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1. INTRODUCTION

The high level of inter-regional differentiation in all key economic and social characteristics,
which is so distinctive of Russia, is largely due to natural differences, the geographical evolution
of the Russian state, the stage of economic development of the country and the outcomes of
the preceding period. The socio-economic differentiation of regions manifests itself as differ-
ences in the quality of life, determined by the competitiveness of the regional economy (internal
factor) as well as transfers from other regions and the central state (external factor). The ques-
tion of increases or decreases in the heterogeneity (or differentiation) of the socio-economic
space of Russia is of great importance since it has a significant impact on the evolution of eco-
nomic institutions, structure and efficiency as well as the strategy and tactics of social and eco-
nomic policy. In recent years, differences in the socio-economic situation of the regions have
increased across almost all statistical indicators.
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Researchers distinguish between economic and social inequality while emphasising the
close relationship that exists between them (Zubarevich, 2008).

A certain degree of differentiation of the economic space of a region is natural and even
beneficial. It carries a certain “dynamism” into the economy, creating a necessary tension. The
primary cause of economic differentiation is the process by which economic activities are con-
centrated in areas that offer advantages that allow businesses based there to reduce their
costs. Among these advantages P. Krugman highlighted factors of a “first nature” (wealth of
natural resources, advantageous geographical location) and factors of a “second nature” (ag-
glomeration effect, high human capital, better institutional environment), which are related to
the activities of the company (Krugman. 1991). While the Russian economy is oriented towards
geographical factors of the “first nature”, the economic inequality of regions will continue to
grow. According to N.V. Zubarevich, there are three kinds of advantage obtainable in contempo-
rary Russia: the agglomeration effect (economies of scale), the availability of mineral resources
demanded by the world market, and, to a lesser extent, a prime location on the main global
trade routes, predominantly coastal. These advantages manifest themselves in superior growth
accruing to the territories: the largest agglomerations of federal cities, the oil and gas and met-
allurgical regions and the southern and western coastal regions. As a consequence, economic
inequality between regions is growing (Zubarevich, 2008).

The situation is reversed when it comes to the differentiation of social space, in particular,
the quality of life of the population. Here any deviation from socially acceptable standards is not
only contrary to the fundamental law of development of human society but also fraught with
serious consequences for the economy. Injustice and inequality lead to incomplete use of hu-
man potential; elimination of accumulated social imbalances in the future will require not only
high material costs but also of time; such disparities can lead to social explosions (Kuznetsova,
2009). The persistence of these trends would entail the actual differentiation of the social and
economic rights of citizens, irrespective of their place of residence, possibly leading to mass
migration from depressed regions and the emergence of ethnic conflicts, including the manifes-
tation of various forms of intolerance, nationalism and xenophobia.

There are more than 100 ethnic groups in the Russian Federation. The number of mem-
bers of Russian indigenous ethnic group is about 19.7 million, and from them 9.5 million in-
digenous people live in rural areas. In Russia territories are accommodated by indigenous peo-
ple have the status or the republics, or autonomous region, national territories or without any
special status. The current socioeconomic circumstances of the Indigenous people in Russia
are poor. For example, according to the 2010 census (compared with the 2002 census), in 19
out of the 26 indigenous regions, the socioeconomic situation of the indigenous population is
showing a numerical decline.

The aim of the present paper is to find out peculiar characteristics of the economic devel-
opment of the multi-ethnic regions of russia that are predetermined by social - economic and
political changes at different stages of development of the country.

2. METHODOLOGY

The article takes an eclectic methodological approach to piece together extant literature
and to discover new empirical knowledge about socioeconomic circumstances of the Russian
multi-ethnic regions. The data source of our research is data of Rosstat (Federal State Statistics
Serves) and data of Expert RA (International group of rating agencies). Such indicators as GRP,
Unemployment Rate, Subsistence Level, Poverty Rate were taken from a database of Rosstat.

In Russia, GRP is measured in basic prices, i.e. net of taxes including subsidies on prod-
ucts. GRP is determined by using the production approach, i.e. as a difference between the re-
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gion’s gross output and intermediate consumption, or as a sum total of all the values added by
all the economic activities in the regjon.

Rosstat considered unemployment as defined by OPNZ using the criteria of the Interna-
tional Labor Organization (ILO). According to ILO, an unemployed person is one above the age of
15 without revenue, who is able to work and actively searching for job.

Regional subsistence level are calculated on the basis of consumer baskets and Rosstat
price data. The region’s consumer basket is set by its legislature on the basis of federal methodo-
logical recommendations with regard to local natural, climatic, social and demographic specifics.

To compute the poverty rate, Rosstat draws on the subsistence rate determined by the re-
gional authorities on the basis of the nation-wide consumer baskets for working age population,
pensioners and children.

Such indicator as Investment Climate Rate was taken from a database of Expert RA. In
terms of the components of the investment climate, two relatively independent characteristics
are used: investment potential and investment risk. The evaluation of the investment climate of
regions generally consists of the following steps: 1) calculation of the proportion of each regjion
in Russia in terms of 9 types of investment potential and indexes of 7 types of private invest-
ment risk; 2) all regions ranked by size of total investment potential or integral investment risk;
3) to each region is assigned a rating of investment attractiveness, with the index defining the
ratio between the cumulative level of investment risk and the amount of total investment poten-
tial of the region. Each region of Russia belongs to one of 12 rating categories according to the
ratio of the value of the aggregate potential and integral risk: 1A - High potential / minimum
risk; 1B - High potential / moderate risk; 1C - High potential / high risk; 2A - Average potential
/ minimal risk; 2B - Average potential / moderate risk; 2C - Average potential / high risk; 3A -
Low potential / minimal risk; 3B1 - Low potential / moderate risk; 3C1 - Reduced potential /
high risk; 3B2 - Slight potential / moderate risk; 3C2 - Slight potential / high risk; 3D - Low
potential / extreme risk.

3. RESULTS AND DISCUSSION

The multi-ethnic regions, in the system of regional organisation of the Russian economy,
are highly heterogeneous. Statistical analysis permits the basic parameters of social and eco-
nomic development to be differentiated and demographic and resource potentials to be ex-
pressed.

Out of all geographic regions in the multi-ethnic groupings, it is undoubtedly the case that to
the economically backward and high-problem areas pertain two in particular: the Caucasus and
South-Siberian Republics. In Fig. 1 it can be seen that all these regions have a per capita GRP
significantly below the Russian average.

While in other multi-ethnic regions (except the autonomous regions of Sakha, Komi and
Tatarstan), GRP per capita is lower than average for the Russian Federation, in the Republic of
the Caucasus and South Siberia it is significantly lower in terms of manufacturing output. At the
same time, almost all regions of the Caucasian and South Siberian Republics (with the excep-
tion of Ingushetia, Chechnya and Tuva) are characterised by high levels of per capita agricul-
tural production (Fig. 2).

The multi-ethnic regions can be divided into three groups according to the volume of extrac-
tive industries per capita: 1) regions in which the volume of extractive industries per capita of
population comprises 600,000 rub. and above (Yamalo-Nenets, Khanty-Mansi, Nenets and
Chukotka Autonomous Districts and the Sakha and Komi Republics; 2) regions in which the
volume of extractive industries is compared with average Russian indices (67,900 rub. in 2013)
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and from 40,000 rub. to 150,000 rub. (Karelia, Bashkortostan, Tatarstan, Udmurtia, Khakassia
and Orenburg oblast); 3) regions in which the volume of extractive industry output is insignifi-

cant (less than 40,000 rub. per capita).

Fig. 1 GRP per capita, thous. rub., in the multi-ethnic regions of the RF (2013)
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Fig. 2. Manufacturing and agricultural production per capita in multi-ethnic regions, thous. rub. (2013)
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In general, these groups of regions consist of economically backward areas. This is re-
flected in the income levels of the population. In Russia, the income level of the population
must be measured with an adjustment to the regional minimum subsistence level, since prices
across the regions can vary more than three-fold. The highest per capita income among the
multi-ethnic regions is in the raw materials autonomous districts (Yamal-Nenets AD, Nenets AD,
Khanty-Mansi AD, Chukotka AD) (on average four times higher than the subsistence minimum).
In the group with incomes above the average, in addition to the raw materials regions, are the
three Republics - Tatarstan, Bashkortostan and Dagestan (Fig. 3).

For Tatarstan it is in part a consequence of the artificially low level of subsistence due to
the long-term subsidies applied to basic foodstuffs and socially important services. Dagestan
has the highest rate of income growth of the population in 2002-2013, outrunning incoming
purchasing power (ratio of per capita money income to the subsistence level in the region) not
only compared with other North Caucasus Republics, but also other Russian regions. The pur-
chasing power of the population for the years 2002-2013 increased in Dagestan by 3.2 times
(while the average increase for Russia overall was 1.7 times). Notwithstanding, it should be
noted that in most of the North Caucasian Republics, the pace of income growth was higher
than in the others. Keeping pace with Dagestan, incomes were also growing in Ingushetia (3.2
times) and North Ossetia (2 times). This can be explained by non-economic factors, primarily in
terms of Federal government policy.

The remaining Republics are divided into groups with middle and low income; moreover,
this distribution is not always linked to the level of economic development. Statistics show that
incomes were lowest in the Republics of Tuva and Kalmykia both in terms of their level and
dynamics. Very slow income growth characterised the Republics of Karelia, Sakha and Komi,
while falling purchasing power occurred in the Khanty-Mansi and Yamalo-Nenets Autonomous
Districts (Fig. 3). There is no common trend (lead or lag) for the Republics.

Fig. 3. Ratio of per capita incomes to subsistence level in the region, %
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Of course, one should take into account the low accuracy of the measurement of standards
of living in Russia, particularly in the Southern Republics, where the most significant proportion
of shadow incomes are experienced. The "grey", "non-observed" economy is especially charac-
teristic of those subjects of the Russian Federation that are considered to be the poorest re-
gions.
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The labour market is closely linked with the economic status of the region as well as with
demographic factors. As a consequence, the problem of unemployment in the underdeveloped
Republics showing a positive demographic trend is more acute than in the "Russian" regions.
The Republics of the North Caucasus and South Siberia are especially highlighted in this re-
spect. Every year, the labour markets in these regions receive a large influx of young working-
age population, for which there are not enough new jobs as a consequence of the underdevel-
opment of the economy. In the North Caucasus, unemployment is somewhat mitigated by terri-
torial mobility; nevertheless, the extent of labour migration is insufficient to relieve tension on
the labour market. As a consequence, in these Republics, unemployment is maintained at a
sufficiently high level (Fig. 4). A third of the Republics are among the problem areas (having
unemployment rates above 15%); however, the data for Ingushetia, where unemployment af-
fects around half of the economically active population, raises serious questions. A large pro-
portion of the population is employed in the informal economy, which is not reflected in an em-
ployment status according to the labour market surveys. In the medium- to more-developed
Republics, the problems of the labour market are little different from the overall Russian pic-
ture, with the exception of the northern resource-producing Komi Republic, where unemploy-
ment has increased due to the limited supply of jobs in non-diversified towns and extractive
industry villages. Similar problems in terms of the labour market are experienced by the Sibe-
rian Republic of Buryatia.

Fig. 4. Unemployment rate, %
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Varying significantly across the multi-ethnic regions is one of the most important social indi-
cators - poverty. The better-developed Republics (such as Bashkortostan and Tatarstan) have
low poverty rates (Fig. 5). This is a result of sustained economic growth and wage increases that
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have lifted most working families out of poverty. The least developed Republics, with the excep-
tions of Tuva and Kalmykia, have rapidly reduced poverty through federal aid programmes.
However, a comparison of the average poverty levels in Russia overall with those in the multi-
ethnic regions shows that the latter differ markedly for the worse.

Fig. 5. Number of people with incomes below the subsistence level as a percentage of the total

population

70

60 ]

50 J2005 m2013

40

30

20

o “ I MI “ﬂ’irlﬁmh“ T
L 0L 006 0 95 0 g2 0 F ¢ 806 0 HEH c0cHE OO0 @ €0
X 3530 RS B8EEC8 28803882088«
> = 5 © 0 ¥ 0 D — 0 9 © = Mo = - g 2 7
EJ_:'UE"Q’:—mmzsﬂxai‘g}zﬂ'om'ﬁo-ﬂmﬂﬁwﬂﬂ
_Magh:,{%o%m%wo zmogﬂ-ooactofmmmmm
2 x QD3 x gc & o % Dwscces8gx0c0O0a@pc
2= = L= 2 = - P 6 5% 8 ¥ g2 x2 X2 clr g
“ S w oL < > T £ 2 c = Lt EuwL T L 22« b
SS85: 1885 E£.2 £225%5°2%5535%
‘EQ‘E Em:’:’:’lu < © g -ES.QEE}—mEggUEZu
= £ 3 = = © = =
=4 o © O =) e T O 3 X £ © =
O ] = = = o o ) > N
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In some Republics, the poverty level decreased dramatically in the 6 years from 2005 to
2013; for example, in Ingushetia, where it dropped from 63.2% to 17.9%. Is it possible to dis-
count all the bad statistics and assume that this is the result of an artificial understatement of
the figure? Or has one single Republic been able to do what has not worked in all the other
problem regions and bring all the most important social indicators up to a reasonable level?
Moreover, the sharp improvement in income and poverty in Ingushetia has seemingly taken
place against the backdrop of minimal progress in reducing unemployment. The real reason lies
in the sharp increase in federal aid to Ingushetia over the last two or three years, resulting in a
significant increase in social benefits paid to poor people (families with many children, and oth-
ers). Therefore, the phenomenon of the success of the Republic has a non-economic basis: it is
a consequence of the special support of the federal government.

The standard instrument for comparing the general standard of living in different countries
and regions is the Human Development Index (HDI). This is an aggregated indicator, which is
calculated annually to measure standard of living, literacy, education and longevity as the pri-
mary characteristics of the human potential of the studied territory. When calculating the HDI,
three types of indicators are taken into account: life expectancy; the average number of years
spent on education and school; life expectancy; standard of living, calculated by GDP per capita
at purchasing power parity. Unfortunately, HDI is shown in most multiethnic regions to be below
the national average (excluding, as has been repeatedly said, Tatarstan) (Fig. 6). The reason for
the low HDI in the South Siberian Republics, besides the low standard of living, is the low life
expectancy and mediocre level of education.
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The locations of investment are the best indicator of development priorities (Table. 1). The
highest levels of investment are received by the raw materials (especially oil and gas) producing
regions. Tatarstan is among the relative leaders due to a combination of the two sources of
investment - business (in oil production and other sectors) and Federal investments. These
investments show precisely to what extent the underdeveloped Republics are unattractive to

business, lagging behind the average by 2-5 times.

Fig. 6. The Human Development Index of the multiethnic regions of the RF
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Table 1. Per capita investment in fixed assets,% of the Russian national average (national average = 100)

Federal Subject | 2002 2007 2013 Federal Subject 2002 | 2007 | 2013
1 2 3 Z 5 6 7 8
Karelia 1055 58.6 51.1 Mordovia | 689 | 68.7] 713
Komi 177.8 | 137.3| 2008 Tatarstan | 123.7 | 120.7 | 147.1
Nenets AO 28259 | 45958 | 15175 Udmurt Republic | 60.1 | 614 | 51.2
Republic of 35.4 52.6 38.8 Chuvash Republic | 51.4 | 62.7 51.6
Adygea
ﬁep“b“.c of 129.7 45.4 56.1 OrenburgOblast | 683 | 81.1| 821
almykia
Astrakhan Oblast 109.1 106.0 123.2 Ulyanovsk Oblast 36.3 56.2 64.9
gep“b“c of 25.6 48.1 65.3 Khanty-Mansi AO | 910.1 | 539.1 | 490.1
agestan
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Republic of

Ingushetia 12.5 32.7 31.8 | Yamalo-Nenets AO | 2126.6 | 1127.0 | 1166.8

Kabardino- 428 30.4 28.1 | Chelyabinsk Oblast | 763 | 788 | 655

Balkaria

Karachay- 41.3 44.9 43.2 Altai Republic 52.4 61.2 60.3

Cherkessia

North 33.6 441 41.1 Republicof | 5, 42.9 441

Ossetia Buryatia

Chechen Republic 36.8 73.1 334 Republic of Tuva 17.6 16.3 44

Stavropol Krai 58.9 42.0 48.2 Republicof | 1 4| 686 | 618
Khakassia

Bashkortostan 94.4 83.7 70.9 Sakha | 2249 | 266.7 | 219.7

Mari El Republic 332 51.6 70.8 Chukotka AO | 762.6 | 235.0 | 222.6

Source: research of the author

The problem of low investment is either due to political or institutional risk (North Caucasus
Republics) or to a very strong rise in the cost of economic activity due to remoteness and poor
infrastructure (Republics of South Siberia).

Ratings for the investment climate of the multi-ethnic regions remain low. According to the
evaluation by Expert RA, stable ratings in Tatarstan and Bashkortostan; in recent years, ratings
have increased in the Khanty-Mansi Autonomous District and the Chelyabinsk Region (Table. 2).

The South Siberian Republics either demonstrate a negligible / low potential - moderate
risk (3B1/2) like Buryatia and Khakassia, slight potential - high risk (3C2) like Altai, or low po-
tential - extreme risk (3D), like Tuva.

Table 2. Ratings for the investment climate of the multiethnic regions (according to figures from Expert RA).

Region 2002 | 2007 | 2013 Region 2002 | 2007 | 2013
1 2 3 4 5 6 7 8
Astrakhan Oblast 31| 3B2| 3B1 Republic of Sakha 2c| 2B| 3B1
(Yakutia)

Kabardino-Balkaria 3B2 3C2 3C2 North Ossetia-Alania 3B2 3C2 3C2
Karachay-Cherkessia 3C2 3C2 3C2 Republic of Tatarstan 2B 2B 1A
Nenets AO 3B2 3C2 3B2 Republic of Tuva 3C2 3D 3D
Orenburg Oblast 3B1 3B1 3B1 | Republic of Khakassia 3B2 3B2 3B2
Republic of Adygea 3B2 3C2 3B2 Stavropol Krai 3B1 3B1 3B1
Altai Republic 3B2 3B2 3C2 Tyumen Oblast 3B1 3B1 3B1
Bashkortostan 2B 2B 2B Udmurtia 3B1 3B1 3B1
Republic of Buryatia 3B1 3B2 3B1 Ulyanovsk Oblast 3B1 3B1 3B1
Republic of Dagestan 3c1 3c1| 3c1 Khanty-Mansi AO 1C 2B 2B
Republic of Ingushetia 3D 3D 3D Chelyabinsk Oblast 2C 2B 2B
Kalmykia 3C2 3D 3C2 Chechnya 3D 3D 3D
Karelia 3B2 3B2 3B1 Chuvashia 3B1 3B2 3B1
Komi Republic 3C1 3B1 3B1 Chukotka AO 3C2 3C2 3C2
Mari El 3B2 3B2 3B2 Yamalo-Nenets AO 2C 2B 3B1
Mordovia 3B2 3B2 3B2

Source: research of the author
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4. CONCLUSIONS

Thus, the conducted analysis leads to the following conclusions:

— The multiethnic regions form several geographically isolated groups. A low level of socio-
economic development distinguishes the Volga-Vyatka region as well as the South Sibe-
rian and Caucasian Republics. These geographical groups do not have either the indus-
trial capacity (as in the Ural-Volga region) or the natural-resource potential (both North
and West Siberia).

— For the majority of the underdeveloped Republics it is characteristic that, while per cap-
ita GDP, manufacturing volume and extractive industrial output are well below the na-
tional average, agricultural output tends to be above the national average.

— In the underdeveloped multiethnic regions there is a worse labour market situation and
more poverty than average for Russia as a whole; however, earnings growth rates vary,
as does poverty reduction, with these being more dependent on non-economic factors
(such as the federal policy).

— Unfortunately, HDI is shown in most multiethnic regions to be below the national aver-
age (excluding Tatarstan). The reason for the low HDI - besides the poor standard of liv-
ing - is the low life expectancy and mediocre level of education.

— The highest levels of investment are received by the raw materials (especially oil and
gas) producing regions and Tatarstan. The problem of low investment is either due to
political or institutional risk (North Caucasus Republics) or to a very strong rise in the
cost of economic activity due to remoteness and poor infrastructure (Republic of South
Siberia).

To conclude, the multiethnic regions of the Russian Federation are generally lagging behind
in terms of their socio-economic development. Development trends in the economic space of
the Russian Federation suggest that this gap will only increase in the future. We can adduce the
reason for this as being the heterogeneity of the economic space, in which a process of concen-
tration of economic activity takes place in areas that already have a competitive advantage. In
this connection, it is necessary to study the economic and social spaces of the regions from the
perspective of a possible increase of competitiveness, i.e. the creation and development of
competitive advantages.
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