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Methodological  basis  of  integrated assessment 

of the territorial investment climate

The article analyzes the theoretical and methodological basis for the integrated assessment of the investment climate of the territory. Two basic models of the investment climate are considered: objective and subjective. A scheme of investment climate factors assessment is suggested, an assessment of foreign investment barriers is given. The algorithm for an overall estimate of the investment environment of the territory is proposed.
В статье анализируются теоретические и методологические основы комплексной оценки инвестиционного климата территории страны. Рассматриваются две базовые модели инвестиционного климата: объективная и субъективная. Предлагается схема оценки факторов инвестиционного климата, дается оценка факторов, препятствующих иностранным инвестициям. Предлагается алгоритм проведения комплексной оценки инвестиционного климата территории.
Keywords: investments, investment and innovation system, innovative infrastructure.
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The analysis of the investment climate for the country’s entities is an important factor  of  attracting and using capital, as it gives a systemic idea of the factors affecting an investor, provides the opportunity to estimate the situation in the country or in a particular region, to understand the motivation of  a partner’s  behavior.
The investment climate of the territory is a set of characteristics and conditions in the certain territory under the influence of both objective and subjective factors determining the effectiveness of investment process in the region. The objective factors reflect the common interests of the investors, and subjective factors characterize their individual interests.
Despite the large number of studies, there is a need to develop a transparent methodology of the investment climate assessment. This methodology should be evident and understandable to investors who are estimating the potential investment objects and those wishing to attract investment resources to determine their chances of success.
The recipient of investments and the investor have not the same aims. The former aims to solve the complex of social and economic tasks with  minimum funds, the latter is going to extract maximum profit and get a foothold in the market of economic systems for the long run. Thus, the investment environment should match the balance of interests. All factors and conditions of investment climate should coordinate in time and space. On the one hand, the investment climate must be stable for a long time, and on the other hand it should be flexible enough to consider    the changes of the factors-resources of social reproduction and the interests of the investment process participants.

The integrated assessment of the investment climate should identify what region is preferable for capital investment to a potential investor.

The main purpose of the objective indicators use in the investment climate studies is a more accurate measurement of the degree of investment climate   favor   based on the formal statistical information.

Objective indicators are divided into two main groups: the investment potential and the investment risk.

Subjective indicators can also be grouped into two groups: economic opportunities, positively influencing the investment decision and obstacles negatively affecting investment.

A number of methods to diagnose conditions and factors influencing the development of the territory can be marked within the framework of the existing approaches to measuring the investment climate.

The main of them are:

· economic and mathematical methods.

· factor analysis methods.

· Delphi   method.

    At the present stage one of the most common is the Delphi   method. Its main advantage over other methods is that the expert may use not only information based on statistical indicators, but temporary and occasional, case-by-case purely qualitative information. In this case the assessment of the territory investment climate involves a wide-range analysis based both on the quantitative characteristics of the studied subject and reasoned estimation of managers and specialists who are familiar with the state of business and its development prospects.
       Methods of factor analysis and Delphi approach allow rank the regions, i.e.  to combine regions into groups with similar conditions of investment activity. As a result of this procedure, the rating is formed that is a linear   series of objects selected by a combination of features where the regions are equidistant from each other. Each of them is assigned a number (rank), corresponding to its place in the overall series.

      In the economic literature, different methods of investment climate of the national economy assessment occur, which differ depending on the purposes of the study, the number of the analyzed indices and their qualitative characteristics [1].

A universal procedure of investment climate assessment, covering a  maximum number of economic characteristics, indicators of  trade performance, political climate and legal environment for investment allows to estimate deeply and fully the situation in the country at present and to judge about  the possibilities of its development.

For a comparative analysis of the investment climate the specialized methods are used. These methods include interviewing large banks experts from the developed countries and taking into account the statistical information on the status of a factor compared to other countries. They include various economic ratings. The merit of the rating methodology is its comparative cheapness and obviousness.

The methods of scoping allow to compare quantitatively the basic characteristics of the investment climate and to identify indicators, criteria for ranking countries according to their investment attractiveness.

15 criteria are selected by these methods that have a certain ratio. These criteria are estimated by the experts from "0" to "4". A valuation index is given to each criteria by a group of experts; then these indexes are summed up considering the ratio of each. The result of the research by such methods is an index number.

A person’s (investor’s, owner’s, head’s) opinion  is fundamental in the process of selecting objectives, ownership form, niche in the market, labor and production organization, methods of entering  society and economic area of the territory. Hence, in addition to objective factors, the availability and relevance of subjective factors in management and investment decisions is stipulated. Subjective factors neglecting in the study of the investment climate of the territory leads to incomplete assessment and possible errors in alternatives selection.

The investor may underestimate the region potential and overestimate the risks, if a region does not correspond to his subjective requirements. Therefore, for a comprehensive analysis of investment processes the concept of investment security of the region should be introduced, which includes a complex  reflection of the various aspects of  investment climate in the view of investors, based on personal experience and analysis of the information about the region.
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Figure 1. – Diagram of investment climate factors assessment
According to the Federal State Statistics Service distribution of organizations working in Russia, according to the aims of investment into the fixed capital was as follows (table 1).

Table 1
Distribution of organizations by the assessment of the investment aims from the total number of organizations (in total more than 100% as respondents could indicate several reasons) %.

	Motive   
	%

	Increase  of  production capacity with the same range of products
	29

	Increase of production capacity with   product  differentiation 
	39

	Automation or mechanization of existing production process
	51

	Introduction of new production technologies
	42

	Production cost reduction
	46

	Energy savings
	43

	Replacement of worn- out machinery and equipment
	70

	Creation of new jobs
	22

	Environment protection
	46


Federal State Statistics Service data [2]
As the polls show, the profit increase is not the main motive of making decisions about investments, not less important motives are an access to cheap resources and reduction of goods cost, creation of production infrastructure.
Below, the results of research based on the surveys in Moscow and Vladivostok among 46 companies are shown, they are foreign investors from the Republic of Korea in the Russian market, by the assessment of the motives of their penetration to the Russian market (table 2).
Table 2
Assessment of the motives of the Republic of Korea companies penetration to the Russian market (%)
	Motive 
	Moscow
	Vladivostok 
	Total 

	Penetration into inner market 
	91
	55
	73

	Cheap labor power 
	0
	10
	5

	Re-export to the third countries
	3
	0
	2

	Resource access
	0
	10
	5

	Mineral development
	6
	15
	11

	Creation of  advanced logistics bases
	0
	5
	3

	Other 
	0
	5
	3

	Total
	100
	100
	100


Data of the Korean Institute for International Economic Policy [3]

Table 2 shows that the reasons of the foreign investors’ decisions are the same as the data of the Federal State Statistics Service, but their structure distribution has somewhat different priorities. It is interesting to note that foreign experts indicated as an investment motive the decisions to create the logistics bases. 
According to official statistics with regard to the limitations on the investment activity, the distribution of organizations by the assessment factors, limiting investment activities, is shown in table 3.

Table 3
Distribution of organizations by the assessment factors limiting investment, % of the total number of organizations (“Total” is more than 100% as respondents could indicate several factors)

	Factors limiting investment activity
	%

	Demand for products
	18

	Lack of  own   financial assets
	63

	High percentage of commercial credit 
	26

	Complex mechanism  of crediting  for  investment projects 
	15

	Investment risks 
	27

	Inadequate technical base 
	7

	Low profitability of investments in fixed capital 
	8

	Uncertainty of the economic situation in the country 
	33

	Imperfect regulatory framework for investment processes 
	10


Federal State Statistics Service data  [2]
The results of these studies allow to reach  the following conclusions:  in the least the investors worry about profitability, technical equipment and the legislation imperfection. The basic questions they have are  about the availability of resources for their  activities, particularly the availability of access to financial resources of the country, and the uncertainty of the economic situation, that is, the status of the investment climate in general and investment policy in particular.

The analysis of the research undertaken by the Korean Institute for International Economic Policy for investors from the Republic of Korea, has shown the following results (table 4).

Table 4
Assessment of the factors preventing foreign investments (%)
	Factor 
	Large companies
	Small and middle-size companies
	Sole proprietorship 
	Total

	Power corruption  
	2,4
	7,0
	2,9
	12,3

	Tangled and high taxes 
	4,6
	13,6
	1,6
	19,8

	Administrative  obstacles,  bureaucracy
	2,1
	8,2
	3,7
	14,0

	Threat to the public order of the mafia
	1,3
	0,0
	0,0
	1,3

	High prices and wages
	8,5
	9,8
	1,6
	19,9

	Financing  difficulties  
	0,0
	1,6
	1,3
	2,9

	Rigidities of the labor market 
	0,8
	0,8
	0,0
	1,6

	Imperfection of industrial infrastructure 
	5,3
	7,5
	1,2
	14,0

	Lack of foreign investors protection
	6,5
	3,3
	3,3
	13,1

	 Other
	0,0
	1,2
	0,0
	1,2

	Total
	31,5
	53
	15,6
	1001


1) Total of the column "Total" is more than 100% because of calculation rounding . 

The Korea Institute for International Economic Policy [3]

The main barriers for large companies are high prices and wages, insufficient protection of foreign investors, lack of industrial infrastructure, tangled and high taxes. For small and medium-sized companies the main obstacles are high taxes, high prices and wages, weak industrial infrastructure, and for individual private entrepreneurs – administrative obstacles, inadequate protection of foreign investment and corruption. [3]

Based on the analysis of the factors deterring the  real investments, it can be stated  that information  of official statistics does not fully reflect the situation of the investors preferences and objectives. Official statistics and surveys by the Korean Institute for International Economic Policy [3], differ greatly in the certain factors validity for the same issues. This can lead to incorrect assessment of investment climate by administrative territory bodies and potential investors.  Considering that the purpose of the investment process for each subject is different and not always one-directional, in the investment climate measuring an error could be made due to the inadequate attention to the subjective factors.
From the above it can be concluded that there is a need to develop a new, comprehensive method for the assessment of the investment climate of the territory, which would take into account all factors and conditions of regional development and should be based on already existing methods. However, very important here is to determine the investment climate of the territory as an integrated system from the point of view of each subject of the investment process. Because different investors have different aims and use various ways to achieve their essential purpose - to get the investment target return, so they would estimate the investment reliability of the region from their position.

Investment reliability of the territory is based on multivariate analysis using objective and subjective constituents of investment climate indicators.

The volume and growth rate of direct investments are indicators of investment reliability of the territory. Increase of investment reliability contributes to additional capital inflows, economic recovery. An investor, selecting the region for his funds investing is guided by certain characteristics: investment potential and a level of investment risk, their relationship determines the investment reliability of the region.

The tasks of investment reliability assessment of the region are:
- determination of the degree of  the territory economic development,
- establishing of investment reliability influence on the investment inflow,
- developing measures aimed at settlement of the investment reliability.
If to consider the technical part of investment climate assessment and analysis, three main phases can be selected in this procedure. The first step is to choose the item indicators of the investment climate, the second step is the assessment of the investment object reliability, the third step - the analysis of investment reliability of the investment process object or territory.
Based on the analysis of major regional studies carried out by Russian analysts in different periods of time, an non-systematized list of the main indicators was made, which allowed make conclusions about the attractiveness level of a certain region of Russia.
The range of indicators is very extensive and includes 30 indicators of all spheres influencing the investment climate. This list needs systematization, generalization, grouping on integrated groups and creation of a reduced range of indicators, including some complex indicators, reflecting the basic, most important economic characteristics.
The estimation phase is aimed at clarifying the method of the territory investment climate assessment.  It consists of several steps:
- selection of criteria and assessment scales;
- measurement of (values specification) indicators;
- defining the values of assessment investment climate indicators.
In general, the criteria for the investment climate assessment can be general and partial. General criteria are established in the territory’s economy features and directions of economic and investment policy of the investment process subjects. These characteristics can change in time, but are specific for individual territories (regions), and depend on their economic opportunities and risks. Concrete criteria are typically the basic units of leading indicators of the investment climate, maximum values of the investment activity indicators, selected by experts and adopted as the standard.
To determine the values of the measured indicators of the investment climate the instrumental, calculation and statistical methods are used. The questionnaire and the expert methods are used for qualitative descriptions of the immeasurable indicators. The values of the investment climate indicators can be defined by several methods at the same time [4].
For better studying and quantification of objective and subjective factors that make up the integrated indicator, the following algorithm to determine this indicator of investment climate based on methodological approaches and methods study of investment climate assessment  is proposed (Figure 2)
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Fig. 2. Algorithm of complex assessment of investment climate
The proposed algorithm is based on the objective approach to the investment climate assessment. The objective assessment is based on statistical method for determining the values of the investment climate indicators. The calculation of integrated index of the territory investment reliability is made by the integrated (generalized) method.
Complex generalized method is based on a weighted average of the generalized investment climate indicator by the consistent estimation of the simple indicators included in it and their importance (weight) in its structure.
The value of the common ratio of the investment climate is calculated by the formula:
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where:
Kоb – a generalized  indicator of  investment climate;
ai – value of  weight coefficient of a simple  i - indicator ;
Ki – estimation of a simple i - indicator;
n –  is the number of simple  indicators.

The methods of the investment climate assessment are an instrument of a regional economic policy, which allows to analyze the current state of the territory investment climate, to establish priorities of the future investment policy of the region, to make correlations and comparisons of investment climate, both between the territories and in time.
Solving the positive investment climate problem, it is important to keep in mind that the globalization of the economy, expanding an access to available world investment resources, thereby is inevitably sharpening business competition. Accordingly, to increase the volume of attracted outside investments the conditions for them should be better than those of business rivals. It concerns not only foreign but also national investment resources, "leakage" of which abroad means only that in their own country the investment climate is less favorable for them.
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осуществляется инвестором на основе оценки и взаимодействия объективных и субъективных факторов. (рисунок 1) 


В процессе изучения инвестиционного климата следует обратить внимание на проблему несоответствия инвестиционного климата региона и инвестиционной активности в нем. То есть инвестиционный климат не обязательно совпадает с  инвестиционной привлекательностью региона. Регионы с благоприятным инвестиционным климатом, могут оказаться не привлекательными с точки зрения субъективных ощущений потенциального инвестора.


учитывающего интересы субъектов инвестиционного процесса





Complex integrated indicator of investment climate 





  Range of indicators selection





Questionnaire compiling  





Estimation of partial criteria 





Analysis of the results





Selection of assessment criteria





Polling 





Objective assessment





Subjective assessment





Generalized objective assessment 





Generalized subjective assessment 











_1458122021.unknown

