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GLOBALIZATION OF THE WORLD ECONOMY

AND RUSSIA’S PLACE IN IT

Prof. V. Perskaya, Doctor of Science (Economics)

Introduction.

Processes developing in the world economy between the end of the 20th and beginning of the 21st century (in the real sector, communications, trade, flow of direct or portfolio investments as well as in the world financial system) determine the transformation of the world economic system into an integrated organism – the world economy with a capacity for self-development, self-reproduction and sustainability. The world economic space is developing into a common business area when geographic location of productive forces, sectoral structure of investments, output or sales represent not only a certain level of internationalization of reproduction process but its more advanced phase – globalization. And international economic agents implementing all forms of international interaction and taking a realistic view of the economic situation must not only take into consideration specific character of the world economy development but also enjoy benefits offered by globalization. Particular attention is to be paid to cyclic character of the world economic development, which in the age of globalization is increasingly governing cycles of national economies’ growth, especially those of industrially advanced or new industrialized countries (high openness, developed stock market, dependence on economy foreign-trade component). 

Integrity of the world economy existence and advancement implies cooperation on a fairly sustainable level. It is based on international and national (in the framework of nation-states) production of material and spiritual values, their distribution and consumption. In other words, in the context of globalization, the world economy is based on increasing interdependence and complementarity of individual national economies. 

The extent of such interdependence is determined by the development of barter transactions, including sectors of services and trade in intellectual property rights, free migration of labor resources, including highly intellectual manpower, free floating of capital, speedup of communication between national economies and economic agents (subject to interaction transparency) as well as establishment of a uniform legal framework of state and interstate regulation. A common objective of the world economy as a system is a consistent long-term development aimed at satisfying human needs implemented on the level of each nation-state. International public or private law regulating economic and political relations between nation-states, economic clusters, legal entities, and private individuals set the basis for the establishment of legal environment. Compliance with convention-based or conventional rules is ensured by both nation-states and collective forms of control over international law observance usually represented by a various international organizations. Those rules are clarified and revised in line with current needs of the world economy development. 

       Modern world economy is a result of evolution, whose outcomes may be summarized as follows:

a. The world economy has become monotype in the wake of disintegration of the socialist system (state functioning on the basis of a market model of economic activities, with predominant private ownership of capital goods).

b. The economic progress is guided and assessed not only by indicators of level, structure or dynamic development of production and consumption but rather by the participation rate of a country in the international division of labor and resources available. Thus, index of competitiveness of the national production turns an essential element.

c. Economic relations are built solely on principles of partners’ economic interests in interaction and realization of these interests. 

d.  The significance of integration impact is growing to ensure the highest economic effect, whereupon a tendency to a voluntary transfer of a portion of regulatory functions of one nation-state to interstate (in exceptional cases, supranational) dimension. 

e.   In contemporary international economic relations, the role of contradictions as the mainspring of the world economy progressive development is somewhat changing: cold war gives place to a tough struggle for sales markets among essential world economy centers, among oligopolies or TNCs in the framework of the world economy based on a large-scale internationalization of reproduction process in general.  

Therefore, the world economy has become quite uniform in terms of methods of economic activities. It has set conditions for transformation of the world economy into a qualitatively new state – globalization phase of development.  

Development of globalization processes in the world economy has a transformational impact on international economic relations (Box 1), forms of their implementation and regulation of the world economic system development. 

Globalization Process and New Tasks of World Economy.

Globalization is an objective (regardless of will or wish of world economy agents) process developing in time and space, which one can study empirically from many angles and in many spheres. Globalization not only characterizes manifestation of external interrelationship of the development of nations and peoples, enhancement of international regionalization process (implying both strengthening of interaction and regional cooperation in all spheres of human life and increasing significance of individual regions of the world in terms of putting in place diverse forms of cultural, social, economic, ecological or any other partnership), but also sets real conditions aimed first of all at developing economic interaction. New factors in globalization process include both transnationalization of borders for goods or services transactions or in case of labor migration and emergence of a global ecological awareness of danger related to continuation of arms race, production of technologies or weapons of mass destruction, impoverishment of natural environment and depletion of natural resources as well as appearance of new spheres of interstate regulation for the sake of assuring future of the mankind. A new phenomenon is transcirculation of technological cultures of reproduction process on the basis of intensified internationalization of the latter, growth in number and power of so-called new “transnational actors”: economic agents, various institutes or partnership agreements. Finally, increase in economic concentration that withstands international competition transcending national borders, which, in its turn, assumes a more complicated character is also a new phenomenon. At the same time, the above-mentioned distinctions of globalization as a process encompassing all spheres of human life indicate the sphere of international responsibility for the mankind security in a quite different way, imposing a different perception of the role and place of the whole arsenal of political, diplomatic, and economic measures of interaction among states and nations in the process of regulation of international relations. Therefore, globalization process is objective, and its roots lie in dialectics of the development of human society, with dominant economic component. Internationalization of reproduction process as a whole makes the basis for world economy globalization (Box 2). Globalization has nothing in common with imperial politics whose distinctive feature is coercive methods of implementation (military or terrorist actions, annexation of territories, etc.). Economic expansion as the mainspring of internationalization process acts as just a tool for involving into economic life. Globalization embodies trends that over centuries have regulated development of the world economic system based on commodity production, whose immanent qualities include: free demand and supply, freedom and democratization of business development process, competition of commodity producers bringing about economic inequality and social injustice. 

 Present-day stage of globalization is based on a voluntary acceptance by all countries of an arising system of organization of commodity production, but at the same time it shows inability of a number of states to build their societies on democratic principles and establish an efficient economic system. Welfare gap between the “Rich North” and “Poor South”, unevenness of territorial development are of the same nature as inequality in the property status in general, and this nature is not associated with globalization. Globalization requires transformation of nation-states’ functions to make them efficient states, which in the event of cost optimization (in terms of minimization) are able to ensure sustained economic growth, full realization of specific potential of each individual, ensure protection and restoration of nation’s ecological environment, tackling at the same time tasks related to elimination of disparities in territorial development and integrity, and territorial unity. A nation-state is capable to perform functions related to ensuring efficient and humane functioning of any society or any economy. It is its role to identify an optimum correlation of all forms of ownership relying on both established national and ethnic traditions and defining a short- and medium-term development strategy. 

Globalization implies change of the world economic development paradigms: from arms race and confrontation of the two socio-economic systems during the cold-war period to the shaping of a multi-polar international community whose priorities include: 

 sustainable dynamic development aimed at a gradual reduction of peoples’ differentiation in terms of property status, assurance of wider access to knowledge and information space, adjustment of territorial development levels and elimination of disparities in economic confrontation “Rich North and Poor South”;  

  creation of opportunities for the full realization of specific potential of individuals in each country on the basis of democratization of the life of society but with due regard for national and historic heritage and nations’ cultural and religious mentality; 

      assurance of restoration and maintenance of ecological environment as basic factor for human survival on the planet;   

   inadmissibility of appearance and prevention of any exercise of politics leading to conflicts with utilization of military technologies and means of war, including terrorism as a method to combat dissent or impose religious fanaticism. 
Transformations in the World Economy.

· Priority growth rates of manufacturing industry. Only in the period between 1956 and 2000, the world manufacturing output has grown by 8.2 times, mining industries by 3.4 times, and agriculture threefold. This dynamic development made an impact on reproduction process pattern in terms of, firstly, boosting a tendency towards vertical and horizontal diversification, raising levels of specialization and cooperation, changing structure of the international division of labor – in production sharing, thus gradually ousting inter-industry trade and replacing it by intra-industrial one – through increasing the level of internationalization of reproduction process as a whole and involving in it practically all countries of the world by enhancing interdependence of national economies. 

· Substantial improvement of international transport infrastructure for account of developing new generations of aviation, road, water or railway transports as well as buildup of international pipeline network. Carriage of freight and passengers have not only accelerated but also became substantially cheaper. So, in 1930, an average cost of one man/mile of air carriage amounted to 68 cents; in 1950 it was 30 cents and in 1990 – 11 cents (in terms of dollar rate in 1990). Between 1920 and 1980, actual cost of sea transportation has decreased by about three-fourth due to containerization while total merchant marine tonnage increased by over 6.4 times in the period between 1950 and 1999. All this shows speedup of communicability among countries, “rapprochement in space” of national economies. 

· Information revolution resulting in radical changes in telecommunications. Growth of the Internet “worldwide web” is based on cheaper prices for electronics and reduction in cost of information provider services. The price of a personal computer and its peripheral equipment went down by 1869 times between 1960 and 2000
.  According to expert judgement, amount of information through the Internet is doubling every 100 days and increases by about 7 times throughout a year.
  Due to the functioning of sophisticated telecommunication and information technologies, including broadcast Earth satellites, a global “cyberspace” has been actually set up that is characterized by information flows rapidly and easily transcending obstacles and state borders. These are information technologies that in our days act as one of accelerators of the world economy globalization process, but at the same time substantially exacerbating competitive confrontation of technical-and-economic potentials of world economy agents (Box 3). 

· Rapid development of transnational corporations and transnational banks - world economy agents - has not only intensified international flows of commodities, services, intellectual property rights but also determined their new qualitative content - expansion of intra-corporate exchange. According to experts judgement, it varies between 35 and 45 percent of the total TNC-produced aggregate product
. The economy of the countries both capital exporters and investment recipients (mainly direct investments) becomes more deeply integrated in the world economy whereas national reproduction process more internationalized (Box 4). Specific national interests of each state have priority in regulation of the economy. TNC-related lobbying of interests in the industrially developed countries are confronted with resolute opposition of trade unions, various non-government organizations or associations. Transnationalization of the economy as a stage of future common global economy has not yet come into existence. TNCs and TNBs only facilitate and intensify the process of internationalization of reproduction in the framework of the world economy through its vertical and horizontal diversification. 

· Worldwide circulation of new production or management technologies consistent with new productive and technological standards of organization of production implemented mainly on TNS basis. Factors of price or non-price competition
 determine expedience of transfer of either one phase or the entire production cycle to those countries where costs and transaction costs are lower but qualification skills of manpower potential make it possible to use transferred technologies and assure relevant standard of production. The recipient countries, in their turn, on the basis of progressive development of economic activities of their national economic agents, also transfer productions that have already become theirs across national borders. Therefore, the world sees a consistent circulation of more advanced technologies replacing old ones. Transfer of technologies is being implemented also through extension of patent-and-license-related trade
, direct foreign investments and also on the basis of development of international strategic alliances
. In case of creating alliances where most principal stakeholders are TNCs the primary objective is either new generation of output or reduction of production costs related to high-technology products for account of inter-firm production cooperation. General Electric (USA) or Toshiba (Japan) may be examples of producing new generation gas turbines; Daimler-Benz (FRG) or Nissan-Motor (Japan) of cooperation in automobile production, etc. The characteristic feature is that to the extent of scientific and technological capacity building in new industrialized countries, their companies will get involved in strategic alliances system. For instance, in computer technologies, a research-and-technical cooperation that united American firms Sun, IBM and South-Korean Samsung in a strategic alliance developed extensively. As a result, we witness a kind of enhancement of interdependence in terms of scientific and technological advancement in the framework of global economy, and global economic space becomes more technologically interrelated. 

· Qualitative changes in the development of the international loan market are determined by, firstly, expansion of foreign trade activities of TNCs and other world market participants, secondly, by a growing need to accelerate credit resources turnover and facilitate access thereto in any point of the world economy. 

 It is these factors that have determined supranational capital markets on the basis of offshore zones, for example, market in Euro currencies (foreign currencies vis-a-vis the country where a bank is located). Between 1964 and mid-1990s, the Euro currencies market size increased from $20 billion to $6 trillion; currently, worldwide daily foreign exchange transactions turnover amounts to about $1,5 trillion, which exceeds nearly 10 times volumes required for servicing the world turnover of commodities and aggregate foreign exchange reserves of all countries in the world. All this has substantially enhanced the process of international linkage of loan capital: for instance, in 1971, foreign assets of national banks all over the world as deposits amounted to $208 billion, in 1990 to $6,791 billion, in 1995 already to $8 trillion. The Euro currencies market encourages increase in trans-border transactions volume as the pace of converting growth rate of transnationalization of financial system is higher that that of the international reproduction process since its internationalization requires that the world financial system become more flexible and mobile. However, none of the countries declines responsibility or will to exercise control over correctness of financial operations, transparency of financial flows, and maintaining stability of the world financial system functioning (Box 5).

· Data related to involvement of national economies into world-wide economic relations makes out the case for progressive internationalization of reproduction process in the world economy. Relation between foreign trade turnover and GDP serves as such general indicator, and foreign trade turnover may include export or import of services or may not. Therefore, certainly taking into account faster growth of services in the present-day world economy, their correlation with GDP seems also necessary. So, the share of world-wide foreign trade turnover rose from 16 percent in 1950 to 37 percent in 2000, and if we further add up export and import of services, the level of involvement accounted for 44 percent in 2000. It is proved empirically that open export-oriented national economies are advancing substantially faster than those basing their foreign economic policy on autarchy, on a self-contained home market. The above-mentioned data on transformational shifts in the development in globalization period also shows deliberate implementation of the policy of progressive liberalization by nation-states (removal of unreasonable barriers on the way of factors of production movement) subject to promotion of transparency of economic activity and assurance of predictability of ways of development. 

Regionalization of the World Economy.

World economy sub-systems include regional and local clusters and groupings that comprise nation-states linked by trade, political, social, and cultural contacts. Regionalization of integration-based cooperation means introduction of a variety of cooperation forms and polishing of regulation tools that are more adaptable to ethnos mentality, its social and psychological determinants and traditions. And then in such local clusters, the process of coordination of interests and approaches to addressing issues, firstly, takes much less time, and secondly, may be more focused on needs of a specific nation-state or people.  

If in the last century the establishment of Organizations, Unions or Associations in different countries and regions was geared toward comprehensive involvement of an increasing number of member-states to enhance significance of their decisions for the international community (so-called political weight), regionalization based on economic pre-conditions allows working out decisions meeting interests of member-countries, simplifies the process of economic space liberalization without detriment to national economies and without impeding implementation of national programs for social and economic development. At the same time, within such regional integrated groups, “screens” for increasing their influence owing to the involvement of other adjoining countries to consolidate political influence in the region are to be put in place. One should also have in mind that the process of regional integration relies on economic potential of the leader-state having de facto influence on the economy of the countries from its territorial setting. One can identify two groups of the so-called leaders – of the first and second order. Regional leaders of the first order include countries making a dominating influence on the economic situation in an individual region. They may be territorially located in the very center of a potential regional cluster or adjoined only by some part of the border. Leader of the second order is, on the one hand, a state closely connected with the leader of the world order
 but making a substantial impact of regional cluster economy (both institutionally formalized or without any fixed contractual basis) but always located within a given area. Usually, the impact made by the state on other countries is assessed by the extent of expansion of its foreign economic policy, which finds its most representative expression in terms of: 

· impact on size, dynamic behavior, industry-based structure of foreign investments, investments received by a recipient country;

· influence on size and structure of import of commodities, services or intellectual property rights of the countries that are objects of expansionist efforts; attempts or effective actions in terms of regulation of export flows from the countries that are subject to the impact of the regional leader; 

· involvement in forming volumes of external debts of countries recipient of foreign investments and impact on national currency exchange rate. 

Regional leadership is, on the one hand, an attempt of a leader-state to make a growing impact on the economies of the countries in its regional area, on the other, emergence of deep interrelationships and interdependence between the economy of a leader-state and that of regional countries rooted directly in a reproduction process internationalized within this region, which actually determining impossibility and inexpedience of development without mutual interaction (Box 6). 

Globalization based on a growing internationalization of a reproduction cycle in general facilitates a more explicit manifestation of tendencies to enhancing the role of regionalization in the world-wide economic relations.   Firstly, it means diversification of import flows, prevention of predomination of commodities, services or intellectual property rights of any one country therein. US share in Japan imports is going down from 25 to 19 percent, in Portugal from 11 to 4,5 percent, in Spain from 13 to 8 percent; share of Japan in Germany has fallen from 8,5 to 5,5 percent, in France by about 2-3 percent, in Pakistan from 16 to 9 percent. Secondly, it means a tendency towards domination of trade among other economic expansion tools. If the share of interaction in foreign trade, including that on the basis of development of TNC inter-firm trade or their logistic alliances, is declining, then this niche is immediately occupied by a partner that is closer located and more competitive in this region or market. It is clearly manifesting itself in the European Union where US share is declining while quotas of Germany, France and Italy are growing respectively. In South America the impact of Germany, Japan and Italy is diminishing, and in the Persian Gulf zone positions of Germany, Japan and Great Britain are becoming weaker. In Africa economic “presence” of France, USA, Great Britain and Japan is also being reduced, that currently is made up by African countries. Thirdly, it means expansion and deepening of foreign trade interaction within the region, with a growing role of a regional leader of the second order. For instance, in South America the role of Brazil was progressively growing: its share in Argentina imports rose from 14,5 to 20,5 percent while share of Argentina in Brazilian imports increased from 5 to 11 percent. The share of Chilean imports from Argentina also grew from 4 to 9,5 percent
.

Thus, setting up of regional groups, unions or clusters (where sovereign nation-states located in proximity act as agents) free of political or economic dogmas or ideological bias and pursuing an objective to ensure a sustainable development, maintain ecological environment and provide opportunities for realization of abilities of every individual on the basis of creating conditions for efficient state functioning and mutually beneficial inter-state partnership is the future of the world economy advancement. On the basis of regional integration relations development and with institutional support, a multi-polar international economic space is being shaped where each pole is a group of countries tackling similar economic problems on the basis of enhancing interdependence and complementarity of national economies. 

Transformation of the Russian Economy.

Introduction.
The Russian Federation has been and is an integral part of the world economy that entered a globalization phase. Prior to 1991, the world economy was polarized into two social and economic camps whose proclaimed development goals were said to be formally concurrent but actually had different-trend vectors. Respectively, objectives, means and methods were subjected primarily to ideological priorities and “proving” which of the poles has more military and industrial power to implement its imperatives in the world economy. The period between 1991 and 1998 was the period of crisis in the social development of the country, including the economy. However, effective cardinal social transformation is impossible without most profound changes that do not always have a positive character for society. This period was marked by the decline in labor productivity, twofold decrease of GDP, drop of investments in the real sector by five times, and dramatic growth of external and internal debt and destabilization of legal framework of economic activities, since it had to be changed in principle in comparison with the Soviet period. Some sectors of economy saw technological degradation, and previous not very high competitiveness of the Russian manufacturing complex (including machine-and-technical products) decreased significantly. Deregulation of the foreign trade sector  accompanied by lack of institutional and personnel readiness to liberalization process has led to increase in criminalization of foreign trade transactions, and Russia could retain only raw material segments of the world market, primarily those based on hydrocarbons. 

The period between 1999 and 2004 is characterized by growth of tendencies to revival of the economy on the basis of economic relations system that was in principle different from the old one. However, crisis consequences have not been overcome yet: in 2003, GDP volume accounts for 79 against 1990, investments for 32 percent, real income of the population for 66 percent (against 1991), average annual inflation rate remains at the level of 10 to 12 percent. It should be taken into consideration that the revival was reached due to: the increase in world oil and oil product prices, fall of the exchange rate of ruble against dollar in 2002 by 5,3 times against 1997, which fostered growth of export volume and value; expansion of domestic demand in the wake of wage increase against inflation. Increase in the exchange rate of ruble against principal world currencies has resulted in the rise of technological import of equipment required for accelerating restructuring of the competitive real sector (in the period between 2000 and 2002 imports grew by 53 percent against export growth by 41 percent). However, outflow of capital abroad and a low share of high-technology products in exports – within the limit of only 0,3 percent) remain. 

Russian Economic Potential: Natural Resources, Human Resources, Technology and Innovations. Rethinking Role of State for Sustainable Development and Competitiveness

The aggregate capital of the country, or its national wealth, is considered as a combination of three components determined in terms of value: man-reproduced wealth, stocks of all kinds of natural resources, and human capital. 

           Competitiveness of commodities and services produced by Russian enterprises is a basic criterion of effective restructuring of the country’s economic complex, change of priorities and extension of zones of influence of the Russian economy in the global economy.  

According to ratings of competitiveness by the World Economic Forum, Russia outstrips India and China in per-capita GDP production but falls behind them in terms of an innovation capacity index and innovation policy effectiveness. China is also characterized by a technological development tendency. An undeniable advantage of Russia is availability of highly skilled scientific work force whose development in other countries needs many decades and high investments. In Russia, a kind of successful ventures in R & D for the future. It concerns first of all the sphere of space technologies and satellite construction (spaceship complex Energiya, Chrunichev State Scientific and Production Space Center, Scientific and Production Association Energomash, etc.). Russia has a positive trade balance with the USA in the field of atomic energy though commodity turnover itself is not significant - $400 million. The available research-and-technological potential in Russia remains quite important, but its progressive growth is hampered by a number of institutional factors: low priority of science and education in state policy objectives, decrease of social status of scholars and engineers, existence of a shadow sector and corruption of the state apparatus. Special attention is to be paid to development of legal framework securing consumer’s interests, producer’s rights, and protection of innovative products copyright (see Annex 1). It is expected that from 2003, consequences of scientific organizations’ network restructuring would have their effect, which would enhance  tendencies towards reduction in the number of personnel engaged in research and development and may come to 860,600 workers in 2006 (by two percent less in comparison with 2002). This reduction of scientific personnel would not affect its principal component – researchers. At the same time, an adverse age structure of qualified personnel would remain. In 2004, an average age of a Russian scientist is 52 years, candidate of science 54 years, doctors of science 61 year. In 2003, federal budget allocations for civilian scientific research and development amounted to RUR 40.2 billion (in 2002, RUR 30 billion), according to forecasts, in 2006, it would rise to RUR 43.4 – 44.5 billion (in 2001 prices). According to estimates, in 2002, total amount of domestic costs for scientific research and development amounted to RUR 142.6 billion. By 2006, it will rise by 1.7-1.8 times and will account for RUR 214.5-221.4 billion.
By 2006, at the expense of budget fund, the amount of costs will increase by 63-64 percent as compared with 2002 level and will rise to RUR 111.5 – 111.9 billion (in 2001 prices), exceeding 50 percent of the total volume of internal research-and-development costs. By appraisal, in 2002, there were 4,010 organizations engaged in scientific research and development work, 2,860 (71.3 percent) of them are state-owned. It is assumed that by 2006 their number would go down to 3,880-3,950 (by 1.5-3.2 percent against 2002 level).  
The Russian foreign trade is characterized by a negative balance in terms of machine-and-technical products. It is equal to approximately four-fold excess of imports over exports. Reasons are the same as in the Soviet period: low technological level, high cost value, non-conformity to design or ecological requirements and safety standards. In addition, Russian practice of noncompliance with contractual obligations and inadequate equipment of its work force for implementing export expansion towards world commodity or service markets plays its negative role. Competitiveness of the Russian defense-industrial complex is significant, since 1999, the investment level in research and development there has been stepped up. However, in virtue of backlog in microelectronics, defense-industrial complex (DIC) exportability depends on imports of software systems and equipment for automation of design engineers operations. Therefore, raising DIC competitive capacity will foster concentration of production and design in major international-size concerns, which is considerably encouraged by liberalization as a tool of global economic interaction. Development of a new information and information-based economy defining competitive advantages of countries in the future determines a necessity for Russia to participate in this process, both through implementation of microelectronics in the reproduction process and directly in output products. 

The accumulated human capital determines society’s ability to a qualitatively new stage of development and thus its characteristics include the level of education, quality of life, life expectancy, working lifetime, and ability of self-reproduction on a qualitatively new level. According to the Ministry of Economic Development and Trade, Russia would see continuation of the process of depopulation (in 2002, 143,5 million, in 2001 140.7 million people, or 98 percent), whose replacement rate may be ensured, on the one hand, by substantial improvement of quality of life and higher birth-rate, and, on the other, by inflow of foreign work force, including that from CIS countries. According to the UN System of Ecological and Economic Records (2000), and taking into consideration World Bank recommendations on “human investment” assessment, Russian human and natural capital is higher than that of G-7 countries
, but in terms of the size of accumulated wealth, Russia ranks second after the USA. The assessment of the Russian natural wealth shows that forests and land, including farmlands, account for its one-third, and mineral resources for two-thirds. However, expert evaluations differ; so, according to the administrative level (ministries, departments), the natural capital is sevenfold as much as the accumulated tangible wealth while independent specialists scientists say it is higher by 50 times. Therefore, in present-day Russia, many specialists identify two principal components of a competitive reproducible capital, or source of growth, i.e. cheap skilled labor and more rational use of natural wealth, increasing their benefits for society as a whole. In the United Arab Emirates average budget receipts from oil exports amount to 90 percent of companies’ profits, in Norway 80 percent while in Russia no more than 50 percent. Experts see the reason in cunning maneuvers of oil oligarchs and imperfections in the tax system. According to the World Bank data, Russia annually loses nearly three percent of e GDP in the form of unpaid taxes. Inefficiency of present-day concept of mineral raw materials is connected with, firstly, consequences of autarchy of the Soviet economy development when exports included what required the least cash expenditures and orientation to crude oil deliveries, minimizing costs of geological exploration, and more complete exploitation of oil wells; and, secondly, with dominant mineral raw component in Russian exports increasing its dependence on external market conditions and thus making it more vulnerable in terms of economic stability. Currently, practically all countries recognize that natural resources is a part of their national economy, therefore introduction of natural rent is a step forward towards redistribution by budget of a portion of received revenues for ecological purposes and elimination of inequalities in the development of territories, support of the most vulnerable segments of population. But to provide a qualitative approach to this task, an efficient state capable to meet these challenges through ensuring an adequate level of transparency and barriers to corruption.
The ongoing administrative reform pursues the objective to create the foundations of an efficient state capable to ensure solution of the issues of sustainable growth, elimination of inequalities in living standards and territorial development, ecological stability and reproduction of man’s ecological environment as well as the fullest development of each person’s potential on the basis of democratization of social life and equal access of all members of the public to knowledge, qualitative public services, etc. Reduction in a number of authorities, a more clear-cut elaboration of their objectives and implementation mechanisms as well as grading of their competencies in terms of more clearly specified functions both fee-based and free were first steps in this direction. The above-mentioned actions are to make barriers to expansion of corruption in the state apparatus for account of performing fee-based functions by specialized agencies, on the one hand, and enhancement of personal responsibility of first persons for their timely execution of assigned tasks. An important task in foreign economic policy is to create conditions for a sustainable growth of the national economy by increasing the level of economy openness and its international competitiveness. Implementation of national policy in this area is based on statutory measures related to state regulation of foreign trade activities, including support of Russian producers and exporters through creating conditions for non-discriminatory access of commodities to external markets, protection of home market and domestic commodity producers applying rules generally accepted in the world practice. 

Strategy for Russia’s Economic Development – Focus on Modernization and Innovations.

The development of an “innovative breakthrough strategy” presupposes creation of a complex of conditions capable to ensure Russia’s leaving the basically mineral and raw material-oriented segment, though relevant government assessments persist in keeping it (Box 7).Primary resource orientation is an inertia paradigm of the foreign trade development from the Soviet period, it is non-use of forecasting and indicative planning as tools for development of competitive lines and establishment by Russian producers of export expansion potential of products with high value added share.
 In the world trade demand in engineering markets is characterized by a considerable increase in volume of science-intensive commodities or services. Improvement of competitive capacity and technological novelty of products which would allow to increase exports of machines, equipment and transportation facilities from Russia into the far abroad countries (will increase by 20-33 percent by 2006 against 2002) is a crucial factor in engineering enterprise functioning. However, orientation has traditions, i.e. deliveries of commodities and services are intended for earlier used markets, notably power equipment, cars and trucks, metal-cutting machine tools, press-forging plants as well as helicopters and other aerotechnics. Development of the so-called technical cooperation with the developing countries is traditional for Russia, however a fundamentally new aspect in this sphere will be non-financing of exports by the Russian state, including construction of nuclear energy facilities, construction of new or reconstruction of earlier built mining, oil refining, metallurgical enterprises, transportation or water facilities. 

However, the Presidential message and “Basic Principles of Russian Federation Policy in Science and Technology throughout 2010 and in Prospect” (dated February 30, 2002) have fundamentally new development priorities. The task to double GDP over ten years can be solved only on the basis of developing implementation of an innovative and technological break-through strategy. Its essence is a maximum support of the development of new knowledge, inventions and their protection. Therefore, selectivity of scientific and technological policy is characterized by advanced financing of priority fundamental and applied R &D determining prospective competitiveness of Russian producers in the world market and allowing to establish new niches in commodities or services markets. Investments, particularly those provided on the basis of competition and at the expense of regional and federal budgets, need to be subject solely to innovation-driven principle of project selection, including infrastructure. In globalization environment, innovative and technological break-through is guided by integrated ties, primarily regional integration. Its tools include both direct deliveries of commodities and services on the basis of cooperation and specialization of technologically closed new product cycles, trade in patents, licenses and technologies prior to the development of common innovation strategy of the CIS countries, Euro-Asian Economic Cooperation, Common Economic Space, etc. as well as application of state regulation instruments to promote, with participation of Russian investments, TNCs or strategic alliances operating in innovative production. Also characteristic is the fact that the development and implementation of the proposed strategy may be possible only on the basis of partnership of the state, entrepreneurial corps and society. Through economic and administrative regulators the state ensures the development, forecasting and implementation of this strategy. The main thing is that the country sees formation of business climate encouraging entrepreneurs to develop and implement innovations and thus considerably improve their internal and external competitiveness. And human resources will take an active part in innovative process uniting in grass-roots or non-government organizations, including with the assistance of free mass media. Currently, implementation of the proposed strategy should not exclude from the sphere of efficient state those segments of Russian economy whose development may provide increased growth rate of the economy in the short-term prospect: 

· consumer market, primarily, food, medicines, light industry products (consumer goods industry);

· investment engineering;

· energy consumption, particularly production of technologies and equipment for energy saving;

· as for traditional export commodities, it is essential to increase deep processing of raw materials, fossil fuel and extend range of products produced thereof, which would contribute to establishing state budget revenues.   

Russia and Regional Cooperation.

The extension of regional integrated ties in Russia is associated first of all with the former Soviet territories, including Baltic countries that now are EU members. EU membership does not prevent from involvement in other economic structures in conformity with national economic policy priorities. According to the Ministry of Economic Development and Trade forecasts for 2004-2006, growth rates of trade turnover with the CIS countries is predicted between 98.8 and 104.3 percent, including exports 99-104.6 percent, imports 98.6-104.3 percent. .

In the period up to 2006, efforts aimed at creating, jointly with CIS countries, favorable conditions for business and banking activities in each other’s territories will continue, including those related to: 

 participation in privatization or incorporation process, elimination of barriers and restrictions in mutual trade,

 development of a mechanism for attracting services of national insurance companies to ensure exporters’ foreign economic activities,

 information support of economic agents’ foreign economic activities, etc.

It is also essential to work out common rules to protect states’ national interests if some of them exercise unfair competition and to provide coordination of activities aimed at the accession of Russia and CIS states (not WTO members) to the WTO and appropriate harmonization of national legislation in this context. 

In 2004-2006, development of an effective mechanism of control over commodity movement across customs borders of CIS member states is envisaged meaning assurance of implementation of agreements reached with those countries on switchover to indirect tax collection based on the principle of “country of destination”. 

Practice of development and implementation of investment projects or programs on development of mineral raw resources, especially hydrocarbons, advancement of power systems or other areas across CIS territories on which largely depends Russian economy functioning is an important part of a break-through strategy for regional integration in the global economy. 

Interaction in production-and-technology area will be geared towards advancement of cooperation in key industries: fuel and energy complex, metallurgy, engineering, and food industries. Special attention will be devoted to enlarging cooperation aimed at ensuring reliability of functioning of operative fuel and energy, railway, water or other transportation communications going across the territory of Russia and CIS states to third countries and construction of new ones. 

Factor of stability of power resources market, particularly in Russia, is maintenance of mutually beneficial production ties in the sphere of common oil refining at refineries in Ukraine and Belarus, electricity production by electric power stations in Ukraine, Belarus, Kazakhstan, Moldova, and CIS Transcaucasian region to satisfy their own needs and restore transit to the far abroad countries.

According to the Ministry of Economic Development and Trade, by 2006 Russia is likely to see the expansion of exports of oil (by 19-22 percent against 2002), oil products (by 11-27 percent), coal (by 13 percent), with maintaining roughly the same level of natural gas deliveries to the CIS countries. As for the Russian import from these countries, by 2006, increase in natural gas is forecast which is determined by a large-scale involvement of gas produced in the (CIS) Central Asian countries (Turkmenistan, Uzbekistan and Kazakhstan) into the Russian fuel and energy balance. 

Russian metal products would continue to maintain their active participation in CIS markets. Growth in international demand for rolled stock is to encourage not only increase in total exports of these products to the CIS countries but also improvement of its export structure towards more expensive hi-tech products (plates and sheets, coated sheets, electrical sheet-steel, etc.). In imports from CIS countries, deliveries of raw materials for metal works in Russia (ferrous and non-ferrous ores, ferroalloys, rare-earth elements, or other products) will make a considerable part.

Gradual improvement of structure and quality of products produced by Russian enterprises of the engineering complex is to lead to a significant growth of machines and equipment deliveries to the CIS countries.  

Cooperation in the framework of Eurasian Economic Community (EAEC) must also become more dynamic. It is expected to complete arrangement of a common customs territory with a common commodity (services) market and establish on this basis a common economic space characterized by an agreed implementation of economic transformations based on single-type principles of economic activities. Efforts aimed at establishing a common economic space will be continued, jointly with main Russian EAEC partners – Belarus and Kazakhstan, whose creation was stipulated in common with Ukraine in the respective Statement of heads of these states signed on February 23, 2003. Cooperation with Belarus is oriented towards implementation of the Agreement on Union State and Program of Actions for its Implementation. It is essential to have a package of measures for rapprochement of economic reforms carried out in both states, completion of unification of economic legislation, particularly in the field of tariff and non-tariff regulation, development of specified methods of state regulation of the economy. 

Summing-up the aforesaid, we can note that Russia has a high aggregate potential for regain an appropriate place in the world economy, including on the basis of establishing regional integration interaction. But we need to enhance this potential to make it de facto stable «pole» of world economic development and contribute to solution of world economy tasks transformed in the context of globalization. 

Box 1.

The 20th century, due to specific economic characteristics, is defined as the “golden age” of the world economy as it is characterized by an unprecedented growth of world ties in all forms of international economic relations: trade, export of capital, production cooperation, research and-technological interaction, labor migration. Thus, in 1913, export quota (relation between world exports and the gross world product) was equal to 7.9 percent, and  then export quota of West European countries, USA, Japan, Australia, and New Zealand accounted for 13 percent
. In the period between 1870 and 1913, an average annual growth of foreign investments amounted to 4.2 percent and outpaced growth of the gross world product nearly twofold (2.1 percent) and that of the world trade nearly by one and a half time (3.4 percent)
.Export of capital by the countries that were engaged in it varied within the limits of five percent of GDP, and then in 1913, share of foreign direct investments in 1913 exceeded 13 percent of the aggregate world output.
. In 1990, the total volume of foreign direct investments (in current prices) amounted to $23 billion while in 1914 it rose already to $43 billion
. It is this period that is characterized by exceptionally favorable development of market-based economic activities with a minimum state intervention, financial stability based on a gold standard, and a relative political stability. But then the world economy has not been an integrated organism that had the potential for self-reproduction at the level of productive forces, production relations and certain aspects of superstructural relations inasmuch as its affiliated national economies had certain compatibility at each of the above-mentioned levels. It represented a total combination of national economies of the countries united by international division of labor, trade, reproduction, financial, and scientific and technical relations. Its unity was ensured by a circulation of reproducible product in world and home markets, with intrinsic commodity-money relations and plurality of prices. But it is in the so-called golden age that inconsistency of economic policies of individual national states in the process of international economic cooperation became a significant obstacle to the establishment of common world economy. And though we have shown data related to rapid growth of international commodity turnover in the period under consideration, the beginning of the 20th century was characterized by strengthening of protectionism: if England had no import tariffs, then their level in Germany varied between 12 and 17 percent, in the USA amounted to 16 percent, France and Austria-Hungary 18-24 percent, and in Russia reached 74 percent for certain positions 
, as well as by a sharp growth of imperial claims for so-called new territories and striving for their forcible annexation.

Box 2.

.  

At the root of globalization lies internationalization of a reproduction process in the framework of the world economy, i.e. transfer of the reproduction cycle (  or its separate phases across national borders with the aim to attain optimum costs and maximum profits. At the root of internationalization lies the international division of labor, and the deeper becomes the historical process of the international division of labor, the more obvious and imperative becomes the need for a close interaction of national (country-based) economic complexes, and more inevitable their gradual integration in regional and later in a common world economy. And it is also characteristic that internationalization in itself does not imply any fundamental, revolutionary change of production technology (mode), or technological cycle, it means only transfer across national borders with the aim to either reduce production costs or transactional expenditures, coming closer to raw material sources and/or commodity sales markets, acceleration of providing services of after-sale service or capture of new niches or market segments by company’s historically traditional products. This phenomenon is based on a comparative analysis of production factors value, production costs and sale of commodities  based on international division and cooperation of labor. Differentiation of material production, fragmentation of the technological process of commodity production into separate autonomous operations assumes permanent, sometimes accelerated and largely comprehensive character. Trade is mediating in this process and acts as a “reverse side” of a continuous deepening of the international division of labor. In general, progressive development of internationalization of the reproduction process determines decline of its effect in the context of national-state form of organization  of production. Search initially moves towards establishing regional complexes of individual countries that are close not only territorially but also by the level of their economic and cultural development as well as (and this is very important) by the type of economic activities. This is how we see a continuing integration of economic, social and cultural organisms, their inter-penetration and merging into a more or less integrated regional economic, social and cultural complex in the development of the world economy. According to Y. Shishkov “a new historical phenomenon is emerging: monostate economic and social organisms (national economies) that are gradually transforming into polystate complexes, which remain inter-state in form but are increasingly turning into a unified economic, social and cultural organism in content”
. It is proved by integration groupings and clusters being set up practically in all regions of the world, and economic and political unions are to become logical stages of their growth. According to Y. Shishkov, the development of major regional integration social and economic organisms will bring about logical completion of a thousand-year-long dramatic epoch of a forcible redistribution of natural resources and production output.
 The expansion of such structures would allow to shape a common global system of the world economy. However, we believe that is a very long-term prospect yet since issues of social and economic inequalities both at the level of an individual, regions or territories of national economies and in the framework of the world economy in general remain outstanding. The example of the European Union just shows that in the context of favorable economic development, the integration goes on irreversibly, however, deterioration of the economic situation in Western Europe, admission of ten new states requiring considerable assistance by the European Union states, deep economic disparities in territorial development, all this has postponed not only the establishment of a political union but even the discussion of a common constitution (its adoption was expected in 2003-2204). As for globalization process, it is gaining momentum as internationalization of the reproduction process is increasing, with objective demand for it increasing exactly in the period of crisis or recession situation in the world and national economies of the industrially developed countries (Western Europe, Japan in the first place). Transnational companies (or multinational corporations, as defined by authors of the book Global Transformation
 , dominating the markets of oil, minerals, food or agricultural produce are the most significant agent of the production internationalization process. But in the present-day context, specifically those agents of economic relations prefer contractual relations as forms of economic expansion to markets in other countries (franchising, cooperation, distributive networks, portfolio investments in small and medium-sized business, etc.). In its turn, these preferences accompanied by a high level of development of information-communication technologies facilitating evolvement towards global dimension of commodity and financial markets have involved small and medium-sized enterprises in the internationalization process through establishment of sustainable trans-border interrelations. In a range of industries small and medium-sized business has demonstrated ability to continuous renewing, having established the atmosphere of hypercompetition where TNCs had to turn to defensive tactics
. Competitive advantages in the global economy are connected not only with products or technologies, but also with the rate of implementation of innovations, production systems and product distribution. Acceleration of competitiveness is spurred by the information revolution encouraging the development of trans-border production and distribution networks, with participation of more mobile and managerially flexible small and medium-size business. At the same time, under present-day conditions, there is a certain restrictive factor with regard to the process of progressive advancement of production internationalization – free access to many national types of markets
 regulated by national governments, for which tasks related to nation-state development in the interests of their citizens should be priorities against corporate ones, but it is not always the case in reality. 

Box 3..

Information technologies and creation of a common information space of the world economy facilitate, on the one hand, access to knowledge and education for those far away from the world-wide known universities or other educational centers. For example, world major medical centers currently have on-line connection with periphery clinics both within individual countries and outside national borders. This contributes to increasing quality of medical services provided to the population of remote territories. Owing to using English as Internet language, barriers to communication of peoples speaking different languages are actually eliminated. However, it is informatization of society that has brought about one of the crucial global challenges –de facto inaccessibility of the world web to the population of the developing countries or many those in transition, especially on-line access. For instance, in China, state with a rapidly developing economy whose growth rate outpaces the world average rate and where conditions for a wider application of computer technologies and the so-called cyberspace are being created, there are over 600 million illiterates who, according to UN judgement, are living just a little above low-income poverty threshold (one dollar a day per head). So, certainly how one can discuss permanent access to knowledge and informatization. Though, according to UN experts, the world general poverty level has a tendency towards decline, as far back as 1998 it accounted for 23 percent of the world population (i.e. over one-fifth of the population of the Earth), and the total number of the people living in poverty amounts to nearly 1.2 billion 
. We believe that informatization in the world economy aggravates existing in the world economy disparity in development of individual countries, regions or territories that is determined not by globalization, as many people explain, but rather by the mode itself of gross product reproduction. It is based on the commodity production whose basic principles include free demand and supply, free enterprise and competitiveness – principal mainsprings of development. But it is a present-day competitiveness in the form of mergers or takeovers aimed at rationalization of the production process that leads to bankruptcy of individual producers, loss of jobs, and increase in unemployment rate. And this enhances differentiation in living standards of those who work and those who want to work but have no real opportunity to do so and are ready to become a wage worker. However, it is competitiveness that through rationalization of the production process and raising its efficiency is pressing for exercise by business of a “social function” aimed at elimination of differences in society due to easing pressure on the state and providing a possibility for redistribution of state budget funds towards advancement of its intellectual and spiritual component and development of the so-called “social society”. However, in our view, it is possible only in case of existence of a relevant strategy in the content part of state functions in the present-day environment. Thus, commodity production determines unevenness in development levels, therefore, inequality in the property status that is aggravated by nation-states’ inability to ensure observation and realization of interests of nations and peoples living there, and it brings about a gap in total consumption ascribed by many researchers
 to globalization “flaws”
.

Box 4.

We do not share the view that the economy of the countries involved in the process of capital flow movement (mainly in the form of direct investments) carried out by TNCs become increasingly transnational, and therefore, more dependent on external factors rather than on internal ones
, on exports and imports of commodities, services and intellectual property rights or on capital inflows or outflows. Such kind of conclusion is refuted by reality. For example, the USA throughout 1990s were the main recipient of foreign direct investments; the main proportion of TNC-related mergers or takeovers (the so-called M & A process) was in US companies; 70 percent of consumed product in home market were actually imported, and only 30 percent of it were domestically produced. It indicates a decline in competitive capacity of US-made products. And then there was also a stable tendency towards stabilization of dollar exchange rate to other foreign currencies. The USA even welcomed introduction of Euro into cash-flow cycle which was a EU collective currency, predecessor to the process of political unification of the European Union countries. The year 2002 has become a critical year for the US economy in terms of attraction of foreign investments, the country stepped down to a level lower than China, Asian-Pacific region countries and “new” developing countries of Latin America in terms of dynamic development and actual foreign investments. But such investors’ behavior has only reflected inefficiency of national economic development strategy, lack of specific measures on restructuring group A industries (sectors) (production of capital goods), US economy demilitarization in the post-cold-war environment as well as loss of international competitiveness of US-made products. As one of urgent rescue measures, the USA introduced increased import duties, which was recognized by the WTO wrongful at the end of 2003. The policy of sharp reduction of discount rates that were practically reduced to zero mark h encouraged internal investment activities on the background of a constant growth of the state debt. As a result, at present in America’s home-market consumption imports account for 60% and domestic production 40 percent. Exportability of American commodities in the world market has substantially risen, while (at the expense of dollar exchange rate decline and revaluation of euro and yena) producers in Japan and the European Union engaged in exports to the USA saw its sharp decline. A characteristic feature of the policy in line with national economic interests is the fact that the USA have envisaged tax relief for American companies based in Western Europe exporting their production to the USA, which contributed to aggravation of trade-related contradictions between the USA and the European Union. 

Box 5.

However, one cannot accept the assertion that these transactions are actually excluded from the legal framework of national banking regulation and are not subject to control by state supervising authorities of individual countries. An important role in the system  of trans-border movement of capitals in the wake of the process of transformation of COMECON economic systems, Russia and CIS play transactions related to “dirty” money laundering and transfer of illegal funds to foreign banks.  To enhance control over these transactions, for instance, between the USA and Mexico (including through currency smuggling from the USA, telegraph transfers, use of transit accounts that allow the bank to issue checks abroad on behalf of its subsidiary and then pay them through an account in a correspondent bank in the USA. Checks issued from an account opened by a Mexican bank in a US bank are widely used for registration of laundered capitals in the USA as they are not subject to declaration. Exchange offices opened along the US border are often used for capital laundering as by exchanging currency and making telegraphic transfers they can “dissolve” funds of illegal origin in legal transactions), the Conference of regional countries’ ministers held in December 1996, attended by representatives of 34 countries, indicated important initiatives aimed at combating international money laundering. The participants agreed to undertake the following steps: 

· issue the law on penalties for laundering of capitals whose origin is associated with serious offences;

· develop mechanisms for police action with regard to money laundering transactions;

· revise laws on secrecy of bank deposits to enlarge access of authorized bodies to information concerning accounts of financial organizations;

· develop a program concerning banks’ declaration of any shady or unusual transactions;

· disseminate among participating countries information facilitating investigation of  money laundering transactions;

· arrange direct exchange of financial information among countries;

· create special units for collection and analysis of relevant financial information.

Insomuch,  Switzerland legislation on registration of deposits remains most liberal though recently certain changes are introduced thereto. The Convention on Diligence (Convention de diligence) signed in 1977 and revised in 1992 makes it obligatory for the banks to trace the origin of deposited funds. On pain of criminal punishment banks are to control active deposit accounts and identify their clients. Since August 1994, Swiss banks may inform judicial authorities about suspect clients, not fearing any accusations of disclosing banking secrecy. In 1990, under US pressure Switzerland passed the law on combating money laundering.

Notwithstanding all these measures, Geneva plays for capitals from East-European countries, including Russia, the role of an international financial center that is far more important than Vienna, London or Cyprus. It is Switzerland that was flooded with capitals of very shady origins from 2,000 Russian banks that in 1990 acquired the right to have deposits in foreign banks. Currently, the  Swiss Bank Federal Commission has got the list of nearly 250 disreputable Russian businessmen. In addition, the Commission is conducting rather tough negotiations with the Russian authorities concerning a possibility and conditions of opening representative offices or branches of Russian banks in Switzerland. 

Privately only few Swiss bankers admit that they are dealing with Russian capitals. As one of them said, his bank manages funds of major Russian enterprises that prefer to hold these funds intended for import payments abroad to avoid excessive bureaucratic procedures of currency control and consequences of frequent changes in legislative rules in Russia. According to an anonymous Swiss banker, ultimately these funds will return to Russia though under a “foreign flag”: “in Switzerland, inter-bank rate does not exceed five percent while Russian clients offer 25 percent asking to transfer their capitals to Russia in anonymity”. The Swiss banker recognizes that such transactions are illegal though they do not have a “mafia-like” character. 

Box 6.

	As possible criteria for assessment of a kind of “fairness”, i.e. non- prevalence of ideological or political determinants, of regionalization process may serve:      

1.correaltion of GDP of the states members of a regional group, alliance or cluster. It is characteristic that interaction of member states’ economies would be mutually beneficial and equal only when per capita GDP in each country would not differ more than three-fold
, otherwise regional partnership will be characterized by subordination of weaker economies to a more powerful agent, and in this connection there is nothing much to be said about stability and progressive development in a long-term prospect, lessening of social tension and more equitable distribution of the public benefit. 

2.Convertibility (restricted, in regional framework or in general) of national currency (currencies) and the level of mutual agreement of central banks’ policies, their using of monetary, general economic or administrative regulators to pursue commonly oriented economic policy of regional integration. 

3.Due to intensification of foreign trade activities, the level of complementarity in terms of commodities, services and intellectual property rights within the region, including the share of mutual imports and exports (value of 40 percent is sufficient), as well as the share of industrial, innovative production and commodities of manufacturing industries. The latter indicates the export expansion potential of regional clusters, existence of internal, regional opportunities for self-development, stability and ability to address, for account of consolidation of internal resources and political will, a triune task: dynamism of a sustained development, restoration of ecology and man’s development. For that purpose, for account of appropriate implementation of regional programs for adjustment of territories’ living standards, migration flows should be restricted as they increase national or local budgets burden and have an adverse impact on social stability in society. 

4.Share of exports and imports in GDP of each country and regional cluster as a whole. It shows openness of economies, but, on the other hand, there are threshold values (about 20 to 30 percent for different market segments), whose excess increases dependence of a country or regional cluster on market conditions or world market cyclic character, undermines foundations of national economic security. 

5.Relation between countries’ external debts volume and their GDP volume, export earnings, and relation between state funds geared towards external debt servicing and GDP growth rate. 

.These indicators show countries’ ability to discharge external liabilities by developing national economies without damaging social, economic or socially relevant regional programs, existence of opportunities for improving quality and export structure as well as international competitiveness of both individual countries and a regional cluster as a whole. 

6.Relation between amounts of gold and foreign exchange reserves, budget current revenues, and export earnings and floating debt volume. Excess of value over unity indicates stability of economic development, impossibility of default, favorable progress of investment climate in the region as a whole, expediency of investment into the region by foreign investors, and predictability of development of legal environment and social and economic stability.




Box 7.

As for the volume of Russian oil deliveries, irrespective of expected increasing need for this energy carrier within the country, significant growth in Russian oil exports is forecast by 2006, both according to option I and option II (by 22 to 36 percent against 2002). It will be associated with the need to ensure foreign exchange inflow in the national economy, including for the external state debt servicing and repayment. 

Initial basic conditions for foreign economic activities in short- and medium-term prospect are relatively unfavorable for Russia and may be characterized by the following factors aspects: 

continuing unstable and slack world general economic and market conditions for commodities that in general make a restraining impact on export growth;      

high unit weight of fuel and primary commodities in the structure of Russian exports, which makes its economy particularly sensitive to world market fluctuations;

attainment of limits of export deliveries in a number of industries of initial product processing while exports of finished products are restrained by gradual obsolescence of the material and technical base and actual R & D curtailing;

deterioration of Russia’s competitive positions in some traditional markets, particularly owing to UE enlargement and constraints in other countries;

considerable increase of import physical volumes in the context of sustained expansion of domestic demand and shift towards increase of import commodities share in the consumption structure and an effective ruble appreciation.

In addition, predicted GDP and industrial production increment will lead to expansion in domestic consumption of exporting raw materials or other materials, which given insufficiency of resource and production base will not allow to considerably increase volumes of their exports. 

Increase in prices of energy carriers, tariffs for natural monopolies’ production and services imminent in the context of continuing structural reforms and enhancement of Russian economy external openness will result in growth of production costs and decline in competitiveness of a wide array of commodities, especially manufacturing industry products, if energy-saving policy is not put in place.  

In the period to come, Russian exports to the countries  of “far abroad” would continue to be focused on fuel and energy commodities, chemicals and fertilizers, ferrous and non-ferrous metals, wood-pulp and paper products, and machinery. 

As for the volume of Russian oil deliveries, notwithstanding expected increasing need for this energy carrier within the country, a significant growth of Russian oil exports is forecast by 2006, by 22 to 36 percents against 2002, which will be associated with the need to ensure foreign exchange inflow in the national economy, including for the state external debt servicing and repayment. 

The situation in the world oil products market in general reflects the crude oil market conditions. Export volume of Russian oil products would be affected by importers’ tax policies aimed at constraining imports of high-sulfur oil products as well as acceptance of current EU quality standards by East-European countries.

It is expected that demand for natural gas would grow a bit more rapidly than for oil, and its share in the world demand for energy carriers may increase by 24-25 percent already in the near future. In particular, it is expected that the annual increase in demand in core European countries consuming Russian natural gas would amount to 2-3 percent. Prices are likely to be moderately high, with a lag (of about 4-6 months) against world oil prices. 

No substantial changes are expected in coal export behavior. In 2004-2006, volumes of exports to the far abroad countries may amount to 39-41 million tons. It is explained by both relatively weak competitive positions of Russian exporters (high transportation costs) and domestic market development prospects. Japan and Turkey will keep their leading positions among main importers of Russian coal.  

Within the predictable period, growth of ferrous metals exports to the far abroad countries is expected. Increase in exports would be encouraged by a considerable improvement of competitiveness and quality of metal products due to  measures undertaken by enterprises aimed at improving technical and technological production level. It allows them to successfully compete with leading foreign metallurgic companies in the world markets. In addition, one should take into account actions undertaken recently by the Russian Federation government to protect interests of Russian metal exporter in external markets.   

At the same time it should be borne in mind that external conditions for the sales of Russian metal products in the predictable period would remain quite complicated. A significant decline in demand for steel in the North American market and unstable economic situation in Europe do not allow to look to a considerable increase of sales in these regions. In this context, an increase in volumes of ferrous metals deliveries is forecast to Asian-Pacific countries (especially, to China). 

In the predictable period, the share of non-ferrous metals in the structure of Russian exports will remain high. And increase in exports of non-ferrous metals of deeper processing is expected. 

In the near future, conditions in the world market of chemical products will be affected by numerous factors, including general economic situation in the industrially developed countries. World prices for basic primary materials (oil, oil products, natural gas) will remain the essential price-setting factor in this market. In addition, chemicals market conditions and their price behavior will be affected by an expected increase in production by traditional producers and entrance to the market of new producers from countries of Latin America, Middle East, Central Asia as well as China and India.  

Factors restraining Russian chemical product exports include increase in product cost and decrease in its competitiveness in the wake of rise in prices for natural monopolies’ production and services, wear of basic production assets, and maintaining of export duties on some products.  

Determining conditions for development of exports of wood industry complex products include the world market conditions, state of production stock and quality of products. Increase in demand for wood is likely to be moderate, and market conditions would be subject to seasonal influences.  

Provided market conditions are favorable and export customs duties on deep-processed wood products are reduced to zero values, increase in exports of all types of Russian pulp woods and paper products, save industrial wood, is anticipated.  

Annex 1.

Science and Technology and Innovative Activities

(from the Government Program of Development for 2004-2006)

The primary goal of the government policy in scientific and technological sphere in medium-term prospect is to maintain and develop the scientific potential on the basis of personnel development and improvement of science financing mechanisms.

To attain this medium-term goal, it is contemplated to implement a series of government policy activities in the field of science and technology development: advancement of fundamental science, paramount applied research and development; improvement of state regulation of science and technology advancement; establishment of a national innovation system; enhancement of efficient use of scientific and technological outcomes; integration of science and education; development of international scientific and technological cooperation. 

In the medium-term, further improvement of mechanisms for state regulation of science and technology development is envisaged. 

The development of new approaches to the establishment of the state defense order and civilian designs to satisfy state needs is contemplated.

In the period to 2006, federal target programs “Research and Development in Priority Areas of Science and Technology Development” for 2002-2006; “National Technological Framework” for 2002-2006; “Reform and Development of Defense-Industrial Complex” (2002-2006) will be implemented.  

Together with the implementation of these programs, scientific research and pilot projects will be carried out in the framework of other federal special programs: “World Ocean”, “Nuclear and Radiation Security in Russia” for 2000-2006, “Global Navigation System”, “Energy-Efficient Economy” for 2002-2005 and further to 2010, “Electronic Russia” (2002-2010), “Economic and Social Development of the Far East and Zabaikalye for 1996-2005 and to 2010”, etc. 

Financing of the major innovative projects of nation-wide importance will be continued. Currently, arrangement of work for implementation of eleven megaprojects is being carried out. They are based on high-level scientific, technical and technological developments consistent with world trends in science and technology. Over two or three years, large-scale high-technology and profit-yielding production units for science-based production that is competitive in domestic and external markets will be established. Not less important is an expected creation of high-class managers’ teams in the framework of these projects. 
In 2004, adjustment of priorities in the development of science, technologies and engineering as well as list of critical technologies will be made with due regard for world trends in the development of science, technologies and engineering and the situation in the Russian economy.  

Reform of the public sector of the scientific and technological complex on the basis of available financial, human or other resources is a major medium-term task. For impartial assessment of the Russian scientific and technological complex, in 2002-2003, an inventory of scientific organizations was conducted, and a register of scientific organization was produced on its basis. Results of scientific organizations inventory will serve as an information basis for developing proposals on optimization of the structure of the state scientific and technological complex and increase in efficiency of its assets management. 

Reform of scientific organizations network will allow to increase their efficiency, focus resources on priority areas of science, technology and engineering development, exclude unreasonable overlapping of subject fields, improve personnel composition and financial position of these organizations. Use of floor space and assets of organizations subject to liquidation will allow to improve working conditions and consolidate material and technical base of operating scientific organizations. 

In medium-term prospect, work aimed at adjusting the academic sector of science to market conditions taking into account specific features of organization of fundamental or applied research in the country and establishing an appropriate institutional structure of science will continue. Performance of state scientific centers of the Russian Federation (SSC) will be improved on the basis of integration of the academic and higher education sectors of science and production to create competitive high-technology production. 

The role and relevance of a regional aspect in implementing state scientific and technological policy is being enhanced. In is contemplated to realize integration of the scientific potential of the Russia Federation subjects in terms of priorities in development of science, technology and engineering and further development of municipalities with a high scientific and technological potential that have with the status of science center communities (naukograd) of the Russian Federation. 

In the medium-term prospect, the Government Commission for Scientific and Innovative Policy has to examine a number of applicants to get the status of science center communities of the Russian Federation. They include Puschino in the Moscow oblast, Sosnovy Bor in Leningrad oblast, Zhukovsky in the Moscow oblast, Krasnoarmeysk in the Moscow oblast, Komsomolsk-on-Amur in Khabarovsky krai, Troitsk in the Moscow oblast, etc.

The establishment of a national innovation system must become an integral part of the state economic policy.

The national innovation system is to provide for combining efforts of state authorities of all levels, organizations of scientific and technological complex and business sector of the economy to accelerate introduction of achievements of science and technologies for implementation of national strategic priorities. 

In the medium-term prospect, it is envisaged to intensify efforts aimed at the establishment of more favorable economic and legal framework, buildup of innovative infrastructure, improvement of mechanisms for the state support to commercialization of scientific research and pilot project outcomes, and development of venture investment in this environment. 

The establishment of favorable economic and legal framework will encourage:

state incentives for creation of the information system related to outcomes of scientific research and technological development works produced by organizations of different organizational and legal form and form of ownership;

legal protection, defense, providing access and use of outcomes of scientific and scientific and technological activities;

normative and legal guarantee to the state of property rights to scientific and scientific and technological outcomes or any other intellectual property objects produced at the expense of the federal budget funds, especially those related to defense and security of the country; 

normative and legal settlement of a mechanism for transferring rights of the state to scientific and scientific and technological outcomes to organizations-designers, investors or any other economic agents for introducing them in the economic turnover ; 

normative and legal assurance of involvement of scientific and scientific and technological outcomes in the economic circulation, regulation of registration procedure, inventory, depreciation and taxation of intellectual property objects, regulation of appraisal of the value of scientific and scientific and technological outcomes;

establishment of the intellectual property market;

improvement of patenting and licensing activities

In the predictable period, the establishment of innovation infrastructure that includes innovation and technological centers (ITC), technoparks, etc is likely to be continued. These organizational structures facilitate effective realization of available Russian competitive intellectual product, encourages effective investment of the Russian private capital in innovative activities, contribute to improving export opportunities for Russian high-technology and science-based production.  

Innovative-productive complexes (IPC) will see their further development. The IPC primary task is to provide a full-scale use of domestic highly competitive scientific and technological products, with reducing timeframe for their development and assimilation in production maximally using IPC infrastructure and production potential and large-scale industrial enterprises.  

A significant incentive for the development of small and medium-size technological innovative enterprises may become the establishment of centers for transfer of technologies on the basis of SSC, universities, academic and sector institutes. In 2003, the establishment of six such centers is envisaged in six Federal Districts. It will allow to boost the process of transfer of technologies, set up of new technological companies and reduce leakage of scientific information and unfair competitiveness in scientific and technological sphere. 

One of basic elements of the national innovation system is a highly developed and efficient information infrastructure ensuring enlarged reproduction of knowledge and its transfer at different stages of the innovation process using modern information-communication technologies. 

In the medium-term prospect, it is envisaged to conducts works aimed at creating new generation of information-telecommunication networks, development of highly productive computer resources and development and use of modern and prospective information technologies. 

Their results would be widely used in information support of different stages of the innovation process, creation of conditions for operational interaction of its stakeholders, and production of tools for developing high-technology and science-based production. 

Wide use of innovations in the economy implies the involvement of scientific and scientific and technological outcomes in the economic turnover through improvement of intellectual property management - a special form of intangible assets. 

In this context, support of scientific research conducted by young Russian scientific workers, Doctors of sciences, in the form of 100 annual grants extended by the President of the Russian Federation amounting to RUR 6 million is envisaged. In 2003, the Presidential Council for Grants envisages indexing of grants up to RUR 15 million. 

Since 2003, 300 grants of the President of the Russian Federation (amounting to RUR 24, 000) for support of research conducted by young scientists -candidates of sciences (up to 35 years) have been established, they are annually extended over two years on a competition basis as well as lump-sum grants to their scientific advisors (amounting to RUR 24,000). 

Payment of state prize of the Russian Federation to young scientists for outstanding works in science or technology is envisaged (annually five prizes by RUR 70,000). 

From 2003 on, additional bonuses amounting to RUR 1,500 and RUR 900, respectively, will be paid for ranks of doctor or candidate. In 2003, RUR 330.4 million will be allocated for these purposes. These bonuses are established only for regular workers of the state-financed sector institutions (organizations) of science and higher educational institutions, irrespective of their departmental affiliation.

It is planned to improve quality of training of highly qualified scientific personnel through post-graduate studies (adjunct advanced studies) or doctorate studies in the higher schools, institutes, academies with a state status, SSC as well as to create conditions for leading Russian scientists and specialists working abroad to return to the country and get the job in organizations of the scientific and technological complex. 

In the period till 2006, implementation of the federal target program “Integration of Science and Higher Education in Russia for 2002-2006” will continue.  

An important task in implementing state scientific and technological policy is creation of favorable conditions and mechanisms for the development of mutually beneficial and equal international cooperation (ISTC) in the sphere of science, technology and innovations. 

Objective increase of ISTC significance requires new focus with regard to subject and geographical orientation of cooperation. In this respect, the Government of the Russian Federation will focus on issues of elaboration and implementation of important ISTC activities with countries, like the USA, India, China, European Union and the NATO Science Committee.

In the CIS framework, work related to the fulfillment of the Comprehensive Plan for implementation of the Concept of CIS inter-state innovation policy for the period to 2005 and harmonization and unification of cooperation legal framework, including issues of protection of industrial property, legal formalization of conditions concerning usage of unique scientific equipment and installations in the CIS member country territories (including at the expense of a partial repayment of their state debt to the Russian Federation). 

In 2004-2006, improvement of ISTC mechanism will be geared toward support of science-based commodities and services exports, intensification of efforts aimed at involving Russian organizations in international exhibition and fair activities, assistance in promotion of science-based commodities, services and capital abroad, support Russian business involvement in promising international projects, and conduct, jointly with business, a comprehensive analysis of world markets of high-technology production.
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