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The issues and ways of attracting investment for the road infrastructure extension in the Sakhalin region
This article provides an overview of the situation and problems in attracting investment into the region of the Russian Federation – the Sakhalin region. One of the most pressing problems of the modern condition is the low percentage of investment in the infrastructure development of the Sakhalin region – namely, in the construction of the highway network. This branch can bring the greatest multiplier effect in the economy of the region. Exploring the experience of concession agreements implementation in the field of highway construction in Russia, we may conclude that the mechanism of public-private partnerships in the form of concession agreements can contribute to solving this problem.

Данная статья посвящена обзору ситуации и проблем в сфере привлечения инвестиций в экономику Сахалинской области. Одной из актуальных проблем современного состояния является низкий процент инвестиций в развитие инфраструктуры Сахалинской области, а именно – в строительство сети автодорог, хотя эта сфера может принести наибольший мультипликативный эффект экономике региона. Исследуя опыт реализации концессионных соглашений в сфере строительства автодорог в России, можно сделать вывод, что механизм государственно-частного партнерства в виде концессионных соглашений может способствовать решению указанной проблемы.
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In the modern mechanism of economic development of the territories, active use of private capital for investment in the infrastructure is a very common trend. Every year, the PPP contracts worth more than a hundred billion dollars are concluded all over the world.
According to the Center for PPP Development, since 2005 (with the adoption of the Federal Law “On Concession Agreements” – author’s note), of the four major infrastructure sectors, where the concession agreements are applied (the social, municipal, energetic and transport), today, most concessions are concluded in the social sphere – 35%. The transport sector, which has been traditionally associated with the concession, is only in the second place (27%). The structure of the projects approved by the Investment and Government Commission, 8 out of 20 are transport concessions, and total funding of their design and construction stages should make more than 860 billion rubles (60 percent of total state support of the Investment Fund of the Russian Federation). The concession projects involving direct payment scheme (fares are charged from the motorists and the traffic deficiency risks are borne primarily by the concessionary) are most common in Russia.
According to the World Bank Group, the transport industry in the Russian Federation is among the laggards both by the number of PPP projects, and in terms of investment in these projects.
According to the latest data from the Ministry of Regional Development of the Russian Federation, the Sakhalin region is ranked eighth among all regions in the composite index of investment attractiveness. At the same time, the Sakhalin region is the third in Russia by the volume of investment in fixed assets, in per capita terms [1].
Finance from abroad and other regions are sent to the Sakhalin region with enviable constancy and growing trend. But the overall annual rate of production manufacture in the area is 490 billion rubles, while 450 billion fall on the oil and gas sector. This makes clear that the Sakhalin region needs an even greater influx of investment. Thus, diversification should be continued, that is, development of other sectors – construction, agriculture, fishing, woodworking, mariculture, deep processing of resources [2].
In 2013, organizations of all forms of ownership spent 168.1 billion rubles of investment in fixed assets on the economic and social development of the Sakhalin region. Most assets – 69% – are invested in the buildings (except for residential) and construction of the roads.
Russian private companies owned 39,4% of the investments received, the same is for foreign organizations.
The total volume of accumulated foreign investments grew by 1.7% for a year and amounted to 45.7 billion US dollars. Most of the investments received from the foreign investors, were directed to fossil fuels production (98%).
According to the results of receiving foreign investment, the Sakhalin region is the leader – 48,6% – of the total investment in the Far-Eastern Federal district. In Russia, the region ranks 6th place, the volume of foreign investments amounted to 1,7% of the overall total of investments in the Russian Federation [3].
In 2013, the region’s economy received investments from 12 countries. The main investor countries, constantly engaged in a significant investments, are Japan (40.4% of all investments), Bahamas – 23,9% and the Netherlands – 18%.
Interest on the Japanese side is caused, first of all, by the geographical location of Sakhalin; this is a window to Eurasia for Tokyo. Building the bridge between the island and the mainland enables to reduce a lot the time of shipping goods to Europe: today, the products pass 21000 km in 40 days, along the Trans-Siberian Railway – 18 days; upon implementation of the project, the distance will be reduced by half, and the time will be reduced to a third [4].
Arranged on April 17, 2014 roundtable “Ways to increase the investment attractiveness of the Sakhalin region”, held within the walls of the regional government, with the participation of the Ministry of Investment and Foreign Relations of the island region, arrived specialists of Ministry for Development of Russian Far East and representatives of various Russian and foreign business entities, showed the urgent need for promotion of the rapid development territories, which the Sakhalin region also belongs to, in the Far East.
However, we believe that this strategic problem cannot be solved without developing the infrastructure, namely without the construction of highways.
According to the regional office of the Federal State Statistics Service of the Sakhalin region, in the period since 2009 to 2011, the density of highways in the region grew by 4,9%, which is insufficient growth rate of the highway network in conditions of implementing the large-scale infrastructure projects for the region related to the construction of new recovering enterprises [5].
Road construction requires many billions of investment. The regional budget funds are insufficient. Therefore, the developers of the regional target program “Development of the investment potential of the Sakhalin region for 2011–2018 years” offer the “spot” support on the first stage – namely, the creation of ready industrial sites for specific projects.
For example, 646 million rubles from the regional budget should be invested by 2018 in authorized capital of joint stock companies, implementing the priority projects, with a margin of at least 15% and payback period of 5 to 7 years. Such investments enable to share the risks between the business and government [6].
It is intended to introduce the new forms of public-private partnership. By the life cycle contracts, the region can safely carry out the construction of highways which the region needs so much for social and economic growth.
There are real investors who are ready to invest the funds in this.
In the Sakhalin region, more than 20 investment projects have been developed in the midterm. Over 2 trillion rubles of investments need to be attracted for their implementation. And above all, we are talking about the issue of transport system modernization which severely limits the investors’ interest in the Sakhalin region. The transport problems and power supply are objectively assessed investors’ risks. The region invests many funds in modernization: Yuzhno-Sakhalinsk TPP is fully adapted for gas supply, asphalt is laid in a northerly direction to the middle of the path on the highway Yuzhno-Sakhalinsk – Okha (in autumn of 2014, the asphalt road surface will be laid up to p.g.t. Smirnykh).
It is also necessary to create clear, transparent rules of business and investment for foreign partners, to study the mechanism of accompanying the investment projects from the date of formation to the final result, to minimize administrative barriers [7]. The implementation of large-scale presentations of Sakhalin in foreign countries and in Russia is of great importance.
The structure that performs the “one stop shop” function for investors would render much aid today. It could significantly accelerate the receipt of various approvals and support the projects from start to finish.
There is a need to finalize the legal documents forming the field of investment activity. At the same time, it is very important to avoid excessive demands on business.
The planned inclusion of the Sakhalin region to the rapid development territories portends providing attractive incentives to business.
Road infrastructure development is closely related to the main directions of the country economy development.
Major infrastructure facilities in developed countries are designed, constructed and maintained with the participation of private capital. Such cooperation of public and private entities is called public-private partnership (PPP) [8].
The purpose of PPP can be defined as infrastructure development in the public interest by pooling of the resources and experience of each of the parties, implementation of socially significant projects at the lowest cost and risks on condition of rendering high quality services to economic entities [9].
From the point of view of the road infrastructure development, the form of concession PPP is the most effective.
Concession is the most common form of PPP, it has been applied in over 120 countries, as it is acceptable regardless of the level of the state development, economic conditions, political systems [8].
As for now, Russia is implementing more than 80 projects through public-private partnership. Table 1 lists the projects for creation of transport infrastructure and the ratio of public and private capital [10].
Table 1

Projects of transport infrastructure creation,

implemented on PPP basis
	Transport infrastructure project
	Participants
	Amount of investments, mln rubles
	Public investment, %
	Private investment, %

	Construction of the speed highway Moscow – Saint Petersburg
	RF Ministry of Transportation,
the state company “Russian Highways”,
LLC “North-west concession company”,
RF Ministry of Economic Development and Trade
	66081,125
	44,62
	55,38

	Construction and usage of the highway “Western High-Speed Diameter” in Saint Petersburg
	RF Ministry of Transportation, OJSC “Western High-Speed Diameter”, RF Ministry of Economic Development and Trade
	212700
	49,22
	50,78

	Reconstruction of the section Oune - Vysokogornaya with construction of a new Kuznetsovski tunnel at the section Komsomolsk-on-Amur – Sovetskaya Gavan
	Federal Railway Transport Agency,
OJSC “RR”
	59583,970
	28,97
	71,03

	Creation of the transport infrastructure at the section Naryn - Lukogan for developing mineral resources of the South-east of Zabaykalye territory
	Federal Railway Transport Agency,
MMC “Norilsk Nikel”
	104597,980
	23,12
	76,88


An illustrative example of cooperation between the government and business for road infrastructure modernization through public-private partnership (PPP) is the creation and operation of the highway “Western High-Speed Diameter” in Saint Petersburg. This is partly built intracity toll motorway.
Also construction of highway from Moscow to Saint Petersburg and reconstruction of other federal highways radiating from the capital are being currently implemented by the PPP scheme.
The speed highway Moscow – Saint Petersburg (federal highway M11) – planned toll motorway between Moscow and Saint Petersburg. After the construction, the existing federal highway “Russia”, which in some areas has exhausted its capacity, will serve as a relief road for a new toll motorway. “North-West Concession Company” (NWCC) is the concessionary of the advance section of the road. 50% of NWCC are owned by the French company Vinci, and the other 50% – by the Russian shareholders.
The road Solntsevo-Butovo-Vidnoye will also be a landmark PPP project in Moscow.
Khanty-Mansi autonomous region can also be given as an example, where oil and gas industry is the main source of investment in fixed assets, as in the Sakhalin Region.
So 10 years ago, oil and gas sector made 75% of investment in fixed assets of Khanty-Mansi autonomous region, and it makes today 65%, i.e., the entities there have been able to raise capital for investment in other sectors of the economy.
In the Asia-Pacific region in the past year, the gross domestic product amounted to 51 trillion US dollars, but the share of the whole Russian Far East in it makes only 0,2% [3]. The President of Russia and the government pays special attention to the region as on the rapid development territory. Today, the work on increasing the investment attractiveness of the region, which occupies 35% of the country, is planned to be conducted for 50 years in future.
According to estimation made by the experts of the Limited Liability Company “National Rating Agency”, based on data from the Federal State Statistics Service, the level of investment attractiveness of the Sakhalin region up to 2013 is in line with Moscow. Such a high rating of the Sakhalin region, first of all, results from the presence of rich natural resources. Active development of oil and gas fields in Sakhalin, including attracted foreign investment, has led to the steady leadership of the region in terms of gross regional product per capita. A large amount of tax revenue from companies engaged in extraction of natural resources, allows the region to have a high robustness of the regional budget [11].
As of today, there are about 20 projects at various stages of implementation in the Sakhalin region. Of these, only two are related to oil and gas sector. A project of peat processing is being already implemented in Tymovskiy district, the pier in Shikotan is being constructed, a project for growing, storage and processing of vegetables is being implemented in Tomarinskiy district. But it is certainly can be implemented only on condition that there is a developed highway network.
Modernization of the road infrastructure should be carried out at the expense of all sources of funding. Significant results may be gained by consolidation of resources and weighty using the tools of federal and provincial programs, state support of investment activity, public-private partnership.
In this regard, a long-term target program “Development of the investment potential of the Sakhalin region” has been developed and approved by the Government of the Sakhalin region in November, 2011, its key objectives are the following:
- Removal of administrative barriers;
- Promotion of the investment potential of the region;
- Provision of financial and fiscal support to the entities involved in investment activities.
In order to remove the administrative load on the investors, a regional budget organization “Sakhalin Agency for Development Projects” was established and provided with support in 2012, which conducts all-in-one support of implementation of investment projects in the Sakhalin region. The service is provided free of charge to the entities involved in investment activities, implementing investment projects and included in the List of priority investment projects of the Sakhalin region [2].
The developers of еру target program “Development of investment potential of the Sakhalin region in 2011 – 2018” expect to attract 18 – 20 rubles of non-budgetary investments per every budget ruble. And it is very attractive for the foreign investors.
Despite the shortcomings and problems, Sakhalin is attractive for foreign investments, especially for the Japanese. The programs of enhancing the regional prestige will enable to shorten the time of attracting foreign direct investment: we need 6-8 months to attract $ 1 now, and then about 1 – 2 years for the implementation, as a result, it starts to be repaid only after 3 – 4 years. Of course, it is easier to find other regions where the income will be faster. However, the return of already implemented projects and low economic, environmental, criminal and financial risks show that the capital can and should be invested in the Sakhalin region [4].
If the investor receives a guarantee and convincing evidence that the region is rapidly developing, he could make a decision on the implementation of the investment project in the island region. Such solution may be a good stepping stone for the future: the investor’s business will grow together with the regional economies. But in order the investor made that decision, two conditions are necessary: active and persistent promotion of the region, aimed at promoting the image of the territory, and real social and economic reforms aimed primarily at reducing the risks and improvement of the business environment [6].
After attracting the private partner, the state saves resources and can focus on providing regulatory and legal framework and monitoring the projects.
The private partner is more mobile and can quickly implement the standards, innovative technologies and materials, apply innovative approaches to the management of production. He gets a long-term contract with the state, and in addition, stable, traditionally state-owned markets of rendering services, and a profit through the period specified in the contract for the time of construction, operation or operational management after putting the facility into service [12].
Conclusion. The results of the undertaken study allow conclude that:
1. Despite the high multiplier effect on the social and economic development of the regions, the investments in transport infrastructure (namely, in the highways construction) are not weighty and attractive, including for private business.

2. General government of the territorial entity of the Russian Federation (in this case, the Sakhalin Region) can create an effective mechanism for PPP in the form of concession agreements with private investors, including the foreign, for the construction of the highway network. The interests of the private capital will be supported by high yield and short payback period of the projects, as well as the creation of infrastructure opportunities for the owned business.

3. When developing such mechanism, the special aspects of social and economic situation of the Sakhalin region should be taken into account, including the status of the rapid development territory.
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