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Good morning Ladies and Gentlemen,

We at the Dutch ABN AMRO view Russia as a long-term growth market providing many opportunities in the improving regulatory, more stable political and advancing economic climate. The focus is on reform and doubling GDP in 10 years time. The overall economic performance, driven by private consumption and fixed capital spending, is vigorous, while oil prices remain the key element, affecting industrial and services sectors. 

Most analysts expect that economic growth will stay robust over the near term, mainly on current assumptions that oil prices will remain elevated. 

We also notice tangible improvements in some areas: smaller state bureaucracy as a result of administrative reform, incomes and employment are on the rise, middle-class is growing and economic growth is becoming better balanced over the sectors and the regions since early 2003. At the same time, however, dependence on oil and gas has risen since 1998. In Holland we tend to call this “a Dutch disease” development. Nevertheless we believe that the current favourable factors, such as high oil prices, geographical development and strong growth will support and push forward the much needed structural reforms, while in certain key areas the risk of a slowdown can take place. 

The Banking reform remains one of the corner stones for the successful development of the Russian economy. It is still quite underdeveloped and severely undercapitalised. According to the Bulletin of Banking statistics of the Central Bank, there are around 1500 credit organisations in Russia (as of September 1, 2004), out of which around 1300 are operational. The total number of all branches equals around3200 (including 1026 branches of Sberbank), plus over 26000 of additional offices and operating cash offices. Total assets of the Russian banking sector reached US$ 187 bln. The banking sector capital is US$ 27 bln. There is a high concentration within the sector with 30 largest Russian banks holding US$ 150 bln of assets and US$ 21 bln of capital. Thus, the share of these 30 banks is 80%. The top 5 (Sberbank, VTB, Gazprombank, Alfa Bank and Bank of Moscow) alone account for about 45%.

To compare it with the Dutch banking system, which accounts for slightly over dozen banks with total assets of over US$ 2000 bln, and 3 major players accounting for 85%. Banking in the Netherlands has been growing at break-neck pace for a number of years. Much of this lightening growth, despite the relatively large size of the industry considering that the Netherlands is hardly a big country, can be attributed to the success of the Dutch financial institutions abroad. This growth is very much a reflection of the success of just a few of the large Dutch concerns, which make up almost all of the Dutch market. ABN AMRO’s global assets alone reached Euro 632.8 bln as of June 30 2004 with a Group capital of Euro 32 bln.

However, for the Russian market the size itself reflects a lot of more fundamental things. Therefore, a simple increase of minimum capital of the banks will not necessarily enable to solve the other more essential problems. High concentration of retail deposits with state owned banks also slows down the diversification of the banking system and its development.

A number of largest Russian banks still serve their holding company, meaning they do not extend credit to the rest of the economy. 

Despite the assets of the Russian banking sector reaching 42% of GDP and loans amounting to 18% of GDP, banks’ contribution to economic growth is still week. Banks still account for no more than 5% of total investment versus 20-25% in developed and emerging countries, as the overall amount is largely financed by oil and gas majors via internal resources. Economic diversification will therefore be key in allowing the banking sector to diversify its client base and services. Without this, in our view, the role of banks in Russia’s economic growth could remain modest.

The majority of Russian banks lack transparency, international corporate standards, the quality of risk management is quite poor as well as investment portfolio management is far from optimum. 

Historically the Russian banking sector has been one of the least transparent. Thus, it came as no surprise that rumors were enough to create fresh mistrust between banks this summer, stoking tensions in the interbank market that had already been stirred up by a decline in liquidity in the system. This led to a number of banks facing major problems in their overall activities up to revoking of their licenses by Central Bank of Russia; contradictory and provocative media coverage and, as a result, depositors’ run-off. 

Central Bank of Russia took certain measures to calm down the market: they reduced the reserve requirements, supported some of the banks facing difficulties, while bailed out the “problematic” banks and provided guarantees to depositors. That helped to partially restore the situation.

We very much understand the Central Bank is walking on a tight rope in order to maintain the confidence of the public.

However, the tense is still there, particularly with the Central Bank in preparation to announce which banks have been allowed to join the deposit insurance system. If there is even a rumor that a large bank may not be admitted, that’s going to be enough to escalate a new wave of the confidence crisis. In that sense Central Bank’s balanced actions play a crucial role for the stability in the market in the short term.

We think that the Government is carrying a weighted view at the banking system, and certain progress can be seen in the introduction of international accounting standards, according to which all banks are to mandatory report under these standards by 2005. The Central Bank has simplified the rules for mergers and acquisitions, and has introduced more effective bankruptcy procedures. 

An important consequence of tougher conditions in the banking market and the need to develop the retail segment was greater M&A activity. In 2003 Rosbank purchased a network of 350 regional branches from OVK. Another deal involved the Moscow-based Nikoil’s purchase of more than 75% of Bashkortostan’s UralSib. This summer BNP Paribas announced acquisition of 50% of “Russki Standart” Bank – one of the leaders of the Russian consumer lending market. A bit later, mid August 2004, Delta Capital Management announced the sale of its equity stake in DeltaBank to GE Consumer Finance, the global consumer lending unit of the General Electric Company.

Banking consolidation will not only help improve efficiency and ensure better market access, but will also increase a healthy competition with these foreign banks, that show real commitment to the Russian market and have ambitious plans for business development. 

In the Netherlands in recent years the prominence of the country’s large-scale banking model has been bolstered even further by strong M&A activity between banks and insurance companies; it should be noted in particular that the Dutch insurance houses are also amongst the largest in the world. Even though there is little room for further consolidation within the Dutch boundaries – the largest banks are well adapted to the international markets, and have committed to trimming their costs down, and have adopted an aggressively acquisitive stance – this is likely to see them survive the next few years and grow their assets even further.

To illustrate this situation, ABN AMRO positions itself not as a Dutch bank, but as a multi-regional financial institution with European roots and a clear focus on consumer and commercial banking, strongly supported by an international wholesale business. Our business mix gives us a competitive edge in our chosen markets and client segments.

Getting back to the Russian banking sector and the positive trends it goes through, I would like to say that the most notable breakthrough is the deposit insurance system. The system is designed to stimulate the overall banking activity in Russia and increase fair competition among banks. 

We believe that the deposit insurance system will promote more transparency in bank ownership, as well as improve bank’s liquidity, solvency, capital adequacy and discipline in banking operations. And by making it far easier for the Central Bank to take action against banks that fail to meet requirements in substance, if not in form, by excluding them from the system.

On the one hand this can be viewed as an increase of the dependency of the commercial banks on the Government as well as it can set certain “preferences”. But for Russia it’s a crucial measure at this point in time. The system will simply not develop in the right direction without certain tough restrictions. 

It took Holland centuries of being one of Europe’s financial and banking centres to achieve a system that operates freely with little government regulation. Banks established in the Netherlands may engage in a variety of financial services, such as buying, selling, and holding securities, insurance, and real estate.

Russia has it’s own way of developing the banking system. Although it falls far behind the other Eastern European countries in terms of the banking culture as a mass phenomenon, it did not and does not want to go the way of Central Europe with western banks flooding in. That route does have advantages, but it’s not the one Russia has chosen. Generally, foreign players will continue to grow organically. Russia will never lose sovereignty in its banking system, as happened in the Eastern Europe. Corporate clients of many banks are loyal not so much to the institutions, but to its owners. The market offering of the ready-made networks is very limited, and the banking system is strongly segmented. Foreigners’ market share is estimated not to increase 10-15%. 

Currently their market share in the Russian banking sector is 5-6%, and for a number of years that level has remained the same. As of 1st of September there were around 40 entities which are subsidiaries of foreign banks operating in Russia.

Central Bank does not allow foreign banks to open branches, which does not require substantial investment. Instead, they need to set up subsidiaries. Partially this is understandable. On the other hand this puts additional obstacles for the inflow of foreign capital into the Russian banking system.

And above all, Russian banking system demands capital, technology and professionalism that foreign banks can share.

Direct participation in the Russian banking system through the creation of subsidiaries is not the only and often not the principal way for foreign banks to deliver their products to Russian clients. The significance of cross-border bank services keeps growing.

This is quite natural given that it concerns global (Citibank, Deutsche Bank, ABN AMRO) or regional (RZB, HypoVereins Bank) financial institutions whose organisational structure is based on the “product-client” matrix and for whom the country form of business organisation is subordinated and secondary. These banks organise and evaluate the work with major international clients on a global scale summing up the sales of different products by their divisions world-wide.

ABN AMRO ranks among the largest foreign banks operating in Russia. The Bank participated in practically all largest and most significant transactions during the last two years, which importance can hardly be overestimated. To name a few: 

· US$ 1.1 bln 6-year secured amortizing term loan facility for Gazprom (September 2004), where ABN AMRO acted as Bookrunner, Sole Underwriter and Facility Agent. The facility is secured by export receivables under a long-term gas sales contract with the Czech gas utility, Transgas A.S. This is the largest fully underwritten syndicated loan facility by any bank on a sole basis extended to a Russian company since 1998.

· US$ 700 mln 5-year amortizing term loan facility to Rosneft secured by export receivables (September 2004), led by ABN AMRO
· US$ 1 bln loan to TNK-BP, where ABN AMRO acted as Mandated Lead Arranger, documentation bank, security agent, lender of record. ABN AMRO took the lead in this deal inspite of low price, and furthermore “saved” the deal after two other foreign banks stepped out
ABN AMRO is broadening its attention in terms of client perspective to sectors other than oil and gas. The landmark transactions are:

· US$ 300 mln eurobonds for Magnitogorsk Metal & Steel Works (year 2003), where ABN AMRO acted as Joint Bookrunner

· US$ 600 mln 3-year unsecured loan to Mobile Telesystems (year 2004), where ABN AMRO acted as Joint Mandated Lead Arranger

· US$ 300 mln loan for Vneshtorgbank (year 2004), where ABN AMRO acted as joint MLA and bookrunner

· US$ 250 mln 8% bonds due 2009 to Bank of Moscow (year 2004), where ABN AMRO acted as co-manager

In the conclusion, referring to the main theme of the Forum, I’d like to stress once again, that ABN AMRO always believed in its successful business opportunities in Russia, and that is proved with a quite strong historical background of the Bank’s presence in the country, which roots go as far as 1916.

We are highly committed to the Russian market and open for mutually beneficial cooperation.

Thank you
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