BOOKSHELF

Arnaud Leclercq:

Arnaud Leclercq, partner and
Head of the New Markets
division at Lombard Odier
Capital Partners, is also the
author of a book « Russia:
Power of Eurasia ». The book
has recently been published in
France. Now Mr. Leclercq is
discussing with CAPITAL IDEAS
how this country is perceived
by outside investors and what
would be the best way to bring
them here.
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| don't see wh
|[FC would not succeed...

Mr. Leclercq, | suggest we could
start with the most general, but
also a very important question:
what needs to be done to attract
more investment?

There are several aspects. First of
all, in order to attract foreign direct
investment, the FDI, one has to re-
member that a business, or a com-
pany always has a choice to invest
here or there. They can be interest-
ed by Russia, they can be attracted
by Russia, they can see its great po-
tential with so many people living in
it, and see its huge market capabili-
ties, but if they feel that the invest-
ment is not secure, is not supported
by the political power, that there is
too much corruption, or whatever
the criteria are, they would invest
gladly in a country, but - they have
a choice to invest somewhere else.

And what is the second aspect?

The second aspect that Russia is
lacking today, is definitely the access
to capital markets, and the Russian
companies — to bonds and equity
financing and private equity financ-
ing, or investments, and when you
dont have so much liquidity in a
very specific market, and especially
financial market, then you're reluc-
tant to invest, as simple as that.

So - then, creating the interna-
tional financial center in Mos-

cow - is that going to help us get
a better access to capital markets?

| think, Russia has no choice but
to try. Look. If you consider that
the Warsaw stock exchange is
becoming some kind of reference:
in the area, and that some com-
panies have decided to list there..:
By all means, and with all due re-
spect for our Polish friends, Poland
is not the same size of market as
Russia. Now, if the Warsaw stock
exchange has managed to acquire
an image of quality, and serious ap-
proach over all those years, | don't
see why Moscow would not suc-
ceed in that, if it really wants to.

The allocation of resources i§
something that many countries
tend to overlook. Business allocates.
its resources where there are best
conditions in terms of return, but
also in terms of timing, and un-
derstanding, and comfort. Russia
is definitely lagging behind in that
regard and that is probably because
of Russia herself, and because of
maybe of misunderstandings and
misperception in the West of Rus=
sia. In other words, perception and
a number of things are not positive
in the West, but that's probably also
because Russia doesn't help.

Doesn't help - in which sense? It's
not doing enough to promote its
positive image? Or there are real
issues for potential investors?



Moscow

I think, it's a question of image, but
there are other things. If we talk
about Russia, it's also a question of
political stability, and now the situ-
ation is stable, whether someone
likes it or not, and this is a very pos-
itive factor for investors. Yet, there
are also issues of the insecurity of
investments, unpredicted change,
people often think that you work
on something, you decide some-
thing but then the state decides
differently, and whatever they have
managed to achieve is all in vain. |
am not saying it's true, but that's
the perception

So, it's a matter of openness and
image building?

Well, it would be somewhat overly
simplistic, I'd say. Look. Over the
years since the Perestroyka the
liberals in Russia were very open
to the West, but in fact, what the
country received in exchange was
not necessarily very positive in ef-
fect. There was that open door
which was closed by Western Eu-
rope. The West on the one hand
was very happy to see some liberals
and the freedom of economy but
on the other hand it was complain-
ing about the oligarchs and people
stealing and mafia and God knows
what. Everything you could read in
the media in those years was es-
sentially highly negative because of
instability and many other reasons

But now the attitude of the West-
ern media seems to be quite the
same, despite all those years and
the change we've been through....

You know, when order came back
with Mr. Putin at the beginning of
2000-5, it was the resurgence of
Russia as a power, and other pow-
ers do not necessarily like that
Moreover, when after the o/n
President Putin was very open to
the US for cooperation - letting
US flights go over Russia, facilitat-
ing air base issues in Kirgizstan and
Uzbekistan, and so on. But it seems
that what happened after that, was
not well received by Russia. | am
now talking about soft revolutions
in the Ukraine and other CIS coun

tries, missiles being put in Poland
and Czech Republic supposed to
protect those countries from lIran,
which sounds a bit odd to any spe-
cialist, etc, etc. What I'm saying, is
that there are a number of signs
showing that despite the hand
which was given to the West after
the 9/n, the response of the West
appeared to be not exactly positive
in a number of regards. And you get
to understand that Russia’s West-
ern experience is not necessarily as
positive as it could look from the
outside

Now, please don't get me wrong.
I am not here to judge, whether it
is right or wrong, | am not taking
sides, but | am just trying to look at

it from the Russian standpoint, | am
trying to see what happened, how
it works and what the situation is
today

| think one of the points you were
making in one of you recent in-
terviews, is that we mustn't get
overly focused on Western in-
vestment?

| don't think that Asian countries,
the economies like India, like Chi-
na, like South Korea and a num-
ber of other fast-booming coun-
tries would care so much about
the things which Russia is blamed
for today. Russia has clarified-its
frontiers with China, the potential
is there, of course we know that
China is very thirsty for all energy
resources from Russia, but not only,
today these countries are not en-
emies, today it's rather a pragmatic
partnership, trade which would
not necessarily go through the US
dollar, and there are similar things
with other Asian countries. SO on
one hand you have Europe which is
going down, its future is in question
in regards of its currency, in regards
of whether the EU would manage
to survive in its present form, and at
the same time quite the opposite in
the Eastern perspective.
So compared with its relations with
the West, Russia’s relations with
the East are much more favorable
and have much more potential.
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You said the world is really thirsty
for all kinds of energy sources,
but it would be quite unfortunate
if Russia would focus on energy
sector alone. So, as a banker, as an
analyst, which other areas would
you identify as potentially attrac-
tive for investors in Russia?

| wouldn't even know if energy is
really the preferred sector for a for-
eign investor in Russia. | would favor
the consumer market, companies
which are related to that. We have
a middle class that has emerged in
Russia. We have some companies
in retail, smaller supermarkets, the
producing companies in Russia with
a relatively cheap labour and good
knowledge. Their productivity is not
necessarily the highest because of
the old equipment and alchoholism,
but nevertheless — food industry,
and everything which is retail sector
is growing very fast — and that sec-
tor | would favour very much.

How about agriculture?

Agriculture, is indeed, also very in-
teresting. Russia came back last
year especially for wheat produc-
tion to very high levels and became
No2 and No 3 exporter of wheat
in the world, thanks to its cher-
nozyom regions and improvement
of agriculture. And that is also a
geopolitical factor. When you have
countries with a vast population
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like India, which is quite close to
Russia, you can gain key positions
as well in geopolitical terms. There
is, of course, still lots to be done in
terms of reorganization, to go to
levels of the US and Latin America,
like Brazil, for instance. But a lot has
already been done already. Agricul-
ture has great potential in Russia.

Do you think that investing in sci-
ence and technology could be at-
tractive?

Here, again, Russia has no choice,
and the project of Skolkovo in Mos-
cow, and some other are key. It
should take the schools of mathe-
matics and physics. You have basi-
cally three countries which always
come at the top — Russia, US and
France. If you look at the number
of Nobel prizes and other top inter-
national awards, which were given,
especially in theoretical mathemat-
ics — these are the three countries.
Of course, Russia has the brain,
has the capacity... It may have lost
in the last years the level of excel-
lence which used to be there in
the Soviet Union. But | think it has
the potential - let's not forget that
one of the two founders of Google
is Mr. Sergey Brin. Yes, the poten-
tial is there. Now, how will Russia
succeed to attract and keep these
young people — extremely talented,
and demanded people - in Mos-
cow - that's not easy... .

What would you suggest, needs to
be done to keep the brains here?
Creating more R&D centers?

Well, you know, the fantastic suc-
cess of the Silicon Valley and its
equivalent in the Eastern coast
which is in the area of MIT, and
Harvard, and the same way around
Stanford, and San Francisco on
the Western Coast - it is not only
about a nice building... It is impor-
tant, of course, don't get me wrong,
to have a fantastic campus, where
people like to study, but thats
much more than that. It's a spirit
it's money, and | mean money no
only about the infrastructure, it's
also money about having the capi-
tal there, so that these highly tal=
ented people in IT, | genetics, and
usually it's more of a combination
of IT and life science - and this isa
very powerful combination, and its
exactly the future now.

And, mind you, you have so
powerful investors sitting nearby
And when these talented young
people come up with a brilliant
idea, they usually easily find some
money to invest in it. So, it's a kind
of dynamics and a combination @
factors of support, like tax advan-
tage, infrastructure, spirit and capi-
tal invested, which has to be cre-
ated nearby.

It sounds beautiful, but this is a
challenging task...
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supported - technically, politically,
taxwise, and so on, you create the
dynamics. If you don't do that, then
it becomes much more difficult.

How about smaller-scale inves-
tors?

As for the smaller ones - then
there’s the usual thing, there need
to be incentives, infrastructure,
easier legal systems, flexibility,
which, | think, Russia has pretty
much, but still, there is much to
be done. People from the outside
world still believe it is too far away,
too vague, they have no idea whom
they should talk to, and so on....

When you're coming to Moscow,
do you find it a business-comfort-
able environment?
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Well, when you have to drive for
two hours to get from one place to
another, it's not comfortable at all!
And it is very important for a busi-
ness person, especially if he is on a
business trip for a couple of days
and needs to meet as many people
as he possibly can, without wasting
time on traffic jams....

At the same time a positive thing is
that, compared to other countries,
in Moscow people feel safe in the
streets. The hotel infrastructure,
the quality of service you get there
is very good, generally speaking,
the city is very attractive and can
be beautiful.

How about people?

Now, and here | can only talk of
my own experience, people with

whom I've been working here, are
very straightforward, when the
give you a word, they give you a
word, shake-hand and agreement
is usually more important than ai
contract you can sign. In Russia
| know, there were some agree
ments made between people ten
years ago and they are still going
on — without any contract. Though
| am sure, some Western people
have had very bad experiences, but
then — maybe they didn't go to
right people. And that is also a part
of the problem... You see, in Russia
you can really get fantastic busi-
ness experience and next door you
can get it of a much lower, even
disappointing quality. Investors are
usually content with not necessa
ily fantastic, but stable good-qual-
ity level. B
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