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Abstract

The article has ranked and systematized some factors influencing business decisions on future capital
investments. The research is based on sociological studies related to decision-making process on
investments made in modern Russia. Factors’ systematization was carried out by the authors in accordance
with the established modern economic methodology and theory which makes compromise solutions
between investor’s requests and the ability to customize the economic system possible. The article proves
the necessity of investment processes state regulation in Russia which can mainly be achieved by improving
institutions, including tax sphere, and by regulating macro parameters mainly with the help of the Central
Bank of Russia. This regulation is necessary since investors do not have the full information, and requests
for cheap loans can cause macroeconomic balance disruption, as well as the national currency depreciation.
Besides, according to the authors, the modern digital economy state should stimulate investments in

innovation projects in this sphere.
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1. Introduction

Nowadays the investment problem is getting topical. The states and their leaders are concerned about
investment processes intensifying within the country for the reason that fixed assets investments themselves
play arole of the development driver in the whole country, and it causes economic growth and development.
A country's economic growth within a macroeconomic process leads to a higher realization of its production
capabilities level. At the same time, economic growth can be considered to be a component of the economic
cycle (Akayev et al., 2011). Economic growth is a phenomenon which is studied on the basis of some data
such as gross national product dynamics or gross domestic product, both in absolute size and per capita.

This dynamics is characterized by annual growth rates (or gain).
2. Theoretical and methodological bases of the study

A polymethodological approach based on modern macroeconomic models and theory of rational

expectations.
3. Results

The economic growth and investments studies is based on two main approaches: Keynesian and
neoclassical (Grabova, 2018; Sharaev, 2006).

Savings and investments play an important role in the Keynesian model of economic growth. The
logics of economic growth as a macro process, is the following: fixed assets investments are a mechanism
for economic growth triggering. The necessity for updating and investment goods stimulates economic
growth in the sectors that are entitled: “production of means of production”. These economics sectors’
incomes are growing, increasing their demands for materials and labor. An employment increase leads to
an increase in demand for consumer goods. Production and revenue start growing, and more and more
industries are involved in this process. And as a result, the growth in production volumes and net domestic
product exceeds the initial investment. This phenomenon in the economy is called the “multiplier effect”,
which manifests itself at the macro level, but depends on processes at the micro level, on decisions of
owners who are guided by the future rate of return, bank interest, lending rate, economic expectations and
risks, the effect of new technologies, etc. The state may also act as an investor and in this case a multiplier
effect can be evident.

The multiplier effect can also develop in the opposite direction: with a reduction in investment and
a large-scale decline in production.

Keynes's multiplier is a coefficient that is equal to a fraction there is one in the numerator and the
so-called MPS indicator (marginal propensity to save) in the denominator, therefore, the smaller it is, the
higher the multiplier effect becomes; this phenomenon is called the “thrift paradox”.

There exists a well-known Harrod-Domar economic growth model within the framework of the
Keynesian concept. The mechanism of economic growth as a factor in increasing supply and demand in
economics in this model, is positioned as investment growth. Equilibrium economic growth is achieved

when aggregate demand and aggregate supply are equal (AD = AS), and based on formulas logics, the
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investment growth rate should be equal to the product of the marginal capital productivity and the marginal
propensity to save.

Neoclassical theories of economic growth were formed in the first two post-war decades as a
response to neo-Keynesian growth theories with their conclusions about the inevitable instability of the
market economic growth, and the necessity for government intervention in the economy. Neoclassical
models of economic growth as a tool research use the production function, which was proposed in 1928 by
American scientists — a mathematician C. Cobb and an economist P. Douglas.

The most famous in classical theory was the model of Robert Solow, which allows to reveal the
relationship of the three economic growth sources - investment, labor force and technological progress. The
state influence on economic growth is possible, according to neoclassicists, through its influence on the rate
of savings and on the speed of technological progress.

The development of scientific and technical progress caused new factors inclusion into the model.
The Tinbergen model is the most famous, including not only capital and labor, but also the rate of scientific
and technological progress in the considered time period. J. Mead transforms Tinbergen’s economic growth
model into an equation of growth in which the overall growth rate of GNP is the sum of the growth rate
due to capital, labor and technological progress. Thanks to a new production function version the Ministry
of Foreign Affairs managed to solve a very important problem: how to make the economic steady balanced
growth possible without government interference.

The neoclassical models practical application of economic growth based on the Cobb-Douglas
function should also be guided by the diminishing returns law of production factors (the law of diminishing
returns), which has never been strictly proved, i.e. this approach is heuristic. This law says that under the
increasing of one production factor (in our case, investment in fixed assets) and keeping the remaining
production factors unchanged, the marginal product will begin to decrease from a certain stage. This is
significant not only at the micro level for one business entity, but also investment business decisions will
depend on previous investments of other business entities in the industry, which are characterized by high
capital intensity. The law is applicable in the short term and for a particular technology. It does not apply
to intellectual property objects that are transformed into intangible assets that can cause technological shifts
in the industry, and, as a result, shifts in the production function.

This conclusion is confirmed by the outstripping growth of the so-called “Digital economy”, based
on the introduction of “digital intellectual” innovations and on the capture of a new market associated with
the technologies of the fourth industrial revolution and new economic patterns. It is one of the practical
conclusions from the theory, which should determine priorities in state investment policy and should be a
guide for business.

Further we will show what factors limit investment activity in Russia according to potential and real

investors (Figure 1).

353


http://dx.doi.org/

https://doi.org/10.15405/epsbs.2021.03.44

Corresponding Author: Olga Nicolaevna Grabova

Selection and peer-review under responsibility of the Organizing Committee of the conference
eISSN: 2357-1330

Uncertamty c;g éfe BCONOMIC

situaticn irfthe comh;é
60 .
ack of equity

Inadequate demand for products

40

Imperfect regulatory framework 51

governing investment processes | '%h inflationin the country

30

The existingtax regime for |

l;[&gh percentage of commercial
nvestment activities

3 credit

Price fluctuations in the global | 38

energy market ‘v estment risks

The econornic situation in the #° 4Barameters of exchange rate
world market 43 policy i the country

Figure 1. In% of the total number of organizations, according to a sample survey, on average for 2016-
2018 (compiled by the authors according to official data from Rosstat: source,
http://www.gks.ru/free_doc/new_site/business/invest/Graf-iap.htm)

Investors analyze the situation according to the rational expectations theory. Their activities are
rational in terms of processes at the micro level, but may conflict with macroeconomic equilibrium. So, two
factors - high inflation and a high percentage of commercial credit are two interrelated reasons. High
inflation (we call it relatively high for Russia) is partly justified by the fact that it allows Russia to balance
between this inflation rate and low unemployment rate. A commercial credit high percentage also has its
own macroeconomic explanation: a great number of cheap loans can be the reason of investment return on
as well as the national currency depreciation. The first limiting factor: the economic situation uncertainty
in the country is most likely to be a factor that we can define as lack of trust to the authorities, although it
contradicts with some objective economic points: in Russia, equilibrium has been observed for quite a long
time at the macro level in the tax sphere. The state policy is predictable and stable, modern digitalization
economic processes are very actively and efficiently used by government structures, including fiscal ones,
in order to ensure transparency and control of financial and tax flows.

From the point of view of determining the possibilities of the state investment policy, it is important
not only to rank, but also to systematize the limiting factors in conjunction with theory and methodology.
Systematization of factors limiting investments in accordance with modern theoretical and methodological
approaches (developed by the authors):

- institutional (including tax): complex mechanism for obtaining loans for the implementation of
investment projects, existing investment taxation regime, imperfect regulatory framework governing
investment processes;

- macroeconomic: high inflation in the country, high percentage of commercial loan, country
exchange rate policy options;

- internal market conditions: uncertainty of the economic situation in the country, lack of equity,

investment risks, insufficient demand for products;
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- external market conditions. the economic situation in the global market, fluctuations in prices on

the global energy market, insufficient demand for products.
4. Discussion

Such a systematization allows us to determine the instruments for regulating investments (Nitsevich
et al., 2020), as well as to seek compromise solutions between investor requests (Cejnek & Randl, 2016;
Fu & Yu, 2018; Gambetti & Giusberti, 2019; Gogoleva et al., 2018; Gromova et al., 2019;) and the
possibilities of customizing the economic system (Armand & Mendi, 2018; Kogan, 2016). A sociological
study confirms the importance of institutional conditions in Russia to ensure increased investment including
foreign (Izotov, 2019; Skvortsova et al., 2018; Slusarczyk, 2018; Vysotskaya et al., 2018), this is the
potential that can be used (Grabova et al., 2018; Kormishkina et al., 2016; Pinkovetskaia et al., 2019).

5. Conclusion

Thus, this study demonstrates the necessity for the interconnection of theory, methodology and
practice in economic research. The polymethodological approach allows to choose tools for solving
economic problems, in particular the problem of activating investments. The limitedness of rational
expectations the theory in making decisions in the capital investments sphere, which contradicts
macroeconomic proportions, is shown. Investment decisions sociological studies - is the factual, empirical
material, the analysis of which on the basis of modern economic theory and methodology allows us to

identify reasonable trends in state investment policy.
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