
Introduction

The Russian economy is experiencing a period of profound structural transformations related to the formation of a principally new economic model. Undoubtedly, the successful continuation of reforms is linked with profound qualitative changes in the sectoral and technological structures of production initiating adequate transformations in the investment and labor potential of the Russian society. The analysis of the dynamics of general economic indicators in Russia and individual regions over the last decade was the starting point of this study. Basing on the generalization of statistical data and the results of reviewing literature on the question structural shifts in GDP, industrial production, and investment in fixed assets were studied. The dynamics and structure of social and economic indicators was studied across sectors of the economy and Russia’s regions. An evaluation of structural shifts over the period of transition shall be addressed very carefully, since this process is characterized by volatile changes in relative prices and their significant differentiation across regions. The analysis of changes in the macroeconomic proportions of the Russia’s economy permitted to reveal a number of key factors significantly affecting the nature and dynamics of transformational shifts at all levels of the hierarchical structure of the economy. The study of general trends of development of the Russia’s economy contributed to deeper understanding of the role played by individual territories and subjects of the Russian Federation, and their contribution to gross regional product (GRP), and allowed to define more clearly the specifics of investment policies.  

It should be noted that long cycles (over 5 years) that clearly manifested themselves in Eastern European countries and in China were less visible in the USSR. Nonetheless, they did exist. As concerns the cycles related to the length of periods of planning, five- and three-year fluctuations were merely notable.

Economists often attribute the planning of capital investment to pluses of the socialist system, while more experienced experts are aware that this is one of the most difficult and inefficient areas of planning. The reason for that is a considerable difference between plan and reality which arises inevitably due to differences between planned and actual costs and timing, as well as because of existence of investment cycles, delays with decision making, arising of non-planned investment projects.

It was Soviet economist Feldman, whose model had been published yet in 1928
 who was the first economist who paid his attention to the fact that a rapid economic growth needs a certain correlation between industry branches that produce consumer goods and those producing production means. Feldman’s two major outputs concern, first, correlation between the capital stock in the noted two sectors of an economy, and, second,- correlation between investment in them.

The first conclusion proceeded from the model was that to secure a maximal economic growth one needs the share of investment in the production of production means to be higher than the share of investment in the sector producing consumer goods. The other conclusion is that to ensure development of the two-sectoral economy along a stable path one needs to invest in these sectors in the same proportion as the one related to capital stock in them. So, the planning agencies face a challenge of regulation of correlation between capital and output and between capital stocks in industry branches.

The difference between investment in the two sector of the economy is that capital investment in the production of production means allow increase in the output of capital goods for the sector producing consumer goods. This creates possibility for growth in the economy on the whole, while investing just in the latter sector would allow just an expansion of output of consumer goods. It should be noted, however, that this theory is correct only providing implementation of prerequisites implying the same length of implementation of investment projects in the both sectors, equipment can be used indefinitely and the correlation between output and capital is always the same. Should these prerequisites be broken, the conclusions of the theory can change for opposite ones.

Naturally, the division of an economy into two sectors is a very rough picture of the reality. Macroeconomics analysis was further developed in this respect by Leontieff who introduced multi-sectoral models (inter-sectoral balance models). An important output from these models became setting correlations between growth in an economy on the whole and growth in relative output in single sectors.

Numerous papers dealt with the discussion of what could have served as an explanation to this particular phenomenon (Olivera 1960, Lange 1961, Goldmann 1964, Goldmann and Flek 1967, Eckstein 1958, Bajt 1971, Soos 1976)2.

It appears sound that it is something like political trade cycle (analogue to the classical theory of fluctuation of employment and output in capitalist economy (Kalecki, 1943) that implies reaction of political authorities to economic situation in a country) that constitutes the main reason for long investment cycles in socialist economy.

In the event of a favorable economic situation (huge harvest, overfulfillment of plan, positive trade balance, the use of earlier utilized materials) economic growth accelerates. This causes optimism in the bodies responsible for political decision making. They begin to demand for increase in planned growth indicators and in the share of investment in the national income. Numerous giant investment projects are launched, and the economy’s structure changes, however, all this happens until the moment when the current economic policy begins to bring about negative effects. Increase in investment in the sectors producing capital goods leads to growth both in their output and employment, thus diminishing employment in the sectors producing consumer goods and food stuffs. The output of the latter sectors becomes insufficient. The simultaneous start of a big number of investment projects results in shortages of materials and qualified personnel needed for their successful completion. As a result, long-lasting construction objects arise, while the overall efficiency of capital investment is falling.

Decline in the economy starts with a fall in labor productivity affected by drop in consumption and overall production disorganization, when production cannot reach the objectives planned during the period of rise. Naturally, the authorities respond with changing their economic policy, which implies decrease in the share of investment, while the resources that used for investment purposes are forwarded to the projects whose completion become possible within a reasonable timing. Planned growth indicators fall too and become easy to achieve, which becomes the source for the beginning of the next cycle.

The USSR was less susceptible to the influence of exogenous factors (state of affairs in the foreign trade area, agricultural output) than other socialist countries, which may serve as a possible explanation as to why in the USSR the note cycles did not manifest themselves so distinctively.

The basic goal of our project is to analyze development of investment processes in the Russian economy cross-regionally and, in particular, to study a specific investment behavior of Russian regions and reveal the major factors characterizing a type of a region in terms of the investment behavior, as well as research the institutional factors and restraints on the investment activities of the Russian companies.

The research methodology is built around a qualitative analysis of the character and dynamics of investments in the Russian economy as a whole and regionally, of differences at a regional level and theoretically substantiate the hypotheses that account for differences in the investments processes across regions on the basis of micro- and macroeconomic approaches. The empirical part of the project consists in an econometric test of the hypotheses through the use of both the intermedium and panel methods of evaluation.

The paper is made up of four chapters and one appendix. analyzes the dynamics of investments in the Russian economy in 1992-2000, formulates periods of the investment process and their characteristics in terms of development of the Russian economy and interaction of the real and financial sectors, the economic policy and external factors. As a special entry, we study a regional structure of investments and try to establish interrelation between the structure of the regional economy, economic policy of regional authorities and a character of the investment processes across the regions (investments in the fixed assets, allocation of the investments across the types of sources and foreign investments).

Chapter 2 is devoted to a qualitative test of hypotheses concerning the reasons and factors influencing the interregional differences in the character and dynamics of the investments. It also gives a methodological description of investment statistics as applied to the economy of Russia.

Chapter 3 investigates an impact of the institutional factors on the investment activities of companies and investment attractiveness of the regions in general, development of regional bank systems, given the use of various instruments of the regional economic policy.

Chapter 4 deals with the character of investment behavior of various Canadian regions and summarizes the empirical and applied papers devoted to the study of investment policy across Canada. In particular, special emphasis is made on the impact of geographical and economic-political factors and the role of the national policy in stimulating investments at a federal and provincial level.

The appendix lists the data characterizing the development of the bank sector across the Russian regional entities.




� Ellman (1979)


2 Mathematical models of such cycles can also be found in Simonomits (1992)
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