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Ernst & Young’s attractiveness surveys
Ernst & Young’s attractiveness surveys are widely recognized by our clients, the media and major
public stakeholders as a key source of insight on foreign direct investment (FDI). Examining the
attractiveness of a particular region or country as an investment destination, the surveys are
designed to help businesses to make investment decisions and governments to remove barriers
to future growth. A two-step methodology analyzes both the reality and perception of FDI in
the respective country or region. Findings are based on the views of representative panels of
international and local opinion leaders and decision-makers.
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Foreword

Foreword
Russia is shaping its future
For the past 10 years, we’ve been talking to
international business leaders to produce
the Ernst & Young attractiveness reports,
which analyze international investment
markets and explore how countries can
make themselves more attractive for
foreign direct investment (FDI).

Jay Nibbe

Alexander Ivlev

Area Managing
Partner,
EMEIA — Markets,
Ernst & Young

Country Managing
Partner Russia,
Ernst & Young

Shaping Russia’s future, our third Russia
attractiveness survey, finds that, although it
still faces some challenges, Russia remains
an attractive destination for FDI.
Russia’s growing consumer market, rising
disposable income, expanding middle class,
vast resource reserves and highly skilled
workforce continue to attract investors from
all corners of the world.
In 2012, the country’s FDI performance
relative to other European countries
remained roughly the same. However, the
large number of jobs created by foreign
investment gave Russia the second-highest
level of FDI-generated employment in
Europe last year.
Russia also managed to improve the
way it’s perceived by investors in 2012.
Respondents to our survey rank it as the
sixth-most attractive country in the world
for FDI, and the most attractive in the
Commonwealth of Independent States (CIS).
Administrative barriers and corruption
are still preventing Russia from realizing
its full FDI potential. Diversifying its
economy, providing sustainable growth
and encouraging the wider use of new
technology are also important targets.
Russia should think about investing its
energy-sector revenues in driving these
improvements.
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Government efforts to increase
transparency and drive modernization
have started to yield results. Russia has
improved its ranking on several business
indices, and accession to the World Trade
Organization, as well as other integration
efforts, are expected to further improve the
investment climate.
There is a substantial gap between the
perceptions of current and prospective
investors. Those who are already working in
Russia are more aware of the country’s real
investment climate and the efforts being
made to improve it. They’re also optimistic
about the future of FDI in Russia. Bridging
this gap between existing and potential
investors will be crucial to increasing FDI in
the country.
There are also other steps that Russia
could take to increase its attractiveness.
Being proactive in identifying opportunities,
improving the business environment,
fostering entrepreneurship and developing
its innovation capacity, are a few of the key
enablers for future investment and growth.
We hope that the 2013 Russia
attractiveness survey will make interesting
reading for international investors as well as
business and public sector leaders.
We would also like to thank the survey
respondents and Ernst & Young
professionals who helped us to prepare
this report.

www.ey.com/attractiveness
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Executive summary
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Source: European Investment Monitor, 2013, Ernst & Young.
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Source: European Investment Monitor, 2013, Ernst & Young.

Jobs created by FDI projects
increased by 60%, indicating
a large
48%
47%
increase in average project size. Russia ranked second in Europe in
2012 in terms of employment generated through FDI, up from its
5%for 8% of the total jobs created
sixth position in 2011, and accounted
Projects
2012resulting from a rise in labor-intensive industrial
in
the region,
Manufacturing Strategic functions
Others
activities.

Manufacturing generated by far the most FDI projects and jobs.
Projects in strategic functions and other functions also increased.
The automotive sector received the most FDI projects, and also
accounted for the largest share of jobs created by FDI. The business
services sector has also increased its appeal, accounting for the
second largest number of projects in 2012.

98%
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• For more on FDI projects and jobs in Russia, turn to p.15
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Source: European Investment Monitor, 2013, Ernst & Young.
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BRICs
Create a mutually
beneﬁcial climate
by pursuing joint
intiatives

Source: European Investment Monitor, 2013, Ernst & Young.

North America and Europe continue to provide the bulk of Russian
FDI investment. Companies from the US, Germany and France were
the top investors in Russia in 2012. The number of FDI projects from
Germany more than doubled, mainly because of increased investment
from automotive companies. While Moscow and St. Petersburg
attracted the largest number of FDI projects, Kaluga and Nizhny
Novgorod are also emerging as major investment sites.
• For more on sources of FDI, turn to p.22
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Competitive advantages and areas
for improvement
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Source: Russia attractiveness survey (total respondents: 206), 2013, Ernst & Young.

A large and expanding consumer market, solid telecommunications
infrastructure and abundant natural resources are central to Russia’s
competitiveness. Respondents had a mixed view of the human
resource potential and research, innovation and entrepreneurial
environment in Russia. High levels of corruption, deficiencies in the
legislative environment and inter-regional disparities limit Russia’s
FDI potential.
• For more on Russia’s strengths and challenges, turn to p.35

www.ey.com/attractiveness
Ernst & Young’s 2013 Russia attractiveness survey analyzes:
a) The real attractiveness of Russia among foreign investors, based on FDI data from Ernst & Young’s European
Investment Monitor (EIM), which tracks greenfield FDI projects but excludes portfolio investments and M&A;
and b) the perceived attractiveness of Russia among foreign investors, based on a representative number of
telephone interviews conducted with a panel of international business leaders.
• For more on the methodology, turn to p.64
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Growth opportunities
in energy and beyond
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Source: Russia attractiveness survey (total respondents: 206), 2013, Ernst & Young.

Investors continue to believe that the energy sector will drive
Russia’s future growth. Beyond energy, they highlight heavy
industry, automotive, consumer goods and infrastructure as the
future growth drivers. Russia needs to establish a more balanced
economy that can offer sustainable long-term growth through

high-value added manufacturing and new service sectors. It also
needs to operate on a modern technological base. To achieve this,
Russia should use energy revenues to finance diversification and
develop new avenues of growth.

• For more on sectors driving growth, turn to p.47
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Action
plan

Increasing
appeal

Russia's sustainable growth model
Actions

Reduce
operational
barriers

Collaborate
to innovate

Enhance
regional
attractiveness

Potential investment enablers
Improve
business
education

Source: Russia attractiveness survey (total respondents: 206), 2013, Ernst & Young.

To achieve its true potential, Russia needs to intensify its efforts to
reduce administrative burdens by minimizing bureaucracy, increasing
transparency and consolidating the rule of law. The Government
should work in collaboration with local and foreign companies and
universities, to enhance innovation capacity and business education.
It should also consider increasing investment in underdeveloped
regions of the country.
• For more on proposed actions moving forward, turn to p.54

50%

The WTO accession

50%

Common Economic
Space and likely
Eurasian Union

54%

Privatization efforts

64%

Improving
demographics

Source: Russia attractiveness survey (total respondents: 206), 2013, Ernst & Young.

The majority of investors surveyed believe that Russia’s accession
to the World Trade Organization (WTO), the formation of the
Common Economic Space with Belarus and Kazakhstan, and a likely
Eurasian Economic Union by 2015, will have a positive impact on
Russia’s attractiveness. Acceleration in privatization efforts and an
improvement in demographic profile are also expected to improve the
country’s appeal as an investment destination.
• For more on Russia’s investment enablers, turn to p.59
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Russia in context
Russia in today’s world

Global economy 2013, outlook for 2014, Russia’s key economic data.
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*European Bank for Reconstruction and Development (EBRD) estimation: 1.8% in 2013 and 3.0% in 2014.
Sources: World Economic Outlook, IMF, April 2013; Rapid-Growth Markets Forecast, April 2013, Ernst & Young; Global Economic Databank,
Oxford Economics, accessed on 31 May 2013.

The shape of the global economy is changing. The centers of
economic power are distributed across both the developed and the
emerging world. Rising stars in Asian and Latin American economies
are increasingly emerging as the economic powerhouses, as the
Eurozone, Japan and the US have struggled to maintain growth.

and 2.8% in 2014, while the Czech Republic is estimated to
grow by 1.9% in 2014 after witnessing a contraction this year
(GDP expected to fall by 0.5% in 2013).2

Rapid-growth markets keep to a safe path

The major developed economies experienced disappointing
economic performance in 2012 on the back of the recession in
the Eurozone and Japan. Their recovery is set to remain weak in
2013. Nevertheless, improving bank balance sheets and stronger
consumer finances have brought the US back on track. Overall,
the advanced economies are expected to play a reduced role in the
global recovery, growing at an estimated 1.2% in 2013 and 2.2%
in 2014.3 Although growth in the developed world has been much
slower than in the RGMs, they still hold 50.1% of the world GDP in
terms of purchasing power parity.4

The global economy was in recovery mode in 2012. Global growth
of 3.3% is projected for 2013, up from the 3.2% recorded in 2012.
And growth is forecast to pick up further to 4.0% in 2014.1
Global growth has been fueled by the rapid-growth markets
(RGMs). Growth in Asian RGMs is set to accelerate from 6.4%
in 2012 to 7.4% in 2014, and Latin American RGMs from 2.6%
in 2012 to 4.5% in 2014. In contrast, RGMs in Eastern Europe
are expected to lag behind their Asian and Latin American
counterparts. Poland is expected to grow by 1.5% in 2013
1. World Economic Outlook, IMF, April 2013.
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Mature economies are growing slowly, but still account
for half of global GDP and 40% of global FDI inflows

2. Ernst & Young’s Rapid-Growth Markets Forecast, April 2013.
3. Ernst & Young’s Rapid-Growth Markets Forecast, January 2013.
4. World Economic Outlook, IMF, April 2013; Global FDI Recovery Derails, Global Investment Trends
Monitor, UNCTAD, January 2013, p. 6.

www.ey.com/attractiveness

Interview
Reconsidering the motor
of economic growth

Sergey Naryshkin
Chairman of the State Duma

Good investment opportunities are what
mainly attract investors throughout the
whole world. Investors, for whom the
relationship between risk and income
generation is vital, should see that projects
that are advantageous to that relationship
are available for them in Russia.
The time of high income generation
in the global economy has passed. In
the global competition for investment,
minimizing risk is ever more important, and
we are no exception in this respect.
The country has a stable political system.
Moreover, macroeconomic conditions have
stabilized to a certain extent. But, if you
intend to make 10–15 year investments,
you need guarantees in relation to
ownership rights and the fulfillment of
agreements, as well as stable regulation.
Naturally, investors should be allowed to
act as they have become accustomed to
and in a manner that is convenient for
them. Therefore, investment tools are very
important. For us, they are an issue in the
development of our legal system.
Many of the reforms currently being
implemented will have an impact on our
economy’s investment appeal. Such an
effect will definitely be evident five to seven
years from now, if not in the next few years.
However, Russia’s appeal can be
enhanced sharply by reconsidering the
source of its economic growth. Private
entrepreneurial initiative is of paramount
importance in this respect.

The economic policy pursued in recent
years has been aimed at maintaining
stability, largely by means of state control.
Apart from the obvious macroeconomic
effect and the growing manageability and
predictability of the economy, such an
approach restrains private entrepreneurial
initiative, because small and medium-sized
businesses develop largely by receiving
orders from organizations that are
connected in some way with the state.
At the new, post-privatization
crossroads, we have essentially again
come across the problem of a nationalized
economy, although the forms of such state
participation are now more diverse.
Therefore, it is now necessary, as
never before, to take well-considered
steps to replace state control and the
approaches based on manual control with
modern tools for regulating industries and
sectors. They should, on the one hand,
increase the incentives for entrepreneurial
activity. On the other hand, they should
also protect the interests of the state,
which is acting on behalf of individuals,
employees, consumers, investors and
other communities.

“It is now necessary, as
never before, to take
well-considered steps
to replace state control
and the approaches
based on manual
control with modern
tools for regulating
industries and sectors.”

Shaping Russia’s future

7

Russia in context

Interview
Infrastructure as the basis
of Russia’s innovational
development

Vladimir Yakunin
President of Russian Railways

Russia managed to overcome the acute phase of the global financial
crisis without being seriously affected. Nonetheless, certain
problems must still be resolved if the country is to develop steadily,
socially and economically. The country’s investment climate is
the key to its development. However, the growth of the country’s
investment appeal and better business conditions largely depend on
the development and quality of infrastructure.
According to the Global Competitiveness Report 2012–13,
Russia is 47th in the world for competitiveness, in terms of
infrastructure. But it is 136th for the quality of roads, 104th for
airline infrastructure, 93rd for port infrastructure and 30th for
railway infrastructure, although the country has risen three places
since 2009 in relation to the latter indicator.
According to the plans for developing economic policy, Russia
should be among the top 20 countries in The World Bank’s
rating by 2018. This can be achieved largely by developing the
supporting infrastructure, such as transport, energy, utilities
and communications. These fields require paramount attention,
and are the basis for the development of innovation and greater
effectiveness of other economic sectors. In China and many
European countries, the growth of investment in the railways,
particularly public railways, has become a powerful anti-crisis factor.
The country’s attractiveness to foreign investors depends largely
on such, determinants of the investment climate, such as legislative
stability, the tax burden, the protection of ownership rights, court
independence and the extent of infrastructure development.
An important indicator of the country’s investment appeal is the
intensity with which domestic capital investments, including state
investments, are made. Foreign investments cannot be expected to
grow if a foreign investor sees that the residents are not investing
money in new production and are not renewing capital assets. In
2012, the level of investments in fixed assets to GDP in Russia
was less than 20%, which corresponds to the level of investment in
developed countries.
Russia’s economy grew, in particular, because of the favorable
market outlook in the 2000s, prior to the global crisis. Russian
Railways played an important role in this respect, by ensuring
uninterrupted export shipments, which were occasionally
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“The growth of the country’s investment
appeal and better business conditions
largely depend on the development
and quality of infrastructure.”
detrimental to its own interests. Their share in the total volume of
shipments increased from 24.6% in 2003 to 28.8% in 2012, when
almost half of rail freight constituted exports. However, the current
economic development model is no longer effective, and cannot
ensure high economic growth rates. We are already observing
negative tendencies in relation to the key indicator: shipments.
Recently, internal demand for rail freight traffic has been lagging
behind exports, where demand for raw material cargo has increased.
At the same time, we see that Russia has great potential to develop.
Russia is unique with regard to its geographic location. Its foreign
trade is based on partnerships with Asia and Europe. Currently, it
is important for the country to integrate into the global economic
system as deeply as possible, offering not only raw materials, but
also unique products and technologies. Russia has great potential in
this respect, including transportation.
The country should use a new economic model focused on other
drivers of growth, greater financial sovereignty, a larger share of
the real sector, the elimination of systematic disproportions in the
structure of production and foreign trade, and the rapid development
of transport infrastructure.
In turn, rail transport will provide access to the new industrial
zones and safeguard the demand for products — and it will become
an actual point of growth and the object of investments.
We see clearly what should be done, and have prepared
the relevant programs and projects for developing the railway
infrastructure. Business activity will increase substantially and the
scope of investments will grow in the country by using public-private
partnerships, issuing infrastructure bonds and attracting private
investments in profitable projects.

www.ey.com/attractiveness

Russia in numbers
Normal GDP in 2012:

US$2 trillion

Government debt fallen from
70% of GDP to
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3.4%

over the last 10 years
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Ninth largest

2014
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consumer market in the world

Consumer spending by 2025
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FDI hotspots
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6–12 times
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and St. Petersburg

Skolkovo

2020

Europe’s largest and
world's fourth-biggest
consumer market

more per capita on average
in Russia than in China and India

112th in 2013

innovation city

Doing business relatively easier
th

120 in 2012

Up from 120th in 2012
in World Bank’s
Doing Business Rankings

Moved up

Russia joins WTO;

73.8 million users

World’s Seventh

230 million phones

10 places to 133

in Transparency International’s
Corruption Perceptions Index 2012

intends Open Government
Partnership membership

largest labor force (75 million workers)

Sources: Ernst & Young’s Rapid-Growth Markets Forecast, April 2013, p.45; Ernst & Young’s EIM,
2013; Russian Economic Report, The World Bank, 2013, p. 11; Ernst & Young’s Rapid-Growth Markets
Forecast, October 2012, p.23; Ernst & Young’s Rapid-growth markets forecast, January 2013,
p. 45; Kathy Lally, “Russia tries to improve life expectancy with laws curbing drinking, smoking,”
The Washington Post website, www.washingtonpost.com, accessed 9 March 2013; “Consumers to
power Russian economy, stock market-study,” Reuters, 5 February 2013, via Dow Jones Factiva ©
2013 Reuters Limited; “Europe’s great exception,” The Economist website, 19 May 2012, via Dow
Jones Factiva, © The Economist Newspaper Limited, London 2012; The Global Competitiveness
Report 2012–2013, World Economic Forum, p. 305; “Russia’s Digital Ecosystem Shaped by Market
Nuances,” eMarketer website, www.emarketer.com, 9 March 2013; Smarter Regulations for Small
and Medium-Size Enterprises, The World Bank, 2013, p. 11.; Doing business in a more transparent
world, The World Bank, 2012, p. 14; Doing business in Russia, The World Bank, 2013, p. 7; “Country
Comparison — Labor Force,” The World Factbook website, www.cia.gov, 9 March 2013; Corruption

Largest online population in Europe

Biggest mobile phone market in Europe

Perceptions Index 2012, Transparency International 2012, p. 3; “EU welcomes Russia’s WTO
accession after 18 years of negotiations,” The Official website of the European Union, www.europa.eu,
10 March 2013; “Russia — Developing Commitments,” Open Government Partnership website, www.
opengovpartnership.org, 24 March 2013; “Russia’s Auto Market Shines amid Gloom,” The Wall
Street Journal website, 30 August 2012, online.wsj.com, accessed 13 March 2013; “Part One: Ten
reasons for investing in Russia,” Modern Russia website, www.modernrussia.com, accessed 6 April
2013; “Part Two: Another ten great reasons for investing in Russia,” Modern Russia website, www.
modernrussia.com, accessed 6 April 2013; “TABLE-Russian cellphone penetration rate 161.3 pct
in 2012,” Reuters News, 6 February 2013, via Dow Jones Factiva ©2013 Reuters Limited; Russia
is fantastic! 28 business and economic reasons why this is so, CEEMEA Business Group, September
2012, p. 6; “Russia’s 2012 GDP Growth Slowed to 3.4% from 4.3% in 2011 — Rosstat,” Dow Jones
Global News Select, 2 April 2013, via Dow Jones Factiva ©2013 Dow Jones & Company, Inc.
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In this section ...
How FDI in Russia compares with Europe’s
investment trend, key investors, favoured sectors,
key activities and destination cities.
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Building for growth
Foreign direct investment in Russia — trends, key investors, sectors,
key activities and regions.

Uncertainty for FDI in 2012
The global picture

The United Nations Conference on Trade and Development (UNCTAD) estimated that
global FDI inflows totaled US$1.3 trillion in 2012, down 18% on 2011. After rising in
2010 and 2011, the 2012 slump can be attributed to flagging investor confidence amid
macroeconomic and political uncertainty. Developed economies bore the brunt of the
downturn, accounting for nearly 90% of the US$294 billion decline in global FDI. While
investments in developing economies also lost some momentum, the decline was more
moderate, at 3%.

FDI inﬂows by region

120+

investment projects
in 2012, no change on 2011.

60%

year-on-year increase in
FDI job creation.

98%

FDI jobs created in 2012
were in manufacturing.

(2012 vs. 2011)
Latin America and the Caribbean 7.2%
Africa

Key findings

5.5%
-9.5%

Asia

-34.8% European Union
-35.3% United States
-36.1% Europe
Source: Global Investment Trends Monitor, United Nations Conference on Trade and Development
(UNCTAD), January 2013.

21%

of the projects and 35.9%
of jobs created puts the automotive
sector in the lead.

13%

of FDI projects were in
business services, demonstrating the
sector’s growing appeal.

64%

of FDI projects came from
European companies.

31%
Moscow.

of FDI projects landed in

2nd

Russia ranked second in
Europe in 2012 in terms of employment
generated through FDI.

Shaping Russia’s future

11

Investment

Russia in the headlines
Snapshot of developments

The Russian economy performed well in 2012. Output expanded
in the first quarter before moderating only slightly in the second
quarter. Strong domestic demand, supported by high oil prices,
drove this growth. The economy slowed in the second half of
the year, and overall growth eased to 3.4% in 2012, down from
4.3% in 2011. However, the economy still deserves credit for its
resilience, while other countries were grappling with the effects of
the global downturn and the euro crisis. Russia is projected to grow
at 2.7% in 2013 and 3.4% in 2014.5

1

Conditions for business improvement

2

WTO accession

Russia climbed eight places to the 112th position in The World
Bank’s 2013 Doing Business Rankings, up from 120th in 2012.
Tax payment and contract enforcement fueled this improvement.
However, despite this progress, Russia’s overall ranking for doing
business remains relatively mediocre.6

After nearly two decades of negotiations, Russia became the
156th member of the WTO. This is a significant development in its
integration with the wider global economy. The accession entails
commitments on import duty reduction, simplification of technical
regulations and protection of intellectual property rights. While this
is expected to improve the business environment, facilitate trade
and attract investment, the extent of the impact depends upon the
policy measures adopted by the Russian Government. 7

4

International financial center

Developing Moscow into an international financial center
would help to encourage the development of state-of-the-art
financial infrastructure in Russia.
Moscow is already well on the way to becoming a financial center
for the CIS region and Eastern Europe. The city has the largest
financial market in the region, as well as the most equity and
debt offerings.

5

Toward transparency

6

Capital flow

As part of ongoing efforts to create a more transparent and
effective business environment, Russian Prime Minister Dmitry
Medvedev has announced plans to join the Open Government
Partnership (OGP). Russia will join more than 50 countries
aspiring to create more transparent, effective and accountable
governments. The Government first announced its intention to
join the OGP in April 2012, voluntarily agreeing to ensure greater
transparency. A national action plan for Russia’s accession to the
international initiative has also been agreed.9

Given the real need to promote innovation, as well as to
reduce reliance on oil and gas, Russia is building the Skolkovo
innovation city near Moscow. It is hoped that this will provide
researchers, entrepreneurs and investors with a platform to
focus efforts on IT, energy efficiency, biomedicine, space and
nuclear technologies.8

Outflow of capital has been an issue for the Russian
economy for many years, due to factors such as corruption and the
country’s perceived political risk.10 According to recent estimates
by the Central Bank of Russia, approximately US$54.1 billion of
private capital was invested out of the country in 2012. This is
an improvement on the US$80.5 billion of outward investment
recorded in 2011, which suggests that some of the Government’s
efforts to improve this situation have been successful.11 The bank
predicts a further decline in capital flight in 2013, to US$10 billion,
as the Government undertakes measures to improve the country’s
business and investment climate, develop infrastructure and expand
the role of the private sector in its economy.12

5. Ernst & Young’s Rapid-Growth Markets Forecast, April 2013; Russian Economic Report, The World
Bank, 2013, p. 2, p. 3; Reinvigorating the Economy, The World Bank, 2012, p. 2, p. 3.; Ernst & Young’s
Rapid-Growth Markets Forecast, January 2013; “Russia’s 2012 GDP Growth Slowed to 3.4% from 4.3%
in 2011 — Rosstat,” Dow Jones Global News Select, 2 April 2013, via Dow Jones Factiva © 2013 Dow
Jones & Company, Inc.; Global Economic Databank, Oxford Economics, accessed on 31 May 2013 —
EBRD estimation: 1.8% in 2013 and 3.0% in 2014.
6. Smarter Regulations for Small and Medium-Size Enterprises, The World Bank, 2013, p. 11; Doing
business in a more transparent world, The World Bank, 2012, p. 14.
7. Russia’s success in the WTO: What the Opportunities, Ernst & Young, April 2012.
8. “Can Russia create a new Silicon Valley?,” The Economist, 14 July 2012, via Dow Jones Factiva,
© 2012 The Economist Newspaper Limited, London 2012; “Innovation: Massive funds for a ’Silicon
Valley’ lookalike,” Financial Times website, www.ft.com, accessed 14 March 2013; “Russia, The Next
Silicon Valley?,” Forbes website, www.forbes.com, accessed 15 March 2013.

9. “About — Open Government Partnership,” Open Government Partnership website, www.
opengovpartnership.org, accessed 13 March 2013; “Russia Open Govt action plan discussion to
end Jan — Abyzov,” ITAR-TASS News Agency, 10 December 2012, via Dow Jones Factiva © 2012
ITAR-TASS.
10. “Russian ministry raises capital flight expectations to 65bn dollars in 2012,” BBC Monitoring
Former Soviet Union, 2 October 2012, via Dow Jones Factiva © 2012 The British Broadcasting
Corporation; “Europe News: Report Calls for New Russia Capital-Flow Measure,” The Wall Street
Journal Europe, 18 December 2012, via Dow Jones Factiva © 2012, Dow Jones & Company, Inc.;
“World News: Capital Flees Russia, Damping Official Hopes Over Putin’s Win,” The Wall Street Journal,
5 April 2012, via Dow Jones Factiva © 2012, Dow Jones & Company, Inc.
11. Net Inflows/Outflows of Capital by Private Sector in 2012,” Bank of Russia website, www.cbr.ru,
accessed 8 April 2013; “Russia FinMin Sees 2013 Net Capital Outflow At $10B-$15B –Report,” Dow
Jones Global Equities News, 4 March 2013, via Dow Jones Factiva © 2013 Dow Jones & Company, Inc.
12. “Medvedev Courts Davos Skeptics With Better-Than-China Pitch,” Bloomberg website, www.
bloomberg.com, accessed 24 March 2013; “Capital Flight from Russia Still on Rise,” The Wall Street
Journal, 3 October 2012, via Dow Jones Factiva © 2012 Dow Jones & Company, Inc.
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Far East initiative

As part of its efforts to make the economy less reliant on
offshore resources, the Russian Government is considering the
establishment of special tax regimes in some territories, especially
the Far East, which will serve as a “domestic offshore zone.”
This will help to prevent capital flight, and also help to attract
inward investment.13

8

Demographic improvements

There have been signs of improvement in Russian
demographics, boosted by the host of policy measures implemented
over the past years. During 2012, nearly 1.8 million births were
recorded, up 5.7% from 2011, and the highest since 1990. The
natural population loss recorded stood at 2,573 in 2012, according
to the Ministry of Labour and Social Protection, lower than the
population decrease of 687,000 in 2006.14 However, there has not
been population growth in Russia since the collapse of the Soviet
Union in 1991.

Government development scenarios
As part of its efforts to foster growth, the Russian Government has
developed three forecasts for the country’s economic future:
• The Government’s most conservative projection sees real
GDP growing at 3.2% until 2030. This would be driven by
modernization of the resources sector only.
• A second, “innovative,” scenario projects annual growth
of 4%–4.2%, driven by the creation of modern transport
infrastructure and a more competitive technology sector.
• The most optimistic, “forced,” scenario aims to achieve 5.4%
annual growth by means of structural transformation of the
economy and real improvement of the investment climate.
Source: “PM okays long-term economic forecast,” RosBusinessConsulting, 25 March 2013, via
Dow Jones Factiva ©2013 RosBusinessConsulting; “Russian economy to grow steadily until
2030 — ministry,” ITAR-TASS News Agency, 30 January 2013 via Dow Jones Factiva ©2013
ITAR-TASS.

13. “Medvedev proposes differentiated tax regimes for Far East, Eastern Siberia,” ITAR-TASS News
Agency website, www.itar-tass.com/en, accessed 6 April 2013.
14. “Russia’s Demographics Continue to Improve, Natural Population Growth Likely in 2012,” Forbes
website, www.forbes.com, accessed 15 March 2013; “Russian population continues to fall,” The Moscow
News, 6 February 2013, via Dow Jones Factiva © 2013 Ria Novosti; “Russian government reports
decline in natural growth of population in 2012,” IHS Global Insight Daily Analysis, 7 February 2013, via
Dow Jones Factiva, © 2013, IHS Global Insight Limited; “Natural population decline in Russia decreases
by 264 times over past 7 years,” ITAR-TASS News Agency, 26 February 2013, via Dow Jones Factiva
©2013 ITAR-TASS; “Russia economy: Quick View — Pause in Russia’s demographic crisis,” Economist
Intelligence Unit — ViewsWire, 5 November 2012, via Dow Jones Factiva © 2012 The Economist
Intelligence Unit Ltd.

Shaping Russia’s future

13

Investment

Interview
Let’s be realistic

Dmitry Peskov
Press Secretary for the President of the Russian Federation

It is my impression that Russia is perceived by the rest of the world
in at least one of the two following ways. For some, our country by
its very nature is enigmatic and mysterious. It evokes many fears,
the reasons for which could be real or, more often, imaginary. Quite
often, people do not wish to look deeper into the situation; they are
more comfortable explaining to their shareholders that the activity in
the Russian market is lacking because it is "unpredictable."
There is another Russia: the real one, the new one, the one that
has taken shape in the past 15 to 20 years. It is vibrant and complex.
Its citizens are traveling across the world. Its private and public
companies are working on all continents. This Russia is continuously
moving forward, learning from its ups and downs. This country — the
real country — is the world’s sixth-largest economy in terms of GDP,
has the third-largest gold and foreign currency reserves and boasts a
huge domestic market. It has a notably low unemployment rate and
more high-skilled talent than many nations do.
Are the risks greater in Russia than in a lot of other countries?
Yes, they are. So are the opportunities. In the past decade, the
average ROE (return on equity) of companies working in Russia
was 20.7%. Not only does it outpace the growth rate in developed
markets, but it is also 1.5 to 2 times more than the other BRICS
countries (China: 14.3%, India: 12.7%) and Mexico (10.3%). Almost
all global majors are operating in Russia and working on expanding
their businesses.
We are told that government involvement in many industries is
considerable. I’ll subscribe to this as well! But, who is a preferred
partner for any major foreign company in Russia seeking to mitigate
its risks? I’ll tell you: a state-owned company, with unquestionable
financial stability in the long term, willing to use new approaches
and technologies. I am not saying that establishing a relationship
with a large state-owned holding is an easy thing to do. But, once
you have built that relationship and proven that your business is
here to stay, you can count on much more robust, durable and
efficient cooperation.
Are the quality of corporate governance and the level of
corruption inadequate? Yes. An average international company
has been in existence for some 50 years (or 100 years, in some
cases) and, over that time, different groups of shareholders have
learned to live together under the same roof. Good corporate
governance means that the company is mature and capable of
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“Receiving investment funds is thrilling,
but what Russia is expecting most of
all is an investment of ideas.”
resolving differences in an efficient manner. It takes more than the
flick of a magic wand for good corporate governance to appear. In
fact, it takes years of trial and error. Corruption is the flipside of
immature governance, but mostly, an indication of the immaturity of
the bureaucracy.
To address these issues, we are focusing on tackling these
problems. Right now, we are aligning anti-corruption laws with
international standards, streamlining the government procurement
process and rooting out discriminatory access. As far as corporate
governance is concerned, we are pursuing no-frills, determined
efforts to harmonize legislation, improve reporting transparency and
procedures to enable control by investors, and introduce independent
directorship for corporate boards, including state-owned companies.
There is nothing sensational about this work and it doesn’t make
the front pages, but it is laying the foundation of development for
many years to come. In the past two years, a number of laws have
been passed that regulate delisting procedures — a breakthrough
in Russian corporate governance — protect the rights of minority
shareholders, and govern the payment of dividends and mandatory
disclosure of information to shareholders.
Do our laws require further improvement? There is no denying
it. And this will take time. This is why, even now, we are targeting
measures that help compensate for the imperfections in the law.
Investor rights watchdogs (the Foreign Investment Advisory Council
and the Business Ombudsman) have reviewed over 200 cases,
and the majority of the final decisions went in favor of the foreign
companies. Introduction of an arbitration court system, which
should reduce the litigation time for business disputes, is under
broad discussion.
Is bureaucracy hindering many processes? I think so, just as it is in
other countries around the world. But look at individual regions, such
as Leningrad Region, Kaluga Region or the Republic of Tatarstan.
In 2011, Leningrad Region alone, without St. Petersburg, received
around US$2.5 billion in investment funds ... (continued on p.15)
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(Let’s be realistic, Dmitry Peskov, continued from p.14)
... and in 2012, it received over US$2.6 billion. Think about how
much public officials and government employees are doing to
make it possible for foreign businesses to work there, to create
jobs and to simplify the tax regime. All the key global automotive
majors are there, as are major retailers; service companies
are rapidly gaining market share. We are learning to work with
them, as they are learning to work with us, while maintaining the
balance between national and business interests.
There are plenty of resources in Russia. Both household and
government savings are on a very high level. This creates huge
growth potential for the domestic market (both through increased
consumption and government investment) and macroeconomic
stability. This is an attractive combination, don’t you agree? And
this helps when it comes to implementing ideas, which really is
key. Receiving investment funds is thrilling, but what Russia is

expecting most of all is an investment of ideas. You can come to
this market with a new product, technology or project, raise finance
in the domestic market and build your business from scratch. We
also expect a lot of public-private partnership mechanisms. Whole
sectors of the economy are ready to welcome new approaches and
technologies.
To conclude, let me say that we can offer international investors a
unique combination of political and economic stability , a predictable
mentality and high-skilled talent. You may encounter certain
difficulties when entering the Russian market, but they can be
compensated for by the size of the market and its growth potential.
What is most important is that we are not just sitting here waiting
for a miracle. We are growing, we are changing, we are removing the
hurdles that hamper business — and we are always happy to welcome
new partners!

Stable projects, more jobs
FDI in Russia

Number of FDI projects and FDI jobs in Russia
Projects
139

143

2007

2008

170

2009

201

2010

Jobs
14,934

2007

128

128

2011

2012

+59.7%
12,900

2008

11,834

2009

Jobs 2011–12

8,058

8,362

2010

2011

13,356

2012

Source: European Investment Monitor, 2013, Ernst & Young.

Russia received 128 FDI projects in 2012, exactly the same number
as in 2011, but still substantially below the 2009 and 2010 levels.
This is indicative of investors’ continued cautiousness amid global
economic uncertainty. Furthermore, a high level of exposure to
the European Union is weighing on Russia’s FDI potential. The slow

pace of institutional reforms and insignificant improvement in the
business environment are also barriers to FDI. Nevertheless, in a
year when FDI activity has declined globally, economic growth has
been limited and unemployment figures have risen, there have
been stable FDI project numbers in Russia.
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Job creation from FDI projects continued to expand, reaching its
highest level since 2008. In 2012, FDI projects created 13,356
jobs, an impressive 59.7% increase on 2011. On average, a single
project created 104 jobs in 2012, up from 65 in 2011. This growth
is primarily due to the large number of job-intensive manufacturing
projects from Germany, Italy and Japan. This reflects the increasing
number of Western Europe companies looking to shift manufacturing
to nearby, cost-effective destinations, such as Russia and Poland.
Russia ranked second in Europe in 2012 in terms of employment
generated through FDI, up from its sixth position in 2011.

The country accounted for 7.8% of the total jobs created in
the region, resulting from a rise in labor-intensive industrial
activities. In terms of FDI projects, Russia’s position among its
European counterparts remained the same as last year, with a
share of 3.4%. Poland has witnessed an increase in interest as a
destination for FDI from foreign investors. The country outshone
Russia to become the largest recipient of FDI projects in the
Central and Eastern Europe (CEE) region in 2012, and accounted
for 3.9% of the total FDI projects initiated in Europe.15
15. “Increased Interest in Poland as a Destination for FDI,” Capital Finance International website,
www.cfi.co, accessed 30 March 2013.

Russia in the enlarged Europe
Rank

Country
2011

2012

Change

Country

Share 2012

1

United Kingdom

679

697

2.7%

18.4%

1

United Kingdom

2

Germany

597

624

4.5%

16.4%

2

Russia

3

France

540

471

-12.8%

12.4%

3

Poland

4

Spain

273

274

0.4%

7.2%

4

Germany

Jobs
2011

2012

Change

Share 2012

29,888

30,311

1.4%

17.8%

8,362

13,356

59.7%

7.8%

7,838

13,111

67.3%

7.7%

17,276

12,508

-27.6%

7.3%

5

Belgium

153

169

10.5%

4.5%

5

France

13,164

10,542

-19.9%

6.2%

6

Netherlands

170

161

-5.3%

4.2%

6

Serbia

13,479

10,302

-23.6%

6.0%

7

Poland

121

148

22.3%

3.9%

7

Turkey

7,295

10,146

39.1%

6.0%

8

Russia

128

128

0.0%

3.4%

8

Spain

9,205

10,114

9.9%

5.9%

9

Ireland

106

123

16.0%

3.2%

9

Ireland

5,373

8,898

65.6%

5.2%

10

Turkey

97

95

-2.1%

2.5%

10

Romania

5,985

7,114

18.9%

4.2%

11

Serbia

67

78

16.4%

2.1%

11

Slovakia

4,007

6,299

57.2%

3.7%

12

Finland

62

75

21.0%

2.0%

12

Czech Republic

5,168

5,508

6.6%

3.2%

13

Czech Republic

66

64

-3.0%

1.7%

13

FYRO Macedonia

3,040

4,670

53.6%

2.7%

14

Switzerland

99

61

-38.4%

1.6%

14

Bulgaria

2,680

4,379

63.4%

2.6%

15

15

Italy
Others
Total

80

60

-25.0%

1.6%

669

569

-14.9%

14.9%

3,907

3,797

-2.8%

100.0%

Source: European Investment Monitor, 2013, Ernst & Young.
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Hungary
Others
Total

5,237

3,941

-24.7%

2.3%

19,834

19,235

-3.0%

11.4%

157,831

170,434

8.0%

100.0%
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Manufacturing leads
FDI by activity

Manufacturing leads FDI activity in Russia,
both in terms of project numbers and job
creation. In terms of projects, however,
sales and marketing is quickly catching
up. Furthermore, strategic functions, such
as research and development (R&D) and
education and training, are emerging as
popular recipients of FDI projects, albeit
at a slow pace. However, FDI in strategic
functions and sales and marketing is still
not creating many jobs.

Manufacturing accounts for 98% of
total FDI jobs creation in Russia
Undoubtedly, Russia’s manufacturing
capabilities remain the main attraction
for investors. In 2012, foreign companies
initiated 60 projects (62 in 2011) in Russian
manufacturing units, accounting for 46.9%
of FDI projects. In terms of employment,
the labor-intensive manufacturing activity
accounted for 98.2% of jobs created by
FDI in 2012, up from 90.7% in 2011. On
average, a manufacturing project in Russia
created 219 jobs in 2012, in comparison to
122 jobs in 2011.
Companies from Germany, France and
Japan were the most active investors in
manufacturing. A large number of jobs were
created in the establishment of plants and
factories, particularly in the automotive
and chemicals sectors. St. Petersburg,
Kaluga and Nizhny Novgorod were popular
destinations for FDI. Foreign companies set
up base in these regions, to cater to both
local demand and international requirements.
Their interest is sustained by Russia’s
strategic location, relatively low labor costs
and capacity for high-quality work.

Strategic functions
In 2012, Russia attracted seven projects
in strategic functions, up from six in 2011.
The country received four projects in R&D
activity, two in education and training, and
one data center-focused project.

FDI activities

While project numbers are greater than
2011 levels, they are still lagging behind
the benchmarks set in 2009 and 2010.
Employment generated by FDI in strategic
functions remained low. Strategic functions
created a total of 120 jobs, up from 60 in
2011, primarily in R&D activity. Although
strategic functions currently account for the
low number of jobs created in Russia, they
have the potential to generate significant
employment in the future.

By number of projects (% share)
Strategic functions

5.4%

Projects
47.7%

46.9%

Manufacturing

Others

By job creation (% share)
Strategic functions Others

0.9% 0.9%

Other functions
Sales and marketing’s share of FDI projects
has increased from 33.2% during 2007–11,
to 38.3% in 2012. Employment generated
through this activity remains low, with a
share of 2.6% during 2007–11 and 0.5% in
2012, due to a lower number of employees
required for such functions in comparison
to manufacturing. Nearly half of the FDI
projects in this activity came from the US.
The majority of investments were in the
form of branch offices for business services,
as well as software and financial services
firms. Moscow remained the most popular
destination for FDI, receiving a sweeping
59% of the total projects in 2012. Many
investors have also established their base
in the country to take advantage of the

Jobs

98.2%

Manufacturing

Note: Strategic functions include R&D, education and
training, IDC, shared services center, contact center and
headquarters. Others include sales and marketing,
logistics, and testing and servicing.
Source: Ernst & Young’s European Investment Monitor, 2013.

opportunities being created as Russia
prepares to host the Winter Olympic
Games in 2014.16 Logistics and testing and
servicing activities received six projects
each in 2012, accounting for 9.4% of total
projects during the year, a slight increase
from their share in 2011.

FDI by activities
Rank

1

Activity

Projects
2011

2012

Manufacturing

62

60

Jobs

Change

Share

2012

Share

-3.2%

46.9%

13,110

98.2%

2

Sales and marketing

51

49

-3.9%

38.3%

69

0.5%

3

Logistics

5

6

20.0%

4.7%

-

0.0%

4

Testing and servicing

4

6

50.0%

4.7%

57

0.4%

5

Research and development

3

4

33.3%

3.1%

120

0.9%

6

Education and training

1

2

100.0%

1.6%

-

0.0%

7

IDC

1

1

0.0%

0.7%

-

0.0%

8

Contact center

1

0

-100.0%

0.0%

-

0.0%

128

128

0.0%

100.0%

13,356

100.0%

Total

Source: European Investment Monitor, 2013, Ernst & Young.
16. “Retail- Sochi 2014,” Sochi 2014 Winter Olympics website.
www.sochi2014.com, accessed 31 January 2013.
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Interview
Continued progress,
expanding opportunities

Klaus Kleinfeld
Chairman and CEO, Alcoa, and Chairman, US-Russia Business Council

Alcoa has been operating in Russia since
1993, having acquired our Samara and
Belaya Kalitva fabrication facilities in 2005.
Alcoa has invested nearly US$800 million
to modernize the plants’ casthouse, mill and
forging capacities. Today, these facilities
provide aluminum solutions for customers
across multiple industries, and are driving
innovation in Russia. We’ve introduced
advanced alloys for offshore oil and gas
pipes, developed lightweight and durable
aluminum rail cars, and shared our leading
environmental and safety standards with
several Russian companies.
In recent years, on the regulatory front,
our operations in Russia have witnessed
improved customs and trade procedures,
a better state procurement system, more
efficient tax administration and streamlined
visa requirements. Changes like these have
helped cut red tape and strengthened the
rule of law. In addition, 2012 was a historic
year for US-Russia bilateral commercial
relations. Following decades of negotiations,
Russia’s accession to the WTO and the
normalization of trade relations with the
US have opened new doors for economic
expansion and diversification.

18

But, along with new opportunities come
added responsibilities. Over the coming
months, it will be critical for Russia to
address governance and transparency
challenges to ensure its long-term success.
There is more incentive than ever for
businesses to invest in Russia, but in
order to win today’s global competition
for investment, Russia will need to
increase the pace of reform. I am a firm
believer that infrastructure development,
a renewed focus on science, technology,
engineering, and mathematics education
and workforce development, as well as
increasing transparency, will all bring about
a stronger Russia.
I am optimistic about the country’s
ability to meet these challenges, and Alcoa
looks forward to working with Russia’s
leadership to support an aggressive reform
agenda and strong bilateral ties.
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“Russia’s accession
to the WTO and the
normalization of trade
relations with the US
have opened new doors
for economic expansion
and diversification.”
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Automotive prevails — business services gaining ground
FDI by sector

Manufacturing: automotive and chemicals
• Automotive. The automotive sector continues to receive the
highest number of FDI projects in Russia. In 2012, the sector
accounted for 21.1% of total projects and 35.9% of the jobs created.
The majority of these projects came from Western European
companies, particularly from Germany. St. Petersburg and Kaluga
proved to be the most attractive regions for investment in the
automotive sector. The automotive cluster of Kaluga, which was
created five years ago following Volkswagen’s decision to invest in this
geography, positively influenced several other players to join the car
maker. Kaluga now hosts some of the sector’s biggest manufacturers,
and has successfully transformed the region’s industrial complex.
According to Ernst & Young’s estimates, the value of Russia’s car
market increased by 21.9% to RUB2.3 trillion (US$77 billion) in
2012. Unit sales increased by 10% to 2.94 million, touching the
pre-crisis level of 2008. This is in stark contrast to Europe, where
sales fell to a 17-year low. This performance was also reflected in
FDI numbers. There was a 50% rise in investment between 2011 and
2012, with a substantial spike in projects from Germany and Japan.

In 2012, German carmaker Volkswagen continued to invest across
the value chain. It set up new vehicle assembly operations with
GAZ in Nizhny Novgorod,17 established a training center for car
manufacturers and opened a new sales and marketing office.
During the year, PCMA Rus, a joint venture (JV) between PSA Peugeot
Citroën (70%) and Mitsubishi Motors Corporation (30%), constructed a
€550 million production plant to meet local demand.18 The presence
of big carmakers improves Russia’s reputation in the industry, and
attracts investment from automotive servicing companies and
component suppliers. Many global automotive companies — including
GM-Avtovaz, Avtovaz-Renault-Nissan; and Sollers with Ford,
Toyota, Mazda, and Isuzu — are now teaming up with local Russian
companies to benefit from economies of scale and conduct joint R&D.
The Avtovaz-Renault-Nissan alliance aims to gain a combined market
share of 40% in Russia by 2016.19
17. “Volkswagen AG Launches Full-Cycle Production At Nizhny Novgorod Under Cooperation With
Gaz OAO-Interfax,” Reuters website, www.reuters.com, accessed 26 April 2013.
18. “PSA Peugeot Citroën and Mitsubishi Motors Corporation announce the start of full scale
production at their Kaluga plant in Russia,” PSA Peugeot Citroen website, www.psa-peugeot-citroen.
com/en/media/press-releases, 17 March 2013.
19. “Through its cooperation with AVTOVAZ, the Alliance is assured of a key position on Europe’s
second biggest market (2.9 million vehicles), behind Germany,” Renault website, www.renault.com,
accessed 21 May 2013.

FDI by sectors
Rank

Sector

Projects
2011

2012

Change

Jobs
Share

2012

Share

1

Automotive

18

27

50.0%

21.1%

4,790

35.9%

2

Business services

12

17

41.7%

13.3%

59

0.4%

3

Chemicals

9

14

55.6%

10.9%

2,540

19.0%

4

Software

4

8

100.0%

6.3%

26

0.2%

5

Transport services

5

7

40.0%

5.5%

-

-

6

Computers

7

Food

8

Non-metallic mineral products

9

Machinery and equipment

10

Plastic and rubber
Others
Total

2

7

250.0%

5.5%

-

-

13

6

-53.8%

4.7%

720

5.4%

5

6

20.0%

4.7%

450

3.4%

14

6

-57.1%

4.7%

1,300

9.7%

5

4

-20.0%

3.1%

140

1.0%

41

26

-36.6%

20.2

3,331

25.0%

128

128

0.0%

100.0%

13,356

100.0%

Source: European Investment Monitor, 2013, Ernst & Young.
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• Chemicals. After a weak performance in 2011, investors regained
confidence in the chemicals sector in 2012. Chemicals received 14
projects in 2012, up from 9 in 2011. Half of these projects came
from German companies. Export-oriented manufacturing sectors,
such as chemicals, are expected to prosper from Russia’s accession
to the WTO, due to export-tariff reduction.20 Such developments
have enticed companies such as Dow Chemicals, BASF, Lanxess
and Thyssenkrupp to set up plants and manufacturing facilities in
the country. In 2012, Thyssenkrupp set up a polymer factory in the
Nalchik province of Russia, creating employment opportunities for
2,500 people.21 Further, Germany’s Linde entered into a JV with
Russia’s OJSC Kuibyshevazot to produce industrial gases.

Services
• Business services. Russia is shifting its focus from resources to
services. And the increase in the number of FDI projects in business
services, from 5 in 2007 to 17 in 2012, reflects this. The majority
(89.6%) of these projects involved foreign companies setting up
sales and marketing offices in the country. Unsurprisingly, investors
had a clear preference for Moscow, Russia’s most prominent and
developed urban center, when investing in services projects. The
greater part of this investment came from the US, Netherlands,
Spain and the UK. Accelerated domestic business activity and
the availability of a well-educated and skilled workforce are major
drivers of investment in this sector.
Russia’s recent accession to the WTO has augmented Russia’s
services appeal for foreign investors. Furthermore, as part of the
accession, Russia concluded 30 bilateral agreements on market
access for services, which permit 100% foreign-owned business
service companies to be established in the country.22
• Technology. Tax incentives and subsidies in Russia’s hightech hubs are rapidly catching the attention of foreign investors,
especially those from the US, who are increasing investments
in Russia’s technology sector. As a case in point, the number of
projects in the computer and software sectors has increased from
6 in 2011 to 15 in 2012. Moscow and St. Petersburg are the hot
spots for technology investment.
With almost half of its population using the web, Russia has become
Europe’s largest internet market.23 In response to this, companies
such as US-based eBay are expanding their Russian presence. In
2012, IBM invested in several branch offices across the country to
20. The economic significance of Russia’s accession to the WTO, Directorate-General for External
Policies of the Union Policy Department, 13 June 2012, p. 15.
21. “ThyssenKrupp AG approves ETANA deal in Kabardino-Balkaria,” ITAR-TASS News Agency,
13 December 2011, via Dow Jones Factiva, © 2011 ITAR-TASS.
22. The economic significance of Russia’s accession to the WTO, Directorate-General for External
Policies of the Union Policy Department, 13 June 2012, p. 14, p. 19.
23. “Europe’s great exception,” The Economist, 19 May 2012, via Dow Jones Factiva, © 2012 The
Economist Newspaper Limited; “Russia’s Digital Ecosystem Shaped by Market Nuances,” Emarketer
website, www.emarketer.com, 9 March 2013.
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Services: business services and technology
Number of FDI projects

17
15

Business services

10
Technology

5

2007

2008

2009

2010

2011

2012

Note: Technology includes software and computers.
Source: European Investment Monitor, 2013, Ernst & Young.

tap new growth opportunities, and to serve its growing client base
in and around the region.24 In addition, the company has teamed
up with the Skolkovo Foundation and leading Russian innovation
companies — Rusnano, Russian Venture Company and ITFY — to
foster a culture of applied research and commercialization, as well
as give a boost to its microelectronics industry.25

Sectors on a downward swing in 2012
• Food. The food sector received merely 6 FDI projects in 2012,
compared with 13 in 2011. On a positive note, projects initiated in
2012 were relatively more job intensive, with one project creating
an average of 120 jobs in 2012 against 64 in 2011. Companies
from the US, Switzerland and Finland were the most active
investors in the sector between 2007 and 2011. However, their
interest seems to have waned in 2012, with no projects initiated
during the 12 months.
• Machinery and equipment. This sector received 6 FDI projects
in 2012 after seeing 14 in 2011. While the number of projects fell,
the average number of jobs per project increased from 138 to 217
on the year. During 2012, Italian plant-maker Danieli signed an
agreement to establish a machine-building factory for the production
of metallurgical equipment. This initiative could create several jobs.

24. “IBM Doubles its Presence in Russia and CIS Opening 10 New Branches,” IBM website, www.ibm.
com/press, 5 March 2013.
25. “IBM Collaborates with Russian Innovation Giants to Boost Microelectronics Industry,” IBM
website, www.ibm.com, 4 March 2013.
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Interview
The real thing for investors

Muhtar Kent
Chairman of the Board and Chief Executive Officer, The Coca-Cola Company

Russia is one of the priority international
growth markets for The Coca-Cola Company.
The Coca-Cola business system in Russia is
one of the country’s largest foreign investors.
We have invested more than US$3 billion to
date in the Russian economy, and will invest
another US$3 billion over the next five years.
The Coca-Cola system directly employs more
than 13,000 highly qualified individuals.
Moreover, each job in the Coca-Cola system
indirectly generates eight additional jobs in
related industries, including a wide range
of suppliers and a nationwide network
of retailers.
We have fantastic results here (8%
volume growth in 2012) and are absolutely
committed to Russia for the long term.
Today, we have 16 modern manufacturing
facilities (including Multon and Nidan juice
companies) and more than 70 distribution
centers across the country. We believe that
our success will contribute to building an
increasingly positive environment for further
investments in the country.
The largest positive change that affects
our business is the growing middle class.
Rising income levels have given more
purchasing power to the increasing number
of middle-class consumers who are emerging
as a key driver of consumption spending.
By 2015, we expect Russia to add around
three million households to its middle class.
This makes us very confident about the
long-term economic and social prosperity
of the country.

Another powerful trend is the role of
women in Russian society and the world.
The 21st century is going to be the century
of women. There are definitely more
positive changes, with more women in
government, business and non-governmental
organizations (NGOs). This is a positive trend
in the country’s recent development.
There is no denying that a perception
of uncertainty exists. But, as a committed
long-time member of the Foreign
Investment Advisory Council in Russia
(FIAC), I am working closely with the
Russian Government on behalf of the
The Coca-Cola Company, to help improve
Russia’s investment image by telling our
business growth story.
I think the Russian Government is
already doing a lot to attract FDI, but a
gap remains between the welcome actions
of the Government and communication of
the changes. However, there has been a lot
of balanced and positive coverage about
Russia joining the WTO. Business results and
investments, the Russian Direct Investment
Fund and other factors will help improve the
country’s investment image.
Russia is a country where you have to
understand the market and commit to a
long-term investment strategy. I share the
view that there are three focus areas needed
to improve the country’s attractiveness.
First, reduce bureaucracy and red tape.
Second, address corruption. And third,
improve infrastructure.

“The Russian
Government is
already doing a lot to
attract FDI, but a gap
remains between the
welcome actions of
the Government and
communication of the
changes.”
I believe that Russia is well positioned for
further economic growth and positive social
development. This growth and development
will support and ultimately lead to a more
diversified economy, which will make Russia
one of the world’s major international FDI
destinations, as well as an exporter of
intellectual services and high-tech products.
The 2014 Winter Olympics in Sochi will,
of course, contribute to this by leaving a
lasting legacy of improved infrastructure in
Russia’s southern region and active, healthy
living across the country. The Sochi Games
will also provide a wonderful opportunity
for the world to experience first-hand what
The Coca-Cola Company already knows:
that Russia is truly an exceptional place in
which to do business.
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The West continues to lead
FDI sources

The US continues to lead
The US continues to be the leading investor
in Russia. In 2012, the country invested in
29 projects, or funded 22.7% of total FDI
projects. Moscow has frequently been the
favored FDI destination among American
companies. Nevertheless, companies
such as IBM have also shown interest in
the smaller provinces of Voronezh and
Chelyabinsk, setting up branch offices
in these regions. American investment
activity was concentrated in the business
services, software, computers and financial
intermediation sectors in 2012. Large US
companies, such as eBay, Dow Chemicals
and Emerson Electric, also invested in
Russia during the year.

Germany and France ramp up
investment
• Germany. The country was the secondlargest investor in Russia in 2012. Its share
of 21.9% of total FDI projects put it close
behind the US. In terms of job creation,
Germany took the lead with 33.4% of
all jobs created. In the long term, this
substantial German investment will have the
effect of integrating the Russian economy
with an enlarged Europe. A German-sourced
project created 159 jobs on average in
2012, up from 50 in 2011. The automotive
and chemicals sectors together accounted
for 67.9% of the projects, with Nizhny
Novgorod, Moscow and Kaluga being the
top investment locations. Continental,
Volkswagen, Robert Bosch and Leoni were
at the forefront of expansion in Russia in
2012. During the year, the Volkswagen
Group announced a €250 million
investment for the construction of an
engine plant in Kaluga. The company
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2012

68.3%

64.1%

Projects
Jobs

24.2%
12.4%

Europe

North America

12.0%
7.0%

7.3%

Japan

Others

4.7%

Source: European Investment Monitor, 2013, Ernst & Young.

acknowledged that Russia is its primary
European strategic growth market, and
committed another €1 billion to respond to
the strong automotive demand. By 2018,
it plans to sell half a million vehicles in the
country annually.26

Japan increases manufacturing
presence

• France. The number of FDI projects
coming from France is also on a rise. In
2012, the country was the third-largest
investor in Russia, putting money into
14 projects, up from 9 in 2011. French
investments mainly went into the food and
transport services sectors. In 2012, Sucden
(Groupe Sucres Denrees) signed a deal to
build a sugar plant in Rostov. Other French
players that followed suit included La Poste,
Schneider Electric and Porcher Industries.
France and Russia have a long-standing
relationship. In February 2013, both
nations’ state investment funds entered a
cooperation pact to solidify their relationship
and deepen investment and trade ties. 27

Russia’s fourth-largest investor was
Japan, which initiated nine projects in
2012, up from six in 2011. Nearly 56%
of these projects in 2012 were directed
at manufacturing sectors, particularly
automotive. Japanese companies,
including Toyota, Nissan and Mitsuba,
were among the FDI generators. Moscow,
St. Petersburg and Togliatti received two
Japanese projects each in 2012. During
the year, Nissan announced plans to double
the capacity of its St. Petersburg plant by
2014, with an additional investment of
€167 million.28 It also entered into a JV
with Russian Technologies, to accelerate
product launches and technology transfers
to AVTOVAZ, the largest local carmaker.29
A Russian-Japanese investment forum,
designed to foster bilateral cooperation,
was held in Kazan in June 2012. The forum
emphasized cooperation in the fields of

26. “Volkswagen Group lays foundation stone for new engine
plant in Russia,” Volkswagen AG website, www.volkswagenag.com,
15 March 2013.
27. “Russia, French state funds sign mutual investment
pact,” CNBC, 28 Feb 2013, via Dow Jones Factiva, © 2013
Reuters Limited.

28. “Nissan announces major industrial expansion in Russia,”
Nissan global website, www.nissan-global.com, 15 March 2013.
29. “Renault-Nissan and Russian Technologies create joint
venture to finalize strategic partnership with AVTOVAZ,
”International press website of Renault Group, www.media.renault.
com, accessed 12 March 2013.
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innovation, high-tech industries, R&D in
priority areas and regional cooperation.30

Emerging economies keep a low profile
Russia has received little FDI interest from
emerging market investors. Between 2007
and 2012, only 30 FDI projects came from
Brazilian, Chinese and Indian investors
put together. The Middle East invested
in only six FDI projects. To encourage
further investment from the emerging
markets, Russia is trying to create a
mutually beneficial climate by pursuing joint
initiatives. For instance, the Russian Direct
Investment Fund (RDIF) has created the
Russian-Chinese Investment Fund (RCIF)
in collaboration with China Investment
Corporation.31 RCIF will support Chinese
investments in Russia, as well as promote
job creation and technology transfer.

FDI by country of origin
Rank

Country

Projects
2011

2012

Change

Jobs
Share

2012

Share

1

US

24

29

20.8%

22.7%

1,064

8.0%

2

Germany

13

28

115.4%

21.9%

4,460

33.4%

3

France

9

14

55.6%

10.9%

666

5.0%

4

Japan

6

9

50.0%

7.0%

1,600

12.0%

5

Finland

6

5

-16.7%

3.9%

600

4.5%

6

Italy

6

5

-16.7%

3.9%

2,400

18.0%

7

Netherlands

7

4

-42.9%

3.2%

15

0.1%

8

Spain

1

3

200.0%

2.3%

6

0.0%

9

Switzerland

4

3

-25.0%

2.3%

-

0.0%

10

Sweden
Others
Total

3

3

0.0%

2.3%

30

0.2%

49

25

-49.0%

19.6%

2,515

18.8%

128

128

0.0%

100.0%

13,356

100.0%

Source: European Investment Monitor, 2013, Ernst & Young.

30. “Russia and Japan will hold an investment forum,” Investment
portal Kalininsky district, www.invest.kalininskaya-93.ru, accessed
17 March 2013.
31. “Rdif And Cic Launch Russia-China Investment Fund,” Russian
Direct Investment Fund website, www.rdif.ru/Eng_fullNews,
16 March 2013.
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Interview
Russia needs investment
in innovation technologies

Ksenia Yudayeva
Chief of the Presidential Experts Directorate

Following a 10-year period of sustained growth, Russia, as a
member of the BRICS family and one of the world’s fastest-growing
economies, has a fairly large share of global GDP, as well as a
considerable presence on global markets. Russia is regarded as
a big, no-nonsense player, an equal member of the G20 and a
country capable of influencing global market trends.
The G20 is fairly democratic in that it includes countries with
different levels of development. It includes the world’s largest
countries, which account for 80% of global GDP, and Russia’s
membership in the G20 is very visible. The fact that Russia
became the first country to preside over the G20 without being
a member of the Organisation for Economic Co-operation and
Development (OECD) is quite notable. Other countries that are
not OECD members have pointed out that the first steps taken by
Russia have demonstrated the very high level of its preparedness —
and that it doesn’t necessarily take an OECD member to preside
efficiently over the G20.
Our membership in the OECD is not far off, though. It’s becoming
an increasingly widespread opinion that the situation in Russia is
not as bad as some in the West try to depict it. Indeed, there is a
big difference between the perception of Russia among investors
who have been doing business in Russia for a while, and the
companies who have never done business in the country.
Various political and business problems have been covered in
a negative light. But these problems are not permanent, and are
often quite solvable. One should admit, though, that Russia is a
very diverse country, spread across a huge territory. Different
regions face different problems. So there is a need to tell more
about what’s going on in the country, to provide more success
stories from Russia that help to create an objective picture of the
country’s diversity — including its political diversity — and leave
no room for idle speculation.
Access to investment and modern technology is of key
importance to Russia. It is my deep conviction that one of the most
crucial factors for Russia now — and that is a negative factor, to a
certain extent — is the demographic situation. The population is
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“Russia is regarded as a big,
no-nonsense player, an equal
member of the G20 and a country
capable of influencing global
market trends.”
aging, the number of people employed in labor-intensive industries
is decreasing, the older generation is leaving the stage while the
new generation is rising. The generations that I’d call the "last
Soviet generations" are now entering a fairly old age. The postSoviet generations are becoming part of the workforce, bringing in
a completely different mentality, a completely different attitude to
labor, seeking completely different kinds of jobs. Therefore, Russia
now has a unique window of opportunity to diversify its economy
and create jobs for the new generation. However, investments in
advanced technology are needed to seize this opportunity.
As for Russia’s geographic priorities in terms of building up
long-term trade and economic relations, I think that Asia is starting
to play an increasingly prominent role. In my opinion, Russia didn’t
pay enough attention to Asia in the past. It can build a strategy
that allows Russia to produce high-tech products and services
domestically, and then sell them in Asia. There is an opportunity to
create an alliance with European companies for joint progress in the
Asian market. On the other hand, we are likely to see considerable
structural changes in the European economy in the next five to
seven years, including changes driven by the implementation of
completely new technologies. We need to study and understand
these processes, and find a niche there that will be ours.
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Urban and industrial appeal
FDI hotspots

FDI by region
Rank

Region

Projects
2011

2012

Moscow

40

40

2

St. Petersburg

16

3

Nizhny Novgorod

2

1

Jobs

Change

Share

2012

Share

0.0%

31.3%

63

0.5%

11

-31.3%

8.6%

606

4.5%

9

350.0%

7.0%

1.780

13.3%

4

Kaluga

11

7

-36.4%

5.5%

2.160

16.2%

5

Chelyabinsk

-

3

-

2.3%

1.000

7.5%

6

Ulyanovsk (Simbirsk)

4

3

-25.0%

2.3%

850

6.4%

7

Togliatti

3

3

0.0%

2.3%

-

0.0%

8

Lipetsk

2

3

50.0%

2.3%

80

0.6%

9

Voronezh

1

3

200.0%

2.3%

12

0.1%

10

Belgorod

1

2

100.0%

1.6%

180

1.3%

48

44

-8.3%

34.5%

6.625

49.6%

128

128

0.0%

100.0%

13,356

100.0%

Others
Total

Source: European Investment Monitor, 2013, Ernst & Young.

While Moscow and St. Petersburg continue to
be FDI magnets, other, smaller cities, such as
Kaluga and Nizhny Novgorod, are beginning
to attract more and more foreign investment.

software. A healthy business environment,
a skilled and well-qualified workforce
and developed infrastructure encourage
investors to set up projects in Moscow.

FDI is relatively concentrated in the western
part of Russia. Moscow, St. Petersburg,
Kaluga and Nizhny Novgorod, together
accounted for 48.6% of the projects between
2007 and 2012. Their appeal is based on
attractive local markets and a concentration
of business activities.

In 2012, the US, Germany and France
were the top three investors in the city.
Most of these investments went into sales
and marketing offices. Companies such as
Citigroup, WPP group and Volkswagen set
up centers in the capital in 2012. Moscow is
also the primary home to more billionaires
than any other city in the world.32

Urban centers: Moscow and
St. Petersburg
• Moscow. The Russian capital continues to
be the most popular investment destination
in the country. Between 2007 and 2012,
the city took 29.8% of the total projects and
5.5% of the total jobs created by FDI in the
country. Most of this investment was in the
services industries; for instance, business
services, financial intermediation and

Moscow has a population of more than
10 million people.33 This means that there
are a very large number of state bodies in
the city, which is attractive to business.34
32. “Moscow Beats New York, London In List Of Billionaire Cities,”
Forbes website, 3 March 2012, www.forbes.com, accessed 10
March 2013.
33. “Moscow — the largest metropolis of Russia,” Integrated
body for urban design policy and development of Moscow, The
Construction World website, www.stroi.mos.ru, accessed 11
March 2013.
34. “Moscow population: capital may hold 17 million people,”

Furthermore, superior living conditions, a
developed infrastructure and higher salaries
are natural attractions for many migrants.
Preparation for the FIFA World Cup in 2018
has also created substantial investment
opportunities in the city.35
• St. Petersburg. The city is Russia’s
second most attractive FDI destination.
St. Petersburg received 11.3% of total FDI
projects between 2007 and 2012, and
took 15% of total jobs created by inward
investment. Western European and American
companies are core investors in both
services and manufacturing. St. Petersburg’s
proximity to European and Asian markets, as
well as government incentives, has prompted
many automobile companies, including
Toyota, Fiat, Hyundai and General Motors, to
set up manufacturing facilities and assembly
plants in the region.
The city’s investment policy hopes to
encourage FDI in the automotive, transport
and logistics, and pharmaceuticals sectors.
Being the main port city in Russia, with a
huge 65% share of exports,36 means that
the region is particularly well equipped to be
a center for transport and logistics. Large
local projects, such as Pulkovo Airport
and the Western High-Speed Diameter toll
road, are creating enormous investment
opportunities in this sector.37 In addition,
global companies, such as AstraZeneca,
have shown interest in the pharmaceutical
sector. In line with this, a predictive
science center was opened in 2011 to
strengthen the city’s innovative health
care sector.38
Telegraph website, www.telegraph.co.uk, accessed 5 March 2013.
35. “Russia united for 2018 FIFA World Cup Host Cities
announcement,” Fifa website, www.fifa.com, accessed
7 March 2013.
36. 10 reasons to invest to Saint-Petersburg,” St. Petersburg
website, www.st-petersburg.ru, accessed 18 March 2013.
37. “City projects focus on investment and development,” The St.
Petersburg Times website, www.sptimes.ru, accessed 6 March 2013.
38. AstraZeneca extends its investment in Russia with new
predictive science centre in St. Petersburg,” Astra Zeneca website,
www.astrazeneca.com/Media/Press-releases, 7 March 2013.
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St. Petersburg

Key sectors: automotive,
transport services and
software sector.

Moscow

Key sectors: business services,
ﬁnancial intermediation and
software sector.

Kaluga

Key sectors: automotive,
machinery and equipment
and transport services.

Voronezh

Manufacturing operations
in sectors, including food;
machinery and equipment;
and plastic and rubber.

Nizhny Novgorod

Key sectors: automotive,
non-metallic mineral products,
plastic and rubber and food sector.
Sources: Russian Ministry of Economy report, January 2013, p. 3; European Investment Monitor, 2013, Ernst & Young.

Lately, investors have taken a cautious
approach to putting their money into
St. Petersburg. Between 2011 and 2012,
the number of projects in St. Petersburg fell
by 31.3%, and the number of jobs created
by FDI fell by 70.9%.
This is the result of investors’ caution after
the city’s administrative restructuring.
This has delayed any plans for long-term
projects. The Government has recently
revealed plans to create an investment
promotion agency, to enhance the city’s
appeal to both foreign and domestic
investors.39 This is likely to generate fresh
interest in the region.

Russia’s industrial appeal: Nizhny
Novgorod and Kaluga
• Nizhny Novgorod. In 2012, the Nizhny
Novgorod region pulled nine projects, up
from two in 2011, which created 1,780
jobs. Although the majority of the projects
39. “New St. Petersburg Agency Targets Investment,” Embassy
of the Russian Federation in the Republic on India website, www.
rusembassy.in, accessed 5 March 2013.
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were in manufacturing (66.7%), a few
companies also invested in sales and
marketing offices (22.2%). Danieli’s plans to
build an engineering facility for producing
metallurgical instruments, with the first
phase of construction set to begin in May
2013, is expected to fortify the production
capacity of the region.40 IBM and Heineken
also initiated projects in the region in 2012.
An abundance of natural resources and its
strategic location in central Russia add to
the attractiveness of the Nizhny Novgorod
region. In addition, the regional government
offers tax and other incentives to investors.41
On the other hand, the region’s unstable
tariff policies could be improved.
• Kaluga. Once a small provincial town,
Kaluga is now the third most attractive
FDI destination in Russia. Between
2007 and 2012, it attracted 5.1% of
total FDI projects, creating employment
opportunities for 9,420 people. In 2012,
40. “Danieli Far East Grand Opening Ceremony,” SteelOrbis
Electronic Marketplace Inc website, test.steelorbis.com/steelnews/latest-news, 10 March 2013.
41. “Economy,” Government of Nizhny Novgorod Region website,
www.government-nnov.ru, accessed 1 March 2013.
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while Kaluga received only seven projects
(11 in 2011), there was a 56.5% increase
in FDI job creation from 2011. An average
project created 309 jobs in 2012,
compared with 125 in 2011. The majority
of the projects were initiated by Western
European companies, and were focused
on manufacturing. Kaluga’s location in the
heart of Russia, its proximity and good
transportation links to Moscow, and the
presence of industrial and technological
parks have worked in its favor.42
In addition to the above, cities such as
Voronezh received the attention of foreign
companies. Since 2008, Voronezh has
been home to 15 FDI projects, mostly in the
manufacturing domain. The location — in
close proximity to Moscow and at Ukraine’s
border — acts as a strong attraction to
foreign investors. Companies, including Pirelli
and IBM, invested in Voronezh in 2012.

42. “The Kaluga region in Russia offers economic opportunities,”
Telegraph website, www.telegraph.co.uk, accessed 10 March 2013.
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Interview
Increase of investment
attractiveness and
trust of foreign investors
is our priority task
Andrei Kostin
President and Chairman of the Management Board, Member of the Supervisory Council, VTB Bank

I would begin by saying that growth in labor productivity is
essential for the further development of our country’s economy.
This requires large-scale investments — state and private, domestic
and foreign — and a firm macroeconomic base has now been
formed in Russia for the transition to an investment-based model
of successful economic growth. In order to attract bigger investors,
the Russian Government has developed a precise plan of action,
with deadlines and interim goals — so-called roadmaps — in key
areas for the development of the business climate.
One goal set last year was to become one of the 20 leading
countries in The World Bank’s Doing Business rating by 2018. And
it’s important to note that Russia’s first successes in improving tax
administration has already been recognized by the international
investment community: in 2012, our country gained 30 places in
this category.
The Russian Government continues to build on its success. An
active and open policy to enhance the country’s investment and
business climate, and achieve higher rates of economic growth, is
still a key principle, and a variety of measures are being taken to
promote competition in various markets.
It’s gratifying to note that Russia’s image in the West is showing
improvement. This has a lot to do with the country’s domestic
policy reforms, which are now under way, a marked improvement
in macroeconomic stability, the introduction of the budget rule and
transition to inflation targeting by the Bank of Russia.
Russia’s image isn’t changing fast enough, however, and
this is largely because international investors don’t see all
the positive economic and legislative changes that are taking
place. It is important now for the Russian Government to
pursue a communication policy of maximum openness. Russia’s
creditworthiness is somewhat underrated, while our economic
indicators are higher than in many countries with a rating of ВВВ
and even А. The Russian Government understands this problem,
and has formed a special task force to improve dialogue with
foreign investors and rating agencies.

“Russia’s image isn’t changing fast
enough, and this is largely because
international investors don’t see all
the positive economic and legislative
changes that are taking place.”
What else could bring investors to Russia in the next five years?
First, we should note the progress that Russia has already made in
the areas of monetary and fiscal policy, Russia’s accession to the
WTO in August 2012 and the freer access that foreign investors
now have to the local bond market. All of this is already helping to
attract investors, strengthen Russia’s presence on global financial
markets and intensify investment activity in the economy.
Although Russia has had impressive successes, the international
community still needs to see serious improvements on the
microeconomic and institutional levels. What is at issue here
is investment appeal and the confidence of foreign investors —
precisely what the country’s leadership today sees as its priority.
A large part of the preparatory work has already been completed
and, next year, measures will be actively implemented that should
change things for the better in the next few years.
Among the reforms capable of enhancing Russia’s investment
appeal, special attention should be paid to legislative reform. We
need to protect creditors’ rights, better improve bank regulatory
mechanisms and organize public transactions. The Russian
Government is continuing serious efforts to reform legislation and
improve the effectiveness of the judicial system and the quality of
the judiciary. I’m convinced that all of this will make Russia more
attractive in the long run.
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Existing investors remain confident
Investor plans

Investment plans over the next year
44%

68%

74%

20%
12%

20%

41%
15%

Total
Yes

Investors established
No

6%
Investors not established

Can’t say

Sources: Russia attractiveness survey (total respondents: 206), 2013, Ernst & Young.

The number of foreign investors in Russia is growing, albeit more
slowly than in previous years. When asked about investment plans
for the next year, 44% of our respondents were positive about
investing or increasing existing operations in the country. However,
41% of respondents said that they did not have any Russian
investment plans for the coming year.
There was some marked discrepancy between the responses of
existing and potential investors. Sixty-eight percent of existing
investors plan to scale up their presence in Russia. On the other
hand, investors not yet operating in the country remain cautious.
Only 6% are considering an FDI project, while a considerable 74%
are confident they would not be investing in Russia, remaining
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cautious about entering a new market in the midst of global
economic uncertainty. In addition, a common perception of
pervasive corruption, lack of openness and the inefficient rule of
law further dampen FDI interest.43
Despite this seemingly bleak outlook, Russia’s macroeconomic
stability and its rapid growth have worked well for the country.
The World Economic Forum’s (WEF) Global Competitiveness
Report 2012–13 placed Russia at 22nd out of 144 countries
on its macroeconomic situation index, and 67th for overall
competitiveness.
43. “Davos 2013: WEF report urges Russia to tackle corruption and step up reform,” Financial Times
website, 23 January 2013, blogs.ft.com, accessed 14 March 2013.

www.ey.com/attractiveness

What it means for businesses
Russia’s relative economic strength in a weak external environment
offers some security to investors, and the promise of good returns.
FDI continues to flow into the country from across the world, with
companies often using the country as a gateway to the CIS region,
particularly Ukraine and Kazakhstan. However, companies should
think very carefully about where and how to invest in Russia.
Business leaders need to be prepared for operating challenges.
While Moscow and St. Petersburg are the favorite destinations
for investors, the cost of doing business remains high in these
cities. The World Bank’s Doing Business index ranks Moscow last
of Russia’s 30 cities, while St. Petersburg is only slightly better at
22nd. Business leaders should also consider other cities in Russia,

where regional governments have created more investor-friendly
environments and efficient institutions. Companies should keep
in mind the challenges of operating in an emerging market —
competition, market volatility and pricing pressures — and develop
strategies that drive predictable bottom- line growth. A costbenefit analysis is critical for anyone hoping to invest in Russia.
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Avenues for growth
Russia's competitive position, strengths, improvements needed
and investments.

The world’s sixth most attractive destination
Increasing appeal

• China still in a league of its own. China is still the world’s
most attractive destination for FDI, according to Ernst & Young’s
European attractiveness survey 2013. The percentage of
respondents naming China the world’s most attractive destination
declined by one point this year, but nevertheless, China’s
strong internal market, political and operational openness for
business, and cost attractiveness, continue to make it the envy
of its competitors.

World’s most attractive regions to establish
operations
Change
from 2012 (points)

China

43%

-1

Western Europe 37%

+4

North America

29%

+8

CEE

28%

+7

Brazil

26%

+8

Russia

20%

+1

India

19%

Key findings

6th
44%

most attractive region for investment in the world.

of our respondents consider the country the most
attractive in the CIS region.

42%
70%

see China as Russia’s biggest competitor for FDI.

view Russia’s domestic market as its most
attractive asset.

33%

think that Russia’s innovation capacity isn’t yet
attractive for investors.

-2

Source: European attractiveness survey (total respondents: 808), 2013, Ernst & Young.

55%

consider Russia’s political, legislative and
administrative environment to be a key concern.

45%

highlight the need for the Government to
implement sustainability initiatives.
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• Both Western Europe and CEE increasing investment
appeal. With an improvement of four percentage points, Western
Europe has been voted as the world’s second most attractive FDI
destination. The attractiveness gap between Western Europe and
China also reduced to only 6 points in this year’s survey, from
11 percentage points last year. Investors drew reassurance and
optimism from the European governments’ willingness to keep the
Eurozone intact. Efforts, such as the ratification of the European
Fiscal Compact, an unlimited bond-buying plan and progress toward
Eurozone banking union, have yielded positive results and boosted
investor confidence.
CEE was voted the most attractive region by 28% of the respondents,
a steep increase of seven points over last year. Local interviewees
are particularly upbeat about the region’s prospects, with 49% seeing
it as the most attractive investment spot. Despite the uncertain
macroeconomic climate in Europe, the continent’s perseverance
in putting its fiscal houses in order has worked well with investors.
A large number of foreign multinationals, particularly from heavy
industries and the automotive sector, are moving into countries such
as Poland, the Czech Republic and Hungary.
• North America is improving competitiveness. The region
remained at the third position this year, with its attractiveness score
increasing by eight percentage points over last year. The resurgence
of domestic manufacturing in the US, the discovery of new shale gas
reserves, and increasing high-tech and export-fueled growth have
been positive factors. As a result, a large number of American firms
are returning home to set up a production base.
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• Increase in Russia’s investment appeal. In this year’s European
attractiveness survey, Russia’s attractiveness score increased by
one percentage point to 20%, the highest since 2009 and four
times the 2006 level. Russia overtook India and was ranked as the
sixth most attractive destination in the world. Beyond its inherent
advantages of a large domestic market and cheap, yet educated,
labor force, the country pulls investor attention from its BRICs
economy status.
• Brazil leaps ahead. After an eight-point improvement in its
attractiveness rating, Brazil has successfully overtaken Russia and
India to claim the fifth spot. Investors recognize Brazil as a stable
economy, with a burgeoning domestic market and huge untapped
reserves of natural resources. Also, the fact that the country is
hosting the FIFA World Cup in 2014 and the Rio Olympic Games in
2016 is luring investors.
• Decline in India’s attractiveness. Infrastructure bottlenecks,
lack of reform, widespread corruption and high interest rates
continue to impede the country’s progress. As a result, its
attractiveness slipped by two points this year to 19%.
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Interview
Reforming tax law
helps to increase
investment attractiveness
in Russia
Glenn Waller
President of ExxonMobil Russia Inc.

Russia’s business environment is undoubtedly more stable and
predictable than 10 years ago. Several significant legislative
initiatives related to the tax code and civil code are under way. For
instance, new legislation has been drafted to attract investment
in offshore oil and gas projects and difficult-to-extract tight oil,
which promises to help maintain Russia’s oil production in the
future. There has been strong continuity in the Government, both
in policy and personnel. Under this environment, ExxonMobil has
executed one of its most successful projects anywhere in the
world — Sakhalin-1. While attitudes toward production sharing
agreement (PSA) projects have been mixed in the past, I would
say today that there is a very strong recognition, both at the
regional and federal government levels, that these PSA projects
have been good for Russia. The media and public opinion are also
far more supportive than in the past. Sakhalin-1 has contributed
more than US$7.5 billion in oil and gas, tax and royalty payments
to the federal and regional governments, and more than 85% of the
workforce are Russian nationals.
More recently, we have been very successful in implementing
our strategic cooperation agreement with Rosneft, which will
involve the establishment of JVs to explore, develop and produce
from Rosneft license areas, particularly in the Russian Arctic,
where we have recently agreed to add seven additional license
areas to the scope of our cooperation. In this cooperative effort,
we have received the strong support of the Russian authorities.
Based on this experience, you can confidently say that Russia
is welcoming foreign investment — of course, when the benefits
of such investment to Russia are clear. For this reason, our
investments have had a strong focus on supporting local industry.
Sakhalin-1 has achieved more than a 66% Russian content level.

“You can confidently say that Russia
is welcoming foreign investment — of
course, when the benefits of such
investment to Russia are clear.”
There is, of course, room for improvement, and many recognize
that the regulatory regime should be streamlined. Several surveys,
including those carried out by the Foreign Investment Advisory
Council, have shown that companies not already doing business in
Russia have a more negative view of the country than those that are
already here. This is absolutely normal. Those outside the country
do not have direct experience or information. Those working in the
country have our own experience upon which to base our opinions.
ExxonMobil’s experience has been encouraging, and that is why we
continue to increase our investments.
In our sector, the adoption of the fiscal legislation for offshore and
tight oil projects that has been prepared by the Government would
be a major step forward in creating a more competitive investment
regime. Our expectation is that this legislation will be adopted in the
very near future. Changes to the Subsoil Law will also help clarify the
investment regime.
It is always unwise to predict the future. Barring unforeseen
significant events, I would expect to see continuity going forward.
We will be focused on the implementation of further stages of the
Sakhalin-1 projects and our other joint projects with Rosneft under
our strategic cooperation agreement.
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In close competition with China
Russia’s competitive position

Investors consider China to be Russia’s chief competitor for FDI
attractiveness. Western countries, including the US and Germany,
are also key competitors. Other than China, few investors see the
emerging markets as major competitors for Russia.

Russia’s main competitors

What countries are Russia’s main competitors in terms of attractiveness?

46%

China

14%

42%

Brazil

10%
9%

United States

2011

6%
5%

Germany
Ukraine

5%
4%
3%

2013

Source: Russia attractiveness survey (total respondents: 206), 2013, Ernst & Young.
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Responses to our survey highlight that Russia’s competition with
Western countries is on the rise. Ten percent of respondents
view the US as the country’s main competitor; while 9% consider
Germany to be Russia’s chief rival for foreign capital. The recent
discovery and development of shale gas in the US puts it into
direct competition with Russia. The possibility of the US becoming
a major liquefied natural gas (LNG) exporter has increased.
Germany, Europe’s industrial powerhouse, mainly poses a threat
to Russia in the manufacturing sector.

2%

India
2012

The close competition between Russia and China could be
attributed to their common characteristics. Both nations have
plenty of economic potential and a burgeoning consumer market.
China outperforms Russia in terms of population size, business
environment and its enduring image as a low-cost production
base. Russia’s strength lies in its higher purchasing power and
well-educated population.44 Both countries are striving to grasp a
greater share of world trade and export-oriented manufacturing
projects. Competition between China and Russia for influence over
the Central Asian markets has also intensified in recent years.45
Moscow intends to uphold its dominance in the Central Asian
energy-exports market, while Beijing hopes to strengthen its
energy ties with Turkmenistan, Kazakhstan and Uzbekistan.
A stronger strategic partnership between China and Russia,
as both countries plan to advance their bilateral economic and
security cooperation, has been fruitful, creating, for instance,
the joint Russian-Chinese fund, managed and funded by the RDIF
and the China Investment Corporation.46

44. Ernst & Young’s Rapid-Growth Markets Forecast, January 2013, Ernst & Young.
45. Russia and China in Central Asia growing geopolitical competition, ISPI policy brief,
21 April 2011, p.8.
46. “Beijing and Moscow to put $1bn each in fund,” Financial Times website, www.ft.com, accessed
15 March 2013.
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Russia’s attractiveness profile
Strengths and challenges

Market opportunities
• Domestic market. Russia’s large, expanding consumer market
continues to be its most attractive feature, as noted by 70% of our
respondents. A large population,47 rising disposable income and a
burgeoning middle class is drawing global interest. Russia’s GDP
per capita of US$14,105 is the highest among the BRICs.48 The
country also has the world’s ninth-largest consumer market in terms
of domestic size.49 Furthermore, it is touted to become the largest
consumer market in Europe and the fourth largest in the world by
2020.50 Russia’s middle-class population has increased substantially
throughout the 2000s, with GDP per capita growing at more than
5% annually over the past decade.51 Consumer spending is slated
to almost double to US$3 trillion by 2025, increasing the country’s
competitive strengths.52
• Well-developed telecom infrastructure. Sixty-four percent of
respondents see Russia’s telecommunication infrastructure as an
attraction. The country has the largest online population in Europe,
with 73.8 million users.53 Internet usage is highest among the
urban youth. Russia stood at the 56th of 142 countries on the WEF
Networked Readiness Index, which measures a country’s ability to
tap opportunities offered by ICT, up 21 places from 2011.54 Telecom
operators are further modernizing infrastructure to provide improved
services. On the other hand, 27% of our respondents do not see
Russian telecom infrastructure as attractive, chiefly because there
is regional variation in development. The Russian Government is
considering initiating private-public partnerships to bring fiber access
to rural areas to promote economic inclusion.
• Abundant natural resources. The oil and gas sector has been the
cornerstone of Russia’s economic growth. Unsurprisingly, 61% of
the respondents think that natural resource endowment is Russia’s
most competitive feature. Russia holds the world’s largest natural gas
reserves, second-largest coal reserves and the ninth-largest crude
oil reserves.55 This wealth of natural resources attracts many foreign
companies. However, the sector remains vulnerable to fluctuating
47. Kathy Lally, “Russia tries to improve life expectancy with laws curbing drinking, smoking,”
Washington Post website, www.washingtonpost.com, accessed 9 March 2013.
48. Ernst & Young’s Rapid-Growth Markets Forecast, April 2013.
49. The Global Competitiveness Report 2012–2013, the World Economic Forum, p. 305
50. “Consumers to power Russian economy, stock market-study,” Reuters, 5 February 2013, via Dow
Jones Factiva © 2013 Reuters Limited.
51. Scenarios for the Russian Federation, The World Economic Forum, January 2013.
52. “Consumers to power Russian economy, stock market-study,” Reuters, 5 February 2013, via
Factiva Dow Jones ©2013 Reuters Limited.
53. “Europe’s great exception,” The Economist, 19 May 2012, via Dow Jones Factiva © 2012 The
Economist Newspaper Limited; “Russia’s Digital Ecosystem Shaped by Market Nuances,” Emarketer
website, www.emarketer.com, 9 March 2013.
54. The Networked Readiness Index 2012: Benchmarking ICT Progress and Impacts for the Next
Decade, The World Economic Forum 2012, p. 10.; The Global Information Technology Report
2010–2011, The World Economic Forum 2011, p. 21.
55. “Russia,” Independent Statistics and Analysis website, www.eia.gov, accessed 9 March 2013.

New activities
How attractive is Russia as a location for establishing
activities based on the following criteria?
Russia's domestic market
20%

50%

12%

Telecommunications infrastructure
13%
51%

8%

18%

10%

9%

9%

Local labor costs
8%
53%
Access to natural resources
24%
37%
Education
17%
44%
Access to funding and local partnerships
11%
46%

18%

11%

15%

Local labor skills
8%

20%

9%

16%

48%

18%
17%

9%

11%

8%

22%

14%
8%

8%

Research and development availability, and quality and innovation
6%
45%
23%
10%
17%
Flexibility in labor law
7%
44%
17%
16%
17%
Transport and logistics infrastructure
8%
38%
32%
11%
11%
Quality of life, culture, social environment and language
6%
40%
31%
12%
11%
Entrepreneurial culture
6%
39%
29%
13%
13%
Corporate taxation
8%
35%
26%
13%
18%
Government initiatives on sustainable development
5%
33%
28%
17%
18%
Political, legislative and administrative environment
7%
26%
35%
20%
Very attractive
Fairly attractive

Little attractive
Not at all attractive

12%

Can't say

Source: Russia attractiveness survey (total respondents: 206), 2013, Ernst & Young.

global oil prices. According to the OECD, Russia is one of the most
energy-intensive economies in the world.56 The Government needs to
promote new, knowledge-driven sectors to ensure sustainable growth.
In addition to energy-based natural resources, Russia has one of
the world’s largest reserves of freshwater and vast high-quality
arable land. Russia’s strategic location should help it to benefit from
the increasing global demand for food, water and land — and the
ensuing spike in global prices.

56. “Modernizing Russia in a challenging global environment,” Organisation for Economic Cooperation and Development website, www.oecd.org, accessed 10 March 2013.
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Human capital and innovation
• Favorable skills at reasonable cost. Fifty-six percent of the
investors we surveyed are attracted by Russia’s skilled workforce,
and 61% to the associated cost competitiveness. This advantage
is linked to the sound education system, as noted by another
61% of the respondents. A literacy rate of 99.4% puts Russia
ahead of other BRIC countries in terms of educated population.57
Furthermore, Russia has the seventh-largest labor force in the
world (and the largest in Europe), which is 75 million workers
strong.58 Compared with the talent pool in the US, Europe and
elsewhere, a higher proportion of Russia’s labor force is equipped
with tertiary education.59
While this is promising for the country, enthusiasm is limited to
existing investors. Firms that are not doing business in the country
have mixed views about the potential of its human capital, with
only 32% highlighting Russia’s local labor skills as a competitive
advantage, and 46% identifying labor costs and education as an
attractive feature. Despite a high level of educational achievement,
Russia’s educational performance ranks below most OECD
countries. In addition, the lack of business education is fueling a
widening skills gap.60 To build a knowledge-based economy, Russia
needs to integrate business elements into its education system.
• Research, innovation and entrepreneurial environment.
Our respondents have mixed views about Russia’s research
and innovation capabilities. While 51% see this as an attractive
feature, another 33% are less sure of R&D availability and
innovation in the country. Furthermore, 42% of investors surveyed
point out the need to improve Russia’s entrepreneurial culture.
57. “Invest in Russia,” Invest in Russia website, www.invest.gov.ru/en, accessed 9 March 2013.
58. “Country Comparison — Labor Force,” The CIA website, www.cia.gov, accessed 9 March 2013.
59. “Education at a Glance 2012, OECD, p. 12.
60. “Modernizing Russia in a challenging global environment,” Organisation for Economic Cooperation and Development, website www.oecd.org, accessed 10 March 2013.
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The lack of sufficient funding and a supportive environment for
startups has translated into a shortage of new ventures. The
perception is supported by Russia’s poor performance on the
innovation and business sophistication sections of the WEF’s
Global Competitiveness Report 2012–2013, placing 108th of 144
nations.61 The country has a need for new, scalable businesses
built through innovation.
• Transport and logistics infrastructure. Respondents
continue to have mixed views on Russia’s transport and logistics
infrastructure. While 46% of the investors find it attractive,
a substantial 43% disagree. The development of Russia’s
infrastructure lags behind other emerging countries. The WEF’s
Global Competitiveness Report 2012–2013 ranks Russia at 101
out of 144 on the quality of its overall infrastructure, significantly
below China (69) and India (87). The quality of roads is ranked even
lower, at 136 this year, down from 130 in 2011–12. According to
estimates, the Russian economy loses out on 3% of GDP annually
because of underdeveloped road infrastructure and the inability to
capitalize on transit potential.62 However, railway infrastructure is
much better — Russia sits at 30th in the Competitiveness Report.
Infrastructure spending is expected to grow in the wake of the 2014
Olympics and the 2018 World Cup. The Government plans to spend
over US$1 trillion on infrastructure development before 2020.63
It also plans to increase private participation in building, operating
and financing infrastructure projects.

61. The Global Competitiveness Report 2012–2013, World Economic Forum, p. 20.
62. “Russia loses out on 3% of GDP annually due to underdeveloped roads — minister,” Interfax:
Russia & CIS Business and Financial Newswire, 14 February 2013, via Dow Jones Factiva © 2013
Interfax Information Services, B.V.
63. “Infrastructure,” Invest in Russia website, www.invest.gov.ru/en/, accessed 10 March 2013;
“Special Report: Russia’s $50 billion Olympic gamble,” Reuters website, www.reuters.com, accessed
10 March 2013.

www.ey.com/attractiveness

Interview
Moving forward with reforms
and the privatization program

Sergei Belyakov
Deputy Minister of Economic Development of the Russian Federation

Russia’s domestic market is well supported by sustainable demand,
and has traditionally been recognized as a key factor in the
country’s appeal to investors. Our economic policy is focused on
social priorities. We invest in social programs, and it is thanks to
this that personal income is growing, with the mortality rate going
down and the birth rate going up. There are 143 million of us, which
translates into a solvent, high-quality, sustainable market, with
growing personal income. These parameters would be attractive to
any investor.
Our other advantage is our lucrative geopolitical and geographic
position. This is beneficial for deploying production facilities that
focus not only on the domestic market, but also on Europe and
Asia. Our macroeconomic indicators are strong: low sovereign debt,
a growing economy, good investment appetite and an ability to
digest large-scale investment projects.
The quality of human capital may also be referred to as a
traditional advantage. Many investors note the availability of
well-educated and creative professionals, and well-developed
hi-tech sectors. Manufacturing businesses sometimes wish more
engineers would be available. This issue is on the agenda, as we
refocus educational priorities to train engineers, not lawyers
and economists.
We need to pursue reforms and a privatization program
in order to continue to move forward. We need to cut down
on state involvement in the economy: we should be divesting
assets, reducing our presence, simplifying market operations
and the process of starting new businesses, and relaxing
government control.
An important area of work is reform of the power industry.
Reforms have progressed to a very serious stage. Both the
Government and investors believe that this sector is lucrative,
and that its assets may be privatized with investment from
foreign companies. We know of positive cases of successful
investment in the power industry complex. One of the key
investment drivers in this sector is the potential development of
public-private partnerships. Such arrangements are provided for
in the respective draft law.
We are doing serious work to change legislation: migration laws
have been made more liberal, allowing highly qualified foreign
specialists with global experience to work in Russia. This is very

“Russia’s rising position in The World
Bank rating proves that we are moving
in the right direction, and we expect
more positive changes this year.”
important for us in terms of technology and knowledge exchange,
and it makes project management in the Russian Federation a lot
easier for foreign companies.
We continue to refrain from increasing the tax burden on
businesses, unlike other countries that choose to increase both
corporate and personal taxes. One of our priorities is the quality of
tax administration. We are introducing electronic technologies that
improve control and reduce costs for businesses.
A separate workstream in the reform of investment activity is
the simplification of the procedures with which businesses have
to deal. We use best global practices as benchmarks to reduce the
communication time between business and the state, cut down on
costs and make entering the market simpler, without negatively
impacting control. Russia’s rising position in The World Bank rating
proves that we are moving in the right direction, and we expect
more positive changes this year.
I want to touch upon Russia’s image abroad. We speak loudly of
our success, but the talk of our failures is louder. Bad news travels
fast and, for some reason, is listened to more intently. We are
working hard to make sure that no positive information about us
is lost. We are not trying to look better than we are or mislead the
public in any way. What is important is that the image of Russia
perceived abroad — especially by those who do not know the country
or who get their information from publications and expert opinions
rather than their own experience — should correspond to reality. We
have no desire to play down our problems; we tackle them. We don’t
want to be perceived in the light of the many myths about Russia,
but rather on the things we do and how we perform.
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Attention needed on operating environment
• Political, legislative and administrative environment. Doing
business in Russia remains fraught with political, legislative and
administrative issues, as pointed out by 55% of the respondents.
Corruption and deficiencies in the rule of law limit Russia’s FDI
potential. The country ranks poorly, at 112 (out of 185), on The
World Bank’s Doing Business report for 2013, though still ahead
of its BRIC counterparts, Brazil (130) and India (132).64 According
to the OECD, Russia needs to improve the efficiency of its public
administration and business climate, as well as tackle corruption.65
That said, the Government has made some improvement in the
business climate lately. In The World Bank’s Doing Business 2013
survey, Russia jumped eight places to 112 out of 185 economies
and achieved the highest possible gain in the “ease of paying
taxes” category.66 Nevertheless, there is still plenty of room
for improvement.
• Sustainable development. Relatively, Russia continues to
grow faster than the global economy, but much of this growth
is supported by high oil prices and exports. The country’s overreliance on oil exports can raise questions about the sustainability
of its economic model. Nearly 45% of investors highlight the need
for initiatives to promote sustainable development. There is a need
for the Government to roll out reforms that enable more sustained
and balanced growth across a range of sectors. Increasing
competition through privatization, and opening up of the economy
64. Smarter Regulations for Small and Medium-Size Enterprises, The World Bank, 2013, p. 11.
65. “Modernizing Russia in a challenging global environment,” Organisation for Economic Cooperation and Development website, www.oecd.org, accessed 10 March 2013.
66. Smarter Regulations for Small and Medium-Size Enterprises, The World Bank, 2013, p. 11, p. 150.
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through its recent accession to the WTO, could provide the impetus
required to increase the country’s productivity and enable muchneeded modernization.
Russia ranks poorly on parameters of environmental sustainability in
the WEF’s Global Competitiveness Report 2012–2013, particularly
on three indicators: the strength of environmental regulations,
the number of international environmental treaties ratified by
the country, and the quality of the natural environment. Russia’s
performance on social sustainability lags behind the OECD
economies, and is also ranked lower than China and Brazil, though
higher than India.67
• Quality of life, culture, social environment and language. On
a regional basis, Russia’s economic growth has been lopsided
over the past decade. The country is plagued with substantial
inter-regional disparities, particularly between Moscow and St.
Petersburg, and other cities. Quality of life indicators are also
disappointing in comparison with the country’s GDP growth. The
poverty rate is 17%, which is well above the OECD average of 11%.68
Life expectancy is 66.5 years (60 for men and 73 for women),
below countries with similar levels of GDP per capita.69 There are
also relative few English speakers. According to Education First
English Proficiency Index 2012, Russia displays a low proficiency
for the English language: it ranks 29th (and the lowest in Europe),
though it is above China (at 36th) and Brazil at (46th).70
67. Scenarios for the Russian Federation, World Economic Forum, January 2013, p. 60.
68. Modernizing Russia in a challenging global environment,” Organisation for Economic Cooperation and Development website, www.oecd.org, accessed 12 March 2013.
69. “Russia tries to improve life expectancy with laws curbing drinking, smoking,” Washington Post
website, www.washingtonpost.com, accessed 12 March 2013.
70. EF English Proficiency Index, Education First, 2012, p. 5.
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Interview
Healthy prospects
for investors in Russia

Michael Warmuth
Executive Vice President, Established Pharmaceuticals, Abbott

Abbott has been established and growing in Russia for more than
30 years. Оur long-term effort in Russia is aimed at providing
Russian patients with better access to innovative and affordable
medical solutions, and further contributing to the development of
Russian health care.
In recent years, a lot of improvements have been put in
place, creating very visible benefits for people, particularly
increasing access to treatment, driven by increasing incomes of
the population, increasing reimbursement in a number of critical
diseases (e.g., through the “7 Nosologies” program), and creating
and modernizing a number of key hospital centers.
Cooperation between Russian and international health care
companies is expanding every year. Collaboration spans the
discovery life cycle — from clinical trials to drug development. They
include all forms of manufacturing partnerships — from secondary
packaging to full-cycle production.
This clear trend of significant progress of the pharmaceutical
industry and health care is also a result of the Pharma 2020
Strategy, which defines its main goal as “transitioning to an
innovation-development model for the Russian pharmaceutical
industry.” This modernization drive makes Russia attractive and
promising for companies such as Abbott, which strive to increase
the availability of high-quality medicine to Russian patients, to
bring new and innovative health care solutions to the Russian
people and to partner with the Russian Government in the ongoing
development of the national health care system.
For those of us who are long-term investors, the way to succeed
is to understand the country’s needs and the way to address them,
in Russia, for Russia, while maintaining alignment with Abbott’s
worldwide standards. We see recent positive movements in the
areas that are important to Russia’s international partners: the
transparency initiatives, support for collaboration between Russian
and international business, a strategy to attract and increase FDI
and a focus on new technologies. These factors strongly testify to
Russia’s image internally and abroad, and encourage us to continue
growing our investments.

“There are exciting opportunities
for the further development of the
Russian economy and the health care
industry, in particular.”
Going forward, we believe that there are exciting opportunities
for the further development of the Russian economy and the health
care industry, in particular. Many economic factors support this
assumption, namely: increased GDP growth, government efforts
to spur innovation in many sectors, including technology, the focus
of the Russian Government on building strong access to health
care and the Government’s efforts to transform the health care
and pharmaceutical industry through the implementation of the
Pharma 2020 Strategy.
In other words, we fully support the Government’s efforts to
modernize the Russian economy, and transform its health care and
pharmaceutical industry through implementation of the Pharma
2020 Strategy.
We see a very promising future. Like other countries, Russia
needs to find its own way, built on its needs and strengths
through its own work and investment, as well as collaboration
with international partners. We see Russia’s future as providing
a unique bridge between Asia and Europe. But really, Russia
stands independently, drawing on the best from both Asia and
Europe — talent, knowledge and experience. The strong scientific
and technical tradition provides an excellent foundation for growth.
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Calling for an image upgrade
The perception gap

Evidently, Russia is perceived very
differently by existing and potential
investors. This “perception gap” is visible
across almost all of our parameters. This
makes it difficult for Russia to attract
foreign capital. Investors not yet established
in the country have a limited awareness
about the investment opportunities that
Russia offers. This lack of knowledge is
particularly prevalent at the regional level,
with foreign companies only being aware of
Russia’s biggest cities.

To increase FDI inflows, Russia needs to
change the way that foreign investors,
particularly potential ones, see the country.
Russia needs to continue reforming and
simplifying its economy to encourage
new investors to enter the market. The
country also needs to identify constraints
limiting the growth of firms at the regional
level, and undertake efforts to remove
the issues pertaining to the business
environments of these regions. Promoting
the investment culture in Russia through

summits and conferences could help foreign
companies garner increased knowledge
about the country’s investment prospects.
Encouraging reliable and supportive
institutions, a facilitative business
environment, modern infrastructure
and strong innovation capacity is critical
for Russia to improve its image among
potential foreign investors. The country also
needs to develop new sources of growth
and economic attractiveness to increase its
share of world FDI.

Location for establishing activities
Evaluation of criteria on how attractive Russia is as a location for establishing activities by established vs. not-established investors

Established in Russia

Not established in Russia

Domestic market

82%

49%

Telecommunications infrastructure

80%

40%

Local labor costs

72%

46%

Education

71%

45%

Local labor skills

71%

32%

Access to funding and local partnerships

70%

35%

Access to natural resources

65%

56%

Flexibility in labor law

62%

34%

Research and development availability, and quality and innovation 60%

36%

Quality of life, culture, social environment and language

57%

30%

Corporate taxation

55%

24%

Entrepreneurial culture

54%

32%

Transport and logistics infrastructure

52%

37%

Government initiatives on sustainable development

45%

26%

Political, legislative and administrative environment

37%

27%

Source: Russia attractiveness survey (total respondents: 206), 2013, Ernst & Young.
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What it means for businesses
Foreign investors already established in the Russian economy are
optimistic about the country’s future. However, lack of knowledge
about the local market is often an obstacle for business leaders
aiming to enter in Russia. The country’s main challenge is the
administrative burden of inefficient bureaucratic processes
and widespread corruption. This substantially increases costs
and makes it difficult for companies to operate. It also limits
its competitive advantages. Although Russia has made some
progress in improving its long-criticized rankings on The World
Bank’s Doing Business index and Transparency International’s
Corruption Index, operational challenges persist.

For new foreign investors planning to enter the Russian market,
proper due diligence and a strategic cost-benefit analysis are
imperative in ensuring that long-term returns more than offset
the costs incurred. Partnerships with the Russian Government,
a recent example being the Russian-Chinese fund, can help
investors establish their base in the country. Business leaders
could also potentially benefit from Russia’s recent focus on
high-profile projects, such as the Olympics and World Cup, which
create opportunties through public-private partnerships (PPPs).
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A sustainable future
How investors perceive Russia’s attractiveness; sectors that are important
for growth and the way forward.

Investors are realistically optimistic
The outlook

Perception of Russia's attractiveness
Over the next three years, do you think the attractiveness of Russia as
a place for a company to establish or develop activities will ... ?

59%

59%

of respondents believe
Russia’s attractiveness will improve
over the next three years.

26%
10%

Improve

Key findings

Neither improve,
nor deteriorate

Deteriorate

5%

Can’t say

Source: Russia attractiveness survey (total respondents: 206), 2013, Ernst & Young.

25%

Business executives remain upbeat about
Russia’s growth prospects in the medium
term: 59% see investment attractiveness
improving over the next three years, up
from 57% last year. Developments, such as
a noticeable improvement in the business
climate, the WTO accession, a possible

Eurasian Economic Union and privatization
programs, have helped retain FDI appeal.
While investors’ faith in the Russian
economy has improved since 2012, the
2011 levels remain unmatched — in that
year, around 70% of the respondents
vouched in the country’s favor.

32%

think energy will remain
the key sector.

50%

expect the WTO accession
to have a positive impact on the
country’s investment appeal.

4

main actions to be taken:
upgrade the investment climate,
improve innovation capacity, enhance
regional attractiveness and focus on
business education.
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Nevertheless, Russia has done well in comparison with Europe
as a whole. According to Ernst & Young’s 2013 European
attractiveness survey, only 39% of respondents had confidence in
Europe’s attractiveness over the next three years.71
Ten percent of respondents to this year’s survey believe that
Russia’s attractiveness would deteriorate in the next three years,
up from 7% last year. While business leaders are aware of Russia’s
strong footing in the global economy, they also understand the
risk of investing in a country where economic growth and energy
prices are directly linked.

Russia's future attractiveness

37%
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26%

23%

10%
5%
1%
Europe

71. Ernst & Young’s 2013 Russia attractiveness survey, Ernst & Young, 2013; Ernst & Young’s 2013
European attractiveness survey, Ernst & Young, 2013.

59%

39%

Russia

Improve

Neither improve, nor deteriorate

Deteriorate

Can’t say

Sources: European attractiveness survey
(total respondents: 808), 2013, Ernst & Young;
Russia attractiveness survey (total respondents: 206),
2013, Ernst & Young.
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Interview
Annual economic growth
in Russia may reach 6%–7%

Sergey Glazyev
Advisor to the President of the Russian Federation

The Russian financial market is a key element of Russia’s investment
strategy. Much effort is being put into changing the current situation,
in which the country acts as a donor on the financial market. In this
case, Russia attracts much less investment than it makes. There is a
need to change the model used by major Russian businesses today.
This model means that the refinancing of operations from off-shore
entities sometimes looks like foreign investments. This difference
becomes vague over time, as many prominent Russian businessmen,
after setting up offshore entities, change their place of residence,
and even citizenship, becoming foreign investors to us.
In the financial aspect, we have become a part of the global
market. It gives advantages to large Russian market players, but it
also poses a threat to the stability of the financial system.
Ideas about the situation in Russia are distorted by international
rating agencies. In the past decade, their ratings have become
obtrusive. It is impossible to argue with these agencies; they are
not revealing their methods. In my opinion, the reliability of their
ratings is very low. They constantly overrate the United States and
underrate everyone else, particularly developing markets. There is a
need for universal international requirements to regulate the activity
of rating agencies, such as with banks.
If you take an unbiased look at Russia as a country for
investment, and consider not only the financial criteria but others
such as the availability of natural resources, the qualifications and
literacy of the population and its international influence, then Russia
has a far better image.
The prospects of the Russian economy will depend on the
investment solutions that the Government will enact in the next year
or two. The political system is stable, and I see no serious risks for
the rest of this decade. As for the economy, it will largely depend on
how well the government plays its role of strategic investor. If the
Government carries out its plans to build high-speed railway lines and
motorways, and create a favorable business infrastructure, it is not
unreasonable to expect annual economic growth of 6%–7%.
The second component of success is to encourage innovation
activities. Today, Russian businesses are much less innovative
than their European, Chinese and American peers. To turn the
situation around, Russia needs to create financial infrastructure
to support innovation. Some elements of this infrastructure have
already been put in place: development institutes, venture capital
funds and changes in the taxation system that help improve the

“The keys to further development
are expanding domestic demand,
diversifying the economy and
encouraging innovation.”
investment climate. But all this won’t be enough. The capacity of the
development institutes needs to be increased at least tenfold.
Monetary policy should be changed in such a way so as to finally
encourage the long money to start flowing into the economy.
Although the Central Bank has become more oriented toward
monetary demand in the domestic market, refinancing continues to
be performed on a short-term basis, aimed at supporting liquidity
(as a rule, it means one-day or one-week transactions, and it’s
impossible to get refinancing for more than one year). We have to
apply Europe’s ideas and create tools for long-term refinancing
(at least three years) with a low interest rate. If our companies
get a chance to operate in this environment, we can expect a rise
in investment activity. The results of all surveys of entrepreneurs
show that the bottleneck of the Russian economy is the absence of
long-term loans. Apart from the Central Bank, nobody is capable of
dealing with this issue.
Every foreign investor wants to have a reliable local partner. This
partner should be an independent entity. Expansion of the domestic
source of money supply will significantly raise Russia’s attractiveness
as an investment destination, because it will give local businesses
more opportunities to raise money abroad.
The era of expensive oil is nearing its end, and the mineralsorientation model, the one that allowed Russia to sustain a budget
surplus throughout the last decade and increase its foreign exchange
reserves, will no longer work in the decade to come. The key drivers
to sustaining further development are expanding domestic demand,
diversifying the economy and encouraging innovation. For Russia,
it is very important to create a common economic space with its
closest neighbors. The first priority is the successful transition
from the Customs Union with Belarus and Kazakhstan (which, in
the last two years, nearly doubled the volume of trade between the
countries) to the Single Economic Space.

Shaping Russia’s future

45

Actions

Services driving growth
The focus of the future

Ernst & Young’s 2013 European attractiveness survey reflects a
belief that the ICT sector will drive European growth over the next
two years, while business leaders have varying views on promising
sectors for growth in Russia. Energy is seen as having the most
potential, followed closely by industrial sectors, such as heavy
industry, the car industry and consumer goods.

Well-developed infrastructure and a skilled workforce make
European countries preferred destinations for investments
in knowledge-intensive sectors. Russia remains viewed as an
energy hub, due to its dependence on natural resources, and as
a manufacturing destination. However, advancement in Russia’s
technology and services sectors is crucial if the country is to foster
sustainable growth and development.

There is also a striking difference between the responses for Europe
and Russia on the significance of business-to-business services.
Nineteen percent of respondents to our European attractiveness
survey believe business-to-business services will be a future driver of
growth in Europe, compared with only 4% of respondents on Russia.

Sectors driving growth in the next two years
in Europe

Sectors driving growth in the next two years
in Russia

31%

Energy and environment

32%

Energy and utilities

28%

Heavy industry

23%

Pharmaceutical and biotechnologies industries

23%

Automotive

13%

Cleantech

20%

Consumer goods

12%

Business to business services, excluding ﬁnance

19%

High-technology equipment

12%

Bank, ﬁnance and insurance

18%

Transport

10%

Transport industry and automotive

14%

Chemical industries

10%

Consumer goods

14%

Pharmaceutical industries

9%

Logistics and distribution channels

10%

Banking, ﬁnance and insurance

8%
8%

Information and communication technologies

Real estate and construction

8%

Telecommunication services

Heavy industry

1%

Telecommunication infrastructures and equipments 7%

None

1%

Real estate and construction

Can't say

3%

Source: European attractiveness survey (total respondents: 808), 2013, Ernst & Young.

6%

High-technology services

5%

Business to business services

4%

Eco-activities
Can't say

3%
17%

Source: Russia attractiveness survey (total respondents: 206), 2013, Ernst & Young.
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Energy and manufacturing lead growth
Sector opportunities

1

Energy and environment sector set to drive growth …

Thirty-two percent of our respondents believe that the
energy and environment sector will lead growth in Russia
over the next two years. This was the unanimous view of both
existing and prospective investors. It is unsurprising, given the
country’s abundance of natural resources and its dependence on
extraction activities.

The energy sector has been central to Russia’s economic growth.
Oil and natural gas account for almost 70% of exports and about
half of the budget revenue. Russia is currently inviting global oil
majors to tender for Arctic oil contracts. In line with this, Russia has
also started to liberalize investment regulations for the oil and gas
sector, by offering tax incentives on offshore production, canceling
export duties and introducing a reduced mineral extraction tax.72
These initiatives have triggered investment from companies such
as ExxonMobil, Eni and Statoil. In April 2012, ExxonMobil entered
a long-term “strategic cooperation agreement” with Rosneft,
the Russian state oil company, for joint development of the vast
offshore reserves in Russia’s Arctic and Black Seas.73

2

… however, Russia urgently needs to balance out
economic development

Russia’s substantial endowment of natural resources has been
a mixed blessing for the country. While it has led to substantial
growth in the past, overdependence on this single resource
72. “Russia Mulls Friendlier Investment Laws,” Arctic wells website, www.arctic-wells.com, accessed
13 March 2013.
73. “Rosneft and ExxonMobil Announce Progress in Strategic Cooperation Agreement,” Rosneft
website, www.rosneft.com/news/pressrelease, 13 March 2013.

has skewed the country’s model for economic growth. The
consequences of Russia’s heavy reliance on energy exports became
clear during the global financial crisis.74 Oil prices and the Russian
GDP are too closely related, which leaves the country vulnerable.75
In addition to this challenge, Russia does not have sufficient
resources to sustain growth based primarily on extraction. The
European Bank for Reconstruction and Development has estimated
that Russia has another 20 years of production in its known oil
reserves. Realizing that this could soon become a growth handicap,
the Government is trying to diversify away from energy. It has
undertaken a series of state-led initiatives to direct investment to
other sectors, but these have not proven very successful. China
and India have both been able to increase exports of ICT goods
and services in recent years. But, sadly, Russia has not been able
to make the same changes: only 20% of Russia’s manufacturing
exports are products with high-skill content.76
To foster sustainable long-term growth, Russia needs to focus
its efforts on creating buoyant entrepreneurial manufacturing
industries and new sectors that add high value.77 There is a
clear and urgent need for Russia to broaden and refocus its
diversification strategy. According to the World Economic Forum
(WEF), Russia might have to use its energy revenues to finance its
diversification efforts.78
74. “Russia Faces Economy Trap as Oil Decline Looms, EBRD Says,” Bloomberg website,
14 December 2012, www.bloomberg.com, accessed 10 March 2013.
75. “Russia’s Three Biggest Problems,” Forbes website, 24 January 2013, www.forbes.com,
accessed 13 March 2013.
76. “Diversifying Russia,” European Bank of Reconstruction and Development, October 2012, p. 4.
77. “Diversifying Russia,” European Bank of Reconstruction and Development, October 2012.
78. Scenarios for the Russian Federation, the World Economic Forum, January 2013, p. 17.

Shaping Russia’s future

47

Actions

Interview
What the Russian economy
needs is long money

Alexei Moiseev
Deputy Minister of Finance of the Russian Federation

The radical changes that have taken place in Russia in recent years
have often been underestimated. First of all, I mean changes in the
macroeconomic policy. New budget rules have been introduced and
budgetary policy has been institutionalized. The critical events,
such as the disintegration of the USSR and the 1998 default,
have proven that fiscal security is key to macroeconomic stability.
While important on its own, institutionalization has been twice as
important when accompanied by the dramatic shift in the Bank of
Russia’s policy, which switched from targeting the currency rate
to targeting inflation, thus making interest rates more predictable.
Our monetary system is now normalized. A combination of the
new budgetary rules and the targeting of inflation represent a
macroeconomic reform of great importance. Nothing of this sort
has ever taken place in Russia before, not to my knowledge.
We still have a lot to do to continue improving the non-banking
financial system. As for banks, however, 10 years ago, Russia
didn’t have banks as institutions that would lend to individuals
and sectors of the real economy. But now, such institutions are
very much in evidence, and doing quite well in performing these
tasks, too. A whole range of measures has been implemented,
such as introducing supervisory measures, rooting out doctored
financial statements, establishing a deposit insurance system and
granting access to the Russian market to a large number of foreign
banks (while preventing them from prevailing). We have seen
Western banks assuming dominant roles in some Eastern European
countries, but those countries have been known to regret it, as
they have faced a large scale de-capitalization of their banking
systems — the European banks have been withdrawing cash from
those countries. In my opinion, Russia has achieved an optimum
balance of Russian and foreign banks.
And, finally, there is another crucial factor — Russia has removed
foreign exchange controls. Russia is the only BRICS country that
doesn’t have them.
Another thing that Russia doesn’t have is harsh protectionist
policies. There are industries in the Russian production sector in
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“Russia has achieved an optimum
balance of Russian and foreign banks.”
which foreigners occupy dominant roles. We see this in the food
industry, automotive industry and some other industries in which
foreign companies, which have come to Russia to start production,
have been operating quite successfully.
On the other hand, there are problems, too, such as the high
cost of the workforce and its low mobility. It’s not only foreign
businessmen who argue that it’s very difficult to hire adequately
qualified workers at an acceptable price. Serious labor market
reforms are needed. The problems that are mentioned most often
in various surveys include corruption and the protection of the
rights of business owners. But it seems to me that the situation
isn’t much better in the other BRICS countries.
The successful development of the Russian economy in the
next five years will require the sustained input of large investment
resources. We are providing a practical solution to this problem and
expect to have good results in five years’ time. One of the countries
we have been studying in this respect is Poland. This country
reformed its pension system in such a way that they managed to
attract a big pool of long-term investors through pension funds and,
at the same time, create an efficient financial markets structure
that allows pension savings to be channeled into the right places.
The Russian leadership has already made some important
decisions on modernizing the financial sector and improving the
financial market infrastructure, as well as concerning the sources
of long money (primarily, I mean private pension funds and life
insurance companies). It is by using these tools that Russia can
achieve a satisfactory economic growth rate.
The majority of the “ideological decisions” have been made
already, and our job now is to use the right techniques to put them
into practice.
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3

The heavy industries and automotive sectors

The industrial sector is expected to be a key driver of
Russia’s growth, as confirmed by 23% of our survey respondents.
The growth of the industrial sector and the modernization of
infrastructure have spurred demand for machinery and equipment.
Furthermore, to encourage greater investment, the Russian
Government is incentivizing participation in various heavy industry
sectors. For instance, it plans to provide subsidies amounting to
US$74 million to agricultural machinery manufacturers.79 As part
of this new regulation, which extends to several types of machinery,
including tractors, harvesters and planters, agricultural equipment
manufacturers will have the option to subsidize the total cost of
production and sales.80 The country is also investing in modernizing
and expanding its medical equipment industry.
Potential manufacturing strengths include aircraft, helicopters,
engines, turbines, industrial products and, inevitably, military
equipment. New investment and strong management, coupled
with the likely benefits of Russia’s WTO entry, are set to gradually
improve the nation’s industrial productivity. Russia’s key energy and
metals magnates, such as Oleg Deripaska and Alexei Mordashov,
are investing in manufacturing. However, several more raw material
and metal processing initiatives are further required to attract more
component manufacturers in the country, who often lack the internal
resources on the ground to localize part-manufacturing activities.
Thirteen percent of our respondents felt that Russia’s car industry
could drive FDI growth. Russia has Europe’s second-largest
automotive industry. Furthermore, the waiver of import tariffs for
car manufacturers and suppliers is expected to help the country
enhance its automotive industry, with the support of foreign
original equipment manufacturers (OEMs) and original equipment
suppliers (OESs). Russia is expected to overtake Germany and
become the Europe’s largest automotive market by 2014.81
79. Federal Agricultural Budget in 2013, USDA Foreign Agricultural Service, March 2013, p. 3.
80. “Subsidies for Agricultural Machinery Manufacturer,” Agroinfo website, agroinfo.info/en, accessed
13 March 2013.
81. Russia’s Auto Market Shines amid Gloom,” The Wall Street Journal website, 30 August 2012,
online.wsj.com, accessed 13 March 2013.

Global auto companies, hurrying to Russia to benefit from the
incentives, even if they are only temporary, remain enthusiastic.82
Approximately 33% of the cars on Russian roads are more than
15 years old (significantly older than in the US and Europe).
Furthermore, car ownership stands at 200 per 1,000 people,
much lower than in the developed markets, but higher than in the
other BRICs.83
The unsaturated car market, coupled with the country’s fastgrowing middle class, is expected to push up automotive growth.
As a result, many global automobile companies, including General
Motors, Ford, Renault, Nissan and Volkswagen, have expanded
or are planning to expand their capacity in Russia to benefit from
duty-free incentives. Renault recently announced that Russia is
challenging Brazil as its second most important market. General
Motors has announced plans to invest US$1 billion in Russia over
the next five years, in order to intensify production.84
To ensure sustainable commitment from foreign automakers, and
achieve modernization of the existing supply base, Russia should
focus on expanding innovation-led industrialization. This can be
accomplished by increasing investment in technology and R&D,
promoting entrepreneurial ventures, and implementing clearly
defined mechanisms to support the transformation of metals
and other raw materials within the Russian Federation. By taking
such steps, the Russian Government would increase the level of
attractiveness for the entry of world-class vehicle component
manufacturers. Opening the economy to global companies in
recent years has been a good idea, as it intensifies competition and
prompts domestic companies to step up productivity and quality
levels. For this to evolve, the Government should now focus on
creating supportive industrial activities to help companies further
localize their manufacturing activities within the Russian Federation.
82. “Autos parts makers eye Russia ahead of WTO deadline,” Reuters website, 23 April 2012, www.
reuters.com, accessed 10 March 2013.
83. “Russia’s Auto Market Shines Amid Gloom,” The Wall Street Journal website, www.online.wsj.
com, accessed 15 March 2013.
84. “Auto makers flock to Russia in search of growth,” Reuters website, 29 August 2012, www.
reuters.com, accessed 13 March 2013.
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Consumer goods

Around 12% of our survey respondents believe that the
consumer goods sector will drive FDI in the next two years. Growth
in this sector would be driven by both supply-side and demandside factors. A large population with rising disposable income
could mean huge market opportunities for global consumer goods
majors. Russia’s middle class (with an annual income of US$6,000–
US$15,000) accounts for 55% of the population, substantially
more than in the other BRICs (Brazil 30%, China 21% and India
11%). Russia also has a bigger share of high earners (annual income
above US$50,000). Fifteen percent of households fall into this
bracket, three times more than that in Brazil.85

Driven by such encouraging data, several global food companies are
aiming to broaden their presence in Russia. Danone-Unimilk Group
plans to invest around US$700 million in the country to increase
its production capacities over the next five to seven years. The
Coca-Cola Company and its bottling partner, Coca-Cola Hellenic,
have plans to invest US$3 billion over the next five years to broaden
operations in Russia, starting in 2012. Unilever aims to spend
US$70 million to expand its Russian food plant by the end of 2014.
Several international clothing companies have plans for expansion
in Russia in the near future. For instance, the UK-based Marks &
Spencer aims to expand to 55–65 stores in Russia by 2016 (up from
36 currently). Spanish clothes-products company Inditex is planning
to continue its aggressive expansion in the Russian market; it intends
to open 50–60 stores annually. Japanese high-end cosmetics firm
Shiseido hopes to open four or five locations in Moscow and St.
Petersburg by 2016. In addition, 15 international brands from
different segments of the consumer market, including clothing,
accessories, optical and footwear, are expected to enter the Russian
market in 2013–14 through franchising partners in the country.86
Western-style retail outlets have also rapidly scaled up their
presence in recent years, particularly in and around Moscow and
St. Petersburg. The share of mass grocery retail in the overall food
market is expected to increase to 81.2% by 2017, from 42% in
85. “Consumers to power Russian economy, stock market-study,” Reuters website, www.reuters.com,
accessed 15 March 2013.
86. “Marks & Spencer to expand chain in Russia to 55 stores by ’16,” Prime News, 19 March 2013,
via Dow Jones Factiva © 2013 Prime; “Russian market to see 15 int’l brands enter market in next 2
years,” Interfax: Russia & CIS Business and Financial Newswire, 22 November 2012, via Dow Jones
Factiva, © 2012 Interfax Information Services, B.V.; “PRESS: Inditex plans to open 50-60 stores
annually in Russia,” Prime News, 22 October 2012, via Dow Jones Factiva © 2012. Prime; “Japan’s
makeup firms hope Russians say ’da’,” Nikkei Weekly, 10 December 2012, via Dow Jones Factiva ©
2012 Nihon Keizai Shimbun, Inc.
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2013.87 McDonald’s plans to open almost 150 restaurants in Russia
over the next three years. Other global fast-food chains including
Yum! Brands, Subway and Burger King are also actively expanding
operations in the country.88
The WTO accession and the Eurasian Customs Union could further
widen market access for consumer goods companies. The WTO
accession will remove import tariffs and encourage the entry of
foreign firms. The Customs Union would provide access to the
markets of Kazakhstan and Belarus.

5

Transport infrastructure

Nearly 10% of our respondents see transport infrastructure
as a promising area for investment over the next two years.
Recognizing its potential, the Russian Government has pledged
to allocate the equivalent of US$445 billion for building transport
infrastructure in the country until 2015.89
The 2014 Winter Olympics and the 2018 FIFA World Cup are also
likely to intensify infrastructure construction and modernization
efforts. The Government has also planned a large number of
projects to support international events, such as the APEC summit
in Vladivostok and the Summer Universiade in Kazan in 2013.
Russian Railways has created a subsidiary, High-Speed Rail Lines,
to manage PPPs for greenfield high-speed rail projects in Russia in
the coming years. The Government has also planned tenders for the
design, construction, financing and maintenance of new high-speed
lines for routes between Moscow and Nizhny Novgorod, Kazan,
Samara and Yekaterinburg (all of which are playing a part in hosting
the World Cup).90

Russia has also initiated the US$6.5 billion Western High-Speed
Diameter road, one of the world’s largest PPP projects in the toll
road construction sector. This will be the country’s first urban
toll road connecting St. Petersburg’s northern, central and
southern districts.91
87. Market Overview — Russia — Retail- Q2 2013, Business Monitor International, March 2013, p. 1.
88. “Consumers to power Russian economy, stock market-study,” Reuters website, www.reuters.com,
15 March 2013.
89. Industry Forecast — Russia — Transport Infrastructure — Q2 2013, Business Monitor International,
February 2013; Industry Forecast — Consumers And Games Underpin Growth — Infrastructure,
Business Monitor International, February 2013, p. 1.
90. Industry Forecast — Russia — Transport Infrastructure — Q2 2013, Business Monitor International,
February 2013; Industry Forecast — Consumers And Games Underpin Growth — Infrastructure,
Business Monitor International, February 2013, p. 2.
91. “Financial Closing of Western High Speed Diameter toll road project achieved,” Gazprombank
website, www.gazprombank.ru/eng, accessed 18 March 2013.
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Chemicals and pharmaceuticals

A total of 10% of our respondents see the chemicals sector
as most likely to attract FDI interest. Russia’s chemicals market,
which has remained underdeveloped due to insufficient investment,
is expected to receive much-needed aid and report capacity
expansions in the next few years. The Ministry of Energy has
identified six main clusters — the North West, West Siberia, East
Siberia, the Volga region, the Caspian, and the Far East — for the
development of the chemicals industry. To aid in the development
of these zones, the Government plans to provide the supporting
pipe, road and railway infrastructure. Russia’s WTO membership,
which requires reduction in import tariffs on most polymers from
10% to 6.5% in 2013, is expected to add to the chemicals market’s
increased competitiveness.92
Another 9% of the investors think that the pharmaceuticals
industry will attract investment in the near future. The Russian
Government has also been offering incentives to multinationals
undertaking local production. As a result, the pharmaceuticals
sector has enjoyed increased investment in recent years. Russia’s
efforts to modernize health care have caught the attention of
many foreign investors. Initiated in 2011, the country’s health
care modernization program provides for an improvement in the
quality and accessibility of medical help and the repair of medical
establishments across the country. It also aims to promote hightech medicine, enhance the quality of medical education and

92. “Russia gets to work,” ICIS website, www.icis.com, accessed 18 March 2013; Industry Forecast
— Russia — Petrochemicals — Q2 2013, Business Monitor International, February 2013, p. 1;
Industry Trends And Developments Russia — Q2 2013, Russia — Petrochemicals, Business Monitor
International, February 2013, p. 3.

establish medical research clusters. As part of its Pharma 2020
strategy, the Russian Government plans to develop and modernize
its domestic pharmaceutical industry. The program aims at
transitioning the country’s pharmaceutical sector to an innovative
model by increasing investment and fostering collaborations with
international organizations. This is expected to attract increased
interest from global companies.93
In addition, there have been more JVs and partnership agreements
between Russian companies and foreign manufacturers. For
instance, Swiss-based Novartis started constructing its production
facility in St. Petersburg in July 2011. British-Swedish multinational
AstraZeneca is constructing a plant in Kaluga, which is scheduled
to be completed in 2016–17.94 Indian pharmaceutical company
Cadila Pharmaceuticals intends to build a factory in Russia’s
Astrakhan region. And India-based Elder Pharmaceuticals has
signed an agreement with Russia’s Holding PharmEco to establish
a JV in Russia to set up manufacturing facilities for pharmaceutical
formulations.95

93. “Russia plans 33-fold increase in biotechnology production by 2020,” IHS Global Insight Daily
Analysis, 24 April 2013, via Dow Jones Factiva © 2013, IHS Global Insight Limited; “Russian
parliament approves programme for pharmaceutical and medical industry development until 2020,”
IHS Global Insight Daily Analysis, 7 November 2012, via Dow Jones Factiva © 2012, IHS Global
Insight Limited.
94. Survey of the pharmaceutical industry in Russia, Ernst & Young, 2012, p. 4.; “Novartis begins
construction of new state-of-the-art pharmaceutical manufacturing plant in St. Petersburg, Russia,”
Novartis website, www.novartis.com, accessed 18 March 2013; Industry Trends And Developments
— Russia — Pharmaceuticals & Healthcare — Q1 2013, Business Monitor International, January 2013,
p. 1.; “AstraZeneca to begin production in Russia’s Kaluga region in 2014,” IHS Global Insight Daily
Analysis, 26 November 2012, via Dow Jones Factiva © 2012, IHS Global Insight Limited.
95. “Cadila considers building production facility in Russia,” IHS Global Insight Daily Analysis, 14
February 2013, via Dow Jones Factiva ©2013 IHS Global Insight Limited; “Elder Pharma signs MoU
with Holding PharmEco,” MoneyControl, 24 December 2012, via Dow Jones Factiva ©2012.
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Services and technology industry

The Russian services sector has enormous potential. The
availability of a well-educated workforce could position the country
as a hub for business services projects. In fact, the most significant
impact of Russia’s WTO accession will probably be greater FDI
in the services sector.96 However, for now, only a few of our
respondents see the sector as a growth driver. Only 8% voted for
banking, finance, and insurance as most likely to attract FDI in
the next two years.97 Nevertheless, the Government’s attempt to
establish Moscow as a global financial hub to compete with cities
such as London, New York and Tokyo, could lead to increased FDI in
financial services.
Meanwhile, only 8% of investors saw the telecommunication sector
as having immediate investment potential. And, despite Russia’s
significant advancements in technology in recent years, only 5%
saw the potential of high-technology services. The country also
faces a shortage of technology personnel, with less than 1% of the
country’s workforce currently employed in this sector. The Russian
Government is addressing this challenge and working toward
making this profession more popular.98

96. “The Economic significance of Russia’s accession to the WTO,“ Directorate General for External
Policies, Policy Department, 13 June 2013.
97. “Moscow Seeks Financial Hub Status With Bourse Listing,” CNBC website, www.cnbc.com,
accessed 18 March 2013.
98. “IT specialists should be role models for the young,” Telegraph website, accessed via www.
telegraph.co.uk, 26 April 2013.
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On a positive note, several Russian technology start-ups, such
as Workle, NETGEN, and Agent Plus,99 and business incubators
established in Skolkovo are thriving. Furthermore, the technopark
near Kazan has become one of the largest in Eastern Europe.
The economic zone in Tomsk has also attracted big technology
companies, such as Nokia Siemens Networks, Darim International
and Rovi Corporation.100
Technology has become a priority sector for the Government,
because the industry’s development would translate into steady
growth in almost all sectors. The Government has rolled out various
state and federal programs that provide funding support to new
initiatives in this area. This could help position technology as the
major growth driver for the Russia of tomorrow.
The appeal of Russia’s services sector is underappreciated in
the international business community. This is chiefly due to the
country’s unfavorable business environment and administrative
barriers to entry. While some improvements have been made
in the past, they have had a limited effect on weak investor
perceptions. The Government needs to establish a new image for
the country. But, in order for this to happen, there needs to be
greater awareness of policy reforms, diversification programs and,
most importantly, the incentives and other support mechanisms
available to foreign investors.
99. “Russian startup enables 150,000 people to work online,” Russia Beyond The Headlines website,
accessed via rbth.ru, 26 April 2013.
100. “Russia’s technology boom attracts foreign investors,” Telegraph website, 3 April 2012, www.
telegraph.co.uk , accessed 13 March 2013.
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Interview
The country’s future lies in
growth through innovation

Vladimir Mau
Rector of the Russian Academy of the National Economy and State Service
under the auspices of the President of the Russian Federation

In 2012, the Russian economy was positioned favorably against
the backdrop of global problems and, especially, the situation in
developed countries. The economy continued to grow, but at a
low rate. GDP rose roughly 3.4% and industry grew by about 3%.
An important observation is that economic growth is largely the
result of internal demand: investments grew by around 7% and
consumption by approximately 6%.
Although inflation increased somewhat, it remained controllable
and tended to decrease as the year progressed. Public debt
remained low, and the budget stayed balanced. The account balance
for current operations remains positive. Foreign direct investment is
increasing, although there is a substantial outflow of capital.
However, real interest rates became more favorable and public
loans surpassed deposits in volume. This indicates a change in
household attitudes toward savings and a switch-over to the loan
model of consumption. In short, most macroeconomic parameters
did not change substantially from 2011, and that’s not a bad result
in a global crisis.
The slowdown of economic growth at the end of 2012 became
a macroeconomic problem that is alarming for several politicians
and economists, who maintain that growth under 5% does not allow
the country to be stable socially, economically and even politically.
I think that the growth rates themselves are not crucial. On the one
hand, it would be strange to expect high growth rates when the
EU — Russia’s main foreign economic partner, accounting for 60%
of trade turnover — is in recession. On the other hand, it is not just
the rates of growth that are important — quality, structure and the
ability to ensure modernization are also key. The situation can be
improved. But this will take time, and there should be a willingness
to implement serious institutional reforms.

“In the modern world, Russia remains
a country with good growth potential.
It has strong domestic demand, a
balanced budget, a small national debt,
substantial foreign currency reserves
and favorable interest rates.”
In the modern world, Russia remains a country with good growth
potential. It has strong domestic demand, a balanced budget, a
small national debt, substantial foreign currency reserves and
favorable interest rates. Russia took account of its past experience
and now has considerable financial reserves. The country’s budget
policy takes into account the risk of fluctuations in the global
market. However, as a result of the crisis, the federal budget now
depends on revenue from the export of energy resources that
previously went in part to the foreign currency reserve fund.
Public debt is far less than it was during the Soviet era. Russia
does not depend on foodstuff supplies to the extent that the
Soviet Union did. The situation is qualitatively changing due to
the existence of private property. The political system is certainly
far more flexible than it was. The Government understands the
importance of radically improving the investment climate and
stimulating private entrepreneurship. This is evident in Russia’s
goal to climb from 120th place to the top 20 in The World Bank’s
Doing Business rating.
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Russia’s path to sustainable growth
Proposed actions moving forward

1

Reduce operational barriers

Russia’s strengths as an investment
destination are often obscured by its
operating environment, which is marred by
high levels of corruption and bureaucracy.
In addition, the country’s political,
legislative and administrative setup got the
lowest scores from our respondents when
asked about Russia’s attractive features.
Russia’s poor institutional system is not only
problematic for new investors, but is also a
matter of concern for existing businesses —
as is evident from the high level of capital
leaving the country. Administrative burdens
and the ineffective rule of law also hamper
the development of small and medium-sized
enterprises (SMEs) in the country.
Investors argue that reforms are required
to reduce bureaucracy (44%), improve
the effectiveness of the rule of law (43%)
and increase the transparency of business
regulation (30%). Recognizing this urgent
need, the Russian Government has
undertaken various initiatives efforts in
the past year, including ratifying the OECD
Anti-Bribery Convention and announcing
its intention to join the OGP. In the fight
against corruption, President Vladimir
Putin has recently proposed a law that
restricts high-level officials from holding
bank accounts, stocks or real estate outside
Russia.101 In 2012, the Russian authorities

101. “Russia joins OECD Anti-Bribery Convention,” Organisation for
Economic Co-operation and Development website, www.oecd.org,
accessed 15 March 2013; “Russia May Restrict Investing Abroad,”
New York Times website, www.nytimes.com, accessed 15 March
2013; “Russia needs a post-industrial revolution,” Russia Beyond The
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Investment climate

Which are the three priority measures to take to improve Russia’s investment climate?
Reduce bureaucracy

44%

Improve the effectiveness of the rule of law

43%

Improve the transparency of business regulation

30%

Lighten companies’ legal and ﬁscal obligations

20%

Promote economic growth and SME development

20%

Renew the training and education system

17%

Stimulate R&D and innovation

12%

Encourage companies’ initiatives in environmental protection

10%

Reform the social model

10%

Promote an entrepreneurial and initiative-taking culture

9%

Improve transport infrastructure

1%

Reform the political system and have political stability

1%

None in particular
Can’t say

2%
14%

Source: Russia attractiveness survey (total respondents: 206), 2013, Ernst & Young.

prosecuted 889 officials (including 244 city
mayors and 114 lawmakers) and 1,159
law enforcement officials on corruption
charges.102 These efforts have already
enjoyed some success, with the country’s
rating jumping 10 places in Transparency
International’s Corruption Index 2012 and
eight places on the World Bank’s ease of
doing business rankings.103 Despite the
Headlines website, www.rbth.ru, accessed 15 March 2013; “World
Bank: Russia improves investment climate, can do more,” Prime
News, 17 January 2013, via Dow Jones Factiva ©2013 Prime.
102. “No ’untouchables’ in fight against corruption ’
Kremlin,” Philippines News Agency, 22 February 2013, via
Dow Jones Factiva.
103. Corruption Perceptions Index 2012, Transparency
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improvement, the overall ranking remains
poor. The Russian Government’s target, to
climb up the Doing Business index to 50
by 2015, and to 20 by 2018, looks fairly
unrealistic. For this goal to be achievable
and to make the country a more attractive
FDI destination, the Government needs
to build an investment climate based on
transparent and predictable rules, and
reduce corruption.

International 2012, p. 3; “Russia politics: The anti-corruption
campaign,” Economist Intelligence Unit — ViewsWire, 21 December
2012, via Dow Jones Factiva ©2012 The Economist Intelligence
Unit Ltd.
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2

Collaborate to innovate

Russia needs to focus on encouraging
research and innovation, and move toward
a modern, knowledge-driven economy. The
country spends less on technology and
innovation than other leading European
economies. It ranked 51st (five places up
on 2011) in the Global Innovation Index
2012, published by INSEAD and the World
Intellectual Property Organization. This puts
it above BRIC counterparts Brazil (58th)
and India (64th), but behind China (34th).104
Notable changes to Russia’s innovation
policy in recent years have put R&D at
the center of the Government’s agenda.
The establishment of innovation clusters
is also noteworthy.105 Unfortunately, all

104. The Global Innovation Index 2012, Stronger Innovation
Linkages for Global Growth, INSEAD and the World Intellectual
Property Organization 2012, p. 121, p. 122, p. 123, p. 124, p.
125, p. 126, and p. 127.
105. “Russia needs a post-industrial revolution,” Russia Beyond
The Headlines website, www.rbth.ru, accessed 15 March 2013;

these initiatives have, so far, had only
limited impact on enabling sustainable
economic growth. Responses to our survey
suggest that a shift to a more collaborative
approach would help to improve Russia’s
innovation and technological capacity.
• Facilitate R&D collaborations between
foreign and local companies
Twenty-five percent of our respondents
recommend R&D partnership between
foreign investors and local companies. A
number of these partnerships have been
forged in the recent past; for example,
Alcatel-Lucent signed an R&D pact with
SC Rostechnologii, Russia’s largest high-

technology corporation, to accelerate
the deployment of advanced long-term
evolution (LTE) or 4G mobile services, new
network systems and ground-breaking
transmission technologies.
• Strengthen links between universities
and industry
Another 19% of our respondents thought
that encouraging collaboration between
industry and academia would help to
improve Russia’s innovation climate.
This would strengthen the foundation of
entrepreneurship and innovation.

“Russian government pledges $40 million to support regional
innovation clusters,” SKRIN Newswire, 19 December 2012, via
Dow Jones Factiva © 2012 SKRIN; “Russia’s subsidies for 25
innovation clusters on the table,” SKRIN Newswire, 12 September
2012, via Dow Jones Factiva © 2012 SKRIN; “Russia improves its
position in Global Innovation Index,” ITAR-TASS News Agency,
5 August 2012, via Dow Jones Factiva © 2012 ITAR-TASS.

Russia’s technology and innovation capacity

Which are the main measures to improve Russia's technology and innovation capacity?
Facilitate R&D partnerships between foreign investors and local companies

25%

Focus on collaborations between universities and industry

19%

Increase incentives for companies to invest in R&D and innovative technologies 17%
Establish policies that support the development of emerging technologies

16%

Support and facilitate the establishment of high-tech projects and technoparks 14%
Develop a culture of innovation and creativity

14%

Increase government support for the commercialization of innovative projects

14%

Focus on public-private partnerships in technology

13%

Develop joint research programs

11%

Support the development of industrial parks and industrial zones

10%

Can't say

18%

Source: Russia attractiveness survey (total respondents: 206), 2013, Ernst & Young.

Shaping Russia’s future

55

Actions

3

Enhance regional attractiveness

Moscow (67%) and St. Petersburg
(15%) came out as clear favorites for FDI
among investors. These were followed,
at some distance, by Ulyanovsk and
Yekaterinburg, with a vote of 2% each.
This explains the extent of regional
disparity in the country. The Economist
Intelligence Unit’s Benchmarking global city
competitiveness 2012 report lists Moscow
(58) and St. Petersburg (100) among the
top 120 cities worldwide.
Regional disparity in Russia also leads
to large regional differences in income.
Unfortunately, this inevitably leads to
other discrepancies. For instance, in health
and social care, the life expectancy of
someone living in Moscow is 74. In the
remote Chukotka Autonomous Okrug, life
expectancy is only 58.4.106

Enhancing the investment appeal of regions
other than Moscow and St. Petersburg,
and so balancing regional development, is
a critical action point for the Government.
Russia’s far east has enormous economic
potential, with rich mineral resources and
proximity to the Asia Pacific region. Despite
having one of the largest gas reserves in the
world, living standards in this region remain
low. In fact, over the years, the disparity
106. “What’s next for Russia’s Economic Future and Global Role?
Lecture by World Bank Group President Jim Yong Kim,” The World
Bank website, www.worldbank.org, accessed 9 April 2013.
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Regional attractiveness
Which are the most attractive cities in Russia for an investment project?
67%

15%
7%

Moscow

St. Petersburg

2%

2%

Ulyanovsk
(Simbirsk)

Yekaterinburg Others

7%
Can’t say

Source: Russia attractiveness survey (total respondents: 206), 2013, Ernst & Young.

between western and eastern Russia has
sharply increased. To achieve more balanced
growth, the Russian Government is working
toward the revival of these long-overlooked
regions. The Asia Pacific economic summit
conference (APEC) 2012 was held in
Vladivostok in eastern Russia, and had the
objective of strengthening ties with Asian
countries.107 Another positive measure has
been setting up The Ministry of Development
of Russian Far East. This Ministry is designed
to implement state programs to develop the
far eastern regions.108 There has also been a
substantial increase in government funding

for these regions.109 Russia’s Ministry of
Regional Development’s transport strategy
aims to develop the Northern Sea Route,
the shortest route between Europe and
Asia. The modernization of other cities will
require greater investments in the social
sphere — in this, local governments will have
a bigger role to play than the federal one.110
Tax income from natural resources should be
channeled back into upgrading infrastructure
and improving the health care and education
system. In addition, authorities need to
formulate region-specific campaigns to
attract investors.

107. “Putin’s Ambitions Turn to the Far East,” The New York
Times website, 6 September 2012, www.nytimes.com, accessed
18 March 2013.
108. “Ministry for the Development of the Russian Far East,”
Government of the Russian Federation website, government.ru/
eng, accessed 15 March 2013.

109. “Russia’s Far East struggles to modernize its economy,”
Russia Beyond The Headlines website, 9 February 2013,rbth.ru,
accessed 16 March 2013.
110. “No need to direct Siberia’s development from Moscow,”
Russia Beyond The Headlines website, 21 February 2013, rbth.ru/
opinion, accessed 16 March 2013.
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Improve business education

Although Russia’s education system
is well respected, it still needs to cover
more material relevant to businesses.
Low internationalization and English
proficiency are other challenges.111

Respondents suggest that innovative joint
programs with foreign universities would
help to address the skills gap. Russian
universities could invite foreign faculty
111. Business Schools in Transition Societies: Russian Experience
and Vision,” 20th CEEMAN Annual Conference, 27 September 2012

and researchers to business schools
and conduct international conferences.
The Skolkovo Institute of Science and
Technology, set up in partnership with the
Massachusetts Institute of Technology, is
one example of such collaboration. Working
with leading foreign universities would also
help to make graduates more employable.
Investors have also suggested widening the
scope of qualifications available in Russia’s
business schools. The Russian Government
has recently initiated a project with the aim

of creating business schools fit for the 21st
century.112 In addition, the Government’s
Research and Pedagogical Cadre for
Innovative Russia is designed to improve
proficiency in mathematics and science.113

112. “Creating business-schools of the world level,” Ministry
of Education and Science of the Russian Federation website,
eng.mon.gov.ru accessed 16 March 2013.
113. “Improving higher education in Russia — a French insight,”
Modern Russia website, 17 February 2011, www.modernrussia.
com, accessed 15 March 2013.

Russia’s business education

Which are the measures to be implemented to improve Russia’s business education and increase its qualiﬁed labor
to match business needs?
Collaborate with leading foreign universities

33%

Increase avaibility of public education and qualiﬁcations in business ﬁelds

26%

Offer governement incentives for internship and apprenticeship programs in the private sector 19%
Increase science and technology courses in public universities

17%

Invest in industry-government partnerships in education

16%

Capitalize on programs for the development of managerial and soft skills

12%

Reinstaure the education system of the Soviet Union
Others
Can't say

1%
1%
24%

Source: Russia attractiveness survey (total respondents: 206), 2013, Ernst & Young.
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Interview
Russia seeks
reputational change

Andrei Nikitin
General Director, Strategic Initiatives Agency (SIA)

In my opinion, Russia is going through positive changes right now.
The business climate is improving and investors are receiving
greater protection. Corruption remains a problem, but, on the
whole, it’s been going down. There are several areas that require
closer attention, though. First, there is low demand for innovation
in the economy. State-owned companies, which often play a
dominant role in the Russian economy, lack incentives that could
prompt them to make innovative products or use such products
in their business. We need to do more to implement and promote
innovation, and increase penalties on those who use outdated
technology. For instance, governments in the developed economies
of Western Europe encourage the use of biofuels, solar and wind
energy, through what is known as a green tariff.
Second, we need to upgrade infrastructure. Considering the size
of Russia, the state of its infrastructure is directly responsible for
the rate of GDP growth and the quality of life of the Russian people.
To boost investment, we need to keep working on improving
Russia’s image abroad. On the other hand, Russia’s image is
probably a factor that is more important for potential investors
pondering whether or not to invest in Russia. Large multinational
companies from industrially developed countries have long been
present in Russia in a variety of sectors. Their representatives
know the real situation in the country; they see both challenging,
unresolved issues and positive trends.
At this stage, we need to attract new investors, maybe SME
investors from the countries that haven’t had a business presence
in Russia so far. How do we attract them to Russia? Apparently, it’s
not by a cheap workforce, which until recently was China’s strong
suit. Prices for electricity in Russia are no lower than elsewhere in
the world. We may spend a lot of time in debate over the reasons
for this and whether this is right, but the facts are what the facts
are. In this respect, I don’t see any substantial benefits that Russia
could offer new investors. Businessmen who don’t work in Russia
tend to believe what the foreign press says about this country
and, in the eyes of this type of investor, Russia has a negative
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“We need to identify our philosophy
and our goals for the foreseeable
future, both within the country
and abroad.”
image. This is a problem, no doubt. There is a need to work harder
to create and promote a positive image of this country abroad.
To achieve this, it would help if we identified our philosophy and
our goals for the foreseeable future, both within the country and
abroad. And only after that should we get down to designing a plan
of action.
The future of our economy depends on whether we are able to
improve labor efficiency and the volume of equity investments.
Why are equity investments so important? In my opinion, this type
of investment is a barometer of the level of confidence businesses
have in the stability of a nation’s economy. If the level of confidence
is sufficient, investments will flow in, triggering economic growth.
In order to foster this kind of confidence, we need appropriate
measures, a long-term policy and productive day-to-day work. This
is exactly what we are doing, together with entrepreneurs, experts
and academic communities, as part of the National Entrepreneurial
Initiative (NEI). The goal is to make entrepreneurial activity less
dependent on bureaucratic procedures and remove unnecessary
administrative barriers. If we succeed, the image of the country will
change. We have already seen some positive shifts in this respect
in many Russian regions and at the federal level as a whole; we
have seen the efficiency of the activities set forth in the roadmaps
designed within the NEI framework. But, of course, a lot is still to
be done here.
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Potential investment enablers
Developments and initiatives

1

The WTO accession

After 18 years of negotiations, Russia
became the 156th member of the WTO in
August 2012. Respondents to our survey
have a mixed view on the impact of the
accession, as the chart indicates.

Accession to the WTO

What impact does Russia's recent accession to the WTO have on increasing the country's
investment appeal?
33%
17%

23%

17%
10%

Underlying commitments
As part of the WTO accession, Russia has
five significant economic commitments:
• Tariff reductions and efforts to decrease
technical barriers to trade
• Improve markets access in services
• Reduce or fix export duties in a wide
range of products
• Ensure the protection of intellectual
property rights
• Reduce trade-related investment tools
• What this means for Russia
Half of our respondents believe that Russia’s
WTO membership would have a high or
medium impact on increasing the country’s
investment appeal. The membership should
increase FDI, facilitate trade, and accelerate
modernization and diversification.114
Although economic benefits of the move
might not materialize in the short run,
substantial effects are anticipated in the
medium to long term. The World Bank
anticipates Russia’s GDP increasing annually
by US$49 billion in the near term, with
additional long-term gains amounting to
US$162 billion per annum on account of
greater trade and increased FDI inflows,
resulting from the WTO accession.115

High impact
Medium impact
High or medium impact: 50%

Low impact
No impact
Low or no impact: 40%

Can’t say

Source: Russia attractiveness survey (total respondents: 206), 2013, Ernst & Young.

The reduction in import duties could initially
have a negative impact, with a possible
increase in the budget deficit. Domestic
companies in industries such as automotive
and agriculture are bound to suffer from
foreign competition, unless they can reform
quickly. To protect themselves from the
anticipated increase in competition from
abroad, domestic manufacturers will need to
upgrade their existing facilities. This is likely
to translate into better local productivity.
The WTO membership is also expected
to give Russia a much-needed image lift
through the enforcement of measures to
protect intellectual property, the adoption
of trade dispute mechanisms and the
implementation of a rules-based system to
ensure greater transparency.
The extent of the impact depends on
policy measures adopted by the Russian
Government, and may vary considerably
on a regional basis. The accession will only
have a transformative effect on the whole
economy if it is backed by a broad, fully
fledged reforms program.

Benefits
GDP impact per year
• Short term: US$49 billion
• Long term: US$162 billion
Enhanced market access and global integration
Productivity growth and sector diversification
Increased intellectual property rights (IPR)
protection

Challenges
Possible increase in budget deficit due to lower
import duties
Domestic companies (particularly SMEs)
to face higher competition from foreign
companies

Source: The economic significance of Russia’s
accession to the WTO, Directorate-General for
External Policies of the Union, June 2012;
“Russia and China in WTO — a world apart,”
Reuters website, www.reuters.com, accessed
13 March 2013.

114. “Russia won’t make China’s WTO gains,” The China Post
website, www.chinapost.com.tw, accessed 11March 2013; Europe
cools on Russia’s WTO accession,” The Financial Times website,
www.ft.com, accessed 12 March 2013.
115. “Russia and China in WTO — a world apart,” Reuters website,
www.reuters.com, accessed 13 March 2013.
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Common Economic Space and
likely Eurasian Economic Union

The recent creation of the Customs Union
and Common Economic Space (CES) with
Kazakhstan and Belarus is a noteworthy
initiative. It should ensure deeper regional
economic integration. In November 2011,
Russia, Belarus and Kazakhstan also agreed
to form the Eurasian Economic Union
by 2015. The community would be based
on the Customs Union and the CES among
the three countries.
• What this means for Russia
The CES is designed to facilitate business
among investors and entrepreneurs from
the three countries by enabling the free
movement of goods, services, capital
and labor. The move is expected to allow
participating countries, including Russia, to
gain equal access to internal infrastructure.
It would also enable closer cooperation in
research and innovation. The integration
could give the member countries, Russia,
Kazakhstan and Belarus, the chance to
reach a market of 170 million people,

attain a GDP of US$2 trillion, achieve
US$900 billion in trade and build capacity
for 90 billion barrels of oil reserves.116
Half of our respondents expect these
integration initiatives to bring significant
opportunities for Russia, helping the
country boost its exports and gain access
to new markets. As part of the agreement,
Russia is also entitled to receive 88% of
import tariff revenues.117 Since the creation
of the Customs Union, trade among the
three countries has doubled, mainly due to
the reduction of non-tariff barriers and, to
some extent, driven by common tariffs.118
Only 7% of respondents think that these
integration initiatives will not be beneficial
in improving Russia’s attractiveness, while
30% remain neutral.

116. “Russia, Kazakhstan, Belarus launch a customs union,” The
Hindu website, www.thehindu.com, accessed 10 March 2013.
117. Integration Across Borders, Transition Report 2012,
European Bank for Reconstruction and Development, p. 66, p. 67.
118. “Customs Union of Russia, Kazakhstan and Belarus is
First Success in CIS Integration, Says EBRD,” European Bank
for Reconstruction and Development website, www.ebrd.com,
accessed 11 March 2013.

Benefits
Lower-tariff and non-tariff trade barriers
leading to increased trade
Easier or completely abolished customs
procedures, resulting in reduced costs and
increased competitiveness
Diversified FDI inflows due to an enlarged
market
Improvements in cross-border regional
infrastructure and equal access to internal
infrastructure
Stronger economic and political institutions
Closer cooperation in research and innovation
Access to new markets. Higher value-added
goods that are initially exported within the
Customs Union can subsequently be exported
to other countries

Challenges
Negative impact on economic links with other
countries
Regional union dominated by commodity
exporters
Shocks to world trade permeate quickly
through regional economic blocs
Disparity in the economic size of the three
countries, with Russia being the largest

Common Economic Space

How does the Common Economic Space between Russia, Belarus and Kazakhstan, and a likely
Eurasian Economic Union by 2015, affect your perception of Russia's attractiveness?
35%

Source: Transition Report 2012 — Integration
Across Borders, European Bank for
Reconstruction and Development, p. 66, p. 67

30%

15%

13%

5%
Signiﬁcantly Slightly improve
improve
Improve: 50%

Neither improve
nor deteriorate

Slightly
Signiﬁcantly
deteriorate deteriorate
Deteriorate: 7%

Source: Russia attractiveness survey (total respondents: 206), 2013, Ernst & Young.
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2%
Can’t say
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Privatization efforts

productivity levels through increased competition and accelerated
modernization.120 All the plans are in place, but executing them
seems to be a challenge. Sales of stakes in strategic assets have
been delayed, due to political infighting and market volatility.121

The Russian Government plans to sell stakes in stateowned assets to private firms. It expects to raise US$10 billion
from asset sales in 2013.119

• What this means for Russia
A small majority of respondents (54%) are positive about Russia’s
privatization efforts. Increased private participation is expected to
create several benefits for Russia, including a boost in FDI, higher
119. “Russian House to Raise 5 Billion Rubles in Asset Sales,” Bloomberg website, www.bloomberg.
com, accessed 12 March 2013.

120. “Russia Approves Privatization Plan,” The Wall Street Journal, www.wsj.com, accessed 11
March 2013; “Medvedev Courts Davos Skeptics With Better-Than-China Pitch,” Bloomberg website,
www.bloomberg.com, accessed 13 March 2013.
121. “Russian Privatization Plan Raises Questions,” The Wall Street Journal website, www.wsj.com/
home-page, accessed 13 March 2013; “Factbox: Russia’s privatization plan,” Reuters website, www.
reuters.com, accessed 13 March 2013; “Russia moving ahead with diamond, port stake sales,”
Reuters website, www.reuters.com, accessed 13 March 2013; “To privatise or not to privatise,” The
Economist website, www.economist.com, accessed 13 March 2013.

Privatization plans

How would the acceleration of the Russian Government’s privatization plans affect your perception
of the country as an investment destination?
37%

32%

17%
8%

5%
1%
Signiﬁcantly Slightly improve
improve
Improve: 54%

Neither improve
nor deteriorate

Slightly
Signiﬁcantly
deteriorate deteriorate
Deteriorate: 6%

Can’t say

Source: Russia attractiveness survey (total respondents: 206), 2013, Ernst & Young.
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Actions

Russia’s demographics trends

Do you consider that an improvement in Russia's demographic trends will increase the country's
appeal as an investment destination?
44%
20%

20%

8%

Yes, deﬁnitely
Yes: 64%

Yes, probably

No, probably not
No: 28%

No, deﬁnitely not

8%

Can’t say

Source: Russia attractiveness survey (total respondents: 206), 2013, Ernst & Young.

4

Improving demographics

Russia has been facing the serious
demographic challenges of a dwindling
labor force and an aging population
(resulting from low birth and high mortality
rates, and poor medical care).122 The high
emigration rate makes this situation worse.
Many bright young Russians prefer to
migrate to other countries, due to security
risks and lack of differentiated benefits.123
According to the latest census, the Russian
population has decreased by almost 2
million over the past decade — from around
145 million in 2002 to about 143 million in
2012.124 Russia’s Labor and Social Security
Ministry estimates the country’s labor
force will decrease by one million people
annually in 2013–15 as a result of the
demographic situation. This is expected
to constrain economic development. The
122. “Russia’s Demographics Continue to Improve, Natural
Population Growth Likely in 2012,” Forbes website, www.forbes.
com, accessed 15 March 2013.
123. “Lurching into the fast lane,” The Economist website,
www.economist.com, accessed 15 March 2013.
124. “Russian government reports decline in natural growth of
population in 2012,” IHS Global Insight Daily Analysis, 7 February
2013, via Dow Jones Factiva © 2013, IHS Global Insight Limited.
All Rights Reserved.
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share of migrant workers is expected to
rise to 2.9% of the entire workforce in
2015, up from 2.1% in 2011.125

the number of families having a third or
subsequent children exceeded 62% in the
same period.127

• What this means for Russia
Improving demographics is an important
enabler for Russia’s future growth. The
country needs to meet the demand
of its labor market through a young
and productive labor force. The recent
implementation of a range of measures
has enhanced the demographic situation
somewhat. This is welcome news, given
that nearly 64% of our respondents
believe that better demographics would
increase the country’s FDI appeal. The
country’s population has grown by more
than 200,000 people from January to
September 2012.126 During 2008–11,
over seven million children were born in
Russia. The number of families having a
second child has increased by 45%, and

On the other hand, almost 28% of
investors do not see a correlation between
improvement in demographics and
Russia’s attractiveness. Furthermore,
the Government has seemingly been
overambitious in setting targets. The
country’s fertility rate, 1.5 children per
woman, is among the lowest in the world.
The share of women aged 20–29 years
(the most fertile age group) is forecast to
fall from 8.6% currently to 4.8% in 2020.
Reforming the health care system, tackling
high levels of inequality and raising living
standards will also help to improve Russia’s
demographic situation.128

125. “Labor force projected to dwindle,” RosBusinessConsulting,
22 January 2013, via Dow Jones Factiva © 2013
RosBusinessConsulting.
126. “Natural population decline in Russia decreases by 264
times over past 7 years,” ITAR-TASS News Agency, 26 February
2013, via Dow Jones Factiva, © 2013 ITAR-TASS.
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127. “Putin praises gov’t for stabilization, demography (Part
2),” Interfax: Russia & CIS Business and Financial Newswire,
11 April 2012, via Dow Jones Factiva © 2012 Interfax
Information Services, B.V.
128. “Adoption ban may be way to boost population,” The
Washington Times, 14 January 2013, via Dow Jones Factiva ©
2013 Washington Times Library: “Russia economy: Demographic
profile,” Economist Intelligence Unit — ViewsWire, 27 July 2012, via
Dow Jones Factiva © 2012 The Economist Intelligence Unit Ltd.
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What it means for businesses
Russia’s economic progress over the last 10 years has been
impressive. However, most of this growth has come from high oil
prices. The economy urgently needs to diversify away from its
dependence on natural resources. This would help to convince
investors that Russia has the potential for long-term, sustainable
growth. While investors are positive about the country as an
investment destination, this optimism has been based on the
energy sector. Business leaders with an FDI portfolio focused on
Russia should look beyond energy, toward manufacturing and
knowledge-based sectors.

The Russian Government has a critical role to play here. It needs to
create a facilitative environment for foreign investors, improve its
R&D and innovation capacity, and enhance its business education.
Recent integration initiatives, such as accession to the WTO and
the formation of the CES, and likely Eurasian Economic Union by
2015, are set to have a powerful impact on the country’s business
appeal. Business leaders can also use Russia’s privatization efforts
to increase their presence in the Russian economy.
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Methodology

Methodology
Ernst & Young’s 2013 Russia attractiveness survey is based on a twofold, original methodology that reflects:

1

The real attractiveness of Russia
for foreign investors

Our evaluation of the reality of FDI in
Russia is based on Ernst & Young’s
European Investment Monitor (EIM). This
database tracks FDI projects that have
resulted in the establishment of facilities
and the creation of new jobs. By excluding
portfolio investments and M&A, it shows
the reality of investment in manufacturing
or services operations by foreign
companies across the continent. Data is
widely available on FDI. An investment
in a company is normally included if the
foreign investor has more than 10% of its
equity and a voice in its management. FDI
includes equity capital, reinvested earnings
and intracompany loans.
However, many analysts are more
interested in evaluating investment
in physical assets, such as plant and
equipment. These figures, rarely recorded
by institutional sources, provide invaluable
insight. They show how inward investment
projects are undertaken, in which
activities, by whom and, of course, where.
To map these real investments carried out
in Europe, Ernst & Young created the EIM.
Ernst & Young’s EIM, researched and
powered by Oxford Intelligence, is a highly
detailed source of information on crossborder investment projects and trends in
Europe, dating back to 1997. The database
focuses on investment announcements,
the number of new jobs created and,
where identifiable, the
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associated capital investment. Thus, it
provides exhaustive data on FDI in Europe.
It allows users, such as governments and
private sector organizations, to monitor
trends, movements in jobs and industries,
and identify emerging sectors and cluster
developments. Projects are identified
through the daily monitoring and research
of more than 10,000 news sources. For
validation purposes, the research team
aims to make direct contact with 70% of
the investing companies. This process of
verification ensures that real investment
data is accurately reflected.
The following categories of investment
projects are excluded from EIM:
• M&A or joint ventures (unless these
result in new facilities
or new jobs)
• License agreements
• Retail and leisure facilities, hotels and
real estate investments
• Utility facilities, including
telecommunication networks, airports,
ports or other fixed infrastructure
investments
• Extraction activities (ores, minerals
or fuels)
• Portfolio investments (pensions,
insurance and financial funds)
• Factory and other production
replacement investments (e.g., a new
machine replacing an old one, but not
creating any new employment)
• Not-for-profit organizations (charitable
foundations, trade associations or
governmental bodies)
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2

The perceived attractiveness of
Russia for foreign investors

We define the attractiveness of a location as
a combination of image, investors’ confidence
and the perception of a country or area’s
ability to provide the most competitive
benefits for FDI. Field research was
conducted by CSA institute in January and
February 2013, via telephone interviews,
based on a representative sample of 206
international decision-makers. Business
leaders were identified and interviewed in
24 countries. Globally, of the 206 companies
interviewed, 48.5% operate in Russia.
Our survey was conducted among business
leaders who had considered views and
experience of Russia. They were drawn
from businesses across six regions. The
geographic representation was as follows:
• 17% North European businesses
• 49% Western European businesses
• 2% Central and Eastern European
businesses
• 19% North American businesses
• 2% Euro-Mediterranean (Euromed)
businesses
• 11% Asian businesses
These businesses are representative of
seven key economic sectors:
• Private and business services
• R
► etail and consumer products
• E
► nergy and heavy industries
• H
► i-tech and telecom infrastructure
and equipment
• L
► ife sciences
• T
► ransport and automotive
• R
► eal estate and construction
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Proﬁle of companies surveyed
Geography

Turnover
Asian
Euromed

2%

11%

Can’t say

North Europe

9%

17%

Less than €150m

More than €1.5b

32%

29%

North American

19%

2%

Central and
Eastern Europe

49%

Western Europe

30%

Between €150m and €1.5b

Job title

Sector of activity

Others

Finance directors

28%

37%

High-tech and telecom,
infrastrastructure
and equipments
Chemical and
pharmaceutical industries

Others

4% 5%

31%

12%

5%

Director of investments

20%

6%

Managing director/
Senior vice president/COO

Industry, automotive
and energy

Consumer goods

24%

Marketing director

28%

Private and business services
Source: Russia attractiveness survey (total respondents: 206), 2013, Ernst & Young.
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Ernst & Young in Russia

Ernst & Young in Russia
In 1989, Ernst & Young was the first professional services
organization to establish operations in Russia. Our Russian practice
has 3,000 employees working in nine offices located in Moscow, St.
Petersburg, Ekaterinburg, Novosibirsk, Togliatti, Kazan, Krasnodar,
Vladivostok and Yuzhno-Sakhalinsk.
Ernst & Young is dedicated to helping its clients identify and capitalize
on business opportunities throughout Russia and the world. Our key
market sectors are: financial services; retail and consumer products;
industrial products; energy; technology and communications;
government, real estate, transportation and infrastructure.
Our professionals are recognized for their leadership, know-how
and understanding of our clients’ business. In more than 20 years
in Russia, we have provided critical information and resources to
improve business performance and profitability.

Country and institutional development
Ernst & Young actively supports the development of the institutions
and economics where we operate. We participate and support
the Foreign Investment Advisory Councils (FIAC) in Russia, which
Ernst & Young co-chairs with the Prime Minister of the Russian
Government.
Ernst & Young also demonstrates its leadership by being involved in
the Russian business community, as an active member of the Russian
Union of Industrialists and Entrepreneurs, the Association of Russian
Banks, the International Tax and Investment Center, the Association
of European Businesses, the American Chamber of Commerce and
the US-Russia Business Council. We also play an important role in the
Russian legislative and ministerial processes affecting business.

Our clients
We know that growing markets require innovative thinking and
evolving practices for businesses to succeed. Many leading
companies in Russia and the CIS have chosen Ernst & Young to
advise them on the most demanding aspects of the fast-evolving
business climate. Ernst & Young provides audit services to a large
number of Russian and CIS companies listed on Forbes Global 2000.

St. Petersburg
Moscow

Kazan
Togliatti

Yuzhno-Sakhalinsk

Ekaterinburg

Krasnodar

Novosibirsk

Vladivostok
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Publications
Doing business in the Russian Federation
The most recent edition of this flagship
guide addresses the broad spectrum of
issues, laws and regulations that inbound
investors can expect to encounter when
doing business in Russia. From tax law
to customs regulations to human capital,
this guide serves as a one-stop shop for
those considering investing in Russia.

How to make PPP work in Russia: 2012 overview
Our survey on public-private partnership
(PPP) summarizes federal and regional
state officials’ opinions on a variety of legal,
financial and commercial issues related
to PPP projects. It also promotes a better
understanding of the prospects for PPP
development in Russia for both local and
foreign organizations.

An overview of the Russian and CIS automotive
industry — March 2013
This report outlines our view of the current
state of the Russian automotive industry
and our outlook for the evolution of this
high-growth market in the coming years.
We remain positive about the long-term
prospects of the Russian automotive industry
and believe that the next few years will bring
editional significant investment, particularly
in the supplier sector.

Ernst & Young’s Rapid-Growth Markets Forecast April 2013
Rapid-growth markets, the dominant force
in global trade.
In the April edition of our quarterly economic
forecast, you will find out how growing trade
between rapid-growth markets (RGMs) over
the coming decade will create a wide range
of new opportunities for them and advanced
economies. You will also discover how reliance
on commodity revenues in Latin America
brings opportunities as well as challenges.

Ernst & Young's 2013 European attractiveness survey
The year 2012 was another difficult one for
Europe. Business leaders struggled to protect
their bottom line in a stagnant economy.
However, perhaps counter to expectations,
this year’s European attractiveness survey
shows that tough times have not totally
destroyed investors’ faith in the continent.
In 2012, 37% of business leaders interviewed
ranked Western Europe as the second-most
attractive FDI destination in the world.
Some 3,797 FDI projects were announced
(-2.8% compared to 2011), creating 170,434 jobs (+8%). Find
out more in the 12th edition of our 2013 European attractiveness
survey “Coping with the crisis, the European way,” which measures
the reality of FDI in terms of projects initiated and jobs created and
reveals the perceptions of more than 800 decision-makers.

Hitting the sweet spot: the growth of the middle class
in emerging markets
By 2030, the middle class is expected to
expand by another three billion people,
coming almost exclusively from the emerging
world. This growth, in the context of a
constantly changing world, is examined in our
new report, which looks into the anticipated
radical shifts in the global distribution of
wealth and the economic as well as political
balance of power.
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Ernst & Young is a global leader in assurance, tax, transaction and
advisory services. Worldwide, our 167,000 people are united by
our shared values and an unwavering commitment to quality. We
make a difference by helping our people, our clients and our wider
communities achieve their potential.
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Growing Beyond
In these challenging economic times,
opportunities still exist for growth.
In Growing Beyond, we’re exploring
how companies can best exploit
these opportunities — by expanding
into new markets, finding new
ways to innovate and taking new
approaches to talent. You’ll gain
practical insights into what you
need to do to grow.
Join the debate at www.ey.com/
growingbeyond.
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Tel: + 7 495 641 2968
Email: aleksey.rybnikov@ru.ey.com

