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Extent of Russia’s participation in the international
movement of capital. Developed countries are domi�
nant exporters and importers of capital in the world,
while less developed countries (emerging markets)
occupy a secondary position. Thus, in general, in
2000–2008, their capital exports amounted to
4.131 trillion USD, while imports stood at 5.439 tril�
lion USD (see Table 1), i.e., 10 and 12% of world
exports and imports of capital, respectively.

The low share of less developed countries (emerg�
ing markets) in world exports of capital is primarily
due to their level of economic development. They have
not yet accumulated sufficient capital resources, espe�
cially, real capital, and, most importantly, at the stage
of early industrialization and, moreover, at the active
stage of industrialization the need for capital is enor�
mous. It can be seen from the fact that the rate of gross
capital formation (the ratio of the real, i.e., nonfinan�
cial, capital to GDP) in less developed countries is
higher than in the group of developed countries. With
regard to capital imports, the low level of economic
development in emerging markets (it usually corre�
lates with indicators of the investment climate) pre�
vents the import of capital.

In a huge group of countries with emerging markets
(Table 2 only shows twenty countries of this group,
which are leading in terms of GDP), according to the
absolute volume of exports and imports of capital,
Russia is only second to China (China’s GDP in 2008
exceeded that of Russia by 2.7 times at the exchange

rate) and far superior to Brazil, India, and other lead�
ing emerging markets. In 2000–2008, Russia’s share
in world exports and imports of capital amounted to
1.4 and 1.1%, while these figures were 1.6 and 2.3% in
China, 0.3 and 0.7% in Brazil, and 0.1 and 0.7% in
India, respectively.

Orientation of Russia’s exports and imports of cap�
ital towards offshore countries. The Bank of Russia
publishes data on the geography of Russia’s participa�
tion in the international movement of capital. It only
provides information about the geography of the
movement of direct and portfolio investments.
Besides, it does not provide data on the geography of
accumulated investments, i.e., the on the interna�
tional investment position of Russia, consisting of its
residents' foreign assets and the assets of nonresidents
in our country (the latter are referred in statistics as
foreign liabilities). In contrast to the Bank of Russia,
Rosstat publishes information on the geography of
accumulated investments (but only for selected coun�
tries). However, these data are based on a different
methodological basis (in particular, it does not include
data on organizations of the banking sector) which
leads to a significant underestimation of the amount of
investment. However, these incomplete data make it
possible to draw important conclusions.

As shown in Table 2, the bulk of Russian capital
abroad is located in offshore centers and countries
associated with them, i.e., countries that have a net�
work of international offshore jurisdictions. In partic�
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ular, we can assume that the bulk of investments in the
Netherlands then flow into the offshore Netherlands
Antilles and from the United Kingdom to many Brit�
ish offshore centers in the Caribbean and within the
United Kingdom. The bulk of foreign investment in
Russia came from these countries and territories.

Such geography of Russia’s participation in the
international movement of capital not so much indi�
cates the transnational maturity of Russian business
and the great attractiveness of Russia as a place for
capital investment but the circulation of Russian cap�
ital between Russia and offshore territories. There is a
clear capital flight from Russia with its subsequent par�
tial return which happens not only under the protec�
tion of Russian, but also foreign and international, law.
The easy registration procedure of companies in off�
shore jurisdictions and the anonymity of their owners
often admitted there makes these jurisdictions partic�
ularly attractive for Russian exporters of capital.

If we focus on a narrow definition of capital flight
(for the broad definition, see below), it is primarily the

illegal export of capital. In the balance of payments, it
is listed under the titles “Nonrepatriation of Export
Proceeds, Nonsupply of Goods and Services against
Import Contracts, plus Remittances against Fictitious
Transactions in Securities” and “Net Errors and
Omissions” (in accordance with the recommenda�
tions of the IMF Bank, Russia includes these items in
the total export of capital). In 2009 these articles
accounted for 59% of all Russian exports of capital; in
2010 it was 47%.

At a time when the export of capital from Russia no
longer requires any permission, the orientation of
Russian exporters of capital towards illegal export of
capital from the country can be explained by the fact
that it provides domestic exporters of capital with ano�
nymity, which is important under the conditions of
weak protection of property rights in this country. In
addition, illegal export of capital is needed for export�
ing from the country received bribes and transferring
bribes to Russian officials, who already have accounts
in foreign offshore jurisdictions (see, e.g., [8]). Under
these conditions, the most common mechanism for

Table 1. The amount and geography of the international capital movement, bln USD

 Exports of capital
in 2000–2008, total

 Imports of capital
in 2000–2008, total

Total in the world 40573 45030

including international organizations 450 431

developed countries 35584 39115

less developed countries 4159 5484

of which Russia 565 481

China (excluding Hong Kong, Taiwan, and Macao) 636 1017

India 34 303

Brazil 132 305

Poland 58 206

Romania 6 117

Czech Republic 44 102

Ukraine 91 124

Turkey 64 270

Saudi Arabia 138 78

Iran … …

Indonesia 53 31

Thailand 30 38

Malaysia 112 33

Nigeria 50 –16

South Africa 42 106

Mexico 63 228

Argentina 61 42

Venezuela 132 17

Colombia 24 58

Calculated according to [10].
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implementing illegal export of capital is fly�by�night
companies.

This specificity does not change the fact that Rus�
sia’s participation in the traditional export of capital is
mainly increasing due to the transnationalization of
Russian oil and steel companies (they have direct
investments in dozens of countries around the world)
and the growing interest of western transnational com�
panies towards Russia. However, first and foremost, it
means that the Russian export and import of capital
are more dominated by nontraditional motives for
exports of capital united in economic theory under the
term “capital flight.”

Structure of the outflow and inflow of capital in Rus�
sia. Statistically, exports and imports of capital can be
divided into direct investment, portfolio investment,
and financial derivatives and other investments (i.e.,
loans and credits). Summarizing the data in Table 1,
we can calculate the ratio between these two forms for
the period 2000–2008.

The foreign assets of emerging markets as a whole
are dominated by other investments that can be attrib�
uted to the orientation of the export of capital to sup�
port the export of goods by the provision of export
credits, as well as by large foreign�currency reserves in
their banks because of the fragility of the national cur�
rency (in statistics of the balance of payments, such
assets are referred to the export of capital). By con�
trast, the foreign liabilities of these countries are dom�
inated by direct investments as the most effective form
in terms of emerging markets.

However, Russia is not only characterized by the
predominance of other investments in exports, but
also in imports of capital. On the one hand, the weak�

ness of the Russian banking system (in 2008, the loans
to the local banking system amounted to 27% of Rus�
sia’s GDP, whereas, in general, in less developed
countries the figure was 74% [9, p. 387]) forced Rus�
sian companies and banks to widely resort to borrow�
ing abroad. On the other hand, large assets in the form
of other investments, accumulated by Russian compa�
nies and banks in offshore centers and countries asso�
ciated with them made it possible to systematically use
these assets for crediting themselves. The geography of
the long�term assets and liabilities of the banking sec�
tor, drawn by the Bank of Russia, shows that offshore
centers and countries associated with them account
for 76% of foreign assets and 40% of the foreign liabil�
ities of Russian banks (calculated according to [1]);
i.e., the bulk of loans and credits going abroad
accounts for these countries and also returns from
these countries to Russian banks.

A special place in this circulation of capital belongs
to Moscow. The orientation of Russian exports and
imports of capital towards loans and credits leads to
the fact that, as Russia’s financial center, Moscow is
the main place where foreign capital coming into our
country is used. According to Rosstat, in 2005–2009,
this federal subject accounted for 44 to 59% of all
annual foreign investments in our country. In 2010 the
inflow of foreign investments in Moscow on a per cap�
ita basis was 5771 USD. This figure is more than
7 times higher than the average for Russia (803 USD)
and is only second to Sakhalin oblast (9945 USD) and
Yamalo–Nenets Autonomous Okrug [6]. It can be
assumed that the share of Moscow in Russian capital
exports is no less. Moscow is the center for circulation
of capital between Russia and offshore territories.

Table 2. Geography of accumulated foreign investment in Russia’s economy and accumulated investment from Russia
abroad, at the end of 2010, %

Countries and territories
Foreign assets Foreign liabilities

Total Direc Portfolio Other Total Direct Portfolio Other

Total 100 100 100 100 100 100 100 100

Offshore countries and territories** … … … … … … … …

 including Cyprus 20.7 38.5 19.4 8.9 23.9 26.4 22.7 17.5

Luxembourg 11.7 0.6 2.3 19.6 1.6 0.8 0 4.0

Switzerland … … … … 9.5 4.4 0.4 25.1

British Virgin Islands 2.5 3.5 12.3 1.3 6.8 3.2 28.1 12.4

Countries associated with offshore centers*** … … … … … … … …

including Netherlands 13.5 1.9 0 10.3 24.8 34.3 1.4 4.1

United Kingdom; 7.2 3.0 50.2 7.8 3.9 4.1 0 4.1

Notes: * “0” indicates a value of less than 0.5%.
** From the list of offshore jurisdictions of the Bank of Russia.

*** Countries with a network of foreign offshore jurisdictions.
Calculated according to [7].
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Therefore, there is a hypothetical risk that Mos�
cow’s transformation into an international financial
center (and this is one of the most frequently declared
financial objectives of the Russian government) can
not only bring positive aspects for the Russian econ�
omy, but also contribute to the further “offshoreiza�
tion” of the Russian economy. Such fears are not
ungrounded, if in this international financial center
there will be no restrictions on offshore operations,
which is typical of international financial centers.

Features of capital formation in Russia in terms of
its participation in the international movement of capi�
tal. Among the emerging markets, shown in Table 1,
Russia belongs to the one�third of countries, where in
the last decade there was an excess of capital exports
over imports. Moreover, this excess was not so much
due to the small capital inflow into our country (in
terms of its volumes, Russia is once again only second
to China) as to large�scale capital flight. Such a nega�
tive balance of capital movement is typical of countries
with a positive current account balance.

In Russia, as in most other countries with a positive
current account balance, the gross saving rate (the
ratio of capital formation to GDP) is higher than the
rate of gross capital formation (the ratio of gross fixed
capital formation and changes in inventories to GDP,
simply speaking, the ratio of investments in real capi�
tal to GDP). Note that the current account balance,
which is mainly generated due to foreign trade, is an
important part of savings (thus, the positive value of
the current account balance indicates that the coun�
try accumulates savings at the expense of income
from exports of goods and services that are not fully
spent on imports). As regards the second part of the
balance of payments, which is the balance of transac�
tions of capital and financial instruments (i.e., the
balance of capital movements), its balance affects the
rate of gross capital formation in the country (it is
reduced by export of capital and is increased by
import of capital).

At this stage of analysis, it is appropriate to com�
pare Russia with large and medium�sized countries of
the same level of development. Grouping countries in
terms of development provides a good background for
the identification of the specificity of a country, while

the inclusion of only large and medium�sized econo�
mies in this selection makes it possible to take into
account the feature important for exports and imports
of capital, i.e., the size of the domestic market of a
country (in these countries, exports and imports of
capital relative to their GDP are much smaller than in
small economies). If we proceed from the most com�
mon indicator of the level of development, i.e., gross
national income per capita at purchasing power parity,
then in 2008 Russia with its 15630 USD was compara�
ble with countries from the top twenty countries with
emerging markets, such as Brazil (10070 USD),
Poland (17310 USD), Romania (13500 USD), Tur�
key (13700 USD), Malaysia (13740 USD), Mexico
(14270 USD), Argentina (14270 USD), and Venezu�
ela (12830 USD).

Table 4 shows that an excess of savings over invest�
ment is characteristic of countries with a positive cur�
rent account balance. According to the Keynesian
theory, the size of investments is determined by the
equation

S – B = I,
where S refers to savings; B is the positive current
account balance, and I is investment. The identity
implies that the greater the positive current account
balance, the less investment there is in the country in
relation to its gross saving. The Keynesian theory
explains this situation by the fact that if a country sys�
tematically generates more savings than investment
opportunities, then there is an excess of savings in the
country. In the first part of the balance of payments,
i.e., in the current account balance, it takes the form
of an excess of exports of goods (in fact, the export of
real capital, because, until goods are sold to buyers,
they are part of inventories) over their imports, while
in the second part of the balance of payments, i.e., the
balance of capital movements, it takes the form of an
excess of capital exports over its imports.

In Russia (and also in Malaysia, Argentina, and
Venezuela), it is a typical situation when a large influx
of oil and gas export revenues dramatically increases
the rate of gross capital formation, but the lack of
enough investment opportunities in these countries
prevents an adequate increase in their rate of gross
capital formation. In the opposite case, i.e., when

Table 3. Share of individual companies in the export and import of capital in individual countries and groups of countries
as a whole for 2000–2008, %

Countries an
 groups of countries

Exports of capital = 100 Imports of capital = 100

Direct
investment

Portfolio investment and 
financial derivatives

Other
investments

Direct
investment

Portfolio investmen
 and financial derivatives

Other
investments

Developed countries 30 28 42 20 41 39

Emerging markets, 25 23 52 60 11 29

including Russia 30 2 68 42 –4 62

Calculated according to [10].
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investment opportunities exceed gross savings, a
country will have a negative current account balance
but a positive capital movement balance (which is the
situation in Brazil, Poland, Romania, Turkey, and
Mexico).

Against the background of other countries with
similar levels of development, the rate of gross capital
formation in Russia is very close to average. However,
this rate of gross capital formation is insufficient to
fund the active modernization of our country, espe�
cially given the strong depreciation of accumulated
physical capital, apparent insufficiency of fixed assets
in the infrastructure and agriculture, as well as with
regard to the weak level of development of many mod�
ern industries. Perhaps in today’s Russia the rate of
gross capital formation should not be less than that
which was in the 1980s, i.e., 27–31% [4, p. 177]. Our
country has these opportunities through the use of the
gross saving rate, the size of which in 2005–2009 was
on average 29.2%. However, the shortcomings of our
economic model prevent from making potential abili�
ties a reality.

Specificity of export and import of capital in Russia
as a consequence of the features of its national eco�
nomic model. Let us attempt to explain the specifics of
Russia’s participation in the international movement
of capital due to the features of the Russian economic
model, using primarily data from the annual report
“Global Competitiveness,” prepared by the World
Economic Forum. It aims to assess the competitive�
ness of 139 countries around the world using an index,
but the large number and representativeness of indica�
tors (there are more than a hundred of them), included
in this index and combined into 12 subindices, makes
it also possible to identify the characteristics of
national economic models.

With an average rating of the level of competitive�
ness among the studied countries (i.e., 4.24, which

places Russia in 63d place compared to the 117th
place of Venezuela and the 33rd place of Malaysia),
Russia stands out by its subindices of infrastructure,
health, education, labor market efficiency, and market
size. At the same time, Russia loses much in terms of
subindices, such as the institutional environment, effi�
ciency of commodity markets, maturity of the finan�
cial market, and the maturity of business.

Let us examine these subindices in more detail.
Among the indices that form the subindex of institu�
tional environment in Russia, the worst are indexes,
such as the protection of property rights (the 128th
place in the world), the extent of state intervention in
business (the 128th place), the reliability of police ser�
vices (128th place), and the protection of the interests
of minority investors (132th place). It can be con�
cluded that the institutional environment in Russia is
suffering primarily due to the weak property right pro�
tection, excessive pressure from the state on busi�
nesses, and the helplessness of businesses in dealings
with the police, coupled with weak judicial indepen�
dence (115th place). These are probably the major
weak points facilitating the exit of Russian capital from
the country. A similar situation is observed in Argen�
tina and Venezuela, which are also characterized by a
poor institutional environment for countries with such
a level of development.

With regard to the efficiency of commodity mar�
kets, in Russia, it is not so much low due to the heavy
burden of business taxation and tax administration
(95th and 97th places) as due to high foreign trade bar�
riers and difficulties of customs procedures (133rd and
132d places), as well as due to the overregulation of
foreign direct investments (127the place). The index
of reliability of banks has the worst value among the
indices that form the subindex of maturity of the
financial market (129th place). The subindex of matu�
rity of business is mainly bad because of the low quality

Table 4. Gross saving and capital formation rates in Russia and countries with a similar level of development, the average
for 2005–2009, % of GDP

Gross
saving rate

Gross capital
formation rate

Difference between the gross saving 
and capital formation rates

Current
account balance

 Russia 29.2 22.0 +7.2 +7.3

 Brazil 17.2 17.5 –0.3 –0.3

Poland 18.8 21.7 –2.9 –3.1

Romania 21.2 27.4 –6.2 –10.0

Turkey 15.6 20.0 –4.4 –4.9

Malaysia 35.4 19.0 +16.4 +16.3

Mexico 24.4 24.9 –0.5 –0.8

Argentina 25.2 23.0 +2.2 +2.3

Venezuela 34.6 24.4 +10.2 +11.2

arithmetic mean 24.6 22.2 +2.4 …

Calculated according to [12].
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of local suppliers (114th place). Thus, Russia’s eco�
nomic model is characterized by difficulties associated
with the access of companies to foreign markets and
the implementation of foreign direct investment in the
country, weak banking system, and the poor quality of
products from local suppliers. These shortcomings
impede the inflow of foreign direct investment into
Russia and orient foreign investors to import capital
into Russia primarily in the form of loans and credits.

All these factors, contributing to the capital flight
and preventing the inflow of foreign direct investment,
are associated with deficiencies of the Russian version
of capitalism, which can be called oligarchic state cap�
italism. This variant of state capitalism is not so much
aimed at modernizing the country using the state’s
powers, as at using this power in the interests of
bureaucracy and associated companies, mainly, large
ones (they are controlled by a small number of individ�
uals, i.e., oligarchs), primarily by means of adminis�
trative rent (i.e., by the use of state power by bureau�
cracy and oligarchs).

Possibilities of an increase in the rate of gross capi�
tal formation at the expense of the international capital
movement. From the standpoint of the international
capital movement, there are two ways to increase the
rate of gross capital formation. The first way is the
intensification of the inflow of foreign capital, prima�
rily, in the form of foreign direct investment. It directly
(rather than by loans, credits, and purchase of securi�
ties) increases the rate of gross capital formation in the
country.

As for Russia, the ratio of accumulated direct
investment to GDP is one of the lowest among the sur�
veyed countries. However, in the second half of the last
decade, the inflow of foreign direct investment into
our country was noticeable; in 2008 it provided from
16 (2006) to 20% (2007) of gross fixed capital forma�
tion in our country, which is not bad compared to
other major economies (11–15% in Brazil, 7–10% in
India, 6% in China, 9–12% in Mexico, and 12–17%
in Turkey) [11, pp. 251–266]. The subsequent sharp
decline in foreign direct investment in all countries
covered by this study should be explained by the global
economic crisis, after the overcoming of which we can
hope to restore this inflow.

That is why for today’s Russia the problem is not so
much in the temporarily reduced inflow of foreign
direct investment, which should be at least restored to
the precrisis level, but in the sectoral composition of
investment. According to the sectoral structure of for�
eign direct investment accumulated in Russia by the
end of 2009, only 42% was invested in infrastructure,
agriculture, and the manufacturing, and in the manu�
facturing it was mainly concentrated in simple forms
of production, i.e., food industry, production of mate�
rials and supplies, and car assembly (and only 2.9% in
the manufacture of machinery and equipment). The
bulk of foreign direct investment was made in mining
(22.7%), trade and repairs (10.4%), financial activities

(5.2%), real estate, renting, and business activities
(16.1%) [5, pp. 478–483]. This sectoral structure of
foreign direct investment is clearly not able to contrib�
ute to the modernization of Russia and “still very
poorly fits into an innovative model that is sought by
Russia” (cited in [2, p. 5]).

The second way is to reduce the outflow of domes�
tic capital and, especially, the capital flight. According
to the broad definition of capital flight, adopted by the
International Monetary Fund, as the export of capital
is contrary to the national economic interests, its
amount is calculated as net import (export) of capital
from the country plus the current account balance
minus the change in its gold reserves. Summing up the
annual amounts of capital flight from Russia in 2005–
2010 on the basis of this method, we get the following:
106 billion USD of net capital export plus 481 billion
USD in the positive current account balance minus
the increase in international reserves by 310 billion
USD, i.e., 277 billion USD of capital flight during the
given period.

The amount of capital flight can be compared with
the value of gross capital formation during this period,
converting it from rubles into dollars at the exchange
rate. According to the author’s calculations, for the
specified period, gross capital formation in the coun�
try amounted to 1.62 trillion USD. Thus, the cessation
of capital flight would increase the rate of gross capital
formation in Russia by one�sixth, i.e., from 22 to 26%
of GDP.

This logic of reasoning is supported by some for�
eign studies on the effects of capital flight on the gross
capital formation. According to a study covering 21
countries with emerging markets in the period 1975–
2004, every dollar of capital flight (the scales of which
are calculated by the IMF method) decreased the
gross capital formation by 61 cents in the long run.
Moreover, this study finds that in the context of finan�
cial liberalization an increase in the capital inflow into
the country can be accompanied by an increase in its
outflow, effectively substituting domestic savings with
foreign ones [13]. A similar view is held by a number of
Russian researchers: “for the gross capital formation
to approach the gross savings rate, the export of Rus�
sian capital from the private sector should be reduced
in the first place…” (cited in [3, p. 7]).

Possible way to solve the problems of Russia’s par�
ticipation in the international movement of capital. In
order to solve the addressed problems at the strategic
level, it is necessary to change the very nature of the
national economic model, which we called oligarchic
state capitalism. This coalition of rent�seeking forces
is in favor of such a modernization of the country,
which will retain their power over the economy and
politics, as well as their offshore assets.

Greater democratization of the country can serve
as an antidote to the preservation of such an economic
model. For the economy, it means strengthening state
support for businesses, which are the most demo�
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cratic, dynamic, and poorly focused on the export of
capital, i.e., small and medium�sized business;
strengthening of property rights (which again is most
important for small and medium�sized businesses);
and reducing government intervention in the daily
activities of companies, especially, small and medium�
sized ones. Another strategic tool is the improvement
in the ethical climate of the country. For the economy,
it means the intensification of the real fight against
corruption and bureaucracy (and not just the adoption
of a new anticorruption legislation), as well as the
strengthening of the moral responsibility of the gov�
ernment for the country. It is primarily possible due to
the strengthening of civil society.

There are different ways for a tactical solution to
the concerns raised in this paper. Turning to the issue
of foreign direct investment, we welcome the initiative
of President Medvedev to create in Russia a fund of 10
billion USD for investment in our economy with the
help of the world’s leading companies. However, the
future sectoral direction of investments from the fund
is very important. It should not only attract foreign
direct investment, but should also facilitate its flow
into the modern industries.

In order to solve the problem of excessive capital
export from the country, it is necessary to change the
legislation. It primarily concerns the introduction of
real constraints on transactions of capital export in
offshore jurisdictions and greater control over the
export of capital in countries associated with them.
Another legislative measure could be a ban on the
implementation of external operations for fly�by�
night companies. It is clear that these measures cannot
stop the flight of capital but they can reduce its extent.
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