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Recent events in Central and Eastern Europe, namely the conflict in Ukraine, largely

determined trade and economic relations between all countries in whole Europe. Especially
it concerns economic relations between Russia and the European Union. European economic
sanctions and Russian trade embargo influenced investment relations between Russia and EU
counties, particularly economic relations with EU leaders-Germany and France.

Investment relations between Russia and Germany

Both trade and investment cooperation between Russia and Germany were traditionally key
and defining areas of bilateral relations. In 2013 Germany took 7th place in terms of total foreign
investments in Russia ($9.1 billion. [4, p.47]). However, in terms of foreign direct investment
(FDI) in the Russian economy Germany ranked on the 2nd place after Cyprus. The number
of German companies operating in Russia has increased significantly over 2013 and currently
constitutes about 6,200 organizations. It is the largest foreign business community in Russia
[10, p.10].

Main German sanctions against Russia were applied in the area of the military cooperation.
In March 2014, German defense concern "Rheinmetall" suspended the execution of a military
contract with Russia worth 120 million. This decision has caused a great damage to "Rheinmetall"
and German defense establishment as a whole. Moreover, Germany has stopped export of
defense and military production in Russia.

In addition to the economic losses, these sanctions have led to the fact that the defense
industry of Germany is reluctant to cut its’ production. It leads in turn to a reduction of
workplaces. According to Armin Papperger, the chairman of "Rheinmetall" and the head of
the union of the defense industry in Germany, "under current circumstances, in the absence
of state orders and prohibitions on trade with other countries, we have no choice but to move
production abroad" [6].

European sanctions against Russia also affected other sectors of the German economy. It
concerns dual-use goods, banking and financial sectors, as well as suppliers of equipment for
the oil and gas industry.

Russia’s share in German exports is seemingly small - only 3.5% [2]. However, it is important
to realize the whole complexity and activity of Russian-German cooperation. In recent years,
after the start of construction of the Nord Stream (gas pipeline from Russia to Northern Europe)
Germany is an important distribution center for Russian gas. German companies are co-owners
of the project and, in addition, many German loans have been attracted in the Russian economy.
Therefore, the position of the key economy of Europe relative to cooperation with Russia will
be the same - continue under any circumstances. This is required by the German economy and
the largest business structures such as "BASF SE", "Siemens", "Volkswagen", "Adidas" and
"Deutsche Bank". They openly oppose the wider economic sanctions against Russia. [7] At the
same time, the political rhetoric of the ruling circles may vary.

Thus, from the applied sanctions suffer both German and Russian sides. Germany in its turn
had a greater risk of loss of income because German investments in Russia exceed the amount of
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Russian investments in Germany several times. Anyway, the implementation of most investment
projects with German capital, which have started before the Ukrainian crisis, continues and
goes in time.

Investment relations between Russia and France

France is also one of the key European investors in the Russian economy and is ranked on
the 6th place (in 2013 were invested $10.3 billion. [2]). Today in Russia they perform about
1 200 French companies and about 7 000 companies from France carried out foreign trade
operations with Russian partners.

France is among countries that imposed the least number of economic sanctions against
Russia. France had officially announced that the delivery of the first of the two pre-ordered
helicoptercarrier &ldquo;Mistral&rdquo;-&ldquo;Vladivostok&rdquo; is suspended [5]. Most of
the military cooperation with Russia including military visits and joint exercises were stopped
as well [9]. However, later it was found out that the supply of helicoptercarriers has not been
canceled or suspended and the execution of projects just occurs with a slight delay.

Not only French defense industry but also French agricultural industry suffers from the
introduction of reciprocal economic sanctions. Share of French agricultural products exported
to Russia accounts for 11 %. Thus, the fall in prices of agricultural goods can lead to the growth
of unemployment and increase of costs for products’ utilization.

French banks in Russia also deal with a significant factor of risk. Total amount of loans
given to the Russian customers reached in 2013 36,505 billion. In case of cessation of financial
transactions between counties and freeze of assets, French investments would &ldquo;stuck&rdquo;
in the Russian economy.

Therefore, from the imposed sanctions suffer both Europe and Russia. However, European
investments in Russia exceed many times Russian investments in Europe so Europe carries
much more risk of non-profits and non-return of capital invested than the Russian side.

Prospects of investment relations between Russia and Europe in the conditions
of imposed sanctions.

Some economists hold an opinion that Ukrainian conflict should be defused on the regional
level and try to influence it internationally is not the way forward. Thereupon the press
regularly reports the public statements of politicians, calling for a cancellation of sanctions
against Russian individuals and legal entities.

However, today plans of European investors do not change. Especially it is related to regional
and non-state projects. Representatives of European business claim that they continue consider
Russia as an important strategic partner of the EU and don’t plan to stop investment relations
with Russia. They demand from governments of both sides to protect interests of foreign
investors and cancel economic sanctions.

Thus, the investment climate in Russia (except investment climate in Crimea and Sevastopol)
hasn’t become worse significantly. However, the risks for both foreign Russian investors have
grown considerably generally because of political uncertainty in the near-term outlook.
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