
Chapter 4. 
Investment in the Real Sector 
of the Novgorod Oblast 

The creation of a favorable investment climate and the approval of investment legislation in 1994 have resulted in the increasing inflow of investment in the economy of the Novgorod oblast. 

The specific weight of foreign investment in fixed assets of large and medium sized enterprises (taking into account all sources of financing) made 36.4 per cent in 1998, while the national average was 6.2 per cent in 1998 and 30.7 per cent in 1999. 

In 1999, 96.4 per cent of foreign investments were made in the food sector of the regional economy, 1.7 per cent – in forestry and woodworking. In 1998 through 1999, the share of direct investment increased twofold, as compared with figures registered in 1997. 

The per capita foreign direct investment in the Novgorod oblast in 1999 was three times more than the national average (US $ 44.8 and 15 respectively). 

In 1999, 14 countries invested in the Novgorod economy. The largest investors were Denmark and Great Britain. The total amount of investment from Denmark made US $ 53 million, while Great Britain invested US $ 31.9 million (60.2 per cent and 36.2 per cent of the total amount of investment respectively). 

In 1998 through 1999, the structure of foreign investment in the region changed. While the share of direct investment increased from 17.1 per cent to 37.1 per cent, the share of other investment fell from 82.9 per cent in 1998 to 62.8 per cent in 1999. 

The amount of foreign direct investment in 1999 made US $ 32.7 million, what is 4.3 times more than the respective indicator registered in 1998. This increase was achieved primarily at the expense of direct investment from Denmark, which actively invested in the regional food industry. This industry still attracts foreign investment (in 1999, the investment in food industry increased 2.1 times in comparison with figures registered in 1998). 

The share of foreign investment in this industry in the total amount of investment increased up to 96.4 per cent. Foreign investment in food industry made US $ 84.9 million, of which foreign direct investment made 35.5 per cent (other investment made 64.5 per cent, including 37.3 per cent of EBRD credits). 

In 1999, the structure of inflow of foreign capital from largest investor countries changed in comparison with figures registered in 1998. The share of foreign direct investment in the total amount of investment increased (for instance, in 1999, the share of foreign direct investment from Denmark and Great Britain made 35.5 per cent as compared to 10 per cent in 1998). 

In 1994 through 2001, the Novgorod oblast attracted US $ 536.5 million in foreign investment (as registered on January 1, 2001). 

Table 4.1. 

Foreign investment as broken down by industries 

	Industry
	US $ mil.
	%

	Food
	371.9
	56.3

	Chemistry
	165.6
	25.8

	Forestry and woodworking
	60.2
	9.4

	Transport
	16.8
	2.6

	Communications
	2.4
	0.4


Foreign investment as broken down by leading countries

	Country
	US $ mil.
	%

	Great Britain
	232.5
	34.6

	Denmark
	139.5
	20.8

	Gibraltar
	137.8
	20.5

	USA
	65.2
	9.7

	Finland
	44.3
	6.6

	Germany
	22.5
	3.4


The largest amounts of foreign investment have flowed in food industry – 56.3 per cent, chemistry – 25.8 per cent, forestry and woodworking – 9.4 per cent, industry of construction materials and communications – 3 per cent. The specific weight of foreign investment in fixed assets of large and medium sized enterprises (taking into account all sources of financing) made 27.6 per cent in 2000, 30.7 per cent in 1999 (in 1998 – 36.4 per cent), while the national average was at 6.2 per cent. 

In year 2000, 62.7 per cent of foreign investment flowed in the regional food industry, 33.5 per cent – in forestry and woodworking. 

In 2000, the largest investors were Denmark (32.7 per cent), Germany (31.7 per cent), and Great Britain (25.6 per cent). 

Organizations of all forms of ownership used Rub. 5200 million of investment in fixed assets for the development of the economy and social sphere in year 2000. The internal funds of enterprises remain the major source of investment in fixed assets. 

As a result of the effort made to attract foreign investment, in year 2000 there were registered 17 organizations with a share of foreign capital in their authorized funds totaling to US $ 4 million. The total amount of foreign investment in the non-financial sector of the regional economy made US $ 49.5 million over the year. 

Regional enterprises have completed or still implement 185 investment projects, including 33 projects with foreign investments totaling US $ 480 million. In 2001, as a result of political stability and consistent improvement of the regional investment climate, foreign investors continued to demonstrate their interest in the Novgorod oblast. 

The candy producer Cadbury (which started operations in 1996) was followed by Dirol bubble gum producer Dandy, which opened its plant in Novgorod the Great in August of 1999. 

The American Association of construction management has awarded the Dirol investment project in Novgorod the Great run by Hanscom company the title of the best project of 1999. 

The “Novgorod telecommunications” has launched a TDMA communications network of Ericsson company in the region. 

The German firm Pfleiderer has organized the production of modern insulation materials Ursa at the premises of a glass manufacturing plant in the town of Chudovo. 

The Australian concern Amcor Rench has launched a package production line in Novgorod the Great in September of 2000. 

Novgorod enterprises with foreign investment play a significant, if not decisive, role in the regional economy.  

The share of enterprises with foreign capital in the total volume of industrial output of the Novgorod oblast has exceeded 68.2 per cent, while the respective national indicator made 11.4 per cent in the first half-year of 2000. The share of such enterprises in regional imports and exports makes 80 per cent and 30 per cent respectively. 

The average number of employees at enterprises with foreign investment in Moscow and St. Petersburg made 44 and 97 employees respectively in 1999, while in the Novgorod oblast this indicator was at 850 employees. At the same time, the average amount of output of such enterprises in Moscow and St. Petersburg made Rub. 47 and 65 million respectively in 1999 as compared to Rub. 417 million in the Novgorod oblast.   

The Novgorod oblast is the target not only of foreign, but also domestic investment, since the regional legislation offers similarly favorable conditions for both foreign and domestic capital. Russian investors (well known 
“Cherkizovo meat packing plant” and “Dovgan” corporation) accounted for Rub. 93 billion of investment, while Gazprom is planning to invest in construction of an underground gas storage tank in the region. 

In 1999, organizations of all forms of ownership used Rub. 4143.5 million of investment in fixed assets for the development of the economy and social sphere, what 1.6 times exceeds the level registered in 1998. 

In 1998 through 1999, the major part of domestic investment was directed to the fixed assets of enterprises of food industry and transport. The internal funds of enterprises remain the major source of investment in fixed assets. 

In 1999, the oblast moved 13 positions up in the ranking of production potential and was ranked fourth in Russia in terms of rates of growth in industrial output. The only factors behind this success were regional resources of skilled labor and favorable transport and geographical location.  

The Novgorod oblast is constantly ranked among top ten regions with least risks by the Ekspert magazine. The effort to attract foreign investors has brought its results. While the Novgorod oblast is ranked 68th in terms of the size of population, the consulting agency “Ekspert Geografiya” asserts that in terms of foreign direct investment the region is ahead of such developed regions as the Novosibirsk, Saratov, Voronezh, Yaroslavl, and Ulyanovsk oblasts, while in terms of per capita domestic and foreign investment the Novgorod oblast is ranked 2nd after Moscow.  

The region cooperates with 40 countries in the area of investment, more than 100 enterprises with foreign investment and 20 thousand employees function on the Novgorod territory.  The largest of these enterprises receive investment from companies located in EU countries. Among the investors are such famous companies as “Wood Schauman”, “Raute”, “Owens Illinois Finnish Holdings Oy” (Finland), “Cadbury” (Great Britain), “Dandy” (Denmark), “Sommer”, “Pfleiderer” (Germany), “Amcor Rench” (Australia), “Holzindustrie Prading” (Austria), “Dresser”, “JIR Broadcast Inc” (USA). 

At present, the region implements or prepares to implement the following large projects: 

· The subsidiary the American concern “Owens Illinois” “OI Finnish Holdings Oy” is ready to launch the production of glass containers for food, pharmaceutical, and perfume industries; 

· The Australian concern Amcor Rench has set up a cigarette package production line in Novgorod the Great in September of 2000; 

· The Spanish candy and bubble gum producer “Joyco Group” is preparing to launch its production lines at the premises it leases from Stimorol Chewing Gum;  

· The German company “Kraft Foods” (the owner of famous brands of coffee, candies, chips) prepared to set up the capacities for production of chips and starch in the Novgorod district in 1998 through 2000, at present the company is planning to launch similar production on the territory of the region. 

At present the oblast negotiates with foreign companies from Germany, USA, Finland, Sweden, and Estonia about the implementation of investment projects in the area of electronics, mechanical engineering, woodworking, chemical, food and other industries. 

The oblast was first among all Russia’s regions to be awarded the European Council banner of honor for the development of international contacts. In 1997, the American Chamber of Commerce conferred on the region the title of the region of the year for the successful implementation of economic reforms in 1997. In 2001, the oblast was awarded the honorary badge of the Council of Europe for its achievements in international activities and integration in the European community.

According to the Ekspert magazine (No. 41, October 30, 2000), Moscow and the Novgorod oblast are two undisputed leaders in the area of investment attractiveness. In terms of investment risks, the Novgorod oblast, the only region classified in the group of RF subjects with a low potential and minimal risks, is ranked second in terms of investment attractiveness. For the fifth year running, the Novgorod oblast demonstrates the lowest level of risks among 65 regions with low potential.

Eleven RF regions included in the group “very low level of investment risks” account for more than 40 per cent of the national amount of investment, while their population makes only 20 per cent of the total RF population. Although the level of investment attractiveness of the Novgorod oblast is 14 per cent above the national average, it demonstrates the rate of change in capital investment, which is 24 per cent above the average level in Russia (Investitsii v Rossii, No. 12, 1999).

According to the World Bank, domestic and foreign experts working in Russia (the international consulting firm McKinsey, auditing and consulting group of the Ekspert magazine, etc.), the major factors of the Novgorod regional investment policies are: 

· Political stability; 

· Guaranteed maintenance of starting conditions for investment projects (the grandpa clause); 

· Granting of equal rights to strategic partners; 

· Simplification of administrative procedures. 

According to the experts and organizations mentioned above, exactly these factors were a decisive element in the process of attraction of foreign capital and made the region most attractive for investors. 

Western experts note that although the region had the starting conditions and problems similar to those of other regions, “normal European processes are underway in the oblast.” The experts specially stress that the regional authorities have managed to put in place an effective investment attraction system free of usual in Russia bureaucratic barriers. 

These results could be much better, in case certain pressing problems could be resolved. These problems include the flaws in the federal legislation and the fact that many RF subjects do not have financial resources necessary to form favorable conditions for investors.  
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