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Introduction

The economic and political fluctuations and processes that have embraced the global economy in
recent times have stimulated most countries of the world to reflect on their current economic policy.
The Uruguay Round of the General Agreement on Tariffs and Trade (1986-1994) and creation of
WTO led to more intensive international competition due to a trend of increasing interdependence and
openness of the world economies.

In spite of the current tendencies of protectionism arising mainly from the events in the political
sphere, the world countries continue to be interconnected. Therefore, the main aim of economic
reforms of various kinds should probably be to increase the competitiveness of domestic production.
This issue of public policy can be addressed by identifying and stimulating development of the most
promising industries, keeping in mind the overall business environment required for their
development. It is also important to take into account the heterogeneous distribution of production
among cities and regions, as well as the comparative advantages in certain industries.

The concept of comparative advantage was initially proposed by David Ricardo. Comparative
advantages of the countries and regions arise when goods in some industry can be produced with
relatively lower opportunity costs, leading to specialization in production and export. The goal of this
paper is to reveal the key industries of comparative advantage for the Sverdlovsk region. Based on
these findings the conclusions about the potential of the region’s economic development will be made.

In the next section we review the existing theories of comparative advantage. Then we describe the
data and methodology: the approaches to revealing comparative advantages that were suggested by
Balassa (1965) and by Lafay (1992). Afterwards these indicators are analyzed and calculated for the
Sverdlovsk region. The Lafay index being a more accurate indicator for revealing comparative
advantages (Zaghini, 2003), the ranking of the Russian regions according to this index is compiled.
According to this ranking, the Sverdlovsk region occupied the leading position in production of metals
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and metalwork in 2013-2018; comparative advantages were also found in wood and wood products, as
well as in jewelry industries. In conclusion we discuss potential for the development of comparative
advantages for the Sverdlovsk region.

Literature Review

It is found in the literature that firms engaged in international trade tend to be more productive and
larger, and to pay higher wages, this way providing better job opportunities and contributing relatively
more to economic development. Besides, international trade and firm survival are found to be
positively linked (Wagner, 2019). The current specialization of Russia is not beneficial for the Russian
economy; export should be diversified and efforts should be made in order to export to developed
countries (Lyubimov, 2019). Moreover, modern theories of international trade make it clear that a
country or region can change its comparative advantages and explain the mechanisms behind such
changes. For example, comparative advantages can change due to changes in technologies and the
availability of production factors. They can also change due to changes in productivity on the industry
level resulting from economic openness (Melitz, 2003). Therefore, it is important to understand in
which sectors of the economy there are firms that are already involved in international trade or have a
potential to become exporters, in other words, to analyze the comparative advantages both on the
country and regional levels.

In our analysis we rely on the international trade models explaining countries’ comparative
advantages. However, it is important to keep in mind that factors behind trade are not limited by
comparative advantages. Other factors, such as increasing return to scale and technological spillovers
can define a country’s specialization (Hausmann et al., 2006).

As the models based on comparative advantages are built upon different assumptions, they suggest
different reasons for comparative advantages, each focusing on a specific aspect of economic reality.
These reasons contain but are not limited to differences in the countries’ endowment with production
factors and different levels of capital-labor ratio in the industries, different levels of production
technologies in various industries, differences between the countries’ economies (from the tax system
to state programs designed to support and stimulate production) and institutions in the country
(economic, political institutions and so on).

In theories of international trade there are three main groups of factors explaining countries’
comparative advantages: (1) factors on the supply side: technological differences between countries
(David Ricardo model); differences in the countries’ endowment of non-specific production factors
(Heckscher-Ohlin-Samuelson model); differences in the countries’ endowment of specific production
factors (Ricardo-Viner model); (2) factors on the demand side: differences between countries in
preferences; (3) differences between countries in the type of market structure.

Considering the supply side, it is worth discussing specific factors of production, as production factors
do tend to be specific, particularly over a short or medium run. Specific factors are those required only
by a given industry, without a possibility of moving between industries; in other words, factors that
cannot be used in an alternative way without a significant loss of their value. This concept, and later
the theory of specific production factors, was first proposed by the American economists P. Samuelson
(Samuelson, 1971) and R. Jones (Jones, 1971). According to the specific factor theory, the basis of
international trade is the difference in relative prices of goods, which in turn are the result of different
countries or regions being endowed differently with specific production factors. Within this
framework, it is important, which specific factors a region possesses and can develop; the same time
factors that are specific to the export sector gain from international trade.

The 2009 Nobel Prize Laureate in Economics, Oliver Williamson, introduced the concept of specific
assets and their classification into four main types: the specificity of location (site) caused by low
mobility of assets due to high costs; the specificity of physical factors, determined by the physical
characteristics of the resource; the specificity of human capital arising from the acquisition by an
employee of skills that can be applied only at a given place of work; target factors of production
resulting from investments aimed at expanding existing production capacities undertaken to meet the
demand of a specific buyer (Williamson, 2009). This approach is useful for our analysis of various
industries of the Sverdlovsk region in the context of the available production factors, investments and
the degree of the factors’ mobility.
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The basic assumptions of the models mentioned above are the following: 1) there are no fundamental
distortions in the economy, such as government intervention; price signals determine transactions; 2)
behavior of firms and households is rational and optimizing; 3) the equilibrium of closed and open
economy should be Pareto optimal. Although the assumptions of these models hold only partly in the
economic reality, the major observed outcomes tend to be close to the ones described in the models.
Therefore, we rely on these models as a useful background for our study.

A country’s specialization in production and trade defines its economic growth (Hausmann et al.,
2007). Among the examples of successful economic development, where specialization played a
significant role, are South Korea, Taiwan and Singapore (Eichengreen et al., 2013). Therefore,
specialization in trade deserves attention. Furthermore, countries can benefit in terms of productivity
increase due to exporting (Atkin et al., 2017).

There are many alternative methods for measuring comparative advantage. In the work by James
Harrigan (1997), it was proposed to evaluate the comparative advantages of industries by their shares
in the country's GDP. Daniel Treffler suggested calculating the net trade volume in each factor of
production by groups of countries (Treffler, 1993; 1995). Comparing these flows to the production
factors endowment and taking into account differences in preferences and productivity in different
countries, he empirically proved that both the “technological theory” of comparative advantages and
the “theory of factor supply of countries” hold. However, this approach does not include trade costs
(tariff and non-tariff barriers, transportation costs).

In our paper, we examine regional trade in final goods with the aim to understand current
specialization of the region, the possibilities for development of the region’s international trade and
policy measures that could be useful for this. In this context it is important to take into account the
existing regional specialization (Delgado et al., 2016). It is important to understand, which industries
are developed in a region, and which industries have potential for development (Frenken et al., 2007).
To measure the degree of the existing specialization in trade of the Sverdlovsk region, as well as its
potential in the context of trade specialization, we turn to the comparative advantage indices
(Garanina, 2009). In our work, we use both the index suggested by Balassa and the Lafay index,
keeping in mind that the Lafay index appears to be more reliable as it is explained in the data and
methodology section below.

Data and Methodology

Our study is based on data covering 85 Russian regions for the years 2003 to 2018. The database
consists of 22 categories of goods including the hidden section (22). Table 1 contains basic descriptive
statistics of net exports for the identified categories of goods. For calculations presented in all tables
below we use data on exports and imports of the Russian Federation (Ru-Stat, 2020).

Table 1. Descriptive statistics of net exports, monthly data, 2013-2018, billion US dollars

No Category of the good Min Max Mean Variance Mode
1 Animal products -6.031 0.392 -1.786 2.149 -1.312
2 Plant Products -18.893 -1.6 -7.47 10.97 -

3 Fats and oils 1.16 5.245 2.893 1.126 -

4 Food, Beverages, Tobacco -4 1.4 -1.19 1.124 -0.2
5 Mineral products -59.78 13.2 -11.02 214.2 -16.1
6 Chemical industry products -88.2 76.1 -8.062 606.1 3.7

7 Plastics, rubber -19.7 -4.6 -13.51 9.02 -15.9
8 Leather and fur products -2.857 -0.076 -0.818 0.31 -0.83
9 Wood and wood products 5.699 23.9 15.21 13.05 17

10 Books, paper, cardboard -5.9 16.3 -0.995 8.255 -0.9
11 | Textile -10.15 -2.276 -5.94 3.746 -
12 Shoes, hats, umbrellas, etc. -2.369 -0.311 -1.238 0.228 -
13 Stone, ceramic and glass products -5.4 1.1 -1.277 1.309 -1.4
14 | Jewelry 0.733 50.67 23.77 166.8 -
15 Metals and metalwork 156.5 411.9 281.1 348.3 260
16 Machines, equipment -169.9 -3.7 -55.68 780.1 -
17 | Transport -30.2 19.1 0.68 70.87 -1.8
18 Instruments, devices, watches -29.7 54.5 -9.93 92.14 -10.4
19 Weapons and ammunition - - - - -
20 Miscellaneous manufactured goods -11.828 0.5 -5.368 4.579 0
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21 Artworks and Antiques -0.392 0.002 -0.022 0.005 0
22 Hidden section -65.2 499.5 154.1 17192 -

Source: Author

Based on the data in Table 1, it can be assumed that the Sverdlovsk region will have a comparative
advantage in goods 3, 9, 14, and 15, since their net export was positive for the 5 year period. However,
industries with negative mean but positive and substantial maximum value, such as industry 18
(Instruments, devices, watches) are also among the industries that demonstrate potential for exporting,
because we observe net export in this industry at some points in time over the years 2013-2018.

Besides, the variance shows the scatter of data, which in our case can reflect seasonality; it is
especially noticeable for goods 5, 6, 14, 15, 16 and 22. Information on product 19 is not published.

Our methodology implies calculation of the index of revealed comparative advantages by Balassa
(Balassa, 1965) and index of international specialization suggested by Lafay (Lafay, 1992). The
indices are calculated using the following equations. Revealed comparative advantages index by
Balassa:

ExyjXExc

RCAEX = (l)

where RCAgy denotes the index of revealed comparative advantages; Ex,.; — exports from the region r
of the good j (billion US dollars); Ex,. — total exports of the country (billion US dollars); Ex, - total
exports of the region r (billion US dollars); Ex; — exports from the country of the good j (billion US

dollars).
The Lafay index:

ExyXExcj '

(2)

where LFI;; is the Lafay index; N — total quantity of tradable goods; Ex;;, Im;; — exports and imports
of goods j of the region i respectively (billion US dollars).

The Lafay index is more accurate for our analysis. Firstly, it allows taking into account intra-industry
trade, which is important in the modern economy. Secondly, it is resistant to macroeconomic shocks
because while considering the normalized trade balance for a particular product it controls for the
amount of all goods traded by a particular country (Zaghini, 2003).

The Economic Complexity Ranking of Exported and Imported Goods of the Sverdlovsk Region

In Table 2 we present the Balassa revealed comparative advantages index for the Sverdlovsk region
from 2003 to 2018.

Table 2: The index of revealed comparative advantages for the Sverdlovsk region, 2003-2018

N
Exij—Imy; Zj=1(Exij—1mij)) Exij+Imy;
Exij+Im;;j ij=1(Exij+Imij) Z?’:l(Exinmij) !

Year/Number
of the 1 2 3 4 5 6 7 8 9| 10| 11| 12| 13| 14| 15| 16| 17| 18| 19|20 |21 |22
category of
the good
2013 0.10]0.01 |1.35|0.55|0.07{0.84 | 0.440.04|1.80|0.22|0.49|0.17|2.33|1.48(6.84|1.70[1.38|1.53| - |0.57 [0.00 [1.56
2014 0.11]0.01/1.30|0.49/0.05]0.90 | 0.45]0.09|1.73|0.21|0.60|0.24 | 2.63|1.74|6.78|1.33|1.17|1.56| - [0.70 [0.00 [1.68
2015 0.090.01/0.96|0.33/0.040.84|0.35|0.06|1.19|0.13/0.27|0.32|1.70 | 2.36 [4.98]0.99[1.58|1.16 | - [0.81 [0.00 [1.83
2016 0.080.01|0.58|0.27 | 0.05|0.43|0.280.05/0.880.20/0.19|0.21 |1.37|1.54[455]|0.84[0.98|0.72| - [1.04 [0.01 ].19
2017 0.12]0.08/0.69|0.33/0.070.49/0.35|0.07 |1.20 | 0.16 | 0.27|0.31 | 1.63|1.72[5.41]|0.94 |1.18|0.56 | - [0.71 [0.04 [1.46
2018 0.11]0.13/0.81|0.26 | 0.09 | 0.55|0.37|0.08 | 1.31|0.42 | 0.25|0.16 | 1.56 | 0.26 [5.22|1.240.99|2.93| - [0.81 [0.00 [2.09
Mean 0.10]0.04 |0.95]0.37|0.06 | 0.68 | 0.37 | 0.06 | 1.35]0.22 | 0.35]0.24 | 1.87|1.52 [5.63|1.17|1.22|1.41| - |0.77 [0.01 [1.80
2 4 1 B

Source: Authors

The category 19 (weapons and ammunition) is excluded from further analysis because there is no open
data to calculate the indices. Based on the Balassa index discussed above, the value greater than 1
shows comparative advantage. Therefore, according to the mean values of the revealed comparative
advantages index (2003-2018), the following four categories of goods are identified as those in which
the Sverdlovsk region may have comparative advantages: 15 (metals and metalwork); 13 (stone,
ceramic and glass products); 22 (hidden section); 14 (jewelry). Industry 18 (instruments, devices,
watches) and a number of other industries demonstrate comparative advantages over several years as
well.
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In Table 3 the Lafay index for the Sverdlovsk region is presented; calculations cover the years from
2003 to 2018.

Table 3: The Lafay index for the Sverdlovsk region, 2003-2018

Year/Numbe
r of the
1 2 3 4 5 6 7 8 9 [10 | 11 | 12 | 13 | 14 | 15 16 |17 (18 [19| 20 21 22
category of
the good
2013 -0.52|-1.50| 0.16 |-0.56|-1.48|-2.52|-2.11|-0.19| 0.86 |-0.40|-0.94|-0.18|-0.49| 1.36 |16.99|-12.39|0.70-2.27 | - |-1.04 [-0.01 |7.93
2014 -0.43]-1.27] 0.15 |-0.35|-2.35|-1.33|-2.07|-0.12| 0.93 |-0.31|-0.80(-0.20|-0.48| 0.62 |16.50| -10.93 |1.59-1.80 -0.86 | 0.00 |[6.67
2015 -0.26]-1.24] 0.11 |-0.31|-2.96|-3.71|-1.99|-0.08 | 0.79 |-0.27|-0.77|-0.15|-0.42] 2.15 |13.47|-12.79 0.37-1.87 | - |-0.75 | 0.00 [11.41
2016 -0.19]-1.09] 0.11 |-0.50|-3.59|-3.29 |-2.61|-0.08 | 0.68 |-0.25|-0.78(-0.22|-0.61| 1.82 | 9.98 | -8.05 [0.54-2.16 | - |-0.70 | 0.00 [12.08
2017 -0.25]-0.81] 0.17 |-0.40|-4.42|-2.96 |-2.40|-0.16 | 1.14 |-0.23|-1.01|-0.20|-0.51| 2.26 |14.92| -7.86 |0.03-1.50 -0.96 | 0.00 [5.21
2018 -0.14]-0.72] 0.20 |-0.23|-4.69|-2.97|-2.17|-0.10 1.15 |-0.05|-0.99|-0.18|-0.43| 0.20 |12.68| -7.19 |0.39-0.65 -0.79 | 0.00 |[7.47
Mean -0.30]-1.11] 0.15 |-0.39|-3.25|-2.80|-2.23|-0.12| 0.93 |-0.25|-0.88|-0.19|-0.49| 1.40 |14.09| -9.87 [0.60-1.71 -0.85 | 0.00 |[8.46
3 1 2

Source: Authors

Based on the methodology described above, a positive value of the Lafay index is an indicator of
comparative advantage. According to this index, the Sverdlovsk region has revealed comparative
advantages in production of 15 (metals and metalwork); 14 (jewelry); 22 (hidden section). The hidden
section is not included in further analysis because there is no opportunity to give any comments on this
category.

Table 4: The Lafay index ranking by region of the Russian Federation in 2013-2018, 9" good (wood
and wood products)

Wood and wood products (9th category)
« 2013 2014 2015 2016 2017 2018
s Region LFI Region LFI Region LFI Region LFI Region LFI Region LFI
Jewish Jewish Khanty-Mansi Jewish 495 Jewish 297 Jewish 493
1 Autonomous [43.56| Autonomous |45.80| Autonomous |47.35| Autonomous ) Autonomous ; Autonomous )
! . - 4 p 3 ] 5
Region Region Area — Yugra Region Region Region
: Jewish Khanty-Mansi ]
2 Astrakhan |y 15| Trans-Baikal | ) (o1 Autonomous [45.03|  Autonomous | 439 | Trans-Baikal | 41.9 Amur Region 49.2
Region Territory . 8 Territory 1 7
Region Area — Yugra
Khanty- .
. . Khanty-Mansi
. Astrakhan Trans-Baikal . 39.5 Mansi 41.2 48.6
3 Amur Region {39.20 Region 40.76 Territory 38.69| Amur Region 9 Autonomous 2 Autonomous 9
Area — Yugra
Area — Yugra
4 |Republic of Altai|38.32| Amur Region |35.49| Amur Region |33.24 Trans-SalkaI 358 TV”'?*‘“ 399 Vlad!mlr 315
Territory 4 Region 3 Region 1
. . Karachayevo-
5 Lenln_grad 25.77| Tyumen Region | 32.82 Prlmqrye 31.21|Vladimir Region 331 Astral_(han 38 Circassian 341
Region Territory 3 Region 3 ; 3
Republic
Kabardino- Kabardino- Kursk
81 Moscow -3.65 | lvanovo Region | -9.30 Balkarian |-5.08 Balkarian -2.20 Reai -2.66 Kursk Region -1.70
: - egion
Republic Republic
82 | Novgorsd |-445| penza Region |-9.68 |vanovo Region |-7g5| KISTOSar | o0 | Smolensk | ) | Republicof | /g
96 ' 9 ) 9 ' Territory ' Region ’ Ingushetia ’
Region
Yamal- Republic of
83 | PskovRegion |-7.60| SMOlensk g4 Smolensk ) g gq)  Smolensk j ggp | Nemels I 643 | NorthOssetia | -2.36
Region Region Region Autonomous .
Alania
Area
gy | Smolensk |, pg Kamchatka 439/ Sevastopol [-19.51| Ivanovo Region | -7.32 | RePUDIiCOf | 755 | Republicof 1 g g
Region Territory Crimea Crimea
Republic of Republic of Yamal-Nenets - Yamal-Nenets -
85 Penza Region |[-16.57 Crimea -34.02 Crimea -20.55| Autonomous | -9.97 Sevastopol 19.4 Autonomous 20.7
Area 2 Area 9
Sverdlovsk
ISverdlovsk Sverdlovsk Sverdlovsk Sverdlovsk . Sverdlovsk
*
Region *(48) 0-86 Region *(49) p-93 Region *(51) p-79 Region *(52) 0.68 Bé%'fn 114 Region *(53) 115

Source: Authors

During the analyzed period the Jewish Autonomous region possessed a comparative advantage in
wood production, except for the year 2015. The Sverdlovsk region ranked the 48" in 2013, however,
by 2018, the comparative advantage of the Sverdlovsk region decreased (the Sverdlovsk region was on
the 53rd place in 2018).

There is ambiguous dynamics of the Lafay index, calculated in the Sverdlovsk region for the good 14.
By 2018 the Sverdlovsk region fell by 3 positions in the ranking, despite the increase of the
comparative advantage in 2017 by 2 lines of the ranking in comparison with 2016.
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The Sverdlovsk region has a revealed comparative advantage in the production of metals and
metalwork among the other regions of the Russian Federation. During 2013-2018 the Sverdlovsk
region belonged to one of three regions with the highest Lafay index in this good. The highest value of
this index was observed in 2013, during the period before the crisis of 2014. Since 2013 the
Sverdlovsk region lost its leading position in this ranking.

Table 5: The Lafay index ranking by region of the Russian Federation in 2013-2018, 14™ good
(jewelry)

Jewelry (14th category)
~« 2013 2014 2015 2016 2017 2018
S Region LFI Region LFI Region LFI Region LFI Region LFI Region LFI
Stavropol 34.2 Stavropol Stavropol Stavropol Magadan
! Moscow 35.94 Territory 9 Territory 36.34 Territory 42.55 Territory 3820 Region 4241
2 NFLi%{?gﬁn 34.40 Moscow 30? Moscow 34.91 Moscow 32.33 Moscow 31.60 Moscow 31.92
3 Stavr_opol 28.36 Smol_ensk 24.3 Smok_ensk 18.89 Maggdan 26.10 Maquan 2458 Stavnjopol 18.64
Territory Region 7 Region Region Region Territory
4 Smok_ensk 2252 Novos!blrsk 13.2 Mage}dan 1501 Smol_ensk 16.02 Smolt_ensk 17.69 Smol(_ensk 16.75
Region Region 0 Region Region Region Region
St. St. 13.0 St. Yaroslavl St.
5 Petersburg 11.92 Petersburg 4 Petersburg .72 Region 10.37 Petersburg 17.12 St. Petersburg | 5.43
Ryazan ] Krasnoyarsk . Kostroma } Chuvash ] Chuvash : Republic of :
81 Region 0.51 Territory l%l Region 2.78 Republic 0.96 Republic 1.08 Adygeya 1.15
82 Krasnoyarsk 0.95 Kostroma 34 Krasnoyarsk 437 Krasnoyarsk -1.99 Krasnoyarsk 158 Krasnoyarsk 1.97
Territory Region 4 Territory Territory Territory Territory
Kostroma Kabardino- - Kabardino- Kabardino- Kabardino- Yamal-Nenets
83 Region -2.33 Balkarian 4.0 Balkarian -6.20 Balkarian -3.34 Balkarian -5.18 Autonomous | -2.14
9 Republic 9 Republic Republic Republic Area
Kabardino- Primorye . Primorye Kostroma Kostroma Kabardino-
84 Balkarian ~ [7.12 Termg 19. Temtoﬁ’ 39| T -5.95 Redion -10.59 Balkarian | -4.66
Republic Y 24 Y 9 9 Republic
85 an_orye F19.78| Amur Region | 29. | Amur Region 31.70| Amur Region | -21.06 Prlm_orye -22.63 Kostr_oma -11.10
Territory 71 Territory Region
Sverdlovsk Sverdlovsk Sverdlovsk Sverdlovsk Sverdlovsk Sverdlovsk
*
Region *(26) | 2% | Region *(28) | | Region *@7) | %*° | Region *26) | 1% | Region *24) | %% | Region *@9) | ®%°

Source: Authors

Table 6: The Lafay index ranking by region of the Russian Federation in 2013-2018, 15" good (metals
and metalwork)

Metals and metalwork (15th category)
< d 2013 2014 2015 2016 2017 2018
Region LFI Region LFI Region LFI Region LFI Region LFI Region LFI
Sverdlovsk Republic of  |34.1 Republic of  [20.7 Republic of
1 Region Haigk Crimea 8 Crimea 9 Crimea 27.30 Sevastopol 19.42 Sevastopol 8022
Sverdlovsk Sverdlovsk Yamal-Nenets
2 16.69| Kamchatka 20.34 19.51 . 9.98 : 14.92| Autonomous |22.93
. . Region Region
Penza Region Territory Sevastopol Area
Kabardino- Sverdlovsk Sverdlovsk Yamal-Nenets Sverdlovsk
3 Balkarian 8.66 5 16.50 7 13.47| Autonomous 9.97 | Republic of 7.23 e 12.68
Republic eI IREHIEL Area Crimea IR
Kabardino- Kabardino- Yamal-Nenets
4 7.67 9.85 Balkarian 11.28 Balkarian 5.54 | Autonomous 6.03 Republic of 5.49
Pskov Region Penza Region Republic Republic Area Crimea
Nizhny Republic of
5 Novgorod 3.72 8.71 lvanovo 7.03 | Krasnodar 2.29 2.66 | North Ossetia— | 2.36
Region Sevastopol Region Territory Kursk Region Alania
Karachayevo-
81 Magadan -33.94| Stavropol -31.43  Vladimir -33.30 Moscow -30.52|  Stavropol -37.63 Circassian -34.13
Region Territory Region Territory Republic
Republic of Tyumen Stavropol Trans-Baikal
82 Altai -38.32 Region -32.82 Territory -35.02 Territory 3574\ adimir Region 3981\ ladimir Region 4151
Vladimir Trans-Baikal
8 | amur Region -39.22 Region -33.69 Territory 3869 adimir Region -35.86 Tyumen Region -39.92 Magadan Region 4228
Jewish Khanty-Mansi Khanty-Mansi
84 Astrakhan -43.13| Astrakhan -40.76/ Autonomous |-45.03  Stavropol -42.03| Autonomous |-41.22| Autonomous  [-48.69
Region Region Region Territory Area — Yugra Area— Yugra
Jewish Khanty-Mansi Khanty-Mansi
85 | Autonomous [-43.55| Trans-Baikal |-41.60| Autonomous [-47.35 Autonomous |-43.99| Trans-Baikal -41.76 -49.26
Region Territory Area — Yugra Area — Yugra Territory Amur Region
Source: Authors
Discussion

The existing comparative advantages of the Sverdlovsk region presented in Table 3 above could be
explained to a large extent by resource endowment, while the available technologies also play an
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important role. The metallurgical industry is the basis of the economy of the Sverdlovsk region.
Besides, in 2010-2015 the Sverdlovsk region was one of the ten largest gold mining regions in Russia.
Yet, in 2016, the region fell to the 11th place. It is predicted that reserves of platinum and gold will be
exhausted within 15 years in the Sverdlovsk region. Investment is carried out to search for new
deposits. Besides natural resources, the Sverdlovsk region has also an industrial structure with
potential for diversification, and substantial research and human capital capacity.

According to the website devoted to the foreign economic activity of the Sverdlovsk region, metals
and metalwork make up more than half of the region’s exports: 56% in 2017, 51% in 2018
respectively (Ru-Stat, 2020). In 2018, export of metals and metallurgical products increased compared
to 2017, for instance, the export of ferrous metals increased by 11%, export of products from ferrous
metals increased by 34%, the export of aluminum and products from aluminum increased by 7%, and
the export of copper and products from copper increased by 3% (Ru-Stat, 2020). Thus, transition of
the Sverdlovsk region to the third place in the Lafay index ranking in 2018 occurred due to
development of the comparative advantages of the Yamal-Nenets Autonomous Area and of Sevastopol
(for Sevastopol there was an increase in output by 21.7% in 2018 compared to 2017, while in the
Sverdlovsk region the increase was 12.1%).

Conclusion

In this paper we concentrated our attention on one of the Russian regions, the Sverdlovsk region; we
analyzed its leading industries and potential for development of various industries. According to the
results of our study, the Sverdlovsk region has the comparative advantage in production of metals and
metalwork, wood and wood products, and jewelry. While specialization in the goods of current
comparative advantages provides jobs for qualified personnel, creates demand for research and allows
the region to gain from trade, it is also important to develop the industries that have smaller impact on
environment and express stronger demand for highly qualified labor force. In fact, since the times of
the planned economy, the Sverdlovsk region has and retains a tradition of higher education in the field
of engineering, and since transition towards market economy it is developing education in the fields of
economics, management and other areas important for the modern enterprises. Therefore, there is
potentially an educational base for the high value-added industries which in their turn would further
stimulate economic development.

As for the policy recommendations arising from this research, on one hand, it is worth facilitating
improvement of technologies in the industries of the current comparative advantage, together with
development of the industries along the value chain, and to help firms in their effort to export focusing
on the developed economies. Sustainable development issues such as environmental protection should
be taken into account. On the other hand, it is important to diversify export by facilitating production
in the other potentially promising industries.

Limitations of this research and, therefore, the opportunities for further research are the following.
Firstly, attention should be paid to the consequences of economic sanctions for the industries under
consideration. In order to do this, a larger time span should be analyzed. Secondly, more industries
should be studied to better account for the scope of potential opportunities for development. Thirdly,
more detail concerning the related industries should be considered.

Another relevant issue for further research is the analysis of the factors important for development and
change of the regional comparative advantage towards high tech manufacturing and services. It can be
assumed that they are institutions, infrastructure, taxation and various aspects of human capital. It is
also essential to analyze and to take into account the impact of all industries of the revealed
comparative advantage on the environment, on the labor market and on the regional economic
development.
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