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RUSSIA IN THE GLOBAL INVESTMENT PROCESS
At  the press conference  held in Washington in April, 2006 Mr. R. Radjan, economic adviser and director of IMF R&D Department stated that the investment climate in Russia  needs improvement. One of the ways to improve the investment climate is to ensure a greater respect to private property in Russia that will increase the inflow of private investments. 

Timothy Gallen the Head of Global Economy Studies of IMF R&D Department noted “the inflation rates in Russia are still estimated in double-figure amount" though the Russian government set the target to achieve 8.5 % in the end of the year. IMF maintains the opinion that the Russian Government could hardly manage to keep the inflation rate at that level unless its financial policy is restricted. In its annual report titled "Economic forecast" IMF noted that inflation rates in Russia may exceed 11 % in the end of 2006. "Without increasing the nominal exchange rate the Central Bank    will hardly achieve the targeted 8.5%  inflation rate in the end of 2006".  According to the expectations of IMF experts the inflation rate in Russia is to increase by 6% in 2006 while in 2007 the inflation growth rates will decrease a little to 5.8%.

Russia has occupied a modest position on the background of the global scales of attracted and utilized foreign investments in the last quarter of the XX century. Its share in the volume of attracted foreign investments in 2007 did not exceed 0.5 %, while its share of accumulated direct foreign (DFI) investments accounted to less than 0.3 %. Investments flew into the "Russian economy almost from 110 countries. The top ten investing countries accounted to more than 80 % of the total investments per year (Table 1).
Table 1
	list of the key investors into the Russian economy in the period from 2002 to 2007 (in percent).


	
	2002.
	
	2003.
	2007.

	No.
	countries
	100.0
	No.
	countries
	100.0
	No.
	Countries
	100.0

	1
	USA
	14.5
	1
	Cyprus
	16.3
	1
	Germany
	20.2

	2
	Germany
	13.4
	2
	USA
	11.3
	2
	Cyprus
	11.8

	3
	Cyprus
	13.2
	3
	The Great Britain
	10.9
	3
	Great Britain
	11.5

	4
	Netherlands
	11.2
	4
	Switzerland
	9.4
	4
	Switzerland
	6.8

	5
	Switzerland
	7.2
	5
	Netherlands
	8.8
	5
	Luxembourg
	6.7

	6
	France
	6.8
	6
	Germany
	8.7
	6
	Virgin islands
	6.6

	7
	Gibraltar
	6.5
	7
	France
	8.4
	7
	France
	6.0

	8
	The Great Britain
	5.5
	8
	Virgin Islands
	4.2
	8
	Netherlands
	5.9

	9
	Sweden
	2.8
	9
	Austria
	3.0
	9
	USA
	5.7

	10
	Antilles
	2.3
	10
	Japan
	2.9
	10
	Finland
	3.0


Source: "Russia in figures" statistical digest prepared by Goscomstat of Russia, - M.: Rossstat, 2007
In the beginning of the XXI century the share of Russia in the global market was much less than that of the advanced developed countries and of many less developed ones. Thus, Republic of Korea accumulated 2.5 times more direct foreign investments than Russia, while the share of the People's Republic of China exceeded the Russian share 10 tenfold. The total volume of DFI attracted by the People's Republic of China amounted to USD 347 billion at the start of 2003 year, while the amount of the accumulated DFI in the East European countries (Czechia, Slovakia, Poland, Hungary) amounted to approximately USD 100 billion.
Entry onto the Russian investment market by the global leaders in high technologies segment (Intel, "Motorola", "General Electric", "Lucent Technologies", "United Technologies", "Boeing") whose investment volumes are not so big as yet, is indicative of the interest the transnational companies have in the Russian market. In 2005 the accumulated foreign capital in the Russian economy amounted to USD 90.8 billion, which is by 37.4 % more than in the previous year. The greatest share in the accumulated foreign capital is reported for other investments that were attracted on a capital return basis (credits of international financial organizations, trade credits, etc.) – 52.1 % (in 2004 – 57.2 %). The share of DFI accounted to 46.1 % (40.7 %), the share of portfolio investments accounted to 1.8 % (2.1 %). DFI in 2005 year accounted to over USD 18 billion, which is substantially higher as compared with the other post-communist states (thus, Poland has about USD 11 billion of FDI inflows). However in GNP shares the level of DFI makes merely 2.5 %, which is less than in the majority of the post-communist countries. Though, obvious positive changes are visible here too: this year Russia outperformed the Ukraine and Turkey in this indicator. A substantial portion of DFI is concentrated in the Russian fuel & energy sector (FES) - more than 40% (in 1997 more than 23.4 % of the total investments flew into the fuel & energy sector) and mainly in the upstream segment, while a substantially less portion came into the downstream segment. This was facilitated by the governmental policy. Thus, in 2002 the RF Ministry of Natural Resources signed the order for license be issued to Rosneft & BP alliance for exploration of the oil and gas fields under “Sakhalin-5” project. The Agreement for creation of the alliance was signed as far back as in 1998. The shares of the participants were allotted as follows: “Rosneft” – 51% and BP- 49%. Under “Ssakhalin-5” project the estimated extracted oil resources account to 600 mln. tons and resources of natural gas are estimated as 600 billion m3. The expected investments will account to over USD 30 billion.

The share of investments into fixed assets in gross national product of Russia in 1997 with allowance for the parity of RUR/USD purchasing capacity did not exceed  8 %, while in the US it was 17.5 %; in Germany this figure was 21.1 %,  and 19.9 % in Japan. After 1998 crisis the parity of the rouble purchasing capacity decreased even more, and consequently the share of investments has dropped (in parity estimates).

In 2002-2006 Russia received USD 58.51 billion of foreign investments from the global financial organizations and foreign countries. In the total amount of foreign investments in Russia for the aforesaid period DFI accounted to US 24.96 million or 42.7 % of the total volume, while the balance is represented by portfolio and other investments.

 DFI into the real sector of the Russian economy in 2005 were made mainly by Cyprus, Luxemburg, Netherlands, Germany, Great Britain, USA, and France (Table 2). Their share was 81.9% of the total volume of the accumulated direct foreign investments.
Volume of the accumulated foreign investments into the Russian economy  
by key investing countries in 2007

	 
	accumulated 

	
	 total
	in % of the total 

	Investments, total
	90820
	100

	therefrom by key investing countries
	79279
	87.3

	including:
	
	

	Cyprus 
	17305
	19.1

	Luxembourg 
	15361
	16.9

	Netherlands 
	14236
	15.7

	Germany
	8977
	9.9

	Great Britain 
	8104
	8.9

	USA
	6751
	7.4

	France
	3613
	4.0

	Switzerland
	1708
	1.9

	Virgin Islands
	1636
	1.8

	Austria
	1588
	1.7


Source: RF Goskomstat, Moscow, 2007
Altogether under international standards the volume of the foreign capital invested into Russia (especially direct investments) is insignificant. The main portion of resources, which can be put into circulation with participation of foreign capital, is located in the North-East of Russia where enterprises extract about 70 % of oil, 92 % of gas, about 80 % of gold and diamonds. About 20 % of the national income is generated in this region. In such situation a long-term concept for attracting DFI is necessary, which in addition to revenues for investors, will ensure efficient business operations in the strategic regions under coordinating role of the Government, reliable credit ratings and economic security of Russia. 

Russia is able to raise more than 30 billion dollars of foreign investments without compromising its economic security and independence. 

Russia has a modest rating for attracted foreign investments on the background of continuing globalization and this is due to lack of a favorable climate for foreign investments, i.e. political instability, lack of legal guarantees for foreign investors, lack of advanced institutional and market infrastructure, transparent tax benefits for foreign businessmen, etc. For example, the share of taxes and tax charges in the revenues of the Russian enterprises with foreign capital achieves 50 % (in the Great Britain and USA this figure is about 20-25 %). In 2004 on the territory of Russia more than 6.9 thousand enterprises with foreign invested capital (without taking into account small businesses) were engaged in manufacturing activities and in provision of services. The volume of produced goods and provided services in 2004 amounted to US 2.6 billion (in 2003 it was 1.8 billion roubles), including operating profits of 2.2 billion or 86 %. In the period from 2001 to 2006 a number of car-building projects were launched with participation of foreign capital. In 2003 a car-building plant was commissioned with participation of "Ford" company in Leningrad region. Investments into the plant of 25 thousand cars annual output capacity amounted to USD 150 million.
According to "Price Waterhouse Coopers"("PWC"), owing to lack of transparency of economic and financial policies, legislative system and business relationship, Russia short-received in 2004 about USD 10 billion of foreign investments. The borrowings of Russia in the global capital market by 12.25 % per year exceeded the reference rates of USA and Singapore. Thus, by opacity index Russia was rated on the 34-th position (among the 35 surveyed countries), which is comparable to 43 % profit tax for prospective foreign investors. In the recent years rating of Russia by attractiveness of its investment climate (according to the findings reported after the survey of corporate executives of 1 thousand leading companies worldwide that are referred to global investors), which was published in "Financial Times", was upgraded from 49-th position in 1999 to the 32-nd position in 2004.
The amount of the attracted foreign capital in the Russian economy in 1994-2003 has increased from 1.05 to 14.2 billion dollars. The amount of portfolio investments has increased more then 100 times, however their share in the volume of foreign investments in the 90-s was insignificant. In 1994-2003 the amount of other investments increased nearly 20 times and direct investments increased more than 7 times [3].

In the reviewed period the structure of foreign investments was not stable. In 2003 the share of other investments increased to 75.2 % (mainly trade and commercial loans to enterprises with foreign investments), while the share of direct investments decreased to 22.4 %. At the beginning of the XXI-st century the trend was observed worldwide towards downsizing of direct foreign investments; DFI inflow reduced to 51 % to the account of economically developed countries. Such trend prevailed in 2002-2005 years as well. 

The key factors: low rates of GDP growth in the leading developed countries;  slumped activity in the stock market. In 2003 the share of the Russian gross national product in the global total GNP accounted to 2,8 % (against 2.7 in 2000). This parameter (at first in relation to the USSR, and then in Russia) had been continuously reducing during 40 years: in 1980 the share of the whole Union in the global gross national product accounted to 11.5 %, and the share of the RFSR was 7,0 %; in a decade later this parameter was 9.1 and 5.5 %,  accordingly.

For the recent years the inflow of direct investments into Russian economy has not increased (table 3). 

Table 3
Structure of foreign investments into the Russian economy

	 
	2000
	2002
	2003
	2006

	
	USD mln.
	In percent of total
	USD mln.
	In percent of total
	USD mln. 
	In percent of total
	USD mln.
	In percent of total

	Total investments
	10958
	100
	19780
	100
	29699
	100
	40509
	100

	     including:
	
	
	
	
	
	
	
	

	direct investments
	4429
	40.4
	4002
	20.2
	6781
	22.8
	9420
	23.3

	     Therefrom
	
	
	
	
	
	
	
	

	contributions to share capital
	1060
	9.7
	1713
	8.6
	2243
	7.5
	7307
	18.0

	credits obtained from foreign co-owners of entities
	2738
	25.0
	1300
	6.6
	2106
	7.1
	1695
	4.2

	other direct investments
	631
	5.7
	989
	5.0
	2432
	8.2
	418
	1.1

	portfolio investments
	145
	1.3
	472
	2.4
	401
	1.4
	333
	0.8

	      therefrom:
	
	
	
	
	
	
	
	

	shares and participatory interests
	72
	0.7
	283
	1.4
	369
	1.3
	302
	0.7

	corporate debt securities
	72
	0.6
	129
	0.7
	32
	0.1
	31
	0.1

	      therefrom:
	
	
	
	
	
	
	
	

	Notes
	1
	0.0
	65
	0.3
	32
	0.1
	31
	0.1

	bonds and other securities
	71
	0.6
	-
	-
	-
	-
	-
	-

	other portfolio investments
	1
	0.0
	60
	0.3
	-
	-
	-
	-

	other investments
	6384
	58.3
	15306
	77.4
	22517
	75.8
	30756
	75.9

	     therefrom:
	
	
	
	
	
	
	
	

	trade credits
	1544
	14.1
	2243
	11.3
	2973
	10.0
	3848
	9.5

	other credits
	4735
	43.2
	12928
	65.4
	19220
	64.7
	26416
	65.2

	credits obtained from governments of foreign states under guarantees of the RF Government
	23
	0.2
	45
	0.2
	131
	0.4
	34
	0.1

	      Other
	82
	0.8
	90
	0.5
	193
	0.7
	458
	1.1


Source: Goskomstat of the Russian Federation. Moscow, 2007.
Russia realistically is able to compete with other countries worldwide at the level of capital investments offerings around 10-15 billion dollars if such investments volume is proposed by global investors to our country. Foreign investors are not in a hurry to invest into the Russian economy. The close neighbors of Russia intercept the flows of western investments. Therefore, participation of Russia in the global investment processes is one of the major tasks for the Russian state economic policy.
Russia was and is rather attractive to foreign investors. In total GDP of all new markets the share of Russia is more than 25 %.  Russia has more natural resources (USD 10.2 trillion), than Brazil (USD 3.3 trillion), Southern Africa (USD 1.1 trillion), China (USD 0.6 trillion) and India (USD 0.4 trillion), put together. In a favorable investment climate Russia will be able to realize within the nearest 10-15 years to USD 200-300 billion of capital funds to be invested into reconstruction and modernization of production to bring it up to the standards of the global and domestic markets. To overcome the crisis phenomena Russian fuel & energy complex alone will require about USD 100-140 billion. The active part of production assets consumes USD 20-25 billion per year for replacement and modernization. For this purpose it is necessary to reallocate to Russia about the tenth part of the total international direct investments, which amount to USD 240-250 billion in the recent years. 

Integration of the Russian economy into the system of global economic relationships will make it possible to realize its national interests with a greatest efficiency. Economy and investments are not limited to production and distribution relationship but they are based upon the national historical experience.
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