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Jlobpwiii Oenw, yeascaemvle Opy3va u Konecu. s mens 6oavuias wecms
8LICIYNAMb HA IMOU NPedCmasumebHoll KOHgepenyuu ¢ 00K1adom 0o
aKoHomuke Poccuu, unu, mounee 2060ps, ¢ 00KIA00OM 0 poau UHCMUMYMOS 8
ousepcughuxayuu sxkoHomuxu Poccuu.

Good morning, dear friends and colleagues. It is a great honour and a great pleasure
for me to make a report at this very high and representative conference. My report
will be devoted to the Russian economy, - or, to be more exact, to the role of
institutions for diversifying the Russian economy.
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= Concept of the Institutions

= Concept of the Diversification of the Economy
= State Development Institutions

» Institutions of Corporate Governance

= Institutions of Financial Markets

» |Institutions of Small Business Support

= |nstitutions of Property Rights Protection

Heckonvko cnog o cmpykmype moezo ooxknaoa. A xomen Ol 6Hauane onpedenums, 4mo moi byoem
NOHUMAMb NOO UHCMUMYMAMU U YO Mbl Oy0eM NOHUMAmMb N0 dusepcudurayuet, a maxdice 06Cyoums
603MOJICHBLE OCCBUSL 20CY0APCMBA 8 YCI0BUSIX CLaDOU UHCMUMYYUOHANLHOU Cpedbl. 3amem s RAAHUPYIO
pacckasams 0 mex usMeHeHUAX UHCIUTMYYUOHATLHOU Cpeobl, KOMOopbie, Ha MO 832150, Ce200HA CIOSAM Ha
nogsecmxke OHa 01 Poccuu. Peub notidem o 20CyoapcmeenHbiX UHCIUMYmax pa3eumus, 00 UHCmumymax
KOPNOpAmMueHo20 ynpasieHus, 00 UHCMumymax UHAHco8020 PolHKA, 00 UHCMUMYMAX NOO0EPHCKU MATO20
OusHeca u 00 UHCMUMYMax 3auumsl npag coOCMEEHHOCHU.

A xomen 661 ymouHums, 4mo OauHwlll O0KIAO 8 CUTY CE0eU KPAMKOCMU He MOJICem NpemeH008amy Ha
UCHepnvIBAOWYI0 XAPaAKMePUCMUKY UHCMUMYYUOHATbHOU cpeodbl 8 Poccuu, pasHo Kak u Ha
ucuepnvl8arowul aHAIU3 6Cex HeoOXOOUMbIX USMEHEHUI.

I would like to say briefly about the structure of my report. First of all I am going to give a
working definition to such notions as the institutions and the diversification of the
economy. Then it will be necessary to discuss the possible state policies in the situation of
the weak institutional environment. After this I shall speak about the main institutional
changes which are, in my opinion, most urgent in the current agenda for Russia: that is,
about the state development institutions, about the corporate governance institutions, about
the small business support and so on.

I would like to mention, that this report is short enough, so it cannot pretend to give an
exhaustive description of Russian institutional environment as well as an overall analysis
of necessary institutional changes.
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Concept of the Institutions

Rules and norms Organizations
facilitating interactions between providing framework
people for interactions

between people

Formal Informal

—

Institutional Environment

Ymo npeonazaemcs noHuMams nOO uHcmumymamu 0 yenetl Haueeo ananuza? Eounozo
00WenpusHanHo2o onpedenenus He cyujecmgyem. Kax npaguio, 8 9KOHOMUYECKOM U NOAUMULECKOM
SA3bIKE UHCIMUMYMAMU HA3b18AI0M TUO0 NPAGUIA U HOPMbL, KAK (hOpMATbHbIE, MAK U HehOPMAbHbIe,
opeanusyrouue 83aumMooeicmeue Mexicoy I00bML: UHCIUMYN NPas cOOCMEEHHOCIU, UHCTRUNYM
upmol, UHCMUMYM KOHMPAKMA, UHCMUMYMbl 3auumsl npas coocmeennocmu u m.o. Buecme ¢ mem
UHCTRUMYMAMU MO2YM HA3bIBAMbCSL U OP2AHU3AYUU, 00ECNeYUsaoujue 63auMo0eicmene Meicoy
JH00bMU, - U MO020a Mbl MOJCEM 2080PUMb O MAKUX UHCTNUMYMAX, KAK OAHKU, OUpicy,
2ocydapcmeentbie UHCIMUMYmul pazgumusi, u m.o. A 6y0y ynompe0Oisims mepmur « UHCMumymsl» 8
000UX 3HAUEHUSIX.

Co80KynHOCHb UHCIMUMYMOG 00pa3yem UHCMUMYYUOHATLHYIO Cpedy.

What are we going to mean by the institutions? In the economic and political
language institutions mean rules and norms (both formal and informal) facilitating
interactions between people. We may then speak about the institution of property
rights, the institution of market, and so on.

At the same time we may apply the term “institutions” to the organizations providing
the framework for interactions between people, so that one can speak about a bank, or
about a stock exchange, or about a state development fund as of institutions. I shall use
the term “institutions” in both meanings.

The sum total of institutions comprises institutional environment.
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w-~Concept of Diversification of the'Economy

* Lowering the share of oil and gas industries in GDP and in export

* Increasing the share of small and medium business in GDP

Which industries should be developed instead of oil and gas:

e traditional with high value added, or
* innovative industries?

Koeoa 2060psim 0 Heobxodumocmu oueepcudurayuy pocCUtiCkoll SKOHOMUKU, 0ObIYHO UMEION 8 BUOY, YMO 8 IMOU IKOHOMUKE CIUUKOM 8eUKA 005
CbIpbesbIX ompaciell, npesicoe 6ce2o MoNIUBHO-dHepeemuyeckux: 00obryu negpmu u 2aza. Beauxa oonsn 6 BBII, éenuxa dona 6 sxcnopme. Coomeemcmeento
no0 dueepcupurayueii umerom 6 8Udy CHudM CeHue 3moti 00U 3a cuem boiee Obicmpo2o pocma opyeux ompacieti. Hnozoa, 2060ps o ousepcuguxayuu.
umerom 6 6udy u Opyaue aCneKmol, - Hanpumep, nosvlueHie 00U manozo busneca ¢ BBII.

TIpu smom ocmaemcsi He MeHee 8ANCHBIIL BMOPOLL BONPOC: KAKUE UMEHHO OMPACIU HA00 paA38ueams hopcuposanto dvicmpo? Jlpyaue mpaouyuonHvie
ompacau IKOHOMUKU, HO ¢ boee 8blCOKOU 006as1eHHOt cmoumocmbio? Mnu sice unHO8ayuoOHHbIe OMPACiu, 3a Komopsimu Oyoywee? Poccust ckionna oamo
8MOPOIL OMEEM: YMEEPICOAemcsl, Ymo Ham HeoOX00UM KyPC Ha NOCMPOeHUe UHHOBAYUOHHOU YKOHOMUKU. Bnpouem, napady ¢ cobcmeento
UHHOBAYUOHHBIMU OMPACTSAMU BO3MOICHO U 6HEOPEHUE UHHOBAYUL 8 MPAOUYUOHHBIX OMPACTISAX.

(Russian GDP was 33 trillion rubles in 2007, or more than 1,3 trillion dollars.)

Why is it necessary to diversify Russian economy? Russian economy depends on oil and gas too
much, these industries have an excessively high share in Russian GDP and export. This is not an
altogether acceptable situation. So diversification implies in our case the lowering of the share of oil
and gas in GDP and in export through the rapid development of other industries. Sometimes the other
aspects of diversification are discussed, for instance, the increasing of the share of small and medium
business in GDP.

(The share of oil export in total Russian export was 38% in January of 2008, the share of all fuel and
energy goods export in total Russian export was 70%.)

But which industries should be developed more rapidly: traditional industries with higher value
added, or innovative high-technology industries? Russia prefers the second variant and declares the
course towards “innovative economy”. In the draft of the Strategy of Long-Term Social and Economic
Development of Russia which is now broadly discussed we can read the following: “By 2020 the share
of high-technology industries and of “knowledge economy” in GDP must reach 17-20% (confront
10,5% in the year 2006- two thousand six).

It should be mentioned, however, that for the truly “innovative economy” the innovations must take
place not only in the new industries, but in the “traditional” industries as well.
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What is the State to Do with the Inefficient

— Institutional Environment?

Ignoring Active Interference: Indirect Support:
(“laissez- * spreading information
faire”) © sy s « tax preferences

* new organizations . .
* implementation of

“best practices”

—
“Institutional Designing “

Obwum mecmom A61Aemcs ymeepicoetue, Ymo 8 nepexoOHolU IKOHOMUKE cladasi UHCIMUMYYUOHATbHAS cpeod, YO ABIAEMCsl, 8
yacmHoCmu, npensimcmeuem u 0ist 6hedpenust unnogayuil. 9mo smo snauum? Kax npasuio, peub udem He npo noimoe
omcymcemeue UHCHMUmymog 6000uje, a npo ux HedxpHEKMUEHOCHb: MO eCMb UHCTUMYIbL CYUECmEYIOm, HO IKOHOMUYECKUe
A2eHmbl HeOXOMHO UCHOIL3YIOM UX — AUO0 U3-3a HEOOCMAMKA UHPOPMAYUL O HUX, TUOO U3-3d BLICOKUX U30EPIHCEK UX
UCNONIL308AHUSA, TUOO U3-3d UX NPOMUBOPEUUs OPYSUM UHCIUMYMAM (8 MOM HUCle NPOMUBOPEYULl MeNCOY POPMATbHBIMU U
HeopmanbHbiMu UHCmumymamu). Bosmooicna u cumyayus, koeoa uHCmumymst npsmo 6peoHbl: U30bImoyHble
AOMUHUCMPamMUsHble 6apbepbl, KOPPYNYusl.

Ymo dondcro Oenamov 20cy0apcmeo, eciiu OHO cyumaem, Ymo UHCMUMmMyYUOHAIbHAS cpe()a neaghpexmusna? Mooxcno Huue2o ne
Oeﬂamb oofcuda}l Umo «PblHOK 6ce paccmasum Ha ceoUu mecmay, HO 9Mmo He /lyttmuu nymb, ubo ons PBIHKA UHCMUmMymoe
00CMamoyHo XapaxkmepHbvl «npoeajlbl pblHKA ), mpe6y}ou4ue UMEHHO eocydapcmseyuoeo emewamenvcmed. Moocno emewusamscs
AKMUBHO U HACAICOAMb HOBbIE urncmumymaosl, NPpURUMAams Heobxoo0umble 3dKOHWbl, coz0asamsb opeaHuzayuu, kKomopbvle 6yc)ym ux
peaiu3zoevlednts. U moorcno mazko CMUMYIUPOBAMb UCNOJIb306AHUE HOBbLX UNU CYUeCmEYIOWUX UHCMUNTY MO8 SKOHOMUYEeCKUMU
azeHmamu :uepes HAI0208ble Ib2OMbl, Yepe3 pacnpoCmpanerue unpopmayuu, yepes Hedperue «1yuuieli npaKmukuy 6 cgepe
OesimenbHOCU Camo20 zocydapcmga.

It is a commonplace idea that the transitional economies have weak institutional environment (which may
hinder in particular the implanting of innovations). But what does it mean “weak institutional environment
“? Total absence of institutions in some spheres? This is doubtful: even if some formal institutions are
absent, we are likely to find the informal ones instead. But the existing institutions may be inefficient. That
is, the economic agents don’t use them or use them infrequently because of lack of information, or because
of high costs of using them, or because they contradict other institutions. That is what we see in Russia.
And some institutions may be directly harmful for the economy (corruption, for instance, or excessive

administrative barriers).

What is the state to do with the inefficient institutional environment? One possible way is to do nothing in
the hope that “the market will manage by itself”. But it is not the best way. Another variant is active
interference: state may adopt new laws, or create new organizations specially to promote new institutions.
And there is also a third, middle way, that is of indirect support: the state may spread information about
the new institutions, or give tax preferences, or implement the “best practices” where it can (for instance, it
may invite independent directors to the boards of directors of state-owned companies).

Both active interference and indirect support of new institutions may be called “Institutional designing”.
Next slide, please



State Development Institutions

Corporate Governance
Financial Markets

Small Business Support

YV V VYV V V

Protection of Property Rights

Tenepb nepeﬁ()e/w K niamu OCHOBHbIM HANPAGIEeHUAM UHCMUMYUYUOHATbHbIX
M3M€H€Huﬁ, 0 KOMOpPbIX 5l HAMEPEH pacCcKa3amab.

Focy()apcmeeuubze uHCcmumymabsl pazeumusl. 4mo 3mao maxoe?

Now let’s turn to the main spheres of institutional transformations. Among them we
may single out:

« state development institutions,

* corporate governance institutions,

« institutions of financial markets,

* institutions of small business support,

* institutions of the protection of property rights.

(Maybe the list is not complete, but these ones are the most important, to my
opinion.)

What are the state development institutions?
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State Development Institutions

Development Institutions (DI):

* specialized state or quasi-state organizations
» task: correcting of market failures

* catalysts of innovations

Financial DI: Non-Financial DlI:
 development banks * special economic zones
e export insurance agencies e industrial parks
 development funds etc. * business incubators etc.

QuHaHCo8ble UHCMUMYMbL PA3GUMUS NPe0OCMAGIAION COPUHAHCUPOBAHUEe Ol NPOEKMO8, KOMOPble 8aCHbL OJi HAYUOHATbHOU
9KOHOMUKU, HO HEOOCMAMOYHO NPUBTEKAMENbHbL 0I5l HACMHO20 OU3Heca. Yuacmue 20cyoapcmea uepes UHCIUMYmul pazeumus 6 mex uiu
UHBIX NPOEKMAX CMAHOBUMCSI NO3UMUBHBIM CUSHATIOM OJIs YACMHO20 OU3HeCa, CHUdICAem UX PUCKOBAHHOCMb U / UNU NOBbIUUAEN UX
0oxoonocmu. Ilpu 5mom uncmumymol pazgumusi He KOHKYPUPYIOM € YaCMHbIMU QUHAHCOBLIMU UHCIMUMYMAMU, d COMPYOHUYAION ¢ HUMU
u dononnsiom ux. 9mo 6auKu pazgumusi, PoHObI PA3GUMUSL, A2EHMCMEA NO CMPAXOBAHUI) IKCHOPMA U Op.

Hegunancosvle uncmumymuol pazgumusi He npedocmasision NPamo2o GuHaHCuposanus 6usHecy, Ho paszgueaion HeooXo0uMyIo OJisl He2o
uHppacmpykmypy, - Kak MamepuaibHyo, max u QUHAHCO8YI0, UHPOPMAYUOHHYIO, KOHCYTbMAYUOHHYIO. DMO, 8 YACMHOCMU, 0CoDble
OKOHOMUYECKUe 30Hbl, NPOMblULIEeHHble NapKU, MexHonapKu, 6u3H€C—MHKy6am0pbl u ()p

This term has become very popular in Russia during the last year, but there is no exact definition for it.
We use the following approach: development institution is a specialized state or quasi-state
organization, created for correcting market failures in a concrete sphere. Such institutions may
promote infrastructure development, or they may work as catalysts of innovations. In most cases
they are basing their activities on private-public partnership principles.

Financial development institutions provide co-financing to the projects necessary for national
economy but unattractive for private business. The state participation in such projects through the
development institutions reduces the risks and increases the return for private business, or at least it
gives a positive signal for private business. These are development banks, development funds, export
insurance agencies etc.

Non-financial development institutions do not provide direct financing to business, but they develop
the infrastructure necessary for it, - the material one as well as the financial, informational and
consulting infrastructure. These are industrial parks, techno parks, business incubators, special
economic zones etc.
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- Jhe Development Institutions in Russia

v The Bank for Development and Foreign Economic Affairs
(Vnesheconombank)

v’ The Investment Fund of Russian Federation

v The Russian Venture Company

v The Russian Corporation of Nanotechnologies

v The Agency for Housing Mortgage Lending

v The Russian Agricultural Bank

v Regional venture funds

v Techno parks, industrial parks, business incubators,
v’ Special economic zones etc.

Kax 6uono uz smozo caatioa, 8 Poccuu cywecmeyem 6onvuioe Koauiecmseo UHCMUMYmos pa3eumus
camulx pasuvix gopm. Hexomopwie uz Hux yoice umerom onviim pabomel, opyaue co30anvl OYKEaAIbHO
6 meueHue nociedHe20 2004 U MOAbKO NPUCMYnalom K ceoeli pabome. MHozue u3 HUx umerom
BHAUUMENbHLLIL KANUmal, usmepsemulii muamuapoamu 0oanapos. Cehepol ux dessmenbHocmu —
camvle pasHvie: U pasgumiue UHHOBAYUOHHBIX ompaciel, kak y BOba, PBK, Pocnanomexa; u
Nn000epIHCKa IKCNOpmMa, U pazeumue 6eHYypHO20 busHeca, u cooeticmaue pazeumuro HCUIuuHou
unomexu; U NOOOEPHCKA MAL020 OU3HeCd, 8 MOM YUCTIe 8 PEeCUOHAX, U NOOOEPHCKA CelbCKO20
xo3aticmed...

Bonvuuncmeo uz nux co30amvl 8 CULY NPAMbIX peuleHull 20Cy0apcmed, ux Kanumaisl Onia4eHbl
npeumywecmeenno cpeocmeamu Poccuiickoii @edepayuu (a 6 HEKOMOPBIX CAYHAAX — C YHACUEM
Cpeocme pecuoHo8 Ul MyHUYURAIbHBIX 00pA308aHUL).

As we can see from the present slide, in Russia there exist a great number of state
development institutions of various kinds. Some of them already have a certain
experience of functioning while others have been created recently and are only
beginning to work. Many of them possess considerable capital amounting to
billions of dollars. They operate in diverse spheres, such as promotion of
innovations, export support, venture business development, promotion of housing
mortgage lending, small business support, financing of agriculture etc.

Most of them have been created by direct order of the state, and their capitals
were provided by Russian Federation (sometimes also from regional and municipal
budgets).
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* Clear definition of the mission, strategy and activities

» Definite criteria and procedures for project selection
* Public-private partnership

» Self-sufficiency without profit maximization

» Systemic approach at the national scale

» State control

» Transparency of activities, etc.

Ipu 6cem paznoobpazuu popm uHCMUMYMO8 pa38UMUs MUPOBOT ONbIM NOKA3bI8AEN, YMO eCb OnpedeieHHble
NPUHYURDL, KOMOPLIX Cledyem NPUOEpHCUSAmbCsl 05t 0becneyeHust 3PhexmueHocmu UHCMUMymos pa3eumusl.

Onu ompadicenvl Ha credyiouem caatoe.

The development institutions may work in quite various forms and ways. But despite this
variety the international experience shows us a very important thing. There exist certain
principles which provide the efficiency of the development institutions. These principles are
enumerated on the present slide, and I would like to underline that in Russia we are trying to
put these principles into life.

First of all, it is necessary to give a clear definition of the mission, strategy and activities of
each development institution, in order to avoid non-profile activities. It is very useful if such a
definition is given in a law or in a government directive.

Second, it is necessary to give definite criteria and procedures (mpocukes) for the
selection of the projects which receive financial support from the development institution.
This must minimize the risk of corruption.

Third, the principles of private-public partnership must be widely used.

Fourth, the financial development institutions must be self-sufficient, but they must not
maximize their profits. (Such institutions do not compete with the private financial
institutions, but cooperate with them and complement them).

I would also mention the necessity of systemic approach to the development institutions at
the national scale in order to coordinate their activities: this will help to cover all the necessary
spheres by different development institutions. It is also necessary to provide efficient State
control and supervision over development institutions as well as transparency of their
activities.
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- Created in 2007 as a state corporation (non-commercial
organization)

- Charter capital of 180 bin. roubles (7,5 bin. dollars)

Instruments of financial Priorities in activity:
support: « infrastructure

* credits « industries

* guarantees « support for exports

* acquiring shares in capital « support for small businesses
* purchasing securities. « environment protection.

I would like to give some details on two Russian development institutions which in
my opinion are the most interesting ones: Vnesheconombank and The Russian
Venture Company.

The Bank for development and external economic activity (Vnesheconombank) is
one of the biggest Russian development institutions with numerous tasks and
functions. It was created in 2007 by a special law in a form of a state corporation
(non-commercial organization). Its charter capital is 180 bln. rubles, or 7,5 bln.
dollars.

Vnesheconombank has the following priorities in its activity:

- Co-financing of infrastructure projects connected with transport, energy,
housing and utilities

- Co-financing of investment projects in such industries as aircraft construction,
shipbuilding, electronics, nuclear industry, transportation machinery, power
engineering machinery, etc.

- Support for small businesses
- Support for exports
- Co-financing of projects connected with environment protection , etc.

Next slide, please

10



= Open joint-stock society with 100% state share

= Capitalization 30 bIn. roubles (1,25 bin. dollars)

= Purposes:

- facilitating venture investment in Russia

- development of the innovative branches of the economy.

= Business model: “Fund of funds”

= Functions:

- selection of the best management companies
- investing into venture funds

- non-financial support of venture business.

The Russian Venture Company (the RVC) was created in order to facilitate venture
investment in Russia and to develop innovative branches of Russian economy. To
my mind, it realizes the principles of private-public partnership and of non-
competition with private business in the most consistent way.

The Russian Venture Company is a joint-stock society with 100 per cent state
share. Its capitalization was of 5 bln. rubles when established in 2006, and by now
it has increased up to 30 bln. rubles.

The Russian Venture Company works like an investment fund which invests into
other investment funds (a “fund of funds” model). It does not deliver financing to
venture companies directly, because it must not compete with the private financial
institutions. The RVC acts otherwise: it selects the best venture management
companies on a competitive basis and contracts them to organize venture
investment funds. 51% of shares of these funds must be bought by private
investors, and after this the Russian Venture Company purchases the rest 49% of
shares, thus stimulating the venture investments.

In addition to this activity the Russian Venture Company is to provide non-
financial support to the venture business in such spheres, as information,
consulting, communications, education.

(Analogues: YOZMA in Israel, CITRA in Finland.)
Next slide, please
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Prevention of the illegal corporate takeovers (“raidership”):

* Elimination of contradictions in the proceedings legislation

* Better regulation of the shareholders’ meetings and of
shareholders’ registry

» Better information disclosure

Flexibility of management in joint-stock companies:
* Recombination of competencies of managing bodies
* Legalization of the shareholders’ agreements

The institutions of corporate governance develop rapidly in Russia during the last 10 years, but
there still exist serious problems. Among them are the “illegal corporate takeovers”, that is
robbing of corporate property; the inflexibility of corporate relations; the weak responsibility of
managers and directors to shareholders.

What is to be done in this sphere? First of all the state must put an end to the practice of the
“illegal corporate takeovers”, otherwise called “raidership”. A set of necessary measures is the
following: elimination of contradictions in proceedings legislation, better regulation of the
shareholders meetings and of the shareholders registry, reduction of the costs of obtaining
information for shareholders and stakeholders. These are clearly institutional problems.

The other problem which hinders the development of Russian companies is the insufficient
flexibility of management in joint-stock companies. For instance, the distribution of
competencies and duties among managing bodies of a company is too rigidly determined by the
law, and it leaves little space to recombine them. But for different purposes the shareholders
may need different systems of corporate management and corporate governance, so it is
necessary to permit the recombination of competencies among managing bodies of a
company.

It is also useful to give the shareholders a legal opportunity to conclude agreements about the
mode they will effectuate their rights (the so-called “shareholders’ agreements”). For
instance, one shareholder promises to another that he will vote at the shareholders’ meetings
according to the demand of his counterparty, and for this the latter will pay to him the
dividends which he is to receive on his shares. Such agreements may regulate the questions
which are not subject to the company charter and thus make the corporate relations more
flexible.

Next slide, please
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Stronger responsibility of the managers and directors:
« for the information disclosure

« for the deals containing conflicts of interests

« for leading the company to a bankruptcy, etc.

Other measures:

* promotion of independent directors

* transparency of information about beneficiary holders
* better regulations of affiliated persons, etc.

The “agent problem” well-known to the economic theory reveals itself in Russian
corporate governance system as a problem of insufficient responsibility of
managers and directors to the shareholders. It is a problem both for the minor
shareholders and for the major ones, as well as for the creditors. Thus it is urgent to
increase the responsibility of the managers and directors to the shareholders and to
the stakeholders for the following violations:

- for not providing the information which is to be disclosed;

- for deals undertaken in the situation of conflict of interests;
- for leading the company to a bankruptcy;

- for a misconduct during the company’s liquidation, etcetera.

Among the other key policy measures in the sphere of corporate governance |
would name the promotion of such an institution as independent directors (for
example the inviting of independent directors to the boards of directors of state-
owned companies). I should also mention the transparency of information about
final beneficiary holders in the joint-stock societies, the better regulating of
affiliated persons, etcetera..

Next slide, please
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Full economic sovereignty in the XXI century
requires having strong domestic financial market

Necessary conditions:

[

High High High
concentration concentration concentration
of supply of demand of financial

of capital for capital intermediation

What is the situation with Russian financial market institutions? The Russian financial market is
developing fast, but it is still smaller and weaker than the leading financial markets, - both in terms of
capitalization and of institutions.

And the XXI century is an age of markets’ globalization. In order to retain full economic sovereignty
Russia needs to possess strong domestic financial market. More than that, it is quite desirable that Russia
should become one of the international financial centers.

There are three necessary conditions for it, and these conditions are closely linked with each other.

Firstly, it is high concentration of the supply of capital. To achieve this goal, the state must provide:
- Tax incentives for the investors

- Openness of financial market for foreign investors

- Financial literacy of the population

- Effective use of the development institutions’ capitals.

Secondly, it is high concentration of the demand for capital. For this it is necessary to reduce
administrative barriers for the companies-issuers, including the innovation companies It is also crucial to
facilitate new financial instruments, including derivatives and securitization instruments.

Thirdly, the market needs high concentration of the financial intermediation in order to provide
interaction between investors and recipients of capital. To achieve this goal, the state must stimulate the
increase of capitalization of national banking system and insurance companies. At the same time the
creation of integrated national stock market infrastructure is crucial. It must be technologically developed
and well-capitalized, and it must include a stock exchange, a clearing house and a central depository.
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» Simplifying market entry for a new enterprise

» Limiting the scope of state control
» Improving access to the infrastructure:
- office spaces
- electricity networks etc.
» Improving the availability of financing:
- state banks and development institutions

- microfinancing etc.

We have mentioned that the diversification of Russian economy implies not only the lowering of the
share of oil and gas in Russian GDP and export through the rapid development of innovation
industries. It also implies the increasing of the share of small and medium business in GDP. But as
it is, the small business doesn't feel very well in Russia. Its share in GDP is only about 17%, and its
share in the total amount of those employed in the economy is just about 7%.

Which institutions for the small business support are to be developed? And which policy measures
can the state undertake in order to facilitate the small business development?

First of all, it is the simplification of market entry: reduction of the administrative barriers for
company registration and licensing.

Secondly, it is the limitation of the scope of state control. For this it is necessary to set up clear
procedures for all possible inspections of the small enterprises (including the tax inspections).

Thirdly, a great part of small companies suffer from the unavailability of the infrastructure.
Improvement of their access to infrastructure will give a significant impetus to their development
. Here we mean non-discriminatory access to electricity networks, availability of office spaces, as
well as the mass organization of industrial parks, techno parks, business incubators and so on.

Finally we should mention the availability of financing for the small business. It may be carried out
through the credit programs of Vnesheconombank and of the banks with state participation. It may
be augmented also through the development of venture financing through the Russian Venture
Company and the regional venture funds. There also exist such new instruments as the regional
guarantee funds and the microfinance institutions.

Next slide, please
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Increasing the effectiveness of the judiciary

Increasing the transparency of the courts
Increasing the independence of judges

Regulating the conflicts of interests

D N N U NN

Obligatory declaring of the incomes, property
and liabilities of the judges

Finishing my report I would like to say a few words about the institutional changes
necessary for the sphere of the property rights protection, that is about the
improvement of the judiciary. The Federal Program “Development of Russian
Judiciary System” adopted in 2007 suggests the following directions of activity:

- Increasing the effectiveness of the judges’ work (the automatization of the
workplaces, the implementation of electronic documentation)

- Increasing the transparency of the courts (creating of web-sites of all courts,
obligatory publication of the courts’ decisions, audio-taping of the proceedings)

- Increasing the independence of judges, including the establishment of more
definite and clear rules of their removal

- Regulation of conflicts of interests (including prohibiting attorneys who are
spouses or relatives of the judges to participate in hearings, obligatory declaration
by judges of all informal requests received on the case prior to proceedings, etc.)

- Obligatory declaring of the incomes, property and liabilities of judges.

- Introducing procedures for out-of-the-court resolution of the disputes.

Next slide, please
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Thank you very much for your kind attention!

Contacts:
Rostislav Kokorev,
Deputy Director of Department of Corporate Governance,
Ministry for Economic Development and Trade
of the Russian Federation
Tel. + 7 (495) 650-83-39
E-mail KororevRA@economy.gov.ru
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That is all I wanted to speak about. Thank you for your kind attention, and I will
be very eager to answer your questions if your have any.
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