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Abstract

The article analyzes the current trends in the development of fixed capital investment in Russia. A
comparative characteristic takes place in the regional context of the Chechen Republic and the Republic
of Bashkortostan. An assessment of the processes of organizing the development of investments in fixed
assets and the population welfare based on local initiatives in 2020-2021 is made. The results of the
implementation of regional practices are considered. It was revealed that in 2020 the number of
implemented projects in the framework of the Real Deeds program was significantly reduced due to the
threat of the spread of a new coronavirus infection (COVID-2019) in the Republic of Bashkortostan,
similarly to the Our Village program, the number of applications submitted had decreased by more than
three times. In this regard, new directions for the growth of the population welfare and investment activity
in the region are proposed: The implementation of the initiative budgeting projects through the
information and telecommunication network the Internet in the face of the threat of the spread of a new
coronavirus infection (COVID-2019) in the Republic of Bashkortostan; implementation of initiative
budgeting projects related to the involvement of historical and cultural places of human settlement in the
economic circulation, with the expansion of the tourism potential of the territories; creation of a
production and construction cluster, development and implementation of new technologies on the basis of

the technology parks.
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1. Introduction

Given the uneven development of Russian regions, fluctuations in the dynamics of income and
consumer purchases in 2018-2020 and early 2021 were noticeable, but did not change the overall ratio of
the levels of regional consumption of families. In 2019, there was a slight increase in the share of food
purchases in the whole country and most types of the regions — this trend will be more noticeable in 2020.
The economic recovery will largely depend on a return to non-food shopping and consumer services. The
consumption structure by types of goods and services, most likely, will retain traces of changes that
occurred during the quarantine period. Housing construction can become the engine of the economy,
creating hundreds of new jobs, including small businesses. On average, in all regions of Russia, fixed
capital investments had increased by only 1.3 % compared to 2013. Among the priority tasks of social
and economic development is the task of creating an affordable housing market by increasing the
effective demand of the population for housing through the development of housing lending and

increasing investment in fixed capital, which is reflected in the proposed article.

2. Problem Statement

A significant contribution to the development of a base for scientific and practical support for the
implementation of mechanisms for changing housing provision and opportunities for improving the living
conditions of the population in the transition period was reflected in the works of Polidi and Tumanova
(Polidi, 2014; Puzanov et al., 2012).

Publications of Bobkov and Kanaev (2006), Bobkov and Odintsova (2012), Lozovskaya (2011),
Kazakov (2010) are devoted to the analysis of the differentiation of the Russian Federation regions in
terms of the level of provision of the population with housing, housing affordability, and the scale of
housing construction (Pigou, 1932).

Belchuk (2012), Belchuk and Sergeeva, (2013) provide an assessment of the federal districts and
constituent entities of the Russian Federation, reveal regional features and spatial heterogeneity of
housing provision.

The problems of the implementation of federal targeted housing programs and their quality in the
regions, the possibility of developing regional housing programs are addressed by such authors as
Borovskikh and Kozlova (2012a; 2021b).

Differences in access to economic and social benefits are also provoked by a different level of
well-being in terms of their consumption (Pigou, 1932), both at the individual level and in society as a
whole. However, the growth of the welfare of each member of society, according to the concept of a mass
consumer society (Galbraith, 1962; Rostow, 1960; Samuelson & Nordhaus, 2008) invariably leads to an

increase in the level of social welfare.

3. Research Questions

Previously published article analysis had shown that considerable attention has been paid to the

implementation of investment mechanisms and population welfare growth, but the aspects of scientific
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and practical support for the implementation of welfare growth mechanisms at the regional level remain

insufficiently studied, which determines the relevance of this study.
4. Purpose of the Study

The purpose of the article is to analyze current trends in the development of investment activity in
the Republic of Bashkortostan and develop recommendations to increase the welfare of the population in

the region.
5. Research Methods

The theoretical foundations of the study of the practice of investing in fixed assets and the
population welfare were based on the fundamental concepts of foreign and domestic scientists. The
sources of statistical data were the official data of the Federal State Statistics Service of the Russian
Federation, the Ministry of Finance of the Russian Federation.

The following methods were also used in the study: methods of comparative analysis of social and
economic processes, generalization and systematization of facts, logical and historical methods of
scientific research. In general, the choice of research methods was based on a comprehensive analysis of
Russian and foreign experience in studying the practices of the relationship between investments in fixed
assets and the population welfare. The use of all the above methods ensured the objectivity of the results
obtained and the validity of the conclusions. The object of the study was the processes of investing in

fixed assets in the Republic of Bashkortostan.
6. Findings

A whole range of factors influenced the development of the housing construction industry in 2020.
A key role, both at the national and regional levels, was played by a significant increase in demand,
largely due to the operation of preferential mortgage programs. It outpaced supply growth, which was
limited by the portfolio of projects launched in the previous year. Some influence on the prices was
rendered also by growth of costs of builders. As a result, there was a deficit in the housing market in
2020, which led to an acceleration in price growth compared to 2019. At the same time, it was
characterized by high regional heterogeneity and was largely influenced by local factors.

In 2020, the housing construction industry had developed under the influence of various factors. A
significant increase in economic uncertainty in the context of the coronavirus pandemic, as well as a sharp
drop in the population income in the second quarter of 2020 due to the restriction of business activity to
control the spread of the infection led to a decrease in demand, including housing. However, it was
temporary in nature and in the second half of 2020 it was replaced by growth. The demand for housing
was largely stimulated by the easing of monetary policy, as well as measures to support the industry in the
context of the coronavirus pandemic, including a program of preferential mortgage lending at 6.5 % per
annum.

The transition to project financing of housing construction at the end of 2019 also had a significant

impact on the industry development. These factors set general trends in the housing market in most
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macroregions. However, the situation differed significantly from region to region. A significant role was
played by local factors (the number of projects with a high degree of readiness, the presence of regional
preferential mortgage programs, etc.), which was reflected in a significant spread in the growth rates of
both construction volumes and housing price dynamics.

Despite the decline in real incomes of the population in 2020, in most macro-regions there is an
increase in demand for residential real estate. It was associated with two groups of factors. The first was
to increase the availability of mortgages. That was indicated by enterprises of all macroregions, mainly
noting the role of the program of preferential mortgage lending at 6.5 % (see Figure 1).

A set of preferential mortgage programs supported the demand in most macroregions, in terms of
scale, significantly offset the effects of lower incomes, and increased the economic uncertainty. At the
same time, in the Republic of Bashkortostan and the Chechen Republic, the rise in housing prices in
response to a significant increase in demand has already largely or even completely offset the positive
effect of concessional lending on the affordability of housing for buyers.

The second reason for the growth in demand for real estate in 2020, in addition to the increase in
the availability of credits, is a shift in the savings preferences of the population. Against the backdrop of
lower deposit rates and volatility in the foreign exchange market, the attractiveness of real estate as an
asset used by households as a store of value has increased.

The experience of developed countries shows that housing construction can become a
‘locomotive’ for the growth of related industries and have a positive impact on the growth of real incomes
of the population. In the context of high housing prices and a decline in real incomes of households, it is
necessary to search for new institutions, the implantation of which would allow households to become
homeowners even in conditions of macroeconomic instability.

In general, in 2020, the housing construction market faced a significant increase in housing prices
in almost all regions. In 2021, given the announced deadline for the completion of the comprehensive 6.5
% concession program by 1 July 2021, most businesses expect demand to gradually return to sustainable
levels, which should help slow down and normalize housing price growth. In the context of significant
unevenness in development of Russian regions, fluctuations in the dynamics of income and consumer
purchases in 2018-2019 and early 2020 were noticeable, but did not change the overall ratio of the levels
of regional consumption of families. In 2019, there was a slight increase in the share of food purchases in
the whole country and most types of regions — this trend should be more noticeable in 2020. The
economic recovery would depend to a large extent on a return to non-food shopping and consumer
services. The structure of consumption by types of goods and services, most likely, will retain traces of
those changes that occurred during the quarantine period.

The coronavirus infection (COVID-19) pandemic and the quarantine measures introduced to
contain it had a significant impact on consumer demand as well as on the social situation of the

population.
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Figure 1. Dynamics of fixed capital investments (excluding small businesses) by individual types of
economic activity in the first half of 2020, % compared to the same period in 2019

The leading group includes activities in the field of healthcare and social services (+58.1 %) in
terms of the investment dynamics in the first half of 2020. According to experts, the COVID-19 pandemic
has increased interest in medical technologies and led to an increase in investments in healthcare. In many
countries, including Russia, the authorities jointly with businesses, have begun to launch additional
projects to develop a vaccine against COVID-19, provide rapid diagnostics and screening, and prevent the
spread of the virus through innovation. Startups also continued to be active in the field of telemedicine,
remote treatment and monitoring, online pharmacies, artificial intelligence and data analysis, robotic
technology and telemetry. For example, Russian Venture Company JSC and the Ministry of Industry and
Trade of Russia opened a specialized venture fund for high-tech medical projects, the volume of which is
4.5 billion rubles. The COVID-19 pandemic has affected most sectors of the economy, in particular the
education sector. The closure of schools and universities due to forced quarantine restrictions provoked an
increase in investment in this industry in the first half of 2020 by 23.1 %. The growth of investments was
especially noted in technological educational projects (EdTech startups). In addition, in the first half of
2020, investments showed growth in public administration (+50.4 %), financial and insurance activities
(+20.2 %), cultural and sports activities (+13.3 %), and in agriculture and forestry (+3.3 %). On the
contrary, the investments in construction (—2.0 %), activities of hotels and catering enterprises (—8.6 %),
wholesale and retail trade (—15.3 %), transportation and storage (—16.5 %), activities in real estate
transactions (—18.3 %), as well as in administrative activities (—43.6 %) decreased. Despite the fact that, in

general, the investments in information and communication activities have shown a reduction of 10.0 %,
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the subtypes of this activity are of interest. For example, the investments in publishing increased by
16.6 % in annual terms, information technology — by 36.7 %. As for the investments in communications,
they decreased by 19.0 %, which had the greatest negative impact on this sector of the economy.

The key components of the attracted funds are budgetary funds (federal and regional), as well as
bank loans (Russian and foreign banks). Budgetary funds, as a rule, are directed to socially significant
projects. Despite the spread of coronavirus infection and forced quarantine restrictions in the first half of
this year, the share of budget funds showed an increase of 2.2 p.p. in annual terms.

The dynamics of key indicators of the industry in comparison with the federal level and the level

of the Volga Federal District and the North Caucasus Federal District are shown in Table 1.

Table 1. Fixed capital investments of construction organizations, billion rubles, of the Republic of
Bashkortostan in comparison with indicators for the Russian Federation and the Volga Federal

District
Indicators 2015 2016 2017 2018 2019
Russian Federation 12192.2 14640.2 15967.0 16813.2 17595.03
Privolzhsky Federal 24633 2438.1 24122 2469.9 2467.77
District
Republic of 317.8 355.1 260.9 268.7 267.8
Bashkortostan
Republic of
Bashkortostan share 2.6 2.4 1.6 1.6 1.5
in RF, %

As it can be seen from the table, the fixed capital investment peak of construction organizations
and the total volume of construction work was observed in the period of 2015-2016, which was mainly
due to deferred demand. However, in general, from 2015 to 2017 the construction market of the Republic
of Bashkortostan was in recession, which is clearly seen from the indicator decrease in 2017. The market
and the industry managed to overcome the consequences of the crisis only at the end of 2018, when there

were trends towards an increase in key indicators (see Table 2).

Table 2. Indicators of the forecast for the social and economic development of the Russian economy for
the coming years

Indicators 2015 2016 2017 2018 2019
Russian Federation 12192.2 14640.2 15967.0 16813.2 17595.03
North Caucasian 475.86 486.0 496.09 550.9 550.9
Federal District
Chechen Republic 58.8 60.5 64.39 76.44 79.77
Chechen Republic share
inRE, % 0.5 0.41 0.40 0.45 0.46

The data in Table 01 show that the volume of investments in fixed capital of enterprises of the
Republic of Bashkortostan, after a decrease in 2017, had slightly increased in 2018 (by 7.9 billion rubles).
However, against the background of higher growth rates of the all-Russian indicator, the share of the
Republic remained at the previous level of 1.6 %. By 2016 and 2015, the overall decline of this indicator

(when deferred demand was implemented) amounted to —86.4 and —49.1 billion rubles, respectively.
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In September 2020, the Ministry of Economic Development of Russia had increased the indicators
of the forecast for the social and economic development of the Russian economy for the coming years.
More optimistic estimates compared to the earlier forecasts were also given in relation to investments in
fixed assets. The agency expected a fall in fixed asset investment by 6.6 %, which is 3.8 p.p. better than
previous estimates of the decline. Despite this fact, the Russian Ministry of Economic Development did
not expect a quick recovery in investment activity, in part because the optimization of federal and

regional budgets would largely affect the investment spending. In this regard, according to the Office, the

volume of the indicator would reach the pre-crisis level only in 2022 (see Figure 2).
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Figure 2. Dynamics of investment in fixed assets and GDP, % compared to the same quarter of the
previous year, 2016-2020

At the end of QI 2020, the growth rate of gross fixed capital formation had slowed down and
amounted to +1.2 % compared to the same period in 2019. The slowdown in the growth of fixed capital
investment in the first three months of this year was due to a sharp drop in oil prices as a result of the
lifting of production restrictions on March 6 under the OPEC + agreement, as well as a deterioration in
the global situation in March against the backdrop of an increase in the number of countries introducing
restrictive measures to fight new coronavirus infection. Nevertheless, since the spread of coronavirus
infection in Russia has not yet been so critical and large-scale, the dynamics of the investment remained

in the zone of growth.

7. Conclusion

The experience and practice of implementing projects of investment activity of citizens in fixed

assets in the region prove significant economic and social effects from their implementation:
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e Greater number of tools for solving issues of regional importance, significant problems of
municipalities of the Republic of Bashkortostan.

e Growth in the share of the population involved in the processes of investment activity.

e Improved financial literacy of households.

e More efficient spending of funds.

The main directions for the development of practices for investing in fixed capital and increasing
the welfare of citizens in the region could be directions that are developing in other regions of the Russian
Federation and in the world:

o Implementation of fixed capital investment projects based on youth initiatives.

e Implementation of the investment projects through the information and telecommunications

network the Internet.

e Implementation of the investment projects and growth of the welfare of citizens related to the
involvement in the economic circulation of historical and cultural places of human settlement,
with the expansion of the tourism potential of the territories.

e Improvement of expert advice, creation of a production and construction cluster, development

and implementation of new technologies based on technology parks.
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