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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.
 

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.
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.

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.
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