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Foreword

When globalization takes place, there is a complex transformation of the world’s
economic system and the foreign economic relations of its participants. The influ-
ence of globalization on economic processes is ambiguous and is treated differently
by different scholars. On the one hand, globalization stimulates the development of
international trade and transnational entrepreneurship, stimulates global competi-
tion and innovations, and stimulates the rationalization of the economy on a global
scale, because it ensures the free movement of resources and products through a
highly effective market mechanism.

On the other hand, not all participants in international economic relations gain
profit from them. It provides the largest advantages to countries that manage the
process and possess the necessary preconditions for transnationalization of their
economies and businesses. Countries that were the last to open up their economies
and join the process of globalization are the sources of development for leading
countries, and occupy a peripheral position in the global economy. As a result, the
differentiation between countries in the global economic system grows over time.

This book studies the possibilities provided by globalization for all countries
regardless of their level of socio-economic development and the length of time they
have had an open economy. It provides a possible solution to the problems of
economic globalization through elimination of its negative consequences and
maximization of its advantages, as related to activating economic growth in under-
developed countries.

Historical and economic preconditions and problems of modern foreign trade
cooperation between Russia and China are reflected in multiple works by contem-
porary Russian scholars and Chinese economists who study the issues related to
strengthening of the role of China in the global economy, cooperation of Russia and
China in the sphere of foreign trade, and expansion of economic cooperation and
development of bilateral relationship.

However, despite the range of works that have characterized various aspects of
foreign trade cooperation between Russia and China, issues surrounding further
development of foreign trade in individual regions and in the country as a whole
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have not been studied completely . The works of contemporary economists do not
pay enough attention to solutions for the problems and contradictions of modern
foreign trade relations between Russia and China.

Study of the formation of completely new directions for Russian—Chinese
foreign trade cooperation in order to modernize the Russian economy and develop
it more dynamically in view of the resource potential of specific regions is of
particular interest. Chinese experience in the organization of foreign trade cooper-
ation should be studied in more detail. These circumstances have predetermined the
choice of research topic.

This research consists of the expansion of theoretical ideas about foreign trade as
a factor of influence on the development of Russia’s national economy and the
vector of its economic growth under the conditions of globalization, and develop-
ment of recommendations for improving foreign trade cooperation with its strategic
partner—China—in order to modernize the national economy. The following sub-
jects are explored:

Study of the conceptual foundations of economic growth under the conditions of
globalization;

Conduct of problem analysis of “underdevelopment whirlpools” as an obstacle for
economic growth;

Consideration of theoretical aspects and evolution of the establishment of interna-
tional trade;

Defining the role of foreign trade for development of the national economy under
modern conditions;

Evaluation of the Russian economy’s readiness for development of foreign trade
cooperation;

Substantiation of the necessity for developing cooperation between Russia and
China in the sphere of foreign trade;

Determination of the main directions of modernization for the Russian economy in
view of the “Asian” factor in the development of the country’s foreign trade
connections;

Development of state regulation and support for the development of Russia’s
economic interests as regards foreign trade cooperation with China.

The book contains fundamental conclusions, practical examples, and recom-
mendations. The research will be interesting for theoretical scholars and practi-
tioners who deal with economic growth, foreign economic cooperation, and
economic globalization. The study has not only theoretical but also educational
value, and suggests to readers further research in this sphere. Readers will learn
much about the sense and role of foreign trade cooperation so that economic growth
can take place under the conditions of globalization, and will also be able to come to
their own conclusions about this issue.

Volgograd State University Alla E. Kalinina
Volgograd, Russia
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Chapter 1
Introduction

Economic growth and the mechanisms of its management are among the most
important problems of economic theory. The significance and importance of these
issues in modern economic research is confirmed by the high frequency with which
the Nobel Prize is awarded to those researchers who study particular aspects of
them. Among the most significant works are those by Kuznets (1971), Schultz and
Lewis (1979), Solow (1987) and other Nobel Prize winners. In Russian economic
tradition, the study of the problems of economic growth was largely influenced by
Marxist theory, with its ideas about the evolution of means of production and forms
of economic relations in society. In economic science in Russia today, there is also
a special role for institutional economy, and many original concepts and theoretical
approaches to the study of economic growth are offered within this context.

Related to this, it is necessary to note the failure to explore the problems of
theoretical character and fundamental research in the economy. Theories do not
take into account the fact that applied developments are subject to commercializa-
tion, which—because specialist scientific schools are poorly financed—is a deci-
sive factor in choosing the direction of scientific activity. An area of fundamental
research in this area, which requires additional attention, is the development of
approaches to studying the quality of economic growth in Russian regions.

The new quality of economic growth that is described in this book is studied
through the universalization of ideas about the nature of macro-economic dynam-
ics, seeing this as a succession of qualitative transfers from certain states to other
states as the means of production changes. Let us view the main provisions of this
concept and their meaning in the development of a strategy for the long-term
development of Russia’s economy in the modern world.

Fundamental to the new quality of economic growth that is observed in this book
is the concept of qualitative transition from the old to the new method of public
production. According to this, economic growth can be viewed as a process and the
result of the performance of various types of qualitative transitions: material,
demographic, institutional, and globalizing. Thus, the new quality of economic
growth appears while the means of public production are transformed, as a result of

© Springer International Publishing AG 2017 1
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2 1 Introduction

definable qualitative transitions. The transition from old to new takes place as the
means of public production changes, and expresses the general tendency of the
economy to develop progressively. This framework allows us to understand the
sense in which the global economic system is transformed through the establish-
ment of dialectic connection between its old and new states, thereby allowing for
evaluation of the transitional processes which take place as new means of produc-
tion gradually replace the old ones.

In different countries—depending on the level of socio-economic development
that has been achieved and the level of interaction with the external world—various
types of qualitative transitions are realized simultaneously. In the most developed
states, material, demographic, and institutional transitions have been completed,
and a globalizing transition is underway.

In the Russian economy, only material and demographic transformations are
taking place, while development of an institutional environment in the economy is
still at a low level, and the character of interaction with the external environment is
not changing fast. Thus, it is possible to state that “in the globalizing world, Russia
requires not only economic growth in its qualitative expression, but change of its
quality, manifesting in innovational character of development, capable of providing
the competitiveness of Russian manufacturers both in the internal and global
markets”."

Unfortunately, the regions of Russia fall behind in terms of economic develop-
ment when compared with the developed countries and regions of the world.
Moreover, the speed at which this is being reversed is not optimal. According to
rough estimates, Russia will need 2040 years to approach the USA’s level of
development with regard to the GDP (gross domestic product) per capita indicator.

Based on the materials used in this book, it is possible to draw conclusions about
the expediency of implementing the theoretical and practical aspects of research
into the new quality of economic growth, as part of strategic planning at national
and regional levels. Expanding planning and applying theoretical analysis will
allow us to form new and effective approaches to the development of Russia’s
economy.

Taking into account the conditions in which the global economy is developing, it
appears from forecasts that Russia can play a special role as it begins to search for
directions in which it can modernize and tools which it can use in order to transition
to an innovative path. This is important so that the country can overcome its lack of
achievement, when compared with the leading countries of the world, and mod-
ernize its economy, providing dynamic and sustainable economic growth.

A significant move in this direction could be made by changing the way in which
foreign trade activities are organized, diversifying the commodities that are
exported so that more of them have a high level of processing or added value.

!Shakhovskaya, L.S. New Prospects of Economic Growth: Modern Vision Paradigm/L.S.
Shakhovskaya, E.G. Popkova//Global Business and Economics Anthology.—2006.—Vol. I,
December.—P. 428-439.—Eng.
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This will allow Russia to strengthen and expand the most valuable segments in the
global commodity markets that it currently holds, leaving behind the orientation of
exports towards raw materials of export, thereby modernizing the economy and
increasing national competitiveness.

It is very difficult for Russia to achieve these aims utilizing only its own forces,
as it has socio-economic and foreign policy limitations. Russia needs a reliable,
powerful, and interested partner, motivated for long-term cooperation. The
dynamic development of Asian countries—especially China—in the twenty-first
century and successful Russian—Chinese cooperation, and existing political, trade,
and economic agreements between the two countries, open new perspectives for
changing trade cooperation. The leading role in this process may belong to the
regions of Russia that have large potential for development and in which China is a
leading foreign trade partner.

Therefore, the change in foreign trade cooperation between Russia and China in
the context of a quickly growing Asian vector in the global economy, the involve-
ment of Russian regions in this process, and the formation of a national innovative
economy that uses countries in the Asia-Pacific Region are actual and timely issues.
These issues stimulate the finding of solutions that will allow for significant growth
in the national economy and the importance of Russia in global society, a process
that requires considerable analysis and conceptualization.



Chapter 2
Theoretical Aspects of Economic Growth
in the Globalizing World

Abstract This chapter studies the conceptual foundations of economic growth in
the globalizing world and conducts a problem analysis of “underdevelopment
whirlpools” as an obstacle to economic growth. It describes the methodological
foundations for the formation of a new concept of economic growth, and studies the
philosophy of growth as a multi-disciplinary concept and an independent branch of
the general theory of philosophy. The authors analyse the notion and sense of
economic growth, determining its most important characteristics and the factors
which build it, as well as determining the contradictions within economic growth
and approaches to measuring it.

This chapter also determines the limits of economic growth, studies its inter-
connection with the notion of “economic development”, and shows how to establish
economic growth rate norms—a complex task that is especially relevant today—
and determines their quantitative limits. The authors study the notion of “underde-
velopment whirlpools” from the point of view of institutional theory, determine the
mechanisms by which an economy is sucked into an “underdevelopment whirl-
pool”, and how to overcome them. The authors also offer a model for calculating
“underdevelopment whirlpools”, study their dynamic nature, and map them
throughout the world’s developing countries.

2.1 Conceptual Foundations of Economic Growth
in the Globalizing World

Economic growth is a key problem for macro-economic policy in all states.
Developed countries, historically having provided a high level of income and stable
gross domestic product (GDP) growth rates, are now being troubled with qualitative
changes in economic growth, which are taking place under the influence of glob-
alization and with social consequences for their populations. Developing countries
face another problem—how to make the achievement of sustainable long-term
growth rates based on a qualitatively new innovational basis one of the top priorities
for state economic policy. Economic growth should be the foundation on which
increasing living standards are built, creating the material basis for sustainable

© Springer International Publishing AG 2017 5
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6 2 Theoretical Aspects of Economic Growth in the Globalizing World

development, and guaranteeing equal participation of these countries in the global
economic process, alongside developed countries.

The Russian economy has another problem as well: the key task is overcoming
the system crisis that is related to transformation of the socio-economic system.
Economic growth in Russia is unstable, and is based mainly on the situation in
global raw materials markets; this was proved by the 2008 crisis. Economic growth,
based on such factors, does not lead to increasing welfare for the whole population
and does not ensure the growth of effectiveness and competitiveness in the national
economy. Sustainability of the rate of economic growth in the long term is ques-
tionable as well. It is obvious that Russia has not formed a system of factors that
guarantee dynamic rates of growth combined with the structural transformation of
the national economy. In the globalizing world, Russia does not simply need
quantitative economic growth but also requires a change in its quality, expressed
in the innovational character of development, which would make Russian manu-
facturers more competitive in internal and global markets.

The methodological basis of the new quality of economic growth (NQEG)
concept is the philosophy of growth. This is an independent branch of the general
philosophy of economy, based on the main laws of dialectics; it encompasses all
aspects of economic growth, with all of its contradictions, categories, and regular-
ities. The philosophy of growth, using the classic categorical row (quality, quantity,
leap, and measure) and fundamental laws, explains the processes that are taking
place in the modern economy, builds causal relations, and allows analysis of the
internal motivation of economic processes.

The philosophy of growth is part of the general theory of development, and is
directly connected to the theory of evolution and to synergy. For the purpose of
complex analysis, it is important to determine the touch and junction points.

The philosophy of growth, as an independent branch of the general theory of
philosophy, is at the junction of philosophic, social, and economic sciences, and
should use the corresponding categorical row and laws (Fig. 2.1).

The theory of evolution, which appeared after dialectics, is a sphere of theoret-
ical natural science which has its own laws and uses its own scientific methods.
Possessing specific features, it draws on materialistic dialectics. The union of
philosophy and theoretical natural science is a necessary condition for the success-
ful solution of various methodological problems. The data accumulated in various
spheres of natural science could stimulate philosophical solutions of various
problems.

The philosophy of growth and the theory of evolution differ as to their research
objects (Table 2.1). The object of research in the modern theory of evolution is laws
of development in the surrounding world and of the philosophy of growth—laws
that relate to the development of the economic system.

Synergetics is a new direction in science, not related to the search for common
laws of development that are applicable to both organic and non-organic systems.
Synergetics is based on other principles, regarding its norms of order as strategic.
Synergetics was first viewed as a science in the joint work of Haken and Graham,
devoted to the study of lasers, in 1968. That was the start of the understanding of
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Philosophy

=

Politology

Philosophy of growth
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Fig. 2.1 Multi-disciplinary concept of the philosophy of growth (compiled by the authors)

Table 2.1 Connection between theories of development (compiled by the authors)

Theories
Philosophy of Theory of
Parameters growth evolution Synergetics
Object of study Economic system All sur- Structure—attractors, as possible
rounding ways of development of material
world world

Main sphere of
science

Philosophy; eco-
nomics; sociology;
politics

Theoretical natural science

Key principle of
systematization

Ordering

Complication

Principles of build-

Simple out of the complex

All of the parts, complex out of the

ing the world simple
Key factor of Laws of public Natural Chaos
building the com- development selection

plex whole

synergetic, cooperative effects in the spontaneous formation of macroscopic struc-

tures, that is, self-organization.'
How successful the application of synergetics is to the description of behaviour

of complex economic systems is a matter for debate. Observations through the
prism of synergetics show only collective, mass processes in society, and the
subjective choice of each economic agent, cooperation, motives, and behaviour
cannot be discerned or explained.

Synergetics is based on unbalanced thermodynamics that study the birth of a

complex and its genesis. The processes of chaoticization and simplification of

'Knyazeva E.N. Complex Systems and Non-Linear Dynamics in Nature and Society//Issues of
philosophy.—1998.—No. 4—P. 140.
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Philosophy of growth

1L 1l

Study of the mechanism of Dialectics of qualitative changes in
realization of economic growth space and time

Analysis of the sense of
economic growth
Analysis of economic growth in
space-time coordinates
New quality of economic
growth
Evolution of economic growth

Fig. 2.2 Philosophy of growth (compiled by the authors)

organization are studied by synergetics only as evolutional stages in the functioning
of the complex or as part of the journey to the more complex.”

The object of the research of synergetics is the structures—attractors of develop-
ment. Synergetics allows us to forecast the processes based on their goals
(structures—attractors) and general development tendencies of processes in integral
environments, based on the desires and coordinated with the development tenden-
cies of processes in these environments.

Economic growth, being an object of research into the philosophy of growth,
integrates phenomenon and sense.” These categories are the most complex, but they
are the most objective regarding the viewed process.

The philosophy of growth studies all issues related to the development of
economic growth, such as phenomenon, sense, and process. The key directions of
the philosophy of growth are shown in Fig. 2.2.

The phenomenon of economic growth is a simpler concept for philosophic
analysis. It can be expressed in different forms, including relation, process, and
structure. Like any phenomenon, economic growth has essential observability and
apparency. These two features are related to the possibility of localizing economic
growth in space and time. The space—time sense is indirectly related to recurrent
processes of a similar nature in space and time. Taking this into account, economic
growth of a specific country is both a manifestation of the individual and the
similar. Possessing a unique individual nature, it may be compared to economic
growth as a whole, which leads to a contradiction between the individual and the

*Knyazeva E.N., Kurdyumov S.P. Anthropic Principle in Synergetics//Issues of philosophy.—
1997.—No. 3.—P. 62.

3Bogdanov Y.A. Sense and Phenomenon.—Kyiv, 1962.
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recurrent. Economic growth, as a phenomenon, has a basis, or content, which
differs from similar phenomena. The basis may be seen as a unification of the
common and the specific. The basis of economic growth is labour, which has a lot
of similar characteristics—for example, money relations, labour relations, and
growth in the volume of production. The dialectical sense of economic growth
consists of the fact that it embodies the systems of similar phenomena which have a
common basis.

Economic growth is a comprehensive, organically connected system, all ele-
ments of which are equal, as some of them derive from each other, and some
influence or are influenced by other elements. Successive connection of these
elements and their subordination in a greater system are the structure of economic
growth, which can be determined only by studying the system as a whole.

Analysis of the sense of economic growth is a necessary pre-condition for
understanding its nature. In philosophy, “sense” is the totality of internally required
relatively sustainable connections and relations in the material world which are the
contradictory basis of a large diversity of phenomena. A “phenomenon” is the
totality of different external attributes, connections, and relationships of an object,
which determine its sense and the external forms of its existence. Economic growth
is a dialectic integrity of sense and phenomenon. The gap between phenomenon and
its sense leads to its subjectivization and the loss of its objective character.*

Economic growth is treated in economic science as sustainably growing change
that results from the functioning of the national economy and the consumption of
resources. The aim of economic growth is the growth in society’s well-being.
Economic growth means the progressive development of the economy; its progress.
Factually, economic growth in terms of public production is manifested by the
growth in volume of production of goods and services over a certain period. A
criterion of quantitative evaluation of economic growth is usually the change of
GDP in absolute value or per capita—as such, it is assumed that all GDP satisfies
the needs of economic subjects.

Studying economic growth as a phenomenon, it is expedient to take into account
the system of factors that influence the process of economic growth; the goals of
economic growth; the type of economic growth; indicators of economic growth (its
dynamics); and the contradictions of economic growth.

The most important characteristics of economic growth are the conditions that
ensure the process of economic growth. They may have various characters,
depending on the quality of economic growth.

The factors of economic growth are the foundations of the process of growth, as
they largely determine the level and dynamics of changes, and influence the scale of
increase in the volume of production, determine the type of economic growth, and
increase the effectiveness of public reproduction.

The system of factors of economic growth is changed periodically in space—
time, creating differences in rates, levels, and quality of economic growth. This

“Sense and Influence.—Kyiv: Naukova Dumka Publ. 1987.—P. 46.
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situation is typical of a period of change in the key means of public reproduction, in
the transformation of the economic system into a qualitatively new state. Thus, in
the pre-industrial period, natural and geographic factors dominated, determining
the natural and transformational type of economic growth. In industrial production,
some factors in the former system lose their significance, while others undergo
corresponding transformation. In addition, the system is supplemented by new
factors which reflect the progress of production forces. The post-industrial age is
an epoch in which there are qualitative changes in labour, when professional
training becomes much more important, as does investment into human capital,
with a special role belonging to competition and entrepreneurial capabilities, for
example.

In other words, a systemic element of economic growth is the factor that directly
or indirectly participates in the transformation of resources that go into the system.
Direct participation is understood as direct influence of the factor on resources,
while indirect participation supposes indirect influence through creation of com-
mon conditions for direct influence, such as legal, financial, and informational
conditions. These factors are interconnected. Interfactorial relations are realized
in material (product and energy) and information flows. Based on existing connec-
tions between the factors, their functions and the structure of economic growth are
formed.

During an analysis of the sense of economic growth, it is important to note the
contradictions which emerge as a result of struggle between various interests and
goals.

Distinguishing the main contradictions that are peculiar to a certain object of
research allows us to open and view the main content of the analysed process.
Analysis of these contradictions helps to develop specific practical measures for
solving and overcoming certain economic problems.

A special role in the contradictions in economic growth belongs to those
contradictions that reflect the interconnection between nature and society. With
the increase in the rates and scales of economic growth under conditions of
scientific and technical progress, non-recoverable resources become scarcer and
thus limit economic growth. Here there is a contradiction between unlimited growth
of social and economic needs (interests and motives) and limited resources. The
model of economic growth which exists at the moment holds a global threat to the
natural balance of the Earth. But refusing to progressively develop the economy
may also lead to unfavourable consequences. Solving these contradictions is pos-
sible by harmoniously integrating the economic and ecological policies of a state.

One of the main contradictions of economic growth is also a contradiction
between consumption and accumulation. This appears when growth of the share
of national income used for consumption reduces the possibility of accumulation
that ensures future consumption. In its turn, excessive growth of the accumulation
share hinders the current satisfaction of needs, which might lead to a decrease in
living standards. In order to solve this contradiction, it is necessary to determine and
realize the most favourable balance between them. Under the conditions of a market
economy, averaging out contradictions between accumulation and consumption is
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somewhat complicated, as a private/capitalistic form of ownership supposes the
independence of market subjects in selecting how to use their received income. In
this case, state regulation is widely used.

The next contradiction is also born from scientific and technical progress. It
relates to the provision of full employment under the conditions of perfecting the
material means of production. Application of more efficient equipment leads to a
gradual reduction of need for human resources, which threatens the policy of full
employment. This problem could be solved through involvement of the workforce
in new production or by the state’s use of the population for state enterprises, public
works, or in the service sphere.

Special attention should be paid to socio-economic contradiction between pro-
duction and consumption. Production and consumption are connected by the
reproduction process, but they differ by their characteristics and by the conditions
in which these processes take place. Firstly, they differ in the level of cognition and
forecasting. Secondly, there are differences from the point of view of possibilities
of influence on these two sides of the reproduction process. Thirdly, the time factor
plays different roles in production and consumption. Even if a very short period of
time is taken—when it could be considered that production does not change at all—
consumption will not remain a fixed value. Fourthly, even the time spent in the
processes of production and consumption is evaluated differently.

Economic growth, as a complex phenomenon, has many quantitative and qual-
itative indicators which characterize not only economic but also social results.
Among these indicators the most important are absolute increase of real GDP,
GDP and national income over a certain period, and, even more important,
increases in real GNP (gross national product), GDP, and national income per
capita over a certain period. Both indicators could be used. For example, if attention
is paid to the problems of economic and military and political potential, the first
group of indicators is more suitable. For comparison of living standards of popu-
lation in specific countries and regions, it is preferable to use the second group of
indicators. Thus, Indian GDP exceeds Swiss GDP by 70 %, but in living standards
India is behind Switzerland by more than 60 times.

The simple measurement of economic growth, which is often understood as all it
entails, is really the tip of an iceberg. The rate of economic growth does not have
any essential evaluation. To say that n % is economic growth is to say nothing.
Economic growth has a base which, increasing or decreasing, determines economic
climate in space—time.

Economic growth contains a range of determinations: qualitative and quantita-
tive, space and time. These determinations are also the abstract limitations of
economic growth (Fig. 2.3). Quantitative limits are expressed within the limits of
rates of economic growth, which emerge because of two reasons: the quantitative
limit of economic growth is related to the limitation of economic possibilities and to
institutional limitations, such as norms of economic behaviour: limitations caused
by society’s transition to sustainable development with corresponding activities of
public organizations being oriented towards the protection of nature.
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Fig. 2.3 Limits of
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economic growth (compiled Limited economic Institutional limitations
by the authors) possibilities
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Limitations of economic growth within a certain
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An example of institutional limits of economic growth would be an institution
which does not allow economic growth to go beyond the formed limits of quanti-
tative indicators. For example, international financial institutes, while conducting
foreign economic policy in the interests of developed countries, can restrain the
process of sustainable growth in developing countries. Qualitative limits differ from
other limits by the fact that going beyond them means a leap into a new state,
characterized by a new measure.

Economic growth consists of the dialectic interaction of the internal content of
the object (“object in itself”) and its external manifestation (“object for another”).
As an “object in itself”, economic growth has a certain set of characteristics:
factors, contradictions, and basis. As an “object for another”, economic growth
exists not independently but has relationships with other objects. In other words,
economic growth is inseparable from public reproduction, being its result.

An important aspect of analysis of economic growth is its interconnection with
the notion of “economic development”. In our opinion, it is necessary to differen-
tiate “economic growth” from ‘“economic development”. Firstly, development
takes place when there is not growth but certain preconditions for it exist. Secondly,
it could be expressed in structural transformations and various innovations which
do not lead directly to economic growth. Schumpeter understood economic devel-
opment as “creation of new (or creation of new quality) good, implementation of a
new method (means) of production, mastering of new sales market, receipt of new
source of raw materials, conduct of corresponding reorganization (for example,
provision of monopolistic position or elimination of monopolistic state of another
enterprise)”.” Thirdly, development could take place along the line, when there is
no quantitative growth, but instead a process of reduction of attributes and qualities
of products and services.

5 Schumpeter J. Theory of Economic Development: (An Inquiry Into Profits, Capital, Credit,
Interest, and the Business Cycle).—M.: Progress, 1982.—P. 159-169.
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Economic growth provides economic development, but it doesn’t replace
it. Therefore, from the point of view of interconnection of the processes of devel-
opment and growth of the economy, development is a category at a higher level. In
other words, economic growth is only a “manifestation” of development, one of its
scenarios or variants.® “As economic growth becomes the goal of state policy,
economists do not percept development without economic growth. Meanwhile,
development—in its true sense—is the change of the system on the whole, transi-
tion from one qualitative state to another.”” Myrdal states that “development is
treated as progressive movement of the whole social system”." “Progressive move-
ment” is not economic growth, fixed by measurements of macro-items, but the
increase in the level of satisfaction of the main needs of all members of society—
primarily, by means of the growth in well-being of the poor. In this regard, it is
obvious that main needs can be satisfied only through the process of economic
growth.

The above circumstances allow us to conclude that economic growth, in a
narrow sense, is a process in which interaction of the system of exogenous and
endogenous factors, which is born at the stage of direct production, acquires a
sustainable character at other stages of public reproduction, leading to quantitative
and qualitative changes in production forces, an increase in public product over a
certain period, and the growth of public well-being.

In a wide sense, economic growth is a reflection of existing economic and
institutional conditions which determine—together with other indicators—the
direction of movement of society, setting the character of public development as
progressive, regressive, or inertial. As an object of research in the theory of
development, economic growth has qualitative and quantitative determination. Its
substance appears through analysis of the unity of qualitative and quantitative
characteristics; it possesses the features of continuity and discretization (the pres-
ence of one or another attribute is determined by time and space determination); and
with each new level, it crosses the “limits” of the old state and acquires a new
quality, which is a regular process of internal transformations of the economic
system, the result of acquisition of new forms, features, and attributes based on the
constant accumulation of certain quantitative stock, and measures in economic and
social components.

Quality of economic growth includes determination (external side) and
systematicity (internal side), which indicates certainty. Economic growth is deter-
mined by limit, finiteness, and attributes, and systematized through elements and
structure. Qualitative distinguishing of growth as an object of research is funda-
mental for achieving cognitive certainty on this issue. “First, there come

SAleksandrova E.N. System of Factors of Economic Growth of National Economy: PhD thesis:
08.00.01.—Krasnodar, 2004.—P. 11-23.

7Sukharev O. Modern Tendencies of Economic Development//Economist.—2003.—No. 7.—P.
3045 (p. 39).

8Myrdal G. Asian Drama. An Inquiry into the Poverty of Nations.—N.Y., 1996.—189 pp. (p.18).
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Fig. 2.4 Economic growth as an “object in itself” and “object for another” (compiled by the
authors)

impressions, and then there is something,—then go notions ‘quality’ (definition of
an object or phenomenon) and ‘quantity’.” Quality supposes integrity, as it is not
just a sum of attributes but a totality of interactions of various aspects of the viewed
phenomenon (Fig. 2.4).

“Quality—quantity” analysis is an inseparable part of the NQEG concept. The
key identification differs from the qualitative by the scale and level of manifestation
of the distinguished attribute. Quantity is determination or the sum of single-
qualitative objects. Quantity, separated from qualitative diversity, integrity and
sustainability, includes the whole set of the objects or phenomena which possess
this quality. When we speak of the quantitative notion “rate of economic growth”,
we suppose that qualitative processes have appeared.

The category “quantity” is closely related to the category “value”, which denotes
the objective quantitative side of any object, attribute, or ratio. A separate value is
an element of a certain system, and the value of this element is pre-determined by
the structure of this system and relations of a certain kind. Measurement of
homogeneous attributes provides a system of measurement of homogeneous values.
For example, the system of measurement of economic growth includes a set of

“Timofeev LS. Methodological Purpose of Categories “Quality” and “Quantity”.—M.,
Nauka, 1972.
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indicators that are interconnected and are a part of the system of national accounts
(SNA).

The balance between quality and quantity is so conventional that even such state
of economy as “economic growth at the level of 2 %” could be viewed from either
the qualitative or the quantitative side: 2% quantitative determination has its
quality, as the words “more” and “less” can be applied to it.

There is a contradiction between quality and quantity, which consists of the fact
that quantity is subject to comparison (as qualitative manipulation) to another value
or number, but can exist beyond this comparison. Besides, quantity that differs from
quality through a lack of diversity has a qualitative component, as it is a set of
single-qualitative objects; and, with the accumulation of its own lack of diversity, it
leads to the appearance of a new measure and a new quality.

As economic growth changes qualitatively in each moment in time, there
appears a contradiction between continuous qualitative transformation and the
single-quality of its attributes and characteristics. There is differentiation between
qualitative changes for levels of influence. As an “object in itself”’, economic
growth could be measured as a lot of time, but as an “object for another”, it changes
not with each change of level but with the change of the measure.

In reality, qualitative manifestations are set by quantitative parameters and there
is neither quantitatively uncertain quality nor qualitative manifestations of uncer-
tain quantity. Each qualitative element could be measured quantitatively, and this
quality is differentiated by limits—the measure. Determination of the measure
for qualitative transformation of economic growth as an “object for another” is
pre-determined by internal contradiction of economic growth, its continuity, and its
heterogeneity. That is why measurement of a measure during transition to a new
quality will always have a subjective character based on retrospective data.

An important direction of the study of economic growth is consideration of it
through theoretical and multiple notions that are abstracted from the qualitative
nature of the elements of multitudes. Of course, there is functional dependence
of attributes of economic growth on surrounding influence. But complexity and
contradiction of economic growth are manifested in the fact that while changing the
level of material well-being, it changes itself into a new qualitative state. This
happens automatically through changes in the qualitative measure of a national
economy’s efficiency.

Changing measures of efficiency could be observed with the help of the data
provided by Angus Maddison in his book The World Economy: a Millennial
Perspective,'® where he systematized quantitative changes in the global economy,
beginning in 1000 ap (Table 2.2, Fig. 2.5).

While the level of economic growth constituted thousands of dollars in the past,
now it constitutes millions of dollars. This difference is substantial, but it is not
about digits, rather about the change in the measure, which includes a significant

1°Maddison A. The World Economy: a Millennial Perspective/Development Centre of the Orga-
nization for Economic Co-operation and Development.—2001.
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Table 2.2 Level of GNP per capita in countries of groups A and B over 1000-1998 (in USD on
the 1990 exchange rate)

Years
States 1000 | 1500 | 1600 |1700 |1820
On average for group A (Western Europe and 405 |704 |805 |907 1130

neighbouring countries, Japan)

On average for group B (Latin America, Eastern Europe, |440 |535 |548 |551 |573
Asia (excluding Japan and Africa))

25000

20000

15000

10000

5000

0 [ ]

1000 1500 1600 1700 1820 1998

B For group A on average (Western Europe and neighboring countries, Japan)

For group B on average (Latin America, Eastern Europe, Asia (excluding Japan
and Africa))

Fig. 2.5 Change of the measure of quantitative efficiency of national economy

qualitative substance. Each growth of the measure means the growth of material
well-being of each member of the society and the growth of his possibilities and
potential.

“Norm” is a category that is methodologically close to the measure. Unlike the
measure, the norm is a process and a category used in all spheres of life. As a
philosophical category, a norm is movable, changing, contradictory, conventional,
and relative. The norm receives its practical expression in normative behaviour.

What is normal economic growth? This question is not as simple as it may
appear at first. Setting it pre-supposes a certain methodological trap. The connec-
tion of normal and abnormal states was studied by antique science, but as philos-
ophy developed, the volume of new knowledge grew and old postulates and axioms
were put into doubt—including those regarding the pre-determinacy of harmony as
a totality of norms.

Determining normatives (the practical manifestations of a norm) of a rate of
economic growth is a complex task, especially so today. Determination of quanti-
tative limits of economic growth is an attempt to invade the limits of normality. But
these limits have space—time boundaries, so they are relative and conventional.
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Besides, these limits pre-determine interests which may not coincide, and public,
corporate, and private interests in the process of their dialectical interaction could
correct the limits of normalization that are set by the external amorphic (e.g.,
scientific) environment.

The limits of normalization may be set by an individual, corporation, or state.
But normatives are set by formal institutes. It is possible to speak of the norm under
the influence of changes in the measure. This means that the measure is not just a
means through which the norm is presented, but an institutional limitation of its
possibilities. A measure, being a harmony of quantitative and qualitative sub-
stances, stimulates the change into a new qualitative state, thus setting its conditions
for a space—time interval.

For example, in the age of globalization, the number of mergers and acquisitions
was measured in the thousands, and the measure “thousand” indicates not just
transnationalization but the beginning of a new globalization, which is considered
in Chap. 4.

Each step of history means movement to a new measure and new complications
of essential characteristics. A norm lies within the new measure, and is a range of
optimal functioning for an object or a system.

2.2 Problem Analysis of ‘“Underdevelopment Whirlpools”
as Obstacles for Economic Growth

Countries that began their economic movement earlier have progressed—and not
only in gross national income. They won time, and occupied the main global market
niches. “An important peculiarity of modern competition is harsh aggravation of
struggle for leadership. In this context, scientific and technical research is formed in
order to occupy the positions, ensure the establishment of standards convenient for
the leader, and register patents, thus ensuring additional income of companies—in
particular, through quick growth of capitalization of its assets”."’

Polarization of the global economy led to the establishment of “underdevelop-
ment whirlpools”, which are a system of space—time circles of development, along
which the countries move, overcoming the barriers of “vicious circles of poverty”
and trying to find their niche in the international division of labour.'? “Underde-
velopment whirlpools” hinder developing countries from entering the modern
global society as equal partners. Moreover, they are a reason for international
isolation and the strengthening of dualism not only within a country but also in
the international arena. “Underdevelopment whirlpools” emerge under the pressure

""Kollontay V. Western Concepts of Economic Globalization/M.S. Gorbachev et al. Levels of
Globalization: Difficult Issues of Modern Development.—M.: Alpina Publisher, 2003.—592 p.
12Compiled by the authors based on the materials: Bolotin B. World Economy over 100 Years//
World Economics and International Relations.—2001.—No. 9.—P. 98.
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Fig.2.6 Mechanism of being sucked down into “underdevelopment whirlpools” (compiled by the
authors)

of expansion of the developed states, which thus create conditions for economic and
political hegemony, stimulating the appearance of additional possibilities for their
development, measured by the growth in GNP (or GDP) per capita.

Using the instrument of the thoroughly axiomatized multi-factor theory of
Inshakov, it is possible to determine the nature of “underdevelopment whirlpools”
as developing countries lose their chance to form the system of transaction factors
owing to time underrun and the necessity for increasing the system of transforma-
tion factors for innovation that respond to the influence of a quickly developing
external environment.

The only way out of the excessively globalized “underdevelopment whirlpools”
is by creating the emergence of new circles of development that are based on new
innovational cycles. A feature that is peculiar to a new quality of economic growth
is the establishment of a new innovational cycle which projects and creates addi-
tional circles of development (Fig. 2.6).

From the point of view of institutional theory, the viewed phenomenon is
characterized as “institutional traps” or “effects of blocking”, which are “ineffec-
tive sustainable norms (institutes) with self-reproducing character”.'?

“Institutional traps” exist in various spheres of the economy: in property rela-
tions, money and monetary systems, the real sector of the economy (industry), etc.
At the same time, most of the traps, viewed theoretically, do not have a dynamic

3polterovich V.M. Institutional Traps and Economic Reforms.—M.: RES, 1998.
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component—economic growth is viewed regardless of the rates of development
of leading countries and regions. As a result, the goals of development have
overpowered its character, and do not take into account perspective changes in
levels of economic growth and, therefore, competitiveness of particular states and
regions, as compared in the future.'*

Overcoming these obstacles is possible by using the “underdevelopment whirl-
pools” idea. “Underdevelopment whirlpools” reflect a mechanism in which partic-
ular regions or states lose possibilities for development because of an underrun in
time and the necessity to oppose the negative influence of globalization (Fig. 2.7).

In the most complicated cases, such chronic underrun leads to the final loss of
possibilities for development owing to intensive outflow from states or regions of
all types of resources—labour resources in the form of migration, capital, natural
resources as a finite source of extensive development, and entrepreneurial capital in
the form of brain drain.

The content analysis of such a phenomenon as an “underdevelopment whirl-
pool” requires determination of its parameters: its depth and speed. The depth of
this theoretical “whirlpool” could be measured by the time underrun of a developed
country, using, in particular, the map of time asymmetry. The speed of the whirl-
pool is a more complex parameter, as it is a dynamic process. A theoretical model of
the whirlpool involves the process by which the effectiveness of transformational
factors (human, technical, and natural) are reduced—in other words, striving for
zero in the ratio of limiting results to limiting costs:

“Popkova, E.G. “Underdevelopment Whirlpools” as a Tool of Spatial and Temporal Measure-
ment of Economic Development/E.G. Popkova, T.N. Mitrakhovich//Journal of International
Scientific Publication: Economy and Business.—2011.—Vol. 5, Part 1.—P. 298-306.—Eng.
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V =0R/0C =>0 (2.1)

where V—speed of being sucked into a whirlpool; OR—Ilimiting result from
investment of transformation factors (industrial result); 0 C—limiting investments
of transformation factors.

The closer V is to zero, the quicker is the process of being sucked into a
whirlpool (Table 2.3).

For the purpose of calculating these parameters, GDP per capita of the analysed
region is compared with GDP of the developed territory/region. If GDP of the
developed territory/region is lower, it is necessary to calculate the depth of the
“underdevelopment whirlpool” and the speed at which an economy is sucked
into it.

Depth is determined by comparing the underrun over the two viewed successive
time periods. Speed is calculated by dividing the whirlpool’s depth by the time
interval between two successive dates of analysis. An economic sense of the depth
of “underdevelopment whirlpools™ consists of the number of years by which the
territory is behind over the studied time period, and the speed shows how this
underrun increases annually.

Analysis of the dynamics of intercountry disproportions, performed in the
previous part, allows us to build a map of “underdevelopment whirlpools” for
specific countries (Fig. 2.8).

The dynamic nature of “underdevelopment whirlpools” is manifested by the
presence of unique “pulsations” in the speed of underrun—in some years the speed
of underrun grows, in others it reduces, which may be caused by the appearance of
favourable conditions in which existing production factors may be used. At the
same time, it is necessary to note that in the globalizing world this underrun could
be caused by a more negative influence of global economic crises on economies that
are in an “underdevelopment whirlpool”, as they are objectively weaker and
dependent on the international situation owing to weak internal demand. '

In the 1970s, the foreground of scientific discussions was occupied by the theory
of advantages of lagged development. This was built on the hypothesis that less
developed societies have advantages which allow them to surpass a more developed
society in the future. The followers of this theory observed that societies which
were pioneers in the development of new technical and economic systems some-
times have to pay a large price for these novelties (for the cost of research and
development). However, the most important thing was that they became dependent
on large investments in the initial stages of technology development. Their lagged
rivals did not have to invest in development and research—they simply accepted
the new forms and technologies after they appeared.

“Popkova, E.G. “Underdevelopment Whirlpools” as Instrument of World Economy Polarization
Measurement/E.G. Popkova, L.S. Shakhovskaya, T.N. Mitrakhovich//Global Business and Eco-
nomics Anthology.—2010.—Vol. I, March.—P. 304-309.—Eng.
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Fig. 2.8 Map of “underdevelopment whirlpools” of developing countries of the world. [Compiled
by the authors on the basis of World Economy: Global Tendencies over 100 Years/Ed. by
1.S. Korolev.—M.: Economist 2003.—604 p. (appendices pp. 493—602)]

Torstein Veblen pointed out that Germany and USA overtook England in the late
nineteenth/early twentieth centuries, and Lev Trotsky considered that the Soviet
Union would gain profit from the so-called “law of unequal and combined devel-
opment”. Most discussions regarding the advantage of slow development are
focused on industrial ages and the leadership of rivals in the global economy. But
the theory is much wider. History has examples of societies that were leaders in
development at first but were overtaken by other, underdeveloped, societies. Let us
recall the fates of Sumer, Babylon, Assyria, Egypt, Persia, Athens, and Rome—
states with high levels of development in their times. The same fate could meet
highly developed societies whose positions are unstable; and less developed soci-
eties could overtake them.

This hypothesis leads to one of the most important and interesting issues in the
whole sphere of economic development: how can an underdeveloped society
overcome a developed society?

The hegemony of developed countries is expressed not only in the level of
accumulated material wealth but in the level of generation and distribution of
new knowledge and the formation of a system of transactional factors. Technolog-
ical novelties, which are the foundation of national wealth for post-industrial states,
cannot be effectively produced or copied—and in some cases cannot be used in
industrial, let alone agrarian, societies. Meanwhile, the need for these novelties is
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rather high, for progressive development is possible only if they are used as a basis.
This is the root of the most important reason for the recent expansion of the gap
between the developed countries of the West and all other countries of the world.'®

By the early 1990s, seven leading post-industrial states possessed 80.4 % of
global computer equipment, controlled 87 % of the registered patents, and provided
90.5 % of high-tech production. The volumes of export of American intellectual
property grew 3.5 times between 1986 and 1995, and the positive trade balance in
this sphere constituted more than $20 billion. By 1995, the USA accounted for
three-quarters of the world market of information services and services for data
processing, the volume of which constitutes $95 billion at the time of writing. The
inflow into developed countries of huge financial resources, which was not accom-
panied by a reduction in the volume of intellectual property that remained with their
citizens, allowed an increase in the rates of scientific and technical revolution.
During the 1990s, the countries that are members of the OECD spent $400 billion
on average at 1995 prices on scientific R&D. Today, the USA alone accounts for
44 % of global expenses for these purposes, while the countries of Latin America
and Africa together provide less than 1 %; the number of scientific and technical
employees for each million of population constitutes 126,200 in the USA, while the
average global indicators do not exceed 23,400. Private American corporations
spend around $30 billion annually to increase the educational level of their
employees, which is equal to the total expenses for all scientific research in
Russia, China, South Korea, and Taiwan.'”

Gerschenkron developed a theory according to which the character of modern
economic growth (particularly in Europe) changes with the level of economic
underrun over time.'® The time underrun should be discussed only regarding the
age of economic growth—that is, from the late sixteenth century. Of course, it is
possible to speak about a more or less high development of a certain nation (state) in
the earlier ages. However, under the conditions of total stability and lack of
significant socio-economic or technological changes over a long period of time,
measured in centuries, the problem of overcoming underdevelopment was solved
very easily—by simple adaptation of the achievements of a more developed nation
by a less developed one. A decisive role in this belonged to conquests: for example,
the Romans borrowed a lot from conquered Greece and then passed their culture to
Barbarians. But when there is economic growth which changes the living condi-
tions of each generation of people, a developing country should not just develop but
develop quicker than the leading one. Besides, it does not suffice to adapt the
achievements of the latter, as such a method will fix the gap—it is necessary to find

"®Inosemtsev V.L. Technological Progress as Fundamental Basis of Social Polarization/
Megatrends of Global Development.—M.: Economics, 2001.—P. 26-58.

1 .
7See previous reference.

"®Economic theory. Transformation Economics: Study Guide/I.P. Nikolaeva, L.S. Shakhovskaya,
E.G. Popkova [et al.]; ed. by I.P. Nikolaeva.—M.: UNITI-DANA, 2004.
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mechanisms that are unknown to the more developed country. This is the main
rule—it is impossible just to follow the path of a more developed country.

Starting conditions of the country that is lagging behind create two sources of
tension: one of them is a wish to close the gap in income with regard to the most
developed countries; another is the greater difficulty in growing the economy owing
to scarcer (poorer) preliminary conditions for growth, as compared to the starting
point for the leading countries. As the underrun of a country increases, so the
tension grows as well. Tension leads to impatience, which leads to decisive, radical,
and even revolutionary steps in all spheres—economic, political, and social. Impa-
tience and various preliminary conditions lead to particular paths of economic
growth. An example is the choice that is made when economic growth starts with
industrialization but changes to agriculture are postponed. An advantage that
compensates for certain difficulties in developing countries is the possibility of
borrowing technologies from developed countries without the expensive and time-
consuming process of developing them from scratch.

Dynamism in the Western counties is born not from the necessity for making a
response to an external challenge and not by internal contradictions of post-
industrial society; rather, it embodies the potential of a creative personality,
human self-realization as a quality—according to Marx “a measure of all things”
under the conditions of the information economy.'® This is the main guarantee for
the fact that such development cannot be turned back. Surely, it is more complex—
as compared to industrial development. And, since all countries that want to
develop consider quick industrialization, it becomes obvious that the task of
overtaking the post-industrial world cannot be achieved with industrial methods.*

“Davis S., Meyer C. Future Wealth.—Boston (Ma.), 2000.—P. 40.

Inozemtsev V.L. Limits of Overcoming Development (Series: Economic Problems at the Brink
of Centuries).—M.: Economics, 2000.—295 p.



Chapter 3

Foreign Trade as a Vector of Economic
Growth in the Globalizing World

Abstract This chapter views theoretical aspects and the evolution of the estab-
lishment of international trade, as well as determining the role of foreign trade in the
development of national economies under modern conditions. The authors analyse
various definitions of the notion “trade”, determine the role of trade in the sectorial
structure of gross domestic product (GDP), study the definitions of the notion
“service”, view the main characteristics of internal trade and the structure of foreign
economic activities, and determine the methods of organization of foreign trade and
the most significant types of risks in foreign trade.

The authors also study the processes of globalization, the deepening of interna-
tionalization of economic life, transnationalization, the appearance of a large
number of international organizations and integration associations, and the devel-
opment of foreign economic relations in general and foreign economic contacts in
particular. The chapter views the theory of closed and open economies, and the
sense of tariff and non-tariff limitations, analyses the history of the establishment of
international economic relations, and the policy of import substitution, as well as
determining the main pros and cons of the model of export orientation. The authors
study distinctive features of the modern global economy, study dynamics of foreign
trade turnover in selected countries, dynamics of export and import, trade balance,
GDP and GDP per capita, changes in export and import quotas, direct foreign
investments, and the number of transnational corporations.

3.1 Foreign Trade: Theoretical Aspects and Evolution
of Establishment

Trade is one of the fastest evolving spheres of economic life, the evolutional
development of which is rooted deep in history. Trade is one of the first spheres
of the economy, forming as a result of the natural division of labour in society
(internal trade) and was one of the first forms of international economic relations,
the primary goal of which was solving the questions related to providing goods that
were limited in availability or absent from the national market (being part of foreign
trade).

© Springer International Publishing AG 2017 25
E.G. Popkova, Y.A. Sukhodolov, Foreign Trade as a Factor of Economic Growth,
Contributions to Economics, DOI 10.1007/978-3-319-45985-1_3
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Despite the obvious significance of internal and foreign trade, most attention was
paid to the latter. This was because of the necessity for providing state regulation of
this sphere in order to preserve national interests. As a result, the accumulated
theoretical knowledge about foreign trade is very rich now. Nevertheless, we should
remember that it is impossible to speak of foreign trade in isolation from internal
trade. On the one hand, it is obvious that these two spheres of activities solve
different tasks and perform different functions—especially now that geo-political
factors play a large role in intercountry relations. On the other hand, the nature of
the two types of trade is identical, or develops in step: success in foreign trade is
possible only when national internal trade policy is built wisely.

Analysis of economic literature shows that there is no significant scatter of
opinions regarding the notion “trade” or “trade activities”. Historically, the notion
of “trade” was used in the widest meaning of the word, and included all economic
activities around the buying and selling of goods and services.

According to the definition given in the Large Soviet Encyclopedia, “trade is a
sphere of national economy providing turnover of commodities and their movement
from the production sphere into the sphere of consumption” (Popkova and
Tinyakova 2013c). “In a narrower sense, ‘trade’ is purchase of commodities and
their sale without implementation of substantial material changes. In its turn, trade
between several countries, consisting of import and export of products, is foreign
trade; trade between different countries in its totality is international trade”
(Popkova and Tinyakova 2013c) (Table 3.1).

Despite an obvious specific character of activities and “exchange”, in view of the
sectorial structure of gross domestic product (GDP), trade is usually related to the
service sphere (Fig. 3.1).

Table 3.1 Definitions of the notion “trade”
Term Notion Source
Trade Sphere of economy and type of eco- Dictionary Borisov A.B. Economic

nomic activities, the object of which is
turnover of goods, buy and sell of
products, and servicing buyers in the
process of selling the goods and their
shipment, storage of goods, and their
preparation for sales

Dictionary.—M.: Knizhny Mir,
2003.—895 p

Internal trade

Sphere of economy which realizes
goods in the internal market of the
country

Dictionary Borisov A.B. Economic
Dictionary—M.: Knizhny Mir,
2003.—895 p

Foreign trade

Trade with other countries, export of
goods from countries, and import of
goods into the country

Rayzberg B.A., Lozovskiy L.S.,
Starodubtseva E.B. Modern economic
dictionary. 5th edition.—M.: INFRA-
M, 2007.—495 p

International
trade

Totality of trade connections and for-
eign trade relations of the states that
trade with each other

Dictionary Borisov A.B. Economic
Dictionary—M.: Knizhny Mir,
2003.—895 p

Note: compiled by the authors on the basis of the sources:

Edward (2012), Popkova et al. (2013d)
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Sectorial structure of GDP

v v v
Agriculture Industry Services
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Light Heavy
v v v
Animal breeding; Textile; Production of coal, Tourism;
Crop farming; Sewing and oil, gas; Education;
Forestry; footwear; Metallurgy; Insurance;
etc. Manufacture of Chemical Public catering;
consumer goods production; Transport and
Military industry, communications;
etc. Culture;
Healthcare;
State management,
Internal trade efe.
\ Trade

Foreign trade /

Fig. 3.1 Role of trade in sectorial structure of GDP. Note: compiled by the authors on the basis of
the sources: Popkova (2013)

In this case, we deem it important to emphasize one of the special characters of
trade, as opposed to other types of services. This is that production and provision of
services is impossible without trade, while production and presence of products can
be separated in time and space from corresponding trade operations.

Building on the definition of service, it is possible to see that from a termino-
logical point of view the notions “services” and “trade” are not equal (Table 3.2).

On the one hand, trade—Tlike all other types of services—is a group of activities
that bring benefit, not a certain item. However, on the other hand, it is the only
service that performs a unique function of exchange. If services are generally an
object of trade, they are, as a matter of fact, a mechanism of exchange. International
practice already has an agreement regarding the understanding of the term ‘“‘ser-
vice”—*"all objects of trade that are not goods” (Popkova et al. 2013a).

In other aspects—primarily in characteristics—specifics of services and trade
coincide. Trade is peculiar for its invisibility, intangibility, variability in quality,
inseparability of production and consumption, and its impossibility of storage.

Based on the country to which the members of trade activities belong, trade is
divided into internal and foreign trade.

Internal trade is a sphere of economy that realizes commodities in the internal
market to redistribute goods and services according to consumers’ needs. It started
when the growth of the urban population began to complicate direct contacts
between manufacturers of final products and consumers. Beginning at that time,
the volume of internal trade grew constantly, and in the nineteenth century, as rapid
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Table 3.2 Definition of the notion “service”

Author Definition Source
A. Smith | Service is “intangible” goods, consumed | Smith A. “An inquiry into the nature
and disappearing in the moment of and causes of the wealth of nations”. L.:
production Gossocekgiz, 1935. V.2. 475 p
K. Marx | “This expression means nothing else but | Marx K., Engels F. Works. 2nd Edition.
the special consumer value provided by | V. 26.P. 1. P. 413
labor—like any other commodity; but
special consumer value of this labor
received specific name “service”,
because labor provides services not as an
item but as activities”
S.L Service is an action that brings benefit Ozhegov S.I., Shvedova N.Y. Russian
Ozhegov | and help to another person, or creation of | Definition Dictionary. M., 1999. P. 476
conveniences provided to someone
AN. Service is a special type of products that | Rodnikov A.N. Logistics: Terminolog-
Rodnikov | satisfies public and private needs ical Dictionary. M., 2000. P. 147
T. Hill Service is implementation of changes Hill T.P. On goods and services.
into a state of a person or commodity, Review of Income and Wealth. Vol.
coordinated between two persons 23 (December 1977). P. 315-338

Note: compiled by the authors on the basis of the sources: Othman et al. (2014), Popkova and
Tinyakova (2013c, d), Wamboye and Adekola (2013), (Hill 1977)

development of cities and industry took place, internal trade expanded, allowing for
connections between manufacturers and consumers.

As a result, the main goal of internal trade became obvious: “It was considered
that the sense of trade consisted in exchange—in reality, it consists in making a
product more accessible to a consumer”, which was characterized by Say in his
work Study of political economics (Klinov 2015).

The role of internal trade is not limited just by material distribution of products.
It stimulates production and sets a certain direction, according to the demands of
consumers and influences the effectiveness of the market economy (Scott 2012).

As was mentioned above, it is impossible to speak of foreign trade in isolation
from internal trade, so it is necessary to understand the foundations and causes of
this process (Fig. 3.2).

As to its forms of organization, internal trade is divided into wholesale (aimed
for further resale within the country or purchase of raw materials for production
processes) and retail (purchase of small shipments of products or separate ship-
ments). However, it should be noted that this division is not applied to its external
direction. For that, it is necessary to bear in mind that the practice in Russia and in
countries with transitional economies included small-scale wholesale foreign trade
as shuttle trade, and nowadays trade via internet stores is very popular throughout
the world.

Regarding the definition, foreign trade is generally treated as activities through
which deals are performed in the sphere of goods, services, information, and
intellectual property.
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Preconditions of internal trade expansion:
v

1. Quick development of craft and manufacture production which led to deepening of the
processes of specialization.

2. Growth of merchant capital.

3. Growth of urban population which hindered direct contacts between manufacturers
and consumers of material goods, etc.

v
Main strategic goal of internal trade
Development of adequate organizational and legal mechanism of bringing commodities
to a consumer, which provides positive development of internal market on the whole

v

Main functions of internal trade:

v

1. Realization of manufactured consumer value (goods). Performance of this function
creates an economic precondition for reproduction of total public product and connects
production to consumption.

2. Taking consumer products to consumers. Trade ensures space transportation of goods
from manufacturers to consumers; trade includes processes of production in the sphere of
turnover (namely, transporation and storage).

3. Supporting the balance between offer and demand. At the same time, trade inf luences
production in the issues of volume and assortment of manufactures goods.

4. Reduction of costs of turnover in the sphere of consumption (consumers’ expenses for
purchase of goods) by improvement of the technology of sales, information services, etc
5. Functions related to implementation of marketing, namely: market research,
determination of price, creation of service departments, development of goods, etc

Fig. 3.2 Main characteristics of internal trade. Note: compiled by the authors on the basis of the
sources: Delgado et al. (2012), Klinov (2015), Maswana and Farooki (2013)

Foreign trade is one of the directions of foreign economic activities (FEA),!
together with international technical, economic, and investment cooperation, and
cooperation in the sphere of monetary, financial, and credit operations (Fig. 3.3).

It pre-determines continuation of the process of creating products for the internal
market. Taking goods abroad, the country finds additional sales markets, thus
providing full potential for its created products. In other words, if internal trade
operations are not optimized in the country, the results of foreign trade activities
cannot bring maximum profit to national participants.

If foreign trade is viewed not from the position of its national participants
(companies and their intermediaries) but from the position of the country, when

Tt is necessary to distinguish the notions “foreign economic connections” (FEC) and foreign
economic activities (FEA). FEC are forms of realization of interstate relations on the part of
scientific and technical, production, and trade cooperation, and monetary and financial relations.
FEA are conducted at the level of production structures (forms, organizations, enterprises,
associations, etc.) with full independence in the choice of foreign market and foreign partner,
nomenclature, and assorted positions of goods for export—import deals, in determining price and
cost of contract, volume and terms of shipment, and is a part of their production and commercial
activities with internal and foreign partners.
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Forms of realization of inter-state relations in part of scientific
& technical, production, and trade cooperation, and monetary &
financial relations.

Level: state.

Foreign economic connections

!

Foreign economic activities Sphere of economic activities related to international production
(basis — foreign economic deal) ¢ and scientific & technical cooperation, export and import of
goods, and enterprise’s entering foreign market.

Level: production structures.

Main directions

v v
Foreign economic International investment
activities cooperation
(export, import, re- v (operations with property, securities,
export, re-import) International scientific & rights for conduct of economic
v technical cooperation activities, and intellectual property)
International technical & (buy and sell of patents and
economic cooperation licenses, joint scientific
(production cooperation, resear ch, pr ovision of
construction of industrial technical help, training of International cooperation in the
objects, realization of pers'or.znel, S a”?h’S”{g’ sphere of monetary & financial and
production programs, provision of engineering credit operations
performance of contractor and technical services) (buy and sell of currency, issue of
works) credits and loans, operations for
international payments and hedging)

Fig. 3.3 Structure of foreign economic activities. Note: compiled by the authors on the basis of
the sources: Maswana and Farooki (2013), Popkova and Tinyakova (2013a), Popkova et al.
(2013c)

the subject of trade operations is the state, it is possible to distinguish several main
methods of its performance (Table 3.3).

It should be noted that despite a wide range of methods by which international
trade may be conducted, only two of them are currently popular: direct and indirect
methods, together with a combination of various methods. In the first case, direct
connections are established between a manufacturer (supplier) and final consumer.
In the second, the presence of an intermediary link is pre-supposed.

Analysis of theoretical developments in the conduct of foreign trade operations
shows that the most important issues in the theory of international trade are the
search for reasons for its conduct and the optimization of a country and commodity
structure for export/import.

The first systemic studies aimed at solving these issues were the works of
mercantilists in the sixteenth—eighteenth centuries, in which they came to the
conclusion that in order to receive gold in the international market it was necessary
to expand export and reduce import. The lack of theory is obvious—if all countries
export goods, which countries will import them?
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Table 3.3 Methods of organization of international trade

Method Main characteristics
Direct export Export of products from the country of production into the country of
(import) consumption according to the concluded (without an intermediary) inter-

national trade deal

Indirect export

Export of products from the country of production into the country of

(import) consumption according to the concluded (with an intermediary) interna-
tional trade deal
Cooperative Export of products from the country of production into the country of

export (import)

consumption according to the concluded (using a special intermediary,
without whom performance of the deal is impossible, risky, and/or eco-
nomically ineffective) international trade deal

Countertrade Trade operations, during conclusion of which obligations for conduct of
counter purchased of goods or services for full or partial cost of the goods
arise between the exporter and the importer

International Public trade operations, conducted on a competitive basis with the help of

auctions, trading,
stock, and fairs

specialized institutes

International
lease

Operative lease—provision of the
object of lease for a term smaller
than the item’s lifecycle and incom-
plete amortization of equipment for
the rental term, with further prolon-
gation of contractual term of rental
or return of the equipment to the
leasing company

Financial lease—provision of the
object of lease for the long-term
within the indirect method (three-
sided character of the deal) with
payment of the full cost of amorti-
zation of the equipment or its
greater part, and additional costs of
the leasing company

International lease is divided into direct and indirect. Direct international
lease, depending on the directions of the movement of the object of lease, is

divided into export and import

Export lease—lease contract,
according to which domestic lease
company transfers the objects of
lease to foreign leaseholder

Import lease—lease contract,
according to which foreign lease
company transfers the object of
lease to domestic leaseholder

Note: compiled by the authors on the basis of the sources: Popkova et al. (2013a, c)

It is considered that in the late eighteenth and early nineteenth centuries repre-

sentatives of the classic school of political economics, prominent English econo-
mists Smith and Ricardo, formulated the theoretical foundations of international
trade. In particular, the latter proved that foreign trade for any country is always
profitable, but export operations should not involve all goods but only those in
which the country has a relative advantage, expressed in high labour efficiency.

After this, the classical ideas were supplemented and developed by representa-
tives from other schools of economic analysis. The most interesting are ideas about
the optimization of foreign trade operations, offered by Leontyev, Vernon,
Kindleberger, and Porter, for example.

Analysis of the accumulated creative knowledge about the conduct of trade
operations shows that international trade is obviously a more complicated sphere



32 3 Foreign Trade as a Vector of Economic Growth in the Globalizing World

of economic life than internal direction: it includes more expensive deals (in view
of taxes and charges); and it is more risky, as goods cross borders all over the world.
Foreign trade differs from internal trade in the following respects:

o It is slower;
e It is limited in the range of goods and services offered in the market;
¢ Itis influenced by a lot of risk factors.

Generally speaking, a high risk level for operations is the most significant
difference between foreign trade and internal trade.” In particular, while it is easier
to track non-payers in internal trade, and the laws in one’s own state might help to
solve the problem quickly, the same scenario in foreign trade might cost more
money, time, and effort.

The most significant types of risk in foreign trade are the following (Popkova
et al. 2013c):

« Political risks relating to political instability in the country;

¢ Commercial risks related to a changing cost of the commodity after the contract
is signed; to mistakes in preparation of documents or payment for products; to
transportation or refusal to accept products;

» Inflation risks caused by reduction of cost of funds owing to inflation processes;

e Liquidity risks emerging owing to the impossibility of buying or selling the
funds quickly or in necessary quantity;

e Credit risks caused by a debtor’s non-payment of debt and irregular service of
debt;

« Investment risks caused by depreciation of invested financial assets and ineffec-
tiveness of expression of investment projects;

* Reserve risks emerging owing to change of prices or moral ageing;

 Interest risks, expressed by a sudden change in bank interest rate;

¢ Currency risks, expressed by a sudden change in foreign currency rates.

The real significance of risks in foreign trade pushes its members (companies
and countries alike) to search for adequate tools for its regulation. As a result, the
role of supranational institutes and organizations grows significantly: every year,
the number of countries in various financial, economic, and trade organizations
grows.’

It should be noted that under modern conditions, international organizations play
a very important role in solving significant international issues and are an addition
to traditional contractual relations between countries, which allows international

2Risks in foreign trade—attitude of investor to the possibility of making or losing money.

3At present they include, for example, Asian Pacific Economic Cooperation (APEC), Consumers
International (CI), European Bank for Reconstruction and Development, EurAsEc, the European
Free Trade Association, the World Trade Federation, the World Customs Organization, the
International Chamber of Commerce, and the World Trade Organization (http://russian.people.
com.cn/31519/8180469.html).
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cooperation to take place on a completely new basis (Popkova and Tinyakova
2013a).

In addition, it is necessary to emphasize that activities undertaken by these
structures have been taking place and significant for a very long time, and their
appearance is a regular step in the evolutionary development of trade: its expansion
and complication. History tells us that trade organizations of an intergovernmental
nature have been appearing since the mid-nineteenth century, when they were
organizations with a narrow sphere of activities.*

We consider that we should look much further back for the roots of modern
intergovernmental trade organizations. In the twelfth to the seventeenth centuries,
the Hanse Trade Union functioned in order to protect trade and merchants from
feudal lords and pirates in Northern Europe. In the early nineteenth century, the
German Customs Union functioned. All the states governed by this union obeyed
the same laws regarding import, export, and transit of goods, for example.

By analysing the evolution of foreign trade, it is possible to see that it is nothing
new. It first appeared in the period of transition from a primitive communal system
to the slave-owning system, by means of the beginning of labour division and the
emergence of commodity—money relations. Foreign trade appeared in slave-owning
and feudal societies, where a natural economy was dominating. However, initially it
didn’t cover all product groups and served the aristocracy and ruling circles. The
global market began to appear at the moment when feudal society began to decay.
An obvious push towards the development of international trade took place during
the so-called Age of Discovery.

Later on, the transformation and complication of foreign trade operations were
related to the processes of regionalization, integration, transnationalization, and, of
course, globalization. As a result, foreign trade did not remain single trade deals,
but developed into long-term full-scale trade and economic cooperation, which then
grew into international trade and began to influence the development of national
economies more and more.

4Including the International Association of Geodesy (1864), the International Telecommunication
Union (1865), the World Meteorological Organization (1873), the Universal Postal Union (1874),
the International Bureau of Weights and Measures (1875), the International Association for
Protection of Industrial Property (1883), the International Association for the Protection of
Literary and Artistic Works, (1886), the International Union of Railways (1886), and the Interna-
tional Union for Printing Customs Tariffs (1890). Unlike the previous institutional forms of
interstate communication (international conferences, commissions, and committees), international
administrative unions had operating bodies (so called “international bureaux”), though, on the
whole, their organizational structure was rather weak (Delgado et al. 2012; Popkova & Tinyakova
2013a).
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3.2 Role of Foreign Trade in the Development of National
Economies in the Modern World

Owing to the development of globalization processes, the deepening of the inter-
nationalization of economic life, transnationalization, and the appearance of vari-
ous international organizations and integration associations, almost all countries of
the world became equally involved in foreign economic relations, in general, and
participants in foreign trade contacts, in particular.

Back in the fifteenth—eighteenth centuries, when capitalistic relations were
emerging, theoretical and practical economists started searching for the sense of
foreign trade, its purposes and causes of existence. However, there was no issue
regarding countries’ participation in foreign trade contacts. It was clear that while
there was unlimited growth of human needs and limited resources, foreign trade had
to be conducted, as it was one of the methods by which states could enrich
themselves.

Later, in the eighteenth—twentieth centuries, searching for the answers to the
questions “How one should conduct foreign trade wisely?”” and “What’s to be sold
and what’s to be purchased?”, specialists formulated the development of state
foreign trade policy. Taking into account the availability of natural resources in
the country, level of labour efficiency, volume and quality of production factors, the
presence of highly qualified labour resources, effectiveness of entrepreneurship,
conditions of demand, and so on, it is necessary to understand that the main
criterion of a country’s participation in foreign trade activities was still prices.
“Not simply the prices, but the ratio of internal and foreign prices. Brazil sells
coffee, Saudi Arabia sells oil, and Japan sells computers because under the existing
ratio of internal and world prices, manufacturers and suppliers from these countries
receive profit by selling their products to foreigners (world market prices are higher
than internal prices). At the same time, it’s more profitable for Japan to buy
Brazilian coffee and Saudi oil, and for Brazil and Saudi Arabia to buy Japanese
electronics for the same reason—own production of the imported products would
be more expensive” (Delgado et al. 2012).

At present, understanding the causes behind the appearance and development of
global markets in goods, services, production factors, and scientific and technical
progress, and observing the increasing involvement of countries in the formation of
demand and offer for them, specialists name liberalization as an essential modern
characteristic of the markets and the subjects which form them. The increase in
freedom in the processes of international movement of “traded” goods and services,
and the reduction in state interference in the development of foreign trade policy
determine the current commodity and country structure of the world markets.

It should be noted that inclination towards the policy of free trade might have
both a voluntary and a mandatory character. In the first case, striving for the conduct
of trade without limitations appears to indicate a high level of development in the
country’s economy and its competitiveness, when expansion of alternative offer for
the goods manufactured by domestic companies will stimulate the deepening of the
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country’s specialization and development of its national economy. In the second
case, conducting the policy of free trade might be related to the establishment of
new rules and terms for the game that do not always correspond to the level of
economic development of the country; when, for example, the country becomes a
member of an international economic organization or a participant in an integration
association.

Theoretically, the level of openness of the country in foreign trade and the level
of its foreign economic liberalization may vary and be set for each country or
member of an international economic organization individually, on the basis of the
use of tariff and non-tariff limitations by the state.

According to the statistics, distribution of non-tariff limitations among the
developed countries has an obvious tendency towards reduction. Thus, for example,
the share of non-tariff limitations (calculated as % of import) in the USA for
1988—-1996 reduced from 16.7 % to 7.7 %, and in Japan—from 8.6 % to 7.4 %
(Maswana and Farooki 2013). However, when compared with tariff limitations,
their significance grows owing to an increase in the total volume of international
trade and the expansion of commodity assortment in the global market (Popkova
et al. 2013c¢).

It should be noted that the use of tariff and non-tariff limitations not only
characterizes the level of “freedom” of countries in the global markets but also
provides an idea of the level of maturity of a national economy, which can be
determined on the basis of the model of development of foreign trade used by the
state: export-oriented or import-substituted. In this case, there is a contradiction
between a policy of free trade and a policy of protectionism.

Analysing the history of the establishment of international economic relations,
we see that a policy of import substitution was topical while economies were
developing industrially. The strategy of import substitution was first used by the
USA and the countries of Western Europe in the early 1850s to support national
industry. It received a further boost in the 1950s—1960s when the countries of Latin
America, to protect themselves from expansion by their northern neighbours, took
some measures to reduce prices for domestically produced goods and to modernize
national industry. This approach was also successful in the countries of Asia and
Africa.

In the 1970s—1980s, the policy of import substitution was criticized. The thing is
that for many countries import-substituting industrialization led to the creation of
ineffective enterprises, protected from foreign competition and with weak or absent
competition in the internal market. Instead of limiting imports and reducing protec-
tionism, import substitution was used in all spheres of national economies, which led
to the creation of enterprises whose products were manufactured in comparatively
unfavourable conditions (http://russian.cri.cn). As a result, a reduction of the level of
competition in the internal market led to a reduction in the effectiveness of national
economies. In addition, the use of this model is very doubtful from the point of view
of optimal use of global resources and the creation of new jobs.

Today, developed and many developing countries (primarily new industrial
countries) stick to the policy of export orientation. It is considered that the
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Table 3.4 Main advantages and disadvantages of the model of export orientation

Advantages

Disadvantages

1. Active use of “given by nature” comparative
advantages with the further possibility of cre-
ation of competition

1. Dependence on situation at the global mar-
kets where the growth of trade barriers is
possible owing to strengthening of pricing
competition

2. Active balance of payment leads to inflows
of foreign currency into the country which
might and should be used for development of
own spheres and creation of new jobs

2. Weak protection of domestic consumers

In case of problems with shipment of the
leading export products, the economy might
face a crisis: lack of currency inflow, problems
in the internal market of capital, growing
internal debt, termination of production, barter
exchange, etc.

3. Increase of employment, reduction of
unemployment

Growth of volumes of production leads to
increase of demand for labour and influences
positively the growth of wages

3. Cancellation or reduction of currency con-
trol measures and control over capital turnover
may lead to national economy’s vulnerability
against speculators’ attacks

4. Growth of population’s income, more equal
distribution of income among representatives
of various professions and between city and
village

5. Possibility of using the effect of scale

If internal market is not large enough for
obtaining economy from the scale effect, this
effect could be achieved from entering the
external markets by means of export products

4. Complexity of search for own niche in the
global markets. Tough competition
Multi-sectorial economy is required for the
country to enter its specialization in the pro-
cess of international division of labour. Or an
absolute advantages is required, which cannot
be copied by rivals

Note: compiled by the authors on the basis of the sources (http://russian.cri.cn)

development of the economy is provided by means of investments, aimed at
development of the local sector of the economy and stimulating the creation of
new jobs. Thus, with the growth of the population’s income, there is an increase in
the size of the internal market (Knyazeva 1998). According to the UNCTAD (United
Nations Conference on Trade and Development) experts, the top priority for the
development of foreign trade is the development of the economy’s export spheres:
increase of export of goods and services leads to an increase in their production,
putting into operation the new production capacities, and the creation of new
jobs (Jloknan cekperapuata Kondepennuu OOH 1o Toprosie u pa3sutuio 1987).

It should be noted that despite the more complex character of the policy of export
orientation, it corresponds to a rather high level of national economy development.
As well as obvious advantages, it has some drawbacks, which could be opposed
without using economic autarky (Table 3.4).

It is understandable that owing to the presence of players in the global markets
with different levels of economic development, increasing the level of openness of
some of them should lead to protection of manufacturers by some and the use of
elements of a protectionist policy by others. However, this does not happen openly.
On the one hand, countries try to coordinate the processes of regulation of their
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foreign trade relations through concluding two-way deals and multi-way agree-
ments of regional character and using the help of multi-way global conventions. On
the other hand, owing to membership of international economic organizations
(primarily the WTO—the World Trade Organization) or integration groups, they
often have to play according to the common rules. If, for example, liberalization is
undertaken, it is undertaken everyone.

Features of the modern global economy include its openness and deepening
processes of liberalization, when there is annual growth in the dependence of
countries on the state of world markets where they supply their goods and services
and where they purchase products for internal consumption. Not a single economy
in the world can stay away from these processes. Moreover, the higher indicators of
export and import for countries, the more they are dependent on the level and
quality of development of their foreign trade relations.

Using the statistics, it is possible to see that the countries which are most
dependent on the global markets and which often most influence the situation
within them include not only such developed states as the USA, Germany, France,
Japan, UK, and Italy, but also the developing economies of China, Russia, India,
and Brazil, whose total share in the global commodities turnover constitutes around
50%. A peculiar fact is that as to dynamics, the developing export-oriented
economies showed the largest growth rates in their foreign trade turnover. In
particular, as compared to 1990, the volume of foreign trade turnover of China
grew by 41.3 times by 2014, India by 15.7, Brazil by 6.6, and Russia by 4.3, while in
France, Japan, Germany, and the USA the corresponding indicator grew only by
2.3-3.4 times (Table 3.5).

In particular, as at year-end 2014, the first place for volume of exports belongs to
China—12.3 % of the global volume of export, the USA accounts for 8.5 %,

Table 3.5 Dynamics of foreign trade commodity turnover of selected countries, $ billion

Share of the
global foreign
trade

No. |Country |1990 1995 2000 2005 2010 2014 turnover, %

1 China 104.1 |282.5 474.4 1422.0 2973.0 4301.7 | 11.3

2 USA 1181.8 | 1714.5 |2038.7 2636.8 3247.0 4033.1 |10.6

3 Germany | 851.5 |1182.8 |1054.3 1743.7 2336.0 27232 | 7.1

4 Japan 610.4 | 893.5 858.7 1109.8 1464.0 1506.1 | 4.0

5 France 545.6 |698.6 603.5 958.1 1127.0 12603 | 3.3

6 UK 511.1 | 664.5 621.1 893.0 966.0 1189.8 | 3.1

8 Italy 430.6 |538.6 474.3 747.0 932.0 1000.5 | 2.6

7 Russia 186.6 |218.2 150.7 368.9 649.0 805.8 | 2.1

9 India 49.7 824 92.8 229.9 547.0 784.6 | 2.1

10 | Brazil 70.1 |123.3 113.6 195.9 393.0 4643 | 1.2

Other 4224.0 | 2632 6550.9 |10,908.9 |16,005.0 |20,023.8 |52.6

Note: compiled by the authors on the basis of the sources (http://www.wto.int)
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Table 3.6 Dynamics of export of selected countries, $ billion

Share in
global
No. |Country |1990 1995 2000 2005 2010 2014 exports, %
1 China 574 | 1472 | 249.3 762.0 1578.0 23423 | 12.3
2 USA 552.1 | 8119 | 781.1 904.4 1278.0 1620.5 8.5
3 Germany | 425.2 | 598.9 | 5515 969.9 1269.0 1507.6 7.9
4 Japan 319.3 | 4829 | 479.2 594.9 770.0 683.8 3.6
5 France 267.3 | 360.9 | 298.1 460.2 521.0 582.6 3.1
6 Italy 216.6 | 291.0 | 237.8 367.2 448.0 528.7 2.8
8 UK 246.8 | 3355 | 284.1 382.8 406.0 505.8 2.7
7 Russia 939 | 1158 | 105.2 243.6 400.0 497.8 2.6
9 India 22.6 39.1 423 95.1 220.0 321.6 1.7
10 | Brazil 37.9 55.8 55.1 118.3 202.0 225.1 1.2
Other 2112.4 |1280.2 |3280.3 5532.6 8145.0 |10,186.3 | 53.6
The world 4351.5 |4519.2 |6364.0 |10,431.0 | 15,237.0 |19,002.2 |100.0

Note: compiled by the authors on the basis of the sources (http://www.wto.int)

Germany 7.9 %, Japan 3.6 %, France 3.1 %. As compared to 1990, China’s exports
grew by 40.8 times, India’s 14.2 times, Brazil’s 5.9 times, Russia’s 5.3 times, and
Germany’s 3.5 times (Table 3.6).

These states supply to the global market the main share of industrial products
and food and ensure distribution of new technologies, as well as providing a wide
range of services.

In their turn, in volume of global imports, as at year-end 2014, the USA
accounted for 12.6 %, China 10.3 %, Germany 6.4 %, Japan 4.3 %, and France
3.5 %. Compared to 1990, China’s imports grew by 41.9 times, India’s 17 times,
Brazil’s 7.4 times, USA’s 3.8 times, and Russia’s 3.3 times (Table 3.7).

These countries are the main importers of raw materials and semi-finished
products to provision their production complexes and manufacture export products.

As of year-end 2014, a positive trade balance was observed with China ($383.0
billion), Germany ($291.1 billion), Russia ($189.7 billion), and Italy ($57.0 bil-
lion). The other studied countries had a negative trade balance, which shows
negative tendencies in the development of their economy and a change in their
status from creditor to debtor (Table 3.8).

Having said that, it is necessary to remember that a positive trade balance is not
the one and only criterion for a highly effective macro-economic policy. Rather, it
is an important factor in stimulating the inflow of foreign investments. A key factor
which plays a strategic role in determining the investment attractiveness of the state
is a readiness to conduct reforms that will change the structure of the economy
(Popkova and Tinyakova 2013a).

Concluding the statistical material on a rather wide spectrum of indicators which
characterize the level of involvement of countries in world trade, it is possible to
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Table 3.7 Dynamics of imports of selected countries, $ billion
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Share of the
global

No. | Country | 1990 1995 2000 2005 2010 2014 imports, %

1 USA 629.7 | 902.6 |1257.6 1732.4 1969.0 24125 | 126

2 China 46.7 | 1353 | 225.1 660.0 1395.0 1959.4 | 10.3

3 Germany | 426.3 | 583.9 | 502.8 773.8 1067.0 1215.7 6.4

4 Japan 291.1 | 410.6 | 379.5 514.9 694.0 822.3 4.3

5 UK 264.3 | 329.0 | 337.0 510.2 560.0 684.0 3.6

6 France 278.3 | 337.7 | 305.4 497.9 606.0 677.7 3.5

7 Italy 214.0 | 247.6 | 2365 379.8 484.0 471.8 2.5

8 India 27.1 433 50.5 134.8 327.0 463.0 2.4

9 Russia 92.7 | 1024 45.5 125.3 249.0 308.0 1.6

10 | Brazil 322 67.5 58.5 77.6 191.0 239.2 1.3

Other 2111.6 | 1351.8 |3270.6 5376.3 7860.0 9838.0 | 51.5

The world 4414.0 |4511.7 |6669.0 |10,783.0 | 15,402.0 |19,091.0 | 100.0
Note: compiled by the authors on the basis of the sources (http://www.wto.int)
Table 3.8 Dynamics of trade balance of selected countries, $ billion

No. Country 1990 1995 2000 2005 2010 2014

1 China 10.7 11.9 24.2 102.0 183.0 383.0
2 Germany —1.1 15.0 48.7 196.1 202.0 291.9
3 Russia 1.2 134 59.7 118.3 151.0 189.7
4 Ttaly 2.6 434 1.3 —12.6 —36.0 57.0
5 Brazil 5.7 —11.7 —-34 40.7 11.0 —14.0
6 France —11.0 232 -7.3 -37.7 —85.0 -95.1
7 Japan 28.2 72.3 99.7 80.0 76.0 —138.4
8 India —4.5 —4.2 —8.2 -39.7 -107.0 —141.4
9 UK -17.5 6.5 -52.9 —127.4 —154.0 —178.1
10 USA —77.6 -90.7 —476.5 —828.0 —691.0 —792.0

Note: compiled by the authors on the basis of the sources (http://www.wto.int)

state that the same countries are constant leaders. The main reason is obvious—the
largest scale organization of foreign trade contacts has been achieved by the largest
economies of the world: large production means large sales and large purchases.
Ten economies provide around 60 % of the world GDP, with a significant share for
China, 16.6 %, and the USA, 16.0 %. In 1990-2014 China showed high growth
rates—its GDP grew by 16.4 times (Table 3.9).

The reverse connection is of great interest: if the volume of industrial production
determines the level of a country’s involvement in global trade, doesn’t state policy
for foreign trade have an impact on the economic development of the country? It
surely does. “In our times, even the largest and richest country of international
exchange and foreign trade . .. requires the provision of decent and normal human
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Table 3.9 Dynamics of GDP (PPP—purchasing power parity) of selected countries, $ trillion

No. | Country 1990 | 1995 |2000 |2005 |2010 |2014 | Share of world GDP, %
1 China 1.1 2.2 3.6 6.5 |12.1 18.0 16.6
2 USA 6.0 7.7 1103 |13.1 15.0 17.4 16.0
3 India 1.0 1.4 2.1 33 5.4 7.4 6.8
4 Japan 2.4 2.9 33 3.9 4.3 4.6 42
5 Russia 1.2 0.8 1.0 1.7 2.9 3.7 3.4
6 Germany 1.5 1.9 22 2.7 32 3.7 3.4
7 Brazil 1.0 1.3 1.5 2.0 2.7 33 3.0
8 France 1.0 1.2 1.6 1.9 2.3 2.6 2.4
9 UK 1.0 1.2 1.6 2.1 23 2.6 2.4
10 Italy 1.0 1.2 1.5 1.7 2.1 2.1 1.9
Other 112 146 |19.1 (260 |354 43.1 39.7
The world 284 |364 |478 649 [87.7 |108.5 |100.0

Note: compiled by the authors on the basis of the sources (http://www.worldbnk.org)

existence”. Living standards cannot be improved without that. “It is necessary to
use favorable conditions and apply all factors and resources in order to satisfy
human and society’s needs fully, better, and in a more reliable way” (Popkova and
Tinyakova 2013a).

Statistics confirmed this conclusion. Ranking the countries as to significance of
exports and imports in the creation of GDP is of some interest. Comparing the
indicators that characterize the change ratio of export and import to GDP (export
and import quotas) to indicators of living standards, we see the following picture.
Over 1970-2014, the change of export quota in the analysed countries had a
“pendular” character from the 1980s to the 1990s (Italy, Germany, UK, USA,
Japan, South Korea, Brazil, and China).

As was mentioned above, the leaders for the cost of export in 2014 were China,
USA, Germany, Japan, and France. For these countries, the value of export quota
constituted: for Germany 45.7 %, France 28.7 %, China 22.6 %, USA 14.8 %, and
Japan 9.3 %. The leading countries for this indicator over the last 50 years have
been Hong Kong (219.6 %), Luxembourg (203.3 %), and Singapore (187.6 %). As
compared to 1990, the largest growth of export quota was observed with China, 3.3
times, Luxembourg, 2.0 times, and Germany, 2.0 times (Table 3.10).

The values of these indicators show that, on the one hand, the leading countries
mentioned above have wide possibilities for production and sales of national goods
and services in the global market (this could be expensive high-quality products and
consumer goods of low price). On the other hand, the high value of the export quota
could be explained not so much by the volumes of exports as by cost of export
products and the volume of internal markers, as well as the inability to consume
large volumes of issue of products from any spheres of the national economy, which
restrains (without possibility of export) the development of these spheres. In the
case of Russia, it is possible to speak of the weak development of processing
spheres, which do not need the volume of products of extracting spheres.
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Table 3.10 Dynamics of change of export quota of selected countries, %

Countries 1970 | 1975 | 1980 |1985 |1990 |1995 |2000 |2005 |2010 |2014
Hong Kong 932 |834 [88.9 |107.2 |130.7 |142.9 |141.8 |194.7 |219.4 |219.6
Luxembourg 904 |94.0 [90.0 |110.3 |100.4 |105.2 |148.3 |162.1 |180.7 |203.3
Singapore 126.1 |137.1 |202.1 |152.4 |177.2 |181.2 |189.2 |226.1 |199.3 |187.6
Malaysia 414 430 |56.7 |54.1 74.5 | 94.1 |119.8 | 112.9 | 933 | 73.8
South Korea |12.9 |253 [30.2 |29.8 259 | 26.7 | 350 | 36.8 | 494 | 50.6
Germany 152 |17.2 |18.7 |23.0 229 | 22.0 | 309 | 37.8 | 423 | 45.7

Russia - - - - 182 | 293 | 44.1 | 352 | 292 | 30.0
Italy 152 188 [20.2 |[21.2 183 | 247 | 256 | 24.6 | 252 | 29.6
France 15.8 |18.7 |20.8 |23.1 20.8 | 224 | 282 | 264 | 260 | 28.7
UK 21.3 |249 [26.0 |273 226 | 272 | 263 | 25.8 | 28.7 | 284
India 2.5 4.8 6.0 8.9 159 | 204 | 20.7 | 337 | 262 | 23.2
China 3.7 5.5 6.0 5.2 69 | 10.7 | 12.8 | 193 | 22.0 | 22.6
USA 5.5 8.2 9.8 7.0 9.2 | 106 | 10.7 | 100 | 12.4 | 148
Brazil 7.0 7.5 9.1 12.2 8.2 74 | 102 | 152 | 10.7 | 11.5
Japan 10.6 | 125 |134 |14.1 10.3 9.1 | 109 | 143 | 152 9.3

Note: compiled by the authors on the basis of the sources (http://www.worldbnk.org)

A similar picture is observed in the dynamics of the development of imports: a
reduction in the share of imports in GDP was observed in the 1980s—1990s (France,
Germany, Italy, Japan, South Korea, Malaysia, Brazil, and India). For example, in
Singapore, which enters the top three countries for the corresponding indicator, the
share reduced from 209.0 % to 152.1 % in 1980-1985. In Luxembourg, which was
ranked third as of year-end 2014, the share reduced from 91.6 % to 83.2% in
1985-1990. In view of the rate of its growth, it is possible to see that in
1990-2014 the largest growth in import quota was observed in India (3.1 times
increase), Luxemburg (2.1 times), and Brazil (2.0 times) (Table 3.11).

It should be noted that in the 1980s—1990s the analysed countries showed a
reduction of the key indicator of living standards—GDP per capita. For example, in
China this indicator reduced from $318 to $298 (against the background of a
reducing share of exports); in Germany from $11,747 to $9125 (reduction in the
share of imports); in Japan from $42,847 to $36,172 (reduction of both exports and
imports); in UK from $9625 to $8214 (reduction of the share of imports); in Italy
from $8218 to $7712 (reduction of the share of imports); in Russia from $3837 to
$1768 (reduction of the share of imports) (Table 3.12).

In its turn, such countries as India and Brazil show—as a result of high growth
rates of GDP, growth of cost of exports (by 2 times), and imports (by 2.5 times) in
2005-2010—show a quick growth of GDP per capita: in India from $735 to $1370
and in Brazil from $4743 to $10,993. In 2010-2014, this tendency was preserved in
these countries. The picture wouldn’t be complete without mentioning the dynam-
ics of the viewed indicators in the countries of Southeast Asia with an export-
oriented model of macro-economic development. Thus, over 1970-2014, GDP per
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Table 3.11 Dynamics of changes of import quota of selected countries, %

Countries 1970 | 1975 | 1980 |1985 |1990 |1995 |2000 |2005 |2010 |2014
Hong Kong 855 | 77.8 | 894 | 97.1 |122.1 |147.4 |137.4 |182.4 |213.5 |219.6
Luxembourg | 67.1 | 78.1 | 79.0 | 91.6 | 832 | 80.3 |121.6 | 1354 |147.1 |170.9
Singapore 145.1 |146.5 |209.0 |152.1 |167.1 |164.5 |176.9 |196.3 |172.8 |163.2
Malaysia 373 | 425 | 543 | 49.1 | 724 | 98.0 | 100.6 | 91.0 | 763 | 64.6
South Korea | 22.5 | 333 | 37.6 | 29.2 | 269 | 27.7 | 329 | 344 | 462 | 453
Germany 16.6 | 189 | 233 | 25.1 | 23.1 | 21.5 | 30.6 | 32.7 | 37.1 | 39.0
France 153 | 17.7 | 224 | 235 | 21.6 | 209 | 27.1 | 268 | 279 | 30.5
UK 204 | 264 | 23.8 | 26.1 | 243 | 26.7 | 283 | 284 | 31.1 | 303
Italy 150 | 187 | 228 | 21.6 | 18.1 | 21.1 | 24.8 | 248 | 27.1 | 26.5
India 3.8 6.5 9.1 7.5 83 | 11.8 | 13.7 | 22.0 | 263 | 255
Russia — - — - 179 | 259 | 240 | 21.5 | 21.1 | 229
China 2.5 4.9 6.6 | 139 | 13.7 | 181 | 18.7 | 29.2 | 232 | 189
Japan 9.4 | 126 | 144 | 108 9.4 7.7 94 | 129 | 140 | 17.8
Brazil 74 | 11.5 | 113 7.1 7.0 93 | 124 | 11.8 | 11.8 | 143
USA 5.2 73 | 103 96 | 105 | 11.8 | 143 | 155 | 158 | 13.8
Note: compiled by the authors on the basis of the sources (http://www.worldbnk.org)
Table 3.12 Dynamics of GDP per capita (current prices, $ thousand)
Countries 1970 | 1975 1980 |1985 |1990 | 1995 |2000 |2005 |2010 |2014
Luxembourg | 4.5 9.1 17.3 |13.1 350 |534 [49.0 |79.5 |103.3 |116.7
Singapore 0.9 2.5 4.9 7.0 119 |249 238 [299 46.6 | 56.3
USA 5.2 7.8 126 |18.3 [24.0 |28.8 |364 |443 484 | 54.6
Germany 2.8 6.2 121 |94 222 |31.7 |23.7 |34 41.8 | 47.8
UK 2.3 4.3 10.0 |8.7 19.1 |21.3 [264 |40.0 383 | 46.3
France 2.9 6.7 12.7 9.8 21.8 |27.0 |[22.5 |349 40.7 | 427
Hong Kong | 1.0 2.3 5.7 6.5 135 |235 258 |26.6 32.6 | 40.2
Japan 2.0 4.6 9.3 115 |25.1 425 |[373 |358 429 | 36.2
Italy 2.1 4.1 8.4 8.0 20.8 |20.6 |20.1 |32.0 359 | 349
South Korea | 0.3 0.6 1.8 2.5 6.6 |124 |11.9 |187 222 | 28.0
Russia — - — — 35 2.7 1.8 5.3 10.7 12.7
Brazil 0.4 1.1 1.9 1.6 3.1 4.8 3.7 4.7 11.1 11.4
Malaysia 0.4 0.8 1.8 2.0 2.4 4.3 4.0 5.6 9.1 11.3
China 0.1 0.2 0.2 0.3 0.3 0.6 1.0 1.7 4.5 7.6
India 0.1 0.2 0.3 0.3 0.4 0.4 0.5 0.7 1.4 1.6

Note: compiled by the authors on the basis of the sources (http://www.worldbnk.org)

capita in Hong Kong grew from $963.0 to $40,169.5, in Malaysia from $343.0 to
$11,307.1, and in Singapore from $925.0 to $56,284.6 (http://www.worldbnk.org).

In our opinion, another interesting fact is the interconnection between activity of
the country in foreign trade operations and its investment attractiveness, which
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Table 3.13 Dynamics of DFI, new inflow (current prices, $ billion)

Countries 1970 | 1975 [1980 | 1985 |1990 |[1995 |2000 |2005 |2010 |2014
China — — — 1.7 3.5 35.8 |38.4 111.2 |243.7 |289.1
USA 13 2.6 169 200 |485 |[57.8 |321.3 |138.3 |259.3 |131.8
Hong Kong |- - - - - - 61.9 41.0 82.7 |116.0
Brazil - 1.3 1.9 14 1.0 4.9 32.8 15.5 | 533 | 969
Singapore 0.1 0.3 1.2 1.0 5.6 11.5 |16.5 18.1 55.1 67.5
UK 1.5 33 10.1 |55 335 |21.7 |122.2 |253.7 | 66.7 | 455
India - - 0.1 0.1 0.2 2.1 3.6 73 | 274 | 339
Russia - - - - - 2.1 2.7 155 | 432 | 229
Italy 0.6 0.6 0.6 1.1 6.4 4.8 13.2 19.6 9.9 13.7
Malaysia 0.1 0.4 0.9 0.7 23 4.2 3.8 39 10.9 10.6
South Korea |- - 0.0 0.2 0.8 1.8 9.3 13.6 9.5 9.8
Japan - — 0.3 0.6 1.8 0.04 |82 5.5 7.4 9.1
Germany - 0.7 0.3 0.8 3.0 120 |210.1 59.9 | 86.1 8.4
France 0.6 1.6 33 2.6 132 |237 |424 88.8 | 389 8.0
Luxembourg |- - - - - - - 6.6 | 38.6 7.1

Note: compiled by the authors on the basis of the sources (http://www.worldbnk.org)

could be determined by the indicator of new inflow of direct foreign investments
(DFI).

Real numbers show that investment attractiveness of the country cannot depend
only on the level of its economic development. In particular, the volume of DFI in
China as of year-end 2014 was larger than in the USA, and in Brazil it was larger
than in France, Italy, Japan, or UK. A major role in its formation belongs to the level
of openness of the country in foreign economic relations. Thus, significant increase
in the inflow of DFI into China (from $38.4 to $111.2 billion) was observed in
2000-2005; into France, Italy, Japan, South Korea, Singapore, UK, and the USA
after 1995 (Table 3.13). In these periods, the countries opened their markets for
foreign partners, entering the WTO.

A direct result of the growth of DFI volumes into the country is a change in the
structure of the reproduction process, in which a significant role belongs to trans-
national corporations (TNCs).

There are more than 70,000 TNCs in the world at the time of writing. According
to UNCTAD data, most of them are in the USA (806 companies), UK (531),
Canada (374), Australia (312), Germany (286), and Russia (201) (Table 3.14).

According to the data published in Fortune magazine, the largest TNCs are in
the USA (132 companies), China (73), Japan (68), France, and Germany (32 each).’

5They include Royal Dutch Shell, Exxon Mobil, Wal-Mart Stores, BP, Sinopec Group, China
National Petroleum, State Grid, Chevron, ConocoPhillips, Toyota Motor, Total, Volkswagen,
Japan Post Holdings, Glencore International, Gazprom, and E.ON (http://money.cnn.com/maga
zines/fortune/global500/2012/full_list/).
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Table 3.14 Dynamics of the quantity of TNC in selected countries

No. Country 1990 1995 2000 2005 2010 2012
1 USA 715 512 1140 948 885 806
2 UK 381 338 668 482 491 531
3 Canada 93 172 385 252 349 374
4 Australia 76 126 200 180 309 312
5 Germany 139 450 322 374 186 286
6 Russia 1 34 62 66 357 201
7 France 116 240 346 222 152 192
8 Brazil 2 28 159 37 114 192
9 Spain 72 66 182 81 151 175
10 Sweden 31 79 164 115 112 135
11 India 3 32 80 94 115 127
12 China - 45 92 217 155 120
13 Netherlands 69 68 174 126 105 119
14 Norway 12 34 112 78 89 97
15 Switzerland 28 66 168 67 53 79
16 Singapore 16 31 52 96 74 78
17 Denmark 19 36 86 90 87 69
18 Indonesia 3 12 26 30 62 69
19 Ttaly 71 126 142 118 112 66
20 South Korea 1 10 51 25 46 65
21 Japan - 11 78 44 99 64
22 ITreland 11 43 70 42 37 61
23 Turkey 4 3 17 29 46 59
24 Belgium 27 46 103 64 80 56
25 Finland 14 75 85 53 38 50
Other 168 721 1316 1074 1180 1017
The world 2072 3404 6280 5004 5484 5400

Note: compiled by the authors on the basis of the sources (www.unctad.org/fdistatistics)

It is known that TNCs account for most global industrial production and
investments in the economy. They have a significant influence on the scientific
and technical progress in these countries by means of financing most research and
development; they also stimulate modernization of existing and development of
new competitive products, implement the newest technologies, increase tax reve-
nues, and reduce unemployment. Besides all this, the formation of reproduction
chains by TNCs leads to the deepening of the international division of labour: up to
one-third of the total volume of global trade is accounted for by TNCs.

Thus, to conclude, it is possible to state that participation of a country in foreign
trade operations has a major influence on the development of its economy. Owing to
involvement in global trade, the state receives many benefits. However, it should be
understood that “skimming the cream” is possible only when the economy is ready
for foreign economic liberalization: it should have sustainable growth rates,
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develop competitive spheres of industrial production, and have high human poten-
tial. On the other hand, opening the internal market may lead to a range of
economic, technological, and social problems which can be solved only by turning
back to protectionism, which—under the modern conditions in which international
economic relations are being developed—is very difficult.

The economy should be constantly and gradually prepared for the inevitable
influence of foreign factors of development, primarily by strengthening the foreign
trade component. Each year, the volume of global trade becomes more substantial,’
and whether the country takes its place in global markets depends on its further
development: as a raw material appendage of the more developed countries or as a
full member engaged in international economic relations.

It should be noted that today a huge role for the members of External economic
relations (EER) belongs to the Eastern direction of foreign policy and FEA, as
Asian countries show the highest indicators of growth of their economies, possess
relative advantages expressed by the availability of a cheap workforce, and have
free markets of goods and services. In particular, according to the estimates for the
development of trade relations by HSBC, at the beginning of the twenty-first
century the largest trade growth will be observed in Egypt, India, Indonesia,
China, and Brazil. For example, by 2025—owing to the growth in production—
the share of China in global trade will achieve 13.0 %, which will give it the leading
position in the global economy (http://www.hsbc.ru/1/PA_1_1_S5/content/russia/
about_us/news/pdf/rus/Press_release_Global_trade_forecast_from_HSBC_RUS_
11_10_2011.pdf).

The countries which have not yet entered active foreign economic relations or
have faced economic problems because of unwisely built models for foreign trade
relations should correct their foreign trade policy in view of existing comparative
advantages, the possibility of creation and growth of competitive advantages, and,
of course, the optimal—from the point of view of transaction costs—vector of the
country.

%In the following five years, the volumes of the global trade will be growing annually by 4.0 %, and
in 2017-2021—by approximately 6.0 % [226].
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Chapter 4

Role and Meaning of Foreign Trade
Cooperation in the Globalizing World
Through the Example of Russia and China

Abstract This chapter is devoted to an evaluation of the Russian economy’s
readiness for the development of foreign trade cooperation and substantiating the
necessity for it between Russia and China. The authors study the dynamics of
change in the sectorial structure of the Russian economy and a range of partner
countries for international organizations, view the commodity structure for exports
and imports in Russia, observe the level of openness in the Russian economy,
determine the share of certain countries in Russian foreign trade turnover, and study
the dynamics of the main indicators of Russian foreign trade, the dynamics of
Russia’s international reserves, and the demographics of organizations’ ownership
forms.

The authors conduct a SWOT analysis of the Russian economy in modern
conditions and a general analysis of foreign trade turnover in Russia, determining
the leading commodity group in the country’s exports and imports. This chapter
also views Russian foreign trade with its main trading partners, observes the
comparative characteristics of Russian commodity turnover with the Common-
wealth of Independent States (CIS) and non-CIS countries for the leading com-
modity groups, performs an analysis of the situation in the external sphere, and
examines Russian national interests and priorities, the level of development of
foreign economic institutes, and the country’s position in the national economy in
the context of the “Turn to the East” strategy. The authors prove the necessity for
activation of cooperation with developing Asian countries—primarily with China.

4.1 Evaluation of Readiness of Russia’s Economy
for Development of Foreign Trade Cooperation

Today, Russia, as a member of international society, conducts a foreign economic
policy which corresponds both to the achieved level of the country’s internal
economic development and to the requirements of the international structures of
which it is a member.
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Over a long period, its advantages have been a good geo-political location, rich
raw materials, and relatively cheap energy, on the basis of which the sectorial
structure of the economy is built.

Modern Russia, like all other countries of the Commonwealth of Independent
States (CIS) and BRICS (Brazil, Russia, India, China, and South Africa), is a purely
industrial country, though movement towards post-industrialization, in which most
success has been achieved by the G7 countries (USA, Canada, Great Britain,
Germany, Italy, France, and Japan), is clear (Table 4.1):

1. The share of industrial production in Russia’s GDP has reduced from 48.4 % in
1990 to 36.3 % in 2013. Among the CIS countries, over 1990-2013, the share of
this sphere grew only in Azerbaijan (maximum value among the counties of this
group—66.8 % in 2011). The smallest share is observed in Moldova—16.6 %.
Within the BRICS, the largest share of the corresponding sphere is observed in
China—43.9 %, the minimum in Brazil—25.0 % in 2013. Among the countries
in this group, the value of these indicators for all members does not exceed
30.0 %.

2. The share of agriculture in Russia’s GDP reduced abruptly from 16.6 to 3.9 % in
1990-2013. It is the smallest indicator among the CIS countries (maximum is
27.4 % in Tajikistan). Among the BRICS countries, only South Africa had a
share smaller than Russia’s (2.3 %) in 2013. In the G7 countries, agriculture does
not exceed 2.3 %.

3. The share of services in Russia’s GDP prevails. In 1990-2013, it grew from 35.0
to 59.8 %. Among the CIS countries, the figure is largest in Moldova (68.4 %).
Among the BRICS countries, in 2013 Russia was exceeded in the value of the
service sphere by Brazil (69.3 %) and South Africa (67.8 %). Great Britain is the
leader in the G7 regarding services—79.1 %.

Despite the prevailing character of its service sphere, Russia’s standard and
quality of living depend on the effectiveness of industrial production’s develop-
ment, as industrial product dominate the country’s exports (Table 4.2). The revenue
share of Russia’s federal budget as of year-end 2014 included customs charges
(32.0 %) and minerals extraction tax (19.7 %) (http://www.economy.gov.ru).

This situation suggests a range of questions. If the share of industrial production
in GDP is tending to reduce, and its products still determine the country’s special-
ization in the international division of labour, what is the future of Russia in terms
of foreign trade policy? Should the country “narrow” its industrial production just
to the export of raw materials, which are currently in high demand, and then
concentrate on development of the service sphere? Should the country try to
preserve the existing volume of industrial production by diversification, and start
to search for new niches in global markets and for new foreign trade partners?

It is obvious that these questions can only be answered after studying Russia’s
sectorial policy and its foreign economic policy. It seems that the most convenient
tool is SWOT analysis (strengths, weaknesses, opportunities, and threats) of the
Russian economy under modern conditions.


http://www.economy.gov.ru
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We consider that the economy’s strengths include, first of all, a rich raw material
base. This has ensured the development of a range of extracting and processing
industries. A second strength is the developed transport network of the country,
represented by railway and motor transport, major pipelines, and navigable rivers.

Owing to a large territory and the climatic conditions, the main volume of freight
operation is undertaken by railways and pipelines, which constitute 42.3 % and
51.0 % respectively of the freight turnover of the country (http://annrep.rzd.ru/
reports/public/ru?STRUCTURE_ID=4389&). This transport infrastructure is con-
stantly expanding. Currently, an investment project is aiming to create the Power of
Siberia gas pipeline, and modernization of the main railway lines within the
Eurasian Land Bridge project is being planned.

The weaknesses of Russia’s economy include a low level of competitiveness in a
range of processing industries, caused by non-conformity to present-day technolo-
gies, a lack of highly qualified specialists, the low quality of infrastructural devel-
opment, and minimal investment.

These spheres include:

1. Domestic car industry (AvtoVAZ OJSC, KAMAZ OJSC, GAZ Group OJSC,

Sollers OJAC, ZIL OJSC, BAZ OJSC, etc.). A common negative situation
deepened after the 2000s when Russian car market was opened to foreign
manufacturers. As a result, BMW, Chevrolet, Ford, Renault, Skoda, Toyota,
and Volkswagen, and car alliances Kia, Nissan, Opel, Peugeot-Citroen-
Mitsubishi, and Volvo Truck entered Russia. It may be taken as a given that
that they will be unenthusiastic about the possibility of reviving the domestic car
industry.
In our opinion, another advantage of the Russian economy is the high-quality
scientific and technological bases for the manufacture of military products and
dual-purpose products (which appeared in Soviet times) and the machine-
building capabilities of the country.'

'In particular, Russia accounts for 27 % of the global weapons market, giving way only to the USA
which accounts for 29 % (http://www.sipri.org/databases). Russia cooperates with more than
80 countries, supplying military products into 62 countries, including India, Venezuela, China,
Vietnam, Algeria, Kuwait, Greece, Iran, and Brazil. The key enterprises in this sphere are the
Izhevsk and Nizhegorodskiy machine building plants, and the Votkinskiy plant.

In 2001-2010, the total volume of foreign sales of Rosoboronexport OJSC grew by ten times,
reaching $8.7 billion and constituting $13.2 billion in 2014 (http://www.ria.ru). A large share of
Russian exports belongs to warplanes and dual-purpose products. As to the volume of the
warplanes and war helicopters industry, Russia was ranked first in the world in 2014: 124 war-
planes and 300 war helicopters were built in the country in 2014 (http://www.regnum.ru/news/
polit/1898196.html#ixzz3SfMpV An0).

In the sphere of civil aircraft engineering, Russia cooperates with almost all world manufac-
turers (Boeing, Airbus, Snecma, Embraer, etc.).

As for the rocket and space industry, its modern structure is represented by Roskosmos state
corporation, which includes 50 enterprises, the largest of which are Korolev Rocket and Space
Corporation Energia, Khrunichev State Research and Production Space Centre, Progress State
Research and Production Rocket Space Centre, and the Lavochkin Research and Production


http://annrep.rzd.ru/reports/public/ru?STRUCTURE_ID=4389&
http://annrep.rzd.ru/reports/public/ru?STRUCTURE_ID=4389&
http://www.sipri.org/databases
http://www.ria.ru
http://www.regnum.ru/news/polit/1898196.html#ixzz3SfMpVAn0
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2. The sphere of micro-electronics and nano-technological production (Rosnano
OJSC, Angstrem OJSC, NIIME and Micron OJSC, SITRONIX-Nano OJSC),
which accounts for just 1 % of the global market.

3. Agriculture and food industry, in which Russia depends on the import of food
products and agricultural machinery (up to 80 %). Russia has 10 % of all the arable
land in the world, and development of agriculture has not been intensive but
extensive in character, and a significant volume of food products is imported
(13.9% of the volume of imports in 2014). Agricultural exports (3.8 % of the
volume of exports in 2014) of Russia is represented by grain—as of year-end 2014,
Russia was ranked sixth in the world regarding the volume of export of grain (after
the USA, India, France, Canada, and Australia), and third in the world for the
volume of export of wheat (after the USA and Canada) (http://www.customs.ru).
Today, agriculture is profitable and competitive (as of year-end 2014, profitabil-
ity of agricultural manufacturers was 7.3 %, and the share of profitable agricul-
tural organizations was 84.1 % (http://www.mcx.ru)), but there is a threat from
foreign manufacturers. A reduction in state support for the agrarian sector,
caused by Russia’s entering the World Trade Organization (WTO) and changing
domestic prices for production may lead to negative consequences for Russian
agriculture and threaten national food security (http://expert.ru/south/2014/17/
myi-mogli-poteryat-agrariev/n=171).

4. Light industry, the share of which in the total volume of Russia’s production is
less than 1 %.

It is a pity that the service sphere does not have significant competitive advan-
tages. This is true for telecommunications, finance, tourism, construction, the social
sphere, and so on.

In particular, regarding the development of information technologies, Russia is
not even among the top 20 countries of the world. According to the Networked
Readiness Index, which is considered to be one of the most important indicators of a
country’s potential development, Russia was ranked 41st among 144 countries in
2014 (http://gtmarket.ru/ratings/networked-readiness-index/networked-readiness-
index-info). According to the Index of Development of Information and Commu-
nication Technologies (2014), Russia is ranked 42nd (http://gtmarket.ru/ratings/ict-
development-index/ict-development-index-info). In Internet development (2014) it

Association. Currently, Roskosmos has intergovernmental contracts with more than 30 countries
(USA, Sweden, India, Brazil, Argentina, Japan, and countries of the European Space Agency)
(http://www.federalspace.ru/114).

In the sphere of machine-building, it is necessary to mention the strong positions of Russian
manufacturers of agricultural machinery (Rostselmash, Chelyabinsk Tractor Plant LLC, Chebok-
sary Aggregate Plant OJSC), railway machine building (Transmasholding CJSC, Tikhvin Indus-
trial Site JSC, Uralvagonzavod OJSC, Mordovia Carriage-Building Company OJSC, Vagonmash
CJSC, Kaliningrad Carriage-Building Plant OJSC, Torzhok Carriage-Building Plant OJSC). A
range of Russian carriage-building enterprises actively cooperate with foreign companies, among
which are Alstom Group, American Railcar Industries Ltd, Amsted Rail, Nippon Sharyo Ltd,
Siemens AG, and Starfire Engineering and Technologies.


http://www.customs.ru
http://www.mcx.ru
http://expert.ru/south/2014/17/myi-mogli-poteryat-agrariev/?n=171
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is 55th (http://gtmarket.ru/ratings/internet-development/info). In E-government
(2014) it is 27th (http://gtmarket.ru/ratings/e-government-survey/info). In IT (infor-
mation technology) competitiveness (2014) it is 40th (http://gtmarket.ru/news/
2014/05/29/6788).

Such a low level is caused by a range of factors: an unsatisfactory environment
for the conduct of business, the low quality of IT infrastructure, insufficiently
qualified personnel potential, low development of research and development
(R&D), and non-conformity of the market to the legal environment.

In its turn, the development of the country’s financial sphere could be assessed
by the ranking of credit solvency, the presence of transnational banks, volumes of
investments, and so on.

As to the first indicator, as of year-end 2013, Russia—together with Brazil,
Spain, and Mexico—enters the group iBBB+, giving way to the groups of countries
with the rankings of iAAA (Switzerland and Norway), iAA+ (USA, France,
Germany, Australia, and South Korea), iAA (Japan, Sweden, Netherlands, Great
Britain, Austria, and Canada), iAA— (Luxembourg and Denmark), iA+ (China,
New Zealand, and Israel), iA (Czech Republic, Finland, Belgium, and Saudi
Arabia), and iA— (Italy and Slovakia) (http://www.ra-national.ru/?page=raiting-
credit).

As for the development of banking, Russia is not among the global financial
centres and does not have its own large transnational banks.

As to volumes of investments, Russia is not among the leaders either. Thus,
according to the ranking of the most investment-attractive countries and the largest
countries—investors, published by the World Economic Journal, Russia was ranked
eighth in 2012 with a volume of direct foreign investments (DFI) of $51.4 billion.
DFI per capita constituted $362.3. For comparison, the USA was ranked first with
the corresponding indicators being $167.3 billion and $533.5, Hong Kong was third
($74.6 billion and $10,397.9), and Singapore was seventh ($56.7 billion and
$10,481.2) (http://world-economic.com/ru/articles_wej-350.html).

Regarding Russia’s direct investments, the picture is even more pessimistic—
their negative growth may be observed, the greater part of them being transferred
abroad (Table 4.3).

Domestic investors are primarily interested in the development of financial
activities and insurance, wholesale and retail, production, and minerals extraction.
The only positive aspect is that among the attracted domestic direct investments a
significant part accounts for R&D.

Table 4.3 Dynamics of direct investments of Russia ($ million)

Indicator 2000 2005 2010 2011 2012 2013 2014
Direct —-501 | —-2372 —9448 —11,767 | 1766 —17,288 | —33,502
investments,

including

— Abroad —3179 | —17,880 | —52,616 | —66,851 | —48,822 | —86,507 | —56,393
— Into Russia 2678 15,508 43,168 55,084 50,588 69,219 20,891

Note: compiled by the authors on the basis of the sources (http://www.cbr.ru)


http://gtmarket.ru/ratings/internet-development/info
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Portfolio investments into Russia constitute 1 % of the total inflow of foreign
investments (http://www.gks.ru). Foreign investments are interested primarily in
securities in the largest Russian companies: Gazprom OJSC, NC Rosneft OJSC, NC
Lukoil OJSC, TNC-VR Holding OJSC, Sberbank of Russia OJSC, Surgutneftegaz
OJSC, Novatek OJSC, Norilskiy Nikel, and RUSAL, for example.

The Russian tourist industry has a large potential but relatively low indicators of
development. On the one hand, the country has a lot of resorts: resorts that exploit
the Caucasus mineral waters (Essentuki, Zheleznovodsk, Kislovodsk, Kumagorsk,
Nagutsk, and Pyatigorsk), the Black Sea coast of the Caucasus (Sochi, etc.),
Moscow, St Petersburg, the Golden Ring cities, Lake Baikal, and so on. On the
other hand, as of year-end 2014, Russia was ranked 45th for its level of competi-
tiveness in travel and tourism (http://gtmarket.ru/news/2015/05/07/7152); even so,
Russia is among the top ten countries as regards the number of incoming tourists
and profits from this area.

In the socially important spheres of education, science, and healthcare the
situation is similar: the potential is high, but Russia’s ranks in intercountry com-
parisons are medium.

In particular, as regards the level of education in the country, determined by UN
experts, as of year-end 2014, Russia was ranked 49th.

As to the level of expenses for R&D in relative measurement, the 2012 top five
was made up of Israel, Finland, South Korea, Sweden, and Japan. Russia was
ranked 32nd. As to expenses for R&D per capita, Russia is not even among the
top ten. According to the absolute calculation of expenses, Russia is ranked tenth.

As to one of the key indicators of the level of R&D activity, which is the number
of R&D articles published in peer-reviewed scientific journals and included in the
databases Science Citation Index (SCI) and Social Sciences Citation Index (SSCI),
as of year-end 2014, Russia was ranked 15th.

According to the global index of innovations, calculated by the INSEAD busi-
ness school methodology, Russia was ranked 49th as of year-end 2014.

In its turn, development of healthcare in the country also faces a range of
problems: these include insufficient financing and the small number of domestic
practical scientific developments. In particular, as to expenses in this sphere,
calculated as a percentage of GDP, Russia was ranked 93rd as of year-end 2013
(http://gtmarket.ru/ratings/expenditure-on-health/info). According to data from the
World Healthcare Organization, for 2000-2013 only India and China spent less on
healthcare among the BRICS countries. A similar picture is observed with expenses
calculated per capita. It should be noted that the volume of direct state expenses in
Russia is higher than in other BRICS countries.

Nevertheless, the potential in this sphere is huge. Russia prepares a sufficient
number of doctors who—with the proper level of material and technical support—
could provide for the development of healthcare.”

?In particular, as to the share of doctors for 1,000 people, Russia is among the leaders with 4.309.
In the USA this indicator is only 2.42; in France 3.381; in Italy 3.802; in Japan 2.14; and in China
1.456 (http://apps.who.int/gho/data/node.main.75?lang=en).


http://www.gks.ru
http://gtmarket.ru/news/2015/05/07/7152
http://gtmarket.ru/ratings/expenditure-on-health/info
http://apps.who.int/gho/data/node.main.75?lang=en

4.1 Evaluation of Readiness of Russia’s Economy for Development of. . . 55

Moving on to the potential reserves that might allow for the growth of the
country’s economy, they include the following.

Firstly, the large internal market is not yet filled with the products of Russian
manufacturers. The completion of investment projects that are aimed at
manufacturing competitive products in the processing sector would allow the
reduction of dependence on imported products and would allow the development
of Russian foreign trade by means of the export of products that have a high share of
added value.

Secondly, the orientation of foreign economic policy in a free-trading model
allows domestic manufacturers not only to participate in the acquisition of foreign
states’ markets but also foreign companies—allowing them to be full subjects of the
Russian economy. This is proved by the indicator of openness of the country’s
economy, which has grown as compared to the 1990s (Table 4.4), and a decreasing
value of import taxes. In particular, it is expected that within the activities of the
Customs Union (Russia, Belarus, and Kazakhstan) the average rate of import taxes
will be reduced from 9.64 % in 2011 to 5.9 % in 2015; and by 2019, the average rate
of custom tax in Russia is to constitute 5.0 % to 5.3 % owing to Russia’s member-
ship of the WTO (http://www.economy.gov.ru).

Thirdly, existing commodity niches in world markets guarantee—in the mid--
term—the inflow of foreign currency into Russia’s budget. Primarily, this inflow
should be expected from the countries that are important partners in foreign trade
operations (China, Netherlands, Germany, Italy, Turkey, and Japan) and from those
countries with which an increase in commodity turnover is potentially possible
(Belarus and Kazakhstan, as members of the Customs Union of the Eurasian
Economic Community, EurAsEc) and new industrial countries: Hong Kong, Indo-
nesia, Malaysia, Singapore, and Taiwan, which share in the commodity turnover as
Russia grows (Table 4.5).

Fourthly, a positive trade balance of the country, which means an excess of all
payments from trade that come into the country from abroad over the payment from
Russia into other countries, and provides the growth of currency reserves of the
country, guarantees the stock of reserves in the internal market for foreign products
without damaging the interests of domestic manufacturers (Table 4.6).

Fifthly, a small (as compared to GDP) external debt of the country (which as of
1 January 2015 constituted $597.3 billion, or 29.0% of its nominal GDP)

Table 4.4 Dynamics of the level of openness of Russia’s economy in 1995-2014

WTO | Export | Import | GDP (nominal values), $ Level of openness of
Year |$ billion billion economy
1995 | 145.0 | 824 62.6 395.5 0.37
2000 | 149.9 |105.0 449 259.7 0.58
2005 |363.9 |240.0 |123.8 764.0 0.48
2010 |638.4 |392.7 |245.7 |1524.9 0.42
2013 | 864.6 [523.3 |341.3 |2096.8 0.41
2014 | 805.8 [497.8 |308.0 |1860.6 0.43

Note: compiled by the authors on the basis of the sources (http://www.cbr.ru)
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Table 4.5 Share of certain countries of the world in foreign trade turnover of Russia, %

Country 1995 2000 2005 2010 2011 2012 2013 2014
China 34 4.5 6.0 9.5 10.1 10.5 10.5 11.3
Netherlands 39 37 7.8 9.3 8.3 9.9 9.0 9.4
Germany 10.2 9.6 9.7 8.4 8.7 8.8 8.9 9.0
Ttaly 4.2 6.2 6.9 6.0 5.6 5.5 6.4 6.2
Belarus 4.1 6.8 4.7 4.5 4.8 43 4.1 4.0
Turkey 1.7 2.5 3.7 4.0 39 4.1 39 4.0
Japan 32 2.4 2.8 3.7 3.6 37 39 39
USA 5.6 54 32 3.7 3.8 34 33 37
Ukraine 11.0 6.3 5.9 5.9 6.2 5.4 4.7 3.6
South Korea 1.0 1.0 1.9 2.8 3.0 3.0 3.0 35
Poland 2.4 3.8 33 33 3.4 33 33 2.9
Kazakhstan 4.2 32 2.9 2.4 2.5 2.7 2.8 2.7
India 1.3 1.2 0.9 14 1.1 1.3 1.2 1.2
Singapore 0.6 0.4 0.2 0.4 0.3 0.2 0.3 0.8
Brazil 0.4 0.5 0.9 0.9 0.8 0.7 0.7 0.8
Taiwan 0.4 0.4 0.6 0.5 0.5 0.6 0.8 0.7
Vietnam 0.3 0.1 0.3 0.4 0.4 0.4 0.5 0.5
Malaysia - - - 0.3 0.2 0.2 0.3 0.4
Indonesia - - - 0.3 0.3 0.3 0.4 0.3
Hong Kong 0.3 0.1 0.1 0.1 0.1 0.2 04 0.2

Note: compiled by the authors on the basis of the sources (http://www.customs.ru)

Table 4.6 Dynamics of main indicators of Russia’s foreign trade, $ million

Indicators 1995 2000 2005 2010 2014
Export 82,419 105,003 240,024 392,674 497.8
Import 62,603 44,862 123,839 245,680 308.0
Trade balance 19,816 60,172 116,185 149,995 189.8
Payment balance (current operations) 6969 46,839 84,389 67,452 56.7

Note: compiled by the authors on the basis of the sources (http://www.cbr.ru)

characterizes Russia as a relatively reliable partner that is able to fulfil its accumu-
lated financial obligations before external creditors (http://www.cbr.ru).

Sixthly, the accumulated international reserves of Russia, with the Bank of
Russia and the Government of Russia, might and should be used for elimination
of the trade balance deficit, influencing the exchange rate of currency through
currency operations, and supporting trust in the national currency (Table 4.7).

Over recent years, the gold and forex reserves of Russia have increased from
$6.5 billion to $509.6 billion (1995-2014; the maximum was reached in August
2008, constituting $598.1 billion)—primarily, by means of a favourable foreign
trade situation and growing volumes of exports. However, after the implementation
of economic sanctions against Russia in early 2014, a reduction in oil prices, and
Russia’s Central Bank conducting measures to support the rouble and providing
currency credits for banks, the volume of gold and forex reserves reduced to $358
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Table 4.7 Dynamics of international reserves of Russia (as of 1 January) ($ billion)

Indicator 1995 |2000 (2005 |2010 |2011 |2012 |2013 |2014 |2015

International reserves | 6.5 12.5 | 124.5 |439.5 |479.4 |498.6 |537.6 [509.6 |385.5
(total), including

Currency reserves 4.0 8.5 |120.8 [416.7 |443.6 |454.0 |486.6 |469.6 |339.4
Monetary gold 2.5 4.0 37 | 228 | 358 | 447 | 51.0 | 40.0 | 46.1

Note: compiled by the authors on the basis of the sources (http://www.cbr.ru)

billion as of August 2015. The similar reduction was observed during the global
financial crisis—from $598.1 billion in August 2008 to $376.1 billion in March
2009 (http://www.cbr.ru).

In turn, the possible threats which come from the external environment, and
might change the path of Russia’s future development, include the following.

Firstly, there is the probability that Russia’s status as a raw materials appendage
of post-industrial and new industrial export-oriented countries will be established
beyond doubt, which will actively develop industrial production. This picture could
be aggravated as a result of a depletion of the country’s resources base and the loss
of a range of spheres in the Russian economy in which the level of competitiveness
is currently very low.

Secondly, a loss of control over Russian business could be a consequence of the
annual liquidation of a large number of domestic organizations and also the
expansion of foreign property ownership in the Russian market.

In particular, growth in the number of registered organizations belonging to
foreigners and a low rate of their liquidation may be observed (Table 4.8).

Thirdly, there is the growing dependence of Russia’s internal economic devel-
opment on the situation in the global commodity markets, whose products flood
into the internal market of the country, satisfying demand from the population
(consumer products) and also domestic manufacturers (components). This is proved
by Russia’s import quota—16.4 %.

Fourthly, the situation regarding labour resources in the internal market does not
conform to the development of the state. Russia’s population in 2014 constituted
146.2 million, of which the number of the employed was 71.5 million (48.9 %) with
3.8 million unemployed (5.2 % of economically active population). On the one
hand, Russia faces the problem of an uncontrolled inflow of cheap labour resources,
but on the other hand, a lot of highly qualified specialists leave Russia every year.

In particular, over 2003-2013, the largest migration growth in Russia took place
as a result of arrival of citizens of Uzbekistan (446,500), Kazakhstan (331,000),
Ukraine (303,400), Armenia (239,000), and Tajikistan (197,500). For comparison
purposes, it should be noted that during the same period, people left Russia for
Germany (93,100), USA (17,300), Finland (5100), Canada (4800), and Spain
(2500) (http://www.gks.ru).

Emigration flows from Russia continue to follow the paths established back in
the 1990s: Uzbekistan (85,900), Tajikistan (32,600), Ukraine (29,700), Armenia
(20,600), and Kazakhstan (16,500). The traditional countries for emigration also
include Germany, Israel, and the USA. However, it should be noted that outflow to
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these countries has decreased recently. For example, in 2014, 4442 people left for
permanent residence in Germany, while in 2006-2013 the outflow constituted
8200-3900 annually, and in the previous years it was 20,000-40,000 annually.
The volume of migration outflow to the USA reduced as well, from 4700 in 2000 to
1800 in 2014 (http://www.gks.ru).

Besides the traditional migration partners, a large role in the formation of the
Russian labour market belongs to China. There is a tendency towards growth in the
number of migrants from this country (9900 in 2014 against 5100 in 2011), with a
corresponding reduction in the number of people leaving Russia for China.

Fourthly, finance is being transferred into offshore havens, uncontrolled by the state,
leading to less investment in future development and losses in the Russian budget.

According to expert evaluations, in 2012 more than $111 billion worth of
Russian products passed through offshore accounts—one-fifth of all Russian
exports. Half of the $50 billion of Russian investments into other countries is also
accounted for by offshores (http://www.nipesuaeHT.pd).

Thus, concluding this analysis of the state of Russia’s economy and its potential
reserves for growth, together with threats from the external environment, it is
possible to state that the country possesses a gigantic potential for development,
yet is turning into a monoculture partner in foreign trade operations and occupies
“narrow” commodity niches in the global markets, specializing in the international
division of labour only in resource-intensive (energy) production (Table 4.9).
Unfortunately, the opinion that Russia is a uniquely wealthy but insufficiently
competitive country is supported by international society, as is seen in the rankings
from international economic organizations.

It should be understood that in view of the low competitiveness of a large
number of spheres of the country’s economy, growing accessibility of Russian
production for foreign capital, and niches that are occupied in global commodity
markets (most of which are defined by tough competition), the diversification of the
sectorial policy of Russia should be built not so much on theoretical postulates
about the significance of the knowledge factor in the development of economic
subjects as on the wise choice of partners in foreign trade, focusing on areas where
internal markets are growing and ready to purchase Russian products with a higher
(as compared to today) level of processing.

It seems that in the current situation Russia should emphasize the changing of the
sectorial structure of its economy and the optimization of its foreign trade policy.

Thus, based on Chap. 1, it is possible to draw the following conclusions.

Firstly, among all the possible services, which are objects of trade, trade
occupies a specific place, as it performs a unique function of exchange. This is
related to all its types and forms, as well as its method of conduct. Proper
understanding of this function at state level allows the country and the commodity
structure of export/import to change for the purpose of national development.
Mutually profitable “exchange”—but not simple “sale”—has been viewed and is
being viewed by the representatives of various schools and directions of economic
thought within the theories of international trade.

Secondly, according to the economists and the data of real statistics, the impor-
tance of foreign trade for economic development of the state is huge. If the
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Table 4.9 SWOT analysis of Russian economy under modern conditions

Pros

Cons

Rich resource base, represented by oil, natural gas, coal, uranium, diamonds, copper, ferrous
metal ores, gold, silver, forest and hydro-resources, and arable lands

1. Existing and competitive extracting industry
which brings revenues into the country’s
budget

1. Exploitation of natural resources, resulting
in their depletion and changes in structure of
the economy

2. Processing spheres of industry which func-
tion on the basis of domestic raw materials
sources (with created material and technical
basis, reliable partners, and consumer network)

2. Weak involvement of the resources
extracted in the country in the processes of
creation of products with higher level of
processing and growth level of internal eco-
nomic development of the country

3. Conduct of modernization in the sphere of
iron industry which increases the level of
competitiveness of manufactured products

3. Low competitiveness of processing spheres
of economy, based on domestic resource base:
oil refining, chemical industry and pharma-
ceutical industry related to low level of
processing of created products and leading to
necessity for attraction of foreign investments
for further development

4. Competitive sphere of non-ferrous metal-
lurgy, based on own raw materials and cheap
electric energy

4. Low level of elaboration of domestic tim-
ber, related to lack of corresponding material
and technical base

5. Developed energy sector of the country,
represented by thermal stations, hydro-electric
power stations, and atomic power stations
which volumes of production fully cover
internal demand for corresponding products

5. Insignificant use of alternative sources of
energy

6. Extensive character of development of
agriculture, which competitive advantage in
the global market is related to pricing factors,
not to technological base

Scientific and technological production base which remained from Soviet times

6. Created material and technical basis of mil-
itary—industrial complex, space and rocket
industry, and machine building (technologies
developed in twentieth century)

7. Reduction of the level of competitiveness of
military—industrial complex and space and
rocket industry owing to decrease of their
scientific component

8. The products manufactured by Russian car
industry and light industry which do not con-
form to the modern level of scientific and
technological development and demands of
consumers

9. Weak modernization of main areas of food
industry

Achieved level and quality of development of the service sphere

7. The developed transport network of the
country with domination of railways and pipe-
lines in the sphere

10. Insignificant role in development of the
country’s economy of water and car transport

11. High tariffs for services provided by rail-
way transport

(continued)
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Table 4.9 (continued)

Pros

Cons

12. Weak development of domestic sea
transport

13. Low investment attractiveness of the
country in the sphere of portfolio investments

14. Low—in relation to the leading coun-
tries—level of development of information
technologies

15. Role of tourism in the country’s economy
that does not conform to the existing potential

8. Existing banking infrastructure. Growing
investment attractiveness of the country in the
sphere of DFI

16. Low level of education, as compared to
leading countries

17. Financing of R&D is insufficient for
effective development of economy. Low level
of R&D activity and innovational
development

18. Low effectiveness of healthcare owing to
insufficient financing and small number of
domestic practical developments

Possibility of development

Threats from external environment

1. Large internal market of the country and
creation of the EurAsEc Customs Union

1. Preservation of demand for Russian raw
materials and products with low added value
in the global markets, which increases the
possibility of Russia’s turning into raw mate-
rial appendage of countries that are leaders of
globalization and new industrial countries and
depletion of the resource base

2. Policy of free trade which opens Russian
borders for domestic and foreign
manufacturers

2. Strengthening of competition from foreign
manufacturers, which stimulates the loss of a
range of spheres of Russian economy with low
level of competitiveness

3. Existing commodity structure of export
which guarantees revenues into the Russian
budget in the mid-term

3. Expansion of the volumes of foreign prop-
erty in the Russian market, which may lead to
loss of control over business in the country as
a result of liquidation of domestic
organizations

4. Positive trade balance of the country that
creates reserves for the growth of imports
without harming the interests of domestic
manufacturers

4. Dependence on the situation in the global
markets of consumer products and compo-
nents, used by domestic companies for manu-
facture of final products

5. Active payment balance of the country
which stimulates growth of currency reserves

5. Poorly controlled international migration of
labour resources, which creates imbalance in
the Russian market of labour resources:
uncontrolled immigration of cheap resources
against the background of “brain drain”

6. Insignificant (as to the GDP) external debt
which the country can pay

6. Transfer of financial assets into offshore
havens, as a result of which the economy does
not receive investment for its further devel-
opment and the country’s budget suffers losses

(continued)
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Table 4.9 (continued)

Possibility of development Threats from external environment
7. Growing international reserves of Russia 8. Complex foreign political situation
which allow correcting currency and monetary | 9, Instability of the national currency
policy of the country exchange rate
10. Extension of sanctions and limitations
against Russia

Note: compiled by the authors on the basis of the sources (http://www.cbr.ru)

country’s economy is ready for foreign economic liberalization, it will demonstrate
sustainable rates of growth, the competitive sphere of industrial production will
develop, and human potential will improve. Wisely built foreign trade determines
the volumes of products that are manufactured in the country (the domestic market
can and should expand by means of opening niches in external markets); the
volume of GDP and all macro-economic indicators of the system of national
accounts; the share of received global income for expert operations and all further
payments into budgets at various levels; and living standards in the country.

If the economy is not ready for participation in the processes of exchange of
goods and services in the international markets, but its boundaries are opening, it
may lead to the outflow of capital, a growth in dependence on exports, the ousting
of domestic manufacturers from their own market, an increase in technological
underrun from developed countries, de-industrialization in the production sector,
and loss of competitiveness at almost all levels of analysis.

Thirdly, it was too early for Russia to enter the global environment, taking into
account the model of foreign economic liberalization. Raw materials export, which
had remained unchanged for decades, did not change as a result of reforms and even
aggravated the imbalances in sectorial development: science-based services are
developing very weakly against the background of the continued extraction of
natural resources.

With significant reserves of growth and real possibilities for expansion in foreign
trade, the country is turning into a monoculture partner in foreign trade operations,
occupying a “narrow” commodity market in the global markets, specializing in the
international division of labour only in resource-based (energy) products. This is
caused by a low level of competitiveness in a large number of processing industries
and in the service sphere, as well as in agriculture, and the huge dependence of the
economy’s development on external factors.

Fourthly, transitioning to the export of innovational products cannot be
performed by Russia independently. It requires a strategic partner in foreign
economic spheres, which, being interested in cooperation, can stimulate the
increase in Russia’s competitiveness and the competitiveness of its people.
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4.2 Substantiation of the Necessity for Development
of Cooperation Between Russia and China in Foreign
Trade

The structure of foreign trade for Russia in its enlarged form is divided into countries
of the EU, which, as of year-end 2014, accounted for 48.2 % of Russian commodity
turnover, APEC (Asia-Pacific Economic Cooperation)—27.0 %, CIS—12.2 %,
EurAsEC—7.1 %, and the Customs Union—=6.7 % (http://www.customs.ru).

At present, the top ten leading foreign trade partners of Russia are China, the
Netherlands, Germany, Italy, Belarus, Turkey, Japan, the USA, Ukraine, and
Kazakhstan (Table 4.10). Among these countries, there has been an obvious
strengthening of mutual interest in foreign trade over recent years: especially
between Russia and Germany, Italy, and Kazakhstan. Beginning from the
mid-2000s, the share of China in Russia’s foreign trade operations has been
constantly growing: in 2010, China exceeded Germany in the volume of commod-
ity turnover with Russia for the first time, and still remains the leader when using
this indicator.

Analysis of foreign trade turnover for the Russian Federation shows that the
leading commodity group remains unchanged in exports and imports, but on the
whole, the total commodity structure of the products that cross the Russian border
varies when viewed by country (region) (Table 4.11).

Thus, a traditional Russian export is “products of fuel and energy complex”
(FEC). In 2014, the share of these products as related to the total commodity
structure of Russian exports into foreign countries was 74.1 %, and into CIS
countries it was 45.5 %.

In Russian imports, the largest share belongs to “machines and equipment”—its
share in the total structure of imports from non-CIS countries was 50.5 % at year-
end 2014, and from the CIS countries it was 29.4 %. A second important Russian
import from non-CIS countries is “products of chemical industry” (16.8 %), and
from the CIS countries it is “metals and products of metals” (18.1 %).

Thus, we would like to emphasize that it is very difficult to make the correct
choice regarding the preferable direction of Russia’s future foreign trade coopera-
tion, when observing only the existing commodity structure of its exports and
imports. Hypothetically, it could be any direction.

On the other hand, it should be understood that the modern age is one of power
and hegemony of the strongest and most competitive states. Never before was the
overwhelming character of development of a country treated by economists like
this: national economies previously always had an opportunity to use protectionist
measures or to avoid tough anthropogenic influences. Nowadays, the situation has
changed drastically. After making decisions on structural reforms of the economy
and which model of foreign trade policy to choose, countries have to take into
account the influence of external factors, and only after that internal factors. The
market of a country is “opened” by international structures not necessarily when the
economy is ready (very often, it happens when the country is not ready, and its
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Table 4.11 Comparative characteristics of commodity turnover of Russia with the foreign
countries and CIS for the leading commodity groups, %

Export Import

Non-CIS Non-CIS CIS

countries CIS countries | countries countries
Commodity group 2010 |2014 |2010 |2014 |2010 |2014 |2010 |2014

Share of the region in export/ | 90.3 | 87.2 9.7 | 12.8 | 90.8 | 88.8 92 | 112
import

Food and agricultural raw 1.8 3.2 5.8 80 | 153 | 134 | 173 | 173
materials

Mineral products, including 71.5 | 74.1 | 544 | 455 1.0 09 | 159 | 159
— Fuel and energy 70.8 | 733 | 53.0 | 439 0.7 05 | 105 | 105
Products of chemical indus- 5.8 5.1 89 | 11.1 17.3 | 16.8 8.7 8.7
try, gum elastic

Raw hide, fur, and products 0.1 0.1 0.0 0.1 0.6 0.5 0.1 0.1
made of them

Timber and cellulose and 2.3 2.1 4.0 4.1 2.5 1.9 3.7 3.7

paper products

Textiles, textile products, and 0.1 0.1 0.4 1.2 6.3 5.8 4.5 4.5
footwear

Precious stones, metals, and 2.5 2.7 0.2 0.4 0.2 0.3 0.2 0.2
products made of them
Metals and products of metals | 10.8 7.9 9.0 | 103 6.0 5.7 18.1 18.1

Machines, equipment, and 4.3 37 | 144 | 163 | 47.0 | 505 | 294 | 294
transport means

Other 0.8 1.2 2.8 3.0 3.8 4.3 23 2.3
Total 100.0 |100.0 |100.0 |100.0 |100.0 |100.0 |100.0 |100.0

Note: compiled by the authors on the basis of the sources (http://www.customs.ru)

manufacturers have yet to create a competitive advantage). As a result, developing
countries are left at the periphery of global development, where they are given the
role of serving the global reproduction cycles that have already been formed, and as
a result, previously being the subjects of economies, they turn into the objects of
geo-economic wars.

The negative aspect of this situation is levelled when developing countries
understand their a priori “dependent” position in the global markets. If a country
makes a decision about cooperation with a more developed partner and, what is
more important, it can interest the partner, it means that, in the best case scenario, it
will export industrial products while importing high-tech goods and services. In the
worst case, exports will include not even the final products but separate components
and will be combined with the import of industrial capital-intensive products. Even
if the trade balance is positive, this will not mean that foreign trade has performed a
positive role in the development of the national economy. As a consequence,
developing countries with economic potential, a high-quality resource base
(which they want to control at present and in future), and a small reserve of
competitive advantages try to preserve their national sovereignty and guarantee a


http://www.customs.ru

66 4 Role and Meaning of Foreign Trade Cooperation in the Globalizing World. . .

high level of national economic security—for this purpose they develop foreign
trade policy, paying much attention to players with similar characteristics. There
are many examples of this: almost all existing integration associations were created
and continue to be created because of these reasons.

Regarding Russia, it means that the CIS countries are those with which integra-
tion should be deepened and mutual trade should be increased, thus raising the level
of national competitiveness and “organizing a strategic maneuver for breakthrough
to the global income” (Jahfer and Inoue 2014).

However, it should be understood that Russia is the most developed and richest
state among the CIS countries. It would be difficult to solve such important
problems such as development of R&D and attraction of investment into specific
spheres of the national economy within various integration groups.

The task is somewhat simplified if the factors of the level that is achieved and the
qualitative content of foreign trade cooperation are supplemented by the develop-
ment of partner states and the rates and level of their economic development.

At the moment, intercountry relations are characterized by democracy, where
each state can theoretically contribute to the development of the global economy,
based on its specialization in the processes of the international division of labour,
for most global commodity markets are open and liberal.

Regarding Russia, this means that it can increase cooperation with Germany, the
Netherlands, Italy, Japan, and other developed countries (or at least preserve it at
the current level).

Nowadays, Russia receives “technological imports” and consumer goods from
developed countries and has a chance to bring revenue into its budget by means of
the export of raw materials.” However, the inconsistent policy of the Western
powers regarding Russia and the implementation of sanctions complicates further
interaction with them and, as a SWOT analysis of the state of the Russian economy
shows, is a threat to its development.

In this case, Russia, based on the situation in the outside world, Russian interests
and priorities, and the level of development of foreign economic institutes, as well
as the state of the national economy—within the accomplishment of the “Turn to
the East” strategy—should activate cooperation with developed Asian countries,
first of all with China.

3Thus, for example, as of year-end 2013, Germany imported goods into Russia in three major
areas: car industry (€8.1 billion), machine building (€7.6 billion), and chemical industry (€3.2
billion). The Netherlands exports to Russia the following: machine-building products (€3.2
billion), chemical products (€1.0 billion), and food products (€0.9 billion). In its turn, the
commodity structure of Russian imports from Italy is presented by machines, equipment, and
transport (42.2 % of the total volume of import), consumer goods (35.9 %), and chemical products
(7.3 %). The USA traditionally supplies machines, equipment, and transport (63.0 %): aircraft,
spacecraft and their components, passenger cars, and other equipment and spare parts; products of
the chemical industry (10 %), and food products and agricultural raw materials (9 %). Imports from
Japan are formed by passenger and commercial vehicles, their spare parts and components,
machines and equipment, construction and medical equipment, electric generators, electronics,
and so on, which constitute approximately 85.0 % of the total (http://russian.china.org.cn/; http://
www.ved.gov.ru).
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There are several reasons for this.

Firstly, we think that Asia gives Russia a chance to “win time” for structural
changes in its economy. At present, Russia is not ready for a tough competitive
struggle with developed countries which possess such production factors as capital
and knowledge. Russia should not presume that its manufacturers will soon learn to
manufacture high-quality products with a large share of value added and restructure
the global markets of corresponding goods—which were established a long time
ago—thus beginning to occupy certain niches in them. If the country wants to leave
the export of raw materials behind, the “Western direction” is not the best choice
(even in the mid-term): countries with a higher level of economic development
won’t buy analogues of their own products that are made in Russia, and might even
cost more.

Secondly, the choice of China from among the Asian countries is because it is a
reliable foreign trade partner of Russia (in first place for commodity turnover).
Besides, the development of Russian—Chinese relations is characterized by a rather
large number of touch points of strategic interests in economic, political, social,
ecological, humanitarian, and other spheres of activities. The countries organize a
dialogue with each other both at national and transnational levels in such structures
as the Shanghai Cooperation Organization, BRICS, APEC, and the UN Security
Council. Specialists consider that effective relations between Russia and China
determine the current global order. This is why cooperation between these two
countries is being closely scrutinised by all countries, and studying the history of
their relationship, which has deep roots right back to the seventeenth century, is an
important direction for research.

This means that it is necessary to develop the existing agreements about mutual
supplies, but it is also necessary to reconsider the policy concerning the use of
financial assets raised by the export of Russian resources and the policy of taking
imports from China, and to explore possibilities for cooperation as the Russian
economy diversifies.

In the long term, it is necessary to reduce the share of products that are imported
from China—primarily in the “machines, equipment, and components” category
and science intensive products, through the manufacture of import-substituting
products on Russian soil.

It is possible that the rate of further cooperation regarding raw materials should
be preserved in the future, but the Russian side should use the profits obtained not
for further exploitation of its own resource base and not as a means of financing
technological imports (including those from China), but for development of the full
production cycle of competitive spheres, and the spheres that are connected to the
resource base of the country, on Russian territory. In particular, despite the fact that
there is a tendency for Russia’s share of exports to China to increase (Russia is the
largest supplier of mineral products to China), its share is still insufficiently high,
constituting less than 2.0 % (Table 4.12).

Thirdly, it is necessary to develop further cooperation with China because China
is a growing economy with a large internal market that is ranked second in the
world for GDP. At present, China is ranked first in the world for the volume of
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Table 4.12 ].)ynamics. of Export Import

share of certain countries of 2010 |2014 | Country 2010 | 2014

the world in exports and

imports of China, % Korea 89 9.7 USA 170 | 16.9
Japan 12.8 |83 Hong Kong 159 |155
USA 87 8.1 Japan 7.8 6.4
Taiwan 75 |78 Korea 4.1 43
Germany 52 |54 Germany 3.9 3.1
Australia 45 |50 Netherlands 29 2.8
Malaysia 35 |28 Vietnam 1.9 2.7
Brazil 24 |26 Great Britain 2.4 24
South Africa 14 |23 Russia 1.9 2.3
Russia 1.8 |21 India 2.6 2.3
Thailand 23 |20 Singapore 1.7 2.1
Singapore 1.9 |16 Taiwan 2.0 2.0
France 1.1 1.4 Malaysia 1.4 2.0
Indonesia 1.8 1.3 Australia 1.6 1.7
Canada 1.2 1.3 Indonesia 1.6 1.7

Note compiled by the authors on the basis of the sources (http://
WWW.Customs.gov.cn)

export of its products and second for the volume of imports, so its role in the
formation of the climate of global markets of key export and import products is
colossal. The most important tasks for China are to provide growth of the national
economy of up to 8.0 % per year and further foreign economic expansion. In view
of the research which has been conducted, this may be set in context through an
analysis of the peculiarities of foreign trade development in China.

At the time of writing, China has a major share in global exports. As of year-end
2014, this was 12.3 %, which is especially impressive when compared to Russia’s
share of 2.6 % (Table 4.13). For Russia, this means there are potential niches for the
export of domestically produced products.

It is important to note that China’s economy, based on the existing structure of
foreign trade operations, is balanced in its combination of exports and imports
(Table 4.14). In particular, any increase in imports into the country is created by the
stimulation of internal consumption.

The largest share of China’s exports belongs to machine-building products and
professional equipment (in 2014 this sector was 44.9 %) and products of light
industry (15.2 %). It should be noted that the value of exports of machine-building
products by China is 2.2 times larger than total Russian exports and 3.2 times larger
than the value of exporting Russia’s hydrocarbon resources. As of year-end 2014,
China exported cell phones for $117.3 billion (http://www.customs.gov.cn) (as a
comparison, at year-end 2014, Russia exported oil for $153.9 billion and natural gas
for $54.7 billion) (http://www.gks.ru).

The leading imported groups of Chinese products as of year-end 2014 included
products of machine building and professional equipment (36.4 %) and raw mate-
rials required for various spheres of industry (34.7 %) (Table 4.15).
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Table 4.13 Dynamics of the share of China and Russia in global GDP (PPP) and global export, %

1990 1995 2000 2005 2010 2014
Indicator PRC |RF |PRC |RF |PRC |RF |PRC |RF |PRC |RF |PRC |RF

Share in global |3.6 |47 |56 |26 (7.1 |24 94 |30 [132 |3.7 |16.6 |34
GDP

Share in global |1.6 |22 |27 |18 (39 |17 |73 |23 |104 |26 |12.3 |26
export

Note: compiled by the authors on the basis of the sources (http://www.worldbnk.org)

Table 4.14 Dynamics of export and import quotas of China and Russia

GDP, $ billion Export quota, % Import quota, %
Year China Russia China Russia China Russia
1995 1811.1 832.7 8.1 9.9 7.5 7.5
2000 29854 998.3 9.4 10.5 8.4 4.5
2005 5364.3 1696.7 15.6 14.4 13.3 7.4
2010 10,084.8 2812.4 15.7 14.2 13.8 8.8
2011 11,290.9 30154 16.8 17.3 15.4 10.7
2012 12,470.9 3373.0 12.7 15.7 11.2 9.9
2013 16,162.0 3623.0 13.7 14.3 12.1 9.5
2014 18,017.0 3745.0 13.0 13.3 10.9 8.2

Note: compiled by the authors on the basis of the sources (http://www.worldbnk.org)

Table 4.15 Large commodity groups of exports and imports of China

2010 2014
Commodity group $ billion | Share, % |$ billion | Share, %
Commodity structure of export
Products of machine building and professional | 932.8 59.1 1051.7 449
equipment
Products of light industry 308.1 19.5 356.0 15.2
Products of chemical industry 124.6 7.9 199.1 8.5
Other goods 212.5 13.5 735.5 314
Total 1578.0 100.0 2342.3 100.0
Commodity structure of import
Products of machine building and professional | 649.6 46.6 713.2 36.4
equipment
Raw materials for industry spheres 544.7 39.0 679.9 34.7
Other products 200.7 14.4 566.3 28.9
Total 1395.0 100.0 1959.4 100.0

Note: compiled by the authors on the basis of the sources (http://www.customs.gov.cn)
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It should be noted that a high share of machines, equipment, and electronics
among China’s imports could be explained by the establishment of branches of
transnational corporations in China. The production and technological processes of
these enterprises are based on imported components and investment goods, with
export of products and components following. In 2010, the enterprises created with
participation of DFI provided 55.0 % of China’s exports and 53.0 % of imports. As
of year-end 2014, the share of exports for joint enterprises constituted 47.3 %, and
imports 44.9 %. The industrial production of enterprises with DFI in GDP has
reached 20 %, despite the fact that only 3 % of the country’s workforce is employed
by them. Average labour efficiency at the DFI enterprises is nine times higher than
at national enterprises. According to estimates, DFI enterprises in China provide
around 40 % of the growth in GDP; that is, without the products of these enterprises,
China’s economic growth would decrease from 9% to 5% (http://gasforum.ru/
obzory-i-issledovaniya/232).

Today, China performs trading and economic operations with more than
220 countries and has intergovernmental trade agreements and protocols with
most of them. The country’s leading foreign trade partners are the USA (12.9 %
of China’s foreign trade turnover), Hong Kong (8.7 %), Japan (7.3 %), South Korea
(6.8 %), Taiwan (4.6 %), and Germany (4.1 %). Russia accounts for 2.2 % of
China’s foreign trade turnover (Table 4.16).

The leading partners for China’s export include the EU, the USA, Hong Kong,
ASEAN, Japan, Republic of Korea, and Taiwan, which import the products of two
leading groups of Chinese exports (machines, equipment, and components; elec-
tronics and components). The total share of exports for these commodity groups
into the above countries constitutes approximately 42.0 %. Such countries as
Russia, Australia, Saudi Arabia, India, and Brazil account for less than 5.0 % of
the total volume of export of corresponding products.

Table 4.16 Foreign trade turnover of China with selected countries

2010 2014
Country $ billion Share, % $ billion Share, %
USA 385.3 13.0 555.1 12.9
Hong Kong 230.3 7.7 376.0 8.7
Japan 297.8 10.0 3124 73
South Korea 207.2 7.0 290.5 6.8
Taiwan 1454 4.9 198.3 4.6
Germany 142.4 4.8 177.8 4.1
Australia 88.1 3.0 136.9 32
Malaysia 74.2 2.5 102.0 2.4
Russia 554 1.9 95.3 2.2
Brazil 62.5 2.1 86.7 2.0
India 61.8 2.1 70.6 1.6
Other countries 1222.6 41.1 1901.5 442
Total 2973.0 100.0 4303.0 100.0

Note: compiled by the authors on the basis of the sources (http://www.customs.gov.cn)
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Chinese products of light industry are in high demand in the markets of
Australia, the EU, South Korea, Russia, Saudi Arabia, the USA, and Japan; their
total share constitutes more than 10 %. Chinese products of the chemical industry
are in high demand in the markets of Brazil, India, and Taiwan.

China’s import partners could be divided into a range of groups, on the basis of
the commodity niche that they occupy in the economy of the country. The first
group includes Japan, the EU, the USA, Republic of Korea, Taiwan, partly Hong
Kong, and ASEAN, the products being directly related to production processes of
transnational corporations. The second group includes exporters of raw materials:
Russia, Saudi Arabia, Australia, partly India, Brazil, and ASEAN. The third group
includes exporters whose products compete with Chinese products in China: India,
ASEAN, and, probably, Brazil.

Another (the fourth) reason for cooperation between Russia and China is its
current leading position for manufacture of most types of industrial products. In
particular, the volume of industrial production in China, as of year-end 2010,
constituted $1.92 trillion (USA $1.86 trillion), (Popkova et al. 2013b) and in
2013 the volume of industrial production in China reached $4 trillion (USA $3.5
trillion) (http://www.stats.gov.cn). At present, China’s share in the volume of
global production of added value in the processing industries constitutes
18.4 %—second position in the world after the USA (19.3 %) (Table 4.17). China
is also ranked fifth among 142 countries in indicators of competitiveness of national
industry after Germany, Japan, USA, and South Korea. Russia is ranked 32nd in
this ranking (http://www.unido.org).

A very important fact in this context is that China has managed—as a result of
accelerated economic growth—to leave behind exclusively assembly production in
favour of creation of the full production cycle. While China’s exports were previ-
ously dominated by products of mass and labour-consuming products with low

Table 4.17 ihaff (l’)f felected Role Country 2005 2010 2014
coms i sobd s
processing industry, % 2 China 9.97 14.99 18.41
3 Japan 12.29 12.01 10.89
4 Germany 7.47 7.03 6.93
5 South Korea 3.11 3.79 4.01
6 Italy 3.88 3.21 2.69
7 Great Britain 3.38 2.80 2.54
8 France 3.29 2.79 2.46
9 India 1.60 2.26 2.31
10 Mexico 1.94 1.79 1.81
11 Brazil 1.86 1.82 1.59
12 Canada 2.22 1.66 1.58
13 Spain 2.10 1.69 1.51
14 Russia 1.63 1.50 1.51
15 Turkey 1.12 1.20 1.30

Note: compiled by the authors on the basis of the sources (http://
www.unido.org)
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Table 4.18 Dynamics of change of the commodity structure of China’s exports, %

Indicator 1995 |2000 |2005 |2010 |2013
Industrial products, including 84.0 | 882 | 919 | 93.6 | 94.0
— Iron and steel 3.5 1.8 2.5 2.5 2.5
— Chemical products, including 6.1 4.9 4.7 5.5 54
Pharmaceutical products 1.1 0.7 0.5 0.7 0.6

— Products of machine building, including 21.1 33.1 | 462 | 495 | 47.1
Office and telecommunication equipment, including 9.7 | 17.4 | 29.7 | 285 | 269
Computers and office equipment 32 7.5 | 145 | 131 10.1
Telecommunication equipment 5.6 78 | 125 | 114 | 114
Integral schemes and electronic components 0.9 2.2 2.7 4.0 5.3

— Transport means 2.8 3.9 4.0 6.1 5.0
— Textile 9.3 6.5 5.4 4.9 4.8
— Clothes 16.1 | 14.5 9.7 8.2 8.0
Products of agriculture, including 10.1 6.6 3.8 33 32
— Food products 8.3 5.5 32 2.8 2.7
Fuel and products of ore mining spheres, including 5.6 5.0 4.1 3.0 2.7
— Fuel 3.6 32 2.3 1.7 1.5
Other 0.3 0.2 0.2 0.1 0.1
Total 100.0 |100.0 |100.0 |100.0 |100.0

Note: compiled by the authors on the basis of the sources (http://www.wto.int)

added value, the country is now developing the export of capital-intensive products,
and the share of these is growing (Table 4.18).

This commodity structure of foreign trade operations is being achieved by China
in an evolutionary way. Historically, the main export items were silk, china,
products of timber, bone, and metal. The demand for these products from Mongolia,
Korea, Japan, and the countries of Southeast Asia and Europe was one of the factors
in the increase in their production volumes. However, such factors as tax and
custom limitations, as well as state interference with trade and a range of other
limitations caused by the feudal society, hindered the development of foreign trade
(Delgado et al. 2012).

In the 1950s-1960s, the commodity structure of China’s exports underwent
radical changes: the country began to supply mainly raw materials and products
of initial processing to external markets. Beginning in 1986, textile products ousted
oil as a major export product. From that time on, China progressed from the export
of raw materials to the export of labour-intensive products. Beginning in 1995, the
largest share in the country’s exports belonged to machine-building and electronics
products, showing a transition from the export of labour-intensive products to
capital-intensive and science intensive ones. Beginning in 2004—2005, China has
become a leader in telecommunication equipment and the export of high-tech
products.

For Russia, these changes mean that it acquires a chance to join the mass
production of goods with a high level of processing, on the basis of the comparative
advantages of China and its own advantages—both of a comparative and compet-
itive character. In other words, there is a real possibility of cooperation.
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Table 4.19 Dynamics of shares of traditional and give-and-take export in the total volume of
export of China (I: volume, $ billion, II: share, %)

2005 2010 2011 2012 2013
Forms of export |1 I I II I II I 1T I 1I
Usual 315 |423 |667 [423 |917 (483 |539 |443 |1087 |49.2
Tolling 416 |56.6 728 |46.1 |835 [439 |618 |50.7 860 [39.0

Note: compiled by the authors on the basis of the sources (http://russian.china.org.cn/; http://www.
ved.gov.ru)

In particular, the largest share in China’s exports still belongs to products
manufactured on a give-and-take basis (tolling) (Table 4.19).

This means that a proportion of industrial enterprises in China have the function
of performing a certain share of the production process for foreign companies.

Russia should probably use this situation and offer cooperation with the Chinese.
Emphasis should be placed on the possibility of joint production of science inten-
sive rather than capital intensive products—especially as China is interested in the
growth of the manufacture of high-tech products. The Chinese side should be
motivated by the fact that Russia has an accumulated experience of work and
competitive advantages in the production of, for example, military and dual-
purpose products, material and technical base, corresponding technologies in
machine building, a large resource base, and so on.

It is important to carefully and wisely choose the spheres of the Russian
economy which should be developed on a joint basis. We consider that these
might include only two areas:

1. The spheres in which Russia’s position is still strong (the main goal of cooper-
ation will be attracting investment to R&D and expanding the possibilities of
corresponding manufacturers at the global commodity markets) or are connected
to the resource base of the country (the main goal being to preserve control over
resources and to save precious time that would otherwise be required for the
creation of the country’s own technologies, increasing the depth of processing of
Russian resources by implementing previously used competing technologies);

2. Crisis spheres of the national economy, the development of which does not have
high priority (it might be necessary to give up the issue of placement of new joint
production on Russian territory in order to receive access to competitive tech-
nologies, and to allow for the revival of these spheres in the long term).

The spheres of the Russian economy that demonstrate a low level of competi-
tiveness but have high potential for development should be revived independently
on the basis of income from the export of raw materials.

As a result of cooperation, it is possible for Russia to manufacture high-tech
products which are in high demand and competitive in global markets. In this case,
the Russian side may receive from its partner the investments required for further
development and for competitive technologies, and, what is more important, it will
have a real chance to organize joint production on its soil, using Russian staff and
receiving an impulse towards the development of infrastructure.
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Chapter 5

Perspectives of Acceleration of the Rates

of Economic Growth of Russia in the Context
of Foreign Trade Cooperation with China

Abstract This chapter determines the main directions for the modernization of the
Russian economy in view of the Asian factor in developing foreign trade connec-
tions for the country, and offers measures of state regulation and support for the
fulfilment of Russian economic interests in foreign trade cooperation with China.
The authors view the key tendencies of the development of the global economy in
the twenty-first century and the 2008 crisis, study the index of global competitive-
ness of the World Economic Forum and its main components for Russia and China,
and determine a range of obvious problems for development of the Russian
economy and an increase in the level of its national competitiveness.

The authors offer suggestions for the direction that Russian foreign trade could
take, including the development of cluster policy according to the “Concept of
long-term socio-economic development of the Russian Federation until 2020” and
the “Strategy of innovational development of the Russian Federation until 2020
The authors determine potential threats that may arise owing to increasing cooper-
ation with China and develop measures of state regulation and support for the
accomplishment of Russian economic interests as foreign trade cooperation with
China increases.

5.1 Main Directions of the Modernization of the Russian
Economy in View of the “Asian” Factor
of the Country’s Developing Foreign Trade
Connections

The key development tendencies of the global economy during the twenty-first
century, especially their manifestations after the 2008 crisis, showed that the future
of the Russian economy, its effectiveness, profitability, competitiveness, and, most
important, the possibility for preserving national sovereignty and national security,
depend on wise foreign economic policy as a whole and the foreign trade compo-
nent in particular.

Today, it is impossible to develop effectively while sticking to the policy of
protectionism—because of internationalization and globalization processes, as well
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as institutional transformations which are taking place at the macro-level; that is,
external factors, limitations in a country’s resources, and, accordingly, reserves of
growth, in other words internal factors. In the modern world, the key role in the
global economy belongs to the players (sovereign states) that can build their foreign
economic strategy taking into account their own comparative and competitive
advantages and the similar advantages of key partner countries. In the globalized
world, resources (intellectual, labour, financial, production, raw materials, energy,
etc.) become international, and their national (territorial) context is in the back-
ground. Economic agents from various countries receive free and coordinated
access to these resources for the purpose of maximizing global income.

The analysis that was conducted showed that in view of the transformations
which take place in the global economy the main vector of foreign economic (and,
accordingly, foreign trade) development for Russia should be Asia, primarily
China. Russia has to correct its foreign economic policy, using any available
resources—primarily, its own and Chinese (in other words, regardless of geo-
graphic location)—in order to realize the country’s national purposes: preserving
Russia as a sovereign entity with a high level of national competitiveness and
maximizing received income from the export of products with a high share of added
value.

On the whole, this task is not new. This necessity has been discussed for a long
time, and there have been many meetings, conferences, and symposiums on the
topic—even on a two-country basis." However, foreign trade between the two
countries—primarily, Russia—being in the “current of full liberalization”, is
performed without consideration of a possibility for an “Asian” vector of
development.

Modern Russia is a powerful and energetic state (the analysis in Chap. 2 proved
that). It possesses stocks of oil, natural gas, coal, uranium, diamonds, copper,
ferrous metal ores, silver, timber, and so on, and is ranked in the top ten countries
for the volume of known reserves and the volume of extraction. However, the main
problem, in our opinion, is that the country’s resource base is used extensively,” and
unwisely: preserving it extending its use for our own purposes, or offering resources
to foreign partners, not the final export products but the very deposits, is not seen as
important. In other words, we build our foreign trade only on the theory of
comparative advantages (forgetting about the conclusions drawn by merchants in
the sixteenth century—which were discussed in Chap. 1). A country that hopes to
take up a position as one of the global economic leaders and important players in the

'In particular, in September 2009, Shanghai, China hosted a round table “transformation processes
of geo-economic space: Russia and China in multipolar world”, devoted to the 60th anniversary of
the establishment of diplomatic relations between Russia and China (http://www.rg.ru/2011/06/
10/china.html).

2According to data from the UN International Trade Center, Russia holds the ten first positions
(oil, natural gas, gas, aluminium, steel, nickel, timber, coal, etc.), making up 67.4 %, and the first
three positions (oil, natural gas, and petrol)—53.8 % of the total Russian exports (http://www.
intracen.org/tradstat/welcome.htm).
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modern global order in the twenty-first century cannot only rely on its raw mate-
rials. Meanwhile, modern Russia preserves raw materials (more than 90 %) in the
commodity structure of national exports, but this makes up only 70 % of the total
cost of export for mineral products. The share of machine-building and professional
equipment products accounts for only 5.0 %.

Obviously, with such a structure for the country’s exports, its main foreign trade
partners are the countries that have a demand for raw materials, regardless of their
economic, scientific, and technical development.

In its turn, China has a leading position in the global commodity markets in the
twenty-first century with a wide assortment of complex products with a high share
of added value. Accordingly, it is interested in the partners that can support it (both
by investments and sales of their own technologies and by joint scientific research
or sales of human and intellectual capital) as it further strives for the development
of its own science intensive production. Under these conditions, the interests of the
two countries are not equal: Russia is much more interested in China than China is
in Russia.

We consider that when building its strategic plans for economic development,
Russia should be basing them not only on its own comparative and competitive
advantages but on the strong aspects of partner countries, taking into account its
interests.

In particular, at the moment, according to the specialists from the Center of
Strategic Vision (which is one of the departments of the World Economic Forum
(WEF) that compiles an annual index of the global competitiveness of countries),
the following indicators have positive dynamics for the development of the Russian
economy (Fig. 5.1).

1. Development of institutes. For example, in the period 2012-2014, Russia went
up in the rankings of the work of government institutes (from 133rd to 102nd
position) and private institutes (from 125th to 88th position). This growth was
caused by improvement in all intermediary indicators which characterize the
situation in the country: ownership rights and protection of intellectual property,
outflow of state assets, public mistrust of politicians, state of payments and
bribes, wastage of state expenses, independence of judges, effectiveness of the
legal system in the regulation of arguments, organized crime, reliability of police
work, corporate ethics, quality of audits and accounting in private institutes, and
protection of the interests of minor shareholders and rights of investors. The
most significant growth during the period was observed in the following:

— Transparency of government policy (from 124th to 68th place);
— Effectiveness of work companies’ boards of directors (from 123rd to 64th
position).

2. Infrastructure. An increase in the country’s ranking is observed in the quality
of transport, electric, and phone infrastructures). Regarding the intermediate
indicators, almost all of them, as in the previous case, have a positive effect:
the quality of general infrastructure, quality of roads, railways, and port
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Fig. 5.1 Index of the global competitiveness of the World Economic Forum and its main
components for Russia and China. Note: compiled by the authors on the basis of the sources
(http://www.weforum.org)

infrastructure, improvement in provision of electricity and phone connections
for the population. It should be noted that in 2013-2014 the largest positive
results—according to the WEF specialists—were achieved in the quality of air
transport infrastructure (moving from 104th to 79th position). Negative dynam-
ics were observed for “fixed phone connection”: from fifth position in 2012,
Russia moved to 20th in 2014.

3. Healthcare and primary education. Over the year 2014, Russia went from 91st to
83rd position in health levels, and from 70th to 48th position in the quality of
primary education.

4. Higher education and professional training. Over 2012-2014, there was growth
in all intermediate indicators: provision of education and its quality, as well as
training in the workplace. However, it is necessary to note the fact that the group
that was viewed is problematic in some respects: there are indicators where the
growth is insignificant (for the quality of its education system, Russia went up
from 86th to 84th position, for the level of personnel preparation it stayed at 89th
position), and there are indicators with negative growth (reduction in provision
of higher education moved from 12th to 19th position; the quality of education
for precise disciplines and sciences moved from 52nd to 59th). Besides, the
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experts also acknowledged the fact that Russian education is worse than Chinese
(in terms of quality of education system, mathematical and natural science
education, management schools). Russia is also behind China in such indicators
as workplace training and technological adaptation.

5. Effectiveness of commodity market. The WEF specialists noted that in compe-
tition and quality of demand terms Russia showed good growth in 2012-2014.
Development of competition is related to intensification of competition in the
internal market (from 124th position in 2012, Russia went to 74th in 2014),
effectiveness of anti-monopoly policy (124th to 102nd), operative organization
(start) of business (104th to 75th), reduction of the load of customs procedures
(137th to 95th), and orientation at the client (134th to 83rd).

6. Effectiveness of labour market. Increase of the ranking is observed for labour
market flexibility and effectiveness of the use of talents achieved by means of:
organization of cooperation in labour relations “employer—employee” (growth
for the last two years—from 125th position to 89th), flexibility in determining
wages (69th to 28th), and the ratio “payment—efficiency” of labour (65th to
24th). In the indicator “ratio of women/men in labour force”, there is a loss of
competitiveness (38th to 41st).

7. Development of financial market. Of the two indicators of the state of the
Russian financial market, the most positive is its effectiveness (68th position),
as opposed to reliability and trust (125th position), though both indicators show a
certain growth. Among the eight viewed intermediate indicators, seven show
growth: availability and access to financial services, financing through local
stock market, simple access to credit, availability of venture capital, sustainabil-
ity of banks, and regulation of stock markets. Over 2012-2014, reduction in the
ranking took place only for the “index of legal right” indicator (from 113th
position to 118th).

8. Innovations and level of complication of factors. An increase in the country’s
ranking was observed in the level of development of business and for innova-
tions. In particular, the quantity of domestic suppliers (though Russia’s position
is not as positive as China’s) improved (from 121st position in 2012 to 91st in
2014); the quality of local suppliers (122nd to 88th); the nature of competitive
advantage (125th to 75th), which indicates an increase in the level of complica-
tion of manufactured and exported products through the growth in uniqueness of
products and processes; the chain of added value (129th to 96th), indicating an
increase in the level of domestic companies’ involvements in the process of
production, sales, and distribution goods); domestic companies’ control over
international distribution (119th to 73rd); difficulty of production process (113th
to 92nd); level of marketing development (109th to 64th); level of readiness for
delegation of authorities (117th to 81st).

9. Positive dynamics are shown by a range of indicators that characterize the
quality of innovational environment. In particular, over the period that was
analysed, Russia increased the quality of its research and development (R&D)
establishments (70th to 56th); expenses of domestic companies for R&D (79th to
62nd); significance of state purchases of leading technological products (124th
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to 81st); cooperation of universities and business in the sphere of R&D (85th to
67th); the number of scientists and engineers in the country (90th to 70th); the
number of patents registered (44th to 41st).

Despite the obvious development of the Russian economy and increase in the
level of its national competitiveness, the WEF distinguishes a range of obvious
problems.

Firstly, when studying the establishment of an innovative economy in Russia, it
is impossible to omit the fact that the quality of innovative potential is decreasing:
in 2012-2014, the country’s ranking went down from 56th to 66th.

Secondly, there is a rather weak macro-economic environment. In fact, Russia
lost ground in all intermediate indicators in 2012-2014: in particular, in the balance
of the state budget (20th to 39th), in the volume of gross national savings (28th to
41st), in rates of inflation—change in the index of consumer prices (91st to 115th
in 2014).

Thirdly, there is a problem with Russia’s level of technological readiness.
Although there is progress only with one of the two indicators included in this
evaluation—technological adaptation—there is also progress at the micro-level,
achieved by growth in the level of acquisition of technologies, growth in direct
foreign investments, and transition of technologies. As to the second indicator—use
of information and communication technologies—a reduction in competitiveness
was observed in 2012-2014 (35th position to 47th). According to the specialists, the
main reason for this consists of the quality and quantity of international Internet
traffic calculated per capita and per number of subscribers to flexible broadband
communication.

We consider that, taking all these points into account, there is a possibility that
Russia could compete with such countries as Finland and Sweden which also have a
large amount of natural resources. It should be noted that in 2014 Russia exceeded
the countries of the BRICS (Brazil, Russia, India, China, and South Africa) as to the
level of competitiveness (only being behind China) (Table 5.1). This could mean
that macro-economic reforms performed in the country positively influence the
Russian economy.

As for the level of competitiveness of China, and the country’s advantages and
disadvantages, it is necessary to note the following.

Firstly, according to the specialists’ estimates, China is a more competitive
country than Russia. As of year-end 2014, China was ranked 29th in the ranking
of the Index of Global Competitiveness, while Russia was ranked only 53rd.
Accordingly, most indicators show that modern China outperforms Russia.

In particular, the following aspects of “main components” are evaluated better in
China than in Russia): level of development of institutes (both state and private);
state of the macro-economic environment (excluding the balance of state budget
and volume of state debt), and the level of development of the systems of healthcare
and primary education.

In sub-index B, which explains the level of effectiveness of the functioning of
the national economy, China’s positions for the following indicators are better:
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organization of work of commodity market, labour market (regarding the skill of
talent use), development of financial markets, and the volumes of internal and
external markets.

In turn, in part of sub-index C, which is responsible for the level of development
of innovations and the complication of factors that occur in the countries, China’s
positions for all indicators are higher than Russia’s. Thus, it is necessary to note the
following aspects of China’s economy, and changes between 2012 and 2014:

» Progress in competitive advantage (56th position to 45th), which (as in Russia’s
case) shows the increase in the level of complication of manufactured and
exported products by means of the growing uniqueness of the products and
processes used;

» Complication of the added value chain (49th to 37th). This growth shows an
increase in the level of involvement of domestic companies in the process of
manufacture, sales, and distribution of products;

» Increase in the level of control of domestic companies over international distri-
bution (41st to 31st);

* Growth in the quality of research institutes (44th to 39th);

* Growing revenues of domestic companies for the conduct of R&D (23rd to
22nd);

« Strengthening of cooperation of universities and business in the sphere of R&D
(35th to 32nd);

» Increase in significance of state purchases of leading technological products for
the country’s economy (16th to 10th);

* Growth in the number of patents registered in the country (38th to 34th).

Summing up the data, the following conclusions may be reached.

Firstly, Russia, as a country that lags behind China in most aspects of national
competitiveness, should—together with “independent work on mistakes” (modern-
ization of its economy)—try to involve in the realization of its own interests
China’s competitive advantages. In other words, while perfecting its strategy of
foreign economic relations, Russia should not abandon China’s better and reliable
commodity market, its labour market, or its financial market, as these Chinese
internal markets are larger than the Russian ones. Most importantly, Russia should
actively use the innovative potential of China to organize joint business and follow
commodity flows.

Secondly, Russia should pay attention to where it still exceeds China on com-
petitiveness and try to use this information when making decisions about the
direction of Russian—Chinese cooperation. The areas noted include higher level
of technological preparedness, level of development of higher education (in part the
coverage of the country’s population), and quality of electricity and phone
infrastructure.

In other words, Russia should avoid international competition in the wide areas
of sectorial development which are difficult for its economy. It is necessary to
determine horizons for further development by using the gigantic possibilities of
peaceful foreign economic interaction with leading innovation complexes (in the



5.1 Main Directions of the Modernization of the Russian Economy in View of the. .. 83

context of our work, China’s innovation complex) for the purpose of modernizing
the country’s economy by means of mutually profitable initiatives and its technical
re-equipment (Jahfer and Inoue 2014).

An understandable question might arise. Why, viewing the topic of activation of
foreign trade relations between Russia and China, are you deviating from the sphere
of foreign economic cooperation towards internal economic development of the
state?” In our opinion, the answer is obvious. The internal economic component is a
driving force for the country’s development as a whole, and for its trade component
in particular. Before offering something in the global market and occupying that
niche through the processes of international division of labour, it should be pro-
duced (alone or in cooperation). In the case of modern Russia, cooperation is a way
out of a dead-end situation, where it turns into a raw materials periphery or half-
periphery for the world’s developed countries. Cooperation with China is a real
chance of not only increasing the ranking of national competitiveness but keeping
the country in modern geo-political and geo-economic environments, and as one of
the most significant global powers.

Our approach to correcting the structure of Russia’s foreign trade includes
determining the factors which are the basis of structural changes for Russia’s
foreign trade, setting the goals and key tasks, methods, means, and variants of
changes, and all these, as well as its potential results, are given in Fig. 5.2.

Let us emphasize that in speaking of the possibility of expanding cooperation
between Russia and China we do not view the Russian extractive sphere of the
economy as continuing to specialize in the export of raw materials and products
with a low level of processing; this would simply involve spending the country’s
national wealth (which is exhaustible) in the global market, without any improve-
ment or growth in internal potential. Besides, the necessity for the country to leave
pure raw materials export specialization was emphasized again by the global
situation, related to the reduction in oil prices in 2014.

The topic of the discussion is the process by which the processing sector of
Russia’s economy is modernized through innovation. The problem is that the state
of those products manufactured in Russia (and supplied for export, including into
China) with a higher level of processing (as compared to raw materials) could be
characterized as unfavourable. In other words, improving the existing commodity
structure of exports by increasing the level of processing and increasing the quality
of exported products is a primary task, which should be promoted to the rank of
state programme.

It should be noted that this is already being done in Russia and China; a rich
normative and legal base for the establishment and development of an innovative
economy is already being created.

Investment projects and the participation of foreign investors in such projects in
Russia are regulated by a series of federal laws: No. 160-FZ dated 9 July 1999 “On
foreign investment in the Russian Federation” (determining the main guarantees of
rights of foreign investors), No. 225-FZ dated 30 December 1995 “On agreements
for products division” (regulating activities in the sphere of prospecting and
extraction of mineral deposits in Russia according to the terms of agreements on
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Main goals:

- protection of national security;
- preservation of national sovereignty;
- maximization of receipt of the global revenue on the basis of use of own comparative and
competitive advantages and similar advantages of the countries-partners

!

Key tasks:
1. Leaving the exploitation of comparative advantages in foreign trade:
- increase of exports’ innovativeness;
- reduction of consumer character of import
2. Country diversification in foreign trade:
- first stage — strengthening of cooperation with the PRC not so much in export-import operations as
in organization of joint production on the territory of Russia;
- in future — increase of the role of the developed countries among the leading foreign trade partners

Fig. 5.2 Directions of correction of Russia’s foreign trade. Note: offered by the authors
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2. Development of a range of the sphere of Russia’s economy which level of competitiveness is
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3. Access to the global reproduction complex with its technologies of higher level, modern tools of
management, and existing infrastructure;

4. Gradual shift away from the consumer character of the Russian import;

5. Reduction of the gap between Russia and countries-leaders in the level of innovational
capability of the state and its subjects.

Fig. 5.2 (continued)
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product processing), No. 39-FZ dated 25 February 1999 “On investment activities
in the Russian Federation, conducted in the form of capital investments”,
No. 173-FZ dated 10 December 2003 “On currency regulation and currency
control”, No. 115-FZ dated 21 July 2005 “On concessional contracts”,
No. 116 dated 22 July 2005 “On special economic areas in the Russian Federation”,
No. 57-FZ dated 29 April 2008 “On the order of conduct of foreign investments into
economic societies with a strategic role for protection of the country and security of
the state” (regulating activities in strategic spheres). Also relevant are the Agree-
ment on the issues of free (special) economic areas on customs territory of the
Customs Union and custom procedure of free custom zone dated 18 June 2016, and
Civil and Tax Codes.

Based on the accumulated global experience of establishing innovative econo-
mies, the most widespread tool is clusters. These allow the creation of national
innovative fields that are adequate for the needs of modern global markets.

The cluster policy in Russia is conducted according to the “Concept of long-term
socio-economic development of the Russian Federation until 2020 and the “Strat-
egy of innovational development of the Russian Federation until 2020, which
suggest the creation of territorial and reproduction clusters through the use of
competitive potential, and the development of innovative high-tech products
aimed at increasing the level of processing of natural resources, an increase in the
localization of assembly production, import substitution, and an increase in com-
petitiveness for the Russian economy.

To this end, state programmes were developed: “Development of industry and
increase of its competitiveness”, “Development of aviation industry”, “Space
activities of Russia”, “Development of pharmaceutical and medical industry”,
“Development of shipbuilding”, “Development of electronic and radio electronic
industry”, and “Development of agriculture and regulation of the markets of
agricultural products, raw materials, and food”. These should be correlated to the
programmes of development in territorial innovation clusters.

Moreover, according to Russian laws,” the following measures of state support
for the development of innovational territorial clusters are supposed:

¢ Providing subsidized budgets for the realization of measures envisaged by the
programmes of development in territorial innovation clusters;

3Federal Law dated 24July 2007 No. 209-FZ “On development of small and medium entrepre-
neurship in the Russian Federation”, Decree of the Government of the Russian Federation dated
6 March 2013 No. 188 “On establishment of the Rules of distribution and provision of subsidies
from the federal budget to the budgets of the subjects of the Russian Federation for realization of
measures envisaged by the programmes of development of pilot innovational territorial clusters”,
and the Order of the Ministry of Economic Development of Russia dated 25 March No. 167 “On
establishment of terms of competitive selection of the subjects of the Russian Federation which
budgets receive subsidies from the federal budget for state support of small and medium entre-
preneurship, including farm enterprises, and requirements to organizations which create the
infrastructure of support for subjects of small and medium entrepreneurship”.
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* Supporting measures related to territorial innovation clusters within federal
targeted programmes and state programmes;

e Attracting state-instituted development towards the realization of programmes
of development for territorial innovation clusters;

e Attracting companies in which the state participates, to help them realize
programmes of innovative development in territorial innovation clusters;

» Applying territorial innovation clusters using part of the tax that was envisaged
for Skolkovo. The innovational center “Skolkovo” (Moscow) is a modern
scientific and technological complex for development and commercialization
of new technologies.

According to the Federal Law dated 6 October 1999 No. 184-FZ “On general
principles of organization of legal (representative) and executive bodies of state
power of the subjects of the Russian Federation”, the development of territorial
innovation clusters includes:

¢ Organizing and conducting regional scientific, technical, and innovative
programmes and projects, including by Russian scientific organizations;

» Solving the issues of organization and conduct of regional and intermunicipal
programmes and projects as they affect the development of small and medium
entrepreneurial businesses;

* Organizing and conducting intermunicipal investment projects and investment
projects aimed at developing the social and engineering infrastructure of munic-
ipal entities.

According to the “Strategy of innovational development of the Russian Feder-
ation until 20207, the bodies of state power and local government shall support the
development of territorial innovation clusters in the following ways:

¢ Support for the institutional development of clusters (creation of an organization
for the development of territorial innovation clusters, strategic planning for the
development of clusters, effective cooperation between cluster members);

* Development of mechanisms of support for projects that are aimed at increasing
the competitiveness of enterprises and support for the effectiveness of their
interactions (stimulating innovations and developing mechanisms through
which technologies are commercialized, increasing the quality of management
in cluster enterprises, and increasing the competitiveness of products, supporting
the marketing of products, and attracting direct investment);

» Provision of favourable conditions for the development of clusters (reduction in
administrative barriers, provision of tax subsidies, investments into innovational
infrastructure, development of professional education, and cooperation between
education and production).

This process is already active in Russia. According to the Order of the Prime-
Minister of the Russian Federation dated 28 August 2012 No. DM-P8-5060, a list of
25 territorial innovational clusters has been established (Table 5.2).
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Table 5.2 List of innovation clusters in Russia

Federal Territorial
district location Specialization of cluster
Siberian Altai Krai Pharmacy and biotechnologies
Kemerovo Processing of coal and anthropogenic waste
Oblast
Krasnoyarsk Innovational technologies (Zheleznogorsk)
Krai
Novosibirsk Information technologies, pharmacy, biotechnologies
Oblast
Tomsk Oblast Information technologies, pharmacy, and medical
equipment
Northwestern | St Petersburg Information technologies, radio electronics, professional
equipment, communication means and telecommunications
St Petersburg Medical and pharmaceutical industries, radiation
technologies
Arkhangelsk Shipbuilding
Oblast
Central Moscow Oblast | New materials, laser and radiation technologies (Troitsk)
Moscow Machine building, microelectronics, and nanotechnologies
Kaluga Oblast Pharmacy, biotechnologies, and biomedicine
Moscow Oblast | Biotechnologies
Moscow Oblast | Cluster “Phys-tech XXI” (Dolgoprudniy, Khimki)
Moscow Oblast | Nuclear physics and nanotechnologies (Dubna)
Volga Nizhny Novgo- | Car building and petrochemistry
rod Oblast
Nizhny Novgo- | Professional equipment, micro-electronics, nanotechnol-
rod Oblast ogies, and new materials
Perm Krai Rocket engine building
Republic of Petrochemistry
Bashkortostan
Republic of Energy effective sources of light, lighting equipment, and
Mordovia intellectual systems of lighting management
Republic of Petrochemistry, oil refining, and car industry
Tatarstan
Samara Oblast Rocket and space production and aircraft industry
Ulyanovsk Aircraft industry
Oblast
Ulyanovsk Nuclear technologies (Dimitrovgrad)
Oblast
Ural Sverdlovsk Titanium cluster
Oblast
Far Eastern Khabarovsk Aircraft industry and shipbuilding
Krai

Note: compiled by the authors on the basis of the sources (http://gtmarket.ru/ratings/global-
innovation-index/info)
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Despite the fact that direct participants in these structural entities are only
currently Russian economic agents, the work of a range of clusters supposes active
cooperation with such countries as India, China, and Israel. In particular, Chinese
enterprises are Russia’s active partners in the chemical and pharmaceutical indus-
try, the car industry, metallurgy, nuclear energy, and forestry. In addition, products
from these clusters are aimed not only at the internal market but also at China and
countries in Southeast Asia.

Based on the modern tendencies in the development of the global economy, a
growing share of cooperative operations in the international division of labour, and
the strengthening of the role of foreign investments in the development of national
economies, we think that Russia should let China enter its existing clusters and also
help to create new clusters on the basis of parity: Russia would provide science and
infrastructure, and China would provide investments, workforce, and technologies
(based on the competitive advantages that have been determined).

This conclusion is based on a range of factors.

Firstly, by cooperating with China, Russia will gain experience of work in this
sector of development of the national economy. The Chinese have already taken
that path—and have done so rather successfully. They required 15 years to create
competitive clusters from scratch. The spheres in which they operated were not
selected randomly but on the basis of existing growth areas: the textile industry,
sports products, clothing, toys, crockery, for example. Based on this, it would be
wise to attract the Chinese to create joint clusters for areas that are interesting for
China, where Russia still has a competitive advantage, such as machine building,
shipbuilding, communications, tourism, education, healthcare, and agribusiness.4
Joint clustering of these spheres is supported by the fact that the products are able to
access global markets.

Secondly, creation of clusters in these spheres will allow them to increase their
importance in Russia. In the development of international business, we are losing
out not only to the developed countries, but to the BRICS countries (Brazil, Russia,
India, China, and South Africa) as well. The specialization of successful Russian
transnational corporations (TNCs) is strictly limited to such sectors as energy,
metallurgy, and telecommunications. However, despite the significance of the
companies that work in those spheres in terms of the Russian economy, even they
lag behind their main rivals with regard to many indicators that determine their
place and role in the global market (capitalization, sales volume, profit, and
effectiveness). Thus, for example, one of Russia’s largest oil extracting companies
Lukoil OJSC is 5.5 times behind such oil corporations as Exxon Mobil Corporation

4According to the World Economic Forum and Harvard University experts’ estimates, modern
Russia has very strong international positions in fuel and energy sector and iron industry; strong
positions—in nonferrous metallurgy, petrochemistry, timber and military industries; medium
positions—in chemistry, car building and shipbuilding, general machine building, and profes-
sional equipment; weak positions—in civil aircraft industry, electronics, and textile industry
(Jahfer and Inoue 2014).
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(USA) with regard to sales volumes, 2.5 times behind Petrobras (Brazil), and 1.6
times behind PetroChina and Sinopec China Petroleum (Jahfer and Inoue 2014).

As to effectiveness (according to estimates), Russian corporations are behind the
Americans and Europeans (by 3 times) and certain Chinese corporations (by 1.6
times). As for domestic enterprises which function in other spheres of the Russian
economy, despite obvious comparative advantages they cannot compete in global
markets in terms of price or quality. For example, in machine building, Russia is
behind the global leaders by two technological generations, each of which is 10—15
years long.

As the strategic directions of cooperation between the two countries are devel-
oped, it is necessary to determine, apart from the subjects mentioned above, the
joint work that will take place within new clusters regarding the creation of meta-
technologies. Currently, the Russian and Chinese sides are both interested in
generating modern technologies of communication and technologies of manage-
ment and massification, possession of which excludes any competition.”

It is possible that newly created clusters will have a transborder character; in
other words, they will be located in two places simultaneously but united by a
common economic existence.

Thirdly, by cooperating with China, Russia will receive access to higher level
technologies, modern tools of management, and existing infrastructure.

Fourthly, it will be possible to progress from the consumer character of Russian
imports. Instead of importing equipment that is necessary to improve competitive-
ness, we import finished essential goods, such as clothing and footwear. It should be
emphasized that cooperation with the Chinese will mean that the clusters will be
able to produce necessary technological equipment, or that their direct supply from
China will be possible through joint enterprises.

Fifthly, we can reduce the existing gap between Russia and leading countries as
regards the level of innovative capability of the state and its subjects. There is a
huge difference between the level of development of science and education in
Russia and the innovative capability of its subjects: it is possible to possess a
unique system of education and a scientific base and at the same time to have no
innovative potential (as in Russia’s case) and, on the contrary, to be able to create
new technologies but not be a leader in education or scientific research (as in
China’s case). Besides, it is necessary to take into account the fact that Russia is
gradually losing its position (as compared with China) in the scientific sphere.

In particular, comparing the level of educational development, Russia is obvi-
ously ahead of China: it is the largest intellectual treasury of the world and holds a
higher position in the average level of education (Tables 5.3 and 5.4).

SCurrently, seven developed countries possess 46 out of 50 meta-technologies which ensure
competitive production, while the rest of the world possesses only three or four of them. The
USA has 20-22 meta-technologies (Germany 8—10, Japan 7, England and France 3-5, Sweden,
Norway, Italy, and Switzerland 1-2 each) (Jahfer and Inoue 2014).
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Ta(;’lcehﬁ-3 RaILkiI}gdof RI;SSia Country [1980 [1990 [2000 [2005 [2010 [2013

an 1na on the index o .

cducation, 1980-2013 Russia | 0576 |0.660 |0.723 |0.764 |0.780 |0.780
China  |0.358 |0.406 |0478 |0.531 |0.599 |0.610

Note: compiled by the authors on the basis of the sources (Human
Development Report 2014)

Table 5.4 Value of criteria for the evaluation of the level of education in Russia and China (HDI
calculation methodology) in 2014

Indicator Russia | China

Gross coefficient of education coverage: pre-school education (% of 90.0 62.0
pre-school age children)

Gross coefficient of education coverage: primary education (% of primary | 99.0 128.0
schoolers)

Gross coefficient of education coverage: secondary education (% of children | 85.0 87.0

of secondary schoolers)

Gross coefficient of education coverage: higher education (% of population | 75.0 24.0

of tertiary school age)

Without primary education (% of the contingent of primary school) 3.85 |No data
Population covered at least by secondary education (%, age 25+) 90.9 65.3
Level of literacy of adult population (%, age 15+) 99.7 95.1
Average number of years of study at school 11.73 | 7.54
Expected number of years of study at school 14.0 12.9
Student—teacher ratio 18 17
Expenses for education (% of GDP) 4.0 No data

Note: compiled by the authors on the basis of the sources (http://www.opec.org)

However, as with scientific research, the numbers show that modern Russia
spends less on science than China—both in relative and absolute terms (Table 5.5).

As to the level of R&D activity, determined by the National Scientific Fund of
the USA as the total number of R&D articles published in the peer-reviewed
scientific journals that are indexed in the Science Citation Index (SCI) and Social
Sciences Citation Index (SSCI), Russia is also far behind China (Table 5.6).6

The situation is even worse in the sphere of innovation: modern China is ranked
29th and Russia only 49th on the index of innovations (Table 5.7). This indicator is
a weighted average sum of evaluations of the following indicators:

— Existing resources and conditions for conduct of innovations (institutes, human
capital, infrastructure, development of internal market and business);

— Achieved practical results of innovations (development of technologies and
economy of knowledge, results of creative activities).

SAnalysis of scientific and research publications covers the following spheres: earth sciences,
astronomy and space, mathematics, physics, chemistry, medicine, psychology, sociology, tech-
nology, machine building, and agricultural sciences (http://www.weforum.org).
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Table 5.5 Ranking of countries for the level of expenses for R&D in 2012

R&D in relative terms Absolute expenses for R&D
Position Country Expenses, % of GDP Country Expenses, $ million
1 Israel 4.4 USA 454,859.2
2 Finland 3.88 Japan 200,246.5
3 South Korea 3.74 China 139,860.8
4 Sweden 3.40 Germany 95,868.4
5 Japan 3.36 France 58,789.8
6 Denmark 3.06 Great Britain 42.859.1
7 Switzerland 2.99 South Korea 42.247.0
8 USA 2.90 Brazil 26,130.9
9 Germany 2.82 Italy 25,367.1
10 Austria 2.75 Russia 23,371.4
21 China 1.70 Austria 10,990.3
32 Russia 1.16 Denmark 9615.8

Note: compiled by the authors on the basis of the sources (http://gtmarket.ru/ratings/research-and-
development-expenditure/info)

Table .5.6 Ranking of Number of articles

Zgﬁ’v‘gl‘z:f%;};e_';gfi of RED b ition (2012/2014) | Country 2012 2014
1/1 USA 208,601 |212,394.2
2/2 China 74,019 89,894.4
3/3 Japan 49,627 47,105.7
4/5 Great Britain | 45,649 46,035.4
5/4 Germany 45,003 46,258.8
6/6 France 31,748 31,685.5
77 Canada 29,017 29,113.7
8/8 Italy 26,755 26,503.4
9/9 South Korea 22,271 25,592.7
10/10 Spain 21,543 22,910.3
14/15 Russia 14,016 14,150.9

Note: compiled by the authors on the basis of the sources (http://
gtmarket.ru/ratings/scientific-and-technical-activity/info)

Based on the above, we consider that by expanding Russian—Chinese coopera-
tion in the creation and perfection of Russian clusters, Russia can neutralize its
weak spots, raise the level of national and commodity competitiveness, and change
the commodity structure of foreign trade operations, including with China.

In its turn, China will receive access to the Russian market for services through
the fulfilment of joint infrastructural projects (in the transport sphere, and in the
extraction and processing of natural resources), and the execution of service
contracts and contracted works with the attraction of Chinese capital and work-
force. It will also profit from the completion of joint investment projects in Russia;
the import of products manufactured by joint investment projects; access to Russian
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Table 5.7 Ranking of countries in the index of innovations, 2012-2014

2012 2013 2014
Country Position Ranking Position Ranking Position Ranking
Switzerland 1 68.2 1 66.6 1 64.8
Sweden 2 64.8 2 6.4 3 62.3
Singapore 3 63.5 8 59.4 7 59.2
Finland 4 61.8 6 59.5 4 60.7
Great Britain 5 61.2 3 61.2 2 62.4
Netherlands 6 60.5 4 61.1 5 60.6
USA 10 57.7 5 60.3 6 60.1
China 34 454 35 447 29 46.6
Russia 51 37.9 62 37.2 49 39.1

Note: compiled by the authors on the basis of the sources (http://gtmarket.ru/news/2014/07/18/
6841)

scientific developments and technologies; and from the possibility of joint scientific
and technical research, and the industrial implementation of the results.

5.2 Measures of State Regulation and Cooperation
for the Realization of Russia’s Economic Interests
in Foreign Trade Cooperation with China

To determine and develop measures for state regulation and support the realization
of Russia’s economic interests in foreign trade cooperation with China, it is
necessary to study the experience of China, which has achieved huge success in
the development of its national economy and foreign trade.

Today, foreign trade plays a large role in the development of China’s economy.
Among the advantages taken from the active development of relevant activities,
China has eventually created the necessary conditions for further national economic
growth: it has expanded the sales market of domestic products (and those
manufactured within TNCs); attracted and used in the country the export revenue
raised; expanded the range of products offered in the internal market; received
access to resources, global scientific achievements, and technologies which are
hard to find internally; and has created new jobs in export-oriented spheres of the
national economy.

In the late 1990s, the foreign trade turnover of China constituted $500 billion
annually. With a current turnover of $4.1 trillion, China has changed from a country
that imported capital and technologies from abroad into one of the leaders of the
global economy, which exports capital and final products, including high-tech.

Constant growth in the volume of imports (after China entered the World
Trade Organization (WTO) in 2001, its annual growth has exceeded $100 billion)
provides the Chinese economy with necessary raw materials and is an important
means for borrowing leading foreign technologies.
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Table 5.8 Dynamics of China’s foreign exchange reserves in 2005-2015
Year 2005 |2006 |2007 |2008 |2009 |2010 |2011 |2012 |2013 |2014 |2015
§$ billion | 818 | 1066 | 1528 |1946 |2399 |2847 |3253 |3379 |3880 |3843 |3406

Note: compiled by the authors on the basis of the sources (http://www.mof.gov.cn)

Owing to growing trade profits (over 1990-2013, the export surplus of China
grew from $10.7 billion to $259.0 billion) and inflow of foreign investments, the
country has increased its foreign-exchange reserves. As of December 2015, these
reached $3406 billion (Table 5.8). As a comparison, it may be noted that Russia’s
foreign-exchange reserves constituted $377.8 billion at that time.

At the time of writing, China is ranked first in the world as regards the volume of
foreign-exchange reserves, which allows it (with annual imports worth $1.9 trillion)
to support imports for two years, which is significantly higher than the level
recommended by the IMF (International Monetary Fund).” Such a high level of
foreign-exchange reserves allowed China to overcome the global financial crisis
with minimal losses. Besides, according to Antoine and Guischar, a large volume of
foreign trade profit of China and its foreign-exchange reserves guarantee the
country free access to global natural resources. Contracts for long-term supplies
in China for direct control over raw materials deposits have been concluded all over
the world. “This includes Russia, Central Asia, Iran, and other countries of Middle-
East, Africa, of which one may say ‘China purchases Africa’, and Latin America—
especially Venezuela, Chile, and Brazil which is in the process of negotiations
regarding the contract for development of a rich deposit on the shelf not far from
Rio-de-Janeiro. This strategy is rather successful: not only China comes into
possession of natural deposits of the countries which were previously in the orbit
of the Western countries but also risks the intrusion into certain spheres of the
Western countries or in the direct proximity. Ten years ago, China’s extracting oil
on the shelf of the Gulf of Mexico was unthinkable!” (Galbraith 2015, p. 161).

Based on the current situation, we can consider the key factors that have played
an important role in the process of development of China’s foreign trade activities.

Firstly, there is the wise choice of foreign trade policy, preparing its strategic and
normative and legal basis, and creating the conditions necessary for transformation
of foreign economic activities.

We consider that a strategically important step for the development of China’s
economy was refusing protectionism in foreign trade, and Deng Xiaoping’s gov-
ernment’s selection of an export-oriented model for the country’s development
in 1979.

China, in order to regulate the volume and quality of foreign trade operations,
began to use quotas and direct subsidies for specific spheres of industry (production
of clothing, computer equipment, electrical equipment and spare parts, production

"The IMF’s recommendations determine the minimum level of foreign-exchange reserves, which
allow the provision of the import of goods and services for three months (http://www.imf.org).
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of telecommunication technology goods) by provision of subsidies and tax subsi-
dies. When China entered the WTO in 2001, custom charges were significantly
reduced. In April 1996, import taxes were reduced from 35 % to 23 % for 5000
items, in October 1997 from 23 % to 17 % for 4900 items, and in January 2001 from
17.0 % to 15.3 % for 3500 items; this was the main basis for all taxes and fees. Thus,
the level of import taxes for industrial products constitutes up to 10 %.

Within the export-oriented model, the strategy of developing foreign trade
activities was passed in the late 1990s at state level. Because the rate of economic
growth exceeded internal consumption and led to deflation, the government made a
decision for the more active orientation of Chinese manufacturers towards the
export of products and capital. Thus, beginning in 1997, China has stuck to the
strategy called “Going beyond”, which is aimed at the active movement of national
manufacturers to external markets. The purpose of this strategy was the quadrupling
of China’s GDP by 2020, and by 2020-2030 the establishment of China as the
world’s largest economy.

This strategy is based on using the advantages of two markets and two raw
materials resources (internal and external), by means of which China received
substantial possibilities for economic development and optimization of its expenses
(CronsipoBa 2009) (Fig. 5.3).

Strategy “Going beyond”
v

Goals:
1. Turning China into the most economically powerful state of the world by 2020-2030;
2. Increaes of GDP by 4 times by 2020

v
Main thesis:
Using advantages of two (external and internal)
markets and two (internal and external) raw materials resources.

v
| Stages

e

1. Development of enterprises groups. 2. Development of export-oriented groups of
The stage supposed selection of the best enterprises. The stage supposed creation of
enterprises which were to receive support [— sales associations abroad and expansion of
from the state for investments and export. capital export.

'

3. Transnational entrepreneurship. The stage
supposes active creation of  branches abroad
by Chinese companies.

4. Formation of transnational corporations [¢—

Fig. 5.3 Realization of the PRC’s strategy “Going beyond”. Note: compiled by the authors on the
basis of the sources (Ma and Ma 2000)
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Eventually, the government counted on the stimulation of domestic enterprises
through the export of final products, the expansion of manufactured products,
entering new foreign markets, attracting innovational technologies into the Chinese
economy, starting to acquire natural resources in foreign states, and the creation of
TNCs, which manufactured products that were able to compete in the global
market. For this, the strategy envisaged an expansion in the volume of investments
abroad.

The main driving force during realization of this strategy was private enterprises,
which were encouraged to create joint enterprises with foreign companies related to
innovational developments and new technologies, to participate in the transfer of
technologies, and to attract Chinese citizens to help complete various construction
projects in other countries.

Four stages were distinguished within the strategy—as is illustrated in Fig. 3.1.
Between 2000 and 2010, the first two stages were realized. Beginning in 2005, the
Ministry of Commerce and the Ministry of Finance provided state support for
particular foreign economic sectors (agriculture, forestry, fishing industry, and
innovative technologies).

Special attention was also given to the creation of branches and subsidiaries of
Chinese companies abroad, as well as joint enterprises, in order to increase the
export of Chinese products and to bring to fruition various foreign investment
projects in the spheres of infrastructure, extraction, natural resources, and so
on. Chinese investments were mainly directed towards the countries of Asia,
Africa, and Western Europe (Ma Weigang 2000).

It should be noted that creating foreign offices for branches of Chinese compa-
nies was accompanied by the movement of entrepreneurs and workers from China
into other countries. With the expansion of Chinese communities abroad, in 2000
the work of the Department for Overseas Chinese of the State Council of China was
activated; this was conducted within the “labour directions” section of the “Going
beyond” strategy, as communities have to stimulate creation of favourable condi-
tions in the countries of residence for Chinese enterprises that are entering foreign
markets and support the realization of China’s foreign economic strategy abroad
(Isabel 2015).

A second, no less important, factor which determines scale and specifics of
foreign trade activities in China is the use—as the basis for building foreign
economic activities—not of hypothetical competitive advantages that conform to
the key tendencies of the development global economy, which are created by the
state, but comparative advantages which are “given by nature”.

Here we speak of a cheap workforce, of which China has plenty.

As part of the reforms conducted in the 1980s—1990s, it was decided that labour
resources of the country should be used not only in domestic enterprises; but
because of their relatively low cost, they could perform key roles in the process
of transnationalization in leading countries. China uses the policy of active
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Table 5.9 Dynamics of direct foreign investments into China’s economy
Year 1990 1995 2000 2005 2010 2014
$ billion 35 358 38.4 104.1 243.7 289.1

Note: compiled by the authors on the basis of the sources (http://www.crc.mofcom.gov.cn/crweb/
rcc/info/Article.jsp?col_no=107&a_no=237022)

attraction of foreign capital—mainly in the form of direct investments. A
corresponding reform of the legal system is under way.®

The exposure of China’s economy to the global market started from the moment
when attractive conditions were created for the inflow of foreign capital. As a result,
the country became one of the global leaders in terms of the rates and volumes of
foreign capital’s involvement in the national economy; the share of high-tech
products in exports was quickly increased by means of foreign investments.

The high effectiveness of the reforms that were conducted in the sphere of laws
aimed at attracting foreign investments is proved by the growth in volume of
foreign investments in China’s economy. In 1990-2013, the volume of direct
foreign investments into China grew from $3.5 billion to $289.1 billion (Table 5.9).
As to the volume of attracted foreign investments, China is ranked second in the
world.

A third factor that positively influenced the development of foreign trade
activities in China is the country’s policy to create free economic areas (FEAs).
For the purpose of stimulating the development of export-oriented areas in China in
the 1980s, free trade areas were created in Guangzhou, Dalian, Ningbo, Xiamen,
Tianjin, Fuzhou, Haikou, Qingdao, Zhangjiagang, Zhuhai, Shanghai, Shantou, and
Shenzhen. Today, in addition to FEAs, there is a range of administrative entities in
China, the residents of which are excused from export and import custom taxes and
are able to perform payments either in yuans or in foreign currency.’

Apart from free trade areas, high-technology areas with developed infrastructure
and modern equipment were created. The Chinese government views science and
technology as a key factor in the economic development of the country, and the
creation of high-tech areas, which provided support for venture entrepreneurs in the
form of tax subsidies and subsidies for the rental of premises, allowed progress in
this direction [JIu Xya KuTaiickas oTKpbITas CTpaTerus 3KOHOMUYECKOTO Pa3BUTUSL
2001, pp. 35-37].

8Three new laws were passed: the law on enterprises with a share of foreign capital; the law on
joint enterprises with the participation of foreign companies; and the law on companies with 100 %
foreign capital. In 1994, the law on companies was passed (http://www.mof.gov.cn).

There are 32 areas of economic and technological development in Beijing, Shanghai, Guangzhou,
Tianjin, Dalian, Harbin, Uriimqi, Wuhan, Chongqing, Hangzhou, Shenyang, Changchun, Ying-
kou, and other large cities; and 14 areas of transborder economic cooperation in Dandong, Heihe,
Suifenhe (Heilongjiang province), Erenhot, Huichun (Jilin province), Yining City, Tacheng,
Pingxiang, Dongxing, Ruili, and Hekou (Yunnan province) [JIu Xya Kwuraiickas oTkpsiTast
cTparerus skoHoMu4eckoro passurtus 2007, pp. 35-37].
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Nowadays, China strives for access to important and key technologies, through,
for example, the development of scientific and technical potential (foreign invest-
ments are attracted into high-tech spheres, subsidies for national developers and
manufacturers of innovative products are provided, and highly qualified specialists
from abroad are attracted.

An important fact is that the functioning of FEAs, as well as a wise regional
policy, leads to a transformation of the regional structure of foreign trade activities.
In particular, western and central regions started moving towards external markets
more actively. Thus, the general volume of foreign trade turnover in the western
and central provinces exceeded ¥240 billion, or $36.5 billion (growth of more than
40 %). There is a gradual levelling of the regional structure of export, and imbal-
ances in the country’s economy are eliminated. The traditional drivers of foreign
trade of China were Shanghai and Beijing, but recently an active role in foreign
trade operations has been played by five industrially developed provinces of the
south and east coast. Foreign trade is also apparent in central and western provinces
(the Tibet Autonomous Region became a leader in its growth rate, exceeding even
the Sichuan province with regard to the absolute indicators).

Finally, another important factor that determines the significant place that
is occupied by China in the sphere of foreign trade is the policy of a reduced
currency rate.

Global experience shows that this policy leads to the artificial reduction of prices
in the global market for goods manufactured in the country, which positively
influences exports.

From the point of view of the theory of international economy, an appreciation in
national currency leads to a growth in prices for export products, which leads to a
reduction in competitiveness and reduction of supplies of domestic products in the
global market, and therefore import growth because of the relative reduction of
prices; as a result of this the country’s trade balance becomes worse. The opposite
tendency is observed during currency depreciation.

It is possible to note that a growth in yuan rate leads to opposite reactions to a
growth in China’s imports. Thus, it is possible to distinguish a range of countries
(Saudi Arabia, Brazil, and India), for which the growth of import volumes in China
depends on yuan appreciation and on a reduction of custom taxes in China. This
allows for the supposition that products from these countries (goods from Brazil
and India, oil and oil products from Saudi Arabia under the Chinese government’s
policy of diversification of energy supply) may receive competitive advantages in
China’s internal market.

In other studied countries, appreciation of the yuan means reduction of volumes
of imports to China. This could be explained by the fact that products of these
countries are mainly represented by components and investment goods of TNCs,
goods imported according to long-term contracts, and goods provided according to
one-off contracts. To the fullest extent this is apparent in the ASEAN countries
(Association of Southeast Asian Nations), Hong Kong, and Taiwan, and least of all
in the USA, Australia, the EU, Russia, Japan, and Republic of Korea.
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State measures include stage-by-stage liberalization of the foreign economic
sphere and the restructuring of the economy, attracting foreign capital, developing
export-oriented national production (initially, capital- and science intensive final
industrial products), diversification of sales markets, entering the WTO, creation of
FEAs and areas of development of new and high technologies. All these measures
have allowed China to become one of the leaders of the global economy.

Despite the fact that China’s experience of developing foreign trade has a
positive effect on developing Russia’s foreign trade activities and the activation
of Russian—Chinese foreign trade cooperation, in order to modernize the Russian
economy, it is necessary to take into account possible threats that might appear if
growing cooperation with China takes place. These are:

o Further preservation of the existing commodity structure of export of raw
materials resources from Russia, with food products and products of mass
consumption being imported from China. This makes the Russian economy
dependent on the dynamics of the raw materials export sphere and demand for
raw materials from China, and will simulate further outflow of highly qualified
specialists from Siberia and the Far East;

» Formation of export flows of raw materials with direct connection to China,
without the creation of a diversified structure of sales, which makes China a
monopolistic buyer that is able to dictate terms on the basis of its interests (e.g.,
the tough position of China on the pricing of oil supplied through the Eastern
Siberia—Pacific Ocean oil pipeline and natural gas supplied through the Power of
Siberia pipeline);

¢ China’s participation in the realization of projects in Russia that are aimed at the
extraction and export of raw materials resources, without their preliminary
processing or the manufacture of products with high level of value added, as
well as tough exploitation of Russian agricultural land for the export of agricul-
tural products;

¢ Processing products in Russia (forestry, gas and oil refining, metallurgy, etc.),
and raw materials based on the resources of the Siberian and Far-Eastern
regions, as well as China’s opposition to certain projects that are related to the
development and modernization of product refining in Russia;

e Creation of technological dependence on China during the realization of joint
infrastructural projects—because sanctions are imposed on Russia, and these
hinder the receipt of technologies and equipment from industrially developed
countries;

* The dependence of the Russian economy on Chinese capital (e.g., because of
terms of provision of credit assets in connection with the purchase of Chinese
technologies, equipment, and products, as well as attraction of workforce from
China), owing to sanctions regarding Russia imposed by Western countries;

» Aggravation of problems related to the increase in the number of migrants from
China, owing to the demographic conditions in transborder regions of the
Russian Far East and the Chinese north-eastern regions, including the growth
of unemployment;
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Copying Russian technologies (military and aerospace in particular) without
their licensing, including for the manufacture of export products, which leads to
rivalry with Russian products in the global markets;

Completing the Eurasian Land Bridge infrastructural project without using
Russian territory might lead to reductions in traffic on the Baikal-Amur main-
line, the Trans-Siberian Railway, and the Northeast Passage.

Thus, in conclusion, we consider that in view of China’s experience in the

development of foreign economic activities and Russia’s readiness to deepen
foreign trade connections with China in order to minimize possible threats and
serve Russia’s national economic interests in its interactions with China, there is a
necessity to create a series of state regulations for foreign trade between the two
countries within Russian law (Fig. 5.4):

Creation of free trade areas and innovation clusters (with the provision of
privileged regimes for foreign partners) in order to develop and modernize
processing industrial enterprises in directions that will allow a multiplicative
effect for Russian industry (this is primarily for metallurgy and machine
building);

Organization of effective control over the preservation of ecological norms in
agriculture when agricultural land is being provided for rent (at the moment
there is no such control, and provision of agricultural land for long-term rent to
Chinese enterprises is not well received in Russian society);

Expansion of interaction in joint scientific, technical, experimental, and indus-
trial development;

Preservation of the technological superiority of the Russian military complex,
which will allow Russia to have a competitive advantage in the case of illegal
copying and global marketing of Russian technologies;

Attraction of foreign workforce only on a temporary basis, according to issued
quotas (such measures were used during preparations for the APEC (Asia-
Pacific Economic Cooperation) summit in Vladivostok) and organization of
effective migration and transborder control;

Expansion of mutually profitable cooperation between Russia and countries of
the Asia-Pacific Region (political, economic, and technological) within interna-
tional organizations (APEC, BRICS, the Shanghai Cooperation Organisation,
etc.) and between two parties, in order to balance the interests of Russia, China,
and other countries of the Asia-Pacific Region and to preserve Russia’s inde-
pendent position in the world.

Support for Russian manufacturers—financial and non-tariff (as within the
WTO, Russian cannot increase taxes). Financial support might be in the form
of provision of state subsidies, tax subsidies and tax breaks, reduction of interest
rates for credit, and organization of state purchases of products. Non-tariff
support might be in the form of stiffening of technical standards for certain
types of products (e.g., Chinese polyvinyl chloride, which is low quality but is
cheaper than Russian product; the same situation occurs with Chinese cement,
the use of which leads to a reduction in quality and security of constructed
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Long-term goals of socio-economic development of Russia:
— modernization of national economy and increase of its competitiveness;
— provision of national interests and security of Russia;
— increase of Russia’s share in the global trade.

v

Tasks in foreign trade sphere: Possible threats for deepening of Russian-
—provision of growth of volumes of foreign Chinese trade and economic cooperation:
trade cooperation with China; —preservation of commodity structure of
— change of commodity structure of Russian- Russian-Chinese foreign trade;

Chinese foreign trade; —increase of volumes of export of raw

materials to China without processing them;
— creation of processing productions in China
with the use of raw materials resources of

Siberia and Far East;
— formation of independence of export of raw
v materials from China;
Tasks in the sphere of economic —tough exploitation of Russian agricultural
development: land for organization of export of agricultural
—modernization of existing Russian products;
processing  industrial  enterprises  for — formation of technological and financial
increase of the processing depth of | | dependence on China;
exported raw  materials  resources, —realization of the Eurasian Land Bridge
including with attraction of foreign infrastructural project which bypasses Russia;
investments from China; —copying  Russian  technologies  and

—attraction  of  financial  resources, [¥] competition in the global markets with Russian

technologies, and  highly  qualified products;
specialists for realization of large joint
infrastructural projects in the sphere of
extraction and processing of natural
resources of Siberia and Russian Far East;
— development of transport infrastructure.

t t

Measures of state regulation and cooperation aimed at realization of economic interests of
Russia in foreign economic cooperation with China

— creation of free trade areas and joint Russian-Chinese innovational clusters for the directions

that will allow obtaining multiplicative effect for Russian industry;

—support for Russian manufacturers for means of subsidizing, tax stimulation, provision of state

purchases, strict technical standards for the imported products, etc.

— provision of technological superiority of Russian military complex;

—expansion of interaction in the sphere of conduct of joint scientific & technical and

experimental & industrial developments;

— organization of effective control over preservation of sanitary and ecological norms in

agriculture with provision of agricultural lands for rent;

— attraction of foreign workforce only on the temporary basis according to the issued quotas

and organization of effective migration and transborder control;

— improvement of laws for the purpose of reduction of barriers for foreign economic activities for

Russian and foreign participants in FEA;

— expansion of mutually profitable cooperation of Russia with other countries of the Asia-

Pacific Region.

Fig. 5.4 Measures of state regulation and support for realization of economic interests in Russia
with regard to deepening of foreign trade cooperation with China. Compiled by the authors
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objects but reduces their cost), in order to reduce imports of Chinese products
and support their production in Russia, with the use of Russian technologies and
production base and, probably, involvement of Chinese investment. Increasing
requirements related to the quality of products, Russia therefore protects the
interests of its consumers and domestic manufacturers, who, increasing their
volumes of production, might reduce prices in future. An example of a success-
ful policy that protects domestic production and creates assembly production in
Russia is the increase in custom taxes for used imported cars.

Therefore, it is possible to draw the following conclusions.

Firstly, China managed to achieve significant results in the global economy as a
result of stage-by-stage liberalization, regulated by the state, where the policy of
export expansion and active import substitution was supported by on a strategic,
normative, and legal basis; the full mobilization of all types of domestic resources,
including human potential; a fundamental restructuring of the economy, aimed at
transition in domestic production from labour intensive products to capital and
science intensive products; the attraction of foreign capital; the creation of FEAs,
with their further transformation into areas of development of new and high
technologies; and the policy of reducing the yuan rate.

Secondly, during the selection and realization of various joint investment pro-
jects of cluster development and the deepening of cooperation with China, it is
necessary to take into consideration possible threats to the economic interests of
Russia. In this regard, it is necessary to make efforts towards creating a complex of
measures for state regulation and support of foreign trade cooperation between
Russia and China.

Thirdly, despite that fact that China is the most suitable partner for the deepening
of foreign trade relations, Russia, within its strategy to “turn to the East”, should
develop cooperation with other countries in the Asian-Pacific Region as well as
India, as prevailing Russian—Chinese relations are unequal, and might lead to
Russia’s dependence on China’s foreign policy. Possible threats related to a deep-
ening of Russian—Chinese interaction should be minimized through various con-
trols and regulations at state level.

5.3 Directions of Change of Raw Materials Vector
of the Development of the Economy of the Siberian
Federal District and Irkutsk Oblast in Relation
to the Development of Foreign Trade Relations between
Russia and China

The modern theory about clustering an economy does not connect quantity and
effectiveness of created structures to the form of state structure in a certain state, the
area in which it is set, or its resource base. There are many examples of unitary and
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federative states, large and small states, and states with substantial natural resources
or none at all in which created clusters modernized the national economy, the
following taking place:

« Stimulated development of the living standards of the population of the country
and an increase in its competitiveness;

e Changed structure of foreign trade towards growth in the share of products with
a high level of processing.

We consider that in Russia’s case, the federal nature of the state, its large
territory, and its very rich resources base are the factors that have to become the
initial reasons for transformation of its economy towards clustering. At the present
stage, it is difficult to say which clusters should be given high priority, whether
internal or transborder. However, it is obvious that the main role should be taken by
regional authorities, which have the fullest information on sectorial development of
their territory (both pros and cons); have a certain authority in law-making; can and
should stimulate the formation of a business environment that corresponds to
modern conditions; and, most importantly, depend on the export of their region’s
specialization in order to increase regional and sectorial competitiveness. Regard-
ing the Siberian Federal District and Irkutsk Oblast, for example, analysis has
shown that the economic development of the territory depends largely on the export
of natural resources and the import of final products from China, the region’s
leading foreign trade partner.

There is an opinion that clusters are something new for Russia’s economy,
meaning that we do not have any experience of their development or how they
work. We consider this to be a mistake. Back in the USSR, territorial and produc-
tion complexes (TPCs) were developed very successfully: these were associations
of economically interconnected and geographically proximate production with
common infrastructure, personnel base, energy capacities, and so on (Table 5.10).

Another point is that TPCs which actively developed before the 1990s were not
related to scientific research, nor aimed at the manufacture of innovational prod-
ucts; in addition they didn’t have a competitive environment. Even the processing
industries (machine building, metal processing, electric energy, manufacture of
construction materials, food, and light industry) had a servicing role in the Soviet
TPCs. Their activities were mainly related to development of the resource base of
the country, and the improvement of the system of management and planning for
complex economic and social development.

Under modern conditions, Russia should not forget its past and borrow only from
the experience of foreign states in the process of clustering its economy. It is
possible to created improved structures on the basis of the previously created TPCs.

Statistics shows that most of TPC were created after the 1940s in the Siberian
Federal District (thanks to its unique resource base). Thus, it would be wise to
emphasize the development of processing industry with a deep level of processing
of raw materials in this region; in other words, to create industrial and agro-
industrial clusters (Fig. 5.5).
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Table 5.10 Examples of TPCs functioning in the USSR
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Correspondence to
TPC Specialization modern location
Kursk Mag- Iron ore Central FD, Russia
netic Anomaly
Timan- Forest, mineral, and fuel and energy resources (oil, gas, | North-Western FD,
Pechora and coal) Russia
Orenburg Gas Volga FD, Russia
Middle-Ob Oil, gas Ural FD, Russia
West-Siberian | Oil, gas, timber Ural and Siberian
FD, Russia

Kuzbass Coal, production of non-ferrous metals Siberian FD,
Central- Coal, hydropower resources, production of non-ferrous | Russia
Krasnoyarsk metals, chemical production, cellulose and paper

industry
Sayansk Fuel and energy (oil, gas, and coal) resources, iron ores,

non-ferrous metals (molybdenum, gold, copper, lead,

tungsten, silver), deposits of salt and construction

materials (sands, clays, gravel, asbestos, gypsum, mar-

ble, granite), hydropower resources
Irkutsk- Coal, hydropower resources, production of non-ferrous
Cheremkhovo | metals, chemical production, cellulose and paper

industry
Bratsk—Ust- Hydropower resources, forest resources, coal ores Siberian FD,
Ilimsk Russia
Norilsk Copper-nickel ores
Kuznetsk- Coal, non-ferrous and ferrous metal ores, chemical
Altai industry
South- Coal, iron ores, apatites, mica, nonferrous metals Far Eastern FD,
Yakutsk Russia
Nizhnekamsk | Raw hydrocarbon deposits, fuel and energy deposits, Volga FD, Russia

highly qualified personnel, developed construction base,

good water supplies
Pavlodar- Coal and brown coal, sodium salt, copper Kazakhstan
Ekibastuzsk
Karatau- Phosphorites
Dzhambulsk
Mangyshlak Oil, gas, brown coal, black-iron ore, phosphorites
South-Tajik Hydropower resources, sodium salt, limestone Tajikistan

Note: compiled by the authors on the basis of the sources: Polterovich (1998), Ileptuuxk (1984)

On the one hand, it is obvious that moving towards post-industrialization of the
economy, Russia should increase service industries—primarily, those related to
serving people (education, science, healthcare, etc.). However, on the other hand, it
is impossible to forget the value of industry for the economy. An industry that
works according to the principle “imported raw materials—exported complex
(preferably science intensive) products” creates jobs, increases the population’s
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Possibilities: Threats:
1. Created material base. However, the . - .
level of main funds’ aging is high (48.2 % I Lack of domestic capital in money,
’ physical, human, intellectual, and

[219])

2. Own rich resource base

3. Servicing spheres which, however,
require serious work for increase of the
level of own competitiveness

information forms

2. Reduction of competitiveness and
volumes of domestic labor factor of
production

Maximization of expenses for capital

Minimization of expenses for raw
and labor resources

materials

»|  Industrial and agro- 4—‘

industrial clusters of
Russia

Fig. 5.5 Possibilities and threats of development of Russian industrial and agro-industrial clusters
on the basis of TPCs in the Siberian Federal District. Note: compiled by the authors on the basis of
the sources (http://expert.ru/south/2014/17/myi-mogli-poteryat-agrariev/?n=171)

well-being, forms offers and effective demand; increases the level of competitive-
ness at all levels of economic analysis; stimulates the growth of national wealth;
guarantees national economic security; and increases the possibility that the state
will receive global income as a result of the conduct of foreign trade operations,
which are profitable for the country as a whole. In view of the fact that Russia has a
lot of resources that are necessary for the manufacture of products with a high level
of processing, its expenses for purchase of raw materials (by reducing imports to the
minimum) might and should be minimized. Unfortunately, an exception is capital,
which should be attracted by the state from abroad—owing to its insufficiency and
low competitiveness. Here we speak not just of money, but also physical, human,
intellectual, and information forms of capital. Besides, Russia should pay close
attention to development of its own labour resources which, firstly, could be
characterized as insufficiently competitive and, secondly, are presented in a volume
that is insufficient for an industrial market. We consider that regarding the clusters
created on the territory of the Siberian Federal District, support—in the form of
capital and labour resources—should be sought from China, which is directly
interested in access to the complex science intensive products in corresponding
spheres and acquisition of technologies for their production.

It should be noted that the idea offered here is not innovative. Within national
and regional economic development, a range of programmes is offered for its
realization. However, these programmes are still not oriented to the creation of
high-tech products but continue to be related to the deeper processing of raw
materials.

For example, regional management has attempted to increase the amount of
timber processing in such regions of the Siberian Federal District as Irkutsk Oblast,
the Republic of Buryatia, Krasnoyarsk Krai, and Zabaykalsky Krai, where these
timber products are the main article of export.


http://expert.ru/south/2014/17/myi-mogli-poteryat-agrariev/?n=171
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Table 5.11 Comparison of timber resources and volume of export of forestry products of Russia
and Finland, 2014

Indicator Russia in whole Irkutsk Oblast Finland
Total volume of export, $ billion 497.8 7.1 105.0
Cost of export of timber products, $ billion 8.4 2.7 15.0
Share of world timber resources, % 25.0 2.0 0.5
Share of global export of paper products, % 2.0 - 22.0

Note: compiled by the authors on the basis of the sources (http://www.webcitation.org; http://
www.fao.org; http://www.stu.customs.ru; http://www.gks.ru; http://www.ved.gov.ru)

It has been calculated that with the largest timber resources in the world (22 % of
the world stock), Russia’s share in global volume of the final products of timber
(cellulose, paper, cardboard, furniture, etc.) is very low—Iess than 2 % (Table 5.11).
The volume of processed timber is also very low.

Let us note that in Finland—where forestry clusters have been functioning for a
long time—despite the fact that Finland’s forest resources are at least 50 times
smaller than Russia’s, the country’s share in the global export of paper products is
11 times greater than Russia’s. Using Finland’s experience would allow Russia to
better organize the export of forestry products.

In addition, other economic effects that might be expected from full processing
of forestry products could be used within a cluster. According to our estimates,
using effectiveness coefficients and offered by a range of Russian authors
(Bunrokypos 2008, 2009) and the data of the Siberian Customs Department,10 if
all unprocessed timber exported outside Irkutsk Oblast were processed within the
region, then:

— Potential value of exported timber products could increase from $2.3 billion to
$180.0 billion:

— Processing of round timber into lumber log to $2.3 billion, cardboard to $6.3
billion, plywood to $7.2 billion, paper products and cellulose to $9.9 billion,
furniture to $18.0 billion, and products of biological and chemical processing of
timber from $90.0 billion to $180.0 billion (Table 5.12).

Thus, the fact that Russia could benefit from an increase in the depth of timber
processing within a cluster is obvious; the figures show that it is much more
effective to export products received during timber processing than to export
round timber and lumber. Increase in the export of unprocessed timber, which
brings profit only to exporters, is not beneficial either.

Currently, the Chinese are interested in the export of Russian timber and timber
products, which is because they are striving to expand their circle of suppliers.
Therefore, China is increasing the import of round timber from Russia, performing
deep processing on Chinese territory. In 2014, $2.7 billion worth of timber products

1OAccording to them, $1.8 billion worth of timber was exported beyond the limits of Irkutsk Oblast
in 2014 (12.6 million m?) (http://www.stu.customs.ru).
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Table 5.12 Increase in the cost of timber processing products depending on processing depth

Coefficient effectiveness | Cost of timber processing
Products of timber processing of processing products, $ billion
Round timber 1.0 1.8
Lumber log 1.3 2.3
Cardboard 3.5 6.3
Plywood 4.0 7.2
Paper products and cellulose 5.5 9.9
Furniture 10.0 18.0
Products manufactured during biolog- | 50-100.0 90.0-180.0
ical or chemical processing

Note: compiled by the authors on the basis of the sources (Bunoxypos 2008)

were exported from Irkutsk Oblast to China. The capacity for processing 20-22
million m® of round timber purchased by China in the Siberian and Far Eastern
Federal Districts is located in Manchuria, along the border with Russia. Russian
timber is processed in China, and the products are exported—including to
Russia (http://www.crc.mofcom.gov.cn/crweb/rcc/info/Article.jsp?col_no=107&a_
no=237022).

It would be wise to attract China with its investments and production capacities
to Russia, where it could manufacture—within the timber cluster—timber products
that need considerable processing. These could be exported, including into China.

Beginning in 2005, investments from China into the countries of the EU
constituted $87.5 billion, the USA $64.4 billion, Australia 59.6 billion, Canada
$37.8 billion, Brazil $31.0 billion, Indonesia $30.0 billion, Pakistan $21.8 billion,
Nigeria $20.7 billion, Saudi Arabia $18.2 billion, and Russia $17.5 billion. The oil
and gas sector accounted for 26.2 % of Chinese investments, transport infrastruc-
ture and construction 21.6 %, electric energy 17.9 %, ore mining and the smelting
and coal industry 15.6 %, agriculture 3.4 %, car industry 2.0 %, and other industries
13.3 % (http://www.chinapro.ru/rubrics/12/6761).

As has been seen, China is primarily interested in raw materials and the energy
and transport spheres. To emphasize this, Chinese investments in Australia were
aimed at the extraction and processing of metals, in Saudi Arabia at the develop-
ment of the chemical industry, and in Khabarovsk Krai to complete the Amazar
cellulose plant. Chinese investors conduct a rather pragmatic policy that is aimed at
the receipt of profits, but with support from the state they can aim at receipt of
various strategic advantages. Therefore, certain investment deals in several coun-
tries were not approved at governmental level—owing to a possible strengthening
of competition from China, the outflow of technologies, or a loss of control over
natural resources.

This shows that the selection and realization of joint Russian—Chinese investment
projects should be conducted on the basis of Russia’s national interests and provision
of its economic security under state control with the application of measures and
mechanisms that are aimed at developing production on Russian soil and preventing
the illegal transfer of technologies or control of natural resources.


http://www.crc.mofcom.gov.cn/crweb/rcc/info/Article.jsp?col_no=107&a_no=237022
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As a result, the diversification of products created by a timber processing cluster
will stimulate financial stability in the region and increase revenues at all levels as
well as export revenue. Developing equipment for timber processing at Russian
enterprises by the Chinese will stimulate the development of a machine building
complex. The use of timber processing waste (wood pellets) for heat and electricity
will allow expenses to be reduced, thus increasing products’ competitiveness.

Another raw material that is extracted in Russia, and could be further processed,
is natural gas.

According to some estimates, Russia’s share in global resources of natural gas is
25 %, and potential resources could constitute up to 40 %. The Siberian Federal
District accounts for 14.0 % of initial total resources of gas, and Irkutsk Oblast for
up to 4.0 %.

According to the estimates, presented in the “Strategy of development of fuel
and energy complex of Irkutsk Oblast”, the region’s need for natural gas at the
initial stage of gasification will constitute 1.5-2.5 billion m® per year. During the
creation of gas-distributing infrastructure for supplying gas to new consumers, this
will reach 4.0-6.0 billion m® per year. The maximum need of the region for natural
gas has been assessed as 20.0-25.0 billion m> (Bozkurt et al. 2015). However,
Irkutsk Oblast possesses significant resources of coal and hydro resources, which
limit the application of natural gas as the territory’s fuel. Therefore, natural gas is a
potential resource for the development of gas and chemical products as technolog-
ical raw materials.

It should be noted that gas from the deposits of East Siberia as a whole and
Irkutsk Oblast in particular has many components, mainly methane (80 %—-90 %),
with a high share of ethane (up to 6 %) and helium (up to 0.4 %), and an average
share of propane (2 %) and butane (1 %). A high share of these components makes
the gas useful not so much as fuel but as raw materials for the development of the
chemical and helium industries. The content of hydrocarbons C,+ in the natural gas
in the East Siberia deposits allows economically effective processing of natural gas
within the region’s gas cluster.

Simple calculations show that the economic effect from the creation of such a
structure could be significant.

Firstly, it implies an increase in income from production, and further money
therefore flows into budgets at various levels. Global prices for products of the first
division of gas (ethane, propane, butanes) are double those of gas raw materials.
Further processing of gas (etherin, propylene, butylene, etc.) quadruples the differ-
ence in cost, and the price for chemical products (spirits, glycols, etc.) is eight to ten
times higher.

Secondly, another economic effect from the creation of a gas cluster could be the
possibility of expanding the number of manufactured products. Gelium from gas
deposits in East Siberia can be used in low-temperature division, as gelium is
evolved at the end of the technological process that uses a minimum temperature.
This means that the region’s gas can provide all its components within one
technological process.
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Thirdly, an obvious economic effect is the improvement in the quality of the
environment in the region and in the country, through the reduction of emissions
into the atmosphere because of the transition from oil products to gas products.

Creation of a gas cluster for deep processing of raw materials in Irkutsk Oblast is
encouraged by the fact that the region already possesses the necessary basis for the
development of gas and chemical production. Irkutsk Oblast has a powerful oil and
chemical complex which includes Sayanskkhimplast OJSC and ANKK OJSC, and
these are located close to the Kovykta gas condensate field.

The need of Sayanskkhimplast OJSC for raw materials for pyrolysis (ethane and
propane-butane) is up to 973.0 million m* per year. To obtain this, it is necessary to
process 5.5 billion m® of natural gas per year at Sayanskkhimplast OJSC. The
methane received could be used as fuel and technological raw materials at ANKK
OJSC (up to 3.9 billion m® per year) (Alberti et al. 2014; Bozkurt et al. 2015;
Caporale and Spagnolo 2012; Carneiro et al. 2015; Canees 2010).

It should be noted that methane is the main industrial raw material for the
production of hydrogen, which is the basis for the synthesis of ammonia, mineral
fertilizers, azotic acid, dyes, various explosive materials, and methanol. Oxidation
of the latter creates formalin, which is further used in production of plastics, tars,
and paint and varnish items. In addition, methanol is used in the production of
acetylene, higher alcohol, acetic acid, high-octane additives to motor oil, and
bio-fuels. It is also a basic raw material for the production of technical
carbomium—soot, which is used in the production of car tyres and various rubber
items.

In their turn, propane, butanes, and pentans, created from natural gas, are raw
materials for polymerization, and helium is used—owing to its unique attributes—
in the space industry, energy, medicine, aviation, ship building, chemical and food
industry, metallurgy, welding production, laser equipment, chromatography, and
fundamental and applied scientific research. It cannot be replaced by any other gas
or material in a range of technologies. It is a valuable non-recoverable natural
resource, on the list of strategic resources—and its stock is limited.

Currently, Irkutsk Oblast has 12 % of known reserves and 63 % of Russian
reserves of helium. This noble gas is present in almost all gas deposits, and its
concentration in natural gas is 0.17 %—0.36 %, which is significantly higher than in
regions with operating helium plants (Alberti et al. 2014; Bunokypos 2009).

It seems that with the start of the full-scale extraction of gas in East Siberia, the
region should have a new large helium production at federal level—moreover, a
gradual depletion of helium-containing natural gas is taking place in the USA, the
Netherlands, and Poland. At the same time, reserves in Qatar, Algeria, and Russia
have increased (the latter because new gas deposits have been found in East
Siberia). Russia may become the largest world exporter of gelium—primarily, to
potential and dynamically developing markets in the Asia-Pacific Region.

At the time of writing, there is preparation under way to start the industrial
development of the Chayanda field and Kovykta gas condensate field to allow
exports to China and the Asia-Pacific Region of 30-40 billion m* of natural gas per
year (Table 5.13).
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Table 5.13 Expected supplies of Russian gas into the countries of the Asia-Pacific Region in

2010-2030, million m? per year (average values)

Supply route 2010 | 2015 |2020 |2025 |2030
From West Siberia 0 13 30 40 40
Altai pipeline

China 0o [3 20 [30 30

Gas pipeline unified system of gas supply—East Siberia—Far East (including branches to China,

Korea, plants, and terminals of LNG)

China 0 5 5 5 5
Japan 0 2 2 2 2
Korea 0 2 2 2 2
Other countries of Asia-Pacific Region 0 1 1 1 1
Total from West Siberia through the pipeline USGS— | 0 10 10 10 10
Far East

From East Siberia 0 50 92 106 112
Gas pipeline East Siberia—Far East (including branches to China, Korea, plants and terminals of
LNG)

China 0 25 55 69 75
Japan 0 5 7 7 7
Korea 0 15 20 20 20
Other countries of Asia-Pacific Region 0 5 10 10 10
Total from West Siberia through the gas pipeline West |0 50 92 106 112
Siberia—Far East

From Far East (Sakhalin, Kamchatka) 13.7 |21.5 |38.6 |532 |579
From the LNG terminal in Progorodnoe and sea platforms

China 1.4 1.8 3.0 3.8 4.0
Japan 8.2 10.8 |14.0 |14.6 |15.0
Korea 2.7 3.6 52 5.9 6.0
Other countries of Asia-Pacific Region 1.4 1.8 32 4.1 4.3
Total from the LNG terminal in Progorodnoe and sea 13.7 |18.1 |255 |284 |293

platforms

Through the pipeline Sakhalin—Vladivostok—Nakhodka with branches

new LNG terminals in the Far East (Primorye, Kamchatk

a)

to China, Korea, from

China 0.0 1.0 3.9 7.4 8.6
Japan 0.0 0.2 2.1 3.7 4.3
Korea 0.0 0.8 33 6.2 7.1
Other countries of Asia-Pacific Region 0.0 14 3.8 7.4 8.6
Total through the pipeline Sakhalin—Nakhodka with | 0.0 34 13.1 |248 |[28.6
branches, from new terminals

From Russia to the Asia-Pacific Region, total 137 | 84.5 |160.6 |199.2 |209.9
China 14 358 |87.0 |1152 |1225
Japan 8.2 18.0 |25.1 |[27.3 283
Korea 2.7 21.5 305 [34.1 |[352
Other countries of Asian-Pacific Region 1.4 9.2 18.0 [225 |239

Note: compiled by the authors on the basis of the sources (http://burneft.ru/archive/issues/2009-12/1)
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The natural gas of East Siberia is multi-component in its structure, which gives it
special value in the development of Russia’s chemical industry. Thus, acquiring gas
deposits and using them only as fuel and for export supplies without extracting
valuable components is very ineffective.

However, according to the ideas set out by the Russian government in its Eastern
gas programme, the development of the Kovykta gas field and its further connection
to Siberia, oriented towards the export of gas into the markets of the Asia-Pacific
Region countries—primarily, into China—will allow gas to meet the internal needs
of the country, raise the region’s chemical industry to a higher level, and create new
jobs. However, the programme does not indicate by what means this can happen.
The creation of additional infrastructure is not envisaged in the programme, and
nothing is said about the strengthening of scientific and innovational components
by extracting and processing. Besides, the high content of helium and other
valuable components in the region’s natural gas requires complex extraction and
deep processing of raw materials, which, in its turn, requires the development of
modern gas processing capacities.

Irkutsk Oblast has such capacities. Slight modernization will allow for the
complex processing of natural gas and the receipt of valuable raw materials
which are in high demand in the global market; it will also push forward the
development of organic synthesis chemistry—a high tech and science intensive
sphere of industry.

Apart from the production base, the region has scientific institutions. In partic-
ular, there is the Siberian branch of the Russian Academy of Sciences (RAS), which
was created in 1957 as a complex of R&D, experimental, and reproduction orga-
nizations and establishments which helped the scientific centres located in Siberia
to function. Currently, it is the largest regional branch of the RAS, and accounts
for 20 % of its scientific potential. Its network of scientific centres, institutes, and
scientific stations encompasses almost all Siberia (http://russiasib.ru/sibirskoe-
otdelenie-rossijskoj-akademii-nauk-so-ran).

We believe that the complex use of natural gas, which includes its processing
and creating products with a high share of added value, is the most rational. The
expediency and effectiveness of this is proved by global experience. Beginning
during the oil crisis of the 1970s, the high effectiveness (economic and ecological)
of natural gas and its components (methane, ethane, propane, butanes, etc.) led to
the gas being used in all developed countries of the world (the USA, Canada, EU,
Latin America, and countries of the Persian Gulf) as technological raw materials for
the chemical industry. Nowadays, the global petrochemical sphere is unique in the
growth of its share of science intensive products that are used in the manufacture of
chemical products. In Russia, the petrochemical industry is unique for its preser-
vation of the tendency to manufacture and export of products which require little
processing, which is caused by a lack of modern technological equipment in the
country. As a result, Russia is behind the leading countries in terms of the volumes
of production and consumption of chemical products (http://www.opec.org; https://
yearbook.enerdata.ru.).
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It seems that for the Russian chemical industry not to be behind the global level
forever, the country should develop this sphere by using a cluster type of production
organization, which will help to exploit the primarily highly effective gas resources
of Eastern Siberia through the use of Chinese capital. In this case, a strategically
important task in developing the deep processing of raw hydrocarbon deposits will
be solved by forming a gas chemical industry, which will be new for the region.

Besides the helium mentioned above, the share of which in Eastern Siberian gas
is very high, the region has the necessary preconditions for increasing the produc-
tion of PVC, polyethylene, polystyrene, ethylene alcohol, polypropene, and other
similar products which are in demand in the global market. This is because of a high
percentage of ethane in local gas, significant reserves of sodium salt, and the
infrastructure that has been created.

It suffices to say that the global production of PVC is currently around 30 million
tons per year (with annual growth of 5 %). The Asia-Pacific Region accounts for
more than 60 %. The largest growth is observed in China, Taiwan, and India. The
market in the Asia-Pacific Region, primarily China, is the largest and geographi-
cally the closest to Irkutsk Oblast. However, China is developing its own industry of
organic synthesis, yet it is experiencing the lack of raw hydrocarbon deposits,
which restrains the growth in production of PVC. The problem created by restric-
tion of the raw materials is solved by using artificial gas (70 % of vinyl chloride,
received during production of PVC, is obtained in China by hydrochlorination of
acetylene from carbide of calcium), which leads to an increase in cost of the final
products. Because of this, there is a process by which acetylene technologies are
being replaced by the use of natural gas. However, China is compensating by mass
import—in particular, from Russia (http://www.ved.gov.ru).

The situation may change as gas from East Siberian deposits begins to be
supplied to China on a large scale. This gas is noted for its high content of ethane
fractions, which will positively influence the raw materials provision for the
Chinese organic synthesis industry.

China is currently actively developing its capacity for the production of chem-
ical products. This is caused not so much by competitive advantages of the
country’s industry (the technological process on which it is based involves imported
naphtha) as by a high level of demand for chemical products. In order to reduce
transport expenses and dependency on imported products, China has built several
large chemical complexes for the processing of raw materials.

If, for example, the natural gas of Irkutsk Oblast is processed in Sayansk after the
organization of a cluster (together with the Chinese), this city might become the
largest centre for the petrochemical industry in Russia. A technological chain will
start here which will provide effective raw materials to the chemical industry of the
country and manufacture the export products—in this way, export effectiveness
will grow significantly (http://tcj.ru).

To bring to fruition investment projects that are aimed at increasing the depth of
processing of raw materials in Siberia and the Far East of Russia, in order to create
and export products with a high level of added value, it is necessary to attract
financial resources and use relevant technologies and equipment. Attraction of
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investments is possible only through the use of borrowing from Russian and
Chinese banks and investment funds (Chinese credit organizations have developed
a practice by which they connect the provision of financial resources with liabilities
for purchase of equipment and services from Chinese enterprises and Chinese
workers), as well as assets from the Asian Bank of Infrastructural Investments
and the New Bank of Development of the BRICS, which were created in order to
expedite infrastructural projects in Asia and in the BRICS countries, respectively.

Thus, on the basis of Chap. 3, it is possible to conclude with the following points:

Firstly, Russia, as a country that is behind China in the level of national
competitiveness, for the purpose of modernizing its economy should actively use
not only its own competitive advantages but those advantages of partner countries.
The areas at which effective cooperation between the two countries is possible
could be joint Russian—Chinese clusters, located on Russian territory. This might
allow Russia to level its weak production spots; increase national commodity
competitiveness; and change the commodity structure of foreign trade operations,
including with China. China would receive an additional legal source of informa-
tion for technologies of production in relation to complex science intensive prod-
ucts; access to a scientific base of applied character; and real practical areas for the
creation of its own science intensive production.

Secondly, the leading role in the process of clustering in Russia’s national
economy should be at regional level, where the authorities are experts in all aspects
of sectorial development; they have authority in the sphere of law making; they can
and should stimulate the formation of a business environment that corresponds to
modern conditions; and, most important, they depend on the export of regional
specialization to maintain and enhance sectorial competitiveness.

As for the Siberian Federal District and Irkutsk Oblast, as territories with a
unique resource base, the creation of Russian—Chinese industrial clusters on the
basis of former TPCs, in both timber and gas, are necessary.


http://dx.doi.org/10.1007/978-3-319-45985-1_3

Conclusions

Modern Russian—Chinese foreign trade relations are characterized by a certain
asymmetry in and limited assortment and nomenclature of goods and services
offered for mutual exchange. Although at the same stage of economic development
and in a single group of developing countries, Russia and China offer each other
products that are different in their levels of added value, which leads to different
effects on the development of their national economies. In other words, the func-
tions set for foreign trade in Russia and China are expressed in different volumes
and quality. The paradox is that, from the point of view of the theory of trade, this
situation could be easily explained, and there are ways to avoid it. However, there
have been no changes for a long time.

The theory of trade belongs to those that are most elaborated. Economists from
various schools of political economy do not have many different opinions on the
corresponding categorical apparatus; the role of trade in the sectorial structures of
gross domestic product (GDP); the possible criteria of classification and, corre-
spondingly, types; the performed functions; or the methods of conduct of trading
activities. However, the theory of trade has a range of aspects that preserve
difference and sometimes have a debatable character. The theory covers the causes
of conduct of trade as a whole and its international component, as well as possible
ways of correcting country and commodity structures of export and import for
economies which are at different levels of economic development.

Economists have been searching for the answer for the issue of the causes for
conducting trade, its international component, and so on for a long time, beginning
from studies of mercantilists in the seventeenth century and ending with modern
views of the representatives of the theory of life cycle: “national rhomb” (a system
of features that, while interacting, creates favorable or unfavorable environment for
realization of potential competitive advantages of the country), hypothesis of
“competing groups”, etc. However, one should mention that, despite these different
approaches, specialists agree that a unique function of trade—exchange—should be
paid the greatest attention. Understanding it properly at the state level, but not
creating the conditions for simple sales of goods and services, could influence the
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level of development of the national economy and increase the quality of life in the
country.

If the state’s economy is ready for foreign economic liberalization, it will show
evidence of sustainable growth rates, competitive spheres of industrial production
and developing human potential. Wisely built foreign trade activities determine the
volume of manufactured products; GDP and all macro-economic indicators of the
system of national accounts; the share of the received global income from export
operations; and, accordingly, all further payments into budgets at various levels.

If the economy is not ready for participation in the processes of exchanging
goods and services in the international markets, but is nevertheless opened to
foreign trade, because of a range of reasons, this may lead to outflow of capital,
growth of dependence on exports, the ousting of domestic manufacturers from their
own market, increasing technological underrun of the national economy, deindus-
trialization of production sectors, and loss of competitiveness at almost all levels.

Such significant effects of a country’s participation in international trade and
economic operations indicate high levels of risk—political, commercial, liquid,
credit, investment, reserve, interest, currency, and other risks. The real likelihood of
such risks in foreign trade pushes participants to search for adequate regulatory
tools. As a result, in the evolutionary development of international trade one can
observe a significant growth in the role of supernational institutes and organizations
that regulate the corresponding sphere of international economic relations, and the
number of countries involved in various economic and trade organizations also
increases. However, if the country’s economy is not ready for foreign economic
liberalization, it doesn’t matter how many supernational structures the country is a
member of.

The economy should be gradually prepared for the unavoidable influence of
external factors relating to development. There should be a clear understanding that
country limits can be broadened only when there is highly competitive domestic
industrial production, the products of which are characterized by certain science
intensity and high level of division (liberalization of foreign trade with lack of
competitive spheres of national economy that issue high-tech (knowledge-inten-
sive) products or perform deep processing (division) of raw materials will influence
negatively the socioeconomic development of the country, and national manufac-
turers will not survive in competitive struggle with foreign manufacturers).

This conclusion has been long proven in practice. The best results in the
organization of foreign trade contacts are achieved by the largest economies of
the world: those that produce the most—and buy and sell the most. Thus, there is a
logical correlation between the countries that lead in the volume of foreign trade
operations and economies with the largest GDP.

Reverse interconnection is also interesting. If the volume of industrial produc-
tion determines the country’s level of liberalization in global markets, doesn’t the
state policy towards foreign trade influence its economic development? Of course it
does—and statistics prove this: mostly, an increase in the rates and volumes of
export and/or import is followed by an increase in living standards in the country
(and vice versa).
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As for Russia, the long-standing commodity structure of its foreign trade does
not contribute to the development of the country’s economy and even aggravates its
sectorial imbalances: science-intensive services develop slowly and against the
background of continuing extraction of national natural resources.

Analysis of Russia’s economy today has shown that, despite a strong movement
towards post-industrialization, the country is drawn towards industrial types of
development. Although industrial production and agriculture are declining as a
proportion of GDP, with obvious growth in the service sphere, living standards in
the country depend on the effectiveness of the development of industrial produc-
tion, whose products dominate national exports.

Several questions arise in this situation. If the share of industrial production in
GDP is reducing, and its products determine the specialization of the country in the
processes of the international division of labour, what is Russia’s future in terms of
foreign trade policy? Should Russia narrow its industrial production to export raw
materials, which are currently in demand, and then concentrate on development of
the service sphere? Should Russia try to preserve its existing volumes of industrial
production by means of diversification, and search for new niches in global markets
as well as determining new foreign trade partners?

We recommend the second option, as the country has all necessary preconditions
to support this development.

Russia’s economy is characterized by a range of advantages for development. It
has a rich resource base, a high-quality scientific and technological basis for the
manufacture of military products, dual-purpose products, and competitive machine-
building, and also a developed transport network.

Secondly, there are significant reserves of growth in the country’s economy.
These include its large internal market; its use of the free trade model; existing
commodity niches in the global markets; a positive trading balance and external
imbalance; an insignificant (as compared with GDP) external debt; and growing
international reserves.

Despite such significant potential for growth, to actually achieve new goals in
foreign trade policy, related to the diversification of export products, and search for
new niches in the existing global commodity markets will be very difficult. This
may be due to the presence of “tight spots” in the country’s economy and possible
threats from outside.

Among the glaring weak spots of development in the economy of modern Russia
are the low level of competitiveness in a range of processing industries (car
industry, micro-electronics, nano-technology products, food, and light industry);
service spheres (telecommunications, finance, tourism, construction, education,
science, healthcare); and agriculture.

Possible external threats that might influence further development of the econ-
omy include the probability that Russia will be assigned the status of a raw
materials state; loss of control over business within the Russian economy; a
growing dependence of internal economic development on the situation in the
global commodity markets; a situation in the internal market of labour resources
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which does not conform to the strategy for Russia’s development; and uncontrolled
transfer of financial assets from Russia into offshore havens.

It is our contention that Russia cannot independently move from its status as a
raw materials state. It needs a strategic partner in the foreign economic sphere,
which, being interested in cooperation, can stimulate an increase in the level of
competitiveness of the country and its people.

Analysis of Russia’s modern foreign trade partners shows that, hypothetically,
this strategic partner could be China, Germany, the Netherlands, Ukraine, Italy,
Belarus, Turkey, the USA, Japan, or Kazakhstan. However, in view of the goals of
development for Russia’s economy in the mid-term, as a country that does not want
to change from a subject of the global economy into an object at the periphery of
global development, it should choose an equal partner. This means that Belarus,
Kazakhstan, and Ukraine are the countries with which integration should be
deepened and volumes of mutual trade should be increased—for the purpose of
growth in national competitiveness. However, it should be recalled that Russia is
the most developed and richest state in the CIS and the Customs Union. Solving
such important problems as the development of R&D and the attraction of invest-
ment into specific spheres of its national economy within the groups mentioned
above will be difficult. In this case, Russia, on the basis of its national interests and
priorities, the level of development of foreign economic institutes, and its position
in the international economy, should activate cooperation with developing Asian
countries—primarily, with China.

There are several reasons for this.

First, we should consider that Asia gives Russia a chance to “trade time” for the
structural reconstruction of its economy.

Secondly, China is selected from among the Asian countries because it is an
acting foreign trade partner of Russia with a growing economy and a large internal
market; it is also a global leader in the production of most types of industrial
products.

The Chinese should be motivated by the fact that Russia has wide experience of
work and competitive advantages in a range of productions. They can jointly
manufacture high-tech products which are in demand in global markets.

As for the specifics of foreign trade connections with China, it is possible to note
the following.

Machine-building and professional equipment make up the bulk of China’s
exports. The leading imported products include raw material resources necessary
for work of various spheres of industry and the products of machine-building and
professional equipment. In terms of volume of imports, modern China is ranked
second, after the USA.

China’s leading foreign trade partners are mainly developed states and new
industrial countries—Hong Kong, Japan, South Korea, Taiwan, and Germany—
which indirectly shows China’s capability to satisfy high-tech demand.

Today, China, on the one hand, determines the climate in the global markets for
its export and import products, and, on the other hand, experiences substantial
dependence on the level and quality of development of its foreign trade activities.
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By means of this direction, China expands the sales market of domestic (and
manufactured within transnational corporations, TNC) products; effectively attracts
and uses in the country the export revenue; expands the assortment of products in
the internal market; receives access to deficit resources, global achievements of
science and technology; and creates new jobs in export-oriented spheres of national
economy.

China has successfully developed its foreign trade activities because of the
following factors.

First, a wise choice in the type of foreign trade policy followed, the preparation
of a strategic, normative and legal basis for it, and creation of the conditions
necessary for transformation to foreign economic activities.

Secondly, the use, as a basis for foreign economic activities, of natural and wide-
ranging comparative advantages: a relatively cheap workforce and human capital,
of which the Chinese economy has plenty.

Thirdly, the establishment of and rapid follow-through of a policy to create free
economic areas which have attracted foreign capital and helped the restructuring of
economy from the manufacture of labour-intensive products to capital- and science-
intensive ones.

Fourthly, adoption of a decreased currency rate.

Any consideration of Russian—Chinese trade and an economic interrelationship
between the two countries should bear in mind the following. Despite a long history
of interrelations between the two countries, going back as far as 1620s, and the fact
that now they are characterized by a large number of touchpoints in economic,
political, social, ecological, humanitarian, and other spheres of activities, the share
of Russia in foreign trade operations of China is very small, constituting only 2.3 %.

The leading articles of Russian export are still fuel and energy products; timber
and items of timber; ores, slag, and ashes; non-ferrous materials; and chemical
products. The commodity structure of Russian imports from China preserves its
product-consumer direction. The prevailing import articles are machines and
equipment, chemical products, and footwear. Though, on the whole, the dynamics
of developing trade cooperation between the two countries could be characterized
as positive, the fact that Russia’s foreign trade specialization is constantly
narrowing is cause for concern. The country sells raw materials and purchases
products with a higher level of division (a part of the technological process that ends
with a semifinished product that could be sent to further division or sold; as a result
of a product’s transfer through all divisions, a final product is obtained), which
contradicts all known theories of international trade. These tendencies become even
more negative against the background of the growth of a negative trade balance
between Russia and China.

Yet the reality of trade today between these two countries has not appeared out
of nowhere. Russia has been approaching this position stage by stage. Initially, it
lost its position in the Chinese military products market and then in the iron industry
products market.

In this situation, specialists offer three possible scenarios for further develop-
ment of two-way trade interrelations between Russia and China: parallel economic
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growth of both states; quick economic growth and qualitative shifts in the national
economy of China without structural shifts and adequate growth of economic
potential in Russia; and a lack of significant economic growth both in China and
in Russia over a rather long period of time.

Based on the present reality, the third scenario is the least probable in respect of
China. Accordingly, the future development of a two-way relationship between the
countries depends on Russia’s efforts.

Today, the official statements of political leaders on both sides treat the devel-
opment of two-way relations as mutually profitable, and view this as top priority for
their external policy. This will allow the strengthening of the economic power and
international competitiveness of Russia and China.

The Chinese side deems it possible to achieve these goals if the commodity
structure of foreign trade between the two countries changes by means of expansion
of cooperation in the spheres of high technology, space and aviation, transborder
infrastructure, scientific research and production, as well as growth in the quality of
trade connections between the countries and the conduct of the policy of attracting
mutual investments to bring to fruition large projects of strategic value on the
countries’ territories.

Chinese specialists emphasize the need to pay close attention to Russia’s econ-
omy: to provide implementation of various innovations; increase the attractiveness
of investment activities in the economy; take up measures to prevent capital
outflow; develop competitiveness in the internal market and reduce influence of
the state; and conduct a well-balanced budget policy for provision of Russia’s
financial stability.

In turn, Russian specialists think that the Chinese factor is very important for
Russia’s foreign policy. The role of China in accomplishing plans for the economic
development of Siberia and Far East will grow over time.

Currently, Siberia and the Far East are not leaders in terms of the volume of
commodity turnover with China: the top positions belong to the Central and North-
Western Districts. However, the role of the Siberian Federal District (SFD) as a
whole and Siberia, represented by Irkutsk Oblast, in particular, in developing
foreign trade relations between Russia and China is huge. Firstly, China is the
main foreign trade partner of the territory, and, secondly, the SFD (and Irkutsk
Oblast) possess a large potential for extensive development. However, in the system
of international division of labour in general, and trade with China especially,
enterprises in the region still participate not on the basis of created and constantly
improved competitive advantages, but on the basis of comparative advantages
given by nature.

The commodity structure of the SFD’s and Irkutsk Oblast’s foreign trade oper-
ations currently differ from the commodity structure of the country as a whole.
Export is dominated by raw materials and import—by machines, equipment,
transport, and chemical products.

A similar commodity structure is apparent in direct Oblast trade with China. The
basis of modern export to China consists of forestry products, oil and oil products,
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products of chemical industry enterprises, aluminium and items made from it,
machines, iron and items made from it.

The region’s imports from China have for many years included machines, the
volume of which grows constantly; food and mass consumption products; raw
materials for aluminium; paper and cardboard.

It is obvious that if Russia is interested in expanding and deepening its connec-
tions with China the existing commodity structure of foreign trade connections both
for the region and the country should be developed.

In view of the fact that, in the modern global world, resources are
internationalized and their national connections are less important, we understand
that Russia has changed its foreign economic policy to use its own and Chinese
advantages to expedite its national tasks: to preserve Russia as a sovereign country
with a high level of national competitiveness and the maximum amount of global
income.

According to World Economic Forum specialists, the following indicators in
Russia’s economy have positive dynamics: development of institutes; infrastruc-
ture; healthcare; primary education, higher education and professional preparation;
effectiveness of commodity and financial markets; labour market; innovations and
the level of complexity of factors; and a range of indicators that characterize the
quality of the innovational environment. Despite the clear development of Russia’s
economy and an increase in the level of its national competitiveness, there are some
obvious problems: aggravation of the quality of the country’s innovational potential
(reduction of volumes and directions of the research and their implementation into
economy due to decrease of financing in the current Russian foreign economic and
socioeconomic conditions negatively influences the innovational activity of eco-
nomic subjects), a weak macro-economic environment, and a low level of techno-
logical preparedness.

In turn, the advantages of China’s economy, which exceeds Russia in its level of
national competitiveness, embrace the level of institutional development; the state
of the macro-economic environment (excluding the balance of state budget and
state debt); the level of development of the healthcare system and primary educa-
tion; the organization of the commodity market and labour market (in terms of skill
of using talents); the development of the financial market and, of course, the
volumes of internal and external markets; progress in competitive advantage; the
complication of the added value chain; an increase in the level of control over
domestic companies and over international distribution; growth in the quality of
R&D institutes; domestic companies’ growing budgets for R&D; strengthening
of cooperation between universities and business in R&D; an increase in the role of
state purchases of leading technological products; and a growth in the quality of
registered patents.

Therefore Russia, to modernize its economy, which is behind China in many
aspects of national competitiveness, should not refuse to consider competitive
advantages created in China. In particular, it should use the innovational potential
of China in the organization of joint businesses and further commodity flows.
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Accumulated global experience shows that one of the most effective tools when
establishing innovative economies is clustering economies. For this reason we
consider that Russia should try to create joint clusters with China on Russian
territory: Russia would provide science and infrastructure, China investments,
workforce, and technologies. Russia will thereby receive experience of work that
moves towards the development of the national economy, as well as access to the
global reproduction complex with its higher-level technologies, modern tools of
management, and existing infrastructure. It might leave the consumer character of
Russian import and reduce the gap between Russia and leading countries as regards
the innovational capability levels of the state and its subjects. It will also receive a
real chance to raise weak spheres and form new ones.

It turn, China will receive an additional and legal source of information about
technologies related to the production of complex science-intensive goods; access
to an applied scientific base; and the development of real and practical areas related
to the creation of its own science-intensive production.

Based on the specifics of the state structure of Russia’s economy, we consider
that the leading role in the process of clustering the national economy should belong
to regional authorities, which are expert in all aspects of sectorial development of
their territory; have certain authority in law-making; can and should stimulate the
formation of a business environment that corresponds to modern conditions; and,
most important, depend on the export of the specialization of their region in terms
of regional and sectorial competitiveness.

Moreover, it is necessary to take into account the fact that the Russian regions
have mostly preserved the important basis of the former territorial and production
complexes (TPC). The fact that the TPC prevailed since its creation in the 1940s on
the territory of the SFD (which is caused by its unique resource base) is highly
significant. Therefore, it would be wise to rely on Russian—Chinese cooperation
in developing processing industries with a long experience of raw materials
processing in this region—all the more so now that China is already its leading
foreign trade partner.
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