Chapter 4

Adaptation Potential of Inclusive Growth | o
of the Regions of the South of Russia

in the Context of the COVID-19

Pandemic

Inna V. Mitrofanova @, Olga A. Chernova(®, Henrietta Nagy @,
and Marina V. Pleshakova

Abstract The ongoing economic crisis caused by the COVID-19 pandemic and its
asymmetric impact on some territories evoke research interest in identifying factors
that determine the resilience of regional economies to external shocks. Solving this
problem implies the need to study the specifics of the territory adaptation capabili-
ties as well as measures taken by regional authorities aimed at entering the trajectory
of inclusive growth. The research goal was to assess the adaptation potential of
regions to the coronavirus crisis and determine the development trajectory as a result
of this potential realization. The authors determined directions of the development
of adaptation potential of regions (“bounce forward” or “bounce backward”). For
this purpose, the analysis of regional changes in financial results of organizations,
volumes of industrial production and provision of services, and the unemployment
rate was carried out. As a result, it was revealed that the “bounce forward” is char-
acteristic of the South of Russia regions with a high level of socio-economic poten-
tial and a diversified economy. For the regions with a low level of socio-economic
development, adaptation opportunities were expressed in a “bounce backward”. This
research contributes to the study of behavioral trajectories of regional economies in
the conditions of the coronavirus crisis.
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4.1 Introduction

Today, at the level of major international organizations, the need for inclusive growth
is recognized, and in the European Strategy for Smart, Sustainable, and Inclusive
Growth (“Europe 20207, 2010), inclusive growth is considered as an instrument of
social and territorial consolidation. The concept of inclusive growth is considered
by some experts as “coordinated growth”, which for national economies means their
involvement in improving the quality of life of the population not only within the
country, but also in a global context. This concept can be applied to regions and
macro-regions in order to assess their involvement in the development of the country.

The research currently underway emphasizes that the inclusiveness of regional
development in the context of the coronavirus pandemic is determined not so much
by the region’s ability to reflect shocks as by its adaptation potential, that is, the
ability to adapt to changing conditions. Moreover, these shocks can not only have
negative effects, but also have a positive impact on economic development, leveling
inefficient practices and developing promising business processes and institutional
structures. Under these conditions, the task of the regional authorities is to support
positive transformational trends by helping citizens and businesses to adapt to these
transformations. Given the significant differentiation of regions by the level of use and
development of socio-economic potential, by the type of resource and geographical
conditions, as well as by the nature of the pandemic processes, there are no uniform
recommendations for preventing the negative impact of external effects. However,
the analysis of patterns of regional development, the identification of factors that
would contribute to an increase in the adaptation potential of the economy, is of
great theoretical and practical importance for the country’s development [1-3].

Southern Russian regions, most of which have a pronounced agro-industrial
specialization, are most vulnerable to shocks due to the low level of development of
high-tech industries that stimulate innovative activity in the region; the high propor-
tion of small- and medium-sized businesses most affected by the coronavirus crisis;
the low level of economic diversification, which generates excessive dependence of
regions on individual industries; lack of highly qualified personnel; and underde-
velopment of transport and engineering infrastructure [4, 5]. Therefore, the search
for ways to increase the sustainability of the Southern Russian economies through
the development of the adaptation potential of the region is of great theoretical and
practical importance.

Therefore, the purpose of this study is to analyze the adaptation potential of the
regional economy in the conditions of the coronavirus crisis. The object of the study
is the regions of the Southern Federal District. The hypothesis of the study is that
the adaptation potential of the region is determined by specific regional factors and
conditions, as well as the nature of state restrictive and supportive measures.

The economic crisis caused by the spread of COVID-19 has significant differences
from the so-called “traditional” economic crises. For example, R. Cortes and Johnston
W. identify the following distinctive features of the coronavirus crisis, which should
be taken into account when developing measures to overcome it: (1) formation, (2)
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focus, (3) temporality, (4) government jurisdiction, (5) preparedness, (6) normality,
(7) business, and (8) operational deployment [6].

Analyzing and observing the consequences of the COVID-19 crisis, the
researchers note that one of its most significant characteristics determining the
response of national and regional economies to the crisis from the point of view
of sustainability is temporality. The specificity of the manifestation of this character-
istic is that the COVID-19 crisis is characterized by a higher rate of deployment than
“traditional” economic crises. The sequential deployment of the first, second, and
possibly the next waves of the coronavirus crisis makes the recovery period uncer-
tain and cyclical. At the same time, there are significant differences in the speed,
duration of individual stages, and trajectory of development in different countries
and regions, largely determined by how their economies reacted to the “first blow” of
the pandemic. In this context, it is of particular importance to study the impact of the
pandemic precisely at the first stages of the COVID-19 crisis, when the adaptation
potential of the region’s economy manifests itself. The change in the socio-economic
indicators of the region’s development at this stage can be either insignificant or
multiple, and thus largely predetermine the trajectory of the development of crisis
processes.

The concept of “adaptation potential of the region” was introduced into scientific
circulation as part of the study of evolutionary transformations in socio-economic
systems. As noted by V. Mustra, B. Simundi¢ et al., adaptive changes in regional
socio-economic and institutional structures are necessary: (a) to preserve or restore
the former path of development of the region, or (b) to transition to a new sustainable
path. At the same time, it is assumed that the regional system does not lose the ability
of allocating resources at its disposal efficiently [7].

In the works of W. Bonf}, X. Hu., R. Hassink, R. Martin et al., the idea of “bouncing
back” and “bouncing forward” as possible options for implementing the adaptation
potential of the region is reflected [8—10]. A rollback occurs when the economic
recovery involves a return to the original pre-crisis parameters. For example, the
economy of the region, having survived the shock, retains the same structural propor-
tions, traditional business processes, and business strategies. With a leap forward,
there are significant changes in the industrial base, enabling the region to return to
its usual business, as well radically new business models appear. The direction of
adaptive changes is determined by the current state of the regional socio-economic
system, as well as a complex set of proactive and reactive factors and conditions,
which we define as the adaptation potential of the region.

Despite the fact that a lot of attention is paid to the adaptive capabilities of the
territory in modern research, there is no definition of what is meant by the adaptation
potential of the region. The concept of adaptation potential is most frequently used
to denote the conceptual phenomenon of the adaptation process, characterizing the
degree of ability of the socio-economic system to adapt to environmental conditions
[11, 12]. The term “adaptation potential” is usually identified with the term “adaptive
capabilities/abilities”.

The set of factors that are defined as determinants of the adaptive capabilities of
the territory, according to the researchers, as a rule, includes characteristics of the
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socio-economic potential of the local economy and institutional conditions [13, 14].
Along with this, X. Hu, L. Li, K. Dong, C. Kakderi et al. note that in the early stages
of the development of the crisis, the state influence is the most important and implies
the introduction of various kinds of restrictive and supportive measures [15, 16].

The adaptive cycle model developed by R. Martin, P. Sunley, B. Gardiner B., and P.
Tyler suggests that the adaptation potential of the region includes market innovations,
training, and technological changes [see 10]. At the same time, a number of scientists
identify social factors (social cohesion, social values and rules, and social trust) as the
most important determinants contributing to the realization of adaptive opportunities,
which enable the pooling of resources to counteract economic shocks [17].

4.2 Methodology

Despite the differences in approaches to assessing the adaptation potential of the
region, the following main features can be identified by researchers to determine the
ability of the region’s economy to withstand external shocks and adapt to new condi-
tions: the presence of a financial buffer, economic diversification, and government
support. This ability has already manifested itself at the initial stage of the crisis, the
so-called “first strike” stage. The nature of the reactions of the regional economy to
emerging challenges at this initial stage determines the direction of further changes,
launching the adaptation mechanism itself.

In this study, we will focus on the first wave of the pandemic in Russia, which began
in March 2020. To analyze the adaptation potential of the regions, we will consider the
dynamics of changes in the following indicators as the pandemic develops: financial
results of organizations; indices reflecting changes in production volumes and the
provision of services in areas of activity; the rate of unemployment.

The study of the trajectory of changes in these indicators will enable us to conclude
to what extent the economy of the regions was able to adapt to the new realities and to
assume in which direction the adaptation is taking place: a “leap forward” (growth of
financial indicators, change in the structure of the economy, and low unemployment)
or a “leap backward” (decline in financial indicators, preservation of the structure of
the economy, and high unemployment).

4.3 Results

The uniqueness of the southern Russian regions consists in an extremely high degree
of polarization of the socio-economic space, significant differentiation by industry
structure, by the level of development of innovative potential, by the characteristics
of natural resource potential, by the configuration of regional settlement systems,
and many other features [18]. This causes differences in the South Russian regional
economies in the levels of their sensitivity to the factors of the coronavirus crisis.
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The official start date of the coronavirus crisis is March 12, 2020, when the first
cases were recorded in Russia. Small businesses were the most sensitive to the “first
blow”. Thus, according to the Federal Tax Service, 66,820 individual entrepreneurs
ceased their activities in Russia in March—April 2020. This is 77% more than in March
2019 (37.718). Including 64,237 entrepreneurs themselves decided to terminate the
business. 1563 enterprises ceased to exist due to the death of the owner, and 158
enterprises were declared bankrupt. In the South of Russia, the largest number of
small business entities that stopped operating was recorded in the Rostov region,
which ranks first in the region in terms of the share of people employed in small
business (15.5% of the employed population in the region).

As the results of the analysis show, according to the results of January—December
2019, the highest financial results were typical for the Krasnodar Territory. The
Rostov region demonstrates a negative balance of financial results. However,
according to the results of January—December 2020, we can note a significant
improvement in financial indicators in the Rostov region (the second position in the
region in the absolute value of the indicator), despite the massive closure of enter-
prises. The growth of financial results is also typical for the Republics of Kalmykia
and Adygea (Fig. 4.1). The impact of the coronavirus crisis was manifested in the
fact that outdated and inefficient business models left the market, and the remaining,
more effective practices were spread and developed.

Paradoxically, the best indicators of adaptability were demonstrated by enterprises
in those regions that had a low financial buffer. Whereas the regions with a high
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Fig. 4.1 The net financial result of the activities of organizations in the southern regions of Russia,
million rubles. Source Developed and compiled by the authors based on [19]
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value of financial results showed the highest level of their decline as a result of the
coronavirus crisis.

Considering the change in structural proportions, we will focus on Rosstat
(Russian Statistical Bureau) monitoring data, according to which the following areas
of activity were identified: industrial production, agriculture, construction, trans-
port, trade, and services. Indices of production volumes (rendering of services) by
the studied regions for the period January—December 2020 in comparison with the
corresponding period of 2019 are shown in Table 4.1.

From the data presented in Table 4.1, it can be seen that the conclusion is confirmed
that the least adaptation potential was realized in the regions with the highest indi-
cators of socio-economic development before the pandemic. Thus, in the Krasnodar
Region and the Volgograd Region, there is a decrease in production volumes in all
spheres of activity, the only exception is agriculture in the Volgograd region. At the
same time, regions that do not have a high level of socio-economic development,
nevertheless, showed growth in certain sectors of the economy. For example, in the
Republic of Adygea, there is an increase in transport services, industrial production,
and agriculture; in the Astrakhan region, there is an increase in construction; and in
the Rostov region, despite the negative balance of the financial result of enterprises
at the beginning of 2020, by the end of 2020, there was an increase in industrial
production.

However, it cannot be said that it is regions with low indicators of socio-economic
development that have a higher adaptability potential compared to developed regions.
For example, in the Republics of Crimea and Kalmykia with low socio-economic
potential, the indices of production volumes also significantly decreased in almost all

Table 4.1 Indices of production volumes (rendering of services) in the southern regions of Russia,
percentage

Region Industrial Agriculture | Construction | Transport | Trade | Rendering of
production services

Republic of | 105.1 114.1 77.8 120.0 97.1 |923

Adygea

Republic of | 92.1 91.5 84.3 54.8 101.1 |92.0

Kalmykia

Republic of | 99.8 85.0 90.0 100.6 92.0 |[87,5

Crimea

Krasnodar 97.0 91.3 98.2 97.7 91.7 ]90.1

Region

Astrakhan 97.2 102.3 126.1 87.4 93.7 |87.7

Region

Volgograd 99.3 101.7 96.2 90.3 933 [86.5

Region

Rostov 101.7 97.1 95.2 118.8 93.0 |89.2

Region

Source Developed and compiled by the authors based on[19]
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spheres of activity. These data show that the level of socio-economic development of
the territory is not the key determinant for the realization of its adaptive production
potential.

Our research enables us to conclude that the measures taken by the regional
authorities in the conditions of the coronavirus crisis played a significant role in
realizing the adaptation potential of the region. The authors believe that it was the
state that influenced the adaptive capabilities of regional economies through the
restrictions imposed, as well as supportive measures.

The strongest state support to business in the conditions of the pandemic was
provided to the Rostov region. In this region, income tax rates were reduced, direct
financing channels were significantly expanded, and preferential loans with deferred
payment were provided. Whereas in the Krasnodar Region, tax support measures
included only postponing the payment of taxes, and financial and credit measures
consisted of issuing loans for urgent needs and salary payments, loan restructuring.
Moreover, only in the Krasnodar Region among the southern Russian regions, strict
quarantine measures were introduced by means of special passes for movement. In
this region, restrictions on the activities of a number of enterprises were eliminated
later than in other regions. This was due to the desire of the authorities to prevent
the flow of tourists to the region to prevent the spread of the coronavirus crisis.
As a result, the economy of the Krasnodar Region showed the lowest adaptability
indicators in the South of Russia.

In general, despite the business support packages being introduced, the economic
situation in the regions remained quite difficult. The deferral of lease payments
extended only to state and municipal property, leaving entrepreneurs renting a private
property in a very vulnerable position. Facilitating access to finance during the
pandemic did not solve the long-term problems of business development. The sector
of small- and medium-sized businesses remains unattractive for lenders. Moreover,
a sharp decline in demand and services led to the situation when it was easier for an
entrepreneur to declare bankruptcy than to take loans from a bank to pay wages to
his employees.

Considering the indicators of production and economic activity in the regions in
the sectoral context, it can be noted that agriculture has demonstrated the greatest
resistance to the factors of the pandemic. This is due to the fact that agricultural
production did not suspend its activities during the coronavirus crisis due to its
importance for ensuring the food security of the national economy. In addition,
outdoor work restrained the spread of the virus, as a result of which the number of
cases in this field of activity was lower. Industrial production as a whole was also
able to adapt to the new realities and in most regions return to the previous pre-crisis
level.

The largest decrease in performance indicators is typical for retail trade, rendering
services to the population, as well as the catering sector. It was during the first wave
of the pandemic that restrictions were imposed on the activities of enterprises in this
area, as well as on the movement of citizens, which led to a sharp decline in business
activity. However, as restrictions were lifted, a period of recovery growth began,
when enterprises and organizations were able to begin realizing their adaptation
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potential. As aresult, despite the existing differences in the pace of development, most
of the southern Russian regions have maintained positive dynamics of indicators,
practically bringing them to the value of the pre-crisis period.

Analyzing the change in the unemployment rate in the regions, it can be noted
that its dynamics is directly related to the level of economic diversification. The
number of unemployed increased to a greater extent due to the suspension and
termination of activities during the lockdown of enterprises in the service sector,
catering, hotel business, etc. However, in economically developed economies with
a differentiated industry structure, the unemployment rate turned out to be signifi-
cantly lower, since laid-off workers were able to find work in other areas. Thus, the
highest unemployment rate is registered in the Republics of Kalmykia and Adygea,
in the Astrakhan Region, where, despite the gradual recovery growth of the regional
economies, many citizens who lost their jobs could not find a job, the lowest—in
the Volgograd Region and Krasnodar Region. At the same time, it is in these regions
that the rate of unemployment reduction is the highest.

According to Rosstat data (Fig. 4.2), in all regions, the peak of unemployment
occurred in the period August—October.

To characterize the trajectory of adaptation changes in the regions, the regions are
grouped into particular types in accordance with a combination of the following
features: a change in the net result of financial activity; a change in structural
proportions in growth indices; a change in the unemployment rate. Possible types of
scenarios are presented in Table 4.2.
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Table 4.2 Types of the trajectory of adaptive changes

Changes in Level of change
indicators

Change in the | Growth Decrease
net result of
financial
activity

Changes in High Low High Low
structural

proportions of
growth indices

Changes in the | High Low High Low High Low High Low

rate of

unemployment

Type of Bounce | Bounce | Bounce | Bounce | Bounce |Bounce | Bounce | Bounce
scenario forward | forward | backward | forward | backward | forward | backward | backward

Source Developed and compiled by the authors

In cases where there is an increase in financial activity indicators in the region, then
with a decrease in the level of employment, we can talk about the presence of a “leap
forward”. At the same time, the structural proportions of changes in growth indices
may or may not be significant. Structural changes will indicate that some industries
and spheres of activity receive an impetus for development in new conditions when
other industries and spheres of activity (as a rule, these are traditional industries)
reduce their business activity. If effective practices are consolidated in traditional
activities, then significant changes in the industry structure may not occur.

A decrease in the financial result with an increase in the unemployment rate and
a low change in structural proportions suggests that adaptation is following a “leap
backward” trajectory. A decrease in the unemployment rate with high structural
changes, even with a decrease in the financial result, may indicate the formation of a
“leap forward” trajectory—the gradual consolidation of new business models in the
economy.

The characteristics of the features and the type of trajectory of adaptive changes
determined by the combination of these features are presented in Table 4.3.

According to the results of the analysis presented in Table 4.3, the “leap forward”
occurred in most regions with higher indicators of socio-economic development
and was characterized by a diversified economy: the Rostov region, the Volgograd
Region, and the Krasnodar Region. In the Republics of Adygea, Kalmykia, Crimea,
and the Astrakhan Region, the adaptation trajectory is developed along the path of
a “leap back”. The conclusions, that diversified economies are more resistant to the
coronavirus crisis, are generally consistent with studies conducted by other authors.

Nevertheless, in order to conclude exactly what changes contributed to the forma-
tion of such a direction of the adaptive trajectory of development, additional research
is needed, which determines the further tasks of the scientific search for authors.
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Table 4.3 The type of trajectory of adaptation changes in the regions of the South of Russia

Regions Change in the net Changes in Changes in the rate of | Type of
result of financial structural unemployment scenario
activity proportions of

growth indices
Growth | Decrease | High Low High Low

Republic of |+ + + Bounce

Adygea backward

Republic of | + + + Bounce

Kalmykia backward

Republic of + + + Bounce

Crimea backward

Krasnodar + + + Bounce

Region forward

Astrakhan + + + Bounce

Region backward

Volgograd + + + Bounce

Region forward

Rostov + + + Bounce

Region forward

Source Developed and compiled by the authors

4.4 Conclusion

The consequences of the coronavirus crisis have different manifestations in the
southern Russian regions. This is due both to the margin of safety that the regional
economy had before the outbreak of the pandemic and to the level of state support
and the rigidity of the restrictive measures introduced.

The availability of a financial buffer was not a determining factor for ensuring
a higher level of adaptability of regional economies. Moreover, regions with high
socio-economic potential were among the most affected by the coronavirus crisis.
This is largely due to the fact that regions with a high level of business activity in the
conditions of the imposed restrictions had numerous connections destroyed, which
put them in a vulnerable position at the very beginning of the coronavirus crisis.
Additional problems for these regions were connected with the lack of sales in the
conditions of the border closure.

Most of the southern Russian regions have a weak ability to withstand the factors
of the pandemic. Their adaptation potential is realized mainly along the trajectory of a
“leap backward”, which is expressed in a return to previous business models and busi-
ness strategies as restrictions are lifted. The sectoral structure of the economy and the
degree of development of interregional ties were of decisive importance in realizing
the adaptation potential. Regions in which, along with industrial production, there
were agricultural enterprises (regions of agro-industrial specialization) demonstrated
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a higher level of adaptability compared to regions with an undiversified economy,
such as the Republics of Kalmykia and the Crimea.

State support significantly contributed in realizing the adaptation potential of the
regions. It is the differences in the anti-crisis measures taken at the regional level that
explain the differences in the adaptability of their economies. In this regard, it can be
said that the level of adaptability of regional economies is largely determined by the
extent to which regional authorities are able to make effective management decisions
[21, 22]. That is, the quality of regional governance is more important for increasing
the ability of the economy to resist external shocks than structural factors. This is
of particular importance for the initial stage of the development of the crisis. The
further ability to adapt and create conditions for inclusive growth is determined by
how effectively economic agents will be able to use the resources provided to them,
and consequently, the importance of the social trust factor increases in the long term.
Further research of the authors will be devoted to the study of the role of this factor
in increasing the adaptability of regional systems.
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