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In This Issue:

N. Zubarevich: “Russia has entered a new crisis. Like any previous crisis,
it has a regional dimension. Which regions (and why) will see the worst eco-
nomic problems and the biggest drop in employment and living standards, and
which have a chance to emerge from the crisis with fewer losses? Will the
dynamics and the territorial dimension of the new crisis be similar to those of
previous post-Soviet crises in Russia?”

N. Zarubina: “Innovation-driven development in Russia is held back by
passivity, withdrawal into private life and consumerism as well as the absence of
‘grand projects’ that could generate creative initiative. Instead of being socially
active people increasingly tend to rely on decisions made by others, be it gov-
ernment bodies, political leaders and parties, public opinion leaders, etc.”

I. Yazhborovskaya: “New Europe is a composite notion which includes
common history, similar natural conditions and social, ideological-political, cul-
tural, psychological and other components. Processes entailing the formulation
of a new, highly ideological collective mentality have been slowly gaining
momentum in postauthoritarian or posttotalitarian—postauthoritarian societies
with a barely verifiable postideological mentality.”

P. Skopin: “Comparing the perception of the US internal policies and the
US economy by the Cadets and the Octobrists, one has to note that their assess-
ments of American reality were in many ways similar. Both the Cadets and the
Octobrists welcomed the Progressivist principles, both condemned American
‘plutocrats’ and approved of political democratization in the country. However,
the Octobrists, who favored the strong-arm idea of government, based their per-
ception mainly on the figures of US Presidents.”

A. Zhuchkova: “Solovki or the Mainland—the laws of the Soviet times
were basically the same. What is more, these turn out to be the laws of life in
general. A person’s freedom and happiness, and whether he/she is a worm or a
true human being, do not depend on the time or the place of action.”

A. Seregin: “In Gorgias Plato’s Socrates puts forward two formal arguments
against hedonism... both these arguments follow roughly the same logic: to prove
that good is not identical with pleasure one has to take an existing concept of
good that possesses assumed characteristics... and demonstrate that pleasure
does not possess these properties... or else that we would arrive at absurd con-
clusions if we assume that it does possess them... All a hedonist has to do to
refute such arguments is to put into question the formal concept of good.”

In This Issue 1
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S. Chugrov: “Claiming that Russia is now totally disenchanted with Euro-
pean values and that Europe has ‘lost Russia forever’ is a trendy development...
However, we must remember that Russian mentality demonstrates a kind of age-
long dualism, which explains for the zigzagging twists of Russian history and
politics... Vacillations between European and non-Western values reflect the real
requirements of Russian society.”

A. Lebedev: “…today we face a range of highly complex theoretical and
methodological problems as we try to study the nature, structure, dynamics and
development of higher social feelings, notably the feeling of national pride and
the feeling of patriotism.”

L. Rybakovsky: “… the localization of a number of Russia’s indigenous
peoples in their own national homelands, with the concomitant exodus from
them of other ethnic groups, primarily Russians whose numbers and proportion
in the total population of the country have diminished, is a time bomb.”
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Regional Dimension of the New Russian Crisis

Natalya ZUBAREVICH

Abstract. This article analyzes the factors and trends of the new crisis
and how it differs from other Russian crises. It examines the state of region-
al budgets and the dynamics of regional economic development, employ-
ment and household income. The author explores the peculiarities and risks
of the crisis in different types of regions and cities, as well as measures of
government anti-crisis policy that are particularly important from a regional
perspective.

Keywords: crisis, regions of Russia.
JEL: R00, E60, H00, H12, H70, H77.

Russia has entered a new crisis. Like any previous crisis, it has a regional
dimension. Which regions (and why) will see the worst economic problems and
the biggest drop in employment and living standards, and which have a chance
to emerge from the crisis with fewer losses? Will the dynamics and the territor-
ial dimension of the new crisis be similar to those of previous post-Soviet crises
in Russia? The crisis recession is just beginning, and it is too early to make quan-
titative forecasts of the length and depth of the crisis in the regions because the
degree of uncertainty is too high. But at a qualitative level it is possible to iden-
tify the territorial risks and assess the adequacy of the anti-crisis policy measures
of the Russian authorities designed to support the regions.

Specific Features of the New Crisis

A large body of economic literature makes it possible to systematize the
main factors and trends of previous crises. The transformation crisis of the first
half of the 1990s was due to the transition from a centrally planned economy to
a market economy. That crisis was very severe in all post-Soviet countries,
including those of Eastern Europe. The Russian economy shrank by almost half;

N. Zubarevich, D. Sc. (Geography), professor at the Faculty of Geography, Lomonosov
Moscow State University (Moscow). This article was first published in Russian in the journal
Voprosy ekonomiki, No. 2, 2015.
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in the first years of the crisis, household income fell to 44% of the 1991 level [2].
Its regional dimension can be summarized as follows. The economic recession
was less severe in regions with an export potential (industries of the fuel and
energy complex and partly metallurgy) and in Moscow, where a big drop in
industrial production was offset by faster development of the market services
sector, which created new jobs. The hardest hit regions were those specializing
in textiles and engineering: these industries turned out to be uncompetitive in the
global market. The crisis of the 1990s also had grave consequences for coal-min-
ing regions, where the coal industry was restructured with massive layoffs of
employees. As a result, by 1996, industrial production in the country’s export
regions was down to 60%-75% of the 1990 level, and in federal cities, textile
regions and some engineering regions, to 27%-35% (with a Russian Federation
average of 48%). The less developed republics of the North Caucasus were vir-
tually deindustrialized, retaining 16%-30% of the 1990 level of production [4].

The financial crisis of 1998 and the 2008-2009 crisis in Russia were part of
global economic crises. The main consequence of the 1998 crisis was a nearly
four-fold devaluation of the ruble and a drop in real household income by more
than a quarter. In that case, the decline in industrial production in 1998 preced-
ed the devaluation; it was short (January-August 1998) and not very sharp (by
7% in the same period). Devaluation removed the problems of high business
costs due to an overvalued ruble, which had negatively affected export earnings.
In the fall of 1998, Russia entered a ten-year period of rapid industrial growth,
initially even without significant investment inflows because of the availability
of excess capacity. Food industry regions were the first to start growing as a
result of import substitution; they were followed by regions with export indus-
tries due to cost reductions and a gradual improvement in global market condi-
tions, and then by engineering regions driven by rising demand for machinery
and equipment on the part of Russian raw material exporters. The damage suf-
fered by the banking was much greater because the crisis was primarily a finan-
cial one (it mainly affected Moscow). But massive job losses in the banking sec-
tor, insurance and other market services led to only a brief surge in unemploy-
ment. Qualified personnel in urban areas quickly found other employment in the
growing economy.

The next global crisis reached Russia in the fall of 2008 and first manifest-
ed itself in the banking sector, then in metallurgy (due to a drop in global demand
and world prices), and in 2009 it spread to import-substitution industries, espe-
cially to uncompetitive Russian engineering as demand for its products fell. To
pull the economy out of the crisis, the state for the first time spent vast amounts
of money from its accumulated reserves in support of banks and large compa-
nies. Although the economic recession was significant (GDP fell by 7%, and
industrial production by 11% in 2009), real household income, in contrast to pre-
vious crises, continued to rise. The recovery from the crisis was slower than in
1998, although the crisis itself was also relatively short: economic growth start-
ed in the summer of 2009, and by 2012 the Russian economy had overcome the
recession.



The regional dimension of the 2008-2009 crisis differed from those of pre-
vious crises: the biggest decline was in engineering and metallurgical regions,
although the latter were quicker to recover from the crisis. Four types of territo-
ries were less affected by the crisis: regions of the South with a high share of
agribusiness; regions of the Far East, where many inefficient enterprises were
reorganized back in the 1990s while an increased share of intergovernmental
transfers from the federal budget helped to maintain employment in the public
sector; less developed regions, which were largely dependent on transfers from
the federal budget; and the main oil and gas producing regions, because the drop
in oil prices was short-lived [3] (IISP, 2008-2014).

In Moscow, the crisis had a specific pattern. In September-November 2008,
household income in Moscow fell by 40% year-on-year, although this is partly a
statistical effect.1 In addition, the budget revenues of the Russian capital in 2009
fell by almost a quarter. The ILO unemployment rate (based on the methodolo-
gy of the International Labor Organization) rose insignificantly during the crisis
despite massive layoffs in some sectors of the economy (banking, insurance, and
other market services): well-educated and adaptable Muscovites quickly found
other employment. As a result, the impact of the crisis on the capital was strong
but short-lived (with the exception of budget revenues, which took three years to
recover). In St. Petersburg, the trends were similar but much weaker.

In periods of crisis, there are two ways to reduce business costs: by reduc-
ing employment or employee wages. The crises of the 1990s revealed a distinc-
tive Russian adaptation model. According to research conducted by Tatyana
Maleva and other economists, the Russian labor market adjusted largely by
means of a drastic reduction in wages (long delays in payment, massive under-
employment, unpaid leave, etc.) and hence in household income, while the
increase in unemployment was less significant (in 1998, the ILO unemployment
rate was 13.2%) [1]. For comparison, the current unemployment rate in the most
troubled countries of the European Union is higher (in Spain, Greece and Croa-
tia, it is over 20%). The specific model of labor market adjustment to crises that
has emerged in Russia meets the preferences of employees: they are more ready
to accept wage cuts than to lose their jobs. With this model, it is difficult to cut
inefficient jobs in periods of crisis.

This model was expected to manifest itself in the 2008-2009 crisis as well,
but it was corrected by the state. Having accumulated vast financial resources
due to high oil prices in the 2000s, it actually “quenched” the crisis with money.
Large companies received huge amounts of financial assistance from the state,
which prevented bankruptcies and massive layoffs. Significant funds were allo-
cated for other employment support tools never before used on such a scale: pub-
lic works involving almost two million people and, on a much smaller scale,
retraining of employees and financial support for self-employment. Apart from
that, the authorities directly restricted layoffs at industrial enterprises (especial-
ly in monotowns). As a result, even at the peak of the crisis in 2009 the ILO
unemployment rate did not exceed 9.5%. At the same time, average real wages
fell in 2009 by only 3%. Real household income per capita rose by 1.8%, par-

Regional Dimension of the New Russian Crisis 5
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ticularly due to a significant increase in pensions in 2009 (by 25% over the pre-
vious year). Employment and wage levels in the public sector were also sup-
ported by an increase in transfers from the federal budget (by a third), so that the
consolidated budget revenues of the regions fell by only 4%. Thus, in the crisis
of 2009 the state abandoned the adaptation model of the 1990s in the form of
drastic wage reductions coupled with a moderate rise in unemployment.

Regional differences in the dynamics of unemployment and household
income during the 2009 crisis were significant and differed seriously from the
national average. At the peak of the crisis in February 2009, the ILO unemploy-
ment rate in 15 medium-developed regions reached 12%-15% (in the less devel-
oped republics, unemployment rates were higher, but they were stable and
changed very little under the impact of the crisis). But by the summer their num-
ber already fell by two-thirds, with high unemployment persisting mainly in semi-
depressed regions such as Ivanovo, Bryansk and Kurgan oblasts (“provinces”)
and Zabaykalsky Krai (“territory”) and in the less developed republics of the
Volga Federal District (Chuvashia and Mari El). By the end of 2009, unemploy-
ment remained high only in Kurgan Oblast and the semi-depressed regions of the
country’s east (Amur Oblast, Republic of Buryatia and Zabaykalsky Krai), which
were hit by the crisis later than other parts of the country.

A decline in household income in 2009 was recorded in almost half of the
regions of the Russian Federation (RF), and it was particularly significant not in
regions with the highest unemployment rate but in more developed, mainly
export-oriented industrial regions—Kemerovo, Vologda, Yaroslavl and Tomsk
oblasts, Khanty-Mansi and Yamalo-Nenets autonomous okrugs (“areas”), Kras-
noyark Krai and Komi Republic—and in Leningrad and Moscow oblasts, which
are part of the country’s largest agglomerations. The main reason is that the wages
of employees in export industries include a much higher share of all kinds of pay
increments (additional payments, rewards and bonuses) that are not paid in times
of crisis, which is why the impact on household income was much stronger. In
regions with labor-intensive manufacturing industries, part-time employment was
used on a larger scale. Wage arrears, which were typical of the crises of the 1990s,
this time were minimal since the authorities were in control of the situation.

Even with substantial support from the state, the regions responded to the
2009 crisis in different ways. In semi-depressed regions and those with less com-
petitive engineering specialization, the crisis frequently led to a more significant
rise in unemployment, and in more developed regions, to a significant reduction
in household income. Another specific feature is that in the least developed
republics with a high share of transfers, the crisis did not result in either higher
unemployment or a decline in household income; on the contrary, income in
these republics increased. This also applies to most regions of the Far East. Thus,
more developed regions went through the 2009 crisis mainly according to the
model of the 1990s (income reduction); in less competitive regions with many
inefficient jobs, there was a larger increase in unemployment; and regions living
mainly on federal transfers and income from informal employment were least
affected by the crisis.
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The origin of the new crisis is explained from different perspectives. The
Russian authorities see it as a continuation of the global crisis of 2008-2009.
Many economists take a different point of view: the new crisis was initially
caused by internal factors, since the opportunities for growth in the existing insti-
tutional model of a rent-seeking economy with poor institutions have been
exhausted. The Russian “rules of the game”—insecure property rights and total
corruption—hinder business activity, while the sharply increased state presence
in the economy has led to extremely low efficiency of state-owned companies
and their investments. Sanctions and falling oil prices have accelerated the exist-
ing negative trend. If both these key factors—poor institutions and low oil
prices—remain in place, the crisis will be a long one.

Regional Dimension of the Crisis: Disruption of Regional Budgets

Statistics show that the new crisis has struck its first and so far the most sig-
nificant blow against money: budgets, investments and household income.

The disruption of regional budgets began back in 2013 because of the imple-
mentation of presidential decrees on pay rises for public sector employees. These
costs were mainly borne by the regions, while their budgets did not increase
because of a decline in profit tax revenue and federal transfers, so that the
regions were obliged to borrow. In 2013, the budget deficit of regional govern-
ments tripled to 642 billion rubles, and by the end of 2013 the total debt of the
regions and municipalities reached 2 trillion rubles.

At first glance, in 2014 the budget situation was better: the revenues of con-
solidated regional budgets increased by 7%, profit tax revenues by 14%, and rev-
enues from personal income tax (PIT) by 7%. Only the increase in transfers was
minimal: 1.7% (excluding Crimea). But if we look at the monthly dynamics, it
will be clear that the situation worsened by the end of the year: transfers declined
in the last three months of 2014, profit tax revenues fell by 23%-27% in October
and November, and revenues from personal income tax stopped growing in
November. December did not reverse the negative trends, since the increase in
profit tax revenues by a third was due to payments from large companies (and
even overpayments at the request of the regional authorities for the performance
of their social obligations, but this money will have to be repaid) and an expan-
sion of the tax base because of a revaluation of foreign currency balances held
by companies. But these were temporary factors. The 15% increase in PIT rev-
enues in December was primarily due to a rise in public sector wages because
the end of the year is when the regions report on the implementation of decrees.
There is a clear correlation between the increase in PIT revenues and the increase
in regional debt in December, and one explains the other. Moreover, the dynam-
ics of regional budget revenues should be assessed taking account of inflation
(11.4% in 2014): adjusted for inflation, revenues fell in 65 regions.

Despite attempts to optimize regional budget expenditures, it proved impos-
sible to check their growth (+4.6% over 2013, excluding Crimea). Only 17
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regions were able to reduce their spending. The most significant reduction was
in budget support for the economy: cuts were made in 53 regions, including by
23%-38% in Smolensk, Omsk, Belgorod, Ryazan and Amur oblasts, Krasnodar
Krai and Buryatia, and by more than 40% in Chukotka Autonomous Okrug and
Jewish Autonomous Oblast. The total amount of regional expenditures under the
“national economy” item in 2014 remained the same (1.7 trillion rubles, exclud-
ing Crimea), but only because of significant increases in several prosperous
regions: Moscow, Moscow Oblast and Sakhalin Oblast. So far, less prosperous
regions with new processing industries (Kaluga, Kaliningrad and Leningrad
oblasts) are also increasing these expenditures in order to retain investors. The
second vector of optimization is a reduction in spending on housing and public
utilities in half of the regions. The third is a reduction in spending on public
administration (“public administration” item), which has proved to be possible in
18 regions. And the fourth vector is the ongoing reduction in social spending: on
education (in 9 regions, including Moscow), social policy (in 8 regions) and
healthcare (in 3 regions).

In 2014, social expenditures amounted to an average of 62% of total budget
spending in the regions, and in 40 regions this share was significantly higher,
ranging from 66% to 73%. Compared to 2013, there was almost no increase. This
means that the crisis of regional budgets and the need to optimize spending have
accelerated the reduction in the number of social sector institutions and employ-
ment in them that began several years ago.

The imbalance between revenues and expenditures (fiscal gap) in 2014 led to
a regional budget deficit of 469 billion rubles (excluding Crimea). It was some-
what smaller in amount than the previous year’s deficit, but its geography was just
as broad: 75 regions had a deficit (compared to 77 in 2013). In Amur Oblast and
the Udmurt Republic, it reached 21%-22% of budget revenue, and in Magadan,
Kostroma and Novgorod oblasts, Komi Republic and Jewish Autonomous Oblast,
16%-17%. These are mainly medium-developed regions with insufficient revenue
of their own and a relatively low share of transfers: the “middling” regions turned
out to be the most vulnerable. The budgets of Sakhalin Oblast and Crimea (with
a surplus of 14%-15%) and Leningrad Oblast (11%) were doing better.

The total debt of the regions and municipalities rose to 2.4 trillion rubles on
January 1, 2015, and exceeded one-third of the tax and non-tax revenues of the
consolidated budgets of the regions (excluding transfers). In 47 regions, debt
exceeds half of their tax and non-tax revenues. The highest debt-to-revenue ratio
is in Chukotka (125%), in Smolensk and Kostroma oblasts, Republic of Mor-
dovia (more than 100%), in the republics of Karelia and Udmurtia and in the Bel-
gorod, Vologda, Astrakhan, Penza, Saratov and Amur oblasts (80%-96%). In
40% of the regions, large debts are accompanied by a budget deficit. The debt
structure has worsened: the share of commercial bank loans increased from 39%
in the summer of 2014 to 45% by January 2015, while the share of budget loans
at lower interest rates and with extension options fell to 32%. In 11 regions, debt
service expenditures reached 3%-4.5% of budget expenditures (for comparison,
this exceeds total spending on culture and the mass media).



Although the budget situation in most regions is critical and only the wealth-
iest regions—Moscow, the Tyumen and Sakhalin oblasts, and oil and gas pro-
ducing autonomous okrugs—are able to pursue a balanced budget policy, the
federal center, which has largely created these problems, behaves differently than
it did in the 2009 crisis: at that time, the amount of federal assistance increased
by a third, while today no additional federal funds are allocated to resolve the
problems of budget disruption. The amount of federal assistance and its share in
the consolidated budget revenues of the regions have remained stable or have
been declining since 2012.

Federal assistance to the regions is not meant to mitigate the budget crisis,
but reflects the geopolitical priorities of the Russian authorities: support for the
distant Far East bordering on China, for the troubled North Caucasus and incor-
porated Crimea (Table 1).

T a b l e  1

Transfers from the Federal Budget and Population Size 
by Federal District, 2014 (%)

From the end of March to December 2014, Crimea received 125 billion
rubles worth of transfers from the federal budget (7.2% of total federal assistance
to the regions); in 2015, the amount of annual transfers will be at least a quarter
larger. The huge resources allocated to Crimea were not even utilized, and the
budget surplus was 13.4%. In 2014, transfers to the Far East were reduced to 210
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Federal district Transfers Population

Central 17.5 25.4

Northwestern 8.3 9.0

Southern 6.5 9.1

North Caucasian

Of which: excluding Stavropol Krai

12.3

10.6

6.3

4.4

Volga 15.4 19.5

Ural 6.0 8.0

Siberian 14.5 12.6

Far Eastern 12.2 4.1

Crimea 7.2 1.6

S o u r c e: Author’s calculations based on data from the Russian Federal 
State Statistics Service (Rosstat) and the Federal Treasury of
the Russian Federation.



billion rubles (from 243 billion rubles in 2013), and all the republics of the North
Caucasus received a total of 189 billion rubles (in 2013, the figure was 182 bil-
lion rubles). Per capita transfers to Crimea are twice as high as those to the
republics of the North Caucasus. The ratio of transfers to Crimea’s total budget
revenues (80%) is comparable only to those of the Republic of Ingushetia (87%)
and the Chechen Republic (82%), and considering that Crimea is allowed to
keep the whole amount of VAT (which should, according to the law, go to the
federal budget), this ratio is as high as 85%. The ratio for Sevastopol is some-
what lower (70%) and is comparable to that of the Republic of Dagestan. Prior-
ity support for Crimea is actually provided at the expense of other Russian terri-
tories, which worsens their budget situation in the crisis period.

Crisis Decline in Investment and Household Income

Investment began to decline back in 2013 (-0.2%), and in 2014 this decline
accelerated (-2.7% from 2013). Investment fell in half of the RF regions, includ-
ing most regions of the Far East, Siberia and the North-West and half of the
regions of the Central and Southern federal districts. In the South, this is partly
due to the end of the Olympic investment boom. Data for Siberia and the Far
East show that a “turn to the east” is unlikely given the sharp decline in invest-
ment activity. In January 2015, the decline accelerated (-6.3%), so that the num-
ber of regions with negative dynamics will increase. The situation is bad in 24
regions, where investment has been falling for the past two years (these include
half of the regions of the Far East and North-West). The rates of decline (up to
20%-40% per year) point to a severe and long investment crisis in most regions
of the North-West and Far East.

The negative investment trend is confirmed by the slump in construction
(-4.5% in 2014 from 2013). Construction volumes fell in half of all Russian
regions, including almost all regions of the Far East and the Ural Federal Dis-
trict, most regions of Siberia, and half of the regions of the North-West. The
biggest drop in construction was in the Far East (-12%), especially in Primorsky
Krai (-19%), Kamchatka Krai (-26%), and Chukotka Autonomous Okrug (-48%),
and also in the regions of the North-West such as the republics of Komi and
Karelia (-23%-24%) and Arkhangelsk Oblast (-41%).

Household income stagnation began in the first few months of 2014 as a
result of internal problems in Russia. External factors (sanctions, falling oil
prices) only contributed to the negative trend. The decline in real household
income (-0.6% in 2014 from 2013) was due to a sharp devaluation of the ruble
and rising inflation. The biggest drop was in December: real disposable income
fell by 7.3% from December 2013, and real wages by 4.7%. In 2014, real house-
hold income fell in almost 40% of the regions, including most Siberian, Ural and
Northwestern regions and half of the regions of the Central Federal District.
Household income continued to increase only in the regions of the Southern and
North Caucasian federal districts and throughout almost the entire Volga Feder-

SOCIAL SCIENCES10
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al District with the exception of Samara Oblast. The monthly dynamics for
December 2014 (year-on-year) were much worse: real household income fell in
two-thirds of all regions. Given the forecasts for higher inflation in 2015, income
will continue to decline, and this is the most painful trend for the population.

The decline in household income in 2014 did not affect the dynamics of
retail trade: its 2.5% growth was largely due to panic buying in periods of deval-
uation of the ruble. But the increase in paid services in 2014 slowed down (to
1.3%), and in the largest agglomerations of federal cities and the main oil and
gas producing regions with the highest household income their growth was neg-
ative. Higher-income Russians have begun to save on services (rest, entertain-
ment, personal services, etc.), which increases the crisis risks for this sector. So
far this is not a general trend: in 2014, paid services continued to grow in regions
of the Volga, Ural and Southern federal districts with million-plus cities and
cities close to them in terms of population because these regions have lower
household income and a smaller share of the middle class, so that the consump-
tion of services here is lower while the share of inelastic housing and utility ser-
vices and transportation services in the consumption structure is higher. But for
the population of large cities with higher income, a decline in effective demand
for market services is inevitable.

In Anticipation of a Crisis: Industrial Production and Employment

The new crisis differs from previous ones in its effect on industry. In 2013,
industrial production entered a period of stagnation, although in 2014 it rose by
1.7% due to the devaluation of the ruble and slightly more opportunities for
import substitution. There was positive growth in regions of the Far East, South-
ern and Central Russia, and the Volga Federal District mainly owing to manu-
facturing. Negative growth was observed in 16 regions, including Arkhangelsk
Oblast with the biggest drop in industry (-29%) because of problems in the for-
est sector, semi-depressed regions (Ivanovo, Kostroma, Tver and Kurgan
oblasts), and federal cities as the “exodus” of industry from these cities contin-
ued. New auto assembly plants, especially in St. Petersburg, faced more acute
problems in marketing. There was a slight decline in the main oil and gas pro-
ducing autonomous okrugs of Tyumen Oblast.

In December, industrial growth accelerated by 3.9% compared to December
2013 as the sharp devaluation of the ruble and sanctions stimulated import sub-
stitution. But sustainable growth of import substitution requires investments and
technologies (which are unavailable) while the demand for industrial products is
shrinking due to price increases (in industry, there is a large share of intermedi-
ate imports of equipment and components), which will further reduce household
income. In January 2015, industrial production growth in Russia slowed to 0.9%,
and in spring it will probably turn negative. For food-industry and export-ori-
ented natural resource regions, which have benefited from devaluation, the
downturn will be more moderate, while less competitive industries, especially



engineering, will suffer greater losses, as they did in the previous crisis. But the
geographical picture of the crisis in industry is unlikely to be clarified before the
summer and fall of 2015.

The unemployment rate remains minimal for the entire post-Soviet period:
5.2% in the fourth quarter of 2014 and 5.3% on average for November 2014
through January 2015. The situation has worsened in regions of the North-West,
where the decline in industry began back in 2013 (Republic of Karelia,
Arkhangelsk Oblast). Unemployment figures have also risen in a third of the
regions of Siberia and the Volga Federal District, especially in the Mari El
Republic, Perm Krai, Novosibirsk and Irkutsk oblasts, and Altai Krai. This is
partly a seasonal effect: unemployment in winter is always higher. Tensions in
regional labor markets are gradually rising; in 2014, layoffs began at automobile
plants and large engineering works (Tver railcar plant TVZ, Kurgan machine
plant Kurganmashzavod, and others). Significant growth of unemployment will
probably start in the fall of 2015, and until that time various conventional forms
of hidden unemployment (administrative leave, part-time week, etc.) will con-
tinue to dominate.

Apart from the growth of unemployment in industrial cities that is typical of
Russian crises, new risks have emerged. In the event of a long crisis, the incipi-
ent decline in household income and purchasing power will lead to a contraction
of the market services sector and massive layoffs in trade, tourism, banking, etc.
Hidden unemployment is rare in the services sector: as the economic situation
deteriorates, employees are dismissed to reduce costs. Market services are con-
centrated in big cities, which is why the new crisis may lead not just to massive
layoffs, but to long-term unemployment. In addition, employees are being laid
off in the public sector, especially in the social sphere, due to regional budget
problems. This is the first time that the public sector has ceased to be a “safe
haven” for employees since the risk of losing one’s job in this sector is now com-
parable to that of the market sector.

Nevertheless, the new crisis is unlikely to lead to explosive growth of unem-
ployment; this growth is more likely to be creeping. The problem of unemploy-
ment will be mitigated by the specific features of the Russian age pyramid: a sig-
nificant reduction in the number of people of working age and a relatively small
generation of young people entering the labor market. Moreover, about 18 mil-
lion people in Russia are employed in the informal sector, and their number will
increase during the crisis. Another regulator is labor migration from the Near
Abroad (countries of the former Soviet Union), which may decrease although so
far there are no obvious changes.

Regional and Center-Periphery Dimensions of the New Crisis

Statistics show that the new crisis is developing along an unusual path. It
began in 2013 with a disruption of regional budgets, a decline in investment, and
stagnation of industrial production and then of household income due to internal
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development barriers. By the end of 2014, the impact of largely external factors
led to a devaluation of the ruble and a sharp rise in inflation and prices, entailing
a decline in household income and purchasing power (the problems of the bank-
ing sector in the regions are beyond the scope of this article). So far there is no
significant deterioration in the dynamics of industry or the state of the labor mar-
ket in the vast majority of regions. This is apparently due to the delayed effect of
the ongoing decline with ambiguous dynamics (Table 2).

T a b l e  2

Regions with Negative Dynamics of Key Indicators in 2014 and 

High Levels of Deficit and Debt

(% of total number of regions in federal district)

A comparison of the crises of 2009 and 2014 shows the main differences
between them. First, the Russian regions have entered the acute phase of the new
crisis with unbalanced budgets and huge debts. Second, the risk of job losses in
the sector of market services and the public sector is higher. And third, the
regions cannot count on support from the federal budget in amounts comparable
to those of 2009, when transfers to the regions were increased by a third. The
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Budget deficit in excess of 2% 83 82 100 86 100 50 83 78

Debt in excess of 50%* 72 64 50 71 64 0 50 44

Investment 50 55 50 27 38 33 58 66

Construction 28 36 50 29 29 83 66 89

Household income 56 55 0 0 7 67 75 33

Industrial production 22 36 0 28 7 50 17 22

Unemployment rate** 5 18 0 43 21 17 25 0

* Of tax and non-tax budget revenues.
** A rise in unemployment by more than 1 percentage point (data for the North Caucasus
are the least accurate).

S o u r c e: Calculated based on data from Rosstat and the Federal Treasury of 
the Russian Federation.



new crisis cannot be “quenched” with money because there is less money than
before. In 2015, federal budget revenues will fall, and the government has taken
a decision to cut spending by 10%, which will lead to a reduction in transfers to
the regions. They will have to adapt to these changes by reducing budget spend-
ing and employment in the public sector.

The great inertia of the Russian space affects the course of the crisis. Its
regional picture is still unclear and will not clarify until mid-2015, but the Russ-
ian South with its higher potential for food import substitution is doing better
than the North-West, East and Ural. In the Central and Volga federal districts, the
crisis is still less pronounced, although they include a larger number of uncom-
petitive regions specializing in engineering and textiles. Special note should be
taken of regions with an active investment policy which have invested public
funds in the development of infrastructure in order to attract investors: Kaluga,
Kaliningrad, Ulyanovsk, Belgorod and other oblasts. The price they have paid
for their success is an increase in the debt burden on their budgets. The crisis will
not allow these regions to pay off their debts; they will find it difficult to attract
new investors, and without investment it is impossible to increase budget rev-
enues. Investing regions have become hostage to the federal policy that provoked
the crisis; they face a high risk of a debt crisis coupled with a rise in unemploy-
ment.

There is reason to expect that regions with export specialization (metallurgy,
mineral fertilizers) will go through the crisis with fewer losses because the two-
fold drop in the value of the ruble has reduced costs for export companies. The
situation in the main oil and gas producing regions is not as clear: large compa-
nies have a safety margin even with low oil and gas prices, but the budgets of
these regions may suffer from a decline in profit tax. Household income will also
fall significantly due to a reduction in the variable part of wages (allowances,
bonuses), whose share in export industries is at a maximum. But even in the case
of a prolonged recession, developed regions, especially with a diversified eco-
nomic structure, will be more stable.

Problems are very likely to occur in the Far East, where investment and
income are falling faster than in other regions. The previous crisis had almost no
effect on the regions of the Far East because of an increase in federal transfers
(most of these regions are more heavily subsidized) and investments by the state
and state-owned companies in the construction of the eastern oil pipeline and the
preparation of the Asia-Pacific Economic Cooperation (APEC) summit.

For less developed republics with the highest level of transfers, the main risk
is a reduction in assistance from the federal budget. But troubled republics will
probably be the last to have their transfers reduced since it is necessary to main-
tain employment in the public sector, which is extremely important for political
stability given the minimum number of other jobs in the formal sector of the
economy. Considering that a large part of the population is employed in the
informal economy, the main problem will be a decline in income and not in for-
mal sector employment; income will also decline due to reduced labor migration
(work away from home) from the republics of the North Caucasus. The share of
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the shadow economy will increase, and survival strategies based on inter-family
support and income from household plots will help to ride out this crisis. Such a
model of adaptation to crises is typical of less developed regions with stronger
barriers to development.

The length of the new crisis will have an effect on its center-periphery
dimension. Let us start with the periphery, which includes an aging rural popu-
lation and residents of small towns. Peripheral municipalities are heavily subsi-
dized, but even with a reduction in financial assistance they will be able to per-
form the few remaining functions that have not yet been transferred to a higher
level of government: the regional authorities. The reduction in public sector
employment has already been underway for several years, which is why it will
not lead to protests, while pensions are regularly indexed to inflation. People liv-
ing in peripheral Russia will have to rely, as in the 1990s, on subsidiary farming,
extra jobs and assistance provided by pensioners to relatives of working age. The
population of the periphery has retained its traditional models of survival and
self-sufficiency and will use them even more actively during the crisis.

The risks for medium-sized towns and cities depend on many factors. It is
generally believed that industrial towns, especially single-industry towns, are
particularly vulnerable. This is hard to deny, but much depends on the quality of
industrial assets, global market prices and demand for products, and on the geo-
graphical location of these towns. As in previous crises, the risks of unemploy-
ment are higher in towns with less competitive textile and engineering special-
ization. They will go through the new crisis according to a model that is close to
previous ones: with a significant decline in industrial production and a rise in
unemployment (at first hidden). People working in industry are prepared to
endure long periods of downtime in order to avoid losing their jobs. To restrain
the growth of open unemployment, the authorities have already learned to nego-
tiate with business and to use active forms of support (public works, etc.). The
budget funds appropriated to support employment under the anti-crisis program
for 2015 should be sufficient.

It is more difficult to predict the consequences of the crisis for medium-sized
towns and cities that have almost lost their industrial functions but have retained
the functions of local services centers: they have a higher share of public sector
employees, more developed small business, and various forms of temporary
labor migration to other areas (shift work, seasonal employment, etc.). Given a
simultaneous reduction in public sector employment due to the optimization of
budget expenditures, bankruptcies among small businesses due to a decline in
effective demand, and a reduction in labor migration due to lower demand for
labor in other regions, job losses in these towns may be as significant as in indus-
trial centers. Federal support for such towns functioning as local centers is
unlikely to be significant because heterogeneous groups of people who have lost
their jobs have a low level of social capital and cannot coordinate protest actions
in contrast to workers laid off from large industrial enterprises. The main sur-
vival strategies of people living in medium-sized towns and cities include an
expansion of subsidiary farming, extra jobs and growing social apathy.
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The crisis will be worse for the largest cities with the most developed mar-
ket services sector and a significant share of the middle class. Most residents of
large cities are employed in the services sector (in Moscow, 78%), and small
business is also concentrated in these cities. The devaluation of the ruble, sanc-
tions and reduced oil rents will hit hardest at the services sector. A contraction of
its market part may last for a long time due to a decline in household income and
purchasing power, while employment optimization is underway in its budget
part. Previous crises have shown that federal cities, million-plus cities and other
major regional centers have the most diversified labor market, so that the risk of
higher unemployment in these cities is lower. But today this risk is rising because
of the length of the new crisis: it will probably be impossible to wait out six
months or so, as in the winter of 2008-2009, and “white collar” unemployment
will increase. Many will have to agree to lower-paid jobs, which will lead to a
significant decline in the living standards of the educated population of the
largest cities belonging to the middle class. For Moscow, another negative factor
will be a reduction in the inflow of migrants, who rent housing in the capital. The
“grey” rental market, which enables many Muscovites to earn significant infor-
mal rental income, will shrink. Moreover, the population of the largest cities used
to consume more imported goods and foreign services (recreational, entertain-
ment, educational, medical), so that for them the devaluation of the ruble is par-
ticularly painful.

The crisis may not only lower the living standards and worsen the con-
sumption structure of a significant part of the population of Moscow, St. Peters-
burg and other major Russian cities, but also change the way of life: development
strategies will be replaced by previous survival strategies. This is not simply a
reduction in living standards, but a negative transformation of the way of life
leading to a sharp drop in the level of social well-being. Educated people in large
cities have more opportunities and resources for adaptation, but a combination of
the political situation in the country and economic losses will lead to increased
apathy and “internal emigration,” as was the case in Soviet times. Some of the
most competitive and active people will actually emigrate, and once again Rus-
sia will be losing human capital.

Are the Anti-Crisis Measures Adequate?

An analysis of the initial stage of the crisis, its trends and risks from a terri-
torial perspective allows us to assess the state’s readiness to address these risks.
In January 2015, the government published its anti-crisis program, which con-
tains measures designed to support the regions.

n First, it is planned to restructure the debt of RF subjects. The government
has allocated 160 billion rubles to convert part of bank loans to budget
loans, which have lower interest rates and are easier to extend. This will
reduce some of the tension associated with the repayment of the huge



Regional Dimension of the New Russian Crisis 17

debt owed to commercial banks by the regions and municipalities (1,070
billion rubles at the beginning of 2015), but does not solve their prob-
lems.

n Second, the authorities are preparing for a rise in unemployment. The fed-
eral budget for 2015 provides for additional appropriations to support
employment: subsidies for employment promotion measures (52 billion
rubles) and additional subventions for the payment of unemployment
benefits (30 billion rubles). This money should be sufficient: in 2009-
2010, subsidies amounted to 36-38 billion rubles, and additional subven-
tions, to 40-50 billion rubles. Evidently, the federal authorities believe
that the need for employment promotion will be comparable to that of the
previous crisis (adjusted for five years of inflation), while job losses will
be less massive, which will reduce the need for benefits. The govern-
ment’s estimates can be verified only empirically: by the dynamics of
unemployment.

n Third, the government has developed measures to support small business.
The regions are requested to significantly reduce taxes payable by small
businesses to regional and local budgets. The overall share of small busi-
ness taxes (on total income) is not large (less than 4% of budget revenue),
but in Kaliningrad Oblast it is twice as high (8%); small business taxes
are also important to Krasnodar Krai and Kostroma Oblast (7%) and to
Vladimir and Kirov oblasts (6%). These regions have something to lose
considering the budget disruptions and huge debts. In fact, the federal
center is once again shifting the costs of its decisions to the regions, as
was the case with the implementation of presidential decrees. Support “at
the expense of others” as proposed by the federal authorities may com-
pound the budget problems of many regions.

These measures can also be viewed from a different angle: can they counter
the crisis that has started in Russia? To end the budget crisis, these measures are
clearly insufficient. The RF Ministry of Finance has made budget loans condi-
tional on cuts in regional budget spending even though the regions have to
implement the presidential decrees. Unless this Gordian knot is cut, the budget
crisis will worsen, including due to a drop in budget revenues under the impact
of the crisis. The risks facing industrial cities are clear: a decline in production
and a rise in unemployment; employment promotion measures were developed
and tested during the previous crisis and are generally adequate. But as regards
new risks such as a steep and long decline in the services sector particularly
affecting large cities, the authorities are not prepared to address them: measures
to support small business are difficult to implement because of budget problems
in the regions and cities, while standard employment promotion measures are
not really suitable for service sector employees. The best decision is to mod-
ernize institutions and reduce the overall administrative and corruption burden
on business.
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Notes

1 Rosstat includes foreign exchange transactions in household income, which is why the mas-
sive purchase of foreign exchange with the devaluation of the ruble that is characteristic of
the capital significantly distorts household income dynamics in Moscow. Due to that, Ros-
stat data showed a big reduction in household income in Moscow in the fourth quarter of
2008, as well as a decline in household income across Russia in that period.
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