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➤ The Russian economic reform program remains on track. Balanced
growth and the international political realignment catalyzed by the
events of September 11 provide a supportive backdrop for the next
phase of reforms. While reform “indigestion” may be an issue at times
during this year, a critical mass of reforms should continue to move
forward – including the initiation of financial system reforms.

➤ The pursuit of WTO members hip and further integration with the EU
will underline Russia’s ambition to deepen global economic
integration, and act as a powerful restructuring signal to domestic
business. Civil service and army reforms could also benefit from a
closer Russian association and integration with Western security
structures such as NATO.

➤ With a strong budget, policy flexibility and high investment in energy
sectors, the economy can withstand a period of low-to-moderate oil
prices. Volatile commodity prices also could provide momentum to
efforts at budget expenditure restructuring.

➤ Macroeconomic policy will aim for continued budget surpluses, a
gradual decline in inflation, and continued (though reduced) current
account surpluses. Exchange rate policy will allow the rouble to adjust
to changing external conditions, while structural reforms will focus on
the vital pillars of the underlying institutional infrastructure.

➤ Economic growth will consolidate - but the Russian economy may well
prove more resilient than generally believed. Specifically, corporate
sector changes may be underestimated, and the current virtuous
reforms-growth-expectations cycle is more powerful than often
thought.

(PEDUNLQJ�2Q�7KH�1H[W�5HIRUP�3KDVHV
This note outlines the main economic, strategic and political issues facing
Russia in 2002. The key characteristic of Russia’s strategic situation is the
coming together of a changing external economic environment and an
accelerated transformation of Russia’s international politics. Economic reforms
are also entering a stage when focus, on the one hand, will be on
implementation of previously approved reforms, and on the other hand, on  
pursuing the approval of a set of further structural and institutional reforms,  
many in the area of global economic integration. Our main message on Russia
is that above aspects could be seen as mutually reinforcing, and this could very
well have a profound and positive impact on the progress of reforms, and thus
on the medium-term prospects of sustainable growth. A failure to respond to
the mix of new challenges in an appropriate way, however, would be a cause for
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concern, and highlight some question marks. In this sense, 2002 is no less
important for Russia’s reforms than 2000 or 2001.

(FRQRPLF�UHIRUPV�¤�WKH�NH\�LVVXHV�LQ�����
In 2002, economic reforms enter a stage where attention will be on areas such
as the pursuit of WTO-related reforms, the drafting and initiation of
administrative/bureaucracy reforms and army reforms, implementation of
corporate governance-related reforms and legal reforms approved last year,
the pursuit of further natural monopoly reforms, as well as the initiation of
pension reforms and financial system reforms. All of this is combined in a year
which is also the last full election-free year before the next election cycle begins in
20031.

There are two sides to the 2002 economic reform phase. On the one hand, it will
involve the drafting and approval of a number of vital institutional/structural  
reforms, and on the other hand, it will involve the initiation of detailed  
implementation of reforms approved over the last year. This second aspect is  
vital, and is recognized as such by the government. On January 29, Prime Minister
Kasyanov declared the main task for the government in 2002 is the implementation
of already approved reforms - to avoid the reform process from slowing down. The
further Russia embarks on its ambitious strategy, the more notable this reform
pursuit on “two fronts” will be – the continued approval of the next reforms and
implementing already approved reforms. In this context, it has to be noted that, quite
likely, the approval of Russian structural reforms over the last year-and-a-half is
unprecedented among transition economies, in terms of the number and complexity
of reforms approved within such a short time period. The table below (Figure 1)
summarizes overall themes of the 2002 reform agenda. To the latter category, those
reforms where implementation is to begin this year, we can mention in particular the
“second” wave of tax reforms (lower corporate profit tax of 24%), a new Labor
Code, the initiation of pension reforms, the coming into effect of a number of
corporate governance-related legal changes, legal and judicial reforms and the
ongoing implementation of natural monopoly reforms.

Reviewing overall themes on the 2002 reform agenda, it is clear we are likely to
see progress in a number of vital institutional and structural areas2. Notably,
financial system reforms are likely to be initiated more seriously during 2002. This
follows a debate among policy makers and leading economists as to the nature of
Russia’s growth recovery, and the concern that if financial system reforms are not
initiated, over time an industrial structure often labeled “chaebolization”, or large
vertically-integrated structures, will take hold and ossify. Partly for the same
reasons, WTO-related reforms are seen as vital competition-enhancing reforms.

                                                  
1 Vladimir Mau, Ekonomiko-politicheskie itogi 2001 goda I perspektivy konsolidatsii ekonomicheskovo rosta,
mimeo, 2002. D. Trenin, Osenny marafon Vladimira Putina – k rozhdeniyu rossiiskoi vneshnepoliticheskoi strategii,
Carnegie 2001. O. Antonenko, Putin’s Gamble, Survival, IISS, Winter 2001-2002.

2 For a discussion of the administrative/bureaucracy reforms, see the seminar report Ot sluzheniya gosudarstvy k
obsluzhivaniyu obshestva, Fond Liberalnaya missiya, January 2002. For an analysis and discussion of potential army
reforms, see Otvet na novye globalnye vysovy – professionalnaya voennaya organizatsiya Rossii, IET, January 2001.
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)LJXUH�����5XVVLD��7KH�5HIRUP�$JHQGD������¤�7KH�0DLQ�7KHPHV

$UHD &RPPHQW

3HQVLRQ�UHIRUPV )XOO� DSSURYDO� RI� WKH� ¦VHFRQG� ZDYH§� RI� SHQVLRQ� UHIRUPV�� SULPDULO\� WKH� ODZ�RQ� LQYHVWLQJ� SHQVLRQ� DVVHWV�� 7KLV� ODZ� ZDV� DSSURYHG� LQ� D� ILUVW
UHDGLQJ�RQ�'HFHPEHU�����$PHQGPHQWV�IRU�WKH�VHFRQG�UHDGLQJ�DUH�GXH�PLG�)HEUXDU\��,QGLFDWLRQV�DUH�WKH�0LQLVWU\�IRU�(FRQRPLF�'HYHORSPHQW
DQ�7UDGH�KDV�GUDIWHG�DQG�ZLOO�VXEPLW�PDUNHW�SRVLWLYH�DPHQGPHQWV��ZKLFK�ZRXOG�FODULI\�DQG�IDFLOLWDWH� WKH�UROH�RI�SULYDWH�SHQVLRQ� IXQGV��$
ILUVW�TXDUWHU�DSSURYDO�RI�WKLV�YLWDO�SHQVLRQ�UHIRUP�ODZ�LV�SRVVLEOH��,Q�SUDFWLFH��LQYHVWLQJ�RI�SHQVLRQ�DVVHWV��LQLWLDOO\�E\�WKH�0LQLVWU\�RI�)LQDQFH
DQG�WKH�VWDWH�3HQVLRQ�)XQG��PD\�VWDUW�ODWHU�WKLV�\HDU�DQG�GXULQJ�������D�SHULRG�GXULQJ�ZKLFK�VXFK�LQYHVWPHQWV�ZRXOG�PRVWO\�EH�LQ�2)=V�DQG
5XVVLDQ�)HGHUDWLRQ�(XURERQGV��)URP�-DQXDU\����������WKH�SODQ�LV�WR�DOORZ�LQ�SULYDWH�SHQVLRQ�IXQGV�

/DZ�RQ�DJULFXOWXUDO
ODQG�ODQG�UHIRUPV

$� UHIRUP�RI�PDMRU� LPSRUWDQFH��ZKLFK� LV� VHHQ� DV� DQ� LQGLFDWRU� RI� ����� 'XPD�JRYHUQPHQW� FRRSHUDWLRQ�� 7KLV� ODZ�� RXWOLQLQJ� WKH� UXOHV� DQG
UHJXODWLRQV� IRU� WKH�PDUNHW� IRU�DJULFXOWXUDO� ODQG�� LV� FRQWURYHUVLDO�� DQG� WKHUH� DUH� VRPH��� GLIIHUHQW� YHUVLRQV� DW� WKH�PRPHQW�� 7KLV� ODZ� LV� WKH
IROORZ�XS�ODZ�WR�WKH�QHZ�/DQG�&RGH�DSSURYHG�ODVW�\HDU��DQG�ZKLFK�GHDOV�ZLWK�QRQ�DJULFXOWXUDO�ODQG�

&RUSRUDWH
JRYHUQDQFH�FDSLWDO�PDUNHW
UHIRUPV

,QFOXGLQJ�DPHQGPHQWV�WR�WKH�ODZ�RQ�VHFXULWLHV�PDUNHWV�LQ�D�WKLUG�UHDGLQJ��DPHQGPHQWV�WR�WKH�ODZ�RQ�MRLQW�VWRFN�FRPSDQLHV��DPHQGPHQWV�WR
WKH� &ULPLQDO� &RGH� LQ� D� WKLUG� UHDGLQJ�� DPHQGPHQWV� WR� WKH� ODZ� RQ� WKH� SURWHFWLRQ� RI� LQYHVWRUV©� ULJKWV� LQ� D� VHFRQG� DQG� WKLUG� UHDGLQJ�
)XUWKHUPRUH��WKH�ILQDO�YHUVLRQ�RI�WKH�QHZ�&RGH�RI�&RUSRUDWH�*RYHUQDQFH�ZLOO�EH�UHDG\�E\�0DUFK��DQG�D�QXPEHU�RI�FDSLWDO�PDUNHW�UHODWHG
LQLWLDWLYHV�ZLOO�EH�SXUVXHG��LQFOXGLQJ�WKH�IXOO�DSSURYDO�RI�ODZV�IRU�D�PRUWJDJH�VHFXULWLHV�PDUNHW�DQG�D�&3�PDUNHW��DQG�IXUWKHU�GHYHORSPHQWV�RI
WKH�URXEOH�FRUSRUDWH�ERQG�PDUNHW��$OVR��E\�0DUFK�D�VSHFLDO�SURJUDP�IRU�GHYHORSLQJ� WKH� LQVXUDQFH�PDUNHW�ZLOO�EH�FRQFOXGHG��DIWHU�KDYLQJ
SUHOLPLQDU\�EHHQ�GLVFXVVHG�E\�WKH�0LQLVWU\�RI�)LQDQFH�LQ�)HEUXDU\�

1DWXUDO�PRQRSRO\
UHIRUPV�PXQLFLSDO�VHUYLFHV
UHIRUPV

6HYHUDO� OHJLVODWLYH� LQLWLDWLYHV�� LQ� WKH� ILHOGV� RI� HQHUJ\� DQG� WUDQVSRUW�� DUH� WDUJHWHG� WR� EH� DSSURYHG� GXULQJ� WKH� VSULQJ� 'XPD� VHVVLRQ�� 7KHVH
LQLWLDWLYHV�DUH�DOO�HQDEOLQJ�OHJLVODWLRQ�IRU�WKH�LPSOHPHQWDWLRQ�RI�QDWXUDO�PRQRSRO\�UHIRUPV�DSSURYHG�VR�IDU��QRWDEO\�IRU�8(6�DQG�WKH�5DLOZD\V
0LQLVWU\��,Q�SDUWLFXODU��D�QHZ�ODZ�RQ�HQHUJ\�LV�WR�EH�DSSURYHG��DV�LV�D�QHZ�ODZ�RQ�UDLOZD\V�WUDQVSRUW��*D]SURP�UHIRUPV�ZLOO�UHPDLQ�JUDGXDO�
ZLWK�WKH�PDLQ�IRFXV�RYHU� WKH� ILUVW�KDOI�RI������RQ�IXUWKHU� WUDQVSDUHQF\�DQG�PDQDJHPHQW� LVVXHV��ZLWK�D�JDV� VHFWRU� UHIRUP�SURJUDP�WR�EH
FRQFOXGHG�RQO\�ODWHU�WKLV�\HDU��,Q�DGGLWLRQ��WKH�SURFHVV�RI�UHIRUPLQJ�5XVVLD©V�PXQLFLSDO�VHUYLFHV�VHFWRU�KDV�EHHQ�LQLWLDWHG��DQ�DUHD�OLQNHG�ZLWK
EXGJHW� H[SHQGLWXUH� UHIRUPV�� *UDGXDOO\�� WKH� JRYHUQPHQW� ZLOO� FHDVH� VXEVLGL]DWLRQ� RI� PXQLFLSDO� VHUYLFHV� FRPSDQLHV�� DV� KRXVHKROGV� ZLOO
JUDGXDOO\�SD\�PRUH� IRU� WKHVH�VHUYLFHV��$W� WKH�VDPH�WLPH�� WKH� LGHD� LV� WR�SURPRWH�D�FRPSHWLWLYH�EDVH�IRU�HQWLWLHV� LQ� WKH�PXQLFLSDO� VHUYLFHV
VHFWRU�

$GPLQLVWUDWLYH�UHIRUPV $�GUDIW�SURJUDP�IRU�UHIRUPLQJ�5XVVLD©V�YDVW�FLYLO�VHUYLFH�LV�FRQFOXGHG��ZLWK�WKH�.UHPOLQ�WR�VKRUWO\�GHFLGH�RQ�WKH�QH[W�VWHSV��+RZHYHU��WKLV�LV�D
KXJH�WDVN��DQG�LPSOHPHQWDWLRQ�ZLOO�EH�PXOWL�DQQXDO�DQG�JUDGXDO��1HYHUWKHOHVV��VHYHUDO�RWKHU�SDUWV�RI�WKH�VWUXFWXUDO�UHIRUP�DJHQGD�ZLOO�KDYH
D�QDWXUDO�¦GH�EXUHDXFUDWL]DWLRQ§�LPSDFW�RQ�WKH�FLYLO�VHUYLFH��VXFK�DV�WKH�GH�UHJXODWRU\�DQG�DUP\�UHIRUPV�

$UP\�UHIRUPV $Q�DUHD�RXWOLQHG�DV�D�SULRULW\�E\�3UHVLGHQW�3XWLQ�HDUO\� LQ�KLV�SUHVLGHQF\�� WKLV� LV� OLNHO\� WR�JDWKHU�PRPHQWXP�WKLV�\HDU��DW� OHDVW� LQ� WHUPV�RI
PRYLQJ�WRZDUGV�D�FRPSUHKHQVLYH�VWUDWHJ\��7KLV�LV�SDUWO\�EHFDXVH�RI�WKH�FKDQJLQJ�JOREDO�JHRSROLWLFV��DQG�SDUWO\�EHFDXVH�RI�WKH�DWWHQWLRQ�RQ
EXGJHW�H[SHQGLWXUH�UHVWUXFWXULQJ�LQ�HFRQRPLF� SROLF\��7KLV�DUHD�ZLOO�DOVR� LQFOXGH�WKH�GUDIWLQJ�RI� UHIRUP�SURJUDPV�IRU� WKH�PLOLWDU\�LQGXVWULDO
VHFWRU��93.���VHHNLQJ�WR�UDWLRQDOL]H��GH�EXUHDXFUDWL]H�DQG�UDLVH�HIILFLHQF\�LQ�WKLV�VHFWRU�

/HJDO�MXGLFLDO�UHIRUPV )ROORZLQJ� WKH� DSSURYDO� RI� WKH� ¦ILUVW§� SDFNDJH� RI� OHJDO� DQG� MXGLFLDO� UHIRUPV� ODVW� \HDU�� D� ¦VHFRQG§� ZDYH� ZLOO� EH� SXUVXHG� WKLV� \HDU�� $V
SUHYLRXVO\��WKHVH�UHIRUPV�ZLOO�EH�OHG�E\�'PLWUL�.R]DN��'HSXW\�&KLHI�RI�6WDII�RI�WKH�3UHVLGHQWLDO�$GPLQLVWUDWLRQ�

:72�UHODWHG�UHIRUPV )XOO� DSSURYDO� RI� D� QHZ�&XVWRPV� &RGH�� DV� ZHOO� DV� ODZV� RQ� VWDQGDUGL]DWLRQ� DQG� FHUWLILFDWLRQ�� 7KH� ILUVW� GUDIW� RI� WKH� $FFHVVLRQ� 3URWRFRO� LV
H[SHFWHG�WR�EH�UHDG\�E\�PLG�0DUFK������DOUHDG\��DQG�5XVVLD�FRXOG�EH�LQ�D�SRVLWLRQ�IRU�IXOO�PHPEHUVKLS�E\�VSULQJ�VXPPHU������

'H�EXUHDXFUDWL]DWLRQ
UHIRUPV

)ROORZLQJ�WKH�¦ILUVW§�ZDYH�DSSURYHG�LQ�������WKH�JRYHUQPHQW�H[SHFWV�WR�PRYH�IXUWKHU�LQ�WKLV�DUHD� WKLV�\HDU��ZLWK�D� ¦VHFRQG§�ZDYH�RI�GH�
UHJXODWRU\�UHIRUPV��6RPH�RI�WKHVH�LQLWLDWLYHV�DUH�DOVR�UHODWHG�WR�:72�UHIRUPV��5XVVLDQ�DXWKRULWLHV�DUH�JHQHUDOO\�VLJQDOLQJ�D�FRPPLWPHQW�WR
FRQWLQXH�WKH�SURFHVV�RI�GHFUHDVLQJ�DGPLQLVWUDWLYH�EDUULHUV�WR�EXVLQHVV��DQG�WR�HQKDQFH�SUHGLFWDELOLW\�IRU�EXVLQHVV��LQFOXGLQJ�WKDW�RI�WD[�UDWHV�

1HZ�/DZ�RQ�%DQNUXSWF\ 6XEPLWWHG�LQ�-DQXDU\�������DQG�RQH�RI�WKH�PDLQ�JRYHUQPHQW�SULRULWLHV��7KLV�ODZ�ZLOO�PRGHUQL]H�WKH�EDQNUXSWF\�SURFHGXUHV�DQG�PDNH�WKHP
PRUH�HIILFLHQW�DQG�OHVV�VXVFHSWLEOH�WR�PLVXVH�

/DZ�RQ�FXUUHQF\�PDUNHW
UHJXODWLRQ

7KH�QHHG�IRU�FOHDUHU�DQG�PRUH�WUDQVSDUHQW�DFXUUHQF\�PDUNHW� UHJXODWLRQV�KDYH�EHHQ� VWDWHG�VHYHUDO� WLPHV�E\� OHDGLQJ�SROLF\�PDNHUV��DQG�D
GUDIW�ODZ�WR�WKLV�HIIHFW�FRXOG�EH�VXEPLWWHG�WR�WKH�'XPD�WKLV�\HDU��XQGHU�WKH�DXVSLFHV�RI�*HUPDQ�*UHI©V�0LQLVWU\�IRU�(FRQRPLF�'HYHORSPHQW
DQG�7UDGH���6XFK�VWHSV�ZRXOG�EH�SDUW�RI�D�JUDGXDO�OLEHUDOL]DWLRQ�RI�WKH�FXUUHQF\�UHJLPH�

7D[�UHIRUPV ,Q�������D�¦WKLUG§�ZDYH�RI�WD[�UHIRUPV�ZLOO�EH�SXUVXHG��7KHVH�FRXOG�LQFOXGH�9$7�UHIRUPV��WKH�'XPD�PLJKW�FRQVLGHU�DQ�LQLWLDWLYH�WR�ORZHU�9$7
LQ�WKH�ILUVW�KDOI�RI�������IURP�����WR����������UHIRUPV�RI�VPDOO�EXVLQHVV�WD[DWLRQ��DQG�ORZHULQJ�WKH�XQLILHG�VRFLDO�WD[DWLRQ��SRVVLEO\�DV�RI
-DQXDU\�����������2WKHU�WD[�UHIRUP�LQLWLDWLYHV�WR�EH�H[SHFWHG�LQFOXGH�UHIRUPV�RI�WDULII�UXOHV�DQG�WUDGH�WDULIIV��DQG�FRQFOXGLQJ�WKH�RYHUKDXO�RI
36$�WD[DWLRQ�UXOHV��7KH�UHIRUP�RI�WKH�WDULII�UXOHV�ZLOO�SUHYHQW�PLQLVWULHV�DQG�JRYHUQPHQW�EXUHDXFUDF\�IURP�XQFKHFNHG��XQLODWHUDO�LQFUHDVHV�LQ
WDULIIV� �WKXV�EULQJLQJ�SUHGLFWDELOLW\� LQWR� WKLV�V\VWHP���DQG�UHIRUPV�RI� WUDGH�WDULIIV�ZLOO� OHJLVODWH� WKH� WDULII� UDWH� IRU� DOO� FDWHJRULHV�� DOVR� D� VWHS
HQKDQFLQJ�SUHGLFWDELOLW\�IRU�EXVLQHVV�

)LQDQFLDO�V\VWHP�UHIRUPV ,Q�WKH�ODVW�GD\V�RI�������WKH�ILQDO�GUDIW�RI�D�ILQDQFLDO�V\VWHP�UHIRUP�IUDPHZRUN�VWUDWHJ\�ZDV�DSSURYHG�DQG�VLJQHG�E\�WKH�3ULPH�0LQLVWHU�DQG
WKH�&%5�*RYHUQRU��7KLV�GRFXPHQW�LV�DFFRPSDQLHG�E\�D�GHWDLOHG�DFWLRQ�SODQ�� ,W� LV� OLNHO\� LPSOHPHQWDWLRQ�RI� WKLV�DFWLRQ�SODQ�ZLOO�EH� LQLWLDWHG
GXULQJ� ������ PDLQO\� LQYROYLQJ� WKH� DSSURYDO� RI� D� QXPEHU� RI� OHJLVODWLYH� LQLWLDWLYHV�� 6XFK� PHDVXUHV� LQFOXGH� D� GHSRVLW� LQVXUDQFH� ODZ�
DPHQGPHQWV� WR� WKH� ODZ�RQ�VHFXULWLHV�PDUNHWV� LQ�RUGHU� WR�HQDEOH� WKH�&%5�WR� LVVXH�&%5� ELOOV�� DQG� WKH� DSSURYDO� RI� WKH�PXFK�WDONHG�DERXW
DPHQGPHQWV�WR�WKH�ODZ�RQ�WKH�&HQWUDO�%DQN�

6RXUFH��666%��WKH�5XVVLDQ�JRYHUQPHQW��WKH�0LQLVWU\�IRU�(FRQRPLF�'HYHORSPHQW�DQG�7UDGH��WKH�0LQLVWU\�RI�)LQDQFH
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Financial system reforms are to be initiated through a combination of
legislative and policy steps, such as a new law on deposit insurance and other
measures, all part of the recently approved financial system reform program3.
This reform program includes the drafting and approval of some 9 new laws, and the
amendment to about 13 existing legislative areas. The specific implementation plan
of this financial/banking system reform program, is outlined in the table below. In
addition, the term of the current Central Bank Governor expires in September, and
expectations are for a regeneration of the CBR leadership4. It is likely that while the
legislative framework for financial system reforms will be put in place this year,
much of the practical implementation will be pursued under a new Central Bank
Governor, after September. Furthermore, at least a partial privatization of
government/CBR-dominated banks will start in 2002. Apart from possibly the
EBRD taking up a stake in Vneshtorgbank, Russia’s second largest bank, the
government is likely to in the 2002 privatization program outline a decision to exit
from most of the some 400 banks where the government currently holds stakes.
Also, natural monopoly reforms will remain a priority with the government pushing
yet further for reforms of the corporate entities in these sectors, an ambition also
linked to budget expenditure reforms (see more on this further below)5.

)LJXUH�����5XVVLD��7KH�)LQDQFLDO�%DQNLQJ�6\VWHP�5HIRUPV�¤�7KH�$FWLRQ�3ODQ�)RU�����

.H\�UHIRUP�PHDVXUHV

$PHQGPHQWV�WR�WKH�&LYLO�&RGH�DQG�WR�WKH�ODZ�RQ�EDQNUXSWF\��WR�HQKDQFH�WKH�SURWHFWLRQ�RI�FUHGLWRUV
$�QHZ�ODZ�RQ�GHSRVLW�LQVXUDQFH
3UHSDUH�QHZ�ODZ�RQ�FXUUHQF\�UHJXODWLRQ�DQG�FXUUHQF\�FRQWURO
3UHSDUH�IRU�WKH�WUDQVLWLRQ�WR�LQWHUQDWLRQDO�DFFRXQWLQJ�VWDQGDUGV��WR�KDSSHQ�JUDGXDOO\�LQ�WKH�SHULRG�WR������
'UDIW�SURSRVDO�UHJDUGLQJ�WKH�IXWXUH�RI�WKH�JRYHUQPHQW©V�SDUWLFLSDWLRQ�LQ�WKH�FDSLWDO�RI�VSHFLILF�ILQDQFLDO�LQVWLWXWLRQV
3UHSDUH�QHZ�ODZ�RQ�DFFRXQWLQJ��EDVHG�RQ�LQWHUQDWLRQDO�DFFRXQWLQJ�VWDQGDUGV
3UHSDUH�QHZ�ODZ�RQ�WKH�H[LW�RI�WKH�&HQWUDO�%DQN�IURP�WKH�FDSLWDO�RI�9QHVKWRUJEDQN
3UHSDUH�SURSRVDOV�IRU�FKDQJHV�WR�WKH�7D[�&RGH��WDNLQJ�LQWR�DFFRXQW�LQWHUQDWLRQDO�DFFRXQWLQJ�VWDQGDUGV��E\�WKH�IRXUWK�TXDUWHU�������
3UHSDUH�DPHQGPHQWV�WR�WKH�ODZ�RQ�WKH�&HQWUDO�%DQN�DQG�WR�WKH�ODZ�RQ�EDQNV�DQG�EDQNLQJ�DFWLYLW\��LQ�RUGHU�WR�FUHDWH�D�QRUPDWLYH�IUDPHZRUN�IRU�EDQNLQJ
JURXSV
3UHSDUH�QHZ�ODZ�RQ�DEROLVKLQJ�WKH�WD[�RQ�SXUFKDVH�RI�IRUHLJQ�FXUUHQFLHV��DQG�RQ�DEROLVKLQJ�WKH�WD[�RQ�VHFXULWLHV�RSHUDWLRQV
3UHSDUH�D�SDFNDJH�RI�PHDVXUHV�WR�VXSSRUW�WKH�H[SDQGHG�SUHVHQFH�RI�IRUHLJQ�EDQNV�LQ�5XVVLD
3UHSDUH�DPHQGPHQWV�WR�WKH�ODZ�RQ�EDQNUXSWF\�RI�ILQDQFLDO�LQVWLWXWLRQV

$GGLWLRQDO�PHDVXUHV
&RQFOXGH�WKH�SURFHVV�RI�EDQN�UHVWUXFWXULQJ�XQGHU�WKH�DXVSLFHV�RI�$5.2��H[SHFWHG�E\������
&RQFOXGH�WKH�SUHSDUDWLRQ�RI�QRUPDWLYH�DFWV�QHFHVVDU\�WR�LPSOHPHQW�WKH�QHZ�ODZ�RQ�FRPEDWLQJ�LOOHJDOO\�DFTXLUHG�FDSLWDO
3UHSDUH�DPHQGPHQWV�WR�WKH�ODZ�RQ�EDQNV�DQG�EDQNLQJ�DFWLYLW\��WR�WLJKWHQ�WKH�UXOHV�IRU�SUHVHQWLQJ�LQIRUPDWLRQ�RQ�WKH�UHDO�RZQHUV�RI�ILQDQFLDO�LQVWLWXWLRQV
3UHSDUH�DPHQGPHQWV�WR�WKH�ODZ�RQ�WKH�SURWHFWLRQ�RI�FRPSHWLWLRQ�LQ�ILQDQFLDO�VHUYLFHV��LQ�RUGHU�WR�GHYHORS�DQG�VWUHQJWKHQ�WKH�OHJDO�EDVLV�IRU�EDQNLQJ�VHUYLFHV�
3UHSDUH�DPHQGPHQWV�WR�H[LVWLQJ�OHJLVODWLRQ�WR�SDYH�WKH�ZD\�IRU�FUHDWLQJ�D�FRUSRUDWH�OLTXLGDWRU�RI�ILQDQFLDO�LQVWLWXWLRQV
3UHSDUH�DPHQGPHQWV�WR�WKH�ODZ�RQ�WKH�&HQWUDO�%DQN��RXWOLQLQJ�WKH�SRVVLELOLW\�IRU�WKH�&%5�WR�H[FKDQJH�LQIRUPDWLRQ�ZLWK�UHJXODWRU\�RUJDQL]DWLRQV�RI�IRUHLJQ
FRXQWULHV

                                                  
3 For a full discussion of Russian banking system reform challenges and issues, see especially Bankovskaya sistema
Rossii: puti reformirovaniya, Fond Liberalnaya missiya, November 2001. An excellent analysis of the Russian
banking system especially in the period after 1998, is found in M. Dmitriev and S. Vasiliev (eds.), Krizis 1998 goda
I vosstanovlenie bankovskoy sistemy, Carnegie, 2001. The banking reform strategy, and the implementation action
plan in the table, was formally approved by the government and the Central Bank on December 30, 2001 (see
Strategiya razvitiya bankovskovo sektora Rossiiskoi Federatsii, the Russian government).

4 President Putin is expected to nominate a new Central Bank Governor by June 20.

5 For a recent analysis of some of the issues involved in natural monopoly reforms, see A. Illarionov, Politika
regulirovaniya tarifov (tsen) ha produktsiyo (uslugi) estestvennykh monopoly, mimeo, January 2002.

Financial/banking system
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3UHSDUH�D�QHZ�ODZ�WR�FUHDWH�D�FUHGLW�EXUHDX
3UHSDUH�DPHQGPHQWV�WR�WKH�ODZ�RQ�EDQNV�DQG�EDQNLQJ�DFWLYLW\��WR�DEROLVK�UHVWULFWLRQV�RI�LVVXDQFH�RI�ERQGV�E\�ILQDQFLDO�LQVWLWXWLRQV
3UHSDUH�QHZ�ODZ�WR�UHJXODWH�WKH�LVVXDQFH�DQG�FLUFXODWLRQ�RI�PRUWJDJH�VHFXULWLHV
3UHSDUH�WKH�QHZ�ODZV�RQ�WUDQVIHU�RI�FDVK�IXQGV��DQG�RQ�HOHFWURQLF�GRFXPHQWV
(QODUJH�WKH�OLVW�RI�OLTXLG�DVVHWV��DOORZHG�WR�EH�XVHG�DV�VHFXULW\�IRU�&%5�UHILQDQFLQJ
3UHSDUH�DPHQGPHQWV�WR�WKH�ODZ�RQ�WKH�&HQWUDO�%DQN�DQG�WR�&%5�QRUPDWLYH�DFWV��LQ�RUGHU�WR�LPSURYH�WKH�V\VWHP�RI�REOLJDWRU\�QRUPV
$SSURYH�GHFLVLRQ�WKDW�ILQDQFLDO�LQVWLWXWLRQV�QHHG�WR�EH�IRUPHG�DV�D�FUHGLW�RUJDQL]DWLRQ�LQ�DFFRUGDQFH�ZLWK�5XVVLDQ�)HGHUDWLRQ�OHJLVODWLRQ�LQ�RUGHU�WR�FDUU\�RXW
EDQNLQJ�RSHUDWLRQV
7DNH�PHDVXUHV�WR�HQKDQFH�WKH�FRQWURO�RI�WKH�6XSHUYLVRU\�&RXQFLO�RYHU�WKH�FRPPHUFLDO�DFWLYLWLHV�RI�6EHUEDQN
$PHQG�&%5�QRUPDWLYH�DFWV�LQ�RUGHU�WR�LPSURYH�WKH�SURFHGXUH�WR�LQFUHDVH�WKH�FKDUWHU�FDSLWDO�RI�ILQDQFLDO�LQVWLWXWLRQV
'UDIW�DQG�DSSURYH�HWKLFDO�SULQFLSOHV�RI�EDQNLQJ�DFWLYLWLHV��D�&RGH�

6RXUFH��3HUYRRFKHUHGQ\H�PHURSUL\DWL\D�UHDOL]DWVLL�SROR]KHQLL�6WUDWHJLL�UD]YLWL\D�EDQNRYVNRYR�VHFWRUD�5RVVLLVNRL�)HGHUDWVLL��7KH�0LQLVWU\�RI
)LQDQFH�

The reform agenda for the full year 2002 is indeed no less ambitious than in
previous years. Only in the first quarter, the cabinet is scheduled to deal with some
37 major themes in the main government meetings. Of particular importance for the
near-term policy framework is the updating of the 2002-2004 macroeconmic action
plan, approved by the government on January 29, and to be reported to President
Putin by February 15. The main purpose of the early year focus on updating and
amending the macroeconomic menu of policy actions is the government’s declared
wish to demonstrate flexibility in the face of changing global economic conditions
and the wish to maintain macroeconomic stability (see more on this below). The
table below (Figure 2) outlines some (selected) specific road posts of the updated
policy action plan, all part of the overall themes discussed above.

)LJXUH�����5XVVLD��*RYHUQPHQW�$FWLRQ�3ODQ�)RU�/HJLVODWLYH�,QLWLDWLYHV��������VHOHFWHG�PHDVXUHV�DQG�WLPH�WDEOH�

0DUFK����� 7D[�UHIRUPV��VXEPLW�WR�WKH�'XPD�DQ�LQLWLDWLYH�IRU�D�XQLILHG�SURSHUW\�WD[�

1DWXUDO�PRQRSRO\�UHIRUPV��DSSURYH�DPHQGHG�HQHUJ\�VHFWRU�VWUDWHJ\�XS�WR�����
$SULO����� 6RFLDO�VHFWRU�UHIRUPV
0D\����� 'H�EXUHDXFUDWL]DWLRQ�UHIRUPV

'HEW�PDQDJHPHQW�UHIRUPV��FRQFOXGH�DSSURYH�WKH�GHEW�PDQDJHPHQW�V\VWHP�UHIRUP�SURJUDP
&XUUHQF\�UHJLPH�UHIRUPV��FRQFOXGH�D�QHZ�ODZ�RQ�FXUUHQF\�UHJXODWLRQ

-XQH����� :72�UHODWHG�UHIRUPV�GH�EXUHDXFUDWL]DWLRQ�UHIRUPV��FRQFOXGH�WKH�FRQFHSW�RI�UHIRUPLQJ�5XVVLD©V�VWDQGDUGL]DWLRQ�UHJLPH�DQG�FRQYHUJH�WR
:72�QRUPV
%DQNLQJ�UHIRUPV��QHZ�ODZ�RQ�GHSRVLW�LQVXUDQFH

-XO\����� /DQG�UHIRUPV��FRQFOXGH�WKH�ODZ�RQ�DJULFXOWXUDO�ODQG
%DQNLQJ�UHIRUPV��VXEPLW�FKDQJHV�WR�WKH�ODZ�RQ�VHFXULWLHV�PDUNHWV��DEROLVKLQJ�UHVWULFWLLRQV�RQ�WKH�LVVXDQFH�RI�&%5�ELOOV
6RFLDO�VHFWRU�UHIRUPV��VXEPLW�ODZ�RQ�REOLJDWRU\�PHGLFDO�VRFLDO�LQVXUDQFH

$XJXVW����� &XUUHQF\�UHJLPH�UHIRUPV��VXEPLW�ODZ�WR�DEROLVK�WKH�WD[�RQ�KDUG�FXUUHQF\�SXUFKDVHV
6HSWHPEHU����� 6RFLDO�VHFWRU�UHIRUPV��FRQFOXGH�GUDIW�RI�V\VWHP�IRU�VRPH�PHDQV�WHVWHG�WUDQVIHUV
'HFHPEHU����� 1DWXUDO�PRQRSRO\�UHIRUPV��FRQFOXGH�WKH�GUDIWLQJ�RI�D�JDV�VHFWRU�UHIRUP�SURJUDP

'HEW�PDQDJHPHQW�UHIRUPV��FRQFOXGH�D�IXOO�LQYHQWRU\�UHYLHZ�RI�WKH�JRYHUQPHQW©V�WRWDO�OLDELOLWLHV
6RXUFH��7KH�5XVVLDQ�JRYHUQPHQW��666%

The busy legislative agenda will be felt in the Duma already short-term, with
nearly 30 legal initiatives heard in Duma readings in January, and some 126
legal initiatives in February. During the full spring Duma session (January-June)
more than 500 legal initiatives are due to be handled, a third of which are first
priority government initiatives. Given the above mentioned “two front” reform
phase in 2002, it will be especially important for the government to seek smoother
and enhanced ways of legislative procedures. This is a declared priority of the
Kremlin. It means there will be a focus on the so-called “ reading zero”, i.e. a

The ambitious 2002 legislative
agenda.

Duma-government interaction
– the importance of the “zero

reading”.
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coordination between the executive branch, the Duma and the Federation Council
before readings start. In relation to this, President Putin made clear in a series of
meetings with senior parliamentarians and with Prime Minister Kasyanov in the
second half of January, that he would continue to sponsor and prioritize the ongoing
pursuit of reforms. The idea is to avoid having to push through a large number of
reforms at the end of the Duma spring session in May/June, and rather spread out the
initiatives throughout the spring session. This is especially important as much of the
autumn will be taken up by work on the 2003 budget.

7KH�LQWHUDFWLRQ�EHWZHHQ�HFRQRPLF�SROLF\�DQG�5XVVLD©V
LQWHUQDWLRQDO�SROLWLFV
Following the attacks on the US last year, President Putin has initiated a
conscious re-orientation of Russia’s foreign policy6. Indications, so far, are that
this is the beginning of a substantial, and politically sustainable,
transformation . Specifically, it is helpful to analytically view this re-orientation of
international politics as largely an instrument to push the domestic reform agenda.
By the same token, the ultimate success or failure of these changes will depend on
the outcome of Russia’s ambitious domestic modernization and growth project7.
Some of the external manifestations of these recent developments include a
movement towards closer association and integration into NATO structures, as well
as with EU structures. The deepening and evolution of Russia’s NATO relations
may take firmer shape at a May top-level NATO meeting to discuss this issue, and
in connection with the November NATO summit, where the next NATO
enlargement may be announced8.

There are also signs Russian policy-makers are seriously considering the
integrative aspects of outlining the EU’s economic-institutional set-up as a long-
term benchmark9. In short, a conscious Russian political choice of EU
convergence, or adaptation, as a long-term institutional benchmark is an emerging
reality to be reckoned with10. In practice, this implies an effort by Russian

                                                  
6 For a full analysis, see D. Trenin, Osenny marafon Vladimira Putina – k rozhdeniyu rossiiskoi
vneshnepoliticheskoi strategii, Carnegie 2001, and O. Antonenko, Putin’s Gamble, Survival, IISS, Winter 2001-
2002. See also L. Shevtsova, Mezhdy stabilizatsiyei I proryvom: promezhutochnye itogi pravleniya Vladimira
Putina, The Carnegie Moscow Centre, Briefing, January 2002, for a skeptical view which nevertheless points out
the potential for further transformation.

7 This point has forcefully been made by Dmitri Trenin, Deputy Director of the Carnegie Institute in Moscow. A
similar analysis is also made by Igor Bunin, General Director of the Centre for Political Technologies in Moscow.

8 On the agenda for the May meeting is how to move forward in deepening the NATO-Russia relations, maybe
within the context of a substantive new NATO-Russia Council. Lord Robertson, General Secretary of NATO, has in
an article as recently as February 1 emphasized the fundamentally strategic importance of a closer connection
between NATO and Russia (Financial Times, February 1, 2002).

9 This has, in fact, been evident in much of President Putin’s declarations since the very first days of assuming office
in the Kremlin. In a typical example, when in July last year asked about the significance of St. Petersburg’s 300-year
anniversary in 2003, President Putin emphasized this would be an all-Russian anniversary, because the it could be
seen as the anniversary of the 300-year “unification of Russia with Europe as a whole”. This is, in the Russian
context, a clear historical-political marker. See in particular Vladimir Mau, Ekonomiko-politicheskie itogi 2001 goda
I perspektivy konsolidatsii ekonomicheskovo rosta, mimeo, 2002 and D. Trenin, Osenny marafon Vladimira Putina
– k rozhdeniyu rossiiskoi vneshnepoliticheskoi strategii, Carnegie 2001.

10 For an excellent background analysis of the political and foreign policy aspects of such a “European choice” by
Russia, see D. Trenin, End of Eurasia: Russia On The Border Between Geopolitics And Globalization, Carnegie,
2001. President Putin might include the theme of Russia’s “European choice” in the approaching annual address to
the nation (to the collected houses of parliament), to be given around the end of March. For a comment on this, see I.

A re-orientation of
international politics has been

initiated.

Russia and deeper integration
with the EU and a common

European economic space –
an emerging reality.
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authorities to outline and clearly express the ambition to institutionally converge and
adapt with the EU, through the domestic structural and institutional reform process
already underway. While one is not talking about declaring some sort of near-term
EU membership ambition, it could be seen as part of attempts to bring real substance
to the idea of a “common European economic space”11. While such developments
obviously would be powerful external signals, they are foremost, at this stage, an
instrument to push the domestic reform agenda12.

While these ideas may seem far-fetched to some, we stress these discussions are
emerging political realities, and should be very positively greeted if taking on a
firmer shape. This may happen later this spring. On May 28, there will be a
top-level Russia-EU summit in Moscow, and this could be one road post in the
process of re-crafting and deepening of Russia-EU relations on various fronts.
Under the current chairmanship of Spain, the EU and Russia has outlined the
following priorities over the next six months: first of all – active work on realising
the concept of a “unified European economic space” for Russia and the EU, based
on institutional and legal harmonization. In perspective, this is nothing less than the
accelerated integration of Russia into EU-connected economic spheres and
structures, and a long-term ambition of de facto economic membership of the EU.
Then comes energy issues, WTO membership and the EU’s role in that, the euro’s
role in Russia, the fight against international terrorism, and – importantly -
Kaliningrad. Another issue could Russian membership in the OECD.

There are thus several arenas for intensifying and introducing real substance
into Russia-EU relations, such as the economic issues mentioned (trade,
investments, integration) and security issues. With the EU approaching a first-
wave enlargement into Eastern Europe in perhaps only a couple of years,
Kaliningrad is another such arena. Recall Kaliningrad is a Russian exclave, which
could be situated right between two future EU members – Poland and Lithuania.
This region will then provide a real-life platform for various Russia-EU integration
experiments and initiatives13.

Taking into account the WTO process and above mentioned EU issues, all of
this could amount to a significant pick-up in Russia’s formal integration in
these structures. The acceleration is striking when considering that the first meeting
of the Working Group on Russia’s WTO membership was held in July 1995. Now,
Russia is possibly heading towards membership by spring-summer 2003, with the
first draft of the accession protocol expected to be ready in mid-March 2002. The

                                                                                                                                  

Bunin, Skvoznoi temoi putinskovo poslaniya dolzhna stat realizatsiya na praktike evropeiskovo vybora Rossii,
mimeo, February 2002.

11 See, e.g., the recent report on this issue in I. Samson, Establishment Of A Common European Economic Area As A
Factor Of Russia’s Sustainable Growth, Russian-European Centre For Economic Policy, January 2002.

12 See Urpo Kivikari, Rasshirenie evropeiskovo soyuza I Rossiya – situatsiya vsaimnoi vygody, December 2000,
Russian-European Centre For Economic Policy, and D. Trenin, Osenny marafon Vladimira Putina – k rozhdeniyu
rossiiskoi vneshnepoliticheskoi strategii, Carnegie 2001.

13  See D. Trenin, End of Eurasia: Russia On The Border Between Geopolitics And Globalization, Carnegie, 2001,
and D. Trenin, Osenny marafon Vladimira Putina – k rozhdeniyu rossiiskoi vneshnepoliticheskoi strategii, Carnegie
2001.

Watch the May Russia-EU
summit in Moscow.

Several areas for deepening
Russia-EU integration.

The WTO process and closer
EU relations – a powerful

integration boost.
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same shift goes for EU relations. The Russia-EU partnership and cooperation
agreement was signed in June 1994, but only came into effect in December 1997,
not exactly betraying a sense of priority by either side. Furthermore, another
structure we could refer to in this context is Russian OECD membership, a question
raised already in 1996, and now possibly also being the subject of new momentum.

As noted, for the Kremlin the re-orientation of Russia’s international politics
could be an effective instrument in furthering the domestic reform agenda,
both in economic reforms and in politics. Reforms such civil service reforms and
army reforms could benefit from a closer Russian association and integration with
Western security structures such as NATO. At the same time, pursuit of WTO
membership will underline Russia’s ambition to deepen global economic
integration, while it would also act as a powerful restructuring signal to domestic
business. Of course, all of these developments will also serve to highlight the
changes underway in Russia to international business. Over time, a clear
consequence is likely to be seriously increasing foreign direct investments, as the
current track record of reforms, growth and integration under President Putin grows
longer14.

(FRQRPLF�SROLF\�IOH[LELOLW\�LQ�WKH�IDFH�RI�FKDQJLQJ
H[WHUQDO�FRQGLWLRQV
In Russia, there has over the last months been a debate over which “economic
model”, or economic policy mix, to employ, in the face of changing external
economic conditions. Russia’s test in 2002 in this area is whether political and
economic institutions will be flexible enough to adapt to and handle changing
external conditions – within the overall context of continuing to work towards
improving the investment climate and laying the foundation for sustainable long-
term growth.

We would argue that so far in 2002, Russian economic policy makers have
indicated an appropriate stance, and especially signaled an encouraging policy
flexibility in order to maintain macroeconomic stability. This stance is basically
built on the “model” which has emerged over the last years. The underlying
foundation is to target an improvement in the investment climate through
institutional and structural reforms – while maintaining macroeconomic stability.
This approach has already started to yield benefits, in terms of initiating a process
which will make Russia over time less dependent on natural resource exports.
Crucially, the government’s policy does not include industrial policy in the sense of
picking winners or promoting favorites. Rather, it is based on the idea of improving
and reforming incentives, allowing market-driven productivity changes to drive
growth. That this approach is the right one is supported by the observation of lower
capital flight, the start of some return of previous capital flight, and the investment
of Russian capital in the Russian economy15.

                                                  
14 This point is also recently stressed by Rudi Dornbusch. See R. Dornbusch, Almost Normal: Russia’s Economy On The Mend,
mimeo, December 2001.

15 Per our capital flight proxy (BOP based), capital outflows have decreased from some 1100% of the current
account surplus in 1997 to some 46% of the current account surplus in 2001 (fourth quarter 2001 BOP is
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The policy responses outlined this year make up a mix which appear well suited
for the situation. On February 7, the government approved a package of
macroeconomic policy measures drafted by the Ministry for Economic
Development and Trade. The table below (Figure 3) outlines the elements of
that package and the overall economic policy mix for 200216. The outlined policy
mix is based on three pillars – the continued pursuit of structural reforms (including
the natural monopoly sectors), while maintaining macroeconomic stability through a
structural tightening of fiscal policy (budget expenditure reforms) and, in exchange    
rate policy, allowing the rouble to adjust with changing external conditions and thus  
avoid too strong real appreciation.

In fiscal policy, the key focus is on preserving the surplus-to-balanced budget
path, while initiating budget expenditure reforms and restructuring. This
follows a political-economy logic: with strong external conditions, budget reforms
have over the last years dealt with the revenue side, and with less strong external
conditions, budget reforms are moving over to focus on the expenditure side. While
not necessarily about cutting expenditures, these reforms will mainly be about
restructuring and optimizing Russia’s still many inefficient budget expenditure
programs17. Thus, the softer global economy and weaker commodity prices could
have a reinforcing effect on attempts at focusing on budget expenditure
restructuring, an important area with connections to areas such as civil service and
army modernization18.

                                                                                                                                  

preliminary CBR estimates). In absolute terms, this proxy of capital outflows have decreased from USD 23-24 bn in
the 1996-98 period, to USD 19 bn in 2000 and USD 16 bn in 2001. Other studies, using slightly different proxies,
find a similar trend. Another observation is that while the 2001 current account surplus decreased by about USD 12
bn, to USD 34.2 (preliminary) bn from USD 46.3 bn in 2000, CBR reserves in 2001 increased by only USD 4 bn
less than in 2000. In 2001, reserves grew by some USD 11.5 bn (including the early CBR repayment of IMF debt) in
2001 compared to USD 15.5 bn in 2000. See also the report Platyezhny balans: itogi goda I trevozhnye perspektivy,
Tsentr Razvitiya, January 28, 2002.

16 See also the analysis by presidential economic adviser Andrei Illarionov in A. Illarionov, Anatomiya
ekonomicheskovo rosta, mimeo, January 2002.

17 There are though some well-known nuances within the Russian policy-making community in this issue.
Presidential economic adviser Andrei Illarionov is strongly in favor of more or less substantial cuts in budget
expenditures, whereas other policy-makers/economists emphasize instead the benefits of restructuring and reform of
budget expenditures, rather than merely cutting the level of expenditures. Presidential economic adviser Illarionov is
expected to in the first quarter of this year present a special study outlining his case for the cutting of budget
expenditures. In any case, these two views are likely to find common ground at some point in the policy process.

18 The identification of budget expenditure reforms as a key 2002 policy initiative has been supported across the
policy-making spectrum, including Andrei Illarionov, Vladimir Mau, Prime Minister Kasyanov and President Putin.
For a discussion of this issue, see Yegor Gaidar (interview), Gollandskaya bolezn, strukturnye reformy I prioritety
pravitelstva: retrospektiva I perspektivy, November 16, 2001, mimeo, and Vladimir Mau, Ekonomiko-politicheskie
itogi 2001 goda I perspektivy konsolidatsii ekonomicheskovo rosta, mimeo, 2002. As we have noted in the past, in
this sense lower to moderate oil prices are not necessarily bad for Russia, but could in fact be supportive to the
overall reform effort at this stage. From a strategic perspective, high commodity prices over the last two years have
been no less a “test” for the Russian government, than low commodity prices might be over this year. In the former
case, the test is to avoid populism, in the latter case the test is to show flexibility. For a full analysis of the impact of
lower oil prices on the Russian economy, and a discussion of why Russia is fiscally sufficiently prepared, see the
reports Why Russia Is More Than An “Oil Play”: Reforms, Growth, And Macroeconomic Preparedness, EC473,
October 9, 2001, The Reform Push Continues: Russian Economic Policy In The New Global Economic And Political
Situation, EC 472, November 16, 2001and Russia: The Multiple Aims of Russia’s Fiscal Policy – Why The 2002
Budget Is Encouraging And Why 2003 Is Manageable, EC473, August 21, 2001.
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)LJXUH����5XVVLD��(FRQRPLF�3ROLF\�5HVSRQVHV�7R�&KDQJLQJ�(FRQRPLF��$QG�3ROLWLFDO��&RQGLWLRQV������

$UHD &RPPHQW

)LVFDO�SROLF\ 3UHVHUYDWLRQ�RI�EDODQFHG�WR�VXUSOXV�EXGJHW�SDWK��LQ�SUDFWLFH�SXUVXLQJ�DQ�RYHUDOO�EXGJHW�VXUSOXV���1RWH�WKH�0LQLVWU\�RI�)LQDQFH�KDV
WUDQVIHUUHG�VRPH�58%����EQ�LQ�IXQGV�IURP�������DQG�WKDW�DV�RI�)HEUXDU\����WKH�0LQLVWU\�RI�)LQDQFH�KDG�LQ�WRWDO�58%�������EQ�LQ�IXQGV

�LQFOXGLQJ�VRPH�HDUPDUNHG�IXQGV��
$�IRFXV�RQ�EXGJHW�H[SHQGLWXUH�UHVWUXFWXULQJ�DQG�UHIRUP��LQFOXGLQJ�HQVXULQJ�D�EDODQFHG�H[HFXWLRQ�RI�EXGJHW�H[SHQGLWXUHV�DFURVV�WKH�\HDU�
5HIRUPV�RI�DUHDV�VXFK�DV�PXQLFLSDO�VHUYLFHV�DUH�DOVR�SDUW�RI�WKLV�HIIRUW��,Q�������WKH�WRWDO�YDOXH�RI�VXFK�VHUYLFHV�VXSSOLHG�WR�WKH�SRSXODWLRQ

DPRXQWHG�WR�58%�����EQ��RI�ZKLFK�WKH�SRSXODWLRQ�RQO\�SDLG�58%�����EQ��ZLWK�WKH�UHVW�EHLQJ�VXEVLGL]HG�E\�WKH�EXGJHW�RI�YDULRXV�OHYHOV�
DQG�E\�ORVVHV�RI�WKH�FRPSDQLHV�LQ�WKH�PXQLFLSDO�VHUYLFHV�VHFWRU�

$FWLYH�GHEW�PDQDJHPHQW��DQG�IXUWKHU�GHEW�QRUPDOL]DWLRQ��&RQWLQXHG�IRFXV�RQ�PDLQWDLQLQJ�DQG�DGGLQJ�WR�D�ILQDQFLDO�UHVHUYH�IRU�GHEW
SD\PHQWV�ZLWK������LQ�PLQG��,W�VKRXOG�EH�QRWHG�WKDW�GXH�WR�DFWLYH�GHEW�PDQDJHPHQW�DQG�WKH�ILVFDO�SROLF\�SXUVXHG�RYHU�WKH�ODVW�\HDU������

LV�QR�ORQJHU�FRQVLGHUHG�D�PDMRU�GHEW�VHUYLFH�SUREOHP��'HEW�PDQDJHPHQW�WDUJHWV�LQFOXGH�D�WRWDO�GHEW�WR�*'3�UDWLR�RI�����E\�������DQG
�������E\�WKH�HQG�RI�������'HEW�VHUYLFH�WR�IHGHUDO�EXGJHW�UHYHQXHV�LV�WDUJHWHG�WR�GHFOLQH�WR�����E\�������DIWHU�EHLQJ�LQ�WKH�PLG��WR

KLJK�WZHQWLHV�RYHU�PXFK�RI�WKH�SDVW�\HDUV�
7UDGH�SROLF\ &RQVLGHULQJ�ORZHULQJ��IXUWKHU��H[SRUW�WDULIIV�RQ�RLO�SURGXFWV�DV�D�UHVSRQVH�WR�WKH�VKDUS�IDOO�LQ�GRPHVWLF�RLO�SULFHV�

%\�0DUFK����D�VSHFLDO�VWXG\�LQWR�KRZ�UHVWULFWLRQV�RQ�DFFHVV�WR�IRUHLJQ�PDUNHWV�IRU�5XVVLDQ�FRPSDQLHV�FDQ�EH�ORZHUHG�ZLOO�EH�FRQFOXGHG
DQG�VXEPLWWHG�WR�WKH�JRYHUQPHQW�

0RQHWDU\�SROLF\ $OORZLQJ�WKH�URXEOH�WR�DGMXVW�WR�FKDQJLQJ�JOREDO�HFRQRPLF�FRQGLWLRQV��QRW�ZDVWLQJ�UHVHUYHV�¦GHIHQGLQJ§�DQ\�FHUWDLQ�OHYHO��$V�D�UHVXOW��OHVV
UHDO�DSSUHFLDWLRQ�LQ������FRPSDUHG�WR�WKH�ODVW�\HDUV�

6WUXFWXUDO�UHIRUPV $�IRFXV�RQ�ILQDQFLDO�V\VWHP�UHIRUPV��:72�UHODWHG�UHIRUPV�DQG�ZRUN�RQ�FORVHU�(8�DVVRFLDWLRQ��DOO�RI�ZKLFK�FDUU\�DQ�LPSRUWDQW�LQWHJUDWLRQ�
DQG�UHVWUXFWXULQJ�ERRVW�IRU�WKH�5XVVLDQ�HFRQRP\�RYHU�WLPH�

%\�$SULO�����GUDIW�D�VSHFLDO�SDFNDJH�RI�IXUWKHU�PHDVXUHV�WR�DWWUDFW�LQWHUQDWLRQDO�LQYHVWPHQWV�DQG�WR�GHFUHDVH�WKH�H[SRUW�RI�FDSLWDO�
)RFXV�RQ�UHVWUXFWXULQJ�WKH�UROH�RI�VWDWH�LQ�VHFWRUV�ZKHUH�LW�LV�VWLOO�VXEVWDQWLDO��VHHNLQJ�WR�UDLVH�WKH�HIILFLHQF\�RI�VXFK�VHFWRUV��DQG�ORRN�WR

SXVK�IXUWKHU�UHIRUPV�WR�GHFUHDVH�WKH�DGPLQLVWUDWLYH�EDUULHUV�WR�EXVLQHVV��$�VWXG\�LQWR�WKHVH�LVVXHV�VKRXOG�EH�VXEPLWWHG�WR�WKH�JRYHUQPHQW
E\�$SULO���

7KH�IRUPXODWLRQ�DQG�LQLWLDWLRQ�RI�DGPLQLVWUDWLYH�EXUHDXFUDF\�UHIRUPV��ILQDQFLDO�V\VWHP�UHIRUPV��DUP\�UHIRUPV��DQG�PRUH�ODQG�UHIRUPV�
&RUSRUDWH�UHIRUPV 5HQHZHG�IRFXV�RQ�QDWXUDO�PRQRSRO\�UHIRUPV��HVSHFLDOO\�JHDUHG�WR�SXVK�IXUWKHU�UHVWUXFWXULQJ��6SHFLILFDOO\��WKH�JRYHUQPHQW�LV�UHVWUDLQLQJ

�����WDULII�LQFUHDVHV�EHORZ�WKH�PD[LPXP�OLPLW�RI�����RQ�DYHUDJH��LQ�RUGHU�WR�DGG�H[WUD�LQFHQWLYH�IRU�QDWXUDO�PRQRSROLHV�WR�SXUVXH
HIILFLHQF\�UHIRUPV��7KH�JRYHUQPHQW�KDV�VRXJKW�D�EDODQFH�EHWZHHQ�PDLQWDLQLQJ�D�PHGLXP�WHUP�GHWHUPLQDWLRQ�WR�UH�DGMXVW�WDULIIV�DQG�WKH

QHHG�WR�DOVR�SXVK�UHVWUXFWXULQJ�DV�ZHOO�DV�WR�FRQVLGHU�WKH�LQIODWLRQDU\�LPSDFW�RI�WRR�UDVK�WDULII�LQFUHDVHV��,Q�DGGLWLRQ��WKH�JRYHUQPHQW�LV
QRZ�PDQGDWHG�WR�FRQGXFW�D�IXOO�HYDOXDWLRQ�RI�8(6��*D]SURP�DQG�5DLOZD\V�0LQLVWU\�ILQDQFLDO�VLWXDWLRQ�DQG�PDQDJHPHQW��WR�EH�FRQFOXGHG

EHIRUH�WKH�ZRUN�VWDUWV�RQ�WKH������EXGJHW��L�H��EHIRUH�WKH�DXWXPQ���6XFK�DQ�HYDOXDWLRQ�ZLOO�WKHQ�EH�SDUW�RI�WKH�EXGJHW�SURFHVV��LQ�WKH
VHQVH�RI�DQ�DQDO\WLFDO�EDFNJURXQG�RQ�ZKLFK�WR�WDNH�GHFLVLRQV�RQ�DQQXDO�WDULII�LQFUHDVHV�

6RXUFH��666%��WKH�0LQLVWU\�RI�)LQDQFH��WKH�0LQLVWU\�IRU�(FRQRPLF�'HYHORSPHQW�DQG�7UDGH��WKH�&%5

In exchange rate policy, the Central Bank has, since about mid-November, been
brought around to a view held by most government ministers, namely that the
rouble should be allowed to adjust in line with changing external conditions. In
the context of lower commodity prices, this essentially implies allowing the rouble
to weaken, thus recording less real appreciation, and not “wasting” reserves
defending any particular level. This policy shift should be seen in the context of a
continued increase in imports, which along with ongoing rouble real appreciation,
was a concern echoed by policy makers during the second half of 200119. The figure
below summarizes average monthly (seasonally adjusted) growth rates for 2001, per
quarter, indicating the average monthly import growth rate was strong throughout
last year.

                                                  
19 There are findings which suggest some of these concerns may be exaggerated, and that the elasticity of imports
(and economic growth) to the real exchange rate is generally thought to be higher than it actually is. Such findings
are supported by the observations of a broadening of economic growth, in the context of the overall pursuit of
structural economic reforms. At the end of the day, the key factors behind sustainable Russian economic growth will
not be the exchange rate, but the full impact of the various reforms and the effect those reforms have on total factor
productivity and enhanced resource allocation. For an excellent note, see O. Dynnikova, Plyusy I minusy slaboi
elastichnosti rossiiskovo importa po otnosheniyo k realnomu obmennomu kursu., EEG-the Ministry of Finance,
report, December 18, 2001.

Exchange rate policy –
allowing the rouble to adjust

to changing external
conditions – no wasting of

reserves defending any
particular level.
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However, it is important to note this stance is not equivalent to an
institutionalization of a “weak rouble policy” - it is more an acceptance of
“normal” exchange rate movements in the context of a floating rouble regime20.
As with the question of budget expenditure reforms, this also follows a certain
political-economy logic: in 2000-2001, the Russian government resisted
(successfully) calls for artificially intervening to weaken the rouble, in 2002, Russian
authorities will resist to artificially intervene to strengthen/maintain the rouble. The
graphs below (Figures 4 and 5) summarize the real and nominal exchange rate path
over the course of the post-Soviet period. While real appreciation in the post-1998
period has been continuous, the level of the real exchange rate is still clearly low. As
per our exchange rate expectations, the real exchange rate would during 2002 return
to the 1995 level approximately. In the context of ongoing structural reforms and
microeconomic changes, the rouble will remain on a path of real appreciation for
quite some time21.

                                                  
20 As discussed by Arkady Dvorkovich, Deputy Minister for Economic Development and Trade, in a seminar on the
Russian economy in Geneva at the end of January 2002, ultimately real appreciation is an objective reality, and
devaluation is not a way out of from problems like rising imports and import competition for Russian companies.
Rather, the answer is to push corporate restructuring further.

21 The view of the Russian Central Bank also remains that the rouble is fundamentally undervalued after the nominal
and real maxi-devaluation in 1998.

The real and nominal
exchange rate path.
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As the table indicates, apart from the focus on budget expenditure reforms and
exchange rate policy, Russian policy makers have also outlined a range of
complementary measures to maintain macroeconomic stability. These include
the continued pursuit of active debt management and the ambition to create and
manage a financial reserve with 2003 debt payments in mind, the consideration of
lowering oil product trade tariffs to manage the domestic oil market situation, the
prioritizing of WTO-related reforms and closer EU economic integration, the
initiation of financial system reforms, restraining natural monopoly tariff growth in

The other parts of the policy
mix – natural monopoly tariffs,

structural reforms.
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order to promote accelerated natural monopoly restructuring, while at the same time
limiting the inflationary contribution from too aggressive tariff re-adjustments22.

(FRQRPLF�JURZWK�DQG�WKH�UHDO�HFRQRP\�¤�GR�QRW
XQGHUHVWLPDWH�FRUSRUDWH�VHFWRU�FKDQJHV
In 2001, real GDP growth may have been some 5%, after 9% in 2000 and 5.4%
in 199923. In the three years after 1998, GDP has grown by some 20%,
industrial production by over a third, agriculture by 20%, and investments by
35%. Essentially, the Russian economy has seen three phases of economic
growth since 199824. In the first phase, between October 1998 and July/August
1999, the key factor was real exchange rate adjustments, associated import
substitution – as well as base effects. This first phase was followed by a slight pause
in the recovery, up until about November 1999. The second growth phase can
roughly be dated to between December 1999 and August 2000. In this phase,
commodity prices played a large role, but factors such as investment and final
household demand growth started to grow in importance. This phase was followed
by yet another pause, lasting between September 2000 and February 2001. The third
growth phase started in earnest in the second quarter of 2001. The key aspect of this
phase is that growth continued, in the absence of external shocks as the real
exchange rate adjustment and commodity prices, as in 1999 and much of 2000
respectively. The growth recovery thus transited over the last year or so into being
driven primarily by renewed investment growth, final household demand and
expanding domestic industrial sectors25. Notably, while investment growth was
higher in 2000, in 2001 the structure of investment financing changed, so that lower
capital outflows/return of previous outflows financed some part of the investment
growth.

                                                  
22 See A. Illarionov, Nado li povyshat tarify, Vedomosti, January 24, 2002. For a full analysis of the various
components of Russia’s current inflation dynamics, see V. Voronina and A. Vdovichenko, Vliyanie povysheniya
tarifov na produktsiyo I uslugi estestvennykh monopoly na dinamiky inflyatsii, EEG, September 2001.

23 However, there are reasons to believe Goskomstat is underreporting 2001 GDP growth, and we are likely to see
ongoing upward revisions to that number of 5%. The same pattern has been observed for 1999 and 2000 GDP
growth, which have been revised upwards a number of times, including very recently. For example, paid services in
2001 is reported to have only increased by 0.8%, whereas this is likely to have been a larger increase, maybe around
5%. We are thankful to Professor Gavrilenkov of the Bureau for Economic Analysis in Moscow for pointing this
out.

24 Andrei Belousov at the Centre for Macroeconomic Analysis and Short-Term Forecasting has conducted the most
comprehensive analysis into this subject. See e.g. A. Belousov, V ozhidanii “russkovo chuda”, TSKAM, October
2001. See also his Ekonomicheskie itogi 2001 goda (tezisy), January 25, 2002.

25 We have covered this broadening of economic growth in-depth in several previous publications. See e.g. The
Reform Push Continues: Russian Economic Policy In The New Global Economic And Political Situation, EC 472,
November 16, 2001, and Why Russia Is More Than An “Oil Play”: Reforms, Growth, and Macroeconomic
Preparedness, EC473, October 9, 2001.

The post-1998 economic
growth phases.



14

)LJXUH�����5XVVLD
V�SRVW������JURZWK�SKDVHV���VW�����������������QG�����������������UG��4�����4�����

-1.5

-1.0

-0.5

0.0

0.5

1.0

1.5

2.0

2.5

3.0

1st wave Pause 2nd wave Pause 3rd wave Pause

growth phases

%
 c

ha
ng

e,
 a

ve
ra

ge
 m

on
th

ly
 s

 a

GDP Industrial production Retail trade Investments Real incomes

6RXUFH��76.$0��*RVNRPVWDW��666%

In September/October last year, yet another pause in the expansion begun, and
this pause has continued through November and December. Monthly, seasonally
adjusted, GDP growth rates went from around 0.7-0.8% for much of 2001, to around
0.1% in the last quarter of 2001. However, even in this pause, demand-side
indicators have performed well, such as retail trade and investment growth. In this
period, investments and retail trade grew 0.4% and 0.1% per month, seasonally
adjusted, respectively. Investments were up 11.5% YOY in December, bringing the
full-year 2001 investment growth to 8.7%. Retail trade grew by 11.4% YOY, and for
the full-year 2001, some 6%. Interestingly, base sector output, a larger index than
industrial production and capturing some 65% of GDP, increased by 5.7% for the
full-year 2001. Notably, Russian agriculture has bounced, with output in the sector
up nearly 7% in 2001, on a 2001 harvest which was nearly a third better than the
year before.

)LJXUH�����5XVVLD�¤�5HDO�(FRQRP\�,QGLFDWRUV��'HFHPEHU�DQG�IXOO�\HDU������

'HFHPEHU�������<2< 'HFHPEHU�������020 ���������

,QGXVWULDO�SURGXFWLRQ ���� ���� ����
%DVH�VHFWRU�RXWSXW ���� �� ����
,QYHVWPHQWV ����� ��� ����
5HWDLO�WUDGH ����� ����� �����
5HDO�LQFRPHV �� ����� ����
$JULFXOWXUH ���� ������ ����
6RXUFH��*RVNRPVWDW��666%

While the external sector continues to play a large role, the broadening of
economic growth can also be seen in the full-year 2001 industrial production
data, an indication we have been reporting on for some time. The figure below
outlines the percentage contribution of various industrial production sectors during
the three broad post-1998 growth “waves” summarized above. While export-
oriented sectors contributed some 45% of industrial production growth in the

The latest growth pause –
October-December 2001.

The broadening of economic
growth.
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“second” growth wave (for much of 2000), this impact decreased to 22% in the
“third” growth phase (2001). On the other hand, consumer sectors increased their
contribution from 11% in the “first” growth phase, to 33% in the “third” growth
phase. Altogether, domestic sectors accounted for well over 50% of the industrial
production growth in 2001.
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Against the background of a continued pursuit of structural reforms, and the
efforts at ensuring macroeconomic stability (see above), the pause in the growth
recovery seen since the last quarter of 2001 is not necessarily a cause for
concern26. The pause appears in line with the earlier pauses (see Figure 6 above).
Furthermore, there is a case to be made that improved resource allocation, or total
factor productivity growth, has been and probably continues to be underestimated as
a source of Russian economic growth27. Labor productivity in the three years since
1998 has grown by 18%, whereas real disposable income is actually down 0.7%
over this period, due to the over 14% decrease in 1999. Estimates suggest that
annual TFP growth could be around 6-7% over the next 5 years, and even more if
financial system reforms are pursued successfully. It should also be noted that the
early indications of 2002 economic performance is encouraging. Preliminary data
suggest January 2002 base sector output was up some 5.3% YOY, with industrial
production up 4.1%, investments 6.2% and real incomes up 4.5%. Other indications
are for this performance to be extended into the first full two months of 2002, on a
YOY basis. Should this pattern continue, full-year 2002 real GDP growth will be

                                                  
26 Interestingly, in the Russian economic debate, presidential economic adviser Andrei Illarionov is now notably
more upbeat than previously on Russia’s economic prospects due to much of the indicated macroeconomic policy
mix outlined in the earlier section (allowing the rouble to adjust to changing conditions, restraining tariff increases,
budget expenditure restructuring – and all of this in the context of lower commodity prices). See A. Illarionov,
Anatomy ekonomicheskovo rosta, mimeo, January 2002.

27 See E. Gavrilenkov, Economic Growth And Crises: Evidence From Russia And Some Other Controversial
Economies, November 2001, forthcoming working paper.

Russian growth resilience may
surprise due to often ignored
microeconomic changes and

the virtuous cycle of reforms-
growth-expectations.
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between 3.5-4%28. Essentially, since 1999 there has been a “revolution of
expectations”, in Russian society at large and in the corporate sector. Polls and
corporate surveys consistenly testify to strong expectations and notably more
optimism than previously. In this context, one should not underestimate the impact a
virtuous cycle of “reforms-growth-expectations” has on the dynamics of Russian
growth and development29. A key player in this framework in the Russian corporate
sector.

Observations on Russia’s corporate sector suggest restructuring and changes
are indeed underway, from issues such as capital flows and investments to
management and corporate governance. These microeconomic changes are
responses both to a changing global economy and to the changing Russian economic
realities30. Interestingly, such developments may also be observable among the small
business segment. Some small business data reported by Goskomstat suggest that
over the last three years, there has been a substantial growth in new small
businesses, at a net of some 200 000 new business per annum in this period31.
Essentially, the structural reform agenda at the heart of the government’s economic
strategy is gradually transforming the institutional framework and incentive set-up
facing the corporate sector32. This is contributing to laying the medium- to long-term
foundations for an improving investment climate, both for domestic and foreign
companies. The table below summarizes some of the key institutional changes
affecting the corporate sector, approved over the last year and coming into effect
during this year.

                                                  
28 Assuming low to moderate oil prices, 16-18 dollars per barrel Urals. The Ministry for Economic Development and
Trade has analyzed various economic scenarios, and reached similar conclusions. Ordered after different oil prices,
growth scenarios range from 2.2% with oil prices at annual average 14.5 dollars per barrel Urals, to 4.3% at oil
prices of 23.5 dollars per barrel Urals. The most likely scenario is considered to be growth between 3.1-3.5%, with
oil prices in the range of 16.5-18.5 dollars per barrel Urals. See also A. Frenkel, Rost v usloviyakh neopredelennosti,
Vedomosti, February 12, 2002.

29 We are grateful for discussing this role of the “revolution of expectations” with Professor Yasin.

30 With the broadening of Russian economic growth, the Russian corporate sector has seen a dramatic increase in
overall investment growth over the last years. Such investments have been two-way, in the sense that not only have
some entities in the Russian corporate sector looked at overseas investments, but there have been increasing signs of
a return of previous Russian capital outflows/moderating capital outflows, to be invested in mainly domestic
Russian sectors. As indications of this encouraging capital flow trend, one can point to the expansion into the
Russian food industry by Interros, as well as by some oil companies, including an interest in Russian retail
networks, and also the expansion into the Russian automotive industry pursued by large Russian metals companies.
The volume of foreign investments into Russian agriculture jumped last year to some USD 2.4 bn, from USD 1.85
bn in 2000, and indications are most of these investments are “Russian” capital returning. There are also clear signs
of a gradual improvement in corporate governance, including the inclusion of independent directors at some high-
profile companies, to very significant management changes at some of Russia’s leading corporate entities, to
dividend pay-outs, and indeed the whole focus on natural monopoly restructuring.

31 This observation is emphasized by the World Bank, which also states that independent estimates are even higher.
However, one need to caution against reading too much into this, as there are issues with this particular data
material. Many small businesses, particularly of the “sole proprietorship” kind, are created for tax management
reasons, so these figures may overstate the actual creation of new business. Nevertheless, the overall development it
points to is clear. See the World Bank Russia Country Office, Russian Economic Report, January 2002.

32 See seminar reports Zakony prinyaty. Chto dalshe? (Professor Evgeny Yasin) Fond Liberalnaya missiya,
December 2001. See also our recent report Russia And External Debt In 2002: Improving Debt Indicators, More
Sovereign Eurobonds – And Corporate Eurobonds In Focus, EC473, January 23, 2002.

The corporate sector changes.
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5HIRUP ,PSOHPHQWDWLRQ &RPPHQW

'H�EXUHDXFUDWL]DWLRQ�UHIRUPV ,Q�HIIHFW�IURP�-DQXDU\�������� 7KH�ILUVW�ZDYH�RI�WKHVH�GH�UHJXODWRU\�UHIRUPV��LQFOXGLQJ�OLFHQVLQJ��LQVSHFWLRQ
DQG�UHJLVWUDWLRQ��ZDV�DSSURYHG�LQ�������$�VHFRQG�ZDYH�RI�IXUWKHU�GH�
UHJXODWRU\�UHIRUPV��DQG�SRVVLEO\�D�WKLUG�ZDYH��ZLOO�IROORZ�LQ������

1HZ�SURILW�WD[ ,Q�HIIHFW�IURP�-DQXDU\�������� 7KH�QHZ�FRUSRUDWH�SURILW�WD[��ORZHUHG�WR�����DV�RI�WKLV�\HDU��FRXOG�EH
DFFRPSDQLHG�E\�D�ORZHULQJ�RI�WKH�XQLILHG�VRFLDO�WD[DWLRQ�WKLV�\HDU�

&RGH�RI�&RUSRUDWH�*RYHUQDQFH ([SHFWHG�WR�EH�SXEOLVKHG�E\�)HEUXDU\����� )XOO\�GUDIWHG��GLVFXVVHG�DQG�DSSURYHG�E\�WKH�JRYHUQPHQW�LQ�������WKH�&RGH�RI
&RUSRUDWH�*RYHUQDQFH�LV�H[SHFWHG�WR�EH�IRUPDOO\�FRQFOXGHG�HDUO\�WKLV�\HDU�

:KLOH�WKH�UHDO�HIIHFWV�RI�WKLV�&RGH�ZLOO�WDNH�VRPH�\HDUV�WR�HYDOXDWH��WKHUH�DUH
DOUHDG\�VLJQV�WKH�IRFXV�RQ�GUDIWLQJ�WKLV�&RGH�KDV�KDG�DQ�LPSDFW��DQG�WKH

LQWURGXFWLRQ�RI�WKH�&RGH�FRXOG�LPSO\�WKH�HPHUJHQFH�RI�DQ�LQFUHDVLQJO\
DFFHSWHG�EHQFKPDUN�

$PHQGPHQWV�WR�WKH�ODZ�RQ�MRLQW�
VWRFN�FRPSDQLHV

,Q�HIIHFW�IURP�-DQXDU\�������� 7KHVH�DPHQGPHQWV��VLJQHG�E\�3XWLQ�LQ�$XJXVW�������UHSUHVHQW�FRUSRUDWH
JRYHUQDQFH�UHODWHG�LPSURYHPHQWV�RI�H[LVWLQJ�OHJLVODWLRQ�

6WDUW�RI�SHQVLRQ�UHIRUPV 'XULQJ����� 7KH�ILUVW��EDVLF��SDFNDJH�RI�HQDEOLQJ�SHQVLRQ�UHIRUP�ODZV�ZDV�DSSURYHG�ODVW
\HDU��DQG�WKH�NH\�ODZ�RQ�LQYHVWLQJ�SHQVLRQ�DVVHWV�LV�H[SHFWHG�WR�EH�DSSURYHG
LQ�WKH�ILUVW�KDOI�RI�WKLV�\HDU��7KLV�ZLOO�LQLWLDWH�WKH�SUDFWLFDO�SKDVH�RI�WKH�SHQVLRQ
UHIRUPV��D�SURFHVV��ZKLFK�ZLOO�VHH�SULYDWH�SHQVLRQ�IXQGV�IXOO\�WDNH�SDUW�LQ�WKH

PDQDJHPHQW�RI�SHQVLRQ�DVVHWV�IURP�DW�OHDVW������
1HZ�/DERU�&RGH ,Q�HIIHFW�IURP�-DQXDU\����� $SSURYHG�LQ�������WKH�QHZ�/DERU�&RGH�UHSUHVHQWV�DQ�LPSRUWDQW�SDUW�RI�WKH

PRGHUQL]DWLRQ�SURFHVV�RI�5XVVLD©V�FRUSRUDWH�VHFWRU�LQVWLWXWLRQDO�LQIUDVWUXFWXUH�
7KH�QHZ�FRGH�ZLOO�PDNH�ODERU�UHODWLRQV�PRUH�IOH[LEOH�

1DWXUDO�PRQRSRO\�UHIRUPV 7KURXJKRXW����� )RU�8(6��FRQWLQXHG�JUDGXDO�LPSOHPHQWDWLRQ�RI�UHVWUXFWXULQJ�SURJUDP�DSSURYHG
LQ������DQG�FRQWLQXHG�DSSURYDO�RI�QHFHVVDU\�OHJLVODWLRQ��IRU�*D]SURP

FRQWLQXHG�VWULYH�WR�HVWDEOLVK�WUDQVSDUHQF\��IRU�WKH�5DLOZD\V�0LQLVWU\�SRVVLEO\
QHZ�PRPHQWXP�EHKLQG�UHIRUP�HIIRUWV�

/HJDO�UHIRUPV ,Q�HIIHFW�IURP�-DQXDU\����� )LUVW�ZDYH�RI�OHJDO�DQG�MXGLFLDO�V\VWHP�UHIRUPV�DSSURYHG�ODVW�\HDU��IXUWKHU
UHIRUP�SKDVHV�H[SHFWHG�LQ������

6RXUFH��666%��)6&��WKH�0LQLVWU\�IRU�(FRQRPLF�'HYHORSPHQW�DQG�7UDGH
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6FKURGHU�6DORPRQ�6PLWK�%DUQH\���666%����DQG�WKH�FRPSDQLHV�ZLWKLQ�&LWLJURXS��LQFOXGLQJ�WKH�6DORPRQ�6PLWK�%DUQH\�JURXS�RI�FRPSDQLHV���WKH�)LUP����PD\�PDNH
D�PDUNHW�LQ�WKH�VHFXULWLHV�GLVFXVVHG�LQ�WKLV�UHSRUW�DQG�PD\�VHOO�WR�RU�EX\�IURP�FXVWRPHUV��DV�SULQFLSDO��VHFXULWLHV�UHFRPPHQGHG�LQ�WKLV�UHSRUW���7KH�)LUP�RU
HPSOR\HHV�SUHSDULQJ�WKLV�UHSRUW�PD\�KDYH�D�SRVLWLRQ�LQ�VHFXULWLHV�RU�RSWLRQV�RI�DQ\�LVVXHU�UHFRPPHQGHG�LQ�WKLV�UHSRUW���$Q�HPSOR\HH�RI�WKH�)LUP�PD\�EH�D�GLUHFWRU
RI�DQ�LVVXHU�UHFRPPHQGHG�LQ�WKLV�UHSRUW���7KH�)LUP�PD\�SHUIRUP�RU�VROLFLW�LQYHVWPHQW�EDQNLQJ�RU�RWKHU�VHUYLFHV�IURP�DQ\�LVVXHU�UHFRPPHQGHG�LQ�WKLV�UHSRUW�
:LWKLQ�WKH�SDVW�WKUHH�\HDUV�6FKURGHU�6DORPRQ�6PLWK�%DUQH\��LQFOXGLQJ�LWV�SDUHQW�DQG�RU�DIILOLDWHV��PD\�KDYH�DFWHG�DV�PDQDJHU�RU�FR�PDQDJHU�RI�D�SXEOLF�RIIHULQJ
RI�DQ\�LVVXHU�PHQWLRQHG�LQ�WKLV�UHSRUW��6HFXULWLHV�UHFRPPHQGHG��RIIHUHG��RU�VROG�E\�WKH�)LUP���L��DUH�QRW�LQVXUHG�E\�WKH�)HGHUDO�'HSRVLW�,QVXUDQFH�&RUSRUDWLRQ���LL�
DUH�QRW�GHSRVLWV�RU�RWKHU�REOLJDWLRQV�RI�DQ\�LQVXUHG�GHSRVLWRU\�LQVWLWXWLRQ��LQFOXGLQJ�&LWLEDQN���DQG��LLL��DUH�VXEMHFW�WR�LQYHVWPHQW�ULVNV��LQFOXGLQJ�WKH�SRVVLEOH�ORVV�RI
WKH�SULQFLSDO�DPRXQW�LQYHVWHG��$OWKRXJK�LQIRUPDWLRQ�KDV�EHHQ�REWDLQHG�IURP�DQG�LV�EDVHG�XSRQ�VRXUFHV�WKH�)LUP�EHOLHYHV�WR�EH�UHOLDEOH��ZH�GR�QRW�JXDUDQWHH�LWV
DFFXUDF\�DQG�LW�PD\�EH�LQFRPSOHWH�RU�FRQGHQVHG���$OO�RSLQLRQV�DQG�HVWLPDWHV�FRQVWLWXWH�WKH�)LUP
V�MXGJPHQW�DV�RI�WKH�GDWH�RI�WKH�UHSRUW�DQG�DUH�VXEMHFW�WR�FKDQJH
ZLWKRXW�QRWLFH���7KLV�UHSRUW�LV�IRU�LQIRUPDWLRQDO�SXUSRVHV�RQO\�DQG�LV�QRW�LQWHQGHG�DV�DQ�RIIHU�RU�VROLFLWDWLRQ�IRU�WKH�SXUFKDVH�RU�VDOH�RI�D�VHFXULW\��,QYHVWLQJ�LQ�QRQ�
86�VHFXULWLHV�E\�86�SHUVRQV�PD\�HQWDLO�FHUWDLQ�ULVNV���,QYHVWRUV�ZKR�KDYH�UHFHLYHG�WKLV�UHSRUW�IURP�WKH�)LUP�PD\�EH�SURKLELWHG�LQ�FHUWDLQ�86�6WDWHV�IURP
SXUFKDVLQJ�VHFXULWLHV�PHQWLRQHG�LQ�WKLV�UHSRUW�IURP�WKH�)LUP��SOHDVH�DVN�\RXU�)LQDQFLDO�&RQVXOWDQW�IRU�DGGLWLRQDO�GHWDLOV��7KLV�UHSRUW�KDV�EHHQ�DSSURYHG�IRU
GLVWULEXWLRQ�LQ�WKH�8QLWHG�.LQJGRP�E\�6DORPRQ�%URWKHUV�,QWHUQDWLRQDO�/LPLWHG��ZKLFK�LV�UHJXODWHG�E\�WKH�6HFXULWLHV�DQG�)XWXUHV�$XWKRULW\���7KH�LQYHVWPHQWV�DQG
VHUYLFHV�FRQWDLQHG�KHUHLQ�DUH�QRW�DYDLODEOH�WR�SULYDWH�FXVWRPHUV�LQ�WKH�8.���7KLV�UHSRUW�ZDV�SUHSDUHG�E\�WKH�)LUP�DQG��LI�GLVWULEXWHG�LQ�-DSDQ�E\�1LNNR�6DORPRQ
6PLWK�%DUQH\�/LPLWHG��LV�EHLQJ�VR�GLVWULEXWHG�XQGHU�OLFHQVH���7KLV�UHSRUW�LV�PDGH�DYDLODEOH�LQ�$XVWUDOLD�WKURXJK�6DORPRQ�6PLWK�%DUQH\�$XVWUDOLD�6HFXULWLHV�3W\�/WG�
�$&1���������������D�/LFHQVHG�6HFXULWLHV�'HDOHU��DQG�LQ�1HZ�=HDODQG�WKURXJK�6DORPRQ�6PLWK�%DUQH\�1HZ�=HDODQG�/LPLWHG��D�PHPEHU�ILUP�RI�WKH�1HZ�=HDODQG
6WRFN�([FKDQJH���7KLV�UHSRUW�GRHV�QRW�WDNH�LQWR�DFFRXQW�WKH�LQYHVWPHQW�REMHFWLYHV�RU�ILQDQFLDO�VLWXDWLRQ�RI�DQ\�SDUWLFXODU�SHUVRQ���,QYHVWRUV�VKRXOG�REWDLQ�DGYLFH
EDVHG�RQ�WKHLU�RZQ�LQGLYLGXDO�FLUFXPVWDQFHV�EHIRUH�PDNLQJ�DQ�LQYHVWPHQW�GHFLVLRQ��7KH�UHVHDUFK�RSLQLRQV�KHUHLQ�PD\�GLIIHU�IURP�WKRVH�RI�7KH�5RELQVRQ�
+XPSKUH\�&RPSDQ\��//&��D�ZKROO\�RZQHG�VXEVLGLDU\�RI�6DORPRQ�6PLWK�%DUQH\��6DORPRQ�6PLWK�%DUQH\�LV�D�VHUYLFH�PDUN�RI�6DORPRQ�6PLWK�%DUQH\�,QF��6FKURGHUV
LV�D�WUDGHPDUN�RI�6FKURGHUV�+ROGLQJV�SOF�DQG�LV�XVHG�XQGHU�OLFHQVH����6DORPRQ�6PLWK�%DUQH\�,QF����������$OO�ULJKWV�UHVHUYHG���$Q\�XQDXWKRUL]HG�XVH��GXSOLFDWLRQ
RU�GLVFORVXUH�LV�SURKLELWHG�E\�ODZ�DQG�PD\�UHVXOW�LQ�SURVHFXWLRQ�
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