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Jlobpuiii Oenw, ysasicaemvle Opy3vs u Koaneeu. s mets 601vuas 4ecmo
8bICMYNAMb HA MO NPeOCMABUMENbHOU KOHepeHyuu ¢ 00KIA00M 00
aKkoHomuke Poccuu, unu, mounee 2060ps, ¢ 00KIa00OM 0 poau UHCMUMYMOS 8
ousepcugpuxayuu sxkoHomuku 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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Outline

= Concept of the Institutions

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

» Institutions of Corporate Governance

» [Institutions of Financial Markets

= |nstitutions of Small Business Support

= |Institutions of Property Rights Protection

Heckonvko cnog o cmpykmype moezo ooxnaoa. A xomen Ovl 6Hauane onpedeaums, 4mo Mol byoem
NOHUMAM®b HOO UHCIMUMYMAMU U 4O Mbl 6y0eM NOHUMAmMb NOO ousepcuguxayuell, a maxice
006Ccyoums 803MOJCHYBLE OeliCMBUs 20CYO0apCmed 8 YCA08UAX CAAO0 UHCIUMYYUOHATILHOU CPeobl.
3amem a nranupyro pacckazamo o mex USMEHEHUAX UHCIMUMYYUOHATLHOU cpedbl, KOmopble, Ha MOl
83271510, Ce200HA cmoam Ha nosecmxe OHa 01 Poccuu. Peub notioem o 2ocyoapcmeeHHbIX
UHCIUMYMax paseumus, 06 UHCTUMYMax KOPRopamueHo20 YRpAaeieHus, 00 UHCIUmMymax
@unanco8020 pbiHKA, 00 UHCMUMYMAX NOO0EPAHCKU MAI020 DU3HeCA U 00 UHCMUMYMAX 3auumsl
npag coocmeeHHoCHu.

A xomen 6b1 ymouHums, ymo OAHHBIL OOKIAO 8 CUTLY C80ell KPAMKOCHU He MOJcem npemeH008ams
HA UCUEPNBIBAIOUWYIO XAPAKMEPUCMUKY UHCIMUMYYUOHATbHOU cpedbl 8 Poccuu, pasHo Kax u Ha
UCUepnvIBarOWUll AHAIU3 6CEX HEOOXOOUMBIX USMEHEHUIL.

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 noHUMAmMs OO UHcmumymamu 0 yenetl Hawe2o ananuza? Eounozo
00uenpusHaHHo20 onpedeneHus He cywecmeyem. Kax npasuio, 6 IKOHOMUHECKOM u
ROIUMUYECKOM A3bIKEe UHCIUTYIMAMU HA3BI8A0M TUb0 NPABUNA U HOPMbI, KAK (POpMATbHbIe,
Max u HeghopmanvHvle, OP2AHU3YIOWUE B3AUMOOCICIEUE MeHCOY TH0ObMU UHCTNIUMYM NPA8
cobcmeeHHOCIU, UHCIMUMYM UpMbL, UHCIMUMYM KOHMPAKMA, UHCTHUMYIMbL 3aWUmyl npaeg
cobcmeennocmu u m.0. Buecme ¢ mem uncmumymamu Mozym Ha3pl6amvCsa u OPeAHU3AYUL,
obecneuugaiowue 63auMo0elcmeue Mexcoy J00bMu, - U Mo20a Mol MOICEM 2080PUMb O MAKUX
UHCMUMYmMAax, Kaxk OauKu, OUpicu, 20Cy0apcmeenHble UHCMUMymsl pa3gumus, u m.o. A 6yoy
VROMPEeOAAMb MEPMUH «UHCIMUMYMBLY 8 000UX 3HAUEHUSX.

Co80KYNHOCHb UHCIMUIMY MO8 00pA3yem UHCMUMYYUOHALLHYIO 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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ma-~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:

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

Koeoa zo6opsim 0 Heobxodumocmu ousepcughurayuul poccutiCKo IKOHOMUKU, 0ObIYHO UMEION 8 6UAY, YMO 8 IMOU IKOHOMUKE CIUUKOM 6EIUKA
Q0151 CHIPLEBLIX OMPACIEN, NPENCOe BCE20 MONIUBHO-IHEP2eMUdecKux: 000viuu Hedhmu u 2aza. Benuxa donst 6 BBII, senuka 005 6 sxcnopme.
Coomeemcmeenno noo ougepcugpurayueti umeiom 6 6udy CHUdICeHUe Mot 00U 3a cyem boee bvicmpozo pocma Opyaux ompacieil. Mnoeoa,
2060psi 0 QueepcuguKkayuu. umelom 8 8udy u Opyaue dcneKmel, - Hanpumep, nogvlueHue 00U Malo2o busieca ¢ BBII.

IIpu s5mom ocmaemcs ne Meree 6aiCHbL BMOPOU 6ONPOC. KaKUe UMEHHO OMPAC HA0 Pa3eueams Gopcuposanno dvicmpo? Jlpyeue
mMpaouyuoHHvle OMpaciu IKOHOMUKU, HO ¢ Dosee 8blcOKOU 006asnenHol cmoumocmuio? Mnu e uHHOBAYUOHHbIE OMPACU, 30 KOMOPbIMU
6yoywee? Poccus cKIOHHA Oamb 6MOpotl OMeem: Ymeepicoaemcs, 4mo Ham HeoOX00uUM Kypc Ha NOCMpoeHue UHHO8AYUOHHOU IKOHOMUKU.
Bnpouem, napady ¢ cobcmeenHo UHHOBAYUOHHBIMU OMPACTAMU 03MONCHO U HEOPEHUe UHHOBAYUL 8 MPAOUYUOHHBIX OMPACIIAX.

(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 Inéfficient

Institutional Environment?

Indirect Support:

Ignoring Active Interference:
(“laissez- « spreading information
Ty * new laws
faire”) « tax preferences

IS ClE IR * implementation of

“best practices”

——
“Institutional Designing *

Obwum mecmom s6s1emcs ymeepicoeHue, Ymo 8 nepexooHoll IKOHOMUKe c1abas UHCIUMYYUOHANbHAS CPedd, Mo
ABNAEMNCS, 8 YACIHOCTU, NPenAmcmsuem u 0 enedpenus unHosayuil. Ymo smo snavum? Kax npasuno, peus udem me
npo noaHoe OMcymemeue UHCIMumymos 6000ue, a npo ux HeIPHEKMUSHOCMb. MO eCMb UHCMUMYMbL CYWecmayiom, Ho
9KOHOMUYECKUE A2eHmMbl HEOXOMHO UCHONIL3YIOM UX — TUOO0 U3-3a HEeOOCMAMKA UHGOPMAYUL O HUX, TUOO U3-3A BLICOKUX
U30epoIcex Ux UCNONb306ANUS, MO0 U3-3a UX NPOMUBOPEYUA OPY2UM UHCIUMYMAM (8 MOM Yucie RPpOmueope uti Mexcoy
GopmanvrviMu u HegpopmansHuiMu uncmumymamu). Bozmodscna u cumyayus, Ko20a UHCIMUMYmMbl RPAMO 8PEOHbL.
U30bIMOUHbBIE AOMUHUCMPATIUGHBLE DAPbEPLI, KOPPYNYUSL.

Ymo 0o11cHO denamsb 20Cy0apcmeo, eciu OHO CYUmaen, Ymo UHCMUmMyYUuoHaubHas cpeda Heagpgexmusua? Moowcno
HU4e2co He 0eramb, OJICH()G}Z, umo «pPblHOK 6ce paccmasum Hd ce60U Mecmay, HO 9mo He leumull nymo, ubo ons PbIHKA
UHCmMmumymoe 00CMAmoyHo XapakmepHrvl «npoeajbl PpblHKAY, mpe6y70u;ue UMEHHO ZOC)/()apcmG‘EHHOZO emeuameilbcmaed.
Mooicho emewusamocsi aKMUBHO U HACANCOAMb HOBbLE UuHCcmumymol, nNPUHUMAMb HeobxoouMble 30dKOHbI, co3z0asamsw
opeaHuzayuu, Konmopbovle 6_)/6)/7)’1 Uux peaiuzoevleams. U moorcno msexo CMUMYIUpoeantb UCnOJIb306aHUe HOBbLX UIU
cywyecmeyrowux UHCmuntymoe SKOHOMUYECKUMU deeHmamu ‘4epe3 Hajlo2oeble 1b20mbl, yepes pacnpocmpanerue
uHgopmayuu, yepes sHeOpeHuUe «yuuLell NPAKMUKUY» 8 chepe 0eamenbHOCNU Camo2o 20Cy0apCcmaa.

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”.
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&=~ Spheres of Institutional Transformations

>
>
>
>
>

State Development Institutions
Corporate Governance
Financial Markets

Small Business Support

Protection of Property Rights

Tenepb nepeﬁdeM K niamu OCHOBHbIM HANpAs1eHUusiM UHCmMUnyyuoHaja1bHsvlx
M3M€H€Hul:i, O KOmopblx s HamepeH paccKkasamao.

Focydapcmeeﬂﬂble uHcmuniymasl pazeumus. 4no smao maxkoe?

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?

Next slide, please



-~ . State Development Instit.utions

Development Institutions (DI):

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

* catalysts of innovations

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

DuUHAHCOBbIE UHCIMUMYNbL PA3GUMUS RPEOOCMABISIONT COPUHAHCUPOBAHUE OJI NPOEKMO8, KOMOPble 8ANCHbI OJis
HAYUOHATLHOU IKOHOMUKU, HO HEOOCMAMOYHO NPUBLEKAMENbHBL OIS HacmHo20 busneca. Yuacmue 20cyoapcmea uepes
UHCIMUMYMbL PA3EUMUSL 8 MeX WU UHbLX NPOCKMAX CIMAHOSUMCSl NOSUMUSHBLM CUSHATIOM OJISl YACIHO20 OU3HECA, CHUNCACT UX
PUCKOBAHHOCMb U / WU NOGbIUAET UX O0XOOHOCTMb. TIpu 5mom uHCmumymol pazgumusi He KOHKYPUPYIont ¢ YacmHbLMu
PUHAHCOBLIMU UHCIUMYMAMU, A COMPYOHUYAIOM C HUMU U OONOAHAIOM ux. Dmo 6anku pazeumus, YoHObl pazeumusi,
A2eHmemea no Cmpaxoeanuio SKCNopma u op.

Hegunancosvie uncmumymot pazeumusi He npedoCmasisiiom npsamo2o QUHAHCUpoeanus OusHecy, HO Pa3susarm HeoOXooumyo
07151 He20 UHppacmpyKkmypy, - Kak MAmepuaibHylo, maxk u QQUHAHCOBYIO, UHPOPMAYUOHHYIO, KOHCYIbIMAYUOHHYIO. Dmo, 6
yacmHocmu, 0cobbie FIKOHOMUYECKUe 30HbL, NPOMbIULIIEHHblIE NAPKU, MEeXHONApKU, 6u3H€C-uHKy6ﬂm0pbl u dp

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.

Next slide, please



- _The 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.

Kaxk euono u3z smozo cnaiioa, 6 Poccuu cywecmgyem 601buioe KOIUYeCmaeo UHCIMUmymos
Pazeumus camvix paznvix opm. Hexkomopwle u3 nux yoice umerom onvim pabomel, opyaue
€030aHbl OYKBAbHO 8 MedeHUue NOCIeOHe20 200d U MOJILKO NPUCMYNAIOM K c8oell pabome.
Mnozue u3 nux umeiom 3HaUUMENbHbIU KANUMA, USMEPAEMbIL MULTUAPOAMU OOANAPOS.
Copepul ux desmenvHocmu — camvie pasuvle: U pasgumue UHHOBAYUOHHBIX OMPACel, KaK y
B3Fa, PBK, Pocnanomexa; u noo0epacka SKCHOpma, U passumue 8eH4ypHo2o busHeca, u
cooeticmaue pasgumuio HCUTUWHOU UROMEKU, U NOO0ePIHCKA MAN020 OU3Hecd, 8 MOM YUcCie
8 Pe2UOHAX, U NOOOEPHCKA CeNbCKO20 XO3ANUCMEd. ...

Bonvuwuncmaeo us Hux coz0anvl 6 cumy npsamMuIx peuleHuil 2ocyoapcmea, ux Kanumaisl
onnayenvl npeumyuwecmseenno cpeocmeamu Poccutickou @edepayuu ((a 6 Hekomopwix
CYHASIX — € yHacmuem cpeocms pecuoH08 Uil MYHUYUNALbHBIX 00PA3068aHULL).

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).

Next slide, please



Principles of the Effective Work

of the Development Institutions

» 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 hopm UHCMUMYMOS8 Pa3gUMUs MUPOBOL ONbIM NOKA3bLEAEM, YUMo eChib
onpeodeyieHHble NPUHYUNDL, KOMOPBIX Cledyem NPUoepHCU8amuvcs 0 obecneyeHus dgh@dexmusHocmu

uncmumymos pazeumusi. OHu ompagicenvl Ha credyiowem ciaioe.

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 (nmpocumxes) 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.

Next slide, please



The Bank for Development (Vneshe_Conombahk)

$0T0 PASBHTHA

- Created in 2007 as a state corporation (non-commercial
organization)

- Charter capital of 180 blIn. 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.
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Russian Venture Company

= Open joint-stock society with 100% state share

= Capitalization 30 blIn. 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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Corporate Governance Institttions in RUSsia (1)

$0T0 PASBHTHA

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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Corporate Governance Institttions in RUsSsia (2)

$0T0 PASBHTHA

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
I 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



Financial Markets Institutidns

Full economic sovereignty in the XXI century
requires having strong domestic financial market

Necessary conditions:

0

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

of capital for capital intermediation

14

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.

Next slide, please
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w~ Institutions for Small Business Support’

» 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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- INStitutions for Property Rights Protection

Increasing the effectiveness of the judiciary
Increasing the transparency of the courts
Increasing the independence of judges

Regulating the conflicts of interests

S 0 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



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

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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