 —0.7%. No discrepancies were found for the USA
and China, and the share of these countries in the
import of sectors 6 and 8 are equal (7.3% for China
and 31.1% for the USA).

Table 3. Sectoral structure of EU imports and exports with partner countries and the rest of the world in 2021

EU exports EU imports
# Aggregate industry Total, Share of countries in exports, % Total, Share of countries in imports, %
in the model bgllljrc;n Russia | USA | China t:ee\?vto?{d b;llljlrcz)n Russia | USA | china ﬂiea}oﬁd
y Agriculture, food
production 175.5 33| 123 8.6 75.8 117.1 1.8 5.6 4.1 88.5
2 | Mining 70.8 3.7 9.6 15.6 711 106 59.3 | 11.0 35 26.2
3 | Fuel production 104.2 0.8 12.6 1.4 85.2 385.8 12.2 8.6 0.3 789
4 | Public sector 0.5 15| 207 7.3 57.0 3.4 06 | 13.6 3.7 82.1
5 Chemical
production 456.2 44| 253 7.2 63.1 270.7 25| 213 12.7 63.5
6 Production of
materials 288 39| 175 8.8 69.8 220.5 8.6 7.3 311 53.0
Manufacture of
7 | equipment and
transport 831.5 47 | 176 14.0 63.7 671.8 03] 12.0 39.3 48.4
8 | Light industry 208.6 39| 175 8.8 69.8 304.5 0.7 7.3 311 60.9
9 | Services 35.2 32| 270 7.3 68.8 9.3 66.3 | 27.2 3.7 2.8
10 | Trade 10.2 0.7 0 7.3 71.3 28.2 48.5 57 3.7 421
11 | Construction 0.5 29.9 0 7.3 421 1.3 48.6 0 3.7 47.7
Total, billion euro 21811 89.3 | 399.7 | 223.6 1468.5 21184 | 1625 | 232.6 | 472.8 1250.5
Source: own compilation.
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Second, the industry classification in the model
is more detailed in relation to the public sector and
the service sector. Four branches of the model
(public sector, trade, services, industry) are not
reflected in the SITC nomenclature, and their share
in imports (exports) is defined as the difference
between total imports (exports) and the amount
of imports (exports) in real sector industries. The
shares of countries in imports and exports for
these four industries are also considered the same,
except for adjustments caused by contradictions
in the processing of the data from other countries.
So, for the European Union, it was necessary to
adjust Russia’s shares and reset the U.S. share in the
export of trade and construction services, since for
the USA, imports of these industries are indicated
in statistics as zero.

There was also a discrepancy between the SITC
classifiers and the industry structure of Russia’s
exports in terms of minerals and fuels. Oil and
gas in the Russian classifiers fall into aggregate
industry 2, and industry 3 contains only refined
products; in the SITC classifier, oil and gas fall
into group 3 (mineral fuel), which corresponds

to aggregate industry 3. Therefore, the flow of oil
and gas exports from Russia was divided between
sectors 2 and 3 in such a ratio that allowed avoiding
contradictions in the volume of trade exchange
between the countries and Russia’s total exports.

As a result of these adjustments, Russia’s share
in EU imports of minerals in 2021 amounted to
about 60%, most of which accounted for oil and gas.
Also, fuel (12.2%) and materials (8.6%) occupied
significant shares in EU imports from Russia, while
in other industries, including agriculture, the shares
did not exceed 2.5%. Thus, the EU dependence
on Russia was limited to the sphere of oil and
gas resources, but in this area it was extremely
profound. In technological industries, China (more
than 30% in the production of materials and light
industry, almost 40% in equipment and transport)
and the USA (21% in chemical production, 12%
in equipment and transport) are more significant
suppliers to the EU.

Data on the sectoral structure of Russia’s
imports and exports to the European Union, the
USA, China, and the rest of the world are presented
in Table 4. The adjusted Eurostat data were used as

Table 4. Industry structure of Russia’s imports and exports with partner countries and the rest of the world in 2021

RF exports RF imports
# Aggregate industry Total, Share of countries in exports, % Total, Share of countries in imports, %
in the model billion . Rest of billion . Rest of
rubles EU USA | China the world rubles EU USA | China the world
Agriculture, food
1 | production 22241 8.3 0.4 9.3 82.0 2610.3 | 19.3 1.3 4.2 75.2
2 | Mining 10245.3 534 3.2 18.1 25.3 4445 | 51.2 1 1.7 46.1
3 | Fuel production 5476.6 75.0 3.3 17.3 4.4 3421 | 202 1.2 1.6 77.0
4 | Public sector 21.3 8.4 3.6 0 88.0 422 | 143 4.1 25.7 55.9
5 | Chemical production 3347 17.6 4.1 6.6 7 3940.9 | 44.3 6.6 14.9 34.2
Production of
6 | materials 6470.3 25.5 5.4 8.9 60.2 19129 | 51.6 2.8 23.6 22,0
Manufacture of
equipment and
7 | transport 2388.2 71 2.3 9.0 81.6 9592.5 | 35.4 5.1 33 26,5
8 | Light industry 268.6 68.2 1.7 0.6 29.5 2280.8 | 31.3 0.8 454 22,5
9 | Services 3886.7 13.7 3.9 16.8 65.6 3672.5 2.3 41 25.7 67,9
10 | Trade 2880.8 413 0 16.8 41.9 146 | 41.3 | 10.0 25.7 23,0
11 | Construction 4221 12.6 0 16.8 70.6 507.2 2.4 1.0 25.7 70,9
Total, billion rubles 37631 | 14132 | 1211 | 5232 17056 25360 | 7754 | 1019 | 6458 10129
Source: own compilation.
Economic and Social Changes: Facts, Trends, Forecast Volume 16, Issue 3, 2023 65



Analyzing the Industry Structure and Dynamics of Commodity Exchange between Russia, China, the USA...

initial data on the industry structure of trade with
the European Union, and data from the Federal
Customs Service of Russia were used for trade
with the United States and China. Additional
adjustments at this step were required by data on
trade exchange with the United States in industries
4,6,8,9,10,11.

In the structure of Russia’s imports in 2021,
there is a strong dependence on the EU in terms of
supplies of materials (51.6%), chemical products
(44.3%), equipment and transport (35.4%) and light
industry (31.3%), as well as services in the field of
exploration and mining (51.2%), i.e. practically in
all high-tech areas. The second place in imports
was occupied by China with shares in the listed
industries from 15% to 33%, while the share of the
United States was from 1% to 6%.

The European Union also played a leading role
in Russia’s exports; the volume of product supplies
to European countries was almost three times higher
than supplies to China (14 trillion rubles compared
to 5 trillion rubles), and almost equaled the total
supplies to the rest of the world (17 trillion rubles).

Table 5 shows data on the sectoral structure of
U.S. imports and exports to the European Union,
Russia, China, and the rest of the world. The data
processed above by Eurostat and the Federal
Customs Service of Russia were used as the
initial data on the sectoral structure of trade with
the European Union and Russia, data from the
U.S. Bureau of Economic Analysis were used to
analyze the sectoral structure of trade with China.
No additional adjustments were required at this
step, since data on U.S. imports and exports with
individual countries are published in an industry
structure compatible with the aggregate model
industries without loss of accuracy.

Of the countries considered in the model, the
most significant trading partners for the United
States are China and the EU countries, but their
total share in exports is about 20%, and in imports —
about 30%, which indicates a high degree of
diversification of U.S. trade relations.

The sectoral structure of China’s imports and
exports to the European Union, Russia, the USA,
and the rest of the world is calculated on the basis of

Table 5. Industry structure of U.S. imports and exports with partner countries and the rest of the world in 2021

U.S. exports U.S. imports
4 Aggre%ate ingu;stry in Total, Share of countries in exports, % Total, Share of countries in imports, %
e mece e | Eu | RE | china estof "o | Eu | e | china st of

1 Agriculture, food

production 179.5 43| 03 11.0 84.4 1883 | 135 | 0.1 2.0 84.4
2 | Mining 131.1 10.6 0 6.5 82.9 153.2 53| 29 3.0 88.8
3 | Fuel production 132.8 29.5 0 7.0 63.5 .7 21.7 34 .06 68.9
4 | Public sector 6.4 85| 04 0 911 7.5 15| 0.1 0 98.4
5 | Chemical production 2782 | 245 | 13 7.0 67.2 4208 | 325 | 04 10.0 571
6 Production of

materials 1308 | 146 | 0.6 6.8 78.0 2676 | 223 | 18 10.0 65.9

Manufacture of
7 | equipment and

transport 526.4 | 18.1 1.3 7.2 73.4 11377 | 152 | 041 17.0 67.7
8 | Light industry 638 | 413 | 04 4.0 54.3 3432 | 126 0 24.0 63.4
9 | Services 609.3 05| 03 4.8 94.4 265.0 33| 08 5.8 90.1
10 | Trade 25| 768 | 08 0 22.4 0 0 0 0 0
11 | Construction 0.1 0| 68.3 0 31.7 0 0 0 0 0

Total, billion USD 2060.9 | 2753 | 13.9 | 1357 1636 2854.9 | 4705 | 16.5 | 372.6 1995.3
Source: own compilation.
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Table 6. Sectoral structure of China’s imports and exports with partner countries and the rest of the world in 2021

China’s exports China’s imports
) Aggregate Total Share of countries in exports, % Total Share of countries in imports, %
# '”d”ﬁ% o the billion Restof | billion Rest of
yuan FU RF USA the world yuan FU RF USA the world
1 Agriculture, food
production 633.9 57 1.5 3.8 89.0 1381.6 8.3 1.3 9.1 81.3
2 | Mining 64.6 439 1.0 454 9.7 2710.3 3.1 6.0 2.0 88.9
3 | Fuel production 887.7 0.9 0.1 3.1 95.9 11021 1.0 7.5 5.4 86.1
4 | Public sector 304.4 0.3 0.3 0 99.4 - - - - -
5 Chemical
production 1270.0 20.5 4.0 21.2 54.3 1219.6 20.4 1.6 | 10.2 67.8
6 Production of
materials 1345.9 38.6 2.9 12.7 458 1031.4 18.5 49 5.5 711
Manufacture of
7 | equipment and
transport 9377.6 21.3 2.9 13.2 62.6 6362.5 13.8 0.3 3.8 82.1
8 | Light industry 4099.3 17.5 2.2 12.8 67.5 905.6 15.3 0 1.8 82.9
9 | Services 773.0 0.3 10.6 12.6 76.5 1868.1 1.0 30| 100 86.0
10 | Trade 2864.3 0.3 0 0 25.2 721.0 56 | 421 0 0
11 | Construction 109.4 0.3 10.4 0 62.0 67.9 0.3 6.2 0 0
Total, billion yuan 21730.0 | 3576.2 | 561.5 | 2380.8 15211.5 17370 | 1691.1 | 454.9 | 866.9 143571
Source: own compilation.

the data processed above by Eurostat, the Federal
Customs Service of Russia and the U.S. Bureau
of Economic Analysis; the calculation results are
presented in 7able 6. China’s trade relations, like
those of the USA, are quite diversified: countries
not considered in the model account for 60—90% of
exports and 70—80% of imports of most industries.

The second result of the work carried out is the
formation of cross-country tables of industry
supplies of intermediate and final goods (based on
information from the first quadrants, columns of
exports and final goods of input-output balances
of individual countries) and investment products
(based on columns of exports and investments from
the second quadrants).

The initial data of the countries’ input-output
balances were processed in accordance with steps
1—4 of the algorithm proposed in the article and
brought to the form of cross-country tables of
industry supplies using the data presented above
on the shares of countries in the import and export
of industries (step 5.5). To load the data into the
model, the tables are reduced to the base prices

Economic and Social Changes: Facts, Trends, Forecast
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in US dollars (step 6). The dimension of each of
the tables is 3,025 cells (square matrix 55*55). A
fragment of the table obtained as a result of the
calculations, reflecting the supply of intermediate
and final goods between Russia and the EU, as well
as supplies within these countries, is presented in
Table 7.

The first quadrant represents cross-industry
supplies of domestic goods in the Russian economy,
the second — Russia’s exports to the EU (EU
imports from Russia), the third — Russia’s imports
from the EU (EU exports to Russia), the fourth —
cross-industry supplies of domestic products in the
EU economy (in accordance with the proposed
structure of the cross-country table of industry
supplies presented in Table 3).

To forecast the dynamics of international trade,
it is necessary to assess the scale of the sanctions
imposed on goods of various industries by the EU
and the United States. To solve this problem, data
on the volume of imports and exports with Russia
published by Eurostat and quarterly data from the
U.S. Bureau of Economic Analysis were used.
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Table 8. Dynamics of commodity exchange between the EU and Russia in 2022 relative to the values of 2021

SITC EU imports from Russia, million euro EU exports to Russia, million euro
2021 2022 dynamics, % 2021 2022 dynamics, %

Food, beverages and tobacco 21231 2402.9 13.2 5781.6 5770 -0.2
Crude materials 7273.7 - - 2617.3 - -
Mineral fuels 104005.9 148151.3 42.4 789.7 485.4 -38.5
Chemicals 6796.7 7114.8 47 20012.9 18235.5 -8.9
Other materials and goods 21046.8 18496.2 -12.1 19538.7 11876.1 -39.2
Machinery and transport equipment 1953.4 1277.8 -34.6 39437.5 16117.8 -59.1
Other groups 20447.0 - - 1015.0 - -
Total imports/exports 163646.6 203578.7 24.4 89192.7 55161.8 -38.2
Source: own compilation.

Since Eurostat publishes data on international
trade in the context of commodity groups, it is
possible to estimate the dynamics of EU imports
and exports with Russia for each of them (7Tab. §).
The exception is the SITC 2+4 commodity group,
representing minerals, for which the details of
turnover with Russia are no longer published on
the Eurostat website (the data for 2021 presented
in Table 8 were uploaded in November 2022; this
information was unavailable when accessed in
March 2023). The lack of data for group 2+4 also
makes it impossible to estimate the volume of trade
for other groups of goods, which is defined as the
difference between the total volume of imports
(exports) and the amount of imports (exports) for
the selected groups.

According to the data in Table 8, Russia’s
imports from EU countries fell by 38%, the most
significant drop in industry 7 (equipment and
transport) — 59%. There are noticeable changes in
the import of materials and light industry products
(39%), while the import of agricultural and food
products remained virtually unchanged. Changes
in Russia’s exports to the EU in 2022 are of even
greater interest. Despite the unprecedented number
of sanctions imposed, exports to the EU increased
by 24%, while fuel exports (industry 3) increased
by 42%. This indicates that with the reduction
of energy supplies in physical terms, buyers from
the EU paid much more for them in value terms.
If we estimate a 50% decrease in physical energy
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supplies relative to 2021, then Eurostat data indicate
an actual price increase of 3 times (more accurate
figures will be available after the publication of
expanded data on Russia’s international trade
for 2022). At the same time, exports of high-tech
products to the EU decreased by 34% in equipment
and transport, and by 12% in materials and light
industry products.

Due to the fact that at the time of writing this
article, the Federal State Statistics Service and the
Federal Customs Service have not yet published
data on Russia’s trade with the United States in
2022, it is necessary to rely on data from the U.S.
Bureau of Economic Analysis to assess its dynamics
(Tab. 9). The data are published quarterly, which
allows for a more detailed assessment of the pace
of changes compared to annual reports; however,
data on U.S. trade with Russia are not detailed by
industry, so only the dynamics of total imports and
exports will be evaluated.

Changes in trade relations between Russia and
the United States are more predictable than with
the European Union, but here, too, the decline in
U.S. exports to Russia is more significant (70%)
than the decline in imports from Russia (51%).
We can also note that exports to Russia decrea-
sed almost instantly in the second quarter
of 2022, while imports gradually decreased
by 51% in the second quarter, by 84% in the
third quarter, and then partially recovered
in the fourth quarter of 2022.
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Table 9. The dynamics of commodity exchange between the United States

and Russia in 2022 relative to the values of 2021

Indicator Year Period
| quarter Il quarter Il quarter IV quarter Total for the year
U.S. imports from Russia, 2021 6219 7918 8390 7111 29638
million USD 2022 7285 3872 1340 1966 14463
Import dynamics in 2022
relative to 2021, % 171 511 -84.0 124 -512
U.S. exports to Russia, 2021 1477 1780 1588 1621 6466
million USD 2022 1035 293 287 303 1918
Export dynamics in 2022
elative to 2021, % -29.9 -83.5 -81.9 -81.3 -70.3
Source: own compilation.

In general, we can conclude that as a result of
the sanctions imposed, the EU countries were the
most affected; they not only faced a shortage of
energy carriers in 2022, but also paid a higher price
for fewer of them than for the full volume of supplies
in the previous year. Thus, Russia’s revenues from
energy exports to Europe turned out to be high
in the end, and the greatest difficulties were the
substitution of imports of materials, machinery and
equipment previously supplied from the EU in a
significant volume. For the United States, on the
contrary, the costs of severing trade ties with Russia
turned out to be relatively small, since the volume
of imports and exports with Russia is less than 1%
for them.

Conclusion

In this paper, the goal was to analyze the
available data on trade relations between Russia,
China, the EU, the USA, and the rest of the world
and bring them to a unified form for uploading to an
agent-based model of trade wars. In order to achieve
this goal, the following objectives were addressed:

1. The structures of industry and commodity
nomenclatures in various countries were analyzed
and a scheme for their unification in 11 aggregate
branches of the model was proposed.

2. An algorithm was proposed that determines
the sequence of processing the initial statistical data
to the form necessary for their loading into the
model.
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3. The data of the input-output tables for
various countries were updated to the values of 2021
based on information on GDP, imports and exports,
and reduced to the industry structure of the model.

4. Data on imports and exports of countries
were reduced to the industry structure of the model
and detailed in the context of partner countries
using the proposed algorithm. In the process of
solving this problem, an analysis of the sectoral
structure of international commodity exchange
in 2021 was also carried out, which showed a high
level of interconnection between the economies
of the European Union and Russia before the
introduction of large-scale sanctions, and relatively
low indicators of commodity exchange between
Russia and the United States.

5. The structure of cross-country tables of
industry supplies was proposed; based on the data
obtained, tables were formed reflecting the flows of
intermediate and investment products both within
and between the participating countries of the
model.

6. The analysis of the dynamics of trade
exchange between Russia and the countries that
imposed sanctions restrictions was carried out, which
showed that Russia’s imports from the EU countries
fell by 38%, and exports increased by 24%, in
particular fuel exports — by 42%. These data are
presented in value terms and under the conditions of
the imposed sanctions indicate a significant increase
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in prices (about 200%) with a halving of supplies in
kind. With regard to the trade exchange between
Russia and the United States after the imposition of
sanctions, we can note that the decrease in imports to
Russia amounted to 70%, and exports — about 50%.

The obtained data sets were used to carry out
calculations with the help of an agent-based model
of trade wars, in which the dynamics of trade
relations in a three-year period under various
scenarios of state investment policy were studied.
The results of the experiments are presented in
the paper (Mashkova, 2023) and show that the
degree of impact of investments on the economy is

directly proportional to the severity of the sanctions
imposed, and while maintaining the imposed trade
restrictions, the implementation of large-scale
investment programs can accelerate economic
recovery by an average of 0.5% of GDP per year.
The further experimental research plan includes
an assessment of the sensitivity of the economic
systems of various countries to the restructuring
of world trade relations, in particular, the speed of
recovery of the economies of the countries involved
in the conflict, taking into account their ability to
replace the resources and goods that have fallen
under the restrictions.

References

Afontsev S.A. (2022). Political paradoxes of economic sanctions. Zhurnal Novoi ekonomicheskoi assotsiatsii=Journal
of the New Economic Association, 3(55), 193—198. DOI: 10.31737/2221

Aguiar A., Narayanan B., McDougall R. (2016). An overview of the GTAP 9 data base. Journal of Global Economic
Analysis, 1, 181-208. DOI: https://doi.org/10.21642/JGEA.010103AF

Altiner A., Bozkurt E., Topcuoglu O. (2022). The impact of R&D expenditures on high-tech product exports.
Ekonomicheskie i sotsial’nye peremeny: fakty, tendentsii, prognoz=FEconomic and Social Changes: Facts, Trends,
Forecast, 15(5), 153—169. DOI: 10.15838/esc.2022.5.83.8 (in Russian).

Andreyev M.Yu., Polbin A.V. (2023). Macroeconomic effects of the expected future decline in oil revenues for the
Russian economy under capital control. Voprosy ekonomiki, 4, 5—28. Available at: https://doi.org/10.32609/0042-

8736-2023-4-5-28 (in Russian).

Bashmakov I.A. (2022). CBAM and Russian export. Voprosy ekonomiki, 1, 90—109. DOI: https://doi.
org/10.32609/0042-8736-2022-1-90-109 (in Russian).

Belozerov S.A., Sokolovskaya E.V. (2022). The game-theoretic approach to modeling the conflict of interests: The
economic sanctions. Terra Economicus, 20(1), 65—80. DOI: 10.18522/2073-6606-2022-20-1-65-80 (in Russian).

Bollen J., Rojas-Romagosa H. (2018). Trade Wars: Economic Impacts of US Tariff Increases and Retaliation: An
International Perspective. CPB Background Document. CPB Netherlands Bureau for Economic Policy Analysis.
Available https://www.cpb.nl/sites/default/files/omnidownload/CPB-Background-Document-November2018-
Trade-Wars-update.pdf

Borisov V.N., Pochukaeva O.V. (2021). Analysis and forecast of competitiveness of Russian investment equipment
in the foreign markets. Ekonomicheskie i sotsial’nye peremeny: fakty, tendentsii, prognoz=Economic and Social
Changes: Facts, Trends, Forecast, 14(2), 43—58. DOI: 10.15838/esc.2021.2.74.3 (in Russian).

Bouét A., Laborde D. (2017). US Trade Wars with Emerging Countries in the 21st Century. Make America and Its
Partners Lose Again. IFPRI Discussion Paper. Available at: http://ebrary.ifpri.org/cdm/ref/collection/
p15738coll2/id/131368.

Cherniavsky A.V., Chepel A.A. National and regional type 1 and II input-output multipliers: Analysis of calculation
methods. Voprosy ekonomiki, 4, 32—57. Available at: https://doi.org/10.32609/0042-8736-2021-4-32-57 (in
Russian).

Chupina D.A. (2022). Impact of the Green Deal on copper imports from Russia to the EU. Voprosy ekonomiki, 1,
110—125. Available at: https://doi.org/10.32609/0042-8736-2022-1-110-125 (in Russian).

Corong E., Hertel T., McDougall R. et al. (2017). The standard GTAP model, version 7. Journal of Global Economic
Analysis 2, 1—-119. DOI: https://doi.org/10.21642/JGEA.030101AF

Economic and Social Changes: Facts, Trends, Forecast Volume 16, Issue 3, 2023 71



Analyzing the Industry Structure and Dynamics of Commodity Exchange between Russia, China, the USA...

Derunova E.A., Vasilchenko M.Ya., Shabanov V.L. (2021). Assessing the impact of innovation and investment activity
on the formation of an export-oriented agricultural economy. Ekonomicheskie i sotsial’nye peremeny: fakty,
tendentsii, prognoz=FEconomic and Social Changes: Facts, Trends, Forecast, 14(5), 100—115. DOI: 10.15838/
esc.2021.5.77.6 (in Russian).

Edinak E.A., Sayapova A.R., Shirov A.A. (2022). Endogenization of household consumption in the expanded input-
output model. Problemy prognozirovaniya=Studies on Russian Economic Development, 1(190), 6—18. DOI:
10.47711/0868-6351-190-6-18 (in Russian).

Egorova A.I., Chepurenko A.Yu. (2022). Factors of the resilience of small businesses under external shocks in Russia
(based on the longitudinal study data). Rossiiskii zhurnal menedzhmenta=Russian Management Journal, 20(2),
172—197. Available at: https://doi.org/10.21638/spbu18.2022.202 (in Russian).

Golikova V.V., Kuznetsov B.V. (2021). Strategies of Russian industrial enterprises’ importing behavior under
economic sanctions. Voprosy ekonomiki, 7, 89—106. Available at: https://doi.org/10.32609/0042-8736-2021-7-
89-106 (in Russian).

Gordeev R.V,, Pyzhev A.1. (2023). The timber industry in Russia under sanctions: Losses and opportunities. Voprosy
ekonomiki, 4, 45—66. Available at: https://doi.org/10.32609/0042-8736-2023-4-45-66 (in Russian).

Kheifets B.A., Chernova V.Yu. (2022). Effects of export control policy on food security: The case of the grain market
in Russia. Problemy prognozirovaniya=Studies on Russian Economic Development, 2(191), 131—141. DOI:
10.47711/0868-6351-191-131-141 (in Russian).

Kolpakov A.Yu., Saenko V.V. (2023). Analysis of Russia’s energy sector dependence on imported equipment on the
basis of public data. Problemy prognozirovaniya=Studies on Russian Economic Development, 1(196), 144—155.
DOI: 10.47711/0868-6351-196-144-155 (in Russian).

Kuvalin D.B. (2022). Russian economy under tough external sanctions: Problems, risks and opportunities.
Ekonomicheskie i sotsial’nye peremeny: fakty, tendentsii, prognoz=Economic and Social Changes: Facts, Trends,
Forecast, 15(6), 79—93. DOI: 10.15838/esc.2022.6.84.4 (in Russian).

Lyubimov 1. (2021). Services export in developing economies. Ekonomicheskaya politika=FEconomic Policy, 16(5),
76—95. DOI: 10.18288,/1994-5124-2021-5-76-95 (in Russian).

Mashkova A., Bakhtizin A. (2021). Assessment of impact of trade wars on production and exports of the Russian
Federation using the agent-based model. Advances in Systems Science and Applications, 21(4), 100—114.

Mashkova A.L. (2023). Dynamics of investments in Russia under the conditions of sanction restrictions: Forecast
based on an agent-based model. Biznes-informatika=Business Informatics, 17(1), 18—36. DOI: 10.17323/2587-
814X.2023.1.18.36 (in Russian).

Partsvaniya V.R. (2022). The import substitution trap in the realities of the automotive industry. Problemy
prognozirovaniya=Studies on Russian Economic Development, 2(191), 119—130. DOI: 10.47711/0868-6351-
191-119-130 (in Russian).

Shirov A.A. (2023). Development of the Russian economy in the medium term: risks and opportunities. Problemy
prognozirovaniya=Studies on Russian Economic Development, 2(197), 6—17. DOI: 10.47711/0868-6351-197-6-
17 (In Russian).

Strizhkova L.A., Islamova G.R., Kashirskaya. S.I. (2022). Intercountry input-output table of the Eurasian Economic
Union as a component of the tools for analysis and forecasting of its economy. Problemy prognozirovaniya=Studies
on Russian Economic Development, 2(191), 17—34 (in Russian).

Tenyakov I.M., Khubiev K.A., Epshtein D.B., Zazdravnykh A.V. (2022). Stagnation in Russia in geopolitical and
economic contexts: New alternatives. Terra Economicus, 20(2), 40—58. DOI: 10.18522/2073-6606-2022-20-2-
40-58 (in Russian).

Timofeev I.N. (2022). Policy of sanctions against Russia: Newest stage. Zhurnal Novoi ekonomicheskoi
assotsiatsii=Journal of the New Economic Association, 3(55), 198—206. DOI: 10.31737/2221-2264-2022-55-3-
11 (in Russian).

Vnukov [LA., Moiseev N.A., Sokerin P.O. (2023). Evaluation of the effects from various ways of import substitution
“input-output” method: Evidence from the Russian Federation. Ekonomika i matematicheskie metody, 59(1),
30—47. Available at: https://emm.jes.su/s042473880024869-4-1/; DOI: 10.31857/S042473880024869-4 (in
Russian).

72 Volume 16, Issue 3, 2023 Economic and Social Changes: Facts, Trends, Forecast



THEORETICAL AND METHODOLOGICAL ISSUES

Mashkova A.L., Bakhtizin A.R.

Appendix. Comparison of industry and commaodity classifiers of different countries

offal

and related service
activities

and tobacco

Aggregate industry o ) Industries Industries in the Industries in
in the mode/ Industries in Russia TN VED in the EU SITC USA China
(1) Agriculture, Crop production, Live animals Agriculture, Food and live Agriculture, Agriculture,
food production animal husbandry, hunting and animals forestry, fishing, forestry &
hunting and provision related service and hunting fishery
of services in these activities
areas
Forestry and logging Meat and edible meat | Forestry, logging Beverages Food manufacturing | Food products

and tobacco

Fishing and fish
farming

Fish and crustaceans,
mollusks

Fishing, fish
farming and
related activities

Animal and
vegetable oils
and fats

Beverage
manufacturing

Manufacture of food,
beverages, tobacco
products

Dairy products;
poultry eggs; natural
honey

Manufacture of
food products and
beverages

Tobacco product
manufacturing

Products of animal
origin

Manufacture of
tobacco products

Live trees and other
plants

Vegetables and
edible roots

Edible fruits and nuts

Coffee, tea, mate,
spices

Cereals

Products of the
milling and cereal
industry

Oilseeds and fruits;
other seeds, fruits
and grains

Shellac; gums,
resins, vegetable
juices and extracts

Plant materials for
the manufacture of
wicker products

Fats and oils of
animal or vegetable
origin

Finished products
from meat, fish or
crustaceans

Sugar and sugar
confectionery

Cocoa and its
products

Finished products
from cereals, flour,
starch or milk

Processed products
of vegetables, fruits,
nuts

Miscellaneous food
products

Alcoholic and non-
alcoholic beverages
and vinegar
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Continuation of Appendix

Aggregate industry - ) Industries Industries in the Industries in
in the mode/ Industries in Russia TN VED in the EU SITC USA China
Residues and waste
from the food
industry; ready-made
animal feed
Tobacco and
industrial tobacco
substitutes
(2) Mining Mining Salt; sulfur; earth Mining of coal and | Crude 0Oil and gas Mining
and stone; lime and lignite; extraction materials, extraction
cement of peat inedible,
except fuels
Ores, slag and ash Extraction of crude | Mineral fuels, Mining, except oil
petroleum and lubricants and gas
natural gas; and related
materials
Mining of uranium Support activities
and thorium ores for mining
Mining of metal
ores
Other mining and
quarrying
(3) Fuel Production of coke Mineral fuel, oil and Manufacture of Mineral fuels, Petroleum and coal | Manufacture of
production and petroleum products of their coke, refined lubricants products coke, refined
products distillation petroleum and related petroleum
products and materials products
nuclear fuel
(4) Public sector Public administration | - Public Commodities Federal general Public

and military security,
social security

administration
and defence;
compulsory social

and
transactions
not classified

government
(defense)

administration
and defence;
social security

security elsewhere in
Education Education the SITC Federal general Education
government
(nondefense)
Health care activities 85 Health and State and local Health and
social work government social work
educational services
Residential care State and local
activities government
hospitals and health
services
(5) Chemical Manufacture of Products of Manufacture of Chemicals Chemical products Manufacture
production chemicals and inorganic chemistry; chemicals and and related of non-metallic
chemical products compounds of rare chemical products | products mineral

earth metals

Production of
medicines and
materials

Organic chemical
compounds

Manufacture of
rubber and plastic
products

Manufacture of

Pharmaceutical

Manufacture of

rubber and plastic products other non-metallic
products mineral products
Production of other Fertilizers

non-metallic mineral
products

products

Plastics and rubber
products

Nonmetallic mineral
products

Extracts; dyes,
pigments; paints and
varnishes

Essential oils and
rubbers; cosmetics
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Continuation of Appendix

Wood processing and

Copper and its

Manufacture of

manufacture of wood | products textiles

and cork products

Production of paper Nickel and its Manufacture
and paper products products of wood and of

products of wood
and cork,

Printing and copying
of media

Aluminum and its
products

Manufacture of
pulp, paper and
paper products

Lead and its products

Publishing,
printing and
reproduction of
recorded media

Aggregate industry . ) Industries Industries in the Industries in
in the mode/ Industries in Russia TN VED in the EU SITC USA China
Soap, detergents
Explosives
Photo and film
products
Other chemical
products
Plastics and products
made of them
Rubber and products
made of it
(6) Production of Metallurgical Ferrous metals Manufacture of Manufactured | Primary metals Manufacture
materials production basic metals goods of basic metals
classified and fabricated
chiefly by metal products
Production of Ferrous metal Manufacture of material Fabricated metal Manufacture
finished metal products fabricated metal products of wood
products, except products, except and paper
machinery and machinery and products;
equipment equipment publishing and
printing

Textile mills and
textile product mills

Wood products

Paper products

Printing and related
support activities

Zinc and its products

Tin and its products

Other base metals;
cermets

Raw hides and
tanned leather

Natural and artificial
fur

Wood and products
made from it

Cork and its products

Paper and cardboard;
products made of
them

Silk, wool, cotton

Chemical fibers and
filaments

Cotton woaol, felt;
twine, ropes

Lace; tapestries

Knitted fabrics
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Continuation of Appendix

Agaregate nAUSITY | 1o n Russia ™ VED Industies sme | Industriesinthe | - Indusiries n
(7) Manufacture Manufacture of Nuclear reactors, Manufacture of Machinery Machinery Manufacture
of equipment and computers, electronic | boilers, equipment machinery and and transport of machinery
transport and optical products and mechanical equipment n.e.c. equipment and equipment,
devices; parts thereof transport
Manufacture of Electrical machines Manufacture of Computer and
electrical equipment and equipment, their | office machinery electronic products
parts, etc. and computers
Manufacture of Railway locomotives Manufacture Electrical
machinery and or tram motor cars, of electrical equipment,
equipment not rolling stock and machinery and appliances, and
included in other parts thereof, etc. apparatus n.e.c. components
groupings
Manufacture of motor | Means of land Manufacture Medical equipment
vehicles, trailers and transport, except of radio, and supplies
semi-trailers railway, their parts television and manufacturing
and accessories communication
equipment and
apparatus
Manufacture of Vessels, boats and Manufacture of Motor vehicles,
other vehicles and floating structures medical, precision bodies and trailers,
equipment and optical and parts
instruments,
watches and
clocks
Optical, Manufacture of Other transportation
photographic, motor vehicles, equipment
measuring, medical trailers and semi-
instruments and trailers
apparatus; their parts
and accessories
Watches of all kinds Manufacture of
and their parts other transport
equipment
(8) Light industry Manufacture of Leather goods; travel | Manufacture Miscellaneous | Furniture and Other
furniture and other accessories, bags of furniture; manufactured | related products manufactured
finished products manufacturing articles products
n.e.c.
Manufacture of Products made of Recycling Other Manufacture
textiles, clothing, straw, alpha; basket miscellaneous of textiles,
leather and related products and wicker manufacturing wearing
products products apparel,
leather,
footwear

Printed books,
newspapers,
reproductions and
other products of the
printing industry

Manufacture of
wearing apparel;
dressing and
dyeing of fur

Carpets and other
textile floor coverings

Tanning and
dressing

of leather;
manufacture of
luggage, handbags

Apparel and leather
and allied products

Clothing items

Other finished textile
products

Shoes, gaiters

Hats

Umbrellas, sun
umbrellas, walking
sticks
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Continuation of Appendix

transport activities

Water transport
activities

Air and space
transport activities

Warehousing and
auxiliary transport
activities

Postal
communication and
courier activities

Financial and
insurance activities

Real estate
transactions

transport via
pipelines

Water transport

Air transport

Supporting
transport
activities; activities
of travel agencies

Post and telecom-
munications

Financial
intermediation,
except insurance
and pension
funding

Insurance and
pension funding,
except compulsory
social security

warehousing

Aggregate industry . ) Industries Industries in the Industries in
in the mode/ Industries in Russia TN VED in the EU SITC USA China
Products made of
stone, gypsum,
cement, ashestos,
mica
Ceramic products
Glass and its
products
Pearls, precious
stones, coins; jewelry
Musical instruments
Furniture; bedding;
lamps
Toys, games and
sports equipment
Various finished
products
Works of art
(9) Services Provision of Electricity, gas, Commodities Electric power Electricity,
electric energy, steam and hot and transacti- | generation, gas and water
gas and steam; air water supply ons not clas- transmission, and supply
conditioning sified elsew- distribution
Water intake, Collection, here in the Accommodation Hotels and
purification and purification and SITe restaurants
distribution distribution of
water
Activities of hotels Hotels and Food services and
and catering restaurants drinking places
establishments
Land and pipeline Land transport; Transportation and transport,

storage and
post

Broadcasting and
telecommunications

Information
Transmission,
software and

and food services

information
technology
Finance and Finance
insurance
Real estate and Real Estate
rental and leasing
Data processing, Research
internet and technical
publishing, and services
other information
services
Professional and Leasing and
business services business
services
Arts, entertainment, | Management
recreation, of water
accommaodation, conservancy,

environment
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Continuation of Appendix

Aggregate industry - ) Industries Industries in the Industries in
in the mode/ Industries in Russia TN VED in the EU SITC USA China
Rent and leasing Activities auxiliary Information Culture,
to financial (publishing, motion | sports and
intermediation pictures) entertainment
Telecommunications Real estate Other services, Repair and
activities activities except government other services
Computer software Renting of
development machinery and
equipment without
operator and of
personal goods
Activities in the field Computer and
of architecture and related activities
engineering design
Research and Research and
development development
Advertising activities Other business
and market research activities
Other professional, Sewage and
scientific and refuse disposal,
technical activities; sanitation and
veterinary activities similar activities
Employment and Activities of
recruitment activities membership
organizations
n.e.c.
Activities of travel Recreational,
agencies cultural and
sporting activities
Security and Other service
maintenance activities
activities for
buildings and
territories
Activities in the
field of law and
accounting
Waste water
collection and
treatment; waste
collection, treatment
and disposal
Activities of
nongovernmental
organizations
Activities in the field
of creativity, art
and entertainment
organization
Activities in the field
of sports, recreation
and entertainment
Publishing activity
Production of
movies; activities
in the field of
television and radio
broadcasting
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End of Appendix
Aggregate industry . ) Industries Industries in the Industries in
in the mode/ Industries in Russia TN VED in the EU SITC USA China
Repair of computers,
personal items and
household goods
Activities for the
provision of other
personal services
(10) Trade Wholesale and Sale, maintenance | Commodities Wholesale trade Wholesale and
retail trade in and repair of and retail trade
motor vehicles and motor vehicles and | transactions
motorcycles and their motorcycles; retail | not classified
repair sale of automotive | elsewhere in
fuel the SITC
Wholesale trade, Wholesale trade Retail trade
except wholesale and commission
trade in motor ) trade, except of
vehicles and motor vehicles and
motorcycles motorcycles
Retail trade, except Retail trade,
retail trade in except of motor
motor vehicles and vehicles and
motorcycles motorcycles;
repair of personal
and household
goods
(11) Construction Construction Construction Commodities Construction Construction
and
) transactions
not classified
elsewhere in
the SITC
Source: own compilation.
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Introduction

In 2022, Russia launched a special military
operation in Ukraine, which became a catalyst for
the deglobalization of the world economy. These
events have made many previously hidden processes
more explicit and almost visually observable. This
new round of geopolitical confrontation exposed
the fact that the model of Western institutions
was not as effective as it had been commonly
believed. At the same time, it turned out that
alternative institutional models, for example, in
China, Iran and Russia, turned out to be quite
workable and competitive compared to their
Western counterparts. These new events and
phenomena have raised at least three important
and theoretically significant questions, to which no
exhaustive answers have been given so far.

The first — geopolitical — aspect is connected
with a need for a comprehensive explanation of the
periodical change of the world capital accumulation
center (WCAC). So far, the institutional foundations
of capital accumulation cycles have not found
adequate consideration in the literature. At the
same time, it is clear that the very change of one
leading state to another is associated with a drop in
institutional effectiveness in the former to a certain
critical level, when the former leader can no longer
maintain its privileged position. Elaborating on the
subject, we can say that we need to understand why
the world economic superiority of the Netherlands
in the 18th century was replaced by the imperial rule
of Great Britain at the end of the 19th century, and
this, in turn, was succeeded by the quasi-imperial
hegemony of the USA in the 20th century; similarly,
we need to understand why today, at the beginning
of the 21st century, the old the leader — the United
States — is losing its geopolitical positions and
ceding them to China.

82

Volume 16, Issue 3, 2023

The second — macroeconomic — aspect requires
an understanding of the periodic decline in the
efficiency of state institutions in various countries
and regions without reference to capital
accumulation cycles. For example, we still do not
have clear answers to the question about the nature
of the phenomenon of “decline of the West”, which
is now being fully manifested. We have no theory
explaining the reversal in the development of Japan,
which, after several decades of economic miracle in
the 1990s, witnessed an equally long period with a
regime closely resembling depression. The third —
microeconomic — aspect covers local phenomena
within different countries and is associated with the
search for an answer to the question why certain
progressive institutions cease to be such over time.
Why, for example, has Lomonosov Moscow State
University (MSU), working superbly in the Soviet
Union, lost its effectiveness in modern Russia? Or,
for example, why has the “melting pot” of European
culture and the United States ceased to fulfill its
role in relation to current migrants? Or, finally,
why is the institution of ordinary schools losing its
effectiveness everywhere?

The listed issues have quite obvious specifics:
they require disclosure of the mechanism of
institutional degradation. While earlier the attention
of researchers was mainly focused on the ascending
line of societal development, then at present we
propose to focus on the downward trend, without
which a complete picture of social evolution cannot
be obtained. The purpose of the article is to find
answers to the above three groups of questions. The
major idea of the analysis is the premise regarding
the presence of an inseparable mutual connection of
the processes of institution building and economic
growth.

Economic and Social Changes: Facts, Trends, Forecast



THEORETICAL AND METHODOLOGICAL ISSUES

Balatsky E.V.

A brief overview of institutional issues

The purpose of this section does not consist in
providing an exhaustive overview of institutional
topics, but rather to outline those milestones that
lead us to the need to take a new step in its
development. In this regard, we will indicate only
some fundamental ideas to proceed from.

As part of the microeconomic direction we find
it necessary to indicate the works devoted to
institutional traps — inefficient, but stable
institutions. A set of works in this area (Polterovich,
1999; Polterovich, 2001; Polterovich, 2007) has
demonstrated that when certain conditions arise
in the system, there emerge completely different
institutional configurations that lower the level
of its institutional effectiveness. Subsequently,
these conclusions were extended to the market of
production technologies and equivalent properties
were established for technological traps — inefficient
but stable technological paradigms (Balatsky, 2003;
Balatsky, 2012); moreover, it was shown that under
unsuccessful initial conditions, even within the
framework of mixed institutional and technological
strategies, a less effective alternative may prevail
(Balatsky, 2005). The research in this direction has
produced a simple model explaining the role of
intensive economic growth for the destruction of
institutional and technological traps. At the same
time, the issue concerning the interdependence of
economic conditions and institutions at any given
time has not been fully resolved.

The macroeconomic direction goes back to the
works of D. North, who emphasized the universality
of market institutions and the system of impersonal
exchange (North, 1997; North, 2010). Subsequently,
these ideas were supplemented by considering the
phenomenon of alienation and its implications for
human mental health (Balatsky, 2011; Fromm,
2005; Jung, 2010). Further development of North’s
ideas led to the birth of the concepts of institutional
trajectory, which is understood as the trajectory of
changes in institutions over time, as well as final and
intermediate (auxiliary) institutions (Polterovich,
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2006a; Polterovich, 2006b). These concepts helped
to realize and thoroughly explain the fact that
effective institutional trajectories must take into
account restrictions of various kinds; otherwise,
the goal in the form of a certain final institution
will not be achieved — the final institution may
be significantly distorted in comparison with its
designed standard. These ideas found their refined
expression in the principle of consistency, according
to which the pace of economic growth depends not
only on the effectiveness of technologies, institutions
and culture, but also on the degree of consistency
of achievements in these areas (Balatsky, 2021b;
Balatsky, Yurevich, 2022). Nevertheless, the reverse
effect of economic growth on the combination of
factors that determine it remained outside the area
of the consistency principle.

The deepening of ideas about the nature of
institutions allowed us to formulate an important
thesis for quantitative research: institutions them-
selves do not possess any immanent effectiveness,
but acquire it only as a result of coupling with
specific economic, technological and cultural
realities; if institutions are understood as social
technologies, then their effectiveness, as well as
that of production technologies, depends on who
uses them and how, and what kind of material they
“process” (Balatsky, Ekimova, 2019). Implicitly
following this logic, institutional bestsellers of
D. Acemoglu and J. Robinson consider the mecha-
nism of building effective economic and political
institutions in the process of competition between
the elites (state) and the masses (population)
(Acemoglu, Robinson, 2015; Acemoglu, Robinson,
2021); similar conclusions were drawn even earlier
by D. North and co-authors in a slightly different
terminology and with a different meaningful
connotation (North et al., 2011; North et al.,
2012). However, Acemoglu and Robinson’s focus
on the progressive evolution of institutions did
not allow them to reveal a reverse process — the
involution (degradation) of institutional systems.
In this context, D. Zolo’s concept of complexity
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was an important addition to the above ideas.
Zolo, which is based on the dialectical nature of
the political process (Zolo, 2010). According to the
new interpretation, politics is a delicate balancing
of polar values — personal security and freedom,
protection of the political regime and maintenance
of social diversity, effective governance and respect
for human rights. Consequently, democracy consists
in ensuring a reasonable balance between these
polar values, whereas the narrow interpretation
of democracy as a specific form of elections,
representative government and the organization
of institutions of power no longer reflects the full
depth of this concept. Zolo’s idea of the dialectical
nature of the political process echoes North’s idea
of the dual nature of institutions (North, 2010). The
simplest model of the political process using the
curve of freedom and the curve of security gives an
equilibrium (intersection of the curves), which is
interpreted as a state of democracy; evolutionary
shocks of complexity shift the initial security curve
to the origin of the coordinates, which means the
destruction of democratic institutions and transition
to authoritarian regimes (Balatsky, 2013). Thus,
the outcome is that the complication of the social
world leads to the destruction of original democratic
institutions. However, within the framework of
this direction, the idea of economic growth was
not explicitly reflected and has remained on the
sidelines of the main issues.

Another line in the macroeconomic direction is
connected with an idea concerning the destructive
impact of institutional reforms on human capital;
the idea immediately received a symmetrical
formulation for the technology factor (Balatsky,
2021a). In this case, progress in the efficiency of
institutions and technologies leads to the destruction
of the workforce efficiency, which can turn into a
paradox of reforms, when visible improvements
in two groups of factors can provoke an economic
downturn. However, the mutual influence in this
scheme is limited only by the factors of economic
growth, while growth itself does not affect them.
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In the framework of the geopolitical direction,
attention should be paid to G. Arrighi’s theory of
cycles of capital accumulation (Arrighi, 2006),
which reveals the logic of the WCAC moving in
time and space. The theory of Arrighi’s cycles was
empirically developed in the recent work by R. Dalio
on the cycles of the world order (Dalio, 2023), which
considers generalized indices of wealth and power
for different countries; as it turned out, Dalio’s
cycles of the world order for the Netherlands, Great
Britain and the USA correspond to Arrighi’s cycles
of capital accumulation and can be used to clarify
their chronology. In the Russian tradition, there are
substantial works on modeling the security function
of different countries, which made it possible to
carry out a historical reconstruction of the security
dynamics of the Roman Empire, including the
Roman Republic, the Russian Empire, including
the USSR and the Russian Federation, as well as
such imperial entities as Great Britain, the United
States, China (Shumov, 2015; Shumov, 2016).
However, in all these works, civilizational cycles
were stated and empirically confirmed, but they
were not given a systematic explanation, including
why at a certain point in time some economic
variables of the WCAC begin to deteriorate.

Thus, today an almost complete picture of the
mechanism of economic growth is observed;
moreover, these new ideas are very far apart from
classical theories. Further, we will supplement the
picture with missing elements to ensure final clarity
of the phenomenon under consideration.

General hypothesis

The main point, which we will continue to
proceed from, is that any institutional system is
created either for an existing social system or for a one
that is planned to be built. In this sense, any
institutions are a secondary phenomenon, which is a
kind of ritual and legal form, which is then filled with
a certain social content. The social entity (system) is
constantly evolving, while its institutional shell is
more inert and stable. Moreover, the institutions
themselves are introduced for the purpose of
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ensuring the stability of society by setting the rules
of conduct for each of its members and functional
subsystems; otherwise, the order is violated and a
war of all against all begins. For this reason alone,
changes in society and institutions cannot be fully
synchronized, which gives rise to constant efforts by
politicians and the state bureaucracy to bring them
into mutual compliance. The degree of conformity
or nonconformity of the content (social structure,
material base and worldview) of society to its form
(institutions) determines the level of effectiveness of
the institutions themselves.

Let us make a reservation right away that by the
content of the social system we mean the totality of
its elements, system connections, culture and
technology, with the exception of institutions —
formal and informal'.

What has been said entails an extremely
important conclusion: institutions themselves
cannot be good or bad, effective or ineffective; they
become so depending on the level of development
of society, development of its institutional support,
their correspondence to each other and the
adequacy of the method of their mutual coupling.
This understanding of the process is shared by
D. Acemoglu and J. Robinson, who claim that
“without society’s vigilance, constitutions and
guarantees are not worth much more than the
parchment they are written on”. (Acemoglu,
Robinson, 2021, p. 12). We agree with their ideas
regarding the values of society: “Liberty cannot be
engineered and its fate cannot be ensured by a clever
system of checks and balances. It takes society’s
mobilization, vigilance, and assertiveness to make
it work. We need all that running!” (Acemoglu,
Robinson, 2021, p. 109). Thus, in order to build
an effective state system, it is necessary to properly
combine institutions and culture.

' Informal institutions and culture overlap in many ways
and it is difficult to separate them from each other, but in this
case traditions (informal institutions) can be excluded from
culture to ensure the convenience of analytical constructions
(Barsukova, 2021).
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The following theoretical premise, necessary for
further analytical constructions, can be formulated
as follows: the level of social development is
proportional to the scale of national production. In
other words, the volume of GDP acts as the main
evolutionary feature. Granted, the development of
society is not limited to the growth of production
and is not equivalent to it; however, it does not
exist outside of its scrupulous accounting. All
modern practice of macroeconomic research
and measurements shows that no historical
comparisons are possible without taking into
account GDP, its dynamics and structure. Thus,
the stage of development of society can somehow
be approximated by the value of GDP.

Combining the two formulated provisions allows
us to take the next logical step: the construction of
institutions always reflects the needs corresponding to
either the current or designed (future) level of
development of society and national production. In
this case, it is assumed that institution building
is a creative act compressed in time, after which
the institutions created remain stable for a long
time, while national production and economy
continue their evolution. Such an “escape” of the
economy from the original institutions leads to an
increase in mismatch between them and generates
a natural decrease in the quality (efficiency) of
institutions. In the case of sustained economic
growth, such a process becomes system-wide and
causes institutional erosion. Here and further,
institutional erosion will be understood as a
historically conditioned decrease in the effectiveness
of institutions due to the growing gap in the scale of
the current and initial (projected) scale of national
production.

The above allows us to formulate the general
hypothesis of our research: institutional erosion
manifested in a decline in the quality (efficiency) of
institutions is predetermined by the phenomenon of
economic growth, due to which the social system is
constantly growing and becoming more complex,
requiring institutional support of a different kind. This

85



Institutional Erosion and Economic Growth

premise postulates the direct impact of economic
growth on the quality of institutions. As far as we
know, this idea has never been put forward explicitly
before. This provision will be considered in more
detail below.

We cannot but mention the ideas of K. Marx
in the context of his law of correspondence of
productive forces to the relations of production
(Marx, Engels, 1960). In fact, Marx, using a
slightly different terminology and expressing a
slightly different connotation, asserts a thesis that
coincides with our hypothesis. In his interpretation,
productive forces, whose proxy variable can be
economic growth, are constantly developing
and eventually outgrow the original production
relations, which are, essentially, institutions. If
there is too much discrepancy between one and
the other, a revolutionary replacement of outdated
relations (institutions) should take place. However,
Marx does not consider the evolutionary process of
gradual erosion of institutions due to the “dispersal”
of productive forces and production relations as
such; he speaks mainly about the final stage of
accumulated structural inconsistency. We can say
that Marx focused on rare and discrete updates
of the institutional system, whereas the general
hypothesis focused on permanent and continuous
ones. Nevertheless, taking into account these
reservations, the general hypothesis formulated
above appeared almost explicitly in Marx’ works.

The phenomenon of complexity of the system:
economic growth and the principle of consistency

To restore the entire chain of cause-and-effect
relationships arising from the general hypothesis, let
us first consider the relationship between the scale
of production and the level of complexity of the
social system. To do this, we will assume that
each current value of GDP (Y) corresponds to a
certain level of complexity (¥) of the social
system: ¥ = W(Y). Then the initial (projected)
level of development of the social system, when
the existing institutions in the country were being
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formed, corresponds to the level ¥ *. In the process
of social development and economic growth, an
institutional error accumulates in the form of
accumulated risks (€2) caused by the inconsistency
of the institutional needs and capabilities of the
state (AY): Q = Q[AY(Y,Y *)], where

AY = ¥ — | (1)

In this case, we follow North’s ideas that the
world is developing by shifting risks from the
physical world to the social world (North, 2010).
The knowledge accumulated by humankind leads
to the emergence of new technology and the growth
of power over the physical world, thereby reducing
the uncertainty of the physical environment,
but such shifts cause the complication of the
social environment, which becomes a source of
completely new, social uncertainty (North, 2010,
p. 38). These challenges require the introduction
of institutions that should be increasingly effective.
Moreover, this happens by occasionally “shaking
up” old institutions and replacing them with new
ones (Balatsky, 2011). Thus, we are talking about the
fact that institutions have remained stable for a long
time, but after the accumulated problems have been
acknowledged, the institutions are discretely and
significantly adjusted through large-scale reforms.

When introducing the risk function Q = Q(AY)
into consideration, we follow the tradition of Zolo,
who argued that time leads to the complication of
the social system, which automatically increases a
variety of social risks (Zolo, 2010). At this point,
the viewpoints of North and Zolo are organically
combined, creating the basis for further theoretical
constructions. Thus, a final cycle at the level of
content is as follows: economic development (Y1)
leads to the increasing complexity of the social
system (¥'1), which in turn gives rise to additional
risks in institutional subsystem (1) and eventually
causes institutional erosion (I}):

Al ~ —Q[A¥(Y, Y], Q)

where I — institutional effectiveness (quality).
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In this case, dependence (2) is a formalization
of the general hypothesis about institutional
erosion. At the same time, it expands the scope of
the consistency principle: if, in the traditional
interpretation, inconsistency in the level of deve-
lopment of macrofactors constrains economic
growth (Balatsky, Yurevich, 2022), then in case
(2) inconsistency in the needs and availability of
certain institutions leads to a deterioration in the
efficiency of existing institutions. Such an extension
of the basic methodological principle is not only
quite natural, but also quite fruitful, allowing
the direct and reverse negative connections to be
combined in the social system, thereby ensuring
the completeness of the picture of historical
dynamics.

Approximation (2) requires at least two
explanations. First, in formula (1), the discrepancy
in complexity is taken modulo, which can be
expressed in other ways. For example, we can
use the quadratic dependence: A¥Y = (Y-Y *)2.
It does not matter; the main thing is that the
potential for institutional tension arises both with
the complication and simplification of the social
system relative to existing institutions. In this case,
formula (1) reflects the principle of symmetry of
institutional problems, which are the same both in
the progress and degradation of the economy. This
is extremely important for further constructions,
because it takes into account the return movements
of the system in historical segments. Second, the
approximation of the level of complexity of the
system is monoparametric, and this parameter is
GDP: ¥ = ¥(Y). Of course, in reality, complexity
is a multiparametric phenomenon, but we use
only one value so as to simplify the constructions.
Theoretically, the complexity of the system could
be described by the size of the country’s population,
but this variable, as a rule, is closely correlated with
the GDP indicator, which makes it possible to
replace one with another for the same purpose — to
simplify the analytical scheme.
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The equation of institutional erosion

The concepts and assumptions introduced allow
us to write down an equation for the dynamics of
institutional effectiveness, which will contain
the effect of institutional erosion. To do this,
it is necessary to take into account three driving
forces of institutional dynamics. The first one is
self-improvement of institutions. As a rule, current
legal norms are being continuously improved
either by accumulating adequate law enforcement
practice, or by adopting complementary institutional
norms — additions and clarifications to existing
norms. Thus, over time, a kind of “polishing”
of existing institutions takes place. The second
factor is reforms of existing institutions. As
mentioned earlier, reforms are carried out when
the accumulated institutional inconsistencies
become obvious and unbearable. In essence, reforms
are aimed at “adjusting” existing institutions by
abolishing old and introducing new rules. The third
driving force is erosion of institutions due to the
accumulated discrepancy between the institutional
needs of the social system and the capabilities of
the regulator (state). The old “rules of the game”
no longer cope with the situation and do not allow
achieving the goals for which they were created.

Then the final balance, which in the future we
will call the equation of institutional erosion, can be
as follows::

[=-0+R+vD, 3)

where v — coefficient of institutional
“polishing”, reflecting adaptive self-improvement
of the legal system; R — effect of the ongoing
institutional reform.

In the right part of differential equation (3),
positive contribution to the quality of institutions
appears in parentheses in the form of “polishing
effect” (vI) and “correcting effect” (R); negative
contribution is represented by “erosion effect” (Q).
Even in this generalized representation, formula (3)
shows that the growth of institutional effectiveness
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is not guaranteed, but requires the fulfillment of
the condition: Q < R + vI. If we take into account
that the effect of reforms occurs only periodically,
then for most of the institutional dynamics R = 0,
and the recorded condition becomes even more
stringent: Q < vI. In other words, the erosion effect
should not exceed the polishing effect.

Let us elaborate on the complexity function
¥ = ¥(Y) and the risk function Q = Q(AWY) in the
simplest way. Let us assume that the complexity of
the economic system is approximated directly by the
value of GDP ¥ =Y, and the system risks depend
linearly on the excess of complexity Q = aAY,
where o — parameter reflecting the sensitivity of the
system to the excess/shortage of complexity. Then
the equation of institutional erosion is as follows:

[=R+vI—aly —Y*|. (4)

In this form, it is clearly visible that institutional
dynamics are losing their former triviality, becoming
dependent on the stage of economic growth and the
amount of excess (deficit) of systemic (economic)
complexity typical for it. It is the equation of
institutional erosion that is a turning point in our
theoretical constructions. Let us focus on this in
more detail.

The point is that North proceeded from the idea
that economic growth is not a function of knowledge
and technology, as it is traditionally postulated in
classical theory. In his opinion, this function
should have another factor — institutions that
“collect” and arrange knowledge and technology;
institutions, in turn, are closely related to culture
(North, 2010, p. 223). At this point, there emerges
a theoretical bifurcation: if we use a simplified two-
factor model, then the future of humanity seems
bright, because the growth of useful knowledge
and technology continues; the three-factor growth
model contains a situation where the lack of culture
and the lack of effective institutions can neutralize
the positive impact of knowledge and technology
(Balatsky, 2011). The equation of institutional
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erosion substantiates and visualizes this hypothetical
possibility. We can say that thanks to this equation,
the model of economic growth becomes complete
and allows us to explore the endogenous trajectories
of societal development.

Basic model of economic growth

Continuing North’s ideas, let us consider a
three-factor production function (Balatsky, 2021a);
for simplicity, we will use the Cobb — Douglas
function:

Y = AI*KPLC (5)

where I, K and L denote the availability of
three factors in the economy: institutions, capital
and labor; a, b and ¢ — parameters that take into
account the contribution of institutions, capital
and labor to the creation of new value; A — scale
parameter.

Here and elsewhere, let us assume that the
provision of these resources involves taking into
account two components — quantitative and
qualitative. For example, the institutions factor
is the product of their quantitative (index Q) and
qualitative (index E) features: I=IQIE. In this case,
it is assumed that the number of institutional norms
(IQ) is multiplied by their average effectiveness (I.).
Similarly, capital and labor are taken into account:
KZKQKE and L=LQLE. Then production function
(5) is as follows:

Y = A(IQIE)a(KQKE)b(LQLE)C- (6)

To simplify the analysis, we will consider the
aggregated values of three resources without
allocating quantitative and qualitative components.
However, if necessary, all constructions can be
generalized accordingly.

For capital (technology), we will use the
traditional accumulation equation:

K = —0K +sY, (7)

where o — fixed assets retirement rate; s —
accumulation rate (share of investments in GDP).
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For the dynamics of institutions, we will use the
erosion equation without taking into account the
reform factor (R=0):

[=vI—aly —Y". (8)

For the basic model, we can use the simplest
option, when the labor factor is stable and is not
exposed to any impacts. Then the production
function will become two-factor and be as follows:

Y = A*I°K?, 9)

where A* = AL is an aggregated parameter,
L=const.

Thus, the adoption of the above simplifications
allows us to build a basic dynamic model consisting
of equations (7), (8) and (9).

We cannot ignore the issue of measuring all the
variables contained in the model. Obviously, the
volume of fixed capital and the volume of GDP are
estimated in monetary terms, while labor is
approximated by the number of employees, and
institutions by some conventional units. Today there
are many alternative (expert, survey and statistical)
and integrative (mixed) methods for assessing
the quality of institutions; while the methods
themselves can be a subject of various discussions,
it is universally acknowledged that the phenomenon
under consideration can be measured with varying
degrees of accuracy. Labor can also be calibrated
depending on the accounting of human capital,
just as fixed capital can contain a parameter such
as the quality of technologies and the rate of their
actual utilization. However, these questions are of a
technical nature and do not affect the logic of the
model and all related theoretical constructions.

The peculiarity of model (7)—(9) consists in the
fact that it has no institutional reforms in it. This
model considers, in the most simplified form, the
natural “devaluation” of institutions without their
occasional repair by the authorities. Thus, many
small but important aspects such as the culture
of the elites and the masses, managerial skills of
reform designers, etc., remain outside the scope of
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the study. Of course, these nuances can be taken
into account, but in more general varieties of
the model proposed (see the following sections).
However, we should note that as the model becomes
more complex, the results of experimenting with
it become less informative. The main objective of
model (7)—(9) is to find out the reverse effect of
economic growth on institutions as one of its driving
forces.

Model experiments and the phenomenon of
economic overheating

Despite its simplicity, growth model (7)—(9) is a
nonlinear construction in which nonobvious effects
occur. To clarify the most general points of the new
model, we will use it to conduct simple numerical
experiments?. We will use conditional data that are
close to actual data and also consider two scenarios
that differ in the accumulation rate; the initial data
for calculations are given in Tables I—3 (Tab. 1
shows that the volume of accumulated fixed capital
is twice the value of GDP; in Tab. 3 it is assumed
that the share of accumulation (the volume of
annual production investments to GDP) for two
scenarios is at the level of 30 and 60%).

The calculation results are shown in Figures
1-3; the solid line corresponds to scenario 1, and
the dotted one to scenario 2. The presented
trajectories allow us to draw the following
conclusions.

First, the presence of the mechanism of
institutional erosion leads to the formation of an
economic cycle when intensive growth is replaced
by recession and prolonged depression (Fig. 1).
Thus, the assumption that institutional erosion can
act as a source of inhibition of economic growth can
be considered proven.

Second, excessive investment increases the
unevenness of development and causes the emer-
gence of a pronounced phenomenon of economic
overheating. From this viewpoint, the regime of

2 When performing applied calculations, model (7)—(9)
with differential equations was approximated by a model from
difference equations, for example, dI/dt~ AI=1_ —I.
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Table 1. Initial values of variables in function (9)

Variables in model (9)

Institutions 1(0) Capital K(0) Output Y(0)
30.0 300.0 150.0
Table 2. Values of parameters in function (9)
Parameters of model (9)
o )\ o A*
0.13 0.01 0.05 4.9
Table 3. Calculation scenarios for model (7)—(9)
Scenarios of model calculations
Scenario 1 Scenario 2
s,=0.3 s,=0.6
Figure 1. Model GDP trajectories in scenarios 1 and 2
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moderate capital accumulation is more preferable
than the regime of accelerated investment. Thus,
Figure 1 shows that under scenario 2, rapid growth
is replaced by equally rapid decline in GDP, and
the fall is below the initial value, which devalues
the previous growth. The situation is different under
scenario 1: growth is replaced by a small adjustment
of GDP, but its volume remains noticeably higher
than the initial value. Thus, economic overheating
cancels all previous gains, while slower growth
allows them to be preserved. This conclusion is
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very meaningful and even unexpected for such a
simple model. Even more interesting is the fact that
the trajectories of the two scenarios overlap, which
shows that after about 20 model cycles (years), the
country’s economic situation under scenario 1 is
more preferable than that under scenario 2. This
proves once again that a smoother development can
be much more preferable than explosive growth.
Third, from the standpoint of the dynamics of
macroeconomic resources, scenario 1 turns out to
be much more rational than scenario 2. For
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example, institutional effectiveness in scenario 2
shows a landslide fall and is restored at the level
of 2/3 of the starting value only after 36 cycles;
in scenario 1, on the contrary, it increases slightly
during 7 cycles, and then imperceptibly decreases
without apparent catastrophes (Fig. 2). As for
the dynamics of capital, in scenario 1, it tends
to increase for 34 cycles, and then imperceptibly
decreases and stabilizes; in scenario 2, the capital

is growing rapidly for 19 years, after which it
imperceptibly decreases and stabilizes (Fig. 3).
As a result, by the end of the modeling period,
institutional effectiveness in scenario 2 is at the
level of 63.2% of the initial value, and in scenario
1 — 97.7%; similar final values for the volume of
capital in scenario 2 and scenario 1 are 202.4% and
117.7%, respectively. Thus, a less stressful scenario
of economic growth makes it possible to maintain

Figure 2. Model trajectories of institutional quality under scenario 1 and 2

33.00

31.00

29.00 <

27.00 S

I(t)

25.00 N

23.00 ~

21.00 =

19.00

17.00

1 3 5 7

9 11 13 15 17 19 21 23 25 27 29 31 33 35 37 39 41 43 45
Time

1 - —-=2|

Figure 3. Model trajectories of capital under scenario 1 and 2
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institutional effectiveness against the background
of moderate capital accumulation, whereas an
intensive scenario is characterized by a noticeable
destruction of the institutional environment against
the background of gigantic over-accumulation of
production technologies. Therefore, scenario 1 can
be qualified as a gentle development regime, and
scenario 2 as an economic overheating regime.

Thus, the modeling using the basic model of
economic growth allows us to obtain fundamentally
new conclusions regarding classical and traditional
models. In the new theory, unlimited capital
growth leads to economic overheating, subsequent
depression and the destruction of the institutional
basis of society.

Resistance to reforms and the rule of increasing
damage

Understanding the fact that the phenomenon of
institutional erosion in the long term is capable of
generating the cooling of the economy urges us to
analyze equation (4) more closely. The fact is
that it includes the effect of reforms, which can
potentially compensate for any effects of erosion
by institutional restructuring. However, this is not
quite true. To understand the possible problems on
the path of institutional restructuring, let us take a
closer look at the reform process itself.

Let us define reform R* as the cumulative
change in the quality of institutions over the period
of reform T, i.e. R* = I(T) — I(0) (Balatsky, 2021a):

T
R* =fd1(t), (10)
0

where t — current time (year); T — duration
of the period when the reform project is being
implemented. It is assumed that the value of R* is
set (constant) and the larger it is, the larger the
reform being carried out. In this case, the reform
involves a project with a specific action plan
(regulatory and organizational), which must be
implemented within the established (planned)
deadlines.
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It is quite logical to assume that R* > 0, i.e.
reform is always aimed at improving institutions
and improving their quality. Although there are a
huge number of examples of erroneous reforms
when R* < 0, we will not address such degenerate
cases further. If we assume that the reform is
implemented evenly over the years, then its annual
effect can be described by the following ratio:

R=R"/T—yR* /D)™,

where y and 0 are parameters that take into
account the resistance to reforms with sides of
different social groups; 6 > 0and 0 <y < 1.

If the first term in the right part (11) reflects the
normative impact of reforms on the quality of
institutions, then the second term is the effect of
resistance to reforms on the part of those social
groups for whom the ongoing reforms are
undesirable or even dangerous. The role of this
effect has been raised repeatedly in the literature
(Polterovich, 2001; Polterovich, 2006b; Polterovich,
2007). In this case, we proceed from the thesis that
reforms are not a socially neutral phenomenon —
they do not just affect all people, but some of them
to a greater or lesser extent. It is not surprising that
groups of people who lose from the reforms step up
their actions against the introduced changes, which
not only reduces the effectiveness of the regulator’s
actions, but in some cases can lead to completely
unpredictable results (Polterovich, 2001). For
example, an increase in the retirement age does not
affect people who have already retired, is almost not
perceived by young people and, conversely, causes a
painful reaction from people of pre-retirement age.

Thus, in addition to the direct effect of reforms,
formula (11) takes into account the peculiar effect
of social friction that occurs during the revision of
old institutions and introduces system-wide
distortions in economic dynamics. This effect is
described in (11) by the power function of damage
C =7v(R*/T)'**. However, in addition to this, the so-
called rule of increasing damage is also important,
which postulates the nonlinearity of the damage

Economic and Social Changes: Facts, Trends, Forecast



THEORETICAL AND METHODOLOGICAL ISSUES

Balatsky E.V.

function. The successful formulation and disclosure
of the content of this effect was given by N. Taleb:
The damage caused to fragile objects by any shocks
increases nonlinearly as their intensity increases
(Taleb, 2014, p. 403). Taleb illustrates this rule by
a simple example: if small pebbles are thrown at a
person 1,000 times, the harm from this will not be
comparable to that which will occur if one large
stone is thrown at them, equal in weight to the
previous thousand small ones (Taleb, 2014, p. 402).
If in the first case the harm inflicted on an individual
is likely to be limited to prolonged irritation with
concomitant slight pain, then in the second case
the experiment is likely to end in death or severe
injury. In other words, it is better to have many small
institutional changes that occur sequentially over
a long period of time than one large and one-time
change that has a shock character.

In our case, the rule of increasing damage from
reforms reduces to two inequalities: dC/dR > 0;
d?>C/dR? > 0. In other words, we are talking about
an accelerated increase in social damage as the scale
of the reform increases. If we continue the example
of pension reform, the picture looks like this: with
an increase in the retirement age by one year, social
friction will be insignificant and will not cause a
noticeable distortion of the reform project itself; if
the retirement age is increased by five years, it will
cause mass discontent on the part of the population,
and if the retirement age is increased by 15 years,
then we can get a revolutionary movement that
will question the necessity and reasonableness of
the planned reform. Thus, the rule of increasing
damage conceals a hidden possibility of complete
or partial disavowal of the results of reforms. From
a formal point of view, a limitation on the scale of
the projected reform follows from (11): if R* > R**,
then the reform leads to the opposite result, namely,
it does not improve, but worsens the current quality
of institutions (R<0). The critical magnitude of the
scale of reforms is as follows:

R*=T%1/y . (12)
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It clearly follows from ratio (12) that a large-
scale reform should stretch over time rather than
take the form of shock therapy. However, as has
been repeatedly stated, the reform is basically
a temporary phenomenon and should not turn
into permanent pressure on the population.
Consequently, the duration of T cannot take on too
large values; otherwise, the stability of public order
is disrupted and a reform fatigue syndrome occurs,
which will be discussed in more detail below.

The phenomenon of institutional friction,
coupled with the rule of increasing damage, leads
to an understanding of the differences in two reform
regimes — shock, which involves the “rapid”
implementation of all planned innovations,
and adaptive, based on the “stretching” of the
transformation program for a longer period
(Balatsky, 2021a). In turn, the adaptive mode
is organically connected with the process of
building an institutional trajectory due to the
“fragmentation” of the desired institution into
intermediate (auxiliary) ones (Polterovich, 2006a;
Polterovich, 2006b). We emphasize that the process
of carrying out reforms in small “portions” of
institutional innovations can be conducted both
through a simple prolongation of the planned
measures, and through the special construction
of simpler intermediate institutions; the nature of
these measures is the same.

A comparison of the shock and adaptive modes
of reform is shown in Figure 4. The logic of the
above illustration is as follows. The initial institution
at the initial moment of time (the left shaded
circle) is supposed to be changed by carrying out a
sufficiently large-scale reform to build a new final
institution (the left white circle). If the reform
is carried out in a shock mode in a compressed
time (t), then the resistance to reforms may be so
significant that the goal will not be achieved, and the
final institution (the circle with double hatching)
will not only not coincide with the designed one, but
will also be less effective than the original one. If the
reform is carried out in an adaptive mode for a time
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Figure 4. Comparison of the shock mode and adaptive mode of reform

T, greater than a certain minimum safe T*, and by a
stepwise transition to intermediate institutions (two
right shaded circles), then it is possible to reduce the
social damage from the transformations and reach
the designed institution (the right white circle).
Thus, taking into account the phenomenon of
resistance to reforms and the rule of increasing
damage makes the process of reform itself nontrivial
and raises the question of its proper design?.
Reforms and the erosion of human capital
In addition to all the above, reforms also have a
negative effect on human capital, which in itself can
lead to the paradox of reforms, when the growth of
the institutional quality provokes an economic
downturn; this aspect was discussed in detail in
(Balatsky, 2021a). Elaborating on this provision, we
will consider two channels of the impact of reforms
on human capital — cognitive and physiological.
The first, cognitive, channel is connected with
the fact that reforms lead to the write-off of part of
human capital due to the devaluation of certain

3 We consider it relevant to point out that in all
constructions we deliberately do not take into account the
cost factor of reforms. This is due to the fact that the costs of
ensuring reforms fall on the country’s budget and are reflected
in the overall macroeconomic characteristics. However, this
aspect of the problem is not of great importance for the issues
under consideration.
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knowledge, experience and skills. The second,
psychophysiological, channel involves physiological
fatigue and psychological discomfort from externally
imposed reforms, to which people have to adapt;
sometimes this is also associated with the loss of
professional and social positions. The negative
impact on both channels leads to a deterioration
in health and psychological well-being, an increase
in the cognitive and psychological burden. With
some degree of conditionality, we can say that the
cognitive channel is responsible for reducing the
quality of labor (L), and the psychophysiological
channel is responsible for its quantity (LQ); of
course, in reality, the influence coming through
two channels affects both features of labor, and
therefore we will not take these differences
into account in detail in model constructions.
Then the dynamics of labor will be described
by the equation:

L =wL—pH™*P =R /TP (13

where w — natural growth rate of the quantity
and quality of labor; H — time period after the start
of the reform (H=0,,,T); { and p — parameters that
take into account the impact of the scale of the
reform on the process of writing off human capital;
p and p — parameters that take into account the
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impact of the duration of the reform on the process
of psychological fatigue of the population; all
parameters p, C, p and [ are positive.

The second term of the right part of (13) reflects
the psychophysiological effect of the reforms, and
the third — cognitive. In equation (13), as in
equation (11), the rule of increasing damage
appears explicitly. In this regard, there is a potential
opportunity when the erosion of human capital
blocks its natural reproduction. For example, even
a sluggish but long-lasting reform intensified at
a certain moment by a new large-scale and short
reform can create such a destructive potential for
the human capital of a nation that will provoke its
depopulation with the accompanying economic
downturn. It is where another danger of reforms
can be found.

In general, the refined model of economic
growth consists of equations (5), (7), (8), (11) and
(13). The dynamics of institutions and labor are
presented in a somewhat unconventional form;
equations (8), (11) and (13) clarify various
provisions of economic theory that were previously
ignored. Numerical experiments with the model are
a separate topic, but all the qualitative aspects are
well understood from the very configuration of the
equations considered.

Dialectics and the rebirth of institutions

The equation of institutional erosion reproduces
a purely quantitative evolutionary change in the
effectiveness of institutions as the economic system
grows. However, no less important is the qualitative
aspect of the problem associated with institutional
failures and radical degeneration of institutions.
This question is important in itself; it is also
important because it allows us to understand the
direction of the deformation of institutions under
the influence of external circumstances. To clarify
the issue raised, we should determine two aspects.
Let us look at them in more detail.

The first aspect is connected with the formation
of domestic and foreign policy in the state; these
types of policy are sometimes supported by
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institutions that are completely different in their
goals and ideas. For example, a hegemon state
represented by the United States has traditionally
supported economic and political competition
within the country, whereas in the world economic
system it has done everything to ensure its economic
and political monopoly. This situation, when the
builder and custodian of institutions for the internal
and external environment uses completely different
institutional models, is typical.

The second aspect is associated with the
direction of the rebirth of institutions. Dialectical
logic is fully involved here. Thus, modern dialectics
has three fundamental laws — the unity and struggle
of opposites, the transition of quantity into quality,
and the negation of negation. Combining these
three logical postulates allows us to formulate
the main theorem of dialectics: any phenomenon
in the process of its development passes into its
own opposite (Hegel, 2023). This fact is directly
related to institutional dynamics, namely: any
serious failure in the work of institutions leads to
its dysfunction and inability to achieve the goal for
which it was created; the gradual accumulation of
such dysfunction sooner or later leads to the fact
that the institution begins to work to achieve the
goal directly opposite to the original one. This
inversion is related to the purpose of the institution,
which is either provided or not. In the first case, the
institution is effective, in the second — ineffective;
bringing distortions in the work of the institution
to a certain critical level leads to its restructuring
in the opposite direction. The considered dualism
in the dynamics of institutions is determined by
their original functional dualism — they either
perform their generic function or not; therefore,
they perform the opposite function. Such inversions
are also the norm of institutional dynamics.

Reforms and the institutional paradigm

The work (Balatsky, 2021a) substantiates the
thesis that all reforms should be strictly metered,
whereas the theoretical constructions of the
previous sections allow us to add something else
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to this: all reforms have their limits in the “repair”
of institutions and cannot compensate for their
historically conditioned erosion. This issue is
extremely important because of the often false
impression that reforms can correct any norms of
public life.

To understand the limited possibilities of
reforms, it is advisable to introduce the concept of
institutional paradigm, which we will understand as
the initial basic principles of the institutional
model of the state. As a rule, reforms are aimed
at “repairing” institutions, but do not affect
the institutional foundations, which in turn are
permeated by some kind of institutional paradigm.
That is why sometimes, instead of reforms,
revolutions occur designed to change the original
social paradigm of the outdated legal system.

To understand the introduced concept, one can
refer to the studies of institutional systems based on
different philosophies. For example, today it is
customary to distinguish between competitive and
collaborative institutions. The former are based
on the primacy of mechanisms and principles
of competition, the latter — on the primacy
of mechanisms and principles of cooperation
(Polterovich, 2022a; Polterovich, 2022b). Thus,
we can talk about competitive and collaborative
institutional paradigms, which form a kind of
dialectical opposition and which cannot be reduced
to each other. Experience shows that one or another
institutional paradigm has deep historical roots and
an economic basis. The demand for a radical change
in the economic model of the state also leads to the
demand for a change in the institutional paradigm,
on the basis of which a new institutional system
is being built. It is this logic that underlies the
replacement of the old WCAC with a new one.

Concretizing what has been said, let us turn to
the colonial paradigm of Great Britain, which in the
second half of the 20th century has already become
ineffective, as well as the entire institutional
management system of the world economic system.
This contradiction is due to the fact that the very
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core of the British colonial system represented
by a small island state — Great Britain — turned
out to be insufficiently large and powerful for the
expanded and complicated geopolitical space. That
is why this core was replaced by a more adequate
state formation in the face of the United States with
a different institutional paradigm and a different
institutional model. Some fundamental differences
between the British and American systems of
domination are considered in (Arrighi, 2006).

Similar processes took place with the Russian
Empire in the period from 1917 to 1924, when the
old social system in the new conditions could no
longer keep the gigantic territory of the country
from disintegration; the change of the institutional
paradigm led to the reconstruction of the Russian
Empire into the Soviet Union. The same situation
was repeated in 1991, when the Cold War
exhausted the USSR and under the conditions of
the old institutional paradigm there were no longer
enough resources to preserve the country; another
change in the way of life led to the rebirth of the
Soviet Union in the format of the current Russian
Federation. In both cases, the breakdown of the
country’s institutional framework occurred because
of the overdue mismatch of economic problems
and economic opportunities of the state; bringing
supply and demand in the economic sphere into
line required a fundamental change in the rules of
the game.

An interesting illustration of the phenomenon
of “obsolescence” of the institutional paradigm is
provided by basic model (7)—(9) proposed above.
Thus, the scenario of economic overheating
clearly shows that excessive erosion of institutions
makes it pointless even to accumulate fixed
capital, which, within the framework of the old
institutional structure, cannot reverse the negative
situation and restart economic growth. This is the
universal mechanism of economic degradation:
old institutions “bind” the country’s economic
resources and do not allow them to function with
due efficiency.
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Discussion of the results and historical
interpretations

The introduced concept of institutional erosion
made it possible to construct a model of economic
growth that best meets the above requirements
mentioned by North. This model demonstrates
the complex interdependence of not only the
three groups of macrofactors, but also the volume
of production. Back in 2002, V.M. Polterovich
made a shrewd remark that, paradoxically, the
most important factor in economic growth is
growth itself (Polterovich, 2002). In the light of
the completed constructions, Polterovich’s thesis
can be paraphrased: paradoxical as it may be, but
the limitation of economic growth is growth itself.
This is the effect generated by the proposed model.
However, in addition to this general conclusion,
the new theory allows us to answer a number of
questions posed in the introduction. Let us dwell
on these meaningful interpretations in more detail.

Before moving on to concrete examples, let us
consider a kind of institutional metaphor. A balloon
or a football bladder can be considered as
institutions, and the gas filling them can be
considered as an economic system. If the balloon
is filled with light gas, it will fly up, and if it is filled
with heavy gas, it will lie on the ground; if the
balloon is inflated too much, it may burst, and if not
strong enough, it will be like an ordinary rag, not
suitable for use. It is this analogy that will become a
guide to all subsequent examples.

Example 1: Why have modern secondary schools
ceased to provide good education? To answer this
question, one should proceed from the fact that
schools were established quite a long time
ago as small institutions, where teachers and
schoolchildren were few and knew each other
well. At the same time, the teachers themselves
were in short supply and the school management
treated them with care. Today, the school education
system has undergone a total massification,
when the number of students and teachers has
become huge on the scale of both one school
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and the whole country. Secondary education has
become a conveyor belt and has lost its former
value, as well as the personalities of teacher and
student. The individual contact between teacher
and student has been replaced by a bureaucratic
system of formal evaluation of both, which is based
on primitive templates. In such conditions, the
traditional institution of school is degenerating and
losing its former effectiveness; modern large-scale
economic realities cannot be squeezed into the old
institutional framework.

Example 2: Why did Lomonosov Moscow State
University lose its position as a world-class university
after the collapse of the USSR? The organizational
model of Moscow State University, formed in the
Soviet Union, was designed to solve large scientific,
technical and economic problems, but after 1991,
the GDP of the Russian Federation for eight years
decreased by half compared to the Soviet period
alongside the closure of many high-tech economic
sectors. Thus, for MSU, the goals and objectives for
which it was designed have physically disappeared.
The primitive economy of the post-Soviet period
no longer required the university to solve complex
problems, and therefore its organizational model
turned out to be unclaimed and inefficient. There
was nothing to fill the old institutional model with,
and therefore it first began to work idle, and then
simplified, formalized and degraded. Of course, this
model of erosion was typical for many universities in
Russia. We should note that in recent years, MSU
has begun to “come to life” a little; this is due to
the fact that the economic growth of the last two
decades has started to generate pinpoint scientific
problems addressed to researchers, which were
chronically lacking in the first 10 years after the
collapse of the USSR.

Example 3: Why have the “melting pots” of the
United States and European countries stopped coping
with their tasks of Americanization and
FEuropeanization of immigrants? The answer to
this question is also rooted in the phenomenon
of migration outgrowing its original borders. For
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example, if the “melting pot” is set up to “process”
a certain proportion of the population in the form of
migrants, then it will not necessarily cope with this
task when the specified proportion increases tenfold.
In addition, the growing European (American)
society was increasingly tolerant of the violation of
internal cultural norms, which by no means added
“fuel” to the “melting pot”. Thus, the extinction
of the effectiveness of the institute of melting pots
in the USA and Europe is also a consequence of
the proliferation of the phenomenon of migration
itself. No cosmetic reforms will help here — the
entire institutional paradigm must change either
in the direction of rejection of tolerance and
strengthening control over the behavior of migrants,
or in the direction of severe restrictions on the flow
of visitors.

Example 4: What are the origins of such
phenomena as the “decline of the West” and the loss
of dynamism of Japan’s development? Quite often,
these phenomena are explained by a decrease
in the passionarity of the respective peoples, a
drop in the vitality of their representatives. This
explanation can be considered correct, but it is of an
intermediate nature, because in this case it is quite
legitimate to ask the question of why passionarity
suddenly begins to fade. With regard to Japan, the
situation is more obvious: the country’s catching-
up development has been replaced by its economic
and technological leadership, which has “crossed
out” the very need for institutions of catching-up
development; in parallel, Japan has reached its limit
in population growth in the existing territory and in
the growth of the average level of welfare. Taking
into account these new realities, the further efforts
of the Japanese in ensuring economic growth have
actually become meaningless, which is the direct
cause of the decline in passionarity. With regard to
Europe, we can talk about two historical phases of
its decline — the second decade of the 20th and 21st
century, respectively. However, in the 20th century,
Germany’s imperial ambitions added “fuel”
to the civilizational dynamics of the continent,
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whereas at the beginning of the 21st century
there is no similar incentive yet, and the welfare
is at an unprecedentedly high level by historical
standards. It is the acquisition of a new quality of
life in Europe and Japan that underlies the decline
in the productivity of the established development
institutions.

Example 5: Why are the established WCACs
eventually replaced by new leading states and why is
the United States losing its position as a global
regulator today? Any WCAC creates its own world
order (institutional system), in which it acts as a
global regulator of all major processes; this system
is based on an international political consensus,
when all countries explicitly or implicitly recognize
the established order as legitimate. However, over
time, the world system grows quantitatively and
qualitatively, when the population, production,
military power, etc. increases in all countries.
Sooner or later, the complexity and scale of the
geopolitical space reach such a level that the WCAC
no longer has enough resources to ensure effective
control of all world-system relations. The old order
comes into conflict with the new interests of the
countries within the world system, and they begin
to struggle with the old institutions, which leads to
a natural decline in their effectiveness. At the same
time, the WCAC, which is at the peak of economic
prosperity, loses incentives for an uncompromising
struggle for its dominance, which ultimately ends
with the change of the world political hegemon.
At the moment, the Chinese economy has already
outgrown the American one, which negates the
previous consensus on the current world order
and provokes geopolitical turbulence. At the
same time, it is important to emphasize that the
currency hegemony of the United States is not
going away because, for example, the U.S. Federal
Reserve System (the Fed) has become poorly
functioning. On the contrary: the mistakes of the
monetary institution represented by the Fed during
the Great Depression in the 21st century were
taken into account by B. Bernanke, and therefore
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for many years the country managed to curb the
unfolding crisis phenomena; however, despite this,
the countries participating in the world market
are beginning to abandon the dollar as a trading
currency, which is due to their own geopolitical
interests; the Fed can no longer effectively serve
the global economy, because it was not intended
for such a large-scale economy. In an attempt to
maintain its monopoly over the outside world,
the United States spontaneously renounces the
internal order in the form of maintaining political
and economic competition within the country.
Because of these processes, a dialectical inversion
of the institutions of the world order occurs — the
external monopoly is replaced by fierce competition
between other countries and the United States, and
the internal competitive mechanisms within the
American state are replaced by the monopoly of
one (democratic) party on all forms of state power.

In a broader context, the general hypothesis is
indirectly confirmed by the entire history of
capitalism. For example, the phenomenon of
economic growth itself arises simultaneously with
the formation of the capitalist system, and it is at
this time that the colossal dynamism of institutions
begins to manifest itself, which in the conditions
of the Middle Ages were highly stable and could
remain in their original state for hundreds of years.
Thus, the fact of synchronization of the high
dynamism of institutions and the economy clearly
indicates the existence of a connection between the
two phenomena; the rapid growth of production
led to the rapid erosion of institutions, which
were constantly modernized through institutional
reforms*.

We started this section with a certain analogy,
but we would like to finish it with another one. The
history of states resembles the life of individuals,
which consists of qualitatively disparate stages. It is

4 T would like to thank Professor V.V. Volchik for this
observation; he was the first to draw attention to the parallel
between the dynamics of institutions and economic growth at
the stage of capitalism.
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not surprising that different stages are characterized
by different life strategies and lifestyle (rules of
the game, institutions), which are produced by
completely different tasks facing a person. For
example, the principles of career and professional
growth for an 80-year-old person lose not only
their effectiveness, but also any meaning due
to the fact that the person has already outgrown
the corresponding stage of their life. Conversely,
to them, the right diet, work and rest become the
determining factors in their existence, whereas at
the age of 30 they did not pay any attention to all
this. The same thing happens in the life of countries.
And no matter how conditional this analogy may
be, it highlights the main thing — the erosion of
certain institutions at different stages of the life of
an individual and society.

Conclusion

The issues discussed in this article are a logical
step in integrating the institutional factor into
the theory of economic growth. The implicit
assumption in many modern studies about the
exogenous nature of institutions, which, although
they “link” labor and capital for the production
of vital goods, but themselves explicitly do not
depend on the level of welfare, leads to a loss of
the explanatory power of economic theory. In this
picture, institutions are connected with culture
and live their own life, which is not directly
coordinated with the achieved level of production
and complexity of the economic system. Removing
this unrealistic premise opens up great analytical
possibilities in understanding social dynamics.
The hypothesis of the influence of the level of
welfare on the quality of institutions allows us to
explain comprehensively not only the ups, but
also the downs of individual countries and entire
civilizations.

The proposed model is a deliberate simpli-
fication of reality, but even in this form it generates
a lot of additional effects that enrich our under-
standing of the world around us and the person
themselves. So far, the potential of computational
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experiments based on the full model, and not only In addition, the empirical verification of the thesis
with its basic version, has remained unrealized. about institutional erosion is of independent
Progress in this direction can provide additional interest. However, these questions are beyond the
interesting information about the patterns of self- scope of this article and can serve as a basis for
assembly and self-disintegration of social systems. further research.
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Abstract. The aim of the research is to assess long-term effects of trade integration in the Asia-Pacific
region (APR) at the Ievel of commodity markets — industrial and primary goods. Over the previous three
decades, trade within the APR has significantly increased, thanks to the lowering of trade and economic
barriers as a result of trade agreements and the WTO accession by almost all countries in the subglobal
region. We show that trade between the Asia-Pacific countries greatly exceed theirtrade with other countries
of the world, due to the increase in the exchange of goods, both primary and industrial goods including
in the production chains of transnational corporations. Estimates derived from the gravity model indicate
that in the long term the overall positive effect of trade integration in the APR is manifested through the
complementarity of regionalization and globalization processes, with the dominance of the latter. The
regionalization process stimulates an increase in most of the aggregate trade in industrial goods, while
trade of primary goods is generated exclusively by globalization, which explains the motivation of a number
of countries specializing in exports, including Russia, in their reluctance to expand trade agreements with
other APR countries. The article points out that along with the process of regionalization, globalization
in the Asia-Pacific region contributes to the expansion of trade in industrial goods, with the production
chains of transnational corporations successfully functioning within the framework of trade agreements.
The assessments also point to signs of the exhaustion of globalization as a source of increasing trade
in industrial goods in the APR, which may be related to the fragmentation of the subglobal region as
manifested in creating trade megaformats in recent years. We assume that under the current instability
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of foreign policy processes in the APR, the introduction of various kinds of restrictions can lead to

the transformation of trade and economic relations in the sub-global region, manifesting itself in the

redistribution of the accumulated benefits of integration for the Asia-Pacific countries.

Key words: trade, integration, regionalization, globalization, direct effect of integration, accumulated

effect of integration, primary goods, industrial goods, trade agreement, free trade zone, customs union,

Asia-Pacific region.

Introduction

Integration processes in the global economy
have contributed to a significant increase in trade
and strengthening of economic interconnections
between the world countries. Such processes
have been quite clearly manifested in the Asia-
Pacific region (APR)'. By 2021, this sub-global
region accounted for more than 60% of the world
economy?. Over the previous three decades, a global
production complex has formed in the APR, which
included most East Asian countries, as well as key
North American countries. In this subglobal region,
vertical trade between enterprises of transnational
corporations (TNCs), located in different APR
countries, has been actively developing. In addition
to the export component of TNCs enterprises,
the growth of APR economies has increased their
consumption of industrial goods® produced within
the subglobal region. In turn, to increase the scale
of production of various industrial goods, including
the maintenance and optimization of cross-border

' The APR includes the economies of the Pacific Ring of
Fire (Australia, Brunei, Cambodia, Canada, Colombia, Costa
Rica, Laos, Malaysia, Marshall Islands, Mexico, Micronesia,
Nauru, Nicaragua, Guatemala, Hong Kong, Indonesia,
Kiribati, the People’s Republic of China, Macau, Malaysia,
Marshall Islands, Vanuatu, Vietnam, New Zealand, New
Caledonia, Palau, Panama, Papua New Guinea, Peru, Russia,
Republic of Korea, Samoa, Singapore, Solomon Islands,
USA, Chile, Ecuador, Fiji, French Polynesia, Taiwan, Tonga,
Tuvalu, Philippines, Wallis and Futuna, Thailand), as well as
Mongolia and Myanmar.

2 Own compilation, based on the International Monetary
Fund (IMF) data.

3 Industrial goods include products of food, light,
woodworking, pulp and paper, chemical and petrochemical,
metallurgical, metal-working industries, machine-building;
production of equipment, construction materials and products
of other manufacturing industries.
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production chains, the key APR economies begin
actively importing primary goods from other
countries, mostly located in the subglobal region.
Integration has promoted the expansion of
intraregional trade, economic growth and increased
consumption in the Asia-Pacific region*; it has
greatly reduced barriers in the subglobal region and
facilitated trade and economic interactions between
its member countries as part of the processes of
globalization and regionalization. In the 2000s, the
vast majority® of Asia-Pacific economies joined the
World Trade Organization (WTO), a global trade
integration format®, which created the conditions
for globalization on the basis of the former General
Agreement on Tariffs and Trade. Another integration
process in the APR is regionalization (Arndt, 1993;
Ethier, 1998), associated with the conclusion of
trade and economic agreements between countries
of the subglobal region. It is worth noting that APR
countries failed to go beyond the initial stage of
integration after unsuccessful attempts to create
complex integration forms, similar to the European
Union, so there is no single integration format in

4 In the research, the term “economic integration”
(hereinafter — integration) is used to describe the convergence
of national economies and their groups in leveling tariff and
nontariff barriers to trade and economic interactions between
them.

5 Except some small island states, it is the DPRK and
Russia, which only became a full member of the WTO in 2012.

¢ Fundamental WTO principles include non-
discrimination (under most-favored-nation treatment);
transparency (publicity of trade policies); reciprocity (mutual
reduction of trade barriers); flexibility (finding ways to
compensate disadvantaged parties); consensus-based decision-
making. For details, see (Baldwin, 2016).
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the subglobal region. The initial stage of integration
includes partial trade agreements (PTAs)’, free trade
areas (FTAs)?, and customs unions (CU)’. Since the
need to further reduce barriers has still persisted, the
functional component of concluded FTAs, as the
most common integration format, inevitably began
expanding to other areas of economic interaction,
which contributed to the emergence of FTAs in an
expanded format — FTA+ (Izotov, 2020a; Smirnov,
Lukyanov, 2022).

Concluded trade agreements in the Asia-Pacific
region were aimed at liberalizing trade in industrial
products, which was especially important for
reducing barriers to trade in intermediate goods
in the context of production cooperation between
leading countries of the subglobal region, as well as
to expand the turnover of investment goods. Along
with the globalization process, the lower barriers
to trade in primary goods' is also regulated in
trade agreements, mainly in the extended format,
especially the products of agriculture and forestry,
fisheries, as well as a number of commodity
groups of the mineral complex. In addition, trade
agreements in an extended format can reduce
barriers to foreign direct investment (FDI) inflows
(Lakatos, Walmsley, 2012; Balistreri, Tarr, 2020),
including in the resource sector of member
countries, which can help increase commodity trade
between them.

7 Conclusion of PTA implies the reduction of tariff
barriers on certain goods traded between countries.

8 FTA means the reduction of both tariff and non-
tariff barriers between the countries that have entered into
the agreement, as well as the definition in relation to third
countries of the regime of trade interactions.

% CU functioning is based on the creation of a common
customs tariff for member countries, as well as a common
system of regulation of non-tariff barriers for goods from third
countries.

"' In the research, we consider primary goods as an
aggregate indicator, which includes the following aggregated
commodity groups: agricultural products; forestry products;
fishery products; coal mining; oil and natural gas production,;
metal ore production; products of other branches of the mining
industry.
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Based on the general equilibrium model, ex-ante
estimates quite clearly point to the potential for
increased trade in the APR in both primary and
industrial goods, subject to further steps to reduce
barriers (Kawasaki, 2015; Li, Whalley, 2017) that
constrain trade and economic interaction among
sub-global economies, which, in turn, could lead
to even greater interdependence among these
economies (Auer, Mehrotra, 2014).

Another issue is ex-post estimation of long-term
trade effects of APR integration on commodity
markets resulting from globalization and regio-
nalization processes. Gravity models, which have
high explanatory power confirmed by a large
number of empirical studies (Yotov et al., 2016),
are mainly used to obtain such estimates. Despite
the large number of works of integration processes
in the APR carried out within the framework of this
methodology, estimates of trade effects in them are
mainly constructed for trade as a whole (Clarete et
al., 2003; Athukorala, 2012), without disaggregation
into commodity groups. Episodic estimates of
integration effects of trade in primary and industrial
goods in the APR have been obtained for Southeast
(Okabe, Urata, 2014) and East (Pomfret, Sourdin,
2009) Asia interactions, groups of countries with
multilateral trade agreements (Yang, Martinez-
Zarzoso, 2014; Urata, Okabe, 2010), and certain
countries in the subglobal region (Purwono et al.,
2022). Estimates of the integration effects of trade
in specific goods, predominantly primary ones
(Lee et al., 2016), of certain APR countries are
also widespread: agricultural products (Xu et al.,
2023; Akhmadi, 2017); raw fish (Saputra, 2022);
timber (Nasrullah et al., 2020); energy (Taghizadeh-
Hesary et al., 2021) and industrial goods (Siahaan,
Ariutama, 2021).

In general, ex-post estimates indicate a positive
impact of trade agreements and the WTO accession
by APR countries on the expansion of trade in the
subglobal region. At the same time, the conclusions,
based on such assessments, should be supplemented

Economic and Social Changes: Facts, Trends, Forecast



BRANCH-WISE ECONOMICS

Izotov D.A.

in a number of fundamental ways. First, assessments
of the trade integration effects in the Asia-Pacific
region were mainly based on earlier gravity models,
which traditionally included the presence/absence
of a trade agreement among the independent
variables, along with physical distance, economic
size and other factors. However, the assessment
of gravity dependence has its own features when
determining integration effects (Baier et al., 2019)
as, due to endogeneity, it is incorrect to include the
presence/absence of trade agreements among the
independent variables along with distance, size of
the economy, and key institutional indicators that
can be accounted for in the fixed effects. Second,
if we abstract from the problem of endogeneity,
the estimates, obtained on the basis of early
gravity models, indicate the presence of a general
integration effect reflecting the manifestation of
both regionalization and globalization processes,
which is often interpreted as a direct effect of
creating trade agreements. Third, as a rule,
estimates of integration effects in the APR covered
the time period up to the mid-2010s.

We should note that studies of trade integration
using modern methodology of gravity dependence
assessment (Dai et al., 2014; Piermartini, Yotov,
2016) usually do not consider sub-global regions,
including the APR. Nevertheless, an earlier study
(Izotov, 2020b) has proved that positive integration
effects in the APR were generated mainly by the
globalization process. From the point of view of
determining the reason for the dominance of
globalization over regionalization in the mani-
festation of positive integration effects in the
APR, such estimates need to be supplemented,
especially since today’s global economy faces the
risks of escalating trade barriers (Afontsev, 2020).
To this end, our study will assess the effects of trade
integration in the APR at the level of aggregated
commodity groups, namely industrial and primary
goods, for the long-term period (1996—2021). The
research is particularly relevant in terms of covering
the pandemic period of the early 2020s due to the
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spread of COVID-19, which contributed to the
short-term recession in the world economy that
weakened the long-term positive integration effects
in the APR.

As a result, the research involves the following
tasks: 1) to study the integration processes in the
Asia-Pacific region, as well as analyzing the
dynamics of trade in primary and industrial goods in
the sub-global region; 2) to select the methodology
and forming the data set to obtain quantitative
estimates; 3) to obtain a decompositional
assessment of APR long-term integration effects
on trade in general, industrial and primary goods.

Trade in primary and industrial goods and
integration processes in the APR

Within the period under consideration,
intraregional trade in the APR increased from 3.6
trillion U.S. dollars in 1996 to 16.7 trillion U.S.
dollars in 2021, markedly exceeding external trade
with the rest of the world, which was 1.4 and 6.6
trillion U.S. dollars, respectively. Between 1996
and 2021, the share of APR countries’ trade with
each other (intraregional trade) in their total foreign
trade turnover averaged 71.0%. The share of APR
intraregional trade in global trade reached 37.4% by
2021, an increase of more than 3 p.p. compared with
1996. In the long term, mutual trade in the Asia-
Pacific region has been increasing at the expense of
both industrial and primary goods (Fig. 1).

Trade in industrial goods, as compared to
primary ones, objectively prevailed in intra-regional
trade in the APR, but its share declined slightly,
from 75.1% in 1996 to 73.7% in 2021. However,
after a period of decline in the 2000s, there has
been an increase in the share of intraregional trade
in manufactured goods in the APR since the early
2010s. Between 1996 and 2021, the main source of
maintaining a high share of industrial goods trade
among APR countries was commodity flows of
intermediate goods for electronics and electrical
and chemical products, indicating the leading role
of trade between TN Cs located in various countries
of the subglobal region.
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Figure 1. Industrial and primary goods: trade between APR countries, billion U.S.
dollars (left axis) and trade share within the subglobal region, % (right axis)
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In the Asia-Pacific region, economies
specializing in production of primary goods, whose
exports were mainly oriented toward the countries
of the subglobal region'!, also received a boost. As
a result, the share of primary goods in the total
value of trade between APR countries averaged
21.0% over 1996—2021", increasing from 19.1% in
1996 to 24.0% in 2021. APR commodity trade was
predominantly concentrated within the sub-global
region. On average, the share of intra-regional APR
commodity trade was 62.3% over the period under
consideration, with an increasing trend since the
early 2010s. By 2021, it reached 66.3%. The main

' In addition, these products have become actively
produced by some APR countries to meet their needs.

12 Price wvolatility in global commodity markets has
sometimes adjusted the value of primary goods traded in the
APR, as well as their share of trade between countries in the
sub-global region.
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source of growth of commodity trade within the
APR was the turnover of non-food primary goods,
whose share in intraregional commodity trade
increased from 64.3% in 1996 to 72.9% in 2021,
mainly due to energy and metal ores.

Lower trade barriers in the APR has intensified
economic cooperation between the sub-global
region and the global and sub-global economies
since the second half of the 1990s. In the APR,
trade agreements, usually FTAs in an expanded
format (FTA+), began being actively concluded.
As a result, 125 trade agreements were in operation
in the APR by 2021: 11 FTAs, 112 FTAs, and 2
CU, of which 1, 106, and 0, respectively, were in
the extended format (Fig. 2).

The increase in the number of trade agree-
ments, as well as countries’ accession to the WTO,
contributed to the fact that the effective applied
average weighted import duty on trade between APR

Economic and Social Changes: Facts, Trends, Forecast
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Figure 2. Number of trade agreements (left axis) and weighted average
import duty in APR, % (right axis)
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economies decreased by more than four times by
2021 compared to 1996. In turn, in trade between
Asia-Pacific countries, the value of the duty on
industrial goods has fallen by almost three times,
and on primary ones — more than 11 times'>.

In addition to import duties, there have been
concerted efforts to mitigate and limit various kinds
of nontariff measures that constrain trade and
economic ties between countries in the subglobal
region. The APR concentrates most of the FTAs+
operating in the world (about 2/3 of their number),
which regulate (Plummer, 2007) the reduction
of barriers to trade flows (through clear rules of
origin, accelerated customs procedures) as well as
to FDI, service markets, technology; harmonization
of state support measures to support competition

13 Also, tariff barriers to trade among APR economies
were characterized by lower values compared to trade with
countries outside the subglobal region.
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and fair dispute resolution. These extended trade
agreements complemented the WTO functions and
contributed to trade and economic liberalization in
the Asia-Pacific region (Kawai, Wignaraja, 2011).

Assessment methodology and data

Assessment methodology. To obtain correct
assessment of long-term integration effects within
the gravity model, it is necessary to estimate panel
data with the method of Poisson quasi-maximum
likelihood (Yotov et al., 2016), use interval panel
data to adjust for changes in trade policy and other
trade costs (Olivero, Yotov, 2012); and include trade
in domestic market in the panel data (Anderson,
Yotov, 2016). According to the recommendations
(Baier, Bergstrand, 2007), time-independent
variables should be accounted for in fixed affects
for trading country pairs and dependent ones — for
exporting/importing countries (Bacchetta et al.,
2012).
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As in this research with respect to aggregate
trade flows (trade in general; primary goods;
industrial goods), we construct the assessment for
the long-term period (1996—2021), it is appropriate
to identify both the direct and accumulated effects
of trade agreements. The direct effect means the
immediate impact of trade agreements on country’s
trade. The accumulated effect makes it possible to
assess the impact'* of previously concluded trade
agreements on trade interactions. Decomposition
of integration effects is made by separating
contribution of the regionalization process (the
effect of trade agreements) and contribution of
the globalization process (the effect of globaliza-
tion) from the overall integration process (overall
integration effect).

Similar to earlier studies (Izotov, 2020b; Izotov,
2021), we use dependence to obtain estimates of the
direct and accumulated effects of trade agreements
(Piermartini, Yotov, 2016) as part of the overall
integration process (1):

Xije = exp[Bo + XnZg BiFTAj e—n +

+ e+ X t .Uij] + &ijits QY

where: X; — export from country i to country j
(this parameter also includes trade within country i,
e. Xj): total value of goods, primary goods,
industrial good; f, — constant; FTA; — dummy
variable reflecting the presence/absence of trade
agreement between i and j; n — number of lags;
2. Bx — value of the accumulated effect of trade
agreements; S, (S, with zero lags) — value of the
direct effect of trade agreements within overall
integration process; 7; — fixed effects for an export
country taking into account the year; y; — fixed
effects for an import country taking into account the
year; u; — fixed effects for pairs of trading countries;
t — time period.

4" And this impact can contribute to positive manife-
stations of the direct effect of trade agreements or, on the
contrary, restrain it.
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To determine contribution of the regionalization
process to the effect of the overall integration
process, model (1) includes variables reflecting the
presence of barriers between countries for each
year (Bergstrand et al., 2015). The assessment can
be obtained by including trade in domestic (internal)
market in the array of data used. Then dependence
(1) for assessing the accumulated effect of trade
agreements within the regionalization process in
transformed into the following form (2):

Xijr = exp|Bo + Xnzt BrFTAij—n +
+ YTZTBrINTL(T) j + Ty + Xjo + bij] + Eijie

where: INTL(T); — dummy variable equal to
one for international trade in each year Tand zero —
for internal trade; Y, Bx — means of the accumulated
effects of trade agreements and g, (f, with zero
lags) — means of direct effects of trade agreements
within the regionalization process. When assessing
the INTL(T) parameter some year is chosen as a
benchmark in order to avoid correlation with other
fixed effects.

Estimating (1) and (2) allows degerming
changes (in %) in bilateral trade flows of countries
with trade agreements based on the following formula:
([e Brra — 1] x 100), and reduction in the equi-
valent tariff burden: ([e Prra/(1=6) — 1] x 100) ",
in which the elasticity of substitution (8) is set
exogenously. As a result, by subtracting the direct
effect of a trade agreement from the total effect of
integration, the contribution of the globalization
process to the total effect of integration can be
determined from the values of the effects reduced
to a comparable form. Accordingly, the difference
between the values of £, (S, with zero lags) and
Y B from (1) and (2) will reflect within the
globalization process the direct and accumulated
effects of trade agreements respectively.

15 For details, see (Yotov et al., 2016).
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Assessment data. As we have already indicated,
in order to estimate the direct effects of trade
agreements, the panel should include trade in the
domestic market (Anderson, Yotov, 2016). One of
the ways to form an array of indicators reflecting
trade in the domestic market is to calculate the
difference between the value of goods produced in
the national economy and exports (Bergstrand et
al., 2015; Yotov et al., 2016). In our study, we have
obtained the necessary components for calculating
this indicator from special statistical databases:
CEPII; CEIC; UNIDO, FAO (UN), as well as
economic and statistical agencies of several APR
countries.

The sources of statistical data of mutual export
between APR countries are UNCTAD (UN) and
the World Bank data base. However, a restriction to
the inclusion of all APR countries and economic
territories in the evaluated panel is the absence for
some of them of statistics describing trade in goods
in the internal market. As a result, the evaluated
panel includes 36 APR economics'.

Division of the trade data set into the flows
of primary and industrial goods was carried out
by differentiating commodity groups within the
framework of the ISIC'” (2nd version) classification,
which is used to reflect the statistics of intracountry
trade. APR export statistics, reflected in the SITC
classification in FOB prices, have been translated
in the ISIC classification, based on algorithms
developed (Muendler, 2009).

16 Australia, Brunei, Cambodia, Canada, Chile,
Colombia, Costa Rica, Ecuador, El Salvador, Fiji, Guatemala,
Honduras, Indonesia, Japan, Laos, Malaysia, Mexico,
Mongolia, Myanmar, New Zealand, Nicaragua, Panama,
Papua New Guinea, Peru, Philippines, Republic of Korea,
Russia, Singapore, Taiwan, Thailand, Tonga, USA and
Vietnam. Excluding some countries from consideration is not
critical, since their share of intra-Atlantic trade did not exceed
0.1% by 2021.

17 International Standard Industrial Classification of All
Economic Activities. Available at: https://unstats.un.org/
unsd/classifications/Econ/Download/In%20Text/ISIC
Rev_2 Russian.pdf
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Primary goods included products of agriculture
(ISIC code 11); products of forestry (code 12);
products of fishing (code 13); coal mining (code
21); oil, natural gas (code 22); metal ore mining
(code 23); products of other mining industries
(code 29). Industrial goods included products of
food industry (code 31); products of light industry
(code 32); products of woodworking industry (code
33); products of pulp and paper industry, printing
and publishing industry (code 34); products of
chemical and petrochemical industry (code 35);
nonmetallic mineral products (code 36); products
of metallurgical industry (code 37); products
of metalworking industry, machine building
and equipment manufacturing (code 38); The
manufacture of electricity (code 4101) was also
included under manufacturing products, since this
commodity is traded between some APR countries
that share a common land border.

In accordance with these recommendations, we
present the final set of indicator values in the form
of intervals (lag — five years): 1996, 2001, 2006,
2011, 2016 and 2021, covering 7,620 observations
on APR trade, including primary and industrial
goods. The value indicators of APR trade have been
reported in billions of dollars and, as recommended
(Bacchetta et al., 2012), in current prices.

As for the dummy variable, to assess the
integration effects as trade agreements, we used
only data on the presence or absence of CU, FTA,
and FTA+ that have entered into force (Dai et al.,
2014) based on the WTO!® database. As a result, we
selected 114 APR trade agreements in FTA, FTA+,
and CU formats to form dummy variables'.

Russia is one of APR countries and is considered
in the panel as of the key elements of the subglobal
economies. Based on the comparison with APR
general trends, used in the current research, the

18 WTO Regional trade agreements database. Available at:
https://rtais.wto.org/UI/PublicMaintainRTAHome.aspx

19 If a trade agreement between countries has come into
force in the first half year of the current year, it relates to the
current year, if in the second — to the next one.
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methodology for assessing integral effects allows
indirectly determining for Russian economies
possible long-term benefits of lower barriers with
the countries of the sub-global region within various
commodity markets.

Integral processes can differently influence on
trade and economic systems. All things being equal,
lower barriers contribute to trade development
based on positive effects of export specialization.
Otherwise, if we are talking, for instance, about
“closed” trade and economic block with a small
market, trade diversion effect, i.e. a shift in demand
for more expensive products of this association,
may exceed the effect of trade creation, thereby
inhibiting effective development of the foreign trade
and consumer sectors of the national economy.
Accordingly, the resulting estimates can indicate
whether integration promotes trade among APR

Assessment result

At the first stage, we assess the effect of trade
agreements as part of the overall integration process
(1) on trade in the APR as a whole, as well as on
trade in primary and industrial goods (7ab. 1).

As part of the overall integration process in the
APR, the assessment of trade agreements indi-
cates that trade in primary goods has generally
developed more than trade in industrial goods in
the sub-global economy. Moreover, direct effect
of trade agreements (F7A) has increased over the
long term through the direct effect on ongoing
trade interactions of already functioning trade
agreements, as reflected in the accumulated effect
(FTA,, ) of their conclusion.

At the second stage, with the inclusion of
additional dummy variables for INTL(T) cross-
country trade in the model, we estimated the direct

countries. and accumulated effects of trade agreements for
Table 1. Assessment results of the effects of trade agreements as part
of overall integration process in the APR on model (1)
Variable Trade in general Primary goods Industrial goods
017* 0.21* 0.13*
FTA (0.04) (0.06) (0.04)
0.10** 0.002 0.12*
FTA5 (0.04) (0.07) (0.05)
-0.02 0.18* -0.08**
FTA.0 (0.04) (0.06) (0.04)
0.14* 0.20* 0.17*
Fhss (0.04) (0.07) (0.04)
0.22* 0.56* 0.11*
FTA (0.05) (0.07) (0.04)
0.61* 1.15% 0.44*
FTA (0.05) (0:10) (0.05)
Constant -11.50* -6.97* -11.72*
(0.45) (0.37) (0.42)
Number of observations 7620 7236 7620
Pseudo log-likelihood -5864 -2127 -5260
RESET-test (Prob > chi2) 0.07 0.07 0.07
Pseudo R? 0.99 0.99 0.99
Note: * p < 0.01, ** p < 0.05, *** p < 0.1. The values of standard errors are given in parenthesis. FTA_ _ corresponds X8, in (1), i.e.
the values of the accumulated effects of trade agreements in the overall integration process. FTA is a direct effect of trade agreements.
Hereinafter, for the sake of brevity, we do not give estimates of fixed effects.
Source: own compilation.
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three APR trade flows as part of the regionalization
process: trade in general; trade in primary goods;
and trade inindustrial goods (7ab. 2).

The assessment proved that the impact of trade
agreements on trade in primary goods was not
statistically significant in the regionalization
process. It indicated that the development of
trade in primary goods within the APR was not
determined by the direct effect of trade agreements.
In some way, this fact explains the reluctance to
expand trade agreements with other countries
of the sub-global economy a number of APR
countries, including Russia, which exports mainly

raw materials. Moreover, import of primary goods
(except some agricultural products) were subject
to low rates of duty in most APR countries, and
their containment in some cases was explained by
conjunctural and noneconomic factors.

In accordance with calculations of the regi-
onalization process, the positive effect of trade
agreements in the APR was determined for trade in
industrial goods. The positive accumulated effect
(FTA
by increasing the direct effect of trade agreements

) in trade in industrial goods was obtained

cumul’

(FTA) due to lag components. This estimate
for industrial goods confirms the importance of

Table 2. Assessment results of the effects of trade agreements
as part of regionalization process on the model (2)

Variable Trade in general Primary goods Industrial goods
011** -0.03 0.14*
FTA (0.05) (0.07) (0.05)
-0.004 -0.17* 0.04
FTAs (0.03) (0.07) (0.04)
-0.07** 0.05 -0.09*
FTA o (0.03) (0.07) (0.04)
0.09** -0.02 0.13*
A s (0.04) (0.06) (0.04)
0.12** -0.01* 0.10***
FTA (0.06) (0.08) (0.06)
0.25** -019 0.32*
FTA (012) (0.19) (0.11)
-0.49* -0.94* -0.35*
INTL 105 (0.09) (0.12) (0.08)
-0.28* -0.89* -0.13***
INTL 1 (0.08) (0.10) (0.07)
-0.26* -1.09* -0.08
INTL 05 (0.06) (0.08) (0.05)
-0.31* -0.77* -0.20*
INTL 1 (0.04) (0.07) (0.04)
-0.30* -0.25* -0.28*
INTL 15 (0.02) (0.03) (0.03)
Constant -11.20% -6.23* -12.01*
(0.38) (0.46) (0.40)
Number of observations 7620 7236 7620
Pseudo log-likelihood -5727 -2084 -5168
RESET-test (Prob > chi2) 0.99 0.90 0.99
Pseudo R? 0.99 0.99 0.99
Note: * p<0.01, ** p<0.05, *** p < 0.10. The values of standard errors are given in parenthesis. Base year for variable INTL is 2021.
FTA,,... corresponds X B, in (2), i.e. the value of the accumulated effect of trade agreements within the regionalization process. FTA is a
direct effect of trade agreements.
Source: own compilation.
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trade agreements for expanding trade in the APR
in both final demand goods and intermediate
goods in functioning production chains of TNCs.
In addition, we can assume that the East Asian
economies, as well as North America, which are
the “core” economies of the APR and specialize
in industrial goods, have co-developed in order
to increase trade in primary goods with other
countries, even outside the framework of trade
agreements with them.

Before proceeding to a decompositional
assessment of the effects of trade agreements, we
should pay attention to the reduction of barriers to
trade in the APR as a whole, judging by the values
of INTL(T) dummy intercountry trade variables
for the relevant years. It is likely that due to the
accession of the Asia-Pacific countries to the
WTO, the process of globalization has, to some
extent, helped curb the growth of trade barriers to
trade in the Asia-Pacific as a whole. At the same
time, different trends in trade flows were observed:
for primary goods, reduction of trade barriers;
for industrial goods from the second half of the
2010s there was a noticeable increase in barriers,
indicating rather a process of fragmentation
of the APR trade and economic space, which

could be caused by China’s confrontation with
some countries of the sub-global region, and by
the effects of the COVID-19 pandemic in 2021,
which caused some transformation of production
and logistics interrelations between countries
(Zagashvili, 2022).

Finally, at the third step, we assessed the
contribution of regionalization and globalization
effects to the overall integration effect in the APR
for the analyzed trade flows. The overall integration
effect exceeded the regionalization effect, as
revealed by the ratio of estimates (Tab. 1, 2) both
for trade in general and for trade in primary and
industrial goods. To decompose the effects of trade
agreements in the APR, it is necessary to make them
comparable. The accumulated integration effect
coefficients reflected in Tables 1 and 2 for analyzed
APR trade flows can be presented as changes in
mutual trade, as well as in the form of the tariff
equivalent of barriers to trade (7ab. 3).

Direct effect of trade agreements. The direct effect
of trade agreements in the APR contributed to an
increase in trade: overall, by 18.5%; in primary
goods, by 23.6%; and in industrial goods, by
13.6%. The reduction of tariff barriers amounted
to 4.2 p.p., 5.2 p.p. and 3.1 p.p., respectively.

Table 3. Decomposing integration effects on trade flows in the APR

. Direct effect Accumulated effect
Trade flow Integration process
1 2 3 1 2 3
overall integration process 18.5 100.0 -4.2 84.7 100.0 -14.2
Trade in general regionalization process 121 65.4 -2.8 28.3 334 -6.0
globalization process 6.4 34.6 -1.3 56.4 66.6 -8.2
overall integration process 23.6 100.0 -5.2 2144 100.0 -24.9
Primary goods regionalization process - - - - - -
globalization process 23.6 100.0 -5.2 214.4 100.0 -24.9
overall integration process 13.6 100.0 -3.1 55.3 100.0 -10.4
Industrial goods regionalization process 14.9 109.6 -3.4 374 67.6 -7.6
globalization process -1.3 -9.6 0.3 17.9 324 -2.8
Note: 1 — change in mutual trade, %; 2 — contribution of globalization and regionalization effects to overall integration effect, %; 3 —
decomposition of the tariff equivalent of barriers to trade, %, when 6 = 5. Globalization effect is estimated as the difference between the
overall integration effect and regionalization effect. Since the estimates (see Tab. 2) for primary goods in the regionalization process were
not statistically significant, they were not used for the purpose of decomposing the trade integration effects.
Source: own compilation.
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According to the estimate, the direct effect of trade
agreements was generated by different processes:
for industrial goods — regionalization; for primary
ones — globalization. In this case, the globalization
process did not increase trade in industrial goods
among APR countries, and the regionalization
process did not increase trade in primary goods.
To put it differently, the estimates point to the
greater importance of the regionalization process
precisely for countries specializing in exports of
industrial goods to the APR than for countries
exporting primarily primary goods. Since the
analysis includes the year 2021, in which COVID-
19-related restrictions were active, we can assume
that the impact of the globalization process, which
previously stimulated trade in industrial goods in the
APR, may have been slightly distorted in estimating
the direct effect of integration.

Accumulated effect of trade agreements. An
assessment of the accumulated effect on trade in
the APR as a whole indicated a markedly greater
long-term positive effect of trade agreements on
trade interactions, contributing to an increase
in trade: overall, by 84.7%; for primary goods,
by 214.4%; and for industrial goods, by 55.3%.
Tariff barriers ended up decreasing by 14.2 p.p.,
24.9 p.p., and 10.4 p.p., respectively. In contrast
to the direct effect, the accumulated effect for
trade in the APR as a whole was generated by the
globalization process, whose contribution to the
increase in trade was 2/3 and regionalization 1/3.
As for primary goods, the accumulated effect of
trade agreements in the APR was determined
solely by the globalization process. Based on
the accumulated effect values obtained, trade in
manufactured goods in the APR in the long run was
predominantly determined by the regionalization
process (contribution of 67.6%), while the
contribution of globalization was also notable at
32.4%. Despite the fact that the contribution of
the globalization process to increased trade was
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dominant in the decomposition of the accumulated
effect of trade agreements, nevertheless, in the long
term, the development of commodity exchange in
the APR was stimulated by lower barriers due to
trade agreements in the sphere of trade in industrial
goods in the context of the regionalization process.
This fact has noticeably stimulated trade in primary
goods, as well as some industrial goods in the APR,
based on functioning globalization mechanisms that
guarantee non-discrimination to importers under
the most-favored-nation treatment.

Conclusion

Over the previous three decades, trade among
Asia-Pacific countries has increased markedly due
to the lower barriers to trade cooperation, the
accession of almost all countries in the subglobal
region to the WTO, and the creation of a network
of concluded trade agreements, including those
in an extended format. Over the long term, intra-
regional trade of Asia-Pacific countries greatly
exceeded their trade with the rest of the world, both
in industrial and primary goods. Trade in industrial
goods is fundamental to APR intraregional trade,
accounting for slightly less than 3/4 of its volume
on average over 1996—2021. The main role in
maintaining high values of trade in industrial
goods was played by intermediate commodity
flows between TNC enterprises located in various
APR countries. In addition, intraregional trade
in primary goods received a positive impetus in
the Asia-Pacific region, and its share increased
markedly over the long term, mainly due to mineral
products.

The resulting decomposition estimates of APR
trade flows indicated that, over the long term, trade
agreements stimulated the expansion of most trade
in industrial goods, reinforcing the regionalization
processes in the subglobal economy. In addition,
trade in primary goods and partly industrial ones
was generated solely by globalization, which
complements earlier conclusions (Izotov, 2020b)
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about the nature of the integration process in
the APR. From this point of view, there is no
intraregional integration effect in the APR, which,
all other things being equal, would limit trade in
primary goods for countries that do not enter into
trade agreements in the long run. This circumstance
explains to some extent the reluctance of a number
of primary goods exporting countries, including
Russia, to expand trade agreements with other APR
states.

The globalization process associated with the
accession of APR countries to the WTO also
contributed to the expansion of trade in industrial
goods, with the production and technological
chains within the vertical trade of TNCs successfully
operating mostly within the framework of concluded
trade agreements. Apparently, the regionalization
process in the APR, while stimulating most trade
in industrial goods, has to some extent expanded
opportunities for trade in commodities within
the sub-global region, contributing also to the
growth of exports of a certain share of industrial
goods to APR countries that are not party to trade
agreements. These estimates suggest that the main
long-term benefits of APR integration have accrued
to the countries included in the production and
technological chains within the framework of trade
in industrial goods.

As a result, the overall positive integration effect
in the APR in the long run was manifested through
the “synergy” of regionalization and globalization,
with the latter apparently dominating. At the same
time, the direct effect of trade agreements indicated
the exhaustion of the globalization process as a
“driver” for increasing trade in industrial goods in
the APR, which has rather serious effects related
to the growing competition between country
groupings and the fragmentation of the sub-global
region, which has begun showing in recent years
when large trade and economic integration formats
are created.
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During the period under analysis, Russia did
not implement a strategy to join the integration
processes of the sub-global region by expanding
trade agreements with Asia-Pacific countries.
Russia’s long-term focus on the European market
for its raw materials exports and strong economic
ties with the European Union until 2022 have
contributed to the fact that the APR market has been
secondary for Russia, being limited to the largest
economies of Northeast Asia (NEA): People’s
Republic of China, Japan, and the Republic of
Korea. There was no demand for more complex
forms of trade and economic relations with APR
countries on the Russian side. Exporting mainly
low-value-added products to the Asia-Pacific
market, the value volumes of which were small
compared with exports to the European market,
Russia made do with globalization mechanisms,
especially in the context of its accession to the
WTO, access to some trade platforms in the APR
and taking a small share of the Northeast Asian
commodities market?. On the other hand, due
to the high risks of economic activity in Russia,
there was no targeted commodity and geographic
diversification of commodity exports as in Chile,
Australia, New Zealand and Canada (Izotov,
2020a). This circumstance has also not contributed
to the generation of demand in Russia for inte-
gration as part of a strategy to expand the scope of
trade agreements concluded with APR countries.
Consequently, the chance for Russia to build a
more diversified economy through its neighborhood
with APR countries in the analyzed period was
to some extent lost, not allowing it to mitigate
the current effects of the gap with the European
market. As a result, it has to face monopsony on
the part of China, as well as indifferent observation
of the fragmentation of the Asia-Pacific trade and
economic space.

2 Crude oil, natural gas, coal, timber, fish and shellfish,
ferrous metals, etc.
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An important result of this study is that there
have been no attempts to create a “closed trade
bloc” in the APR, the effect of which could be
extended to the commodities that are the basis
of Russian exports. However, it cannot be ruled
out that as the contradictions between leading
APR countries in trade in manufactured goods
(the U.S.—Chinese confrontation) grow, a quite
deliberate process of concluding long-term
contracts for the supply of primary goods produced
and traded within the framework of integration

associations in the sub-global region may begin.
From this point of view, given the current
instability of foreign policy processes in the APR,
the introduction of various kinds of restrictions,
including in certain emergency situations, may
lead to the fact that the previously seemingly rather
stable structure of trade and economic relations
in the subglobal region may be transformed,
manifesting itself in the redistribution of previously
accumulated benefits from integration for APR
countries.
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Abstract. The study is relevant, because there is a necessity to improve approaches to and tools for
monitoring the development of municipal entities in Russia, taking into account the current situation
concerning statistics in the context of municipalities and the tasks to be addressed at the municipal level
of management in modern conditions. The aim of the work is to provide a scientific and methodological
substantiation for an approach to the formation and implementation of a comparative monitoring of
socio-economic development of municipalities at the intraregional and interregional levels. To achieve
the goal, we use scientific methods such as economic and statistical analysis, generalization, and expert
survey (questionnaire survey of Vologda Oblast municipalities’ heads). Scientific novelty of our research
consists in the development of a unified approach to organizing municipal monitoring in Russia’s
constituent entities. The approach should take into account the current situation concerning municipal
statistics and help to compare local territories of different regions. We describe a methodological
approach to organizing the monitoring of Vologda Oblast municipalities; the results of the monitoring are
reflected in the annual information and analytical bulletin “Socio-Economic Development of Municipal
Districts”, issued by Vologda Research Center of the Russian Academy of Sciences since 2014. Based on
the calculations of the integral indicator of the level of development of municipalities in the Vologda and
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Leningrad oblasts and the Komi Republic according to our own methodology, we reveal that statistical
information presented in the Rosstat database containing indicators for Russia’s municipalities does not
allow us to form an objective interregional typology of municipalities by development level. In this regard,
we substantiate the ways to improve municipal monitoring and the expediency of using the indicators
presented in statistics collections “Socio-Economic Development of Municipalities” published annually
by territorial offices of Rosstat in constituent entities of the Russian Federation. The findings of our
research can be used by federal, regional public authorities, local self-government bodies, scientific and
educational organizations in analyzing the development of municipalities, as well as serve as a basis for
further research on the subject under consideration.

Key words: municipal entities, socio-economic development, monitoring, constituent entity of the
Russian Federation, Vologda Oblast, questionnaire survey.

Acknowledgment

The paper was prepared within the framework of the state task for VoIRC RAS on the topic of research
FMGZ-2022-0012 “Drivers and methods of sustainable socio-economic development of territorial

systems in a changing external and internal environment”.

Introduction

One of the tasks aimed at achieving the goal of
spatial development of the Russian Federation and
outlined in the Spatial Development Strategy of
the Russian Federation for the period up to 2025
(approved by RF Government Resolution 207-r,
dated February 13, 2019) is to reduce the level of
interregional differentiation in the socio-economic
development of constituent entities of the Russian
Federation, as well as to reduce intraregional socio-
economic differences. According to the Strategy,
one of the principles of spatial development is a
differentiated approach to the directions and
measures of state support for the socio-economic
development of territories, taking into account
the demographic situation, specifics of the settle-
ment system, level and dynamics of economic
development, and natural conditions.

In accordance with Federal Law 172-FZ, dated
June 28, 2014 “On strategic planning in the Russian
Federation”, the powers of local self-government
bodies in the field of strategic planning include
defining long-term goals and objectives of municipal
management and socio-economic development of
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municipalities, coordinated with the priorities and
goals of socio-economic development of the Russian
Federation and its constituent entities; developing,
reviewing, adopting (approving) and implementing
strategic planning documents on issues related
to the powers of local self-government bodies;
monitoring and controlling the implementation of
strategic planning documents adopted (approved)
by local self-government bodies; other powers.
According to Rosstat, as of January 1, 2022,
there were 19,655 municipal entities in Russia,
including 1,544 municipal districts, 180 municipal
okrugs, 608 urban okrugs, 4 urban okrugs with
intra-urban division, 23 intra-urban raions, 267
intra-urban territories of federal cities, 1,287 urban
settlements and 15,742 rural settlements.
Municipalities in Russia differ significantly in
their development potential, features, trends and
drivers of their socio-economic development (diffe-
rences in development indicators can reach tens or
hundreds of times). At the same time, the municipal
level of government (within the framework of the
local self-government system) has a significant
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set of functions and list of powers to resolve issues
and problems related to the development of local
territories, ensuring decent living conditions for the
population; the development of the country as a
whole is ultimately determined by the development
of its constituent territories (constituent entities
of the Russian Federation and its municipal
entities). In view of the above, it is fundamentally
important to have an effective system for monitoring
the socio-economic development of regions’
municipal entities (individual constituent entities
of the Russian Federation, municipalities of
several RF constituent entities, including within
macroregions). In accordance with the available
information and statistical base in Russia, the
most comprehensive, system-wide and reliable
monitoring can be carried out at the level of urban
okrugs, municipal districts and okrugs.

The aim of the monitoring is to obtain
information that allows for a comprehensive and
systematic assessment of the state and development
processes of municipal entities in the region in
order to substantiate the adoption of appropriate
management decisions related to the policy of
an RF constituent entity on the development of
municipal entities and local socio-economic policy.

The main objectives (directions) of the moni-
toring are as follows:

— identify trends and problems related to
socio-economic development in municipal entities
in the long-, medium- and short-term (operational —
last year, last month, quarter of the current year)
periods, identify the severity, significance, system-
wide nature of the problems and threats to the deve-
lopment of the municipality; identify the causes for
current trends and problems in order to substantiate
ways to find solutions and responses to emerging
threats;

— assess the extent of implementation of
program and strategic documents on municipal
development (the strategy for socio-economic
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development of the municipal entity and the action
plan for its implementation; sectoral strategies of
the municipality, municipal programs and projects)
in order to substantiate the ways to adjust these
documents;

— assess intraregional policy (policy of the RF
constituent entity in relation to municipal entities;
methods and tools for its implementation) from the
point of view of the impact of decisions taken
by regional authorities and real actions on the
parameters of socio-economic development of
municipalities;

— assess the effectiveness of the work of local
self-government bodies in terms of how the
implemented local socio-economic policy allows
solving current problems of the municipality and
creating conditions for ensuring its sustainable
development, how effectively and efficiently local
self-government bodies (LSG) solve issues of local
importance (in accordance with Federal Law
131-FZ “On the general principles of organizing
local self-government in the Russian Federation”,
dated October 6, 2003), what adjustments need to
be made to this policy and the mechanism of its
implementation.

Main stages in organizing and conducting
the monitoring are as follows: 1) defining a list of
indicators for conducting the monitoring, and
sources of relevant information; 2) collecting ope-
rational data on the monitoring indicators, data
processing (standardization, calculation of specific
indicators, calculation of indices of changes in
the values of indicators for different periods,
etc.); 3) analyzing the calculation results, drawing
conclusions about trends and problems in the
development of municipalities, factors that caused
the corresponding changes, etc.; 4) adopting
various management decisions by the subjects of the
monitoring; the decisions are based on the results of
the findings; making decisions on the necessity of
adjusting the monitoring system.

Economic and Social Changes: Facts, Trends, Forecast
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Currently, the key source of information on the
state and development of municipal entities, which
allows monitoring their condition and development,
is the official statistical information of the Federal
State Statistics Service of the Russian Federation
(Rosstat), represented by the following elements:

1) Rosstat database on the indicators of
municipalities (https://rosstat.gov.ru/storage/
mediabank/Munst.htm), which contains official
statistical information on all municipalities of
Russia since 2006 (in more detail on municipal
districts and okrugs, urban okrugs) arranged in 28
main blocks (development spheres);

2) Rosstat statistical bulletins “Formation of
local self-government in the Russian Federation”
(not published since 2021), “Population of the
Russian Federation in the context of municipal
entities” (published annually), “Volume of social
payments to the population and taxable monetary
incomes of the population in the context of
municipalities” (not published since 2020); official
publications on the results of the All-Russian
population censuses (2002, 2010, 2021);

3) statistical information published by Rosstat’s
territorial departments in RF constituent entities:
annual statistical collections “Municipal districts
and urban okrugs ...” or “Municipal entities ...”;
operational quarterly and monthly information
“Socio-economic situation in municipal entities
...”; sections showing the data in the context of
municipalities in statistics collections, bulletins
containing the data on the specific RF constituent
entity (Voroshilov, 2022).

In addition to official statistical information,
there is departmental statistical information
collected and generated by federal authorities, state
authorities of RF constituent entities, local self-
government bodies, including on the main results
of the work of the relevant authorities, results of
the implementation of strategic and program
documents in municipalities, etc. In addition,
information about individual parameters on the
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development of municipal entities and settlements
can be formed by various expert, nongovernmental
and other organizations (for example, within the
framework of the quality of life index in cities,
formed by VEB.RF; information about housing
on web portals Domofond, TsIAN, Reforma
ZhKKh, etc.), as well as in the framework of geo-
analytics and GIS technologies, surveys of various
respondents (residents, representatives of the
business community, authorities, etc.) (Voroshilov,
2022).

The monitoring can be carried out by LSG
bodies, public authorities, scientific, expert,
educational organizations, as well as jointly
interested parties.

The main stakeholders in monitoring the socio-
economic development of municipalities and its
results are:

1) local self-government bodies of municipal
entities (they use statistical and other information
and monitoring results for operational analysis of
the current situation and identification of problems
related to municipal development, development
and implementation of the strategy for socio-
economic development of the municipality, the
action plan for its implementation, municipal
programs, projects, for the development of the
local budget, determining the priorities of financing
certain activities, for assessing the effectiveness and
efficiency of their work, etc.);

2) state authorities of RF constituent entities
(to analyze territorial, spatial aspects of region’s
development; to form and implement intraregional
socio-economic policy, including investment policy;
to determine priorities and amounts of financing
of enterprises in municipalities from the regional
budget; to develop and coordinate social support
measures, etc.);

3) representatives of the business community
(to determine the resource potential of a muni-
cipality in order to open new or expand existing
industries; to use the resources of various territories
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for current activities; to assess the capacity of certain
territorial markets, purchasing power of residents,
transport and communication accessibility of
municipalities, etc.);

4) residents of municipalities (to assess the
parameters of the current situation and development
of a municipality as a place of residence and their
self-realization; for a general self-assessment of
the effectiveness of local self-government bodies)
(Voroshilov, 2022).

Foreign and Russian scientists and experts
are working out various aspects of the monito-
ring for the development of municipal entities
and the use of its results by authorities in their
work. Some researchers focus on substantiating
the optimal number of indicators for such a
monitoring (Burtseva, Gubareva, 2020; Syupova,
Bondarenko, 2017); others (Bolshakov, Vasetsky,
2019; D’jachenko, 2018; Klimova, 2019; Mendel,
Fadeeva, 2013; Khokhlova, 2013) consider in
detail the very system in which the monitoring is
organized, the issues and problems of information
collection, its analysis and evaluation, the use of
various information technologies and solutions
for the implementation of the monitoring (Rukh-
manova, 2010; Hristodulo, Akhmetzyanova, 2021).
A substantial amount of publications (Kuznetsova,
Babkin, 2021; Kuznetsova, Babkin, 2022; Shogenov
et al., 2012; Fertner, 2012; Brezzi et al., 2011;
Bogdanov et al., 2008; Klufova, 2016; Russo et
al., 2017) considers the development of various
integral methods for assessing the level of socio-
economic development of municipalities and their
classification (grouping) as a key component of
municipal monitoring.

In a monograph by scientists from Vologda
Research and Coordination Center of the Central
Economics and Mathematics Institute RAS
(Uskova et al., 2002), municipal socio-economic
monitoring is defined as a specially organized
and constantly operating system for monitoring,
collecting, evaluating and disseminating infor-
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mation; assessing the economic and social
situation on the territory of a municipal entity
(municipal entities); analyzing development trends
and the extent of local (municipal) problems, as
well as preparing recommendations for rational
management decisions. In the monograph, it
was proposed to monitor the development of
the city in the framework of three major areas:
1) monitoring the quality of life (health, standard of
living and lifestyle); 2) monitoring the development
of the city’s economy; 3) monitoring the socio-
economic potential of the city (the amount of
the potential and the effectiveness of its use).
We adhere to this approach to understanding
municipal monitoring within the framework of
this article. The aim of our work is to conduct
scientific and methodological substantiation for
the development of an approach to the formation
and implementation of a comparative monitoring of
socio-economic development of municipal entities
at the intraregional and interregional levels.
Currently, in Russia, at the official level, the
monitoring of municipalities’ development is car-
ried out only in the form of an annual monitoring
of the effectiveness of the work of local self-
government bodies in municipal districts, urban
okrugs and municipal okrugs in accordance with
Presidential Decree 607, dated April 28, 2008,
which establishes a list of 14 indicators to assess the
effectiveness of the work of LSG bodies. Pursuant
to this Decree, RF Government Resolution 1317,
dated 17 December, 2012, approved a list of
additional indicators for assessing the effectiveness
of the work of LSG bodies (27 indicators); a
technique for monitoring the effectiveness of the
work of LSG bodies; a standard form of a report
for the heads of local administrations of municipal
okrugs, urban okrugs and municipal districts on
the achieved values of indicators for assessing the
effectiveness of the work of LSG bodies for the
reporting year and their planned values for a three-
year period; methodological recommendations on
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the allocation of grants to municipal entities from
the budget of the RF constituent entity in order
to facilitate the achievement and (or) encourage
the achievement of the best values of indicators of
the work of LSG bodies; a list of recommended
indicators used to determine the amount of grants.

Heads of municipal districts and municipal
okrugs annually prepare a corresponding report,
which reflects the values of indicators for assessing
the effectiveness of the work of LSG bodies over the
past three years and indicates the planned values for
the next three years, and submit it to the appropriate
state authority of the RF constituent entity. As a
rule, the report provides comments on the reasons
why individual indicators are deteriorating, and
puts forward an action plan to achieve the best
values of the indicators. An increase in the values
of indicators (direct indicators) or a decrease
in the values of individual indicators (inverse
indicators) reflects the effectiveness of the work of
local self-government bodies. The subject of the
assessment is the results of the work of local self-
government bodies in the following areas: economic
development; preschool education; general and
additional education; culture; physical culture
and sports; housing construction and provision
of housing for citizens; housing and communal
services; organizing municipal administration;
energy saving and improving energy efficiency;
conducting an independent assessment of the
quality of conditions for the provision of services
by organizations in the fields of culture, health,
education and social services. At the same time,
according to the research of Russian scientists (see,
for example, Voroshilov, 2015), the monitoring
of the effectiveness of the work of LSG bodies
does not cover all areas (directions) regarding the
development of the municipality; there are also
questions about the actual reliability of the values
of indicators (there may be significant fluctuations
from year to year or omission of individual values of
indicators, etc.).
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A distinctive feature of our present study consists
in the fact that it considers issues related to the
formation of a system for monitoring the
development of municipalities, taking into account
the current information and statistical base in
Russia, and substantiating the development of
an approach to the comparative monitoring of
municipalities in different regions of Russia.

Description of the research methodology and
substantiation of its choice

To achieve the goal of the work, we used
standard methods of economic, statistical and
comparative analysis, generalization and expert
(questionnaire) survey, and a monographic
method. In the course of the study, we relied on
the publications of foreign and Russian scientists
involved in the analysis and monitoring of socio-
economic development of municipal entities.

Further, the article will consider the metho-
dological approach and the tools used to monitor
the development of Vologda Oblast municipal
entities; the main results of the monitoring are
published in the annual information and analytical
bulletin “Socio-Economic Development of Muni-
cipal Districts”, issued by Vologda Research Center
of the Russian Academy of Sciences (VOIRC RAS)
since 2014. We provide the development of this
bulletin and the execution of the bulk of work for
its preparation.

We use a methodological approach to grouping
territories according to the value of statistical
indicators under consideration. The grouping of
municipal districts for each of the initial statistical
indicators characterizing their socio-economic
development and analyzed in this bulletin is carried
out in accordance with the following interval
estimates (7ab. 1). For a number of indicators, in
the absence of districts that fall into a group with
a high or low level of development, the grouping is
carried out logically, based on the magnitude of the
differences between the values of the indicator for
the districts from the indicators for the districts of
another group.
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Table 1. Boundaries of intervals for the groups of municipalities according
to the level of socio-economic development indicators

Group — level of indicator values

Boundaries of the group

High Xi = Xay+(3/4)-c
Above high XarH(1/4)-0 < X < X +(3/4)-c
Median Xav-(1/4)-6 < X < X +(1/4)-c
Below median Xav-(3/4)-6 < X; < Xo-(1/4)-c
Low Xi < Xay-(3/4)-c

x; — value of the indicator of the i-th district (urban okrug) of the oblast; x,, — average value of the corresponding indicator for all districts
(urban okrugs); o — standard deviation for the corresponding indicator.

An example of the grouping of Vologda Oblast
municipal districts according to one of their indi-
cators under this approach will be given in Table 4.

The level of socio-economic development of
municipal entities is assessed on the basis of
the methodology presented in the publication
(Voroshilov, Gubanova, 2014). The essence of the
methodology consists in the sequential imple-
mentation of four stages: standardization of the
initial 18 statistical indicators of municipal districts
relative to average values for the region; calculation
of the integral indicator for four blocks of indicators
(“Demography”, “Improvement”, “Standard of
Economy”) based on the arithmetic mean
of standardized indicators included in the block;

living”, “
calculation of the integral indicator of the level of
development as an arithmetic mean of the integral
indicators of the blocks; grouping of oblast districts
into five groups of territories by level of development
(high, above median, median, below median, and
low). The results of such grouping according to
the indicators for 2000, 2010, 2020 and 2021 are
presented in Table 5.

In order to monitor the current state and reform
of the institution of local self-government in the
oblast, RAS Vologda Research Center has been
conducting a questionnaire survey of the heads
of Vologda Oblast municipal entities since 2006
(questionnaires are sent to all municipalities of
the oblast; the number of filled-in questionnaires
received from the heads provide a sampling error
of no more than 4—5%). At the same time, the
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questionnaire for the survey is adjusted annually
taking into account the specifics of changes
occurring in the system of state and municipal
administration in Russia and the Vologda Oblast.

Research results

We were able to elaborate and substantiate the
principles (Tab. 2) and approach to monitoring
the development of municipalities after we
implemented the following steps: summarizing
research works on the issues under consideration;
gaining practical experience in monitoring the
development of Vologda Oblast municipal entities
(by preparing an annual information and analytical
bulletin and conducting a questionnaire survey of
municipalities’ heads); analyzing development
parameters of the largest and large urban
agglomerations of Russia, urban agglomerations
on the territory of the European North of Russia,
rural territories of regions within the Northwestern
Federal District; gaining experience in developing
methods for assessing the level of socio-economic
development of RF constituent entities, municipal
entities (municipal districts and okrugs, urban
okrugs, urban and rural settlements) and arranging
these territories into groups; analyzing the
existing practice of monitoring the development
of municipalities in some RF constituent entities
(Vologda Oblast, Altai Krai, etc.), implemented by
public authorities.

Next, let us consider main features of the
approach to conducting the monitoring of Vologda
Oblast municipal entities (7ab. 3), the main results
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Table 2. Principles of monitoring statistical indicators of socio-economic development of municipalities

Principle

Essence

Principles, according to which the monitoring is organized

Regularity, efficiency

The monitoring should be conducted (the relevant information base should be collected and analyzed) in every
analyzed period (year, quarter, month); analysis should be carried out and conclusions should be made as
soon as possible after the appearance of a reliable and adequate information and statistical base

Comprehensiveness

The monitoring should cover all possible aspects in the development of municipalities; in order to confirm
certain facts, in addition to statistical information, it is advisable to use other sources of information (the
results of sociological research conducted in the municipality; departmental, reporting information of local
self-government bodies, municipal enterprises and institutions; the results of an expert survey, other available
reliable information bases and resources)

System-wide nature

Various aspects in the development of municipal entities should be considered in the interrelation of spheres
(subsystems) of socio-economic development of municipal entities; cause-and-effect relationships between
individual phenomena and processes should be identified

Accessibility

The results of the monitoring should be presented in an understandable, accessible form for various consumers;
the results should substantiate the need and direction of adjusting the forms, methods, and tools for managing
the development of municipalities

Purposefulness

The monitoring should be aimed at achieving the goal and specific objectives of monitoring the development
of municipalities

Usefulness

The results of the monitoring should be useful for various stakeholders (public authorities, local self-
government bodies, business community, residents of municipalities)

Principles, according to which the information base is formed (indicators are selected)

Comparability

The indicators used in the monitoring should be comparable in time (in terms of the name of indicator, features
of its formation and form of presentation) and space (it should be possible to adequately compare the values
of the indicator between different territories of a specific RF constituent entity and all RF constituent entities
or any macroregion of the country)

Reliability

Indicators should be collected on the basis of data from official statistical sources (statistics collections,
databases) or other information resources, the principles of formation of which are clear and methodologically
correct

Moderation

The number of indicators for the monitoring should not be too large; it is necessary to avoid duplication of
indicators characterizing the same phenomenon or process, multicollinearity of indicators used for integral
assessment of the level of development of municipalities

Accessibility

Information on the values of the municipality’s development indicators should be available to various interested
parties and be presented over a long period of time (at least ten years)

Principles, according to which the level of socio-economic development is assessed

Adequacy of the results
obtained

The results of assessing the level of socio-economic development of municipal entities and their typology
should most adequately reflect the characteristics of the territories in each group; the municipality in each
group should be characterized by common, similar trends, features, development factors and problems

Taking into account
territorial specifics

The level of development of municipalities in RF constituent entities should be assessed taking into account
the adjustment of cost indicators for interregional differences in the level of prices or cost of living to ensure
comparability of interregional comparisons for municipalities

Applicability of the
assessment results

The results obtained while assessing the level of development should make it possible to substantiate
differentiated measures and instruments of regulatory influence on the part of the state and local self-
government bodies on various types of municipalities

Relative simplicity of
calculation

Methodological tools for assessing the level of development of municipalities should be understandable and
accessible to all interested parties; processing of initial data and calculation of the integral indicator should
preferably be carried out without the use of specialized, nonpublicly available software and without lengthy
and complex calculations

of which are published in the annual information
and analytical bulletin “Socio-Economic Develop-
ment of Municipal Districts” issued by Vologda
Research Center of the Russian Academy of
Sciences since 2014. VoIRC RAS sends the bulletin
annually and free of charge to the state authorities

Economic and Social Changes: Facts, Trends, Forecast

Volume 16, Issue 3, 2023

of the Vologda Oblast and local self-government
bodies of districts and urban okrugs of the oblast,
and sometimes to individual federal legislative
and executive authorities, senior officials of all
RF constituent entities, and certain scientific and
nongovernmental organizations of Russia.
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Table 3. Structure of the monitoring of socio-economic development of Vologda Oblast municipal entities
as presented in the bulletin (on the example of the 9th issue of the bulletin published in 2022)

Block of indicators

List of monitoring indicators

Main trends in socio-
economic development
of municipal districts
and urban okrugs in the
Vologda Oblast in 2000~
2020

Permanent population size at the end of the year, including urban and rural population; number of rural
settlements within municipal districts and urban okrugs of the Vologda Oblast; structure and dynamics of
the permanent population by age group

Natural and migration increase (decrease), including in the context of urban and rural population; migration
increase/decrease in the context of migration directions

Morbidity per 1,000 people

Agricultural production (in comparable prices) per inhabitant; industrial production and shipment of goods
per inhabitant

Retail turnover (in comparable prices) per inhabitant

Volume of commissioned residential buildings per inhabitant

Ratio of the average monthly nominal accrued wage to the subsistence level; average monthly wage of
certain categories of employees designated in Presidential Decree 597, dated May 7, 2012

Registered unemployment rate

Provision of doctors per 10 thousand people

Availability of hot and cold running water, sewerage, central heating, gas in the housing stock

Condition of water supply and sewerage networks infrastructure (proportion of networks in need of
replacement; replaced networks; leakage and unaccounted for water consumption); condition of heat
supply networks

Main characteristics and dynamics of key indicators of socio-economic development of groups of
municipal districts in the Vologda Oblast (in the context of the typology of territories by share of rural
population, typology by remoteness from large cities)

Current condition and
trends in the formation

of budgets of municipal
districts and urban okrugs
in the Vologda Oblast

Budgetary provision of own (tax and nontax) revenues of the district (urban okrug) budget per inhabitant
Structure of expenditures of budgets of municipal districts and urban okrugs in the Vologda Oblast
Volume of financial resources of the Vologda Oblast budget, allocated for the implementation of projects
and events under the state program “Comprehensive development of rural areas” in municipal entities of
the Vologda Oblast

Some indicators showing
the development of
agriculture in municipal
districts of the Vologda
Oblast

Cattle population, pig population in all types of farms, cow population in all types of farms and in households
Gross harvest of grain and leguminous crops in all types of farms

Productivity of grain and leguminous crops in all types of farms

Milk production in all types of farms

Milk yield per cow in agricultural organizations

Sale of livestock and poultry for slaughter in live weight in all types of farms

Main results of socio-
economic development
of municipal districts
and urban okrugs in the
Vologda Oblast in 2021

Natural population growth (decrease); migration growth (decrease)

Turnover of organizations and production volumes of the logging industry

Dynamics of the main indicators of agricultural sectors

Retail and catering turnover (in comparable prices)

Number of organizations and individual entrepreneurs; share of profitable organizations
Number of unemployed and the level of registered unemployment

Volume of commissioning of residential buildings

Dynamics of cargo turnover and passenger turnover of motor transport

Average monthly nominal accrued wage of an employee

Forecast of the main
parameters of development
of municipal districts

and urban okrugs in the
Vologda Qblast until 2030

Permanent population at the end of the year
Agricultural production per inhabitant (in comparable prices)
Retail trade turnover (in comparable prices)
Real accrued wages (in comparable prices)

Municipal management
efficiency (based on the
materials of surveys
conducted by VoIRC RAS)

Results of the annual questionnaire survey of Vologda Oblast municipalities’ heads, which includes the
following main areas:

— studying changes occurring in municipal entities after the adoption of Federal Law 131-FZ;

— identifying areas for improving the work of local administrations directly and assessing the availability
of qualified personnel there;

— identifying the role of federal and regional authorities in the development of municipalities and directions
for improving state policy on the development of municipalities;

— studying public participation in local self-government

Appendices

Main stages in the development of local self-government institution in the post-Soviet period

Proposals for improving state policy in the field of local self-government in Russia, improving the
management of municipalities development

Methodological commentary
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Next, as an example, let us consider some
calculations (examples) from the results of
monitoring the development of Vologda Oblast
municipalities, published in a 2022 issue of the
bulletin.

Thus, in 2000—2020, the average per capita
volume of agricultural production decreased
in comparable prices in 19 districts of the oblast
(average decrease was 8%; Tab. 4). In Vashkinsky,
Babushkinsky, Nyuksensky, Syamzhensky, Vozhe-
godsky, Kaduysky, Babaevsky, Vytegorsky, Ust-
Kubinsky districts, production decreased more
than twofold. In five districts (Vozhegodsky,
Sokolsky, Babaevsky, Vytegorsky), by the end

of 2021, the volume of agricultural production
was more than four times lower than the district
average. In Gryazovetsky, Vologodsky, Sheksninsky,
Ustyuzhensky, Mezhdurechensky, Totemsky
and Kirillovsky districts in 2021, there was an
increase in agricultural production compared to
2000 (from 0.3 to 92%); an increase compared
to 1995 is observed in Vologodsky, Gryazovetsky,
Sheksninsky, Ustyuzhensky, Tarnogsky, Totemsky,
Chagodoshchensky districts.

Vologodsky, Gryazovetsky and Sheksninsky
districts remain leaders in the development of
agriculture in the Vologda Oblast; they provide the
bulk of agricultural products to two large cities of

Table 4. Agricultural production (in comparable prices in 2021), thousand rubles per capita

e 2000 2021 2021 to 2021 to
Municipal district 1995 Value Position 2010 2020 Value Position 2000, % 2019, %
Vologodsky 227.7 250.4 1 229.1 2451 251.0 1 100.3 102.4
Gryazovetsky 97.4 105.7 5 99.7 190.9 202.4 2 191.6 106.0
Sheksninsky 110.8 96.8 7 81.5 112.7 109.9 3 113.6 97.5
Ustyuzhensky 79.0 80.4 11 67.7 104.1 107.6 4 133.8 103.3
Cherepovetsky 234.6 191.8 2 153.5 103.2 102.0 5 53.2 98.8
Tarnogsky 86.0 101.5 6 58.3 86.0 92.5 6 91.2 107.6
Totemsky 72.1 71.4 13 55.4 88.8 91.2 7 127.7 102.6
Mezhdurechensky 104.7 86.4 10 60.5 87.4 86.8 8 100.4 99.3
Verkhovazhsky 164.9 108.6 3 70.3 75.0 74.6 9 68.6 99.4
Kirillovsky 71.9 69.0 16 48.7 70.1 71.6 10 103.7 102.1
Chagodoshchensky 47.3 58.7 19 289 53.7 52.1 11 88.7 96.9
Ust-Kubinsky 72.4 106.6 4 81.9 54.1 47.4 12 44.5 87.6
Nikolsky 83.1 88.6 8 49.5 48.7 471 13 53.2 96.8
gfﬂ)‘;‘:&i’;‘(" 878 | 785 12 436 | 437 | 423 14 53.9 9.8
Velikoustyugsky 68.3 40.7 23 28.1 32.8 34.3 15 84.2 104.4
Babushkinskiy 85.0 86.7 9 40.3 30.9 31.5 16 36.3 101.8
Kharovsky 56.0 49.6 20 29.7 32.1 30.8 17 62.2 96.2
Vashkinsky 62.0 62.4 18 271.7 28.1 30.1 18 48.2 107.0
Nyuksensky 165.1 70.4 14 26.5 31.7 29.1 19 414 91.9
Syamzhensky 67.6 63.2 17 25.6 26.1 24.5 20 38.8 94.0
Belozersky 55.3 39.9 24 25.1 23.1 241 21 60.5 104.3
Kaduysky 42.5 45.1 22 21.0 22.5 21.6 22 47.9 95.9
Sokolsky 34.2 34.0 26 24.6 18.4 19.6 23 57.8 106.5
Vozhegodsky 53.4 46.7 21 26.5 18.3 18.5 24 39.6 101.3
Babaevsky 78.6 69.2 15 25.9 15.0 14.4 25 20.8 96.0
Vytegorsky 33.9 34.8 25 11.0 9.2 9.9 26 28.4 108.0
District average 94.8 87.9 - 67.7 79.4 81.0 - 92.1 102.0
Groups of districts are highlighted in color according to the value of the indicator
High Above median Median Below median Low
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the oblast and, due to their favorable economic and
geographical location, have convenient access to
large sales markets of the Northwestern and Central
federal districts. Cherepovetsky District has lost its
position in 20 years; it is largely due to a significant
decline in production in the pig farming subsector
(a number of large pig breeding facilities have been
closed).

The results of grouping Vologda Oblast
municipal districts by socio-economic develop-
ment level for 2000—2021 are presented in Table 5.
A deterioration of the overall assessment of socio-
economic development level (based on the analysis
of the results of the integral indicator) was noted

in a number of municipal districts of the Vologda
Oblast (in 2000 and 2010, the group with a low
development level included only eight districts,
while in 2020—2021, their number increased to 9—11
districts). At the same time, the number of districts
with a high development level decreased from six
to four. In 2000—2021, eight districts experienced
a deterioration in their socio-economic situation
(Kaduysky, Cherepovetsky, Chagodoshchensky,
Totemsky, Belozersky, Vashkinsky, Ustyuzhensky,
Vytegorsky); while six districts (Gryazovetsky,
Mezhdurechensky, Babaevsky, Syamzhensky,
Verkhovazhsky, Nyuksensky) moved to groups with
a higher level of development during this period.

Table 5. Ranking of Vologda Oblast districts by value of the integral index of socio-economic development

2010to | 2021to | 2021 to

2000 2010 2020 2021 2000 2010 2000

Municipal district () | (A | ()

\2?3.'3 Rank \gtl)je Rank \f\atl)je Rank \g?je Rank Rank Rank Rank
Gryazovetsky 1.147 7 1.132 6 1.406 2 1.521 1 5 6
Sheksninsky 1.222 5 1.595 1 1.536 1 1.486 2 4 -1 3
Vologodsky 1.405 2 1.310 B 1.298 3 1.325 8 -3 2 -1
Sokolsky 1.265 4 1.329 4 1.210 5 1.229 4 0 0 0
Kaduysky 1.655 1 1.439 3 1.246 4 1.133 5 -2 -2 -4
Velikoustyugsky 1.141 8 1.047 8 1.101 8 1.058 6 0 2 2
Chagodoshchensky | 1.202 6 1.446 2 1.106 7 1.045 7 -5 -1
Babaevsky 0.930 12 0.909 12 0.998 11 1.034 8 0 3 3
Totemsky 1.036 9 0.960 10 1.000 10 1.032 9 -1 2 1
Nyuksensky 0.928 13 0.784 19 1.110 6 1.009 10 -6 9 3
Cherepovetsky 1.354 8 1.056 7 1.015 9 0.940 11 -4 -4 -8
Kirillovsky 0.872 16 0.865 16 0.898 13 0.923 12 0 3 3
Kharovsky 0.895 14 0.979 9 0.885 15 0.923 13 5 -3 2
Tarnogsky 0.861 17 0.901 13 0.956 12 0.899 14 4 -2 2
Mezhdurechensky 0.840 19 0.869 15 0.896 14 0.897 15 4 1 5
Syamzhensky 0.755 24 0.725 23 0.821 19 0.873 16 1 7 8
Verkhovazhsky 0.766 22 0.779 20 0.843 18 0.854 17 2 2 4

Vytegor