Interregional price heterogeneity IN RUSSIA:
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It’s turned out that the standards of living in Russian regions are significantly different. It’s occurred due to historical features, natural resources, infrastructure, conditions for interregional and international trade, quality of labor and local authorities, and many other factors [1]. During transition from the command to market economy, the divergence processes were even intensified. In particular, the regional prices became very heterogeneous. And it’s interesting to analyze the dynamics of regional prices in the XXI century and to identify affecting factors.

One of the key factors affecting prices is the distance from the economic centers. From the seminal papers [2], [3], and [4] the model “core-periphery” became one of the best for explanation spatial heterogeneity. It’s modern modification [5] also shows that capital-intensive processes are concentrated in the core, and labor-intensive – in the periphery zones, wages in the core are higher than in peripheral regions, and the structure of the economy is more complex. At the same time, the geography of resources allocation, as well as significant transportation costs that make the delivery of products to far regions much more difficult, have a significant impact on the economy.

Let’s see the basic statistics of Russia. The tables 1 and 2 aggregate data on wages and consumer basket prices in different regions in 2002–2019.
Table 1 – Wages in Russian regions (thous. RUR per month) and their difference (times)

	
	2002
	2003
	2004
	2005
	2006
	2007
	2008
	2009
	2010

	Max.
	13502
	17271
	18618
	23314
	25703
	30859
	38317
	42534
	46866

	Min.
	1834
	2409
	3000
	3660
	4530
	5696
	7595
	9125
	10244

	Difference
	7,36
	7,17
	6,21
	6,37
	5,67
	5,42
	5,05
	4,66
	4,58

	
	2011
	2012
	2013
	2014
	2015
	2016
	2017
	2018
	2019

	Max.
	53369
	60807
	68261
	76285
	79531
	86647
	91995
	98374
	101662

	Min.
	11236
	13660
	16835
	18194
	19239
	20629
	21941
	24780
	24550

	Difference
	4,75
	4,45
	4,05
	4,19
	4,13
	4,20
	4,19
	3,97
	4,14


Source: Rosstat, compiled by the authors.
Table 2 – The consumer basket prices (thous. RUR) and their difference (times)

	
	2002
	2003
	2004
	2005
	2006
	2007
	2008
	2009
	2010

	Max.
	5900
	7259
	8037
	9199
	10475
	11731
	12969
	14162
	15240

	Min.
	2263
	2632
	2967
	3412
	3909
	4291
	5017
	5853
	6325

	Difference
	2,61
	2,76
	2,71
	2,70
	2,68
	2,73
	2,59
	2,42
	2,41

	
	2011
	2012
	2013
	2014
	2015
	2016
	2017
	2018
	2019

	Max.
	15680
	16611
	17751
	18519
	20695
	23272
	24455
	25119
	26124

	Min.
	7369
	7398
	8151
	8878
	10370
	11434
	11862
	12294
	13067

	Difference
	2,13
	2,25
	2,18
	2,09
	2,00
	2,04
	2,06
	2,04
	2,00


Source: Rosstat, compiled by the authors.
We can see from the both tables some convergence, but to substantiate it we should apply some econometrics, constructing the basic model of beta convergence, where for region i
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 – initial medium wage, and [image: image8.png]


 – the distance to Moscow:
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.   (1)


	                              (0,33)     (0,16)                                 (0,03)                              (0,02)


The model (1) is not very good – both additional factors are not significant. The model (2) with linear dependence from the distance
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.   (2)

	                                (0,37)      (0,18)                            (0,032)                          (0,002)


is a little better. Both models considered demonstrate strong convergence of regional prices.

In the period we are considering, there are 3 different periods of the Russian economy with different, sometimes opposite trends. The first one (2002– 2008) – is a period of rapid economic growth. The second one (2009–2014) is a period of world economic crisis and recovery. Finally, 2015–2019 is a period of crisis in the Russian economy, caused by oil prices decreasing, political problems and economic sanctions. At the same time, we face the great increase of the role of the State in the economy. So, we will obtain the following models (table 3).
Table 3 – Three period models of interregional prices dynamics
	
	2002–2008
	2009–2014
	2015–2019

	const
	3,00
(0,16)
	3,20
(0,18)
	2,08
(0,06)
	2,14
(0,07)
	1,42
(0,05)
	1,45

(0,05)
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	–0,21**

    (0,08)
	–0,30***

    (0,08)
	–0,045**

    (0,015)
	–0,06***
   (0,016)
	–0,014**

     (0,005)
	–0,018***
   (0,005)
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	0,043**

  (0,015)
	0,053***
  (0,016)
	–0,001
 (0,003)
	–0,0001
(0,003)
	0,001*

   (0,0005)
	0,0012*

   (0,00064)
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	0,007

(0,011)
	
	0,001
(0,004)
	
	–0,003*

(0,0015)
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	0,002*

    (0,001)
	
	0,001*

   (0,0005)
	
	–0,0013*
(0,0006)
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	0,102
	0,144
	0,531
	0,542
	0,122
	0,160


Source: Rosstat, authors' calculations.
Models demonstrate strong convergence of regional prices during all three periods. The other factors impact in different ways.

During the period of growth in 2002–2008, prices increased faster in the richest regions with high demand. This trend has resumed in the last 5 years. However, during the global financial crisis and recovery, companies operating in “advanced” regions prefer to use sales, and generally decrease prices in order to save the demand.

Also, in 2002–2014 there was a weak but stable tendency of faster inflation in the farthest regions. In the last 5 years it changed due to the great increase of the government in economy, controls over prices, and other restrictive mechanisms, which have made the regions more similar to each other.
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� � QUOTE � ���, two regions – the Republic of Crimea and Sevastopol city were not included due to non-availability of data (until 2014, their entry into the Russian Federation)


� Note: the significance of the coefficients: *** 0,001; ** 0,01; * 0,05
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