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COORDINATION OF FEDERAL AND REGIONAL ACTIONS  
OF STABILIZATION POLICY FOR HETEROGENEOUS ECONOMIC AREA1

The purpose of this article is to discuss conceptual approaches to the development of stabilization pol-
icy in federal countries. In this article, the authors have justified the need for a regional component in the 
mechanism of the domestic price level stabilization policy and systemized relevant factors that have a sig-
nificant impact on the spatial outcome of stabilization policy. The article proposes a method of determining 
the spatial zones of high, medium and low “susceptibility” to measures of stabilization policy center, and in-
cludes the following: 1) analysis of regional price manageability background; 2) sensitivity study of the re-
gional banking system to a change in central bank policy; 3) elasticity analysis of the reaction of the popula-

1 © Danilova I. V., Rezepin A. V. Text. 2014.
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tion and business in the region to change the activity of the regional banking system. The authors  have for-
mulated the principles of coordination of actions between the federal center and the regions in the implemen-
tation of stabilization policies that allow to take into account differences between the regions in response to 
the changes made in federal policy. The paper has substantiated the system of performance indicators that 
measures anti-inflationary policy and also takes into account the heterogeneity of economic space of the 
Russian Federation in the context of the “direct” and “conjugate” effects on the central regions. Theoretical 
position application and output indicators, which are outlined in this article allow building a system of co-
ordination and interaction between the federal center and the regions and thus ensuring the effectiveness of 
stabilization policies and non-inflationary development of Russia.

Keywords: stabilization policy, coordination of economic policies, the heterogeneity of economic space; inflation 
targeting

The instability of market systems necessitates 
deepening studies of stabilization of economic 
policy as a deliberate action on mitigation of eco-
nomic fluctuations and maintaining the level and 
growth rate of socio-economic parameters. For 
Russia, which has a complex territorial structure 
as well as high heterogeneity of economic space, 
the stabilization measures of the federal center 
can cause a variety of real consequences. The tra-
ditional direction of stabilization policies aimed 
at cushioning the adverse economic “shocks” in 
the period of the recession crisis, at the level of 
the territories of Russian Federation can lead to 
unplanned changes (decrease of the multiplier 
impact of regulatory instruments, pro-cyclical ef-
fects, and increase of regional differentiation). 
The negative effects of stabilization policy in 
some regions can exceed the benefits of progress 
that was reached in others. Abstracting from the 
differentiation of regional socio-economic condi-
tions explains the poor performance of regulatory 
measures.

In theory, the stabilization policy is the im-
pact of government on economic activity, aimed at 
mitigating the cyclical downturns and the mainte-
nance of socio-economic parameters of the offi-
cial exchange rate at a given level (in terms of GDP 
growth, unemployment, inflation, etc.). The level 
of socio-economic parameters in the framework 
of the official exchange rate is defined as targeted 
guidelines. The long-term focus of stabilization 
policy is to achieve rather sustainable strategic 
options. For developed countries, characterized by 
a stable monetary system and a stable price level, 
the priority is targeting the level of employment, 
and for developing countries — targeting the in-
flation level.

In the works of J. Tinbergen [16], J. Sachs [14], 
O. Blanchard [11], P. Velfens [17], S. Moiseev [5], 
S. Drobyshevskiy [3], J. Alexandrov [1], A. Sukharev 
[8] structural elements of the stabilization pol-
icy were first developed, the general logic of im-
plementing them includes the following steps: 1) 

government choice of the ultimate goal as well as 
a key target for stabilization (GDP, inflation, or 
other), 2) fixation of quantification targets, 3) the 
specification of necessary tools, 4) predicting the 
impact of the chosen tool on the target and defi-
nition of the scope, parameters, and the inten-
sity of the regulatory impact, 5) determination 
of the results and analysis of deviations of actual 
performance from the target, 6) identification of 
constraints and development of corrective meas-
ures to minimize the costs of stabilization ac-
tions. The mechanism of stabilization is consid-
ered aggregated and does not include the trans-
mission of the regulatory impact of the center to 
the regions (territorial units) [4, 13]. However, in 
our opinion, in countries with high heterogeneity 
of economic space, such as Russia, the mechanism 
of stabilization policy is mostly defined by the re-
gional transmission components. With 85 territo-
rial units of Russian Federation that differ greatly 
in socio-economic circumstances, it is reasonable 
legitimately to predict mismatch targets and the 
actual effects of federal stabilization actions at the 
regional level.

In the circumstances of sustainable price back-
ground, which recorded a policy of “inflation tar-
geting” which was implemented in 2003, it is pos-
sible to implement the strategic priorities in the 
Russian part of the modernization and diversi-
fication of the economy, as well as the transi-
tion to innovative development. It is our opinion 
that macro-and meso-economic impact of long-
term non-inflationary rate of development in the 
Russian Federation is primarily determined by the 
formation of the channels of decision transmis-
sion from the federal center to the regional level.

We believe that in the price stabilization mech-
anism structure is appropriate to define federal 
and regional components. Federal component has 
the following regulatory decisions: the choice of 
quantitative parameters of the target, assessment 
of the appropriate tool use limits, generating the 
initial monetary impulse and change the operating 
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parameters of the money market, determining the 
impact of implemented price stabilization meas-
ures in the achievement of the target values of the 
general price increase, adjustment of the Central 
Bank’s actions if needed. Such a set of regulatory 
actions can be explained with the lack of federal 
tools that can directly influence regional price lev-
els, which initially have a significant variation in 
Russia (from 3.7% in the Republic of Ingushetia to 
9.5% in the Magadan region in 2013 years). The 
Russian inflation targeting policy is made through 
the Central Bank of Russia that changes its short-
term interest rates. The variation of parameters in 
the economic space (GRP price forming in differ-

ent territories) depends primarily on the efficiency 
of the transmission mechanism that convert de-
cisions form the federal level to the regional and 
which is able to strengthen or settle the impact of 
monetary control.

Taking the above into consideration, regional 
component of stabilization policy should include 
those transmission mechanisms (“channels”) that 
can define the different susceptibility of the reg-
ulatory impact of the federal center. There are 
a number of “channels” of transmission of the 
Central Bank on the regional economy, namely the 
welfare and its inflation expectations, business 
investment, lending activity of households and 

Federal level

Region 1 

The aggregated value of the target 
in the di�erentiation of price characteristics  

of economic space 

Choice of instruments

The concretization  
of the tactical goals  

(short-term interest rates) 

The de�nition of the target strategy and its 
quantitative values 

(targeted in�ation rate) 

Operational target  
(regional interest rates that 

directly a�ect 
regional banking sector) 

Speci�c regional 
socioeconomic factors, a set 

of regional transmission 
channels and their impact on 

the actual regional sector 

 Outcome  
(the deviation of a price level 
in the Region from the target 

value) 

…  

Operational target  
(regional interest rates that 

directly a�ect 
regional banking sector) 

Speci�c regional 
socioeconomic factors, a set 

of regional transmission 
channels and their impact on 

the actual regional sector 

 Outcome  
(the deviation of a price level 
in the Region from the target 

value) 

Region N 

Operational target  
(regional interest rates that 

directly a�ect 
regional banking sector) 

Speci�c regional 
socioeconomic factors, a set 

of regional transmission 
channels and their impact on 

the actual regional sector 

 Outcome  
(the deviation of a price level 
in the Region from the target 

value) 

Regional level (di�erences in susceptibility) 

Fig. 1. Components of price stabilization policy mechanism
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Purpose: Classi�cation of subjects of the Russian Federation in terms of 
«susceptibility» to measures to maintain the stability of the price of space 

Unit 2
Evaluation of the sensitivity of the 
regional banking system to federal 

decisions 

Unit 1 
Evaluation of 

regional in�ation process control 

Unit 3 
The estimated elasticity of the 
reaction of the population and 

business in the region on 
changes in the activity regional 

banking 

The in�uence of non-monetary 
indicators of components of 
in�ation (in�ation of costs and 
imported in�ation) to the 
regional level of prices: 
• the index of producer prices in 
construction; 
• index of freight tari�s; 
• ratio of the cost of housing 
and communal services; 
• the proportion of the cost of 
imports in total consumption 
expenditure 

Indicators according to the real 
sector of the regional economy 
(public and businesses in the 
region) on borrowed resources: 
• elasticity of consumption 
expenditure in terms of 
consumer credit; 
• the share of consumer loans 
in the expenditure of the 
population; 
• the share of bank loans for 
investment in �xed assets 

Outcome: 
division of subjects of the Russian 

Federation on the degree of sensitivity of 
the regional banking system 

Outcome:  
division of subjects of the 

Russian Federation according 
to the degree of price control  

Outcome:  
division of subjects of the 
Russian Federation on the 

elasticity of response of 
economic agents to changes in 

credit conditions 

Determination of spatial zones of high, medium and low «susceptibility» to the measures of monetary 
policy on the basis of a comprehensive evaluation of subjects of the Russian Federation on the three 

blocks of indicators 

Outcome: Classi�cation of subjects of the Russian Federation in terms of «susceptibility» to measures 
to maintain the stability of the price of space 

Indicators that re�ect the dependence of 
regional banks from federal and external 
resources (resonance parameters on the 
regional economic center solutions) 
• the number of credit institutions which 
have concluded agreements with the 
general credit of the Central Bank of the 
Russian Federation on 1 million citizens; 
• the percentage of credit institutions 
which have concluded agreements with 
the general credit of the Central Bank of 
the Russian Federation; 
• the percentage of loans from other 
banks' liabilities to credit institutions 

Fig. 2. Classification approach on regions of the Russian Federation by “Susceptibility” to measures to maintain price stability

businesses in the region, etc. Our understanding 
of the link between the federal and regional com-
ponents in the mechanism of price stabilization 
background in Russia is formalized in Figure 1.

The identification of two main components of 
price stabilization mechanism defines differentia-
tion of federal and regional factors that determine 
the effectiveness of policies. At the federal level, 
following is crucial: 1) clear definition of target 
priorities and scope of the necessary measures, 

2) ensuring the «transparency» of economic pol-
icy and the fixation point of the targeted parame-
ter, 3) the existence of a mechanism of accounta-
bility for the regulator that goes off the course and 
4) the formation of the relationship between the 
federal and regional levels of the economic system 
(in the case of price management — between the 
federal and regional banking system), 5) elimina-
tion of possible constraints (except price depend-
ence of fiscal and debt problems) 6) stimulation of 
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the domestic demand, 7) presence of the governed 
policy to preserve the competitiveness of markets 
as a condition of bilateral flexibility prices.

While determining the effectiveness of stabili-
zation policies, regional factors are less depend-
ent on the actions of the regional government but 
more influenced by market conditions, which lim-
its their possible adjustment. The susceptibility of 
regions to the center of politics, in our opinion, is 
defined by the following conditions: 1) the degree 
of control of regional price background, which is 
determined by the predominance of monetary in-
flation component, depending on the policy of 
the Central Bank, 2) the value of borrowed funds 
elasticity of the regional banking system of fed-
eral action; 3) level of lending activity of the busi-
ness and consumer sectors in the region. Thus, for 
a price management processes in the federal econ-
omies it is vital to have the proper assessment of 
the susceptibility of regions to measures of mone-
tary control, which is advisable to carry out by us-
ing for the three blocks of the indicators presented 
in Figure 2.

Multivariate classification of regions reveals 
established objective reasons for the low sus-
ceptibility or immunity to the specific subjects 
of the stabilization measures center of Russian 
Federation. In order to conduct the final assess-
ment of the prevailing conditions and spatial 
comparisons between regions so called “consoli-
dated susceptibility factor” is introduced. It allows 
the subjects of the Russian Federation to allocate 
areas of high, medium and low susceptibility zone 
and also to be grouped accordingly.

Block 1. In order to classify subjects of the 
Russian Federation on the basis of the influ-
ence of “unmanaged” background factors of re-
gional price we used indicators that define re-
gional structural rigidity of prices: 1) the share 
of expenditure on imports of consumer spend-
ing in the region; 2) the producer price index in 
construction; 3) an index of freight tariffs; 4) the 
cost of housing and communal services ratio. As 

a result of the cluster analysis based on data for 
2012–2013 we identified four clusters of subjects 
(group A): the subjects of the Russian Federation 
with the highest relative controllability rated 1A 
(27 subject of the Russian Federation, including 
Samara and Tver Oblast), regions with above-av-
erage handling — 2A (16 subjects of the Russian 
Federation, including the Republic of Tatarstan 
and Perm Oblast), 3A cluster regions (15 regions 
of Russia including Moscow, Chelyabinsk and 
Sverdlovsk Oblast) characterized by a high pro-
portion of expenditure on imports, which in the-
ory means low price manageability background 
regulator; 4A cluster regions combined with the 
uncontrolled inflation (22 subjects of the Russian 
Federation, including Tyumen and Kurgan re-
gion). Average values and rankings of the first 
block are shown in Table 1.

Block 2. The following classification of subjects 
of the Russian Federation was identified on the 
basis of regional banking systems depending on 
external resources and sensitivity to stabilization 
measures center which was conducted using the 
following indicators: 1) the number of regional 
credit organizations which have concluded agree-
ments with the general credit to Central Bank of 
Russia; 2) the proportion of such organizations in 
the total number of banks; 3) the share of loans re-
ceived from other banks on the liabilities of credit 
institutions registered in the region. Cluster anal-
ysis identified five types of regions (group B). High 
sensitivity of the banking sector characterized 1B 
regions (25 regions of Russia, including Moscow, 
Sverdlovsk and Chelyabinsk Oblast). Above aver-
age sensitivity — 2B (20 subjects of the Russian 
Federation, including Novosibirsk and Tyumen 
Oblast). Regions with average sensitivity — 3B 
(10 subjects of the Russian Federation, includ-
ing St. Petersburg and Rostov Oblast). Regions 
with below average sensitivity — 4B (17 subjects 
of the Russian Federation, including Moscow and 
Leningrad Oblast). Low — 5B (8 subjects of the 
Russian Federation, including Ingushetia and 

Table 1
Average values for group A clusters

Cluster

Number 
of Federal 
subjects of 
the Russian 
Federation

The Region’s  
expenditure on imports 
share in the volume of 
consumer spending, %

Construction 
manufacturers’ 

price index

Transportation tariff 
index

Housing and 
communal services 

cost factor

Value Ranking Value Ranking Value Ranking Value ranking
1А 27 15,79 1 105,94 1 105,98 1 1,42 4
2А 16 18,42 2 107,36 2 112,83 3 0,94 1
3А 15 31,67 4 109,34 3 106,14 2 1,04 2
4А 22 20,76 3 114,87 4 114,69 4 1,14 3
RF 80 21,90 — 108,30 — 107,50 — 1,00 —
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Arkhangelsk Oblast). Average values of the second 
block are shown in Table 2. 

Block 3. The following indicators were used to 
group the regions in accordance with the reaction 
of the population and businesses in the region to 
change in the lending activity of banks subject of 
Russia (an adaptation of the real sector to the use 
of stabilization policy instruments): 1) the elas-
ticity of consumer spending in terms of credit; 
2) the share of consumer loans in household ex-
penditures; 3) the proportion of bank loans for in-
vestment. Cluster 1C (13 subjects of the Russian 
Federation, including the Tyumen and Sverdlovsk 
Oblast is characterized by significant activity in the 
use of borrowed funds while cluster 2C (21 subjects 
of the Russian Federation, including Republic of 
Tatarstan, Novosibirsk and Chelyabinsk Oblast) is 
characterized by more elastic reaction of the pop-
ulation on loan modifications. Cluster 3C (24 sub-
jects of the Russian Federation, including Kurgan 
and Ulyanovsk Oblast) is determined by the aver-
age values of the comparison parameters. Cluster 
4C includes regions with a weak reaction of the 
population to change of the terms of borrowed re-
sources (22 subjects of the Russian Federation, in-
cluding the Republic of Bashkortostan, Moscow, 

St. Petersburg). Values and rankings of the third 
block are shown in Table 3.

Aggregation of the multivariate classifica-
tion results allowed to offer a quantitative assess-
ment of spatial differences in the conditions of 
stabilization policy implementation or so called 
“consolidated susceptibility factor” in the region, 
which was defined for each subject of the Russian 
Federation on the basis of the amount of value 
ratings assigned in accordance with the ownership 
of the region to certain clusters in three areas of 
classification (Table 4).

Regional “consolidated susceptibility factor” 
is a factor range from 0 to 10 indicates the rela-
tive “sensitivity” of the Russian Federation’s sub-
ject to federal measures of control of the domestic 
price background and allows to compare regions 
by “sensitivity” in terms of higher/lower than in 
other regions or  higher/lower than the Russian 
economy as a whole. Final calculations of “com-
posite susceptibility factor” and the distribution of 
the subjects of the Russian Federation in accord-
ance with their areas of “high”, “medium”, “low” 
susceptibility or “inert zone” are shown in Table 5. 

The proposed classification allows us to iden-
tify the spatial conditions for the implementa-

Table 2
Average values for clusters of group B

Cluster

Number 
of Federal 
subjects of 
the Russian 
Federation

Number of regional credit 
organizations which have 

credit agreements with 
the with the Central Bank 

of Russia (per 1 million 
people)

Share of credit institutions 
that have entered into loan 

agreements with the Central 
Bank of Russia out of the total 
number of credit institutions 

in the region, %

The share of loans  
received from other 

banks in all the liabilities 
of credit institutions 

registered in the region, 
%

Value Ranking Value Ranking Value Ranking
1В 25 5,26 1 92,78 1 4,98 2
2В 20 4,37 2 74,19 2 1,49 3
3В 10 2,16 3 55,08 4 6,62 1
4В 17 1,64 4 59,76 3 0,34 4
5В 8 0,05 5 0,87 5 0,31 5
RF 80 4,20 — 68,34 — 3,17 —

Table 3
Average values for clusters of group C

Cluster

Number of 
Federal subjects 

of Russian 
Federation

Elasticity of consumer 
spending in terms of 

consumer loans in the 
region

The share of consumer 
loans in the expenditure 
of the population of the 

region, %

The share of bank loans 
to investment firms in the 

region’s fixed capital, %

Value Ranking Value Ranking Value Ranking
1С 13 1,011 1 17,36 2 21,07 1
2С 21 1,001 2 19,87 1 6,79 4
3С 24 0,698 3 12,45 3 6,64 3
4С 22 0,418 4 10,32 4 10,14 2
RF 80 0,769 — 14,35 — 8,40 —
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tion of stabilization measures, in particular, the 
fact that the subjects of the Russian Federation 
“high susceptibility” (coefficient — 8–10) have 
sufficiently managed pricing pattern as well as 
the elastic response of the regional banking sys-
tem and the real sector. That means that the pol-
icy conditions in the area of localization of this 
group of subjects potentially determine the possi-
bility of achieving targets. “The average suscepti-

bility “regions (6–7) associated with the presence 
of “barriers” in one of the evaluated areas (spe-
cific in the context of the each specific subjects 
of the Federation), hindering the achievement of 
the desired values. For instance, in the case of the 
Chelyabinsk region such a barrier is the region’s 
high dependence on imported products, in Yakutia 
— conservatism of the population in terms of con-
sumer credit and reference to self-financing in-

Table 4
“Consolidated susceptibility factor” calculation method

Block 1.   
Regional inflation process 

controllability

Block 2.   
regional banking dependence 

system from external resources 

Block 3.  
Population elasticity and behavioral 
responses of firms in the region to 

change the banking activity
Cluster Score Cluster Score Cluster Score

1А 3 1В 4 1С 3
2А 2 2В 3 2С 2
3А 1 3В 2 3С 1
4А 0 4В 1 4С 0
— — 5В 0 — —

Table 5 
Classification of regions by “susceptibility” to measures of center management stability domestic price level in Russia

Susceptibility degree Consolidated  
susceptibility factor Federal subjects of Russia 

“High susceptibility” 
(11 federal subjects 
that generate 14.3 of 
Russian GDP)

10 —
9 Altai Krai, Irkutsk Oblast

8
Komi Republic, Republic of Khakassia, Perm Oblast, Lipetsk Oblast, 
Nizhny Novgorod Oblast, Novosibirsk Oblast, Samara Oblast, 
Saratov Oblast, Sverdlovsk Oblast

“Average susceptibility” 
(30 federal subjects 
that generate 30.8% of 
Russian GDP)

7

Republic of Adygea, Altai Republic, Republic of Karelia, Republic 
of Mordovia, Republic of Sakha (Yakutia) Republic of Tatarstan, 
Republic of Tuva, Udmurt Republic, Vologda Oblast, Kaluga Oblast, 
Kirov Oblast, Kostroma Oblast, Magadan Oblast, Ryazan Oblast, 
Tambov Oblast, Tyumen Oblast, Chelyabinsk Oblast

6

Kabardino-Balkar Republic, Karachai-Cherkess Republic, Republic 
of Bashkortostan, Republic of Buryatia, Republic of Mari El, 
Chuvashia Republic, Krasnodar Krai, Krasnoyarsk Krai, Amur 
Oblast, Volgograd Oblast, Orel Oblast, Smolensk Oblast, Tula Oblast

“Low Susceptibility” 
(26 federal subjects that 
generate 43.4% GDP of 
Russian Federation)

5

Republic of North Ossetia, Trans-Baikal Krai, Stavropol Krai, 
Belgorod Oblast, Ivanovo Oblast, Kemerovo Oblast, Kursk Oblast, 
Novgorod Oblast, Omsk Oblast, Ulyanovsk Oblast, Moscow, St. 
Petersburg

4

Republic of Kalmykia, Kamchatka Krai, Primorsky Krai, 
Arkhangelsk Oblast, Vladimir Oblast, Kaliningrad Oblast, Kurgan 
Oblast, Orenburg Oblast, Penza Oblast, Rostov Oblast, Sakhalin 
Oblast, Tver Oblast, Yaroslavl Oblast, Jewish Autonomous Oblast

“Inert zone” (13 federal 
subjects that generate 
11.5” GDP of Russian 
Federation)

3 Khabarovsk Krai, Astrakhan Oblast, Moscow Oblast, Murmansk 
Oblast, Tomsk Oblast, Chukotka Autonomous District

2 Republic of Ingushetia, Chechen Republic, Bryansk Oblast, 
Voronezh Oblast, Leningrad Oblast, Pskov Oblast

1 Republic of Dagestan
0 —
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vestment projects. Regions with “low suscepti-
bility” (4–5) are limited to two directions of the 
evaluated areas. For example, Moscow is charac-
terized by low controllability of the price process 
because the impact of cost inflation, high depend-
ence on imports, etc. “Inert zone” (0–3) subjects 
of the Russian Federation have the situation that 
is related to the presence of a set of conditions , 
thus blocking the response of the regional econ-
omy on regulatory action center (poor develop-
ment of regional infrastructure credit, the imbal-
ance between the real economy and the financial 
sector and the conservative culture of consump-
tion). Presence of Moscow and Leningrad regions 
in this area can be explained by the high concen-
tration of credit resources and infrastructure in 
the cities of such federal significance, and pres-
ence of Resp. Dagestan and the Chechen Resp. is 
due to extremely low level of socio-economic de-
velopment of the territory. Regions with low sus-
ceptibility and inert zone are not resistant to the 
control action center.

For a more complete account of the unique 
features of the stabilization policy on the fed-
eral level as well as to be able to quantify the re-
gional socio-economic impact of monetary policy 
it is necessary to do the following: 1) analyze the 
performance of the regional transmission chan-
nels on the basis of economic and mathemati-
cal modeling of price background of the Russian 
Federation; 2) conduct regression analysis of the 
population’ consumption on the regional level, 
in conjunction of how consumer spending in in-
fluenced by wealth; 3) verify that those regional 
channels of interest rates and bank lending are ac-
tually working.

Simultaneous consideration of regional fac-
tors of susceptibility and performance testing of 
the transmission channels of monetary policy in 
each of the constituent entities allow us to esti-
mate the spatial impact of the stabilization pol-
icy of the federal center. It also allows us to pre-
dict the impact of macroeconomic policies at the 
federal level (aggregate measure of consumer price 
growth in the Russian Federation) and at the level 
of regional socio- economic subsystems (regional 
consumer price indices, indicators of heteroge-
neity of economic space of Russia). The authors 
study conducted suggest that there are significant 
regional differences in the results of the stabiliza-
tion measures and susceptibility among regions, 
hence the need for the development of conceptual 
approaches to the formation of stabilization policy 
in the federal countries in terms of the principles 
of coordination of federal and regional measures of 
performance indicators of stabilization policy.

Monitoring the results of anti-inflation policy 
in the economic space requires an objective as-
sessment, in connection with what is expedient 
calculation of the “effect of stabilization meas-
ures” indicator, which is adapted from the indi-
cator “social costs” — Li, which characterizes the 
spatial effectiveness of policies to stabilize the do-
mestic level prices in a federal state [14].

( ) ( )
2 2

* *ˆ ˆ ˆ ˆ ,i i i i iL P P Y Y= - + -

where Li — the estimate of the effect of stabiliza-
tion policy in the region i; îP  — the actual rate of 
increase in prices; *

îP  — a potential growth rate of 
prices; îY  — the actual growth rate of real gross re-
gional product; *

îY  — the potential growth rate of 
real gross regional product.

The potential growth rate of consumer prices 
in the region is presented as the average long-
term stable growth rate and is determined by a 
combination of regional factors on the basis of the 
regression model, the increase in consumer prices 
and the funds given by the regulator as a tar-
get reference of stabilization policy. In this case, 
the potential growth rate takes into account not 
only the regional specificity and stable long-term 
price movements in the subject of the Russian 
Federation, but also a change the national policy. 
To assess the GRP gap as a potential level of use 
purified (independent from random fluctuations) 
Hodrick-Prescott long-term value growth rate of 
real GRP [12].

In the event the policy of price stabilization 
was effective (the actual growth rate of the con-
sumer price equal to the potential), and its imple-
mentation does not affect the amount of GRP, the 
value of the index effect is zero. The stronger the 
actual performance deviates from the potential 
(regardless of the sign of deviation), the less effec-
tive stabilization measures the center and above 
the unwanted consequences of the policy.

The use of this index allows to estimate not 
only the “direct” feedback to the center of the re-
gion in the form of a deviation of actual inflation 
from the policy orientations of the target values, 
but also “interface” the results of price stability as 
the change of the rate of economic growth, which is 
of particular importance for the Russian economy. 
Stabilization measures effect that’s calculated by 
regions showed that the subjects of the Russian 
Federation is characterized by high susceptibility 
to stabilization policy, and there is a higher per-
formance compared with regions resistant to the 
regulatory actions of the monetary authorities. 
Therefore, it is critical to have a mandatory coor-
dination of federal and regional authorities, build-
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ing inter-side of the Central Bank of Russia and 
the Ministry of Economic Development. The main 
functions of the Commission are: 1) training and 
examination regional laws drafts and other legal 
acts aimed to address the negative socio-economic 
impacts of the federal anti-inflation and monetary 
policy; 2) preparation of proposals for improv-
ing the interaction between f the regional bank-
ing system and business and population, as well as 
development of a competitive environment in the 
banking sector in the region and improvement of 
the population’s financial education; 3) monitor-
ing, analysis and assessment of the regional econ-

omy and the impact of price stabilization policy. 
The scheme of interaction between federal and re-
gional authorities in the monitoring indicators of 
the effects of stabilization measures is presented 
in Figure 3.

In our opinion, the application of theory and 
outcome indicators will take into account the het-
erogeneity of economic space of Russia and build 
a system of coordination of interaction between 
the federal center and the regions, ensuring the 
effectiveness of stabilization policies and non-in-
flationary growth in Russia.

Federal 
Authorities 

Regional economic 
system of 

susceptibility N 

Regional results of 
stabilization policy 

Total Index E�ect 
Li 

Performance Venation in 

the Price Level 
2*ˆ ˆ

i iP P  

GRP performance 
deviation 

2*ˆ ˆ
i iY Y  

Regional 
Authorities 

Stabilization measures 
of  

the Center 

Interdepartment 
Committee 

Connection of regional measures to 
improve results 

Involvement of Regional measures  
to address negative e�ect of the policy 

−

−

(

(

)

)

Fig. 3. Interaction between the center and the region (N) while implementing  the policy of price stabilization
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G. Betti

THE EFFECT OF EQUIVALENCE SCALES ON POVERTY AT OBLAST 
LEVEL IN UKRAINE1

This paper aims at properly measuring and evaluating the impact of equivalence scales on poverty and in-
equality at both national and regional (Oblast) level in Ukraine. A new equivalence scale set is proposed and 
estimated on the basis of the UHLSC data; for some regions the precision of the estimate results as not be-
ing sufficient due to small sub-sample sizes. A variant of EBLUP small area estimation technique is proposed 
and implemented to estimate poverty measures properly and to reduce standard errors of such estimates; the 
variant concerned is based on a ratio approach: in this way the effect of the difficult-to-qualify institutional 
and historical factors, common to the country and its regions, is abstracted.

Keywords: equivalence scales; poverty and inequality; small area estimation

1. Introduction

Before joining the European Union (EU), some 
Eastern European countries have faced the need 
for adopting adequate equivalence scales during 
the transition period. During the period from mid 
‘90s to mid 2000s, this has been the subject of de-
bate in several of them. In particular, in Poland 
and Romania, the debate has brought to the pro-
posal of new equivalence scales used in this tran-
sition period and officially adopted by GUS and 
INSTAT (see Betti, 1999a,b; Szulc, 2003; Molnar 
et al., 2003). Under the new project funded by the 

1 © Gianni Betti. Text. 2014.

World Bank2, Ukraine is now following a similar 
path, although it seems to be full of hurdles as 
shown by the daily tension in the Country.

The main goal of this paper is properly meas-
ure and evaluate the impact of equivalence scales 
on poverty and inequality, at both national and re-
gional (Oblast) level. This latter evaluation is par-
ticular relevant since measures of poverty and in-
equality are most useful to policy-makers and re-
searchers when they are finely disaggregated, i.e. 
when they are estimated for small geographic 
units, such as regions, provinces, districts or other 
“local” administrative partitions of the country.

2 World Bank Project “Development of State Statistical System 
for Monitoring the Social and Economic Transformations,” 
component 4729/18 “Improvement of methodology and 
statistics organization.”


