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Portfolio investment as a factor  
for the development of the Russian economy  
as one of the BRIC countries

Magdalena Broszkiewicz*1

Introduction  
Portfolio investments – a theoretical framework

The international investment position of countries takes into account their activity 
as an exporter and importer of capital in various forms. Due to the smaller size 
of flows in relation to direct investment and their more speculative character, as 
well as the possibility of the faster withdrawal of capital, portfolio investments in 
the world literature are rated as flows of minor importance for the development 
of the economies of the host countries. However, this is a significant simplifica-
tion, omitting the impact of portfolio investments on the development of financial 
markets in the world, especially in countries of growing importance for the global 
economy. The issue of portfolio investments in the world economy is analyzed on 
the basis of data from the balance of payments of individual countries, and then 
aggregated by the International Monetary Fund and the World Bank.

The causes of international capital movements are sometimes identical to tho-
se that determine such flows within a given market (money supply and demand), 
and are also the sole cause for international movements. Due to the degree of 
political stability or the possibility of a higher return, some markets may seem 
more attractive than others. There are also speculative considerations, interest rate 
differences in money and capital markets, and an improvement in the structure of 
capital deposits (Bożyk et al. 2002, p. 115).A higher return on foreign assets may 
be justified by higher rates of growth in the countries where they originate. In ad-
dition, a low correlation between returns on assets is a significant reason for diver-
sification, i.e., to properly compose portfolio components so that the investment 
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risk is minimal or profitable (according to the Markowitz theory) (Reilly, Brown 
2011, p. 355). The World Bank’s definition of a portfolio investment includes 
transactions of equity and debt securities through international financial markets. 
Equity net inflows are those, which include net inflows from equity securities other 
than those recorded as direct investment and including shares, stocks, depository 
receipts and direct purchases of shares in local stock markets by foreign investors 
(WB IDS). Bond securities in portfolio investment are issued with a fixed rate of 
interest for a period of more than one year. They include net flows through cross-
-border public and publicly guaranteed and private nonguaranteed bond issues 
(WB IDS). The most important feature of portfolio investment mentioned in the 
global literature is that in this case investors do not take active control over the in-
stitutions issuing securities, and are satisfied with the realization of profits. Profit 
is generated by the difference in exchange rates or fluctuations in interest rates, 
so investors often make their decisions on the basis of the ratings of the country.

Because of the trends of investment flows in the global economy, portfolio 
investments in developing countries have become more interesting in times of 
crisis. Russia is one of the countries which are mainly linked to the energy and 
raw materials sector, so at a time of fluctuations on those markets, its economy is 
less predictible for international investors. Russia is also an economy with large 
amounts of capital to invest, so its international investments, especially when it 
comes to portfolio investments, are worth studying.

This article is an attempt to analyze the flow of portfolio investments to and 
from the Russian Federation as one of the BRIC countries, in terms of geographi-
cal and historical conditions, taking into account the development of the domestic 
capital market. The analyses were carried out mainly on the basis of data publi-
shed by the Bank of Russia. The foreign assets of the country include, among 
others, direct and portfolio investments invested abroad. Foreign liabilities inclu-
de, among others, direct and portfolio investments made by foreign entities on the 
territory of the country.

Conditions of the international investment position  
of Russia

At the beginning of the twenty-first century, observations of the economies of 
developing countries aspiring to rapid promotion to the group of developed coun-
tries resulted in 4 countries being distinguished which had the greatest opportu-
nities to enter the top tier of the world economy. In particular, the capital markets 
of Brazil, Russia, China and India developed very fast, which allowed investors 
from around the world to search for new places to invest capital in the form of 
portfolio investments. However, changes in global markets and the financial cri-
ses of the past 10 years have reduced the dynamics of the development of these 
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states. Two interesting questions remain: what is the situation of the investment 
portfolio? And are the financial crises reflected in the direction of flow in the glo-
bal economy?

Russia is a country belonging to the group of so-called BRIC countries (an 
acronym using the first letters of the names of the countries: Brazil, Russia, India, 
and China). Investing by using a portfolio strategy made up of stocks from these 
countries can be a safe solution because of the use of two types of diversity: sec-
toral and regional. These four countries are, in fact, culturally and geographically 
distant, but economically similar. They represent very different, lucrative sectors 
of the economy and are characterized by a multitude of advantages: economic 
growth, constantly increasing respect in the world economy, increased participa-
tion in the global markets, and developed BRIC companies.

The dynamics of their development was predicted to be higher than the 
growth rate of developed countries at the beginning of the 21st century. Common 
feature of these four economies were: rapidly growing consumer demand and an 
increasinglly wealthy middle class. Until now, these countries have developed 
mainly due to foreign investments, linked to exports. At the moment, the main 
growth factor is domestic consumption.

Since the beginning of the 21st century, analysts have predicted that a country 
included in the group of emerging markets in the near future will produce more 
world products (measured by purchasing power parity) than in developed econo-
mies. Before the financial crisis of 2008, it was predicted that in 2025 the BRIC 
countries alone would produce 40% of the world’s GDP. This potential was re-
presented by 85% of the world’s population and covers about 40% of world trade. 
Reserves of foreign currencies of these countries were almost 70% of world rese-
rves. However, the real growth opportunities can be seen in the capital markets as, 
to date, global stock market capitalization is only 10% (Rosstat).

In addition, the rapidly expanding middle class (it is estimated that in the next 
20 years their number will increase four-fold) and great dynamic of the growth of 
income per capita is a sign for investors to take into consideration portfolio inve-
stment in these countries. 

The dynamic of growth of the BRIC economies can be seen by the compo-
sed index of the main stock companies on these four markets. Calculated by the 
US analytical institution Standard& Poor’s, the S&P BRIC 40 is one of the stock 
indexes, weighted by capitalization, and without dividend protection (another one 
is, for example, the MSCI BRIC Index). It was launched on June 20, 2006 and is 
focused on the40 companies which are the most important in Brazil, Russia, India 
and China. Companies from the index are traded on the stock exchanges in Sao 
Paulo, Moscow, Mumbai and Hong Kong. The market capitalization of compa-
nies in the index is 1,942.85 billion USD for 2016 (S&P a). The annual rate of 
return of the investment in companies from this index was 12.75% last year with 
a standard deviation (a measure of risk) of 19.62% in three years’ time.



119

After conducting a sectoral analysis, the dominating sector in the BRIC group 
is the financial sector and information technology companies. The energy sector, 
which dominated at the beginning of the 21st century (over 40% in 2006), where 
oil and gas connected companies were the most important because of rising oil 
and gas prices, is now in third place, followed by the telecomunication sector (see 
Table 1). What is most important in the analyses of the index is that the sectoral 
breakdown is more differentiated. It creates an opportunity to build a portfolio 
investment avoiding too strong connections with one sector of the economy, espe-
cially with materials. 

Table 1. Sector breakdown of S&P BRIC 40 in 2006 and 2016 (in percent)

2016 2006

Financials 38.5 29.6

Information Technology 31.3 n.d.

Energy 12.6 41.4

Telecommunication Services 5.9 13.1

Consumer Staples 4.8 n.d.

Consumer Discretionary 3.6 n.d.

Real Estate 1.2 n.d.

Materials 1.1 10.2

Industrials 1.0 n.d.

Other – 5.7

Source: own elaboration based on S&P a.

The index can also be divided by the country of domicile of the companies. 
In 2016, most – 25 – were from China, 6 from Russia, 5 from Brazil, and 4 from 
India. The difference between that situation in 2008 is significant: China 17, Bra-
sil 10, Russia 9, India 4. The biggest company from Russia which was involved 
in the index in 2008 was OAO Gazprom-Spon ADR REG S, which put it in se-
cond position of all companies in this index by index weight (S&P b). In 2010, 
this company was in ninth position. The other companies involved historically in 
the index, listed on the Russian stock market are Sberbank, Rosneft, Lukoil, and 
Norilsk Nickel.

The BRIC economies were less exposed to shocks, which can be seen on 
more developed capital markets. There are, of course, moments in which stock 
markets of developing countries follow the declines in developed stock markets. 
In the short term, the investment risk is higher because of concerns about the 
impact of the situation across the ocean on the global market shares (the general 
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situation on the financial markets is a significant risk), but in the long term, the 
growth potential of these economies, and thus the development prospects of com-
panies in the BRIC countries, should be the maintained by the growth of share 
prices on these markets. A crisis in the US mortgages and banking sector, as one 
of the largest global financial markets, may cause repercussions in other countries. 
In the opinion of analysts, developing economies, including BRIC, are not greatly 
exposed to sudden changes in the situation in America and Western Europe. The 
only negative result could be a slowdown in growth.

The main trends of the behavior of investors on the capital markets of the 
world can be estimated by comparing charts presenting quotations of the S&P 
BRIC 40 and the S&P 500 (which groups the 500 largest companies in the world) 
indices in the period 2006–2016 (see Figure 1). The BRIC 40 index was laun-
ched in July 2006, and during the global financial crisis in 2008–2009 it recorded 
a growth well above the trading S&P 500. In addition, during the crisis, the decli-
nes of the companies from the BRIC index were lower, suggesting a dynamic shift 
of capital from the markets of developed countries to the developing, in search of 
alternative investments. A similar situation was also observed during the recovery 
from the global financial crisis. 

Figure 1. A comparison between S&P BRIC 40 Index and S&P 500 from 2006 to 2016 (2006 = 100)

Source: own elaboration based on: S&P c.
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In the period 2009–2013, companies from the BRIC countries were traded 
higher than companies in other regions of the world. The index at this time was 
mostly linked to companies from the energy and raw materials sectors. From 
2013, the growing disproportion between global markets and the index of the 
BRIC countries was mainly due to declines in the prices of commodity compa-
nies and a stronger connection between the S&P BRIC 40 with its financial and 
information technology sectors. Economic stagnation in developed countries, but 
also those aspiring to this name, contributed to the shift of capital in international 
markets in search of alternative, more profitable investments.

The relationship with foreign investors

Any assessment of the condition of the Russian economy is problematic – rese-
rves of the central bank and the Stability Fund provide the development of macro-
economic stabilization, but they are insufficient in the case of declines in both oil 
prices and the ruble exchange rate. As a result, the decline in GDP in 2015 was as 
high as 3.7% (Rosstat).

As a result of changes in the structure of the economy, a new model of invest-
ments is necessary to improve the productivity and innovation of the Russian econo-
my. Foreign investors also recognize that reforms in the field of anti-corruption and 
an increase in the transparency of Russian institutions are necessary (Żukowski 
2009, p. 38).

Focusing the economy on the production of domestic technology also requ-
ires the participation of foreign capital and modern solutions. The liberalization 
of the economy and increasing the transparency of capital flows could increase 
the interest of foreign investors in the Russian market. At the same time, it 
is worth noting that the main Russian stock index – the MICEX – was in an 
upward trend in 2014 after earlier phases of volatility and stability (Trading 
Economics). A positive aspect of the Russian stock market’s stabilization was 
achieved through the December 2011 merger of the Russian Trading System 
(RTS) and the Moscow Interbank Currency Exchange (MICEX). The process of 
integrating the largest stock exchanges was to allow for the faster privatization 
of state entities.

It should also be noted that portfolio investment in Russia revolves around 
the subjects with the largest capitalization on the Russian stock exchange. The 
5 largest Russian companies – Gazprom, Sberbank, Rosneft, Lukoil, and Norilsk 
Nickel – make up approximately 50% of the total stock exchange capitaliza-
tion. The 5 largest American companies in terms of capitalization on the stock 
exchange represent only 10% of the market capitalization (Thomson Reuters Da-
tastream). This is a signal for foreign investors who want to invest their capital 
in Russia. As can be seen, companies indicated as entities with a majority state 
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capital have strategic importance to the economy. Maintaining and subsidizing 
them by the state is also a kind of guarantee of return on investment for fore-
ign capital. Basing their activities on raw materials gives the ability to make 
investments during periods of increases on the stock market, with adequate risk 
diversification.

The Russian government declared it was open to accepting foreign invest-
ment, and it encouraged residents to make investments in the country by establi-
shing a number of regulations and limiting the outflow of capital from Russia, 
especially in the form of direct investment (USDS 2014, p. 3). But at the same 
time, the Russian government is blocking foreign direct investment in strategic 
sectors and holds majority stakes in companies whose value is approx. 50% of 
GDP. Russian law does not allow for the acquisition of controlling stakes in do-
mestic companies by foreign investors.

Banks play the main role in the financial market of Russia, and the sector is 
dominated by state property. This fact influenced the quick exit of finance flows 
from the Russian market during the financial crisis of 2008, because they were 
supported by the decisions of the state. But this is not a situation conducive to the 
development of competition or raising the level of financial services in Russia. 
The interest of foreign investors in the Russian stock market is, therefore, due to 
the possibility of making short-term investments, and not long-term capital inve-
stment in Russia.

Since 2013, the Central Bank of Russia has been the main regulator of the 
financial markets in the country, including the capital markets. Its main task 
is to conduct the consolidation of the banking sector needed in the economy, 
but also to reduce the gray market outflows of capital from Russia to tax ha-
vens and to observe the process of money laundering. In the share of portfolio 
investments flowing to Russia, we can see that the role of investing capital in 
debt is growing, even though it is still lower than equity-related investments 
(see Figure 2).

The increasing interest of foreign investors in Russian debt securities is 
caused by the opinion that it is a safe alternative to developed financial markets, 
where the crisis has caused large fluctuations. The domestic market of debt se-
curities is also subject to pressure from the financial authorities of the country 
(reducing the value of the ruble) in order to encourage foreign investors to in-
vest in them. Russian government securities (OFZ) from 2012 can also be traded 
outside the country of the issuer. In February 2013, Euroclear and Clearstream, 
two international securities depositories, began listing Russian debt, making an 
effort to list commercial and municipal assets. These actions facilitate transac-
tions in Russia’s securities market without involving middlemen-residents.
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Figure 2. A comparison of Russian portfolio investments (net) with portfolio equity net inflows and 
portfolio investment in bonds from 2007 to 2015 (in bln current USD)

Source: WB WDI.

Government regulations and good practice on stock exchanges in the field of 
making investments for residents and non-residents constitute the basis for po-
werful business capital. To allow such a flow, it is necessary to create a friendly 
environment for investors and guarantee respect for the fundamental rights of 
investors. Russia still needs many reforms in this field to be able to attract capital, 
both short- and long-term.

Table 2. The protection of investors in Russia in comparison with developed and developing economies

Russia Eastern Europe 
& Central Asia United States Germany

Index of Transaction 
Transparency 6.0 7.0 7.0 5.0

Index of Manager’s 
Responsibility 2.0 5.0 9.0 5.0

Index of Shareholders’ 
Power 6.0 6.0 9.0 5.0

Index of Investor 
Protection 4.7 5.9 8.3 5.0

Source: own elaboration based on Doing Business (2016).  
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The indicators contained in Table 2 which show the protection of interests of 
investors indicate the shortcomings of the Russian market in terms of these regula-
tions. The transparency of transactions does not differ significantly from the global 
average, nor does the possibility of investor action in terms of managing the com-
pany. But in the area of managers’ responsibility for the decisions of the companies, 
new regulations are required to increase their scope. Similarly, in the protection of 
the interests of shareholders, it is necessary to undertake reforms and to increase the 
safety of investors for their attraction to the Russian market. 

Portfolio investment inflows to Russia

The inflow of portfolio investments to BRIC countries over the last 15 years was 
very diverse and resulted both from the investment position of each of the coun-
tries in this group, as well as the fluctuations in global financial markets. On the 
chart below (see Figure 3), we can see a stronger inflow of portfolio investments 
to China in 2006, but the presence in the global markets of the Russian market as 
an alternative to investment in the crisis was also noted in 2008. Russia is prac-
tically the only country in the BRIC group which in this period was mostly a net 
importer of capital in the form of portfolio investments. In particular, China and 
Brazil became net exporters of capital in the form of portfolio investments in the 
period after the financial crisis in 2008.

Figure 3. The history of portfolio investment in BRIC countries 2001–2015, net (in bln current USD)
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The history of portfiolio investment in Russia has changed dramatically since 
1997. No data are available from before 1994 for the International Monetary Fund 
(Tikhomirov 2000, p. 43). Starting from 1995, a clear upward trend in capital in-
flows to Russia can be observed. It continued until 1997, which was a record in 
the category of the inflow of foreign investments to Russia – $4.8 billion. Russia 
acquired many foreign investors and reached 14th place among the largest world im-
porters of FDI. Interest in portfolio investments also increased, in particular in state 
securities, which resulted in short-term profits amounting to several tens of percent. 
However, the financial crisis in 1998shookinvestors’ trust in the Russian market (see 
Figure 4).Overall, however, it is noted that in comparison with direct investment, 
portfolio investment played only a minor role in the development of the Russian 
economy after the collapse of the Soviet Union (Kłosiński, Wancio 2011, p. 132).

The return of strong interest from foreign investors in the Russian economy, 
in the form of direct and portfolio investments, started in 2000 and lasted until 
2006, when a temporary fall in net portfolio investment inflows can be observed. 
In 2007, a significant increase in the investment portfolio on the liabilities side of 
the balance of payments can be observed (see Table 4), the majority of which flo-
wed into the equity and investment fund shares. 2007 was a record year in terms 
of the inflow of foreign investments to Russia – compared to the previous year, 
the increase more than doubled. According to Rosstat, the volume of portfolio 
investments for 2007 amounted to 366,660 million USD, 38.1% more than their 
value in 2006.

Figure 4. History of portfolio investment in Russia, net (in bln current USD)

 
-60

-50

-40

-30

-20

-10

0

10

20

30

40

50

Source: own elaboration based on WB IDS.



Ta
bl

e 3
. P

or
tfo

lio
 in

ve
st

m
en

t i
n 

R
us

si
a a

s a
 co

m
po

ne
nt

 o
f a

ss
et

s i
n 

ca
lc

ul
at

io
ns

 o
f t

he
 In

te
rn

at
io

na
l I

nv
es

tm
en

t P
os

iti
on

 o
f t

he
 R

us
si

an
 F

ed
er

at
io

n 
in

 2
00

0–
20

16
 

(in
 m

ln
 c

ur
re

nt
 U

SD
), 

at
 th

e 
en

d 
of

 e
ac

h 
ye

ar
 (c

um
ul

at
iv

e 
va

lu
e)

 
20

00
20

01
20

02
20

03
20

04
20

05
20

06
20

07
20

08
20

09
20

10
20

11
20

12
20

13
20

14
20

15
30

.0
6.

20
16

Po
rtf

ol
io

 
in

ve
st

m
en

t 
1,

26
8

1,
31

5
2,

50
8

4,
38

1
7,

92
0

17
,7

75
12

,2
48

19
,9

36
24

,2
21

38
,1

56
36

,6
56

42
,4

35
48

,3
00

53
,7

43
56

,6
29

67
,8

31
73

,3
33

Eq
ui

ty
 a

nd
 

in
ve

st
m

en
t 

fu
nd

 sh
ar

es
 

46
10

5
53

96
12

7
33

4
49

0
4,

12
4

2,
85

5
2,

53
2

3,
98

5
4,

51
9

5,
27

1
3,

23
2

4,
43

3
2,

85
7

2,
98

8

C
en

tra
l b

an
k

0
10

10
10

10
0

0
0

0
0

0
0

0
0

0
0

0
D

ep
os

it-
ta

ki
ng

 
co

rp
or

., 
ex

ce
pt

 
ce

nt
ra

l b
an

k
15

1
7

24
33

27
2

24
9

2,
05

3
1,

51
2

1,
56

1
2,

73
7

3,
81

2
3,

98
2

1,
81

4
1,

84
3

60
5

66
0

G
en

er
al

  
go

ve
rn

m
en

t
0

0
0

0
0

0
0

0
0

0
0

0
0

0
0

0
0

O
th

er
 se

ct
or

s
31

93
36

62
84

61
24

0
2,

07
1

1,
34

4
97

1
1,

24
8

70
7

1,
28

9
1,

41
8

2,
59

0
2,

25
2

2,
32

8

O
th

er
 fi

na
nc

ia
l 

co
rp

or
at

io
ns

0
0

0
0

0
0

2
76

15
13

61
22

4
76

3
32

3
1,

42
5

1,
27

8
1,

23
7

N
on

-fi
na

nc
ia

l 
co

rp
or

at
io

ns
, 

ho
us

eh
ol

ds
, 

an
d 

N
PI

SH
s

31
93

36
62

84
61

23
8

1,
99

5
1,

32
9

95
8

1,
18

7
48

3
52

6
1,

09
5

1,
16

5
97

3
1,

09
1

Eq
ui

ty
 se

cu
ri-

tie
s o

th
er

 th
an

 
in

ve
st

m
en

t 
fu

nd
 sh

ar
es

 
46

94
43

86
11

7
33

4
48

8
4,

08
5

2,
69

8
2,

33
3

3,
92

7
4,

42
8

5,
08

8
2,

94
1

3,
95

5
2,

28
3

2,
43

9

In
ve

stm
en

t f
un

d 
sh

ar
es

 or
 un

its
 

0
0

0
0

0
0

2
39

15
7

19
9

59
90

18
3

29
1

47
8

57
3

54
9

D
eb

t s
ec

ur
iti

es
 

1,
22

2
1,

21
0

2,
45

5
4,

28
5

7,
79

3
17

,4
41

11
,7

58
15

,8
12

21
,3

66
35

,6
24

32
,6

71
37

,9
16

43
,0

28
50

,5
11

52
,1

97
64

,9
74

70
,3

45

C
en

tra
l b

an
k

0
0

79
1

2,
33

0
3,

92
3

10
,2

23
2,

99
2

0
0

2,
36

4
0

0
2,

98
5

1,
82

7
0

2,
32

5
1,

01
8

D
ep

os
it-

ta
ki

ng
 

co
rp

or
., 

ex
ce

pt
 

ce
nt

ra
l b

an
k

66
9

58
6

1,
05

0
1,

78
2

3,
68

1
6,

69
5

7,
37

4
10

,8
02

14
,2

62
24

,6
96

26
,9

90
29

,8
61

30
,9

05
34

,3
14

37
,6

62
47

,3
75

50
,6

81

G
en

er
al

  
go

ve
rn

m
en

t
0

0
0

0
0

0
0

0
0

0
0

0
0

3,
00

3
3,

00
5

3,
07

5
3,

07
5

O
th

er
 se

ct
or

s
55

3
62

4
61

4
17

3
18

9
52

3
1,

39
2

5,
01

0
7,

10
4

8,
56

3
5,

68
1

8,
05

5
9,

13
9

11
,3

67
11

,5
30

12
,1

99
15

,5
71

So
ur

ce
: o

w
n 

el
ab

or
at

io
n 

ba
se

d 
on

 C
B

R
F.



Ta
bl

e 
4.

 P
or

tfo
lio

 in
ve

st
m

en
t i

n 
R

us
si

a 
as

 a
 c

om
po

ne
nt

 o
f l

ia
bi

lit
ie

s i
n 

ca
lc

ul
at

io
ns

 o
f t

he
 In

te
rn

at
io

na
l I

nv
es

tm
en

t P
os

iti
on

 o
f t

he
 R

us
si

an
 F

ed
er

at
io

n 
in

 
20

00
–2

01
6 

(in
 m

ln
 c

ur
re

nt
 U

SD
), 

at
 th

e 
en

d 
of

 e
ac

h 
ye

ar
 (c

um
ul

at
iv

e 
va

lu
e)

 
20

00
20

01
20

02
20

03
20

04
20

05
20

06
20

07
20

08
20

09
20

10
20

11
20

12
20

13
20

14
20

15
30

.0
6.

 
20

16
Po

rtf
ol

io
 

in
ve

st
m

en
t 

32
,1

70
52

,3
15

66
,9

13
93

,3
59

13
0,

69
9

16
6,

17
9

26
5,

34
2

36
6,

66
0

11
1,

80
6

21
7,

12
5

27
7,

03
9

22
5,

06
2

27
0,

72
5

27
3,

73
7

15
6,

42
4

14
0,

48
7

17
4,

58
6

Eq
ui

ty
 a

nd
 

in
ve

st
m

en
t 

fu
nd

 sh
ar

es
 

11
,1

09
27

,3
53

35
,7

62
57

,9
82

89
,2

03
11

8,
16

1
20

7,
48

0
30

8,
00

5
83

,7
87

17
7,

78
3

23
1,

38
6

17
6,

02
0

19
4,

46
1

19
5,

09
4

11
1,

19
9

10
1,

85
5

12
7,

87
7

C
en

tra
l b

an
k

0
0

0
0

0
0

0
0

0
0

0
0

0
0

0
0

0

D
ep

os
it-

ta
ki

ng
 

co
rp

or
., 

ex
ce

pt
 

ce
nt

ra
l b

an
k

52
53

65
2

1,
10

8
1,

92
7

4,
97

6
13

,8
30

35
,7

24
8,

60
2

22
,4

16
30

,4
33

20
,8

01
31

,5
40

34
,6

36
14

,0
44

14
,0

23
19

,5
75

G
en

er
al

 
go

ve
rn

m
en

t
0

0
0

0
0

0
0

0
0

0
0

0
0

0
0

0
0

O
th

er
 se

ct
or

s
11

,0
57

27
,3

00
35

,11
0

56
,8

74
87

,2
76

11
3,

18
4

19
3,

65
1

27
2,

28
1

75
,1

85
15

5,
36

7
20

0,
95

3
15

5,
22

0
16

2,
92

2
16

0,
45

8
97

,1
55

87
,8

32
10

8,
30

2
O

th
er

 
fin

an
ci

al
 

co
rp

or
at

io
ns

46
8

1,
15

5
1,

48
5

2,
40

6
30

6
2,

56
6

2,
45

7
14

,9
58

2,
40

8
7,

15
0

11
,0

06
8,

15
7

4,
97

0
6,

42
1

2,
06

9
2,

46
8

2,
95

0

N
on

-fi
na

nc
ial

 
co

rp
or

., 
ho

us
eh

ol
ds

, a
nd

 
N

1P
IS

H
s

10
,5

90
26

,1
45

33
,6

25
54

,4
69

86
,9

69
11

0,
61

8
19

1,
19

4
25

7,
32

3
72

,7
76

14
8,

21
7

18
9,

94
7

14
7,

06
3

15
7,

95
2

15
4,

03
7

95
,0

86
85

,3
64

10
5,

35
2

Eq
ui

ty
 

se
cu

rit
ies

 o
th

er
 

th
an

 in
ve

stm
en

t 
fu

nd
 sh

ar
es

 
11

,1
09

27
,3

53
35

,7
62

57
,9

82
89

,1
78

11
8,

01
6

20
7,

09
3

30
7,

10
3

83
,0

51
17

6,
86

6
23

0,
83

5
17

5,
42

5
19

4,
17

0
19

4,
61

7
11

0,
84

6
10

1,
49

9
12

7,
42

0

In
ve

st.
 fu

nd
 

sh
ar

es
 o

r u
ni

ts 
0

0
0

0
25

14
4

38
7

90
2

73
6

91
7

55
0

59
5

29
1

47
7

35
3

35
6

45
8

D
eb

t s
ec

ur
iti

es
 

21
,0

61
24

,9
62

31
,1

51
35

,3
78

41
,4

96
48

,0
18

57
,8

61
58

,6
55

28
,0

19
39

,3
42

45
,6

53
49

,0
42

76
,2

63
78

,6
42

45
,2

25
38

,6
32

46
,7

09

C
en

tra
l b

an
k

36
0

0
0

0
0

0
0

0
0

0
0

0
0

0
0

0
D

ep
os

it-
ta

ki
ng

 
co

rp
or

., 
ex

ce
pt

 
ce

nt
ra

l b
an

k
77

0
1,

53
4

1,
76

8
1,

21
8

1,
82

3
1,

82
6

3,
30

1
6,

16
7

3,
65

2
4,

11
6

4,
32

1
4,

49
3

9,
10

2
7,

72
9

5,
19

7
5,

72
1

5,
46

3

G
en

er
al

 
go

ve
rn

m
en

t
19

,6
78

22
,6

34
27

,7
88

30
,1

33
33

,8
77

33
,6

44
32

,5
75

28
,6

33
16

,1
57

25
,7

10
30

,5
32

32
,2

97
57

,5
56

61
,7

59
33

,8
83

27
,6

68
35

,0
50

O
th

er
 se

ct
or

s
57

8
79

3
1,

59
5

4,
02

7
5,

79
6

12
,5

49
21

,9
85

23
,8

55
8,

20
9

9,
51

6
10

,8
00

12
,2

52
9,

60
5

9,
15

5
6,

14
5

5,
24

3
6,

19
7

So
ur

ce
: o

w
n 

el
ab

or
at

io
n 

ba
se

d 
on

 C
B

R
F.



128

In 2008, an increase in the inflow of portfolio investments on a net basis can 
be observed on year to year calculations. This is caused by the methodology of 
calculating changes due to credit and debit entries, which are recorded on a net 
basis separately for financial assets and liabilities. Financial account balances are 
calculated as the change in assets minus the change in liabilities; signs are rever-
sed from previous editions (WB IDS). However, the analysis of the balance of 
payments data (Tables 3 and 4) shows integrating Russia with the global market 
reduced the proportion of capital flows and investor activity, both on the assets 
and liabilities.

The capital invested in the form of portfolio investments is fragile and often 
short-term, and it is most vulnerable to periods of recession, causing rapid chan-
ges in the flow of this kind of capital. These relationships can be clearly observed 
in 2008 in Russia. While in the first half of the year declines were relatively slow, 
from September 2008 their magnitude grew, depicting a drop in foreign investors’ 
interest in the Russian securities market. This translated into a decline on the Rus-
sian stock market – the RTS Index declined over the year by 73%, reaching the 
level of a decade previously. The declines affected all sectors of the economy 
(Moscow Exchange – History). The major exporters of capital to Russia in the 
discussed period were Cyprus, the United Kingdom, the Netherlands, Germany, 
Luxembourg, France and the United States.

After 2008, portfolio investment liabilities again grew. In 2009 and 2010, the 
level was close to pre-crisis values. Similar values remained in 2012–2013 after 
a slight decline recorded in 2011, probably due to fluctuations on the world mar-
kets. However, in 2014, portfolio investment recorded a decrease in Russia. This 
can be explained by the geopolitical situation and the lack of confidence in the 
stability of the Russian economy. The major exporters of capital to Russia in 2014 
(data without distinction on the type of investment) were Cyprus, the Netherlands, 
the Bahamas, Bermuda, Germany, and Switzerland (Rosstat).

As we can see in Tables 3 and 4, there is a large surplus of capital inflows 
in portfolio investments over their outflow from Russia (the excess of liabilities 
over assets of the balance of payments in the investment portfolio). It may also be 
noted that the inflow of portfolio investments is directed primarily to equity se-
curities other than investment fund shares (mainly in non-financial corporations, 
households and NPISHs – non-profit institutions serving households). The rema-
ining inflows are concentrated in the area of investment fund shares or units. Since 
2001, capital invested in debt securities other than in share units has had a smaller 
share in the inflow of portfolio investments in Russia. However, we can observe 
dynamic growth in both types of inflows (in equity and debt securities) during 
the period, interrupted only in 2008 because of the crisis in the financial markets. 
Since 2009, the inflow of portfolio investment into Russia remains significant.

Analyzing the assets of Russian portfolio investments, it is necessary to em-
phasize the importance of political decisions: forced to take long-term investments 
in the domestic economy, Russian capital in the form of portfolio investment is  
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focused on achieving quick profits abroad – not on creating significant purchases 
of foreign securities. In fact, the majority of Russian foreign investment is short-
-term and speculative. Most Russian capital goes to places seen as tax havens 
(see Table 5). Comparing the amount of capital exported to these countries from 
Russia to the value of local Russian direct investment shows clearly that money 
will flow only through these countries, not stay in them. The presence of tax ha-
vens, such as Cyprus and the British Virgin Islands, in Russia’s top 10 investment 
locations, demonstrates the attractiveness of both confidentiality in investments 
abroad and a low tax burden for invested capital (CEIC).

Table 5. Portfolio investment assets, top 10 destinations from Russia (total portfolio investment by 
year, in mln current USD)

2008 Value 2009 Value 2010 Value 2011 Value

1 Luxembourg 5,666 Luxembourg 10,454 Luxembourg 8,827 Luxembourg 11,534

2 Ireland 5,024 Ireland 9,139 Ireland 6,554 Ireland 9,356

3 United States 2,673 United States 4,160 UK 4,673 Cyprus 5,236

4 Netherlands 2,483 Netherlands 3,433 Cyprus 4,633 UK 4,748

5 Virgin Islands 1,889 Cyprus 2,840 Netherlands 3,938 Netherlands 4,142

6 Cyprus 1,877 Virgin Islands 2,061 United States 1,954 Jersey 1,704

7 UK 1,318 International 
Organizations 1,552 International 

Organizations 1,315 United States 1,681

8 Germany 889 UK 1,499 Australia 1,034 International 
Organizations 1,215

9 Australia 780 Germany 976 Germany 867 Canada 947

10 International 
Organizations 505 Australia 617 Jersey 818 Virgin Islands 662

2012 Value 2013 Value 2014 Value 2015 Value

1 Ireland 11,070 Luxembourg 15,469 Luxembourg 16,664 Luxembourg 24,612

2 Luxembourg 11,000 Ireland 15,041 Ireland 15,328 Ireland 19,379

3 UK 6,379 Netherlands 3,967 Cyprus 5,679 Netherlands 4,420

4 Netherlands 4,186 Ukraine 3,059 Netherlands 4,652 United States 3,514

5 Cyprus 2,735 Cyprus 2,917 UK 3,118 Cyprus 2,468

6 International 
Organizations 2,346 International 

Organizations 1,496 Ukraine 3,005 Jersey 920

7 Germany 2,145 Jersey 847 Jersey 1,972 Switzerland 260

8 United States 2,079 United States 707 United States 1,972 Virgin Islands 154

9 Jersey 1,480 Germany 541 International 
Organizations 604 Turkey 90

10 France 1,329 Canada 537 Canada 317 Bermuda 83

Source: own elaboration based on CPIS (2016).
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The data above shows that Russian investors are looking for places to invest 
capital in order to achieve short-term gains and tax benefits. Portfolio investment 
flowing from Russia is speculative capital, easy to move in terms of any change 
in the conditions of the functioning of global financial markets. It is, therefore, 
capital which may contribute to the increasing instability of financial markets in 
the host countries.

Conclusions

Interconnected international financial markets affect the transmission of both po-
sitive and negative signals for making an investment. This applies to both develo-
ped and developing economies, including BRIC countries. The fluctuations seen 
in the portfolio of Russian portfolio investments in the 21st century are due both to 
world trends and to the country’s political and economic relations.

The Russian economy, since the beginning of the twenty-first century, has 
experienced a significant influx of foreign capital, including in the form of portfo-
lio investment. However, in comparison with the possibilities of the development 
of the economic potential of Russia it is still a small amount. Domestic inve-
stments are still considered to be the most important in the process of creating 
economic growth and development in a country. However, increasing the interest 
of foreign investors in Russia and the power of capital can contribute to indepen-
dence from external factors, especially energy exports associated with the global 
conjuncture of prices for these goods.

Closing certain sectors (considered strategic) on foreign capital may contribu-
te to the inhibition of their investment and thus the development of the economy. 
Due to the high dependence of the Russian economy on raw materials, it remains 
a high-risk market for foreign capital, including in the form of portfolio investments.
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Summary

Portfolio investments have an impact on the development of financial markets 
around the world, especially in countries of growing importance for the global 
economy. Russia is one of the countries which are mainly linked to the energy and 
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raw materials sector, so at a time of fluctuations on those markets, its economy is 
less predictible for international investors. 

The regulations for investors in this country (also non-residents) need to be 
improved to overcome the negative effects of world financial crisises and to re-
build financial markets. Russia is also an economy with large amounts of capital 
to invest, so it is interesting to observe its financial flows to other countries in the 
situation when existing regulations are stopping capital for domestic investment.

The following article analyzes the flows of portfolio investment in Russia in the 
twenty-first century based on balance of payments data in conjunction with changes 
in the geopolitical situation and the investment attractiveness of the country.

Capital invested in the form of portfolio investments is fragile and often 
short-term, and it is most vulnerable to periods of recession, causing rapid chan-
ges in the flow of this kind of capital. These relationships can be clearly observed 
in Russia. The strong interest of foreign investors in the Russian economy, in the 
form of direct and portfolio investments, started in 2000 and lasted until 2006. In 
the first half of 2008, decreases were slow compared to the record high of the pre-
vious year, but from September they accelerated to such an extent that by the end 
of the year they had reached almost 100%, depicting a sharp decline of foreign in-
vestors’ interest in the Russian securities market. This translated into a decline on 
the Russian stock market. The Russian economy since the beginning of the twen-
ty-first century has experienced a significant influx of foreign capital, including in 
the form of portfolio investment. However, in comparison with the possibilities 
of the development of the economic potential of Russia, it is still a small amount.

Keywords: portfolio investment, Russia, international financial flows

Streszczenie

Inwestycje portfelowe – czynnik rozwoju gospodarki rosyjskiej  
jako jednego z krajów BRIC

Inwestycje portfelowe mają niewątpliwy wpływ na rozwój światowych rynków 
finansowych, szczególnie w przypadku krajów o rosnącym znaczeniu dla świa-
towej gospodarki. Rosja jest jednym z krajów, których gospodarka jest bardzo 
silnie związana z wydobywaniem surowców naturalnych oraz ze źródłami energii 
nieodnawialnej, w związku z czym w okresie wahań na rynkach tych dóbr cała 
gospodarka staje się mniej przewidywalna dla inwestorów.

Regulacje rynku finansowego Rosji dla inwestorów krajowych i zagranicz-
nych powinny zostać przeformułowane w taki sposób, aby redukować efekty 
negatywnych zdarzeń na międzynarodowych rynkach finansowych i odbudować 
rynek wewnętrzny. Rosja posiada znaczące rezerwy kapitału, które można prze-
znaczyć na inwestycje, więc interesującą kwestią pozostaje kierunek przepływu 
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inwestycji portfelowych z Rosji do innych krajów w czasie, kiedy rodzimy rynek 
nie stwarza zachęt do inwestycji na rynku finansowym.

W zaprezentowanym artykule zawarto rozważania na wskazane tematy, 
wykorzystując bilans płatniczy Rosji i informacje o inwestycjach portfelowych 
w ujęciu napływu kapitału na ten rynek i jego odpływu wraz z analizą atrakcyjno-
ści inwestycyjnej tego kraju.

Inwestycje portfelowe uważane za mniej znaczące dla gospodarki kraju 
przyjmującego i często krótkoterminowe są najbardziej podatne na okresy recesji, 
które powodują gwałtowne zmiany w przepływie tego rodzaju kapitału. Zjawisko 
to można wyraźnie zaobserwować w gospodarce Rosji. Silne zainteresowanie za-
granicznych inwestorów gospodarką rosyjską w formie inwestycji bezpośrednich 
i portfelowych rozpoczęło się w 2000 r. i trwało do 2006 r. W związku z tren-
dami światowymi i kryzysem gospodarczym w pierwszej połowie 2008 r. na 
rynku kapitałowym w Rosji odnotowano znaczne spadki (w porównaniu z rokiem 
poprzednim wyniosły prawie 100%, co wskazuje na spadek zainteresowania in-
westorów zagranicznych rosyjskim rynkiem papierów wartościowych). Rosyjska 
gospodarka od początku XXI wieku doświadczyła znacznego napływu kapitału 
zagranicznego, w tym w formie inwestycji portfelowych. Jednak w porównaniu 
z możliwościami rozwoju potencjału gospodarczego Rosji jest to nadal niewielka 
liczba.

Słowa kluczowe: inwestycje portfelowe, Rosja, międzynarodowe przepływy  
finansowe

JEL: F21, G15


