Regional Development and Regional Policy in Russia
During Ten Yearsof Economic Growth

Natalia V. Zubarevich

The paper shows spatial disparities in regionalad@nd economic development under
the influence of resource-related, geographicesaatl institutional factors. Leading and lagging
regions are determined. Regional policy priorites estimated in accordance with opportunities
and barriers of spatial development of Russia.
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Despite of spatial persistence, ten years of stegdwth had a great influence on
territorial development of Russia. In regional emmry and economic geography analytical
equipment is accumulated that permits to undergbatiér and forecast changes. In Russia there
appeared opportunities and instruments for actagronal policy implementation. Consulting
market was formed with serious battles for orderscfeation of regional development strategies
and programs. But, according to the well-known ecoists’ joke, growth is present while

happiness is not. There are at least three reégotist.

Regional development: strict opportunity limitations

The strictness of these limitations is accountedl many problems. It is conventional
to point out strong regional disparity among thesmeevere problems and give striking
quantitative examples of differences. But preciseblculated GRP per capita corrected
according to the price level for Tyumen region watitonomous districts is 4 times greater than
the All-Russian average, for Moscow — 2 times greand a dozen of other regions have GRP
per capita higher than average. A quarter of alirty population lives in these regions.
However, nearly 2/3 of regions do not differ grgattcording to the level of development — the
difference is in the range between the averageatarmlf. 2/3 of Russians live in them. A dozen
of regions with 6% of All-Russian population arevmus outsiders with GRP per capita less
than 40% of the average. Spatial disparity in Russisignificant, but it is not greater than in
other catch-up development countries with largeitteres. There is no sense in comparing

Russia with  European Union due to differences emitbry assimilation and level of
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development. The problem is not in disparity itself in its negative influence on modernization
of conditions and style of life. Large gap betwsereral leaders and huge “median zone” slows
down spatial spreading of innovations, since omlg quarter of Russians live in places where
resources for modernization are available. Socippert to outsiders is provided at the federal
level, and what about the majority living in the édian” regions? Their own economic
opportunities are insufficient for development, daderal resources will never be enough for all.
These are the regions which lack institutional ekanent, local community activation and
competent regional policy most of all. To the awuthgoint of view, weakness of these
important development factors significantly expsadifficulties of modernization in the country.

Russia is distinguished by high territorial cortcation of the economy: due to
metropolitan deployment of large Russian compartiesidquarters, Moscow’s GRP is 23% of
aggregate GRP of regions and the share is constgrdlving. Incomes of Muscovites and
metropolitan budget constitute 20% of all populatiocome and budgets of all Russian regions,
while the metropolitan share in population is ori$%. Moscow together with Tyumenn region
provide 35% of total GRP of the country, ten latgegions form 57% of GRP, and the rest
regions do not influence economic “weather”. Bus thituation is unique. For comparison, in
Kazakhstan 22% of gross added value is providedlmaty with 10% of population, that is,
degree of concentration of economic activity in kayest cities of Russia and Kazakhstan are
quite comparable. Agglomeration of production aedkes development if this process is natural
but not administrative. In Moscow the role of adisiirative factor is too large and this distorts
regional competition conditions.

Another problem is low quantity of growth factoradatoo strong barriers. This is
particularly seen by GRP dynamics. Eastern regieitis poor infrastructure which are under
negative influence of rise-in-price factors - lowpplation density, remoteness, unfavorable
development conditions, significant population éase due to migration outflow (fig. 1) — were
the most slowly growing. GRP growth rates of the Eastern Federal District during 1998-2006
were the lowest, excluding oil producing Sakhalind aChukotsky Autonomous District.
Maximal growth rates were in the Central, Westerd Southern regions of Russia, but in whole
changes for federal districts hide significant eiéinces: in the Center as well as in the North-
West agglomerations of two federal cities were ‘thmtors” of growth, which once more
indicates the role of the scale factor in the coudevelopment. Only half of other regions with
multi-million cities were quickly growing - Sverdisk Region (scale factor and export-oriented
metallurgy), Rostov, Novosibirsk and Omsk regiomst after crisis recession their 1998-year

rates were lower, that is why low base effect wdradditionally. In Russia mineral resource (oil



and gas) supply factor works along with the scale. dJltrahigh growth rates of Arkhangelsk
region are ensured by its member, the Nenets Autons Area, in which oil extraction

increased 13 times during the first decade of tkécéntury. Sakhalin is one more example.
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Fig. 1. GRP index for years 1998-2006 for federal districts and federal subjects of Russia
(year of 1998 =100)

But not only regions with competitive advantageméd out to be the leaders. The
highest growth rates were in underdeveloped repudfliDagestan — increase 2.6 times during
1998-2006, though relative reliability of statisticlata and influence of low base effect should
be considered. Russia differs from catch-up devety countries in more strong equalizing
policy of the government. Due to federal supporgwgh rates of many of less developed
republics are closer to that of dynamically deveigpstrong regions. However, non-market
governmental services provided at the expensenahéial aid of the federal budget dominate in
GRP structure of less-developed regions, thus gteasis for development is absent.

Most of Volga and Ural regions with large aggloatems and high-tech machine
building are out of the group of growth leadersdfs a whole, the influence of advantages such
as human capital concentration and especiallytinigtnal quality on development of Russian
regions is still weak. “First nature” factors [1-7lesource endowment and geographical position
- are dominant. Among “second nature” factors oalyglomerative (scale) effect plays
significant role, which is typical for the largesties. Spreading of the accelerated growth zone
over a broad spectrum of regions remains the mgstfisant task in perspective, but that is
impossible without increasing quality of institutband human capital.

Strong lag effect of existing development trersiprieserved until now since disparity is

reproduced by the geography of investments whiciteotrate in oil-and-gas extraction regions



and in metropolitan agglomeratidn3en leading regions in 2006-2007 attracted oredfall
capital investments. Only in recent years per eapiestment in maritime seaport regions of the
country’s West and South grew up to the Russiasaae level. Industrial growth tendencies are
also similar. Industrial production level of thev&x period end is restored or exceeded only in
half a dozen of regions. These are regions of éxpsource extraction and primary processing,
areas around federal cities growing due to theeseffect, and some regions with favorable
geographical position. Less developed republicsewastually de-industrialized and retained
only 13-40% of the 1990-year production level.

In whole, the level and dynamics of regional depetent reflect the dominant role of
competitive advantages which are not connectellgartodernizing activities of the government
and society. The leading regions are divided ihted groups which are typical of the catch-up
development countries:

- the largest agglomerations of the country and essagions with multi-million
cities;

- resource-extraction regions, especially new megiaf oil extraction;

- separate maritime regions on the basic tradeesofthe Leningrad and Kaliningrad
regions, the Krasnodar territory).

Stability and even increasing of territorial drifaces according to the majority of socio-
economic indicators is confirmed by dynamics ofi@imefficients calculated for the estimation
of regional disparit} Economic disparity of regions grew quicklgs well as differences in the
unemployment level since labor market conditions &ghtly bound with the economy as a
whole (fig. 2). Neither does social governmentdiqyoprovide steady equalizing effect which is
confirmed by Gini coefficients measuring regioneslparity by per head income and subsistence
minimum. Until recently, disparity in the life exgtancy also grew as a consequence of
geographical polarization of life style. For thepptation of the largest cities and the most
wealthy regions the value of healthy life styledyrally grows, while at the depression territories
of the Non-Black Soil Zone and Eastern Siberiagemsly at the rural districts, the process of
social marginalization of population proceeds. Tireak of the negative trend in 2006 is

provided by the increased public health investmeitiich raised accessibility of primary health

2 More comprehensive analysis is provided at thepeddent Institute for Social Policy website in tBecial Atlas
of Russian Regions”; http://atlas.socpol.ru/ovemgiecon_condition/index.shtml

% The technique is similar to traditional calculatiof disparity by income of population groups, mstead of decile
groups regional indicators weighted by their popafasizes are used.

“ Decrease in GRP per capita in 2006 was causethbistisal factor only — data for six autonomoustidéts that
were in the group of underdeveloped regions an@ waited with “mother” regions are no more publghéus,
comparability was broken.



care and slightly decreased too high male mortadiiynarily in the most problem regions.
However, these measures are unable to change ralailge style of considerable part of
population. The dynamics of Gini coefficients fegronal disparity in infant mortality is also
ambiguous. At the years of economic growth the datdirs themselves as well as regional
differences decreased due to popularization of lfapianning and increase in governmental
investment to medical and diagnostic equipment.dute 2005 the trend changed as a result of
usage of “maternal capital” for birth rate stimidat In turn, this lead to rise in births in high-
risk groups. These groups are irregularly allocaaetbng the regions, that is why regional

differences in infant mortality increased.
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Fig. 2. Gini coefficientsfor regional disparity in Russia according to the basic socio-
economic indicators’

Lag effect and contrasts of development are stremgd by the depopulation problem.
Demographical resources of the country reduce tbestwin the most elderly regions of the
European Centre and North-West, excluding two npelitan agglomerations. Only in 6-7% of
Russian regions natural population growth will beained in the midterm. Birth rate stimulation
measures are not able to solve the depopulatidsigao The scope is too large: more than 70%
of the country population live in regions with sigrant natural loss (0,5-1,5% a year), including

16% of population living in areas with extremelghinatural loss of 1-1,5%. Demographical

® GRP per capita and money income of populatiorcareected with regard to price differences in thgions
which are measured as the ratio of regional susistminimum to the Russia’s average subsistencienon.
Due to absence of subsistence minimum data for megigns for 2000-2001, calculation of Gini coefiat for
GRP and per head income of population was notezhout for these years.



processes are inertial, thus, natural loss willhierr “squeeze” habitable area, especially quickly
— in elderly regions of European part of Russiambgraphical resources of southern republics
with growing population are the country’s last megewhich will disappear during the lifetime
of one or two generations.

Possibilities of using migration resources aratBoh net migratory inflow to Russia was
4-5 times reduced in comparison with 1990-ies. ifiigration directions have also changed due
to replacement of stress factors by economic ome4990-ies, the main migration flow was
directed to the southern and western regions osiRubut after 2000 only small inflow zones
remained in these regions. Centro-peripheral mmratector typical for the previous decades
was restored in the country: the population leanesaote and less developed regions and
concentrates in the largest agglomerations. Reiurthe long-term trend of the XX century
means that modern migration directions are stablé waill be maintained in the future.
According to estimations, migrations will compemsahatural loss only in Moscow
agglomeration, migration resources will not suffeseen for St. Petersburg [3].

Summarizing, let us formulate the main conclusiwithout increasing the role of
"second nature" factors - scale (agglomerativegoeffhuman capital and modernized institutions
- regional development will continue going along sanooth track, preserving existing
disproportions and not changing economic and sdaralscape of the country. The country of

perpetually catch-up development.

Regional science: weak analytical support of decision-making

Spatial development research comes a@oshole group of problems. The first
and the most important one is peripheral positibRwssian scientific schools in international
regionalistics and slow flow of new ideas. In 1988-school of “new economic geography”
appeared [16]; the school developed the theorypafia concentration and its indicators with
implementation of mathematical tools technique. Hitention to research on institutional
factors of regional development grows, though tbeetbped approaches and methods are not
universal [10]. The research on cluster-based palitd competitive abilities of regions widely
spread in Russia too, though at times with mispriation of clusters as Soviet territorial
production complexes. There appeared fashion fdirads of regional indices, although they are
methodologically vulnerable and are not alwaysrsmebased.

The second problem is non-integrativity of reskarganizations and poor information
interchange. Weak cooperation of regional economy economic geography was preserved

since Soviet times. Atomism and autarchy are typioa research organizations or groups



adhering to different ideologies (dirigistic or difal) which use different analysis techniques —
economico-mathematical, frequently without knowledg regionalistics, descriptive-statistical
in the style of Soviet planning analysis, quahtatmethods with far-reaching conclusions by a
small sample. The diversity of approaches and nusthe and advantage if exchange of
scientific results is established and informativecdssions are possible, but in regionalistics
there are none (!) wide grounds for such exchazge this can tell much.

The third problem is barriers between researchcamdulting. In research still there are
few explicit and clear to authorities recommendatjoand in consulting which has spread
following market demand, analytical component oftemains superficial due to conveyor
system and poor quality of studies. As a resudirelappear virtual strategies and region and city
images with the only aim — satisfy the customed #&nit comes into conflict with real life
(tendencies, resources and regional developmemiet®r so much the worse for the life.
However, it is consulting organizations who areepftnvolved in regional policy development
by governmental authorities.

In spite of these problems, much is made for wtdading regional development
tendencies. One can mention relatively recent rekean regional disparity processes [12],
disparity indicators and dynamics [15], urban anmdalr transformations in the long-term
retrospective and in the transition period [1],][Iataptation of rural areas of different types [7]
[8], social development of regions [9], prioritiasd instruments of regional policy [5], [4], [2],
leading regions development [13], [11]. The redeascope is not limited to the mentioned
studies.

However, in professional society there is no comrapinion on basic problems most
important for regional policy development. The tfifgroblem — whether regional disparity
increases during economic growth, and are thesgebamnes abnormal. As mentioned above,
according to calculations by Independent Instittde Social Policy, economic and social
disparity measured by Gini index continues growiiige results of research made by the
Institute of Transition Period Economy (data fo®22004) and used in the World Bank Report
on Russia which is being prepared for publicatibrisi stated that increase in economic
differences of regions is not observed. One caputiisabout the methods, but more important is
to understand actual situation. The tendency ofvtiroof spatial economic disparity within
countries is theoretically explained by the conc@min of economic activities at the territories
with competitive advantages. This tendency is stiatilly demonstrated for different countries
in the recent “World Report on Development” by tiéorld Bank [18] devoted to spatial
development. Hence, growth of economic disparityegfions is not abnormal but a result of



objective factor influence. At the same time, sbdiaparity of regions can decrease but only in
some of the developed countries. Certain sociaklefng is achieved by large-scale and
effective social policy which re-allocates resosrde the benefit of low-income population

groups [6]. That is why social policy enhancementequired first of all for smoothing social

differences, along with increase of investmentduman capital. Such policy is oriented to
people but not regions.

The second problem is the way of typologization Rafssia’s territory in view of
conditions, level and dynamics of spatial developin&his is very important for development
of adequate regional policy which employs differergtruments for different types of regions.
Typologies acknowledged by professional societyabexist, and there is no serious discussion
of approaches for solving this complicated problddumerous exercises of economists in
clusterization and other methods of mathematicsilict division (geographers have had this
disease as far back as in 1970-80-ies) cannotibétad successful. Space “resists”. The reason
hides in the increased mosaicity, blurring and sfamation of customary region types,
asynchronous change of separate components ofogewveht. Nevertheless, the clue to the
given problem should be searched for, and this psodlem of economic geography which is
traditionally stronger in regionalization probleolgion.

Imperfection of methodology, weak cooperationedearch organizations and unsolved
basic problems have not only scientific consequ&nbe Russia methodological an analytical
base for governmental decisions in regional poigcyveak. As a result, the authorities make

decisions to the extent of their comprehensioritadton.

Regional policy: indistinct priorities

Regional policy of any country comprises two veste equalizing and stimulating
development. During almost all transition perioé first vector dominated in Russia so far as
there were no funds for stimulating policy. Sinbe tmiddle of the first decade of the XXI
century, spatial development stimulation comesh® fore. Is the country ready for a new
balance of the two vectors and implementation fefogifize stimulating policy?

It would seem that it is easier to stimulate gtowinder centralization of control
(“vertical power structure”) and overconcentratiointax resources at federal level. However,
ineffectiveness of overcentralization which tramsfe regions to passive executors and increases
dependency became clear even to federal authomtinesjudging by D. Kosack’s declarations,
its peak has passed. Overconcentration of admatiistrand financial resources is dangerous to



stimulating policy too — when the Centre possessash resources and power and the feedback
with regions and other interest groups is weakyiglieof overestimation of own capabilities and
making false decisions under pressure of poweohbikts increases.

Both regional policy vectors are formally estaidid, development institutions are
created, the spectrum of utilized stimulating stents is expanded. Equalizing vector still
dominates in interbudgetary relations, this funti®executed by the Fund of Financial Support
of the Regions (FFSR) which share in all federaldai transfers at present is one third. Other
big Funds (compensation funds, social expenditarBnancing funds) formally are not aimed at
regional equalizing but actually perform this fuoatsince in less developed regions the share of
social transfer recipients is higher. Federal t@gienvestment program (5-6% of transfers) and
federal purpose-oriented programs carry out stitmgaunctions, financial resources of Funds
mentioned above are partly spent on investmeng this difficult to determine precisely the
share of expenditures on stimulating policy (20-3@étording to estimates). The problem is
intense political nature and lobbism during makahggisions on region financing and, as a
consequence, insufficient transparency, excludi@H funds allocation according to the
approved formula. As a result, the competitionegfions for investments often acquires hidden
forms.

The main difficulties of development and implenatian of effective stimulating policy
hold not in instrumental but in conceptual planestly, it is an intention of the Regional
Development Ministry to ensure quick growth of leeveloped regions by attracting
investments. The experience of European Commuroinities shows that stimulation of
economic growth of lagging regions doesn’'t give tbepected effect, business prefers
investment to territories with competitive advamsg- scale (agglomerative) effect, lower
economic distance (favorable geographical positibe}ter institutions reducing development
barriers, higher level human capital. Investmewtdess-developed regions have low return
(excluding infrastructure investments by the goweent) if some competitive advantages are
missing. For example, cheap and relatively quaiflabor force in combination with low
shipping costs and low institutional barriers, msnaritime special zones of China and in some
other Asian countries. Or competitive advantagenafketable mineral resources if business is
ready to invest in their extraction by itself anght now but not in remote strategic plans and
with essential governmental support. In the resesamore evident equalizing effect can be
achieved by effective social policy and investmémtisuman capital.

Secondly, spatial priorities for development act¢ determined. At first economically

strong regions played the role of spatial priositithese regions were designated to be “growth



engines” at federal authorities’ option and pullakeeighbours adjoint to them (the first edition
of Regional policy concept developed by the Redi@avelopment Ministry in 2005). After
agglomeration of underdeveloped autonomous distactompanied by considerable financial
and political expenditures the questionable idea mgected. Simultaneously, the priority of the
Soviet past was resuscitated — exploration of gastegions with extensive industrial and
infrastructural projects but disregarding finan@ald human resource limitations (first editions
of the Long-term development concept). For examfae,Yakutia extensive industrialization
program was developed — from metallurgical plaotsdordinated hydroelectric systems — with
required investment of $20 billion which 1.5 timesceeds all direct foreign investment to
Russia in 2006. Northern and eastern projects begamoritized, again was the Northern Sea
Route announced strategic, though population andany of the Far North contracted many
times in comparison to the Soviet period. Undendpmrt infrastructure recession in the main
settlement zone populated by more than 90% of tmesi@n Federation citizens, swift shift of
governmental investment priorities towards east gisestionable. Natural resources as
competitive advantage should be used for the cputévelopment, but relying on them is
dangerous due to market variation of prices arfdaisght with stagnation — mind the “resource
curse”. Effective utilization of resource advantagepossible only under selective governmental
support to the projects most significant for theiroy development and financed by business,
with respect to strict human and material resouliogtations in the regions of their
implementation.

We'd really appreciate if a smooth track of reseustevelopment will be abandoned. In
the last edition of the Long-term development cphcdhe notion of innovation-based
development is supported by appointment of agglaier and infrastructural priorities. In
Russia only large cities are potential centersnabvation-based growth due to human capital
concentration. However, the mechanisms of theipstipare not described in detail. Instead of
this, regional authorities compete in “outliningitdire agglomerations, and most part of revenue
from taxes in large cities are withdrawn as usQaltrent priorities of regional policy are quite
different — either geopolitical (not sufficientlynbnced programs of the Far East development
and special zone in the Kaliningrad region) or alrae“public relations” (the Olympic Games in
Sochi, the APEC summit in Vladivostok).

Thirdly, the Regional Development Ministry is ptang specialization of regions for
decades in advance. Gosplan doesn’t exist any imaréts spirit is alive. This is one more
demonstration of path dependence in mentality anitigs, but the former territorial production

complexes are now called clusters. In fact, regiams prescribed specialization in the Soviet
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manner, regardless of how do these specializedsinds survive in the market economy.
Unreasonableness of such planning can be confibyezhe example — who could know a pair
of years ago that Kaluga will become an automahbilieistry center? These efforts are relatively
harmless so far as private investments can notamaed while their share is 80%.

The Ministry tries to overcome feedback weaknesdeu “vertical power structure” by
gathering opinions of the regions of prioritizediustries and infrastructure objects. But it is
impossible to determine priorities for the entimuctry on this basis. There exists an impartial
conflict of interests of the whole (state) and &t jfigegion): what is favorable for a region does
not always accelerate development of the whole trpuitrade-off decision of this perpetual
conflict is possible, but at least the first stBpwd be made — broad discussion and statement of
spatial priorities for development of Russia takingp account purposes, opportunities and
limitations.

Fourthly, regional policy obviously lacks sensiblederstanding of opportunity barriers.
Depopulation, attraction of population to habitabkegions of the country and to large
agglomerations, lack of human and financial resesirfor extensive “assimilative” type of
spatial development enforce rigid attachment ofrires. It is senseless to talk about extensive
development of eastern regions and resettlememigrfints in them, it is impossible to put back
the clocks as if there were no resource limitatidnghe east and in the north of the country life
forces to focus on target-directed developmentajd cities, ports and infrastructure corridors
which allow to maintain weakly populated areas.oAlarget-directed should be infrastructural
governmental support of effective resource-oriemegects financed by business.

With strict opportunity limitations it is desirablto stake on what grows by itself. In
Russia growth areas determined by availability @hpetitive advantages are already formed.
Nevertheless, there is no comprehension aboutittted€ supporting policy they need, though
strong growth of such regions accelerates develapnoé the whole country. Growing
competition of regions for human and investmentueses is obviously underestimated in spite
of the fact that this particular competition butt pdans of ministries and departments will
determine spatial development. Those who are niteective to people and business will win.

Summarizing, one has to admit that in regionalicgoteasonable balance between
dirigistic and liberal institutional approachesis yet found. Understanding that regional policy
should be aimed at maximal utilization of regionmpetitive advantages, coordination of
territorial governmental strategies and businesatesiies, softening of market failures by
effective re-allocation is just forming. But this possible only after cardinal modernization of

institutions and growth of human capital includinggovernmental authorities.
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