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ABSTRACT

The relevance of the issue of mutual influence of the goals and instruments of financial and monetary policy increases
during periods of economic instability. External and internal macroeconomic shocks can undermine the financial stability
of the state and have a negative impact on both price and financial stability. In this regard, there is a need to adjust both
financial and monetary policies based on harmonization of the instruments of financial and monetary regulation. The
purpose of this study is to develop the theoretical, methodological and applied foundations for coordinating the goals
and instruments of monetary and financial policies. The article concludes with the results obtained in the course of the
research.
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INTRODUCTION

The issues of efficiency and effectiveness of the
state financial policy, optimisation of its goals,
methods and tools are still relevant and are stud-
ied by scientists regardless of the phase of the eco-
nomic cycle, but they become especially important
in periods of economic crises and macroeconomic
instability. External and internal macroeconomic
shocks can undermine the financial stability of
the state, have a negative impact on price and
financial stability. Hence, there is a need to de-
velop and implement sound financial policy in
coordination with monetary policy implemented
by the monetary regulator.

The state financial policy is traditionally un-
derstood as a joint activity of the authorities and
financial regulator aimed at ensuring stability of
the financial market and its individual sectors,
maintaining stability of the entire financial system
of the country. Monetary policy, in turn, in most
countries of the world is aimed at price stability
and is implemented by central banks, which, on
the one hand, have the status of a certain inde-
pendence from the state, but, on the other hand,
carry out monetary regulation of economic pro-
cesses in coordination with the legislative and
executive authorities. The results of monetary
policy implementation over the last ten years
show that it is designed to ensure price stability
in combination with the solution of problems of
financial stability, employment, reliability of the
payment system, and economic growth. Therefore,
there are theoretical and practical issues of es-
tablishing the relationship between financial and
price stability, the need for interaction between
governments and central banks; the problems of
“cross-sectional” influence of instruments and
objectives of financial and monetary policy.

LITERATURE REVIEW
A significant number of scientific works by Russian
and foreign authors are devoted to the problem
of interrelation of financial and monetary policy.
Conventionally, the list of works can be divided
into three groups.

Scientists of the first group have conducted
research on the influence of the state financial
policy and financial stability on the conditions
and results of the monetary policy implemen-
tation of the monetary regulator. For example,
Yueli Xu et al. describe the impact of financial
development as a result of financial policy on the
effectiveness of monetary policy in developing
countries [1]. Studies show that China’s financial
development enhances the transmission effect of
monetary policy in general. Viral V. Acharya et al.
come to similar conclusions and prove that the
lack of financial stability reduces the effective-
ness of transmission channels of monetary policy
mechanism [2].

Tran Thi Kim Oanh et al. examine the impact
of access to financial services on financial and
price stability in countries with different levels
of population wealth [3]. The authors argue that
in countries with low levels of wealth, the avail-
ability of financial services increases financial
stability and reduces inflation. And where the
level of wealth is high, the availability of financial
services increases financial instability, which leads
to long-term inflation.

The study by Xiao-Lin Li et al. investigates the
cyclical features and dynamic secondary effects of
the relationship between monetary policy cycles
and financial cycles in China during 1998-2018.
[4]. The authors argue that the five cycles exhibit
strong synchronisation in terms of response to
shocks. The results of the study confirm the impor-
tance of analysing the financial cycle in monetary
policy decisions.

Martin Tobal and Lorenzo Menna argue that
financial instability leads to higher inflation and
monetary policy faces the need to search for a
trade-off in key rate decisions to ensure not only
price stability but also financial stability in emerg-
ing market economies [5].

M.V. Ershov et al. describe the impact of public
financial policy on the conditions of monetary
policy implementation [6]. Using the example of
developed and developing countries, the authors
focus on the tacit role of the monetary regulator
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as a creditor of the government in the crisis period,
which ambiguously affects the achievement of
price stability by central banks.

M.A. Abramova et al. also study the impact of
the state financial policy on the monetary policy
of the monetary regulator [7]. Scientists note the
positive impact of measures to ensure the stability
of the financial system in the context of external
shocks on price stability in the context of their
restraining effect on devaluation of the exchange
rate and volatility of stock market indices.

The authors of the second group conducted
research on the impact of monetary policy on
the financial stability of the state, which they
consider as the main goal of financial policy.
Hao Wang et al. on the example of data on China
prove that monetary policy can contribute to
financial stability in the post-crisis period, espe-
cially in the short term [8]. Researchers Aswati
R. Nair and B. Anand also study the possibility
of using monetary policy as a tool to achieve
financial stability [9]. Their results show that
asset price targeting as an alternative to the
popular inflation targeting regime can be one of
the effective ways to contain financial instability
and subsequent economic downturns.

Researchers also write about the communica-
tion effects of the impact of monetary policy on
the financial system. Conor Parle in his study
assesses the direct impact of the ECB (Euro-
pean Central Bank) communication within the
framework of press conferences on the finan-
cial market [10]. The author argues that market
participants perceive information from press
conferences as news about the future state of the
economy and not only about changes in interest
rates. Francisca Collingro and Michael Frenkel
found that financial market participants react
more strongly to monetary policy communica-
tion signals during the recovery period after the
financial crisis [11].

Xiaoyun Wei and Liyan Han note that uncon-
ventional monetary policy instruments are much
more effective in terms of influencing the stock
and currency markets [12]. The authors conclude

that if the monetary policy is aimed at stimulat-
ing financial markets, then to achieve the desired
effect, it may require a tighter coordination with
other macroeconomic policies, primarily with
fiscal, tax and budgetary policies.

K.V. Krinichansky and N.E. Annenskaya study
the impact of price stability as the main target of
monetary policy on the financial development of
the state [13]. The scientists prove that fluctua-
tions in the price level in the economy affect the
emergence of new financial market instruments,
i.e., stimulate financial development.

The authors of the third group devote their re-
search to the issues of neutrality of financial sys-
tems of developing countries in relation to the
monetary and financial policies of the developed
countries. Aimit Lakdawala assesses the impact
of the US monetary policy on emerging markets
on the example of India and argues about a fairly
high degree of such an impact [14]. The researcher
emphasises that monetary shocks of the US Fed-
eral Reserve System are transmitted through the
uncertainty channel, affecting the market value
of shares. At the same time, the higher sensitiv-
ity of the aggregate response is the same for the
entire stock market and is not due to the increased
dependence of any particular segment on the U.S.
monetary policy.

Georgios Georgiadis and Martina Jancokova
come to similar conclusions that monetary policy
of the US Federal Reserve and the ECB affects
financial conditions in small open economies
through global and regional financial channels
[15]. Continuing this theme, Georgios Georgiadis
and Feng Zhu studied the problem of the rela-
tionship between monetary policy and financial
system openness in the context of the impact of
exchange rate shocks on financial markets and
monetary decisions of regulators [16]. The authors
talk about the importance of the floating exchange
rate regime to ensure the independence of the
financial system of the state from the monetary
policy of other countries.

There is an interesting study by Dongwon Lee,
who argues that emerging markets can maintain
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monetary autonomy in the face of global financial
market volatility, while advanced economies have
limited autonomy due to their close and tight
financial integration in recent decades [17].

Thus, the literature review on the problem
under study allows us to conclude the following:

« financial and price stability are interrelated:
it is impossible to ensure financial stability
without price stability, and vice versa;

 monetary policy forms conditions for
achieving and maintaining financial stability;

« financial policy instruments influence price
stability, primarily through their impact on non-
monetary factors of inflation;

 financial and price stability in developing
countries depends on the monetary and financial
policies of the US and Eurozone countries;

« disintegration of the global financial system
leads to a decrease in the dependence of financial
and price stability in the countries of the world
on the monetary and financial policies of the USA
and Eurozone countries.

STUDY OF THE RELATIONSHIP
BETWEEN PRICE AND FINANCIAL
STABILITY IN RUSSIAIN THE CONTEXT
OF ENSURING ECONOMIC GROWTH
Price stability from the position of the Bank of
Russia means the situation when the annual
growth rate of the consumer price index is close
to the target value (target) of 4%.! Referring to
this goal of the monetary regulator, researchers
propose to assess the effectiveness of monetary
policy based on the calculation of the percent-
age deviation of actual inflation from the target
value [18]. On the one hand, this methodology
has some disadvantages: it does not take into
account the time lag between the regulator’s
decision on the key rate and the reaction of
the real economy; it does not take into account
other monetary objectives of the Bank of Russia.
On the other hand, the quantitative parameter
proposed by the authors can be used not only to

! URL: https://cbr.ru/dkp/objective_and_principles/

measure price stability in the country (with low
inflation), but also serve as an indicator to as-
sess the degree of achievement of the monetary
regulator’s goal within the inflation targeting
regime.

To investigate the relationship between price
and financial stability we will use the index pro-
posed by the scientists [18]:

I =1—, lfact - ltarget
max (lmrget ; B)

, (D)

where [ — is the price stability index; i,  — ac-
tual value of annual inflation; i, — target value
of annual inflation; p — minimum value of target
annual inflation determined by the accuracy of
measurement.

Formula (1) takes into account the percentage
of deviation of actual inflation from the target
value. This deviation can be both positive and
negative. Note that too low inflation rate and
deflation are discouraging factors of economic
development, therefore, negative deviations from
the target can also be assessed as a decrease in
price stability.

This approach, based on the calculation of
deviation of actual values from target values, is
also applicable to the calculation of the financial
stability index. Moreover, if the calculations of
price stability are based on the values of inflation
calculated by the consumer price index, for the
calculation of financial stability it is important
to determine the indicator that would reflect the
development of the entire financial system, in-
cluding public finances, finances of organisations
(financial and non-financial) and households. The
ratio of annual growth of total financial assets
of the economy to the population can be used as
such an indicator [19]:

;A
Yl :Wa (2)
where [, — is the index of financial develop-
ment; FA_ — annual growth of total financial as-
sets of the economy; PN — number of populations.
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This indicator not only measures the devel-
opment of the financial system as a whole, ag-
gregating the assets of all its elements, but also
indirectly assesses the level of financialisation
of the economy.

Based on the approach to calculation of the
price stability index, it would be appropriate to
assess the deviation of actual values of the fi-
nancial development index from the target val-
ues, but the strategic financial documents do not
define the target value of this indicator. In this
regard, to determine financial stability, it seems
reasonable to assess the deviation of the financial
development index from the trend on the basis
of regression analysis:

T,=a*t+b,

3)

where T,—is the trend value of the financial
development index; a, b — model parameters;
t — the number of the period under study.

Then the index of financial stability will take

where I, — financial stability index; I, — ac-
tual value of the financial development index;
T, — trend value of the financial development
index; y — minimum value of the financial devel-
opment index trend determined by the accuracy
of measurement.

As with the price stability index, higher values
of the financial stability index mean a higher level
of financial stability of the state. The results of the
calculation of price and financial stability indices
are shown in Fig. 1.

Figure 2 illustrates the relationship between
price and financial stability in Russia during the
crisis periods and clearly shows the relative au-
tonomy/interaction of financial and price stability
in different periods of economic development.
Under conditions of positive economic dynamics,
financial and price stability can be ensured un-
der relative autonomy of financial and monetary
policies, and the goals and instruments of their
implementation do not necessarily have to coin-

the form: cide. However, in crisis periods, coordination of fi-
7 T nancial and monetary policy is the most important
d d ey . e e e .
Iy=1- 2/%, (4) condition for overcoming them and minimising
max (7,,; .
s>¥ negative consequences for the economy.
150.00%
100.00%
50.00%
0.00%
2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

-50.00%
-100.00%
-150.00%

financial stability index

price stability index

Fig. 1. Indices of price and financial stability in Russia

Source: compiled by the author on the basis of data: [18]; URL: https://cbr.ru/dkp/objective_and_principles/; https://cbr.ru/statistics/macro_
itm/fafbs/; https://rosstat.gov.ru/folder/12781; https://rosstat.gov.ru/statistics/price /
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Steady development

Crisis / macro-economic instability

Fig. 2. Interaction of financial and price stability in different periods of economic development

Source: compiled by the author.

The analysis of data for 2014-2016 shows that
the price stability index is more volatile than the
financial stability index: the former is subject
to a more severe recession during the crisis, but
also recovers faster in response to the monetary
anti-crisis measures of the Central Bank. On the
one hand, this finding confirms that monetary
policy is more flexible than government financial
policy (provided that the financial market is well
developed). On the other hand, it can be stated
that financial stability in 2016—-2017 was restored
against the background of favourable conditions
of price stability. Price growth reduces the pre-
dictability of economic development, reducing
the volume of investment in the economy; nega-
tively affects confidence in the national currency,
weakening its exchange rate; reduces real incomes
of households and businesses as consumers of
financial services. Therefore, price stability has
a significant impact on financial stability.

It is also interesting that financial stability in
2019 was declining, which is also demonstrated
by Fig. 1. If we turn to the financial accounts of
the NAS (national account system) of the Russian
Federation? and the statistics of the Bank of Russia,?

2 URL: https://cbr.ru/statistics/macro_itm/fafbs/
5 URL: https://cbr.ru/statistics/bank_sector/sors/retro/archiv2/

it becomes clear that the characteristic negative
growth of total financial assets in Russia in 2019
is associated with a decline in demand for the ser-
vices of non-credit financial institutions against
the background of the key rate reduction and the
corresponding growth in demand for the services of
banks, as well as with the reduction in the volume
of budgetary funds in the accounts of financial
institutions. Hence, the conclusion about the de-
pendence of financial stability on both the state
financial policy and monetary regulation follows.
The volume and structure of assets and li-
abilities of economic entities are significantly
influenced by monetary policy instruments. An
increase in the key rate in order to reduce the
overall level of consumer prices contributes to
the growth of money and credit market rates, due
to which the demand for loans from households
and businesses decreases, but at the same time
the demand for deposits increases, redistribut-
ing assets and liabilities in the economy. For
example, a sharp increase in the key rate from
9.5 to 20% amid geopolitical instability in 2022,
expansion of the volume of refinancing of credit
institutions, as well as a significant reduction in
the required reserves ratios and increase in the
required reserves averaging ratios as monetary
policy measures prevented the outflow of funds
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from the banking sector — the core of the financial
system, increasing its resilience to external and
internal shocks.

Thus, the empirical study proves the existence
of the relationship between price and financial
stability in Russia, as well as confirms the im-
pact of the monetary policy of the Bank of Russia
on financial stability. Achievement of price and
financial stability forms favourable conditions
for maintaining economic stability as a factor of
economic growth:

1. Low inflation rate creates an opportunity
to improve the efficiency of the budget policy
at different levels (municipal, regional, federal),
forming predictability of future revenues and
expenditures of budgets.

2. Price stability contributes to the welfare of
the population by enabling effective financial
planning.

3. Under conditions of low inflation, low rates
on bank deposits are set, which motivates the

population to choose alternative investment in-
struments with higher returns. In turn, the trans-
formation of savings into investments is an im-
portant factor in the development of domestic
production.

4. Stability of functioning of credit and pay-
ment systems ensures safety of non-cash funds
of households and businesses in the conditions
of external shocks, uninterrupted money turn-
over and payments, which creates favourable
conditions for economic transactions and builds
confidence of economic entities in the financial
market regulators.

5. Stability of the investment system, the most
important indicator of which is the low volatility
of the stock market, ensures the inflow of exter-
nal and internal investments into the Russian
economy, creating opportunities for economic
development.

6. Stability of the insurance system provides
for the redistribution of risks in the economy,

Price
stability

Tariff policy

Economic
stability

Financial

security Tax policy

Fig. 3. The relationship between price and financial stability

Source: compiled by the author.
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reducing the negative impact of external and
internal shocks on the sectors of the Russian
economy.

Thus, the coordination of monetary policy
and various financial policies is necessary to
ensure overall economic stability and sustain-
able economic growth in Russia (Fig. 3).

Figure 3 clearly illustrates the need for a
comprehensive application of monetary policy
instruments in combination with the levers of
individual government financial policies to
ensure price and financial stability in Russia.

Fiscal (tax and budgetary) policy is aimed at
redistribution of funds for the implementation
of strategic goals of economic development and
improvement of citizens’ welfare. At the same
time, budget expenditures and taxes influence
the money supply, determining the level of
supply and demand in the commodity market
and inflationary expectations of the population
and businesses, which is a factor affecting the
price level. Therefore, along with monetary in-
struments, fiscal levers also influence financial,
price and economic stability.

In addition, customs tariff policy has a great
potential to influence these parameters. Customs
duties affect the prices of imported goods, which
determines the general price level in Russia. Tar-
iff quotas contribute to the regulation of export
and import volumes, and the competitiveness of
domestic producers and the investment potential
of the Russian economy depend on it.

Currency (foreign exchange) policy also af-
fects the balance of export-import relations,
which determines the investment attractiveness
of the domestic market. The stability of the
national currency increases the confidence of
foreign and domestic investors in the Russian
market. Low volatility of the rouble exchange
rate also has a positive effect on inflation dy-
namics due to the effect of transferring prices of
imported goods to the prices of domestic goods.

Thus, economic stability is inextricably
linked to price and financial stability, which
is achieved through the coordination of mon-

etary and financial policies of the government.

STUDY OF THE IMPACT
OF GOVERNMENT FINANCIAL
POLICY ON PRICE STABILITY

Financial policy, oriented at elaboration of
development prospects and statutory and legal
regulation of the operation of the financial
market and financial institutions, is aimed at
achieving financial stability and maintaining
financial sustainability.* Moreover, while finan-
cial stability as a result of financial policy is
manifested at any stage of the economic cycle,
financial sustainability reveals itself only in
crisis periods.

During the geopolitical crisis of 2022-2023,
financial stability and financial sustainability
in Russia were ensured through a combination
of financial and monetary policy instruments.

Currency instruments of the Ministry of Fi-
nance of Russia and the Bank of Russia. They
have shown high efficiency in terms of achiev-
ing financial stability and financial sustainabil-
ity. In order to prevent the devaluation of the
Russian rouble as a threat to financial stability
and to increase the confidence of the Russian
population in the national currency at the be-
ginning of the geopolitical crisis, restrictions
were adopted on foreign exchange operations of
residents, on the import of foreign currency; ob-
ligations to sell part of foreign exchange earn-
ings by exporters; a special procedure for settle-
ments with foreign persons from unfriendly
countries was introduced. These measures did
contribute to the strengthening of the Russian
rouble (Fig. 4), which formed conditions for fur-
ther stable development of the financial system.
In addition, these currency instruments had a
significant positive impact on price dynamics
in Russia. There was a high correlation between
the exchange rate and inflation in the first three
quarters of 2022: the correlation coefficient was
0.9524 (Fig. 4). Taking into account the fact that

4 URL: https://minfin.gov.ru/ru/perfomance/finans/
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Fig. 4. Exchange rate and inflation dynamics in Russia

Source: compiled by the author according to the data of: URL: https://rosstat.gov.ru/statistics/price; https://www.moex.com/ru/

markets/currency /

the adopted currency measures were aimed not
only at maintaining a stable exchange rate, but
also at reducing the dependence of the Rus-
sian economy on unfriendly countries, already
from the fourth quarter of 2022 there was no
correlation between these indicators: the cor-
relation coefficient for September 2022 — May
2023 was 0.1629.

Thus, currency measures of financial policy can
have a significant impact on price stability, al-
though this is not the main objective of the state’s
financial policy.

Budgetary instruments of the Ministry of Finance
of Russia. The most effective for achieving financial
stability in Russia is the budget rule. From 2017
to 2022, its variant was applied, providing for the
purchase (sale) of currency to (from) the National
Welfare Fund (hereinafter — NWF) if the Urals oil
price exceeds (does not exceed) the cut-off price.
The main goal of the budget rule was to reduce
the dependence of the rouble exchange rate on
energy prices, and it was achieved. At the same
time, the National Welfare Fund was replenished
to a greater extent with the currency of unfriendly

countries. In 2022, the accumulated reserves were
frozen, and the budget rule was suspended.
Starting from 2023, a new budgetary rule is
in effect, according to which the Bank of Russia
buys currency from friendly countries for oil and
gas revenues received in excess of the established
value and sends it to the National Welfare Fund.
In the opposite case, currency from the NWF is
sold and its rouble equivalent is used to cover the
federal budget deficit. This modification of the
budget rule helps to reduce the dependence of the
Russian economy on the economies of unfriendly
countries, increasing the stability of the financial
system. At the same time, the use of the NWF funds
to cover the budget deficit means an increase in
the money supply, which is a factor of inflation.
In addition to the budgetary rule, countercycli-
cal instruments are also used to ensure financial
stability: additional expenditures for the imple-
mentation of anti-crisis programmes, expenditures
to support businesses and citizens. Additional bud-
get expenditures also entail growth in consumer
demand, which, in turn, provokes inflationary
pressure. Therefore, the Bank of Russia conducts
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monetary policy by coordinating monetary deci-
sions with budgetary decisions.

Macroprudential instruments of the Bank of Rus-
sia. In the context of the banking system’s liquidity
deficit, which developed against the backdrop of
geopolitical instability, the Bank of Russia “dis-
solved” the capital buffer formed earlier by banks
at the expense of premiums to risk ratios on un-
secured consumer loans and mortgage loans. This
measure had a positive effect on the stability of
the financial system (financial security), but had
no significant impact on price stability.

Thus, the study has demonstrated that finan-
cial policy instruments can have both restrain-
ing and stimulating effects on price stability.
Therefore, to ensure financial and price stability
in Russia it is important to coordinate monetary
and financial policies with continuous interac-
tion between the Ministry of Finance of Russia
and the Bank of Russia. This interaction is cur-
rently underway. However, as noted above, in
order to achieve the goals of financial and mon-
etary regulation, an important condition is to
strengthen the confidence of market participants
in government structures — the conductors and
implementers of the relevant policy. In the docu-
ments of the Bank of Russia and the Ministry of
Finance of the Russian Federation concerning
the development of the Russian financial market,
a significant role is assigned to consumers of
financial services. The objective of strengthening
retail consumer and investor confidence in the
financial market by strengthening its security
and improving financial, investment, digital
and cyber literacy is constantly being pursued.
Special attention is paid to the expansion of ac-
cessibility of financial services, which generally
has a positive impact on the level of financial
development and economic growth rates [20].

In order to increase public and business
confidence in financial and monetary policy,

a high level of openness of interaction between
the Ministry of Finance and the Bank of Russia
should be ensured in the future.

CONCLUSIONS
The conducted research allows us to draw the
following conclusions.

Financial stability (as a goal of financial
policy) and price stability (as a goal of mon-
etary policy) are most significantly correlated
in crisis periods, which is confirmed by the cal-
culations of price and financial stability indices.
At the same time, the relationship between
these indicators is two-way: a stable price level
creates conditions for financial sustainability
and financial stability, while financial stability
increases confidence in financial institutions
and the state, restraining the growth of con-
sumer prices.

Monetary policy instruments can increase
the resilience of the credit system to external
and internal shocks, increasing the stability of
the entire financial system and creating condi-
tions for financial stability.

Financial policy instruments can both con-
tain inflationary pressure (with smoothing ex-
change rate fluctuations and restraining fiscal
policy) and stimulate it (with stimulating fiscal
policy).

Reducing the dependence of the Russian
economy on unfriendly states leads to positive
effects of price and financial stability growth,
which confirms the effectiveness of financial
policy instruments.

In order to achieve price and financial sta-
bility, it is important to coordinate monetary
and financial policies, as well as to increase
openness in the process of interaction between
the relevant government agencies in order to
strengthen public and business confidence in
them.
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ABSTRACT

The relevance of the research topic is conditioned by the prolongation of the implementation of national projects of the
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qualitative growth of the revenue side of budgets of all levels, large-scale attraction of investment resources, creation of new
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INTRODUCTION

In 2018, the President of the Russian Federa-
tion V. V. Putin outlined the key objectives of
the national projects for the next 6 years, which
were enshrined in the Presidential Decree of
07.05.2018 No. 204 “On National Goals and Stra-
tegic Objectives for the Development of the Rus-
sian Federation until 2024”! (hereinafter — De-
cree No. 204). The Decree, which is still in force
today, includes 47 indicators (parameters) of na-
tional projects aimed at the socio-economic de-
velopment of the country and touches upon all
key areas of citizens’ life — starting from educa-
tion and healthcare and up to increasing labour
productivity and developing the digital economy
[1,2].

It should be noted that the national develop-
ment goals are now directly defined in Presi-
dential Decree No. 474 of 21.07.2020 “On the
National Development Goals of the Russian
Federation for the period up to 2030”,> and na-
tional projects are not the only tool for achiev-
ing them. All state programmes and initiatives
of socio-economic development are aimed at
achieving the national goals.

In assessing the current state of implemen-
tation of Decree No. 204 in terms of national
projects, it is worth noting that 8 out of 47
indicators have been implemented ahead of
schedule, 9 are at the final stage (more than 80%
implemented), 17 are under implementation,
and 13 are not included in the national projects/
programmes. Solving the tasks of the national
projects set by the President within the frame-
work of the Decree required a comprehensive
approach due to the fact that the target indica-
tors, despite their specificity and measurability,
were formulated on a large scale and required
the inclusion of additional indicators capable
of forming logical chains of business processes
to achieve the tasks. As a result, comprehensive
instruments capable of becoming a driving force

! URL: http://www.kremlin.ru/acts/bank/43027
2 URL: http://www.kremlin.ru/acts/bank/45726

for the industry’s development were formed in
all areas — national projects.

Due to the advantages of the project ap-
proach, consisting in the targeted and rational
use of allocated resources, it became possible
to ensure the implementation of large-scale
social and investment projects within a lim-
ited timeframe, increasing the achievement
of indicators included in the projects [3-5],
on average, by more than 40 p.p. compared to
2018. These changes have significantly accel-
erated the socio-economic development of the
constituent entities of the Russian Federation
and the country as a whole.

During the development of national projects, it
became clear that the achievement of the indica-
tors chosen as a benchmark for socio-economic
development is impossible without improving
the quality of infrastructure and social sphere,
the development of which is within the sphere
of authority of the constituent entities of the
Russian Federation [6-8]. That is why, out of 11.1
trillion roubles spent by mid-2023, more than
30% of the federal budget funds were allocated
to finance the constituent entities of the Rus-
sian Federation, which amounted to 3.7 trillion
roubles in the form of inter-budget transfers. At
the moment, these amounts exceeded the regional
budget’s own expenditures for the implementa-
tion of measures within the framework of national
projects by more than 10% (RUB 3.7 trillion of
federal funding versus RUB 3.4 trillion of own
regional funds).

Thus, thanks to the national projects, the ac-
tivities of which have been implemented in more
than 70% of municipalities, the constituent enti-
ties of the Russian Federation have accelerated
the development of the social sphere, created new
jobs, and implemented large-scale projects in the
areas of transport, housing, education, health care
and demography, aimed at ensuring the well-
being and improving the standard of living of
citizens, as well as providing ample opportunities
for self-realisation and unlocking the talent of
each individual [9, 10].
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The presented article uses the theses of the
speech of the President of the Russian Federa-
tion V. V. Putin at the St. Petersburg International
Economic Forum 2023,® analytical annual reports
of the Ministry of Economic Development of
Russia,* analytical annual reports of the Minis-
try of Finance of Russia,* reports of the Analyti-
cal Centre under the Government of the Russian
Federation,® as well as publications of Russian
researchers and economists focused on the re-
gional socio-economic development of the country.

WHAT WILL BE THE PRIORITIES
FOR THE IMPLEMENTATION
OF THE NATIONAL PROJECTS
OF THE 2025-2030 CYCLE?

The scale and significance of the tasks to ensure
breakthrough socio-economic development of
the Russian Federation within a limited time-
frame required high concentration of manage-
rial resources, attraction of funds from federal,
regional and local budgets, as well as extra-bud-
getary sources, with simultaneous coordination
of actions in the constituent entities of the Rus-
sian Federation, relevant sectors and areas of
economic activity.

The national projects defined by Decree No.
204 have brought about tangible changes in both
large and mostly small towns and villages; in the
constituent entities of the Russian Federation,
spheres and industries have been brought to a

5 URL: https://www.vedomosti.ru/economics/articles/2023/
06/19/981092-kak-budet-rabotat-predstavlennaya-putinim-
novaya-model-razvitiya-rossii

4 URL: https://www.economy.gov.ru/material/file/f5ef8f3012ce
0e063013de4ddf52011a/otchet_o _realizacii_gos_programmy rf_
ekonomicheskoe razvitie i innovacionnaya_ekonomika_za 2022 _
god.pdf; https://www.economy.gov.ru/material/file/9b0832344
7c¢d1956c463979e0dab96a2/itogi_deyatelnosti_za_2022_god_i_
zadachi_na_2023_god.pdf; https://wciom.ru/analytical-reviews/
analiticheskii-obzor/nacionalnye-proekty-2023-itogi-i-ozhidanija
5 URL: https://minfin.gov.ru/common/upload/library/2023/10/
main/0749_Budget 2024-2026_corr.pdf.

¢ URL: https://ac.gov.ru/uploads/2-Publications/analitika/2022/
%D 1%87.2_web.pdf; https://ac.gov.ru/uploads/2-Publications/
analitika/2022/_2021_short.pdf; https://ac.gov.ru/news/
page/novosti-prosedsej-nedeli-glazami-ekspertov-ac-5-11-
fevrala-2024-27719

new level. Modern schools, cultural institutions,
health care facilities of various levels providing
high-quality medical care have been built, and a
comfortable urban environment has been created.

An analysis of the success of the national proj-
ects shows that despite their positive contribution
to the country’s development, there is still a huge
potential not only to maintain the results already
achieved, but also for further development. In this
regard, it would be advisable to retain the institution
of national projects and continue to work within
the framework of the existing set of projects. At the
same time, it is important not just to extend the
terms of the existing projects, but to form a new
composition of activities, to reorient the priority
tasks, the achievement of which at the initial stage is
impossible to provide with 100% of private financing.

Since the beginning of the implementation of
the national projects, the political and economic
environment has changed, and therefore the cur-
rent set of measures no longer fully meets the
current challenges. We believe that in the new
cycle (2025-2030) within the framework of the
national projects it is necessary to focus on the
directions and activities that ensure the creation
of a new model of economic development (NMED)
[11-14]. It implies a large-scale build-up of the
production and service sectors, strengthening of
the infrastructure network, creation of new indus-
tries and facilities, introduction and mastering of
modern technologies (based on data and artificial
intelligence) with the use of scientific capabilities
and creative capacity [14].

The main priority in the formation of the new
portfolio of national projects should be their im-
mediate (direct) focus on addressing the 6 key
objectives identified by the President during the
meeting of the Presidential Council for Strategic
Development and National Projects on 15 De-
cember 2022,” as well as during his Address to
the Federal Assembly of the Russian Federation
on 21 February 20238 (Fig. 1).

7 URL: http://www.kremlin.ru/acts/assignments/orders/70412
8 URL: http://www.kremlin.ru/acts/bank/49010
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21 »

CRITERIA AND PRIORITIES FOR THE
FORMATION OF A NEW PORTFOLIO
OF NATIONAL PROJECTS

1. The National Project activities should be
mainly aimed at solving systemic problems in
the short and medium term (until 2030) (which
at the initial stage is impossible only through
private investment) in areas corresponding to
6 key objectives.

2. The national project should address the
development of several spheres and sectors of
the economy in interdepartmental cooperation
with a single project management centre; spe-
cial attention should be paid to the intercon-
nection of inter-sectoral activities to ensure
maximum synergistic effect.

3. The goals and objectives of a national
project should be measured by specific and
understandable socio-economic effects. The
activities of the national projects can be divided
into three groups: prolonged process activi-
ties already contained in the national projects
(within the basic allocations); ongoing project
activities of the current national projects (e.g.,
construction and reconstruction of drinking

3

\

states and develo

Expansion of foreign economic co-operation with prospective partners from friendly
ment of infrastructures necessar

water supply facilities, construction of nuclear
icebreakers, etc.); new project activities. At the
same time, it is not allowed to include in the
project new activities of a process nature, which
were not previously included in the national
projects [maintenance of government bodies
and budgetary institutions, fulfilment of public
obligations of a permanent nature (social pay-
ments, benefits)].

THE PRESIDENT’S NEW MODEL OF
ECONOMIC DEVELOPMENT: PROSPECTS
FOR COMPOSITION OF ANEW
PORTFOLIO OF NATIONAL PROJECTS
The new model of economic development is
proposed to focus on domestic demand: to
strengthen investment and develop own capital,
to support national technologies. At the same
time, the economy should remain open to inter-

national trade in goods and services.

The model implies a transition to a new level
of economic development that not only re-
sponds to market conditions, but also actively
generates demand. This approach involves ex-
panding production and services, strengthening

for such co-operation

. Strengthening technological sovereignty |

\

. Ensuring financial sovereignty |

. Improving the well-being of citizens

/

4

support for families with children

Ensuring national people preservation, protection of motherhood and childhood, and

Fig. 1. Key tasks of forming a new portfolio of national projects

Source: compiled by the author.

The World of New Economy ¢ Vol. 18, No. 1’2024

WNE.FA.RU



ECONOMIC POLICY

Direction
“Infrastructure”

Direction

“Technological
sovereignty”

Direction “Human
resources
sovereignty”

e National Project
“Data Economy” .
(Digital Economy

National Project
“Safe and quality

of the Russian roads”
Federation) e Comprehensive
* National project plan for
“New modernisation
technologies” and expansion of
highway
infrastructure

e National Project * National Project

Labour SMEs and
productivity Support for

* National Project individual
Training and entrepreneurial
recruitment of initiatives
Personnel * National Project

International co-
operation and
exportst

* National Project
Tourism and the
hospitality
industry

* National Project
Unmanned
aircraft systems

Fig. 2. The proposed list of new national projects of the 2025-2030 cycle

Source: compiled by the author.

infrastructure, introducing modern technolo-
gies and developing new sectors of the econo-
my even in areas where there is no significant
presence yet, but where there is potential for
development. The model is simple and logi-
cal: on the one hand, striving for economic
growth by expanding the production of high-
quality goods and services, and on the other
hand, stimulating demand for these quality
products. To achieve the latter, it is necessary
to ensure the availability of qualified special-
ists on the labour market and to improve the
welfare of the country’s population as a whole.

Thus, it seems very logical to reformat the cur-
rent national projects and supplement the list
with those that meet the new priorities and cri-
teria, including the 6 key objectives. Below is an
indicative list of new (reformatted) projects for the
2025-2030 cycle (excluding the national projects
that will be extended, which was mentioned at
the meeting of the Chairman of the Government

of the Russian Federation M.V. Mishustin®), pro-
posed by the author on the basis of the analysed
data, which, among other things, will work for the
development of the supply-side economy!’ (Fig. 2).

Following the results of the meeting held at the
end of 2023 under the chairmanship of the First
Deputy Prime Minister of the Russian Federa-
tion A.R. Belousov, the Ministry of Economic De-
velopment of the Russian Federation should create
an interdepartmental working group headed by
the Minister of Economic Development of the
Russian Federation, which in the summer of 2024
will form the basic composition of the activities
of the new national projects.

From the author’s point of view, let us consider
possible directions and tasks of the national proj-
ects aimed at the development of the supply-side
economy.

 URL: http://government.ru/news/50527/
10 URL: https://tass.ru/ekonomika/18038125
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DIRECTIONS AND OBJECTIVES
OF NATIONAL PROJECTS WITHIN
THE FRAMEWORK OF SUPPLY-
SIDE ECONOMIC DEVELOPMENT

1. Direction “Technological Sovereignty”. This
priority envisages the implementation of national
projects that address the creation/implementa-
tion of new technological solutions that will en-
able the formation of integral technological and
production chains in various spheres and sectors
of the economy, the widespread introduction of
big data-based management and, ultimately, the
creation of a basis for the transition to the next
technological mode. [13, 14].

1.1. National project “Data Economy” (“Digital
Economy of the Russian Federation”).

The objective of the project — is to transfer the
country’s economy, social sphere, and public ad-
ministration to modern principles of work based
on data management.

New tasks: implementation of data-based man-
agement systems; generation of necessary and
quality data.

1.2. National project “New technologies”.

The objective of the project is to ensure techno-
logical sovereignty, which implies both national
control over critical and cross-cutting technol-
ogies and their full inclusion in the economic
sphere of the country.

New tasks: formation of a technological fore-
cast (foresight) and on its basis — adjustment and
prioritisation of the state technological order;
implementation of technological projects — “bea-
cons”; fine-tuning of institutional conditions.

The project should also create an organisational
framework of scientific and technological activi-
ties, providing an order for scientific research with
subsequent production of competitive finished
products based on these developments [13, 14]. It
should be noted that federal executive authorities
have formed megaprojects!! for the development
of the supply economy, which are implemented
in addition to the national project.

1 URL: http://government.ru/news/48571/

2. Direction “Infrastructure”.

It is proposed to include two national proj-
ects in this direction: “Safe Quality Roads” and
the transport part of the Comprehensive Plan
for Modernisation and Expansion of Highway
Infrastructure.

New tasks: development of transport and lo-
gistics corridors to meet the new needs of ex-
ports and imports; increase in cargo flows along
international transport corridors (including the
directions: North-South, Russia-China, Northern
Sea Route, Azov-Black Sea); implementation of
measures to eliminate infrastructure constraints,
construction of new Highway infrastructure; ex-
pansion of the airport network.

3. Direction “Human resources sovereignty”.
Within the framework of this priority, it is neces-
sary to address the issues of improving the em-
ployment structure of the population and increas-
ing its economic activity and mobility, creating
high-productive and high-tech jobs. It is also
necessary to fine-tune the system of personnel
training and retraining oriented to the needs of
economic sectors in the future.

3.1. National project “Labour Productivity”.

The objective of the project — is to develop the
production systems of enterprises, including
the application of lean production technologies;
launch an ecosystem of digital solutions and re-
training of working personnel.

New tasks: to ensure advanced growth of labour
productivity by increasing the coverage of enter-
prises and expanding the list of industries; to form
sectoral competence centres for the introduction
of lean technologies at enterprises in a particular
industry by order of the responsible federal execu-
tive body; to create corporate competence centres
on the basis of state-owned companies in order
to improve their efficiency.

3.2. National project “Training and recruitment
of personnel”.

The objective of the project — in view of changes
in the structure of the economy superimposed on
long-term demographic trends, it is required to fa-
cilitate both territorial mobility of the population

The World of New Economy ¢ Vol. 18, No. 1’2024

WNE.FA.RU



ECONOMIC POLICY

and inter-sectoral redistribution of labour force
(reduction of geographical and social inequality).

New tasks: adjustment of the education sys-
tem to new needs: development of secondary
vocational (initiative “Professionalitet”) and
additional education; provision of the system
of secondary vocational and higher education
with the necessary domestic equipment; state
support for the creation of high-tech and high-
performance jobs; addressing issues related,
among others, to labour and educational migra-
tion (initiative “Russia — an attractive country
for study and work”).

4. Direction “New Sectors”. National projects
of this group should be oriented towards stimu-
lating the growth of productive forces, develop-
ment of business and tools to support foreign
economic activity, promotion of systemic invest-
ment projects, and, as a result, the creation of
new industries and markets of the future.

4.1. National project “Small and medium-sized
entrepreneurship and support for individual
entrepreneurial initiative”.

The objective of the project — is to focus on
structural changes in both the SME sector
(by stimulating the growth of specific indicators
of the entities) and the economy as a whole; to
increase the share of SMEs in industries oriented
towards domestic demand.

This will increase investment, stimulate the
growth of productive forces and the level of
wages, and create favourable conditions for the
development of new industries and the develop-
ment of own production.

New tasks: to identify indicators that will
characterise the elimination of the identified
barriers to the qualitative growth of small and
medium-sized enterprises.

4.2. National project “International co-oper-
ation and export”.

The objective of the project: in the conditions
of the crisis, disintegration of global production
chains and restrictions on international coopera-
tion, the focus should shift to deepening inte-
gration with friendly countries (especially with

members of the EurAsEC (Eurasian Economic
Community), BRICS and SCO (The Shanghai
Cooperation Organization), multidirectional
and multi-speed development of integration
processes.

New tasks: reformatting the mechanisms of
preferential crediting and insurance of export
supplies and adapting them to the increasingly
difficult conditions for Russian products and
Russian companies; expanding crediting and
insurance programmes for critical import sup-
plies, taking into account the strengthening of
secondary sanctions; building the skills and com-
petencies of the personnel of export-oriented
companies; developing digital services to sup-
port exporters.

4.3. National project “Tourism and hospital-
ity industry”.

The objective of the project — is to address the
issues of satisfying the demand exceeding supply
through domestic tourism and the development
of related industries and spheres (trade, catering,
transport, culture, construction, etc.; multiplier
effect).

New tasks: integrated development of tourist
infrastructure in the territories; training of per-
sonnel for the industry; increasing the number
of rooms (preferential lending for construction
of new and reconstruction of existing accommo-
dation facilities, development of small accom-
modation facilities) and ensuring its utilisation
in the off-season.

4.4. National project “Unmanned Aviation
Systems”.

The objective of the project — is the implemen-
tation of key federal projects aimed at the devel-
opment of such systems in the reporting period.

New tasks: infrastructure development, secu-
rity, and formation of a specialised certification
system for unmanned aerial systems; personnel
training; development of advanced technologies;
stimulation of demand for domestic unmanned
aerial systems; integrated development, stan-
dardisation and mass production of unmanned
aerial systems and components.
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CONCLUSIONS
Based on the analysed data, it can be concluded
that the national projects have made a significant
contribution to the programme of socio-econom-
ic development of the Russian Federation until
2024. Thanks to an integrated approach and tar-
geted use of resources, it has been possible to en-
sure accelerated development of the social sphere,
create new jobs and implement large-scale proj-

ects. However, given the changes in the model of
economic development, it is necessary to revise
the current national projects and supplement
them with new ones corresponding to the current
tasks and criteria. The list of projects (tasks) of
the new cycle (2025-2030) proposed by the au-
thor takes into account 6 key tasks of the Presi-
dent and is aimed at comprehensive development
of the supply-side economy.
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INTRODUCTION
Influencing the economy of the Russian Federa-
tion, unfriendly states pursue the following goals
[1, p. 24-34]:

» to weaken, slow down the development,
destroy the economic system of the country.

 deprive Russia of the opportunity (or limit,
impede) to obtain and use resources of socio-
economic development;

» eliminate Russian economic entities from
the world commodity markets, gain control over
them and (or) acquire them as property, replace
them with their own commodity producers;

« take possession of the country’s wealth;

 turn the Russian Federation into a country
dependent on them;

 protect their domestic markets and segments
of the world market occupied by their own
business entities from Russian competitors.

In choosing the means to achieve their goals,
they, like any skillful attacker, study the weaknesses
and vulnerable zones! of the enemy. For example,
the U.S. has long been looking for unprotected and
sensitive areas in the USSR economy.? This search
continues with respect to the Russian Federation.
A clear example is the report published in 2019 by
the well-known American non-profit research or-
ganisation RAND Corporation® “How to Overstretch
Russia: Competing from Advantageous Positions”
[2], prepared for the US Department of Defence and
its intelligence and analytical structures.

Examining the strengths and weaknesses of
the Russian Federation’s military, political, finan-
cial and economic power and demographics, U.S.
researchers point to significant risks of military
confrontation with the Russian Federation and
note the weakness of the Russian economy.* The

2

! Vulnerability of the object — (target) the degree of possible defeat
of the object (target) when it is exposed to various enemy means.
URL: https://dic.academic.ru/dic.nsf/emergency/3120/Ys13B1MOCTb.
2 URL: https://archive.org/details/NSC 201-USObjectivesWithResp
ectToRussia/NSC_20 1 book/

3 Included by the Russian Ministry of Justice in the List of Foreign
and International Non-Governmental Organisations whose
activities are recognised as undesirable on the territory of the
Russian Federation (No. 1618-o0 dated 06.12.2023).).

4 Ibidem.

weaker a country’s economy, the more difficult
it is for it to maintain and develop its defence/
military industrial complex (MIC). Consequently,
the deterioration of the economy will weaken it
over time. Therefore, in an effort to destroy the
Russian economy, Russia’s enemies are hoping to
diminish its military potential as well.

The RAND Corporation in the above report noted
that ‘Russia’s economic weaknesses are enormous,
but the paradoxical result of the sanctions regime
shows that weaknesses are not the same as vulner-
abilities that the United States can exploit to its ad-
vantage’ [2, p. 28] and named ten vulnerabilities of
the modern Russian economy:

1) resource and raw material dependence;

2) drain of human capital;

3) reduction of the population, labour resources,
number of persons of conscription age;

4) drain of financial capital;

5) inefficient management at different levels of
society;

6) technological lag;

7) directing resources to wrongly chosen goals and
objects, inappropriate and untimely use of resources;

8) pursuit of achieving and maintaining the status
of a great power;

9) property inequality of the population;

10) poor protection from information influence.

The 2015 National Security Strategy of the Russian
Federation named among the main strategic threats
to Russia’s national security in the field of economy?®:

« preservation of the raw materials export model
of development and high dependence on the foreign
economic situation;

» lagging behind in the development and
implementation of advanced technologies;

» unprotected national financial system from
the actions of non-residents and speculative foreign
capital.

Below we characterise the state of affairs in four
of the ten above-mentioned areas of the Russian
economy: foreign trade revenues, brain drain, popu-
lation dynamics and capital flight from Russia. The

5 URL: https://www.consultant.ru/document/cons_doc_LAW 19166
9/?ysclid=lucio834qz81581694
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statistical basis of the study is the data of the Federal
State Statistics Service of the Russian Federation
(Rosstat) and the World Bank (World Bank).

DECREASE IN REVENUES
FROM FOREIGN TRADE

(FIRST OF ALL — TRADE IN RESOURCES)

“A country participating in international trade,
first of all, develops its most competitive on for-
eign markets spheres of activity and expands

imports of products, technologies and knowledge

that are less favourable in domestic production.
Thus, its economy and financial system naturally
become dependent on the state of foreign trade.
The more a country’s economy depends on trade

with other countries, the more painful it may be

for it to reduce the scale of foreign trade and re-
duce budget revenues from exports and imports.
This circumstance is used by external competitors,
unfriendly and hostile states” [3, p. 896].

Internal factors weakening the position of
the Russian Federation in global trade and the
Russian economy include: exhaustion of natu-
ral resource reserves; high cost of extraction;
reduced capacity and/or inability to extract, in-
cluding: lack of necessary resources, technol-
ogy and infrastructure; low cost-effectiveness
or unprofitability.

The group of external factors includes: high
delivery price and/or inability to deliver to ex-
ternal markets (e.g. due to difficulties and/or
inability to make payments, obtain insurance,
transport and storage problems); falling prices
on world markets; reduced demand; sanctions,
bans, restrictions; strong competitors.

The volumes of foreign trade of the Russian
Federation and other countries of the modern
world depend both on the level of their economic,
scientific, technological and information devel-
opment, and on the conditions of world markets.
Changes in these spheres affect the volume, dy-
namics, geographical and nomenclature structure
of foreign relations and foreign trade of the coun-
tries. In the context of a rapidly changing world
and multidimensional changes in Russia, the last

thirty-odd years have seen leaps and bounds in
the volume and growth rates of Russia’s foreign
trade (Table 1).

Sharp drops in the volumes of Russian exports
and imports in 1995-2021, as a rule occurred
during financial and economic crises (in 1997-
1998, the Russian Federation defaulted on State
short-term obligations; in 2001, the dot-com
crisis (doc.com); in 2009, the global financial and
economic crisis that began a year earlier contin-
ued) and under the influence of insurmountable
circumstances (in 2014-2016, the consequences
of anti-Russian sanctions were felt; in 2019-2020,
there was the COVID-19 pandemic). Before that,
a strong contraction occurred in 1991-1992 (lig-
uidation of the USSR): exports fell by 29.3%, im-
ports fell by 13.0%.°

The linear correlation coefficient of growth
rates of the total volume of exports and exports
to non-CIS countries from the Russian Federation
in 1995-2021 indicates a close relationship be-
tween these indicators: R2=0.9965 (significance
level 0. =0.01, i.e., the probability of error is 1%).
The growth rates of the total volume of Russian
imports and RF imports from non-CIS countries
are also closely interrelated (R?=0.9834, a. = 0,01).
This, in particular, is indicated by the high level
of stability of the share of exports to non-CIS
countries and imports from these countries in
the total volume of exports and imports of the
Russian Federation respectively.

Indeed, in 1995-2021, the share of exports to
non-CIS countries in the total volume of Rus-
sian exports varied from 77.7% (1995) to 87.8%
(2018). Its arithmetic mean is 84.8% and the coef-
ficient of variation is 2.8%. The share of imports
from non-CIS countries in the total imports of
the Russian Federation varied between 65.87%
(2000) and 89.3% (2021). Its arithmetic mean is
81.8% and the coefficient of variation is 9.2%.
The high share of the volume of trade turnover of
the Russian Federation with non-CIS countries

¢ Data from the World Bank. URL: https://data.worldbank.org/
indicator
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Table 1
The average annual growth rates of exports and imports of the Russian Federation, 1995-2021, percent
Export Import
Years
Total To the far abroad* Total From the far abroad

1995-1996 116.0 118.7 109.6 106.1
1997-1998 91.5 91.2 96.9 100.6
1999-2000 120.2 124.5 88.2 83.1

2001 97.0 95.6 123.6 137.7
2002-2008 124.7 124.6 130.3 1334

2009 64.5 64.0 62.7 63.1
2010-2013 114.9 1154 117.2 1174
2014-2016 81.6 81.8 83.3 83.8
2017-2018 125.6 126.3 114.4 114.2
2019-2020 86.5 85.5 98.6 98.8

2021 146.2 148.4 126.4 126.6

2022 119.9 Not available 88.3 Not available

Source: compiled by the author on the basis of Rosstats’s data. URL: https://rosstat.gov.ru/statistics/vneshnyaya_torgovlya; Federal Customs Service

of the Russian Federation. URL: https;//statexim.ru/news/update2022part

* Note: in this paper, the far abroad countries are those that are not included in the CIS, in particular: the European Union, USA, China, India,
Great Britain, Japan, the Middle East, Africa and the Americas, Mongolia, the Republic of Korea, Australia, New Zealand, Norway, Finland, the

Baltic States, Ukraine, etc.

opens up an opportunity for unfriendly states’
to influence the Russian Federation through re-
strictions, bans, prices, tariffs and sanctions in
the sphere of foreign trade.

7 The Federal Law of 04.06.2018 No. 127-FL “On measures to
influence (counteract) unfriendly actions of the United States
of America and other foreign states” (latest edition) defines
the concept of an unfriendly foreign state. URL: https://www.
consultant.ru/document/cons_doc_LAW _299382/. Their list
is contained in the Order of the Government of the Russian
Federation dated 05.03.2022 No. 430-0 (ed. 29.10.2022) “On
Approval of the List of Foreign States and Territories Committing
Unfriendly Acts against the Russian Federation, Russian Legal
Entities and Individuals”. URL: https://www.consultant.ru/
document/cons_doc_LAW 411064/e8730c96430f0f246299a0cb7
e5b27193f98fdaa/) and Order of the Government of the Russian
Federation No. 3216-0 dated 29.10.2022 “On Amendments to Order
of the Government of the Russian Federation No. 430-o0 dated
05.03.2022”. URL: https://www.consultant.ru/law/hotdocs/77714.
html

The strength of such impacts on Russia is
limited by the low share of foreign trade in the
gross domestic product (GDP) compared to other
countries, the ability of the Russian Federation to
change the geographical and commodity structure
of foreign trade and to carry out import substitu-
tion.

The importance of foreign trade for the econ-
omy of the Russian Federation can be judged by
its share in gross domestic product and federal
budget revenues. Russia’s share of foreign trade
in GDP is lower than that of a number of states
unfriendly to the Russian Federation (Tables 2, 3).
From this point of view, the economy of the Rus-
sian Federation is less vulnerable than in countries
where the share of foreign trade in GDP is higher
than that of Russia.

The World of New Economy ¢ Vol. 18, No. 1’2024

WNE.FA.RU



S.V. Kazantsev 31 >

Table 2
The average annual values of the share of Russian exports in GDP, 1995-2022, percent

Estonia 67.8 65.7 61.9 18.4 76.4 76.4
Lithuania 4038 35.5 51.0 16.2 706 78.8
Latvia 38.5 35.9 38.7 133 60.6 63.0
Ukraine 4338 570 57.0 110 487 403
Poland 236 256 34.0 101 51.2 5.7
Norway 38.2 420 429 9.4 36.3 409
Finland 36.8 39.8 409 87 36.2 39.7
R ON 2738 436 340 277 260 286
USA 108 105 103 30 121 9.1
Japan 9.7 101 13.6 36 16.8 13.9

Source: the table is compiled by the author on the basis of data from the World Bank. URL: https://data.worldbank.org/indicator

Table 3
The average annual values of the share of Russian imports in GDP, 1995-2022, percent

Estonia 772 69.6 68.8 175 726 751
Lithuania 51.2 436 59.3 16.3 69.1 75.0
Latvia 472 448 531 141 60.7 65.0
Ukraine 465 51.8 484 121 56.1 476
Poland 256 318 373 10.2 482 525
Finland 29.4 30.7 349 8.8 36.8 405
Norway 321 29.9 276 6.7 32.8 311
R o 237 251 226 205 207 197
USA 121 13.7 15.1 37 148 115
Japan 8.6 87 124 338 16.0 141

Source: the table is compiled by the author on the basis of data from the World Bank. URL: https://data.worldbank.org/indicator
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Fig. 1. The average annual values of the share of foreign trade revenues® in the revenues
of the consolidated budget of the Russian Federation, 1991-2021, percent
Source: compiled by the author according to the data of the Ministry of Finance of the Russian Federation. URL: https://minfin.gov.ru/ru/

statistics/fedbud/execute?id_57=80041-

* Note: receipts from foreign trade are calculated in this paper as the sum of taxes on goods imported into the territory of the Russian Federation,
excise duties on excisable goods (products) imported into the territory of the Russian Federation, and income from foreign economic activity.
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Fig. 2. The average annual values of the share of income not related to domestic production
in the revenues of the federal budget in the Russian Federation, 2006-2022, percent

Source: compiled by the author according to the data of the Ministry of Finance of the Russian Federation. URL: https://minfin.gov.ru/ru/

statistics/fedbud/execute?id_57=80041-

A less optimistic picture emerges when con-
sidering revenues from foreign economic activity?®

8 “Revenues from foreign economic activity are import and export
customs duties, fees, payments, other receipts from foreign economic
activity, special anti-dumping and countervailing duties, interest for
untimely fulfilment (non-fulfilment) of countries’ obligations to
transfer amounts from the distribution of duties, offshore fees, as
well as other fees and payments”. URL: https://eec.eaeunion.org/
upload/files/dep_stat/fin_stat/stat_tables/2021/finstat_2020.pdf

and the contribution of foreign trade to the bud-
getary system of the Russian Federation. After
the liquidation of the USSR, the share of foreign
trade revenues in the RF consolidated budget
revenues increased, although it remained lower
than in the last years of the USSR. It decreased
only after the introduction of anti-Russian sanc-
tions (Fig. 1).
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Fig. 3. The average annual share of mineral products in the total volume
of the Russian Federation exports, 1997-2021, percent

Source: compiled by the author according to the data of the Ministry of Finance of the Russian Federation. URL: https://minfin.gov.ru/ru/

statistics/fedbud/execute?id_57=80041-

The dependence of the RF federal budget rev-
enues on non-domestic production revenues’ is
even higher (Fig. 2).

Unfriendly countries view the Russian Federa-
tion as a producer of raw materials, because the
share of mineral products in the total volume of
Russian exports is very high (Fig. 3). The share of
crude oil, including natural gas condensate, and
natural gas in the total volume of Russian exports
in 2005-2013 ranged from 45.6% (2013) to 49.2%
(2008). In 2014-2021, its annual average value
was 37.1%.1°

Therefore, it is not by chance that many anti-
Russian sanctions are imposed precisely on the
export of oil and a number of other natural re-
sources from Russia. They are aimed not only at
undermining the extractive industries, but also
at reducing the revenues of the budget system of
the Russian Federation.

The course on the export-raw material orienta-
tion of the economy, which has been implemented
in modern Russia for many years, has contributed

° Non-domestic production-related income = all income —
domestic production-related income.
10 Calculated by the author according to Rosstat data.

to the weakening of attention to the development
of high-tech spheres of production and to the in-
crease in the volume of imports of their products
rather than advanced technologies. The average
annual share of high-tech products in the total
volume of Russia’s imports in 2014-2016 was
64.3%, and in 2017-2021 it reached the level of
75.6%.!! The institutions of the states that have
been imposing restrictions, bans and sanctions
on Russia since March 2014 have also taken this
situation into account. They have included a wide
range of high-tech products and bans on co-op-
eration in many areas of activity relevant to their
creation in the regularly updated and expanded
sanctions lists.

“BRAIN DRAIN".
“Brain drain” is the emigration of a large number
of specialists from different fields of activity.!2
Internal factors causing it include: low living
standards compared to foreign countries; worse
living and working conditions (in particular: na-

I Calculated by the author according to Rosstat data.

12 URL: https://media.foxford.ru/articles/chem-otlichaetsya-
ehmigraciya-ot-immigracii
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Table 4

The average annual values of the ratio of the migration balance (arrivals minus
departures) to the population of the country, 1989-2021, person/1000 persons

Country/Years 1989-1999 2000-2013 2014-2021
USA 6.3 4.0 3.6
Norway 19 6.0 4.6
RUSSIAN FEDERATION 29 21 2.3
Finland 1.3 21 3.0
Japan 0.3 1.0 1.2
Estonia -76 -2.6 3.0
Poland -1.0 0.1 -0.2
Ukraine -0.8 -0.1 -0.7
Latvia -6.6 -7.5 -5.2
Lithuania -4.7 -9.4 -5.9

Source: the table is compiled by the author on the basis of data from United Nations Population Division Department of Economics and
Social affairs. URL: https://population.un.org/wpp/Download/Standard/MostUsed/

ture, climate, danger of natural disasters, mili-
tary actions); socio-economic inequality; politi-
cal, religious, ethnic, etc. reasons.!®

External factors include: luring young people
and the most sought-after specialists abroad,;
better living and business conditions in other
countries; obtaining the desired education abroad;
spreading perceptions of a better life outside the
Russian Federation [4, p. 194]. In Russian youth
“such ideas are hardly supported by serious knowl-
edge about the culture or political structure of
Western countries and are probably superficial,
but they are quite stable” [5, p. 7].

There are different estimates of the scale of
emigration from the Russian Federation of scien-
tists, specialists, cultural and sports figures. Thus,
at the general meeting of the Russian Academy
of Sciences (21-22 April 2021) the Chief Scien-

13 URL: https://newizv.ru/news/2021-03-24/rektor-skolteha-
aleksandr-kuleshov-strana-stanovitsya-starshe-bednee-i-
glupee-323453

tific Secretary of the Russian Academy of Sci-
ences N.K. Dolgushin said that “the number of
specialists going abroad annually has not de-
creased, and since 2012 this number from 14
thousand has increased to almost 70 thousand
people at present”.' Later it turned out “that the
academician was referring to people with higher
education”.’s

“According to the Chairman of the Siberian
Branch of the Russian Academy of Scienc-
es V.N. Parmon, “over the last five years our sci-
ence has lost about 50 thousand scientists” [6, p.
1]. The Minister of Science and Higher Education
of the Russian Federation V.N. Falkov reported
that “in 2012 only 280 doctors and candidates
of science left Russia”, and that he “sees nothing
wrong with migration”.1

14 URL: https://nauka.tass.ru/nauka/11198355

15 URL: https://rg.ru/2023/06/06/s-umom-ostatsia-v-rossii.html

¢ URL: https://newizv.ru/news/society/27-08-2021/v-
minobrnauki-ozabotilis-statistikoy-ob-utechke-mozgov-iz-rossii
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Table 5

The average annual values of external migration growth

in the Russian Federation, 1992-2022, thousand persons
Indicator/Years 1992-2000 | 2001-2006 | 2007-2020 2021 e

(valuation)
Total 384.1 774 236.7 429.9 349
Including

With neighbouring countries N/A./ no data 91.6 233.6 401.2 51.4
With other countries N/A./ no data -26.2 31 28.7 -16.6

Source: the table is compiled by the author on the basis of data from “Migration balance (1992-2022)" URL: https://aftershock.
news/?q=node/1227918 &full: URL: https://aftershock.news/?q=node/1227918 &full

Note: migration increase = number of arrivals from abroad minus number of departures from the country.

Minister of Digital Development, Communi-
cations and Mass Media of the Russian Federa-
tion M.I. Shadaev at the “government hour” in
the State Duma of the Russian Federation on
20.12.2022 noted that “if we take two waves of
departure of IT-specialists, up to 10% of employ-
ees of IT-companies left the country and never
returned. If we take in total, about 100 thousand
IT-specialists are outside our country”.!” At the
same time, he noted that “80 per cent of those who
left continue to work for Russian companies”.!$

In general, the Russian Federation is among
the countries with a positive migration balance
(arrivals minus departures). However, a number
of unfriendly countries bordering Russia have
more migrants leaving than coming in (Table 4).

The main issue is who is leaving and who is
coming. The shortage of highly qualified spe-
cialists in today’s high-tech world, where states
and economic entities fight for technological
superiority, leadership, and dominance, hinders
the country’s development. Therefore, govern-
ment agencies and private companies in many
countries of the world are actively recruiting
professionals, creating more comfortable con-

7 URL: https://www.interfax.ru/russia/877771
18 Ibidem.

ditions for them than in their home countries,
including in Russia.?

Emigration of professional personnel reduces,
first of all, the opportunities for scientific, tech-
nological, cultural and educational development
of the country they leave. In the long term, this
affects the ethnic composition of society, the
ratio of confessions and worldviews, the crime
situation and, ultimately, the important security
factor — the unity of society.

“All this is clearly manifested when highly quali-
fied, enterprising, creative individuals leave the
country (for example, such as one of the creators
of the social network “VKontakte” and the com-
pany of the same name, cross-platform messenger
Telegram — P.V. Durov; the founder and honorary
president of the company “Vympel-Communica-
tions”, a scientist-radio technician, philanthropist,
founder of the “Dynasty” Foundation, co-founder
of the “Enlightener” award — D.B. Zimin), but un-

19 For example, in the IT sector, Kommersant newspaper sources
“speak about the expressed desire of about 5,000 specialists to
leave. They are considering Cyprus, Georgia, Turkey, Lithuania, and
the USA for relocation. According to Kommersant, some companies
themselves take entire teams abroad. According to the latest
estimate of the Ministry of Finance, the shortage of personnel
in the IT industry in Russia already ranges from 500 thousand
to 1 million people, and by 2027 it may increase to 2 million
specialists”. URL: https://www.kommersant.ru/doc/5237954
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Fig. 4. Average annual changes in the population of the Russian Federation during the periods under consideration
in 1961-2023 (“+” — growth, “-” — decrease), thousand people
Source: compiled by the author on the basis of data from the World Bank, Rosstats’s data. URL: https://data.worldbank.org/indicator;

https://gogov.ru/articles/population-ru

Note: Since 2014, taking into account the population of the Republic of Crimea and the city of Sevastopol.

educated people with alien to the natives norms
of behaviour, notions of justice and law, as well
as with a different ideology, come here.

“When a certain “critical number” of the lat-
ter is formed, the crime rate increases,? the dis-
unity of society, non-affection and confrontation
of separate social groups arise and intensify” [7,
p. 65-66].

Since 1992, the balance of external migration
(arrivals minus departures) to the Russian Federa-
tion is formed mainly by those arriving from the
former republics of the USSR (Table 5).

Over the last “30 years, the main “suppliers
of migrants to Russia have been Ukraine and Ka-
zakhstan, and in the last 3—-4 years Tajikistan has
been added to them....The migrant leaders of the
last decade also include Armenia, Kyrgyzstan and

»

20 At a meeting of the State Duma on 17 January 2023, Deputy
Minister of Internal Affairs of the Russian Federation, retired
police colonel general I.N. Zubov said: “At the end of 2022, 40,200
crimes were committed by foreigners, which is 10.3% more than
last year.” “Zubov emphasised that they accounted for 3.9% of the
total number of crimes committed in the Russian Federation during
the year”. URL: https://tass.ru/obschestvo/16874075

Uzbekistan, from where, until the mid-1990s, a
large number of citizens of predominantly Rus-
sian origin came to Russia”.?! At the same time,
“more often skilled workers from Central Asian
republics come to Russia, and among them only
13-17% have higher education. While in Russia
there is “intellectual migration” — 70 per cent of
those leaving have higher education”.?

The Chairman of the Supervisory Board of the
Autonomous Non-profit Organization “Institute
of Demography, Migration and Regional Develop-
ment”, laureate of the President of the Russian
Federation Prize in the field of education, 3rd class
able State Counsellor of the Russian Federation
Yu.V. Krupnov notes that “annually 5-10% of mi-
grants entering the Russian Federation stay on our
territory and naturalise, legalise” and that “there
is an ethno-demographic replacement of the in-
digenous population in the Russian Federation”.?®

2 URL: https://aftershock.news/?q=node/1227918 &full

22 URL: https://newizv.ru/news/2021-08-27/v-minobrnauki-
ozabotilis-statistikoy-ob-utechke-mozgov-iz-rossii-336699

25 URL: https://dzen.ru/a/YyaOwgtPry-1X10Z

The World of New Economy ¢ Vol. 18, No. 1’2024

WNE.FA.RU



S.V. Kazantsev

Table 6

Increase (+) / decrease (-) in the population of countries bordering
the Russian Federation, 1991-2022, mln persons
Country Increase Country Decrease
China 277.0 Estonia -0.2
USA 83.7 Poland -0.5
DPRK (North Korea) 53 Latvia -0.8
Kazakhstan 3.3 Lithuania -0.9
Azerbaijan 3.0 Belarus -1.0
Japan 1.6 Georgia -1.1
Mongolia 1.2 RUSSIAN FEDERATION -13
Norway 12 Ukraine -13.9
Finland 0.6

Source: compiled by the author on the basis of data from the World Bank, Rosstats’s data. URL: https://data.worldbank.org/indicator; https://

gogov.ru/articles/population-ru

REDUCTION OF POPULATION,
PERSONS OF CONSCRIPTION
AGE,LABOUR RESOURCES
Population preservation, health and well-being
of people is the first of the goals named in the
Decree of the President of the Russian Federa-
tion No. 474 dated 21.08.2020 “On the National
Development Goals of the Russian Federation for

the period until 2030”.24

Internal factors that lead to a decrease in the
number of the society include: negative socio-
demographic, economic and political processes
within the country; military actions on the territory
of the country or their threat; family circumstances.

External factors include: high attractiveness
of foreign countries in terms of living standards,
labour conditions, access to information and
technology; policies of other countries to attract
personnel; information policy and propaganda;
dissemination of ideas from abroad about a better
life outside the Russian Federation; wars, epidem-
ics and natural disasters.

In 1961-1992, the average annual population of
the Russian Federation increased annually, while in

24 URL: http://www.kremlin.ru/acts/bank/45726

1993-2008 it decreased. In 2009-2017, the growth
of the average annual number of Russian citizens
resumed, and from 2018 the decline began again
(Fig. 4).

The Unified Plan for Achieving the National
Development Goals of the Russian Federation
for the Period until 2024 as well as the Planning
Period until 2030 notes that “due to objective de-
mographic trends, the population of the Russian
Federation will decline in the next few years”.?

In terms of population dynamics, the Russian
Federation looks weaker than a number of coun-
tries bordering it by land and sea (Table 6).

The danger of depopulation in general is sup-
plemented by the uneven distribution of inhabit-
ants in the country, concentration of population
in a small number of administrative-territorial
formations and depopulation of most territories.

EXPORTATION OF CAPITAL
In this paper, the author uses the terms “capital
inflow into the country”, “capital influx”, “capital

2 URL: https://www.economy.gov.ru/material/file/ffccd6ed40dbd
803eedd11bc8c9f7571/Plan_po_dostizheniyu_nacionalnyh_celey
razvitiya_do_2024g.pdf
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Fig. 5. The balance of the financial account of the Russian Federation, 2014-2022, bln $USD

Source: the figure is constructed by the author on the basis of data from the Central Bank of the Russian Federation and the Center for
Macroeconomic Analysis and Short-term Forecasting. URL: http://global-finances.ru; http://www.forecast.ru/_ARCHIVE/Mon_13/2023/

TT2023_8.pdf

exportation”, “capital outflow from the country”,
and financial account balance. The latter is the
difference between the export of capital from
the country and the inflow of capital into the
country.?® Positive value of the financial account
balance, as it is known, has a negative impact on
the state and development of the economy of
the country, and its negative value has a positive
impact on the economy.

The term “capital outflow” is not used in the
paper. It means, as E.S. Nabiulina, Chairman of
the Central Bank of the Russian Federation, said,
“withdrawal of money on dubious, suspicious
grounds”.?’

Both internal and external factors influence
the export of capital from the country. Domestic
factors include: less favourable than abroad
conditions (economic, regulatory, scientific and
technological, logistical, natural and climatic)
for staying in the country and conducting busi-
ness activities, unsatisfactory state of infra-
structure.

2% URL: https://cbr.ru/statistics/macro_itm/svs/meth_com_bop/
27 URL: https://www.alta.ru/external_news/99775/

Experts attribute the flight of capital from
the country to “a poor investment climate, an
integral part of which is the corruption of the
judicial and executive authorities”.?® As for in-
frastructure, as N.V. Zubarevich, director of the
regional programme of the Independent Institute
for Social Policy, points out, “the deterioration
of infrastructure has long been a reality. Nowa-
days, funds are allocated only for patching holes,
not for commissioning new facilities. But it is
impossible to exploit old things indefinitely. In
descending order, the most vulnerable places in
Russia now are the road network, deterioration
of buildings and structures, energy networks and
infrastructure”.?

External factors include: favourable condi-
tions for capital application in offshore countries;
developed technological base and logistics in for-
eign countries; bans, restrictions and sanctions
imposed on activities in the Russian Federation
and on work with business entities located in the
Russian Federation.

28 URL: https://www.forbes.ru/sobytiya-slideshow/vlast/77637-11-
glavnyh-ugroz-2012-goda-novyi-reiting-forbes
2 Ibidem.
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As a result of the combination of factors, more
capital left the Russian Federation in 2014-2022
than entered (Fig. 5), which reduced the country’s
development potential, and the activities of for-
eign companies were more active outside than
inside Russia.

The ratio of the financial account balance to the
gross domestic product (GDP) during the period
under consideration in the Russian Federation
was between 1.1% (2014) and 10.5% (2022). From
this we can conclude (leaving aside the issue of
the areas of activity from which capital leaves)
that in terms of scale the role of capital exports
from Russia for the economy is not so significant.

Let us consider an important component of
capital inflow and export for the development of
domestic production — foreign direct investment.
“Direct investment is a category of cross-border
investment in which a resident of one country
exercises control (more than 50% of votes in man-
agement) or has a significant degree of influence
(from 10 to 50%) on the management of an en-
terprise that is a resident of another country”.*

Before the anti-Russian sanctions imposed by
a group of states in March 2014, both inbound
and outbound foreign investment in the Russian
Federation was increasing; after the sanctions
were imposed, it has been decreasing (Fig. 6).

At the same time, the average annual volumes
of net direct investments in the Russian Federa-
tion (incoming minus outgoing) in 1992-2022
were negative during the global crisis of 2000-
20035 and since the global financial and economic
crisis of 2008-2010. (Fig. 7).

Judging by the ratio of inbound and outbound
foreign direct investment in Russia (Table 7), the
role of its scale in the country’s economic devel-
opment was not high.

In 2008-2022, the average annual ratio of for-
eign direct investment balance (outflow from the

30 Finances of Russia. 2022. Statistical Collection. Moscow: Rosstat;
2022. 392 p.

3! Thus, according to the World Bank, in 2003 alone, $ 1.795bn more
went out of the Russian Federation than came in. URL: http://data.
worldbank.org/

country minus inflow to the country) to GDP in the
Russian Federation was lower than, for example,
in Norway and Japan. (Fig. 8).

It should be noted that the importance for the
Russian economy of the spheres of activity in
which investments flowed in and out of requires
a special study and is not considered in this pa-
per. As for the composition, investments in fixed
capital are a significant resource for development.
After the introduction of anti-Russian sanctions in
March 2014, their volumes in the Russian Federa-
tion decreased and after adapting to the changed
economic conditions began to recover (Fig. 9).

The decrease in the growth rates of invest-
ments in fixed assets in the Russian Federation in
2008-2013 is associated with the global financial
and economic crisis, the crisis of 2008—2010 and
the recession of 2012-2013.

It should be noted that the largest share in the
growth in fixed capital was made up of invest-
ments in the Russian form of ownership. At the
same time, in 2014-2016, the share of investments
in joint (Russian and foreign) ownership increased
significantly. In the average annual growth in fixed
capital, the share of Russian-owned investments
in 2014-2016 fell to 54.8%, after which it quickly
recovered. (Table 8).

The improvement of the investment climate and
the situation with capital outflow from the Russian
Federation will be facilitated, first of all, by elimi-
nating internal causes of capital flight from the
Russian Federation and expanding co-operation
with non-hostile states and economic entities in
foreign jurisdictions interested in joint activities.

CONCLUSIONS
These weaknesses have been present in the econo-
my of the Russian Federation for decades. For ex-
ample, the USSR’s 0il and gas dependence was fully
utilised by Ronald Wilson Reagan (40th President
of the USA (1981-1989) to fight the Soviet Union
(the so-called “President Reagan’s Secret Plan”).
In the National Security Strategy of the Russian
Federation until 2020, adopted in 2009, the main
strategic risks and threats to the national security
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Fig. 6. The average annual volumes of direct investments flowing into and out
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The ratio of the average annual volumes of foreign direct investment flows into and out

Table 7

of the Russian Federation to the average annual GDP of the Russian Federation, 1992-2022, percent

Investments 1992-1999 2000-2003 2004-2008 2008-2013 2014-2016 2017-2022
Inbound 0.63 1.26 341 3.01 1.31 0.73
QOutbound 0.37 141 2.92 3.23 2.16 141

Source: compiled by the author on the basis of data from the World Bank. URL: http://data.worldbank.org/indicators
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Fig. 8. The average annual ratio of the balance of foreign direct investment (departure
from the country minus arrival in the country) to GDP, percent
Source: compiled by the author on the basis of data from the World Bank. URL: http://data.worldbank.org/indicators
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Fig. 9. The average annual rates of growth of investments in fixed assets in the
Russian Federation in 2000-2022 at comparable prices, percent
Source: compiled by the author on the basis of Rosstats’s data from “Russian Statistical Yearbook” for a number of years.
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Table 8
The average annual shares of investments in fixed assets by various forms of ownership
in relation to the total volume of average annual investments in fixed assets in the
Russian Federation during the periods under review, 2001-2022, percent

Form of ownership 2001-2003 2004-2007 2008-2013 2014-2016 2017-2022

Russian 81.5 82.6 88.5 54.8 88.3

Foreign 7.0 8.6 8.3 4.6 3.0
Joint Russian and 115 8.8 3.2 40.6 8.7

oreign

Source: compiled by the author on the basis of Rosstats’s data from “Russian Statistical Yearbook” for a number of years.

of the Russian Federation in the economic sphere

in the long term are “preservation of the raw ma-
terials export model of the national economy de-
velopment, reduction of competitiveness and high

dependence of its most important spheres on the

foreign economic situation, loss of control over na-
tional resources, deterioration of the raw material

base of industry and energy, uneven development
of the regions and progressive labour insufficiency,
low stability and security of the national financial

system, preservation of conditions for corruption

and criminalisation of economic and financial rela-
tions, as well as illegal migration”.>

Knowing the long-standing export-raw material

orientation of the Russian Federation’s economy,
unfriendly states have hit both Russian exports and

imports. In order to deprive the Russian Federation

of export revenues, its enemies have imposed bans

on imports from the Russian Federation and on

transfers of the main Russian export commodities:
products of extractive industries (crude oil, coal, gold,
fish and seafood), liquefied natural gas, oil products,
ferrous and non-ferrous metals, a large group of
high-margin goods (caviar, Portland cement, alumina
cement, slag cement, super sulphate cement and

similar hydraulic cements, mineral fertilisers, timber
and wood products, ships and tugboats, alcoholic
beverages, etc.). These bans are aimed not only at
undermining industries, but also at reducing the

52 URL: http://www.kremlin.ru/supplement/424

revenues of the budgetary system of the Russian
Federation.

Restrictive measures on imports from the Russian
Federation also include the imposition of increased
customs duties and price ceilings.

The export-raw material orientation of the Russian
economy has naturally (due to the law of compara-
tive advantage formulated by David Riccardo) led to
a weakening of attention to the development of in-
dustries whose products turned out to be uncompeti-
tive and marginally competitive in foreign markets.
In many respects, this affected high-tech modern
capital-intensive industries operating on advanced
knowledge-intensive technologies. Domestic and
foreign entrepreneurs began to supply goods of such
spheres of activity to Russia from abroad, as well as to
produce them at foreign-owned enterprises opened
in the Russian Federation.

This “weakness” is affected by bans on exports
to the Russian Federation of a wide range of goods,
technologies, software products, and telecommu-
nications equipment,* as well as the withdrawal of
foreign firms from the Russian market. Export bans
and restrictions on exports to the Russian Federa-
tion are aimed at curbing the development of both
extractive industries (primarily oil production) and
the means of delivery of their products, as well as
production, mainly in high-tech and logical spheres

%5 In addition to those prohibited for export, there are other lists of
goods that require a licence to supply to the Russian Federation.
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of activity (aviation, space, electronic and informa-
tion industry, communications, software). And bans
on exports to Russia of household and luxury goods,
alcohol, sports, and other consumer goods** are de-
signed to reduce the standard of living of Russian
citizens with all the ensuing consequences.

One of them may be the formation of an idea of
a better life abroad, causing a desire to leave Rus-
sia. The emigration of highly qualified specialists
from various spheres of social life: science, culture,
education, art, informatics, etc. poses a serious
threat to Russia’s socio-economic, scientific, tech-
nological, cultural, and educational development.
RAND Corporation experts consider the outflow of
human capital to be the biggest problem for Russia
in the long term. To solve the problem of “brain
drain” it is important to make it so that high-class
professionals from various fields of activity and
talented entrepreneurs, having gone abroad, lived,
studied, trained, and worked there, would finally
return to Russia.

A serious danger for the Russian Federation in the
short and long term is the reduction of the country’s
population. At the same time, the number of citizens
of neighbouring states (some of them dominated by
religions different from Russia) and strategic adver-
saries of the Russian Federation is rapidly growing.
And V.T. Tretyakov is right when he argues that the
increase in the number of Russians should be put “at
the head of all economic, social, political and other
strategies and programmes”, and “the strategy of
multiplying the people is the key to answering all
other threats and challenges facing Russia” [8].

The dynamics and scale of capital inflows into
and outflows from a country are largely determined
by the state of the world economy and foreign pol-
icy factors. In today’s fast-changing world and with
periodic global financial and economic crises, the
dynamics of the balance of incoming and outgoing
capital is naturally oscillating. This, in particular,
is illustrated by Fig. 5. Therefore, for sustainable
economic development, the main emphasis, as

5% Specifically, the U.S. imposed a ban on exports and re-exports to
Russia of swimming costumes and accessories for boys and girls.

it seems, should be placed on internal sources of
capital increase and on domestic investments.

I believe that the work to eliminate weaknesses
in the Russian economy should not rely solely on
the action of market mechanisms. Under capitalism,
economic entities are primarily interested in profit
and gain. Thus, in conditions of limited demand,
low ability of the population to pay, high costs for
the creation of modern technologies and means of
production inside the country;, it is more profitable
for entrepreneurs working in it to sell goods created
abroad and buy everything necessary for production
there, to attract cheap labour from abroad.

From the business point of view, this is logical,
because, on the one hand, limited domestic demand
does not allow increasing production volumes, the
growth of which reduces the cost per unit of output.
Small production volumes result in a high cost per
unit of goods, and this raises its price. The high price
further reduces the already low payment-capable
demand. Increased demand for domestic goods in
foreign markets allows to expand production vol-
umes and thereby reduce the unit cost of the product
and at the same time provides an attractive level of
market prices.

On the other hand, numerous offers of production
means by foreign producers and lower prices from
foreign sellers encourage domestic businessmen to
buy abroad rather than in their own country, where
production means, especially the newest ones, are
either not available or are more expensive than im-
ported ones.

The current ratio of supply and demand, prices,
production volumes and quality of goods in the Rus-
sian Federation and on world markets are such that
it is more profitable for Russian producers to export
their goods. At the same time, it is more profitable
for Russian business to import than to create or pur-
chase domestic products (especially in the context
of technological backwardness in a number of areas).
This, in particular, explains why, in the conditions of
sanctions pressure on the Russian Federation, do-
mestic business pays more attention to finding and
building new logistics chains rather than replacing
foreign goods with domestic ones. As they say: “it’s
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just business so don’t take it personally”. One of the
consequences of such behaviour is the weakening of
the national currency.

At the same time, states unfriendly to Russia have
put politics before economics: the bans, restrictions,
and sanctions they impose are harmful to their busi-
ness. Thus, the countries of developed capitalism
prove in practice that there are goals that are more
important than profit, and they strive to achieve
them. It is not excluded, of course, that after elimi-
nating Russia as a competitor in the world markets
and geopolitical arena, they expect to compensate
for the lost profits in the long run.

I believe that a country in a hostile environment
should not rely on outside help — foreign countries
will not help. It is necessary to build up internal re-
sources by all means. The less they are used and the
slower they increase, the stronger the influence of
external factors on the socio-economic, political,
scientific-technological, cultural-educational, and
informational development of the country seems to
be. In conditions of external isolation, both methods
of motivation of economic entities and methods of
coercion are applicable for building up strength and
power (even under private ownership of the means
of production).
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INTRODUCTION

The shortest definition of corporate governance
(CG) found by authors in the extensive literature
on this topic is that “Corporate governance is
about the control of the resources in firms”. At
the same time, American professor of econom-
ics Kang H. Park emphasises that “the system of
corporate governance determines who makes in-
vestment decisions in corporations, what types
of investments are made and how the income
received from them is distributed <...> The im-
portance of corporate governance is due not only
to the fact that it determines who controls the
firm, but also to the fact that corporate values
are created in the process of corporate gover-
nance. There have been many studies, showing
that corporate governance affects the market
value of firms” [1, p. 1].

The term “Corporate Governance”, which has
been practised for centuries, is believed to have
been introduced to academia in 1984 by Robert
Tricker, who emphasised that the role of corporate
governance “is not concerned with the manage-
ment of the business per se, but with the overall
management of the enterprise...” [2, p. 6].

The 1992 report of the UK Committee on the Fi-
nancial Aspects of Corporate Governance, chaired
by Sir Adrian Cadbury, defined corporate gover-
nance as “the system of management and control
of companies”.!

There are more than 60 definitions of Corporate
Governance in scientific and management literature,
and its generally accepted principles and standards
are constantly being updated. According to the ob-
servation of the authors of this article, who have
experience of working as independent directors on
boards of directors (BoD) and executive directors
of several companies and organisations, corporate
governance in practice is regarded as the activities
of owners (shareholders) and managers in order to
improve efficiency and ensure sustainable develop-
ment of companies and organisations.

! URL: http://www.blindtiger.co.uk/IIA/uploads/2c9103-ea9f7e9fbe-
7e3a/Cadbury.pdf

The corporate governance process is based on
principles, rules, procedures and ethical stan-
dards of behaviour and decision-making. Based
on best practices, principles and standards of good
corporate governance have been developed and
international and national corporate governance
codes (Codes of Corporate Governance) have been
adopted. The 2002 Russian Code of Corporate
Behaviour and the 2014 Corporate Governance
Code were developed with the participation of
foreign consultants and contain many provisions
borrowed from international and Anglo-Saxon
codes.

When translating foreign concepts or standards
into Russian, a problem often arises. This applies
to the concept of “governance”, which is now un-
ambiguously translated as “managing”, as well
as the term “management” itself. But there were
other variants: leadership, regulation, general
management, political management, etc.

The first Russian Corporate Governance Code
of 2002 was called “Code of Corporate Behaviour”,
and this interpretation had its reasons. The World
Bank experts noted in 1994 that “governance” in
practice is very close to the concept of “leader-
ship”, but this interpretation was not widespread
at that time.?

Note that the term “management” is translated
into Russian not only as “governance” or “manag-
ing”, but also as administration, administering,
directing, ruling, ability to cope and manage, etc.

The Information Systems Audit and Control
Association (ISACA), which operates in almost
all countries of the world, translated the terms
“governance” and “management” into Russian
as “leadership” and “managing” as a result of a
multilateral discussion to make the text easier to
understand and to more accurately convey the
essence of both concepts.

The translation options were widely and openly
discussed, taking into account established autho-
rised terms and accepted standards.

2 URL: https://documentsl.worldbank.org/curated/en/
711471468765285964/pdf/multiOpage.pdf
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In ISACA’s understanding, leadership provides
assurance that the enterprise’s objectives will be
achieved by: balancing stakeholder needs with ex-
isting conditions and feasible options; prioritising
decision-making; and continuously monitoring
actual performance and the extent to which the
established objectives are being accomplished.

While managing is about planning, construct-
ing, executing, and monitoring activities according
to the direction given by the management body
to achieve the objectives of the enterprise.’

In some cases, the terms “corporate governance’
and “corporate management” are considered quite
interchangeable. There are different opinions
in the literature on the correlation between the
concepts of “corporate governance” and “corporate
management” (CM) as to which of them includes
the other, or whether each of these systems is
self-sufficient and operates quite independently
according to different principles. In our opinion,
it is logical to agree with the authors who con-
sider corporate governance as an integral part of
corporate management.

Vladimir Verbitsky, a well-known theorist, and
practitioner of Corporate Governance, believes
that the efficiency of a company’s operation and
its competitiveness, which are ensured by the
subject area of corporate governance, are primary
for the value of a business. In Russian conditions
of highly concentrated ownership structure the
leading role belongs to majority shareholders, and
one of the most important tasks of corporate gov-
ernance is to protect minority shareholders from
the arbitrary behaviour of majority shareholders
and the management. In his opinion, separating
and to some extent isolating corporate governance
and corporate management from each other is
unreasonable and contradicts the principles of
systematic operation of companies as integral
systems. Only their coordinated actions ensure
the efficiency of companies and organisations.

Therefore, in the discussion on the composition
of Boards of Directors, the position of those who

2

5 URL: https://www.isaca.org/resources/cobit/cobit-5

consider the mandatory participation of the CEO
in its composition is preferable, which contributes
to the convergence of corporate governance and
management systems in companies and organisa-
tions [3, p. 95].

Until recently, it was considered that corporate
governance is a set of mechanisms used to main-
tain an adequate balance between the rights of
shareholders and the needs of the Board of Direc-
tors and management in the process of managing
the company.*

However, international recommendations for
good corporate governance have now expanded
to include issues related to climate change risks,
compliance with environmental and social stan-
dards, and threats to the sustainable development
of companies and the economy as a whole.

CSR (corporate social responsibility), which in
2004 was succeeded by a broader in content and
excessively costly ESG policy® of responsible and
responsible attitude towards the environment,
has become one of the important tools for the
implementation of a number of UN SDGs and the
concept of sustainable development.

From the very beginning, ESG factors have
played an important role in financial and invest-
ment decisions, which prompted many companies
and organisations to implement ESG policies
and disclose them in non-financial reporting.
Moreover, in Russia, ESG policies have become
much more popular than the very concept of
sustainable development, which they are de-
signed to realise.

Due to the high importance of the ESG agenda,
a new concept of “sustainable corporate gover-
nance” of a company or organisation has emerged,
based on the integration of the goals of sharehold-
ers and key stakeholders (the so-called interested
parties), protecting the interests of society and the
environment as a whole. In practice, it means cor-
porate governance in the context of ESG [4, p. 14].

4 URL: https://blog.iteam.ru/korporativnoe-upravlenie-v-rossii.

S Environmental responsibility (E — Environmental); high
social responsibility (S — Social); high quality governance (G —
Governance).
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This echoes the ideas of inclusive capitalism
and a politically active environmental agenda,
which are proposed to be included in the New
World Order model.

It is indicative that among the 30,000 words
of the Russian Corporate Governance Code of
2014 the word “communication” occurs only once,
when it refers to the need to establish it between
the management and shareholders, investors, me-
dia representatives and other interested parties.

The chapter “Disclosure of Information about
the Joint-Stock Company, Information Policy of
the Company” emphasises the transparency of
a Public Joint Stock Company’s activities for the
outside world, and describes the proper informa-
tion policy in general terms.

Thus, communications and their management,
which form the basis of the activities of compa-
nies and organisations, remained outside the
scope of the Corporate Governance Code.

In the business environment, the term “com-
munication” is most often interpreted as a
process of exchanging information, emotions,
knowledge, and even intellectual property. It
is seen as a multifaceted process and the main
tool for implementing strategic goals, which not
only regulates information exchange, but also
integrates and coordinates all areas of activity,
acting as the main resource for the existence
and successful development of companies and
organisations.

In the theory and practice of sustainable cor-
porate governance, the concept of integrated
communications (IC), which combines all func-
tions, types, and modes of information exchange
of companies and organisations with all stake-
holders under the guidance of a single manage-
ment centre, is becoming increasingly widespread.

In this case, the main role is given to the
process of organising mutual understanding
and coordination of symbols, messages, proce-
dures, and behaviours necessary for a company
to “communicate with clarity, consistency and
continuity within and across organisational
boundaries” [5, p. 424].

Having considered various interpretations
of the term “communication management”, the
authors understand it as a process of managing
corporate integrated communications, during
which the companies — senders of informa-
tion (communicators) apply various principles
and methods, ways and techniques, forms and
means, technologies and tools to influence all
groups of stakeholders (recipients) to imple-
ment their tactical and strategic goals.

As a result of proper organisation of the
system of data processing, their analysis and
forecasting of trends, creation of meaningful
messages adequate for each target audience
and real feedback, communication management
ensures high performance of all departments
of companies and organisations.

A survey of more than 700 project managers
conducted by the Project Management Insti-
tute (PMI) found that “communication is a core
competency that, when done correctly, binds
each project team member to a common set of
strategies, goals, and actions. If these compo-
nents are not effectively shared among project
managers and understood by stakeholders, the
project outcomes will be jeopardised, and bud-
gets will be put at unnecessary risk”.®

The authors consider business communica-
tions as an important element of ESG-policy
of companies and organisations related to the
implementation of a number of Sustainable
Development Goals (SDGs) approved by the
UN General Assembly. At the same time, the
key factor of successful corporate governance
nowadays is a high level of integration of com-
munications that determine goal setting, strat-
egy, culture and motivation, values, and mean-
ings, controlling and feedback, effective and
analytical efficiency, organisation of business
processes, technological and organisational
architecture of departments of companies and
organisations.

¢ URL: https://www.pmi.org/-/media/pmi/documents/public/
pdf/learning/thought-leadership/pulse/the-essential-role-of-
communications.pdf?rev=e1f0e9144b3a456fb75e40101632258b
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STAKEHOLDER APPROACHAS A

KEY FACTOR OF GOOD CORPORATE
GOVERNANCE WITHIN THE CONCEPT
OF SUSTAINABLE DEVELOPMENT
The process of convergence of the content of the
concepts of “corporate governance” and “com-
munication” began in the mid-90s of the last
century. On the one hand, constant attempts at
integration led to the emergence of the concept
of “integrated communications” (IC), which be-
came the next stage in the development of in-
tegrated marketing communications (IMC) [6,
p. 12].

One of the main differences between in-
tegrated marketing communications and in-
tegrated communications is that the focus of
communications of the former is on consumers
and partners, while the latter interact with all
groups of stakeholders whose interests are or
may be affected to a greater or lesser extent by
the activities of companies and organisations.

In Russian scientific and management litera-
ture, the term “stakeholder” (owner of a share,
unit, etc.) is used in the sense of “involved
party”, “interested party”, “influence group”.

The stakeholder-oriented model offers man-
agers and employees of companies to go beyond
the traditional interests of shareholders in order
to understand the values, expectations, needs
and requirements of all stakeholders, previously
perceived as external to the company [7, p. 51].

On the other hand, at the global level, various
structures of the United Nations Organisation
(UN) and the Organisation for Economic Co-
operation and Development (OECD) have for
many years sought to ensure the active par-
ticipation and increased contribution of all
those interested in addressing socio-economic
challenges.

At the G20 Summit on 9-10 September 2023,
the G20 countries, including Russia, endorsed
the revised G20/OECD Principles of Corporate
Governance.

They now include a new chapter on “Sustain-
ability and resilience”, which provides guidance

to support companies in managing the risks and
opportunities associated with climate change
and other sustainability challenges.

In particular, the “Disclosure and Transpar-
ency” section adds a recommendation to dis-
close important non-financial information, in-
cluding business ethics, social issues, attitudes
towards environmental protection, respect for
human rights, political donations, etc.’

Russia, as a member of the G20, follows these
principles and recommendations, which, for ex-
ample, are adopted as one of the 12 fundamental
standards for the sustainability of financial
systems. In December 2021, the Bank of Russia
published an information letter stating that the
relevance of ESG factors accounting and main-
streaming as well as sustainability issues is also
related to the paradigm shift from a paradigm in
which the main goal of a corporation is to make
profits and create value for shareholders to a
new one that sets the goal of creating sustain-
able value for all stakeholders, and provides a
number of practical recommendations.®

The 2023 update of the G20/OECD Principles
of Corporate Governance suggests that a new
understanding of sustainable corporate gov-
ernance is emerging, with the focus shifting
from resolving conflicts of interest between
ownership and management to the more com-
plex task of balancing the interests of all key
stakeholders of a company. [4, p. 52].

An important innovation of the G20/OECD
Corporate Governance Principles is that, from
2023, the top management of companies and
organisations are encouraged to establish com-
munications and dialogue with key managers,
shareholders, and stakeholders on sustainability
issues, which helps to identify, define, and as-
sess the issues that are relevant to them.

Thus, owing to the strengthening of the role
of the stakeholder approach, which forms a
better system of sustainable corporate gover-

7 URL: https://www.oecd.org/corporate/revised-g20-oecd-
principles-corporate-governance.htm
8 URL: https://cbr.ru/Crosscut/LawActs/File/5757
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nance, maintains the balance of interests of
the parties and reduces non-financial risks, a
step has been made towards the convergence
of the content of the concepts of “corporate
governance” and “communication”. This not
only improves the efficiency and sustainabil-
ity of the competitiveness of companies and
organisations, but also creates values that are
meaningful to the society.

Integrated communications with all stakeholder
groups form the basis of modern communication
management and sustainable corporate gover-
nance.

An important difference in Russian corpo-
rate governance practice is that CEOs more of-
ten than Western managers refer to government
and regulatory authorities as key stakeholders.
In recent years, this trend has intensified against
the backdrop of the increasing role of the state
in the economy. A generally accepted approach
to engaging with all stakeholder groups is still
being developed.

In addition, in Russia the interests of all stake-
holders (not only shareholders, investors and
managers) are poorly represented in the Corporate
Governance Code and are not adequately protected
by corporate governance norms and standards,
which is not conducive to the organisation of sus-
tainable corporate governance.

CORPORATE GOVERNANCE PRACTICES
IN THE CONTEXT OF ESG
Corporate Governance Codes are of a recom-
mendatory nature and operate on a “comply or
explain” principle, so companies and organisa-
tions are regularly assessed and rated for the
quality of corporate governance and its compli-
ance with adopted international and national
codes, standards, and regulations. These assess-
ments largely determine the terms of lending
and investment, admission to public procure-
ment, etc., which is vitally important for compa-

nies and organisations.
In our country, for example, in addition to pri-
vate rating agencies, the Bank of Russia conducts

annual monitoring of the practices of implementa-
tion of Corporate Governance Code principles and
recommendations by Russian public joint stock
companies (PJSCs) whose shares are admitted
to organised trading by Moscow Stock Exchange
PJSC or SPB Stock Exchange PJSC.

Thus, the above annual monitoring for 2021
showed that among 179 PJSCs the average level
of implementation of the Corporate Governance
Code principles from their total number is 78%.°

The results of a survey of more than 17,000
respondents interested and engaged in sustain-
ability topics, conducted in December 2022-Janu-
ary 2023, showed that the ESG agenda in 2022 has
taken a back seat. Only 52% of the respondents
were going to adjust their sustainability goals and
revise their ESG strategies. 40% of companies cut
ESG development budgets in 2022, however 47%
did not do so.

The “S” (social) block surpassed the “E” (en-
vironment) aspect in the survey in terms of its
importance for Russian companies. Despite the
fact that social issues have always been impor-
tant for Russian companies, aspect “E” has been
an absolute priority for business for a long time.

In today’s realities, the social agenda is coming
to the forefront, and initiatives to support person-
nel, retain employment, retrain employees, and
support human capital are becoming more active.
Only 40 per cent of businesses pay attention to
aspect “G” — governance.°

As a result of a survey by the National Research
University Higher School of Economics of 55 large
Russian companies (mainly energy and mining
companies), more than 70% of respondents in-
dicated external pressure (from the government,
large customers and business partners, primarily
Western ones) as the main reason for ESG trans-
formation. 35% feel pressure from consumers. ESG
penetration into corporate culture leaves much
to be desired in most of the surveyed companies.!!

® URL: https://cbr.ru/Collection/Collection/File/43510/Review_
corp_0112022.pdf

10 URL: https://m-p.ru/ESG-Russia-2023.pdf
1 URL: https://www.hse.ru/mirror/pubs/share/724047784.pdf
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Against the background of the growing number of
influential supporters of ESG-policy, some Russian
companies and organisations take a wait-and-see
attitude in the hope that this phenomenon is tem-
porary, while others, like many abroad, practice “gre-
enwashing” (green camouflage) which is limited to
proclamations and imitative cosmetic measures. In
addition, marketing manipulations have also become
very fashionable — advertising and selling products
with ideas and labels “eco”, “bio”, “completely harm-
less to nature”, “environmentally-friendly”, “without
preservatives”, “farm”, “organic”, etc.!?

In the practice of some organisations, one can
observe a long-known policy within the Corporate
and social responsibility (CSR) concept, when
they carry out familiar activities, but under ESG
banners.

Mass greening, imposed by international stan-
dards, is regarded as “ecodictatorship” in a number
of medium and small business companies and
inclines them to imitate ecoactivism.

Some organisations do not seek to increase
transparency, as information openness makes
them more vulnerable to regulatory bodies and law
enforcement agencies, as well as potential raiders.

At the same time, there are obvious contradic-
tions within the ESG-policy triad itself, when, for
example, excessive strengthening of environ-
mental requirements may lead to negative social
consequences.'3

The non-comparability of data from numer-
ous ratings and rankings is noteworthy. This is
explained by the fact that each rating agency has
its own methodology with a different set of cri-
teria and their weight, and as a result, the same
companies may look good in some ratings and
worse in others.

Many agencies do not disclose their method-
ologies, and this allows for subjective selection of
indicators and manipulation of results.

12 URL: https://www.b-soc.ru/pppublikacii/novaya-filosofiya-
biznesa-ili-esg-besie

13 URL: https://pltf.ru/2021/12/29/esg-kommunikaczii-osnovnye-
vyvody-iz-provedennoj-raso-konferenczii-po-kommunikacziyam-
v-oblasti-ustojchivogo-razvitiya/

It is clear that the development of a generally
accepted methodology for rating and auditing
companies and organisations to ensure that
their activities comply with ESG principles is
required. In January 2023, the Bank of Russia
published a report “Model Methodology for ESG
Ratings” for public consultation in order to cre-
ate common rating rules to ensure comparability
of ESG ratings and thus reduce disharmony in
this market.!

It should be noted that in a number of cases
ESG policies are most likely declarative in nature
as a response to a fashionable trend, although
organisations are not ready to incur additional
costs.

The unplanned costs of social and environ-
mental policies sometimes lead to a conflict of
interests of the government, shareholders, and
staff. At the same time, several studies repeat the
thesis that ESG programmes increase employee
engagement and loyalty.'®

A survey of 237 Russian companies conduct-
ed by Plekhanov Russian Economic University
in October 2023 showed that “almost 100% of
rank-and-file employees have no information
about their company’s inclusion in ESG ratings
and generally have very vague ideas about the
sustainability agenda”.!

Owners and managers of more than half of
organisations in Russia do not consider man-
agement or governance aspects to be a priority,
which with a noticeable lag undeservedly occupy
the last place in the ESG triad, although it is they
who determine the success or lack thereof in the
implementation of this agenda.

However, according to Expert RA rating agency,
this does not apply to the banking sector, in which,
according to the results of 2022, block “G” (43%
of 100 surveyed credit organisations) came out

4 URL: https://cbr.ru/Content/Document/File/144085/
Consultation Paper 17012023.pdf

15 URL: https://kontakt.ru/blog/esg

16 URL: https://www.vedomosti.ru/esg/corporate_governance/
columns/2023/10/25/1002405-ryadovie-sotrudniki-mnogih-
rossiiskih-kompanii-slabo-orientiruyutsya
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on top as the most relevant for development in
the current environment. !’

One cannot but agree with a few authors that
this block is of decisive importance, as it is on
this block that companies’ performance in the “E”
and “S” directions depends. For example, Svet-
lana Bik, head of the INFRAGREEN expert and
analytical platform “Infrastructure and Finance
for Sustainable Development”, emphasises that

“nothing happens in a company or a bank if it is
not approved in the management or governance
plan. “G” is the main thing in ESG, because without
a management or governance decision, neither E,
nor S, nor other letters of the alphabet will move”
[8, p. 36].

This is one of the consequences of the fact that
international and Russian Corporate Governance
Codes do not adequately reflect the issues of com-
munication management/governance. The “G”
(governance/management) is often translated as

“corporate governance”. This is explained by the
fact that its content is actually borrowed from
many provisions of Russian and international
corporate governance codes.

Assessment of corporate governance quality
(block “G”) is based on the analysis of a limited set
of indicators taken from the Corporate Governance
Code, such as: ownership structure, integration
of ESG factors into the long-term strategy, influ-
ence and rights of shareholders, the state of the
stakeholder management system, risk manage-
ment and auditing, control, etc. For example, this
is characteristic of the ESG-rating methodology
of the National Rating Agency.!®

In the model methodology for ESG ratings
published in January 2023, the Bank of Russia
proposes to assess such elements of corporate
governance (block “G”) as: ownership structure
and implementation of shareholders’ rights, man-
agement bodies, strategy, remuneration system,
risk management and information disclosure.’

7 URL: https://raexpert.ru/researches/banks/esg_1h2022
18 URL: https://www.ra-national.ru/ratings
19 Ibidem.

The methodology for assessing the quality of
corporate governance of the Bank of Russia and
most rating agencies provides for a discussion of
stakeholder engagement, but only with regard to
the existence of an approved strategy and work plan
in this area.

The sections on the information policy of com-
panies and organisations focus on information dis-
closure and transparency, and there is little discus-
sion of communications management, especially
integrated communications management.

In the field of sustainable development (SD),
block “G” assesses only the facts of inclusion of ESG
factors in the long-term strategy of companies and
organisations, the presence of an appropriate head
or division and risk management system.

Thus, when analysing the quality of corporate
governance and compiling ratings and rankings in
the field of ESG-policy, there is no assessment of
the fundamental (key) factor “efficiency of company
management/governance” as such and, in particular,
the management of integrated business communica-
tions. In other words, the quality of the management
process itself, and even more so the management of
integrated communications, is not assessed.

The authors of the article propose to correct this
shortcoming, to go beyond the Corporate Gover-
nance Code, to change the assessment criteria, to
expand the set of management indicators and to
include in block “G”, for example, such metrics as
indicators of the quality of integrated communica-
tions management, which decisively affect the effec-
tiveness of sustainable corporate governance based
on the stakeholder approach. For this purpose, it is
necessary to expand the methodology for conducting
communication audits and non-financial reporting.

For example, it is possible to develop easily mea-
surable criteria on the basis of the broader in content
system “corporate management” and its constituent
part “communication management”.

The national standard of the Russian Federation
“Quality Management. Organisation Quality” GOST R
ISO 9004-2019 provides guidance on how to achieve
sustainable success of an organisation in a complex,
demanding and constantly changing environment.
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Its application together with the quality man-
agement system of the national standard GOST R
ISO 9001-2015 can provide a unifying framework
for the values and strategies of the organisation.
1SO 9001:2008 “Guidance on the concept, content
and use of the process approach for management
systems” can also be applied.?

These standards can be useful in expanding the
set of criteria for assessing and rating the manage-
ment of the quality of management processes and
the interrelationships between them, as well as
the management of resources, primarily human
resources, and the new knowledge economy.

According to the researchers of the Kuban State
Technological University, the evaluation criteria
for communication management may include the
following indicators:

 the degree of integration of the communica-
tion and overall strategy of companies and organ-
isations;

« availability and completeness of scenarios for
the development of the communication situation;

« the degree of regular interaction and coordi-
nation of actions at different levels of the manage-
ment hierarchy;

« efficiency of information processing and
feedback;

 consistency of internal and external commu-
nication activities, etc. [9, p. 1].

Thus, an established system of integrated com-
munications with all stakeholders ensures high
quality of communication management, which de-
termines the effectiveness of ESG-policy, as well as
all areas of activity of companies and organisations.

SOME PECULIARITIES
OF COMMUNICATION
MANAGEMENT IN RUSSIA

In the conditions of growing uncertainty and
global turbulence, the highest possible decen-
tralisation of management (polycentricity), del-
egation of a number of powers to lower hierar-
chical levels, rapid adaptability to uncertainty

20 URL: https://www.iso.org/obp/ui#search

and flexibility in the continuous production of
innovations come to the fore. At the same time,
it should be borne in mind that if the interaction
between structural units is poorly coordinated,
the decentralisation policy can disrupt the in-
tegrity of the semantic unity of management de-
cisions and their prioritisation, and distort the
assessment of the efficiency of companies and
organisations.

However, there is a problem of dependence,
albeit weakening, on previous managerial experi-
ence within the administrative-command system
and authoritarian management model. Managers
need to learn not only to give orders and instruc-
tions, to force, coerce, pressure, and manipulate,
but first of all to motivate and persuade.

A survey conducted in 2018 by the Centre for
Social Design “Platforma” at the request of the
Independent Directors Association (IDA), asked
the following question: what management style, in
your opinion, will dominate in Russian companies
in the next few years? Over 100 IDA members — in-
dependent directors, CEOs of Russian companies,
and independent experts — responded as follows:

75% — directive management;

13% — entrepreneurial management;

11% — collegial management;

1% — other.?!

This implies that managers who are used to
managing by order methods will remain in the
majority for the time being, because they are afraid
of change or are not ready to complicate their
work with procedures of coordination, approvals,
delegation of part of authority, etc. even for the
sake of increasing efficiency.

There is often a practice when communication
is considered by managers as a one-sided seman-
tic impact on the recipients, although within the
framework of the activity approach the subjects
of integrated marketing communications and
integrated communications have long been con-
sidered equal partners in the information process.

2 URL: https://pltf.ru/2018/12/19/korporativnoe-upravlenie-v-
rossii-krizis-zhanra-i-nadezhdy-na-budushhee/?print=print
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According to the authors’ observations, man-
agers at different levels often fail to achieve the
main goal of communications — to ensure accurate
understanding of the messages or orders being
communicated. Some of them, for various reasons,
do not set themselves such a goal, others either
lack motivation and have a formal attitude, or do
not have sufficient knowledge, abilities, and skills,
as well as vocabulary for this purpose.

The integrated approach to organising commu-
nications practiced abroad is becoming increas-
ingly common in Russian advanced companies
and organisations, especially among large and
stable ones, traded on stock exchanges or related
to finance and investment.

The analysis of domestic and foreign sources
shows that the model of integrated communi-
cations has not been finally developed not only
in Russia, but also in economically developed
countries.

The concepts of integrated marketing com-
munications and integrated communications con-
tinue to develop in the world, but in Russia, the
emerging opportunities for updating approaches,
strategies, tools, and technologies are discussed
and implemented with a noticeable delay. Some
of them have not been put into practice at all for
a long time.

A nationwide study of internal communica-
tions (IC) conducted in 2022 by “ECOPSY Con-
sulting”, which surveyed more than 400 people
involved in internal communications (IC) in
medium and large companies in various indus-
tries, identified the three key stages of their
development:

e Informing.

» Involvement of employees in the company
with established feedback in different directions
(vertical, horizontal, and diagonal). This ensures
the achievement of mutual understanding in the
organization — communication and dialogue
become a necessary part and condition for the
formation of corporate culture.

+ Communication of values and meanings to
each employee, influencing his/her behaviour.

“ECOPSY Consulting’ analysts estimate that
80% of the companies surveyed are at the first
stage, 15% are at the second stage and only 5%
are at the third stage. It is clear that each of them
has to solve the problems of all three stages to a
greater or lesser extent.?

Studies of internal communications in 6 Rus-
sian organisations have shown that, as a rule,
services and departments do not communicate
with each other, as they consider themselves to
be independent units [10, p. 8].

In theory and practice, business communica-
tions in companies and organisations are quite
often organisationally and/or functionally di-
vided into internal and external. According to the
authors of the article, the flaw in this dichotomy
is that it does not allow managers to fully un-
derstand and implement the ideas of integrated
communications. Russia initially gave priority
to external communications (with shareholders,
suppliers, customers, partners, investors, etc.)
without realising the importance of creating
an optimal internal corporate environment as
a basis for all areas of business communication
in order to solve common tasks of increasing
motivation and efficiency of companies and or-
ganisations.

It is impossible to organise effectively working
external communications without establishing
an optimal internal system, creating standards
of behaviour in accordance with the Corporate
Governance Code and forming a corporate culture
in accordance with the company’s code of ethics.

In other words, the formation of an integrated
management system adequate to the real require-
ments and market trends should start with the
integration of internal communications.

In the practice of many Russian companies, dif-
ferent areas of communications (media, marketing,
advertising, public relations, investor relations,
etc.) are still quite autonomous, report to different
managers, are not organisationally and functionally

22 URL: https://intercomm.media/wp-content/uploads/2023/02/
zerkalo-kommunikaczij_otchet-po-issledovaniyu_netochnosti-
Ir3.pdf
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united, interact poorly with each other and do not
form one coherent system, solving their own tasks.

Such fragmentation and often duplication of
functions not only reduces the effectiveness of
communications, but also generates intra-corpo-
rate conflicts in the struggle for budgets and influ-
ence. Scientific and applied articles continue to
debate which communications function should be
the dominant one — public relations or marketing.

In practice, this does not always manifest it-
self in correct competition between the relevant
departments in the struggle for leadership, bud-
get reallocation and staff rearrangements and
promotions.

In order to create an adequate communication
system, it is necessary to develop a holistic man-
agement system from one meaningful centre that
creates messages for all stakeholders, distributes
them through appropriate channels and ensures
that feedback is continuously received.

The totality of horizontal, vertical, and diagonal
links of all divisions and departments at different
hierarchical levels forms a system of integrated
communications based on a logical distribution of
authority and responsibility with regular evalua-
tion of their effectiveness.

The communication strategy should incorporate
the values and meanings that underpin the work
of businesses and organisations.

Ideally, a kind of ecosystem of integrated com-
munications with a high explanatory potential
should be created, which will provide a synergy
effect and increase the company’s efficiency.

For this purpose, it is necessary to abandon
excessive adherence to vertical management in the
pyramid of hierarchies in favour of a more flexible
system, to learn how to establish horizontal and
the more so diagonal links, etc.

The results of the communication process large-
ly depend on corporate culture, which is expressed
in a set of characteristics such as attitudes, values,
interests, habits, social norms of behaviour, tradi-
tions, limitations, expectations, and concerns.?

%5 URL: https://reports. weforum.org/

Managers of Russian companies and organisa-
tions face a difficult but inevitable task: to take
into account new trends in the development of
integrated communications, which include in-
teraction with all groups of stakeholders, who
are gradually taking control of communications
in terms of form and content.

CONCLUSIONS
In Russia, depending on the form of ownership,
sectoral and regional affiliation, size and age
of enterprises and organisations, different ap-
proaches, models, principles, methods and tech-
niques of management and business communi-
cations are used.

Due to the stakeholder approach, there is a pro-
cess of convergence of the content of the concepts
of “corporate governance” and “communication”.

The concept of integrated marketing com-
munications still prevails in Russian theory and
practice along with integrated communications.
At the same time, they can be combined in many
different ways, for example, modern models and
principles can co-exist alongside traditional ones.

The authors believe that the division of busi-
ness communications into internal and external
ones that still exists in Russian science and prac-
tice contradicts the principles of integrated com-
munications, prevents researchers and managers
from reformatting their understanding of the es-
sence of modern trends, and reduces motivation
for development.

In order to improve competitiveness, compa-
nies and organisations need to develop a system of
internal communications that meets the interests
of all stakeholder groups.

Against the background of a crisis of trust
between business, government and society, the
stakeholder approach to the management of com-
panies and organisations has become increas-
ingly widespread in Russia in recent years, mainly
among companies listed on the stock market and
interested in sustainable development.

However, the number of organisations effec-
tively engaging with all target audiences is still
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relatively small. This suggests that there is little
awareness among managers that stakeholder com-
munications provide the mutual understanding
between all stakeholders necessary for optimal
decision-making.

Understanding the content features of integrat-
ed communications, their organisational struc-
ture, tools, and management principles remains
a debatable issue. Methods of their analysis and
rating need further development. Therefore, the

authors propose to expand the set of management
criteria and indicators of block “G” in assessing
the quality of ESG-policy of companies and or-
ganisations and to use the systems “corporate
management” and “communication management”
for this purpose.

The development of criteria and indicators of
the quality of integrated communications systems,
ESG-policy and sustainable corporate governance
can become a direction for further research.
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ABSTRACT

This article presents the achievements of the 2023 Nobel laureate in economics, Harvard University professor Claudia
Goldin. The obstacles to women’s employment related to the fact that the initially established structure of jobs was
focused on male labor are considered. The “quiet revolution” discovered by the laureate and consisting of a sharp increase
in the age of first marriages and a switch in women’s motivation from earnings to careers is analyzed. The importance of
flexible working conditions when women choose a place of work and increasing women’s participation in the economy
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INTRODUCTION

Claudia Goldin, a professor at Harvard University,
began to be positioned as a potential winner of
the Nobel Prize in Economics just a few days be-
fore the Nobel Committee decided in her favour.
Earlier, Edward Glaser, a professor at the same
university, with work on urban economics, led
the predictions. The two contenders for the 2023
prize had joint papers. The most famous one is on
the fight against corruption in the United States
from 1870 to 1920, where they act as editors [1].

And if E. Glaser had been chosen, the Nobel
Committee would have even then shown its in-
sistence not to interfere in politics — political
tensions come and go, while economic science
moves forward, trying not to intersect with
them. It would be illogical to give the prize to
two researchers, since the main directions of
their work are devoted to completely different
topics.

© Voronov Yu.P,, 2024

The research interests of 2023 Laureate Claudia
Goldin are not dependent on current events — no
matter what happens in the world, women’s la-
bour issues will remain on the agenda for a long
time to come.

With its choice, the Nobel Committee reaf-
firms its commitment to separating economics
from politics. In the Soviet Union, V.I. Lenin’s
thesis was popular: “Politics is the concentrated
expression of economics” [2], but now not only
the Nobel Committee, but even the leadership of
Communist China says: “Economics is one thing,
but politics is quite another”.

In my opinion, the main achievement of the
winner of the 2023 Nobel Prize in Economics is
that she has taken the problem of women’s labour
and women’s place in the economy out of the
political sphere with its demonstrations, slogans
and demands into the sphere of natural regulari-
ties and quiet practical solutions.
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No less importantly, it has shown how many
diverse and intersecting processes can be hidden
in the dynamics of just one indicator, using the
specific example of differences between men’s
and women’s wages.

MALE BARRIERS
The main problem with pay differentials lies in
the fact that initially there were fewer women
in the workplace than men. This is due to two
important circumstances.

Firstly, the workplaces where women came to
work were originally formed for men: in terms of
the daily regime, physical load, level of regulation
and other parameters. The standard packing of
40-50kg bags of sand or cement was clearly de-
signed to be lifted by men. The working day from
start to end is convenient for the organisation
of production, but during this time it requires a
complete renunciation of any family and parental
concerns.

Less well known is such a characteristic as weak
regulation. Let me give an example from my per-
sonal experience. One day, the management of
the industrial association where I was working
at the time, set the task of reducing defects in
the manufacture of switch cabinets. It turned out
that the main source of defects — errors in the
installation supervision (from the back side — the
contacts between the circuit boards of the cabinet
are connected by wires). The assembler looks at
the drawing, which shows the connections, and
in accordance with it the assembler performs the
work. But as his eyes move from the cabinet to
the drawing and back again, he may forget what
he has just seen. Then we came up with the idea
that the instructions for each micro-operation
should be recorded on a voice recorder. To our
surprise, after a couple of months of defect-free
work, the male installers started to quit — they
couldn’t bear to listen to the instructions all day
long. They were replaced by women who were
grateful for the step-by-step instructions.

Second, men were not interested in women
taking their places, even if they had sufficient

qualifications to do so. The entry of women into
these jobs may be a signal to other women. As a
consequence, competition will increase, and it is
quite possible that starting salaries and then all
salaries will be reduced. Therefore, the struggle
for the “purity” of the profession, against its “pol-
lution” begins.

The term “pollution” was introduced in this
context by M. Douglas, a professor at Northwest-
ern University (USA), one of the representatives
of social anthropology who established it as an
independent science. In her 1966 book, she noted
that in many cultures women were separated from
men as “unclean creatures” [3]. These prejudices
have almost disappeared and then spread again,
but they have almost always existed in the realm of
production and consumption. Even when changes
in technology allow women to work in new jobs,
men do not approve of it.

In the concept of “pollution” gender discrimi-
nation is a consequence of men’s desire to pre-
vent competition from women for their jobs and
incomes [4].

The prestige of a profession in this case exists
only for that part of society that is interested in
maintaining the status quo, and it is not connected
with any objective requirements regarding qualifi-
cations and skills. But prestige can be undermined
(“contaminated”) by hiring those who belong to a
different social group: by nationality, race, degree
of family wealth, etc. Differences by gender are
not unique here, but only one of many [5]. They
are only more frequent and more visible.

According to the “pollution” concept, sex seg-
regation will be greater where skill requirements
and earnings are higher than the median values for
jobs to which women are already admitted. Since
this median is movable, segregation into “male”
jobs will not change monotonically in the future.

A NEW KIND OF ASYMMETRICAL
INFORMATION
Overlaid on the problem of men protecting their
workplaces is one of its modes — “asymmetrical
information”. It is, according to Claudia Goldin,
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a key element in the concept of “pollution”. But
the interpretation of asymmetric information
is different from that developed by other Nobel
laureates in economics — when a seller or buyer
has more information about a product or service
than the other party to the transaction. George
Akerlof, Michael Spence, and Joseph Stiglitz won
the Nobel Prize in Economics in 2001 for intro-
ducing the category of asymmetrical informa-
tion into economic analysis.

The first of them showed that asymmetrical
information can lead to backward selection of
goods. Due to incomplete information, tenants
with low ability to pay and sellers of low quality
cars start to dominate the market. M. Spence dem-
onstrated how well-informed market participants
can increase their market turnover by “signalling”
to those who are worse informed.

Joseph Stiglitz noted that an uninformed
market participant is sometimes able to obtain
information from an informed one, for example,
through constant monitoring of advertising or by
choosing a specific form of contract for a transac-
tion from a list of possible ones. The 2001 lau-
reates proved that asymmetrical information is
present everywhere: some market participants
are more informed than others.

The “pollution” theory continues this line of
research. Men who put up barriers to women ap-
plying for “masculine” jobs are aware that they
will do well with their responsibilities. But just
in case, they don’t report it. Highly demanding
jobs continue to be held by men, where they are
also trained [6].

Some hierarchical models have introduced
bonuses for men if they work together with wom-
en who are higher up in the hierarchy. In some
cases, there has been a decline in performance
in a mixed team due to flirtation, poor rapport or
mutual understanding, ambiguity, or tension in
the relationship [7]. A long-standing paper on the
British coal industry in the early twentieth century
indicated that one of the reasons women were not
allowed to work in mines was that darkness and
solitude when tired or agitated led to “unworkable

relationships” [8]. In other words, the reason for
not allowing women to work underground was
more insinuation and gossip than concern for
women’s health.

“THE QUIET REVOLUTION".

POSTPONED WEDDINGS
The radical change in the role of women in the
economy, which affected many areas of life, oc-
curred in such a short period of time that Clau-
dia Goldin called it the “Quiet Revolution”. The
essence of it is that instead of focusing only on
earning money, women began to prioritise their
careers and to get married later in life.

In 1966, nearly three-quarters of US women
who graduated from college were in majors where
women were in the majority; only 10% were in
majors where men were in the majority; and the
remaining 15% were in majors where both sexes
were roughly equally represented (mathematics,
psychology, sociology, anthropology, linguistics,
history, and music). In the early 1970s, the dif-
ference between “male” and “female” specialities
was noticeably erased. The most likely reason for
this was that women began to study business and
management, and there was an outflow of women
from school education.

Obtaining education, the attitude to which
was consumerist, has now become an investment.
Previously, it was typical only for men.

According to the results of research by C. Gold-
in, the “quiet revolution” began in the USA in
the late 1960s and for female college graduates it
ended in the second half of the 1970s. For other
(in terms of education level) categories of women
it lasted until the mid-1980s.

Such widespread social change cannot be due
to a single cause — there are several factors at
play, including changes in the law. In 1964, the
Civil Rights Act included an article prohibit-
ing discrimination on the basis of sex in layoffs
and promotions. In 1972, the Education Act was
amended to provide equal access for women and
men. The resurgence of feminism through its
integration with the civil rights movement and
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the rise of anti-war sentiment had some impact.
The “Quiet Revolution” was preceded by a “Noisy
Revolution”, when feminism as a movement for
women’s equality developed in isolation.

The “Quiet Revolution” was launched by the
generation born in the late 1940s. “They were un-
witting soldiers of a coup that transformed wom-
en’s employment, education and family life” [9].

An important point was the increase in the age
of first marriage. For college-educated women
born between 1929 and 1949, the median age of
first marriage was 23. For those born in 1957, it
increased by two and a half years, and in 1965 it
increased by another year. The increase in the
age of marriage affected all groups of women,
but it was greatest for those who had graduated
from college.

At the same time, there were shifts in the choice
of speciality. By 1970, the attractiveness of tra-
ditionally “female” professions, such as teacher,
librarian, nurse, and social worker, had fallen
sharply, and by 1990 it had reached a minimum.
Other specialities began to attract women to a
greater extent: doctor, lawyer, manager, and uni-
versity teacher. This process was most rapid in
the 1980s, involving women born between the
early 1950s and the mid-1960s, who became lead-
ers in many fields. Many of them changed the
speciality in which they were trained, based on
their expectations of their future careers. And this
psychologically pushed back the desire to marry.

This generation of women has faced many
demographic changes. They were born during a
fertility spike, which is usually accompanied by
an increase in the proportion of girls born. When
they reached the age of marriage, competition for
a chosen mate was stronger than usual, which was
another factor in favour of choosing a career over
starting a family.! The same circumstance raised
the average age at first marriage. The impact of
the economic downturn in the mid-1970s should
also be added to the mix.

! Joshua Angrist, winner of the 2021 Nobel Prize in Economics, has
also addressed this problem.

CONTRACEPTIVES AND ABORTIONS
This decline in the United States was compound-
ed by the legal authorisation of free sales of the
contraceptive pills (this important factor in the
Quiet Revolution, Claudia Goldin has noted re-
peatedly and quite thoroughly). For many years,
in most states, only married women could buy
them; unmarried women were forbidden to do
so. Then suddenly a law came out allowing con-
traceptives to be sold to everyone. It is hard to
say whether this was a result of the feminist
movement for equal rights, but it affected all
women, regardless of their level of education or
skin colour [10]. The impact of this law on the
choice between career and family has been more
significant than those against gender discrimi-
nation. Statistics show a sharp rise in women’s
demand for jobs. At the same time, the number
of divorces increased, and the number of mar-
riages decreased. All three indicators showed an
increased desire of women to lead an indepen-
dent life.

Investments in paid education, which gives an
opportunity to make a career, have also increased.
C. Goldin and other researchers argue that women
became less interested in increasing the family
budget when choosing a place of work — they
were employed even if their earnings were sig-
nificantly lower than those of their husbands. As
real incomes grew, the share of married women
among employed women increased, even though
their incomes increased less in comparison with
their husbands’ incomes.

This is one of the results of applying the origi-
nal methodology of Claudia Goldin — it combines
time series analysis with the analysis of ratios of
indicators in certain periods of time. Compared to
correlation analysis, this is a more sophisticated
method (cross-analysis), in which periods of con-
sistent change in the indicators themselves and
the relationships between them are distinguished
in a meaningful rather than formal way.

However, the “Quiet Revolution” has not
eliminated the gender pay gap. In her work “The
Great Gender Convergence. Its Last Chapter” [11]
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Claudia Goldin noted that the main result of the
movement towards gender equality in the United
States and other developed countries was only
a reduction, not elimination, of the gender pay
gap. The latter is unattainable because men and
women occupy different jobs.

Voluntary avoidance of motherhood is a power-
ful factor in women’s participation in the economy.
The opportunity for this varies from country to
country, as does the practice of abortion.

According to research by Claudia Goldin and
her husband, from 1972 to 1979, the proportion of
college graduates who married within two years
of earning a degree declined [12].

Contraceptives directly and immediately low-
ered the barriers to choosing a long-term career
over family. They gave almost complete certainty
of freedom from possible accidental pregnancy.
Postponement of marriage for one or two years at
first, and then again and again, is accompanied by
a switch to regular contraceptive use. Thus, the
proportion of women in all training and retrain-
ing programmes has increased dramatically since
the 1970s.

Prior to 1973, abortion in the United States was
legal in only a few states. This federal decision did
not mean that it would quickly become widespread,
due to the practice of using the pill [13].

This was not the case in Japan, where the aver-
age age at marriage rose steadily until 1999, with
no significant increase in contraceptive use and
women’s choice of career over family. Neverthe-
less, the number of abortions increased, and the
birth rate declined. The very possibility of using
the contraceptive pill allowed women to better
plan their future labour market path at the very
beginning, and this was taken into account not
only by them but also by employers.

The late 1960s and early 1970s saw major
changes in American society, catalysed by the
Vietnam War. The anti-war civil rights movement
led to a resurgence of feminism. As early as 1968,
the vast majority of girls in the United States
expected to follow their mothers’ life path, but
within a few years their preferences had radically

changed in favour of choosing their own future.
Without denying the role of new phenomena in
public life, Claudia Goldin believes that the deci-
sive role here was played not by changes in public
consciousness, but by the availability of contra-
ceptive pills, i.e., mass individual decisions were
more important than the public mood in general
or political demands and changes.

WOMEN’S LABOUR AND FLEXIBLE
WORKING CONDITIONS

In fact, through her research, Claudia Goldin has
moved the discussion of pay inequality beyond
the usual references to sexism. She showed that
this gap is explained by “temporal flexibility”,
women’s need for flexible working conditions or
shorter working hours in order to be able to fulfil
their family responsibilities.

Based on the results of many years of research,
Claudia Goldin concluded that “if some women are
less active in demanding flexible working arrange-
ments, not much will change” [14]. In her view, it
should be a question of creating a new structure
of workplaces that are more likely than at present
to allow for the introduction of flexible working
conditions, for both women and men. These shifts
are already under way in areas such as applied and
fundamental science and health care.

Of all labour conditions, flexible working hours
and reduced working hours are the most important
for women workers. C. Goldin notes that in the
2010s, demands for shorter or contractual work-
ing hours and a ban on overtime hours became
popular in the labour movement.

Employers in the retail sector, where demand
depends on the weather, upcoming holidays, etc.,
have been the most accommodating in this respect.
Some female workers in this sector have been
attracted to work “on demand” — when sales are
at their peak.

It is well known that irregular working hours,
when workers are obliged to stay at their work-
place when necessary, result in higher wages.

Women are significantly more likely than men
of the same age to work reduced working hours.
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For some of them, very specific hours and days
are preferred, for example, if they are studying
or have to accompany their children to school or
kindergarten. For such workers, “on-call” work
is unacceptable. The inability to plan for family
responsibilities cannot be compensated for by
high earnings. It is difficult to identify the prefer-
ences of all women workers — such statistics are
not available, and the existence of these one-off
surveys is short-lived.

A general comparison of men’s and women’s
wages tells us little. There are many associated
factors related to working conditions and daily
routine. If all workers with equal labour produc-
tivity were to receive the same wage for the same
work, the difference in pay would still remain and
would not only concern differences by gender.

From the results of research by C. Goldin, it
follows that the longer the average length of
a labour day, the higher the hourly wage. This
correlation is more clearly observed in business,
finance, and legal services; it is weaker in some
sectors of the economy due to the development of
information technology, but it is present almost
everywhere else.

Skilled workers with high wages receive a pre-
mium to their hourly wage if they work more than
50 hours per week. The pattern is slightly different
for low-wage workers. They have a substantially
lower increase, but their hourly wage declines if
they start working less than 40 hours per week.

Taking these features into account, C. Goldin
concludes that the shorter the working day, the
lower the hourly wage, and for both sexes. But
since women’s working day is shorter on average,
the wage gap becomes larger due to this [15]. The
differences in wages that can be attributed to the
influence of this factor are quite significant.

But this also conceals a huge functional variety
of workplaces and the possible organisational
conditions for working in them. Some have to be
occupied around the clock, e.g., operator positions
in continuous production units, while others have
to be occupied only in one shift. The latter are
more attractive to women.

For the author, an example of such fundamen-
tal restructuring of workplaces remains the real
promotion of the “8-24” principle developed in
the 1970s by Vladimir Ivanovich Rusaev, director
of the Research Institute of Complete Electric
Drive in Novosibirsk. The principle was deciphered
as “8 hours of people work, 24 hours of equipment
work”. This implied the developers’ orientation to
create such equipment, which after maintenance
during the first shift could work the remaining 16
hours a day only under the supervision of a small
number of specialists.? Obviously, the resulting
new workplace structure would be more suitable
for women.

As real incomes increase, married women par-
ticipate more actively in the economy, even when
their earnings growth is substantially lower than
that of men.

But, as in the case of changes in the structure
of jobs, things are not easy here either. As it turns
out, families can be divided into “contractual” and
“altruistic” families. In “contractual” families, the
expediency of employing a housewife is discussed,
while in “altruistic” families the decision is made
regardless of how much it will improve the family
budget: if a woman wants to work, how can we not
meet her needs? This division exists to a greater
extent in theory than in life, because in one situ-
ation the family manifests itself as “contractual”
and in another situation as “altruistic”.

In the case of the first category of families, the
science has developed to its full potential [16].
All the developments in the field of economic
equilibrium, made for research in macroeconom-
ics, began to be applied to contractual relations
within the family. The Nash equilibrium — when
none of the participants can increase its benefits
by unilaterally changing its decision — became the
most popular. In this particular case, researchers
use modelling of two situations: when a family

2 For many reasons, this principle was practically implemented
in the Soviet electrotechnical industry (in the structure of which
the Institute was located) only fragmentarily. Twenty years later,
this principle was taken up and more fully implemented by the
Japanese company Hitachi.
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woman is preparing to make a decision on em-
ployment and when such a decision has already
been made and approved of [17].

These processes, as C. Goldin has noticed, are
accompanied by reverse processes: a decision is
made to leave work and concentrate on the family.
There is also a division of families into “contrac-
tual” and “altruistic” families. But the difference
between them is different [18].

WORKPLACES OF “GOODNESS
AND EQUALITY”
In the mid-2010s, Claudia Goldin and her hus-
band asked themselves which sector of the econ-
omy could serve as an example of maximising
equality between women and men. It turned out
to be the pharmaceutical industry [19].

In 1970, on the eve of major changes, the phar-
maceutical industry had relatively low wages for
people with secondary specialised education, and
the pay gap between men and women was not
so low. Male pharmacists were most often self-
employed, with their working hours being about
the same as those of full-time employees. The self-
employed received a decent bonus based on good
performance over a specified period, and women
with children in part-time employment (reduced
hours or part-time working week) received sub-
stantially less than men, among whom full-time
employment was maximised. But women in the
pharmaceutical industry make up the majority of
employees. And there is an explanation for this.

This industry has the smallest gap between
men’s wages, which is accompanied by two other
specific characteristics: the wage gap is also lower
for other categories involved in the business, and
wage differences between workers with different
levels of education are smaller.

Executives at all levels (at full-time employ-
ment) receive only 7% more than rank-and-file
employees, and each owner receives only 12%
more dividends than the average employee. In
addition, the industry has the highest proportion
of part-time employment (part-time of permanent
employees + outsourced self-employed). As the

prevalence of part-time work has increased, the
proportion of women has begun to rise. There are
no differences in hourly wages between full-time
and part-time workers — they have been consis-
tently decreasing for forty years.

At the same time, there was a sharp expansion
of the assortment, which contributed to the uni-
fication of the process of servicing potentially or
actually sick customers, standardisation of sold
goods and active use of information technolo-
gies. Large wholesale consumers appeared on the
market: hospitals, polyclinics/out-patient clinics,
counselling centres.

As a result, the share of independent pharma-
ceutical companies and pharmacies was decreas-
ing, the number of allowable claims of owners to
receive large (compared to salaries) profits and
dividends was reduced. Supply began to exceed
demand on average, and the proportion of part-
timers increased. All these changes reduced the
gap in hourly wages between men and women.

As a result, pharmacists in the United States
are the most gender-equal profession in the world.
C. Goldin and L. Katz emphasise that the trans-
formation of the industry has not been through
anti-discrimination policies or even through regu-
latory measures that are unique to the pharmacy
profession. It was more about changing the struc-
ture of the workplace, increasing the demand for
pharmacists and reorganising work so that the
industry became as family- and female-friendly
as possible.

But making the workplace structure women-
friendly is a costly endeavour. And Claudia Goldin
has worked to get at least a rough estimate of such
costs [20]. Then it would be possible to under-
stand how the economy would benefit from the
increased attractiveness of transformed workplaces
for women who combine work and family care.
The innovations that C. Goldin considered were
divided into three types: breaks during the working
day, reduced working hours for a certain period
of time and flexible working hours during the day.

Particular attention has been paid to the transi-
tion from employment to self-employment, which
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is seen as a private but significant way of chang-
ing the structure of jobs. For some professions,
such as dentists, pharmacists or those working in
retail, this involves making an initial investment
and often results in longer working hours. For
other professions (e.g., counselling), the transition
to self-employment does not require significant
investment or recruitment, giving women the
opportunity to set their own hours of work, start
and end times, which are acceptable to them.

In fact, the choice is not between working
conditions — it is the cost of moving to a more
attractive, flexible schedule. And the costs vary
considerably depending on the type of work and
industry.

C. Goldin uses the term “vignette” to describe
the subtleties in working conditions, which can
be translated as “curl” or “particularity”.’

The cost-effect of providing more convenient
working conditions was monitored by several pa-
rameters: the proportion of women in an occupa-
tion or specific speciality, the wage gap between
women and men, the proportion of underemployed
and self-employed (private practice).

Many high-paying jobs requiring high qualifica-
tions have already undergone stages of transfor-
mation towards more flexible working conditions.
And the demand for such changes persists despite
this. In the studies, out of the 90 occupations sur-
veyed, only in a few people dared to make personal
investments for the sake of better working condi-
tions. The most attractive improvement was the
possibility to take breaks during the working day
for one or two hours. During this time, a woman
can fulfil some of her family duties: picking up
her child from school, walking him to the sports
centre, etc.

In addition, I would like to give an example
from my own applied research experience. It is
from a completely different field, although the
practical goal of the research results is the same —

3 More precisely, “vignette” means to highlight some part of
a photograph (such as its centre) by artificially increasing its
brightness. So, the term is very accurate, although it does not lend
itself to direct translation.

to create more flexible working conditions for
women and thereby increase the attractiveness
of such work for them.

In the 1960s, I was seconded to Vladivostok to
promote the rise of Far Eastern sociology. Of the
many empirical studies that could be undertaken
at that time, the most extensive was a survey of
the crew and women workers of the “Kraboflot”
organisation. It was expected that the results of
the sociologists’ work would help reduce staff
turnover and increase labour productivity in this
important industry for the region.

On the floating bases (fish factories) of “Krabo-
flot” exclusively women worked, processing crabs
delivered by fishing vessels, where exclusively
men worked. Our sociological team encountered
problems that no one expected. It turned out that
in women’s collectives all female workers syn-
chronise their menstrual cycle after a short time.
Working on crab processing factory is physically
demanding, so during the critical days common to
all women’s teams, labour productivity dropped
noticeably. The male miners were indifferent to
this — they delivered the same amount of crab
as always.

The “Kraboflot” management accepted our pro-
posals for a short-term reduction in crab catches,
albeit begrudgingly. For this purpose, we had to
find an adequate woman among the instructors of
the Regional Committee of the Communist Party
of the Soviet Union. However, it was not without
warnings about inadmissibility of such measures
in a planned economy. The plan for fishing ves-
sels in critical days began to be officially reduced.
Later, I had to contact and exchange experience
with sociologists from Ivanovo, where similar
problems were faced by textile enterprises.

Now, when I look at the work of Claudia Gold-
in, Nobel Laureate in Economics 2023, I begin
to realise how lucky I was to have encountered
the laboratory version of the problems she was
working on. But Laureate was also studying as-
pects of the problems we hadn’t gotten to: what
the transition to new labour conditions would
cost.
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After this slightly exotic “vignette” example, we
can move on to trying to answer the next question:

IS THERE A“NATURAL LEVEL”
OF WOMEN'’S PARTICIPATION
IN THE ECONOMY?
The proportion of working women changes over
time. Claudia Goldin wondered whether there is
a level of female employment that can be called
natural, similar to the unemployment rate,
which is considered natural if it is within 3-4 per
cent of the working-age population.

The proportion of women in full-time employ-
ment is not currently (since 1990) increasing (al-
though it had been increasing for almost a hun-
dred years before that). This applies to women of
any age, with any level of education, both married
and unmarried. For example, employed married
women who are college graduates in their 30s have
been 76% since 1990. Is it possible that this is the
“natural participation of women in the economy”?

This is a hasty conclusion, since the general
development of the economy must be taken into
account: when the economy is booming, the pro-
portion of employed women increases, while in a
downturn it decreases.

The reason why the data do not support the
concept of the natural rate of female employ-
ment is also due to changes in demography.
With the increase in the age of marriage and the
delay in having a first child, women in their 30s
are now more likely to have a child under the
age of 6 than they were a quarter of a century
ago. Despite increasing childcare burdens, em-
ployment of women over 30 is higher today than
in the early 1980s and much higher than in the
1960s. In 1965, only 40 per cent of the employed
were women, of whom 57 per cent had children
under 6 years of age. Until 1999, the proportion
of women in employment increased at about the
same rate as the proportion of mothers with pre-
school children among working women. After
that, the increase stopped. Most likely, these
two overlapping processes suggest that women
worked and were educated before the age of 30

and had their first child when they already had
labour experience.

Thus, it is clear from Claudia Goldin’s research
that there is hardly a once and for all “natural
rate” of women’s employment. Women’s labour
serves as a buffer through which total employ-
ment adjusts to fluctuations in economic growth.

FEMALE LABOUR AND THE PANDEMIC
The coronavirus epidemic was seen by Claudia
Goldin as a natural experiment, the expected re-
sult of which would be a reduction in the num-
ber of working women as the quarantine and
school and nursery closures increased the bur-
den on them in the household.

C. Goldin pointed out, first of all, that during
the pandemic it became more evident than ever
before in the history of the United States: the
economic development of the United States was
radically dependent on women’s labour.

The pandemic has put real pressures on women
and families that should not be ignored. But this
impact has been significantly different from what
was expected. In the US, the number of working
women with college graduates and children under
age 4 in spring 2021 was even slightly higher than
in spring 2018, while roughly the same propor-
tion of mothers with children of similar age had
their work status downgraded. They “chose to
stay at work” despite the demotion and increased
burden of caring for children and elderly relatives
because work brings a sense of security in the face
of unreliable future earnings.

At the same time, women who had not gradu-
ated from college were twice as likely to quit their
jobs during the pandemic as those with a college
degree. This was partly due to the fact that the
latter had more opportunities to work remotely.

In addition, C. Goldin noted a surge in activ-
ity in the US of organisations that can reduce
the burden on women in the family: after-school
groups, sports clubs, home-delivered meals, and so
on. This indicates an increased demand for such
services and a willingness to pay more for them.
The demand for all kinds of additional education

The World of New Economy ¢ Vol. 18, No. 1’2024

WNE.FA.RU



Yu.P. Voronov

has also increased: legal, accounting, etc., which
expands opportunities to work remotely without
losing part of their earnings.

The researcher’s general conclusion is that for
many, getting married and having children means
increased stability. For this reason, the coronavirus
pandemic did not reduce marriage rates or shift
working mothers to solely family responsibilities.

Compared to other downturns in the global
economy, the coronavirus epidemic has affected
working women more than men. But it is not pos-
sible to unequivocally assess differences in the
proportions who left work. The ability to reconcile
family care and continue working varies signifi-
cantly by education, location, and skin colour. The
more educated have more opportunities to work
from home. Those who provide services that re-
quire face-to-face contact, however, have had to
leave. African-American women, who were not
very good at their jobs before the pandemic, saw
the coronavirus as a good reason to leave them.

Real-life cases of decision-making by work-
ing women after the outbreak of the coronavirus
epidemic show that they experienced high levels
of stress when their children were in school, their

grown-up daughters were working, and their par-
ents needed constant care. But even such women
did not always make the decision to leave their
jobs [21].

It is interesting that studies as close as pos-
sible to those conducted by C. Goldin were carried
out in Russia by scientists from the Academy of
National Economy, but there is nothing in them
concerning the economy or attitudes to labour.
It is simply noted that there are more permanent
partners and fewer casual connections [22]. Such
studies are also needed, but it is unlikely that
they will win an economics prize. However, these
results do not contradict, but rather complement
the conclusions made by Claudia Goldin.

CONCLUSIONS

The author has the feeling that this article does
not fully reflect the personal contribution of
Professor Claudia Goldin, for which she, in fair-
ness and rightly, won the Nobel Prize in Eco-
nomics. But it so happens that the very prob-
lems to which her research is devoted are poorly
known to the domestic reader. But, if you wish,
you can turn to the original source.
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ABSTRACT

Subject. The formation of new centers of global influence predetermines corresponding changes in the global balance
of power. At the same time, the lack of real reforms of the global monetary system allows the United States to continue
to set the rules of the game in the global economy, despite its increasing crisis potential. In this regard, there is a need
to identify the driving forces capable of producing constructive changes in the global monetary order. Objective. A
summary of the practice of using the US dollar to suppress global competition and maintain American superiority in
international economic relations. Results. The control of the international monetary sphere by the country — hegemon
of the world economy can be traced at all stages of the development of international economic relations (IER). Currently,
the hegemonic country’s self-interest from issuing international liquidity, with non-resistance to such a policy on the
part of all other IER participants, hinders the development of effective anti-crisis measures and worsens the general
condition of the world economy. Scattered attempts to overcome the failures of global currency regulation at the local
level (including through the use of digital technologies) seem to be ineffective, since they are not systemic in nature.
Conclusions. A qualitative reform of the global monetary system is impossible without combining the efforts of the
world’s largest economies to counter the destructive policies of the country that issues key international liquidity.
Otherwise, the costs of financial crises become an insurmountable obstacle to the global economy entering a path of
sustainable development.
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INTRODUCTION

Leadership in the world economy has been accom-
panied by the establishment of control over the
sphere of international monetary circulation since
ancient times. The technique of binding countries
through international liquidity was known in the
pre-Christian era, when in the vast territories
of the Persian, Macedonian and Roman empires
circulated the first “world” money in the form
of gold coins, embodying the power of the then
conquerors. The British Empire borrowed much
from the Romans in terms of organising its own
monetary system [1, p. 35], which was the first to
put into practice the idea of a “reserve asset”, with
the help of which it became possible to settle mu-
tual claims and obligations between participants
in foreign economic activity. The binding of the
reserve asset to the currency of the country — the
hegemon of the world economy — secured the
status of the first world reserve currency for the
pound sterling within the framework of the gold
standard, endowing Britain with an exorbitant
privilege to service its debt obligations to the
outside world in its own currency [2]. To this day,
most of the British foreign debt is denominated in
pound sterling [3, p. 416], including outstanding
debt obligations to former colonies.

Meanwhile, Britain’s inability to timely aban-
don its superiority in the international monetary
sphere after the loss of leadership in the world
economy in the late 19th century led to two world
wars, the Great Depression and the destruction of
the world trade system based on the gold standard.

The USA as the new leader of the world econ-
omy reproduced in the post-war monetary order
practically all the elements of the previous “Eng-
lish” monetary standard with the only difference
that the US dollar was adopted as the world money,
and the Bank of England as the institutional ba-
sis of the world monetary system was replaced
by the International Monetary Fund, formally
represented by sovereign states, but actually de-
pendent on the US Federal Reserve System as the
exclusive supplier of dollar international liquidity
to the world market.

Despite the consistent erosion of the American-
centric monetary order, expressed in the increasing
frequency of economic crises, growing socio-eco-
nomic polarisation and geopolitical tensions, the
end of 80 years of global hegemony of the dollar
is not quite certain. The likelihood of maintaining
the status quo is largely due to the manifestations
of financial opportunism, network effects and the
“indispensability” of the US currency for the private
and public sectors as a means of saving and adding
value, stemming from the innovative potential and
huge size of the US capital market [4].

The inseparable relationship between the US
dollar hegemony and American global dominance
has been discussed in numerous academic pub-
lications [5-13]. This study focuses on the facts
of using the US dollar to weaken the economic
potential of global competitors in the absence of
consolidated opposition from the latter to the
voluntaristic policy of the country — the issuer
of key international liquidity.

THE CONTROVERSIES OF THE
DOLLAR AS AWORLD CURRENCY
The fundamental difference between the modern
US dollar and the 19th century pound sterling is
that its intrinsic and extrinsic value are not identi-
cal. During the gold standard, there was no differ-
ence between the purchasing power of money and
its exchange rate, which were equally expressed in
gold. Today, the gold equivalent purchasing power
of the dollar has been devalued many times over.
Whereas an ounce of gold (31.1 g) was worth $ 35
before 15 August 1971, today it is worth more than
$ 2,000. At the same time, the external value of
the dollar (its exchange rate) remains virtually
unchanged. This is due to the fact that there are
direct quotations on the international currency
market, in which a certain amount of foreign cur-
rency is equated to a dollar unit.! In addition, the
dollar acts as a price benchmark for all strategic
resources traded on major commodity exchanges.

! The only exceptions are the euro, pound sterling, Australian and
New Zealand dollars, for which reverse quotes apply.
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The dollar’s function as an international price
benchmark overvalues it against all other currencies.
This revaluation is most evident when comparing the
GDP of countries expressed in market (dollar) prices
and purchasing power parities. The revaluation of
the dollar is reflected in the permanent decline in
the relative level of well-being not only in develop-
ing countries but also in developed countries. For
example, per capita income in Japan as a percentage
of per capita income in the US (expressed in current
dollars) fell from 128.4 to 44.3 per cent between 1996
and 2022, in Germany it fell from 102.3 to 63.7 per
cent, and in the UK it fell from 81.3 to 59.3 per cent.?

The current international monetary standard
forces all other countries to permanently adapt their
own monetary, exchange rate and macroeconomic
policies, as well as the structure of production and
exports to the national interests of the United States
as the issuing country of the key reserve currency,
while bearing the main costs of insuring currency
and liquidity risks, which leads to non-equivalent
exchange and reproduction of global imbalances.

This adaptation is exemplified by the so-called

“currency wars” of 1985-1990 and 2002-2008, when
the real effective exchange rate of the dollar fell by
60 per cent and 35 per cent respectively.’

The first large-scale devaluation of the dollar be-
gan after the Plaza Agreement (1985). In the 1980s,
Japan began to actively push the US out of the world
market, taking leading positions in key industries —
from shipbuilding to integrated circuit production.
Japanese credit institutions held 8 places in the
world’s top ten banks in terms of deposits. Among
the 25 largest banks in the world in terms of assets,
17 were Japanese [14]. In 1987, the USA gave way
to Japan in terms of stock market capitalisation.
The Bank of Japan was the largest investor in high-
yield debt obligations of the U.S. Treasury, at the
expense of which the U.S. financed imports from
Japan. To counteract the global Japanese expansion

2 URL: https://www.imf.org/en/Publications/WEO/weo-
database/2023/April (accessed on 18.01.2024).

S URL: https://www.imf.org/ru/Publications/WEOQO/
Issues/2022/10/11/world-economic-outlook-october-2022
(accessed on 22.03.2023).

and prevent the collapse of the dollar pyramid, in
1985, together with other leading industrialised
countries, the US implemented concerted currency
interventions aimed at strengthening the value
of the yen. As a result, the exchange rate of the
Japanese monetary unit appreciated from 261 yen
per dollar in March 1985 to 121 yen per dollar in
November 1988, resulting in a loss of competi-
tive advantage for Japanese exporters in the world
market. The bursting of the Japanese stock market
bubble in 1990 marked the era of the “lost decades”,
when Japan’s economic growth began to be financed
mainly by a forced build-up of public debt (Fig. I).
The Japanese financial crisis was a prerequisite
for the Asian financial crisis of 1997-1998, which
led to a $ 2 trillion decline in world GDP and a sub-
sequent progressive increase in the demand for
international reserves. Thus, between 1999 and
2021, the demand for dollars as a reserve asset was
three times greater than the demand for euros: in
absolute terms, dollar reserves grew by $ 6.2 trillion,
while euro reserves grew by $ 2.2 trillion.* (Fig. 2).
The second devaluation of the dollar, which be-
gan immediately after the introduction of euro cash,
was caused by the pumping of liquidity into the US
economy after the Federal Reserve’s sharp cut in the
interest rate to 1 per cent in June 2003. As a result,
the exchange rate of the single European monetary
unit appreciated from 1.16 in January 2002 to 0.63
euro per dollar in July 2008. The devaluation of the
US dollar against the euro has created significant
problems in adapting the structurally heterogeneous
members of the Eurozone to the new conditions of
foreign trade, which provoked a balance of payments
crisis in the EU. Before joining the Economic and
Monetary Union, the international competitiveness
of countries such as Greece, Portugal, Spain and Italy
was ensured by periodic devaluations of their na-
tional currencies. However, the rejection of national
currencies by the countries of the EU Mediterranean
periphery and their inability to unilaterally influ-
ence the exchange rate of the appreciating euro led

4 URL: https://data.imf.org/?sk=E 6A5F467-C 14B-4AA8-
9F6D-5A09EC 4E 62A4 (accessed on 12.02.2024).
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Fig. 1. Dynamics of economic growth and the size of public debt in Japan in 1980-2023
Source: compiled according to the data of IMF. URL: https://www.imf.org/en/Publications/WEO/weo-database/2023/October

to a sharp increase in their current account deficit
(Fig. 3), the repayment of which required an active
build-up of external debt obligations.

The result of this policy was the debt crisis, for
the resolution of which the EU first turned to the
IMF and then to the US Federal Reserve. Between
2007 and 2010 alone, the total dollar liquidity
provided to the ECB by the US Fed totalled $ 8.0
trillion.” Thus, the devaluation of the US dollar
and the generated mortgage crisis destabilised the
development of the common European economic
and monetary space and led to a significant out-
flow of capital from the Eurozone, the deficit of
which is still covered by dollar swap lines between
the Fed and the European Central Bank.°

So, the sharp change in the value of the US
dollar as world money has weakened the global
positions of the main US competitors — Japan
and the EU. According to WTO data, Japan’s

5 URL: https://www.gao.gov/products/gao-11-696 (accessed on
22.03.2023).

¢ URL: https://www.ecb.europa.eu/mopo/implement/liquidity_
lines/html/index.en.html (accessed on 10.02.2024).

share in world exports between 1993 and 2022
fell from 9.8 to 3.1 per cent, the EU’s — from 45.3
to 35.8 per cent.” The average annual real GDP
growth rate in Japan between 1980 and 1991 was
4.3 per cent compared to 0.8 per cent between
1992 and 2014. In the Eurozone countries, GDP
growth was 2.7 per cent between 1994 and 2001,
and slowed to 0.9 per cent between 2005 and
2014 (Fig. 4).

The pumping of dollar liquidity into the
global economy, primarily associated with the
redemption of illiquid assets of US corpora-
tions, manifested itself in 2022 in double-digit
inflation rates, to combat which the US Federal
Reserve System sharply increased the interest
rate. The tightening of the monetary policy of
the US regulator materialised in large defaults
in the US banking sector. Thus, in March — May
2023, the bankruptcy of three U.S. banks could
have escalated into a crisis of the global finan-

7URL: https://www.wto.org/english/res_e/statis_e/wts_e.htm
(accessed on 28.02.2024).
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cial market, if it had not been for the extraordi- The second “side effect” of the increase in the
nary intervention of the Fed, which on 15 March  global dollar supply was the growing U.S. govern-
2023 provided a record for the entire history ment debt. The author of the original concept of
of refinancing in the amount of $ 153 billion. hard-to-predict rare events in financial markets

[15, p. 34]. N. Taleb compared the growing US debt burden
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to a “white swan”, i.e., a risk, the occurrence of
which is more likely than an unexpected event of
a “black swan”.?

As global debt increases, the risk of sovereign
default increases not only for the US, but also for
developing countries, whose debt structure has
traditionally been dominated by the US currency.
A debt crisis could trigger disruptions in global
supply chains and lead to another spike in infla-
tion. Capital outflows from developing countries
strengthen the exchange rate of the U.S. dollar and
reduce the competitiveness of U.S. manufactur-
ers. To counter the expansion of competitors in
foreign and domestic markets, the United States
wages currency and trade wars that destabilise
fuel, commodities, and energy markets. Together,
these factors necessitate the creation of alterna-
tive international liquidity.

AFUTURE WITHOUT THE DOLLAR
The modern architecture of world finance is un-
der increasing pressure, firstly, from the United
States, seeking to maintain financial power in
the emerging multipolar world, and secondly,

8 URL: https://www.bloomberg.com/news/articles/2024-01-30/
nassim-taleb-says-us-faces-a-death-spiral-of-swelling-debt
(accessed on 09.02.2024).

from the most dynamically developing countries,
objectively claiming parity in the distribution of
benefits and costs of economic and financial glo-
balisation.

The pronounced crisisogenicity of the world
economy against the background of the increasing
global importance of the Eastern countries and
the development of digital technologies requires
a change in the current international monetary
standard.

Meanwhile, the inability of the rest of the world
to abandon the dollar as world money and to offer
a viable alternative to the existing international
liquidity, apparently, means that only the United
States itself, through its aggressive foreign policy,
will force countries to gradually abandon the dollar
and switch to alternative means of international
settlements and payments.

It is obvious that the excellent qualities of the
dollar as world money today are supported not
so much by the United States’ own economic po-
tential, whose successes throughout history have
depended on the inflow of talents and resources
from the rest of the world, as by the skilful work of
political technologists and image-makers, as well
as Wall Street financiers and Silicon Valley pro-
grammers, who at the present stage, in fact, have
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substituted the implementation of real reforms
of the world monetary system with the introduc-
tion of increasingly sophisticated financial and
technological innovations.

The global financial crisis and the Covid crisis
confirmed the increasing dysfunctionality of the
current monetary standard with regard to the
regulation of international monetary and finan-
cial relations and the resolution of acute global
socio-economic problems, which led to the emer-
gence and rapid development of the decentralised
financial market (DeFi) operating on the basis of
cryptocurrencies.

Market excitement around crypto-assets is
helping to promote the idea of launching sov-
ereign digital currencies, which could bring sig-
nificant adjustments to the credit money-based
growth model. In practice, however, the future of
cryptoisation of global finance looks uncertain.
For example, the creators of the global crypto-
currency private money project Diem (originally
Libra) had to abandon its implementation, and its
related assets were sold under pressure from the
Fed to Silvergate Bank, which went bankrupt in
March 2023.° The official White House position
on crypto-assets was unequivocally articulated in
the President’s annual address to the U.S. Con-
gress in March 2023, which noted, in particular:
“While digital technologies are a clever solution
to the problem of executing transactions without
a trusted party, crypto-assets do not currently
provide widespread economic benefits. They are
mainly speculative investment instruments and
are not an effective alternative to fiat currency”.!
In the view of H. Waller, a member of the Board
of Governors of the Federal Reserve System, the
digital dollar could do more harm than good to
the U.S. financial system, including cyber threats
and disintermediation of commercial banks. In his
opinion, neither the digital dollar nor the digi-

% URL: https://www.bloomberg.com/news/articles/2022-01-31/
meta-backed-diem-association-confirms-asset-sale-to-silvergate
(accessed on 12.02.2024).

10 URL: https://www.whitehouse.gov/wp-content/uploads/2023/03/
ERP-2023.pdf (accessed on 12.02.2024).

tal currency of another central bank will help to
overcome the existing differences in the sphere of
international payments without violating inter-
national standards of financial reporting (IFRS).!!

Meanwhile, Asian, and European central banks
are joining their efforts to create international
payment and settlement systems based on their
own digital currencies. Pilot tests of such projects
(e.g., Mariana, Dunbar, mBridge, Icebreaker) are
being conducted at the Innovation Hub of the Bank
for International Settlements, which has offices in
London, Stockholm, Singapore, Hong Kong, Paris,
and Frankfurt.!? Despite the achievement of cer-
tain positive results of testing, expressed in the
increased speed and reduced cost of cross-border
payments, there remain a large number of unre-
solved contradictions related to the problems of
privacy, accessibility, cybersecurity and divergence
in regulatory approaches and principles at the level
of individual jurisdictions [16, p. 49]. The use of
proprietary technologies, standards, and protocols
by central banks to handle digital currencies means
fragmentation of the central bank digital currency
ecosystem [17]. On the other hand, the creation
of a universal multi-platform CBDC regulated by
the unified norms of international law puts it in
a long-term dependence on Anglo-American law
firms, which actually monopolised the servicing
of transactions in the global financial market.

The second most significant challenge to the US
dollar as a global currency is the unprecedented
seizure of over $ 300 billion in Russian reserve as-
sets, which could have far-reaching consequences
for the US dollar as a reserve and international
settlement currency. The imposition of an em-
bargo on reserve assets multiplies the risks of
under-receipt of foreign currency proceeds for
the supply of goods and services by participants
in international trade.

As early as 1944, the IMF’s Articles of Agree-
ment stipulated that 75 per cent of a member

1 URL: https://www.federalreserve.gov/newsevents/speech/
waller20221014a.htm (accessed on 12.02.2024).

12 URL: https://www.bis.org/press/p221102.htm (accessed on
12.02.2024).
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country’s share in the capital of the Fund should
be paid in its national currency. This provision
is still in force today. In practice, it means, for
example, that it is quite realistic to pay for Rus-
sian gas supplies in roubles. For this purpose, im-
porters of Russian blue fuel need only to use the
mechanism of correspondent accounts specially
created for this purpose, demanding that the IMF
should unfreeze its rouble holdings [18].

The precedent with the confiscation of Rus-
sian foreign assets may be repeated with respect
to any other participant of the international
trading system that shows disloyalty to the US
foreign policy. Therefore, the IMF member coun-
tries should demand that the Fund take measures
against the voluntaristic actions of the US and its
allies, and put back on the agenda the priority
use of national currencies in the settlement of
mutual financial claims and obligations in order
to restore the status of the world monetary system
as a mechanism for multilateral settlements with
real, not declarative, use of an unlimited number
of national currencies.

The seizure of Russian assets has already led
to a number of initiatives to move away from the
dollar as the currency of international settlements,
for example, the China-Brazil agreement reached
in March 2023 to settle bilateral foreign trade
transactions in local currencies; the beginning
of the use of the Indian rupee to settle certain
transactions between India and Malaysia, as well
as Sri Lanka, Bangladesh, Egypt, Russia, several
African and Persian Gulf countries; the completion
of the first liquefied natural gas sale to a Chinese
national oil company CNOOC and France’s To-
talEnergies in Chinese yuan (CNY) through the
Shanghai Petroleum and Natural Gas Exchange;
Russia’s foreign trade settlements in Chinese
yuan not only with China, but also with countries
in Africa, Asia and Latin America; Saudi Arabia,
the main US outpost in the global oil market, is
considering the possibility of selling oil for yuan
instead of the US dollar, etc.

The pace of dedollarisation of the global econ-
omy depends to a large extent on the future de-

velopment of economic relations between Russia
and the European Union. The reduction of Russia’s
share in the EU’s foreign trade balance increases
the EU’s costs in two main areas: the loss of a
source of relatively cheap energy resources and
the loss of a geographically close market for the
products of its manufacturers.

Although Russia’s position towards the EU
has so far remained more than loyal, given the
13 sanctions packages against Russia, the per-
sistence of European politicians in worsening
relations with Moscow could eventually have a
very negative impact on the revenues of Euro-
pean companies and citizens.

Another gas storage utilisation problem,
which the EU could face as early as winter
2024/2025, could trigger a very serious crisis,
the consequences of which could be mitigated if
the EU countries were to build up their foreign
exchange reserves in roubles to pay for future
gas supplies from Russia. The EU could provide
the necessary rouble liquidity by creating a net
trade surplus with Russia by settling exports of
European goods to the Russian market in roubles.
The EU could use a similar scheme in trade with
China, for example, to replenish the stock of rare
earth metals needed for the production of solar
panels, wind turbines and electric cars and to
fulfil its plans to move towards a carbon-neutral
economy.

The formation of a reserve “cushion” in yuan
and roubles would help diversify the EU’s foreign
exchange reserves and reduce dependence on
New York and London to finance the dollar deficit
of the balance of payments. Such diversification
could also contribute to the implementation
of the EU’s course towards strategic autonomy,
which implies the creation of its own indepen-
dent financial markets where transactions in
Russian roubles and Chinese yuan could take
place (in the latter case, only London has such a
prerogative in the European space so far). In turn,
for Russia and China, such a step on the part of
the EU would mean a real advancement of plans
to internationalise their national currencies.
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Similarly, settlements on foreign economic
transactions with other countries friendly to Rus-
sia and China could be organised in a similar way.
For example, Russia could pay for imports from
African, Asian, and Middle Eastern countries in
roubles (yuan) without fear of secondary sanctions,
and these countries, in turn, could use roubles
(yuan) to pay for imports from Russian producers.
However, this requires the creation of an indepen-
dent settlement and payment circuit to pre-empt
the intermediate conversion of yuan and roubles
into dollars using Western-controlled settlement
infrastructure (SWIFT, CLS).

These signals may prompt the US to take action
to modernise the current currency standard. How-
ever, by the time American conservative financial
circles decide to undertake such a transformation,
Russia and China will have already formed their
own system of cross-border payments in roubles
and yuan, which will serve as the best guarantee
against future financial shocks.

Despite the current geopolitical tensions be-
tween the EU and Russia, the possibility of form-
ing a European liquidity buffer in Chinese yuan
and Russian roubles does not seem quite utopian,
given the rising degree of domestic political and
economic tensions in major European countries,
particularly in Germany, France, and Italy. Mean-
while, the actual implementation of this uncon-
ventional approach depends on combining the
subtlety of diplomatic art with financial innova-
tion and political wisdom, as well as on further
developments on the European continent.

CONCLUSIONS

The global leadership of the United States after
World War 11 is largely due to the privileged role
of the dollar in the world monetary system. The
non-resistance to this fact on the part of other
leading economies of the world has created an
illusory perception of its exclusivity, which gives
the US the right to receive financial rent from all
other countries as a payment for the use of the
American monetary unit for international settle-
ments, payments, savings, and investments.

A closed circle of financial obligations was
formed in 1944 at the Bretton Woods Confer-
ence, when 44 participating countries supported
H.D. White’s plan to create a new world monetary
order with the US dollar at its centre. None of the
conference participants objected to the American
plan, although in the run-up to the conference an
alternative British project to create supranational
money, in the issue of which a wide range of coun-
tries were supposed to participate, was discussed
in expert circles. Subsequently, some elements of
the British “alternative” were reproduced within
the framework of the multilateral international
settlement mechanism of the Council for Mu-
tual Economic Assistance (CMEA). Despite the
achievement of significant results in smoothing
the imbalances of socio-economic development,
the experience of the convertible rouble circula-
tion within the CMEA was not transferred to the
global level.

With the abolition of dollar convertibility into
gold in 1971, the world community had another
chance to free itself from dependence on the US
as a solo issuer of world money and switch to the
use of SDRs, the collective settlement and reserve
liquidity created on the basis of the IMF in 1969.
All developed countries, including the member
states of the European Economic Community
and Japan with large trade surpluses, refused to
use SDRs as full-fledged world money. None of
the significant IMF shareholders agreed to com-
mit to redistribute excess international liquidity
in favour of countries with balance of payments
deficits. This passive attitude to the reform of the
world monetary system automatically preserved
the dollar’s status as the world’s key currency.

During the oil crises of the 1970s, the US and
OPEC countries reached a tacit agreement to con-
vert all contract prices for oil into dollars, with a
subsequent transition to exchange pricing in the
markets of strategic commodities. These informal
agreements were never challenged by the interna-
tional community, and as a result, the dollar was
finally consolidated in the status of a virtually non-
alternative benchmark of world commodity prices.
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In turn, the role of the US currency as a reserve
asset was strengthened by the Asian financial
crisis of 1997-1998, which hit fast-growing East
Asian economies whose currencies were pegged
to the US dollar the hardest. After the crisis, these
economies began to actively build up dollar re-
serves to protect themselves against future shocks.
To this day, Asia-Pacific countries are the largest
holders of dollar reserves.

Each of the above-mentioned crises only
strengthened the US confidence in the stability
of its position. The sense of impunity was very
clearly manifested in the mid-1980s, when the
US currency war against its strategic partner Ja-
pan plunged the “Land of the Rising Sun” into a
state of “lost decades”. Paradoxically, the Bank of
Japan was directly involved in coordinated cur-
rency interventions aimed at appreciating the
yen. Similarly, the euro appreciation game in the
noughties weakened the international competi-
tiveness of European companies. However, even
these US demarches against its political allies
were not reciprocated. Such amorphousness finally
unleashed the White House, which dared to freeze
the seventh largest international reserves in the
world of the Bank of Russia, indisputably violat-
ing the fundamental principles of the Jamaican
monetary system.

Thus, the privilege of issuing a key reserve cur-
rency serves as a powerful tool for consolidating
global leadership. However, the opposite is also
evident — without dominance in the world mon-

etary system, it is impossible to project its power
on a global scale. This is confirmed by the minor
role of the EU, China, Russia, and India in estab-
lishing the global rules of the game, despite the
fact that these key IER actors have, respectively,
the largest “common market”, the largest indus-
trial production, the largest military potential and
the largest population in the world.

So, the lack of reforms of the current inter-
national monetary standard means the need to
prepare the world community for new even more
devastating crises. Expanding the use of national
currencies, CBDCs and crypto-assets in interna-
tional settlements will not solve the problem of
regulating final settlements between countries and
displacing the U.S. dollar, because in addition to
the currencies themselves, a long period of their
internationalisation — adaptation of economic
agents around the world to accept substitutes for
the U.S. dollar in settlements — is needed. There-
fore, in order to accelerate the transformation
of the current international monetary standard,
it is necessary to combine the efforts of the EU,
Japan, India, China and Russia in carrying out a
real reform of the world monetary system aimed
at increasing the international use of national
currencies of IMF member countries in proportion
to their contribution to the development of the
world economy. Only in this way is it possible to
ensure real, not declarative, conditions for sus-
tainable, confident, secure, balanced, innovative
and inclusive growth.
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INTRODUCTION

The world is facing a whole set of acute issues that
have come to be called a polycrisis. Are migra-
tion issues among them? After all, there are both
different points of view and a general consensus
about it as a crisis phenomenon that threatens
developed countries with an invasion of asylum
seekers living off the social support system once
they have been granted asylum. It would seem that
the crisis is borne out by impressive figures that
have a strong impact on the average person and
are used by politicians to their advantage. There
is even a shift in the policies of many European
countries that has been labelled “ominous”. Cer-
tainly, the figures for 2022 alone, showing a 64%
increase in illegal border crossings in EU member
states compared to 2021, are puzzling to say the
least.! The figures for 2023 indicate the continued
complexity of the situation.

Catastrophic events? favour mass emigration,
with refugee numbers exceeding millions — these
can be civil wars (Sudan, Syria), acute internal sys-
temic crises (Venezuela) and even ethnic cleansing
(Myanmar). In these cases, an important, if not the
main role belongs to the UN and its international
organisations, primarily the Agency and the Of-
fice of the United Nations High Commissioner for
Refugees (UNHCR), whose main task is humani-
tarian assistance, although many countries send
it directly to the affected areas. In the top five
countries where the maximum number of refugees
have settled, there is only one highly developed
country — Germany (2.5 million people), whose
policies in the 21st century have generally been
more lenient than those of other European states.
Pakistan (1.7 million), Colombia (2.5 million),
Iran (3.4 million) and Turkey (3.6 million) are
also in the top five. Obviously, these countries are
neighbouring territories where extreme events
have caused mass flight.

! Migration Outlook 2023. Ten migration issues to look out for in
2023: Origins, key events and priorities for Europe. ICMPD, 2023.
35 p.

2 What the UN (UN Refugee Agency) defines as events seriously
disturbing public order (seriously disturbing public order).

The number of forcibly displaced persons has
doubled over the last decade, reaching 114 million
in 2023, as a result of a doubling of armed con-
flicts, the highest number since the beginning of
the 21st century. For 2023, the EU received more
than 1 million asylum applications — 21.3% more
than in 2022 (the largest increase since the 2016
migration crisis).’

It is quite expected that in the 21st century
there are two main points of mass immigration —
Western Europe and North America, which is
caused not only by the level of their prosperity,
but also by their territorial accessibility for the
outflow of migrants from neighbouring coun-
tries. The most acute and controversial issue in
the US in recent decades is the problem of illegal
migration, addressing which the authorities seek
to expand its legal avenues and enforce the law.
Thus, the Biden government deported home about
half a million people who had no legal status to
stay in the US.*

Despite the fact that EU countries have gener-
ally emerged from the migration crisis, the issue
remains very important not only for them, but also
for the countries from where emigrants come to
Europe, with a clear preference for those states
with a higher level of social guarantees for mi-
grants, including refugees. The World Bank (WB)
presents the issue of migration as a phenomenon
that is becoming increasingly necessary “for coun-
tries of all income levels”.> This is confirmed in
the United States, where “continued growth in
immigration is the main driver of the country’s
modest population growth rate”. The same is true
in a number of other highly developed countries.

5 Migration Outlook 2024. Ten migration issues to look out for in
2024. ICMPD, 2024. 40 p.

4 URL: https://www.nytimes.com/2023/03/01/us/undocumented-
immigrants-exodus-us.html

5 World Bank 2023. World Development Report 2023: Migrants,
Refugees, and Societies. Washington, DC: International Bank for
Reconstruction and Development. The World Bank; 2023. 318 +
xxviii p.

¢ URL: https://www.brookings.edu/articles/immigration-is-driving-
the-nations-modest-post-pandemic-population-growth-new-
census-data-shows/?utm_campaign=Brookings%20Brief &utm_
medium=email &utm_content=288933888 &utm_source=hs_email
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The WB believes that migrants and diasporas’
can contribute to the further integration of their
countries of origin into the world economy and
even facilitate trade and foreign direct investment
flows. This suggests that the new economy of the
twenty-first century, in addition to its recognised
technical and economic characteristics, will also
be supported by labour migration, without which
it can no longer be ecologically equilibrated.

The UN Secretary-General in 2018 asked on
behalf of the global community, “What do we
want: migration as a source of prosperity and in-
ternational solidarity, or migration as the epitome
of inhumanity and social divisions?”.

MIGRATION AND INTERNATIONAL
ORGANISATIONS

An important role in the development and func-
tioning of international mechanisms of migra-
tion regulation and in the decision-making
of the world community regarding migration
issues is played by: the International Orga-
nization for Migration (refugees) — IOM, the
International Labour Organization (labour
migration) — ILO, the World Bank (remittanc-
es) — WB and a number of other organizations
and associations, e.g., OECD (Organisation for
Economic Co-operation and Development).’

It was not until 2005, when the UN General
Assembly decided to hold a High-Level Dialogue
on International Migration and Development
in September 2006 (Resolution 60/227), that
these issues received the attention they deserve.
This resulted in the creation of the Global Fo-
rum on Migration and Development (GFMD),°
which was first held in Belgium in 2007.!* Much

" Diaspora / Demographic Encyclopaedia. Moscow: Encyclopaedia;
2013.

8 World Bank 2023. World Development Report 2023: Migrants,
Refugees, and Societies. Washington, DC: International Bank for
Reconstruction and Development. The World Bank; 2023. 318 +
xxviii p.

° International organisations dealing with migration issues. url:
https://migrationnetwork.un.org/network-terms-of-reference

10 URL: https://www.gfmd.org/

1 The first Global Refugee Forum did not take place until 2019.

earlier, in 1985, 19 of the world’s most devel-
oped states, which are the main recipients of
external migration, established a multilateral
organisation, the Intergovernmental Consul-
tations on Migration, Asylum and Refugees
(IGC),'? whose membership allows them, in their
view, to influence international governance and
decision-making mechanisms in relation to
migration, including determining the direction
of migration policies. While participation in
the IGC entails helping to ensure orderly and
humane migration management and promot-
ing international co-operation in this field,
the European migration crisis of 2014-2016
has demonstrated significant difficulties in
finding practical solutions to problems of both
geopolitical and economic nature.

Experts from international organisations and
independent researchers have been studying
the impact of migration on wages in host com-
munities for a long time and have concluded
that wages do not decrease when the number of
workers increases due to external migrants. For
example, this thesis is supported by a large new
study of such an impact in Mexico — USA, Can-
ada flows at the level of local North American
communities in the period 2000-2015, which
includes the Great Recession (Great Recession,
2008-2013) [1, p. 8].

LABOUR MIGRATION
AND THE INTERNATIONAL
LABOUR ORGANIZATION
To protect migrant workers and their families,
the ILO has a number of conventions, both spe-
cialized and related to the regulation of other
issues: women’s and child labour, forced labour
and others. To fully protect the migrant, both
in the country of arrival and origin, it is neces-

12 The Intergovernmental Consultations on Migration, Asylum
and Refugees (IGC) is an informal forum for intergovernmental
information exchange and policy discussions on all issues related
to the regulation/management of international migration flows. It
is the world’s first intergovernmental consultation mechanism on
migration issues.
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sary for them to ratify the convention(s). The
ILO has introduced Fundamental Conventions
which all member states of the organisation are
obliged to ratify. These include two conventions
on forced labour, with the 1930 convention
having a protocol adopted in 2014 and, in ac-
cordance with ILO standards, subject to sepa-
rate ratification.!® All Persian Gulf states!* have
ratified both forced labour conventions (which
helps to protect migrant workers, including at
the international level), but only Saudi Arabia
has ratified the protocol. Thus, in 2016. The
International Trade Union Confederation filed
a lawsuit!® against the UAE for non-compliance
with the ILO Convention on Forced or Compul-
sory Labour (No. 29) [2]. The UAE government’s
responses were mainly limited to the practice of
implementing child labour provisions (special
attention was paid to camel riders).!® As the
ILO notes, the UAE “lacks an adequate legal
framework that would prevent migrant workers
from being subjected to situations or practices
that amount to forced labour” [2, p. 2562]. The
ILO monitors both the extent to which UAE law
meets the requirements of ratified conven-
tions and its implementation. For example, it
requests the government to provide statistical
information on the number of migrant workers,
including domestic workers, who have sought
legal assistance; on the outcome of migrant
labour disputes.!”

Ratified conventions are themselves the legal
basis on which national legislation must be
brought into conformity. The UAE ratified the
Abolition of Forced Labour Convention, 1957

13 Many countries have taken advantage of this, as 181 out of 187
have ratified the convention and only 60 have ratified the protocol.
4 Hereinafter refers to the States members of the Gulf Cooperation
Council (Cooperation Council for the Arab States of the Gulf).

15 In 2001 and 2002, the International Confederation of Free Trade
Unions also complained to the ILO about the UAE’s violations of
conventions.

16 Cases of involuntary emigration/removal of minors from South-
East Asian countries.

' URL: https://www.ilo.org/dyn/normlex/en/f?p=1000:13101:0::
NO:13101: P13101_COMMENT ID:4049842.

(No. 105) as early as 1997, unlike, for example,
neighbouring Qatar (2007), so the delay in en-
acting legislation is indicative of the difficulties
in implementing the norms of even ratified
conventions.

Despite the ever-increasing number of migrants
in the world, most countries have not ratified the
ILO Conventions on migration. For example, the
Migration for Employment Convention (Revised),
1949 (No. 97) has been ratified by only 54 States,
among which there are no Gulf States, but there
are major recipients among developed countries:
Germany, France, Italy, Spain, New Zealand. The
Migrant Workers (Supplementary Provisions) Con-
vention, 1975 (No. 143)!8 has even fewer ratifica-
tions (30); there are no recipient countries other
than Italy and no major economies of the world
among the ratifiers.

Our attention to the Persian Gulf countries is
due to their uniqueness: they need and attract
labour migrants as temporary labour force and
at the same time have a rapidly growing local
population due to fertility. For example, the UAE’s
population (by 2022) has grown 31-fold since
the date of state formation (1971). The number
of migrants (foreign nationals) varies by emir-
ates, their minimum share in Al-Fujairah is 61
per cent of the total population, their maximum
share in Dubai is 91 per cent; and their share in
the employed population is 96 per cent [3, p. 11].

It should be noted that none of the Persian
Gulf countries has ratified the ILO Convention
on Domestic Workers, 2011 (No. 189), although
this is the most important sector for attracting
immigrants along with construction. For example,
52 per cent of migrant women are employed in the
domestic sector in the UAE [3, p. 3]; of the more
than 1 million Filipinos, 20 per cent are domestic
workers (mainly nannies and maids) [4, p. 4].

Despite the efforts of the ILO, it is not pos-
sible to solve the problem of the low level of
ratification of many conventions as a source of

18 Full title: Convention No. 143 concerning Migrations in Abusive
Conditions and the Promotion of Equality of Opportunity and
Treatment of Migrant Workers.
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regulation of social relations [5, p. 38]. This cer-
tainly hinders the expansion of international
law in the field of migration. Therefore, it is
necessary to achieve ratification of the “migra-
tion” convention(s) by all recipient countries.
But this can only be done if the ILO Governing
Body makes a proposal, and the International
Labour Conference decides to make Convention
No. 143 fundamental. This is a complex process,
but without its solution effective regulation/
management! of labour migration in the modern
world is impossible.

Labour migration policies are changing even in
rather conservative countries, with Saudi Arabia in
2023 expressing a desire to attract foreign workers
through less restrictive policies.?

CHALLENGES OF ACOMMON

MIGRATION POLICY IN THE EU
In order to effectively regulate external migra-
tion flows (especially in case of their rapid and
significant growth), the principle of suprana-
tional co-operation is of great importance [6],
which in the EU, despite the failure of attempts
at coordinated resettlement of refugees from
countries of arrival in Europe, had another pur-
pose — monitoring of external borders to deter
irregular migration.

The EU budget allocated 10 billion euros for
migration and asylum management in 2014-2020.
Over the period 2021-2027, this amount will in-
crease to 22.7 billion euros [7, p. 56]. Such differ-
ences in funding indicate, in our opinion, that the
seriousness of the situation was not immediately
realised. At the same time, EU countries are also
pursuing national migration policies that are
subjected not only to public but also to research
criticism. Assuming, as some researchers do, that
expert and governmental circles in Germany “did
not take into account that migration over time

1Y We use a double term because most international organisations
translate the word “management” as governance, which is not true
in all cases.

20 URL: https://www.bloomberglinea.com/english/saudi-arabia-
wants-to-attract-foreign-workers-with-less-restrictive-policies/

erodes the identity of the state, changes its in-
ternal political landscape” [8, p. 53], we cannot
but note that at the same time assimilation and
adaptation of migrants within the existing identity
is taking place.

Objective difficulties of adaptation?! lead
to emotional denial of the positive features of
migration, which is used in political struggles
that are far from public interests. Those politi-
cal forces (parties, politicians, public unions)
that play on the anti-migration sentiments of
a part of the population and propose knowingly
unlawful restrictions are considered danger-
ously populist and even extremist.

The Schengen crisis seems to be the most
serious in the transition from integration to
fragmentation of European economies, although
the Schengen area is not a direct consequence
of the EU and was incorporated into the single
legislation only under the Treaty of Amster-
dam (1999). The creation of internal barriers
preventing migrant refugees from moving from
one country of the Union to another was a very
harmful solution for integration, and also inef-
fective in the long term [9]. The EU Commis-
sion’s plan for a permanent refugee resettle-
ment mechanism could not be adopted — it
was rejected, but supranational cooperation
was strengthened to manage flows and monitor
Union borders [6, p. 1122].

Turkey occupies a special place in the EU
migration crisis. On the one hand, it raises the
practical question of using refugees to rebuild
the country after the devastating earthquake
of 2023, and on the other hand, referring to UN
proposals to the EU and Western countries in
general, it asks for trade on condition of cre-
ating sustainable jobs in the formal economy
for Syrian refugees and locals. Thus, both the
much-coveted development and labour adapta-

2 The migrant community, regardless of its form — diaspora or
settlement (urban enclave of migrants), is a functional system
that can ensure homeostasis both through interaction with the
local community and through purely internal sources, closing in
on itself.
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tion of refugees/migrants requires new invest-
ments by the same highly developed countries.
Let us look at these costs as an example.

EXTENT OF INVOLUNTARY
AND IRREGULAR MIGRATION
IN THE 21ST CENTURY.

At the beginning of 2023, there were 108.4 mil-
lion forcibly displaced persons worldwide,?? of
whom 76 per cent were in low- and middle-in-
come countries and another 20 per cent in least
developed countries.?® The reason for the mass
emigration, or set of reasons, is clearly identified
by the migrants themselves, whose march from
Central America to the United States, for exam-
ple, has been labelled “Exodus from Poverty”.

An impressive example of the scale of the war-
induced migration wave and methods of defence
against it is the Syrian catastrophe during the
armed conflicts in that country and the subsequent
systemic crisis. To mitigate this wave, an agree-
ment between the EU and Turkey was concluded
in spring 2016 to reduce as much as possible the
number of migrants entering the EU via the Cen-
tral Mediterranean route, which was based on an
agreement on financial assistance in the amount
of 6 billion euros, the lifting of visa restrictions
for Turkish citizens under certain conditions and
a number of other issues. Despite predictions of
failure on the part of third countries and discon-
tent within the EU itself, the agreement is not
only still in force (Turkey has already received
9.9 billion euros), but has also successfully solved
the problem of the refugee invasion of Europe: as
of 2023, the largest number of refugees — 15.22
thousand — was received by Germany, followed
by France and the Netherlands — more than 5.5
thousand; significantly smaller in population
Sweden and Finland resettled 3.1 and 2.7 thousand
people, respectively. If we compare these countries
in terms of relative rate per 100,000 population,
Finland leads (49.4), followed by the Netherlands

22 The most catastrophic period was the mid-2000s.

% Global trends forced displacement in 2022. Copenhagen: United
Nations High Commissioner for Refugees; 2023. 48 p.

(31.6) and Sweden (30.4). Germany has a much

lower rate (18.3), but it is higher than Belgium and

France (8.7). It is quite wrong to speak of a wave

of Syrian migrants “flooding” Western countries

based on these figures — just over 37,000 people

have moved to the West.? Therefore, Turkey’s role

as a successful barrier to migrant refugees cannot
be overlooked in the future policies of EU coun-
tries and others experiencing similar problems.
A similar thing would be effective on the path of
migrants to North America via Mexico, but these

flows, which cause such heated political battles in

the US, are not mainly made up of refugees flee-
ing from disasters, but of those seeking a better
fortune for both purely economic and a combina-
tion of various reasons.

In addition to the Central Mediterranean flow,
there is a second major destination — Italy, where
the flow of irregular migration to Italy increased
by more than 50% amounting to 158,000 people
in 2023.% Libya and Tunisia have also become
key transit hubs, including for refugees and those
seeking a better life. However, attempts by a num-
ber of Mediterranean countries (Italy) to create a
buffer have not yielded noticeably positive results.

The extraordinary burden of unregulated mi-
gration flows that has been placed on a number of
countries has led to the search for entirely new so-
lutions to the problem. The most unexpected was
the British government’s attempt?® to negotiate
with the Rwandan government to resettle those
who have not been granted asylum in the UK in
that African country. This plan can be assessed as
a grandiose one,?” although it is too complicated
to be realised quickly. Its successful implemen-

2* The author’s data and calculations on: URL https://
de.euronews.com/my-europe/2023/03/31/was-wird-aus-dem-eu-
migrationsabkommen-mit-der-turkei-wenn-die-opposition-die-
wahlen-gewin

25 URL: https://data.unhcr.org/en/situations/mediterranean/
location/5205

26 UK Home Office statistics show a 60 per cent increase in illegal
migration to this country in 2023 compared to 2022. URL: https://
www.thetimes.co.uk/article/migrants-return-to-lorries-as-
weather-thwarts-channel-crossings-7rtlwp3pw.

" For both political and economic reasons and their consequences.
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tation would lead not only to the solution of the
problem in Britain, but also to the development
of Rwanda itself. Such an unusual project arouses
resistance from Britain (decisions of the Supreme
Court and the Court of Appeal) and international
organisations (Human Rights Watch) and scepti-
cism from part of the international community.
Without explicitly assessing the ongoing efforts
of the British and Rwandan governments to find
a way out of the deadlock and start accepting
migrants in Rwanda, we can at least conclude that
this unexpected project shows very broad pos-
sibilities of finding solutions in crisis situations.
It should be noted that the “Turkish corridor”
was followed by migrants from the Middle East,
while the “Mediterranean corridor” was followed
by representatives of African countries. Thus, in
the first flow in the year of the peak of the mi-
gration crisis (2015), citizens of Syria prevailed
(50% of all those who received protection status
in EU member states?®), and they were the majority
among emigrants in Greece (57%), where 22% of
them came from Afghanistan and 5% from Iraq.
Eritrean nationals (25 per cent), Nigerian and
Somali nationals (10 per cent each) predominated
among those who moved to Italy, while migrants
from Syria represented only 7 per cent [7, p. 56].
If the international community pays and is
likely to pay a lot of attention to events causing
migration waves, the main burden falls on the
world’s most developed countries, including those
already providing development aid support. But
many European experts do not stop there and
believe that the success/effectiveness of regulating
irregular migration will depend on the extent to
which countries in the Global North would support
the countries most affected by rising food prices
by stimulating food production and increasing
the resilience of the agricultural sector [10]. One
cannot but agree that this is an important factor
in controlling irregular migration flows, but the
future of the least developed countries in such a

28 In 2019, EU countries granted protection to 295,800 asylum
seekers, of whom almost one in three (27%) came from Syria.

case will be linked mainly to the constant growth
of aid to them and the growing “burden” of the
“rich” countries. Such a path seems to be the most
obvious and simple one, but it does not lead to the
goal of sustainable development of their econo-
mies, but rather to the emergence of new problems.

The most prominent permanent migrant flows
are: Russia < Central Asian countries, USA <
Mexico, Germany < Eastern European countries —
strongly affecting demographics and economies
in the host communities.

Despite the position of many developed coun-
tries (including Russia) that it is necessary to apply
a selective approach to the entry of migrants with
high qualifications and scarce professions, all of
them simultaneously need and attract low-skilled
labour force [11], the need for which will exist for
a long time to come. Seasonal migration, which
plays an important role in large economies, has a
special place in this confrontation. Seasonal work-
ers have lower skills, and therefore the emigration
of unskilled and low-skilled labour will continue
in countries with the strictest selective policies.
The example of U.S. farmers’ losses during the
government’s 2017-2020 tightening of the ad-
mission of seasonal workers across the Mexican
border (especially in California)?* demonstrates
the importance and necessity of foreign workers.

MIGRATION STATISTICS
AND DATABASE ISSUES
The main data on migration are obtained from
national censuses. The second most important
source is special surveys, such as the European
Union Labour Force Survey, one of the largest.>
The United Nations Population Division, which
provides estimates of international migrants,
serves as a database for developing countries.
One of the world’s main centres of information
on migration is the World Bank, which is gradually
expanding its set of indicators of international mi-

29 URL: https://immigrationimpact.com/2017/08/14/farmers-
struggle-labor-food-prices/
30 URL: https://ec.europa.eu/eurostat/web/microdata/european-
union-labour-force-survey
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gration flows. The International Organisation for
Migration (IOM) also has a migration database. It
started as a logistics organisation for refugees and
displaced persons, becoming a UN subsidiary in
2016,% and coordinates the UN Migration Network,
established in 2019, which also includes Office of
the United Nations High Commissioner for Refu-
gees (UNHCR), the UN World Food Programme and
United Nations Development Programme (UNDP).
In turn, International Organisation for Migration
can look to the Global Compact for Safe, Orderly
and Regular Migration as a non-binding frame-
work for state cooperation. The global mandate of
International Organisation for Migration includes
assistance not only to refugees and involuntary
displaced persons, which UNHCR also deals with,
but also to labour migrants, where its work over-
laps with ILO’s work. Attention to the functions
of UN organisations in the field of migration is
not only related to an analysis of their capacity to
regulate migration flows alongside national gov-
ernments. The problem is that these organisations
are also involved in humanitarian assistance to
internally displaced persons as a result of disasters,
and their funding (which is usually required on an
emergency basis) significantly reduces the pos-
sibilities for their systematic work in the field of
international migration, which cannot but affect
the effectiveness of addressing migration issues.

Local international organisations and founda-
tions play a significant role not only in the regu-
lation of migration, but above all in its research
and accumulation of a database. The International
Centre for Migration Policy Development (IC-
MPD), which has 20 member states and operates
in more than 90 countries, should be mentioned.
In its reports/statements since 2019, it analyses
migration flows to European host countries and
the situation in the main countries of origin of
migrants, using a regional approach.

The World Bank’s statistics on international
migration, unfortunately, identifies overly en-

3 We do not touch upon the predecessors (predecessor) of IOM,
which are included in the history of its activities 1951-1989 rather
conventionally/ conditionally.

larged groups of countries. The group with low
and medium per capita income is particularly
unsatisfactory, as it includes the least developed
countries (where emigrants are refugees and ille-
gal immigrants) and countries with above-average
income (e.g., Russia, Kazakhstan), where labour
migrants who arrived for economic reasons pre-
dominate. Therefore, the main migration flows
noted by the World Bank are poorly comparable.
Thus, it is very important to single out the Arab
countries of the Persian Gulf not only because of
their significant share in global migration — 17%,
but also because of the role of labour migrants
in their economies (up to 70% of the total labour
force) and the huge gender differences of migrants,
which are not found in any other flows (up to 90%
of men). In addition, as a peculiar phenomenon
among global migration, it is worth noting the
rich countries of this region, which fall into two
groups: those that need migrants as a result of a
shortage of working-age population and labour
force, and those that want to ease the pressure
on the national labour market by emigrating due
to a rapidly growing population.

THE ROLE AND IMPORTANCE
OF MIGRANT REMITTANCES
In 2022, the World Bank’s Global Knowledge and
Policy Advice Centre on Migration and Develop-
ment (KNOMAD) established the International
Working Group on Improving Data on Remit-
tance Flows [12]. This is due not only to the need
for more accurate and streamlined remittance
statistics, but also to the importance of this
indicator in relation to the UN SDGs, including
Goal 10 to reduce the cost of remittances to 3%
by 2030.

In 2023, more than 200 million migrant workers
sent US$ 669 billion to 800 million family mem-
bers.32 In 2023, the countries with the highest
volumes of remittances received (the top five)
are the fast-growing economies: India, Mexico,
China, Philippines, Egypt (see Table). In addi-

52 URL: https://www.ifad.org/en/ffr
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Table
The largest countries in outflows and inflows of remittances, USD $ million
2022 2023
Country . . Country ..
sending share in receiving .
remittances GDP,% remittances share in GDP,%
us 81636 0.3 India 125000 3,4
Saudi Arabia 39349 3.6 Mexico 67000 3,7
UAE 39673 7.8 China 49500 0.3
Switzerland 33550 4.1 Philippines 40000 9,2
China 18256 0.1 France 34000 1,1
Kuwait 17744 10.1 Egypt 24200 6.1

Source: compiled by the author on the basis of WB data: World Bank-KNOMAD, December 2023.

tion, the importance of remittances3’ for national
economies is reflected in their share in a country’s
GDP. Tajikistan (48 per cent), Tonga (41 per cent),
Samoa (32 per cent), Lebanon (28 per cent) and
Nicaragua (27 per cent) have a significant share
of remittance inflows in their GDP. But even these
countries are interested in return migration and
reintegration [13]. Since 2005, the Global Forum
on Remittances, Investment and Development
(GFRID)** has been organised to maximise the
development impact of these “vital flows”.>
The Table selects countries where outward
transfers exceed $ 10 billion.* Among the larg-
est recipient countries, Pakistan ($ 24bn) and
Bangladesh ($ 23bn) have almost the same vol-
ume as Egypt, and it is equally significant for
these economies, with a share in GDP of 7.0 per
cent and 5.2 per cent respectively. Both groups
include China, for whose economy both types of
personal transfers are not noticeably important.
It should be noted that in 2022 in Russia for the
first time incoming remittances began to exceed

55 The high share emphasises the importance of remittances in
financing the current account and the budget deficit.

3t Global Forum on Remittances, Investment and Development.

55 URL: https://gfrid.org/about/

56 This is what Russia was until 2022; the maximum in pre-crisis
2013.— USD 37.217 billion.

outgoing remittances, which is typical of devel-
oping countries, especially poor ones, for which
the inflow of remittances plays a major role [14,
p. 42]. The same situation has been observed in
France for a long time, which is explained by its
special position/place among the EU countries; its
share among the remittance-receiving countries
in the EU exceeds one fifth of the total volume
(20.4%), which is much higher than that of Ger-
many (13.7%) and Belgium (8.7%).3” The inflow
of remittances to France demonstrates the great
potential of seasonal and cross-border migration
for the states of the integration union. Thus, due
to cross-border and seasonal migration of the
French, their remittances in 2022 from Switzer-
land to their home country totalled € 19.2 billion
and from Luxembourg it totalled € 7.1 billion.*
France’s continuing ties with countries that were
its sphere of influence in the 19th century encour-
age labour immigration, so the highest outflow of
personal transfers to countries outside the union
in the EU is between France and Morocco —€ 2.7

57 URL: https://biteffect.net/ru/kto-lider-po-denezhnym-
perevodam-v-evrope/

38 URL: https://ec.europa.eu/eurostat/statistics-explained/
index.php?title=Personal _transfers_and compensation_of _
employees#Western_European_countries_ were_amongst_the_
main_senders_and_recipients_of these cross-border flows
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billion (2022).% But while France is at the begin-
ning of the second twenty countries of the world
by such an important macroeconomic indicator
as GDP per capita, slightly ahead of the average
GDP per capita in the EU, Russia is at the end of
the list of the first fifty countries, falling in 2022
by another 5 places compared to 2021.%° This fact
reflects the general economic situation affect-
ing the inflow of foreign labour into the Russian
economy.

The volume of remittances sent by labour mi-
grants from Russia fell 3.8 times in 2023 compared
to 2018 (the maximum after the 2015/2016 crisis),
indicating that migrants reacted primarily to the
depreciation of the rouble and worsening em-
ployment conditions that caused the outflow of
foreign labour. The so-called “covid drop” was only
a quarter (24.4%), while the balance of external
migrants decreased by almost 2.7 times in 2020.*

The significant and growing role of migrants’
remittances for their countries of origin is widely
covered in the scientific literature [15-17]. There-
fore, let us focus only on one problem of this eco-
nomic, financial, and social phenomenon — the
cost of remittances (personal transfers). Reduction
of this indicator is one of the UN SDG 10 (indicator
10.A) and can have the most noticeable impact not
only on families and households of migrants, but
also on the economy of their countries of origin.

According to the World Bank’s World Remit-
tance Price Database, the fees charged for remit-
tances remain stubbornly high: as of Q2 2023,
they averaged 6.2 per cent for sending US$ 200%> —
higher than a year ago. Banks are still the most
expensive channel for sending remittances (about
12.1% on average), followed by post offices (7%),
money transfer operators (5.3%) and mobile
phones (4,1%).%

3 Ibidem.
40 Calculated according to: URL: https://data.worldbank.org/
indicator/NY.GDP.PCAP.PP.CD

41 Calculated according to: URL: https://rosstat.gov.ru/
compendium/document/13283

42 URL: https://remittanceprices.worldbank.org/
4 URL: https://www.worldbank.org/en/news/press-release/2023/

The importance of remittances and their value
is emphasised not only by global organisations
but also by the G20 Group, as faster, cheaper, and
more transparent cross-border payment services
can improve the lives of millions of people, above
all reducing poverty in migrant households [18],
supporting economic growth, international trade,
global development, and access to financial ser-
vices. The G20 prioritises such progress. But this
does not apply to irregular migrants, who in most
cases are deprived of the possibility to send per-
sonal transfers through legal sources and have
to use personal channels. Reaffirming the UN
Sustainable Development Goal, the G20 has set
a target that by 2030 the average global cost of
sending remittances should be no more than 3
per cent (per US$ 200) and there should be no
migration corridors where it exceeds 5 per cent.

Realities show that the cost of transfers be-
tween developing countries themselves is not only
many times higher than this threshold, but also
seems unthinkable in the 21st century. For ex-
ample, fees exceed 50% for funds sent from Turkey
to neighbouring Bulgaria, while in sub-Saharan
Africa remittances from Tanzania to Uganda and
Kenya are subject to fees exceeding 30%. In South
Africa, sending across borders with neighbouring
Botswana, Eswatini and even the South African
enclave, the Kingdom of Lesotho, is particularly
expensive. At the same time, it should be empha-
sised that, on the one hand, South Africa became a
member of the G20 in 2023, and on the other hand,
this club has a G20 plan to facilitate remittance
flows, in which South Africa’s actions are already
prescribed, and the average cost of remittances
in 2021 was supposed to decrease to 5%. In 2021,
however, the G20 average was 8.12%, almost four
times lower than South Africa’s current fee. One
can only hope that the country’s accession to the
Club will contribute to lowering this target,* —
without which the G20 plan will fail.

12/18/remittance-flows-grow-2023-slower-pace-migration-
development-brief

4 As suggested, by promoting competition and pressurising the
cost of remittances in South Africa.
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If the foreign policy pressures in the above ex-
amples are beyond reasonable economic ties and
in this aspect with regard to remittances do not
raise questions, the cost of foreign labour transfers
between countries integrating their economies
on the basis of the African Free Trade Agreement
(AfCFTA),* shows the disinterest of the signatory
states in giving it substance — the elimination of
borders for the free movement of capital, goods,
services and, of course, labour force.

It is also worth noting that the number of la-
bour migrants is increasing slower than the vol-
ume of their remittances, which may indicate that
the average earnings of migrants are increasing as
aresult of higher qualifications and better quality
of the labour force.

REGULATION OF ILLEGAL/

IRREGULAR MIGRATION
The situation is viewed from a perspective cen-
tred on international law, from the point of view
of the country of origin and where the country
of influx is going to send the migrants — wheth-
er this region (country) is safe for them or not.
Therefore, migrants/refugees coming from a
country that is not dangerous for them would
not be considered as potential refugees, but as
disadvantaged migrants who are not eligible for
refugee status and are not in need of interna-
tional protection.

Although the European migration crisis is con-
sidered to be a thing of the past, irregular migra-
tion is still a problem for almost all European
countries with access to the Mediterranean Sea.
Spain, for example, experienced a new wave of
irregular migration in 2023: the number of ir-
regular arrivals increased by 82.1 per cent, putting
a significant strain on the host country. This is
especially true for the Canary Islands, which are
easily accessible by water — in 2023, the number
of arrivals there increased by more than 2.5 times
(by 154.5%), and reached 39.9 thousand people.*®

45 The African Continental Free Trade Area.

46 Source: Information from the Spanish Ministry of the Interior Affairs.
file:///C:/Users/Asus/Downloads/Presentaci%C 3%B 3n%20de%20

Despite the predominance of research on
immigration problems in developed countries,
its main corridors remain those within devel-
oping countries. Attitudes towards these flows
have changed dramatically in the 21st century.
Uganda’s 2016-2020 and 2021-2025 national
development plans, for example, were designed
to provide an integrated development solution
for refugees and their host communities, and the
country became one of the first in the world to
integrate refugees into national development
plans. To achieve this, a common approach across
all government agencies was adopted,*” involving
district level interventions to serve the entire
population, both Ugandans and refugees.

CONCLUSIONS

The World Bank advises national governments to

ensure the participation of the private sector, civil

society and local authorities in the development
of migration policy. With the urgent need for its

correction in the Russian Federation, as evidenced

by numerous initiatives of the legislative, execu-
tive branch and public associations, the state and

society need to realise the role of private business

and local authorities in a forward-looking vision

of the immigration problem, which is more fruit-
ful than a policy of rapid response to frequent
changes in the situation of an opportunistic and

economic nature. In addition, local authorities/
municipalities are at the forefront of decision-
making on the problems of migrant response and

integration. Therefore, it is necessary to rely on

them, which is especially important for large coun-
tries such as Russia, the USA and Canada.

In the 21st century labour migration is an im-
portant macroeconomic factor for both developing
countries and the “old” world, the impact of which
will only increase due to the objective process of
demographic ageing and declining birth rates in
developed countries. This is why many countries

PowerPoint%20-%2024_informe_quincenal_acumulado_01-01_al 31-
12-2023%20(1).pdf.

47 We emphasise this fact, because in Russia even statistical data on
migrants from different agencies diverge considerably.
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of origin of labour migrants are pursuing special
migration policies,*® something that is so lacking
in the post-Soviet states.

It is necessary to emphasise the difference in
the attitude towards migration in the policies
of receiving countries in the present and past
centuries, which is that the skills and qualities of
immigrants should now match the needs of their
host countries. It is very important that this prin-
ciple is shared by many out-migration countries,
which seek to regulate processes in this way. These
changes lead to the optimisation of regulated

both receiving and destination countries.

The migration policies of states such as the
United States, Canada, and Germany should be
based on the federal governments’ fiduciary
duty to protect the reputation of these coun-
tries as equal communities for any external
migrants, regardless of their ethnic, cultural,
or gender identity.

To conclude the study, let us turn to the epi-
graph of the World Bank report, taken from a
Parsi legend: “They [foreigners] will dissolve in
society as sugar dissolves in milk, sweetening

flows and the maximisation of their benefits for the life of society but not disturbing it” [3, p. iv].
Are modern societies able to accept migrants
from very different cultures in the same way

as Parsi society did 1,000 years ago?

48 For example, the Papua New Guinea Government to facilitate labour
migration to Australia under the Pacific Labour Mobility Scheme.
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Hangang River” and one of the four “Asian Tigers”,

along with Hong Kong, Singapore and Taiwan. In
1996 the country joined the Organisation for Economic
Co-operation and Development (OECD), whose members
are advanced economies.

In July 1953, after the end of the three-year war,
South Korea was a backward agricultural economy
with a GDP per capita USD 87, low industrial po-
tential, an underdeveloped domestic market and
scarce natural resources. In 50 years, the Republic
of Korea has become a global innovation leader
(since 2013, it has topped Bloomberg Innovation
Index for 6 years in a row) with a GDP per capita
USD 50331 (2022).!

What factors were behind the “Korean economic
miracle”? The experts suppose that the country’s
rapid economic growth is based on an effective
innovation system, sound government policy, fa-
vourable global economic environment and a well-
educated and disciplined population.

S outh Korea has been called the “Miracle on the

KEY STAGES IN THE FORMATION
OF KOREA'S NATIONAL
INNOVATION SYSTEM (NIS)

The first phase. 1960s.

From 1962 to 1979 Park Chung Hee (1917-1979)
was president of the country and introduced sig-
nificant economic reforms. Their goal was to trans-
form Korea into an industrialised country with an
export-oriented economy.

Thus in 1962 the Economic Planning Council
was established, and the first five-year economic
development plan was adopted, which implied
support for import-substituting and export-ori-
ented industries (footwear, clothing and textiles).
During the period of light industry development
(1962-1971), foreign investment totalled USD 2.6
billion, mainly in the form of loans to the govern-
ment and the private sector. This stage laid the
foundation for the country’s industrial development.
In the Second Five-Year Plan (1967-1972), six basic

! URL: https://data.oecd.org/gdp/gross-domestic-product-gdp.
htm?context=OECD

sectors of the national economy received legisla-
tive support: ferrous and non-ferrous metallurgy,
petrochemicals, machine building, shipbuilding,
and electronics [1, p. 127].

At that time, the Republic of Korea did not have
sufficient financial resources to carry out its own
R&D, so it acquired technology from industrialised
countries and thus gradually increased its tech-
nological potential. The country’s main strategic
partner at that time was Japan, with which a treaty
was concluded in 1965 that defined the basic prin-
ciples of co-operation between the two countries.
This partnership provided Korea with the Japanese
technology and capital needed to develop its own
economy. In exchange for military support in the
Vietnam War, the United States also provided tens
of billions of dollars in technology, subsidies, loans,
and grants. Overall, between 1950 and 1960, U.S.
aid played a fundamental role in the modernisation
and industrialisation of South Korea.

In the early 1960s, R&D in the Republic of Korea
was carried out only by the Korea Atomic Energy
Research Institute and the National Institute of
Military Technology. Annual R&D expenditures
did not exceed 9.5 million USD, and there were
only 5,000 engineers and scientists in the country
[2]. The Korea Institute of Science and Technology
(KIST), opened in 1966, was the first organisation
dedicated exclusively to R&D.

To create a legal framework in this area, the Laws
on Education and Support for Science and Tech-
nology were enacted in 1967. In the same year, the
Ministry of Science and Technology (MOST) was
established as the main government agency imple-
menting the state science and technology policy.

An important role in the formation of the in-
novation system of the republic was played by
the socio-cultural factor — features of the Korean
national character, which were formed under the
influence of Confucian-Buddhist ethics. Thus, the
fundamental values in Korean culture are rever-
ence for elders, discipline, devotion to family (clan),
patriotism, loyalty, mutual assistance, and coopera-
tion. Education and science are very important in
the Confucian tradition, which was also a positive
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factor in the formation of the Korean national in-
novation system (NIS). It is known that the advan-
tage of the Republic of Korea over other developing
countries was well-educated population: the level
of education in the country in the 1960s was the
same as in the countries whose wealth was esti-
mated to be twice as high [3].

As a result, the foundations of the Korean NIS
were laid during the first 5-year plan. President Park
Chung Hee’s economic policies aimed at attracting
foreign investment and increasing exports played
an important role in this context. State regulation
of the economy increased (multiannual plans), im-
portant steps were taken towards industrialisation
and the transfer of foreign technology was initiated.

During the Park Chung Hee administration,
the state began to support the largest and most
promising for the economy national companies
in attracting investment. In 1962, the country’s
banks were nationalised, and the state gained full
control over domestic lending. The result of the
protectionist policy of the government was the
active growth of chaebols (South Korean family-
clan-type companies), which appeared at the end
of the Korean War and now produce about half of
the country’s GDP. Thanks to the concentration of
capital in their hands, the largest chaebols, such
as Samsung (high-tech components, founded in
1938), LG (consumer electronics and home appli-
ances, 1947), Hyundai (automobile manufactur-
ing, 1967), Daewoo (electronics, home appliances,
automobiles, weapons, 1967), have successfully
developed strategically important industries for
the country’s economy.

The formation of chaebols was a reflection of
the Korean character trait of corporatism and col-
lectivism. Corporatism in this context is mani-
fested in the fact that the management structure
of the company is organised on the principle of a
family clan. The head of the corporation is a kind
of father. On the one hand, obedience to him is
unconditional, on the other hand, he guarantees
patronage to the employees and, like a father, cares
about their well-being, providing them with social
protection. Experts consider the high loyalty of

corporate members to each other to be the main
positive side of this system [4, p. 318].

Second phase. 1970s — early 1980s.

At this stage, the Korean national innovation
system (NIS) has undergone significant changes.
In 1971, the government established the nation’s
first national research and technology institute, the
Korea Advanced Institute of Technology (KAIST),
which became a leading teaching and research uni-
versity. KAIST was initially staffed by U.S.-educated
scientists and engineers and engaged in both fun-
damental and applied research. The institute also
trained scientific and engineering personnel for
national science and manufacturing. Today, KAIST
is the main centre for strategic research projects
in the country. In 1973, the Daedeok Science Town
Research Complex was established in Daedeok dis-
trict to bring together public and private research
institutes, venture capital funds and high-tech
firms. It was later expanded to Daedeok INNOPOLIS.

The following public research institutes were
established in the 1970s to carry out R&D and
support industries in technology development
and utilisation: Korea Test Institute of Machinery
and Metals, Korea Research Institute of Chemical
Technology, Korea Electronics and Telecommunica-
tions Research Institute, Korea Research Institute of
Standards and Science, Korea Ocean Research and
Development Institute, and others. The establish-
ment of a number of sectoral research institutes
has contributed significantly to the improvement
of Korea’s national innovation system (NIS) [5].

To industrialise the economy, the Republic of
Korea needed a large number of scientists and engi-
neers capable of conducting its own R&D and intro-
ducing foreign technologies into production. To solve
this problem, special programmes were developed
at the Korea Institute of Science and Technology
(KIST). In 1976, the Korea Science and Technology
Foundation was established based on the experi-
ence of the USA and other industrialised countries
in financing the training of high-class specialists.

An important milestone in the protection of
intellectual property rights was the establishment
of the Korea Industrial Property Protection Office
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(1977), which was later renamed as the Korea Intel-
lectual Property Office (KIPO).

Thus, at the second stage of formation of the
national innovation system (NIS), the state be-
gan to provide significant support to the major-
ity of capital-intensive industries, promoted the
strengthening of technological potential, the
creation of research institutes, the development
of higher education and the training of R&D per-
sonnel. The national patent system was further
developed, conditions were created for the return
of scientific personnel to the country, the intensity
of R&D increased, the role of science in production
was strengthened, and the use of own technolo-
gies increased.

The third phase. 1980s.

In 1980, South Korea experienced an economic
crisis. For the first time since 1962, the national
economy showed negative growth and the bal-
ance of payments deteriorated. To remedy this
situation, the government launched large-scale
economic reforms.

Fundamental research and R&D received addi-
tional funding, including attracting foreign direct
investment. At the same time, the country liber-
alised banking, customs control, as well as finance
and trade regulations. The government also took
measures to strengthen control over the activities
of chaebols and began to exert less control over
financial institutions and credit organisations. A
number of state-owned banks were privatised with
the state retaining the right to appoint executive
directors and top managers [1, p. 131].

At this stage, the Korean government began
to build a strategy for the country’s scientific and
technological development. In 1982, the First Na-
tional R&D Programme was adopted.

In the 1980s, the structure of research fund-
ing continued to change towards an increasing
share of the private sector. This was facilitated by
significant tax incentives and other government
support measures for private companies working
in the field of high technologies.

Following American and Japanese experience,
technoparks and technopolises were created to

organise the transfer of technologies from sci-
ence to production, which later became centres of
technological development in the regions (Daejeon,
Gwangju). Universities have also received addi-
tional opportunities for the transfer of developed
technologies in the form of their own technology
transfer centres and firms for the commercialisa-
tion of R&D results.

In order to train a sufficient number of highly
skilled people for the innovation economy, the
Korean government increased education spending
up to 6.3 per cent of GDP in 1982 [5].

During this period, the government took mea-
sures to stimulate the development of priority high-
tech industries (semiconductor manufacturing, ICT,
radio electronics). One of the measures of state
support for semiconductor production was the
adoption of a programme of accelerated deprecia-
tion of equipment for 4-7 years and compensation
of 50% of research and development costs in case
of positive results in strategically important areas.
The government’s measures accelerated the devel-
opment of these knowledge-intensive industries
and made them one of the leaders of the Korean
economy.

In 1985, a number of joint international scien-
tific programmes were adopted, initiating long-
term scientific and technological cooperation be-
tween the countries. Under these programmes, by
2000 the Republic of Korea was involved in about
1,500 projects with the United States, Japan, China,
Germany, the United Kingdom and Russia. Inter-
national co-operation and exchange of experience
have given new impetus to the development of
Korean science and technology [6].

At this stage Korean government began to build
a long-term strategy of scientific and technological
development of the country, fundamental research
and applied R&D received additional funding and
the technopolises and technoparks gave the im-
petus to the innovative development of regions.

Fourth phase. 1990s.

The fourth stage was characterised by the ex-
pansion of international trade relations and fur-
ther globalisation. In the early 1990s, the Korean
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government embarked on a course of deregulation
and decentralisation of economic processes. Several
ministries were restructured, and more than sixty
state-owned enterprises were privatised to reduce
the influence of large corporations on the economy.

During this period, the efficiency of R&D and
production units of chaebols declined, and the
restructuring of the innovation sphere followed
the path of unbundling conglomerates. In order to
improve the competitiveness of Korean chaebols
in the global market, it was decided to encourage
their specialisation in 3-5 priority sectors. At the
same time, the government implemented measures
to support small innovative enterprises.

One of the measures was a programme adopted
in 1993 to bring together industrial enterprises,
universities and research institutes for joint re-
search and production activities. The programme
also enabled small industrial enterprises to recover
part of their R&D and technology implementation
costs (50 per cent was reimbursed by the state and
25 per cent was reimbursed by the local authorities).
Thanks to the measures taken, between 1993 and
2004, 5,026 patent applications were filed, 10,446
cases of process improvement and 13,600 cases
of prototyping were recorded [7]. Since 1996, the
science and technology sector has been using a
project-oriented financing system instead of an
estimated system, and the funds for research con-
ducting have been distributed on a contractual
basis. In 1997, the Korean government established
the National Intellectual Property Agency (KIPO),
modelled on the US patent system.

In the same year, the first five-year plan for the
development of scientific and technological innova-
tion for 1997-2002 was adopted. The document set
the goal of reaching the scientific and technological
level of the G7 countries by the beginning of the
21st century. The plan envisaged an increase in
state investment in R&D (up to 5% of the total state
budget), growth of state investment in fundamen-
tal research (up to 20% of the total state budget),
training of qualified researchers (40 people per
10,000 population) [8]. Five-year planning, which
has become one of the main principles of Korea’s

innovation policy, ensured the growth of exports
of high-tech products, as well as an increase in the
number of publications and patents.

At this stage, technology incubators and busi-
ness incubators have played an important role in
shaping Korea’s innovation infrastructure. The first
ones established in 1991 following the experience
of Israel were state-owned incubators. The first
private (Jungbu Industrial Consulting Inc.) and
People’s (Ansan Business Incubator) incubators
were established in 1993. Since 1997, the country
started to establish technoparks, and in 1998 the
Korean Technopark Association was created with
Daedeok being the main of the six incubators [9].

In 1998, the government transformed several
dozens of national universities into research in-
stitutes, which began to specialise in fundamental
research [10]. In the field of applied research, the
importance of corporate laboratories increased.
With more than 5 employees they could already
receive state support. In general, by the mid-1990s,
the number of researchers in the country had grown
to a level close to that of developed European coun-
tries (29 researchers per 10,000 population).

In 1998, the KOSBIR (Korea Small Business In-
novation Research) venture capital programme was
introduced, under which government institutions
and ministries were required to allocate at least 5%
of R&D funding to small innovative enterprises.
Under this programme, SMEs received preferential
tax treatment and technical risk insurance.

In 1999 the government established the National
Council for Science and Technology, whose main
tasks were to coordinate government policy in the
field of science and technology, establish priority
research programmes and increase funding for
scientific research. The Council was designed to
improve the efficiency of R&D investment by pri-
oritising the development of knowledge-intensive
industries (such as nano- and biotechnology, infor-
mation, aerospace, and environmental technolo-
gies) and to contribute to the preservation of the
country’s cultural heritage.

At this stage, state-funded research institutes
were given the opportunity to work independently.
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Special organisations were established to improve
the efficiency of research and coordinate their ac-
tivities. Eight research institutes were united by the
Ministry of Science and Technology, and the Korea
Institute of Science and Technology Evaluation
and Planning (KISTEP) — became the main one.

Science in the Republic of Korea is supported
primarily through government programmes. In
particular, from 1999 to 2009, the programme “Re-
search, design and experimental development at
the turn of the 21st century” was implemented
with a budget of USD 3.5 billion. The programme
provided support for 25 major interdisciplinary
projects in priority technological sectors.

In 1999 the Government of the Republic of Korea
adopted the strategic initiative “Long-Term Science
and Technology Vision 2025” (Vision 2025) which
included three phases.?

The first one (up to 2005) was to make the most
efficient use of available resources, improve the
legal framework and develop infrastructure to make
the Republic of Korea one of the 12 advanced sci-
entific and technological powers and take a leading
position among Asian countries.

In the second one (up to 2015), through inten-
sive R&D development, Korea should have become
the leader of the Asia-Pacific region in R&D and
rank among the top 10 leading economies in the
world.

The third one (up to 2025) was aimed at catch-
ing-up the level of scientific and technological
development of the G7 countries.

In order to achieve these targets within the
planned timeframe, the Korean government passed
the Science and Technology Act in 1999 and began
to implement the 21st Century Frontier Science
Programme.

In 1960-1990, the scientific and technologi-
cal development of the Republic of Korea was not
based on foreign direct investment, but on the
application of foreign technologies in industry: in
electronics — American and German technologies,

2 Monitoring and analysis of policies and public financing
instruments. Country Review Korea. European Commission. URL:
https://ec.europa.eu/invest-in-research/pdf/download_en/korea.pdf

in automobile manufacturing — American and
Japanese technologies, in shipbuilding — British
technologies. The chosen strategy ensured the
active development of these industries and in-
creased the competitiveness of their products in
the domestic and global markets.

Thus, by the beginning of the 21st century, the
Republic of Korea had developed an effective in-
novation system that allowed local products to
compete successfully in international markets. At
this stage, the first five-year plan of scientific and
technological innovation, the Science and Technol-
ogy Act, the strategic document “Long-term fore-
cast of science and technology development until
2025” were adopted; the National Council for Sci-
ence and Technology and the National Intellectual
Property Agency (KIPO) were established; a number
of programmes for scientific and technological
development of the country were implemented.

Fifth phase. From 2000 to the present

During the recovery of the Korean economy from
the Asian financial crisis and the rise to power of
President Kim Dae-jung (1998-2003), the devel-
opment of science and technology had become of
paramount importance to the country. Most atten-
tion had been paid to informatics, biotechnology,
fundamental sciences, mechatronics and robotics,
new energies, and new materials.

In 2001, the Korean government approved the
first basic five-year plan for the development of
science and technology, defining the goals and
objectives of the country’s scientific and tech-
nological development and measures to achieve
them: increasing R&D funding, improving the
infrastructure for research and technology com-
mercialisation, upgrading the skills of R&D spe-
cialists, and creating regional innovation clusters.
A framework law on science and technology was
also adopted in 2001. Subsequently, similar basic
plans were adopted by the government every five
years thereafter.

Korea was expected to take the lead among
Asian countries in the first phase of the “Long-term
forecast” implementation. However, this result was
not achieved, and Japan retained its leadership in
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the region.? The goals of the second phase (up to
2015) were not fully implemented either. According
to the Global Innovation Index 2016, Korea was the
second most innovative country in the Asia-Pacific
region, being second only to Singapore. It also
failed to enter the list of world’s top ten leading
economies.

The Korean “economic miracle” was made pos-
sible largely due to the development of national
science and technology based on large-scale and
continuous R&D funding. Domestic R&D expen-
diture has increased steadily from 2.1% of GDP in
2000 and up to 4.9% of GDP in 2021.

The effectiveness of Korea’s national innovation
system (NIS) is confirmed by its high position in
various innovation development indices. According
to the Bloomberg Innovation Index, the country
confirmed its leadership among 95 countries in
2022. To calculate the index, seven key indicators
are examined: R&D intensity, manufacturing, pro-
ductivity, concentration of high-tech companies,
efficiency of higher education, share of research-
ers in the total number of employees and patent
activity. The Republic of Korea performed best in
such categories as R&D and value added in manu-
facturing. The country ranked 18th in the world in
terms of productivity and 20th in terms of patent
activity. According to the Bloomberg index, Korea
outperformed such countries as Germany, Finland,
Switzerland, Israel, Singapore, Sweden, the United
States, Japan and France in terms of the level of
innovation development.

The Global Innovation Index ranked the coun-
try 6th in the world and 1st in the Southeast Asia
region in 2022, overtaking Singapore.

The Republic of Korea is among the most ad-
vanced countries in the Information and Commu-
nication Technology Development Index. According
to the ICT Development Index, it ranked 2nd in the
world in 2017. Korea in the ranking is followed by

3 The Global Technology Revolution 2020, In-Depth Analyses. The
RAND Corporation. URL: http://www.rand.org/content/dam/rand/
pubs/technical_reports/2006/RAND_TR 303.pdf

4+ URL: https://data.oecd.org/rd/gross-domestic-spending-on-r-d.
htm

Switzerland, Denmark, Great Britain, Hong Kong,
the Netherlands, Norway, Luxembourg, Japan, Swe-
den and Germany. This index is calculated on the
basis of indicators characterising access to the
Internet, cellular communication, radio systems,
tele-systems, IT infrastructure development, etc.,
and assesses the level of ICT use and practical
knowledge among the population of countries [11].

According to a 2017 study, the digital sector’s
share of GDP in the Republic of Korea is the highest
in the world (Fig. I).

In the same year, Korea also recorded the world’s
largest share of ICT employment as a percentage
of total employment in the economy (Fig. 2).

In April 2019, South Korea became the first Asian
country to launch commercial 5G wireless network
services, and in July Korea’s SK Telecom announced
the launch of the world’s first 5G roaming service
with Switzerland’s largest mobile operator Swisscom.

The country has made significant progress
in building a national innovation system (NIS)
through strategic planning and a systematic and
integrated approach to innovation development.
The government’s strategic vision of innovation
can be traced back to the 1980s. Korea’s current
innovative development is largely due to the imple-
mentation of the concept of the “creative economy”.

Creative industries are economic sectors based
on collective and individual creativity, talent, and
skill, which can create new jobs through the com-
mercialisation of intellectual property. The Korean
government’s decision to switch to the concept of
“creative economy” was influenced by the follow-
ing factors: the country’s almost complete lack
of natural resources; increasing competition in
the Asia-Pacific region (primarily with Chinese
manufacturers); growing social tension due to
the decreasing share of small and medium-sized
businesses in the country’s economy.

The state programme “Creative Economy” was
adopted in late 2012 when President Park Geun-hye
came to power. It focuses on supporting start-ups,
the development of small and medium-sized in-
novative enterprises and innovation zones such
as INNOPOLIS.
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Fig. 2. ICT employment indicator (2017)
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The Ministry of Science & ICT was established
to implement the programme and in mid-2013
developed a programme implementation plan with
three main goals, six strategies and twenty-four
objectives.

The main objectives were:

» Creating new jobs and markets through
innovation development (640,000 new jobs in
the first 3 years);

e Establishing the Republic of Korea as
a world leader in innovation, especially in
telecommunications and the Internet of Things
(IoT), by increasing R&D spending by 40 per
cent from current levels;

» Creating a society that prioritises creative
thinking over traditional conservative Korean
thinking.’

Since 2013 the Korea Development Bank has
been the main source of government funding for
the creative economy.

Since the 2000s the national R&D strategy has
gradually shifted from a strong government initia-
tive to the creation of an innovation ecosystem
based on public-private partnerships. For example,
in 2005 the Daedeok Research and Development
Complex was expanded to the Daedeok INNOPO-
LIS — special research and development zone, a
regional innovation cluster linking research, tech-
nology commercialisation and industrial production.
Daedeok INNOPOLIS is a world-class innovation
cluster consisting of 26 government-funded re-
search institutes, 7 universities, 1,700 companies
and more than 30,000 research and development
employees.® Similar regional centres have since been
established following this model, and there are cur-
rently five INNOPOLIS centres (Daedeok, Gwangju,
Daegu, Busan and Jeonbuk) in the country, which
are brought together by the INNOPOLIS Foundation.

INNOPOLIS is the backbone of innovation
growth and a key driver of economic development

5 Strengthening the creative industries for development in the
Republic of Korea. United Nations conference on trade and
development. New York and Geneva, 2017. URL: https://unctad.org/
system/files/official-document/ditcted2017d4_en.pdf

¢ URL: https://www.innopolis.or.kr

in South Korea. By fostering an innovation ecosys-
tem, INNOPOLIS creates a consumer-oriented R&D
environment, enables technology commercialisa-
tion and job creation, and supports the growth of
SME technology start-ups to become the backbone
of the country’s innovative growth and industrial
development.

INNOPOLIS Foundation has full membership
in ASPA (Asian Science Parks Association) and
IASP (International Association of Science Parks
and Areas of Innovation). Based on a network of
co-operation with science parks around the world,
INNOPOLIS supports innovative companies to
expand their business abroad.

An important indicator of innovation economy
development is the share of expenditure on civil
research and development (as a% of GDP). The
Republic of Korea ranks 2nd in the world after Is-
rael in this indicator (4.81% in 2021), 9th in the
world in terms of the total number of research and
development personnel (203 per 10,000 employed
in the economy), and 3rd in terms of the number
of researchers (166 per 10,000 employed in the
economy).’

In a few decades, South Korea has made a tran-
sition from an agricultural economy with a low
standard of living and high inflation to one of the
leaders of innovative development. This has been
possible largely due to effective government policy.
The key factors of Korea’s success that distinguish
it from other rapidly developing countries have
been effective management and a well-educated,
motivated, and low-paid labour force compared to
developed countries. Korean pupils and students
are regularly ranked among the top performers
in OECD PISA tests, and Korea outperforms other
OECD countries in university education. Its invest-
ment in human capital has ensured that it has high
efficiency and quality of innovations in use.

The socio-cultural factor has also played an im-
portant role in the country’s economic success: the
discipline, perseverance, and diligence of the Korean

7 Science Indicators: 2023. Statistical collection. National Research
University “Higher School of Economics”. MOSCOW: NATIONAL
RESEARCH UNIVERSITY HIGHER SCHOOL OF ECONOMICS; 2023.
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people, based on the principles of Confucianism,
which cultivates a conscientious attitude to work and
respect for hierarchy [12]. At the same time, Korea is
one of the world leaders in terms of investment in
research and development, conducting continuous
and large-scale financing of research and develop-
ment. The development of human capital, science,
technology, and innovation has allowed to build a
national innovation system (NIS), which has become
the main supporting factor of stable economic growth.
The country did not capitalise on its abundant natural
resources, but formed its competitive advantages at
the expense of imported raw materials and energy,
while competing on world markets with high-quality
high-tech exports.

The analysis of the main stages of formation
of the national innovation system in Korea shows
that reliance on foreign technologies and effec-
tive government policy, which united the main
actors of the national innovation system — the
state, private business and scientific commu-
nity — helped to achieve high rates of scientific
and technological development in a relatively
short period of time. South Korea’s innovation
model focuses on the development of innovation
infrastructure. The government economic policy
helps to ensure the country’s receptivity to sci-
entific and technological progress, and promotes
coordination between different regions and sec-
tors of the economy in the field of science and
technology. [13].

Today the Korean economy has a number of
industries that are highly internationally competi-
tive: automotive, semiconductors, home appliances,
telecommunications, metallurgy and chemicals.
However, Korea lags far behind the developed coun-

tries in terms of total accumulated investment in
science and technology. Since the 1970s, developed
countries have invested an average of about 2% of
GDP in research and development annually (accord-
ing to OECD data?®), while the Republic of Korea did
not start investing in research and development on
a large scale until the late 1990s. Thus, it is about
7 times behind the United States in terms of ac-
cumulated investment in science and technology.

There are still some weak points in South Korea’s
national innovation system (NIS) that hinder its
successful development:

» The continued dominance of large firms
(chaebols) in the R&D development despite
government efforts to develop the innovation
potential of small and medium-sized enterprises.

e Overemphasis on short-term industrial-
oriented research to the detriment of long-term
fundamental research.

» Relatively weak internationalisation of the
national research system.

e Underdeveloped research potential of
universities.

« Lagging productivity in the service sector
compared to the manufacturing sector [14].

Thus, the potential of the national innovation
system (NIS) of the Republic of Korea depends on
the effective involvement of small and medium-
sized enterprises in the innovation sphere, as well
as encouraging the growth of start-ups. The country
needs to enlarge its own fundamental research,
reduce dependence on foreign technologies and
increase budgetary funding for research and de-
velopment (R&D).

8 URL: https://data-explorer.oecd.org/
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mall and medium-sized enterprises are singled

out as an important sector of commercial or-

ganisations because of their special influence
on the output of various goods and services, the la-
bour market, and the income of the population. It is
believed that a developed SME sector indicates the
presence of highly productive enterprises [1], creat-
ing new jobs [2, 3], introducing innovations, develop-
ing new market niches [4-6]. The topic is particularly
relevant due to the deep institutional transformation
of the Russian economy caused by external shocks.
The SME sector could contribute to the search and
mastering of tools for its adaptation to new condi-
tions, “launching” structural changes, including at
the micro level.

The need to support and develop the SME sec-
tor in Russia has been discussed by the scientific
community and government leadership since the
late 1980s. [7]. State support measures have been
actively implemented since the mid-2000s. [8, 9],
but their effectiveness is still assessed low — they
have not led to the required changes [10, 11]. The
declared general goals and principles remain
unchanged: job creation, growth of the sector’s
share in GDP, introduction of innovations, im-
provement of the quality and diversity of services.!
However, in different periods the emphasis in
them shifts. Thus, the 1995 framework law pro-
claimed the goal of creating at the federal level
economic, legal, and organisational conditions
for the formation of a developed infrastructure
of small business that would ensure its effec-
tive growth.? In the Federal Law of 24.07.2007
No. 209-FL “On the Development of Small and
Medium-Sized Enterprises in the Russian Federa-
tion” (209-FL)* the objectives are expanded and
clarified in favour of SME development, increas-
ing competitiveness, increasing the share in GDP,

! Report on the results of the study of the structure and growth
dynamics of SMEs — recipients of state support in 2020. URL:
https://corpmsp.ru/upload/iblock/b9d/Otchet-o-rezultatakh-
issledovaniya-struktury-i-dinamiki-rosta-subektov-MSP-_-
poluchateley-gosudarstvennoy-podderzhki-_2020_.pdf (accessed
on 20.06.2023).

2 URL: https://www.consultant.ru/document/cons_doc_LAW 6857/
3 URL: https://www.consultant.ru/document/cons_doc_ LAW 52144/

increasing the number of employees — the focus
shifts from formation and sustainable function-
ing to SME development. The changing range of
objectives can be observed in the relevant stra-
tegic planning documents and SME development
programmes. However, the situation in the sec-
tor remains approximately the same (Table 1).
More precisely, it does not manifest itself in the
mentioned targets.

209-FL was supposed to form a new approach to
SME entities, define the principles of state support,
including special tax regimes and simplified rules.
Since its entry into force, many programmes and
support measures (financial, tax, etc.) have been
introduced at the federal and regional levels. The
main ones are the provision of soft loans, subsidies,
and tax incentives,* including a variety of non-
financial measures (consulting services, assistance
in registration, etc.) approved at the regional and
municipal levels. However, their impact on the
sector is difficult to assess.

Despite a wide range of measures, the contribu-
tion of the SME sector to GDP (Table 1) remains
low compared to developed countries and has
hardly grown over a long period of time (in the
Republic of Korea the sector accounts for 48 per
cent of GDP, in Great Britain — 51 per cent, in
Germany — 53 per cent and in Finland — 60 per
cent) [12].5

It should be noted that significant differenc-
es between the indicators of 2000 and 2010 and
subsequent years are caused by changes in the
methodology of their accounting.

The concept of “medium-sized entrepreneur-
ship” appears in the legislation with the entry
into force of 209-FL. Before that, support for small
businesses was mainly based on the Decree of the
President of the Russian Federation of 04.04.1996
No. 491 “On priority measures of state support for

4 URL: https://www.economy.gov.ru/material/directions/
nacionalnyy_proekt_maloe_i_srednee_predprinimatelstvo_i_
podderzhka_individualnoy_predprinimatelskoy_iniciativy/
(accessed on 20.06.2023).

5 Country data are given only for small businesses without
medium-sized businesses.
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Table 1
Main indicators of SME dynamics for the respective years (data for 2000 — only for small business)
Indicator/year 2000 2010 2015 2021
SME share in GDP, % 10.0 21.0 19.9 20.3
Number of SMEs, million units. 0.875 3.08 5.52 5.68
Share of SME employment (of total labour force), % 12.00 26.00 25.50 20.65
Number of people employed in SMEs, mln people 7.60 17.61 18.45 15.49

Source: Rosstat data: https://rosstat.gov.ru/storage/mediabank/MSP_v_VVP_s_2017.xlsx; https://nisse.ru/upload/iblock/700/
SME_2012_25.07.2012.pdf; https://cyberleninka.ru/article/n/kolichestvo-subektov-malogo-i-srednego-predprinimatelstva-i-chislennost-ih-
rabotnikov-analiz-slozhivsheysya-struktury/viewer; https://rosstat.gov.ru/storage/mediabank/obsled-tom1.pdf

small business in the Russian Federation”.® In the
databases of Rosstat from 2003 to 2007 (earlier
data are not available) only “small business” ap-
pears inclusive.

Since 2017, the category of labour activity
“self-employed” — those who have the right to
receive tax and other benefits from the state un-
der a number of SME support programmes (for
example, under the “Programme 1764”7, but are
not included in the unified register of SME enti-
ties [13]. Over the past two decades, tax regimes
for small businesses have been repeatedly clari-
fied (for example, micro- and medium-sized en-
terprises were separated from it and individual
entrepreneurs and self-employed were added).

Thus, the dynamics of the SME sector and its
declared development goals have remained very
poorly linked for a long period of time. More
effective SME support requires a shift towards
measuring the impact of these measures, elimi-
nating redundant expenditures, and focusing on
genuinely useful areas.

The authors believe that it is necessary to iden-
tify the existence of broad zones of leading dynam-
ics in the SME sector (including their dependence
on the sectoral and institutional characteristics
of companies), to show their relationship with
the activity of their affiliates — large companies,

¢ URL: https://base.garant.ru/106121/
7 URL: https://base.garant.ru/72141688/

banks, retail chains — and on this basis to revise
the existing approaches to SME support.

To achieve the above goal, it is convenient to
use the theory of economic dominance in a mul-
tilevel economy [14], according to which in many
sectors of the Russian economy in recent years
there has been a serious consolidation of big busi-
ness and deepening of its stratification by different
levels: alpha-, beta- and gamma [15]. Businesses
with better institutional conditions receive non-
market advantages of access to better resources,
as well as institutional rent, which is interested
to use in lobbying for new institutional barriers
in worse conditions. Such stratification not only
separates the sources and factors of growth by
levels, but also forms stable barriers between them,
and, consequently, institutional traps [16]. Larger
businesses protect their markets from the entry of
weaker, smaller firms [17-19]. The SME sector in
this hierarchy usually belongs to the “lower” level
and falls into the corresponding traps of gamma
business — low incomes, catch-up development,
limited growth prospects.

It follows that the effects of SME support
through the mechanisms of redistribution of in-
stitutional rents are received by larger Russian
and foreign businesses.

Firstly, many companies in the SME sector are
subsidiaries of large companies [20] and, as a rule,
participate in the formation of costs. Even if profit
centres in holdings are represented by small com-
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panies in terms of the number of employees, they
do not fall under the criteria of SMEs because of
the volume of products shown in reports.

Second, when co-operating in the production
of complex products, it is usually the later stages
of assembly or processing that provide more value
added. Consequently, most of the profitability is
provided by the large enterprise that manufactures
the final product for the business, and least of the
profitability is provided by the numerous small
and medium-sized suppliers.

Thirdly, SME competition among SMEs leads
to the emergence of more successful growth lead-
ers who become attractive for takeovers by larger
companies. Their successful market strategy then
yields results outside the SME sector.

Fourthly, there is always the possibility of SMEs
growing and breaking through to a higher level —
then they themselves become leaders of a group
or network of small business companies, growing
and “fragmenting” as they approach the threshold
beyond which they cease to be considered SMEs
and lose their respective advantages. Sooner or
later, the group leader company itself becomes
a profit concentration centre and ceases to be a
small or medium-sized one.

Fifth, in countries with developed economies
(banking systems), the centres of profit formation
are not only the parent companies of holding
companies, but also financial or other intermedi-
ary structures. This makes it possible to generate
a large number of small business companies in
the service sector, leaving their profitability under
the control of banks, trade or other organisations.
In Russia, such a mechanism has not yet become
widespread — small businesses remain under the
strong influence of large companies or city and
regional authorities, so their marketing strategies
are limited to the dominant structures.

All of these and many other similar mecha-
nisms are, in fact, ways of redistributing insti-
tutional rents from small businesses to larger
businesses, often foreign. At the same time, the
latter can dominate over companies in the Rus-
sian SME sector, not even operating in the Russian

market, but using the instruments of prices, tariffs,
admission to foreign markets, product certification
rules and other restrictive measures. In 2022-2023,
there were systemic changes in such relations, but
their impact on industry dynamics and the SME
sector can be assessed only when the relevant
statistical and reporting data become available.

Whether Russian or foreign companies domi-
nate the SME sector in Russia, it can be figuratively
thought of as a “nutrient broth” or “plankton”
for larger businesses. The questions then arise:
does the state consciously support big business
by providing its aid to SMEs? And if so, should
the objectives of such a policy be reformulated?

In order to test these theses, a hypothesis is
formulated: in the SME sector there are significant
segments in terms of volume and number of com-
panies that are growing rapidly and very rapidly,
the effects of which are manifested externally.

In this case, it should be established where the
growth of successful SMEs “transitions to”: (a)
they continue to grow, gradually becoming large,
including absorbing other growing companies;
(b) they are absorbed by a large business or were
originally subsidiaries and dependent on it and
due to that they grew; (c) they lose the speed of
development and “split” into smaller ones, ap-
proaching a certain barrier.

If this hypothesis is true, it becomes clear why
the state support measures do not have the desired
effect — it manifests itself in the development of
other sectors (the state, supporting small busi-
nesses, actually promotes the growth of large
businesses). Then the support should be more
targeted — aimed not so much at the growth of
companies, but at overcoming the barriers to their
development. In this case, it is necessary to un-
derstand how support should be redistributed
and reformatted, focusing it exactly where it is
needed most.

The hypothesis was tested by analysing infor-
mation on the composition and some economic
indicators of SMEs from the register of the Federal
Tax Service of Russia (hereinafter — the FTS regis-
ter). In 2021, it contained information on 5.8 mil-
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lion organisations and individual entrepreneurs.
However, there is no information on revenue, con-
nections with the public sector, dependence on
large legal entities, presence or absence of non-
profit organisations and individual entrepreneurs
in the list. In addition, it is impossible to upload
data on a given list of SME entities.

Databases such as SPARK-Interfax (hereinafter
SPARK)?® and Rusprofile® are more convenient
for research. The former reflects data on 1.4 mil-
lion SMEs (approximately 24.1 per cent of the
total number). The latter contains data on 5.5
million SMEs (approximately 94 per cent of the
total). Each of them contains information that is
not available in the other, and vice versa, such as
ownership, tax regime, affiliation with any legal
entities, affiliation with non-profit organisations,
foreign ownership, etc.

It is at the boundary of the divide between
SMEs and “non-SMEs” that certain patterns are
particularly noticeable, so it is important to note
that in both the first and second databases it is
possible to find companies that are not included
in the Federal Tax Service’s register, but actually
belong to the SME sector in terms of revenue.
According to the data for 2021, there were more
than 114.6 thousand such companies in SPARK
database and more than 495.8 thousand in Rus-
profile. These companies “behave” as SMEs by
their economic role and should be included in the
analysis, albeit with appropriate caveats.

SPARK also found at least 400 companies that
belong to the SME sector but have revenues of
more than 2 billion roubles per year, i.e., above
the permissible limit. These discrepancies are
small but noticeable. They are probably due to
errors in the process of submitting information
and adding companies to or removing them from
the relevant lists.

SPARK is the most “comfortable” database for
quick testing of various hypotheses. It allows si-

8 URL: https://spark-interfax.ru/?ysclid=11c31zkrnu671771854
(accessed on 15.07.2023).
9 URL: https://www.rusprofile.ru/?ysclid=11c32qb3bc996087374
(accessed on 14.07.2023).

multaneous uploading of information on many
attributes (revenue, tax regime, belonging to the
public sector, presence, or absence of an organisa-
tion in the SME register, etc.), but not more than
10,000 companies. Rusprofile cannot be used to
upload a similar number of parameters. The reg-
ister of SMEs of the Federal Tax Service of Russia
allows to obtain data only on an individual SME,
TIN, date of establishment and types of activities
carried out.

Due to the above circumstances, the hypothesis
was tested using SPARK data, and in the future
such results should be rechecked on more com-
plete data sets. Data for 2015 and 2021 were used
in the calculations. All companies are ordered
by revenue volume for the respective year and
divided as follows:

First sample: 10 thousand SME companies
with the highest revenue of those with annual
revenue not exceeding RUB 2 billion (hereinafter
referred to as the First sample; or SMEs up to
RUB 2 billion).

Second sample: 10,000 non-SME companies
with the highest annual revenue of those with
annual revenue not exceeding RUB 2 billion (here-
inafter — Second sample; or “non-SME” up to
RUB 2 billion).

Third sample: 5,000 non-SME companies with
the smallest annual revenues exceeding RUR 2 bil-
lion (hereinafter referred to as the Third sample; or
non-SMEs over RUR 2 billion). This sample is half
the size of the previous two samples, because the
larger the companies, the fewer they are, and their
revenues are many times higher than the threshold
of RUR 2 billion. That is, the sample becomes too
heterogeneous — we would get a comparison of
SMEs with large and very large businesses. If we con-
sider 5 thousand companies, the revenue indicators
of the “top” and “bottom” of this list differ approxi-
mately 5 times in 2015 and approximately 1.5 times
in 2021. The threshold of 5 thousand companies is
set rather arbitrarily — we think that qualitative
conclusions will not be affected, while quantitative
ones can be refined by making estimates for different
samples — 1, 2, 3 thousand companies, etc.
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SME companies with revenues of over RUB 2
billion, which are listed in SPARK (there are
several hundred of them in 2015 and 2021), were
not included in the samples under consideration.
We believe that their absence will not distort
the qualitative results, and it was more con-
venient to download information from SPARK
in this way.

In addition, within these groups of companies,
in some cases subgroups have been identified
by industry, organisational, business, or other
institutional characteristics.

The level of RUB 2 billion is taken as a thresh-
old for classifying companies as SMEs: it is used to
test whether the behaviour of companies changes
when passing or approaching it.

More recent data are not yet available and
can be included in the analysis as they become
available. Then the changes in the SME sector
after the external shocks in 2022 will become
apparent. Subsequently, it is possible to carry
out calculations for individual years of the study
period, as well as up to 2014 — in order to clarify
the relevant trends.

In addition, it is necessary to identify other
samples (not only around RUB 2 billion of rev-
enue per year) and analyse a broader population
of companies not included in SPARK.

In calculations for this article, information on
companies from SPARK was not cross-checked for
known errors due to the labour-intensive nature
of such work. In other studies, the authors have
encountered situations where there was confu-
sion, for example, with roubles and thousands of
roubles. In the case of large samples, it is hoped
that such errors are not regular and will not have
a significant impact on the overall result.

No matching of the names or TINs of the
companies in the 2015 and 2021 samples of the
same name was checked — such a study could
probably yield useful results, but has been post-
poned for now. The authors have assumed that
the companies studied are more of a “place in
the market” rather than an organisation with
a name and history — those that have left are
quickly replaced by others. This approach is ac-
ceptable in analyses of the highly competitive
SME sector.

Table 2

Comparative analysis by revenue size of the first, second and third sample in 2015 and 2021

Annual Th? Al Gy The largest company in
Re2\83{1 ; € Rez\aezn 1‘_‘ € average Number of in three‘s,::inu[:e 57 the sample by revenue
Samples (RUB (RUB growth companies (RUB mln) (RUB mln)
s aTF rate (units)
trillion) trillion) (in %)
2015 2021 2015 2021
First sample
(SMEs — up to 83 133 1.08 10000 485 916 2000 2000
RUB 2 billion)
Second sample
(S&"Er,‘,'_ - 10.5 9.5 -1.07 10000 516.4 3330 2000 2000
RUB 2 billion)
Third sample
(S['\‘,l"E’?,'_ over 219 128 -1.09 5000 2000 2000 155467 | 8976.3
RUB 2 billion)
Source: compiled by the authors.
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The evaluation methodology is based on the
comparison of geometric average growth rates
(CAGR) of total revenues of the selected three
samples of companies for 2021 in relation to 2015
(Table 2).

The results of the calculations presented in
Table 2 demonstrate that, firstly, the revenue of
SMEs in the zone up to 2 billion roubles increases
quite rapidly — its average annual growth is about
8%. Secondly, the average size of companies in
this sample increases quite rapidly, and the low-
er threshold of the interval is “attracted” to the
upper one: 10 thousand companies are located
more densely — in the interval of 0.5-2.0 billion
roubles — in 2015 and 0.9-2.0 billion roubles in
2021. Such indicators testify to the high dynamics
of this segment — the number of organisations in
the sample whose revenue exceeds, for example, 1
billion roubles per year, has grown several times
over the period under review (from 2,329 in 2015
to 9,033 in 2021). Thirdly, the growth of revenue
in the first sample looks even more significant
against the background of its rapid decline in the
second sample by 7% per year. This indicates a
quantitative reduction and “erosion” of this seg-
ment. Such different dynamics of the character-
istics of the two samples can hardly be explained
only by the fact that the first one has state support
and the second one does not. Perhaps the greater
importance of “non-SME” companies compared
to SMEs on the decline can be explained by the
fact that the former appear immediately with high
revenues (e.g. about 0.5 billion roubles per year)
and are recorded as SMEs with a delay. They may
be formed either as someone else’s subsidiaries
or as a result of splitting up enlarged SMEs that
have reached the two billion threshold (in these
cases, it is unlikely that organisations of a very
small size are created). There are probably other
explanations for this.

The phenomenon of the high difference in
growth rates between the first and second sam-
ples requires a closer economic analysis. In any
case, it indirectly confirms very dynamic institu-
tional transformations of the SME sector in the

“pre-threshold” zone — up to 2 billion roubles of
revenue per year.

Important features of SMEs’ behaviour in the
“near-threshold” zone become visible when com-
paring the first and third samples — SMEs up to
2 billion roubles and “non-SMEs” over 2 billion
roubles, presented in Table 2. In the latter, rev-
enue declines sharply, by an average of 9% per
year. This result confirms the assumption that
SMEs approaching the threshold of RUR 2 billion
are split into smaller companies or absorbed by
much larger ones. The direct transition of SMEs
into “non-SMESs” is relatively rare.

Table 3 shows data on the first sample, disag-
gregated and itemised by industry sector affili-
ation.

The data on the rates in Table 3 are very dif-
ferent. The number of companies from different
industries in the sample also differs significantly.
The smaller the number of companies, the less
representative the industry data are. Neverthe-
less, in some rows there are several hundreds of
companies, and the variation of growth rates for
them ranges from large negative to large positive
values.

To clarify and confirm such estimates for the
“agriculture” sector, we constructed samples from
SPARK for 10 thousand largest SMEs in this sector
for 2015 and 2021 with revenues up to 2 billion
roubles. The calculations showed that the revenue
over 6 years increased from RUB 0.95 billion in
2015 to RUB 1.898 billion in 2021. The average
annual increase was more than 12%. At the same
time, the average duration of their existence in
2021 decreased from approximately 21 years to
18 years, indicating the sustainability of the set
of companies under consideration.

Similar calculations can be made for other
industries.

There is a considerable variation in growth
rates not only by industry, but also by other char-
acteristics available for analysis that are not pre-
sented in the article, such as SMEs’ affiliation with
large companies. Here we only note the existence
of such a dispersion and its significance.
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It is difficult to obtain direct estimates of the
affiliation of SME companies with large businesses,
as most of them have founders who are individu-
als. Only about 20 per cent of SME companies in
the SPARK sample have founders who are legal
entities. The practice when managers of large
companies set up small companies in their own
name with similar activities is very common. As-
sessing the extent of such indirect dependence of
SMEs on large businesses requires more thorough
research. Nevertheless, known cases confirm that
this practice is very likely to be widespread.

More informed conclusions can be drawn from
a thorough study of the composition of SMEs by
industry, size, and other characteristics. Table 3
illustrates that the problem is worth investigat-
ing — the dispersion of growth rates across indus-
tries is high, including for lines with a significant
number of firms. Consequently, there are groups
of SMEs (including manufacturing) where revenue
is growing at a very high rate.

Thus, the “borderline” layer of companies (from
about 0.5 or 1 to the threshold of 2 billion roubles
of revenue per year) is filled with a kind of “life”
not like what happens in smaller SMEs — com-
panies are growing quite noticeably and their
number is increasing.

Speaking about the borderline layer of companies,
inflation should be taken into account. Over the
analysed period, it amounted to 49% (average an-
nual growth topics — 5.86%). As a result, it became
easier for companies to reach the threshold level
simply because of the growth of prices for products.
The borderline layer is objectively narrowing, and
the intensity of processes in it is increasing: com-
panies have to make faster decisions on business
fragmentation, separation of separate business
processes into independent firms, as well as on
mergers and acquisitions with larger organisations.

Maintaining the two billion threshold for a
long time leads to SMEs becoming shallow. It
should probably be raised regularly. For example,
since 2015, when it was set at its current level

10 URL: https://www.garant.ru/products/ipo/prime/doc/71034484/

and size, it should have been raised to 2.5-3
billion roubles per year by now. Failure to raise
it would mean a deliberate policy of narrowing
SME opportunities.

To summarise, within the framework of the
theory of economic dominance in a multilevel
economy;, it appears that SMEs give part of their
revenues to big businesses that are thereby gain-
ing institutional rent due to their institutional
advantages over SMEs. That is, SMEs are embed-
ded in the value chains of big Russian or foreign
businesses (including offshore business) that are
absorbing the dynamic growth of SMEs.

An analysis of the state and dynamics of the
SME sector in the zone of the “pre-threshold”
level of RUB 2 billion (above which a company
should no longer be classified as an SME) has
shown high mobility of this segment, caused,
among other things, by the fragmentation of
companies into smaller ones.

In the “pre-threshold” zone, SME companies’
revenue growth for the period 2015-2021 was
about 8% per year. In the zone from 2 to about
RUB 10 billion of revenue per year, the growth
rate is negative — approximately — 9% per year.
Subsidiaries or companies being absorbed by
large businesses are likely to have larger compa-
nies as parent companies — those with revenues
over 10 billion roubles per year. Since the Russian
economy is growing mainly in the segment of
big business, it can be assumed that it is in its
favour that the income from SME development
is redistributed, and thus it receives institutional
rent. A gap of 5-10 times or more between parent
and subsidiary companies is natural for business.

The question of whether the entire SME sec-
tor or only its “pre-threshold” zone is growing
rapidly needs to be verified. Even within the
latter, there are significant differences between
companies in different sectors or with differ-
ent institutional status, including dependence
on large companies or the presence of foreign
businesses among their owners. It is also nec-
essary to investigate the dynamics of SMEs in
the vicinity of thresholds that limit the receipt
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Table 3
Analysis of the structure of the first sample (SMEs up to RUB 2 billion) by the
size of company revenues detailed by industry in 2015 and 2021

Agriculture,
forestry, hunting,
fishing, and fish
farming

0.177 0.263 6.82 231 203 489.6 9523 0.768 1.295

Mining and

4 0.072 0.097 5.09 92 72 487.5 951.9 0.782 1.348
quarrying

Manufacturing

industries 1.245 2.011 8.32 1520 1503 485.5 952.3 0.819 1.338

Supply of
electricity, gas,
and steam; air
conditioning

0.087 0.079 -1.59 106 60 490.0 954.3 0.822 1.318

Water supply,
wastewater
disposal,
organisation of
waste collection 0.049 0.187 25.01 63 140 490.7 952.8 0.792 1.342
and disposal,
pollution
elimination
activities

Construction 1.047 1.292 3.57 1226 982 486.1 952.0 0.854 1.316

Wholesale and
retail trade;
repair of motor 4.375 7.670 9.81 5255 5717 485.3 951.7 0.833 1.341
vehicles and
motorbikes

Transport and

0.257 0.610 15.50 305 467 485.4 952.1 0.844 1.307
storage

Hotel and
catering 0.058 0.082 5.94 71 59 488.0 958.4 0.825 1.402
activities

Information and
communication 0.124 0.200 8.29 165 162 485.3 952.3 0.753 1.235
activities

Financial and
insurance 0.127 0.094 -4.89 138 69 487.0 968.6 0.925 1.364
activities

Activity on
operations with
real estate and 0.302 0.242 -3.17 381 192 485.4 954.8 0.794 1.261
immovable
property
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Table 3 (continued)
Smallest of
Revenue | Revenue A;Vne'::gf Number of | Number of | 10,000 in terms A;’;':gs ::\::zzgy
. 2015 2021 companies, | companies, of revenue IR
Name ofindustty | (writtion | (erittion | 9" | 2015 2021 (RUB million) (RUB billion)
RUB) RUB) in % (units) (units)
(in %) 2015 | 2021 | 2015 | 2021
Professional,
scientific, and 0275 | 0359 454 326 276 4857 | 9536 | 0.845 | 1.303
technical
activities
Administrative
activities and
relatedlangillary 0.061 0.082 5.05 60 486.5 974.6 0.812 1.375
services
Education 0.002 0.001 -10.91 1 521.6 1412.3 1.048 1.412
Activities in the
field of health
care and social 0.011 0.031 18.85 24 486.6 951.6 0.702 1.293
services
Activities in
the field of
culture, sports, 0.010 0.008 | -3.65 6 5168 | 10163 | 0695 | 1.279
leisure, and
entertainment
activities
Provision of other | g g15 | 0009 | -8.16 7 5284 | 1039.0 | 0938 | 1.255
services
Total 8.3 13.3 8.0 10000 10000 485 916 0.830 1.333

Source: compiled by the authors.

of relevant state support to small businesses,
micro-enterprises; or to distinguish between
individual entrepreneurs (sole proprietors) and
the self-employed.

The perception of the SME sector as a vulner-
able segment requiring state care, without which
its companies will not be able to compete in the
economy, is erroneous — it is very dynamic and
distinctive and acts as a “nutrient broth” for big
business. It should be clearly understood that
aid to small and medium-sized businesses is
often redistributed in favour of large businesses
through price mechanisms or subsidiary and
parent company relations. Perhaps this is what
government policy is all about, but then it should
be assessed from this perspective.

To the extent that the state develops small
business specifically, it is necessary to identify

barriers and focus state support on helping to
overcome them, to support not the companies
themselves, but financial, marketing, consulting
infrastructures, as well as legal and information
services.

The obtained data on dynamic changes in
the SME sector should be used in the develop-
ment of forecast scenarios, taking into account
the adaptation processes and institutional re-
structuring currently taking place in the Rus-
sian economy. In the context of increased risks
and costs associated with the transformation
of the activities of the largest domestic busi-
nesses in foreign markets, the development of
large and medium-sized businesses in domestic
markets is becoming one of the main drivers
of economic growth. For SMEs, this means in-
creasing competition for dominance over them
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by large businesses, which will be interested in At the same time, government policy should
“pulling” SME companies under their control more actively encourage SMEs to establish close
by creating favourable working conditions for ties with large companies, create and expand
them, such as better ecosystems. Thus, SMEs networks to concentrate investments in com-

will be expanding. mon goals for them.
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INTRODUCTION
The level of innovation in a country is best as-
sessed by the Global Innovation Index proposed
by the Boston Consulting Group, where patent
activity is an important factor.

To measure the quantitative results of research
and development with significant technical and
technological innovations, patent statistics are
used, based on data on the registration of inven-
tions as the results of research and development.

The most important absolute indicators of pat-
enting of inventions include:

» the number of patent applications filed;

* the total number of patents granted, including
to domestic and foreign applicants.

For a long period in the Republic of Belarus
there was some growth in the inventive activity of
national applicants (Fig. 1), but it dropped signifi-
cantly after a significant increase in the amount
of patent fees for inventions in 2014.
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The coefficient of inventive activity, calculated
as the number of patent applications per 10,000
population, has increased by about 3 times over
20 years and amounted to 1.9 in 2012, falling to
0.6 in 2018, which led to a significant deteriora-
tion of Belarus’ position in the Global Innovation
Index [1].

In the ranking of patent activity of the world’s
countries issued by the World Intellectual Property
Organisation (WIPO), the Republic of Belarus
ranked 62nd in 2022 (total applications — 393;
resident applications — 298; non-resident ap-
plications — 95).!

Due to the particular specificity of research
labour and its results, the potential of inventive
activity is a complex object of study and man-
agement, so it is advisable to use a different set

! Ranking of the world’s countries by number of patents. Humanitarian
portal. URL: https://gtmarket.ru/ratings/world-patent-ranking
(accessed on 10.12.2023).

Applications field and patents
granted to national applicants

patents

Fig. 1. Time series of patent activity in the Republic of Belarus

Source: URL: https://www.belstat.gov.by/ofitsialnaya-statistika/publications/izdania/public_compilation/index_10865/; https://www.belstat.
gov.by/ofitsialnaya-statistika/publications/izdania/public_compilation/index_18023/; https://www.belstat.gov.by/ofitsialnaya-statistika/

publications/izdania/public_compilation/index_57394/
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(combination) of models, methods and indicators
for assessing this activity.

Hypothesis 1: The number of filed patent ap-
plications (and granted patents) is determined by a
certain number of simultaneously and cumulatively
acting factors.

This fact can be represented in the form of a
multiple regression equation, which has the fol-
lowing form:

y=rf(x,%,..,x,)+¢,

where y — is the number of patent applications
filed (dependent variable); x,,x,,...,x, — are the
factors affecting y (independent variables); ¢ — is
the random error.

The general formulation of the multiple regres-
sion problem is as follows:

» according to the available data of n obser-
vations of the change in the number of patent
applications filed (attribute y), depending on the
sets of values of the factors x,,x,,...,x, select an
econometric model:

y=f(x,%,...x,)+€;

» estimate its parameters and statistically
justify that the factors x,x,,...,x, are
significant, and the constructed function
f(x,%,,...,x,) corresponds most accurately to
the observational data.

Defining a multiple regression model involves
solving two problems:

» selection of independent variables
X, X,,...,X,, affecting the number of filed
inventions applications;

« selection of the form f(x,x,,...,x,) of y
dependence on the variables x,,x,,...,x,,.

 In this case, it is necessary that the factors
X;,X,,...,X,, included in the model themselves:

» were quantifiable;

« closely related to the effective feature of
the outcome;

» not correlated with each other.

If the latter requirement is violated, it is im-
possible to determine the individual influence
of individual regressors x,,x,,...,x, on the result
y, which is important for forecasting and making
control decisions.

Quantifiable data on R&D in the Republic of
Belarus are presented in the Table 1 below.

The multivariate regression model based on
the data in the table is as follows:

y =1864—14,743x, +0,06x, — 7487 x; +9248x, +2,09x..

It should be noted that there are no other reli-
able data in open sources characterising patent
activity.

Our research shows that the coefficients of
determination R’ (the share of the dependent
variable explained by the regression model of
dependence on the explanatory variables) of the
factors available for analysis do not exceed the
value of 0.6. This indicates that it is impossible to
build an adequate regression model based on the
available data, which are not statistically related
to the number of filed invention applications.

In order to identify the factors that really influ-
ence the number of patent applications filed by
national applicants, let us look at the experience
of other countries. Let us note a few important
points.

The number of patent applications is directly
related to the expenditure on fundamental and
applied research and development. They include
commercialisation of the results of scientific
and technological activities, which is impossible
without proper registration of protection docu-
ments. Countries with a high level of investment
in scientific research are characterised by a high
value of the CIA (coefficient of inventive activity),
defined as the number of invention applications
filed by domestic applicants with the country’s
patent office per 10,000 people. [2]. The level of
R&D expenditures in some countries of the world
is shown in Table 2.

The initially low level of R&D expenditure is
responsible for the decline in the number of in-
vention patent applications filed in the country
by national applicants. Not only high salaries but
also incentives for the design of a particular inven-
tion allow to increase inventive activity.

Writing the patent application itself, which
is subject to strict rules of formatting, causes
certain difficulties for developers. In order to
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Table 1

Data on scientific research and innovation in the Republic of Belarus

2010 1759 1126 468 31712 0.3 0.67 324
2011 1725 1365 501 31194 0.25 0.68 443
2012 1681 1186 530 39437 0.24 0.65 437
2013 1489 1027 482 28937 0.3 0.65 411
2014 652 887 457 27208 0.24 0.51 383
2015 543 803 439 26153 0.24 0.5 342
2016 455 892 431 25942 0.27 0.5 345
2017 434 772 454 26483 0.34 0.59 347
2018 454 524 455 27411 0.39 0.6 380
2019 298 388 460 27735 0.34 0.59 405
2020 317 386 451 25622 0.32 0.54 447
2021 276 263 445 25644 0.29 0.47 448

Note:

Y — number of applications for patenting inventions filed by national applicants (pcs.);

y‘ — number of patents for inventions issued to national applicants (pcs.);

X| — number of organizations performing research and development (pcs.);

X, —number of personnel engaged in research and development (persons);

X3 —financing of science from the republican budget (in % of GDP);

X4 — internal expenditures on research and development (in % of GDP);

X5 — number of organizations that carried out technological innovations (pcs.)

Source: URL: https://www.belstat.gov.by/ofitsialnaya-statistika/publications/izdania/public_compilation/index_10865/; https://www.belstat.

gov.by/ofitsialnaya-statistika/publications/izdania/public_compilation/index_18023/; https://www.belstat.gov.by/ofitsialnaya-statistika/
publications/izdania/public_compilation/index_57394/

Table 2

The level of spending on R&D in some countries of the world

Belarus 0.65 0.51 0.50 0.50 0.58 0.61
China 2.00 2.03 2.07 2.12 2.15 2.19
Russia 1.03 1.07 1.10 1.10 111 0.99
USA 2.71 2.72 2.72 2.76 2.82 2.84

Source: compiled by the authors according to: URL: https://gtmarket.ru/ratings/research-and-development-expenditure.
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conduct a patent search to identify the patent-
ability of a technical solution, a developer must:

» be able to work with patent databases;

 have skills of formalising the description of
the development, writing correct claims;

» know the rules of filing an application,
especially for foreign patent offices.

For this purpose, it is necessary to engage
professional patent attorneys, whose number is
insufficient and their services are expensive.

The financial component of patenting should be
noted:

e Jlack of funds of individual inventors,
start-ups and small companies does not al-
low them to patent their inventions in a timely
manner;

 the prospects of obtaining a targeted finan-
cial result are rather weak;

« implementation implies certain difficulties;

» revenues from commercialisation of rights
to the results of inventive activity will not be re-
ceived immediately.

The specificity of the origin of intellectual property
objects is that they are the results of intense intel-
lectual labour mainly of individual researchers,
and they are inseparable from their creators [3].
Creativity is an environment of purely individual
activity. It is necessary to make a clear distinc-
tion between the labour of generating a creative
result and contributing to such a result. The basis
for the emergence of the right is only a personal
contribution — the new thing that is made by the
creator [4].

Keeping the invention secret should not be fa-
vourable to the inventor. In a market economy,
the use of intellectual property objects gives the
researcher an opportunity to obtain additional
income from monopoly on new technologies, sale
of patents and licences. The sale of the right to
use the invention should cover the direct costs of
its creation and the transaction costs of specifica-
tion of property rights. The creator must be able
to recoup the costs incurred and have incentives
(including rents) to continue his intensive and
complex activities [5].

The costs of the inventor and other interested
agents can be attributed to specific, often unre-
coverable (for example, due to imperfect legisla-
tive protection) investments. The underdevelop-
ment of the market of intellectual products, the
lack or incompleteness of information on trans-
actions with such complex products create the
problem of adequate assessment of their market
value, and, therefore, the receipt of income and
the existence of incentives for their creation.

Hypothesis 2. In order to increase the number
of patents applied for and registered in the country,
it is necessary to develop adaptive mechanisms for
managing the patent activity of economic enti-
ties and implement them in the system of regular
management.

In order to do this, the following tasks must
be done sequentially:

1. Identify the management object from the
environment, as which we will consider the
patent activity of the business entity.

2. Determine the objectives of the manage-
ment system.

The management system of patenting activ-
ity of a business entity is created in order to
achieve an economically justified number of
declared and registered patents.

3. To outline the objectives of the research. This
is the development of internal mechanisms for
increasing the patent activity of economic enti-
ties and the application of management tools
embedded in regular management on their basis.

4. Identify the functions of patenting activities
of business entities. These include:

e determination of needs;

¢ motivation;

» goal setting;

» selection of technologies to achieve the
maximum possible number of patents applied
for and registered.

5. To set objectives to achieve the goals of
patenting activities, including:

o selection of forms, methods and means;

» obtaining the planned results in the form
of filed applications and granted patents;
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« diagnostics of the obtained results of patent « information gathering;
activity;  planning;
« reflexion depending on the obtained results. » implementation (including organisation and
In order to realise the management of patenting  monitoring of implementation);
activity, a special structural unit of the economic « diagnostics (accounting, control, analysis of
object (e.g., patent office) is required, which is re- the results obtained);
sponsible for the consistent performance of the fol- « regulation (including adaptation processes)
lowing functions: within the business entity.
management
goals adjustment
Q(y.z) IR s Ax !
|
: plan :
: X l
| |
Y v l
» Ir;foolmtri]:;n ! planning = implementation —®| diagnosing —® regulation |«
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results of previous periodsy. plan fact incentivisation
plan proposals S X y w
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Patent activity of the business entity

External environment,
B including: -
conditions; requirements; norms; principles

% - semantic filter

Fig. 2. Mental model of the control system patent activity of an economic object

Source: compiled by the authors.
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To determine the interrelationships and inter-
dependencies between the elements of the patent
activity management system and the external
environment.

The structure of the patent activity manage-
ment system can be presented as a private mental
model of the third level management (Fig. 2).

As the external environment of the patent ac-
tivity management system, it is advisable to con-
sider the supersystem representing the general,
regular management of the business entity, as well
as the state management system, which creates
conditions for commercialisation of rights to the
results of intellectual activity (RIA).

Let us analyse the economic aspect of increas-
ing the patent activity of economic entities.

Innovations as a result of implementation of
patents of own development are realised in the
economic entity itself. In addition, patents are
sold in order to become innovations in the sphere
of consumption. Therefore, patents can be devel-
oped both for own needs (implementation in own
production or accumulation) and for sale.

A patent can become:

e accumulation in an economic object;

« innovation in an economic object;

» object of sale as a commodity.

The efficiency of patent activity of an economic
entity is expressed through economic and financial
indicators. In the conditions of market relations
there cannot be a unified system of indicators. Each
investor determines it independently, based on the
peculiarities of the innovation project, profession-
alism of specialists, managers and other factors.

In fact, if we take into account only the final
results of implementation or sale of patents, this
activity can be estimated in value terms.

The increase of patent activity should be linked
to the strategic goals of the economic object. This
will allow to feel real economic benefits and make
this process economically justified [6].

Comprehensive consideration of patent activity
of an economic entity allows to:

» formulate strategic goals of an economic
object;

 to select indicators assessing the impact of
patent activity on the achievement of strategic
goals;

» to develop strategic measures in several
directions that really influence patent activity
and ensure it.

At that, the development of the patent activ-
ity management system is carried out within the
framework of reengineering of business processes
of the economic object and includes the follow-
ing steps:

» specification of strategic goals of the
economic object;

 linking strategic objectives by cause-and-
effect chains (building a strategic map);

» selection of indicators and determination of
their target values;

» determining the connection of indicators
with business processes;

» development of strategic measures to
increase patent activity;

» cascading, spreading the strategy to all
management levels;

e integration of the patent activity
management system into the management system
of the economic object, for example, with the help
of Business Studio.?

DISCUSSION OF THE RESULTS

An example of a strategic map of patent man-
agement of a business entity is shown in Fig. 3.

Fig. 3 presents strategic objectives describing
planned results and cause-and-effect relation-
ships between individual objectives. For each
objective one or more development directions
are specified and the indicators — measures of
the degree of its achievement — are given, pro-
viding management with timely signals based
on deviations of the real state of affairs from
the planned one, i.e. the actual quantitative
results obtained are compared with the planned
ones.

2 Documentation of Business Studio. URL:
www.businessstudio.ru/wiki/docs/v5.1/doku.php/ru/start (accessed on 10.12.2023).
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Strategic map of patent activity management
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Fig. 3. Strategic map of managing the patent activity of an economic objects

Source: compiled by the authors.

The indicators in the patent activity manage- « formulation of the highest goal of the eco-
ment system simultaneously serve to assess both nomic entity;
the efficiency of business processes and the degree » development of a strategy for its achieve-
of goal achievement. ment;

The sequence of designing the patent activity man- » formation of the upper level of the system

agement system of an economic entity is as follows:  of objectives and indicators;
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« definition of management objects (economic
entities);

» development of a model of business pro-
cesses, formation of the lower level of the system
of goals and indicators;

 designing the organisational structure;

 formation of regulatory and methodological
documentation;

« automation of the management system
(if necessary).

The process approach is used to describe man-
agement activities.

CONCLUSIONS
According to the data of the State Statistics Com-
mittee of the Republic of Belarus, for a long period
of time there has been some growth in the inven-
tive activity of national applicants, but patent activ-
ity in the country has recently declined markedly.

The authors’ research shows that it is impos-
sible to build an adequate regression model based
on the available data, which are not statistically
related to the number of filed invention applica-
tions.

The considered factors affecting patent activity
indicate an initially low level of R&D expenditures,
which causes a decrease in the number of patent
applications filed in the country by national ap-
plicants.

The mental model of the third level of manage-
ment of economic entities provides a sequence of
tasks in the design of the patent activity manage-
ment system.

Its enhancement should be linked to the stra-
tegic goals of the whole economic entity.

The general approach outlined in the paper
can be used in the creation of the patent activity
management system of any economic entity.
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INTRODUCTION

The European Securities and Markets Authority
(ESMA) issued a statement in July 2023 recalling
the need for disclosure of sustainability informa-
tion as it is essential (material) for an investor to
make an informed assessment, including of assets
and liabilities, profits and losses, financial position,
and prospects of the issuer.! The concept of double
materiality was first proposed by the European
Commission in the guidelines on non-financial
reporting.? The concept implies the importance
of disclosure of information for understanding,
firstly, the development, performance and market
position of the company affecting its value, and
secondly, the impact of the company’s activities
on stakeholders.

The concept of double materiality is quite
widely reflected in the theory. The issues of ESG
principles implementation in corporate manage-
ment are considered in the works of M. P. Afanasiev,
N.N. Shash, S.B. Safronov, A.M. Margolin, I.V. Vya-
kina, R.P. Bulyga, M. V. Melnik, I.V. Safonova and
V.B. Gisin [1-3].

Of considerable interest for the purposes of
our study are the works devoted to the issues of
ESG factors’ impact and their disclosure on the
financial performance of companies and their
value. Most of the works show that the more at-
tention a company pays to these issues, the better
its financial performance panel. Thus, B.S. Bataeva,
A.D. Kokurina and N.A. Karpov, having analysed
the performance of 50 Russian public companies
whose shares were traded on the Moscow Ex-
change, concluded that the ESG disclosure ratio is
positively and statistically significantly related to
profitability, while the profitability of companies
is influenced by the overall ESG disclosure ratio
and its environmental component [4].

! Public Statement Sustainability disclosure in prospectuses. URL:
https://www.esma.europa.eu/sites/default/files/2023-07/ESMA32—
1399193447-441 Statement_on_sustainability_disclosure_in_
prospectuses.pdf (accessed on 11.02.2024).

2 Guidelines on non-financial reporting: supplement on reporting
climate related information. URL: https://eur-lex.europa.eu/legal-
content/EN/TXT/PDF/?uri=CELEX:52019XC 0620(01) &from=EN
(accessed on 11.02.2024).

The results of the study by C.]. Thomas, J. Tuy-
on, H. Matahir, S. Dixit of Malaysian companies
allowed the authors to conclude about the positive
impact of ESG-policy on profitability performance
profile of shareholders’ equity (ROE) [5]. At the
same time, the analysis of disaggregated indica-
tors of sustainable development showed that the
social component (S) has a significant impact on
return on equity and Tobin’s coefficient (Tobin’s
Q), while the corporate governance component
(G) — only on Tobin’s Q coefficient.

J].B. Wong and Q. Zhang, as a result of an em-
pirical study of US public companies from Janu-
ary 2007 to December 2018, concluded that their
valuation is negatively affected by the disclosure
of negative information about ESG factors [6].

Thus, the conducted review of scientific lit-
erature suggests that sustainable development
of companies is a positive factor that contributes
to business growth.

RESULTS OF THE RESEARCH

A company’s sustainable development processes

can be judged by its profile in ESG ratings. The

use of the term “sustainable development” or
“ESG” in corporate practice conceals a larger goal,
namely the harmonious development of the

company’s business model. Sustainable develop-
ment is a complex criterion that allows assessing

the efficiency of interaction of all types of the

company’s capital, i.e.— an element of the con-
vergent component of intellectual capital.

In the context of sanctions, the inclusion of
domestic companies in international ESG ratings
has lost its relevance. There is a sufficiently large
number of national ESG-ratings in Russia (Table I).

ESG principles are being actively implemented
in Russia. Orientation on them will contribute
to the transformation of companies’ activities.
The company’s inclusion in the ESG agenda, con-
sidered in a number of works as a component of
business reputation, is a manifestation and result
of intellectual capital functioning. The company’s
position in the ESG-rating allows to form an idea
of the quality of its business model. It is this indi-
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Table 1

Russian ESG ratings

Rating

Rating compiler

Methodology

RSPP (Russian Union

of Industrialists and
Entrepreneurs) Sustainability
ESG Indices

Russian Union of
Industrialists and
Entrepreneurs (RSPP)
(since 2014)

Includes two interrelated indices.

The Sustainability Vector Index reflects the dynamics of
socio-economic and environmental performance indicators

and a systematic approach to sustainable development (SD)
management.

The Responsibility and Openness Index reflects the general
situation in the area of sustainable development (SD) disclosure
in the public reporting of major Russian companies

Stock ESG indices of
Moscow Stock Exchange
based on RSPP (Russian
Union of Industrialists and
Entrepreneurs) ESG indices

Moscow Stock
Exchange

These are formed taking into account the RSPP Sustainability
Indices, and starting from 2020, the Moscow Stock Exchange
compiles the UN SDGs Disclosure Rating.

ESG-rating of NCR

National Credit
Ratings LLC

Proprietary (own) methodology based on Russian and foreign
experience. It is intended for assigning ESG ratings to non-
financial companies, financial and credit companies, regional
and municipal authorities. ESG-rating includes three factors
(“Environmental Component”, “Social Component’”, “Governance
Component”), then the weighted sum of the three factors’
assessments is determined as follows

ESG rating of NRA

National Rating
Agency LLC

Forms ESG ratings and rankings assessing the level of ESG risks
in the activities of Russian constituent entities and companies,
including industrial, consumer, financial, non-financial and real
estate sectors. It is used to assess companies in the industrial
sector with due regard to industry specifics in accordance with
the Agency’s methodological approaches to assigning ESG
ratings. As a result, companies are categorised into groups
according to the degree of integration of ESG factors into the
companies’ activities

ESG rating of Expert RA

Expert RAJSC

The methodology takes into account UN sustainable
development standards, ICMA sustainable development

bond principles, LMA green loan principles and VEB.RF
methodological recommendations.

It includes:

ESG — environmental, social and corporate responsibility rating;
CGQ — Corporate Governance Quality rating.

The ESG rating is determined based on a weighted sum of the
scores of the “Environment”, “Society”, and “Governance Quality”
sections, as well as stress and support factors

ACRA ESG rating

Analytical Credit
Rating Agency (JSC
ACRA)

ACRA is on the list of independent verifiers of the International
Capital Markets Association (ICMA). The final ESG rating is a
weighted assessment of three blocks: “Environment”, “Social
Responsibility’ and “Governance”. Each block is assessed in three
stages: evaluation of the company’s performance; evaluation

of actions to minimise risks and the ability to withstand them;

evaluation of the level of compliance with best practices

Source: compiled by the author.
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Table 2

ESG-assessment map based on the indicators “social factors” and “corporate
governance” of the RAEX ESG rating methodology

Group of factors Factor Factor weight, %
Human capital 9.8
Corporate social responsibility 12.3
: General social risks 74
Social asset portfolio 7.4
Corporate structure 19.5
° Corporate behaviour 16.5

Source: compiled by the author.

cator that speaks about the harmonious develop-
ment of the company, satisfaction of interests of
all groups of stakeholders and which is achieved
only if all components of intellectual capital are
sufficiently formed. In addition, the company’s
adherence to the ESG-concept is an additional
tool to counteract negative factors of the external
environment and reduce risks.

The topic of ESG agenda can set a positive im-
petus for the development of Russian companies
when realising its value in terms of cost and in-
vestment attractiveness.

One of the most popular in Russia is the RAEX
ESG ranking of Russian companies, which includes
an assessment of components in the following di-
mensions: environment (E), social sphere (S) and
corporate governance (G). The RAEX ESG ranking
as of October 2023 includes 160 organisations.

The data sample for the correlation analysis is not
balanced, as the number of public companies from
the manufacturing sector was different in the rating
in different years. Data for 2022 was not considered
due to the decision of a number of organisations not
to publish non-financial reports during the period
of volatility of external factors and the impact of
sanctions on the capitalisation indicator.

The ESG scorecard for “social factors” and “cor-
porate governance” is presented in Table 2.

The sample includes Russian public compa-
nies in the manufacturing sector whose shares
are traded on the Moscow Stock Exchange. The
changes in their positions in the RAEX ranking
by G-factor are presented in Table 3.

Many domestic companies have an unstable
position in the rating. This is primarily due to
the completeness of information disclosure on
their part. The biggest drop in the rating dur-
ing the analysed period was observed at Mechel
PJSC, which moved from the top leaders to the
second echelon, losing 87 positions at once. MMK
(Magnitogorsk Iron and Steel Works) PJSC and
TMK (Pipe Metallurgical Company) PJSC are quite
stable.

The positions of the analysed companies in the
RAEX ranking by S-factor are presented in Table 4.

The positions of the companies under study in
the RAEX ranking by S-factor are more stable, i.e.,
their policy of information disclosure in this area
is characterised by greater transparency.

Thus, the descriptive analysis showed that the
number of companies represented in the ranking
increased over the period under review. Since
2021, all of them have been included in the RAEX
ranking. The positions they occupy in terms of
S- and G-factors may differ quite significantly in
one time period.
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Table 3
Changing in the position of public companies
in the manufacturing sector of companies in the RAEX ranking by G-factor

1 PJSC Norilsk Nickel 17 4 27 44 4
2 PJSC Severstal 10 11 11 17 22
3 PJSC NLMK 6 5 18 11 23
4 PJSC Rusagro - - - 70 79
5 PISC Acron - - - 66 53
6 PISC En+ = = = 42 32
7 PJSC United Aircraft Company - - - 116 128
8 United Company RUSAL (Rusal) 8 3 29 53 42
9 PJSC Magnitogorsk Iron and Steel Works (MMK) 5 9 12 19 11
10 | PJSC Polymetal - - 15 24 14
11 | PJSC Pipe Metallurgical Company (TMK) - - 32 30 28
12 | PJSCAsha Metallurgical Plant - - - 102 101
13 | PJSC Mechel 2 6 42 98 89
14 | PISC Nizhnekamskneftekhim = = = 87 95
15 PJSC Kazanorgsintez - - - 119 117
16 | PJSCRusagro = = = 70 79
17 | PJSC KuibyshevAzot - - - 112 111
18 | PJSC Kamaz - - - 50 67
19 | PISCUnipro - - - 13 7

Source: compiled by the author.
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Table 4
Changing in the position of public companies
in the manufacturing sector of companies in the RAEX S-factor ranking

1 PJSC Norilsk Nickel 8 4 16 11 15
2 PISC Alrosa = - = 13 27
3 | PISCSeverstal 24 22 4 2 8
4 | PISCNLMK 21 18 3 12 2
5 PJSC Rusagro - - - 52 64
6 | PJSCAcron = = = 48 54
7 | PISCEn+ - - - 21 20
8 PJSC United Aircraft Company - - - 86 128
9 | United Company RUSAL (Rusal) 7 24 24 30 25
10 | PJSC Magnitogorsk Iron and Steel Works (MMK) 3 12 30 18 20
11 | PJSC Polymetal - - 2 4 4
12 | PJSCPipe Metallurgical Company (TMK) = = 34 54 58
13 | PJSCAsha Metallurgical Plant - - - 108 117
14 | PJSC Mechel 29 28 52 150 134
15 | PJSCNizhnekamskneftekhim - - - 119 122
16 | PJSCKazanorgsintez = = = 139 142
17 | PJSCRusagro - - - 52 79
18 | PJSC KuibyshevAzot - - - 53 73
19 | PISCKamaz - - - 43 45
20 | PJSCUnipro - - - 38 41

Source: compiled by the author.
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THE ROLE OF S-AND G-FACTORS
IN THE FORMATION OF THE VALUE
OF MANUFACTURING COMPANIES
In today’s economy, non-financial value driv-
ers are becoming increasingly important. One of
them is a company’s inclusion in the sustainable
development agenda, which an investor can as-
sess through its position in ESG ratings. At the
same time, the fact that a company is included in
the sustainable development agenda is a mani-
festation of its intellectual capital. Thus, one of
the studies suggests distinguishing three groups
of capitalised components of intellectual capital:
competence, digital and convergent ones [9]. One
of the indicators characterising the state of the
convergent component of intellectual capital can
be the position in the sustainable development
ratings (rankings). To understand the role of the
factor of the company’s inclusion in the sus-
tainable development agenda in the formation
of business value, we will analyse the relation-
ship between its position in the RAEX ESG rank-
ing and the capitalisation indicator. Company
value and capitalisation indicator are not iden-
tical concepts [10]. The market capitalisation of
a company is the total value of shares currently
circulating on the stock market. The scientific lit-
erature has not formed a unified view on the un-
derstanding of capitalisation. G.I. Khotinskaya’s
research identifies several types of capitalisation:
real, marketing and the type that is understood
as the market value of the company whose shares
are listed on the stock exchange [11]. Capitalisa-
tion is influenced by a large number of macro-
economic, industry and internal factors, includ-
ing political and psychological factors. Many of
these factors are beyond the control of manage-
ment. Capitalisation at a particular date may not
reflect the market value of the company, which
can vary depending on the indicators used by the
analyst. Nevertheless, capitalisation trends are
correlated with the value of the company. There
are studies demonstrating that there is a sig-
nificant relationship between capitalisation and
business value (cost) in most cases [11]. Capi-

talisation is a comprehensive characteristic of a
company’s ability to create value. In the study we
will adhere to this understanding of the term.

Since investors are increasingly demanding
information on the impact of non-financial indica-
tors on the formation of company value, it is nec-
essary to understand the direction and strength of
the relationship between inclusion in the sustain-
able development agenda and capitalisation. As
an indicator characterising the factor of inclusion
in the sustainable development agenda, let us
consider the position taken by the company in
the RAEX ranking.

The impact of the E-factor (environmental) has
not been analysed, as it is subject to a significant
number of requirements and regulations, which
would require a separate study and consideration
of the relevant specifics.

The following hypotheses were put forward as
part of the analysis:

1. The company’s position in the RAEX rank-
ing decomposed by S- and G-factors affects the
dynamics of capitalisation of manufacturing com-
panies.

2. For a potential investor S- and G-factors
in the RAEX ranking have different significance
and, accordingly, the degree of influence on capi-
talisation.

3. The strength of influence of S- and G-factors
on the market capitalisation of manufacturing
companies depends on their industry affiliation.

Let us assess the impact of the positions of
the companies under study by S- and G-factors
in the RAEX ESG ranking on their capitalisation
(see Figure).

From the obtained results we can conclude
that the relationship between the capitalisation
indicator and the S-factor position of Russian
industrial companies is moderate (r = 0.48), and
the correlation coefficient is < 0.5 (Table 5). The
correlation between the R-factor position and
capitalisation is significant and ranges from 0.5 to
0.7 (r = 0.61). Thus, the R-factor position has a
stronger impact on capitalisation than the S-
factor position.
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Table 5

Correlation coefficients between the capitalization of companies and factors
from the convergent component of intellectual capital

Agro-industrial complex

Extractive industries

Manufacturing industries

Source: calculated by the author.

correlation coefficient
between S-factor
position and capitalization

m correlation coefficient
between G-factor
position and capitalisation

0.48

0.61

0.2 0.4 0.6 0.8

Fig. The results of the correlation analysis of the relationship between the position
on S- and G-factors and the capitalization of public manufacturing companies

Source: calculated by the author.

Further, the studied companies were distrib-
uted into three aggregated industries: extractive,
manufacturing, and agro-industrial complex.

When considering the differences in the influ-
ence of S- and G-factors on the capitalisation of
public manufacturing companies depending on
the industry affiliation, the following was revealed:

» the most sensitive to the studied factors is
the value of capitalisation of companies in the

extractive and manufacturing industries. A mod-
erate correlation was found between capitalisa-
tion and the position of companies in the rank-
ing by S- and G-factors;

 no statistically significant correlation was
found between capitalisation and the position in
the RAEX ranking by S- and G-factors for com-
panies belonging to the agro-industrial com-
plex. Accordingly, these indicators cannot be
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considered as having a positive impact on the
market capitalisation of companies.

The results of the analysis of the entire set of
public manufacturing companies under study
allowed us to conclude that the company’s posi-
tion in the RAEX rating by S- and G-factors influ-
ences market capitalisation, i.e., hypothesis 1 is
confirmed.

Hypothesis 2 is partially confirmed. The rela-
tionship between the G-factor and the capitali-
sation of companies is significant (R = 0.61). The
influence of S-factor on capitalisation of manu-
facturing companies is moderate (R = 0.48) (see
Figure). Accordingly, on the basis of the studied
sample of companies, the considered factors in-
dicate insignificant difference in the degree of
influence on capitalisation with the same vector
of orientation.

Hypothesis 3 was confirmed on the basis of cor-
relation analysis of the impact of the company’s
position in the RAEX ranking by the group of S-
and G-factors, taking into account the industry.

For Russian companies of the agro-industrial
sector, S- and G-factors from the position of in-
fluence on capitalisation turned out to be insig-
nificant, the correlation coefficients, respectively,
were —0,22 and -0,39. The strongest correlation
is observed between S- and G-factors and the
capitalisation of companies in the extractive and
manufacturing sectors. Thus, it is confirmed that
the strength of the influence of the above factors
on the market capitalisation of manufacturing
companies is different depending on their industry
affiliation.

CONSIDERATION OF S-

AND G-FACTORS IN THE FORMATION
AND ASSESSMENT OF BUSINESS VALUE
Traditional approaches to assessing the value of
a company are focused on financial factors, but
changes in the economy have led to the emer-
gence of new — non-financial — value formation
drivers. ESG indicators are taken into account
by investors when making decisions, including
when buying or selling a business. Market value

is the value that an interested party considers
“adequate” on the basis of evaluation or available
information. Information on the implementa-
tion of the company’s sustainable development
strategy provides insight into its current and
forecasted state. The appraiser’s professional
judgement of the business value at the current
date should be formed taking into account the
ESG-indicators in specific industries.

The influence of ESG factors on the formation
of business value is considered either from the
position of reducing the risks of activity or taking
into account the optimisation of the company’s
business model, which is expressed both in the
results of current activity and future profitability.

The results of the conducted research allow
us to state that it is reasonable to separate the
directions of ESG-factors accounting within the
framework of business valuation in case of signifi-
cant difference of influence on the processes of its
value formation in the industry. ESG factors can
be taken into account in the methods of income
and comparative approaches.

The directions of ESG-factors accounting in
the comparative approach to business valuation
include:

» market research of the industry, includ-
ing analysis of the impact of ESG factors on the
capitalisation and performance of companies;
preparation of a profile of the impact of ESG fac-
tors in relation to the industry; substantiation
of the significance of ESG factors affecting the
valuation of the company;

» analysis of financial and non-financial
statements of companies, ESG ratings and rank-
ings; selection of peer companies; comparison
of peers and the valuation object according to
specified parameters;

» selection of traditional multiples used to
calculate the value of the object with further ad-
justments for ESG factors, or development and
introduction of a new multiplier allowing to take
into account the influence of non-financial val-
ue factors, including those related to the group
under consideration.
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Within the framework of income approach
methods two directions of ESG-factors account-
ing can be distinguished:

« identification and inclusion of specific risks
for each component of ESG factors in the dis-
count rate calculation;

e calculation of the value of future cash
flows: justification of the forecast period taking
into account ESG factors, assessment of the im-
pact on cash flows, calculation of the discount
rate and long-term sustainable growth rate.

At the same time, it is advisable to model the
impact of ESG factors on the company’s financial
performance, in particular, on cash flows.

CONCLUSIONS
Thus, the issue of expanding the range of non-
financial factors taken into account in the busi-
ness valuation process and introducing them
into the methods of traditional approaches
should be resolved. The results of the research
have demonstrated that the significance of ESG
factors and their impact on the capitalisation
indicator of companies have a clearly expressed
specificity, which allows us to argue that it is
necessary to take them into account separately
in the process of business value formation. Rus-
sian companies have not fully comprehended
the need to follow the sustainable development

agenda and disclose relevant information. A
constraining factor is the insufficient penetra-
tion of ESG criteria in the practice of business
value assessment. Today, work in this area is
limited only by an increasing number of theo-
retical studies, while in practice the relevant
mechanisms and tools have not been developed.

The influence of ESG factors on the value of
Russian manufacturing companies will increase
as the number of those participating in the rat-
ings increases, as investors pay more attention
to them and as these factors are introduced into
business valuation practice. The identification
of cause-and-effect relationships between ESG
indicators and the value of companies requires
further research and development of business
valuation methodology.

The results of the study confirmed the rela-
tionship of S- and G-factors with the market
capitalisation indicator of companies in the
extractive and manufacturing industries. The
R-factor position was found to have a stronger
impact on capitalisation than the S-factor, but
this result may be determined by the time lag of
the study and the characteristics of the sample.
Analysing the separate influence of S- and G-
factors on the performance of companies requires
further research that takes into account industry
differences.
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