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NEA ECONOMIC INTEGRATION:
RUSSIAN PERSPECTIVES

The article examines specific features of the contemporary
Russian economic model. Comparative dynamics of the macroeco-
nomic indicators is analyzed. The assessment of scales and structures
of interaction of economy of Russia and the Far East with the coun-
tries of the Pacific Rim and Northeast Asia is given. Problems of re-
alizing of a course towards the East Asian integration are shown.
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AKOHOMUYECKAA UHTEMPALIUA B CBA:
POCCUWUCKUE NEPCNEKTUBbLI

B crarpe paccmaTpuBaroTCsi 0COOEHHOCTH POCCUHCKON 3KOHO-
MHYECKOW MOJAEIH Ha COBPEMEHHOM 3Tare. AHAJIM3UPYETCsl CPABHU-
TeJIbHAs JAWHAMHKAa OCHOBHBIX MaKpPOIKOHOMHYECKHX MOKa3aTelei.
[TpoBoauTcst oneHka MaciiTaboB M CTPYKTYpP B3aUMOJAEHCTBHUS JKO-
HoMmuKH Poccun n lanpHero Bocroka co crpanamu ATP u Cesepo-
BOCTOYHOH A3zum. [loka3zaHBI TPOOIEMBI peaH3aIlii CTPATETHIECKO-
r'o Kypca Ha BOCTOYHOA3UATCKYIO HHTETPALIUIO.
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This article is prepared on the basis of report for the 231
annual Northeast Asia Economic Forum.

PabGora ocHoBaHa Ha Marepuanax AOKIajaa, MOJIrOTOB-
JIGHHOTO i1 23-TO €XKEroJHOro OKOHOMHUYECKOro ¢opyma
CeBepo-BOCTOUHON A3HH.
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General Strategy

Since 1997 we could face three variant
of «turn to East» policy in USSR/Russia. First
one was connected with so called Gorba-
chev’s Pacific maneuver (1987-1990) — I
mean not only general declaration about pa-
cific direction for soviet economy, but first
lows for foreign investments and joint ven-
tures with special incentives for the Fareast-
ern’ economic agents as well as the first State
Development program for the Far East region.
Second period (1992-1996) was connected
with the transformation crisis in Russia, when
the orientation to NEA markets had saved
timber, fish, metallurgy, food processing in-
dustries as well as consumer market. And
since 2006 the third period of Pacific integra-
tion of Russia in form of trade and invest-
ments have begun. It is based on foreign di-
rect investments to the Russian Far East en-
ergy sector and enormous internal invest-
ments to transit infrastructure.

Up to date we can conclude that in case
of trade some optimistic results in the Pacific
reorientation were achieved as a minimum
from statistical and macroeconomic point of
view. Almost 25% of total Russian export is
connecting with the APEC region (figure I).

And the biggest part of it is the export
to NEA countries, around 71% of the total
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export to APEC. Though the EU up to date
remains the trade partner Ne 1 for Russia,
trade with APEC is growing up very fast (fig-
ure 2).

Main part of the Russian trade with
NEA as well as with EU is energy products
including crude oil and for last 2 years LNG.
This is corresponding with general Russian
export commodity structure which consists
more than on 70% from energy goods (fig-
ure 3).

In future the energy sector of Russian
export to the NEA will increase due to two
factors. Problems with European energy mar-
ket for Russian companies is the first. Trou-
bles are connected not only with the modern
Ukrainian crisis; it is only an indicator of sys-
tem problems which include competitive pol-
icy of US as well as the desire of the EU itself
to minimize the dependence on Russian en-
ergy resources' supplies. By the way the
Ukrainian crisis from economic point of view
can be reviewed as a strategic turning point in
case of Russia—NEA economic ties. Eco-
nomic sanctions declared by US and EU are
seeing by Russia as strategic challenge which
it look forward to. And main spheres where
Russia has to look for new opportunities are
not even trade but technological and invest-
ment exchange.
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Figure 1. Russian Foreign Trade Turnover, 2013, $ billion
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Figure 2. Russian Foreign Trade by sectors/countries, $ billion
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Figure 3. Russian export commodity structure, 2013

Though the average ratio «invest-
ment/GDP» in Russia is not enough high for
developing economy (around 20-22%) and
main «growth engine» is internal and external
demand [3], investments are playing very im-
portant role first of all in energy and extract-
ing sectors of the Russian economy which
provide main part of federal budget incomes,
more than 60% (table I).

Since 2000 the volume of foreign in-

vestments to Russia increased more than
22 times (figure 4) due to an import substitu-
tion development after the 1998 financial cri-
sis and opening of financial market.

Direct foreign investments consists only
2-3% of the total volume of investments to
fixed capital in Russia (figure 5), but the most
important thing is so called «other invest-
ments» (loans, securities and so on), which
used for financing of domestic investments.
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Table 1
Russian Federal Budget Incomes, 2013, trillion rubles
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Figure 4. Foreign Investments in Russia, $ million
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Figure 5. Foreign Investments structure, $ billion

Note: Russian investments to fixed capital — $1 145 billion (2013)
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There share is 12-14% of the total Russian
investments to the internal economy.

It means that Russia need to face the se-
rious financial challenge from the Western
sanctions and has to look for new financial
sources not only because of possible troubles
with current and future investment financing
but also for supporting accumulating external
debts services. The volume of Russian corpo-
rate external debt is not extremely but enough
high, about 29% of GDP and 115% of na-
tional gold and currencies reserves (table 2).
One of the alternative sources for external in-
vestment financing is the NEA and not only
for the «sanction period» but after it too. By
the way speaking about NEA in this context
we must take into account mainly China due
to uncertain position of Japan and compli-
cated situation for ROK.

The second possible direction of exter-
nal finance sources’ diversification is BRICS
which is one of the world’s economic score
concentrated 20-22% of the world GDP (fig-
ure 6). But if general economic potential of

this alliance is enough high, it’s financial and
institutional potential is not so optimistic now.
During last BRICS meeting in Brazil first step
towards constructing joint financial institution
were done but it is very long way and first
result on it maybe would be seen only in fu-
ture.

Regional Instrument

Since the mid of 1960s USSR/Russia
used the Fareastern region as the main base
and channel on the way to APEC and NEA.
Until 2004 this region was a real main base
for the trade and investment cooperation with
NEA, giving around 75% of total Russian
trade turnover and 80% of capital transac-
tions. Now the situation has changed. After
constructing the Trans Siberian oil pipeline
and other elements of hard infrastructure in-
cluding sea port and railways reconstruction
such regions as Siberia and Ural began to play
the growing role in Russia—NEA cooperation
game. The Russian Far East became mainly
transit territory for Russian trade with NEA

Table 2
External Debt of Russia, $ billion
Total Debt Governmental Corporate Reserves
1998 182,9 149.9 33,0 17,7
2013 703.,9 85,5 6184 537,6

USA + Canada

+ Mexico + Japan + Australia

25,0

x—-?

Figure 6. World Economy Scores
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countries. During 2000-2013 all-Russia ex-
port to the NEA increased almost 14 times
and the export from the Russian Far East 10
times. The share of foreign direct investment
allocated in the Far East of Russia decreased
to 50% as to 2013 in spite of the Sakhalin off-
shore oil and gas' extraction and export. But
up to date the Russian Far East remains one of
the most important «brick» in the Russian co-
operation strategy in NEA.

Since 2003 Russia began to accelerate
the investment dynamic in the Far East (fig-
ure 7) and main targets of these investments
were the developing of transit infrastructure,
the national prestige on Pacific and including

545

into éxport new natural resources. Investment
growth rate in the region up to date is higher
than national average indicator.

Of course main economic effect in the
Far East can be describe as: «high invest-
ment’s growth — high export growth — modest
GDP growth» because export sector is the
most effective field of production factors us-
ing and foreign market as well as in 1990s
remains the most important factor of regional
economic dynamic. Figures 8-9 illustrated
this effect. Mainly due to this effect the Far-
eastern regional export value is up to date
around 27% of all Russian export to the NEA
in spite of Siberian regions expansion.

425

445

395

345

295

245

Fussia

195

145 A

25 4

2000 2001 Z00Z Z003 2004 2005 2006 2007 Z00s Z00% 2010 2011 2012

Figure 7. Fixed Capital Investments, Russian Far East, 2000 = 100%
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Figure 8. Foreign Trade and Investments dynamic, RFE, %
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Figure 9. Foreign Trade and GDP Dynamic, %

The increasing of the regional trade as
well as above mentioned effect’ appearing
dated by 2004 due to beginning of the Sakha-
lin project operation. And main part of the
regional export consists from fuel goods (fig-
ure 10).

In case of Japan and ROK the share of
oil and gas export is much higher (figure 11),
but the regional export to China is more di-
verse (figure 12) reflecting more deep and
mutual economic ties. In future the share of
energy export to China can be increased due
to confirmed recently projects of constructing
new gas pipeline from Eastern Siberia and
Yakut Republic. At the same time additional
volume of machinery goods and engineering

Import
l 50,1%
232%__
10,2%
B Machinery HFuel

Consumer goods  BOther

services can be appeared after the beginning
of the joint projects in field of aerospace in-
dustry.

By the way the trade dependence’ in-
creasing of the Russian Far East on the NEA
which was a save for the regional economy
and up to date and for midtime perspective
remains the fundamental factor of market sta-
bility can transformed into a problem in long
period because of creating a monopsonic
trade model for the Russian Far East. While
the intraregional trade of China, Japan and
ROK during 2000-2012 was stable (17-18%)
because of diversification of their geographi-
cal structures, the dependence of the RFE on
trade with NEA was increasing from 56% to

Export
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Figure 10. Russian Far East Foreign Trade, commodity structure, 2012, %
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Figure 12. Commodity structure of the FE export to China, 2012, %

80% (table 3). It means that the regional
economy stability bases only on market sta-
bility of the «NEA Big Triangle» and one of
the important tasks for the region is to look
for new trade partners.

For the Far East a dependence on for-
eign investments is much more important that
for the Russian economy as a whole. For
2012-2013 average annual volume of fixed
capital investment in the Fareasterm economy
estimates as $20-22 billions and the volume
of total foreign investments reached $9 billion
in average. The volume of foreign direct in-
vestments in same period can be estimated as

$2.5 billion. It means that share of total for-
eign investments for this period was more
than 40% (10—12% for all Russia). In case of
direct investments the share of foreign in-
vestments was around 10% against 2% for all
Russia [4]. Foreign investments are playing
critical role mainly for the export oriented re-
gional sectors such as oil and gas, diamonds,
timber, financial services (90% of all invest-
ments). By the way NEA countries are not
sufficient investors to the Far East (exclusion
is Japan). Main investors to the regional
economy are Cyprus, Netherland, USA, and
Great Britain.
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Table 3
Intraregional Trade: NEA
2000 2012
Total, $ billion With NEAC, % Total, $ billion With NEAC, %
China 530,2 22,2 4260,0 14,5
Japan 988.,6 13,8 1926,9 22,6
ROK 402,6 20,7 1283,6 249
RFE 4,6 56,4 36,4 78,9
Can Russia Benefit from the NEA crisis followed by ruble devaluation, oil prices
Cooperation’ Acceleration? growth and lmport substitution deVelOpment.
Th th o directi for it Increasing of world oil prices which provoked
First incerr:as?;e o;eien\tggtlrrlllenltr efiol\(z)vrésfo(r)rtllle. the growth of real consumer consumption
Far I,East and Egastern Siberia development as (250% as of 2000-2010) led to the growth of
. . d ti d ly. But thi
well as getting comparatively stable and dy- f(.);n estie coln sume(ri' 00Cs sgpplly ut s
namic market for natural resources extracting ezoe(;:; V;gi Oa m;)}slt 1;app.i:are. t HZXt crisIs
. .. — . rt
now and in future there. Second, receiving an ( ) | 1ougT OF prices and expo
. : ) revenues remained enough high (figure 13),
alternative source of financial and technologi- after 2008 their erowth was verv modest and
cal resources. Third, obtaining additional could not be recogvere d[l: 4] i
scale market for national extracting sector and i o .
long budget incomes stabilization. At the same time domestic inflation was
All three results can be reached only in going on (figure I4) and ruble became over-
. ) : yi valued (figure 15).
case of radical changing of Russian economic = i
model and political paradigm [2]. Raising of production costs because of
Mod . del in Russi high inflation and decreasing of gross reve-
odern cconomiic modet In Hussia was nues due to overvaluing of ruble led to
created as a reaction on the 1998 financial
300
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Figure 13. Russian oil export
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Figure 15. Exchange rate, ruble/US dollar

diminishing of a profitability in Russian in-
dustry including oil and gas [2].

Low level of new investment project
profitability and fear of speculation in ex-
change market were reasons of comparatively
high domestic interest rate and internal deficit
on investment resources. Oil and gas revenues
in form of federal budget reserve funds ex-
ported to US and EU. Than Russian corpora-
tions and banks have borrowed their money in
form of long term loans and securities. As a
result capital outflow began growing up.

The level of domestic demand sup-
ported by two factors: increasing of personal
incomes and growing up of governmental

consumption including governmental invest-
ments. High growth rates of personal incomes
in 2000-2007 change by almost stagnation in
this sphere except pensions (GDP growth
rates in 2009-2012 — 160%, pensions — 170%,
salary — 139%). Governmental demand was
connected mainly with military spending and
investments to the «Exhibition Economy» —
realization of enormous by scale projects
(Olympics game, Universidad, APEC Sum-
mit, «Skolkovo», «New Moscow», «Goscor-
porations» and so on). Such projects are ori-
ented to rising of national prestigious and
strengthening of personal leadership but as a
rule they are ‘not followed by rising of do-
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mestic demand, export possibilities, techno-
logical modernization, appearing of new types
of businesses because of very poor national
economic structure and level of qualification.
As a result they cannot create the high level of
incomes’ augmentation now or in future. The
most evident effect of such projects — creation
of richness and prosperity illusions, first, and
high level of corruption in economy.

Such economic policy can be named as
«economy of squander». In USSR such econ-
omy was created to get «socialism winy». In
modern Russia scaled spending of public
funds has goal to gratify of vainglory of the
national governance.

Together with too tall political ambi-
tious dimension of domestic demand’ growth
technological no competitiveness and poor
institutions have stipulated since 2013 not on-
ly the economic stagnation but putted under
doubt the possibility to use potential earnings
from international cooperation as a whole in-
cluding NEA cooperation. Of course it will be
possible in case of the economic model, insti-
tutional construction and political impera-
tives’ correction.
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