
Conclusion

Foreign investors are afraid of political and economic instability in the country. The rapid change of governments, the crisis of August 17, 1998, poorly elaborated laws in the area of external economic activities, tax burden, and other factors make Western business persons to delay investment in Russia and direct investment flows in regions with more predictable policies and economies (for instance, countries of Central and Eastern Europe). 

The Novgorod economy still attracts investment from abroad. No doubt, that the Novgorod authorities account for the fact that this process was not stopped and continues. They created an attractive investment climate in the region. Unfortunately, this effort to implement further market reforms and attract new investment, and create a favorable business environment not always please the federal authorities. 

While the local legislation grants various preferences to external investors and local authorities provide any assistance to investors, many unresolved problems still exist  at the federal level, which sometimes make the regional effort come to naught, while investment in the region mean first of all new jobs and tax revenues.    

In the last few years, domestic and foreign experts working in Russia have unanimously evaluated the Novgorod oblast as a region with a most favorable investment climate. 

The major advantages of the Novgorod economic policy are political stability, guaranteed maintenance of starting conditions for investment projects, granting of privileges to developing enterprises, granting of equal rights to all strategic partners, simplification of administrative procedures. 

All these advantages were incorporated in the Novgorod legislation, which has been developing since 1992 in the direction of systematic improvement of stipulations of the federal normative acts as allowed by the jurisdiction of the regional authorities. 

According to the World Bank, domestic and foreign experts working in Russia (the international consulting firm McKinsey, auditing and consulting group of the Ekspert magazine, etc.), exactly those factors were decisive in the process of attraction of foreign capital and rendered the region attractive for investors. 

The Novgorod oblast is a rare example of successful economic policy pursued by regional authorities. It has managed to attract more foreign direct investment in per capita terms than the overwhelming majority of Russia’s regions, including its neighbor St. Petersburg. The sources of success is the simplification of administrative procedures, procedures regulating land use, and tax benefits granted to investors. 

As a result of such policy, since 1997 the region has generated economic growth, while highly efficient companies with foreign investment account for more than half of its industrial output (McKinsey report “Russia’s economy: growth is possible”). 

The major factor facilitating the recovery of  the Russia’s economy at large, and of each its region, is the inflow of capital, i.e. investment. The inflow of capital in industries waiting for investment to recover growth of production, transition from a prolonged decline to stable growth is the most important factor facilitating the overcoming of the economic crisis in the country at large and all its regions. In case the country fails to find out efficient sources of investment in the sphere of production, the transition to sustainable growth becomes impossible. 

The investment decline, of much greater scope that the slump in production has not been overcome. The share of accumulation in the national income decreased more than twofold as compared with figures registered in the 1980s. However, it shall be taken into account that the national income also shrank twofold, and therefore, investment in production declined almost five times and is now insufficient not only for extended, but also simple reproduction of fixed assets in industry, agriculture, transport. The level of investment in fixed assets does not compensate for their deterioration and obsolescence, mortality rates, wear and tear. As a result, the declining production potential, shrinking production capacities do not allow to increase the volumes of output, not to mention idle capacities, while scientific and technological progress and market requirements determine the necessity to implement progressive changes in the structure of fixed assets. The so much needed restructuring of enterprises after their privatization will be practically impossible without massive investment inflows.  

In the process of transition to market economy, the state federal budget loses its status of the primary source of investment in the industrial and social spheres, it shall be complimented with investment from regional and local budgets, budgets of enterprises, entrepreneurs. However, the availability and equality of these sources do not settle the problem of investment, since these sources too small to meet all requirements set by the economy, at the same time, these sources are not interested to invest in the real sector of the economy. Commercial banks are also too cautious to make direct investment in production.
Russia needs both strategic and portfolio investors making investment in shares of manufacturing enterprises in order to rebuild its economy. Russia has internal resources necessary for investment. It is no secret that according to many experts billions of dollars flow out of the country annually and become Russian investment in foreign economies. In case this outflow is stopped, the amount of domestic investment would rise significantly.

In this situation, various foreign investments become the primary source of investment resources. 

Foreign direct investment is especially effective catalyst of growth, since they bring not only capitals, but also new technologies, efficient management and marketing methods. The essence of economic development is the rapid and efficient adoption of best international practices. Foreign direct investment facilitates this process and results in general economic growth. At least, these investments improve the efficiency and educational level of labor resources. 

The Novgorod experience is an evidence that even in the complicated and even frightening for many potential investors Russian economic and political situation there are possibilities to attract significant amounts of real investment capital to be invested in Russia. The analysis of the experience of the Novgorod and Pskov oblasts clearly reveals that important factors are both the economic policy pursued by regional authorities and the political components related to the stability of power, occurrence / absence of conflicts between different levels of government, ideological / pragmatic orientation of the authorities, occurrence / absence of infringements on the ownership rights. 

The intensification of regional investment policies and enhancement of the role played by regions in attraction of foreign investment reflect the objective trend in the current development of the Russian economy. The new motto is that regions are the locomotives able to pull the Russia’s economy out of depression, while investment is the fuel for these locomotives.   

The difficulties encountered in the process of attraction of foreign investment in the Russia’s economy at the federal level negatively affect regional investment policies. However, at the regional level, these policies may be more flexible and adaptable to requests, terms, and requirements set by foreign investors. The extent of independence Russia’s regions acquired in the process of democratization and economic liberalization of the country allow them to elaborate and implement independent legislative initiatives facilitating the inflow of foreign capital in the region. 

Regional administrations may more easily contact potential investors, offer concrete investment projects, persuade to invest in regional objects. Of course, a clear, well elaborated strategy, initiative, insistence to surmount the difficulties are needed in order to pursue such policy. In this case, the success is possible and real. This is the conclusion derived from the Novgorod experience of long and thorough effort of attraction of foreign investment. 
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