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FROM THE CHIEF EDITOR

Vladimir A.

ILYIN

Doctor of Economics
Professor

Honored Scientist of the RF
Director of ISEDT RAS
ilin@vscc.ac.ru

Dynamics of the RF President’s activities
approval by the region’s population

August 14, 2012 marked the first one hundred days of the third
Vladimir Putin’s presidency in Russia. Hundred days report has
become a tradition in the world as a landmark date when some results
of top-ranking politician’s activity are summed up.

Most experts are of a unanimous opinion that “the third advent”
of Putin took place in the conditions when domestic and foreign-policy
situation in Russia cardinally differed from its position during two
previous terms of Putin’s presidency'!. He faces a range of new
challenges, the main of which is a need to change and select a new
scenario of our country’s development.

The first hundred days of the third Vladimir Putin’s presidency are
characterized, on the one hand, by the clear priorities of medium-term
national development perspective, and, on the other hand, by the
increased reliance on the national-oriented elite (D.O. Rogozin was
appointed to the post of Vice-Premier in charge of military-industrial
complex; S.Yu. Glazyev was appointed to the post of Presidential
Adpviser responsible for coordinating work on developing Eurasian
integration; V.V. Medinskiy was nominated as the Minister of Culture
and I.R. Kholmanskikh became the Presidential Envoy in the Urals
Federal District).

There is a rule in the expert and the scientific community around
the world to assess the efficiency of government activity, including the
authorities of higher rank, through sociological measurements that
allow experts to identify the share of people who approve (or do not
approve) the authorities’ work. In this case, as a rule, data collection is
carried out simultaneously by some factors which are the main powers
that influence the results of measurements.

' The differential characteristics of the current socio-economic situation in
the country were described in detail, for example, in the following work: Glazyev
S., Ivanter V. Makarov V., Nekipelov A., Tatarkin A., Greenberg, R., Fetisov G.,
Tsvetkov V., Batchikov S., Ershov M., Mityayev D., Petrov Yu. On the strategy of
Russia’s economic development. Economics of contemporary Russia. 2011. No. 3.
It is necessary to note that the situation in the country during the third V.V. Putin’s
presidency and his previous presidential terms is characterized in the article by many
Russian political scientists and such well-known writers as N. Starikov, A. Prokhanov.
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Dynamics of the RF President’s activities approval by the region’s population

ISEDT RAS has been using these basic
approaches for assessing presidential activity
in opinion polls since 19962 The Institute has
accumulated the comprehensive materials
covering the period from 1996 till 2012. The
database accumulated over 16 years is actually
unique: as far as we know, other academic
institutions in the regions of the country do not
have the similar system databases.

The figures attached present graphs that
show the degree of the RF President’s activity
approval by the Vologda Oblast’s population in
1996 — 2012.

Figure I shows that the degree of approval
of the President B.N. Yeltsin’s activity dropped
multiply below the figures that were permissible
for the Head of the state by the end of 1999.
Therefore, his voluntary resignation and
entrusting the duties of the President, according
to the Constitution of the Russian Federation,
to Prime Minister Vladimir V. Putin were
immediately approved by the majority of
population. In March 2000, most people, who
took part in the Presidential election, voted
for Vladimir V. Putin as the President of the
Russian Federation.

Social tension reduced in Russian society
during the first term of V.V. Putin’s presi-
dency (from early 2000 to April, 2004). There
was a negative mean power correlation

2 The polls are held six times a year in Vologda,
Cherepovets, and in eight districts of the region (Babayevsky
District, Velikoustyugsky District, Vozhegodsky District,
Gryazovetsky District, Kirillovsky District, Nikolsky
District, Tarnogsky District, Sheksninsky District). The
method of the survey is a questionnaire poll by place
of residence of respondents. The volume of a sample
population is 1500 people aged from 18 and older. The
sample is purposeful and quoted. Representativeness of
the sample is ensured by the observance of the proportions
between the urban and rural populations, the proportions
between the inhabitants of settlements of various types
(rural communities, small and medium-sized city), age
and sex structure of the adult population of the region.
Sampling error does not exceed 3%.

6 4(22)2012

dependence’ between the level of approval and
the share of people with low “patience reserves”.
The share of positive characteristics of the RF
President’s activity increased significantly
in the category of 20% the most prosperous
people in the Oblast (by 13 percentage points,
up to 82%, fig. 3.), as well as among young
people (aged from 18 to 30) and middle-aged
population (30 - 55 years) (by 11 percentage
points, fig. 4).

In general, the population made special
mention of Putin’s successful work in solving
key problems of the country against the
background of the previous Head of the state
Boris Yeltsin’s failed results.

The second presidential term of Vladimir V.
Putin was marked by the increase in support for
his work. The share of positive assessments
increased from 67 to 82% in April 2008 as
compared with June 2004.

The share of people, who identified
themselves with the “poor” and “extremely
poor”, reduced from 53 down to 43%; the share
of people with low “patience reserves” decreased
(from 19 down to 14%). The average income
was higher than the cost of living by more than
a third.

Social tension continued to reduce in the
society in that period (fig. 2.1 — 2.3). And
besides, the decline in the share of people with
low “patience reserves” and the share of the
“poor” and “extremely poor” was directly
related to the increase in the level of the RF
President approval (there was a strong negative
correlation dependence, R = —0,7).

3 Correlation dependence is a statistical relation-
ship between two or more random variables. In this case,
variation in the value of one variable is accompanied by
the systematic changes in the values of other variables. It
is measured by the correlation coefficient R (the Pearson
correlation coefficient). The sign of the correlation
coefficient R indicates the direction of relationship (direct
- in the case when R is positive and inverse if it is negative),
the value of R determines the strength of correlation (weak
at R <0,3; mean if R varies from 0.3 to 0.5; strong if R is
more than 0.5).

Economical and social changes: facts, trends, forecast
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V.A. llyin

The level of approval increased significantly
in the category of 20% poorest people in the
Oblast (by 23 percentage points, up to 80%),
it became closer to the indicators for the
groups of well-off people and people with
middle-sized incomes (by 83%, see fig. 3). The
positive assessments of the President’s activity
continued to increase among middle-aged and
elderly persons and people with low “patience
reserves” (fig. 4, 5).

In general, the share of people, who assessed
V. Putin’s work as positive, increased during two
terms of his presidency (from 63 up to 82%, or
1.3-fold). Population assessments became
more correlated with the real activity of the RF
President and his domestic and foreign policies.
His international activity was recognized as
successful.

The degree of the President’s activity
approval reduced in the period of Dmitriy A.
Medvedev’s presidency (May 2008 — April
2012): the share of people who approved it
decreased from 71 to 50%.

In the period from June 2008 to April 2012
there was a decline in the share of people who
recognized D. Medvedev’s activity as successful
in such important areas as: foreign policy (from
55down to 43%); establishment of order in the
country (from 50 down to 35%); defense of
democracy and citizen rights protection (from
40 down to 27%); economic development
and improvement of population’s financial
condition (from 40 down to 29%, fig. 6 — 9).

Thus, a significant decrease in Dmitriy
Medvedev’s popularity in his presidential term
was caused by not only the consequences of the
global economic crisis, but the growth of
unresolved economic and political problems
in the country.

Vladimir V. Putin’s authority, political
experience and his practical actions during the
first hundred days in the third presidency has
already led to positive changes in population’s
assessments.

According to the recent ISEDT RAS socio-
logical measuring (table 1 — 3) in June 2012,

Table 1. Estimation of power activity
(How do you assess the current activity of..?)

Approval Dynamics Dynamics
Vertical power in % to the total number of respondents indices, indices,
structure gmnth. | Aug. |\ 0. Dec. | Feb. | Apr. | June | Aug. = Aug.2012to | Aug.2012to
2008 | 2011 ’ 2011 2012 | 2012 | 2012 | 2012 | 8 months 2008 |  June 2012
The President of the RF | 75.0 62.1 56.6 51.7 47.3 50.3 | 54.5* | 53.7*
The Chairman of the e * %
Government of the RF 76.4 60.4 59.1 52.9 52.6 51.7 | 495 48.5
UIE EOTIIOr Cifiy) 578 | 495 | 47.7 |41.9%**|37.7%**|37.7%**|44.7*** 45,3
Vologda Oblast
Disapproval Dynamics Dynamics
Vertical power in % to the total number of respondents indices, indices,
structure 8 mnth. | Aug. Oct. Dec. Feb. Apr. | June | Aug. | Aug.2012to | Aug.2012to ‘
2008 | 2011 2011 2011 2012 | 2012 | 2012 | 2012 | 8 months 2008 | June 2012
The President of the RF | 9.3 19.7 29.0 35.7 35.7 333 | 28.9* | 31.1*
TheChairman ofthe | 4o 0| 914 | 247 | 327 | 320 | 331 | 315 | 345
Government of the RF
U EEIIRLS 199 | 244 | 321 |36.1***|33.8** | 326 | 31.8"* | 32.7+
Vologda Oblast

* Data for June - August 2012 - the beginning of V.V. Putin’s presidency
** Data for June - August 2012 — D.A. Medvedev’s activity as the Prime Minister of Russia
*** Data from December 2011 relate to the activities of the Vologda Oblast Governor O. A. Kuvshinnikov

Economical and social changes: facts, trends, forecast
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Dynamics of the RF President’s activities approval by the region’s population

Table 2. What party expresses your interests?

In % to the total number of respondents Dynamics Dynamics
Party smath. | Au indices, Aug. indices,
. g. Oct. Dec. Feb. Apr. June Aug. 2012 to Aug. 2012 to
2008 | 2011 | 2011 | 2011 | 2012 | 2012 | 2012 | 2012 | 8 months 2008 |  June 2012
United Russia 40.5 33.7 29.8 26.1 26.0 28.3 31.9 314
KPRF 6.8 10.0 12.1 13.4 10.1 114 10.0 9.5
LDPR 7.7 7.5 9.1 9.2 9.1 9.5 7.7 6.7
A Just Russia 5.0 2.7 5.6 13.9 10.2 8.2 4.6 5.6
Other 1.4 2.4 3.1 4.6 3.1 3.2 2.8 2.3
No party 20.1 28.9 28.1 23.9 25.7 28.6 31.5 33.2
It's difficult to answer 13.7 14.8 12.2 9.0 15.8 10.8 11.6 111
Table 3. Estimation of social condition
In % to the total number of respondents Dynamics Dynamics
indices, indices,
8 mnth. Aug. Oct. Dec. Feb. Apr. June Aug. Aug. 2012 Aug. 2012 to
2008 2011 2011 2011 2012 2012 2012 2012 | 44 8 months 2008 June 2012
What would you say about your mood in the last days?
Usual condition, good mood
702 667 | 647 | 642 | 629 | 634 | 690 | 713 |
Feeling stress, anger, fear, depression
221 | 241 | 204 | 302 | 335 | 302 | 234 | 233 |
What statement, in your opinion, suits the current occasion best of all?
Everything is not so bad; it’s difficult to live, but it's possible to stand it
810 | 732 | 739 | 786 | 9 | 75 | 773 | 2 JEHM 0 PXE
It's impossible to bear such plight
109 | 113 | 158 | 141 | 181 | 168 | 136 | 170 | EX E3
Consumer Sentiment Index
1075 | 929 | 85 | &6 | 88 | o1 | 24 923 N D
What category do you belong to?
The share of people who consider themselves to be poor and extremely poor
398 | 408 | 446 | 419 | 432 | 436 | 450 | 442 | 111 | 098
The share of people who consider themselves to have average income
507 | 462 | 418 | 422 | 49 | 465 | 453 | 44 JEM

the share of respondents in the Vologda Oblast,
who approve the President’s activity, has
increased by 4.2 percentage points, and the share
of people, who do not approve the President,
has reduced by 4.4 percentage points. There was
also a positive dynamics in people’s assessments
of their social status. However, according to
the August survey, the indicators (approval/
disapproval of the President’s activity, social
status) declined slightly.

4(22)2012

1t appears that one of the significant factors
decreasing the values of a number of indicators
on the August survey is a fact that during his first
hundred days of presidency Vladimir V. Putin
did not clearly define the structure of promised
real steps to change the current system of
social injustice that had formed in the country
over the past 20 years (side effect of the 1990s
privatization, flat rate of taxes, inadequate
luxury tax, declaring of state officials’ incomes

Economical and social changes: facts, trends, forecast
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V.A. llyin

and other acute problems). The priorities of
oligarchic clans, corrupt elites and bureaucracy
still remain the basis of this system.

People expect Vladimir Putin’s real actions
to bring the current economic and political
systems to the requirements of the social state,
whose policy is aimed at creating conditions
for worthy life and free development of an
individual, in accordance with Art. 7 of the RF
Constitution.

The problems of forming the basic conditions
for the transition of RF governmental system to
the standards of social state that are settled in
the leading European countries were considered
in a number of works*.

There were informative publications on this
subject in our Journal®. These articles deal with

4 See, for example: Gubanov S. System choice
of Russia and living standards. Economist. 2011.
No. 11; Ivanova L. On the strategy of neo-industrial
modernization. Economist. 2012. No. 2; Mikulskiy K.
Modernization of the Russian economy: the need and the
opportunity. Society and Economy. 2011. No. 11 — 12;
Senchagov V. Objectives, priorities and risks of financial
system modernization in Russia. Federalism. 2012.
No. 2, etc.

5 Makarov V.L. Historical examples of various
methods for recovery from crisis. Economic and social
changes: facts, trends, forecast. 2011. No. 1 (13);
Greenberg R.S. The contours of the global world:
denoting future. Ibid.; Ivanter V.V. On the problems of
Russia’s way out of the economic crisis. Ibid.; Petrakov
N.Ya. Forword to the monograph “Problems of Market
Economy Development”. Ibid. 2011. No. 2 (14); Ilyin VA.
The influence of the metallurgical corporation owners’
interests on the national and regional development. Ibid.
2011. No.3 (15). P. 14 — 38; Povarova A.I. The influence
of the metallurgical corporation owners’ interests on the
financial performance of the head enterprise (the case
of OJSC Severstal). Ibid. 2011. No.5 (17). P. 36 — 51;
Tatarkin A.l., Lavrikova Yu.G. Programmed project
modernization of the federative structure in Russia. Ibid.
2011. Ne 6 (19). The articles of the following authors
were published in the latest issues of our journal: Glazyev
S.Yu. Why is Putin. Economic and social changes: facts,
trends, forecast. 2012. No. 2 (20); Yakunin V.I. Post-
industrialism: the experience of critical analysis. Ibid.;
Collapse of the global pyramid. Interview with RAS
Academician S.Yu. Glazyev. Ibid. 2012. No. 3 (21);
Tatarkin A.I. Development of the economic space of
Russia’s regions on the basis of cluster principals. Ibid.

Economical and social changes: facts, trends, forecast

the real actions that are recommended by
national-oriented experts to the President of
the RF to ensure the stable and sustainable
development of our country.

This issue contains the text of academic
report by Academician S.Yu. Glazyev and
Professor V.V. Lokosov at the meeting of RAS
Presidium that deals with the assessment of
the critical threshold values of the indicators of
the state of Russian society and their use in the
socio-economic development management.

The authors, carrying out a more detailed
analysis of the situation, based on the system
of indicators reflecting the fundamental social
and economic processes, proves that Russian
society and economy are on the verge of
breakdown.

In scientists’ opinion, “wide-scale export of
capital, having reached for the 2 decades the
astronomical value of $ 1 trillion; brain drain
thatis also devastating for the economy and society,
the loss of the most part of scientific, industrial
and human potential are the consequences
of unsatisfactory performance of market self-
organization mechanisms and state regulation
institutions. Actual self-estrangement of the
ruling elite from the society and depriving the
overwhelming majority of citizens of exercisable
rights to participate in management processes
impede the feedbacks between the society and
the state. The latter conforms to the oligarchic
interests and becomes a tool of receiving the
administrative markup by a corrupt bureaucracy,
protected from liability to the society thanks to
the existing political system” .

¢ Glazyev S.Yu., Lokosov V.V. Assessment of the
critical threshold values of the indicators of the state
of Russian society and their use in the socio-economic
development management. Bulletin of the Russian
Academy of Sciences. 2012. Vol. 82. No. 7. P. 600. (Note:
The text was set in bold by editors).

4(22)2012 9
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DEVELOPMENT STRATEGY

© Glazyev S.Yu.
© Lokosov V.V,

Assessment of the critical threshold values of the indicators
of the state of Russian society and their use in the socio-
economic development management *

Sergey Yu.
GLAZYEV

Vyacheslav V.
LOKOSOV

of Population of RAS
info@isesp-ras.ru

The method of critical (threshold) indicators
of studying and constructing the objects and
their functional relations has been long and
successfully used in various fields of scientific
knowledge. It is applied most effectively in
technological developments, for example,
in mathematical justification of machines

Academician, Doctor of Economics

Doctor of Sociology, Director of the Institute of Social and Economic Studies

reliability: threshold loading parameters for a
technical object are calculated, the excess of
which leads to its breakdown. When carrying out
such calculations, as a rule, a set of simulation
conditions is used, in which the conformity of
objects to the required parameters is assessed
empirically.

* The following text was published in the journal “Bulletin of the Russian Academy of Sciences” (vol.82. 2012. No.7) under
the heading “From the RAS Presidium”. The editorial board of the journal made the following introductory statement to the text:
“Judging by the officially published indicators, Russia’s socio-economic development seems relatively positive, especially in comparison
with that of the 1990s. However, a more detailed analysis of the situation, based on the system of indicators reflecting the fundamental
social and economic processes, proves that Russian society and economy are on the verge of breakdown. This issue was highlighted by
Academician S. Yu. Glazyev and Professor V.V. Lokosov in their academic report at the meeting of RAS Presidium. They proposed a new
approach toward the assessment of the socio-economic system condition. We publish the extended text of their report and the materials
of its discussion (in the narrative). [Note. The present issue provides the text without discussion materials. |
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Assessment of the critical threshold values of the indicators of the state of Russian society...

The method of critical threshold indicators
has been successfully applied in the study of
living systems: in medicine — for diagnostics
of a human organism condition, in ecology
— when determining the biosphere pollution
degree. It is present indirectly in the widespread
methods of microeconomic analysis when
assessing the companies’ financial condition,
making up ratings of economic agents and
calculating insurance risks.

In the social sciences, this method was
intriduced not long ago. In 1994, at the Institute
of Social and Political Studies of RAS (ISPS
RAS) an idea was put forward to apply the
method of critical threshold indicators for the
study of society, and a scale of 20 such indicators
was developed [1, p. 556-568]'. In 1996, by
order of the RF Security Council Secretary,
the system of economic security indicators
was developed and approved [2], which was
discussed and received the recommendation
of the Department of Economics of RAS. In
2000, the Section for Economic and Social
Security of the Scientific Council under the
RF Security Council approved the list of 19
indicators and the corresponding threshold
values [3]. Since then, these parameters have
been used in evaluating Russia’s economic
security; a lot of interesting studies in this field
have been published [4, p. 36-38].

However, at present, there is no unanimous
opinion concerning the justification of critical
threshold values of socio-economic condition
indicators, as well as the very set of the latter,
which is connected with the absence of a
general theory of socio-economic systems
stability. Scientific schools have different views
on what has to be and what actually is going on
in economic and social system, consequently,
they have different estimations of socio-
economic processes regarding their causes and
management purposes.

' The idea of developing the system of critical threshold
indicators of Russian society’s development was proposed by
V.V. Lokosov.
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For instance, the libertarian doctrine
considers the export of capital and brain drain
to be the natural peculiarities of an open socio-
economic system, and it is no use trying to
eliminate them, as it will cause the deviation
from the optimal distribution of resources
under global competitiveness. On the contrary,
the modern evolutionary paradigm, based on
analyzing actual processes of reproduction
and competition of national socio-economic
systems, considers the export of capital and
brain drain the result of “failures” in market
mechanisms and flaws in the functioning of
state regulation institutions that should be
eliminated by the socio-economic development
management system.

The authors’ viewpoint is based on the
comprehensive interdisciplinary approach to
the study of the dynamics of Russia’s condition
regarding its self-reproduction and development
ability as an integral social system. Accordingly,
the state of the economy and society as dynamic
systems is characterized by various indicators,
reflecting their reproduction and development
ability.

The indicator’s value is regarded as critical
threshold, when going beyond its limits indicates
the emergence of a threat to the functioning of
an economy and society’s life due to the
disturbance of the regular flow of the processes
reflected by this indicator. As a rule, the
critical threshold indicator is determined as
a figure, exceeding (in case of an increasing
indicator) or decreasing (in case of a declining
indicator) of which is the evidence of the
system’s entering the risk zone. It would be
correct to define two critical threshold indicator
values, marking the boundaries of the range
of values permissible for the system’s normal
functioning and development. For example,
usually, critical threshold value of birth rate
is determined as the minimally acceptable for
the simple reproduction of population. At the
same time, as Chinese experience proves, under
certain conditions, the society can be interested
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in stabilizing and even reducing population
size, which causes limiting the number of
children in a family. A similar situation occurs
in connection with the widely used inflation
rate: its value shouldn’t exceed the critical
threshold indicator, reflecting the transition of
an economy to the state of turbulence, but at
the same time, inflation reduction below zero
may cause troubles in reproduction processes
in the economy.

One should also distinguish between the
indicators and their corresponding critical
threshold values, determining a system’s simple
reproduction ability and a system’s development
ability. Going beyond the limits of the former
means that the system loses its self-preservation
ability, which causes a threat of its destruction
or transition to a qualitatively new stage.
Going beyond the limits of the latter reflects
the system’s loss of competitiveness, which
can cause a threat of its submission to or
absorption by another socio-economic system.
Extended reproduction may seem to indicate
sustainable development, but in actual global
competitive environment it may not prevent
from its collapse under the influence of external
challenges and threats. This idea is obvious
due to our historic experience, however, it is
often ignored in traditional econometric and
sociometric studies, based on extrapolation
of established trends without considering
the limits of real socio-economic systems
sustainability.

We study the reproduction of a socio-econo-
mic system in the unity of its demographic,
social, cultural and axiological, industrial and
technological, natural resource and macro-
economic components. All these subsystems
should form a harmonious relationship and
ensure the balanced reproduction of a social
system as a whole, which is achieved by the
proper functioning of relevant institutions.

The use of critical threshold values of the
indicators in socio-economic development

Economical and social changes: facts, trends, forecast

management should be based not on ideological
doctrines, but on a pragmatic, systematic
approach. It claims that the society is a system,
in which the connection between its elements
isbased on certain regularities and is supported
by established reproduction processes, but all
the same, it is exposed to the uncontrolled
external influence and internal stresses. Each
of its subsystems performs vitally important
functions, and disturbing even one of them
can result in instability, unpredictability and
uncontrollability of the whole system. The
indicators, reflecting the performance of these
subsystems, have critical threshold values, the
reaching of which sharply increases the chances
of these systems’ collapse or their transition to
a new stage that poses a threat to the security
of the society in general.

Society management should be scientifically
grounded, based on the mathematical modeling
of social processes, calculation and prediction
of the consequences of decisions taken. For this
purpose it is necessary to carry out systematic
measurements of a range of socio-economic
condition indicators and reveal the threats to
social and economic security by determining
their relation to critical threshold values ana-
Iytically. The value of the critical threshold
indicators is established on the basis of specific
studies, expert assessments and mathematical
modeling.

The characteristics of the results of Russia’s
socio-economic condition indicators measure-
ments, systematized by the authors according
to the social, economic and management sub-
systems, in relation to critical threshold values,
will be given below.

The condition of the society. Demographic
processes are the most studied and easily inter-
preted ones. Here the level is considered critical
threshold if its reaching makes the maintenance
of a simple population reproduction impos-
sible. Figure I shows that, according to these
indicators, Russian society has already been
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Figure 1. General indicators of birth rates and death rates in the USSR and Russia in 1960 — 2010

Persons per 1000 population
25
23
21
19
17

1 -Dborn; 2 - died
Source: Demographic yearbook of Russia. 2010. Moscow: Rosstat, 2010.

beyond the critical limits for a long time. The
graphs representing population birth and mor-
tality rates form a kind of “demographic cross”,
which reflects the transition from an extended
reproduction towards a narrowed one, started
in 1990s.

Both key demographic indicators — birth
rate and death rate — have been far beyond the
critical values for a long time (7ab. 1). This leads
to a steady decline in the number of population.
According to demographic forecasts, if current
trends remain unchanged, it may have been
reduced to 127 million people by 2030 with the
prospect of further reduction.

The population’s health condition is also
unsatisfactory, which is reflected by such
indicator as average life expectancy. Despite
the recent-years increase, it is still below critical
level, which, according to our estimations, is
75 years (judging by the present-day views on
a normal life expectancy regarding healthcare
opportunities and creative activity period, as
well as worldwide average values of this indi-
cator). Though average life expectancy is a
demographic indicator, it characterizes the
condition of a society in general, reflecting the
level and quality of life of population.
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Demographic indicators are among the
few that have objective and accurate threshold
values, beyond which a society faces repro-
duction decrease that leads to its weakening
up to extinction or absorption by other social
systems. Not all indicators of the society’s
condition have such objectively accurate
critical threshold values: the latter can largely
depend on the state of public consciousness,
historical conditions, traditions and values, and
even genetic peculiarities of the representatives
of a given society.

For instance, demographic statistics, in
addition to population’s physical reproduction
indicators, uses the notion of its mechanical
reproduction that differs from the former by
the balance of migration. To a certain extent,
narrowed population reproduction mode may
be compensated by the inflow of immigrants,
as it is happening in today’s Russia.

However, as historical experience proves, if
this inflow exceeds a certain level, the society
can face tension arising out of ethnic or even
civilization conflicts that contain a threat of
a social system disintegration or absorption
(an example can be found in the separation of
Kosovo from Serbia, which caused enormous

Economical and social changes: facts, trends, forecast
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Table 1. Indicators characterizing the reproduction of human potential in Russia

Critical Actual condition Actual value compared
Indicator threshold 2010 ' with the critical threshold
value value
Birth rate (per 1000 population) 22 125 1.76 times less
Mortality rate (per 1000 population) 12.5 1.2 1.14 times more
Natural increase (per 1000 population) 12.5 -1.7 Population decline
Migration gain (persons per 1000 citizens) 1.1 1.3 1.2 times more
Share of migrants (in % to the number of population) 3 9 3 times more
Labour productivity (thousand $ per an individual in prices and 27.9 15.4 1.8 times less
according to the purchasing-power parity):
in % to the world average 142 82 1.7 times less
in % to the developed countries 50 25 2 times less
Labour productivity growth rates, % annually 12 59 2 times less
Population lifespan, years 75 68.7 6.3 years less
Incomes gap between 10% of the wealthiest and 10% of the poorest 8 16.6 2.08 times more
population groups, times (40 including
hidden incomes)
Gini coefficient (degree of deviation of actual distribution of monetary 0.3 0.4 1.3 times more
incomes from their equal distribution between the country’s citizens)
Share of population with incomes below the subsistence level, % 7 12.6 5.6 % more
Share of population spending less than $ 2.5 a day, % 0.5 17 34 times more
Share of homeless and other declassed population groups 1.5 15 10 times more
(in % to the total number of population)
Unemployment rate according to the methodology of the International 5.0 10.2 2.04 times more
Labour Organization (ILO)
Crime rate (number of recorded crimes per 100 thousand population) 1000 1839 1.84 times more
Basic required level of consumed kilocalories a day 3000 2564 14.5% less
Share of imported medicines, % 45 81 1.8 times more
Level of satisfaction with the obtained education 40 24 1.67 times less
(in % to the total number of population)
Level of satisfaction with medical service 40 14 2.86 times less
(in % to the total number of population)
Conventional rate of depopulation (birth/death ratio) 1 1.25 1.25 times more
Social homogeneity level (in % to the total number of population) 65 9-12 5.4 —7.2 times less
Ration of per capita monetary incomes to the subsistence level, times 3.5 3.3 1.06 times less
Total fertility rate (average number of children born to one woman in 2.15 1.55 0.72 times less
her child-bearing years)
Population ageing coefficient (share of individuals older than 65 years 7 12.9 1.84 times more
to the total number of population, %)
Human Development Index (HDI), points 0.800 0.719 by 0.081 points less
Alcohol consumption rate (litres of absolute alcohol per capita) 8 15.5 1.94 times more
Share of drug consumers, % 3.5 7 2 times more
Number of suicides (per 100 thousand population) 20 23.4 1.17 times more
Mental disorders prevalence rate (per 1000 population) 360 354 Within the normal range

Economical and social changes: facts, trends, forecast
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damage to Serbian society). It is impossible
to determine the critical threshold value of
the share of immigrants in the population: it
can vary significantly depending on the ethnic
composition of immigrants, assimilation
potential of the hosting society and its system
of values.

In such cases, the critical threshold values
are determined empirically on the basis of
analyzing the existing social experience. For
instance, it was found that in German army
the number of immigrants from the former
Soviet republics should not exceed 10% of
the total number of military personnel [5],
and in Holland the share of immigrants living
in an apartment building, should not exceed
10% of the number of native residents. These
facts lead to the conclusion, that in European
society the share of people, different in some
important socio-cultural characteristics,
should not exceed 10%, otherwise the integrity,
manageability and socio-cultural security
of the entire community are under threat.
Though this critical threshold value is not
clearly justified, it is taken into account in the
practice of social management. In Russia the
share of immigrants (taking into account expert
estimates of illegal immigration) among the
working age population is approaching 10%,
and in Moscow — 15%, which already causes
a certain social tension.

In general, astable 1 proves, Russian society
has long been living in critical threshold
conditions, which concerns not only the
physical reproduction of population but also
the standard of living. This is evidenced by the
suicide and alcoholization statistics.

According to the World Health Organization
(WHO) estimates, the critical level of suicides
is defined to be 20 suicides on 100 thousand
population. In Russia this indicator is almost
twice as high. At the regional level it is 3.5 — 4
times higher: for example, in the Republic of
Altai, the Chita Oblast, the Kirov Oblast, the
Arkhangelsk Oblast, Udmurtia and Bashkiria
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it equals 69 — 85 suicides per 100 thousand
inhabitants. It should be noted that in tsarist
Russia this indicator was 3 suicides per 100
thousand people.

Alcohol and drug abuse is also a distinctive
feature of the population’s unsatisfactory living
standard. The critical threshold value of pure
alcohol consumption per capita, the excess
of which leads to society degradation and
prevailing of mortality over birth rate, is
considered to be 8 litres per year. In present-day
Russia this figure reaches 15 litres. According
to WHO estimates, if the disease covers 11% of
population, it is qualified as a critical pandemic
and poses a threat to the preservation of society.
In Russia, the share of people suffering from
alcoholism and drug addiction already exceeds
11%. The society’s excessive criminalization
also proves its degradation: crime rate in Russia
exceeds the critical threshold value more than
twice.

Going beyond critical threshold values by
the level of suicide and alcoholism indicates
demoralization of society and the loss of axio-
logical landmarks. The share of the homeless
and other social groups, drawn from a normal
social life, points to the fact that the amount
of population, which lost the basics of life,
went beyond critical limits. According to
sociologists’ estimates [6], more than 15% of
Russians are living on the social “bottom”,
where basic moral values and constraints are
lost. This is caused mainly by the loss of working
opportunities and the meaning of life — the
share of people who found themselves in a state
of long-term unemployment and did not have
a chance to self-actualize, far exceeded the
maximum critical level.

According to the calculations based on
the International Labour Organization me-
thodology, the share of the unemployed
among economically active population
twice exceeded the maximum critical level
established by the Scientific Council of the
RF Security Council.

Economical and social changes: facts, trends, forecast
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The critical level is exceeded by one more
indicator widely used for describing social
inequality — the incomes gap between 10% of
the wealthiest and 10% ofthe poorest population
groups. According to international standards,
Russian society remains poor: the share of
individuals with incomes below $ 2.5 per day
exceeds the critical value more than 30-fold.
In fact, Russian society is splitting by income
level, ethnic composition, qualification and
education level into the isolated groups,
potentially hostile towards each other. This
provokes social conflicts, reduces human
potential and impedes its development.

Maintaining the existing trends of human
potential degradation deprives Russian society
of even a simple reproduction ability, not to
mention the sustainable development ability.
Meanwhile, one can’t accurately determine the
period within which these trends will become
irreversible, as the maximum duration of
exceeding the critical threshold indicators, after
which it would still be possible to preserve the
society, has not been scientifically estimated.
There is a significant time lag between the
condition of critical threshold pressures and
transition to the “point of no return”, when
the changes become irreversible and turn into
the self-sustaining process of socio-economic
system’s destruction.

The condition of Russian society long ago
overcame the threshold value on many
parameters without obvious signs of the social
system disintegration. As a matter of fact, this
disintegration is already going on, but it is
not perceived by the ruling elite, which tries
to ignore the decay of basic social subsystems
and reproduction mechanisms — the family,
intergenerational continuity, cultural and
moral values. Absence of open manifestations
of wide-scale conflicts creates an illusion that
the disease will pass away on its own, and
stepping beyond the critical point is temporary
and harmless.

Economical and social changes: facts, trends, forecast

The critical threshold values should be
interpreted taking into account integration
interrelations of a social system. There are at
least three important features of the society’s
functioning that should be considered when
creating and using the system of critical
threshold indicators of its development: the
compensatory mechanism of interaction
between the structures and elements of the
social system, the synergy effect and the
“domino principle” [7, 8]. The latter works
as a “chain reaction” of the destructive social
power release after the collapse of institutions
uniting the society, due to the termination of
its reproduction mechanisms. In this case, the
situation resembles the course of pathological
brain diseases that become evident after the
destruction of more than half of its cells. Up
to this point a person looks normal, although
the nervous system functioning indicators have
been exceeding the critical threshold values for
a long time. When the disease reveals itself,
brain degeneration becomes irreversible and
incurable.

Historical experience shows that the
collapse of a social system usually occurs
unexpectedly for the majority of ordinary
citizens, as well as for the ruling elite. This
can be explained by the nonlinearity and
fundamental complexity of social processes.
They can continue for a long time with the
excess of critical values of main indicators
unnoticeably for public opinion till the
system reaches the bifurcation point, when
the disintegration of its linking reproduction
mechanisms takes place, and after that, either
transition to a new stage, or absorption by more
viable systems, or collapse.

The key role in determining the possible
duration of the society’s functioning beyond
the limits of critical threshold values of
indicators characterizing its condition belongs to
the selective ability of the management system.
It should be sufficient for the timely detection
of emerging threats, their neutralization,
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halting the destructive processes, overcoming
the arising restrictions and opening up new
development prospects. The characteristics
of the management system’s condition has its
own critical threshold level as well. According
to well-known researchers C. Jung [9, p. 113]
and M. Dogan [10, p. 151], if more than 40%
of the population are extremely unsatisfied
with the socio-political organization of the
society, and believe that the current political
system must be radically changed, then the
existing political regime loses its legitimacy and
the likelihood of its collapse increases greatly.
This does not imply the inevitable collapse of
the entire social system, but makes it highly
vulnerable to external and internal threats.
According to ISPS RAS data, if in the 1990s,
this figure exceeded 40%, then by 2008, its
value decreased to 20%, and then again went
up, and it is currently close to 30%.

The condition of the economy. The indicators
of the society’s condition are to the large extent
determined by the condition of its economy.
Russian economy has been already deterio-
rating for a long time, including its structure,
industrial, technological and investment
potential. Although, Russian economy reached
the 1990 pre-reform level according to GDP

volume and labour productivity, it still lags
behind it by 40% regarding the volume of
fixed capital expenditures (fig. 2). This means
that during the last two decades, the economy
has been working “flat out” — due to excessive
exploitation of production capacities, created
in Soviet times.

Surpassing the 1990 production level
regarding GDP volume doesn’t indicate the
recovery of economic potential, its quality has
deteriorated significantly: the share of machine-
building and other branches of manufacturing
industry and material production in general
dropped sharply, meanwhile, the share of cir-
culation sphere and export-reoriented raw
material industries increased (fig. 3). Energy
extraction volume significantly exceeds that
of the Soviet period, while the volume of
machinery and equipment production is 40%
lower [11].

The economy functions in the unity of
labour, natural resource, industrial-tech-
nological, macroeconomic and institutional
subsystems (fab. 2). During the Soviet period,
the natural resources subsystem maintains
the limited production mode, which is cha-
racterized by the ratio of natural resource stocks
increase and their extraction volume.

Figure 2. Growth rates of basic economic indicators in the USSR and Russia in 1990 — 2010, in % to 1900.
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Figure 3. Sector dynamics of GDP structure in the USSR and Russia in 1990 — 2009, %
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Source: National economy of the USSR in 1990, Rosstat data, the authors’ calculations.

Table 2. Indicators characterizing the reproduction of economic potential in Russia

. Critical threshold | Actual condition, Actua'l value cqmpared
Indicator with the critical
value 2010
threshold value
Volume of fixed capital expenditures, in % to GDP 25 20.4 1.23 times less
Depreciation of fixed assets, % 40 78 1.95 times more
Share of mechanical engineering in the industry, % 25 14 1.79 times less
Share of processing branches in the industry, % 70 64.8 0.93 times less
T i i i 0,
Sharq of unprofltgblg organizations (in % to the total number of 25 973 11 times more
functioning organizations)
Production profitability, % 15 11.4 By 3.6 lower
Return on the assets, % 12 6.8 By 5.2 lower
. 0 s
Inflation rate, % 15 8.8 Within the normal
range

Social inflation rate, % 15 24 1.6 times more
Share of domestic production in the formation of meat resources
and meat products on the internal market, % 0 61.3 By 8.7 lower
Share of material production in GDP, % 66 32 2.06 times less
Level of monetization (M2) for the end of the year, in % to GDP 50 12 417 times less

This ratio has been below the maximum
critical level (which is equal to 1) for virtually
alltypes of minerals foralongtime. Nevertheless,
the provision of Russian economy and society
with raw materials doesn’t arouse much concern
for the time being, due to the considerable
amount of previously discovered and developed
mineral deposits, vast land and water resources.

Economical and social changes: facts, trends, forecast
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The condition of production and tech-
nological subsystem is characterized by
supercritical depreciation of fixed assets.
Accordingto official statistics, their depreciation
rate equals 50%, but, by expert estimations,
physical depreciation of fixed assets in many
economic sectors, including basic ones, reaches
80%, which greatly exceeds the critical value.
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The latter, in the conditions of the present-
day scientific and technological progress, is
estimated at 35%, including 25% for the active
side, and 40% for the liability side of fixed
assets. Although, when these values are
exceeded, the economy retains its extended
reproduction ability, it loses its competitiveness,
lagging behind other countries in science and
technology level and efficiency.

Russian economy has been already
functioning in reduced reproduction mode
for a long time, many vitally important
branches of machine-building and processing
industries have actually ceased to exist. The
share of mechanical engineering in the industry
decreased twice in relation to the critical
threshold level estimated at 25% by the Non-
Governmental Council for National Security
of Russia. In total, the share of manufacturing
branches in the industry fell by 8% below the
critical threshold level, estimated at 70%.
Degradation of Russian industry is reflected in
the share of Russian high-tech products in the
world market, which decreased to 0.2%.

The loss of the economy’s independent self-
development ability is proved by the share of
equipment import that more than twice
exceeded the critical limit, which means the
production processes’ reorientation toward
the foreign technological base. This also causes
the loss of the country’s self-development
ability and its involvement in unequal foreign
economic exchange, fraught with the danger
of national wealth outflow.

The excess of the 35% share of imported
goods in the populations’ overall consumption
means that the country has fallen into critical
dependence on the outside world. Meanwhile,
the 25% import share for foodstuffsis considered
the critical threshold level, its further increase
will pose a threat to the country’s food security.
According to both indicators, Russia has been
below the critical threshold level for a long time.
This fact has not been taken into account yet
due to the sustainable high positive balance
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of payments and excessive foreign exchange
reserves that cover the country’s need for
imports manifold, given the existing level of
purchasing power.

In the conditions of high openness and in
the absence of a target-oriented development
policy, Russian economy has actually split into
two sectors: domestic, which is deteriorating,
and export-oriented (mainly raw materials),
which, regarding the reproduction mechanisms,
is acquiring enclave features and is moving
toward the financing at the expense of foreign
sources. As a result, Russian economy, which
specializes in exports of raw materials in
exchange for finished products, acquires the
features of a colony, which leads to unequal
foreign economic exchange and deprives it
of the independent self-reproduction and
development ability. This is reflected in the
share of primary commodities in export, which
significantly exceeds the critical threshold
value that we estimate at 40%. The big share
of energy exports regarding their production
volume, that equals 2/3, indicates the actual
degradation of manufacturing industry. Due to
this fact and also the reorientation towards the
foreign technological base and a high level of
imports of consumer goods, Russian economy
finds itself in the grip of foreign dependence
that determines its evolution in accordance
with the needs of the external market, rather
than internal development (7ab. 3).

Of course, many of the indicators stated in
table 3 are of a relative nature. In the vast
majority of countries, their values go outside
the critical limits. However, they characterize
the immunity of a national economy to
external and internal threats. For Russia, as
a great power, which played a leading role in
world development for most of its thousand-
year history, this stability is of fundamental
importance.

The sustainably high positive balance of
payments and manifold excess of the critical
level of foreign exchange reserves volume are

Economical and social changes: facts, trends, forecast
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often perceived as the signs of a sustainable and
independent external economic position of
Russia. However, the cause-and-effect analysis
in the macroeconomic and foreign economic
subsystems interaction mechanisms proves the
opposite. The positive balance of payments in
Russia is the result of deteriorating economic
structure that acquires the raw material
specialization, systematic undervaluation of the
ruble regarding its equilibrium value, curbing of
the final demand at the expense of restricting
the money supply through sterilizing a part of
the budget revenues.

In other words, monetary and foreign
exchange policy mechanisms have made
Russian economy dependent on the interests
of raw materials exporters and international
speculative capital, and critically dependent on
the global market situation. This dependence
is aggravated by the binding of money supply
to the growth of foreign exchange reserves, as a
result, Russian economy reproduction is guided
by the external demand for its goods and the
supply of foreign credits. At the same time,
along with foreign exchange reserves growth
and large-scale export of capital, external
indebtedness is increasing, and the dependence
of Russian economy on external credit is going
far beyond critical limits. And though the share
of foreign banks in Russia’s bank assets hasn’t
reached the threshold value, the ratio between
foreign credits to Russian corporations and
money supply greatly exceeds the critical limit,
that we have established on the level, ensuring
the protection of the country’ banking system
against external shocks (see table 3).

Accordingly, even though the values of the
indicators, traditionally reflecting the country’s
foreign economic condition (balance of
payments, the volume of state foreign debt
to GDP, the coefficient of foreign exchange
reserves sufficiency, etc.) are favourable, in
reality, the country’s economy is extremely
dependent on foreign creditors and global
prices for energy and raw materials.

Economical and social changes: facts, trends, forecast

This can be supplemented by “offshoring”
the property rights for the key Russian
enterprises, as well as the significant share of
depositary receipts in their authorized capital
reaching 60% for the basic branches of
economy, this figure exceeds 5-fold the
critical threshold value established on the
basis of objective requirements to the selective
capacity of national economy management
system. The share of foreign investors in the
ownership structure of free-floating stocks in
the Russian market permanently exceeds the
critical threshold value calculated taking into
account the requirements to market stability
towards the fluctuations of foreign speculative
capital inflow.

Artificial reduction of all mechanisms of
money emission to foreign currency purchase
significantly narrowed the developmental
opportunities of Russian banking system. The
reproduction of the economy is not supported
by its financial subsystem. Banks do not
possess lending opportunities, sufficient for
the economy development, which is reflected
in the indicators of the ratio between the
loans to the non-financial sector and GDP,
which are 3-5 times lower than in developed
countries. The overall volume of the economy
monetization throughout the post-Soviet
period remains substantially lower than the
critical threshold level essential for ensuring
the smooth circulation of capital estimated by
the experts at 50% of GDP. At the same time,
Russian financial system remains a donor to
the global economy. By providing its foreign
exchange reserves to the external environment
at 2 — 3% per annum, our enterprises and
banks attract foreign credits at 7 — 8% per
annum. Financial system experiences a
considerable loss of resources due to unequal
foreign economic exchange. This is the result
of the economy split into the internal sector
determining the reproduction of economic and
human potential, and external raw materials
and financial sectors oriented at the export
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Table 3. Indicators, characterizing the external economic dependence of Russia

Critical Actual Actual value compared
Indicator threshold | condition, | with the critical threshold
value 2010 value

Internangnal .reserves sufficiency index (in % to the 3-month volume of goods 9 90.4 9 3 times more
and services import)
Volume of aggregate foreign debt (in % to GDP for the end of the year) 25 325 1.3 times more
Share of imported equipment in the domestic demand, % 30 65.6 2.18 times more
Share of imported foodstuffs in GDP, % 25-30 32 1.07 —1.28 times more
Share of import in the material production, % 25 94 3.76 times more
Share of foreign capital in the investments, % 25 36 1.44 times more
Amount of foreign liabilities of commercial banks and other sectors, in % to GDP 25 29.5 1.18 times more
Share of overdue and unrecovered foreign loans (in % of the total volume of .
received loans) 25 50 2 times more
Share of foreign investors in ownership structure of free-floating stocks, % 30 60 2 times more
Share of foreign credits to M2, % 20 36.4 By 16.4 more
Trade balance deficit: according to the balance of payments methodology, % 15 Sl;rﬁpl;s Within the normal range
GDP in % to the global volume 7,5 2.5 3 times less

per capita, % 100 107 Within the normal range
GDP in % to the volume of EU states 25 10 2.5 times less

per capita, % 75 35 2.14 times less
Volume of foreign currency in % to the ruble money in the national currency 10 50 5 times more
Volume of foreign currency in cash in % to the volume of cash rubles 25 100 4 times more
Share of expenditures.on the foreign debt servicing (in % to the total volume of 20 19 Within the normal range
federal budget expenditures)
Ratio of foreign trade turnover to GDP, in % 30 41.6 By 11.6 more

of capital and not actually involved in the
mechanisms of reproduction of the inwardly
oriented sector of the economic system, ensu-
ring its vitality.

The underdevelopment of the banking
system and the absence of mechanisms of its
refinancing by the Central Bank are among the
main causes of the extremely low standard
of accumulation, which has long been
significantly below the level necessary for
simple reproduction, and also 1.5 times lower
than the savings rate (fig.4). At the same time,
inflation reduction to an acceptable level in
the absence of banking system refinancing
mechanisms doesn’t allow to improve the
investment activity to a regular level.

The internal reproduction mechanisms do
not provide for the maintenance of the existing
economic potential, not to mention its deve-
lopment. The existing price structure impedes
the opportunities for the simple reproduction
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of manufacturing industries and construction,
the major part of production is unprofitable
or distressed, and this makes it impossible to
invest in the renewal and modernization of their
assets. For example, the profitability of such
key branches, as mechanical engineering and
construction, which determine the investment
opportunities, is below the Central Bank
refinance rate. This means that the loan capital
for the reproduction of these branches is not
available, which causes their narrowing and
degradation.

Most of the indicators reflecting the state
of Russian economy are outside the limits of
the critical values, depicting its self-repro-
duction ability. It has been functioning in the
limited reproduction mode, despite the existing
opportunities of transforming accumulated
savings into investments and directing the rich
natural resources base to the technological
development.

Economical and social changes: facts, trends, forecast
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Figure 4. Gross capital formation and gross savings in Russian economy in 1995 — 2010, in % to GDP
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The situation is even worse with indicators,
reflecting the development ability of Russian
economic system and its competitiveness (ab. 4).
The share of innovation-active enterprises, the
share of new products in the total volume of
machine-building products and the relation
of R&D expenditures to GDP in Russian
economy is 3 times lower than the developed
countries’ level, which in this case should be
considered as critical threshold. According
to economy efficiency indicators, this gap is
multiple.

Over the past two decades there has been a
significant decline in the Russian science and
technology potential, its share in the global
system has reduced sharply. After a 20-fold
drop in the early 1990s, the volume of R & D
expenditures increased and stabilized at a low
level —just over 1% of GDP, which ensures neither
reproduction, nor preservation of the existing
scientific and technological potential. Given the
present-day rates of knowledge accumulation,
the total volume of which is doubled every
quarter of the century, the cessation of scientific
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research for one year leads to a depreciation of
the existing knowledge by 25%. Lagging behind
the world level of institutions, that form the
intellectual potential (zab. 5), makes it difficult
to overcome the degradation tendencies and
create the necessary conditions for sustainable
economic development. The share of Russia in
the global knowledge economy has declined to
a marginal level.

Under the current state of affairs, the pre-
requisites for restoring the economy’s normal
reproduction capacity are absent: the rate of
accumulation is at an extremely low level, that
we estimate at 25%, and the indicators of labour
productivity increase are lagging 6-fold from the
critical threshold value, set with regard to the
necessity of overcoming the Russian economy’s
backwardness in the foreseeable future. Stepping
on the path of sustainable development requires,
according to our estimates, the increase of
saving rate, as a minimum, up to 35%. It can
be achieved, because the volume of savings
in the economy 1.5 times exceeds the volume
of investments, and there are other reserves,
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Table 4. Indicators reflecting the competitiveness of Russian economy

Critical Actual Actual value compared
Indicator threshold | condition, with the critical
value 2010 threshold value
Share of innovation-active enterprises, % 40 9.3 4.3 times less
Share of processing industry products in the export, % 50 23 2.17 times less
Dispatched innovation products (in % to the total volume of industrial products) 15-20 1.7 8.82 - 11.76 times less
Share of innovations, in % to GDP 3.2 0.9 3.6 times less
E:loadrtejc(gonnt?v‘\jl/oklnds of products in the total volume of mechanical engineering 7 26 3.7 times less
R&D expenditures, in % to GDP 3 15 2 times less
Unitindicators of energy consumption (tons of petroleum per $ 1 thousand of GDP):
overall energy resources expenditure 0.15 1.65 11times more
electricity expenditures 0.02 017 8.5 times more
oil and gas expenditures 0.10 1.16 11.6 times more
Losses of natural resources during extraction (in % to the total volume) 3-8 10-65 3.3 - 8.1 times more
Average annual rate of labour productivity increase, % 6 1 6 times less
Share of Russian high-end technologies in the world, % 12 0.3 40 times less
Share of intellectual property in the business worth, % 25 10 2.5 times less
Share of state expenditures on ecology, in % to GDP 5 0.8 6.3 times less

Table 5. Russia’s position among 58 countries in the rating of institutes forming labour potential
(according to the Global Competitiveness Report data for 2007 — 2008)

Point of comparison Russia | China India USA Germany | Japan
rr ndence of tion system with the requirements of
ng;z)i(;ivgeec%engmeyduca on syste e requirements o 43 39 %6 16 20 93
Quality of education in the fields of mathematics and natural sciences 27 37 10 30 26 20
Quality of higher education 35 49 39 5 20 22
Quality of primary education 30 32 46 23 22 21
Education expenditures 44 55 39 24 32 47
Availability of Internet in schools 38 32 39 11 20 22
Quality of business schools 49 54 8 6 24 47
Scope of the training of companies’ employees 54 41 29 11 9 4
Availability of local research and education centres 49 34 28 2 3 6

which are not used due to many reasons,
including a large-scale outflow of capital.

When assessing the above stated mea-
surement results, it is necessary to note, that,
despite their limited character, they objecti-
vely reflect the socio-economic condition of
Russia. For a long time, the country has been
far beyond the critical values for the majority
of indicators, characterizing the reproduction
and development ability of the economy
and society. This indicates the presence of
actual threats to the national security, and
the remaining time for their neutralizing and
restoring the country’s sustainable development
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ability is wearing out. At the same time, taking
the measurable indicators out of the critical
threshold values area is not a goal in itself. The
society and economy are changing constantly,
and their performance is of non-linear and
non-equilibrium character. The technological
structure of the economy and intellectual
structure of the society is transforming quickly.
Trying to provide the stability by maintaining
a simple and even extended reproduction of
the existing social and economic subsystems
in the conditions of rapid structural changes
in the world economy is clearly not enough
for successful or just sustainable development.

Economical and social changes: facts, trends, forecast
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When grounding the conclusions of the
conducted analysis and objectives of sustainable
socio-economic development, it is necessary to
take into account the patterns of modern
economic growth. Today, it can be considered
proven, that the world economic development
is uneven, forming a sequence of long waves,
connected with the change of technological
modes [12]. This shift is accompanied by
dramatic changes in the technological structure
of the economy.

Underthe current global crisis, the transition
to the new (sixth) technological mode is taking
place. In this connection, the policy of Russia’s
modernization and development should
set the goal of a prompt formation of the
new technological mode. According to the
estimates, up to the present time, the period
of the “embryonic development” of this mode
has been passed [13]. After a few years, it will
reach the exponential growth, and, as a result,
the next long wave of economic development
will begin.

The nucleus of a new technological mode
is the complex of nanotechnologies, bio-
technologies, information-communication and
social technologies. Although, today, the world
remains in the state of depression and crisis
turbulence, the complex of industries, defining
a new technological mode, is characterized by
the sustainable growth rate of 35% per year.
Taking these facts into account and relying
on our available capabilities and science
and technology potential, one should aim
to concentrate the resources in these areas
specifically. It is necessary not only to renew
the basic funds, but to focus primarily on
the technological structure modernization,
to invest in the development of principally
new directions, which nowadays become the
drivers of economic growth and the formation
of the sixth technological mode. After the
world overcomes the economic depression,
and the long wave of development begins, the
countries, that managed to become leaders
in the economic sectors crucial for the new
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technological mode, will gain huge advantage
and provide for long-term sources of super
profits (intellectual rent) by building scientific
and technological superiority.

The revealed regularities in the long-term
economic development allow for grounding the
strategy of Russian economy priority deve-
lopment in conditions of the new technological
mode advancement [14]. For Russia, where
industry and science have considerable resour-
ces in a number of areas crucial for establishing
the sixth technological mode, the possibility
of developing the perspective trends of global
economic growth before other countries is
opening up.

The condition of the management system.
Although the indicators of Russia’s socio-
economic condition have improved greatly
compared to those of mid-1990s, when their
list was formed for the first time, the observed
values of most of them exceed the critical
threshold level. The country came out of
the critical zone regarding the indicators of
the state financial system’s condition, but it
remains within the boundaries of the critical
value according to the indicators reflecting
the industrial-technological sphere condition,
human and scientific-technological potential.
The investment and innovation activity
indicators remain extremely low, as well as
other indicators reflecting the efficiency of the
economy and its development capacity.

The recovery of Russian economy’s ex-
panded reproduction and modernization ability
requires taking into account the regularities of
the long-term economic development and
working out the right strategy along with its
efficient implementation mechanisms. This
requires a qualitative improvement of the
management system, tackling the extreme
corruption, shadow activity and losses. The
latter, measured for Russian economy in
general, account for about half of GDP, many
times exceeding the maximum critical value,
which corresponds to modern ideas about
effective management of the economy.
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Accordingto the estimates of V.M. Simchera
[15], the level of overall national economic
costs in the Russian Federation on the account
of interindustry balance manifold exceeds the
GDP volume, which testifies to the negative
contribution of the management system in
economic growth (tab. 6).

As a result of the poor condition of the ma-
nagement system, Russia’s resource potential
efficiency usage coefficient is more than twice
below the critical threshold value, including
the agricultural land usage coefficient [16].
Wide-scale export of capital, having reached
for the 2 decades the astronomical value of
$ 1 trillion; brain drain that is also devastating
for the economy and society; the loss of the
most part of scientific, industrial and human

potential are the consequences of unsatisfactory
performance of market self-organization
mechanisms and state regulation institutions.

Actual self-estrangement of the ruling elite
from the society and depriving the overwhelming
majority of citizens of exercisable rights to
participate in management processes impede
the feedbacks between the society and the
state. The latter conforms to the oligarchic
interests and becomes a tool of receiving the
administrative markup by a corrupt bure-
aucracy, protected from liability to the society
thanks to the existing political system. It results
in the extremely high level of administrative-
corrupted markup in the price of expense
allocated resources given extremely low salaries
and innovation activity.

Table 6. Estimations of the Russian economy management quality

Critical Actual Actual value compared
Indicator threshold | condition, | with the critical threshold
value 2010 value

Level of economic losses, in % to GDP 7 50 7.1 times higher
Level of economic losses, $ billion:
at the ruble exchange rate 105 750 7.1 times higher
at the purchasing-power parity 175 1250 7.1 times higher
Level of economic losses, in % to GDP 0.8 1.2 1.5 times higher
Russia’s overall resource potential efficiency usage coefficient (% of GDP to
national wealth, i.e. the overall monetary volume of natural, labour, gold and 75 18 4.2 times lower
currency and intellectual resources)
Actually developed potential efficiency usage coefficient 18 9 2 times lower
Share of rent and profit in the price for raw material resources, % 25 65 2.6 times higher
agricultural land usage coefficient, % 100 50 2 times lower
Share of shadow economy, in % to GDP 25 45 1.8 times more
Share of “off-the-books” salaries, in % to reported salaries 25 39.6 1.58 times more
Differentiation of RF subjects:
according to GRP per capita, times 5 21.1 4.22 times higher
according to monetary incomes, times 5 6.5 1.3 times higher
Index of confidence in official information 100 18 5.56 times lower
Citizeqs’ distrus.t of the governing bodigs, protest aptions, corruption level, rating 35 85 2 43 times higher
of business environment, export of capital and profit
Share of corruption and shadow economy, in % to GDP 5 40 8 times higher
Federal budget deficit, in % to GDP 3 4.2 1.4 times higher
Russia’s overall economic losses coefficient, in % to GDP 7 50 7.1 times higher
Volume of aggregate foreign debt (in % to GDP for the end of the year) 60 6.5 Within the normal range
Share of citizens supporting the radical change of the political system, % 40 31 Within the normal range
Level of satisfaction with the activity of executive power bodies of the RF subjects 40 30 1.3 times lower
Level of population confidence in the central government authorities 50 39 1.28 times lower
Level of population confidence in the army 40 46 Within the normal range
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Extremely high level of corruption reflects
the inability of state authorities to solve the
complex tasks of socio-economic development,
connected with the necessity of implementing
the large-scale projects and concentrating
resources on breakthrough directions of
science and technology progress. In these
circumstances, it is hardly possible to expect
the increase in the business and innovation
activity, which is proved by the state of business
conditions.

Business circles respond to the state by tax
evasion, capital flight, transfer of property
rights to offshore areas: the share of the
“underground” economy in GDP, the share
of the export of capital to the volume of
profit generated by the economy, the share
of assets in the basic economic sectors,
transferred to offshore areas greatly exceed the
critical threshold values. Similarly, the citizens
respond to their removal from participating in
management by the distrust towards the state
authorities (see table 6). In other words, state
institutions pretend to govern, and citizens
pretend to submit.

At the same time, commonly used indicators
of state management condition are quite
satisfactory. The Russian state possesses a
balanced budget, a moderate debt, the exchange
rate of the ruble demonstrates stability, the
nominal volumes of GDP are growing well
along with the incomes of citizens who rarely
resort to any form of protest actions. The
country’s top leadership was surprised to face
the rallies of those dissatisfied with the results
of 2011 — 2012 parliamentary and presidential
elections. However, even a cursory analysis
of the relatively small number of indicators
reflecting the state of the economy and society
shows that the basic mechanisms of their
reproduction function in conditions of extreme
stress.

The analysis given above proves the necessity
of official establishment and systematic
measurement of the set of critical threshold

Economical and social changes: facts, trends, forecast

indicators reflecting the social development,
which will allow receiving accurate information
concerning the results of decisions taken and
use it in follow-up activities.

Expert testing of the critical threshold
indicators method should be expanded by
simulation of the social processes designing
and modeling based on the analysis of
statistics, empirical data, probability analysis
and making up graphic representations of
threats. Elaborating the method of critical
threshold indicators reflecting the society’s
development can become an important step
towards the incorporation of social sciences
into the modern Russian society management
system. The system itself needs radical
modernization, aligning with the objective
complexity of Russia’s socio-economic
development goals.

The transition to the target-oriented
development policy, backed by adequate
monetary, industrial, scientific-technological
and structural policy is necessary for
implementing the opportunities of priority
development and removing the economic
condition indicators out of the critical threshold
zone. The list of measures aimed at ensuring the
priority development of Russian economy was
developed by the scientists of the Section of
Economics of the Social Sciences Department
of RAS. This list was submitted to the RF
Government and published in the journal
“Economics of contemporary Russia” [17]. It
should be supplemented by measures aimed
at expanding the opportunities for citizens’
participation in the society management, as
well as the creation of effective mechanisms
ensuring the decision-makers’ responsibility
for the objective results of the conducted
socio-economic policy. Radical changes
are also necessary in the state policy in the
sphere of education and culture that should
focus on the consolidation of Russian society,
harmonization of prevailing moral values and
landmarks of creative activity.
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Directions of socio-economic modernization of Russian regions

According to the author, if modernization is carried out without a thorough consideration of the
country’s social and territorial peculiarities, it can lead to the uneven distribution of “modernization”
effects resulting in even greater imbalances of territorial development as compared to already existing
ones. Long-term strategies and development plans, aimed at the socio-economic system modernization,
should be based on the available potential of the regions. The notion of “socio-economic potential
of modernization” is introduced, which includes not only a set of resources, but also qualitative
characteristics of the regional systems. Socio-economic modernization is a set of interrelated directions,
including the industrial policy activities, development of scientific-technical and innovation potential,
improvement of social infrastructure, efc.
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At present, the concept “modernization” is
widely used in political debates, periodicals,
scientific studies and is interpreted in various
ways: as an upgrade, reform, development,
positive changes, etc. According to a classi-
cal definition, modernization (from Greek
“modern” — the newest) is perfection, impro-
ving, renovation of an object, bringing it in line
with new requirements and standards, technical
conditions, quality indicators.

Russian experts have developed several
concepts of the country’s economy moder-
nization: the concept of long-term development
of the Russian Federation for the period up to
2020; the strategy “Innovation Russia — 2020”
[10]; “2020 Strategy: New development model
— new social policy” (group of V.A. Mau —
Ya.l. Kuzminov) [20]; priority development

Economical and social changes: facts, trends, forecast
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strategy by S.Yu. Glazyev [5; 6]; the strategy of
interactive modernization by V.M. Polterovich
[17; 18; 19]; the strategy of the economy
balancing and domestic demand stimulation
by R.I. Nigmatulin [14; 15]; the strategy of
innovation-technological breakthrough by
A.A. Akayev [1; 2; 3; 4], etc.

In general, the participants of the discussion
on the issue of modernization that is going on
in the Russian scientific and expert community
agree that the main Russian socio-economic
development objectives include the estab-
lishment of a genuinely democratic socially-
oriented state with a strong innovation economy,
capable of providing its citizens with the high
level and quality of life, as well as maintaining
the country’s competitiveness in the global
economy.
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Most experts and designers of Russian
economy modernization strategies believe the
efficient strategy of achieving these goals should
envisage: the creation of innovation economy;
ensuring a high level of human capital;
conducting the efficient social and industrial
policy; the improvement of institutions’
quality; improvement of the business and
investment climate; existence of a strong
and efficient state; expansion of private
initiative and free competition; organization
of interaction between the state, business and
society in solving modernization tasks.

The most disputable issues are the following:
what should be done in the first place: acce-
lerating economic development rates or curbing
inflation; what kind of modernization should
be the first to implement: institutional (im-
provement of institutions) or technological
(promotion of economic growth); what type
of demand we should orient at: domestic or
foreign.

Deciding between the two modernization
alternatives: “from above” and “from below”
is also very important. In case of choosing the
first one, the state’s role is reduced to strict
regulation, redistribution of gross domestic
product in its favor, concentration of the
resources necessary for wide-scale investment
in the economy reconstruction, definition
of branch-wise priorities and strengthening
of administration. Choosing the second
alternative implies the leading role of lower
economic levels — enterprises and their
corporate associations, market forces, private
initiative, here the state’s task consists in
creating the conditions for proactive economic
activities.

The common feature of these two alternatives
lies in insufficient consideration of the spatial
factor, determined by a wide set of the country’s
territorial peculiarities. Meanwhile, the long-
term development strategies and plans, aimed
at the socio-economic system modernization,
should be based on the existing potential of the
regions.
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Modernization of national economies can
be effected by using the state’s and private
business’ own resources (creative type), as well
as by attracting foreign investments, new
knowledge, developments and technologies
(adaptive type). It seems that Russian regions
require mixed-type modernization with the
smooth and efficient usage of advanced foreign
achievements and their own scientific and
innovation potential capabilities.

Choosing the specific modernization type
for a certain territory should be preceded by a
detailed analysis of the region’s socio-economic
potential. It should cover such aspects as
the production base condition, technologies
development level, professional competence
level of the various categories of human
resources, existing science and technology
potential, financial resources of the territories,
etc.

In this connection, it seems appropriate to
use the concept of “socio-economic potential of
modernization”, which includes the very set of
structural elements of the socio-economic
potential, which can be used for achieving
modernization goals. The concept of “socio-
economic potential of modernization” includes
not only a set of resources, but also qualitative
characteristics of the regional systems them-
selves. These characteristics show the extent
with which the existing system of industrial
relations, development priorities, social
policy in the regions are aimed at solving
modernization tasks. The structure of the
socio-economic potential of modernization is
presented in figure 1.

Inouropinion, the concept of management
of socio-economic potential of modernization
should be based on the following principles:
potential is a dynamic characteristic, and
can be traced only in the process of its
use; the use of the socio-economic system
potential should be accompanied by its
constant increase; the processes of using and
gaining potential are continuous, and they
complement each other.
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Figure 1. Structure of the socio-economic potential of modernization of the regions
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The determining peculiarity of the region’s
modernization potential consists in the priority
of both the achieved level of the most important
volumetric parameters and the dynamics
of economic and social development of a
given territory. This essentially distinguishes
the region’s potential modernization ability
from its general economic development level
characterized only by static (level) indicators,
such as, for example, the gross regional product.

The analysis conducted by the group of
ISEDT RAS scientists in the framework of the
project “Socio-humanitarian potential of
Russia’s modernization” (project supervisor —
Academician N. Petrakov) revealed insufficient
preparedness of the majority of Russian regions
for the implementation of modernization
transformations [9]. The main obstacles for
their implementation include: the insufficiently
high level of per capita GDP in most RF
regions; the significant depreciation of fixed
assets in Russia on the whole, as well as
significant regional differentiation according
to capital-labor ratio; the low level of fixed
capital expenditure; the lack of financial
support to science and R&D, the low degree of
innovation activity, which is the reason for a low
research intensity of production; uneven labour
resources distribution, resulting in the surplus
or shortage of working population in different
regions; the low level of life expectancy,
population ageing; the high level of socio-
economic differentiation of the population.

Economical and social changes: facts, trends, forecast

In relation to the country’s socio-economic
modernization tasks, it is expedient to eliminate
the shortcomings of the present state regional
policy, improve the methodological tools
of regions’ socio-economic development
management.

The general economy dynamics and sectors
development dynamics at the federal level are
the most important for establishing the
indicators of the regional industrial and social
spheres development. On the other hand,
the national macroeconomic indicators in
the strategic perspective will be achieved as a
result of the country’s regional socio-economic
systems functioning. However, due to the
differences in the level of resources availability
and their utilization extent, the contribution
of a given region to Russian economy on the
whole will have its quantitative and qualitative
characteristics.

The study of the existing management
practice showed a number of shortcomings of
the state regional policy in modern Russia. The
most notable of them are as follows:

— the absence of the single scientifically
grounded planning system of socio-economic
development of the country and its subjects, as
well as the lack of clear coordination
synchronization mechanisms of the regional,
municipal and branch-wise development
strategies;

— power centralization and concentration
of significant financial resources at the federal
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level do not encourage regional authorities to
improve management efficiency;

— the set of regional development mana-
gement tools is limited, and reduced mainly to
the budgetary transfers and federal target
programmes, modern tools and management
techniques are being implemented very slowly;

— the policy of socio-economic deve-
lopment leveling does not produce tangible
results, the remaining regional heterogeneity
continues to exert considerable negative
influence on the structure and efficiency of the
economy [22, p. 22].

Comprehensive socio-economic moder-
nization of the regions requires the state
regional policy updating, strengthening of the
state regulation, introduction of modern
effective forms and methods of influencing
the socio-economic processes, as well as the
qualitative change of the management system.

The main condition for increasing the
regions’ socio-economic development mana-
gement efficiency in the direction of their
modernization is the establishment of a stra-
tegic planning system, including macro-,

meso- and micro-levels. It is necessary to
create the spatial-sectoral system of programme
socio-economic development management
(fig. 2).

Providing the necessary potential for
comprehensive modernization of socio-
economic systems in individual regions can
prove to be a difficult task (with the possible
exception for some most developed RF
subjects). Therefore, interregional cooperation
based on the interaction and specialization
of different regions, is quite important. In
this connection, it is considered expedient to
increase the role of macro-regions (i.e. the
Federal districts of the Russian Federation) in
the regional management system.

In the macro-regional framework, many
economic tasks can be solved more efficiently,
the most important ones from the viewpoint of
modernization strategy are the following:
large-scale target projects and programmes
implementation; financial, material, labour and
other resources mobilization and their efficient
use; development of inter-regional production
integration; establishment of the systems of

Figure 2. Spatial-sectoral system of strategic management of the regional socio-economic development
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corporate industrial-commercial organizations
(corporations, companies, associations, etc.),
R&D and manufacturing complexes closely
connected with small businesses, large and
diversified territorial-economic complexes
and regional (zonal) markets with significant
commodity resources and market infrastructure
for the promotion of market flexibility and
sustainability; establishment of firm inter-
district market relations; efficient regulation
of the science and technology progress, natural
resources usage and protection, establishment of
priority directions of production intensification
and resource conservation; definition of
regional and sectoral restructuring priorities,
investment activity, establishment of the system
of state support to underdeveloped regions
and reorganized enterprises; establishment of
rational and sustainable economic proportions
and relations that contribute to the single
national economic space stability.

The basic scheme of implementing these
tasks is presented in figure 3. The peculiarity
of the scheme consists in its orientation toward
nationwide objectives and characteristics of
modernization reforms.

Inrecent years, the RF subjects have carried
out the conceptual strategic (and in many
territories — programme) research on the re-
gions’ socio-economic development for the
period up to 2020. It is relevant to adjust them
for the purpose of linking the modern condition
of regional economy with the country’s
long-term development strategy, promoting
the implementation of the socio-economic
development modernization scenario.

In the regions, it is necessary to create a
multi-level planning system as an effective
method for implementing strategic objectives
and development priorities. This system
includes strategic, tactical and operational
levels of planning, and it is based on the
regular monitoring (fig. 4). In this respect,
it is considered appropriate to combine the
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process of medium-term and short-term plans
(programmes) elaboration (programmes), i.e.
to create a system of continuous planning,
including the elements of tactical (medium-
term) and operational planning.

The essence of continuous planning consists
in working out a single document — a compre-
hensive plan (programme) of a region’s deve-
lopment for 5 years. Thus, the plan (programme)
considers the first year in detail, with the
monthly (quarterly) distribution of activities
and planned indicators, the second year is
described more widely (with semi-annual
distribution of activities and indicators), the
third and subsequent years — without quarterly
distribution and in annual parameters. When
drafting the plan (programme) for the next year,
the activities for subsequent years are specified
and complemented. Thus, the continuity and
sustainability of the strategy implementation
planning and management are ensured.

The institute of public-private partnership
possesses considerable potential for imple-
mentation of the regional socio-economic
systems modernization tasks.

The development of efficient institutions of
cooperation between the state and business is
one of the prerequisites for conducting suc-
cessful economic policy, increasing the in-
vestment and innovation activity, improving
the country’s competitiveness as well as deve-
loping industrial and social infrastructure.
Such cooperation will promote the GDP
growth rate, improve the efficiency of public
sector regarding its compliance with economic
development requirements, reduce costs at
all levels when implementing infrastructure
projects. In addition, this cooperation
promotes the improvement of the quality and
increases the availability of socio-economic
infrastructure and production factors, capital,
labour, technology, and also the development of
inter-firm cooperation, stimulates export and
attraction of foreign investments.
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Figure 3. Basic scheme of defining the goals of socio-economic systems
modernization and the complex of activities aimed at their achievement
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Public-private partnership (PPP) is the
form of interaction, most efficient for achieving
the socio-economic modernization goals.
Given the variety of definitions, PPP usually
means a mutually beneficial medium- and
long-term cooperation between the state and
business, implemented in different forms (from
the contracts on performance of works, share
sales up to advisory cooperation between the
government and business associations) that
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is aimed at solving political and socially-
important tasks at the national, regional and
local levels.

Implementation of projects based on the
cooperation between authorities and business
is an important step toward the elimination
of infrastructure restrictions for growth, esta-
blishment of new or modernization (technical,
technological upgrading) of the existing
enterprises, creation of new development
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Figure 4. Multilevel system of regions’ socio-economic development planning [21, p. 254]
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guidelines, promoting the increase of the
regions’ socio-economic development, ex-
panding the range and improving the quality
of services.

The process of creating and using PPP
mechanisms in Russia is only at its initial stage.
Expanding the partnership between business
and authorities is possible through the creation
of favourable conditions for the development
of business environment. Along with the
implemented measures, stimulating business
for efficient investments, great importance
is attached to practical steps toward the
development of public-private advisory
institutes, elaboration of partnership plans,
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expansion of the national, sectoral and regional
business associations’ activities. Accordingly,
the partnership relations between the state and
business should be developed at the territorial
(regional, municipal) and sectoral levels.

An important condition for PPP deve-
lopment is the solution of a number of orga-
nizational issues, including [16]:

e extending the access of enterprises to
financial resources (launching the mechanism
of using the investment fund resources;
increasing the capital of development banks;
providing the state support for the formation
of venture capital funds; increasing the ef-
fectiveness of leasing support mechanisms);
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e claboration of long-term and medium-
term programmes of economic development
institutions functioning (investment, venture
and guarantee funds, large investment banks and
state corporations, institutions of supporting
small and average business, etc.), improvement
of their activity;

e development of information and me-
thodological tools of government and business
interaction: the formation of the legal base
promoting the efficient development of
authorities and business relations; consulting
management bodies on the issues of organizing
PPP projects, the development of an appropriate
methodology; information support of PPP
projects market, including the PPP projects
database maintenance; monitoring and
extension of the most successful experience
of employers’ and executive power bodies
associations in the sphere of socio-economic
modernization, their competitive co-financing
of the implemented projects; participation
in elaborating and selecting the programmes
of improving professional skill of state and
municipal management staff on the issues of
PPP projects organization and management.

Achieving the following goals will promote
the development of cooperation between
business and authorities on the issues of
economy modernization at the sectoral
and regional level: removing infrastructure
restrictions on economic growth; development
of high-tech productions of manufacturing
industry and agro-industrial complex; support
of exporting industrial high-tech products;
expanding the innovation and industrial
potential of small- and medium-sized
businesses.

These tasks can be solved through the
formation and further development of special
economic zones, industrial parks, subcon-
tracting mechanismes, the creation of industrial
clusters, etc.

Public-private partnership is an efficient
tool for attracting private investments to
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handling economic modernization issues.
Regarding the potential of this institution, it
can be stated that the further development of
mutually beneficial cooperation can become
the basis for increasing the resources usage
efficiency and solving the problems of the
progressive socio-economic development of
territories.

The decisive importance in the realization of
the regions’ socio-economic modernization is
attached to neoindustrialization. The target-
oriented industrial policy is the most opti-
mal organizational-economic form of its
implementation.

Analysis of foreign experience in industrial
policy implementation shows that, at various
times, different tools of government incentive
became the driving force of industrial
development. Choosing a particular group of
mechanisms of implementing the government
objectives aimed at improving the country’s
competitiveness depends on its initial socio-
economic condition. Meanwhile, the concept
of state industrial policy in some countries is
based on the principle of creating favourable
conditions for the development of priority
industry sectors.

The basic tools of regional industrial policy
implementation include: the creation of
conditions for improving investment climate;
establishment of a favorable tax regime;
provision of benefits on the loan rates to
enterprises and simplification of the credit
system as a whole; increase of R&D funding;
development of the state policy oriented toward
innovations and scientific-technical progress.

The world and domestic practice possesses
a wide range of methods, which can be
presented in several functional groups: struc-
tural, investment, financial and credit, foreign
economic, scientific-technical, fiscal, price.

The most efficient are the following methods
of regulating the regions’ industry: the ap-
plication of direct and indirect regulation
measures (level oftaxburden, foreign investment,
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restructuring procedures, privatization of
state enterprises, prices for resources and
industrial goods); the introduction of measures
for attracting investments in the region’s
industry; the study of experience of innovations
introduction in the industry of other developed
countries; commercialization of technologies,
innovations, and developments; financing of
fundamental research and R&D, as well as the
development of infrastructure at the expense
of regional budget funding; the formation and
maintenance of demand for industrial products
through state orders and purchases.

The development of science-intensive
productions at the regions’ industrial
enterprises; implementation of measures for
stimulating innovation activities in the industry;
promotion of the industrial clusters formation;
development of a regional normative legal
base of the investment activity; monitoring of
the investment activity; regions’ participation
in the federal target programmes; support
and development of a region’s investment-
attractive image; improvement of human
resources potential of the industry; promotion
of establishment and development of corporate
universities; establishment of multiple-access
centres (MAC); development of technologies
commercialization processes; improvement
of the enterprises’ financial condition;
improvement of budget, tax, credit, and
investment policy instruments; development
of the population’s entrepreneurial activity;
creation of attractive image of an entrepreneur;
development of the system of online information
and advisory services; development of a network
of centres of small business; improvement
of the export potential of small enterprises’
production; facilitating the access to non-
residential real estate.

The most important condition of the regions’
socio-economic modernization is the imple-
mentation of a regional innovation system
management model that takes into account the
peculiarities of present condition of the economy
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in the Russian regions, where the process of
generating innovation ideas and the experience
of their promotion are not coordinated properly.

The transformation of scientific and
technical potential into the key element of
ensuring quantitative and qualitative economic
growth, asthe experience of developed countries
shows, is possible only with the formation of a
global-scale competitive national innovation
system (NIS). This system represents a set
of interrelated organizations (structures),
engaged in the production and (or) commercial
realization of knowledge and technology,
and a complex of legal, financial and social
institutions, which ensure the interaction of
educational, scientific, entrepreneurial and
non-profit organizations and structures in all
spheres of economy and social life.

National innovation systems cannot
function efficiently without the relevant
regional innovation systems (RIS). Experience
of RIS formation in the Sverdlovsk, Tomsk,
Novosibirsk Oblasts and some other RF
subjects proves that the characteristics and
peculiarities of regional models of innovation
systems depend on the level of scientific and
technical potential in a given region, demand
for innovations on the part of the regional
national economy branches, as well as the
interest of regional power and management
bodies in the development of innovation activity.
While in the majority of regions the innovation
structures are fragmented, which does not allow
to support innovation processes at the stages
of innovations generation, commercialization
and implementation. Besides, most of the
worked out programmes and other documents,
determining the development of regional
innovation systems, were adopted relatively
recently — after 2000. Therefore, it is still
difficult to assess their efficiency from the
strategic viewpoint.

The need for a transition to creating regional
innovation systems is based on the necessity to
solve the following tasks: the formation of a
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regional innovation strategy, including inter-
departmental and inter-regional strategies;
creation of a favorable economic and legal
environment for innovation activity, including
intellectual property protection; provision of
an integrated system of innovation activities
promotion; formation of a large-scale in-
novation activity infrastructure; development of
cooperation between scientific organizations,
industry and other economy sectors; im-
provement of mechanisms of providing state
support to the commercialization of R&D
results; development and organization of
innovation activity monitoring system.

The organizational and economic support
of the regions’ scientific-technical potential
modernization in present-day conditions can
be carried out in three main directions.

Firstly, through direct and indirect state
support, including the allocation of budgetary
funds for the development and implementation
of innovation development modernization
programmes and benefits for its participants.

Secondly, through a more efficient use of
the resources of entrepreneurial, banking,
financial structures, assets of the industry,
region, as well as by attracting investments
from other regions of the country and
from abroad. However, in any case, the
regions should make tangible investments
in the transformation of scientific-technical
potential and innovation activity. This refers
to a possible legal establishment of fixed rate of
expenses from the regional budget on science
development for a sufficiently long period, as
well as the guaranteed volume of financing of
medium-term and long-term projects, included
in the innovation programme and capable
of efficiently stimulating the regions’ socio-
economic development.

Successful modernization is possible only
with the improvement of human potential quality,
which, in turn, requires a change of existing
principles, directions and mechanisms of the
social policy implementation in the regions.
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The success of modernization directly
depends on the social environment develop-
ment level, its susceptibility to the processes
of improving the existing or introducing
new technologies, products and services,
implementation of new principles of economic
life organization, new management models
and mechanisms, etc. Modernization a
priori affects the axiological and motivational
environment of individuals and large social
groups. Examples of the most successful
“modernization breakthroughs” in history
have been associated with significant qualitative
changes in the condition of human resources.
These changes occurred under the influence
from above (the state implemented large-scale
programmes of social development, promoted
the formation of appropriate institutions, etc.),
as well as from below (the needs and attitudes
of citizens changed, the level of enthusiasm and
social mobility increased significantly, etc.).

Today, in modernization issues, major
attention is paid to the objectives of human
development, because it provides competitive
advantages to the economies with an advanced
technological mode. In this regard, human
potential development issues are of a global
nature. Most developed countries have to
reform their social systems, responding to the
modern challenges: ageing population and the
increase of social burden on the able-bodied
part of the citizens, urban population increase,
the change of value orientations of the main
social groups.

In connection with the necessity of transition
to the modernization development model, both
at the national and regional levels it is necessary
to carry out socially oriented institutional
policy [13]:

1. The substantial increase of attention to
social innovations, bringing of existing at the
regional (local) level formal and informal
norms, rules and traditions in the social
sphere in compliance with the present-day
requirements. Socially oriented institutional
policy implies the inclusion of social innovations
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into all spheres of life, with a clear definition
of the governing structures’ functions taking
into account the use of modern science-based
mechanisms and instruments.

2. The adoption of determining value of
the scale, sources and performance of social
investment. The major source of social
investments in modern Russia is the state
(federal and regional) budget. At the same
time, innovation approaches are necessary for
involving business structures in the solution of
the most acute social problems.

3. Institutional transformations in the
regions should be oriented not towards the
separate innovation activities, but towards the
creation of broad institutional environment,
the mass involvement of citizens in the creative
activity in all spheres of life.

Modernization scenario implementation
requires the reassessment by the state and
society, of the role of investments in the social
sphere. In the modernization conditions,
human development should become the central
link and target objective of the social policy
including the social policy at the regional
level. Consequently, the expenditures on the
fulfillment of social obligations, especially in
the areas of health, education, cultural policy,
need to be considered the priority strategic
investments.

In the regions it is necessary to create the
target-oriented highly-qualified personnel
training systems and implement the relevant
organizational and economic mechanisms of
increasing the efficiency of regional educational
policy.

Modernization is inseparably linked with
the provision of the regional economy with
highly qualified personnel, capable of quick
adaptation to the demands of jobs and labour
market. Handling the problems concerning
the training of employees possessing similar
qualities is shifting more and more to the
regional level. However, regional educational
systems are not yet ready to provide the

Economical and social changes: facts, trends, forecast

enterprises and organizations with qualified
specialists, which is proved by the presence of a
whole set of structural problems. This stipulates
the objective necessity of restructuring the
socio-economic subsystems of providing
employees for the regions’ economy [8].

There is also an urgent necessity for
elaborating and implementing the new
mechanisms of regional educational policy.
The organizational-economic mechanism
of increasing the regional educational policy
efficiency, which includes a system of measures
aimed at creating a unified and open educational
space is considered promising, as well as the
tools of science and education integration,
functioning on a permanent basis.

It is expedient to implement the model of
scientific and education space that can be
defined as a highly organized environment
equipped with multi-functional “package” of
infrastructures, necessary for building human
and intellectual potential of the territory,
targeted socio-cultural reproduction of people,
personality formation and development,
attraction of business, capable of producing
new kinds of high-tech, competitive products
and introducing modern technologies in the
industry.

In this regard, the subjects of scientific
and education space include: education es-
tablishments (secondary, professional: se-
condaryvocational education (SVE), elementary
vocational education (EVE), higher professional
education (HPE); supplementary education);
scientific establishments (research institutes,
academic institutes, design organizations and
corporation departments); institutions of the
innovation sphere (venture funds, science
and technology parks, business-incubators,
technology transfer centres, innovation and
technology centres, etc.); integrated structures
(basic departments, research and education
centres, etc.); establishments of cultural
sphere (museums, libraries, theatres, objects
of historical tourism etc.); households (school-
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children, university applicants, students and
graduates of professional education system,
highly qualified labor resources); business
community (enterprises of the real sector of
the economy, the associations, unions and
public organizations of industrialists and
entrepreneurs, chambers of commerce and
industry, etc.); state bodies of power and
administration (development strategies and
programmes) [12, p. 172].

The application of organizational, per-
sonnel, information, scientific, methodological,
economic and social measures is essential for
the coordination of actions in the single edu-
cational space management sphere. It is
expedient to establish the interdepartmental
coordination councils in the regions, taking
into account the fact that at the regional level
there are education systems, relating to the
different management levels [20]. The aim of
their work is coordination of activities in the
sphere of single scientific and educational space
management for the purpose of increasing
efficiency of qualified personnel training
management for the regional economy. This
will allow the regions to move more rapidly
to an efficient system aimed at training of
specialists of a new formation, as well as to
establish a full-fledged partnership between
science, education, authorities and business
for the further development of the regional
education system.

The proposed approach will allow the
regional power bodies to solve the priority tasks
of innovation development through the rational
use of such non-material asset as human
capital. It will ensure:

1. Improvement of forecasting the staffing
requirements of the regional economy,
formation and distribution of the state task
and order on the personnel training, including
the creation of a normative base of forming the
state regional order to the system of vocational
education, on the basis of which the volumes
and directions of training in professional
education institutions will be determined.
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2. Increase in the demand for graduates of
professional educational institutions on the
regional labour market by organizing the
information and career guidance campaigns
on professions and specialities of the priority
sectors of the economy; the conclusion of
contracts with organizations on training,
retraining and improvement of professional
skill of the staff and on career guidance work,
the increase of the prestige of demanded
occupations and specialities.

3. Formation of effective territorial-
sectoral organization of resources of primary
and secondary vocational education institutions
through the building of optimal structure of
vocational education institutions, organization
of efficient network cooperation between
professional education institutions of all
levels (school/ EVE/ SVE/ HPE) and their
cooperation with employers (equipping the
new resource centers at professional education
institutions on the priority directions of
economic development; modernization
of professional education institutions in
accordance with the needs of the regional
labour market and employers’ requirements).

These mechanisms will allow to direct the
educational activity to the achievement of
practical goals facing the regional economy;
the opportunities for improving the quality
of specialists’ training and increasing the
competitiveness of research and education
institutions will expand significantly; the
necessary prerequisites for the transition
to an innovation-oriented economy will be
established in the sphere of personnel training.

The necessary condition for modernization
and qualitative economic growth, along with high
intellectual potential, is maintaining the high
level of public health, which requires improvement
of the regional healthcare management systems.

The implementation of socio-economic
modernization is based on high labour
productivity, which, in turn, is based on the
high level of public health. In this respect,
modernization policy should be oriented
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towards achieving the best indicators of the so-
called “healthy longevity”. The achievement of
this goal requires the formation of high value
of health, conditions for a healthy lifestyle
and prophylactic activity of the population. In
these conditions, the following two points are
of crucial importance.

Firstly, the efficient solution of population
health issues at the present time is possible only
in the context of inter-departmental (functional,
cross-sectoral) management, with the active
involvement of civil society institutions in this
process. The role of an individual who actively
participates in his/her health management
in daily routine and conditions, that require
making individual choices, is recognized as
significant.

Secondly, a key role in the healthcare system
is attributed to the primary health care, which
is an integral part of the national health system,
performing its main function and being its main
element, as well as the main element of the
whole process of the society’s socio-economic
development.

The analysis of the regional healthcare
system (based on the materials of the Vologda
Oblast) showed that the healthcare structure
has significant shortcomings that reduce the
efficiency of spending of the funds, allocated for
healthcare and limit the capacity of healthcare
services to meet the citizens’ demands and
adequately respond to their expectations. In
this respect, the restructuring of medical service
should be carried out along with the process
of healthcare modernization, consisting
in technological equipping and staffing of
medical services and the active introduction of
compensatory mechanisms (day care facilities,
ambulatory surgery centres, diagnostic and
advisory services) [11, p. 143].

As an alternative to the existing methods of
economic analysis, reduced to the assessment
of the financial component of the health care
system, we propose a methodology, based on
a joint analysis of financial and demographic
indicators in the structural (according to the
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main classes of diseases) and spatial (in context
of the Vologda Oblast municipal districts)
aspects of public expenditures and social
results, expressed by the “years of potential life
lost” (YPLL) indicator.

The essence of the methodological approach
“costs — losses”, tested on the Vologda Oblast
data [11], lies in comparing the total costs of
the budget and non-budget state funds on
the financing of healthcare with the scope of
demographic losses of the territory (the region
as a whole and individual municipal entities)
due to premature mortality. The use of such
a mechanism in the monitoring mode will
contribute to the improvement of scientific
substantiation of managerial decisions making.
The economic analysis results can be applied
at all the main stages of the regional healthcare
policy implementation: at its formation — as
the basis for determining healthcare financing
priorities; in the process of its adoption — as
the proof of the financial claims objectivity;
in its implementation — for the development
of specific activities; finally, the tools of “costs
— losses” analysis may be used to assess the
results achieved, i.e. organizing a feedback
mechanism.

Summing up the discussion of possible
directions of the Russian regions’ socio-
economic modernization, it is necessary to note
the following.

1. Socio-economic modernization is a set
of interrelated directions, including the system
of national interests, goals and priorities of
social development, the problem of trans-
formation of Russian economy, its institutional
structure and socio-economic policy.

2. Implementation of modernization
without a thorough consideration of the
country’s social and territorial peculiarities may
lead to uneven distribution of “modernization
effects”, resulting in a greater, in comparison
with the already existing, disproportions in
the development of territories and further
“fragmentation” of the country’s social and
economic space.
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3. Long-term strategies and development
plans, aimed at the regional socio-economic
systems modernization, should be based on the
existing potential of the regions and assessment
of the balance of its development.

4. Modernization is a complex resource-
intensive process, implemented on the basis of
the combination of strategic planning theory
and methodology, theories, concepts and
methods of state and regional economy
management.

5. The regions’ socio-economic moder-
nization process management is achieved
through the formation of multi-level planning
system, which includes strategic, tactical and
operational forms and is based on regular
monitoring.

6. The essential prerequisite for successful
modernization is enhancing the role and place
of the public-private partnership institution in
the implementation of the regional socio-
economic systems modernization, development
of appropriate cooperation mechanisms bet-
ween the state and business.

7. Crucial importance in the imple-
mentation of the regions’ socio-economic
modernization is attached to neo-indu-
strialization, and the best organizational-
economic form of its implementation is a
targeted industrial policy.

8. The Russian regions require a mix-type
modernization with the efficient use of both
advanced foreign achievements, and their own
research and innovation potential capacity.

9. The necessary condition of successful
modernization is the establishment of the
favourable environment of knowledge gene-
ration in the regions, based on the creation of
regional innovation systems and the imple-
mentation of organizational and instrumental
projects on modernization of science and
technology potential.

10. Given the increasing importance of the
social component (education and healthy
longevity) as a successful modernization factor,
the preservation and increase of human
potential should become the object of priority
investment.
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Socio-economic transformation of Russian society

There are radical changes in Russia, which cover all the aspects of public life. They cause problems
in the society and provoke conflicts in various spheres of public life. The key moment that raises tension
in the society is a population living standard. In the political system there is a transformation of property
institution, public living conditions and socio-political structure of the society. These changes have
entailed the evolution of population mentality. The analysis and management of transformation process

in all the systems allows to reduce social tension.
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Creating a stable state requires an analysis
of changes in society. Radical changes have
taken place in all the spheres of social life at
the turn of the millennium in Russia. The
transformation of the economic system has led
to the changes in the socio-political system, as
well as in the population mentality and society
at large. The analysis and management of
transformation in all the systems can reduce
the social tension that promotes conflicts in
various spheres of society’s life activity.

Transformation of the economic system

The transition to a market economy was

proclaimed as a target of the radical trans-
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formation of the economic system at the begin-
ning of perestroika. In this process the state
should champion the ideas of liberalization,
privatization and macroeconomic stabilization.
As a result, Russia was awarded the status of a
market-economy country in 2002. However,
achieving this goal in the initial stage of
perestroika was followed by a decrease in
production volumes and falling living standards
of most people (table).

The recovery period began in 1999, and it
lasted until the beginning of the financial crisis
in 2008. The amount of pre-reform GDP
(102% to the level of 1989) was made in 2007.

Economical and social changes: facts, trends, forecast
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Dynamics rates of Russia’s macroeconomic indicators*

Indicates in fixed prices Dynamics rates: the end of 1998 t01991, %
Gross domestic product 60.5
Industrial production 48.2
- extractive 67.2
- manufacturing 40.7
The amount of the executed construction works 31.0
All transport freight turnover 57.4
Agricultural production 50.7
Investment in fixed assets 24.8
Real disposable population incomes 52.5

* Official site of the Federal State Statistics Service. Available at: www.gks.ru.

Real disposable incomes exceeded the level
of 1991 by 9.8%. The production volumes of
extractive industries accounted for 103.1% in
relation to 1991. At the same time, the
production volumes of manufacturing and
agricultural sectors accounted for only 3/4 of
the 1991 level (77.4 and 75.5% respectively).
Investments in fixed assets decreased 2-fold
as compared with1990 (56.6%). There was a
significant lag in the machinery and equipment
production (55.8% in relation to 1991).

It is a general situation. The dynamics of
the main indicators of living standards is more
interesting because it is a key factor that
increases social tensions. Among the indices
that reflect the living standard of population it
is possible to point out such indicators as gross
domestic product per capita in fixed prices,
per capita population incomes, gross average
monthly wages in comparable terms, the share
of people with incomes below the subsistence
level, a consumer price index for goods and
services to the population, an unemployment
rate.

GDP per capita is one of the main indicators
of the country, determining the population
living standard: income, health care, education,
etc. The GDP size per capita shows the
population living standard even more precisely
through purchasing power parity (the value of
all the final goods and services estimated at U.S.
dollars in 2005).

Economical and social changes: facts, trends, forecast

Analyzing the dynamics of this indicator'
for the period from 1993 to 2010, we can see
that it decreased to 1998 inclusive in the early
period (by 4.9% per year on an average). Then
it steadily increased until the financial crisis in
2008; an average annual growth rate was 7.3%
(fig. 1). The financial crisis caused a drop in
production and per capita GDP. Per capita
GDP reduced by 7.8% in 2009 alone. However,
it increased by 4% during the following year and
slightly exceeded the level of 2007.

Average per capita population incomes. The
main sources of income are:

» factor incomes: wages, income from
property (rent, interest, dividends), entrepre-
neurial income (profit);

> transfer payments: pensions, benefits,
scholarships, etc.;

» other incomes: insurance indemnity,
foreign exchange proceeds, etc.

Average per capita population incomes in
current prices steadily increased’. They grew
417-fold over the analyzed period, increasing
annually by 42.6% on an average (fig. 2).

However, population incomes in current
prices do not reflect their purchasing power.
Real incomes of population are reflected clearly
by an average wage index in hard currency.

' The database of the Statistical Division of UNECE //
http://w3.unece.org/pxweb/?lang=14

2 Official website of the Federal State Statistics Service
// www.gks.ru
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Figure 1. GDP per capita in prices and purchasing power parity (USA) in 2005
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Figure 2. Average per capita population incomes
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Average monthly wage in hard currency (U.S.
dollars). Gross average monthly wage includes
the total amount of wage in money term and
in kind before tax deductions and social security
contributions.

The dynamics of population incomes in
hard currency (fig. 3) differs from the dynamics
of income that is shown in figure 2. The average
monthly wage increased in 1993 — 1997: it was
2.8 times higher at the end of the period than
it was in 19933,

3 The database of the Statistical Division of UNECE //
http://w3.unece.org/pxweb/?lang=14
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Then the average monthly wage was de-
creasing for 2 years because of the financial
and economic crisis in 1998 (the default).

In 1999 the level of average monthly wage
in hard currency was only 38% of the 1997
level. This index has been growing since 2000.
The average monthly wage had increased by
11 times over the next few years before the
financial crisis began in 2008.

There was a real population income in-
crease against the background of sustainable
economic growth.

Economical and social changes: facts, trends, forecast
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Figure 3. Average monthly wages, U.S. dollars

800 -

700 A

600 -

500 -

400 A

300 -

U.S. dollars

200 4 164

Average monthly wages,

100 -

59 62
O T T T T

694 699

593

Year

1992 1994 1996 1998 2000

The share of people with incomes below the
subsistence level. Poverty is recognized as a
global problem. There is no generally accepted
method of determining a poverty level because
the economic development level of different
countries is diverse and uneven. The poverty
rate is determined based on the minimum
wage rate in most European countries. A
typical European is considered poor if his/her
income level is below 60% of the average wage.
According to the UN methodology, a person
can be called poor if his/her income level is
$ 2 per day, and the people, who earn only $
1 per day, are considered extremely poor. In
Russia a person is recognized as poor, if his/
her monthly income is less than the subsistence
level, which is set by the Government on the
basis of consumer goods basket cost.

Asarule, non-adapted citizens, unemployed
people and immigrants with many children
come under the heading of the poor in the West.
In Russia disabled persons and pensioners are
also included in this category. The peculiarity
of Russia is the fact that more than 60% of the
poor population is employed, i.e. the wages of
these people do not cover the cost of consumer
basket. It is important that highly skilled
professionals (doctors, engineers, scientists)
also lived below the poverty line, especially in

Economical and social changes: facts, trends, forecast
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the early years of perestroika. This erodes the
middle class, which serves as the foundation of
social stability.

The incomes of a third of the population
(46.1 million pers.) were below the subsistence
level in 1993 (fig. 4). Then, these figures
decreased until 1998 and dropped down to
21%*. The poverty rate rose again after the
default in 1998 and accounted for 29% (41.6
million persons in 1999; 42.3 million persons
in 2000). There was a steady decrease of this
indicator in subsequent years. The poverty rate
was equal to 12.6% (17.9 million) in 2010.

However, it should be remembered that the
calculated poverty headcount depends not only
on poor’s income but also on the size of the
consumer goods basket. Changing the set of
products that are included in the consumer
goods basket or reducing consumption rates
also leads to the changes in the poverty
headcount.

Consumer price index for goods and
services is a key indicator of an inflation rate.
It reflects the dynamics in the cost of consumer
goods and services basket, changes in the cost
of living in the country; it is an early indicator
of consumer inflation and changes in the
purchasing power of national currency.

4 Official website of the Federal State Statistics Service
// www.gks.ru
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Figure 4. The share of people with incomes below the subsistence level
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The liberalization of prices for consumer
goods and services caused hyper-inflation in
1992, when prices increased by hundred times
a year. There was a 26 —fold increase in the
prices for consumer goods and servicesin 1992°,
The consumer price index was 940% in 1993
and 315% in 1994 (fig. 5).

The rapid rise in prices led to the distortion
of commodity-money circulation that was
often replaced by barter. Liquid goods, whose

5 Ibid.
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intrinsic value did not depend on the government
policy, especially freely convertible currency,
began to be used as the equivalent of money.
Monetary system degradation, devaluation of
savings and debenture bonds caused the greater
economic decline.

The inflation rate was reduced in the fol-
lowing years, but it remained rampant: 231%
in 1995 and 111% in 1996. The financial crisis
of 1998 provoked another rise in prices. The
risks associated with nominal prices contracting
were high under the runaway inflation, so

Economical and social changes: facts, trends, forecast
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freely convertible currency was still used often.
High inflation rates influenced the behavior of
households and firms; inflationary expectations
were very important. Any price increase led to
wage-push and cost escalation.

Economic growth and GDP growth per
capita helped to reduce the consumer price
index since 1998. It had been decreasing since
2000, remaining within 120-106%. The
consumer price index increased by 2.9 p.p. only
in 2007 and by 1.4 p.p. in 2008.

An unemployment rate shows the share of
unemployed persons in the total number of
employed people or in the number of the
population group. Unemployment leads to
the loss of revenue, it causes mental health
problems, loss of skills, worsening of the crime
situation and increasing social tension.

In the analyzed period, the unemployment
rate increased till 1998 (13.2%, 8.9 million
persons); it grew by 2.3 times over that period®.
Since 1999 the unemployment rate had been
steadily declining till 2007 when it accounted
for 6.1% (fig. 6). The unemployment rate
increased slightly (by 2.3 p.p.) during the
financial crisis, while it was still below the 1998
level.

Thus, there are three obvious periods in the
transformation of the economic system:

¢ 1993 — 1998: the period is characterized
by economic downswing, reducing the volume
of per capita GDP, increase of a poverty rate,
rising unemployment and high inflation rates;

¢ 1999 — 2007: there was an increase in
economic activity, per capita GDP growth,
decrease in poverty, unemployment and
inflation rates;

¢ 2008 — 2010: the development of the
financial crisis caused a new decline in
economic activity and negative trends on the
labour market. However, the negative
tendencies of that period did not lead to the
serious consequences, as in the first period.

6 Ibid.
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The changes in the economic system
determine the systemic changes in political,
social and cultural spheres.

Transformation of socio-political system

The fundamental changes in the socio-
political system include the transformation of
property institution, social living conditions
and socio-political structure of society.

Transformation of property institution. The
transformation of Russian society was
accompanied by the redistribution of facilities
and property rights. The property institution
includes the behavior standards of certain
persons in typical situations, which are fixed
by the law or other social norms that define the
standard of owner’s behavior and the attitude
of other members of society to him.

The interaction between business and
government is a key problem in today’s Russia.
Despite most companies have been transferred
into private hands, there is no system of their
effective interaction in the country. The
transformation of property institution requires
the adoption of new laws and their hierarchical
arrangement and agreement, as well as the
changes in informal relationship between
formal and informal institutions [12].

Private property in Russia does not have
equal rights with the state property. This is based
on the historical priority of public over private.
According to O.E. Bessonova, the property
institution in Russia are traditionally public-
service and pro-government; and nobody
have ever full rights to a proprietary subject
matter. The state has property rights to all
the types of tangible and intangible objects
(land, labour, housing, services, positions)
[2]. Government interference into private
ownership is traditional for Russia, therefore,
property owners tend to achieve their economic
interests rapidly because they have no guarantee
against possible expropriation.

There were some transformations of pro-
governmental property institution through
transferring ownership of many facilities to
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Figure 6. The dynamics of unemployment, %
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individuals or teams in crisis economic periods.
The society was not involved in the distribution
of significant property objects. At the beginning
of perestroika, the most part of state property
was divided among a limited number of persons;
as a result about 15% of Russians owned 92%
of national wealth [11].

At present, there is a fight for the opportunity
to dispose the most important objects of
property between the federal center, regional
authorities and big business. You can see the
diffusion of power in business, exclusion of an
independent proprietor by the state-controlled
owner in the Russian economy [3]. Property
redistribution is being continued in the Russian
industry. The largest banks of the country,
natural monopolies and Federal subjects
become the subjects of property. Regional
authorities are trying to secure the legitimacy
of their actions; some legislative acts that are
passed by the Federal subjects contradict the
Constitution of the Russian Federation and the
Federal legislation.

On the other hand, entrepreneurs tend to
be in power because they want to keep control
of their business. The oligarchs are in power, at
the same time, they control the appointments
to key government posts.
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The authorities do not strive for effective
property rights, because in this case big business
can be disaffected and their position will be
precarious.

Thus, the property institution in Russia
was formed as a result of a special type of the
interaction between the government and
business. Moreover, this interaction is based
on different schemes — “white”, “grey” or
“black”. “White” schemes are formed on the
interaction only within the scope of the current
juridical base. “Black” schemes involve the
interaction within the scope of informal
institutions, often in defiance of adopted
legal norms. “Grey” schemes, which are the
most common models in practice, include
the informal interaction with the authorities
in order to establish a special regime of
legitimate business operation (lobbying their
own interests, obtaining soft loans, export-
import quotas, etc.). The close cooperation
with the authorities allows business to have
a competitive advantage. Besides, there are
mutual interests of businesses and authorities.
Creating the favorable conditions for business
allows the government to shift most direct
obligations of social responsibility onto
business, and it needs financial support [12].

Economical and social changes: facts, trends, forecast
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The transformation of property institution
can be divided into several stages. The access
to property depended on the position in Soviet
Government at the initial stage of the
perestroika, so top government officials had
full control over economic activity in the
country. Then, the property institution began
to change due to the transformation of the
political system. There was an opportunity to
organize a business outside the structures of
the Soviet regime. The state officials privatized
the part of the government property that was
within their control and under the full control
of state power.

The following phase coincided with the
beginning of privatization and lasted until 1999.
It was the most dramatic period in modern
Russian history. The variability of the schemes
for business organization increased during
this period; the “grey” schemes of business
organizations appeared. The contradictions
between business and government intensified,
their relationships worsened. Entrepreneurs
tried to participate in governance in order to
be independent in businesses organization.
Business tended to be supported by the state for
security enforcement. There was a beginning
of corruption.

In 2000, after the change-over in the
presidency, the government had the opportunity
to form institutional environment for their own
purposes, and its relationship with business
began to be pragmatic.

Socio-political transformation. Russian
society has undergone a series of radical socio-
political changes over the last two decades. The
public assessment of socio-political situation
in the country has altered in accordance with
these changes’. If less than 8% of the population
assessed the political situation in the country as
successful and peaceful at the beginning of the
analyzed period, more than halfthe population
took the same views in 2010 (fig. 7).

7 Social study “Monitoring of social and economic
changes” // http://sophist.hse.ru/db/oprosy.shtml?ts=
15&en=0
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There was a need to adapt the political
consciousness to changing economic condi-
tions due to the transition to a new economic
management. There were the problems of
transforming political culture at the level of
an individual, social group and the state as a
whole. Political culture reflects the political
consciousness and values prevailing in society.
The transformation of political culture leads
to the change in basic values. Purposeless and
irregular transformation of society leads to
various political conflicts at the state, ethnic,
national and other levels.

The process of socio-political transformation
means the radical restructuring in all the
spheres of social relations, especially political,
that is accompanied by the natural transition
from one socio-political system to another
one with the change of ideological orientation
and social, economic and political changes in
a society.

The transformation of the political sphere
in Russia is characterized by the quality renewal
of the political elite and monocratic features of
executive power. On the one hand, it led to
establishing mass centrist party organizations;
on the other hand, it promoted the growth of
social and political apathy among large groups
of people because it was not interested in
effective activity within the political system.
This resulted in a lack of alternative social
and political programs. In addition, there
was a lack of constant “value core” in the
society. These processes are characterized as
social and political crisis [5]. Social processes
are dependent on the interests of some
persons, who regulate the transformation of the
Russian socio-political system, due to a lack of
ideological and value bases.

There was no shared sense on the deve-
lopment prospects of the state at all the levels
of vertical power structure at the beginning of
perestroika; the opposition character of some
social groups intensified and the crisis processes
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Figure 7. Successful political situation in Russia, according to the population assessments
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in power were aggravated. The absence of the
middle class allowed the economic and political
elites to regulate economic processes.

The systemic transformation of Russian
society’s world outlook began in that period.
The people, who dreamed of prosperity and
democracy yesterday, thought about the ways
to survive [4]. The impoverishment of people
at large led to an increase in the number of
marginalized groups, the spread of different
types of deviant behavior, criminalization of
interpersonal relationships, difficult inter-
ethnic relations. All this made it difficult
to create the conditions for forming self-
sustaining civil society and constitutional state.
There was an increase in the number of non-
legal actions and social tension.

The population differed in understanding
democratic values. In 2001, 50.5% of res-
pondents considered the positive role of
democracy as a particular world-view vision,
value requirements of which were the base of
the following social and political processes in
Russia, but only 6.1% of respondents thought
that their role was positive [14].
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The results of sociological surveys show that
respondents’ views on democracy are different.
Most respondents encourage democratic values
verbally, but they put different meanings into
the concept of democracy in different age
groups. Young people focus on such values
of democracy as freedom, human rights and
personal independence. Citizen participation
in governance and accountability close the list
of values. The older respondents consider that
responsibility and equality are more important
for democracy [18].

Political parties, tracking their opinions of
potential voters during the election campaign,
pointed out the same values that unite a society:
legality and order, stability, life of dignity, strong
power, equality and justice. However, socio-
political processes develop under the pressure
of socio-economic and political contradictions.
These contradictions cause the negative dynamic
of socio-political system development, because
the social and political institutions cannot
work out the general programme on the base
of common values for the majority of the
population in order to join their efforts.

Economical and social changes: facts, trends, forecast
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According to V.B. Iskhakov, the current
developmental level of Russian society
highlights the core values that have little
impact on the socio-political processes in
Russia. There is a predominance of two groups
of values in the society united by the idea of
stability, law and order. The society is tired
of constant changes; it requires stability and
social order.

However, this is necessary for some social,
economic, and political groups for different
purposes. The political and economic elite and
state bureaucracy need stability to pursue a
policy required by them and to establish stable
relations in the economic sphere, where their
relationship continues to be unstable. The
power, which is represented by the President, is
a source and guarantor of the stability of social
relations for the society, so the voters, who are
not interested in destabilizing the situation,
casted their votes for the ongoing government
policy. The most important values are the ideals
implying the stability and social order, rather
than the distant ideals of social and political
world order [5].

These statements are confirmed by the
results of a sociological poll conducted by the
All-Russian Center for the Study of Public
Opinion in the 2004. The concepts “order”
and “stability” arouse positive feelings among
61% and 40% of respondents, respectively. For
comparison, only 12% of respondents take the
concept “socialism” as positive [6].

Declaration of stability and order as the
fundamental values of social development
influence the socio-political system that takes
place in the transition period. It gradually
acquires the characteristics of monocracy when
the monopolistic power holders are the Presi-
dent and his political elite. The basic principles
of monocracy are supported, in turn, by large
and small socio-political groups.

Monocracy political governance during the
transformation of socio-political system has
its positive and negative sides. Positive effects

Economical and social changes: facts, trends, forecast

include limiting the number of transformation
regulators at the political level. The group of
persons, who share common political, eco-
nomic and other purposes, manages the trans-
formation. However, this leads to negative
consequences — to centrism. Centrism allows
the political elite to maintain a stable posi-
tion during the transition of social processes
and to respond to public opinion, introducing
the values, which enjoy the greatest support
of the electorate, into their ideological con-
struction [5].

The results of the poll that was conducted
by the Russian Presidential Academy of
National Economy and Public Administra-
tion in 2003, showed the great importance
of the President in modern Russia. 66% of
respondents, who answered the question
“What do you think could help to solve your
most exciting challenges of the current life in
Russia?”, indicated strong political will and
President’s power [9].

However, the socio-political system,
which is characterized by the dependence of
most things on some people, is not stable.
Other political parties or groups will try to
use force and pressure to achieve power and
control. It is dangerous to be out of power in
such a society.

Timeless, structural and peripheral values
can also cause conflict situations. Timeless
values that are in our subconsciousness (socio-
cultural, religious, etc.) are considered to be
controversial throughout the history of man-
kind, because they are objective basis for most
spheres of society. Structural and peripheral
values are caused by the specific features of a
particular socio-political system. They include
all the principles, rules and regulations that
serve as the foundation of the relationship
between people, groups and nations within a
single state. The dominance of purely national
values in the social processes is felt by the ethnic
minorities that have the status of political
autonomies in Russia [5, 16].
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Thus, there are some specifics in the socio-
political transformation of Russian society.
There are no historical analogies of the current
changes, because they correspond to the inverse
developmental model of socio-political system
in the absence of a clear return policy to a stable
state.

Socio-economic changes were dramatic for
the economy and very painful for the society.
Unskillful activity of reformers in the rash
transition of a centralized state economy to
a market economy led to the decline of key
industries and caused discontent in the society.
The rapid impoverishment of large social groups
gave rise to social tension and fear, because
most people did not understand the long-run
objectives of their hardships. The people
gradually lost their interests in the political
processes, so they allowed the ruling elite to
regulate the political and economic processes
according to its own schemes. However, the
society needs clear guidelines, which will
contribute to achieving social, economic and
political well-being of Russia.

The transformation of population mentality
in Russia

Due to the transformation of ownership
forms and changes in socio-political environ-
ment, socio-cultural conditions for people’s
living have changed, social inequality have
become more acute and new social groups
have emerged (entreprencurs, freelancers,
unemployed, etc.). All these changes have
required the evolution of population men-
tality that is transformed more slowly than
economic reality.

In this case, mentality is understood as a set
of social and psychological attitudes that are
inherent in the way of living in the country,
mind habits, the ways of seeing the world,
the views of people, who belong to any socio-
cultural and ethnic communities, the way of
thinking, which is based on a value system
[1]. The mentality is formed in the process of
obtaining education and life experience.
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There is a personal mentality, group and
national mentality with the predominance of
collective mentality over personal one. Experts
identify different types of national mentality:
political, economic, social, ethnic, religious,
etc. National mentality integrates the men-
tality of some strata and social groups within
the nation state.

When the value system changes (their set or
hierarchy), the mentality of total population
and its social groups also changes. Transition
periods in the socio-economic life of society
are accompanied by the instability of social
consciousness.

Sociological researches that were conducted
at the end of the Soviet period identified the
following priority values of the Russians: benev-
olent attitude, independence, creativity, sus-
tainable future and good income. They were
followed by such values as the respect for
people, public benefit, debt to the state, non-
hard working and professional development.
These values characterized the stable Soviet
society in the late Soviet period [8].

Economic transformations were accompa-
nied by the changes in the awareness of social
guidelines. The core values began to transform
significantly already in the late Soviet period:
so, labour was declared as the main value for
a builder of communism, but the living stan-
dards of people depended slightly on their
labour input. The values of socialist ideology
were gradually displaced and substituted with
new ones.

Traditional values were changed into the
crisis forms of mentality during the transitional
period. Many Russians had a feeling of void,
loneliness, abandonment and frustration; they
craved for inner life and integrity. The people
did not feel immune from the new conditions
in the country, facing the challenges of devel-
opment; they had social fears and the sense of
social insecurity. These feelings were caused by
the structural collapse of the existing Russian
mentality and the loss of social guidelines.

Economical and social changes: facts, trends, forecast
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The Soviet-era values and guidelines that
were the base of the Soviet mentality began to
be denied. New Russian mentality with a new
value structure was created; the ways and forms
of reality understanding changed. The signifi-
cance of self-sacrifice values reduced; there
was a decrease in the traditional distribution
of the values of freedom, independence and
initiative. There was a beginning of such new
features as the adoption of competition. There
was a return to traditional values (family, health,
material well-being).

Values link a man to a social system. There
are several value systems in the modern Rus-
sian society (traditional, transitional and inno-
vation), that form the appropriate mentality.
Some of them are oriented to the common,
collectivist forms of life, and others are aimed
at the separate and individualistic forms.

The traditional mentality involves the
adherence to the traditions; its values are regu-
lated more tightly. Traditional mentality also
prefers the “equality in poverty” rather than
“inequality in wealth”; it waits for the paternal
care of the state, a special attitude to the Rus-
sian statehood. The important components of
Russian culture are also legal nihilism, public
piety, self-restriction of political freedom and
a sense of political responsibility. Innovative
mentality involves less private relationships,
active position in life, rationality and focus on
personal achievements. The values of innova-
tive mentality allow the collective subjects to
have more freedom in life. There are no clear
value orientations in transitional mentality;
the image of the world is more chaotic and
threatening, people hesitate in their choices
[7, 10, 17].

Social researches of value components of
the Russian mentality [7, 8, 15] prove that a
man and a collective subject choose the new
social values for self-determination, social
roles, positions for identification; they focus on
the new social and psychological qualities that
are demanded by changing socio-economic
conditions. There is a process of partial trans-
formation of collective subject’s mentality. At

Economical and social changes: facts, trends, forecast

the same time, the base values don’t change.
Traditional values of health, family and work
remain stable, but the meaningful content of
these values differs a little bit from the tradi-
tional one.

Traditional mentality links the health to
active lifestyle and sports. Currently, the
leading value “health” does not combine with
a healthy lifestyle. 60% of respondents
associate the word “health” with the word
“pills”. The advertising of medicinal drugs
stands this in bad stead.

Despite family values are priority, they have
been also significantly transformed: their
meaning and the programme of family rela-
tionships have been changed. Today’s family
includes the development of both spouses;
both parents strive for personal growth, they
distance themselves from each other. There is
no such prerequisite as marriage registration
for founding a family. “One common family
purse” is replaced by the division of material
incomes.

The value of “work” was traditionally linked
to the value of “public benefit” in the profes-
sional field. Today, the purpose of work consists
in achieving the personal financial well-being.
There is a predominance of private purposes
over public ones. There is a desire for “easy”
money earned often due to unfair labour. There
is a decrease in general professional education
with an increase in ambition and low social
competence. The change in the meaning of
work has caused the changes in its value. The
word “labour” is not associated with socially
useful work but with incomes.

Friendly relations have become similar to
friendship that is based on business utility rather
than on personal sympathy. Relationships have
become more distanced. The number of friends
and time of meetings have been reduced.

Press, radio, television and the Internet are
also the important tools to change the mentality
of modern society. The Internet has increased
the volume of information received; it has
decreased the time of finding it. Information
has become more accessible.
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According to the recent polls, the priority
values include the values of safety, health,
family and paid work, and the problems of sur-
vival are in the first place.

The mentality transformation has caused a
wide value gaps between young people and
adults. The older generation has the traditional
mentality, collectivism is inherent in it, and
young people are characterized by individu-
alism. The younger generation is ready to
change, young people want to be active and
mobile, and therefore, they are gradually losing
the Russian mentality and acquiring the crisis
mentality. Life goals of young people remain
within their traditional values — education,
work and family. Besides, career, material well-
being and well-paid jobs, i.e. the material side of
life, have become more important. Today young
people focus on their own resources in solving

problems. The general trend is an increase in
the importance of personal values in compar-
ison with the public ones [13].

Population mentality does not only unite
the people, but it divides people into different
groups, including ethnic ones. The most impor-
tant feature of ethnic mentality is a growth of
ethnic consciousness and simultaneous rupture
of Russian national and cultural traditions.
According to experts, domestic national wars
on Russia’s borders are defined as “the growth
of ethnicity”.

Thus, there are significant changes in the
mentality of the Russians that reflect the failure
of communist ideology, change of social status
and social role of most people, while main-
taining traditional values. You can see striving
for a unifying national idea, which is valuable
for most Russians.
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Socio-economic condition of the regions specializing
in metallurgy: 2011 results

In 2010 ISEDT RAS scientists began their research on the problems of budget allocation sufficiency
in the Vologda Oblast, which turned out to be the most vulnerable RF subject regarding the global
financial crisis impact on the regional economy, where metallurgical production is the key development
factor. The study of the tendencies and scope of crisis consequences determined the need to conduct
a comparative analysis of the socio-economic condition in the Vologda Oblast and other RF subjects
possessing major typological peculiarities of the regions specializing in metallurgy — the Lipetsk Oblast
and the Chelyabinsk Oblast. The results of the analysis conducted in 2010 — 2011 were published by
ISEDT RAS*™.

The problem is being studying by ISEDT RAS this year. The article provides the analysis of the
main socio-economic development trends in the regions specializing in metallurgy for 2011. The analysis
serves as the basis for assessing the condition of territorial budget systems.

Regional economy, ferrous metallurgy, global financial crisis, financial results, industrial production,
population’s living standard.

Anna I.

POVAROVA

Scientific Associate of ISEDT RAS
aip150663@yandex.ru

Metallurgy industry plays a key role in
forming the final economic and financial
results of the Vologda, Lipetsk and Chelyabinsk
Oblasts. Ironworks cover 60% of industrial

Asitis generally known, the global financial
crisis hit firstly the export-resource regions,
including the regions that focused on the
ferrous metallurgy, as they were most closely

production on average; they ensure 60 — 80%
of profits and 60 — 90% of export resources of
the respective territories. The feature of the
metallurgical complex is the fact that it serves
as the main source of regional budgets, forming
50 — 70% of profit tax revenues.

dependent on the global economy. The
demand for metallurgical products in foreign
markets decreased by 4% in 2008 — 2009 as
compared with 2007 primarily due to the crisis
in the construction, tube-rolling and machine-
building sectors that were the main consumers

* See: [lyin V.A. The influence of the metallurgical corporation owners’ interests on the national and regional development.
Economic and social changes: facts, trends, forecast. 2011. No. 3 (15). P. 14 — 38; Povarova A.l. The influence of the metallurgical
corporation owners’ interests on the financial performance of the head enterprise (the case of OJSC Severstal). Ibid. 2011.
No. 5(17). P. 36 — 51; Ilyin V.A., Povarova A.I., Sychev M.F. The influence of the metallurgical corporation owners’ interests on
socio-economic development: pre-print. Vologda: ISEDT RAS, 2012.
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of steel products. Export prices for ferrous
metals, which exceeded 800 U.S. dollars per
ton in 2008, dropped to 410 U.S. dollars or half
as much (fig. 1).

The deterioration of the global economic
situation was accompanied by the intensive
cutback in metallurgical production. According
to the results of 2011, the crisis decline in
steel output was restored only in the Lipetsk
Oblast (fable 1) due to a significant increase in
the production capacity of Novolipetsk Steel
(NLMK) in the framework of the programme
on enterprise’s technical modernization.

The sharp decline in key sectors of produc-
tion in 2009 (13 — 18%) did not allow the Lip-
etsk and Chelyabinsk Oblasts to reach the pre-
crisis growth rates of industry in general. The
level of industrial production was restored in
the Vologda Oblast, where the decline in the
steel industry was not so sharp (9.8%) and the
timber industry output! significantly increased
(table 2).

Investment recession was stronger than in-
dustrial decline in most subjects of the Russian
Federation, and not only in the regions that
specialized in the metallurgical industry.

Figure. 1. Dynamics of the world steel consumption and world prices for ferrous metals in 2007 — 2011
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Source: Analytics. World prices. Available at: www.metaltorg.ru

Table 1. Steel production in the RF subjects in 2007 — 2011, min. t

Subject 2007 2008 2009 2010 2011 2011 to 2007, %
Vologda Oblast 11.9 11.1 9.5 11.1 11.35 95.4
Lipetsk Oblast 9.1 8.5 8.5 9.3 9.76 107.3
Chelyabinsk Oblast 20.0 18.2 15.2 17.7 17.8 89.0
Russian Federation 72.37 68.7 59.36 66.9 68.5 94.7
Sources: Russian Statistics data, ISEDT RAS calculations.

' According to Russian Statistics data, in 2011 the production index was equal to116.7% in the pulp and paper industry and

109.5% in woodworking.
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Table 2. Production index in the RF subjects in 2007 — 2011, % to previous year

Subject 2007 2008 2009 2010 2011 | 201 o 2007,
Vologda Oblast
Industrial production 104.9 95.3 90.5 1111 104.7 100.3
Metallurgy production 105.9 91.5 90.2 113.8 105.2 98.8
Lipetsk Oblast
Industrial production 103.7 100.1 85.0 110.7 102.9 96.9
Metallurgy production 102.3 95.2 86.7 108.3 104.0 95.1
Chelyabinsk Oblast
Industrial production 112.5 96.3 80.1 112.2 106.3 92.0
Metallurgy production 107.3 90.2 81.8 117.7 105.2 98.0
Russian Federation
Industrial production 106.8 100.6 90.7 108.2 104.7 103.4
Metallurgy production 104.5 97.8 85.3 1124 102.9 96.5
Sources: Russian Statistics data, ISEDT RAS calculations.
Table 3. Actual volume index of fixed capital expenditures in the RF subjects
in 2007 — 2011, % to previous year
. 2011 to
Subject 2007 2008 2009 2010 2011 2007, %

Vologda Oblast 103.8 85.9 715 96.9 153.4 91.3
Lipetsk Oblast 129.8 1184 93.7 116.5 106.9 138.2
Chelyabinsk Oblast 126.9 113.8 79.4 99.2 106.2 95.2
Russian Federation 122.7 109.9 84.3 106.0 108.3 106.4
Sources: Russian Statistics data, ISEDT RAS calculations.

This was caused by narrowing of the invest-
ment sector — construction, machine building
and building materials production. The most
significant reduction in investment, which be-
gan in 2008, took place in the Vologda Oblast
(table 3).

The results of 2011 indicate that the invest-
ment crisis in the Vologda and Chelyabinsk
Oblasts have not been completed yet. There is
a significant increase in investment in the Lip-
etsk Oblast due to the implementation of large-
scale projects?.

2 According to the Lipetsk Oblast’s Government data
for 2011, 31 participants with investment potential of 60
billion rubles and large-scale projects in the field of machine
building, machine tool building and electric-power industry
were registered in 8 special regional economic zones. The
Lipetsk Oblast has been in the group of leaders with minimal
risk investment for seven years (it ranks third among the RF
subjectsin 2001). The share of investment in the GRP exceeds
more than twice the average national index and it accounts for
more than 41% (in the Russian Federation — 19%).

Economical and social changes: facts, trends, forecast

One of the factors that caused the strongest
decline in fixed capital expenditures in the
Vologda Oblast was the decrease in public in-
vestment from the Federal budget (table 4).

According to the table, the Federal Govern-
ment assigned the minimum amount of in-
vestment resources to the Vologda Oblast that
was damaged by the crisis consequences more
than other regions; the total investment amount
from the Federal budget was cut almost in half
for 2008 — 2011. At the same time, the Federal
investment to the Lipetsk Oblast was doubled
at the peak of crisis. There was also an increase
in the investment from the Federal budget to
the Chelyabinsk Oblast.

However, a key factor in the investment
crisis was a sharp deterioration of the financial
performance of business entities due to a lower
demand for industrial products and a lack of
circulating assets amount necessary for mutual
settlement of accounts and payments.
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Table 4. Investment from the Federal budget to the RF subjects in 2008 — 2011

2008 2009 2010 2011

Sublect bin.rub. | %* | bin.rub. | %* | bln.rub. | %* | bin. rub. ”;_o/oéo %*
Vologda Oblast 2.7 0.4 341 0.3 2.6 0.3 1.5 57.5 0.1
Lipetsk Oblast 71 1.0 12.6 1.4 15.9 1.7 9.8 137.0 0.9
Chelyabinsk Oblast 10.0 1.4 9.0 1.0 10.0 11 11.2 1121 1.1
Russian Federation 701.2 100.0 917.2 100.0 915.1 100.0 1056.1 150.6 100.0
* The share in the total investment from the Federal budget to the RF subject.
Sources: Russian Statistics data, ISEDT RAS calculations.

This affected to the utmost the metallurgical
regions where enterprises and organizations
lost 52 — 62% of pre-crisis profits in 2009.
Despite the improvement of profit dynamics,
these regions could not compensate for its
crisis decline in the subsequent two years. On
the contrary, the recession increased in the
Vologda and Chelyabinsk Oblasts in 2011. At
the end of the year, the profit of the real sector
of economy in the Vologda Oblast was 60%
lower than the level of 2008. Business entities in
the Chelyabinsk Oblast lost the same amounts
of profit (table 5).

Certainly, both financial performance and
production volume of industrial enterprises in
these regions are directly dependent on the situ-
ation in the metallurgical industry.

The collapse in prices for ferrous metals,
which began in the second half of 2008, was so
severe that the leading ironworks in the Vologda,
Lipetsk and Chelyabinsk Oblasts could not
reach pre-crisis sales even in 2011. This revolu-
tionary changed the final financial performance
of metallurgical enterprises (7able 6).

The net profit of Cherepovets Iron and Steel
Complex (ChMK) decreased by 41 billion
rubles, and it amounted to slightly more than
3% of its volume in 2007. Severstal has a net
loss at the end of two subsequent years.

Magnitogorsk Iron and Steel Works (MMK)
lost 80.5% of net profit in 2008, that result
didn’t allow the company to restore the level
of 2007, and it had a negative net financial
performance by the end of 2011.
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Novolipetsk Steel (NLMK) was profitable
in 2007 — 2011, but the net profit was two times
lower in 2011 as compared with 2008.

The deterioration of ironworks’ financial
performance was caused by both instable
market conditions and high debt load due to
the escalation of borrowing in the period
from 2008 to 2009. Credit and loan liabilities
increased by 6 times at the end of 2011 as
compared with 2007, and loan servicing
expenditures reduced NLMK and MMK’s
taxable profits by 3.5 billion rubles and ChMK’s
profit — by more than 10 billion rubles.

The slump in profit, of course, led to a sharp
decline in profit tax revenues and created a direct
threat to regional budgets’ revenues (table 7).

Metallurgical enterprises, which were the
main sources of territorial budget’s profit taxes
before the crisis, became the leaders in the
profit tax revenue decline in 2009. So, profit tax
accounted for only 5 — 10% of the 2008 level
in the Vologda and Lipetsk Oblasts. Metallur-
gical enterprises of the Chelyabinsk Oblast did
not pay profit tax to the regional budget at all;
on the contrary, the regional budget returned
them overpaid taxes formed during the crisis.

In 2011, the losses of the crisis period were
not recouped in the metallurgical industry.
Profit taxes in the metallurgical regions were
not even equal to a half of their amount in 2008.

Industrial and investment downturn led to
a slowdown in economic growth in the RF
subjects. At the end of 2011, only the Lipetsk
Oblast managed to overcome the crisis fall of

Economical and social changes: facts, trends, forecast
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Table 5. Income of profitable organizations of the RF subjects in 2007 — 2011, bin. rub.

2008 2009 2010 2011
Subject 2007,
bin. rub. in % to bin. in % to in% to in%to | in%to
bin.ub- 1 “5007 | rub. | 2008 | PO Togpg | PIMTUD- | Togqg | ogo7

Vologda Oblast 75.8 99.5 131.3 37.7 37.9 43.8 116.2 41.9 95.7 42.1*
Lipetsk Oblast 69.2 104.9 151.6 39.0 37.2 51.5 1321 57.8 112.2 55.1*
Chelyabinsk Oblast 138.5 68.7 49.6 66.4 96.6 76.8 115.7 53.8 70.0 38.8
Russian Federation 6.4 54 84.4 5.8 107.4 7.35 126.7 8.55 116.6 133.6
*In % to 2008, when the maximum amount of profit for 2007 — 2011 was gained.
Sources: Russian Statistics data, ISEDT RAS calculations.

Table 6. Key operating and financial performance of metallurgical complexes in 2007 — 2011

Indicators 2007 2008 2009 2010 2011 2011 toz 2007,

Cherepovets Iron and Steel Complex

Sales, thsd. t 10707 10044 8701 10142 10457 97.7

Net profit, (loss), bin. rub. 421 38.6 1.4 (39.6) (1.9)

Indebtedness under credits, bin. rub. 26.2 127.2 1411 147.8 158.5 +6.0 p.

Interest payment, bin. rub. 2.4 4.7 8.8 10.8 10.3 +4.3 p.
Magnitogorsk Iron and Steel Works

Sales, thsd. t 12205 10911 8764 10245 10645 87,2

Net profit, (loss), bin. rub. 51.7 10.1 27.4 24.4 (1.7)

Indebtedness under credits, bin. rub. 17.2 24.2 39.3 72.9 107.7 +6.3 p.

Interest payment, bin. rub. 1.2 1.1 1.6 2.3 3.5 +2.9p.

Novolipetsk Steel

Sales, thsd. t 9127 8927 9518 9508 8933 97.9

Net profit, (loss), bin. rub. 40.2 7.7 24.0 32.4 34.7 86.3

Indebtedness under credits, bin. rub. 19.4 63.5 62.0 78.6 105.9 +5.5p.

Interest payment, bin. rub. 0.1 2.0 2.1 3.2 3.7 +37.0 p.

Sources: Annual Reports of 0JSC «Severstal»,

0AO «MMK» n OAO «NLMK» for 2007 — 2011. (According to Russian Accounting

Standards).
Table 7. Profit tax of metallurgical production to the RF subjects’
consolidated regional budgets in 2008 — 2011
2008 2009 2010 2011
Subject Y
: bin.rub. | %* | bln.rub. | %* | bin.rub. | %* | bin. rub. '”20/‘(’);0 %*

Vologda Oblast 11.1 51.0 0.6 12.5 44 41.0 43 38.7 35.8
Lipetsk Oblast 12.1 72.7 1.3 26.0 45 48.0 5.6 46.2 50.7
Chelyabinsk Oblast 132 43.3 -4.4 0 37 19.5 44 333 21.0
Russian Federation 125.0 7.1 8.5 0.8 71.6 47 773 61.8 4.0

* The share in the total profit tax of the RF subjects’ consolidated budgets.
Sources: Russian Statistics data, ISEDT RAS calculations.

the gross regional product (GRP) by increasing
investments in fixed assets. There was an
acceleration of GRP dynamics in the Vologda
and Chelyabinsk Oblasts in 2011. However, in
2009 the strongest decline in GRP was recorded

Economical and social changes: facts, trends,
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in these regions that did not allow them to
recover their pre-crisis growth rates — the
GRP of the Vologda and Chelyabinsk Oblasts
increased by 6% in 2011, and it reduced by 13
— 14% in 2009 (table 8).
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In 2011, the minimum level of consumer
inflation was fixed in the Russian Federation
and its subjects; it was formed under the
influence of both monetary factors (slowing
the growth rates of money supply, which began
at the end of 2010) and non-monetary factors
(stable ruble-to-dollar rate, slow GDP growth,
high yield of agricultural production).

Considering the dynamics of inflation
processes for the period from 2007 to 2011, it
is easy to note that in 2011 the main reason for
their delay was a significantly lower rate of
increase in food prices (table 9).

The increase in consumer prices in the
Vologda and Lipetsk Oblasts accounted for 5.7
and 4.7%, respectively; these figures were lower
than the average indexin the Russian Federation.
As for the Chelyabinsk Oblast, the increase in
prices for both food and nonfood products was
significantly higher.

Arise in the cost for housing and communal
services is the main basis for the inflationary rise
in prices. There was a 1.7-fold increase in the
cost for housing and communal services for
the 2007 — 2011, when inflation rate grew by
1.4 times.

Table 8. Actual volume index of the gross regional product in the RF subjects

for 2007 - 2011, % to the previous year

Subject 2007 2008 2009 2010 2011 2011 t0 2007, %
Vologda Oblast 105.1 96.7 87.1 105.7 106.0 94.4
Lipetsk Oblast 108.0 103.6 93.5 104.0 105.6 106.4
Chelyabinsk Oblast 113.4 101.5 85.9 106.0 105.8 97.8
Russian Federation 108.3 105.7 924 104.6 104.3 106.6

Sources: data of Russian Statistics; Governments of Vologda and Chelyabinsk Oblasts; Administration of the Lipetsk Oblast.

Table 9. Growth rates of consumer prices in the RF subjects in 2007 — 2011
(December to December of the previous year, %)

Subject 2007 2008 2009 2010 2011 2007 - 2011
Vologda Oblast
All kinds of goods and services 12.7 14.3 7.2 9.2 57 414
Food products 16.4 17.6 4.4 12.9 2.6 42.2
Nonfood products 6.1 9.0 8.8 54 7.4 34.2
Housing and communal services 16.7 17.1 20.5 7.4 13.6 721
Lipetsk Oblast
All kinds of goods and services 13.6 16.0 8.7 8.1 4.7 42.7
Food products 19.1 17.5 4.8 12.7 2.5 42.2
Nonfood products 8.5 12.2 10.8 41 7.3 38.9
Housing and communal services 14.3 21.9 20.2 13.9 7.2 789
Chelyabinsk Oblast
All kinds of goods and services 11.0 12.8 8.6 9.6 8.3 454
Food products 16.1 16.1 5.3 11.5 53 43.5
Nonfood products 57 6.4 10.7 8.4 9.8 40.2
Housing and communal services 15.2 20.3 11.1 19.7 12.9 80.5
Russian Federation
All kinds of goods and services 11.9 13.3 8.8 8.8 6.1 42.3
Food products 15.6 16.5 6.1 12.9 3.9 45.0
Nonfood products 6.5 8.0 9.7 5.0 6.7 32.5
Housing and communal services 14.0 16.4 19.6 12.95 11.7 75.6

Sources: Russian Statistics data, ISEDT RAS calculations.
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The rapid recovery of the consumer market
was a distinctive feature of the period from 2010
to 2011 (table 10). However, retail trade tur-
nover in the metallurgical regions increased
insignificantly in 2011 as compared with 2007
—by2—9%vs. 16 — 20%.

Domestic consumer demand is mainly
supported by the rapid growth in demand for
consumer loans. The nominal volume of loans
granted to the population in those regions of the
Russian Federation in 2009 — 2011 increased
by 3 — 4 times (fable 11).

The baseline engine of domestic consumer
demand in the period of economic growth was
the high dynamics of population’s income.

The growth of average nominal monthly
salary in the metallurgical regions was 23 —27%
annually. This trend was interrupted in 2009

— the growth rates of average wages dropped
to 1.3 — 3.7% and they did not returned to the
pre-crisis levels in 2010 — 2011 (table 12).

It should be noted that, despite the presence
of the largest steel enterprises in the Vologda,
Lipetsk and Chelyabinsk Oblasts, the average
wage rate in these regions is below the average
wage rate of Russia. The fact of the matter is
that most people in these regions are employed
in low-payingjobs. Thus, according to statistics,
only 5.5 —6.5% of working people were employed
in the metallurgical production in 2011 where a
wage rate was 1.3—1.8 times higher than the
average wages in the economy. More than 40%
of people were employed in rural economy,
commerce and public sectors. Meanwhile, the
wages in these industries amounted to 60 — 80%
of the average wages in the regions’ economy.

Table 10. Actual volume index of retail trade turnover in the RF subjects
in 2007 — 2011, % to the previous year

Subject 2007 2008 2009 2010 2011 2011 t0 2007, %
Vologda Oblast 118.0 108.5 894 116.3 106.0 119.6
Lipetsk Oblast 120.0 117.3 100.0 106.9 109.2 136.9
Chelyabinsk Oblast 1191 1201 93.0 100.8 101.7 114.5
Russian Federation 116.1 113.5 95.1 106.3 107.2 123.0
Sources: Russian Statistics data, ISEDT RAS calculations.

Table 11. Loans to individuals in in the RF subjects in 2009 — 2011, bin. rub.

Subject 2009 2010 2011 2011 to 2009, times
Vologda Oblast 12.0 23.0 40.2 3.4
Lipetsk Oblast 9.8 25.0 29.5 3.0
Chelyabinsk Oblast 337 87.6 136.1 4.0
Russian Federation 2613.6 3649.1 5438.6 2.1
Sources: Russian Statistics data, ISEDT RAS calculations.
Table 12. Average nominal monthly wages in the RF subjects in 2007 — 2011
2007 2008 2009 2010 2011
Subject thsd. | in%to | thsd. | in%to | thsd. | in%to | thsd. | in%to | thsd. | in%to | in%to
rub. 2006 rub. 2007 rub. 2008 rub. 2009 rub. 2010 | theRF
Vologda Oblast 129 | 1211 | 16.1 1248 | 16.6 | 102.8 | 185 | 1119 | 207 | 1115 87.9
Lipetsk Oblast 109 | 1263 | 134 | 1226 | 139 | 1037 | 154 | 1112 | 172 | 1115 731
Chelyabinsk Oblast 19 | 1272 | 148 | 1246 | 150 | 1013 | 174 | 1156 | 202 | 1165 86.0
Russian Federation 136 | 1278 | 173 | 1272 | 186 | 107.8 | 21.0 | 1124 | 235 | 1123 | 100.0
Sources: Russian Statistics data, ISEDT RAS calculations.
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The decline in the rate of wage growth had
a significant impact on the dynamics of real
population’s incomes. Their growth in the pre-
crisis period (more than 12% per year) slowed
to 6% in the Lipetsk Oblast in 2009. The growth
rates of real population’s incomes turned into
the negative values (table 13).

In 2010, the crisis decline in real incomes
was overcome by increasing pensions and
benefits, financed from the Federal budget.
Another decline in real population’s incomes
repeated in 2011, as a result of which the
Vologda Oblast, where there was a reduction in
population’s income in 2008, could not restore
their pre-crisis level.

The decline in population’s incomes in
the metallurgical regions, especially in the
cities where the head facilities of the largest
metallurgical holdings were located, was
caused by not only the prolonged decline in
production, but also by the fact that the owners

of steel enterprises cut costs by reducing the
number of workers during the crisis. The
number of employees at Cherepovets Iron
and Steel Complex decreased by 9.5 thousand
people or by one-third for the period from
2007 to 2011. The total number of employees
in Cherepovets reduced by 10.7 thousand
people during the same period. It turned out
that the people, who were discharged from
ChMK, accounted for almost 90% of the
total number of dismissed employees in the
city. Staff reductions were not so large-scale
at Magnitogorsk Iron and Steel Works and
Novolipetsk Steel — by 13% on average, and
the number of employees, who were dismissed
on grounds of redundancy, amounted to 21
and 38% respectively (table 14).

In addition, the decrease in population’s
incomes in the metallurgical regions was
affected by the high level of concealed or
involuntary unemployment (7able 15).

Table 13. Real disposable population’s income of the RF subjects in 2007 — 2011, % to the previous year

Vologda Oblast 1124 89.9 108.3 98.9 95.0
Lipetsk Oblast 112.6 109.0 106.0 102.0 100.4 118.3
Chelyabinsk Oblast 112.6 115.0 97.0 102.0 97.2 110.6
Russian Federation 111.9 102.3 102.1 104.1 100.8 108.7
Sources: Russian Statistics data, ISEDT RAS calculations.

Ta6nuua 14. Average number of employees in the metallurgical cities for 2007 — 2011, persons

) Total for 2007 — 2011
Indicators 2007 2008 2009 2010 2011
Pers. | %
Cherepovets
Total employment 141575 137479 125056 130057 130861 -10714 -7.6
Total employment at ChIMK 32184 29507 24296 22905 22683 -9501 -29.5
Magnitogorsk
Total employment 147013 146776 138150 135326 131509 -15504 -10.5
Total employment at MMK 25015 24123 22334 21612 21813 -3202 -12.8
Lipetsk
Total employment n/a 175931 165616 164485 163641 -12290 -7.0
Total employment at NLMK 35107 33227 31666 30566 30439 -4668 -13.3

Sources: data of Russian Statistics, the official websites of the Cherepovets Mayor’s Office, Lipetsk Administration, Magnitogorsk
Administration, the annual reports of 0JSC “Severstal”, “MMK” and “NLMK”, ISEDT RAS calculations.
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There were the highest part-time em-
ployment rates in 2009. The Chelyabinsk Oblast
was characterized by an increased level of
concealed unemployment. Part-time em-
ployment reduced in the metallurgical re-
gions in 2011 as compared with 2009, but
unemployment figures remained high, thus,
they proved that labour markets hadn’t
recovered yet after the crisis. The highest part-
time employment rate was lower in the Vologda
Oblast than in other two regions due to the high
rate of made work and temporary employment
(0.9% of the total employment in 2011 vs. 0.1%
in the Chelyabinsk Oblast and in the country
on the whole).

Low growth rates of real incomes did not
allow a significant reduction of economic
poverty (table 16). In 2007 — 2011, 10 — 11%
ofthe population in the Lipetsk and Chelyabinsk

Oblasts lived below a subsistence level. The
highest number of low-income people was
registered in the Vologda Oblast; their number
increased by 32 thousand or 17.5% for 2007 —
2011. That was a result of the crisis decline in
real incomes (first place in Russia in 2009), high
unemployment rate (6.7% vs. 6.3% on average
in the Russian Federation in December 2011),
as well as moratorium on the indexation and
increase of salaries in the public sector at the
expense of the regional budget in 2009 — 2010.

The crisis had worse influenced people’s
employment than their incomes. The demand
for labour force reduced, firstly, in the manu-
facturing industry, and the experience of
leading steel plants proved that fact. Increased
unemployment rates became apparent in 2008,
and that problem became stagnant in 2009 —
2010 (table 17).

Table 15. Part-time employment in the metallurgical regions in 2009 — 2011
(% to the number of economically active population)

Subject 2009 2010 2011
Vologda Oblast 2.8 1.5 1.4
Lipetsk Oblast 2.9 1.9 2.2
Chelyabinsk Oblast 52 3.5 25
Russian Federation 2.7 1.5 1.4
Sources: Russian Statistics data, ISEDT RAS calculations.
Table 16. The number of people in the RF subjects living below a subsistence level
2007 2008 2009 2010 2011 2007 - 2011
Subject thsd. | o, . | thsd. | o, . | thsd. | . | thsd. | , . | thsd. | , . | thsd. o
% %o % %o %o %
pers. pers. pers. pers. pers. pers.
Vologda Oblast 1821 | 14.8 | 193.1 | 158 | 2247 | 18.4 | 208.0 | 172 | 214.0 | 178 | +319 | +175
Lipetsk Oblast 125.1 10.7 | 119.8 | 10.3 | 1123 9.7 117.2 10.0 | 1209 | 10.3 -4.2 -3.4
Chelyabinsk Oblast 410.8 | 11.7 | 3754 | 10.7 | 3824 109 | 3615 | 104 | 3928 | 11.3 | -18.0 -4.4
Russia, bin. pers. 187 | 133 | 189 | 134 | 185 13.2 179 | 126 | 181 | 128 | -0.6 -3.2
*In % to the total population. Sources: Russian Statistics data, ISEDT RAS calculations.
Table 17. The total number of unemployed population in the RF subjects in 2007 — 2011
2007 2008 2009 2010 2011
Subject thsd. | o. | thsd o+ thsd. o+ thsd. o | thsd o+
pers. ’ pers. ’ pers. ° pers. ’ pers. ’
Vologda Oblast 27,0 41 38,6 59 53,1 7.9 52,0 79 47,0 73
Lipetsk Oblast 16,6 2,8 29,9 49 34,3 5,6 27,7 45 27,8 45
Chelyabinsk Oblast 443 2,5 82,2 44 150,7 8,0 1439 7,6 127,7 6,7
Russia, bin. pers. 4589 6,1 4792 6,3 6373 8,4 5636 75 4870 6,5
*In % to the economically active population. Sources: Russian Statistics data, ISEDT RAS calculations.
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Labour market conditions slightly improved
in 2011 due to the large-scale support for
employment by the Federal budget. At the same
time, regional labour market indicators were
differentiated. The Vologda and Chelyabinsk
Oblasts were characterized by more rapid
unemployment growth during the crisis and
slow decrease in the unemployment rate, which
indicated the continuing problems of the labour
market. The Lipetsk Oblast was characterized
by one of the lowest unemployment rates not
only among the metallurgical regions but also
among other Russian regions. As discussed,
the implementation of large-scale investment
projects largely contributed to this due to the
creation of new jobs?®.

In conclusion, it is possible to say that the
impact of the crisis on the economy in the
ferrous-metallurgical regions, which were
largely dependent on the world market, was

so deep that in 2011 the dynamics of the main
indicators in those regions fell behind the
country in whole. The analysis of production
and financial performance did not allow
us to say about overcoming the crisis in the
industrial, especially in the steel, production
and increasing investment in fixed assets.
Problem areas include the financial condition
of basic iron and steel enterprises, high rate of
concealed unemployment and stagnation in
population’s incomes.

It is obvious, that non-diversified economy
remains a long-term negative factor of the
social and economic development of the
Vologda, Lipetsk and Chelyabinsk Oblasts.

The deterioration of the main macro-
economic parameters changed the situation in
the public sector and affected the level of
regions’ budget allocation sufficiency. But this
is a topic for the next publication.
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Anti-innovations as a factor of macroeconomic instability
(the case of derivative financial instruments)

The theory of innovative economic development is based on the concept of “innovation”, which
implies novelties that have a progressive impact on the development of a society. At the same time,
human ingenuity often goes beyond the limits of public interest, giving birth to an intellectual product,
which is not directly linked to the public progress. In this regard, such notions as “pseudo-innovation”
and “anti-innovation” emerge, which transfer innovative topics from their constructive interpretation
to their critical perception. Using the examples of derivative financial instruments, the article describes
the process of transforming the innovation implemented to increase market reliability into its opposite,
i.e. a significant factor of creating instability of modern financial markets.
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The theory of innovative economic deve-
lopmentisbased on the concept of “innovation”.
J. Schumpeter, the founder of the theory,
defines it as a new scientific-organizational
combination of production factors, motivated
by entrepreneurial spirit.

The Austrian economist, in the early
twentieth century, determined that innovations
can be the instrument of counteracting eco-
nomic downturns, and the source of increasing
business profitability can be found not only in
cost reduction and price manipulation, but also
in the cha