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INTRODUCTION
 Investment policy has one of the key priorities in development strategy of domestic and foreign companies who plan their long-term presence in the domestic and foreign markets. It is critical for companies operations irrespective of a company  size, industry, form of incorporation, etc.
Transition of Russia to the market-driven model of business entailed the necessity to form a new ideology of investment process by the national economic science. Investment process under conditions of the centrally-planned economy was regulated and performed exclusively by the government. On the contrary, private individuals and legal entities (both domestic and foreign entities), subjects of market infrastructure, including business and specialized banks, finance companies, consulting firms and others play the ever increasing role in investment activities of today's Russia.

Investors in Russia encounter a lot of problems which explains a relatively small inflow of global foreign investments. In 2004 they totaled USD 40.5 billion, including USD 9.4 billion of direct investments. 2005 - 2006 years saw a trend towards a certain growth of these parameters. Nevertheless they are much lower than similar parameters in many countries. This is indicative of the necessity to form promptly a more favorable domestic environment for investments.

At the current stage the industrial and economic potential of Russia can be preserved, efficiently implemented and reproduced solely in the event if a relevant economic mechanism for investment process control is created both on the state level and on the level of particular constituent entities (subjects) of the Russian Federation. Efficient investment policy in this instance becomes a backbone factor for successful implementation of social and economic tasks set by the Russian companies.

Substantiation of methods for investment processes management is referred to the pressing issues of today in this area.
This monograph:

-
 substantiates the principles of regulating investment processes, such principles ensuring innovational development of companies, their stability, dynamical growth and optimization of their structure within the framework of systematic approach;
- analyzes foreign practice of investment activity and possibilities for implementation of same for the national  companies, as well as conditions, factors and consequences of attracting foreign investments into the Russian economy, the relevant form and methods of their regulation in the best national interests;
- 
 gives methodical recommendations for improvement of both current and strategic management of companies, organization of their business partnership in the investment sector;
- 
 on the base of the leasing companies taken for a case- study it substantiates the appropriate directions for development of investment management systems, gives propositions for decreasing investment  risks and for development investments management system at the level of business entities;

-  
designs relevant scenarios for government credits to be obtained for major investment projects, such scenarios expanding investment opportunities and improving efficiency of structural transformations management in the Russian companies. 

The concept of "corporate investment policy" is defined by us as a  system of interrelated measures targeted to produce a managing effect in political, legal, economic and organizational aspects on the formation and achievement of such policy medium-term and long-term objectives. We have systematized scientific methods of finance management and reviewed the existing systems of investment management for national and foreign companies as well as the trends of their development.  The monograph deals with classification conditions of investment attractiveness for foreign partners in multiple segments and groups of national companies. Conceptual approaches to the formation of business model for corporate investment management are based on the combination of parameters that describe the scheme for structuring and forming a company business.

Chapter 1. ТHEORETICAL AND METHODOLOGICAL BASICS OF  
CORPORATE INVESTMENT MANAGEMENT 

1.1. 
 Investment activities in the system of economic relations

Under the Russian legislation, investments (the term originated from Latin term "invest" -contribute) mean cash, securities, other property, including proprietary rights (interest) that have a monetary equivalent, which are invested into the objects of entrepreneurship and (or) other activity for the purpose of generation of profits and (or) for deriving some other useful effect. Investments are understood as investment of economic resources for the purpose of creating and further deriving net profits exceeding the total initial value of investments (invested capital). Capital gain should be taken as a compensation for withheld consumption of investor’s own capital in the current period, it shall reward the investor for the risk incurred and shall compensate losses to be caused by inflation in the future period.
Investments are realized through investment environment, which is a group  of participants of investment processes, their economic relations and interests realized in the course of attracting and using multiple types of investment resources. Fig. 1 shows the structural & motivational scheme of investment process that illustrates interaction between the key players, their interests, conditions and mechanisms of such process implementation.
The range of the investment market players includes prospective investors and investees. Their interests are determined by the role each of them is to play in the implementation of a particular project. Combination of their roles may vary greatly.
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Fig. 1.  Structural and motivation scheme of investment process

Interests of the agents of investment activities do not always concur and very often they came into conflict with each other. In practice, apart from the key participants, a big number of intermediaries may be involved, i.e. other stakeholders or persons concerned, including legal entities and individuals. Timeframe of investments and consequently, efficiency of investment process, depend on them in many respects. Intermediaries, who pursue their own purposes, quite often came into conflict with the interests of key participants of investment process. As a result the investment process is getting substantially complicated. Its essential purpose is design of the most appropriate alternative option to suit the interests of all its participants.
The government in this process can act in the role of:

 an investor of capital (mainly for socially focused projects, which satisfy the needs of the government); 

a buyer of industrial products, utilities services;

a proprietor of a part of the state-owned property; 

an intermediary (for example, for tenders held for investment projects). 

The key role of the state is managing capital markets, establishing rules and norms of its functioning.

Investment process is the most critical mechanism of reorganization of proportions and complex structural transformations in a country national economy and is a key link of a national economic policy. Actually, all activities in the field of development of industrial sphere and changes in the social and cultural complex are determined by investment activities.

Investment sphere is functioning within the framework of an integral economic system and is a component of such system. Therefore, it is regulated by common market-oriented rules and concepts (demand and supply concept, money turnover concept, competition rule, economic equilibrium rule, etc.) as well as by the laws and regulations enacted by the government.
The structure of investment sphere includes a complex of multiple industries, firms, companies, and enterprises that are functioning within an economic system. This structure determines specifics of investment flows, their directions and form. Economic relations in this sphere that are related to flows and use of limited investment resources and also those related to temporality of their transformation into certain economic benefits enable us to refer them to a separate subsystem of investment economic relations.

Currently a system of concepts has been established to describe processes and phenomena occurring in the investment sphere
.
  The following concepts are most frequently used in scientific research: "investments", "investment resources", "investment activity", "investment market", "investment potential", "investment policy", "investment demand and supply", "propensity to invest", "investors", "investment risk", "investment projects and programs".
Economic contents of investment sphere are represented by a subsystem of economic relations established between its subjects in relation to the formation, realization and return of investments within their life cycle. 

Reinvestment cycle is a cycle of investments between accumulation of investment resources and their full return. At a macroeconomic level it is made up of the amounts of individual circular movements in all firms, companies, enterprises and reflects movement of value, which is invested into various investees, and specifically: 

- into newly established and modernized fixed assets; 

- into circulating assets; 

- into securities; 

- into special cash deposits; 

- into R&D deliverables; 

- into property rights; 

- into rights to intellectual property and other objects.

The key place in the investment sphere is given to  investment market, in which investment demand and supply are generated. Management of investment relations implies efficient application of market laws. Successful functioning of investment sphere is possible when all its elements are coordinated and focused on the key figure of the investment market, i.e. on investee, and certainly, with protection of rights and interests of investors, irrespective of their specific forms of ownership. 

Table 1 shows the role of investors of various forms of ownership in development of the national investment sphere for the period from 1995 to 2005. The detailed description of investment processes by form of ownership and by investee industry are included into Appendix 1.  

Investment activity is a major component of economic activity as a whole because it determines the prospects for development of economic system as a whole, its structural relevance and economic growth. In the opinion of economists 
this is the area of economic relations, where the strategy is being implemented                                                          

Table 1

Structure of investments into fixed capital, by forms of ownership                           

at the then applicable market prices
	                                         Period
Forms of ownership
	2005
	1995*
	2000 

	
	billion roubles
	in  % of the total figure
	in % of the total figure

	Total investments into fixed capital 
	2688,4
	100
	100
	100

	Including investments grouped by forms of ownership:

Russian ownership
	2122,9
	79,0
	97,3
	86,3

	State ownership
	652,0
	24,3
	31,3
	23,9

	Municipal ownership
	121,3
	4,5
	6,3
	4,5

	Public and religious organizations (associations) ownership
	2,4
	0,1
	0,1
	0,1

	Private ownership
	905,7
	33,7
	13,4
	29,9

	Consumer cooperative ownership
	2,1
	0,1
	-
	0,1

	Russian mixed-type ownership
	439,4
	16,3
	46,2
	27,8

	Foreign ownership
	197,1
	7,3
	-
	1,5

	Jointly owned Russian and foreign ownership
	368,4
	13,7
	2,7
	12,2


Source: Osnovnye pokazateli investitsionnoi i stroitelnoi deyatelnosti v Rossiiskoi Federatsii v 2005 godu, No. 1 ( 69 ): Statistics digest / Rosstat. - M., 2005, page 8; Investitsii v Rossii. 2005: statistics digest / Rosstat. - M., 2005, page 46
* 1995 - in trillion roubles.

by business entities who normally carry some particular innovations. The key factor for such strategies implementation is presented by the investments that are being transformed in the investment sphere, while the conception is taking a tangible shape.

The level of investment sphere development determines the potential for development of any particular economic system. Creation of a powerful potential for investment sphere in free market conditions depends on the whole set of business entities, who are focused not only on innovations but also on the market demand. Subjects of entrepreneurial activities are individuals and legal entities of private sector, state-owned and public companies. Their activity level in many respects determines the rates of quality structural transformations in the industries of the national economy and enhancement of the national economy competitive ability.
The important role in the structure of investment sphere is played by the institutes of market infrastructure that ensure its functioning. On micro level such institutes include: investment and innovational funds, banks, business incubators, industrial & financial groups dealing with scientific and technical innovations, etc. On macro level these are the Russian funds for business support and development, and venture funds. Development of the market infrastructure within the framework of investment sphere makes it possible to speed up transformation of innovations into real objects and to ensure increase in value of fixed assets. Fig. 2, Fig. 3 and Table 2 show the structure of investments presented in the cross section of goods manufacturing industries and industries providing multiple services. 

 Investment sphere is economic space for transformation of innovations into the method for enhancement of production efficiency and competitiveness of products, which determines its key role in reproduction and development of economic system.

Fig. 2. Indexes of physical volume of investments made into fixed capital 

 (1990 = 100)
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Fig. 3. Composition of investments into fixed capital, by industries that manufacture goods and provide   market and non-market services

Table 2

Dynamics of investments into fixed assets in the period from 1990 to 2004.
In the then effective prices; billion roubles; 
	                    Years of investments made
	 1990
	 1995
	 1998*
	 1999
	 2000
	 2001
	 2002
	 2004

	Investments into fixed capital - total
	0,2
	266,9
	407,1
	670,4
	1165,2
	1504,7
	1762,4
	2729,8

	       including those made into the industries that:
	
	
	
	
	
	
	
	

	manufacture goods
	0,1
	110,5
	165,1
	297,3
	527,5
	699,4
	817,5
	1179,7

	provide market and non-market services
	0,1
	156,4
	242,0
	373,1
	637,7
	805,3
	944,9
	1550,1


Source: Investitsii v Rossii (Investments in Russia), 2005: Statisticheskii sbornik (Statistical digest)/Rosstat. - M., 2005, page 41
* prior to 1998  – trillion roubles.
Our review of the national and overseas companies
 (the list of the largest companies of Russia is presented in Annex 2) showed that investments are related to long period of their use in the investment sphere. Therefore, cash flows and flows of assets (in the form of investment outlay) require future costs be discounted to the current period, i.e., to establish the current equivalent of the amount to be paid in the future. This process is called discounting of costs. Methodical approaches to valuation of investment projects with allowance for time factor are reviewed in section 3.4. 
Investment market - is an element of reproduction of cumulative investment product, a form of realization and movement of its parts - it reflects both direct (production - investment market -consumer), and reverse (consumer - investment market - production) links between the subjects of the investment sphere. As such it is an objective form of organization and functioning of investment sphere. The specific feature of the investment resources that are circulating in the market is that they may be completed (building machines, erected buildings, structures, etc.), and uncompleted (construction-in- progress, etc.) by nature either they may exist in a form of investment projects and financial (portfolio) investments. Within the framework of the investment market the following submarkets are distinguished: market of building products; market of labor and work contracts; market of investment projects; market of financial (portfolio) investments, etc. Each of them has its own specific features in terms of investments flows, which are determined by types of investment resources.

The integrating function of the investment market is that it integrates the sphere of capital construction, financial and innovation spheres, and also investment intermediaries. This function ensures expanded reproduction of social capital. Despite the regulatory role which is played by the market in the investment sphere, the market is not able on its own to resolve many problems connected with intensification of business entities investment activities, neither it is able to do that on the level of a particular company. Therefore, intervention of government is necessary in the investment processes, which implies design of macroeconomic regulators, efficient investment policy targeted to creation of favorable investment climate in the country. Investment strategy and priorities of the investment policy of the government are reviewed in cl. 1.2.
We proposed to expand the tools for management of investment sphere
  in the national companies:

- by design of investment policy with the use of Management-by-Objectives method;
- by substantiation and by enhancing of legal base that stimulates the increase of productivity in the use of investment resources;

- by granting tax benefits, optimization of tariffs and rates, and also preferential investment credits for the purpose of investments into fixed assets;

- by formation of mechanisms of guarantees, insurance of investments;

- by maintaining control and increase of responsibility for target-oriented use of investment resources at all levels of entrepreneurial activities, also at the level of particular companies.

Our proposed system of measures is capable to expand the contents of investment policy of business entities and give a more precise classification of investments
. Precise and full classification of investments plays a big role in the formation of investment policies by the national and foreign companies 
. This allows to efficiently influence the object of management and make the most optimal selection of management tools taking its specifics into account.

Investments are classified by multiple attributes, proceeding from the purposes and targets of management. "Real investments" term is used with reference to investees. Real investments include economic resources invested into real assets: into industrial assets, i.e. fixed assets and circulating assets, into their expansion, reconstruction, modernization; industrial and social infrastructure (houses, buildings, structures); into intangible assets having a monetary equivalent (securities, patents, technical and technological innovations, projects, other objects of intellectual property), and also into leasehold and other rights.
Investments are also classified into "direct" and "indirect" (portfolio) investments - by type of participation of business entities in investments. Direct investments assume directly invested funds by investor itself into various investees. Such investments are made by sufficiently prepared and experienced investors who have complete information about investee and have precise understanding of the investment mechanism.

Portfolio investment means investment which is effected via other persons and is understood as investment of financial intermediaries. If the investor lacks the required qualification for selection of investees and future management of investments, such investor shall purchase securities issued by investment and financial intermediaries (investment funds, etc.). Investment funds accumulate investment resources and then select the most optimal objects for investment. They participate in management of such investees. Generated earnings are distributed between clients.

Investments are classified into short-term (up to 1 year) and long-term investments. Investments are also classified by national and territorial type into domestic (national) and outward (foreign) investments. Investments are grouped by forms of ownership into private, state, mixed-type, foreign and joint investments. Private investments include those formed out of funds of private, corporate enterprises and organizations, and individuals, including equity capital and raised capital.

Let us review different points of view of some particular national economists concerning the aforesaid classification of investments. 

In the course of lectures titled "Investments" by E.R.Orlova the following classification types of investments are given
 (Table 3)

Table 3

Classification of investments by various attributes

	Classification attributes of investments 
	Types of investments

	By forms of organization
	Investment project - existence of a certain investee is assumed and generally realization of a single form of investments is expected.
Investment portfolio of a business entity includes multiple forms of investments made by a single investor

	By objects of investment activities
	Real long-term investments (capital investments) into creation and reproduction of fixed assets, into tangible assets and intangible assets.
Short-term investments into circulating assets (inventories, stocks, securities, etc.).
Financial investments into government securities and corporate securities.


	By forms of ownership rights to investment resources
	Private;

Governmental;

Foreign;

Joint.

	By character of participation in investments
	Direct investments – a direct investment of funds into a tangible object.

Indirect investments – existence of an intermediary (portfolio investments).

	By direction of activities
	Seed money.

Investments directed to survival of the investee in the future.

Investments intended for retaining of positions held in the market.
Investments intended to increase production efficiency.

Investments into expanded production (extensive investments).

Investments into creation of new manufacturing facilities (innovation investments).

Reinvestments.


Similar classification attributes are proposed in the handbook for experts and businessmen 
. I.V.Sergeev and I.I.Veretennikova classify investments by: attribute of the purposes of the future investees; by forms of fixed capital reproduction; by source of finance; by direction of use 
.On the contrary, A.I. Deyeva classifies investments by: payback period and a life cycle of investments; by type of property investments; by degree of investment compulsory nature; by industry; by risk level and by some other attributes.

Volumes of various types of investments in the Russian Federation in 2000 and 2004 years are given in Table 4. 
The key participants of investment process, including the government represented by the federal authorities, regional and local authorities, enterprises and individuals, may participate in investment process on the side of supply and demand.

In conditions of the market-oriented economy the circle of the participants of this process has been substantially expanded. A network of business banks, lending institutions, investment funds, investment companies, insurance companies has emerged and they are independent in taking decisions on investments. In our opinion, their participation in the investment process still should be even in a greater extent determined by the government and by regional and local authorities. This means: 
Table 4

Characteristics of the core indicators of the investment activities in the Russian Federation

	period
Types of investments
	2004.
	2000 in % of the total

	
	Billion roubles
	in % of the total
	

	Investments into non-financial assets (without small businesses)

	2754,6
	100
	100

	including:
	
	
	

	investments into fixed capital
	2729,8
	99,1
	98,4

	investments into intangible assets
	13,8
	0,5
	1,5

	investments into other non-financial assets
	11,0
	0,4
	0,1

	Financial investments of entities (exclusive of small businesses)
	4867,6
	100
	100

	Including:
	
	
	

	Long-term investments
	853,5
	17,5
	22,8

	Short-term investments
	4014,1
	82,5
	77,2

	Investments of Russian companies into  investees abroad, USD million
	33773
	100
	100

	including:
	
	
	

	direct investments
	2064
	6,1
	2,5

	portfolio investments
	76
	0,2
	0,2

	other investments
	31633
	93,7
	97,3

	Foreign investments into the Russian economy, USD million
	40509
	100
	100

	including:
	
	
	

	Direct investments
	9420
	23,3
	40,4

	Portfolio investments
	333
	0,8
	1,3

	Other investments
	30756
	75,9
	58,3

	therefrom:
	
	
	

	trade credits
	3848
	9,5
	14,1

	other credits
	26416
	65,2
	43,2

	credits granted by governments of foreign countries secured by guarantees of the RF Government
	34
	0,1
	0,2

	Other
	458
	1,1
	0,8


Source: Investtitsii v Rossii. 2005: Statistics digest /Rosstat. – М., 2005, pages 40, 113, 146, 174

carrying out tenders among investors, selection and approval of investment projects; licensing and granting quotas for manufacture of products, fixing interest rates and taxation rates. Financing activities of the government, of regional and local authorities on the side of supply and demand substantially affects the participants' behavior patterns in the financial market.
For the purpose of the investment, the use by the investee company of its equity capital, borrowed capital and loans in various combinations shall be determined by both local and external factors. The purposes of investments for a short-term and long-term period may include: acquisition of plant and equipment, land; construction of industrial and non-industrial facilities and objects; purchase of securities, shares, bonds, etc.; upgrade of educational level, professional qualifications; purchase of licenses and patents for manufacture of some particular products or for provision of services; depositing cash into a deposit account with banks at a specific interest rates; renewal of disposed fixed assets, etc.

Characteristics of directions for investments into fixed capital in the Russian economy in the period from 2001 to 2006 and composition of investments into financial assets are given in Tables 5 and 6, accordingly.

Variety of purposes of this or that particular company causes variances in the final result and in the method of such result to be achieved. Nevertheless the following features are common for all types of investment: removal of resources from circulation for a particular period; planning certain benefits to be obtained in the future rather in the current period, and selecting optimum ways for achievement of purposes that ensure:

Table 5
Directions of the investments into fixed assets

in percent of the total 
	Composition of investments
	New construction              
	Modernization and reconstruction

	
	2001
	2004
	2001
	2004

	Investments into fixed assets
	100
	100
	100
	100

	also including:

buildings and structures
	69,3
	76,1
	38,9
	52,0

	plant and machinery
	24,7
	14,3
	53,8
	43,3

	Transport vehicles
	1,6
	0,1
	5,3
	2,8

	Other
	4,4
	9,5
	2,0
	1,9


Source: Investitsii  v Rossii. 2005: Statistics digest /Rosstat. – М., 2005, page 42.

rational utilization of funds and normal functioning of the core potential of the company and increment in same to improve the welfare of the employees. Therefore, it is difficult to overestimate the significance of investments for development of the Russian economy as a whole. 
The purposes of investments in terms of social reproduction: 

- recovery of fixed assets to ensure stability of social production functioning;
Table 6
Description of investments into fixed ASSETS
	         description       Years
	1995
	2000
	2001
	2002
	2003
	2004
	2005

	I. Composition of investments by forms of ownership (in percentage of total)

	Investments into fixed capital – total
	100
	100
	100
	100
	100
	100
	100

	also including those grouped by the form of ownership of investors (clients):
	
	
	
	
	
	
	

	Russian
	97,3
	86,3
	85,5
	85,7
	84,1
	85,0
	79,0

	Governmental
	31,3
	23,9
	22,1
	20,2
	21,0
	17,5
	24,3

	Municipal
	6,3
	4,5
	4,9
	4,7
	4,3
	4,2
	4,5

	Private 
	13,4
	29,9
	36,7
	42,0
	41,2
	47,5
	33,7

	Public and religious organizations (associations)
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1

	Consumers cooperatives
	-
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1

	Mixed Russian
	46,2
	27,8
	21,6
	18,6
	17,4
	15,6
	16,3

	Foreign
	-
	1,5
	2,3
	3,6
	4,1
	5,6
	7,3

	Joint Russian and foreign
	2,7
	12,2
	12,2
	10,7
	11,8
	9,4
	13,7

	II. Composition of investments by source of finance (in percent of total)

	Investments into fixed capital – total
	100
	100
	100
	100
	100
	100
	100

	Including those grouped by source of finance:
	
	
	
	
	
	
	

	Equity capital
	49,0
	47,5
	49,4
	45,0
	45,2
	45,4
	47,7

	therefrom:
	
	
	
	
	
	
	

	profit left at the disposal of entity
	20,9
	23,4
	24,0
	19,1
	17,8
	19,2
	22,4

	depreciation
	22,6
	18,1
	18,5
	21,9
	24,2
	22,8
	22,1

	raise capital
	51,0
	52,5
	50,6
	55,0
	54,8
	54,6
	52,3

	therefrom budgetary funds (funds of consolidated budget)
	21,8
	22,0
	20,4
	19,9
	19,6
	17,9
	20,1

	                including:
	
	
	
	
	
	
	

	from the federal budget
	10,1
	6,0
	5,9
	6,1
	6,7
	5,3
	6,7

	from the budgets of the RF subjects
	10,3
	14,3
	12,5
	12,2
	12,1
	11,6
	11,4


Source: Investitsii v Rossii. 2005: Statistics digest/Rosstat - M., 2005, pages 45, 46; Osnovnye pokazateli investitsionnoi i stroitelnoi deyatelnosti v Rossiiskoi Federatsii. No. 1 (69 ): Statistics digest /Rosstat. - M., 2005, p. 7.
Table 7
Composition of investments into non-financial assets

In percent of total
	Directions of investments
Years
	Investments into non-financial assets, total
	also including:

	
	
	Investments into fixed capital
	Investments into intangible assets
	Investments into other non-financial assets

	1998
	100
	98,5
	1,0
	0,5

	1999
	100
	98,6
	1,2
	0,2

	2000
	100
	98,4
	1,5
	0,1

	2001
	100
	99,1
	0,7
	0,2

	2002
	100
	98,6
	0,5
	0,9

	2003
	100
	98,9
	0,5
	0,6

	2004
	100
	99,1
	0,5
	0,4

	2005*
	100
	98,1
	0,9
	0,7


Source: Investitsii v Rossii. 2005: Statistics digest/ Rosstat. - M., 2005, page 40.
* In 2005 R&D and engineering costs accounted to 0.3 %.

- increased increments in fixed assets, and hence, increase of entity real value.
At macro level it is possible to judge on investment status on the base of the following measures:

- total amount of investments in all industries of the national economy;

- investments share in a country total domestic product;

- volume of real investments, including investments into real sector of economy;

- a share of real investments directed to replacement of fixed assets and a share of real investments directed to fixed capital increment.

Investment into real sector of economy is primarily connected with innovations implemented in engineering, technology and plant management. The key function of investments into fixed capital are innovational, which provides for fixed assets upgrade through the account of R&D and new technologies.

Investment and innovational processes are closely interconnected, and investment processes is a condition precedent for realization of innovational processes. Investments that are not directed to innovations and invested into fixed assets may appear to be inefficient, even harmful and may extend the period of production of obsolete products.
 Implementation of innovations in production industries entails modernization of the main potential of the national economy, increases labor productivity, and consequently brings savings of supplies and materials and labor resources of the country, and also creates a multiplication effect. As a result, growth of GDP is achieved and such growth exceeds the initial investment outlay.

To calculate the multiplication effect of investment it is possible to use the following system of parameters
: national income, GDP, GNP; industrial output; volume of agricultural production; productivity of public labor.
The outstripping growth rates of the aforesaid parameters exceeding the growth rates of investments characterizes the created multiplication effect. Volumes of investments, types and forms of investment are determined by the level of a country industrial development. It is not by chance that the world biggest financial institutions are concentrated in the industrial developed countries.
Today economic growth is inconceivable without actively implemented achievements of scientific and technical progress and without intellectualization of the major factors of production. According to the forecasts in XXI century intellectualization of labor and computerization of production will become a first priority factor of the global competition. Currently the share of new knowledge embodied in technologies, equipment, education of staff, in production management accounts in the advanced countries to about 70-80 % of the GDP increment and requires high level of the government participation in stimulation of scientific and technical progress. For Russia the enhanced role of its economy intellectualization is a decisive factor for optimization of the structural reorganization in the national economy and for ensuring its stable growth.

Decentralization of the national investment resources in Russia, which is caused by denationalization and privatization of property, has strengthened the isolation of economic interests of the Russian companies. As a result of the above the investment process became spontaneous and often fragmented by nature. Thus, the current economic interests quite often exceed the long-term interests connected with investment of high technologies. This was facilitated also by economic and political instability in the society. Therefore, outflow of capital to the sphere of speculative transactions with securities became a response to unfavorable market conditions in the real sector of economic activities. A substantial portion of cash was frozen on the accounts of enterprises and companies. It is worth noting that the critical situation arose in households sectors, where in that period growth of population savings was not accompanied by the appropriate growth of investments.

The greatest loss to the Russian economy and to the national security was inflicted by criminalization, by developed illegal business and corruption of state bureaucracy. Capital flight via these channels amounted to USD 20 billion per annum.
  Officially reported investments of the Russian entities into economy of foreign countries in 2004 year amounted in 2004 year to over USD 33, 7 billion. 
.

Curtailing of investments entailed destruction of the country's production potential and increased expansion of the foreign capital in the Russian market.
To escape from the situation it is necessary to retarget the investments to the critical directions of the national economy development, and for this purpose the contents of the strategy and priorities of investment policy as the most important direction in the state management of the national economy must be clearly stated.

1.2. Investment activity of entities in the context of the national economy state regulation

A company is a legally independent business entity, it sets up is purposes and targets of social and economic development within the framework of which and on the base of its independently selected and sound investment policy a company is carrying out its investment activity. A company's investment policy is focused on long-term objectives and is being implemented in the course of its day-to-day business and financial operations.
Formation of a company investment implies:

- identifying its effective period to be appropriately adjusted taking into account its purposes and stages to its financial policy;

- design of the most efficient ways for implementation of strategic purposes of investment activity;

 -  taking into account the results of the company financial and business performance and a range of social effects. 

Outline scheme of the formation and implementation of a company investment policy is given in Fig. 4.
Absolutely independent corporate investment policy is simply impossible, as it is implemented in close interrelation with the state (industry, regional) policies and those of many other business entities. 
  All participants of investment processes are dependent on each other in their system relationships.








Fig. 4. Scheme of formation and implementation of corporate  
investment policy (IP)

The complex analysis of the national companies shows that all of them in the formation of their investment policies and investment management process take into account the whole system of legal, economic, financial and organizational activities carried out both by the government via its supervisory authorities (including regional and industry specific departments) and by business partners and competitors.

Effectuation of investments implies a strategic approach in design of investment policy. A model of investment policy should incorporate elements of the overall strategic approach and investment design. 
Principles of strategic approach dictate the necessity to conduct research of the external environment that affects the investment activity of the Russian companies. We review parameters of the environment in terms of the tools that are used for affecting companies activities and from the standpoint of the subjects that affect it.
In the first instance the external environment includes economic, social, technological, legal and state & political parameters. 

In the second case the external environment of the company consists of consumers, suppliers of resources, competitors, public organizations, agents of the state economic policy. 

Favorable factors and threats imposed by the external environment influence the formation of a company investment strategy as well as on the system of its purposes. A company should invest into the projects that resolve the problem with isolation of its market and strategic area, and this problem is in the balancing of the market and resource orientation. The following step in the formation of investment policy is a choice of directions for investment activity and the sources of investment. 

The first priority directions of investments are as follows: development of integrated links by geographical and/or industry criteria; development of company marketing network; increase of HR, financial, organizational potential; realization of energy-saving technologies.

The key sources of investment: resources of the regional development funds; resources raised from private placements; funds obtained in the process of the creation of strategic alliances with the Russian and foreign companies; foreign investments; tax concessions. Strategic planning of investments should be considered as a mechanism for design of a company investment policy.
  Investment policy of a company is a time-phased and resource-balanced list of strategic investment actions. The algorithm of the formation of corporate investment policy is given in Fig. 5. 
A corporate investment policy should be also understood as identifying the key strategic investment purposes and tasks set by a company, approval of its business directions and allocation of resources to achieve its strategic purposes. The economic component in the design of a company investment policy is understood as a selection of the most efficient distribution of strategic resources for achievement of its strategic purposes. That means that a company's parameters of external environment, its potential strengths and weaknesses should be taken into account. A company investment policy (or a system of interrelated measures that ensure management functions in political, legal, economic and organizational aspects) determines the medium-term and long-term objectives   
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Fig. 5  Algorithm of investment policy formation 


of a company and the main ways for achieving them.
 It is designed on the base of social & economic and scientific & technical forecasts and is based upon for selection of investment strategy, design of investment programs and projects, offering criteria for their valuation and selection. It is critical in conditions of a long investment cycle, multiple factors and high variability of market conditions.

Investment policy shall be designed
 at all levels of economic activity. At macro level it shall be designed for enterprises, firms, companies, banks, and funds, which are implementing investment projects, –efficient investment policy implies design and consistent realization of strategy with allowance for varying market conditions.

Investment policy at mezo level is no less important - at regional and industry level of management. This policy should take into account the prospects for development of local units, industries, sectors of the national economy,  should serve a basis for design of target-oriented programs, selective strategy for support of the most promising investment projects.
As regarding the macro level, it is possible to asserts that the design and implementation of state investment strategy at the federal (nation-wide) level helps to concentrate limited budgetary funds and support measures on the most promising industries and regions to support the dynamic equilibrium in economic development as a whole, its transition into a new qualitative condition with minimal losses.

The biggest national companies participate in transnational processes. Therefore, international investment policy of the whole global community (concept of sustainable development), regional associations (CIS, European Union), some particular international global financial institutions (World and European Banks of Economic Development and Reconstruction, International Monetary Fund, Global Ecological Fund, etc.) has a special importance.

On the one hand, investment policy should be long enough (with allowance for the periods of design, implementation and payback of investment projects), and on the other hand, it should be alternative, flexible, allowing timely adjustments for varying market conditions. The tasks and methods of this policy implementation vary at different phases of business cycle. In the phase of crisis and depression when survival strategy prevails, the purpose of investment policy is preservation, support and strengthening of the most viable and promising part of the fixed capital, able to ensure production of competitive products. In phases of revival and economic recovery the break-through strategy prevails. In this respect a special attention should be attached to work titled "Russia - 2050: Strategy of innovational break-through”.

 During investment boom the task is to ensure timely and complex realization of investments and innovations to facilitate the development of the new and expansion of the created positions in the already existing market niches. In the phase of maturity (stable development) state support may be minimal; innovations and investments are realized by market method in accordance with the policy designed at the level of business entities. Thus, investment policy of the national companies should cover a sufficiently long period of time in order to timely reflect the changes of direction at various stages of a business cycle.

All elements of investment policy play their specific role in its structure and composition, i.e. the policy itself is an integral complex system. Measures of economic and political & economical nature play a decisive role in the investment policy. The last mentioned measures create a material basis for the formation of investment policy. As a result a change of the forms of ownership occurs:  the prevailing state-owned type of ownership is transformed into diverse other forms of ownership, including private ownership and mixed-type ownership. This makes the Russian economy becoming increasingly a mixed-type economy (Tab. 8)

Table 8
Structure of the investments by form of ownership
In  the then current prices, in percent of the total 

	Period form of ownership
	 1995. 
	 2000. 
	 2002.
	 2005. 

	Total investments 
	100
	100
	100
	100

	also including by forms of ownership: Russian
	97,3
	86,3
	85,7
	79,0

	State
	31,3
	23,9
	20,2
	24,3

	Municipal
	6,3
	4,5
	4,7
	4,5

	Public and religious organizations (associations)
	1,5
	0,1
	0,1
	0,1

	Private
	13,4
	29,9
	42,0
	33,7

	Consumer cooperatives
	-
	0,1
	0,1
	0,1

	Mixed Russian
	46,2
	27,8
	18,6
	16,3

	Foreign
	-
	1,5
	3,6
	7,3

	Mixed Russian and foreign
	2,7
	12,2
	10,7
	13,7


Source: Osnovnyye pokazatyeli investitsionnoi i stroitelnoi deyatelnosti v Rossiskoi Federatsii v 2005 godu. №1(69): Statistical digest /Rosstat. – М., 2005, p. 8; Investitsii v Rosii. 2005: Statistical digest / Rosstat. – М., 2005, p. 46.

Transformation of economic foundations (economic basis) in Russia has substantially changed its investment policy. The state support of the enterprises has been lately provided on the principles of a gradual transition from irretrievable budgetary financing to reimbursable crediting.
Investment policy in the USSR was targeted on complete regulation of investments and investment process by the state whereas currently the point at issue is governmental support of this process. In the first case economic relations were created mainly on the state ownership to means of production. In the period of the reforms the economic relations are increasingly based on diversified forms of ownership to both means of production, and to results of work. Thus, economic and political conditions serve the fundamental basis of the investment policy.

Fundamental economic bases are established in the system of laws, decrees and other documents enacted by the government and reflecting new economic relations being formed.

In the pre-reform period the centralized approach prevailed in the investment policy. Currently, just the opposite is the case, i.e.  the state is governed by the principle of decentralization of investment process, and, hence, is focused on decentralized investment resources. 

The logic of the investment policy implies state support for investment projects that are critical for the country. Instead of the irrevocable transfer of investments they are distributed primarily on a reimbursable basis. 

The transition to the market-oriented economy affected also the formation of organizational structures in the investment complex. The organizational and administrative structure of investment sphere has changed dramatically. The investment policy is getting more innovational by nature, which in the long term will make it possible to overcome the trend towards the increasing technological degradation of the Russian economy, and also the falling competitive ability of the domestic products in the foreign and local markets. Investments without innovations in the long term cause decreasing competitive ability of goods and services.
to improve the investment activity of the national companies it is necessary:

 to ensure integrity of the investment and innovation policies;

to appraise technological level of the existing manufacturing facilities; 

to implement obligatory technological appraisal of the investment projects;

 to provide state support to the investment projects that meet the current and future technological level; 

 at several times increase the share of the resources allocated for implementation of innovation programs including federal, regional and interstate programs, especially, on the directions where Russia occupies the leading position worldwide or is positioned among the leaders in R&D programs and projects;

 to fully use the potential of conversion of hi-tech sector of the defense industrial complex;

 To increase the share of the equipment, tools and implements in technological structure of capital investments and the share of the investments into mechanical engineering 
 in the industry-split structure of capital investments, also through strengthening of the state budgetary support for conversion and development of innovative technology and engineering.

Privatization was to become the most important tool of investment policy 
.At its first stage the privatization was targeted to distribution of the state-owned property (with its subsequent concentration in the hands of a relatively small number of private owners) and actually this stage was not connected with investments. At its second, i.e. monetary stage the privatization had a fiscal nature primarily and virtually did not generate inflow of investments, it did not result in the formation of any efficient owners group. At the third stage the focus of privatization policy should be shifted towards investment tenders and bids and more than a half of the investments should be allocated to realization of efficient investment projects that are able to increase competitiveness of products.
Multiple economic levers should be implemented to attract the national private capital and savings of the population into the sphere of reproduction investments
:

accelerated amortization with target-oriented use of amortization fund; 
tax exemption of the profit, which is used for investments and innovations; 

tax exemption of the purchased process equipment; 

support in the form of preferential investment credits for highly efficient projects, for which contracts have been awarded upon results of selection of bids;

grant of governmental guarantees for obtaining credits;

insurance of investment projects, etc.

Special attention should be attached to small and secondary innovation and venture business, which is a key channel for the formation of efficient group of owners engaged in entrepreneurial activities, ensuring production of highly competitive products, promptly reacting to changes in demand and creating new jobs 
. 

It is necessary to change the system of priorities of the state investment policy and to shift this policy towards strengthening of its regulatory function. This policy should become the most important direction in the state management of the national economy, which implies:
 -improvement of legislative base for investment activity, adoption of legislative package to create a stable legal treatment for both Russian and foreign investors;

- formation of favorable economic conditions for transition to investment stage of privatization, for functioning of the stock market, investment and building markets, for minimization of inflation rates;

- development of the system of efficient institutes (investment banks, funds, leasing companies, corporations, insurance companies, governmental experts in investments) which would be able to ensure efficient functioning of the investment market;

- improvement of IT and staffing support for investment process; implementation of the appropriate system of training and re-training of specialists in the field of investment business, investment design, project management; creation of multimedia databases for investment projects and programs in Russia and abroad, which should be included into domestic and global information networks.

1.3. 
 System of corporate investment management: structural specific features
In conditions of a market-driven economy companies on their own do the following: design their development strategy; set directions of their activities, decide on what particular product should be sold and to what particular buyers, where and how such product should be manufactured; they may change their industry and their business profile. In this situation the set of the functions performed by companies becomes substantially expanded. It is necessary to be able to formulate targets, to sell, to promote brands, to survey the markets, to produce, to develop new products, to buy, to build relationship with authorities, etc. Accordingly, the primary task for their managers becomes a search for a balanced position, for correct proportions between each function of management. And production function is not a key function among them.
Tab. 9 shows the biggest national companies in terms of market capitalization. Successful managers understand that their company can develop if it is prepared for this at the local level. This means that a company must be able to promptly master the most sophisticated equipment, ready to promptly raise finance and administrative resources for purchase of a business; chief executive must be assured that having concentrated on a new investment project, his company will operate smoothly and without failures. Creating favorable 

Table 9 

The biggest Russian companies in terms of their market capitalization 

	
	company
	сapitalization (million roubles)
	сapitalization (million dollars)

	1
	Gazprom
	2576135,4
	90200,8

	2
	"LUKOIL" oil company 
	1186891,9
	41557,8

	3
	OAO "Surgutneftegaz"
	983296,3
	34429,1

	4
	Sberbank Rossii
	488105,7
	17090,5

	5
	"Sibneft" oil company 
	474698,6
	16621,1

	6
	GMK "Norilsky nikel'"
	442468,8
	15492,6

	7
	"Mobilnye telesistemy"
	421630,5
	14763,0

	8
	RAO "UES of Russia"
	399938,4
	14003,4

	9
	Tyumenskaya oil company
	328245,1
	11493,2

	10
	Sibirsko-Dalnevostochnaya oil company "Sidanko"
	290402,5
	10168,2

	11
	AFK "Sistema"
	276575,5
	9684,0

	12
	"Vympelkom"
	242479,8
	8490,2

	13
	Novolipetsk metallurgical combine
	199152,3
	6973,1

	14
	Nova TEK
	191991,2
	6722,4

	15
	"Tatneft'"
	154376,3
	5405,3

	16
	"Severstal"
	129359,8
	4529,4

	17
	"Mechel"
	115913,6
	4058,6

	18
	"Baltika" brewery
	102033,4
	3572,6

	19
	Lebedinsky mining-and-processing integrated works
	99864,5
	3496,7

	20
	"Slavneft - Megionneftegaz"
	92668,5
	3244,7

	
	Total
	9196228
	321996.79


Prepared by the author on the basis of the data: http: // www.raexpert.ru/ratings/expert400/1996/list/
conditions for development of their company, managers concurrently resolve the day-to-day management problems.
To form a logical scheme of business development and management executives must obtain a business model of their company. This term "business - model" is rather frequently used by executives of big national companies, and it is differently construed. In our understanding, "business model" is a combination of several parameters describing the basic scheme of a company business to be set  up.

The key parameters describing a business model:

- size of the company, its portfolio of products and services;

- management scheme;

- scheme of interaction with contractors and partners;

- principles of industrial organization. 

Parameters by themselves are not so essential in a business model as their mutual coordination; rigid coherence of components with each other sets precise logic to the whole business of the company. 

Most of the Russian companies are forced in the new operation conditions adjust their management structure. The investment policy designed by them implies formation of such organizational management structure to give their financial managers a toolkit to control situations connected with uncertainty of external factors effect. 

Mechanism of investment processes management, i.e. investment management is based on scientific knowledge, including knowledge of management accumulated during thousand of years of financial and business practice and presented in the form of concepts, theories, principles, methods and forms of management. Managers must identify factors and conditions under which business aсtivities of their companies become more efficient in modern conditions. Systematized knowledge of management obtained by financial managers will make it possible to timely and with good quality manage the day-to-day operations, including investment processes, and also to forecast the developments and accordingly to develop investment strategy on this basis at the level of their company and at all levels of business operations.
The transition to the market-driven economy expands possibilities for application of scientific methods of financial management with regard to investment management. Financial management is a process of integration in course of which management of business and investment activities is performed by way of task-setting and design of the appropriate methods for attaining them; it implies performing functions of planning, organization, coordination, stimulation, regulation, control and the analysis. Thus, financial management is the ability to achieve the set targets by way of directing labor activities, intellectual power and by using motivation of business behavior. With reference to the investment processes the task of the multi-level management is creating necessary conditions for all business entities to boost their investment activity for the purpose of enhancement of the national economy, for generation of extra profits and for resolving of social problems.

The ability to set and achieve the targets is the art of knowing precisely what exactly is necessary to be achieved and how to achieve that in the best possible way
. 

Efficient and integrated management of investment processes is possible solely on the base of a continuous and inter-related perfection of the forms and methods of investment management in the cross-section of its key blocks constituting the integral multi-level system. These are:
- block of macroeconomic (federal, regional, industry-level) regulation of investment processes;

-  block of local corporate investment management;

- block of local corporate investment interaction (optimization of business communications).

The complex multi-level mechanism for regulation of investments is given in Figure 6.

Regional investment policy, which plays important role in the integral investment management system implies a system of measures at the level of a single region, which facilitates mobilization of investment resources and determination of the directions for their most efficient use in the interests of this region. Such policy should be designed with allowance for specifics of economic and social policies, geographical position, weather, climatic and demographic conditions and other factors.  Industry-specific investment policy also plays a big role in the complex investment management mechanism. 

Industry specifics have a material relevance for finance management of particular companies, firms, and enterprises. Many enterprises are currently subsidiaries of mother companies, holding companies, financial and industrial groups and other associations of enterprises, which are often located in other regions. In these instances regional investment policy sometimes come into conflict with the industry-level policy and financial, legal and other problems arise in the course of the formation of investment policy of the companies. The key problem of state regulation of investments is elimination of possible contradictions, harmonization of interests and coordination of common efforts in the investment sphere. Problems and specifics of investment management at a company level are discussed in section 2.4.



The model of integral system of multi-level regulation of investment activities on the example of leasing relationship
, in mutual coordination with the complex of tasks for its optimization is shown in figure 7.

Tasks for optimization of the complex system of leasing management:

- ensuring rationality of interaction between the subsystems (see Fig.  7);
                                                                         А
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- identifying and appraising the factors affecting the efficiency of regulatory effect of the toolkit(: Ар, Лрв, Лрп, Лпр, Лпрвn in the above subsystems;

- design and realization of the mutually coordinated measures for development of the elements of the leasing processes management.

Investment management mechanism at the level of a single company (micro level) is a complex system of financial, legal, organizational and economic measures implemented with allowance for interrelation of the state (regional, industry-specific) interests, interests of business partners and directed to the achievement of long-term objectives of investment activity in the sphere of the company economic and social development.
Position of companies, firms, enterprises and organizations is changed radically in transformed economy. Becoming a full-fledged subject of commodity-money relations, having economic independence and being fully responsible for results of its activity, a business entity should create its management system to ensure highly efficient operations with investments, competitive ability and a steady position in the market.
Administrative machinery of any companies makes their integral component and is associated with the concept of their management. The key task of management is effective utilization and coordination of all resources (capital, personnel, premises, equipment, materials, work, information) for achievement of its purposes.
The ever increasing relevance of management factor in modern conditions, the resulting increased role of social status of the persons performing administrative functions, served the basis for "managerial revolution" concept: authority transfers from proprietors to managers. 

Economic condition of companies and their development prospects, rationality of investment policy are hugely dependent on activity of chief executive and on his or hers personal qualities.

Chief executive should possess: 

- high professionalism, knowledge of theory and practice of management, entrepreneurial spirit;

- ability to organize business in a clear-cut manner;

- ability to appraise new technical, investment and administrative approaches and to find the fields  for their application;

 - high overall cultural level and culture of market relationship. Local and foreign experience show that the role of chief executive is very high in companies investment function development. 

To get a better understanding of the role and relevance of the forms and methods of modern management of investment activity at a micro level we shall review the key elements of management evolution. At early stages of capitalist production entrepreneur as the owner of business managed his enterprise and resources himself. Technological progress, increased production capacity and innovation opportunities on the boundary of XIX and XX centuries sharply complicated the management process, and management was segregated into a special



field of activity which required special knowledge. F. Tailor made a huge contribution to the creation of science and management. His proposed rationalization of relationship in production sphere radically changed the organization and management and substantially increased management efficiency. Studies of F. Tailor are used even nowadays by the national and foreign firms. He selected four groups of administrative functions:  choice of purpose, choice of means, preparation of means, and control of results.

Taylor's contemporary A. Fayol designed principles of management. All operations in a company were segregated by him into six groups: technical, commercial, financial, protection of property and persons, accounting, and administrative operations. Management was referred to the sixth group
. Management, according to A.Fayol means:
- to foresee (to study the future and to establish the program of actions);

- to organize (to build a double organism of the enterprise, such organism having both material and social aspects);

- to manage (to cause corporate staff start working);

- to coordinate (to connect and unite acts);

- to supervise (to see that all us done in accordance with the established manner and given orders).

The issues of management and operation of firms, enterprises, companies, their investment policy in market conditions are given much of attention in modern scientific literature 
.

In the course of the evolution of theory and practice of management various problems were focused. In 50-60-s of the XX-th century the organizational management structure was primarily focused on. In 60-70-s the issues of strategic planning were most pressing. Commencing from 80-s the trend has been observed among the leading western firms towards shifting from strategic planning to strategic management. A relatively new stage in the development of management is integration of the theory of management and the theory of marketing, and this integration has created the market-based concept of management.

The transition from the command economy to the market-oriented economy forces the Russian experts to carefully study the experience of market economies functioning in the developed countries in order, whenever possible, to use those elements of the market-oriented economy that were successfully tested in other countries, and also including the appropriate toolkit ensuring efficient business of the market operators and operations in the investment sphere.
Management of the national companies and their resources management in the market-driven economy are in many respects more complicated than in a centralized command system. This is due to their rights and responsibilities being expanded and owing to the necessity to more flexibly adapt to the changes in investment environment, which is understood as a set of variables beyond the entity and its managers' control. These are business entities that have relationship with the entity owing to the tasks performed by the entity: finance and investment entities, leasing companies, suppliers, management bodies, consumers and, certainly, competitors. There exists a somewhat a secondary range of variables of external environment - these are the factors that do not directly affect the entity's business activity, also including investment activity, but influencing important strategic decisions of the entity management. The key role here is played by financial, economic, political, legal, social, cultural, technological, ecological, physical and geographical factors.

The role of the external environment factors increases with the complication of the whole system of relationship in the society (social, financial, economic, and political), making the environment of management. Condition of the external environment dictates today the strategy and tactics of management in the Russian companies. Therefore, the situation-based approach to management is required today, including management of investments. Internal corporate environment is the answer to multiple external influences. The central aspect in this approach is diagnostics of the situation, i.e. precisely defined specific set of the factors influencing the entity operation in the given period of time. The task of management in these conditions is realization of the managing function providing adaptation of the business entity to external realities. This determines the efficiency of investment processes at the micro level.

 Internal corporate environment is being formed under the influence of variables directly affecting conditions of business activities. These are organizational structure of a company, functions performed by its subunits, forms and methods with the help of which such functions are realized, and also the resource potential, which makes it possible to carry out investment business.
Management of the national and foreign companies today has a multi-purpose nature, i.e. along with the strategic purposes it is necessary to resolve many day-to-day and operative problems such as economic, investment, social, organizational, technical, scientific, etc. Alongside with recurring, traditional problems it is often required to take decisions on unforeseen situations, etc. 

Classification of management purposes makes it possible to concretize the task of objectives definition and use relative tools and methods for the appropriate classes of purposes (for example, the tools used in strategic planning can be used in investment, innovation and industrial management).

The purposes and targets of management currently require a complex systematic approach to definition of their structure, irrespective of a company size, profile and form of ownership.

Management systems built on the basis of prediction of changes and on the basis of flexible and prompt decisions are becoming more frequently used. Obviously, they can be defined as entrepreneurial management systems because they take into account the uncustomary nature and unexpectedness of future development.

National entities (companies, firms, enterprises) tend to use strategic planning methods more actively. Sudden and sharp changes in the external environment, in technologies, investment sphere, and in competition are taken as reality of the modern economic life that requires management techniques. As a result the decentralization elements develop in management structures and change them. Organizational mechanisms tend to adapt better to identifying new problems and development of new solutions, rather than to control of the already adopted solutions.

Today the investment sphere sees new arising purposes and tasks, which were not earlier resolved or even set up by business entities on their own. Transition of the national business entities to the market-oriented economy means they are getting into a zone of high economic uncertainty and risk. Having obtained rights to independently operate in the local and foreign markets, Russian companies encountered for the first time the problems of investment flows optimization, strategic planning, management of property complex, and financial management. Some business entities discontinue their existence, while other entities are at the stage of formation Forms of ownership are changing in accordance with results of privatization, new business ties are being set up and market-driven management mechanisms are developing.

Methods of micro-and macroeconomic regulation of the national economy are radically changing as well; new relationships are being formed, both between business entities, and inside particular entities. The same fully goes for investment relationships.

Federal and regional interventions became to be targeted mostly on macroeconomic transformations, while decentralization of management and transfer of key regulatory levers to a micro level is becoming a typical trend with business entities acquiring economic independence on the basis of property relations.

The aforesaid circumstances cause the necessity of the formation and functioning of business entities as and open, socially oriented systems. The concept of companies as open systems means intensification of the orientation to the market and to consumers. Each entity, which is functioning in today's Russia, must aspire to independently resolve its internal problems and issues of the whole range of relationships and ties with external environment. The  following tasks fell beyond the competence of the Soviet enterprises while today they are the core tasks of the Russian enterprises: marketing research; formation of investment policy; due diligence of investment projects; expanding foreign economic relations; setting-up business communications. 

CHAPTER 2. ANALYSIS OF TRENDS IN CORPORATE INVESTMENT MANAGEMENT
2.1. Russian companies in the global investment process 

All countries in today's world are involved in the processes of international investment cooperation.
 It was stated at the international forum of legal profession, which was held in Moscow under the title "Globalization, state, law, XXI-st century” that even Cuba and Republic of China start to raise direct foreign investments into their economies.
 Such investments are stimulated in some particular countries by the opportunity to use absolute infrastructural advantages, such as low labor cost, low ecological standards, high qualification of workers and favorable taxation treatment for investors. One of the examples here are the increased direct investments of the American and European companies into South Korea economy.

International investment capital flows play a more significant role in the globalization processes than in international trade of goods and services. The international capital flow facilitates the ever increasing dependence of national economies.  
The prevailing share of direct investments inflows and outflows will continue to be generated in the zone of industrial and post-industrial core of the global economy.
 In Russia financial and banking sector,  services sector (first of all, IT services), pharmaceuticals, biotechnology, electronics, knowledge-intensive mechanical engineering twill remain the key spheres for attraction of such investments in the foreseeable future. Geostrategic industries such as oil and gas extraction, some sectors of mechanical engineering, some particular sub-industries of agrarian and industrial complex will preserve their attractiveness for investors. Shift of the global capital flows towards the advanced countries is temporary phenomenon. The wave of cross-border mergers in the advanced part of the global economy and consequences of 1997-1998 financial crisis *, which spoiled reputation of some developing countries and countries in transition, are declining. A continuously increasing number of developing countries increase the investment attractiveness of their countries in the course of their national economic reforms, and Russia (with some reservations) may be referred to such countries as well.
After investment boom declines the countries in the West will most likely see stabilization of gains from annual foreign investments at the approximate level of 10-12 % as a long-term trend. By 2010 the volume of capital flow will presumably achieve USD 1.7-2.1 trillion, while in 2015 it will increase to USD 2.8-3.7 trillion.
 A special importance in the international regulation of foreign investments is seen in the further liberalization of international economic relations. This was acknowledged once again by 1997-1998 financial crisis. These events did not entail a serious economic crisis of a global scale because the world community acting within the framework of multilateral GATT/WTO agreements resisted the temptation to protect their home markets from the inflow of cheap goods from the countries, which currencies devaluated in 1997 and 1998. The chain reaction of protectionist policy could capture a greater part of the global market in the same way as it happened in 20-s of the XX-th century. The unfavorable scenario was prevented no doubt by the rules of conduct that had been established between the countries of the global community by 90-es and owing to WTO acting as a global institute, which enforced compliance with such rules
. Some particular countries did used protective measures, but they mainly acted within the framework of GATT. Nevertheless, the threat of relapse of protectionist trends has not been eliminated until now.

Forecasts of development of the global economy is a churly job. For example, in the beginning of the XX-st century Argentina showed great prospects for the future as it was rated the 10th by GDP per capita. Today Argentina is on the 60-th position. In 1960 Philippines outperformed Taiwan and South Korea, while currently Philippines lag behind them six and four times accordingly. In the early 60-ies Ghana was the richest country in Africa (by GDP per capita it was on the same position as Greece and Japan), however, the forecasts for its future growth did not came true either.
 
The key role in the investment life of the global community is played by the US transnational corporations (TNCs) 
. About a half of the US exports is generated by the US and foreign TNCs. A greater portion of payments related to transfer of new technologies is affected inside TNCs (accounted in the US to 80 %). The key feature of TNCs is availability of direct foreign investments. The total amount of direct foreign investments accumulated by the US TNCs exceeds 4 trillion USD, while their sales volume makes 25 % of the global sales, one third of the products manufactured by the US TNCs is produced by their foreign entities. The volume of sales generated by TNCs foreign entities already exceeds the total global exports.
 The US occupy the top position in the attracted direct foreign investments. On the example of the US it is possible to observe the following trend- the high development level a country has the more direct foreign investments it invests, and the more investments is attracted by it. Thus, in the list of 100 major investment firms ("World Investment Report"), the US companies are unbeatable leaders. The top position by foreign assets is occupied by "General Electric" (it has foreign assets of 97.4 billion dollars).  Five US companies are rated in the top ten of TNCs, i.e. a half of the top ten TNCs have their headquarters in the USA.
Competitors of the US TNCs are similar financial and business groups of the European Union. Their total umber (of the seven EU counties) is 45. 

Direct foreign investments in the short-term and medium-term prospect will continue growing. The global leader in terms of attracted foreign investments is currently the USA, which outperformed even more the closest competitors. In the USA foreign investments account to 10 % of the gross national product; in Europe as a whole they make 15 %, in Russia they amount to 1,5 %. In the mid of 90-ies of the last century the second position was occupied by with China, which combines in itself the features of the biggest developing and the biggest transitive economy. However, in the late 90-ies the second place was occupied by the Great Britain, while China was outperformed by Sweden.
 A significant regrouping of forces was observed in the group of developed countries. Until late 90-s of the XX-th century EU states were the biggest source of direct investments and capital cross flows were effected between them. Unlike the American investors they showed interest to capital recipients in other regions. In 1998-1999 the European capital became more active both inside the EU and outside of it, first of all in the US market. So, due to active investments of the national firms into the US economy England in 1998 for the first time outperformed the global leader and took the top position as a source of direct foreign investments.

Globalizing events occurring in the international investment process are primarily connected with the Iraq events. Flight of investment assets is reported in Germany. The ever increasing number of the German companies are moving their headquarters from Germany to other European countries. German capitals move to France, Hungary, Switzerland, Poland, Austria, Great Britain, Czechia, Holland and Ireland. 1500 German firms have already "established" in Switzerland. 2200 German firms are registered in, 2000 in Hungary, 1500 are registered in Poland, over 1000 German firms are registered in Austria and Great Britain, and 1000 firms in Holland and Czechia, each.
 Even big boys of the German industry "are on the move". Thus, in October, 2002 electrotechnical monster Siemens, whose 80 % of turnover accounts to the regions outside of the Germany, announced about relocation of its headquarters to Salzburg. The concern reconsiders its plans for investments in Germany and is considering a possibility to invest abroad. Steelmaking giant Thyssen Krupp is going to transfer its production facilities abroad and a similar solution is adopted by car manufacturers.

Following the example of the big concerns the population with medium sized incomes start moving abroad. According to the survey conducted by the Working Community of Independent Entrepreneurs (ASU), 7 % of them have already decided to transfer their headquarters abroad, while 32 % of them are looking at the same possibility. The overwhelming majority of the medium-sized and small-sized firms have already decided to discontinue their investment activities in Germany. They are forced to move from Germany by high taxes: profit tax is charged at 40 % rate, whereas in Switzerland profit tax is charged at 25 %; in Great Britain at 30 %, in Holland at 35 % and in France at 37% rate.

 The Russian share in the global volume of attracted foreign investments accounted in 2005 to not more than 0, 5%, while its accumulated foreign investments accounted to less than 0, 3% . Russian received investments from more than 110 countries.
 The leading top ten investor countries accounted to more than 80% of the annual investments (table 10).                                                      

table 10

List of the key investor countries for the period from 1995 to 2004.

	1995.
	2000.
	2004.

	No.
	countries
	100,0
	No.
	countries
	100,0
	No.
	countries
	100,0

	36
	Luxembourg 
	0,13
	12
	Luxembourg
	1,85
	1
	Luxembourg
	20,81

	4
	The Great Britain 
	6,13
	8
	The Great Britain
	5,46
	2
	The Great Britain 
	17,25

	17
	Cyprus 
	1,34
	3
	Cyprus
	12,21
	3
	Cyprus 
	13,51

	8
	Netherlands 
	2,85
	4
	Netherlands
	11,36
	4
	Netherlands 
	12,61

	6
	France
	3,62
	7
	France
	6,78
	5
	France 
	5,76

	1
	USA 
	27,9
	1
	USA
	14,54
	6
	USA 
	4,56

	3
	Germany 
	10,3
	2
	Germany
	13,4
	7
	Germany 
	4,28

	2
	Switzerland 
	14,6
	5
	Switzerland
	7,15
	8
	Switzerland 
	3,85

	9
	Austria 
	2,71
	17
	Austria
	0,72
	9
	Austria 
	2,0

	23
	Virgin Islands
	0,56
	13
	Virgin Islands
	1,25
	10
	Virgin Islands
	1,98


Source: Investitsii v Rossii. 2005: Statistical digest. /Rosstat. – М., 2005, page 145.

In the beginning of the new millennium Russia's specific share in the global market was much less than that of the developed and many developing countries. Thus, Republic of Korea accumulated direct foreign investments 2.5 times more than Russia, while People's Republic of China accumulated them 10 times more than Russia. The total volume of the direct foreign investments attracted by China amounted to USD 347 billion in 2003, and the accumulated direct foreign investments of Eastern Europe (Czechia, Slovakia, Poland, Hungary) amounted to about 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, which is on the second position after Russia, 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. In 2002 the RF Ministry of Natural Resources signed the order for license be issued to Rosneft & British Petroleum alliance (BP) 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 while estimated resources of natural gas amount to 600 billion m3. The expected investments will account to over USD 30 billion.

An example of strategic alliance is creation of holding company "NewCo." whose partners are "British Petroleum" and Russian groups "Alpha - group ", "Renova" and "Access". The alliance and creation of the new company means consolidation of the Russian oil assets of these companies. The structure of the created holding asetts include 54 % of shares of Russia Petroleum, 92 % of shares in "Sidanko" and 97 % of shares of Tyumen petroleum company. In 2003 TNK-ВР purchased the controlling block of shares of Tyumen petroleum company and became the world biggest oil company in terms of oil reserves  thereby outperforming "Exxon Mobil" in this parameter (Exxon is the third world biggest TNC in terms of sales volumes and capitalization).

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).

As a whole, in 2002-2004 Russia received USD 115, 20 billion of foreign investments from the global financial organizations and foreign countries. At the same time in the total amount of foreign investments to Russia for the aforesaid period DFI accounted to US 28.61 billion or 42.8 % of the total volume, while the balance is represented by portfolio and other investments.

Table 11

Volume of accumulated foreign investments into the Russian economy, shown by key investor countries in 2005 

	 
	Accumulated

	
	total
	in % of the total

	Total investments
	90820
	100

	Therefrom investments shown by key investor countries
	79279
	87,3

	including :
	
	

	Cyprus
	17305
	19,1

	Luxemburg
	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 (UK) 
	1636
	1,8

	Austria
	1588
	1,7


Source: Goskomstat of the Russian Federation. М., 2005.

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.

Under international standards the volume of the foreign capital invested into Russia (especially direct investments) is insignificant. It should be taken into account that the main portion of the 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 thought to be able to raise annually 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. Such climate is determined by  

political instability;

lack of legal guarantees for foreign investors;

lack of advanced institutional and market infrastructure;

lack of 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 real sector foreign car manufacturers performed most actively in the Russian market. In the period from 2001 to 2004 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 (“Focus” cars). Investments into the plant of 25 thousand cars annual output capacity amounted to USD 150 million.

In 2006 the agreement was signed with Nissan company for commercial assembly of cars in close proximity to Saint Petersburg. The car factory will produce 50 thousand cars per year and will cost about USD 200 million. The car factory is to start operating in the end of 2008 or in the early months of 2009.
Two agreements have been signed for construction of car factories in Russia: Volkswagen in Kaluga and General Motors near Saint Petersburg. Volkswagen will construct the assembly plant with designed capacity of 115 thousand cars per year and a plant for manufacture of components. At the first stage Skoda Octavia cars will be assembled of the shipped imported components to be followed by VW Polo, Passat and Touareg cars. Investments for the period to 2010 are estimated to the amount of Euro 370 million. 

General Motors Corporation is going to produce Chevrolet Captiva cross-country vehicle and a "C" class car, which is currently in design stage. The plant is to be put into operation in the end of 2008; its production capacity is to be 25 thousand cars per year; the investments at the first stage will amount to USD 115 million and will be doubled further. While the new manufacturing facilities are under construction, General Motors is planning to assemble Chevrolet Captiva car from big-sized assembly units in the shop, which has been rented specifically for this purpose in Saint Petersburg: in 2006 the plant is scheduled to produce 1 thousand and in 2007 more than 4 thousand cars. 

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 while the cost of 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 the 34-th (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 1995-2004 has increased from USD 2.98 billion to USD 40.5 billion. The amount of portfolio investments has increased more then 8.5 times, while the amount of other investments increased almost 33.3 times, and direct investments increase merely 4.6 times. In the reviewed period the structure of foreign investments was not stable. In 2004 the share of other investments increased to 75.9 % (mainly through the account of trade and commercial loans to enterprises with foreign investments), while the share of direct investments decreased to 23.3 %.
  As to the global trends,  at the beginning of the XXI-st century the trend was observed worldwide towards downsizing of direct foreign investments (DFI inflow reduced by 51 %) and notable through the account of economically developed countries. Such trend prevailed in 2002-2005 years as well. The key factors were as follows: 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). Earlier this parameter (at first in 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 %; a decade later this parameter was 9.1 and 5.5 %,  accordingly.

Structure of the investments received from foreign investors in 2000, 2002 and 2004  is shown in table 12.

Table 12

Structure of foreign investments into the Russian economy
	 
	2000
	2002
	2004

	
	USD mln.
	in % of the total
	USD mln.
	in % of the total
	USD mln.
	in % of the total

	Total investments
	10958
	100
	19780
	100
	40509
	100

	     Including:
	
	
	
	
	
	

	direct investments 
	4429
	40,4
	4002
	20,2
	9420
	23,3

	therefrom:
	
	
	
	
	
	

	Contributions paid to capital 
	1060
	9,7
	1713
	8,6
	7307
	18,0

	credits obtained from foreign co-owners of entities
	2738
	25,0
	1300
	6,6
	1695
	4,2

	other direct investments
	631
	5,7
	989
	5,0
	418
	1,1

	portfolio investments
	145
	1,3
	472
	2,4
	333
	0,8

	     therefrom:
	
	
	
	
	
	

	shares and participatory interests
	72
	0,7
	283
	1,4
	302
	0,7

	corporate debt securities
	72
	0,6
	129
	0,7
	31
	0,1

	            therefrom:
	
	
	
	
	
	

	Notes
	1
	0,0
	65
	0,3
	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
	30756
	75,9

	      therefrom::
	
	
	
	
	
	

	trade credits
	1544
	14,1
	2243
	11,3
	3848
	9,5

	other credits
	4735
	43,2
	12928
	65,4
	26416
	65,2

	credits obtained from governments of foreign states under guarantees of the RF Government
	23
	0,2
	45
	0,2
	34
	0,1

	            Other
	82
	0,8
	90
	0,5
	458
	1,1


Source:  Investitsii v Rossii. 2005: Statistical digest /Rossstat. – М., 2005, page 146.
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.  Receiving many alternative offers on a more favorable conditions than in Russia, 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 emerged 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 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.
.

Revival of investment activity of the national companies is a task of a nation-wide scale and is referred to the first priorities of the state economic policy. It is necessary to create a most favored nation treatment to develop the system for managing the national companies investment activity and to enable them to use the positive experience accumulated by foreign partners.

2.2. Foreign practice of corporate investment management 
The system of regulation of investment processes abroad has its substantial specific features. Corporate investment management practice in the advanced developed countries (USA, EU, Japan) is different from that of the less developed countries and countries with transitive economy. Many foreign approaches can be used in Russia as well, with allowance for its national features and adaptation to them. We reviewed methods of investment processes intensification that are used in China, India, Mexico, Poland and in some other countries. These methods are very close to the methods used in Russia. A special attention should be attached to the investment management experience, which is accumulated in China, in connection with big similarity of starting positions in transformation of Russia and China economies, and also with allowance for obvious distinctions in the efficiency of foreign investments attracting policy.
Experience, which is accumulated by China in attracting direct foreign investments, is capable to play the role of powerful catalyst of economic growth. We shall elaborate in detail on the analysis of "Chinese miracle", i.e. on the increased trust to the Chinese economy from the part of foreign business community and on how foreign investments are affected the dynamics of the Chinese economy development.
The transformations consistently carried out by China since 1978, ensured high rate of economic growth and resulted in radical transformation of the national economy. From the beginning of the reforms the average growth rate of real gross national product accounted to 9.5 %, and the income per capita has grown five times. The non-public sector of China economy currently generates up to 60 % of its gross domestic product. The main driving power of the so impressing breakthrough is the policy of the step-by-step increasing openness of the national economy. The key elements of the "open doors" policy are: trade liberalization and attraction of direct foreign investments.

Their inflow to China has grown from virtually zero mark at the beginning of the reforms to USD 40-45 billion per year in the second half of 90-s. In 2002 this parameter achieved the absolute record for all years of transformations and amounted to USD 52.7 billion. For the period of the reforms direct foreign investments in percent of GDP have grown to 5 %. China became the second recipient of DFI in the world after the US, and China is the absolute leader in this area among the developing countries. China accounts to about 25-30 % of DFI inflow in this group of countries.

The positive experience, which has been accumulated by China, shows that investment resources stimulate GDP growth through increase of the total capital investments into the national economy. This component generated about 0,4 % of the annual GDP growth in the 90-s. Therewith the contribution of direct foreign investments into GDP growth was the highest in those provinces that attracted the greatest volume of foreign investments. Direct foreign investments facilitated the GDP growth due to the positive effect produced on the total productivity of production factors. In 90-s such investments annually increased this parameter by 2.5 %. This effect was most significant in those provinces, which received the biggest share of direct foreign investments. Direct foreign investments increased the potential opportunities of GDP growth in China by nearly 3.0 %.
Foreign investments made their contribution to GDP growth both directly through creation of companies with 100% foreign capital (which, in addition, created the additional demand for products of local companies that were associated with their production), and indirectly, i.e. through positive influence produced by companies with foreign capital on the national companies. It is about the implementation of new technologies and management skills that are becoming increasingly important as cooperation ties are strengthening and expanding between foreign and national companies.

Entities with 100% foreign capital became the most dynamical and productive companies in the national economy of China. The volume of their production in the industrial sector was growing four times faster than in other companies, and labor productivity almost doubles the level achieved by the companies in public sector.

Foreign investments facilitated creation of new jobs, which also became an important factor in their influence on the China economy. Employment rate in the companies with 100% foreign capital for 90-s has doubled and achieved 6 million persons or 3 % of the total number employed in the cities of the country.  

 Direct foreign investments in China generated a big sector of the national economy and that sector is focused on exports of produced goods and products. Competition in this sector is the most hard, which ensures outstripping rates of its development in comparison with the national economy as a whole. As a result of the above the growth rates of foreign trade in China, since 1978 exceeded 4.5 times this parameter of the total global trade, and the share of China in the global exchange of goods increased more then five times from 0.9 % in 1978 to 4.9 % in 2002. The most important role in this achievement was played by companies with foreign capital. Since 1985 their share in exports increased from 1 to 50 %, and they accounted to over a half of the total growth in exports and to one third of the imports growth for the aforesaid period.

For the years of the reforms the volumes of export and import in the China GDP have grown substantially which was much facilitated by consistent liberalization of foreign trade. With allowance for the interests of the national economy the average rate of the customs tariffs in the country was gradually decreasing from more than 50 % in the early 80-s to 12 % after admission to WTO. During the lengthy negotiations about admission to WTO the Chinese part was lucky to provide the necessary protection of strategically important industries of its national economy. Having protected its high priority sectors against dangerous competition China at the same time practically completely exempted from import duties those domestic products that are produced by the industries in which the government deems it necessary to stimulate competition with foreign goods. China may be regarded as a bright example of the implementation of rational, weighted policy of liberalization of foreign trade and investment policy ensuring support for the national manufacturers and at the same time stimulating inflow of direct foreign investments that are focused on the creation of export-targeted manufacturing facilities. 
The prevailing part of direct foreign investments in China is allotted to manufacturing industries (60 %); and the rest of them are allotted to real estate (24 %), to transport and trade (6 %)).
Among processing industries more than a half of these investments flows to labor-intensive sectors (textile industry, manufacture of clothes, food industry, and furniture industry). Those industries that require substantial technological and capital investments, the same as in Russia, are not very attractive for foreign investors, who seek to use competitive advantages of the country and derive maximum possible benefits from such advantages for the time being. In China such benefit is cheap labor, in Russia it is cheap natural resources. Foreign investments required additional macroeconomic measures targeted to stimulate capital investments into knowledge-intensive production. In this connection both China and Russia face many respects similar problems. Nevertheless, China has a substantial advantage in that the foreign capital in strategically important high technology and hi-tech industries flow much easier and faster, than in Russia. The Russian companies basically have to deal with the necessity to seek for new partners from abroad who do not fully understand the rules of efficient business dealings in our country.
Low labor costs in China became a particular important factor for attraction of direct foreign investments from Hong Kong and Taiwan in response to the growth of similar costs in these regions. Such developments facilitated fast formation of China as a big player in the global market of labor-intensive products. The quality of Chinese labor was not a decisive factor for inflow of direct foreign investments.

Labor costs in China as well as in Russia, are rather low today, but the share of highly skilled personnel in the total number of staff employed is substantially higher in Russia. Nevertheless, the inflow of direct foreign investments in Russia is currently much less than that in China. It is possible to assume, that when the potential of cheap mass production in China is exhausted with increasing labor costs owing to improvement of workers professional skills, the Chinese companies will encounter problems with attraction of investments from abroad.

The main form of direct foreign investments in the country currently became companies with 100% foreign capital which facilitates further inflow of capital to China. At the early stage of reforms the only allowed form of realization of direct foreign investments used to be joint-stock companies and cooperative joint ventures (except for the enterprises registered on the territory of the free economic zones - FEZs). This form was seen by the authorities to be the most suitable for attraction and development of high technologies. Companies with 100% foreign capital on the territories, which are not included into FEZs, were allowed solely in 1986.

Thereafter investments began to flow to companies with 100% foreign capital, which account to more than a half of incoming direct foreign investments in the country.

It appears to be useful to use the experience of China in creation of FEZs, which in this country became a sort of testing grounds for design of the most efficient methods for attracting and utilization of foreign capital. Obviously, we should not overestimate not fully successful experience of creation of free economic zones in Russia in the early 90-s and in the mid 90-s. 

It is necessary to competently use the new interesting opportunities, for example the favorable geographical position of the Kaliningrad region inside the expanding European Union. Obviously, more advanced countries of Europe will invest capitals into economies of new members of EU and the prospect will arise for attracting a part of such inflows of capital into the Russian enclave by way of implementation of joint projects with foreign companies operating within the territory of the Baltic states.

Factors stimulating inflow of direct foreign investments to China are specific for all countries with transitive economy, and conditionally they can be classified into the following three groups: structure of economy; liberalization and preferential policy; cultural and legal environment.

The huge size of the Chinese market (about 1.5 billion individual consumers) is more important for European and American TNCs who invest money in creation of their own production facilities focused on the huge home market. Investors from Hong Kong and Taiwan who invest into export-oriented manufacturing industries, are mostly attracted by cheap labor and liberalization of foreign trade.

The scale and dynamics of direct foreign investments inflow to China show some kind of multiplication effect in this area. This effect is observed both in the country as a whole, and in its particular provinces. Having accumulated a certain "critical mass" of foreign investments it becomes easier for the provinces to attract extra capital resources. Foreign investors consider the presence of other foreign businessmen in the region as a positive sign. Economy of scale enables TNCs to place funds more efficiently. The possibility arises to exchange with information and to share infrastructure facilities. This partially explains the existing concentration of direct foreign investments in the coastal regions where transport channels have been traditionally oriented to foreign markets and all necessary infrastructure facilities are available. The coastal territories of Hong Kong and Taiwan have become the biggest recipients of direct foreign investments and for the recent 20 years they appreciably outperformed those provinces that do not have access to the sea. Understanding the importance of developing the infrastructure for successful attraction of foreign partners, the central Chinese authorities delegated a big portion of decision-making powers on the issues of capital investments to local self-government institutions. The preferential policy pursued in China includes tax privileges and special privileges to foreign investors. The most typical tax privileges for the companies with foreign capital include decreased profit tax and tax holidays. These are available to all such companies in SEZs, for the companies with foreign capital in the industries focused on exports and use of high technologies outside of SEZs, as well as for national companies without foreign capital, who operate in SEZs. The companies operating in SEZs enjoy a substantial liberty in taking management decisions, they do not encounter excessive control over movement of goods and may carry out foreign trade operations actually without any restrictions. Companies operating in SEZs may pursue a more flexible policy in the sphere of employment and use of land. Additional tax privileges are granted for transfer and reinvestment of revenues for companies with foreign capital who perform in the field of high technologies and engaged in export operations. Substantial discounts are also granted to them for use of land.

Preferential policy pursued in China, especially within the framework of SEZs, has created conditions for stage-by-stage experiments in the sphere of economic transformations. Without such policy the inflow of direct foreign investments to the country would be substantially less, taking into account, that the operating environment in which the Chinese companies outside of SEZs were to perform, would be featured by big number of restrictions. The pursued policy brought substantial incomes to the Chinese economy having allowed reforms to be implemented and become a stimulus for attracting foreign investments that facilitated production growth. However in course of time such policy transformed into the source of distortions and inequalities which was reflected in the complex taxation system, which has certain skews; in the appreciable difference of incomes in various regions of the country, and also in the created corruption possibilities.
As a result of the above, investors from Europe and USA enter the Chinese home market much less frequently than do their colleagues from Hong Kong and Taiwan. Good knowledge of local culture enables the latter to bypass bureaucratic hindrances whereas the European and American investors are forced to seek for Chinese partners in order to achieve the same purposes.

Another problem is extreme irregularity in geographical distribution of direct foreign investments. The East region of the country absorbs up to 88 % of total direct foreign investments; the central region attracts about 9 %; and the western region attracts 2 %. This situation is the result of the "open doors" policy, which was started from experiments with some particular regions. This disproportion has not been eliminated by now.

Russia and China have much in common in the field of investment problems. Inconsistent economic policy and frequent change of government in Russia in 90-s adversely affected the formation of the country’s investment image. Serious opportunities for Russia's entry on a higher level of interaction with the global economy were lost. It is not by chance that Russia is sometimes called "the country of catching up development"
.  Many partners who may well come to Russia, would re-target their business to China, i.e. would wait for stabilization of political and economic situation in Russia.
The Chinese experience prompts a useful adjustment of approaches in the investment policy of the Russian companies. This means the necessity to maintain political and economic stability in the country, and to ensure predictability of acts of authorities and "transparency" of the national legislation. 

Active economic cooperation with China will enable the national companies to contact foreign partners in the Chinese market to attract a part of financial flows into the Russian economy.

It is worth considering the experience of some foreign companies who actively use a set of macroeconomic control tools in managing their investment business. These control tools are actually the public institutes. Control tools affect the scale and price of credit resources, and the latter affect the volume of investments. 
Effect of control tools may be reflected in the USA at the level of changes of bank discount rates in basis points whereas in Russia the national economy virtually does not react to changes in basis points.
The commonly recognized idea of national economic development is based upon the concept of investment multiplier, which was introduced by Keynes and became known due to his theoretical research in macroeconomics. 

The theoretical substantiation of the multiplication process enables foreign companies to construct a graphic model of "paradox of thrift": change of the amount, which households would like to save up, may cause no influence on the actual level of savings”.

Some particular Russian economists maintain the opinion that "paradox of thrift" and the conclusions made on its basis are logically inconsistent.
 For example, it has been demonstrated that the condition precedent for multiplication of any random volume of investments is prevailing 100 % utilization of production capacities.
 The practice shows that production capacities of some particular companies are normally slack. Thus, the average utilization of production capacities in the US for the recent 10 years varies within the range of 74 %-86 %. As a result, solely big investments are able to initiate the multiplication process.
 Probably, these errors of the theory may serve the explanation for its little usefulness in practice for design of not only state investment policy, but also corporate investment policy. For example, in France the attention was concentrated on the small number of industrial companies engaged in reconstruction and modernization of manufacturing industry and agriculture and with the possibility to obtain revenues in foreign currency. The design of medium-term (five years) plans of social, economic, scientific and technical development of the country was started within the framework of indicative planning concept. Then the new period started - it was the period of policy targeted to encourage big-scale commercial production. In conditions of hard competition with foreign companies it was decided to improve competitive ability of the national companies operating in the French market and for this purpose to encourage formation of one or two major companies in each industry. Such big companies were formed within the framework of the state "industry-scale" plans by way of mergers. "Industry-scale plans", as a whole, cannot be said successful (though some attempts in the electric power industry brought positive results). At the latest stage of industrial policy of the "left-wing" government supervised by the "right-wing" president (1997-2004) both the course continuity signs and new features were also observed that reflected the country transition to a qualitatively new phase of social, economic and political development. State procurements as a tool of the formation of guaranteed and predictable market for multiple national companies currently retain their important role in France. Nevertheless, education, employment, internal stability, judicial bodies, culture and telecommunications, as well as preservation of environment are becoming increasingly important in the budgetary appropriations.

The tools of the state stimulation of R&D for the needs of industrial companies are given currently the top strategic priority among the tools of the national industrial policy, which is becoming increasingly oriented on ensuring the global competitiveness of the country on the base of development of the nation innovational potential.

Investment policy of some particular companies in the Great Britain is reviewed below.
  In the period since 1997 year the purposes of the UK current investment policy have been as follows: improvement of competitive ability; development of innovational, scientific and technical potential of companies to achieve a steady economic growth and high labor productivity. 
Alongside with granted subsidies and tax privileges (traditional tools), the government gives more attention to creation of  the market infrastructure, development of free competition, assisting mid-sized and small enterprises, exporters, IT services to business, programs in the field of general and vocational education and training.

Economic management mechanism is being changed and decentralized. Thus, regulation procedures have been simplified, control over wages, prices and dividends has been cancelled, labor market has been substantially deregulated, certificates for industrial construction have been canceled, the role of the local development institutions has increased. 

The Great Britain is a leader in the field of liberalization of foreign trade under the influence of membership in the EU and globalization of the world economy. The role of the government in this sphere currently includes quality controls, information and consulting services to exporters, their stimulation, especially for success in sales of high technology products. Authorities consider foreign investments as an important source of extra jobs, means for obtaining new technologies, industrial and administrative experience. Investment policy of both the government and English companies, which is entirely based on Keynesian theory, does not bring positive results in practice. Governments use methods and ways for the formation of the investment management system that proved to be relevant in practice on the example of some particular companies. 

If the methods recommended by modern economic theories do not work without failures in such economically advanced countries as France and Great Britain they are moreover unsuitable for the countries with a transitive economy, including Russia. 

Japan is one of the examples of successful development of investment management system and intervention of the government into this process. After the Second World War Japan was in occupation and its economy was fully ruined. 

In the postwar period the government of the country faced the problem with restoration of the country in conditions of insufficient investments and obsolete industrial complex. It decided to develop the national industry on the base of the big industrial structures and also on the newly established national companies. The economic development, which was carried out consistently and in centralized manner, at the initial stage was mainly imitator by nature. The top priority (with the appropriate concentration of resources) was given to applied research directed to adaptation of the borrowed technologies to the local production conditions, and in particular, to the developments enabling the companies to substantially increase commercial effect on each specific technology implemented into commercial production. 

In 1957 the Information Centre of Science and Technologies was created on the basis of the Agency for Industrial Science and Technologies of Japan. The centre analyzed about 11 thousand magazines and journals per year, including 7 thousand foreign editions, about 15 thousand scientific reports, 500 reports of scientific conferences and more than 50 thousand patents from which 40 % were Japanese; 30 % - American; 7 % - French; and 7 % of them were Russian. As a result of this analysis more than 50 thousand annual resumes and reviews were generated. Openly available results of the analysis performed by the centre enabled the firms and companies to plan their production development on the base of precise benchmarking. Actually the data obtained by the centre could be used solely by major industrial firms and companies that had sufficient funds for modernization of manufacturing facilities and for implementing their established development strategy.

 The government: "put seeds into soil", i.e. allocated "sowing money", enabling the private companies to "cultivate" "matured plants" of them;

granted big credit resources to banks and low credit interests;

granted tax privileges and preferences; 

attached a special attention to educational sphere. 

Highly qualified specialists were required for use of high technologies and their "analytical" improvement. Therefore it was necessary to ensure the appropriate university training of experts in Japanese and in foreign universities. A huge role in training of such highly skilled staff was played by the government. A similar situation is observed in the modern Russia with regard to the implementation of the national project in the field of education.

In the final chapter of this monograph we review the directions for development of the investment management system on the example of the national leasing companies 
*. We shall review in more detail the appraisal of the investment opportunities provided by leasing. We shall characterize its specifics and analyze foreign approaches to management of investment transactions of the given class.

 In Germany, Netherlands and Denmark macroeconomic investment regulators are concentrated primarily in financial and tax aspects of leasing operations.
In the Great Britain and Australia legislation regulates relationship between the parties to leasing contracts. Regulatory function is performed with allowance for cost of a leasing project in question and its composition of subject.
A big group of countries (France, Italy, Spain, Portugal, etc.) treats regulation of leasing transactions as a tripartite complex of relationship. For them it is typical to cover the whole set of mutual relationship arising in the course of leasing transactions, i.e. the relationships between a lessee and a leasing company, and also the relationships between a lessor and a manufacturer (the seller).

Share of leasing in the countries with developed market-oriented economy accounts to about 20 % of the total capital investments while in Great Britain, USA, and Ireland leasing transactions account to over 30 %.
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Fig. 8. Structure of movable property items in the European 
leasing market in the late 90-s

The main property items of the European leasing market: automobiles; equipment; machinery and devices; motor transport vehicles, computers and office equipment; planes, jets, vessels, cargo and railway transport. Structure of this market at the end of XX -th century is shown in fig. 8.

The key items of the European property leasing market are: offices, industrial buildings, retail premises, hotels and other facilities (see fig. 9).

The prevailing reason for leasing market emerging abroad is its advantage as a sales tool and credit & financial tool. 
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Fig. 9. Structure of the European property leasing market in the late 90-s

Development of leasing in many countries was facilitated by: a disproportion in sphere of manufacture and trade; discrepancy between effective demand and supply in the market of machinery and equipment; change of tax, amortization and customs legislation.
The government stimulates development of leasing operations by creating conditions that stimulate development of investment management and by keeping the risks in this sphere down to a minimal level. Thus, leasing during decades has been recognized to be a strategically important direction of the US state economic policy. Attempts were undertaken to equal leasing by its economic content to the usual lease by way of cancellation of some privileges, but the government stimulated investments into purchase of fixed assets and into renewal of production facilities on the basis of leasing.

Table 13 shows key parameters of the global leasing market in the early years of the XXI-st century.

Table 13

Overall specification of the global leasing market in the early years of the XXI-st century

	Annual volume of leasing operations, billion dollars.
	500 

	Total portfolio (assets) of leasing companies (estimate)
	USD 1.5 trillion.

	Share of leasing in the investments into fixed assets (average weighted value)
	17-18

	Share of leasing in the global gross domestic product (average weighted value)
	1,60-1,65

	Share of the international leasing in the exports of machinery, vehicles and accompanying services
	4-5


Source: Belous A.P. Mirovoi rynok lizinga na rybezhe XX i XXI vekov: evolutsiya, basic parameters and trends. // Technologuii leasinga i investitsii. 2002, No. 2.
2.3. Review of the Russian practice of foreign investments management in the national companies
Entry of Russia into the world economy implies integration of the reformed national economy into the system of international relations, which will make it possible to realize the Russian national interests with peak efficiency. Therewith it is necessary, in our opinion, a reasonable vigilance in connection with projects copying western models. Though economy and investments are not merely production and distribution relations but they reflect historical experience of the nation as well.
Analysis of experience accumulated in investment management activities in the biggest national companies ("Gazprom", oil company "LUKoil", TNK-BP, RAO "UES of Russia", "Mosenergo", Autovazs, KamAZ, "Severstal'", Novopolipetsk metalworks", "Wimm-Bill Dun", "Nizhnekamskneftekhim", OAO "RZHD", "Aeroflot- Russian airlines", AFK "Systems" showed that during the recent years their executives and financial managers resolved the following two key managerial tasks:
- creation of an effective system of operative management - setting up distribution channels, creation of internal motivation system, implementing procedures of regular management, separation of manager functions and functions of proprietor, etc. This task is resolved in majority of the successfully operating companies;

 Setting up a long-term strategy and model of growth. Major Russian companies, except for "Gazprom", "LUKOIL", RAO " UES of Russia", until now have not formulated a long-term strategy which would take into account: hard competition from the side of  transnational companies 
and the fact that almost all Russian companies are dozen times smaller than their global competitors (Appendix 2).
 The majority of the national companies formulate their tasks within the framework of leadership in the national market. Successful leadership in the national market in a long-term prospect is possible, if the national companies start doing something better then the global companies do. On the other hand, if the national companies learn how to make something better then their global competitors in Russia they will successfully compete with TNCs outside of the Russian market. 

As an example we shall review the geography of expansion of the Russian food companies. Company SPI acquired the blocking package of the Italian wine house Tenute di Toscana. This is a part of the famous long established family business with seven hundred history and with about Euro 30 million annual turnover. The transaction amounts to USD 25-30 million, the family will retain control of the company. SPI itself may serve a good example of globalization: its most valuable assets are Russian vodka brands. Vodka is bottled at the leased bottling facilities in Latvia, and the key targeted markets are Europe and USA. "Russian oils" announced about its plans for construction of soya beans processing factory in Estonia. 6 hectares of land have been purchased in Estonian port Muuga. The total investments amount to USD 30 million and the start-up of the factory is expected in 2008 year.

The Russian companies are quickly loosing their key competitive advantage, which is low price. Major companies in Russia are heavily and independently diversified. To make a business globally competitive, huge investments and administrative resources are required and they must be comparable with those of the TNCs. However the Russian companies are dozen times smaller in size than their competitors and hence they have less investment resources in the same degree. Moreover, the missing investment resources are allocated between 3-4 and sometimes ten unassociated businesses. Therefore, those Russian companies that are more focused and adhering to "niche-oriented" strategy have the greatest prospects in the global competition. 
Executives of the Russian companies when setting up their corporate logic of business development must design a business model of their company. Business model is a combination of parameters describing the principal scheme for structuring and formation of the company business. Such parameters include: company purposes; portfolio of products and markets; management scheme; scheme of interaction with contractors; principles of production management. Mutual coordination of parameters in a business model is more important in a business model than parameters by themselves. Rigid coherence of components with each other sets a precise logic for the whole business of a company.

The global competition challenge substantially changes the product and market strategy and all other elements of the business model. Major Russian companies are facing a hard re-structuring, which, as a matter of fact, has not started as yet. To concentrate a sufficient volume of resources on the development of key skills will be possible solely in case of a radical modernization of production and optimization of its structure. In this connection a problem arises with participation of foreign capital in the investments to the Russian companies.

Development of joint ventures, creation of entities with foreign capital within the territory of the Russian Federation is efficient direction in business partnership for the national companies in terms of facilitating investment activities expansion. 

In pursuance to the Federal Law of July 9, 1999 under No. 160-FL "On foreign investments in the Russian Federation", a Russian business entity obtains the status of entity with foreign investments with effect from becoming a participant of the foreign investor company. The number of such enterprises is distributed by country as follows: Great Britain - 974, Germany - 1411, Virgin Islands - 765, Cyprus - 1935, USA - 1411, Netherlands - 418, China - 1493.
 

Interaction of the Russian business structures, including the national companies, with foreign partners within the framework of joint ventures, remains an important direction in the inter-company investment cooperation. At the initial stage the process of creation of enterprises with foreign investments within the territory of our country was featured by extremely high rates. Currently they continue growing in numbers.
 

Attempts are made at the current stage to optimize the mechanism for attraction of foreign investments without abusing the interests of the domestic businessmen. The adopted measures of state regulation of economy are intended to promote these purposes.
Specific features of a joint venture are presented as follows: 

- pulling of assets by the parties (cash, equipment, buildings, experience of management etc.); 

- coordinated acts performed through independent management bodies that are not subject to control of the parties; 

- participation of the parties in profits and losses prorate to their invested capital.

Within the framework of joint ventures the consistency of transfer of technologies is ensured, i.e. a continuous receipt of technological innovations is achieved, in difference to single "injections" as the case may be with, for example, purchase of licenses. Technology transfer becomes a process enabling modernization of manufacturing facilities. In difference to other forms of economic cooperation, joint ventures enable the partners to actually influence the nature of production and the formation of sales markets. Within the framework of a joint venture the cost and periods of new products development are substantially reduced (in comparison with a simple transfer of documentation), and the required degree of the partner product quality is thereby achieved.

Joint enterprising in the territory of Russia is targeted to:

 - satisfaction of the needs of national market;

- attraction of advanced foreign technologies and administrative experience into the national economy;

 - reduction of irrational import;

 - prompt implementation of the Russian promising developments;

 - development of export potential.

Precisely determined role of foreign investments in the Russian economy makes it possible to more precisely set priorities in design of the state economic policy.

We identify the following directions for potential contribution of joint ventures into economic reforms in progress:

 - formation of competitive environment, intensification of the market relations and optimization of investment processes. A foreign co-owner is directly interested in efficient performance of a joint venture and accordingly in implementation of the system of progressive and relevant economic principles;

"Joining" of the national economic mechanism with external economic mechanism, which facilitates the formation of a more open national economy. Presence of a foreign partner creates a constant competitive pressure upon joint ventures.

To estimate the role of foreign investments in the development of the Russian economy in objective and comprehensive manner it is worth noting possible negative consequences along with positive sides. For the purpose of investment processes being formed in the sphere of joint enterprising it is necessary to take into account:

- weak regulatory function of the government in attraction of foreign capital; lack of tight control over compliance with ecological standards resulting in relocation of environment polluting production facilities onto Russian territories as such production is being phased out in the developed countries. Therefore, it is necessary to substantially improve due diligence of investment projects for possible joint enterprising;

- actual participation of foreign capital in privatization of the state-owned property, which gives certain possibilities to buy up resources and assets of the nation at below-cost price;

- acquisition of the Russian enterprises by major foreign companies acting through nominee firms may weaken control and management of important industries. To prevent such outcome it is necessary to develop state regulatory function for the property market;

- western companies attention is focused primarily on extraction and export of the Russian fuel, energy and raw materials, thereby facilitating accelerated depletion of the national non-renewable resources and further strengthened position of extracting industries, which hypertrophied development was initiated in the national economy;

- in conditions of unfavorable investment climate in Russia appreciable activity is observed in "adventurous" capital from the West seeking to benefit from risky transactions, which are often illegal. Foreign investments into the Russian economy may be used for "money laundering" purposes.

Interests of the national and foreign partners performing within joint ventures framework may substantially differ in many cases. Concurrence of interests means operations performed for the benefit of the national market and use of scientific and technical innovative achievements. The major problem of the formation of investment management system in joint ventures is coordination of interests of their participants. Mechanism of their coordination should include consecutive stages.

It is necessary:

 - to design a system of economic interests of the participants. Pursued purposes should be identified clearly (both the general purposes and specific purposes for each particular joint investment project);

 - to identify the areas in which collision of interests is possible; each particular conflict situation must be investigated. It is required to identify potential conflict areas at the stage of preliminary negotiations. Prejudice of interests of potential participants in joint ventures with industrial, marketing or management profile may become a key factor for either party to reject the idea of joint activity;

- to determine to what extent participants’ interests are prejudiced. For this purpose it is expedient to build a subordinated system of purposes for each participant. Creation of joint ventures will inevitably require trade-offs, concessions and mutual compromises from the parties. So, if the priorities are identified it will be possible to decide, which particular economical and social trade-offs are acceptable and which are not;

 To select economic, organizational and legal tools that are able to most efficiently mitigate or resolve conflicts. The structure of the purposes pursued by participants of a joint venture and the description of possible complications in their achievement are presented on Fig. 10.

A lot of joint ventures with foreign investments are established in Russia, however, their growth rates, volume of attracted foreign capital, industry profile and geography are still very far from potential opportunities in Russia. 

	Range of purposes pursued by a foreign and Russian participant in a JV

	Purposes pursued by Russian partner
	Purposes pursued by a foreign partner 

	1. Attracting foreign investments

2. Gaining managerial experience

3. Obtaining new technology and know-how

4. Expanding export sector and increase in currency revenues

5. Import substitution and related economy of currency

6. Modernization of industrial production and improvement of business performance figures

7. Delivery of new goods

8. Creation of new jobs, training of personnel
9. Maintaining business performance control
	1. Acquiring new trade channels and entering new fields of activities

2. Seeking for possibilities to efficiently control capital on the basis of direct investments

2. Entering new markets and expanding production

3. Achieving economy through lower cost of production factors

4. Acquiring sources of raw material and production facilities

5. Obtaining experience in management of operations in the Russian market and improving marketing efficiency





	Structure of possible complications in JV activities

	Force majeure
	Political
	Economic

	1 Wars

2. Acts of God

3. Strikes

4. Blockades


	1. Deviations in political course of international trade

2. Risk of political reforms

3. Restriction and prohibitions imposed on cash transfers
4. Increased probability of property confiscation
	1. Increased taxes on object of activities

2. Emerging competitive product

3. Increase of costs

4. Complications with solvency and credit status

5. Risk of indebtedness

6. Deviations in trading activities

7. Inflation

8. Decrease of transactions currency exchange rates
9.  Restrictions imposed on currency conversion


	1. Announcements of military authorities

2. Meteorological forecasts

3. Political press

4. Other sources
	1. Country's development concept

2. Governmental decisions and reports

3. Publications of banks and their political forecasts

4. Mass media
	1. Audit findings

2. Balances sheets of the founders

3. Bank references

4. Statistical reporting

5. Strategic plans of firms

6.  Information of international institutions and chambers of industry & commerce

	Information support for analytical work related to prevention of divergences             


Fig. 10. Orientation of the Russian and foreign participants of joint enterprising and possible complications in their activity

Constraints in joint ventures formation:

Accounting 
 rules are not consistent with foreign practice of operative production control and sales control;

undeveloped infrastructure of the market;

the imperfect customs mechanisms that create substantial problems both for the national companies and for companies with foreign capital. The undertaken attempts for such mechanisms development are not always efficient; moreover, quite often they undermine the trust to long-term stability of investment terms.

It appears to be disputable that the state budget will loose a major source of income if taxes on foreign investors are reduced. In practice just the opposite if the case: tax revenues will increase and will stabilize owing to taxation of local banks, insurance companies, stock exchanges, legal firms, telecommunication and transport companies, ports and railways that provide services to foreign companies and joint ventures. The gross amount of such taxes will be increasing with the growth of joint business volumes. Competitive ability and external pressure on the market will result in the development of internal infrastructure and intensification of investment processes and they will accelerate the formation of a sound competitive environment in the national economy.

Development of joint structures is a necessary tactics of the national companies in the overall strategy of investment-based development of the national economy. As a result foreign capital may be attracted into the sphere of the Russian economy modernization and the achieved level of production of competitive and promising products may be copied and used for expansion of own production.

2.4. Methods of state regulation of structural investment processes in the national and foreign companies

Corporate structural and investment policy are the major tools for top managers to control the process of expanded reproduction in their companies, to   achieve social and economic targets and maintain competitive ability of their businesses.

The key purpose of the aforesaid policy is radical upgrade of manufacturing facilities by replacement of obsolete elements with the new ones, which realize achievements of scientific and technical revolution. To resolve this task the vitally important is such investment structure, which is featured by increased share of investments allotted to upgrade and modernization of the existing manufacturing facilities. The share of such investments reaches 80 %, sometimes even 100 % of the total investments in companies of industrial developed countries.

Structural and investment policy of any company (irrespective of its size) depends on the condition of investment complex in the whole country in question. A country-wide investment complex functions more efficiently under condition of close links established between is main blocks and their prompt development, such blocks being understood as construction, design and mechanical engineering. It is necessary to draw a more focused attention to pre-design (conceptual design) performed in the companies, to ensure technical and economic feasibility of investment solutions. Analysis of unresolved problems in a company and also analysis of factors determining its efficiency should be performed prior to design of corporate structural and investment policy.

A common major deficiency of the structure of all national companies is a poor orientation to consumers, which is explained by highly monopolistic profile, poor competition, and weakness of market levers. Lack of due attention to maintaining industrial equipment in working condition, to its repair and modernization may be also referred to structural deficiencies.

Structural and investment policy is the main tool for realization of a corporate uniform innovative, scientific and technical policy. The structure determines the rates of development and production output of a company, the proportions in its development, i.e. material conditions for implementation of scientific and technical progress.

Structural policy, which determines detailed structure of production thereby, determines its technological structure, i.e. the extent of applicability of new progressive technologies and new tools for improvement of subjects of labor, etc.

For the purpose of creating new national companies normally attention is concentrated on how to ensure maximal output of finished goods and maximum possible autonomous status of the company, which produces such finished product. Therewith no effort is made to use the advantages of division of labor. As a result the investment process is not accompanied by creation of all necessary “infrastructures” and their first-priority development. Such model of development does not facilitate a high efficiency and is not appropriate for efficient model of modern industrially developed countries. This trend should be overcome even at the expense of lost time at the initial stages of investment processes. It is useful to review the western experience in creation of favorable investment climate and in the intensification of capital investments by state regulators.

         Governments of the developed industrial countries rely mainly on levers of indirect regulation (taxation, amortization, credit and financial policy). Where the government influences investment policy of a particular company through profit taxes, credit and financial mechanisms and amortization policy, it thereby determines the rules of the game on the market of capital investments for various forms of entrepreneurship. Tax on entrepreneur’s profits (profit tax) is one of the key regulators. The government may adjust the tax rate and thereby influence the investment activity of firms and corporations. A trend is observed towards decrease in profit tax rates in all developed industrial countries. In the USA in the period from 1965-1987 the rate of profit tax in big companies (with annual income of more than USD 100 000) reduced from 48% to 34%, and in small-sized and medium-sized companies the tax rate reduced from 30% to 15%. 

Investment activity in the USA is regulated by mechanism of investment credit, i.e. a discount is granted for the profit, which is used for capital investments.  In some particular periods most actively were stimulated investments into new machinery, equipment and R&D; other periods saw more actively stimulated investments into reconstruction and modernization of buildings and structures. Nevertheless, in several cases this resulted in lop-sided form of investment, i.e. to the shit towards the most preferential directions of investment business. That is why in the mid 80-s the US taxation system and mechanisms for stimulating innovations and investments were reformed once again. The purposes of the reform (Tax Law of 1987) were as follows: intensification of market mechanism, creation of conditions for the formation of a rational structure of capital flows. 

The concept of that law, which is currently in force, is designed to create similar conditions for all forms of entrepreneurship, to decrease tax burden without  creating substantial losses for the state budget. The tax minimal rates and the progressiveness of taxation were decreased; tax base was extended though certain limitation of preferential taxation. At the same time the authorities of the states and municipal units were limited in their rights to issue tax-exempt obligations. Such issue is primarily permitted for programs of housing complexes construction, social and industrial infrastructure of the regions. 

Tax law of 1987 affected the rules of amortization policy. Accelerated amortization was preserved as a source of finance for investments into renewal of fixed assets. Nevertheless the periods of amortization charged for a part of high-tech equipment slowed down.  

Accelerated amortization policy, which in the latest years was widely pursued also in the countries of Western Europe (FRG, France, Austria, etc.), contributed to the intensification of innovative investment activity of their companies. 

During the latest 20 years the governmental investment policy in the developed industrial countries is focused on regulation of the national economies on the base of resource-saving technologies and newest technologies, extensive  computerization, new management and control systems, which include enhanced role and responsibility of the regional authorities. Local authorities obtained important role in the regional planning and zoning, in environmental policy and management of investment programs. The government invests big amounts of funds into social and industrial infrastructure (roads, bridges and other engineering services), which must be created prior to implementation of a major investment project. In 80-s in Great Britain three state-owned corporations were created; they were subordinated to the Department of Commerce and Industry. They have a system of regional organizations, which distribute land plots among private firms participating in the regional project and perform site preparation work for future construction and for engineering services to be installed. 

Issue of municipal bonds is an important source of finance for local construction projects. In the USA such bonds are issued by the governments of the states, by local (municipal and rural) authorities and also by their agencies and departments (departments and agencies for industrial development, for management of high-speed motorways, airports, etc.). 

Municipal bonds are attractive for investors because earnings payable on such bonds are exempt from federal tax. For the residents (population of the states) the bonds issued by the state or municipal governments of states are also exempt from state and local taxes. Earnings derived from shares of the US Treasury Department are also exempt from the said taxes but are liable to the federal tax. This mutual “immunity” from taxation is stipulated in the US Constitution and is reflected in credit instruments for the purpose of mutual settlements. Shares, issued by various corporations, are liable to taxes of all three levels (they total 33% in aggregate). Therefore, assuming that earnings before tax on securities are similar (as well as their maturity periods and credit ratings) investors would prefer municipal bonds to other types of securities. 

Favorable tax treatment applies to municipal bonds, so the regional governments are prone to temptation to use the investors money for other than designated purposes, for example, to issue bonds at 6% interest rate and the derived earnings they may invest into treasury bills bearing 8% interest and thus make their own profit owing to 2% of the difference in the generated interest incomes. Regional organizations of “industrial development” may also issue bonds for the sole purpose of securing the repayment of loans granted to stable and profitable companies on beneficial terms. In many instances these are companies with rigidly established local economical and political relationships. Such issues of bonds are not always considered to be legitimate operations of the governments, states or municipalities. To prevent such abuses of the law, the US Congress enacted the law in 1986 to limit the number of “industrial development” bonds, which the local governments are entitled to issue. The law restricted the practice of reinvesting the borrowed moneys into treasury bills. If the municipal authorities want to issue bonds in excess to the statutory established limit, they may do so but the earnings on such bonds are not exempt from the federal tax. 

As a whole, legislative, financial and economic stimulating measures in the regional investment policy of Western countries contributed to the recovery of economically depressive regions, multifunctional development of the urban and rural territories, reconstruction and modernization of big cities, and to resolving of social, economic and ecological problems. 

The problem of invest policy decentralization remains a pressing problems for Russia as well. There are substantial differences between the subjects of the Russian Federation in the whole group of factors that determine the economic and investment status. Therefore, adoption of laws establishing rights and responsibilities of the federal, regional and local authorities, creation of relevant mechanisms for stimulation of investments should be regarded as the necessary conditions for sustainable development of the territories. 

The first-priority directions of governmental policy in the investment sphere are presented as follows: 

· improvement of macroeconomic conditions through suppression of inflation and consequently decreased interest rates for long-term investment credits;

· creation of conditions for attraction of private Russian investors to  manufacturing facilities in CIS countries in whose products Russia is interested. It is expedient to jointly design the mechanism for cooperation in the investment area and transition to joint financing scheme;

· stimulation of repayment of the Russian capital, which is deposited with foreign banks; formation of conditions for preventing further flight of capital from Russia;
· creation of the fund for state guarantees of highly efficient investment projects on the base of organization of taxation system, which would meet the  global standards;

· ensuring stability of legislative acts governing financial, foreign currency, taxation, tariff and non-tariff regulation;

· inserting additional articles into the RF Criminal Code to impose (apart from penalties) criminal liability on officers and individuals for violation of laws regulating investment business.

Implementation of activities in the aforesaid directions must facilitate accumulation of the national capital with interaction between the public sector and private sector. Centralized resources will be used for stimulation of private national and foreign companies, ensuring the necessary development of social and industrial infrastructures. This will become a step forward as compared with the earlier pursued “distributive” policy.

Implementation of such principles for organization of investment activity and obtaining the desirable effect is a lengthy process. The regulatory function of the government, especially at the initial stage, is a condition precedent. 

So far a serious problem remains unsolved in the investment area. This is a very limited internal resource for accumulation purposes. Shortage of resources of the market agents cannot be compensated on inflation-free basis through the account of centralized sources. The remaining budget deficit, highly insufficient financing of the social programs and continuing threat of inflation growth do not make it possible to expect the growth of budget investments in the volumes required to fully overcome the slumped investment activity and active renewal of  manufacturing facilities. 

The task of increasing investment activity cannot be resolved solely through the account of governmental capital investments. Highly efficient investments are required for such purpose, which would overcome the trend towards declining production and which would ensure growth of real incomes and accumulation of revenues by the market participants without triggering inflation growth. Private investors, who successfully adapted to the market, can provide such capital investments. 

It is demonstrated on the example of OAO “RZHD”, that the existing legislative base is a constraint in attraction of private capital investments into the development of railways infrastructure. Restrictions to the attraction of investments into the existing infrastructure facilities are explained by the circumstance that their main portion may not be leased out or mortgaged, and sale or other disposal are possible solely upon a special approval. Documents of OAO “RZHD” affect merely some particular aspects of the relationship between the private investors and the company. The methodological base for private capital participation in infrastructural investment projects has been designed by the Company in a clear-cut manner. This relates to: title  to the infrastructure facilities; management of the infrastructure facilities or their operation (for example, sale of services related to their used by the third parties); setting tariffs for the use of the infrastructure objects – for the company, its partners under investment project, and for the third party users. 

The possible mechanism for attracting investments may include:

- credit or loan granted to private investors for construction of a particular infrastructure facility. The appropriate mechanism for loan or credit repayment- payment of interest and also the potential growth of profit related to the use of such infrastructure;

- creation of concessions or partnerships between an investee company and a private investor. Mechanism of the investments return – dividends from shares of a newly incorporated company, growth of incomes related to infrastructure use;

- use of the system of project financing with application of special compensatory tariff for private investors during a fixed period through the account of the invested funds. Mechanism of investments return – reducing the cost of services in the facility operation, potential growth of incomes from the increased cargo traffic.

- implementation of project-oriented approach in the formation and realization of investment programs, which is in accordance with international practice of big corporations. The project of Eurotunnel between Great Britain and continental Europe may serve a good example here.

The following two important conclusions can be made on the base of the above analysis:

· it is necessary to seek for fundamentally new tools of governmental regulation of the investment sphere and to create favorable investment  climate, which shall be adequate for the fundamentally changed macroeconomic situation and economies stimulating tasks;

·  there are no realistic alternatives for solution of investment problems without accumulated resources of the market participants. Nowadays it is very important to streamline the existing accumulated potential of private entrepreneurial sector towards resolving the pressing tasks of economic recovery. 

The instrument for resolving the aforesaid tasks and realization of long-term structural investment policy is indicative regulation of the Russian companies investment activity. Indicative regulation should be targeted on coordinating the priorities of the governmental policy in this area with the programs for development of big national capitals, as well as on the assistance to the national capital in the implementation of important projects for technical upgrading of the most important national industries and their entry onto the global markets. 

The efficiency of the indicative management (planning) in the market economy is proved by the global experience of the postwar development in France, Japan, and other countries. Under support of the private entrepreneurial sector they managed to carry out the radical restructuring of the economy and to achieve its recovery. The essence of the implemented principles of the indicative planning is harmonization of the interests of private capital and the state by means of designing concerted guidelines and tasks for development and also the mechanisms for its achievement. 

 Russia has realistic preconditions to realize the principles of indicative regulation of investments:

( the national corporation capital has been established in the form of big joint-stock companies, formal and informal financial and industrial groups and other structures. According to the regular ratings of the biggest Russian companies prepared by independent experts, 200 enterprises and corporations account to more than 60% of the total industrial production. Concentration of production potential among them is rather high. About 70 leading companies form about a half of the total industrial production of Russia. The aforementioned corporations determine the economy basic structure. Therefore, close co-operation of the government with them is inevitable and expedient today.  Owing to the leading position the biggest groups of companies most fully express the interests of economic subjects and absorb the greatest portion of capital. The number of leaders is limited, so coordination of promising developments and investment plans of the government with such leaders becomes a technically feasible task;

(big capital is interested in active cooperation  with the government. Stable development of producers, formation of long-term investment and production strategy in their business is impossible without decreasing uncertainty about the future, without reduction of business risks and without increased  predictability in development of general economic  conjuncture. In conditions of “tight” domestic  market the national  capital needs  direct assistance from  the government, for example, for promotion of the national products on the world markets  and for successful competition  on them, for  attraction of foreign investments, for creation of favorable conditions in the implementation of  big-scale projects for reconstruction of manufacturing facilities ;

( the following two circumstances should be taken into account: fitness and competence of the  state management structures and managers’ mentality for work with  enterprises on the base of new principles, the ever growing understanding of the necessity in  active interference of the government  in the national economy; cardinally changed managing principles and mechanisms, which actually eliminates  the threat of  restoration of the  “command-driven”  relationship  between the government and manufacturers.

 Indicative regulation must: be carried out in the form of  logical development of legislative system of medium-term and long-term forecasting of social and economic growth; rely on the established institutional structures; be implemented  in close coordination  with the development and execution of the federal budget, and also with the directions of  public sector development and federal target programs. 

The tools of indicative regulation must be focused on the enhancement of the state influence on the investments and must be also focused on support of structural strategic priorities as well as on the solution of the range of tasks, which in principle could not be solved within the framework of the liberal stage of reforms. This implies coordination of tasks for long-term   investment development of the key industrial sectors for the purpose of formation of medium-term and long-term forecasts for development and for design of coordinated “plan” of concerted actions of the government and the national  capital. 

On that basis it is possible to form the system of well-grounded development forecasts, which would rely on the  particular  industrial and investment intentions of big companies in  real sector. On the basis of development prospects of particular sectors and leading companies it is possible to build  a well-grounded strategy, which would be coordinated with the appropriate budget projections, federal and regional task programs. 

Another range of tasks at macroeconomic level is connected with mobilization of additional investment resources into the real sector for implementation of major projects for restructuring of production, for the national highly processed products to enter the global markets, for resolving urgent tasks of economic potential recovery. In conditions of the transitional economy it is difficult for private investors to accumulate financial resources in the volumes required for reconstruction of technologically backward industrial sectors. The reasons are obvious: low level of accumulated resources and savings; instability of market condition; underdevelopment of stock market and other elements of market infrastructure, which hinder the dynamic capital flows between multiple sectors; lack of efficient mechanisms for transformation of savings into investments. 

The state is able to solve the problem of coordination, mobilization and provision of additional resources of entrepreneurial sector through creating a favorable investment and business climate. The government provides the opportunity for developing a proven system of strategic priorities for medium- and long-term economic development. In practice long-term priorities of structural and investment policy should be designed jointly with the national capital and targeted to the current and strategic competitive advantages of the national economy. Such approach corresponds to the worldwide recognized principles of state investment policy known as "following private capital”, which is focused on the "anticipated demand".

Today we have a sufficient number of recommendations concerning the first-priority (accelerated) development of some particular manufacturing industries. But the problem of choice of well-grounded priorities is much more complicated, than it might seem at the first sight. In principle it is about formation of a new style of economy, about the ways for its “after-crisis” restoration and efficient specialization, and also about the tasks for creation competitive production facilities that occupy  stable market "niches" in the global economy.

Structural priorities are obvious enough. This is a dynamical development of manufacturing industries that have competitive advantages, such as space engineering and technologies, atomic power engineering, aircraft industry and some other high technology industries. This sector is quite limited but for the overwhelming part of manufacturing industries it is difficult to response to the question: in which particular areas of high processing it is possible in the long term to obtain competitive advantages. The reasons are in the reforms incompleteness, in instability of the situation, in the yet unstable pricing (for resources and end products), and also in may other biased macroeconomic parameters.

The cost of mistake in choosing the first priority sectors of the industry development is extremely high. It is about enormous investment resources for a fundamental reconstruction of obsolete production facilities. The choice of landmarks in the structural and investment policy even under unstable conditions of Russia has its rational solution within the framework of indicative regulation system. In case such priorities are identified, it is quite possible to create mechanisms for their implementation, as well as conditions for motivating participants in performing the indicative projections. Preferable options of medium-term forecasts of economic development should serve a bearing stricture for them. 

The real mechanism of indicative regulation is the practice of coordination of investment programs designed by big national capital and by the government within the framework of the formation of medium-term and long-term forecasts and  strategies of the national economic development.

The tools for implementation of the key principles of indicative investment regulation are as follows:

- signing investment contracts ("quasi contracts"), which establish mutual obligations of the government and key investors in the implementation of major investment projects and objectives of structural and technological reorganization of the economy;

- Implementation of coordinated pricing policy in the investment market;

- delegation by the government of its investment functions to the national capital, i.e. to major reliable industrial and financial groups with an impeccable reputation (included into "white" lists) for the purpose of enhancement of the investment efficiency and for attracting additional accumulated resources into the  real sector of the national economy;

- creating conditions for mutual interest of the parties in the implementation of the targeted indicative projections, creation of favorable treatment for investors.

 Among the new tools of governmental regulation of investments we shall identify the following ones:

· Entering into investment agreements. The key role in the new system

 of indicative regulation should be assigned to investment agreements signed between the government and big (which is essential conditions) investors (similar to "quasi-contracts" that are used in the global practice). Such agreements should stipulate deliverables for coordinated specific activities related to implementation of major projects of the national status as well as the parties' mutual obligations. Obligations of the government may include activities targeted to support a particular project (for instance, for attracting foreign investments under the governmental guarantees), or measures targeted to creation favorable customs, tax, and amortization regulations. Direct investment finance (on a shared basis) by the government may also take place.

· Pricing agreements in the sphere of capital construction. Today inflation
has been transformed to a moderate and predicted growth of prices. Therefore, signature of pricing agreements becomes a real tool for coordination of invertors’ activity as well as activity of other participants of the capital investments market. Moreover, it is in the interests of many participants of the investment process who have the opportunity to consolidate their efforts within the framework of indicative regulation mechanism. A concrete scheme of the said agreements should establish mutually agreed obligations for the manufacturers and consumers of investment resources in the pricing policy. On the part of manufacturers this implies guaranteed fixed limits of prices for manufactured products within the planned period, while the consumers should undertake similar obligations to purchase and pay the specified products of investment purposes. The benefits obtained from the pricing agreements are obvious. Consumers who consolidate their activities obtain the possibility (by using more cheap investment resources) to hold down (or even decrease) the cost of construction and thereby retain competitive positions in the investment market. Producers obtain precise prospects for their operations, guaranteed distribution of their products in conditions of unstable market condition and also the possibility for justified formation of both industrial and investment programs. The policy of pricing agreements might be implemented: on the federal level under the aegis of macro-economic ministries and departments dealing with state guaranteed investments, also those implemented jointly with the regions, for construction of objects having a federal status and for implementation of the federal investment programs; at the level of some particular regions under the aegis of services of the common customer and developer under the regional administrations who manage budgets and other consolidated investment resources for financing of construction projects in the regions; at the level of direct participants of the investment process who consolidate  their efforts within the framework of associations or industrial and business cooperation.
· Delegation of its investment functions by the government. Under conditions of budget deficit and shortage of state investments an important role is assigned to efficient allotment of limited centralized investment funds. Within the framework of indicative regulation such mechanisms of efficient state investment as allotment of budgetary capital investments on a tender basis, shared state and commercial finance of projects, should further developed and be supplemented by delegation of the governmental functions of "strategic" investor to the private capital sector. Such practice is common in the Western countries, for example, in Italy where the government traditionally finances its projects through the system of holding companies and concerns, allots budgetary capital investments exclusively on the base of market principles and on the base of criteria of high return on the invested capital.
Functions of "guides" of the target-oriented state investments may be performed by the State Investment Corporation as well as by the Russian Financial Corporation as well as by other organization established with participation of the state and other non-governmental commercial structures (investment funds, holding companies) that have proven themselves as being able to very efficiently allot resources on the base of commercial pay-back and target-oriented development principles. This will make it possible to very efficiently combine budgetary sources of investment finance with the funds of major investment companies, banks and other private investors, at the same time ensuring efficiency of investment activity;

· Creation of favorable conditions for business activities carried out by the capital investors who implement a well-coordinated strategy of the national investment development.  Success of the scheduled programs depends on the creation of a mechanism of economic motivation for the participants of the indicative agreements. For their implementation in practice the government should:
- substantially ease tax burden for those investors’ activity who finance highly efficient projects as well as create for them favorable treatment for depreciation write-offs and revaluation of capital; 

- expand the practice of state guarantees and insurance of capital investments (on the basis of liquid assets available for the state and additionally attracted into business operations). This will facilitate attraction of resources from the national and foreign financial institutions into the real sector;

- implementation of investment programs for re-structuring of depressed industries of the national economy (coal-mining industry, some particular sub-industries of metallurgical industry, mechanical engineering industry, etc.) that are implemented jointly with private investors and creation of favorable conditions for attracting the national and foreign capital into such sectors;

- expanding the practice of shared state and commercial finance of promising projects;

- implementing a reasonable protectionist policy, which is coordinated with the programs and stages of investment development of industries and some particular manufacturing enterprises (mainly in the manufacturing sector). Such policy will ensure a favorable mode of competition with similar foreign products for the whole period of reconstruction.

In the course of full-scale tasks performed in the investment update of the national economy we must not rely solely on the self-regulatory role of the market. In Russia conditions of modern market system are in the stage of formation only. Economic revival is impossible without support on the national capital, which today is interested in stability and clear-cut macroeconomic prospects. State investment policy must be developed exactly on these realities.

Chapter III. DEVELOPMENT OF CORPORATE INVESTMENT MANAGEMENT SYSTEM (on the base of leasing companies taken as an example)
3.1. Strategy of dynamical corporate development and optimization of business partnership methods
Let us review on the example of leasing companies some major directions in further development of a company’s investment management system.

A leasing company cannot function efficiently for a long period without precisely set purposes of its long-term development and without formation of the system of measures for achievement of such purposes, without development and implementation of an integral strategy of economic development, which shall set a complex of interconnected program activities for enhancement of the company market positions.

We reviewed 10 biggest leasing companies selected by their equity capital and operating in the Russian market (Table 15). According to “Expert РА” rating agency, in 2005 the volume of "new business" accounted to 5.1 billion dollars, while the growth accounted to about 40 %. 
 Revenues of leasing companies increased by more than 1 billion dollars. The period of market formation is completed, competition is getting hard. Advantages in the domestic market are gained by those companies that have designed their mid-term and long-term development strategy and are well aware of the Russian market specifics. 

 Specifics of leasing business imply that both current and strategic tasks must be resolved. The most relevant tasks include: stable acquisitions of fixed assets of a certain range and ability to target the promising directions of the commodity market and services market; attracting temporarily unused technical facilities of firms and companies for business transactions ; the volume of attracted facilities is sufficient. 
Table 15
The biggest leasing companies in the Russian market
	   rating
	 company
	 equity capital (thousand USD)
	 Volume of current transactions as of 1.10.2005, thousand USD.
	Amount of received payments under  leasing contracts for 2005 (thousand USD)
	Volume of financed funds for 2005 (thousand USD)

	1
	Rosagroleasing
	507 089
	973914
	85074
	138545

	2
	RTK-LEASING
	179 400
	1102024
	685023
	71065

	 3
	Leasing company "Tupolev"
	 81 061
	-
	 3 221
	 1 586

	4
	Euro Leasing
	40 023
	-
	15 786
	22 905

	  5
	United leasing company "CENTER- CAPITAL"
	  25 972
	  348499
	  147011
	  106 293

	6
	Universal Leasing Holding
	 25 078
	-
	 21 524
	 10229

	7
	Baltinvest
	17 199
	164118
	87704
	40674

	8
	Europlan
	16 630
	243119
	142558
	60585

	9
	Avangard- Leasing
	16 398
	496601
	395882
	131694

	 10
	Moscow leasing company
	12 065
	-
	13 145
	8 303


Source: prepared by the author on the base of materials obtained from: http: // www.leasinginfo.ru/news/content/1134594 422.html
http: // www.leasinginfo.ru/news/content/1124953 860.html

http: // www.leasinginfo.ru/news/content/1124954 661.html

big volume of financial resources; insurance of financial, property and other risks; availability of reliable schemes, granting guarantees to a leasing company.

Investment business activity in leasing sector implies design of a flexible mechanism of leasing company functioning. Its organizational structure should be adequate to the long-term objectives and tasks of the company and its founders. In design of such structure it is necessary to take into account the following: type of shareholders (banks, insurance companies, industrial enterprises, etc.); economic field of activities (industrial sector, agriculture, trade, etc.); types of contracts and property (equipment, transport, real estate and so forth); areas of activities.

Employees of a leasing company should have experience in design of leasing projects (including experience in design of investment schemes, arranging and issuing guarantees under financial lease contracts), investment projects; experience in performing financial audit, and in property valuations. A company should establish, maintain and develop contacts with manufacturers and consumers of property, banks and their leasing companies. The block diagram of dynamical development of a leasing company is given in Fig. 11.

Strategy, i. e. a direction of a leasing company activities development in a targeted period, which determines rational ways for development and fields of activities, the system of mutual relationships with other participants of the leasing market, and which brings a company to achievement of its long-term objectives with allowance for the environment conditions. The purposes determine the quantitative and qualitative parameters of business activities, to which the company is striving. Strategy establishes the method and tools to be used to attain such purposes. When using the program approach to intra-company regulation of leasing companies activities it is necessary to be governed by compatibility principle, i.e. all support software should be compatible and should correspond to the overall development strategy. Short-term objectives should be appropriate to the long-term objectives. Strategic tasks should be coordinated and should supplement each other. The tasks of developing interaction with foreign partners should not be in conflict with the tasks of developing partnership relationship with the national subjects of leasing. The purposes of penetration onto the new markets of investment leasing services should not be in conflict with the purposes of strengthening positions on the developed segment of the market, etc. 

Regulation of the internal environment of a leasing company (which is both strategic on the basis of the program approach and operative one) should be performed subject to changes in the external business environment. Appraisal of the external environment makes it possible to: identify changes affecting multiple aspects of business strategy; to identify particular factors that may pose a threat for the company; to estimate, what positive factors of the external environment can be used for strengthening market positions. This will enable a leasing company to focus it efforts in the foreseeable future on the most favorable direction for business development.

                                                                                                     

Effect of external business environment factors that do not depend on the company management efforts












Fig. 11. Flow chart of dynamic development of leasing companies to be achieved

Continuous dynamical processes are being observed in the external environment. Some particular factors are declining while the others tend to increase. One part of these processes opens new opportunities for a leasing company and forms favorable conditions for it. The other part, on the contrary, creates extra difficulties and restrictions. To be able to successfully survive in the long-term prospective, management of a leasing company should be able to forecast constraints and new opportunities. 

In strategic planning, when studying the external environment, it is necessary to identify the (emerging) threats and opportunities in such external environment. To be able to successfully cope with threats and efficiently take opportunities, it is not enough to just predict them. One may be aware of a threat though may appear not being able to oppose it and thereby fail. It is possible to assume new opening opportunities but lack potential for their implementation, and hence, fail to use them. This potential characterizes strengths and weaknesses of a leasing company, the opportunity of its successful development in the long-term prospect. Therefore, when performing analysis of internal environment it is necessary to discover, what strengths and weaknesses are specific for each subdivision and the company as a whole.

Such comprehensive analysis should be focused on the identification of threats and opportunities that may arise in the external environment in relation to a leasing company. SWOT method can be used for such task - this is abbreviation made of the first letters of the following English words: Strength, Weakness, Opportunity, and Threat. This method makes it possible to review the external and internal environment; to identify the links between the strengths and weaknesses that are inherent to a particular leasing company, external threats and opportunities. This assumes first of all, identification of strengths and weaknesses, threats and opportunities, and then identification of their interconnections, which further can be used for development strategy determination.

The analysis of functioning conditions for leasing makes it possible to assert the following: characteristics of their positions strengths may include the following: 

availability of necessary financial, material and other resources;

competence of the company management and personnel in leasing, marketing, logistical and investment areas;

 knowledge of leasing know-how;

 ability to promptly raise finance required for a particular leasing transaction;

tested and proven system of business partnership and good reputation of the company; 

Protection from competitive pressure and business risks;

 High quality of work and strict compliance with contractual terms;

 attractive price quotations for services, 

flexible pricing policy and low costs;

ability to provide additional services and diversify business;

 competitiveness and liquidity of the leased property; 

efficient marketing, management, modern technologies and operations schemes;

 Propensity to innovations and other.

Weaknesses of the positions held by leasing companies may include the following: 

low technological level and insufficient resources;

insufficient managerial experience and lack of qualified professionals, insufficient motivation in work and high turnover of staff;

 insufficient knowledge of leasing and associated services market, poor marketing and logistical abilities, 

poor advertising;

 limited opportunities for prompt mobilization of financial resources for leasing transactions;

 high prices for rendered services and low profitability of work; 

existence of serious problems in business; 

Inability to resist to competition pressure and insufficient protection from business risks; 
outdated technologies, principles and schemes of operation, disregard to diversification problems;

 low efficiency of interaction with partners with excessive dependence on them and other deficiencies that compromise the leasing company reputation.

Favourable opportunities, which must be foreseen and monitored by the lesser management may be identified as follows:  opportunity for entering new markets (segments) of leasing and associated services, expansion of positions on the existing markets; acceleration of the market growth, a participant is a leasing company; exit of competitors from the market; establishing more efficient business ties and integration of business; reduced interest rates for bank loans, obtaining additional support and guarantees from the government, optimization of tax, customs, tariff and amortization (depreciation) policy; increase of economic stability of business partners; improvement of IT support; reduction of prices for leased objects and others. 

Probable threats for the company management: emergence of new competitors and growth of sales of the substitute products (services); decrease of investment activity in the economy and slumped growth rates of the market, which participant is the lessor; deterioration of macroeconomic support system; increase of probability, scope and types of business risks, decreased level of protection  against them; decreased efficiency of business partnership and deteriorating economic situation of partner firms; change of the lessees requirements; increasing negotiating power of leasing subjects (sellers, lessees), cooperating with the leasing company and others.
Each particular leasing company can supplement the characteristics of external and internal environment by other data that reflect the real situation. The integrated systematized structure of strengths and weaknesses of the leasing companies, and also the threats and opportunities created for them from the side of the external environment is presented in Appendix 3.
Having precisely identified the list of weaknesses and strengths of a leasing company, the threats and opportunities that arise for the leasing company it is necessary to identify the connections between them. For this purpose we designed the matrix for analysis of opportunities and threats arising for the leasing company (see Fig. 12).

In the left part of the matrix there are two sections that are identified (strengths, weaknesses), into which accordingly we shall include all leasing company characteristics that have been identified at the first stage of the company analysis. In the upper part of the matrix there are two section that have been selected (opportunities and threats), into which we have included all identified prospects for change of operating conditions.

	Prospects of change in conditions  Specifics operation condition of leasing company
	Opportunities 1, 2, 3. …
	Threats 1, 2, 3. …

	Strengths 1. 2. 3. 4. 5....
	A
	 C

	Weaknesses 1. 2. 3. 4. 5....
	 B
	 D


Fig. 12. Matrix of the analysis of opportunities and threats for the leasing company with allowance for strength and weakness of its positions

On the crossections the following positions are formed:
 Field "A" (strength and opportunities);

Field "B" (weakness and opportunities);
 Field "C" (strength and threats); 

Field "D" (weakness and threats).

 On each field in the process of the analysis it is necessary to select pair combinations, which should be taken into account in the process of design of the strategy for economic behavior of a leasing company.

On the basis of the analysis of combinations in field "A" it is necessary to design a strategy for use of strengths of a leasing company to obtain a useful effect from the opportunities, which emerged in the external environment. For combinations on field "B" the strategy should be designed in such a way so that on the basis of the emerged opportunities to attempt to overcome the existing weaknesses in the company. If the set of combinations is located in field "C", the strategy of the lessor should assume the use of its strength for elimination of the threat. In case of combinations in field "D" the company management should design a strategy, which would enable it to eliminate the weakness of its position and to try to prevent the arising threat.

When maintaining competitive position and designing the company investment strategy, leasing companies should bear in mind that opportunities and threats may change polarity. Thus, a non-realized opportunity may become a threat if used by a competitor. And on the contrary, a successfully prevented threat may create a strength for the leasing company if competitors have not eliminated such threat. 

To successfully apply the above methodology of the analysis of business prospects it is important to identify the threats and opportunities and to appraise the relevance of each of the identified threats and opportunity for the lessor in order to take them into account in its strategy.

Improvement of economic stability, investment activity and competitive ability of the leasing companies is achieved not only through their intra-company efforts, but also through establishing multiple efficient ties with business partners.

Material risks and developing models of economic behavior of investors and leasing companies determine the change of many forms and methods of their performance. In conditions of high uncertainty of the environment the forms of establishing  inter-company ties should be modified. For minimization of risks there has been proposed a technique for organization of mutual relationship with the lessees on the base of the ordering and standardization of their functions. 

Selection of partners among lessees is possible on the basis of a stage-by-stage comprehensive appraisal of their opportunities in the realization of particular investment projects. The expediency of business ties can be appraised by the special technique of the analysis of the market prospects for investment projects and by multiple factor appraisal of the opportunities for potential lessees in realization of such projects. The technique includes multi-criteria review of:

the market segment occupied by the potential lessee partner; 

financial condition of the lessee (solvency, liquidity, sources of finance and dependence on credit resources);

production potential of the lessee (production facilities and supplies, technological opportunities, reliability of rights to use the production floor space on which it is expected to install equipment, profitability of production); 

 staffing support for the lessee (qualification, skill level and specialization of personnel, conformity of vocational training of the operating personnel and managerial staff to the requirements of the investment project); 

efficiency of organizational and managerial structure of the lessee;

 condition of procurement and distribution system and the level of logistics function, rationality of the geographical location of the potential lessee; 

Attitudes of the lessee to the quality of production and to its own image; principles of market behavior and business ethics (characteristics of the proprietor); 

level of the lessee's cooperation with competitor leasing companies; 

condition and trends for development of the market segment for operating in which the appropriate fixed assets may be transferred to the lessee (scale of segment, dynamics of its development, level of competition);
competitive ability (by price / quality ratio) and potential demand for the products, which are scheduled for production by the leased equipment; 
Rate of return on the invested capital for the investment project, payback period and possible risks; some other aspects.

Multi-criteria characteristics can be systematized into the following three big blocks:

 opportunities of the potential lessee;

 quality, competitive ability and demand for the product, which is to be manufactured under the investment project; 

integrated indicators of the efficiency of the investment project and the associated risks.

Grouping of criteria for appraisal of the prospects of the leasing relationship is shown on Fig. 13.





Fig. 13. Classification of the criteria applied to appraisal of the prospects for leasing relationship

Setting up and development of leasing companies does not exclude their voluntary associations on a contractual basis, for example, into trade associations and in other unions.
Sinergy strategy, which is inherent to business partnership, assumes that interacting business entities, investment companies and leasing companies obtain additional benefits through the account of coordinated use of resources and owing to other factors. Synergy-based approach makes it possible to obtain more meaningful economic results for each cooperating structure in comparison with those obtained without such interaction. Motivation and consequences of association of leasing companies are shown in Fig. 14.

Development of leasing operations requires improvement of methods for managing leasing companies operations, and also administrative toolkit for other participants of leasing operations if such development was neglected. The known techniques that are used for calculation of leasing payments are focused on the interests of the lessor, whereas productivity of leasing operations requires comprehensively taking into account and integrating the interests of all cooperating participants of leasing relationship.
To enhance the performance efficiency of leasing companies it is necessary to activate the potential of innovational management as a tool for optimization of lessee enterprises operations. Innovative management, which is focused on upgrade of business and based upon the investment opportunities (in particular, on leasing opportunities), should be taken as an element of  strategic management of an enterprise development on the basis of systematic renewal of fixed assets and implementation of innovations. 
Key principles of efficient innovation activities 





















Fig.  14. Motivation and consequences of joining the system of leasing companies

performed by lessees:

Systematic approach and integrated approach;
 
 Purposefulness and priority ranking;

 Coordination and timing.

 Key stages of innovation management:

 search for, selection and systematizing of new technological, design, organizational and economic ideas and solutions;

 appraisal of opportunities, expenditures and results of the practical implementation of innovations on the basis of the development of investment processes; design of detailed implementation program, for example, with the use of leasing opportunities; 

organization of practical implementation of innovations; 

control over the implemenation process, analysis and adjustment of economic behavior with allowance for results of innovations and modernization of production.

Creation of and functioning of a complex and flexible system for control of innovation processes that are focused on modernization of production and enhancement of the efficiency of business assumes a point-to-point mechanism for regulation of  innovations starting from the point of the emergence of new solutions and through to the point of their implementation. Those subdivisions of companies that are dealing with technical policy and innovations should operate in accord with each other and on the basis of continuous coordination to be performed by a dedicated department. One of the possible options for such department could be a task group for innovations, investments and analysis of development prospects. Such group should be assisted by specialists from the major units. The methodology and principles of innovation management with the use of investment processes, in particular, with the use of leasing, are applicable for a wide range of business entities for the purpose of renewal of production facilities.

Russian lessees show a steadily growing interest to the expensive but better quality import equipment. Thus, in "SDM-leasing" company the share of leasing of foreign equipment in 2003 accounted to about 60 % of the total volume of transactions, in "Petroleasing-Management" this share accounted to over 80 %. 

As for leasing transactions in foreign trade sector it is observed that suppliers of import equipment normally provide full range of services, longer periods of warranties, buy-back guarantee, and also promote contracting of export-import agencies and western financial institutions for financing of leasing transactions. The national suppliers have not yet adapted to the market and rational business partnership in the leasing sector.
.  It is rather difficult to obtain discounts from them, whereas foreign firms offer all sorts of various discounts, as well as commodity credit, deferrals and multiple services. It is easier to obtain finance under their products, especially from foreign lenders. Foreign suppliers understand that it is necessary fist of all to grant finance to the Russian buyers in order to maintain trade with Russia. Bearing these circumstances in mind, it is possible to recommend to expand the scope of leasing transactions in the foreign market and to optimize methods of participation in leasing transactions performed by the national suppliers.
When effecting leasing transactions within the framework of cross-border business transactions it is necessary to take into account that the laws regulating leasing business in many countries have their national specifics. Such specifics imply that all procedures and regulations related to leasing transactions need to be thoroughly reviewed in those countries whose companies may become participants of leasing transactions. If such procedures and regulations are exactly taken into account it will be possible to select optimal terms for investment business partnership.

3.2. Design and implementation of investment projects on the level of a single company
Active participation of the government in financing of major investment projects designed by the national companies assumes existence of precisely set criteria that serve a basis for identifying the necessary level of interference by the government. This paragraph deals with indirect influence of the government on the economies of companies development where the government provides finance for major investments projects. The key criterion for successful investment policy of a company is economic efficiency of a given project for the government.

Availability of sinking funds enables a company to finance solely repair of old equipment or replace such equipment for similar new equipment. Normally current profit is not sufficient for modernization. If a serious modernization of production is necessary, a company has to choose among the following alternatives: to search for a strategic investor who would invest its own funds, to obtain a loan from a bank; to purchase the equipment on leasing terms. Where a bank loan is obtained from some particular companies, the following problem arises: fundamental modernization of production under today's conditions requires substantial funds and the payback-period of such modernization is 5 years and more. Therefore, it is a huge problem to obtain a bank loan in the developing countries with underdeveloped banking system and high credit risks. In case of leasing Russian companies it is necessary to pay the cost of the equipment within a short period of time. In case of fundamental modernization, given the time costs of installation work and start-up of production facilities, the leasing sharply deteriorates economic characteristics of the project. In such situation the government must pursue a policy that would create incentives for investments into production faculties of the recipient company and must become an active participant of this process.

Let us review the situation where the government takes an active position in the investments. Investment means loans granted by the government for a certain investment project, which is related to manufacture of products (for example, construction of a factory) on interest accrual basis or means investment of funds in exchange for a certain participatory share in such project. The government has the following options for financing of investment projects:


in case of the budget surplus, the government may invest the available surplus funds into production facilities of this or that particular company;
  the government may obtain credit abroad;
 the government may issue securities to raise the required funds.
The option related to the budget surplus, as shows the experience of the less developing countries is not sufficiently applicable to the Russian companies. It cannot substantially change the situation because the amount of available surplus will be insufficient for investment into the necessary number of projects at the same time. Therefore, option 1 and option 2 are reviewed in detail in this paragraph.

Let us review the following situation. A company has designed a major investment project for production development, for example, for construction of a factory to be up to all applicable global standards. 


 to implement the project it is required to obtain credit to the amount of 30 billion roubles. The credit should be repaid within 5 years. The credit is granted at 10 % annual interest (simple interest).
Start-up by date: 2 years.
  The project is recouped after 3 years of the enterprise operation.
o inflation, i.e. the exchange rate stays within 30 roubles per 1 dollar. 
Let us review the first option: the government obtains the loan from abroad to finance the project. This option is shown on Fig. 15 (external credit) and on Fig. 16 (return of external credit) and it implies the following: dollars are promptly exchanged by the authorized bank into roubles; the stock exchange provides intermediary services at no cost; the credit is obtained and repaid instantly. 

 Fig. 15 illustrates the following scheme: the government obtains a credit to the amount of 1 billion dollars from a western bank under an investment project that satisfies the aforesaid conditions. The funds are credited to the account with the authorized bank, which exchanges these funds at the stock exchange by withdrawing 30 billion roubles and receiving 1 billion dollars. Therewith, effect Д1 occurrs: dollar exchange rate is up, rouble exchange rate is down. The banks, which have purchased the dollars, obtain 1 billion dollars of available funds (effect Д2). The funds are invested into the project. The result of this stage is as follows: the banking system of the country obtained 1 billion dollars; the quantity of roubles in the national economy has not changed. E1 effect is worth mentioning here. This effect occurs in the both options. It implies that the funds invested into the project, start working for the economy, thereby creating a multiplication effect.
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Figure 15. Lending scheme under which a credit is obtained from abroad
Fig. 16 illustrates the processes associated with the credit return. After 5 years the amount of 45 billion roubles (30 billion of the principal and 15 billion roubles of interest) are removed from the project and credited to the account of the authorized bank from other banks. The authorized bank sells this money to the stock exchange having removed 1.5 billion dollars from the turnover and having included 45 billion roubles into the turnover. Therewith effect Д3 occurrs: rouble exchange rate is down, dollar exchange rate is up. The banks, which have purchased roubles, obtain 45 billion roubles of available cash (effect Д4). Therewith, the total quantity of roubles in the banking system has not changed, and 1.5 billion dollars are transferred to the western creditor bank (effect Д5)! The result of this stage is as follows: 1.5 billion dollars were removed from the national banking system. 
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Fig. 16.  Lending scheme: repayment of foreign credit
Influence of the aforesaid effects on the economy is shown in Table 16.
This is just the first level of the reviewed influence, which is produced on the national economy by a big credit obtained and repaid. On the second level of our review it is necessary to take into account the fact of the extended period of obtained repaid credit. Under such scenario the funds are remitted step by step and by installments; the influence of all aforesaid effects will be smoothed and some particular effects may not even occur at all.   
Table 16. 
Effects arising in a situation where a foreign credit is obtained
	Effect
	Origin of effect 
	Description of effect
	Result

	Д1
	USD dollar exchange rate is down, the rouble exchange rate is up
	The upsurge of the exchange rate is caused by 1 billion dollars inflow at the financial market. 
	Exchange rate may change by any value but there is a possibility to determine threshold levels of the credit that cause negligible influence on the national economy (for example, 1.5-2 % of the Central Bank reserves) (0)

	Д2
	Factor of 1 billion dollars staying in the national economy
	Influences the behavior of importers and exporters. 
	The origin of the influence depends on the current market condition and is therefore equal to zero as average. (0)

	Д3
	The US dollar exchange rate is up, the rouble exchange rate is down

	The upsurge of the exchange rate, which is caused by 45 billion roubles inflow at the financial market 


	  It is possible to rely on the ignorable small change of the exchange rate as there is a possibility to calculate the threshold levels of the  loan under which their influence on the national economy is ignorably small (for example, 1.5-2 % of the Central Bank reserves) (0)

	Д4
	Factor of 45 billion roubles staying in the national economy

	The quantity of roubles in national economy does not change (no issue).
	The effect does not influence the national economy howsoever. (0)


	Д5
	Factor of 1m 5 dollars removed from the economy/
	Negative influence. 
	1 billion dollars of the principal and 0,5 billion dollars of the accrued interest shall be removed from the state budget to the benefit of the western lending bank (-)


Let's consider option two under which the government performs a limited currency issue (Fig. 17 and Fig.18). 
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Fig. 17. Theoretical scheme of crediting: loan raised by way of issue
The government takes a decision under which the Central Bank issues 30 billion roubles for the investment project that satisfies the aforelisted conditions (Fig. 17). By now no legislative powers are vested on the Government to instruct the Central Bank and to influence the process of issue. Nevertheless, taking very seriously the necessity to ensure independence of the Central Bank, the author maintains the opinion, that to ensure the development and economic growth processes, it is necessary for the Government, in the instances stipulated by the law, to be able to effect limited, target-oriented issues of money. To this end, of course, it would be required to create a new legislative base and to enter amendments into the laws. In theoretical option of the scenario the funds shall be credited to the account with the authorized bank. The bank will obtain more available funds and the banking system will have more roubles (effect Р2 -effect Р1 occurs - the rouble exchange rate is down, while the dollar exchange rate is up. The funds are transferred to the project. The result of this stage is as follows: the national banking system has received 30 billion roubles.

In 5 years 45 billion roubles from the project shall be transferred to the authorized bank (fig. 18). The bank shall return the money to the Central Bank (effect Р3). The result of this stage is as follows: 45 billion roubles were removed from the national banking system. 
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Fig. 18. Theoretical scheme of lending  - repayment of a loan by way of an issue 

Influence of the aforesaid effects on the economy is shown in Table 17.

The same as in the case with the credit obtained from abroad, in case of stage-by-stage financing of the project, under which it is expected to transfer the funds by installment,  Р1 effect may be leveled out completely.  

Table 17. 

Effects that occur in case if the government arranges a limited issue

	Effect
	Effect 
	Influence
	Total

	Р1
	USD exchange rate is up, RUB exchange rate is down.
	The upsurge in the exchange rate caused by 30 billion rubles inflow in the market. 
	The exchange rate may change by any value but the possibility exists to calculate the threshold levels of the loan, at which the influence on the economy is negligible (for example, 1.5-2 % of the Central Bank reserves) (0)

	Р2
	Factor of 30 billion USD available in the economy.
	Отрицательное влияние – возможно возникновение инфляции.  
	Inflation effect is possible (-). This possibility can be eliminated by calculating the threshold value of the issue.


	Р3
	Factor of 45 billion rubles withdrawn.
	Positive influence: the state budget received 15 billion roubles of revenues, 30 billion roubles have been returned to the Central Bank.
	The state has replenished the budget by 15 billion roubles. (+)



Let's compare the results obtained. When a loan is obtained from abroad for crediting the investment project, 1 billion dollars are "injected" into the national economy, and after 5 years outflow of 1.5 billion dollars occurs. In case of the limited issue the influence on the economic situation is caused by the following 2 effects: injection of 30 billion roubles into the national economy and this implies the possibility of inflation during 5 years, employment rate growth (F1); further withdrawal of 45 billion roubles after 5 years. Investments into a company's major projects may create the multiplier effect with at high degree of probability.
 Thus, under certain conditions (the possibility to create such conditions needs to be reviewed in detail) in terms of its investment policy implementation, a limited issue of money is more profitable for the government rather than foreign credits. When the policy of raising funds from abroad is pursued another problem arises: several investment projects require many loans and they facilitate growth of the country's debt burden. 

To solve the above reviewed problem it is required to find answers to the following questions:


 to what conditions should a company's investment project satisfy in order to become an investee for the state?
whether any conditions exist under which it is more profitable for the government to finance the investment project through an issue rather than through a credit obtained from abroad? If they do exist, then the following question is relevant.

 what are criteria for choosing between the option of finance raised through a foreign credit and the option of a limited issue?
It is expedient to design a technique of calculating the maximum amount of finance for an investment project. Excessive use of issues for crediting investment projects may create an undesirable inflation rate; it would also be required to create a new legislative base and to make modifications into some particular existing regulations and laws.

To find the answers to the above questions it is required to conduct a detailed research with preparation of the appropriate simulation models. With the help of such models it is required to work out the key schemes for government lending of investment projects.

If the certain conditions exist for the government to see it more profitable to finance an investment project through a  monetary issue rather than through a foreign credit, the government obtains the possibility to create incentives for unlimited economic growth. The state investment activity in development of perspective directions of production operations of some particular companies will be most efficiently combined with such investment policy of companies that provide for scientific appraisal of the developed and implemented investment projects efficiency.
3.3. Enhancement of methods for appraisal of investment projects efficiency

One of directions for efficient development of the national companies is analysis of the efficiency of investment projects developed by them as a necessary condition precedent for accurate substantiation of possible options for investments into transactions with tangible assets. Let us review the conceptual approaches to the evaluation of a company investment projects.
For the purpose of the analysis to obtain a more accurate appraisal it is required to take into account that: invested funds vary as per their time cost characteristics, i.e. 1 rouble, which is invested today, costs more then a ruble received in the future; investments may be effected in a lump sum and also may be recurring during a certain period of time; the process of return from implementation of investment projects is rather long, which is associated with a whole range of risks.

Investments and return of invested capital, as a rule, are stretched in time period, therefore to compare them we should use the discounting method, which is based on the concept of time value of money. This method is presented as follows:

Let us assume, that an investor has at the moment a certain amount Cо. Having invested this amount into some project for the purpose of generating income at the rate of (r) per annum, next year the investor will receive the amount
С1 = Со + r · Со + Со (1 + r) .

In this context the today’s Со roubles are equivalent to С1 roubles of the next year, where С1 is expressed through Со by the following formula. In reversed manner, if we express Со from it through С1, we shall obtain the formula that expresses the current value of the next year’s money: 

     С1
Со = ────

      1 + r

Similarly, Со amount  for the two years will become 

С2 = С1 (1 + r ) = Со (1 + r)2,

i.e., the today’s Со rouble amount is equivalent to С2 rouble amount , which is obtained by this formula, after two years. Therefore, the today’s value of the money, which will be obtained after two years, is expressed by the following formula:         

     С2
Со = ─────

        (1 + r)2
In similar manner, the today’s Со rouble amount is equivalent to Сt rouble amount after t years, if               

Сt
Со = ───── .

(1 + r)t
Investment projects should be evaluated on the base of their technical feasibility, economic efficiency (it shall be estimated by way of comparing the profit with costs) and ecological safety.
On the base of a roundup value among the methods of investment estimates it is possible to identify the following:

- absolute methods which use roundup values in the form of absolute values of the difference between the capital investments and the current costs of project implementation as well as absolute values of its results evaluation;

- relative methods by which roundup values are calculated as a ratio between the cost estimate of the results and the aggregate costs;

- temporary methods by which the payback period is estimated.
Сriteria used in analysis of investment business can be classified into the following two groups depending on the time parameter taken into account: criteria based on discounted estimates and criteria based on accounting estimates.
The key criteria include: Net Present Value (NPV); Profitability Index (PI); Internal Rate of Return (IRR); Modified Internal Rate of Return (MIRR); Discounted Payback Period (DPP); Payback Period (PP); Accounting Rate of Return (ARR).

In the process of evaluation of investment project efficiency it is required to weigh different parameters against each other and this is performed by discounting of them to a particular year (normally to a starting year). As the incomes (costs) arising in various  years even if they have a similar value, have different economic value, economics of a project are based on discounting, i.e. discounting all costs, results and effects to a reference point, which is common for each particular set of estimates. Discounting method is used for estimating the current value of the future expenses and incomes. Therefore the discounting rate is sometimes referred to as "cost of capital", which is frequently defined as required return on the invested capital.

The key approaches serving a basis for methods of valuation of investment projects in which the given criteria are used.
Method of discounted value is based on calculation of integrated economic effect from an investment project. This parameter performs the function of a project expediency (or inexpediency) criterion and is called "net present value" (NPV).

Net current revenue from an investment project is calculated by the following formula: NPV = PV - IC. This calculation is based on comparison of the amount of the discounted cash investments (IC) with the total amount of discounted net cash receipts that have been generated for a forecasted period (PV). As inflow of cash receipts and investments is sequenced in time, it is discounted to the current point in time by means of discount factor, which is fixed by investors themselves on the basis of the appropriate threshold rate of return selected for a particular investment project.

      n         I t
IC =  ∑   ─────

              t=0   (1 + r ) t
Let us assume that the forecast is made to the effect that investment (IC) will generate within (t) years annual revenues equal to Р1, Р2, …, Рt, then the total value of the discounted revenues (Present Value- PV) shall be calculated by the following formula:

        n         Pt
PV =  ∑   ─────

                 t=0     (1 + r ) t
A positive value of NPV is indicative of a project expediency, and in comparison between the alternative projects the most profitable shall be the one with a greatest NPV.
NPV in many respects is determined by the rate of return selected for calculation and the value of rate of return depends on: particular purpose of investment and conditions of a project implementation; inflation rate in the national economy; level of  investment risk; alternative opportunities for capital investments; financial considerations representations of the investor.

It is accepted that for different classes of investments it is possible to select different values of discounting rate. Investments targeted to maintain the investor's market positions are estimated at the standard rate of 6 %, while investments into renewal of fixed assets are estimated at 12 % rate, investments made for costs saving purpose are estimated at 15 % rate, investments made to increase corporate revenues are stimulated at 20 % rate, and venture capital investments are estimated at 25 % rate. The applicable rate is dependent on a project risk level. Thus, for the projects based on new technologies the applicable rate is 24 %. 

 NPV reflects the predictive estimate of a change in economic potential of a business entity in case if a project under review is approved. This parameter is additive in space and time aspect, i.e. NPV of various projects is possible to be summarized. This is a very important property, which makes it possible to differentiate this criterion from other criteria and also makes it possible to use it as a key criterion in the analysis of investment portfolios optimality.

Method of calculation of accounting rate of return is in fact deduced from the previously described method. Profitability of investment project is a ratio of discounted incomes (return) to investment outlay discounted at the same date or a ratio between the current value of future cash flows and the initial expenditures.
For real investments that continue for several years PI value is calculated by the following formula:
t= n     (CF) t
 ∑   ─────

  t=0   (1 + r ) t
PI = ———————

t=n    (Co) t
 ∑   ─────

 t=0   (1 + r ) t
	wherein:
	(CF) t
	- financial result of a year (t), which is calculated without the initial investments (if they fall on this year);

	
	
	

	
	t= n     (CF) t

Σ  ————
t=0   (1 + r ) t
	- return of capital (initial investments): the amount of financial results CF distributed by years, starting from the date of the first investments;

	
	
	

	
	(Co) t
	- initial investments (original capital) in a year (t), commencing from the inception date of investments;

	
	
	

	
	t= n     (Cо) t
Σ  ————

t=0   (1 + r ) t
	- invested capital (initial investments).


For financial (non-recurring) investments formula PI is simplified as follows:   

t= n    (CF) t
∑   ─────

t=0   (1 + r ) t
PI = ———————

Co
wherein: Со – non-recurring investments into financial assets (invested capital).          

It is obvious that if: PI > 1, the project may be accepted; PI < 1, then the project should be rejected; PI = 1, the project is neither profitable, nor unprofitable, i.e. return on capital invested is equal to invested capital.

Excess over 1.0 value of the project profitability means that it has some extra profitability at the interest rate in question. The case where profitability of the project is less than 1.0 it means that it is inefficient at the given interest rate.
Unlike NPV, profitabilty index is a relative value, which characterizes the level of revenues per unit of expenditures. The higher is the value of this parameter, the greater is the return on 1 rouble invested into a given project. Due to this circumstance criterion PI is convenient when it is required to select a single project in a set of alternative projects that have approximately identical NPV values (if two projects have identical NPV values, but different volumes of the required investments it is obvious, that the project ensuring a   greater efficiency of investments is more advantageous), or when it is required to make up a portfolio of investments for the purpose of NPV total value maximization.

Method of calculation of internal rate of return is based on the detailed analysis of investment projects. Appraisal of investment projects is performed on the basis of Internal Rate of Return of the investment in question (IRR is internal profitability, internal payback), which has the value of discount factor (r) at which NPV of the project is equal to zero for the whole investment period:

IRR = r, at which NPR = ƒ (r) = 0.

If we take that IC = CF0, then we shall obtain IRR from the equation:

n         CF t
             ∑   ─────── = 0

          t=0   (1 + IRR ) t
The purpose of calculating internal rate of return in the analysis of efficiency of planned investments is as follows: IRR shows the expected profitability of the project, and consequently shows the maximum admissible relative level of expenses that may be associated with the given project. For example, if the project is fully financed from a loan granted by a business bank, then IRR value shows the upper boundary of the allowable level of bank interest rate, which if exceeded, shall render the project unprofitable.
 Internal Rate of Return (IRR) and reinvested internal rate of return make it possible to identify the best option of investments, therewith RIRR smoothes down the optimistic and pessimistic expectations of investors. As a result of estimation of a set of projects it was discovered that in case of efficient investments both parameters are higher than the loan interest rate  (Eк):  Eк < RIRR < IRR, and on the contrary, if investments are not efficient, the loan interest rate is higher than these parameters: Eк > RIRR > IRR. The Accounting Rate of Return (ARR) shows, by what percent it is possible to increase investments or decrease revenues, with the project still retaining its attractiveness for the investor. If the investor requirements are just to ensure that income must by η times exceed the interest rate charged for use of credit (cost of credit), then the maximum share of credit (К max ) in the investments shall be calculated by the following formula:

         PI
К max. = ———

         n
Normally any business entity finances its operations from multiple sources. It has to pays interest, dividends, and other fees for use of financial resources invested into the entity operations, i.e. it incurs some reasonable costs. The parameter that characterizes a relative level of such costs with regard to long-term sources of funds is Weighted Average Cost of Capital, WACC. This parameter reflects the minimum return, which is achieved in the entity on the capital invested into its operations, its profitability and shall be calculated by formula of average arithmetic weighed value.
Economic essence of IRR criteria is that a company can take any investment-related decisions, which level of profitability is not below the current value of "cost of capital". The latter shall be understood as either WACC, if the source of funds is not expressly indicated, or as the price of the target source, if any. IRR criterion is compared exactly with SS value and IRR shall be calculated for a particular project, while the connection between them is as follows:

If: IRR > CC - the project can be accepted; IRR < CC - the project should be rejected; IRR = CC - the project is neither profitable, nor unprofitable.

The required value of IRR may be calculated by trial and error method, by graphical method or by more accurate mathematical methods.

The method of calculation of investments payback period is also rather useful for evaluation of investment projects efficiency.

Payback period (РР) is one of the most commonly used indicators, especially for a preliminary evaluation of investments efficiency. This indicator is understood as duration of the period during which the amount of net revenues discounted on the date of investments completion is equal to the amount of such investments. The main drawback of the payback period as an indicator of capital investments efficiency is that it does not take into account the whole period of production operating cycle, and consequently it is not influenced by the revenues that are to be generated after the payback period. The value of payback period, obviously, should be used merely as a restriction for a decision-taking process rather than a criterion for selection of an investment project, and if a payback period is greater than a certain landmark value taken such investment project may be excluded from the list of projects under review.

This method is one of the most simple and commonly used worldwide in analytical practice as it does not imply timing of cash receipts. The algorithm of calculation of payback period depends on the uniformity of distribution of anticipated costs and revenues from investments. If revenues are allocated uniformly by years with regular intervals, the payback period is calculated by division of the lump sum of costs at the annual revenue. A fractional value shall be rounded up towards increase to the nearest round figure. If the revenue is distributed with irregular intervals, the payback period shall be calculated by direct calculation of the number of years during which the invested amount will be repaid though cumulative revenue.
It is possible to identify a set of situations in which the method based on calculation of the payback period is rather expedient. In particular, this may be a situation when the management of a business entity is mostly concerned about liquidity, rather than profitability of the project - the main thing is that the investments must be recouped and as soon as possible. The method is also good, when investments are associated with a high level of risk. Therefore, the shortly the payback period, the less risky is the project. Such situation is specific for those industries or businesses that are featured by high probability of fast technological changes. Therefore, unlike NPV, IRR and PI criterion PP makes it possible to obtain estimates, rough, though, about liquidity and level of risk for a project. The concept of a project liquidity is conditional here: it is considered, that among the two projects the one with a less payback period has a greater liquidity. As to the comparative evaluation of projects risk levels on the base of PP, the logic of reasoning is as follows: receipts in the future years after the project inception are more difficult to forecast, i.e. they are more risky as compared with receipts of the first years; therefore from the two projects the one with less payback period is less risky.

Method of Accounting Rate of Return calculation has two specific features: it does not assume discounting of revenue values; the revenue is featured by net profit PN (profit less for deductions to the state budget). The algorithm of calculation is simple enough, that's why this parameter in widely used in practice: ARR is calculated by way of division of average annual revenue  (ARR) at average investment value. ARR is calculated in percent.

This parameter is compared with to the return on capital invested, which is calculated by division of total net profit of a business entity at the total amount of funds invested into its business (result of average net balance). In principle it is possible to establish a special threshold value with which ARR shall be compared, or even their systems, which is to be differentiated by types of projects, by level of risk, by responsibilty centers, etc.

The method based on ARR has a number of significant deficiencies that are preconditioned basically by the fact that it does not take the time component of cash flows into account. In particular, this method does not differentiate between projects with a similar amount of average annual revenue but with varying amount of revenues by different years, and also between the projects having a similar average annual revenue but still generated during a different number of years.

Sensitivity analysis of an investment project under the adopted concept of its possible implementation includes the following stages:

1. Selection of a key parameter, i.e. a parameter in relation to which the estimate of sensitivity is performed. Such parameters should be IRR and NPV, which most accurately characterize feasibility of an investment project. When selecting a key indicator it is necessary to take into account, that NPV is relative in the event if the investor is already identified and the interest rate for the loan is already agreed to calculating the discount rate. The value of IRR characterizes efficiency of a project as a whole, i.e. it is more appropriate to be selected as a key indicator. If an investor or a person who is implementing the project, is concerned in sensitivity of today’s cost of the project in absolute figures, then the net present value NPV shall be selected as a key parameter of sensitivity analysis; if the efficiency of the project as a whole is a point at issue, the internal rate of return (IRR) shall be selected.
2. Selection of the key factors in relation to which it is required to determine sensitivity of the key parameter (NPV or IRR), and hence, of the investment project as a whole.
There may be a lot of such factors but most interesting are changes in those factors that most obviously determine the economics of an investment project: cost of products (sales volume); capital investments; production costs; joint influence of capital investments and production costs; calculation of values of a key parameter when the key factors change.

The total value of key factors applicable where estimates are performed under a project is equal to 1. When each factor increases or decreases against the design value it is required to calculate the cash flows that are specific for them and on the basis of them it shall be required to calculate the values of the key indicator. A change in relative factors is effected in unit fractions.

Analysis of the results calculated by various methods shows the following picture:  even in relation to a single project the decision for its approval is not always obvious, because selection of the required criterion may under certain conditions help “substantiate” this or that particular decision. It is obvious, that the situation is sharply complicated if it is required to evaluate several projects. Contradictions arise between criteria of various groups - those based on discounted and non-discounted estimates. Variances are possible also inside a group of homogeneous criteria.
As regarding PP and ARR criteria, they are absolutely independent from each other and given the circumstance that different threshold values may be established in a company for these criteria, the possibility of contradictions arising between them shall not be excluded. Interrelations between the criteria based on discounted estimates are more complicated. The essential role here is played by this circumstance, whether it is about a particular project or an investment portfolio, which may include both independent and mutually excluding projects. A particular project is a special case of a portfolio of independent projects. In this particular case NPV, PI and IRR criteria result in similar recommendations concerning the approval or rejection of a project. A project, which is acceptable on the base of either of these criteria, shall be acceptable on the base of other criteria. The reason for such concurrence is that there are obvious interrelations between NPV, PI, IRR and CC parameters:

Where NPV > 0 at the same time IRR > CC and PI > 1;

Where NPV < 0 at the same time IRR < CC and PI < 1;

Where NPV = 0 at the same time IRR = CC and PI = 1.

The great variety of available investment options is not limited to some particular projects that are not related to each other. Frequently such situation arises when it is necessary to make a choice between several investment projects that are available for implementation. There may be various reasons for this situation, such as limitation of available financial resources, which means that some of generally acceptable projects will have to be put aside for the future. A situation is also possible when the sources of funds and their availability are not identified precisely in advance or a change occurs in the course of time. In this instance it is required to rate the projects by priority, irrespective of whether they are independent from each other or are mutually excluding projects.

In all aforesaid situations it is not always possible to draw an unambiguous conclusion. Therefore, to take a final decision it is necessary to obtain additional formal or informal criteria.

Methods based on discounted estimates are from theoretical point of view though to be more substantiated as they take into account the time component of cash flows. At the same time they are rather more labor intensive in terms of parameters calculation.

The main conclusion is the following: among all of the reviewed criteria the most acceptable for taking investment decisions are obviously NPV, IRR and PI criteria. Notwithstanding the aforementioned interrelation between these parameters, in the course of appraisal of alternative investment projects the problem of criterion choice is not eliminated. The main reason for this is that NPV is an absolute parameter, while PI and IRR are ratios.

Research in the field of financial management showed that in case of a contradiction it would be preferable to use NPV criterion. There are the following two main arguments in favor of this criterion:

NPV gives a probabilistic estimate of a gain in a business entity capitalization in the event if the project is approved; this criterion fully meets the main purpose of management personnel: accumulation of economic potential of the company, more exact market -based estimate of equity capital; 

NPV has additive property that makes it possible to add the values of NPV on various projects and to use the aggregated value for optimization of investment portfolios.

The recommendation on the preferred choice of NPV criteria is expressed mainly by those experts who are based in their judgment on the key target of any company: maximization of profit for its owners. Nevertheless, in practice this recommendation is not unambiguous and given the multiple purposes of investments efficiency appraisal it is necessary to use possibilities of the whole complex of analytical parameters.

CONCLUSION

1. Transformation of the Russian economy in the investments sector  (which was expressed  by the greatly increased number of the market participants; by the emerged network of commercial banks, commercial lending institutions, investment funds, investment companies, and insurance companies that make their own investment management decisions) created the necessity in additional research of theoretical fundamentals of investment management and in designing methodical tools for investment  management and evaluation of its social and economic relevance.

The list of the tools for investment management in the national companies has been supplemented by:

( design of investment policy with the use of management by objective approach;

( substantiation and enhancement of regulatory legislative base that creates incentives for improving efficiency of investment resources use;

( grant of tax incentives, optimization of tariffs and rates, and preferential  investment loans to those investors who invest into fixed assets;

( formation of guarantee mechanisms, investment insurance;

( enforcing and raising the level of responsibility for target-oriented use of investment resources at all levels of business and at a company level in particular.

2. New conditions of business operations carried out by the Russian companies necessitate application of new methods and forms of corporate investment process. Investment business is impossible without a strategic approach and without design of investment policy. Model of investment policy shall include elements of a general strategic approach and investment design elements.
 We have proposed the following: the updated concept of corporate investment policy and the algorithm for design of corporate investment policy. Corporate investment policy is understood as setting primary investment tasks and objectives for a company in strategic prospective, and also approval of the course of action and allocation of resources required to achieve such strategic objectives.
The key directions for enhancing investment policy of the national companies include the following:

( enhancement of legislative base for investments and finalizing of a legislative package to be enacted to create a stable legal regime for national and foreign investors;

(  formation of favorable economic conditions for: a transition to investment phase of privatization; functioning of stock market, investment market and construction market; minimization of inflation;

( development of a system of efficient investment institutions (investment banks, funds, leasing companies, corporations, insurance companies, governmental investment experts) capable to ensure efficient functioning of the investment market;

( improvement of informational and staffing support for the investment process, establishing a system for training and retraining of experts in the field of, investments, investment design, project management; setting up multimedia databases of Russian and international investment projects and programs included into the national and global information networks.

3. Transition of the national companies to market-oriented economy is connected with their getting into the zone of a high business uncertainty and risk. Most of the Russian companies are forced to adjust their management structure and to build their own business model. 
A multi-level corporate investment management system has been designed to ensure on the basis of systematic approach the innovative development of companies, their stability and dynamic growth plus optimization of their structure. Interrelated enhancement of the forms and methods of corporate investment management is ensured by the following three blocks that make an integral  multi-level system:

( macroeconomic (federal, regional, sectoral) regulation of investment processes;

( internal corporate investment management;

( management of inter-company investment interaction (optimization of business relations).

4.  In 2005 Russia accounted to 0.5% of the global attracted foreign investments, including less than 0.3% of accumulated direct foreign investments.  Under the international standards, the inflow of foreign capital to Russia (especially direct investments) is low. According to expert estimates, Russia could attract over $30 billion of foreign investments annually without compromising its economic security and independence.
Actually, Russia is able to compete with other countries at the level of capital investments varying from $10 to $ 15 billion if the global investors offer such volume of investments to our country. Under condition of a favorable investment climate to prevail within the nearest 10-15 years Russia would be able to allocate $200-300 billion of capital investments for renewal and upgrade of the industrial sector to bring it in accordance with the global and the national market requirements. Russian fuel and energy industry alone will require $100-140 billion to overcome recessionary effects. Renewal and upgrade of the actively utilized production assets will require $20-25 billion per year. For this purpose about one tenth of the total global direct investments need to be re-allocated to the Russian economy. In the recent years they amounted to about $240-250 billion per year.
The key directions of the state investment policy that influence foreign investment capital inflow and results of foreign investments in the national companies are as follows:

( design of a long-term strategy for attracting foreign capital; identifying strategic niches, which are the most promising in terms of the necessary structural transformation of the Russian economy, its foreign economic relations and the most reliable in terms of the Russia’s national interests;

( stable and efficient legislative regulation of foreign investments that shall comply with the requirements and standards of the global investment market;

( selection of a reliable investment partner and formation of infrastructure for foreign investments;

( professional training of investment experts in the Russian companies. Such experts must have the adequate level of knowledge and skills commensurable with business operations performed in the one of the most complicated sectors in the market-driven economy.

5. Companies operating in the developed countries started to widely use a set of macroeconomic regulators in their investment business and such regulators affect their investment business. Such regulators actually are governmental institutions.  
In Germany, Netherlands, and Denmark macroeconomic investment regulators are mostly focused on financial and taxation aspects of leasing.

In the UK and Australia legislation regulates relationship between the parties to a leasing contract with allowance for the cost of the leased item and type of items making the subject of a leasing contract.

A big group of countries (France, Italy, Spain, Portugal, etc.) treats regulation of leasing transactions as a tripartite complex of relationships. They tend to capture the whole set of relationships arising in the course of leasing transactions, i.e. the relationship arising between a lessee and a lessor company, and also the relationship arising between a lessor and a manufacturer (vendor).
Global experience and many organizational and economic as well as information and analytical approaches and tools of investment policy that have been tested in foreign companies will be useful to consider and implement in the national practice.

6. Entry of Russia into the global economy, into the system of international economic relations will make it possible to realize its national interests most efficiently. At the same time, projects that copy western models should be considered with a reasonable conservatism because an economy and investments are not merely limited to production and distribution relations as they also reflect a nation's historical experience.
For setting business development logic of a company its executives should form a business model of their company as a combination of parameters describing conceptual scheme of the company operations. The key parameters that describe such business model are as follows: company objectives; portfolio of products and markets; management system; scheme of interaction with counterparties; principles of production management. Parameters themselves are not so important for a business model as their interrelation. Strict interrelation between components ensures a sufficiently strict logic for the whole company business.

7. Systematic analysis of investment activities carried out by the national companies in the global investment process made it possible to assess direct and indirect benefits and advantages for the national economy from the attracted foreign capital:

 it is an extra source of savings, which substantially increases available resources for replenishment and expansion of fixed assets, implementation of investment projects and programs;

 direct foreign investments are generally associated with inflow of advanced technologies that ensure output of competitive products - as per the following two parameters: level of innovation, quality of goods and services and their production costs;

 foreign investments help to eliminate lack of professional expertise among a substantial portion of the Russian managers, designers, engineers, and workers;

 foreign investments stimulate the accelerated economic reform,  implementation and perfection of the experience obtained from operations in the market-driven economy, and its specific "rules of the game”;

 foreign investments accelerate the process of the Russian economy integration into the global economy, development of efficient integration processes, contribute to rational use of global division and cooperation of labor, to discovery and development of efficient niches in the global economy and in the global market;

 for a national security: large-scale inflow of foreign investments minimizes the threat of armed conflicts, facilitates enhancement of social and political stability both on the national level and in the country's international relations. 
8. Corporate structural and investment policies are the key tools with the help of which its top managers control the process of expanded reproduction in the company and implement its social and economic targets thereby ensuring its competitive ability.

The common serious deficiency of the national companies’ structure is its poor customer-focused orientation, which is explained by high monopolization, insufficient competition and weak market mechanisms. That's why it would be helpful to use the western experience gained in creating a favorable investment climate and in stimulating capital investments through state regulators, which is a common practice in the West.
The first priority lines of the state policy in the investment sector are as follows:

( enhancing macroeconomic conditions  by suppressing inflation and, as a result, decreasing interest rates for long-term investment credits;

( creating conditions for the Russian private investors to invest into industrial projects in CIS states, in which products Russia is interested. It would be expedient to design a mechanism for investment cooperation and transition to joint financing schemes;

( creating incentives for return of the Russian capital deposited with foreign banks and creating conditions for further flight of capital out of Russia;

( setting up a governmental guarantee fund for highly efficient investment projects on the basis of organization of taxation system, which would comply with the global requirements;

( ensuring stability of legislation in the aspects of financial, currency control, taxation, tariff and non-tariff regulation;

( enacting additional articles to be included into the RF Criminal Code to impose criminal liability, along with penalties for state officials and individuals, for abuse of laws regulating investment business.

9. Our concept of strengthening governmental regulation of investment processes is based on the analysis of the arising realistic pre-conditions in major national companies for implementation of indicative regulation principles in the investment sector:

( national corporate capital structures are established in the form of major joint stock companies, formal and informal financial industrial groups and other structures.

( big capital is currently interested in active cooperation with the state. The sustained development of producers, development of their long-term investment and production strategy will be impossible without a better confidence in the future, reduction of business risks, and without improved predictability in the development of the general economic conditions. 
( We should note the ability of governmental supervisory authorities and sound mentality of their heads determined to cooperate with the national companies on the basis of the new principles, the improved understanding of the need for active governmental intervention into the national economy-related matters, and the radically changed management mechanisms and principles, which actually eliminate the risk of restoration of the command-style relationship between the state and manufacturers.

Indicative regulation should be created by way of logical development of legislatively established system for mid-term and long-term forecasting of social and economic growth. Indicative regulation should be based on the established institutional structures and should be implemented in close coordination with the preparation of and performance of the federal budget, with the directions for the public sector development and with the federal target-oriented programs.

New tools of the state regulation of investment sector are listed below:

( signing investment agreements. Signature of investment agreements between the government and major (which is critical) investors (similar to the globally used quasi contracts) shall play a leading role in the new system for indicative regulation of capital investments.

( Pricing arrangements in the capital construction industry.  A specific scheme for such arrangements shall include mutually agreed pricing obligations to be assumed by manufacturers and by investment resources recipients.  
( Delegation of investment functions by the government. Within the framework of indicative regulation, such mechanisms of efficient governmental investment as tender-based allocation of budget capital investments, shared  governmental and commercial financing of projects, shall be further developed and complemented by delegation of governmental "strategic" investor functions to private capital. Such practice has been widely popular in the West and in particular, in Italy, where the government traditionally finances its projects  through a system of holding companies and concerns and allocates budgetary funds  exclusively on the free market principles on the basis of high return on invested capital.
( Creation of favorable business conditions for those capital investors who implement a mutually agreed strategy for the national investment development.

9. On the example of a leasing company a methodical scheme is proposed for design and implementation of the strategy for dynamic development of a leasing company. This scheme is based on our forecasting and analytical block and package of support programs focused on identification of the targets for long-term development of companies and on the formation of a system of measures for such targets to be achieved, i.e. focused on enhancement of a company's positions in the market.

To minimize a lessor’s potential risks and to further develop methods for control of a lessee's financial condition with the use of possibilities of a lessor’s banking institutions we have designed the algorithm for risk management. Such business behavior scheme helps the companies to escape successfully from various risky situations.

11. Improved economic stability, investment activity and competitive ability of leasing companies is determined by their internal efforts and by enhancement of relationship with their business partners.

We have proposed a multi-criteria assessment of expediency for development of business relationship of leasing companies. The reviewed multi-criteria attributes can be arranged into the following three major blocks: opportunities of a potential lessee; quality, competitiveness and demand for the product, which manufacture is contemplated under the investment project in question; integral indicators of the appropriate investment project efficiency and associated risks.
In our view the proposed conceptual approaches and principles of innovation management in leasing companies are expedient for wide implementation by  business entities for renewal of their manufacturing facilities and for improvement of their investment activity.

12. We have estimated the indirect influence of the government on the economics of companies development in the aspect of financing major investment projects.  A key criterion for a successful corporate investment policy is efficiency of a project for the government.

We have designed certain scenarios of governmental lending for major investment projects, and these scenarios expand investment opportunities and, consequently, enhance the efficiency of management of structural transformations in the national companies.

Under certain conditions, it is more advantageous for the government to effect a limited issue of currency to implement its investment policy rather than to raise loans from abroad. When the government pursues a policy of foreign borrowings, the following problem arises:  if several investment projects are implemented, a great amount of borrowed funds will be required, and such borrowings will increase the country’s foreign debt. 
The author proposed his scientific evaluation of investment projects being developed and implemented. Guidelines are also proposed by the author for evaluation of investment project efficiency. 
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APPENDIX                                                                                          Appendix 1

Investments into fixed assets shown by industry and by form of ownership in 2004 *

(exclusive of small businesses)

in %  of the volume by industry

	Forms of ownership
Industries
	Формы собственности

	
	public
	municipal
	Private
	Mixed Russian
	Foreign
	Joint Russian and foreign

	Total by industry
	17,5
	4,2
	47,5
	15,6
	5,6
	9,4

	including:

industrial sector
	7,7
	0,5
	44,6
	19,7
	10,7
	16,8

	Electric power engineering
	24,5
	2,4
	18,9
	39,7
	0,0
	14,5

	Fuel
	1,2
	0,2
	66,6
	13,2
	9,2
	9,6

	Ferrous 
	0,01
	-
	29,8
	22,4
	4,9
	42,9

	Non-ferrous
	19,8
	0,0
	23,2
	23,6
	1,7
	31,7

	Chemical and petrochemical
	8,1
	0,01
	33,4
	26,4
	12,1
	20,0

	Machine-building and metal processing 
	16,8
	0,1
	30,4
	28,7
	13,7
	10,1

	forestry, wood-proccesing, paper-and-pulp  processing
	1,9
	0,1
	28,3
	6,4
	39,6
	23,6

	Manufacture of building materials
	3,4
	0,2
	51,3
	14,4
	16,6
	14,0

	Light industry
	1,8
	0,3
	39,4
	35,1
	11,2
	11,7

	Food industry
	4,0
	0,3
	35,7
	10,6
	25,6
	23,4

	Agriculture
	14,8
	1,1
	75,5
	4,7
	1,4
	2,4

	Forestry
	93,7
	1,2
	5,1
	-
	-
	0,0

	Transport
	40,5
	2,7
	25,1
	15,9
	5,6
	10,3

	Communications
	10,1
	0,1
	36,7
	21,2
	2,2
	29,7

	Construction
	34,3
	7,2
	37,3
	13,5
	6,0
	1,4

	Trade, public catering and wholesale trade with technical and industrial goods
	3,9
	1,3
	39,3
	8,3
	33,3
	11,5

	Municipal housing economy
	24,6
	22,0
	15,4
	36,1
	0,8
	0,9

	Housing economy
	26,0
	21,7
	22,1
	26,6
	2,3
	1,1

	Communal services
	42,0
	34,6
	4,3
	18,1
	0,1
	0,8

	Public health care service, physical culture and social security
	45,5
	25,1
	6,6
	18,3
	0,7
	3,2

	Education
	48,1
	26,6
	4,2
	19,7
	0,03
	1,0

	Culture and arts
	39,2
	15,6
	5,2
	24,9
	10,2
	4,9

	Science and scientific service
	79,9
	0,3
	7,7
	8,6
	0,4
	3,1

	Finance, credit, insurance, retirement pension schemes
	10,5
	0,1
	19,8
	51,2
	11,4
	6,9

	Management
	74,9
	15,1
	0,5
	9,4
	-
	0,01


________

* prepared on the base of the information contained in: Investitsii v Rossii. 2005: Collection of statistical date./ Rosstat. – М., 2005, p. 52-53
Appendix 2

The biggest national companies selected by sales volume

	 No.
	 industry
	Company
	sales volume in 2004 (mln. roubles)
	Capitalization as of 1.09.2005 (mln. roubles)
	ratio between capitalization and sales volume (P/S ratio)
	ratio between capitalization and net earnings (P/E ratio)

	1
	oil and oil-and-gas industry
	"Gazprom"
	976776,0
	2576135,4
	2,64
	12,52

	
	
	Oil company "LUIKoil"
	830304,2
	1186891,9
	1,43
	9,69

	
	
	TNK-BP
	412068,4
	328245,1
	2,16
	8,15

	
	
	OAO "Surgutneftegaz"
	308111,3
	983296,3
	3,19
	14,13

	
	
	Oil company "Sibneft"
	231220,0
	474698,6
	2,05
	8,05

	
	
	Oil company "Slavneft"
	176493,7
	92668,5
	1,19
	9,40

	
	
	"Tatneft"
	150793,0
	154376,3
	1,02
	6,27

	
	
	Oil company "Rosneft"
	130125,2
	84804,1
	2,92
	19,18

	
	
	"Bashneft"
	57449,6
	46591,3
	0,81
	9,05

	2
	Electric power generating industry
	RAO "UES of Russia "
	679657,0
	
	
	

	
	
	"Mosenergo"
	89341,0
	68013,4
	0,76
	30,81

	
	
	"Lenenergo"
	30189,5
	23814,2
	0,79
	28,33

	
	
	"Sverdlovenergo"
	30053,0
	3683,6
	0,12
	6,22

	
	
	"Samaraenergo"
	22791,1
	11928,0
	0,52
	27,10

	
	
	"Bashkirenergo"
	21571,1
	11035,9
	0,51
	15,62

	
	
	"Permenergo"
	19073,4
	4404,5
	0,23
	2,08

	3
	Mechanical engineering
	AutoVAZ
	160536,0
	18917,9
	0,12
	4,14

	
	
	GAZ
	46654,6
	8462,4
	0,18
	105,91

	
	
	KamAZ
	46479,1
	13240,2
	0,28
	63,65

	
	
	АHК "Sukhoi"
	43140,4
	2170,9
	0,56
	2,09

	4
	Ferrous metallurgy
	"Severstal"
	180666,8
	129359,8
	0,72
	3,20

	
	
	Novolipetsk integrated iron-and-steel works
	130805,3
	199152,3
	1,52
	3,90

	
	
	"Mechel"
	104789,5
	115913,6
	1,11
	3,00

	
	
	Nizhnetagilsk inegrated iron-and-steel works
	
	53127,4
	0,92
	3,98

	
	
	
	
	
	
	

	5
	Nonferrous metallurgy
	Novolipetsk integrated iron-and-steel works
	194304,4
	442468,8
	2,28
	8,38

	
	
	SUAL-HOLDING
	66286
	46680,0
	0,70
	-

	
	
	Corporation "VSMPO-AVISMA"
	12429,5
	47368,5
	3,81
	26,41

	6
	Food-processing industry
	"WIMM-BILL-DUN Foodstuffs " <http: // www.raexpert.ru/database/companies/vimm-bill-dann_produkty_pitaniya/>34275,6
	20923,1
	0,61
	31,56
	

	
	
	Brewery "Baltika " <http: // www.raexpert.ru/database/companies/pivovarennaya_kompaniya_baltika/>28647,1
	102033,4
	3,56
	28,82
	

	
	
	"Nizhnekamskneftekhim" <http: // www.raexpert.ru/database/companies/nizhnekamskneftehim/> 33882,2
	41268,5
	1,22
	12,41
	

	
	
	"Salavatnefteorgsintez" <http: // www.raexpert.ru/database/companies/oao_salavatnefteorgsintez/> 33692,7
	21052,5
	0,62
	16,61
	

	
	
	"Akron" <http: // www.raexpert.ru/database/companies/akron/> 17708,3
	20546,8
	1,16
	15,75
	

	8
	Transport
	RZHD1 <http: // www.raexpert.ru/database/companies/rzhd/> 659542,1
	
	
	
	

	
	
	"Aeroflot -Russian airlines " <http: // www.raexpert.ru/database/companies/aeroflot/> 62216,6
	46202,2
	0,74
	9,32
	

	9
	Construction
	
	
	
	
	

	
	
	"Stroitransgaz" <http: // www.raexpert.ru/database/companies/stroitransgaz/> 32266,2
	
	
	
	

	
	
	House-building combine №1 <http: // www.raexpert.ru/database/companies/domostroitelnyi_kombinat_1/> 20991,0
	
	
	
	

	
	
	Corporation "Transstroi" <http: // www.raexpert.ru/database/companies/korporatsiya_transstroi/> 19032,0
	
	
	
	

	
	
	"Mosinzhstroi" <http: // www.raexpert.ru/database/companies/mosinzhstroi/> 14746,1
	
	
	
	

	
	
	Group of companies " DON-Stroi" <http: // www.raexpert.ru/database/companies/don_stroy/> 12179,3
	
	
	
	

	
	
	"Mosstroimekhanizatsiya-5" <http: // www.raexpert.ru/database/companies/mosstroimehanizatsiya-5/> 11649,0
	
	
	
	

	
	
	"Mospromstroi" <http: // www.raexpert.ru/database/companies/mospromstroi/> 11048,3
	
	
	
	

	
	
	"Glavmosstroi" <http: // www.raexpert.ru/database/companies/glavmosstroi/> 10654,2
	
	
	
	

	
	
	"Mostotrest" <http: // www.raexpert.ru/database/companies/mostotrest/> 9976,9
	
	
	
	

	10
	Telecommunications
	AFK "Systema" <http: // www.raexpert.ru/database/companies/afk_sistema/> 164599,7
	276575,5
	1,68
	23,34
	

	
	
	"Vympelkom" <http: // www.raexpert.ru/database/companies/vympelkom/> 61865,0
	242479,8
	3,92
	24,01
	

	11
	Information technologies    
	
	
	
	
	

	
	
	National computer corporation <http: // www.raexpert.ru/database/companies/natsionalnaya_komputernaya_korporatsiya/> 17671,2
	
	
	
	

	
	
	Group of companies IBS <http: // www.raexpert.ru/database/companies/ibs/> 15127,4
	
	
	
	

	
	
	Group of companies R-Style <http: // www.raexpert.ru/database/companies/gruppa_kompanii_r-style/> 12719,5
	
	
	
	

	
	
	Group of companies LANIT <http: // www.raexpert.ru/database/companies/gruppa_kompanii_lanit/> 11400,0
	
	
	
	

	12
	Banking sector
	The Savings Bank of Russia
	217223,7
	488105,7
	2,25
	25,31

	
	
	Bank of Moscow
	14755,8
	61719,7
	4,18
	19,95

	13
	Insurance business
	Russian state insurance company ("Rosgosstrakh") <http: // www.raexpert.ru/database/companies/rossiiskaya_gosudarstvennaya_strahovaya_kompaniya_rosgosstrah_/> 111731,2
	
	
	
	

	
	
	Insurance group "UralSib" <http: // www.raexpert.ru/database/companies/strahovaya_gruppa_uralsib/> 23077,4
	
	
	
	

	
	
	"Ingosstrakh" <http: // www.raexpert.ru/database/companies/ingosstrah/> 19364,1
	
	
	
	

	
	
	Group "SOGAZ" <http: // www.raexpert.ru/database/companies/gruppa_sogaz/> 17526,0
	
	
	
	

	
	
	Insurance House VSK <http: // www.raexpert.ru/database/companies/strahovoi_dom_vsk/> 13760,1
	
	
	
	


* prepared on the basis of data obtained from: <http: // www.raexpert.ru/rankingtable/? table_folder =/expert400/2005/oil-branch/>

Appendix 3
 provisional list of STRENGThS AND WeakNESSES of leasing companies, and also threats and opportunities for them CREATED BY EXTERNAL environment *
I. Specific features (characteristics) of the existing condition of lessors 
	1.1. Strengths
	1.2. Weaknesses

	1.1.1. Availability of the necessary financial, physical, information and other resources, good level of engineering; 

1.1.2. Competence of management and personnel of the company in leasing, marketing, logistical, investment, audit and entrepreneurial areas, knowledge of leasing know-how, ability to precisely valuate the property which is subject to leasing; 

1.1.3. Ability to promptly raise finance required for leasing transaction;

 1.1.4. Well tested system of business partnership (with the use of logistics tools) and good reputation of company in combination with the image of partner bank; 

1.1.5. Strong positions in the investment market and in the market of leasing services, protection form strong competition pressure and business risks; 

1.1.6. High quality of work, strict compliance with contractual obligations; 

1.1.7. Competitive ability and liquidity of property transferred under leasing contracts; 

1.1.8. Attractive cost characteristics of services, low costs, flexible price policy; 

1.1.9. Ability to provide multiple additional, including logistical services, and diversification of business. 

1.1.10. Efficient marketing, management, modern technologies and logistical schemes of work, rational organizational structure, including network of representations; 

1.1.11. Scientific, analytical and research base, propensity to innovations, ingenuity in strategic planning; 

1.1.12. Efficient system of interaction with authorities at various levels.
	1.2.1. Low level of engineering, lack of financial, information and other resources;

1.2.2. Poor administrative experience and shortage of qualified experts, insufficient motivation of work, high turnover of employees; 1.2.3. Insufficient knowledge of the market of leasing and related services, poor marketing possibilities, poor advertising; 

1.2.4. Limited opportunities for prompt mobilization of financial resources for leasing transactions; 

1.2.5. High prices for offered services with low profitability of operations (high cost of used credit resources); 

1.2.6. Insufficient efficiency of interaction with partners with excessive dependence on them; 

1.2.7. Existence of difficult business problems and insufficient protection from possible risks of losses;

1.2.8. Deterioration of market positions and declining corporate reputation, inability to resist competition pressure; 

1.2.9. Lack of strategic directions in pursued activities, lack of attestation to problems with diversification of services; 

1.2.10. Poor control over performance of the long-term current solutions, poor discipline in performing tasks; 

1.2.11. Outdated technologies, principles and schemes of operation, lagging behind competitors in R&D; 

1.2.12. Insufficient flexibility in managing business operations and inefficient mechanism of interaction with authorities 


II. Prospects of change in operating conditions of leasing companies
	2.1. Favorable opportunities
	2.2. Threats

	2.1.1. Entry onto new markets (segments) of leasing and associated services, expanded positions on the old markets and segments; 

2.1.2. Intensification of business activities and acceleration of growth in the market segment in which leasing company is operating; 

2.1.3. Competitors exiting from particular segments of leasing services market, lack of competitors in the new markets; 

2.1.4. Increased variety of rendered services, integration of business operations, development of strategic business alliances;

 2.1.5.Establishing new and more efficient business communications, including those established with foreign partners and investors; 

2.1.6. Development of international and inter-regional business and financial relationships; 

2.1.7. Reduction of prices for leasing objects; 2.1.8. Obtaining additional state support and guarantees, optimization of tax, customs, tariff and amortization policies, and also other positive macroeconomic changes in the investment sphere; 

2.1.9. Decrease of interest rates for bank loans; 2.1.10. Opportunity for transition to a more efficient business strategy; 

2.1.11. Improved information support for business; 2.1.12. Improved economic stability of business partners.
	2.2.1. Emerging of new competitors, growing competition  pressure; 

2.2.2. Growing sales of substitute goods (services); 

2.2.3. Decreasing activity in economy and slumped growth rates of the market in which leasing company is operating; 

2.2.4. A change in requirements (preferences) of lessees, declining demand for traditional objects of leasing; 

2.2.5. Complicated mutual relationship with banks and insurance companies; 

2.2.6. Increased negotiation power of the subjects of leasing (sellers, lessees) who interact with a leasing company; 

2.2.7. Increased probability, scale and types of business risks; 

2.2.8. Decreased degree of security from possible risks; 

2.2.9. Worsened economic condition of partner firms;

 2.2.10. Deterioration of macroeconomic conditions and international relations; 2.2.11. Complication of the system of interaction with authorities of multiple levels; 2.2.12. Deterioration of the microclimate inside the leasing company.


____
* Prepared on the base of business practice review performed by the author and on the base of expert estimates collected
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Block of task-setting, adjustment and resolving intra-company and inter-company tasks of strategic development for a leasing company 





Long-term (strategic) purposes  for development of leasing company�
�
Expanding the controlled share of the leasing services market�
Growth of revenues�
�






Base conditions of strengthening market positions





Reducing business costs, flexible policy of leasing rates�


Improvement of product range and enhancing the quality of leasing services provided


�


Ensuring efficient business partnership





Monitoring and multi-level appraisal of condition and trends of changes in the environment. Identifying favorable prospects that are opened for leasing business and appraisal of possible influence of adverse factors. (Forecasting and analytical block)








Regulation of intra-company environment with allowance for the condition of the external environment. Systematic refining of business strategy and resolving operative and tactical tasks





Complex of programs ensuring dynamic development of a leasing company





Cl. 1. Improvement of intra-company mechanism of organization and management of leasing operations, development of IT support function





П.2. Optimization of inter-company business connections with the national and foreign partners (participants of leasing transactions), including:


П.2.1. Lessees;


�


П.2.2. Suppliers (vendors) of leased property;


�


П.2.3. Financing entities (banks, funds);


�


П.2.4. Insurance companies


�


П.2.5. IT, consulting and other forms





П.3. Development of methods for interaction with authorities of multiple levels





П.4. Rational use of resources potential





П.5. Diversification of business, expanding the range of auxiliary services





П.6. Renewal of material and technical base





П.7. Improvement of the personnel qualification





П.8. Advertising, PR actions





Multi-criteria appraisal of expediency for developing leasing companies business ties 





I. Organizational and economic, technical and technological, staffing and other opportunities of potential lessees











II. Quality, competitive ability, market demand and other characteristics of the  products (services) that are to be manufactured (provided) under the investment project with the use of the leased fixed assets











III. Integrated parameters of the efficiency of investment projects and risks associated with them





Associations of leasing companies





Motivations





Purposes





Protection from adverse changes of the leasing market conditions





Coordination of participants operations





Diversification :


Structure of leasing objects


Types of leasing transactions


Functions and structure of service and in  particular logistical services





Presentation of protection of common interests





Exchanging experiences inside a leasing industry





Design of incentives for development of leasing in the country (region)





Growth and strengthening of business positions


Expansion of leasing market


Improvement of the structure of investments 


Mastering of new technologies and operations schemes








Cutting costs associated with leasing transactions





Performing advertising functions, training, insurance, customer research, etc.





Advantages





Elimination of competitors





Improvement of management through wider use of professional potential of managers





Deficiencies





Developing research work





Expanding investments base 





Centralization of commonly used functions





Complication of relationships





Preserving of economical autonomous status of the participants





Acquisition of know-how 





Possibility to disclose commercial secrets of the company
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�In "Gazprom" they worked out a flexible policy for implementation of major investment programs; cooperation is being expanded with independent power supply companies who have their client base and a complex of technologies to facilitate the expansion of operations in the electric power market. Plans also exist to participate in the investment projects for construction of electric power stations within the territory of the Russian Federation and abroad, also including those implemented under the program for construction of power stations and plants within the unified gas supply network.


A possibility is being considered for participation in other that gas generation projects. This would release substantial volumes of gas that are not so efficiently used in the Russian electric power industry. Gazprom today is interested in modernization of electric power industry of Russia, in construction and reconstruction of electric power stations with the use of the most up-to-date equipment. This would release extra gas supplies, which are our most valuable resource. Gazprom is the most efficient investor in the Russian electric power industry.





�In the Russian company OAO "RZHD" they designed strategic parameters of investment policy for the industry. The requirement experienced by the railway transport industry in investments is determined (apart from macroeconomic pre-set targets and parameters) by the prospects and targets of development of the industry itself. Investment volumes of 110-115 billion roubles per year would make it possible to maintain the railway transport at the existing level without renovation of production capacities and without growth of specific transportation costs. Annual investments of about 130-150 billion roubles will make it possible to reduce tear and wear of production assets and operating costs, new purchases of rolling stock, to implement some particular investment projects for development of infrastructure. 170-200 billion roubles of investments will make it possible to replace obsolete fixed assets in the medium term prospect, to improve quality of services, and to realize the potential for transit transportation of cargoes and passengers.


�.





�OAO "RZhD" uses bank loans as a traditional method of financing investment projects. This method will be transformed into project financing for major projects with long reinvestment cycles and long payback periods. The transformation is based upon the idea of financing  investment projects through the account of revenues generated by their realization with participation of various profile companies, including creditor banks, consulting firms, buyers of products, suppliers of building materials, primary and auxiliary equipment and machinery.
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�The number of research studies we performed in the machine-building sector (car manufactures, power-plant engineering industry, aerospace engineering and transport engineering industry) demonstrated the following situation: private capital, which came into mechanical engineering industry, has not created competitive companies. Strategic investors who own machine-building plants, as a matter of fact, pretend they carry out vigorous activities, they do not have business plans for a comprehensive development strategy for the nearest ten or fifteen years. Machine-building industry means technologies, first of all, the technologies serving the basis for companies growth and development. Players in the stock market keep this in mind when they buy undervalued machine-building assets. However, the majority of new owners of the machine-building plants do not have such technologies. In the Western Europe technological companies upgrade equipment each seven or ten years and purchase licenses on a continuous basis, they spend huge money for new designs and developments.  
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� Upravleniye-eto nauka i iskusstvo (А.Fayol, G. Emerson, F. Taylor, G. Ford) - М.: Respublika, 1992.


�   10 biggest (in terms of their equity capital) leasing companies in the Russian market were selected as objects of the research:  (Rosagroleasing, RTK-LEASING, Leasing company "Tupolev", Euro Leasing, Moscow leasing company, etc.).


* Fig. 7.1. contains explanation of abbreviationss Ар, Лрв, Лрп, Лпр, Лпрвn
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� According to  "Fortune" magazine the world biggest companies in terms of their capitalization are: Microsoft Corporation, General Electric Company, Exxon Mobil Corporation, Pfizer Inc., International Business Machines, American International Croup, Inc. 
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AGCO (the US manufacturer of agricultural machinery) signed the agreement with the national SM.Group for creation of a joint venture for promotion of its branded tractors and combines in the markets of Russia and Kazakhstan. It is planned to organize the assembly of AGCO machines in Russia. Foreigners will obtain the controlling block of shares in this enterprise. 





�  Gretchenko A.A. Razlichiya i skhodstvo mezhdu IAS and GAAP US i GAAP UK: problemy i voprosy izmeneniy v rossiiskikh formakh buhgalterskoi otchyotnosti. //. Mezhdunarodny bukhgalterskiy uchyot. - 2004. - No. 12 (72 ). Publishing House Finansy i kredit. - p. 29.


� � HYPERLINK "http://www.raexpert.ru/thematic/shorthandbooks/leasinghb2/" ��http://www.raexpert.ru/thematic/shorthandbooks/leasinghb2/�





� Goremykin V.A. Osnovy tehnologii lizingovykh operatsiy. - M.: Os' - 89, 2000.; Zaslavskaya O. Kompanii ispol'zuyut finansovuyu arendu dlya modernizatsii proizvodstva. // Finansovye izvestiya, November 26, 2003.
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Fig. 6. Complex multi-level mechanism of investment processes

Macroeconomic block of investment processes regulation



( management subjects: federal, regional, industry-level state regulatory departments)















Regulation of investment activities at vertical level







Directions and forms of regulation:



1. 	A complex of measures for creation of favorable conditions for development of investment activity of all business structures for the purpose of effectuation of economy and resolving social problems, including taxation scheme; structural and amortization policy; financial and credit leverages and development of opportunities for use of pledge and mortgage lending for investors; indicative planning; customs legislation; financial amnesty; development of leasing; tariff policy; antimonopoly measures; IT and coordination support, performing revaluations of fixed assets adjusted to inflation rates; granting favorable conditions to investors for use of land and other natural resources, regulation of securities market and other measures;



2.    Direct participation of the state in the investment activity, which is performed in the sphere of capital investments, including design, approval and financing of investment projects implemented to the account of the federal budget and budgets of the Russian Federation constituent entities (subjects), and also those realized jointly with foreign investors; granting of governmental guarantees for the projects realized through the account of the federal budget and budgets of the RF subjects; issue of bonded loans for financing specific investment projects; allocation on a tender basis of budgetary funds for financing of especially important projects; involving suspended and inactive objects that are owned by the state, etc.



3.   Other forms of investment processes regulation, including due diligence of investment projects, protection of rights and interests of the national and foreign investors, etc.
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Fig. 7. Multi-level investment management mechanism on the example 

of the system of regulation of leasing relationship 


А Macroeconomic regulation of leasing (links of federal, regional, and industry-specific levels of management)











Ар Complex of regulating tools ensuring formation of economic environment, which is favorable for development of leasing, including the following: taxation scheme; financial and credit levers; system of licensing of leasing activity; customs legislation; state programs; grant of government guarantees; state-guaranteed orders; tariff policy; assistance to small businesses; antimonopoly measures; optimization of conditions (barriers) for entry onto the goods markets; information and coordination support and other measures
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Лрп Toolkit for appraisal and selection of partners, establishing and developing business relations. Contractual work. Methods of the coordination of interests, etc.











Лпр Methods of business interaction between the participants of leasing operations
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