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Investment In Human Capital In Promoting Economic Growth
And The Importance Of Financial Inclusion In The Russian
Economy

Abstract

This study aims to investigate human development and financial inclusion in Russia. The
global bank provided the secondary data for this study, which covered the years 1990 to
2021. This study uses vector analysis. We found that the development of human capital
in Russia not only promotes financial inclusion that drives the economy, but also provides
a direct impetus to the growth of the Russian economy. The role of human capital is very
important in today's modern human development. It is proven that human development
through human capital investment provides awareness of the importance of financial
inclusion and provides productive human qualities so as to be able to provide an impetus
for growth in the economy.This research contributes to adding references related to
financial studies and human development including human capital. This research
contributes to providing a simulation and an overview of the importance of human capital
investment in promoting economic growth and financial inclusion.
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Introduction

The Russia-Ukraine war in 2022, has an impact on the Russian economy by rising world oil
prices (Mbah & Wasum, 2022). However, The restrictions on Russia's global financial
transactions by the west also have a significant impact on the Russian economy (Prohorovs,
2022). Western sanctions against Russia failed to become one of the most discussed topics in
the Russia-Ukraine war era (Azarieva, Brudny, & Finkel, 2022). The western sanctions policy
against Russia has reached its limit, and its further expansion threatens to cause too much
damage worldwide and to the West itself but at the same time, it probably won't change Russia
(Sturm, 2022). But in Russia too, the idea of the generally insignificant impact of sanctions has
become almost dominant. In addition to the official optimism of officials and heads of large
companies, a positive attitude is widespread among the population and a large part of the
business community in Russia (Spell & Bezrukova, 2022). The purpose of this study is to
provide a more complete picture of how economic sanctions in general and sanctions on the
Russian economy in particular work and not work and the resilience of the Russian economy in
the past from a financial and human capital point of view.

The fact that the sanctions, as a rule, "do not work" is well known to specialists. However, this
implies that the goals set by the sanctioning state are not achieved with the help of sanctions it
is impossible to change the decisions made or the specific policies of the sanctioned state, and,
very rarely, it is possible to provoke the collapse of the regime (Biersteker, & Huddkovd, 2021).
Atthe same time, there is a relative consensus that non-unilateral (imposed by a broad coalition)
and targeted sanctions ultimately cause huge and long-term harm to the economy and society
(Bull & Rosales, 2020). If the planned effect is not achieved, long-term broad sanctions
reinforce the entire spectrum of negative trends in the social development of the sanctioned
country (McDonald, Wilson, Verissimo, Twohey, Clemence, Apistar, Box, Butler, Cadiz,
Campbell, Cox, Effron, Gaines, Jakub, Mancao, Rojas, Tirona, & Vianna, 2020).




The idea of a limited impact of sanctions on the Russian economy is associated with a
misjudgment of the inertia nature of the economic system (Li, 2020), and the success of the
Central Bank in fighting the first wave of crises, creating an “illusion of normality”, will be and
will be a source of trouble in the future (Cante & Lima, 2019). At the same time, different parts
of the sanctions package have different timing and horizons of consequences for the economy
(Chien, Sadiq, Kamran, Nawaz, Hussain, & Raza, 2021). Financial sanctions have proven to
have little effect in the short term, but the medium and long-term effects will still be visible in
the future (Dabrowski, 2019). The effect of trade and logistics sanctions can be fully assessed
only months after introduction (Orhan, 2022). Sanctions on technology imports have so far been
barely noticeable but will have the most severe consequences in the medium and long term
(Teece, 2022).

The authorities' plans to uproot decades of ties between Russian businesses and Western
suppliers and replace them with partners from Asian countries are not feasible due to the lack
of suitable infrastructure and motivation for these partners to consider non-Russian resources
(Mostafa & Mahmood, 2018). The adaptation of the Russian economy to new conditions will
depend on the extent to which this process will be based on the free redistribution of resources
in the economy and market incentives, and the extent of political priorities, restrictions, and
coercive pressures (Aganbegyan, Klepach, Porfiryev, Uzyakov, & Shirov, 2020). The impact
of the crisis differed between industries, while some felt relatively normal or even showed
growth, others experienced an all-out collapse (Vogt Isaksen, 2019). The decline in population
income is the second factor in the dynamics of the economic crisis experiencing restrictions on
both the supply and demand sides (Sukharev, 2020).

The crisis associated with the imposition of sanctions is structural in nature and will cause major
changes in the economy, which can be defined essentially as technologically regressive import
substitution (Li & Li, 2022). Having lost access to Western technologies and components, the
economy will replace suitable products in cooperation with less developed countries, receiving
from them lower quality and modern technologies and components at higher prices (Zafar,
Sinha, Ahmed, Qin, & Zaidi, 2021). However, even after this setback in development, the
Russian economy will most likely not enter a new trajectory but will enter a conservation mode
typical for countries that have been under sanctions for a long time, losing the competition for
profits and markets due to limited access to technology imports and social stagnation
(Steblyakova, Vechkinzova, Khussainova, Zhartay, & Gordeyeva, 2022).

Sanctions are becoming increasingly common in international relations and US foreign policy,
and evidence of their effectiveness is dwindling but about partial success (Early & Cilizoglu,
2020). However, some calculations show that the effectiveness of such sanctions was typical
for the 1980s-1990s when the economic and political power of the West was at its peak
(Yakovlev, 2021), and in 2016 the average level of sanctions effectiveness fell below 20%
(Korhonen, Simola, & Solanko, 2018).

The main reason why sanctions don't work is related to two effects. Sanctions are usually
imposed on authoritarian states, which are better able to resist external pressures than
democracies (Early & Peksen, 2020). Authoritarian rulers have the ability to redistribute the
costs of sanctions by rewarding loyal groups at the expense of the disloyal and supporting
repressive forces (Wintrobe, 2018). The logic of sanctions in a sense contradicts the logic of
globalization. Over the past thirty years, barriers to the flow of goods, technology, and capital
have been consistently lowered, and the new barriers created by even a fairly broad coalition of
countries cannot offset the overarching effect of the modern world's economic infrastructure
(Cohen, 2020). The same effect leads to the fact that sanctions against a particular economy
have more side effects the damage caused by it is transmitted ("overflow") along the chain to
other countries and the world economy as a whole (Kholodilin & NetSunajev, 2019).




The number of side effects of sanctions is important to understand the main effects. Sanctions
have anegative impact on democratic development in the sanctioned countries, i.e. they become
less democratic, both immediately after the sanctions and in the long term, and the stronger the
sanctions, the stronger the effect (Early & Peksen, 2020). In the short term, sanctions often help
dictators consolidate their regimes, take advantage of the “gathering around the flag” effect,
and mobilize support groups (Gomza, 2022). A similar effect is observed in the area of human
rights, if sanctions fail to weaken the power apparatus of the sanctioned regime, the sanctions
lead to consolidation and increased repression (Peksen, 2021).

Sanctions in fact often lead to regime change the effect was stronger during the classic Cold
War era, especially in countries with personalist autocracies (Weyland, 2018). However, even
in this case, the more likely transition is not to democracy, but to a new autocracy, and sanctions
are less likely to destabilize the leaders of the oil nations. However, there is no doubt that the
sanctions have a broad negative effect on the economy of the country where they are imposed.
The assessment is considered quite authoritative, as a result of the sanctions that only apply
(Chen, Fu, Zhao, Yuan, & Chang, 2019). From 2011-2014, Iran lost 17% of its potential GDP
from the sanctions Iran received (Ghomi, 2021). Sanctions imposed on Russia in 2014-2015 led
to a loss of 16% of potential GDP by 2021 (Andermo & Kragh, 2021). However, the growing
perception of the ineffectiveness of sanctions (based on a broad panel of data) is to some extent
a statistical artifact (Bélin & Hanousek, 2021). In fact, the sanctions policy consists of two parts,
namely the threat of sanctions and the actual imposition of sanctions if the threat does not lead
to a change in the policy of the target country (Weber & Schneider, 2020). However, in many
cases, the threat of sanctions has a significant effect, forcing governments to adjust their
policies, limiting the suppression of opposition, respecting minimum standards of human rights,
and refraining from external aggression or hostile actions in politics and the economy (Park &
Choi, 2022). But practically no work has quantified the preventive effect of this threat of
sanctions. And those who are and who calculate the impact of the sanctions that have been
imposed, therefore, only handle a part of the total panel of cases (Dai, Felbermayr, Kirilakha,
Syropoulos, Yalcin, & Yotov, 2021).

Underestimating the same "sanction threat" factor, according to some researchers, leads to an
underestimation of its economic effects. Most likely, countries, where the economic impact of
sanctions looks too significant, are less likely to implement the situation, while "persistent”
countries, on the other hand, tend to prepare their economies for sanctions in advance to
minimize the effects (Weber & Schneider, 2022). So, in general, the sanctions policy is an
important instrument in international relations, which has a significant effect, but more through
the "threat" of sanctions than through the sanctions themselves. As a general rule, if a country
considers the possible economic impact of sanctions to be significant, and the government
assumes that these effects will have political consequences, it will try to adjust policies to avoid
sanctions (Seyfi & Hall, 2019). If it is believed that this damage will not be so significant or
will have no political consequences for the government, then the policy will not change, and
the sanctions imposed will also not have a positive impact in terms of changing direction. And
only if the initial calculations of these consequences turn out to be wrong, the sanctions "work",
that is, is considered politically successful (Blais & Achen, 2019).

The sanctions imposed in the end against the state do not function in the sense that they are
unlikely to lead to a change in the policy of the sanctioned state or the downfall of the regime
in it (Morgan, Bapat, & Kobayashi, 2021). At the same time, if sanctions were imposed by a
sufficiently broad coalition, they would deal a heavy blow to the sanctioned economy and
almost certainly reduce its long-term competitiveness significantly (Aggarwal & Reddie, 2020).
Paradoxically, a country's ability to resist broad international sanctions causes far greater harm
to that country in the long run (Dumas, 2019).




Two things that are important in maintaining the economy internally are the human and
financial development sectors (Widarni & Bawono, 2022). Human and financial capital are
important for countries receiving economic sanctions in maintaining the economy (Priyanto,
Widarni, & Bawono, 2022). This study examines the resilience of the Russian economy from
the point of view of human capital and financial inclusion.

Research Method

This study aims to investigate human development and financial inclusion in Russia. The global
bank provided the secondary data for this study, which covered the years 1990 to 2021. This
study uses vector analysis with the following equation:

Fin, = piFing + PoFine + PsHdevs + PsHdevu + PsEgrows + PsEgrowis + e (equation 1)
Hdev: = fiFinu + PoFine + PsHdevis + BsHdeva + BsEgrowss + fsEgrows + e

(equation 2)
Grow, =f,Fin, + p.Finp + p:Hdevs + PsHdevy + PBsEgrows + BEgrow, + e,

(equation 3)

Fin is financial inclusion, HDev is human development with human capital index indicator,
Egrow is economic growth with GDP growth indicator. The variables used in this study are

presented in table 1.

Table 1. Description of Variable

No Variable Describe Unit

' Hdev human development with human capital | Index
index indicator

2 Fin financial inclusion with indicators of total | Percent
domestic savings and total credit in percent of
GDP

3 Egrow economic growth with GDP growth indicator | Percent

Result and Discussion

In table 2, the results of the test to see if the data are stationer, which is necessary for
autoregressive estimate, are presented.

Table 2. Stationarity test

Method Stat. Prob.*#
ADF - Fisher 121345 00112
ADF - Choi -1.11232 00114
Series Prob. Lag Max Lag Obs
D(Fin) 0.0121 0 4 3l
D(Egrow) 0.0131 0 4 31
D(Hdev) 0.0141 0 4 31

All data are stationary, according to the findings of the data stationarity test, with a value of the
ADF Fisher statistic larger than alpha (0.05). Table 3 displays the outcomes of the
autoregressive vector estimation.

Table 3. VAR Estimation
Fin Egrow Hdev
Fin 0.810023 0221134 1.311121




021412 00112 2.1123

[1.11213] [0.08112] [041211]
Egrow 1211321 0411213 | 0016312
0.11748 021211 00024

[092231] [0.07221] [0.21324]
Hdev 0321142 0711214 | 0811231
-0.12321 006221 -0.21141

[0.09241] [ 0.06221] [ 0.73282]
R-squared 0712421 0811231 0.812411
Adj. R-squared 0.691237 079152 | 0791215

Financial inclusion in Russia has a significant positive effect on economic growth and human
resource development. However, economic growth is not significantly positively related to
Russian financial inclusion and human resource development in Russia. And human resource
development has a significant positive relationship to financial inclusion and economic growth.
This shows that economic growth in Russia is driven from the financial side and human
development in Russia. Based on the estimation results, financial inclusion has a direct impact
on the Russian economy and is an important factor in driving the growth of the Russian
economy. A very significant impetus comes from the development of human resources which
not only provides a growth impetus for economic growth, but also provides a growth impetus
for financial inclusion. This shows that the higher the quality of human resources, the more
aware they are of financial inclusion and the more productive they are so that they can
encourage economic growth.

Conclusion

The development of human capital in Russia not only promotes financial inclusion that drives
the economy, but also provides a direct impetus to the growth of the Russian economy. The role
of human capital is very important in today's modern human development. It is proven that
human development through human capital investment provides awareness of the importance
of financial inclusion and provides productive human qualities so as to be able to provide an
impetus for growth in the economy. And, in this study is Russia.

Research Limitation
This study was limited by the availability of data, the limited time of researchers and the
research locus in only one country, namely Russia.

Research Contribution

This research contributes to adding references related to financial studies and human development
including human capital. This research contributes to providing a simulation and an overview of the
importance of human capital investment in promoting economic growth and financial inclusion
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