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This paper offers a unique approach grounded in the original AVS-matrix proposed by the
authors to the assessment of factors affecting the investment climate, this climate attractiveness and
the non-systematic constituent of the investment risk. The matrix determines the factors forming
investment climate as they emerge at different hierarchy levels of the economy, i.e. within the sys-
tem "business — industry — region — national economy (country level)". AVS-matrix assessments
of investment climate attractiveness and investment risks prove to be an objective foundation for
identification of priorities in implementing reforms of investment policy at all levels of economic
hierarchy that will increase investment attractiveness of enterprises, industries (types of busines-
ses), region (territories, lands, federal districts etc.) and national economy as a whole.
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Introduction. The situation emerging in the field of investment in Russia's
national economy as a whole, and capital investment in particular, results in the
growing depreciation of fixed assets. This is shown in Table 1.

Table 1. Degree of fixed assets depreciation (at the end of a year; %)
Period 1970 | 1980 | 1990 | 1995 | 2005 | 2010 | 2011 | 2012
Degree of fixed assets depreciation 25.7 1362|464 3951452 |47.1 479 |48.6
Source: Russia in figures (2013).

This state of affairs, implying that national economy building on outdated indus-
trial and technological equipment, does not promote the growth of economy of
Russia (Aleksandrov and Rozov, 2013).

The changing direction of foreign direct investment (FDI), especially after the
crisis, has started to attract more attention in literature. N. Bayraktar (2013) has
investigated the link between FDI and "ease of doing business" indicators, as one pos-
sible source of changing directions in FDI. Moreover, backwardness is accompanied
by a significant outflow of foreign investments from Russia's national economy along
with their low inflow. For example, in 2010—2012 the inflow of foreign investment
first grew from 114,746 min USD in 2010 to 190,643 mln USD in 2011, then falling
to 154,570 min USD in 2012 (Russian Statistical Yearbook, 2013). At the same time,
the investment outflow in 2010 was 96,222 mln USD, growing to 151,673 mln USD
in 2011 and sloping to 149,908 min USD in 2012 (Russian Statistical Yearbook,
2013). Thus, the net inflow of foreign investment spiked from 18,524 mIin USD in
2010 to 38,970 mln USD in 2011, plummeting to 4,662 min USD in 2012. As for FDI
their inflow was 13,810 min USD, 18,415 mIn USD and 18,666 min USD respec-
tively, with figures for the outflow being accordingly 10,271 min USD, 19,040 min
USD and 17,426 min USD. A simple estimation shows that the outflow of foreign
investment came on top of its inflow in 2011, while in 2012 the inflow of investment
was only slightly higher than its outflow (Russian Statistical Yearbook, 2013). Besides,
the share of foreign investments into the production of machinery and equipment was
insignificantly low: 1.5% in 2010, 0.6% in 2011 and 0.9% in 2012 (On foreign invest-
ments in 2013). Early statistical data on foreign investments in 2013 are also far from
encouraging as their inflow was 170.2 bln USD growing by 10.2% compared to 2012,
while the outflow registered 201.6 bln USD was 34.6% against 2012.

The current state of affairs is far from promoting fundamental renovation of fixed
capital through innovations. This calls for significant improvement in attractiveness
of investment climate implying a more supporting environment for investment at all
hierarchy levels of the economy. Moreover, while attracting foreign investments,
greater importance is attached to investment climate at regional and national levels
along with the situation in specific businesses and industries.

Factors shaping the investment climate. The problem of shaping the attractive
investment climate is essentially the matter of methodology. The integration of Russia
into the world economy pushes investors towards internationally adopted methods
used to assess the investment climate in terms of its attractiveness and risks. This
methodology is primarily based on the assessment of factors enabling or inhibiting
investments into national economy, region, industry and particular enterprises.
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In this relation for Russia and other countries alike, the urgency to analyze and
identify factors inherent in investment climate, facilitating or inhibiting the advance-
ment of investment processes at all levels of hierarchy in national economies comes
increasingly into the agenda.

Despite considerable research efforts and with due respect to significant contri-
bution of participating academia and practitioners from different countries, it should
be admitted that the methodology of diagnostics and facilitation of attractive invest-
ment climate, as well as methods of investment risks identification have not been suf-
ficiently explored. This holds back the work on validated and conclusive measures
needed to reform investment policy turning it towards supportive investment climate,
investment risks reduction and finally towards better investment decisions. This is
acknowledged by M. Bromwich (1996), an internationally recognized expert in
investment analysis, who points out that the existing and well-described methods "are
applied partly for their simplicity and partly for the reason that academic research has
yet to offer methods capable of bringing practical advantages". His words are still
meaningful today.

Thus, the development of relevant methodology to recognize, identify and assess
factors determining investment climate, as well as the validation of means to enhance
its attractiveness are indispensable for accelerating investment processes.

The second side of this problem is the relevance of methods used to assess the
investment risks driven by the nature of investment attractiveness of enterprises,
industries, regions and countries.

Consequently, while developing the methodology for diagnostics of investment
climate we build on the earlier hypothesis positing that factors forming investment
climate, firstly, have different manifestations at the levels of economic hierarchy, and
secondly, in their turn influence the character and the level of the investment risks
determined. Thus, we explore the aforementioned linkages within the system
"factors — levels — risks". In our analysis we assume that in making the best investment
decisions we should not be guided by the simplicity of the described methods.
Instead, "in making decisions a well disciplined approach is advisable" along with the
fact that only evaluation of highly diverse information "can lead to a better decision if
only because it ... exposes the decision making person to a larger scope of relevant
information" (Bromwich, 1996).

Let us first turn to the factors driving investment climate. Methodologies of
investment climate assessment offered by various researchers identify a set of such
factors leaving them basically unstructured. It appears that this so-called "commin-
gled" methodology of accounting factors inherent in investment climate is underpro-
ductive when applied to the problem at hand. Obviously, different factors arise from
different sources and are different in their nature, form of their manifestation and
influence on investment climate. That is why, firstly, all groups of factors that in some
way and according to their essential features collectively determine investment attrac-
tiveness, we organize into 4 groups: economic (Damiano, 2014; Dollar et al., 2006);
administrative and legislative (Djankov et al., 2010; Shah Nazaria et al., 2014);
resource and technical (Pitt et al., 2012); social and ecological (Hanna, 2010; Fuss et
al., 2008). And secondly, we examine the manifestation of these groups of factors at
different levels of economic hierarchy where investment climate is generated, i.e.
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within the integral system "enferprise — industry — region — country (national econo-

my)".

Thus, we offer methods and methodology that essentially differ from other ways
of assessing investment climate and its attractiveness. They assume an integrated
approach to economic, administrative and legislative, social and ecological and
resource and technological factors in their relation to the levels of economic hierar-
chy: entry level (enterprise) — industry (type of business activity) — region — natio-
nal economy (country level) (Aleksandrov et al., 2013).

In such a system, enterprise level is the key one providing an object for invest-
ment. Therefore, its investment attractiveness is determined, on the one hand, by its
position within the system "enterprise — industry — region — national economy", and on
the other by the nature and manifestation of a set of factors inducing/inhibiting the
investment inflow. The objectives of this paper restrict our intention to explore in
detail all the main factors consolidated into 4 groups including institutional factors
reflecting political and economic situation in the country under analysis. Such a study
would require a separate paper. Moreover, such factors have already come under
examination in chapters 3—4 of our monograph (Aleksandrov et al., 2014).

AVS-matrix and assessment of investment climate attractiveness. The foregoing
approach can be easily modelled as a matrix featuring groups of factors that on the
one hand integrate to shape investment climate and its attractiveness at a respective
level of economic hierarchy (horizontally), while on the other hand determine the
nature of manifestation and interdependency of each group of factors at their respec-
tive level, i.e. vertically (Figure 1).

GROUPS OF INVESTMENT CLIMATE FACTORS
Administrative . | Resource and | Social and
c Economic . .
and legislative (E) technical ecological
(A) (T) (S)
= Business (B) A/B E/B /B S/B
=N E
%‘3 w3 Industry (1) A/l E/l i S/
-
= 2 & [Region (R) A/R ER T/R S/R
SRS
T E R | National economy (N) A/N E/N T/N S/N

Figure 1. AVS-matrix: groups of investment climate factors
at the hierarchical levels of economy, authors’

Thus, this matrix enables the integrated analysis of a set of administrative and
legislative, economic, resource and technological, social and ecological aggregated
factors determining the nature of investment climate at a respective economic hierar-
chy level.

Each of the 16 cells of the matrix formed by the crossing of its rows and columns
demonstrates the interrelation between a level and a factor. Its analysis allows:

1) reveal the composition, structure and nature of manifestation for each of the
4 groups of factors at a relevant economic level and the mechanism of interrelations
within each group of factors characterizing specific level of economy — vertical analy-
sis (for example, see Figure 1 for the legal and administrative group of factors, verti-
calA/B - A/l - A/R — A/N);
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2) determine the nature of horizontal interrelations between the 4 groups of fac-
tors at each economic level — horizontal analysis (for example, see Figure 1 for
regional level, horizontal A/R — E/R — T/R — S/R) and eventually to determine the
investment climate attractiveness for each economic level,

3) display and assess systemic (institutional) factors, while identifying factors for
each cell of the matrix, such as tax administration; corruption, criminal and political
constituents as influencing the essential inner qualities of specific groups of factors at
relevant levels — indepth analysis;

4) define the objective preconditions and abstract possibility for the emergence of
factors of particular groups and levels restricting and inhibiting investments and to
determine sufficient conditions for them to fulfill;

5) elaborate, with the help of matrix analysis, measures aimed to alleviate the
effect of factors prohibiting and restricting investments, and consequently to define
priorities of reforms targeting investment policy at all economic hierarchy levels.

Fostering of attractive investment climate requires a solution based on an
indepth analysis of prohibiting and restricting factors and their specific manifesta-
tions at relevant levels (i.e., for a particular cell of the matrix). This analysis estab-
lishes:

1) the degree of objectivity for each factor, i.e. "genetically” predetermined thus
generating an abstract possibility for real barriers and restrictions to arise;

2) the reasons for the abstract possibility to evolve into real factors obstructing
investment;

3) and as a consequence, credible options to resist the influence of inhibiting and
restricting factors so that to minimize or even eliminate their adverse impact on the
nature of investment process.

Thus, the group of economic factors features a number of barriers and restric-
tions rooted in an objective state of market relations and their trends. T. Kinda (2010)
also shows that constraints related to investment climate hamper FDI.

Legislative and administrative barriers and restrictions present a different exam-
ple being to a great extent of superstructural nature. This means they are superim-
posed and thus not always relevant. For example, M. Azzimonti (2011) shows that
excessive taxation reduces the return on physical capital and hence investment rates,
which slows down growth along the transition. In the long run, output, consumption
and welfare are inefficiently low. The larger is the degree of polarization, the greater
is the inefficiency. Political stability mitigates the effects of polarization by making the
incumbent internalize the dynamic inefficiencies introduced by the choice of growth-
retarding policies.

So T.P. Wisniewskia and S.K. Pathana (2014) examine the role that political fac-
tors play in investment location decisions of multinational enterprises.

The solution on elimination or alleviation of legislative and administrative barri-
ers can be found in adequate reforms of industrial and investment policy developed
and implemented at all levels of economy in any country.

At the same time, it is rather difficult to find ways to resist the entry barriers and
restrictions caused by resource and technology and social and ecological groups of
factors. Nevertheless, their effects can be offset by institutional measures within the
framework of regional investment policy.

ACTUAL PROBLEMS OF ECONOMICS #3(165), 2015



420 MATEMATUYHI METOAMN, MOAEJI TA IH®OPMALINHI TEXHOJOrIi B EKOHOMILI

A complete and extended analysis of the system of factors for each of the 16 cells
of the AVS-matrix as interrelated with each other and levels of economy, as well as the
resulting set of integrated measures required for the development and introduction of
investment policy at national and regional levels of economy, would fall beyond the
scope of this paper. Still, the original concept of investment attractiveness analysis set
forth in the paper can be used as the basis for further assessment of the non-systema-
tic constituent of investment risks as well as for further research on specific institu-
tional measures aimed at:

- reforming economic policy (including industrial and investment policies) in
the national economy, at regional, industrial and enterprise levels;

- improving national and regional legislation with a view to ensure investment
attractiveness and significant increase in investment activity at all levels of economic
hierarchy, the top priority being industrial enterprises of all sectors).

Application of AVS-matrix to investment risk assessment. There are many methods
of investment risk assessment. G. Savoiu and M. Taicu (2014) identify several econo-
metric models for FDI focused on the country risk, which can also signal other
macroeconomic indicators in Czech Republic, Hungary, Poland, Romania, Russia
and Slovak Republic, using data from the World Bank and major rating agencies.

We offer to focus on the feasibility of using the matrix not only to foster enabling
investment climate solutions but also to improve methodology for non-systematic
(diversifiable) constituent of investment risks.

Risks can significantly influence the real value of expected return on investment
in projects under assessment. They manifest themselves as discount rates. In the
internationally adopted methodology the rate value is mostly assessed through
CAPM (capital asset pricing model). E. Nichol and M. Dowling (2014) test the profi-
tability and investment factors contribution to asset pricing models. Their asset pric-
ing models share a common core of the addition of profitability and investment as
factors, but differ in implementation.

CAPM is formularized as:

r=r,+,3><(rm—r,), (N
where r — discount rate as the price of equity capital; ry— risk-free interest rate, "risk-
cleared"; r,, — average market yield; B — the measure of systematic risk.

We do not challenge the relevance of this method to determine the level of sys-
tematic risks. At this, the level of systematic risks is universally established as essen-
tially the same for different economic operators. While the level of the second con-
stituent of general risk, i.e. non-systematic risk, significantly varies even for business-
es similar in their scale and sphere of operations, the more so for different spheres.
Certain data proving that the share of non-systematic (diversifiable) risk in the over-
all risk exceeds 65% for developed countries and reach 76.1% or more for foreign
investments, the need for appropriate non-systematic risk assessment is obvious
(Elton and Gruber, 1995).

As for the approaches to risk assessment adopted in Russia, which are not essen-
tially different from those internationally acknowledged, they recommend accounting
for 3 types of risks in connection with investment project implementation (Guidelines
for evaluating an investment projects effectiveness approved by Ministry of Economy,
Ministry of Finance and State Construction Committee of Russia, 1999):
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- country risk;

- project participants reliability risk;

- planned project performance risk.

Remarkably, this approach leaves out the assessment of several key factors
(Figure 1) determining risks for specific enterprise (business), industry and region. As
justly pointed out by E.A. Helfert (1996), internationally acknowledged expert and
analyst, "the risk of a company (the uncertainty of making profit) and its ability to
service its debts are closely connected with specific features of the sphere or spheres
of its business, Moreover, the general economic environment is also relevant”.

It should be noted that by their definition participants reliability risks along with
all other risks are the elements of the overall non-systematic risk, that is, the resulting
project performance risk (the risk of not yielding the return). The proposed original
methodology regarding enterprise level (business level) risks as seamlessly integrating
all factors responsible to some extent for the project participant reliability risks thus
reducing the element of subjectivity in expert assessment.

It appears that the matrix approach can be successfully applied to integrated
assessment of non-systematic risks, considering that the latter are largely driven by the
same factors as the investment climate. The assumption is based on the fact that groups
of factors exposed by AVS-matrix on the one hand determine the investment climate
attractiveness, while on the other, manifesting the level of non-systematic (diversifi-
able) investment risks encountered by enterprise (business), industry, region, country.
The result will be obtained if each AVS-matrix cell shows risks determined by each fac-
tor at its respective level, adding them up by rows (added up risks of each level) and by
columns (added up risks of all groups). Thus, AVS-matrix will facilitate the analysis of
the role played by each group of factors as they determine non-systematic risks nor-
mally considered by the cumulative method of determining the discount rate and mak-
ing the investment decision. This will lead to appropriate assessment of the overall risk
and of the efficiency of investment projects for a specific enterprise of a specific indus-
try in a specific region and country eventually enhancing investment motivation. The
analytical estimation of the investment risk is obtained through the addition of a term
expressing the non-systematic (diversifiable) risk level to the level of systematic risk.
The translation of CAPM formula (1) will result in formula:

r=r,+,B><(rm—rf)+rB+r,+rR+rN, 2)
where for the diversifiable risk: rg — discount rate determining the risk of investment
into a specific enterprise (venture); r; — discount rate determining the industry-spe-
cific risk; rp — discount rate determining the region-specific risk; ry — discount rate

determining the country-specific risk.

The terms expressing the level of non-systematic risks should be assessed using
data obtained through the analysis of AVS-matrix and exposed in it. The transformed
matrix demonstrates this option (Figure 2).

In this case, as follows from the matrix and according to the agreed notations,
the expression (2) can be written as:

r:r,+,8><(rm—rf)+rL; 3)

r:r,+/3><(rm—r,)+rF, 4)
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where r; — the discount rate determining risks and their sum by levels, formula (5);
re — the discount rate determining risks and their sum by factors, formula (6):

n=rg+n+rg+ry; (5)
T = +Te+17 +15. (6)
GROUPS OF INVESTMENT CLIMATE FACTORS
Administrative . | Resource and | Social and
C Economic . . rL
and legislative (E) technical ecological
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R
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en National A/N E/N T/N S/N
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Figure 2. AVS-matrix: analysis of investment climate factors
in the form of investment risks, authors’

Thus, for each level formulas (3)—(6) consider and sum up discount rates
expressing non-systematic risks both by levels of business operations (formulas (3)
and (5)) and by groups of factors (formulas (4) and (6)). The equation r; = rg proves
the identity of the two approaches.

The way of assessment for each of the terms appearing in respective matrix cells
and in the respective formulas (5) and (6) should be considered separately.

Presence of a specific risk factor and the risk premium level will be established in
the real world by expert assessments of the groups of factors driving the investment
climate. The subjectivity of this assessment can be regarded as its downside.

It stands to reason that prior to the application of the proposed original metho-
dology it would be advisable to minimize the impact of subjectivity. This requires a
clear structure and exposure of factors determining investment climate, with further
exposure of the constituents of non-systematic risk (in each cell of AVS-matrix).

AVS-matrix and step-by-step method of investment risk assessment. As stated
above, the process of expert assessment of factors (regarded here first and foremost as
inhibiting and restricting factors determining investment risks) is of a subjective
nature being guided by personal and professional characteristics of experts. Besides,
insufficient integrity and lack of content exposure of the factors and reasons account-
ing for their inhibiting and restricting character prevent adequate assessment of the
influence of both factors and their groups on investment climate. This, in turn,
impairs the investment risk assessment. However, the subjectivity inherent in expert
assessment could be sufficiently lowered while rendering expert assessments more
reliable and credible. In our estimation this would involve the following measures
within the proposed methodology:
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STEP 1. To introduce a clear structure of factors driving investment climate pre-
sented in each cell of the matrix. That is, for each matrix cell the number of factors
(for example, 5) should be unambiguously defined and standardised. These should be
the factors that expose the group of a specific cell to its fullest.

STEP 2. To expose the composition of each of the 5 factors, i.c. give a clear defi-
nition of their constituents. We shall call them subfactors or characteristics.

STEP 3. To set the assessment values for each of the five factors, e.g. from 0 to
1 scores (x € 0+1), where 0 implies the least and 1 — the most attractive value of the
factor for prospective investor. The assessment of each of the 5 factors should be
expressed as a decimal fraction.

In application of the proposed original methodology the experts’ functions are
limited to the third step exclusively. All other steps are taken by way of elemental
arithmetic and for the benefit of the investor.

As for the first step, each of the groups of factors determining investment climate
at a specific level of economic management is represented in a particular cell of the
AVS-matrix by 5 (as agreed here) key factors.

STEP 4. To sum up the resulting score ranging from 0 to 5 (Xg €0+5) fora
particular group of factors at the corresponding level, i.c. the assessment of the group
influence for specific group of factors at each level, coming up to Xg; for a particular
cell of AVS-matrix.

5
Xp =D X;. ™)
i1

STEP 5. To sum up all assessments exposed in matrix cells thus defining the inte-
gral indicator of investment climate attractiveness, firstly, by rows (X,_50). That is by
economic management levels (which is of interest for the assessment of all 4 con-
stituents of non-systematic risk). And, secondly, to sum up columns, i.e. by the groups
of factors (also Xj_op). Finally, to obtain the value for the integral indicator (X,_gp)-

GROUPS OF INVESTMENT CLIMATE FACTORS
Administrative Economic Resource Social and X
and legislative (E) and technical | ecological L
(A) (T) (S)

Business (B) Xap Xep Xrp Xsp X
T (0+5) (0+5) (0+5) (0+5) (0+20)

5 O & | Industry (1) X Xg; Xz X X;
& %O (0+5) (0+5) (0+5) (0+5) (0+20)

é E % Region (R) Xar Xer Xrr Xsr Xg
=g B (0+5) (0+5) (0+5) (0+5) (0+20)

= =™ National Xow Xow X Xov Xy
economy (N) (0+5) (0+5) (0+5) (05) (0+20)

Xr X, Xg Xr Xs Xz
(020) 020) (020) (020) (080)

Figure 3. AVS-matrix: calculation of the integral indicator of investment climate
attractiveness (X;) for levels (X,) and groups of factors (X;), authors’

The resulting figure will show the integral assessment Xy of investment climate
for various investment objects, and will finally ground a well-informed investment
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decision and a choice of the investment object offering the most lucrative investment
climate. The higher is the integral indicator of investment climate attractiveness, the
more lucrative is the investment object under assessment. Besides, the proposed
methodology offers managerial bodies at all economic levels a powerful tool for
assessing the degree of influence on investment climate attractiveness in each group
of factors. This, in turn, will allow elaborating relevant measures enhancing invest-
ment attractiveness of enterprises, industry, region and the country.

AVS-matrix put forward by the authors offers more than an algorithm of choos-
ing the most lucrative investment object being instrumental for drawing up invest-
ment policy reforms.

If the value of investment climate integral indicator X tends to 0, i.e. the invest-

ment climate is utterly unattractive for investors, the share of non-systematic risk will
tend to 100%. An investment object under assessment can be regarded as utterly unat-
tractive and, consequently, the non-systematic risk will be at its highest.

As for the maximum marginal indicator Xy reaching 80, i.e. indicating utterly

attractive investment climate, this value is regarded as theoretically feasible and serves
as a benchmark.

Thus, the higher is the investment climate attractiveness, the lower is the level of
non-systematic risk, and vice verse, the decline of investment attractiveness of an
investment object increases the share of non-systematic risk.

STEP 6. To convert the data of AVS-matrix (Figure 3) into a rating system from
0 to 1 in order to move from scores of assessment to risk premium (as the discount
rate (risk premium) is expressed in per cent).

Let us compare the estimated values of factors exposed in AVS-matrix cells with
the benchmark using it as the comparative base. For our case, the maximum value of
the integral indicator of investment climate attractiveness is 80. Thus, in order to
define the deviation of each factor of the investment climate from the benchmark, the
value of each AVS-matrix cell should be divided by 80.

Xn
=80 (8)

That is, all the original values of investment climate assessment X, exposed in

the 16 cells of the matrix should be divided by the benchmark assessment value of 80.
The procedure holds for the data exposed in 9 resulting cells of the matrix X; and X¢

and their integral assessment value of X;.

Thus, we obtain the assessments of investment climate attractiveness ranging
from 0 to 1 (Figure 4), explored at different levels of economic management and
groups of factors respectively ranging from 0 to 0.25, the value of the integral indica-
tor of investment climate attractiveness Ay, ranging from 0 to 1. The value indicating

the most attractive investment climate and the lowest possible non-systematic risk
will come up to 1.

STEP 7. To convert, as recommended by the algorithm below, the scores of
assessment of investment climate attractiveness into premium for non-systematic
risks expressed in %.

STEP 8. To convert at this final stage the investment climate attractiveness
assessment scores as presented in Figure 4 into risk premium.

AKTYAJIbHI NTPOBJIEMW EKOHOMIKW Ne3(165), 2015



MATEMATUYHI METOAMN, MOZEJ1 TA IHOOPMALLIVIHI TEXHOJ1OTIi B EKOHOMILI 425

GROUPS OF INVESTMENT CLIMATE FACTORS
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Figure 4. AVS-matrix: assessment of investment climate attractiveness in the
rating system 0 +1 (the maximum integral benchmark value is 1), authors’

To do this we should draw on the data of matrices displayed in Figures 3 and 4.
Formula (9) will be used to determine the result of multiplication of the risk-free dis-
count rate by the ratio of shares of each factor (X /Xs) and the calculated integral

indicator of investment climate (Ay):

ji X

ri= D r, )
A):

where Xj; is the respective matrix cell as featured in Figure 3 (levels (/) — group of fac-
tors (j)); X is the integral cumulative assessment of investment climate attractiveness
ranging from 0 to 80 estimated according to the matrix displayed in Figure 3;
As — integral cumulative assessment of investment climate attractiveness ranging
from 0 to 1 estimated according to the matrix featured in Figure 4; ry — risk-free dis-
count rate (in %).

The introduction of the index Dj; for the share of each factor will lead to

X.
D, = %2. (10)

This allows estimating the risk premium for groups of factors taking into account
that finally r, matches rr (Figure 5).

As follows from the formula (9), we adopt the discount rate for risk-free invest-
ments r; as the reference rate in our estimations considering that most methodologies

use this value as a reference rate while estimating the non-systematic risk premium
(Guidelines for evaluating an investment projects effectiveness..., 1999).

At the same time, it is necessary to emphasize that the constituents of non-sys-
tematic risk should be objectively assessed over different ranges. In the above cited
methodology much as in the works of other authors some constituents range in assess-
ments from 3—5 to 18—20%, while others show the 50% divergence. Moreover, it is
recommended to make industry-specific allowances (Guidelines for evaluating an
investment projects effectiveness..., 1999). Thus, it would stand to reason if the results
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estimated using the formula (8) were adjusted on the ground of the experience accu-
mulated by the investment community and the data obtained in the course of the
research. This adjustment can be achieved involving particular coefficient, indexed
e.g. as oy, that will act as an adjustment coefficient different in value for each eco-
nomic management level. That is, the coefficient allows adjusting risk premiums for
them to reflect specific conditions of each level.

GROUPS OF INVESTMENT CLIMATE FACTORS

Administrative . |Resource and | Social and
R Economic . . rL
and legislative (E) technical ecological
(A) (T) (S)
S Business (B) (Dyp/As) T, F (Dgp/As) T, F (Drp/As) T, F (Dsp/A )T F rp
B
T O
g cﬁ % Industry (1) (Ds/As) 1y (De/As) 1| (Dp/As)ry (Ds/As)rs r
<@ Z
5 E 8 Region (R) (Dap/As) 1y (Dep/As) 1y | (Drg/As)ry (Dsg/As) 1y g
)
= = - National
economy (N) (Danv/As) Tr (Dpn/As) K (Drv/As) Ty (Dsp/A5) K 'y
rp Fa I rr rg rp=rr

Figure 5. AVS-matrix: calculation of discount rate (risk premium) determining
non-systematic risks of investment, authors’

However, practical application of the proposed methodology requires further
research and falls beyond the scope of problems addressed by this paper.

It is also significant that following Figure 5, the assessment of non-systematic
risk for both level-specific and factor-specific approaches yields the same results. This
means that both approaches are ultimately equivalent and both enable the analysis of
non-systematic risk value considering elements induced by level-specific conditions
and by the factors shaping the nature of investment climate.

Conclusion. It should be first of all emphasized that the approach put forward in
the paper is not in contradiction, and moreover, is aligned with the generally admit-
ted and wide-spread methodology developed by the UNIDO and used for assessment
of investment effectiveness in terms of relevant discount rate reflecting risk evaluation
with reference to many standard schemes and methods such as NPV, IRR and others
used for evaluation and ranking of investment projects (Behrens and Hawranek,
1995).

The developed step-by-step algorithm forms the basis for further elaboration of
an applied computer programme designed to simplify and facilitate the evaluation of
investment risks. The programme unit can be integrated into the COMFAR pro-
gramme developed by the UNIDO for feasibility study and ranking of investment
programmes.

It also appears that the application of the approach we have put forward, firstly,
allows identifying the inhibiting and restricting factors of investment activity, elabo-
rating appropriate measures to enhance investment attractiveness of national eco-
nomics, territories, industries and enterprises; secondly, offers the opportunity to set
appropriate goals and draw up measures fostering the reforms of investment policy;
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thirdly, apart from adequate assessment of investment risks, allows ascertain the
extent to which the setting of national, regional and industry economy influences the
opportunities of a specific enterprise in mitigating its investment risks — and conse-
quently to attract investments; and fourthly, will afford elaborating level-specific
effective measures that would motivate and encourage the input of particular factors
while stemming or eliminating (where feasible) the influence of the factors determin-
ing enhanced non-systematic risk and inhibiting investments.
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