“Business

Itis said that it pays o be fearful
when others are greedy and
greedy when others are fearful.
Inearly 2009, the Russian
Trading System suffered a
fourfold drop from the high-water
mark of mid-2008. However, it
was the emerging markets that
showed the most dynamic
growth during the rebound in the
first half of 2009. In fact, the first
half of the year turned out to be
an excellent time for the greedy.
So, we ask:is 2H2009 a time to
change strategy?

—
YURISOLOVIEV
GLOBALCEO, VTB CAPITAL

When assessing the Russian
economy’s prospects, you have
to considerseveral aspects.First,
thelateststatistics from Rosstat
and the Ministry for Economic
Development would seem toin-
dicate thatthe worstis over.The
Manufacturing and Services
Purchasing Managers’ Indices
also suggest we are seeing the
first signs of recovery. However,
as Russia’s economy grows, ob-
stacles arestill a possibility,and
we may witness certain indica-
tors slumping in the future.
Second, withits export-oriented
economy, Russia depends on
how the world’s biggest econo-
mies are weathering the finan-
cial turbulence. Nevertheless,
we have reasons to be optimis-
tic:“One cannot but notice the
first signs of the global economy
recovery,’said prime minister
Vladimir Putin. Analysts agree.
Many economists in the finan-
cial markets have, by and large,
been upgrading their GDP fore-
castsinresponsetobetter-than-
expected data.

Additionally, the US hopes to
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Prospects The worst of the crisis seems to be over. Isittime
fo investinthe Russian economy?

Investment in Russia:

 atime fobe greedy

see the maximum effect of the
fiscal stimulus with expecta-
tionsof 3.5pcannualised growth
in the third quarter. Even the
UK, one of the worst-hit econo-
mies, is now showing signs of
improvementinbank and mort-
gage lending and a pick-up in
retail-sector confidence.
Third, a key factor in Russia’s
economic prospects is the price
of oil, which undoubtedly af-
fects the domestic economic cli-
mate.Thedramaticslumpin oil
pricesthat wesawin early 2009
seems to have been replaced
with an ascending trend, and
analysts have upgraded their
2010 Brent price forecast from
$65 per barrel to $85.

As Russia’s deputy prime min-
ister, Alexey Kudrin, noted at
theRussia Calling! forum:“If oil
prices do not fall below $58 in
the next year and beyond, we
will see a positive balance of
payments.” Elvira Nabiullina,
Russia’s minister for economic
development, said that the offi-
cial forecast for Russia’s GDP
decrease was still at 8.5pc, but
inreality it could be 8pc orless.
A rise in oil prices is bound to
strengthen the domestic curren-
cy, which may be seen by Rus-
sianindustrial producers asless
than good news. However, the
strengthening of the rouble is
positive news for investors:
high-yielding assets combined
with a $/rouble decrease trans-
lates to extra profit. Incidental-
ly, investors’trust in a strong
rouble spurred on the Russian
bond market in the third quar-
ter of 2009. When the first signs
of a strengthening rouble start-
ed appearingin May, the volume
of corporate bond deals ar-
ranged in June-August more

than doubled, compared to the
March-May period.

More investment
opportunities

Many investors still cling to the
stereotypethat Russiahasalim-
ited range of quality invest-
ments, such as the oil and gas
sector. One of the reasons we or-
ganised the Russia Calling!
forum was to demonstrate the
wide variety of foreign invest-
ment options in the Russian
economy in fields that have
nothingtodowith commodities:
retail,telecommunications,and
manufacturing, for example.

‘The question of
where fo investis still
crucial; what we re-
ally need are new
things and new ideas’

However, the domestic market
is now coming up with new
ideasinthefields of innovation,
venture investments and infra-
structure that could top inves-
tors’priority lists in future.

Russiaistakingitsfirst stepson
its way to creating an innovative
economy, the key to which is
creating an environment where
talent and business acumen can
be brought together. The focus
of Russia'spolitical Leadership
on education and development
of the individual is absolutely
correct.

Yet the question of where to in-
vest remains a crucial one.The
answer is to be one step ahead
of the game. It makes no sense
to try to replicate iPhones or

IBM; what we really need are
new things and new ideas.Ibe-
lieve that Russia has a competi-
tive edge in nanotechnologies.
That being said, Rusnano and
VTB Group have launched the
DFJ-VTB Aurora, an Interna-
tional Nanotechnology and In-
novation Fund Family, in part-
nership with a leading venture
capital fund Draper Fisher Ju-
rvetson (DFJ).There are various
forms of investing into innova-
tions development. For exam-
ple, Anatoly Chubais, CEO of
Rusnano, says the state has ap-
proved Rusnano’s plan to issue
state-guaranteed bonds, total-
ling 180bn roubles.

Also, Russian infrastructure is
severely underfinanced: it cur-
rently lacks some $1.5 trillion
and, in the coming 20 years, it
will benecessary tospend $50bn
perannum.According to Sergey
Kelbakh, CEO of FGU Dorogi
Rossii (Roads of Russia), in
2010-2030 planned spending on
roads amounts to 60 trillion
roubles, including 16 trillion
roubles of non-budget financ-
ing.

Challenge of business

Many investors find Russia’s
business climate positive. One
thing still hindering foreign in-
vestments is the level of corpo-
rate governance, which is con-
sidered to be rather low com-
pared tothat of developed coun-
tries. (Don’t forget that the
market economy is still some-
thing of anewcomer to Russia.)
Nevertheless, the situation is
looking up.The Federal Finan-
cial Markets Serviceis planning
tointroduce certain regulations
(inaddition to existing require-
ments): publiccompanies would

berequired to disclose their ul-
timate beneficiaries, acquisi-
tions, transactions by insiders
and consolidated IFRS reports.
Furthermore, to ensure compli-
ance, fines and penalties for un-
timely disclosure are to be in-
creased by a factor of 10.

The call for improving corpo-
rate governance has been ac-
knowledged by both market
playersand the government. As
Karl Johansson, a managing
partner at the Moscow branch
of Ernst & Young, put it: “The
country is at a crossroads, and
to the extent that we canhavea
more consistent rule of law,and
more focus on corporate gov-
ernance, this would enablemore
capital to flow in.”

Since the early Nineties, Russia
has been seen as a land of great
opportunities. Despite chal-
lenging times, Russia has pre-
served its status of a country fit
to invest in. I agree with the St
Petersburg governor,Valentina
Matvienko, who said that the
crisishasnot decreased Russia’s
investment attractiveness. Quite
the contrary, it has offered new
opportunities, such as under-
valued assets, new investment
spheres, and a strengthening
national currency. All of these
features can easily trigger in-
vestors’greed.

Jeff Hines, CEO of Hines Inter-
ests,turned out tobe the shining
exampleof asuccessstory atthe
Russia Calling! investment
forum.In 1998, Mr Hines invest-
ed $100m in a Moscow project
called Pokrovsky Hills. Within
a few years, once the Russian
economy took off, the company
experienced enormous success,
beating everyone’s expecta-
tions. mem

Russo-British
Forum: back
to business

—
VLADISLAV KUZMICHEV
RUSSIANOW

RussiaTalk, the fifth annual
Russian-British investment
forum,took placein mid-Octo-
ber in Moscow. The forum was
hosted by the Russo-British
Chamber of Commerce (RBCC)
and the Russian Chamber of
Commerce and Industry under
the theme “Back to Business”
The gathering offered a perfect
opportunity for business lead-
ers to analyse thelessons of the
crisis, discuss prospects for re-
storing economic health, and
consider measures to further
bilateral business links.
Russian presidential aide
Arkady Dvorkovich announced
measures to tackle Russia’s
most urgent problems that will
featurein President Medvedev’s
upcoming state-of-the-nation
address. According to Dvorko-
vich, there are two major goals:
“The prime goal is to ensure
modernisation and technologi-
caldevelopment,’hesaid, refer-
ring to the five priority areas
outlined by President Medvedev.
The second goal coversrestruc-
turing of the corporate and
public sectors.“This involves
incentives and targeted pro-
grammes aimed at supporting
various industrial sectors and
industrial cities,” Dvorkovich
explained, adding that Russia
would rather welcome inves-
tors offering new technology
than those with cash.“We hope
to achieve steady economic
growth by 2010,”he concluded.
Over the past year alone, the
RBCC has welcomed 82 new
members. According to the UK
Ambassador to Russia, Anne
Pringle, more than 1,000 Brit-
ish companiesareactivein Rus-
siatoday. Sheis convinced Rus-
sia could benefit from British
experience. In particular, there
isvast potential for cooperation
in the sphere of nanotechnolo-
gy. London’s experience could
also be handy in helping to re-
alise Moscow’s ambition to be-
come one of the world’sleading
financial centres.
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International Exhibition

Global Russia

Golden Globe Souvenirs: The Fourth

October 28-31, Crocus Expo, Moscow
This event provides anideal platform for jewellery
companies, fashion houses, design studios,

museums and private galleries to showcase their

products, allowing a wide range of designers to
receive due recognition for their talent and creativity.
The Golden Globe competition for the best piece of

jewellery (or art & craft article) is held annually within
the framework of the exhibition.
eng.goldenglobe.ru

InnotechExpo

November 18-21, Crocus Expo, Moscow
This exhibition looks at innovative solutions in sci-

ence and business. On the agenda are: infroducing

new products; state support for projects; financing

of Russia.

of innovative projects; and creation of noncom-
mercial partnerships for the innovative enterprises

en.innotechexpo.ru

International Conference: Russian Power

Finance & Investment

November 23-24, Marriott Royal Aurora

Hotel, Moscow

At this event, expert speakers share their expe-
rience and provide a comprehensive picture of
the Russian power industry. The industry will be
analysed particularly from the point of view of
attracting finance and investment.

The conference wil also address a wide range
of highly topical issues, including the priorities
of the 2010 investment programme for Russia’s

Forum

state-owned utilities recently approved by the

government (such as the reconstruction of the
Sayano-Shushenskaya power station).
www.adamsmithconferences.com

16th International Russian Banking

November 30-December 3, Grange City
Hotel, London

The forum is the leading annual international
gathering for the movers and shakers in the
Russian banking sector, offering an opportuni-
ty for key decision makers to share anti-crisis
and restructuring sfrafegies, exchange ideas
for the future in the new financial landscape,
and make important business contacts.
www.adamsmithconferences.com

Find more inthe Global Calendar
of www.rbth.ru




