WWW.RUSCHAM.COM

R LIS:

RUSSIAN CHAMBER OF COMMERCE IN EU

RUSCHAM NEWSLET TER

YEAR Il * JANUARY 2006 * NO.1

North-European Gas Pipeline: Reasons and Consequences

Throughout the last year, the Rus-
sian and international public lively
discussed the project envisaging the
construction of the Northern-European
Gas Pipeline (NEGP).

The debates began to acquire espe-
cially acute form, when the partici-
pants of the project — the Russian
"Gazprom" and German concerns con-
cluded the respective agreement and
the project entered the stage of practi-
cal implementation.

There were voiced absolutely polar
points of view, from most well-
disposed ones: "this project is of his-
torical importance for Germany that
will be granted reliable power supply
for decades ahead" (Gerhard Schroe-
der, the Chancellor of Germany) and
"the Russian-German Project of the
Northern-European Gas Pipeline
(NEGP) across the Baltic Sea floor is
going to become an environmentally
safe way of power supply" (Benita Fer-
rero-Waldner, Member of the Euro-
pean Commission (EC) for Foreign
Relations and European Neighborhood
Policy) to the most strong and negative
remarks, like "the pact signed by
Putin and Schroeder is bad from the
environmental and poor from the eco-
nomic and political points of
view" (President of Poland Alexander
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Kwasniewski), "[it] threatens the secu-
rity and independence of Poland" (a
resolution of the Polish Sejm), and "[it]
will become an ecological catastro-
phe" (Algirdas Brazauskas, the Prime-
Minister of Lithuania).

Indeed, it can not be denied that
this project per se is a rather expen-
sive and complex enterprise both in
technical and political terms.

The technical complexity of the pro-
ject is determined primarily by the
fact that at present, according to a
number of ecologists, the seafloor of
the Baltic Sea is littered with deathly
German chemical ammunitions
sunken by the anti-Hitler coalition
allies after the World War II (303
thousand metric tons in total). Some of
these ammunitions containing mus-
tard gas, lewisite, phosgene, nerve gas,
and other deathly poisons are laying
on the seafloor of the Gulf of Finland,
where the gas pipeline will run. At the
same time, according to a statement
made by Alexei Yablochkov, a famous
Russian ecologist, there are no maps
showing the exact locations of such
underwater dumps. This circumstance
creates a threat of a serious ecological
catastrophe, which may occur in the
case the sunken ammunitions are
harmed during construction works,
and will have an extremely negative
impact on the ecosystem of the whole
region.

On the other hand, the project has
triggered a number of political issues.
The main problem is that natural gas
will be supplied from Russia to West-
ern European countries by a direct
route bypassing transit countries. It is
a well-known fact that as an option
alternative to the Northern-European
Gas Pipeline there had been consid-
ered ground routes going through the
territories of Lithuania, Latvia, Esto-
nia, and Poland. It would have made
construction much cheaper; however,
it would have hardly lessened the
maintenance costs, since the calcula-

tion of the final price of fuel should
also take into account the amount of
transit payments. Finding themselves
outside of this project, the Baltic
States and Poland characterize the
decision to lay the gas pipeline across
the floor of the Baltic Sea (and not
through their territories) as politically
motivated and erroneous.

A certain political poignancy of the
discussion around the NEGP issue
was also caused by the fact that with
respect to this matter the new mem-
bers of the European Union had en-
gaged in controversy against the EU
old-timers (first of all, Germany) and
Brussels itself stating that the con-
struction of the gas pipeline without
taking into account their interests
undermined the principles of the EU
common energy policy.

The third political consequence of
the project was the appointment of
Gerhard Schroeder, the former Chan-
cellor of Germany, as the head of the
gas pipeline construction. It is well-
known that he had actively supported
the project, and now many German
politicians accuse him of drawing per-
sonal gains from the decisions he had
taken as the head of the state. How-
ever, a number of experts hail this
appointment pointing out that it was
necessary to use Schroeder’s political
"weight" to promote the project more
successfully, especially as concerns the
relations with the countries voicing
their negative attitude to the NEGP.

Indeed, it would be hardly possible
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to think that such a large-scale project
could satisfy all interested parties and
thus avoid an active international dis-
cussion. However, let us try to puzzle
out what are the usefulness and sig-
nificance of this project for the Rus-
sian-European relations at large and
the Kaliningrad oblast in particular,
and what risks the construction of this
gas pipeline may involve. Let us try to
distinguish facts and speculations.

First, the international importance
of this project is that it will permit to
significantly enhance the capacity to
supply the "blue fuel" to the member-
countries of the European Union, what
acquires special importance taking
into account the fact that the volumes
of consumption of natural gas in these
countries have been steadily growing.
Second, the project will contribute to
the increasing degree of reliability of
gas supplies to the EU member-
countries and their energy safety be-
cause of the diversification of energy
sources. Third, it will permit to lessen
the risks of interruptions in deliveries
resulting from possible shifts in the
political situation. And, finally, due to
the fact that no transit states are in-
volved in supplies carried out via the
NEPG, there arises the possibility to
reduce the costs of transportation of
the Russian natural gas. No doubt, it
is an important advantage both for the
supplier of natural gas and its end-
consumers.

The NEPG project will directly con-
nect the Russia’s unified system of gas
supply to the common European gas
network and will become a significant
contribution to the creation of the com-
mon Russian-European space as con-
cerns energy issues. Moreover, as it
was stressed at the meeting of Mikhail
Fradkov, the RF Prime-Minister, with
Michael Glos, the German Minister of
Economy, which took place at the in-
auguration ceremony of the NEGP, the
project should give an additional impe-
tus to the interaction between Russian
and the European Union in the frame-
work of the "roadmap" of formation of
the common economic space. There-
fore, the all-European importance of
the new gas pipeline as one of the
"bridges" connecting Russia and the
European Union in practical terms
and increasing the degree of their mu-
tual integration can not be open to
question.

The project also plays a special role
on the all-Russian scale, since in the
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NEGP framework it is planned to
build a spur to Kaliningrad, what
should permit to increase the gas sup-
plies to the oblast, as well as ensure
the absence of natural gas shortages,
reliability and diversification of the
sources of natural gas supplies, and
avoid political risks associated with
the transit of gas across the territories
of third countries. In this connection,
experts express the opinion that the
NEGP construction will facilitate the
enhanced predictability and stability
of economic operations conducted by
industrial enterprises of the region
and will give a powerful impetus to the
economic development of the Kalinin-
grad oblast.

As concerns the criticisms ad-
dressed to the project, these critical
remarks are based on the fact that all
countries situated in the region of the
Baltic Sea, including Russia and Ger-
many, bear the common responsibility
to each other for its preservation and
the state of its ecology. Therefore, the
project should exclude any threat of
pollution of the Baltic Sea, since in the
case it is polluted, the countries, not
participating in the project, will be
also affected. Proceeding from this
fact, the opponents of the NEGP insist
on the guarantees of ecological safety
of the project. However, here it should
be noted that the developers of the
project, who clearly understand their
responsibility, themselves raise this
issue as a priority. According to a
"Gazprom" statement, "the construc-
tion of NEGP will be conducted meet-
ing the most strict ecological stan-
dards and will not damage the ecosys-
tem of the Baltic Sea."

Involuntary it comes to mind the
comparison with the similar recent
situation concerning the construction
of the D-6 oil platform on the Baltic
Sea shelf by the Russian "LUKOIL"
company. This project had been also
sharply criticized by ecologists. Ac-
cording to a number of experts, in this
case the hysteria about the ecological
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risks was nothing more than a secret
tool used to attain not ecological, but
economic and political objectives. As
time has shown, the existing engineer-
ing solutions permit to implement pro-
jects of any technical complexity in the
open sea without detriment to the en-
vironment, what proves that ecological
risks are often exaggerated in the
course of evaluation of such initiatives.
Moreover, it should be noted that eco-
logical concerns belong to technical
aspects of implementation of projects
and should primarily draw attention of
experts in ecology and not politicians.

A substantial point supporting the
groundlessness of statements that the
decision to lay the gas pipeline across
the Baltic Sea floor along a route by-
passing the Baltic States and Poland
had been politically motivated was
voiced by Javier Solana, the High Rep-
resentative for the Common Foreign
and Security Policy, Secretary-General
of the Council of the European Union,
who said that "in the end, the con-
struction of a new pipeline is a busi-
ness decision. It would be far too ex-
pensive a project to be undertaken for
political purposes.”

In conclusion, Andris Piebalgs, a
representative of Latvia, the EU Com-
missioner for Energy could be quoted.
His point of view looks very balanced;
besides, he can be hardly accused of
expressing a biased judgment, since
Latvia, as it is well known, was a most
bitter opponent of the NEGP construc-
tion. In particular, Mr. Piebalgs said:
"No doubt, investors decide, where the
project should be implemented. In
2003, there was taken the decision
that supplies of natural gas from Rus-
sia to the European Union were a pri-
ority... [from three possible routes] the
only option, in which investors took
interest, was the route across the Bal-
tic Sea floor. In my opinion, it does not
pose any problems as concerns the
reliability of gas supplies to Latvia,
since in the case the need arises, there
may be built a spur. Besides, for the
EU at large, where this market is
formed, it would be more favorable if a
new way of gas supplies appeared.
And the better the common European
market is supplied, the better it is for
Latvia, because it provides it with
more opportunities.”

The example of the NEPG construc-
tion graphically illustrates the com-
plexity of the Russian-European rela-
tions: conflicts of interests take place
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not only between Russian and the EU,
but inside the European Union as
well, among its member-states. How-
ever, in this case the placing of stake
on cooperation with the EU "old-
timers," its economic and political
"heavyweights" is an absolutely justi-
fied decision, which seems to be the
most promising as concerns the devel-
opment of the new quality of the Rus-
sian-European partnership.

Reference note on the project

The Northern-European Gas Pipe-

line (NEGP) is a brand new route to
export Russian gas to Kurope. The
target markets of the NEGP supplies
are Germany, Great Britain, the Neth-
erlands, France, and Denmark. By a
decision of the European Commission,
the project was awarded the “TEN”
status (Trans-European Networks).

The length of the gas pipeline off-
shore section (from Vyborg to Greif-
swald) will make 1,198 km. The first
leg of the Northern-European Gas
Pipeline will be commissioned in 2010.
Its annual capacity should make about
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27.5 billion cubic meters. It is envis-
aged that there will be built the second
leg of the gas pipeline, what will in-
crease the NEGP capacity two times
up to 55 billion cubic meters a year (by
2013). The estimated cost of works
related to the laying of the gas pipe-
line should make Euro 4 billion.

The first joint of the NEGP was
welded in the Vologda oblast (the town
of Babyevo) on December 9, 2005. =

Interview with German Gref: the economic performance of Russia
in 2005 and prospects of country’s further economic development

Mr German Gref, Minister of
Economic Development and Trade
of the Russian Federation tells
NEt about the results of the eco-
nomic performance of Russia in
2005 and prospects for the coun-
try’s further economic development

- Mr Gref, what were the strate-
gic priorities that the Ministry of
FEconomic Development and Trade
worked on in 20057

- The activities of the Ministry in
2005 were aimed at bolstering high
rates of economic development through
the improvement of quality of human
capital, promotion of competition and
enhancement of the efficiency of state
governance.

A special attention was paid to the
development of mechanisms for finan-
cial support of small exporting compa-
nies and enterprises that operate in
R&D sector. New rules for VAT reim-
bursement and income tax calculation
allowed the companies to keep more
revenues to themselves.

The bills that we adopted such as
“About special economic zones”, “About
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concession agreements” are expected to
spur the attraction of private invest-
ments into the innovative and process-
ing sectors of the economy and to lure
more funds into the development of
infrastructure projects and speed up
the modernization of transport net-
works, utilities and power generating
sectors.

With the view of developing land
and real estate market the Ministry
drafted a set of normative acts that we
hope will help improve the regulation
and inventory of land and real estate
facilities and will drive the develop-
ment of more effective mechanisms for
appraisal and taxation of real estate
property.

The 29t of June 2005 saw the
adoption of important Federal bills
“About amendments to the Federal
bill “About turnover of agricultural-
purpose land” and “About land organi-
zation”.

On June 8, 2005 the Russian State
Duma adopted Federal legislation
“About introduction of changes to the
Land Code of the Russian Federation,
Timber Code of the Russian Federa-
tion” and Federal bill “About introduc-
tion of civil construction Code of the
Russian Federation”.

With the view of improving privati-
zation mechanisms a resolution of the
Russian Government was approved on
October 4, 2005 to enhance the effi-
ciency of such privatization option as
a specialized auction as well as to pre-
vent from accumulation of small
stakes in state and municipal-owned

property.

On the 2nd of July 2005 Russian
State Duma approved such bills as
“On introduction of amendments to
Federal bill “On licensing specific
types of activities”, “On protection of
the rights of legal entities and individ-
ual entrepreneurs during implementa-
tion of state control (supervision)” and
“Code of the Russian Federation about
administrative offenses”. These are
the bills that are aimed at reducing
administrative barriers. Federal Bill
“On licensing specific types of activi-
ties” envisages a step-by-step abolition
of 49 types of activities that currently
need to be licensed and aims to opti-
mize the licensing procedures.

When drafting the list of activity
types to be abolished we based our-
selves on an assumption that licensing
is the most stringent form of state
regulation that restrains the entrance
of entrepreneurs into the market and
thus it should be used in exclusive
cases when during the implementa-
tion of business activities it is not pos-
sible (for objective reasons) to prevent
damage by other mechanisms of busi-
ness activity regulation.

Since there exist other forms of
state regulation we will abolish the
obligatory licensing of activities in the
area of construction (effective since 1st
January 2007), tourism (effective
since 1st January 2007), passenger
transportation by passenger vehicles
(effective from the moment when the
federal bill comes into effect).

On July 21, 2005 Russian State
3
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Duma adopted the Federal bill that
regulates production and turnover of
ethyl alcohol, alcoholic and alcohol-
containing products.

The bill envisages abolition of a
series of state regulation norms (that
build excessive bureaucratic barriers)
such as imposing quotas on procure-
ment of ethyl alcohol, systems of ex-
cise storages and regional marking of
alcoholic products, additional licens-
ing of exports and imports, registra-
tion of product titles etc. At the same
time the bill introduces a series of
norms aimed at tightening state con-
trol over production and turnover of
indicated types of products including
through introduction of the unified
state automated system of informa-
tion control.

Formation of the Stabilization fund
was the most important event in the
budget policy. The accumulation of
significant financial resources in the
Stabilization fund is an important
tool that ensures additional capabili-
ties for prevention of crisis situations
in the financial sector. Currently the
financial standing of the country is
very stable. In 2005 the revenues of
the federal budget will exceed the
planned indicators by a significant
margin.

With the view of setting up the
Investment Fund of the Russian Fed-
eration the Ministry drafted the Pro-
visions that define the order of Invest-
ment Fund formation. In particular,
the Provisions describe the forms and
mechanisms for allocation of state
support for implementation of invest-
ment projects of state importance on
the conditions of state and private
partnership through the use of the
Fund’s money. Currently the Minis-
try’s Department of the investment
policy develops a package of docu-
ments (including draft Resolutions of
the Russian Government and orders
of the Russian Ministry of Economic
Development and Trade) that will
pave the way for a successful opera-
tion of the Investment Fund of the
Russian Federation.

The strategic objectives of the Min-
istry are defined by the priorities of
the Russian economic policy. As it is
outlined in the Russian President’s
Address to the Federal Assembly of
the Russian Federation one of the
main tasks of the Ministry is develop-
ment of cooperation with the CIS

WWW.RUSCHAM.COM

countries.

In 2005 economic ties with the CIS
countries developed at healthy rates.
The trade turnover (January-
September 2005) stood at 37.2 bln.
USD - a 12.5% growth against the
same period of previous year. The
Russian export to the CIS countries
was valued at 23.4 bln. USD. The CIS
countries accounted for 15,4% of the
Russian overall foreign trade turn-
over.

The CIS markets are important for
us as these countries are consumers of
Russian engineering products. Ma-
chines and equipment make up 1/5 of
the Russian export to the CIS coun-
tries

The Ministry deals with bilateral
trade and economic ties with the CIS
countries and coordinates the issues of
multilateral cooperation, Russia’s par-
ticipation in integration processes on
the territory of the CIS countries.

- What will Russia gain from its
accession to the WTO?
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- As Russia gets around a third of
its GDP through foreign trade opera-
tions it is crucial for the country to
become a full-blown participant of the
international trade. That is why the
talks on Russia’s accession to the WTO
is so important to us. Whilst wanting
to join the WTO, Russia is guided by
its own interests and a desire to be an
equal partner in the modern system of
international trade.

WORS

We think of Russia’s accession to
the WTO as one of the keys that will
help enhance the efficiency of Russian
foreign trade activities in medium and
long term. The WTO membership will
open up new opportunities and create
advantages for Russia. Amongst the
most important benefits are:

1) Formation of more favorable con-
ditions for obtaining access to the in-
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ternational markets of commodities
and services. This can be achieved
through the continuing liberalization
and stability of relations with our
trade partners — WTO members.

2) Access to WTO mechanism on
trade dispute settlement. This mecha-
nism ensures the protection of national
interests (f they are restrained by
partners) and thus removes discrimi-
nation.

3) Creation of conditions for ensur-
ing stability of internal legislation and
transparency of trade policy. This will
allow to enhance the attractiveness of
the national economy for foreign in-
vestments.

4) Realization of immediate and
strategic trade and economic interests.
Russia will be able to obtain this op-
portunity through participation in
multilateral trade talks under the ae-
gis of WTO that will develop new rules
for international trade.

Russia plans to complete an eleven-
year negotiation process on the WTO
accession before the middle of next
year. A large volume of works has been
done to achieve this goal.

The Russian side still needs to com-
plete bilateral talks with 6 countries
(out of 58 participating states) that are
part of the Working group on Russia’s
accession to WTO.

The work on harmonizing the Rus-
sian legislation with the norms and
rules of the WTO is almost finished
now. That means even though Russia
is not a formal member of the WTO yet
it is already operating in the legal en-
vironment developed in compliance
with the WTO standards. We expect to
see a positive effect from this work in
the nearest future.

Let me remind you that Russia is
implementing an unprecedented task
(in terms of both scale and importance)
of transforming once world’s largest
planned economy into the market one.
Joining the WTO is one of the most
important components of this process.
But we are facing a lot of other top-
priority tasks such as overhaul of so-
cial sphere, reforms of natural monopo-
lies and financial system. We have to
implement all these processes in paral-
lel. Though different in scale and con-
sequences these processes require a lot
of attention from both the Russian
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Government and the Parliament.

It should be pointed out that Russia
is striving for openness and transpar-
ency. But this is something that Russia
also expects of its trade partners. The
integration of Russia into the world
economy removes borders for Russian
companies wanting to access interna-
tional markets and for foreign compa-
nies that want to enter into the Rus-
sian market.

Currently Russia is entering the
final stage of WTO accession talks. At
the same time still on the table are
several issues that are most sensitive
to both us and our trade partners. This
is one of those cases when delaying of
talks serves the interests of neither
sides. That is why we have every rea-
son to believe that all the remaining
issues will be resolved soon.

- Which directions of the inter-
national economic  cooperation
spell better prospects for our coun-
try and with which countries Rus-
sia should develop closer ties?

The directions of the international
cooperation and ways of integration of
the Russian economy into the world
economy are defined by existing re-
gional and country priorities of which
the most important are as follows.

First group — traditional partners of
Russia such as the EU (including
enlargement countries), the CIS
states, China, India, Japan and the
Republic Korea. The most distinctive
features of this subgroup (except for
the Republic of Korea) are a long his-
tory and traditions of trade and eco-
nomic cooperation with Russia, high
intensity and diverse character of busi-
ness cooperation, geographical prox-
imity and significant potential for in-
crease of foreign trade turnover etc.

Expanding cooperation with the EU
— the largest trade and economic part-
ner of the Russian Federation is a top
priority. The cooperation with the EU
should be developed on the principle of
Strategic partnership to be based on 4
“common spaces”:

- economic;

- freedom, security and justice;

- external security;

- science and education including
cultural aspects.

These and many other topics of Rus-
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sian — Kuropean cooperation were dis-
cussed during the negotiations with
the European Union leadership that
were held on the 7th of December 2005.

Russia’s cooperation with European
countries will revolve around imple-
mentation of large-scale joint projects
in science-intensive sectors (aviation,
aerospace, nuclear energy); expansion
and enhancement of efficiency of in-
vestment cooperation, intensification
of collaboration in high tech sectors
(attraction of modern technologies and
know-how from developed European
countries for an accelerated moderni-
zation of the national economy).

An important component of Russian
— European relations is the develop-
ment of long-term energy cooperation.
Equally important will be formation of
a network of trans-European and
trans-Eurasian  transport corridors
that will allow to enhance the attrac-
tiveness of bilateral trade and will
help Russia increase revenues from
the export of transit services. In order
to ensure stability and diversification
of Russian foreign trade ties it is nec-
essary to involve more Russian re-
gions, small and medium enterprises
in the Russia — EU cooperation.

Asia’s largest countries such as
China, India, Japan and the Republic
of Korea are very important trade
partners of Russia. But the potential of
cooperation with these countries re-
mains underdeveloped. The strategic
task here is to ensure a higher level of
Russia’s commercial presence in this
most promising region of the world.

Part of the second group of coun-
tries are promising but geographically
remote partners of Russia — countries
of North and South Americas and
South-East Asia. The strategic task
here is to enhance the level of Russia’s
commercial presence in the corre-
sponding countries and regions
(mainly in the markets of the US and
Canada and emerging countries of
Latin America and South-East Asia).
These are relatively new markets for
Russia that hold significant trade and
investment potential.

The third group is represented by
countries — net exporters of raw mate-
rials that boast excessive natural re-
sources. These include countries of
Africa and Middle East. From the
point of view of strategic interests of
Russia the indicated countries are im-
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portant not only as distribution mar-
kets but as a factor for maintenance
and optimization of Russian’s raw ma-
terial exports.

Apart from a prevailing “raw mate-
rial” interest for Russia the countries
of Africa and Middle East are lucrative
markets for the distribution of our
engineering products, different final
products and for implementation of
infrastructure projects (for example in
the area of power generation and wa-
ter management).

It is very important for us to
strengthen our ties with all CIS coun-
tries. The most important CIS trade
partners of Russia are Ukraine, Bela-
rus and Kazakhstan. Russia’s foreign
trade turnover with these countries
stood at over 33 bln. USD in January-
September 2005. These states have
stable and dynamically developing
economies and take a most active part
in the integration processes on the
territory of the CIS countries.

When organizing the work within
the framework of inter-governmental
commissions with the CIS states we
base ourselves on the principles of mu-
tual benefits and propose our CIS part-
ners to consider promising investment
projects many of which are strategi-
cally important for the Russian econ-
omy. One of illustrative examples is
cooperation in development of hydro
energy resources in the Central Asia.
Russia invests significant funds into
the economies of the CIS states — in
2000 — 2005 the volume of Russian
investments into the CIS countries
leapt by 5 five-fold rising from 130
mln. USD to 713 mln. USD.

In the nearest future we plan to
open Russian trade representations in
all CIS countries. The most important
task of the new representations will be
to strengthen and further develop eco-
nomic ties with the CIS countries.

On a regular basis Russia holds
national exhibitions in the CIS coun-
tries. These provide a boost to the
trade turnover and drive the develop-
ment of investment cooperation. In
2005 exhibitions were held in Belarus,
Tadjikistan and Armenia. In 2006 a
national exhibition of Russia will be
held in Azerbaijan.

When talking about multilateral
cooperation it is necessary to point out
that different forms of integration ini-
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tiatives on the territory of the CIS
countries in which Russia takes part
pursue one main objective — develop-
ment of unified economic space with a
free movement of commodities, capital,
workforce, harmonized legislation in
different sectors and customs tariffs.

The development of multilateral
cooperation is done within the frame-
work of the Commonwealth of Inde-
pendent States (CIS), the Russia-
Belarus Union State, the FEurasian
Economic Community (EurAsEC), the
Unified Economic Space and the
Shanghai Cooperation Organization.

On a regular basis the Ministry of
Economic Development and Trade
tracks the status of execution of the
Action Plan on implementation of the
revisions of the Agreement on the de-
velopment of the Union State and
keeps an eye on the realization of the
Action Plan aimed at development and
enhancement of efficiency of coopera-
tion between countries — members of
the CIS in economic sphere in 2003-
2010.

Eurasian Economic Community

The main tasks for development
of the Eurasian Economic Commu-
nity revolve around the formation
of the Unified Customs Tariffs for
EurAsEC, implementation of effective
cooperation of the Community member
states at the WTO accession talks,
harmonization and unification of legis-
lation in the area of non-tariff regula-
tion, competition policy and protection
of domestic markets. In parallel we
conduct work on the development of
energy market of the Community
countries, Transport Union and expan-
sion of cooperation in the real sector of
economy.

Crucial to formation of the Unified
Economic Space will be projects that
will lead to the development of unified
domestic markets in aerospace and
aviation, nuclear energy sectors, mar-
kets of metal products, oil and gas,
foodstuffs and vegetative raw materi-
als, transport services (for example,
aviation transportation, railway tariffs
etc.).
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- A huge amount of work has
been done by your Ministry on the
development of special economic
zones in Russia. Which Russian
regions will be given such a status
and what are the prospects of this
project?

Throughout 2005 the Ministry par-
ticipated in the implementation of a
series of measures that were aimed at
developing special economic zones
(SEZs) and improving the taxation
system.

With the view of creating favorable
conditions for investment activities
and stimulating the production of high
tech products and development of proc-
essing sectors the Ministry drafted
federal bills (were adopted by Russian
State Duma in July 2005) that regu-
late the creation and operation of spe-
cial economic zones on the territory of
the Russian Federation (Federal bills
from 22.07.2005 Ne 116-FZ and Ne 117-
FZ).

In compliance with the adopted
legislation the residents of the SEZs
are provided with tax incentives —
they are exempt from property and
land tax within 5 years since the mo-
ment of registering themselves as SEZ
residents. Residents of industrial-
production special economic zones can
be provided with incentives on income
tax (the residents of SEZs can apply
an accelerated depreciation coefficient
of 2 for the property to be depreciated
and can hope for an accelerated reim-
bursement of their R&D costs and
removal of limitations of loss transfer
to future years). The residents of tech-
nical-introduction SEZs (innovative
and R&D SEZs) will be entitled to use
reduced base rate of unified social tax
(14%). In addition customs breaks will
be provided and favorable conditions
for land use will be created for SEZ
residents.

In November 2005 the Ministry of
Economic Development and Trade and
the Federal agency on management of
special economic zones conducted the
first stage of the contest that will cre-
ate SEZs. From the executive bodies
of 47 Russian regions and municipal
formations we received 72 requests for
creation of special economic zones. Of
these 29 requests asked for develop-
ment of SEZs of a technical-
introduction type. 2 requests (from
Orenburg region and Khanty-
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Mansiysk  Autonomous Okrug -
Yugra) were rejected as the docu-
ments submitted by these two regions
didn’t comply with the Revisions of
the contest documentation.

The members of the contest com-
missions agreed with the conclusions
of expert councils and proclaimed as
winners the requests from Moscow
region (town of Dubna), Tomsk region
(town of Tomsk), Moscow
(administrative okrug Zelenograd)
and Saint-Petersburg. Special eco-
nomic zones of a  technical-
introduction type are expected to be
set up in these regions. Industrial-
production SEZs will be created on the
territory of Lipetsk region (Gryzinskiy
area) and the Republic of Tatarstan
(town of Elabuga).

In compliance with clause 6 of “On
special economic zones in the Russian
Federation” legislation the Ministry
compiled draft resolutions of the Rus-
sian Government on creation of SEZs
of a technical-introduction type on the
territories of the afore-mentioned Rus-
sian regions.

As far as prospects for further eco-
nomic development are concerned it is
obvious that one of the factors that
stalls the development of investment
and business activities in the country
is a high level of administrative-
bureaucratic burden on business that
creates hurdles for market entrance.

Overcoming bureaucratic barriers
is usually a very expensive exercise
for businessmen. We hope the work
that we launched will allow the resi-
dents of SEZs to reduce their costs
related to overcoming these barriers.
The costs of residents of SEZs of a
industrial-production type are ex-
pected to fall by 5-7% and the same
indicator for the residents of techni-
cal-introduction zones could decrease
by 3-5%.

In addition the development of in-
frastructure through the use of budget
funds of different levels will allow to
reduce the costs of investment projects
(for residents of SEZs) by 8-12%. Con-
centration of production facilities in
industrial-production zones and intel-
lectual  potential in  technical-
introduction ones will contribute to
the reduction of production costs by 5-
7%.

According to the calculations of our
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Ministry the creation of one indus-
trial-production zone will allow:

- to attract foreign and domestic
investments to the tune of at least 25
bln. rubles;

- in 5 years’ time after a SEZ crea-
tion the output of a zone will be worth
at least 30 bln. rubles;

- to create 14 thousand additional
workplaces;

- to ensure revenues to the budget
system of the Russian Federation and
extra budgetary in excess of 1 bln.
rubles per annum.

Creation of technical-introduction
(R&D and innovation-oriented) zones
will allow to increase the number of
people engaged in production of com-
petitive science-intensive products
and services by 2.5 fold by 2020.
Thanks to the operation of the resi-
dents of the zones the share of high
tech exports from regions that have
SEZs is expected to rise to 20% by
2020. If the labor productivity at SEZs
were to increase in line with our cal-
culations the wages of the employees
of SEZs could grow 6-fold as compared
to the level of 2004. The increase in
real incomes will contribute to the
expansion of the capacity of the con-
sumer markets in the Russian regions
and will help improve the living stan-
dards of the population on the whole.

In the nearest future the Russian
Ministry of Economic Development
and Trade will submit the results of
the conducted contest that determined
the territories on which SEZs will be
set up to the Russian Government.

- The Russian Ministry of the
Fconomic Development and Trade
Initiated the Implementation of
“Electronic  Russia”  program.
What impact will this program
have on the development of the
Russian market of high technolo-
gies and therr export?

MEKTPOHHAA

% Umw POCCIS

- The state, society and business
will be much better off if they made
the most of the latest technologies.
“Paper” state is becoming a remnant
of the past. “Electronic” state is in
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fashion now. These are the interna-
tional trends. Under the new circum-
stances formation of demand in prod-
ucts of high tech sector by the state is
an effective indirect tool for industry
development stimulation.

The main objective of “Electronic
Russia” federal purpose-oriented pro-
gram is a mass distribution of infor-
mation and communications technolo-
gies in the state and the public life.
We need to change the relations be-
tween the state, society and business
by making the state more open, trans-
parent and accountable.

In all countries of the world the
governments set themselves a task of
enhancing the economic performance
and improving state governance
through a wide use of information and
communications technologies by creat-
ing technological prerequisites for
development of a civil society through
ensuring rights for a free access to
information.

An accelerated growth of technolo-
gies in the private sector of economy
has created a gap between the legal
system, public mentality and techno-
logical realities. Our Ministry thinks
that the legal system needs to be
changed in such a way that the cur-
rent practices of technology use
(electronic interaction between the
state, businesses and citizens) should
be integrated into the legal field. Cur-
rently these are outside legal regula-
tion as electronic forms of interaction
are usually used unofficially.

The Ministry is now working on
compilation of the policy aimed at en-
hancing the quality of state govern-
ance. The Russian Government has
already approved the Concept of the
administrative reform. Our Ministry
has drafted a series of legal acts in the
area of information relation regula-
tion, development of the institutions
of electronic state, standardization of
software etc. These legal acts will be
submitted to the Russian Government
for consideration in 2006.

Development of the high tech sector
including its export constituent is
done within the framework of the im-
plementation of industrial policy and
improvement of the country’s business
climate. A series of measures of the
industrial policy (such as creation of
special economic zones) are under-
taken by the Russian Ministry of Eco-
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nomic Development and Trade as well
as respective ministries of the Russian
Government.

- The activities of the Ministry
of Fconomic Development and
Trade cover a lot of different direc-
tions and it 1s close to impossible
to talk about all of them in one
interview. Since “National Export
today” magazine is a publication
that is dedicated to export topics,
the readers of the magazine will
be interested to know what policy
your Ministry intends to Imple-
ment to this end?

- One of the crucial factors that
could ensure stability and sustained
growth of export volumes is a free or
at least a non-discriminative access of
Russian goods to the international
markets. Our Ministry works hard to
make sure that such an access is
granted to Russian commodities and
services. We work on prevention of an
unsubstantiated creation of trade bar-
riers for Russian competitive export.
We cooperate with our partners on
revision of existing anti-dumping
measures with the view of their lifting
or significant extenuation, liberaliza-
tion of other non-tariff measures in
trade etc.

Anti-dumping measures are tradi-
tional mechanisms that are widely
used to protect domestic markets. Ac-
cording to the data provided by the
WTO anti-dumping measures account
for over 90% of all protective meas-
ures implemented worldwide. The
popularity of these measures is simple
to explain: in terms of their economic
effect they “hit right into bull’s eye” as
the subject of anti-dumping is always
concrete. As often as not the imple-
mentation of anti-dumping measures
is driven by the desire of specific com-
panies to squeeze out a competitor in
the lucrative distribution markets.
Although the procedures for anti-
dumping investigation are clearly de-
scribed in the corresponding legisla-
tion in contrast with other protective
mechanisms anti-dumping measures
may be applied on a selective basis.

The application of anti-dumping
measures is simple if they are used in
relation to the countries whose econ-
omy 1s not recognized as a market
one. In practice, this leads to the
situation when during the course of
the anti-dumping investigation the
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data of enterprises (for example, infor-
mation on calculation of the price of a
commodity which is the subject of in-
vestigation) is not being taken into
account. In this case the investigation
body applies the method for construc-
tion of a normal price of this commod-
ity on the Dbasis of so-called
“surrogate” countries.

The essence of a “surrogate” ap-
proach is the following: the investiga-
tion body calculates the normal price
for a commodity not on the basis of
internal prices provided by the actual
commodity producer but on the basis
of a price submitted by a producer of
similar products in another country.
This “surrogate” country is chosen by
the investigation body for the purpose
of making comparison. As often as
not, under these circumstances natu-
ral competitive edges of the actual
producer of the commodity are not
taken into account. As a result the
constructed price turns out to be
higher (in most cases) than the actual
one and this leads to unsubstantiated
accusations in dumping.

The majority of Russian trade part-
ners do not doubt the market charac-
ter of the Russian economy. However
there exist several states that decline
to recognize the market status of the
Russian economy trying to win over
certain concessions from Russia in
exchange for confirmation the market
status.

Unfortunately up to date many of
Russian exporters are driven by short-
term export objectives and underesti-
mate the possible consequences of
anti-dumping investigations and be-
cause of that refuse to take part in the
corresponding procedures preferring
to redirect their commodity flows. As a
result when determining dumping
occurrence the investigation bodies
base themselves on the information
provided by local claimants and this
puts Russian exporters into a no-win
situation.

I would like to point to the work
that we do on updating the “trade re-
strictions” section of our
www.exportsupport.ru website. Hope-
fully the information that we are going
to put there will help our producers
and exporters to maintain business
ties with their foreign partners more
effectively.

The issue of VAT reimbursement
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during export of commodities is very
important indeed. It is regulated by
clause 176 of chapter 21 of the Rus-
sian Tax Code and is unified for all
payers of the valued added tax (VAT).

Today in order to avoid losses for
the federal budget due to the improper
reimbursement of VAT to unscrupu-
lous tax payers, tax authorities of the
country have to violate VAT reim-
bursement order and deadlines set by
chapter 21 of the Russian Tax Code.
This situation leads to the withdrawal
of significant funds from the turnover
of diligent exporters (that often act as
export arms of large integrated corpo-
rations) and contributes to the wors-
ening of the financial standing of
these enterprises.

On July 22, 2005 the Russian State
Duma adopted Federal bill “On mak-
ing amendments to chapter 21 of the
Tax Code of the Russian Federation
and on recognition of expired individ-
ual revisions of the legislation acts of
the Russian Federation on taxes No
119-FZ”. This bill is directed at im-
proving the existing order of VAT ap-
plication with an aim of reducing the
distraction of financial resources of a
tax payer. The bill envisages the im-
plementation of a series of measures
aimed at simplifying the confirmation
of a tax payer right to the application
of a zero rate of value added tax and
easing the procedures for obtaining
tax deductions. As of January 1, 2006
the taxable base of VAT will cease to
include payments and partial pay-
ments that were made to cover future
commodity supplies (execution of
works and provision of services) that
are taxed at “zero” percent rate.

The bill also implies introduction of
several revisions that will reduce the
tax burden of exporters and will come
into force on January 1, 2007. One of
the revisions proposes abolition of a
separate tax declaration on operations
to be taxed at a zero rate. All opera-
tions are expected to be reflected in a
unified tax declaration.

In addition the Russian Ministry of
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Economic Development and Trade in
partnership with the Ministry of In-
formation Technologies and Commu-
nications, the Ministry of Finance, the
Federal customs service, the Federal
tax service and the Bank of Russia
have drafted the Concept for the de-
velopment of a system of control over
the export of commodities from the
territory of the Russian Federation
and reimbursement of value added tax
(hereinafter referred to as the Sys-
tem).

The System unites the federal bod-
ies of the executive power that partici-
pate within the framework of their
competences and authorities in imple-
mentation of functions of control over
export of commodities from the terri-
tory of the Russian Federation and
reimbursement of VAT.

We have reasons to believe that the
indicated set of measures will contrib-
ute to the timely reimbursement of
VAT in case of commodity exports.

- The year of 2005 was charac-
terized by a positive dynamics of
inflow of foreign investments into
the Russian economy. To a large
extent this was the achievement of
the Russian Ministry of Economic
Development and Trade. Which
steps were taken to speed up this
process and how do you think this
process will be developed?

Frankly speaking the positive
dynamics of investments is the result
of the simultaneous work of several
factors. One of the main factors was
stably high economy growth rates that
were shown by Russia in the last few
years. Foreign investors also name the
macroeconomic stability as one of the
main competitive edges of the Russian
Federation. It goes without saying
that the most favorable price environ-
ment of international raw materials
markets was the main driver behind
impressive economy growth of the
Russian economy. But earlier imple-
mented structural reforms that re-
duced tax burden, lowered adminis-
trative barriers and improved legal
bases in many areas such as land use,
new institutions in financial sector
(deposit insurance, bureau of credit
histories etc.) are also bearing fruit.

If we were to talk about specific
activities that our Ministry imple-
mented in 2005 with the view of
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stimulating the growth of foreign in-
vestments I would point out the fol-
lowing. A lot of work has been done on
perfection of normative acts related to
stimulation of investment activities.
Our Ministry drafted important Federal
bills “On special economic zones” and “On
concessions agreements’ that were
adopted in July 2005.

With the view of developing propos-
als for further improvement of Rus-
sia’s investment climate the Ministry
holds regular consultations with for-
eign investors including within the

framework of its Advisory Council on
foreign investments.

The huge prospects for attraction of
foreign investments into the Russian
economy are confirmed by interna-
tional organizations. Recently A.T.
Kearney — a leading international
consultancy published its survey
which polled the executives of the
world’s largest companies. According
to this survey Russia scored an im-
pressive 6th place in the world in
terms of investment attractiveness
and lagged behind only China, the US,

MARKET ANALYSES:
Electronic Commerce Development in Russia

Electronic commerce is growing
rapidly in Russia due to the increase
in the number of Internet users, re-
cent improvements in the country’s
telecommunications infrastructure
and general economic growth. 90 per-
cent of Russian companies used the
Internet for business in 2004-2005. A
good web site is considered a must for
a reliable company.

More and more companies are go-
ing beyond web marketing and are
investing in online commerce. The
development of e-commerce infra-
structure and the growth of e-sales
present good opportunities for foreign
firms, however according to existing
regulation a reliable Russian partner
is a must.

B2C (Business to Consumer):

In 2004, E-commerce retail sales
were estimated at $660 million (20 %
of all Russian etrade), according to the
National Association of E-Commerce
Participants (Nauet). By the summer
of 2005, Russia counted 4,000 online
stores. B2C commerce accounts for 1
percent of Russian retail turnover,
compared to 14-15 percent in the
United States.

Currently, 80 percent of online
stores are located in Moscow and St.
Petersburg where the Internet pene-
tration rate is the highest. Most e-
retailers require cash on-delivery or
credit card payment.

There are several contributing fac-

tors to a lack of interest in on-line
purchasing:
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- Currently the Internet/computer
penetration rate is only about 7-10
percent.

- There is still a distinct lack of
trust in the banking system and con-
sequently credit cards are not preva-
lent among the general population nor
businesses.

- There is no confidence in the pri-
vacy of virtual transactions.

- The Russian postal delivery sys-
tem is inconsistent.

The following on-line sales sites are
the most popular:

1. www.parter.ru

Product category: tickets to cultural
events

2. www.sendflowers.ru
Product category: gifts, flowers, toys

3. www.planetashop.ru
Product category: PCs, peripherals

4. www.mebeldom.ru
Product category: housewares, furni-

ture

5. www.shinashop.ru

JANUARY 2006

the UK, India and Poland.

We have no intentions to rest on
our laurels and will continue our work
on creation of most favorable condi-
tions for investment and further im-
provement of the investment reputa-
tion of our country. The latter is very
important. A recent survey of foreign
investors showed that foreign compa-
nies that do not currently operate in
Russia scored the Russian investment
climate much lower than it actually
is.m

Product category: Auto parts, cars
6. WWW.vipmir.ru
Product category: Toys, gifts, hobby,

flowers

7. WWW.0zon.ru

Product category: Books, CD, DVD,
VHS, periodicals

8. www.pchome.ru
Product category: Computers and pe-
ripherals

9. www.renins.com
Product category: Financial services

10. www.vigodno.ru
Product category: Food

B2B (Business to Business):

Russian companies are actively
exploring web opportunities in B2B
marketing. In 2004, B2B sales totaled
around $400 million according to
Nauet and are expected to grow expo-
nentially over the next few years. Ma-
jor industrial groups are doing busi-
ness online and have developed e-
commerce projects. Large Russian
corporations are establishing large-
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scale B2B ventures to open new mar-
kets. Metallurgical plants like Sever-
stal, oil companies (TNK-BP, Tatneft),
and energy giants (RAO UES) are
trying to increase operational -effi-
ciency by establishing e-marketplaces.
The number of Internet trading sys-
tems has grown dramatically from
almost zero in 1998 to over 100 in
2005. Most emarket places offer Inter-
net interfaces to trade commodities,
including steel, metals, oil products
and grain. However, privacy concerns
and lack of pricing transparency is
impeding the growth of online trading.

E-government:

Recently, the demand of state or-
ders have become an important force
driving ecommerce development. In-
creased government spending on in-
formation technologies has contrib-
uted to the growth of the sector, as
has more tender offerings for govern-
ment projects and budget-funded pub-
lic schools in rural areas. An impor-
tant Russian government sponsored
program, called "E-Russia” also aims
at increasing the use of Internet tech-

nology in government and education,
and development of the information
and communications infrastructure
across Russia.

The government’s top priorities are
as follows:

* To build a reliable legislative and
regulatory framework for the sector:
(the Federal law on Electronic signa-
ture was signed by President Putin in
January 2002 and a draft Law on
Electronic Commerce is in the State
Duma for approval)

* To provide Internet access to
more Russians and public sector or-
ganizations

* To stimulate investment in the
development of Internet technologies
including support to domestic develop-
ers.

IT infrastructure:

According to J’son & Partners Con-
sulting Group the market for internet
service providers in Russia is expected
to grow by roughly 50 percent to $1.5
billion by the end of 2005, with the
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number of users estimated to reach
9.8 million. The most developed mar-
ket in terms of Internet access is Mos-
cow followed by St. Petersburg and
the Russian Far East regions where
more traffic goes in the direction of
East Asian countries than toward
Moscow. The majority of Russians
(70%) still use dial-up connections. As
disposable incomes rise more people
are getting broadband connections at
home and accessing the web though
their mobile phones. As of Spring
2005, just less than 1 million Russians
were accessing the Internet from their
mobile phones using WAP (Wireless
Application Protocol), and 300,000
used their cell phones as modems.
According to Yandex (a web company)
around 19 million Russians log on to
the Internet at least once a month.

Consequently, interest in IT in
Russia runs very high, and there is
little doubt of the huge potential de-
mand for e-commerce as the standard
of living and disposable income con-
tinue to rise. m

BUSINESS NEWS TICKER

Google, the owner of one of the
most popular search engines on the
Internet, is planning to open a repre-
sentation in Russia in 2006. Google
plans to expand the number of its
employees in Russia that are highly
qualified.

Russian car manufacturer Sever-
stal Avto announced it had signed a
licensing agreement with Italian com-
pany Fiat Auto to produce Fiat cars in
Russia. Severstal is to produce the
Fiat Palio and Fiat Albea models un-
der the agreement. Production of the
two models will begin in 2007 at Sev-
erstal's ZMA plant in Naberezhnye
Chelny, in the Volga republic of
Tatarstan. The ZMA plant produces
the Russian Oka car, but will end pro-
duction of that model in summer this
year. At the end of 2005, Severstal
began producing Korean Ssang Yong
off-road vehicles.

Russian Prime Minister Mikhail
Fradkov has signed a resolution im-
posing anti-dumping duties on
Ukrainian steel pipes. The measure
aims to protect the interests of Rus-
sian producers of steel pipes after the
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Economic Development and Trade
Ministry's anti-dumping inquiry into
exports of the relevant Ukrainian
products to Russia. The new customs
duties vary from 8.9% to 55.3% de-
pending on he type of pipe.

Russian Prime Minister Mikhail
Fradkov signed a resolution dated
December 30, 2005 to lift the export
duty on liquefied natural gas (LNG),
currently 40 euros per tonne. The
resolution enters into effect a month
after its official publication.

Russia's crude exports fell last year
because companies supplied more to
domestic refineries amid higher ship-
ping taxes. Exports last year dropped
1.1 percent to 251 million tons (5 mil-
lion barrels per day), down from 253.8
million tons in 2004, according to fig-
ures from the Industry and Energy
Ministry.

Russia is introducing a special,
permanent duty on January 15 for the
import of car components to imple-
ment projects in the auto sector under
the so-called industrial assembly re-
gime. The corresponding No. 757 gov-

ernment resolution entered into force
on January 15. In order to implement
this regime, enterprises should make
agreements with the Economic Devel-
opment and Trade Ministry for seven
years for existing enterprises and for
eight years for those being set up. The
agreements should state the list of car

components imported at reduced
rates.
Audi increased

car sales through
its official dealers

in Russia 49% from

Auodi
the previous year to

6,115 cars in 2005. The Audi A6
model was the sales leader in Russia,
with 2,357 vehicles sold in 2005, up
47.6% from the previous year. Audi
will offer seven new models in Russia
in 2006. It will start selling the Audi
Q7 in both Russia and in Europe in
March 2006.

Russian-German trade reached a
new high of $32 billion in 2005, Vladi-
mir Putin said at a meeting with Ger-
man Chancellor Angela Merkel. Ger-
many is Russia's leading trade part-
ner and the two countries have forged

10
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close business links, particularly in
the energy sector, where German com-
panies have been quick to sign deals
with Russian energy giant Gazprom.
German utility E.On holds a 6.5%
stake in Gazprom, and is a partner in
the scheme to construct a gas pipeline
from Russia under the Baltic Sea di-
rectly to Germany, bypassing
Ukraine's land-based pipelines. Also a
member of the consortium is chemi-
cals firm BASF, owner German gas
company Wintershall, which also op-
erates the Wingas joint venture with
Gazprom.

Russian Defense Minister Sergei
Ivanov said that Russia would gradu-
ally merge its defense industry compa-
nies into large holdings. According to
his words, a large aircraft manufac-
turing holding, which will combine
both civilian and military components
will be created in future. Ivanov said
such a system could be very effective
for both the Russian defense industry
and the armed forces, because it
would reduce the number of organiza-
tional problems and simplify pricing
policies for different types of military
equipment.

Belarus boosted industrial output
10.4% in current prices to 60.509 tril-
lion Belarussian rubles in 2005. In-
dustrial output in December 2005 was

Feb 1: Oil export duty down to $160.8 per tonne from $179.6 per tonne

16% higher than in December 2004
and 2.1% more than in November
2005.

Companies working in special eco-
nomic zones will be exempted from all
local taxes for five years. Yury Zhda-
nov, the head of the Federal Agency
for Control of Special Economic Zones,
said he would seek further cuts in the
tax burden for companies operating in
such zones. As a first step, Zhdanov
wants to propose to regions that they
prolong tax holidays for companies
working in such zones for another
three to five years.

Russia produced 132.38 million dal
of vodka and alcohol products in 2005,
down 2% from 2004. Production to-
taled 18.74 million dal in December
2005, up 19.4% from December 2004.
Food-grade ethyl alcohol output fell
8.2% to 71.6 million dal in 2005. In
December alone, production was 8.9
million dal, down 1.6% from December
2004. Wine production decreased
18.6% to 31.77 million dal in 2005, but
rose 8.4% to 4.15 million dal in De-
cember. Champagne and sparkling
wine production increased 16.4% to
14.09 million dal in 2005 and grew by
23.5% to 2.017 million dal in Decem-
ber. Brandy plants produced 4.474
million dal of brandy in 2005, up
14.5%. In December alone, brandy
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production grew 42.9% to 704,920 dal.
Output of low-alcoholic products fell
0.4% to 47.43 million dal in 2005, but
grew 9.4% to 4.8 million dal in Decem-
ber.

Direct foreign investment in the
Russian economy more than doubled
in 2005 to $26.1 billion from $12.5
billion in 2004. The country accounted
for almost half of the $50 billion in
foreign investment recipient into the
whole region covering Southeast
Europe and the Commonwealth of
Independent States. The global inflow
of direct foreign investment rose by
29% in 2005, year-on-year, to $897
billion. For the first time since 1977,
Great Britain turned into the largest
recipient of foreign investment ($219
billion), mainly through the merger of
the two halves of oil major Shell -
Royal Dutch Petroleum Company and
the UK-listed Shell Transport and
Trading Company - followed by the
United States ($106 billion) and
China ($60.3 billion). Direct foreign
investment rose by 76% to $408 billion
in the old EU countries and by 36% to
a record high of $38 billion in the
newly admitted EU states. Direct for-
eign investment in developing coun-
tries rose by 13% in 2005 to a record
high level of $274 billion.

UPCOMING EVENTS:

Feb 2: Transaero Finance to offer 2.5 billion ruble 3-year bond

Feb 2: Gazprombank to offer debut 5 billion rubles 5-year bond

Feb 2: Viktoriya Finance to offer 1.5 billion ruble 3-year bond

Feb 6-7: Energy and Coal of Russia Forum in Moscow

Feb 10-11: Russia to chair meeting of G8 finance ministers in Moscow

Feb 16-17: Development of Leasing in Russia Conference in Berlin

Feb 21: Banking on Ukraine Conference in London

Feb 22: Informa & Europa's Russian IPOs Conference in London

Feb 27-28: Central & Eastern European Power Project Conference in Budapest
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BECOME A MEMBER
OF RUSSIAN CHAMBER
OF COMMERCE IN EUROPE

In support of the RusCham's core
activities, which actively work to im-
prove the business environment for
businesses in Russia and Europe, the
Russian Chamber of Commerce in EU
also provides valuable business net-
working opportunities for members.

Russian Chamber of Commerce in
EU serves as a center for assistance
and information, keeps members ap-
prised of rapidly evolving government
laws and regulations, and organizes
meetings for representatives of member
businesses.

RusCham is an information center
that gives much-needed information
and contacts to visiting delegations,
fosters co-operation between potential
investors and established businesses,
and encourages businesses to take ad-
vantage of business opportunities in
the Russian Federation or Europe.

Also RusCham is enabling business

representatives to air their grievances
and create a common agenda of needs
and concerns, to act as one voice in pre-
senting that agenda to the governments
and local business communities enable
member businesses to collectively lobby
for legislative and regulatory changes.

The Chamber's most important as-
sets are its members. They are our cli-
ents, our workforce and our strength.
Our mission is to promote the develop-
ment of commercial relations between
the Russian Federation, EU and the
international community.

RusCham membership is made up
of enterprises and entrepreneurs from
the member states of the European
Union (EU) and the Russian Federa-
tion, which have business activities
with and in the Russian Federation,
NIS and Europe. These members deter-
mine the overall strategy and policies of
the organization.

To become a member of RusCham
please send an e-mail to member-
ship@ruscham.com or contact us at
+421 55 728-967
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ADVERTISE WITH RUSCHAM
NEWSLETTER!

We send our RusCham Newsletter
every month directly to over then
50,000 businesses, government and
professional organizations in Europe,
Russia, CIS and other countries.

Advertisers are responsible for de-
sign of banners, which must be submit-
ted in electronic form to
ad@ruscham.com in GIF format.

For prices for advertisement please visit
http://www.ruscham.com. To reserve your
space or ask questions please contact
us at +421 55 728-9267.

CONTACT US

With any questions concerning
membership feel free to contact us on
membership@ruscham.com. Please
send any comments on RusCham
Newsletter to ad@ruscham.com or lipa-
tov@ruscham.com

Head Office in EU:

Stefanikova 42

040 01 Kosice
Slovakia

Tel.: +421 55 728-9267
Fax: +421 55 728-9269
President Dr. Sergey
Shuklin

USA:

115 Mendham Ave
Suite 1A
Hastings-on-Hudson
NY 10706, USA

Tel.: +1 914 478-7557
Fax: +1 309 276-0783
Head Representative
Mr. Gregory Temkin

San Marino / Italy:

Via 3 Settembre

128/1 Dogava,

Republica di San Marino
Tel.: +378 901-924
Fax.: +378 908-143
Head Representative
Mrs. Galia Ceccoli

Russia:

117335 Moscow

ul. Vavilova 81

Tel.: +7 095 132-7522
Fax: +7 095 132-7526
Head Representative
Dr. Sergey Abramov

Austria:

A-8010 Graz
Langegasse 19
Austria

Tel: +43 316 68 95 56
Fax: +43 316 68 54 87
Head Representative
Dipl. Ing. Mr. Peter K.
Erlach

UK

Olympic Office Centre, 8
Fulton Road

Wembley, Middlesex, HA9
ONU

Tel.: +44 0 7976 364 727
Fax: +44 0 20 8795 2977
Head Representative

Mr. Mark Proskourine

Russia:

101000, Moscow
Chistoprudny blvd.

Bld. 5/10, Suite 214

Tel: +7 095 980-8440

Fax: +7 095 980-8441
Head Representative

Mr. Mikhail Kolesnichenko

Hungary:

Fulemule U. 12-18 2/B
EP. 1121

Budapest, Hungary
Tel.: +36 30 255-6130
Fax: +36 1 395-6613
Head Representative
Mr. George M. Palasthy,
MSec

Serbia and Montenegro

Kraljice Katarine 49
11000 Belgrade

Serbia & Montenegro
Tel: +381 63 544 999
Fax: +381 11 3551 706
Head Representative
Mr. Alexander Perishic

Ukraine:

01032 Kiev

ul. Zhilyanskaya 110.
Ukraine

Tel.: +380 44 234-2725
Fax: +380 44 240-900
Head Representative
Mr. Igor Ort

Latvia:

Mukusalas 42

Riga, LLV-1004,
Latvija

Tel.: +371 7625-733
Fax.: +371 7625-612
Head Representative
Mr. Sergey N. Alexeev

France

Tel: +33 6 60 56 31 57
Head representative
Ms. Anna Koulinsky
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