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Russian macroeconomic growth in the transition era is analysed across federal districts
using a neoclassical production function often found in studies of Soviet-era economic
growth. An adjusted capital stock series for Russian regions is created and used in the
aggregate production function for 1995-2003 to analyse growth across the 11 federal
districts in Russia. Federal district output growth is found to be explained well by
neoclassical growth theory, indicating that poorer regions may converge to richer
regions, thereby strengthening the Russian Federation. Federal districts also have high
capital/labour ratios, suggesting that expanded regional domestic and foreign invest-
ment across Russia in the future will enhance growth.

While economic growth in the former Soviet Union (FSU) was often measured using
Solow’s standard growth accounting framework, the growth of the individual 15 former
Soviet republics was analysed to a much lesser degree. With the collapse of the Soviet
Union, studies of the 15 newly independent former republics have increased but rarely use
the production function framework employed to measure Soviet economic growth with
few exceptions (e.g. Kushnirsky 2001). Recent work by Izyumov and Vahaly (2008)
expands this literature and provides an adjusted capital stock series for each of the 15
former Soviet republics for 1991-2005 in the spirit of ‘adjusted’ net national product series
developed by Bergson (e.g. Bergson 1989) and others during the Soviet era. Their work
also adds to aggregate capital stock estimates used to compare market and planned
economies (Moroney and Lovell 1997) as well as many countries with their institutions
(Adkins et al. 2002). While some scholars believe the lack of regional capital stock data
requires other methods to examine regional growth in a transition country (e.g. Ahrend
2005, 2008), adjusted regional capital stock data exist for large transition economies such
as China (Wang and Szirmai 2008) and have been found to be useful in examining regional
growth there (e.g. Perkins and Rawski 2008). Though analysis of Russia’s regions has
considered shock therapy vs. gradualism (Popov 2000, 2007) and inequality (Dolinskaya
2002, Solanko 2008), a production function approach to regional growth has been
hampered by the lack of regional aggregate capital stock series, which is a problem not
unique to Russia.

The purpose of this article is to create an adjusted capital stock series for Russia’s
regions and to examine federal district economic growth using the production function
method that has been used for decades at the Russian national/republic level (Weitzman
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20 G. Brock

1970, Bairam 1987), single regions and raiony (e.g. Brock 1993, 2002) and even within a
single city (Brock 1995) in the FSU.

Administrative areas above the level of the 89 ‘subjects of the federation” or simply
‘regions’ have a long history in Russia. Khruschev implemented a sovnarkhoz reform in
the late 1950s in an attempt to go around the vertical line ministries by empowering some
regions more than others. With his ouster, regions (oblasti, kraya, republics) lost
importance until the late 1990s when presidential representatives were assigned to oversee
federal districts (FD), in part to better control elected regional governors who had
increased regional power. Until recently, Russian statistical handbooks divided Russia into
these 11 federal districts — North, North-west, Centre, Volga-Vyatka, Central Black Earth,
Volga, North Caucasus, Urals, West Siberia, East Siberia and Far East. Cut off from the
rest of Russia, Kaliningrad oblast’ is listed separately but placed in the North-west district.
These federal districts were merged again for political reasons into seven federal okruga
by President Putin, though by now the regional governor issue is resolved by appointing
rather than allowing elections for the post. We will use the older, 11 districts plus
Kaliningrad division as this allows historical comparison and more detail.

When the adjusted regional capital stock data are aggregated at the FD level and
compared with Soviet era data on FD capital stocks over a 30 year period, the FD capital
shares remain fairly constant except for two shifts toward energy rich Western Siberia, in
the late 1970s and around 2000 (Table 1).! Despite foreign direct investment (FDI) and
domestic investment, the FD capital stock shares’ consistency suggests that the Soviet-era
macro economy has not fundamentally restructured away from energy sector-led growth.

Table 1. Regional captital stock shares.

Eral district 1972 1985 1990 1991 1992 1993 1994 1995
North-west 11.1% 11.2% 109% 109% 108% 112% 10.3% 9.6%
Centre 17.0% 182% 17.7% 17.6% 17.5% 185% 16.7% 15.1%
Volga-Vyatka 4.5% 4.9% 4.9% 4.9% 4.6% 4.4% 4.6% 4.4%
Central Black Earth 4.1% 4.9% 4.7% 4.7% 4.9% 4.6% 5.4% 4.2%
Volga 16.7% 11.6% 11.4% 11.4% 109% 10.8% 10.8% 11.8%
North Caucasus 7.1% 8.4% 8.3% 7.9% 7.9% 7.7% 7.5% 4.8%
Urals 157% 13.7% 13.4% 132% 133% 133% 135% 16.8%
West Siberia 97% 123% 144% 147% 157% 152% 16.6% 17.8%
East Siberia 8.1% 7.1% 7.0% 6.9% 6.8% 6.5% 7.5% 8.7%
Far East 6.1% 7.3% 7.5% 7.3% 7.0% 7.1% 6.7% 6.4%

1996 1997 1998 1999 2000 2001 2002 2003

North-west 10.8% 104% 104% 10.6% 10.2% 9.7% 102% 10.7%
Centre 187% 192% 20.5% 21.4% 204% 199% 19.6% 21.9%
Volga-Vyatka 4.7% 4.7% 4.7% 4.7% 4.4% 4.1% 4.3% 4.0%
Central Black Earth 5.3% 5.0% 4.9% 4.9% 4.6% 4.3% 4.2% 4.0%
Volga 11.6% 11.0% 11.1% 11.1% 11.1% 105% 10.7% 10.6%
North Caucasus 7.5% 8.2% 8.0% 7.7% 8.2% 7.7% 7.4% 7.0%
Urals 139% 13.7% 13.4% 13.6% 13.5% 132% 132% 12.5%
West Siberia 139% 14.0% 14.6% 13.1% 147% 183% 188% 17.5%
East Siberia 6.9% 7.0% 6.8% 6.5% 6.2% 6.0% 6.1% 5.7%
Far East 6.8% 6.7% 6.1% 6.5% 6.6% 6.2% 5.7% 5.9%

Note: No estimate for Kaliningrad oblast’ capital stock is available for 1972 so this region is excluded. In this
table the North-west FD includes the North FD.
Sources: Gillula (19981, p. 18), Regions of Russia, Goskomstat (various years).
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These data support the idea that there was and perhaps still is little overall
technological progress in the Russian economy, perhaps owing to institutional factors
locked in from the planned economy era (e.g. Narula and Jormanainen 2008) or simply
procrastination because of temporarily high energy prices until very recently.

The first section describes the input/output data. Next we outline the production
function methods. Then we discuss the results. The final section concludes.

The data

The capital stock series begins with the all-Russia capital stock series presented in [zyumov
and Vahaly (2008). They adjust the official capital stock series for inflation and depreciation
using investment flows. We take their annual adjusted all-Russia capital stock number in a
given year and create region-by-region capital stock numbers for that year by using the
official oblast’ capital stock shares reported by Rosstat (Regionii Rossii various years) to
approximate the true but unknown regional capital stock. A similar approach is adopted by
Moroney (1990) at a more aggregate level for the USSR to adjust for inflation and
depreciation in the series. The use of such an adjusted series is similar to the US experience,
where capital stock series for individual states also require various assumptions and
adjustments as no official series exist. Once the US series were developed, state level
economic growth analysis using an aggregate production function was possible (e.g. Holtz-
Eakin 1993, Crain and Lee 1999, Mulligan and Sala-i-Martin 2000, Sharma et al. 2007).
Derived physical capital stock data are also used in the general economic growth literature
with a relatively new series for countries developed by Dhareshwar and Nehru (1993) being
widely cited (e.g. Benhabib and Spiegel 1997).

Unlike these country studies, a region by region capital stock series for Russia needs
only to be calculated back to 1994 as regional output series for Russia (gross regional
product, GRP) are available only from 1994.> The GRP data series are adjusted for
inflation using the official regional consumer price index series which, because of Soviet-
era pricing controls, is also available only back to the early 1990s. The labour input is the
number of economically active workers series found in the regional data handbooks of
Roskomstat. The three series can then be used as inputs and output in a traditional
production function analysis.

As regional output growth in the transition era has been well studied (e.g. Popov 2000),
along with the impact of the declining population and labour force (e.g. Andrienko and
Guriev 2004), we focus immediately on describing regional (oblast’) capital stock growth.
Dividing the overall time period (1995-2003) into an early (1995-98) and a late (1999—
2003) period separates the data at the natural break of the 1998 financial crisis. Capital
stock growth was generally negative in both shorter periods as well as overall across
federal districts and the nation (Table 2). The North, North-west, Volga-Vyatka, Central
Black Earth, Volga, Urals, East Siberia and Far East FDs and Kaliningrad oblast’ had
consistently negative growth. The Centre, North Caucasus and West Siberia FDs had at
least one period with positive growth, but only the Centre had positive growth overall.
These descriptive results are not surprising given that the Centre includes Moscow city and
Moscow oblast’, which received most foreign and domestic investment during this period.
Only these two regions have consistently positive capital stock growth. West Siberia and
to a lesser extent the North Caucasus are important militarily and with energy resources,
which are the two biggest investment sectors. The Tyumen region swings from negative to
positive by a huge 20%, reflecting the immense importance of the oil and gas industry in
this large region. Interestingly, El’tsin’s home region of Sverdlovsk has positive capital



CPCE 453021—6/1/2010—MADHAV ANS—357906—Style 1

G. Brock

22

LE9 ¢ 4! 1240 881 3 8L'T — 0SC— 06'0— yseanyp
8L'8 (44 YTol 69°0— 0’1 T — 80— el — SIo— BAPION
6L'S £€e€'C Iror 00— 9T'C S6'C— yee— 86'L — Ly'e [3-K1eN
119 9T’e 89°6 1ro— ST €LT — 98°C — I8y — €0 — eyjekA-e3[0A
So°L 9 80'8 61'0— 123! 12X % 9T0 6v'C— ILe [AB[SOTB X
[’ LTy L9°01 €6°0— L00— 10C— Y6'¢ — 889 — 8C0— e[nL
L €9y Sy Ol 0L°0— 10°0 651 — 10— 0TS — 99 IOAL
90°L (89 988 00 050 S0— 60°¢— 887 — 80— Jsusfowrg
L6°S 90°L 09y SLO— 88°0 8LC— 86°0— o'l — 8¢0— uezeky
601 69°L L6V 620 L6'1 [4 0 19°¢— 1LT— €C6— [#10
YI'TT 0Ly 6161 LEO ¥0'C €L — Ll 8I'1 6¢'C 1Se[qO0 MODSOTAI
1891 06° 1T 96'CC 19C 88°¢ €01 W'Y 86°C L MOOSON
€Cs [ SL'6 80— €€0 LT — €5'0— (4% 2 e BUIONSOY
90°L 6v'L 9 S0°0 So'1 S6'1 — Yol — YTs— 80°¢ e3nyey|
L8V gee €59 90T — 6v'0— 6L1 — &S — '9 — o'y — OAOUBA]
$6'9 9% 1240 0 — S6°0 96'[ — 6¢C— Y0'S — 60 ATWIPBIA
LES STy LL9 9¢'0— L0 691 — 96'C— 006 — 6SY ysuekig
el pe6 €€°81 SLO 80°C °6°0 — (4! LT0— IL'e ANud)
LY'6 vT6 9L'6 §S0— 1T0 6Vl — ol'e— €LS— ¥0°0 AOYSd
ITI1 79 LI'LT €00 0s0 cro— L6'C— 9T — 98¢ — POI0SAON
[4: x4\ 6L01 9¢° Sl 050 Lyl 10— geo L9°0— €91 pessuruoy
08CI v6'L L8'81 €0 091 YTl — 69°0— (4 160 — 3Inqs1a1ed 1S
1€°CI 48] 09°LT 870 SE'T SO'T— 80— €' — LYo — ISOM-ION
Sv'e SEC— 0L°01 68l — €L0— €ee— S6'v— 16°¢— L9 — JsueliLnAl
90°01 8C0I 8L'6 900 — 90 6'0— LY'C— LY0 SIo— ep30[0A
€re 9v'8 96°6 SLO— €0 0rec— L6°0— Y0 — 681 — NS[RSUBRYIY
90°L 68'C Ieelt Yo'l — 00 Is'¢— ¢so €0 ¥6°0 o3|
6v'9 €9°L 90°¢ 70— 10°0 ¥6'0 — o'y — we— L8S— Bl[aIe}y]
LSL sSs 441! €6'0— 01°0 - IT'C— 660 — €9°¢€ — IoN
pveor yo°L Il 870 &'l II'L — 6Vl — 09°1 — SET— BISSIY
€00C—5661 €00C—6661 865661 €00C—S661 €00C—6661 86—5661 €00C—5661 €00C—6661 865661
(d¥D) mdinQo noqe| yoo1s Tende)
*€002—S661 ‘ndno pue Inoqe| ‘Terded Jo yimoi3d [enuue d3eIAY 7 J[qRL

5
159
160
161
162
163
164
165
166
167
168
169
170

171

172

173

174

175

176

177

178

179

180

181

182

183

184
185

186

187

188

189

190

191
192
193
194
195
196



23

Post-Communist Economies

6/1/2010—MADHAVANS—357906—Style 1

€L Sy LEOT 81°0 ! ov'1— €00 67°€— 81t YSAO[PIOAS
L8'S €51 611 50— P10— 66°0— 05T — L0C 178~ wiag
91’8 'S 0S8 v1°0 ! 8F'1 — 19°€ — €CE— $6°€ — ginquaiQ
8¢y 60T STL SE0— 19°0 vST— vET— L8€— Wwo— ueSny
'8 €9°G 8811 200 60 - e— LTS~ 0v'0— ynwpn)
676 6L'S [AR2| $9°0 60T 91T — €Sy — Y19 — 9L — uBIsOLOYyseg
SL'L bE's LLOT o ST'T €TT - 0T — 16T pST— srean
L0'8 «©y LTI 91°0 A Ly1— 867 — 8L°€— 86'1 — A0S0
€L L0T $8°€l $60 61°€¢ 81 — 90t — W0L— 9€'0— jodoianyg
eIl 01’8 sl 8L°0 68'1 09°0— 90T — wT- 00 TepouseIy
Tl 8E'T1 €Ll Wl o't €61 — 8Ll L6'T— P9 ©1195SQ-YHON
w's o1°G 0SZI S1°0 651 651 — N 99t — veT SSONIOYD-OAYORIEY
Rl 8T'L 8°CC 91'C '€ 90 L8€— 619~ L60— Iey[eg-OuIpIRqIRY]
ol 6'81 0g'€l 19 9z'S 6L€ LL'S v9'€ — €S°LI urisae(
LE'S ST — pISI P10 — 80°€ LIy~ 86°€ — €L91 — L6'T1 eAa3kpy
ot 0L9 8EP1 AN 65T IL0— wr- 8I'h— vT0 snseane)) yroN
a 9t — 8’8 P01 — 600 97— SL'S— L8'L— 01'€— ysaoueA[n
€8 w's 61'8 P1°0— 0£0 0L0— A AR ¥ — AOJEIES
€LL 90t 0£CI 920 101 L90— 0L0 90— 6€C eIeureg
68°L 789 176 ¥S0— T0— ¥6'0— 8TT— €9y — 990 eZUag
9€'L 06'S 81°6 $T0 88'1 8L — LOE— vrT— 98¢ — peiSoS[oA
PITT IS'L 89°G1 89°0 T 0S'1— $5°0— 867 — 0SC uRyyENSY
8Tl L69 10T LEO 091 LU~ LOT— 67°€— $S°0— uelsIEIR
61°L o'y 8601 850 — 88°0— 070— 91'L— €96 — LOY — enjAwey
€68 09°s 80°€T S0°0 PO'I 8I'T — €LT— L9T— 950 — e3[0A
$9'6 66 98'6 19°0— 91'C STy — pIE— 896 — €00 Aoqure],
$9°01 LY€l L LSO LIl 810~ ¥8'€ — 8T€— PSy— ysiodry
66'% ¥S0— 0611 §90— 050 60T — 98'9— 59— 6TL— sy
176 86'L LT 000 88'1 SET— 65— 96'S — 687~ YZauoIo A
0S'6 66'S 68°€l SO’ 61°C 8€0— €Cy— 09— 81T~ poio3jog
L0°6 SL'L Lot 80°0 €91 S8'T— SO — ps's — €5°€ — Yy PRI D
L¥'S 6L€ LS'L N 180 LS~ 85°€ — 98t — 86'1 — Po103AON MUYZIN
169 6T 68°11 00 60'T [TT— SIe— 969 — 91 AoIry

CPCE 453021

197

3

Ag) ] o onoon
(o I o HiN e HiNe e IiNe e e NNe\

198
199
200
201
202
203

0

)
206
207
208
209
210

1
212
213
214
215
216

217
218
219
220
221
222
22
224
225
226
227
228
229
230
3
3
3
3
3
3
240
241
242
243
244
245



G. Brock

CPCE 453021—6/1/2010—MADHAV ANS—357906—Style 1
24

701 €6'11 168 780 co'1 650 99°¢ — 650 — 0S'L— persururesy

086 90°6 L0l 9¢C— 8¢°0 Y9 — 96°S — 8¢9 — 1245 ulfeyes
LS9 69'Y 6’8 Svy— Y0°¢€ — 1T9— ¥6'8 — 1220 69°¢ — uepeSeN
00y €09 — ¢S 9l YLl — 010 €0y — SL— 90°6 — 656 — ejeyowed]
0¥'9 LS YTL 60T — 1$0— 08l — L0 — 90— Y0l — mnury
S9'8 8L'1 YTLI 80— 00T 60°¢ — 60'1 o'l — Iy AsAoTeqed]
(44 §C9 £€6°Cl 80— 00— SL'T— 667 — c0¢ 8LEl — IsIowLIq
SL'S SYI1 9¢'T — 91— €€0 €0y — GS¢— w91 - LY Ol — ysimaf
9801 1676 Geel el — I1°0— 80°¢ — 89°0 G811 — 8¢ BUES
L8 8¥'s €8°Cl 0€'T — S0°0 66'C— €8'C— wi— 6S°¢€ — Isey Jeq
or's (45 ves 87 960 — Lyt — 681 — 91l 0L'S— 'O
orL L8'C 8€CI evo— 091 L6'C— €e'g— 176 — 8Y'¢ — SIS
€6°¢ S0°0 6C¢cl 0T0— 8C0— 010— LY — 00'L— 06’ — ysrefouseryy
or's 89°¢ SS'L 80°0 9'C 1re— 68°¢— 8I'y— €Se— BISBYRUD]
90°6 oI'Tl €v'9 €ro— 0T'¢ 8TV — YL'8 — Ll — oL’ — BAN],
80°L 1e8 Y £8°0— [4! SL'E— ¢8C— LTT— LSE— eneding
6¢£°9 8€°C ST'LI 80— wo L6’ — €&y — Yo'y — 08¢ — BLIDQIS Isey
1691 €0yl 1§°0¢ 880 gs'e 0Tl — SI'1 601 8601 — uowmAg,
966 IL¢ LEYI Se0— LSO 0T — 18°¢— 96y — LET— JSWo,
9C01 66'L 60°¢l 61'0— S0 60’1 — L6V — 0r'8 — 89°0— JASWO
88°01 Sy Ol 71l 01°0 el 6l — 9¢C— 9¢°¢ — 791 JSIQISOAON
059 §C9 89 Imro— 9¢0 0L0— e — 16'L— 0¢'l OAOIWD]
0L'L LS9 0re ¥YT0 8Y'1 (45 B 69— [1°01 — 10°€ — ey v
IS11 LT8 LSS 160 S6'1 8¢0— L8L— 9L SE — 66'9¢ doy reiy
LTl Wl pesl 0T0 971 T - 68°0 — ¥0°C 9y — BLIDQIS 1S9O
0€'8 yE'8 §C'8 01°0 LOT 11— 1.1 — 71— 60C— ysutqekayd

€00C—5661 €00C—6661 865661 €00C—S661 €00C—6661 86—5661 €00C—5661 €00C—6661 865661

(YD) mdinp oqe] o038 Tede)

panunuod — 7 Jqe],

— N <t v O > 0
v o N N N N N
[o e BN o NN o\ NN o BN o BN o BN o BN Q]

5
5

246
247
248
249
250
5
260
261
262
263
264
6
266
267
268
269
270
271
272
273
274
7
276
277
278
279
280
281
282
283
284
285
286
287
288
289
290
291
292
293
294

2
2



CPCE 453021—6/1/2010—MADHAVANS—357906—Style 1

295
296
297
298
299
300
301
302
303
304
305
306
307
308
309
310
311
312
313
314
315
316
317
318
319
320
321
322
323
324
325
326
327
328
329
330
331
332
333
334
335
336
337
338
339
340
341
342

343

Post-Communist Economies 25

stock growth while he is president (early period) but swings negative in the early Putin era
(1999-2003). A few regions known for more extensive reforms, such as Yaroslavl and
Samara, behave somewhat differently from the FD of which they are a part, but these are
exceptions. The lack of growth in the Russian capital stock can be expected to have long-
term consequences for productivity and economic growth. Economic growth can be
analysed using the Solow neoclassical model recently applied by Izyumov and Vahaly
(2008).

Methods

The method used to analyse growth has two parts. First, a non-statistical Cobb—Douglas
production function is assumed with ‘a’ as the capital share and ‘1 — @’ being the labour
share; dY/Y, dK/K and dL/L are the average annual growth rates of output, capital and
labour and dA/A is the average annual growth rate of total factor productivity (TFP). The
capital share is assumed to be 0.4 with a sensitivity test done by adjusting the share to 0.3.

dY/Y =a"dK/K + (1 — a)"dL/L + dA/A (1

The production function is used by grouping the regions into the 11 FDs found until
recently in regional statistical handbooks. This first part follows the same method as
Izyumov and Vahaly (2008) and is simply computational, requiring no regressions. The
0.4 capital share is commonly found in studies of developing countries as a reasonable
estimate of capital’s contribution to growth.

The second part is to apply a statistical Cobb—Douglas production function to these
same data using Solow’s standard formulation.® The production function is

La(Y/L); = ai; + by Trend + ¢, Ln(K/L); + ej )

A panel production function is estimated with all ‘i’ regions and ‘t’ years for each FD
separately. ‘Ln’ is natural logarithm and ‘e’ is a classical error term corrected for
heteroskedasticity using White’s standard correction. Within some FDs dummy variables
are used for a few exceptional regions. These are in the, North-west, City of St Petersburg
(the second city) and Kaliningrad (isolated from the rest of Russia); in the Centre, Moscow
city (the first city and the region receiving most FDI in Russia) and Moscow city and
Moscow oblast’ together (a greater Moscow dummy reflecting the fact that the two regions
are closely linked); and in West Siberia, Tyumen (large size and energy resources). This
second part of the analysis uses only the full time period 1995-2003 to capture the most
variation with the sample size similar to that in such studies as Weitzman (1970) and
Moroney (1990). Technological progress or intensive growth is represented by the trend
term, which is expected to be insignificant, reflecting the inability of Russia to achieve
high, intensive economic growth despite reforms. Each of these FDs contains enough
pooled regional data to have a large sample as the transition period is still too short to
permit a region by region analysis using time series only. As most regions are similar to
others culturally and institutionally, dummy variables are used instead of a more complex
institutional difference index more appropriate to comparing across countries. No other
studies that treat the federal district as the core unit of analysis could be found in the
English language literature.
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Results

Real output growth was positive across FDs as the economy recovered from an initial
slump in output following the collapse of the USSR (Table 3). Output also dipped during
the 1998 recession across FDs but recovered strongly thereafter. The capital stock declined
in almost all FDs while labour declined in the early period but then showed mostly positive
growth in the later period. Growth results using the computational method that forces the
capital stock share to be equal to 0.4 indicate that capital never contributed to growth
except in the Centre, North Caucasus and West Siberia FDs (Table 4).* Capital growth in
the Centre was strong enough to yield a positive contribution throughout the entire period
1995-2003. North Caucasus capital stock growth in the early period and West Siberia
capital stock growth in the latter period were not sufficient to prevent negative growth
overall. Labour’s contribution (with a 0.6 weight) switches from negative to positive over
the two shorter periods leading to a mixed impact for the overall period.

Somewhat unexpectedly, the dominant factor in output growth appears to be total
factor productivity (TFP) during the transition period, suggesting intensive rather than
extensive growth. While a similar result across FSU republics was found by Izyumov and
Vahaly (2008) we do not accept their idea that this represents improving capital quality
that is somehow not captured in the capital stock data. A more cautious view of TFP
recalls that Solow’s famous ‘A’ term has also been interpreted as a measure of what we do
not know or cannot explicitly measure. TFP is best interpreted here as a measure of
institutional changes and reforms that enabled the economy to grow after the initial shock
therapy. Regional growth also became labour-extensive in the later period but with little
improvement in technology and the capital stock in most regions. The growth results must
be tempered with two known features of the output. First, some of the output was still
‘value subtracting’ as firms continued to produce output inefficiently as they had during
the Soviet era. Second, low energy prices caused the energy sector to overproduce to
maintain revenue in a period of declining world prices. A statistical production function
now allows us to relax the fixed capital share of 0.4 to see whether the results are sensitive
to the computational approach.

The statistical production function results support the computational results (Table 5).
Except for the relatively backward Volga-Vyatka FD, technological progress represented
by the trend term is positive and significant, supporting the first method’s result of factors
other than capital and labour causing growth. All dummy variables had the expected
positive sign given that these regions are exceptional, though Kaliningrad’s coefficient is
insignificant, suggesting that being physically cut off from the rest of Russia has had no
impact on economic growth there.” Great variation is found in how well the production
function fits a FD, with adjusted R-squares ranging from 0.1 to 0.82.

Setting aside the outlying result for the Volga-Vyatka FD with a low R-squared and
negative capital/labour (K/L) coefficient, the K/L ratio is always positive and significant as
well except for West Siberia FD. A reversal of the negative capital stock growth rates
found in most FDs would increase output. Most regions would benefit from additional
investment to achieve larger capital stocks. Russia needs to expand domestic and foreign
investment outside the greater Moscow area more to improve growth. A neoclassical
production function is a useful method in understanding FD growth and fits some of the
most important FDs (Centre and West Siberia) that have been the recent engines of
Russian economic growth quite well.
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Conclusions

Analysis of economic growth in the FSU using the former republics as the observational
base can be extended within Russia by using the federal districts as the unit of observation.
Neoclassical growth theory using a production function at the federal district level of
aggregation reveals that growth of output following the initial shock therapy was
widespread regionally. Adjusted capital stock series embedded in both a computational
and a statistical production function indicate that many FDs would derive further output
growth from increases in their capital stocks. With the current population decline likely to
continue and any future in-migration by Russians from former Soviet republics being
small, the capital labour ratio will continue to be quite high. Wide variation is found in
production function coefficients at the FD level, suggesting more research is needed to
examine intra-FD economic growth. As the neoclassical model appears to explain FD
growth well, poorer FDs can catch up with richer ones over time with the convergence the
neoclassical theory predicts. Questions such as the future role of FDI, how efficient
economic growth is, and the interaction of existing human capital with labour and physical
capital are left for further research.

Notes

1. Official capital stock data could not be obtained for 2004 and 2005 at the time of this study. The
regions of Chechnya and Ingushetia are never included.

2. Kushnirsky’s (2001) estimates of capital stock suggest that it may be possible to use Soviet-era
regional data to create a capital stock series for both the FD and even regions themselves using
work by Kantorovich and others on Soviet-era capital stock. It also may be possible to build a
measure of aggregate capital stock from microeconomic firm data which were unavailable to
these authors (e.g. see Uzun (2008) for farm capital stock data). However, we leave these tasks for
further research.

3. Most aggregate studies of planned economies (e.g. Moroney 1990) and other studies of market
economies at this aggregate level defend the use of the Cobb—Douglas (CD) functional form
which imposes constant returns as reasonable given that returns to scale arguably have little
meaning at an aggregate level. We find these arguments compelling but also tested Bairam’s
(1987) variable returns production function as a sensitivity test as at least one aggregate study
rejects the CD function in favour of a more general form (Adkins et al. 2002). Results, perhaps
because of some multicollinearity, either yielded no evidence of variable returns or an unrealistic
estimate of the K/L coefficient.

4. Asin Izyumov and Vahaly (2008), changing the capital share to 0.3 does not change the results,
so those results are not reported here.

5. The dummy variable results shown for the Centre FD are for the combined Moscow city and
Moscow oblast’ region. Moscow city only results are similar and available from the author.
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