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Agreement on price freeze for socially vital foods extended till May 1 - Agriculture Ministry

An agreement on "freezing" prices for socially vital food products has been extended till May 1, 2008. A corresponding document drafted by associations and unions of agricultural producers and retail firms was signed on January 31, the Russian Agriculture Ministry's press service reports. Prices were fixed at the January 28, 2008, level.
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Stabilization Fund split into Reserve, Welfare funds

Russia's Stabilization Fund of 3.85 trillion rubles ($157.38 billion) as of January 30, 2008, ceased to exist after it was divided into two parts on January 30, January 30. The split led to the formation of a Reserve Fund of 3.069 trillion rubles ($125.4 billion) and a National Welfare Fund of 783 billion rubles ($32 billion).
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INDICATORS

Chief Russian Financial and Macroeconomic Indicators

	
	02.02.2008
	26.01.2008

	Official Exchange Rate of Ruble to Dollar (ruble/$1)
	24.4201
	24.4386

	Official Exchange Rate of Ruble to Euro (ruble/EUR1)
	36.3225
	36.0714

	
	25.01.2008
	18.01.2008

	CBR Forex and Gold Reserves ($bln)
	479.4
	478.4

	
	2008
	2007

	Consumer Price Index (%)
	+11.9
	+11.9


	Official exchange rate
	RTS INDEX
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EVENTS IN THE COMING WEEK

	Country
	Date
	Event

	Russia
	04.02
	CB raising refinancing rate to 10.25% from 10%

	Russia
	05.02
	EGM - TGK-13

	Russia
	06.02
	Merrill Lynch press conference on investment in 2008

	UK
	07.02
	BoE Interest Rate Decision

	UK
	07.02
	Industrial Production

	EU
	07.02
	ECB Interest Rate Decision
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HEADLINE NEWS

Digest of Headline News

*** An agreement on "freezing" prices for socially vital food products has been extended till May 1, 2008.


A corresponding document drafted by associations and unions of agricultural producers and retail firms was signed on January 31, the Russian Agriculture Ministry's press service reports. Prices were fixed at the January 28, 2008, level.

*** Russia's Stabilization Fund of 3.85 trillion rubles ($157.38 billion) as of January 30, 2008, ceased to exist after it was divided into two parts on January 30.


The split led to the formation of a Reserve Fund of 3.069 trillion rubles ($125.4 billion) and a National Welfare Fund of 783 billion rubles ($32 billion) Pyotr Kazakevich, deputy director of the Finance Ministry's department for international financial relations, state debt and state financial assets, told the press.

*** The Central Elections Commission has denied registration as a presidential candidate to ex-Prime Minister Mikhail Kasyanov.


Registration was denied to Kasyanov after the Central Elections Commission checked lists of voters' signatures in support of Kasyanov as a presidential candidate, and uncovered 13.36% of invalid signatures, which is nearly three times more than the 5% allowed.

*** The export duty on oil rose to a record $333.8 per tonne effective February 1 from $275.4 per tonne.

*** The state is nominating Gazprom Chief Executive Alexei Miller, Russian Prime Minister Viktor Zubkov and Russian Economic Development and Trade Minister Elvira Nabiullina for election to the gas giant's board of directors at its annual general meeting, a source familiar with materials drafted by profile agencies told Interfax.

*** Gazprom will begin preparing a feasibility study for the development of the Chayanda oil and gas condensate field, to include development of the natural gas resource and the oil rims, Yakutia President Vyacheslav Shtyrov said.


"Gazprom in 2008 has to receive the license for Chayanda, begin preparing the feasibility study, perform additional exploration and lay out the routes for transporting [the gas]," Shtyrov said at a session of the inter-departmental commission on drawing up the economic development strategy for the regions, which was held at the Regional Development Ministry on January 29. "Practical work at the field will begin in 2008 and gas will begin flowing in 2013," Shtyrov said.

*** Gazprom Export General Director Alexander Medvedev and OMV CEO and Executive Board Chairman Wolfgang Ruttenstorfer signed an agreement to jointly develop one of the leading European natural gas trading floors Baumgarten in Vienna on January 25.

*** RAO UES has postponed the sale of the state share package in the TGK-4 territorial generating company until March 25, UES spokeswoman Margarita Nagoga told Interfax.


The decision followed "a motivated request by an investor interested in buying TGK-4 shares and consultation with other interested parties," Nagoga said.

*** ArcelorMittal is buying a number of coal mining assets in Russia, some of them from Severstal, for a total of $720 million, the world's biggest steel maker said in a January 31 statement.


ArcelorMittal is buying 97.59% of OJSC Shakhta Berezovskaya and 99.35% of OJSC Shakhta Pervomaiskaya, both of which mine coking coal in the Komi Republic.

*** The supervisory board at Sberbank Russia has confirmed five new members of the management board: Stanislav Kuznetsov, Viktor Orlovsky, Olga Kanovich, Denis Bugrov, and Anton Karamzin, bank president and CEO German Gref told journalists on January 29.

*** Peugeot Citroen and Russia's Kaluga region January 29 signed an investment agreement on the construction of a EUR 300 million assembly plant which will eventually produce up to 150,000 cars per year.

*** Russia's Altimo, which consolidates Alfa-Group's telecommunications assets, has finalized the sale of a 50% stake in Alfa Telecom Turkey Ltd. to British Virgin Islands-registered company Nadash International Holdings Inc., Altimo said material addressed to the U.S. Securities and Exchange Commission.


Alfa Telecom Turkey Ltd. owns a 13.22% stake in Turkish cellular provider Turkcell.

COVER STORY

Agreement on price freeze for socially vital foods extended till May 1 - Agriculture Ministry


An agreement on "freezing" prices for socially vital food products has been extended till May 1, 2008.


A corresponding document drafted by associations and unions of agricultural producers and retail firms was signed on January 31, the Russian Agriculture Ministry's press service reports.


Prices were fixed at the January 28, 2008, level, one of the participants in the event told Interfax. The move owes to inflationary processes and the general growth of food prices, the participant said.


Since the signing of the first agreement on a price freeze in the middle of October 2007, food prices grew by 9.9%, according to the Russian Statistics Committee (Rosstat).


Prices for agricultural produce used in food production also went up.


The signatories to the second price deal include the Russian Poultry Union, Dairy Union, Butter and Fat Union, Bakers' Union, Flour Union, Union of Milling and Grocery Companies and retail networks.


The list of food products for which prices will not be raised remains unchanged: wheat and rye bread, milk with the content of fat not lower than 1.5%, kefir with the content of fat not lower than 1%, sunflower oil, and eggs.


The agreement, signed on October 24, 2007, fixed prices for socially important foods at the October 15, 2007 level.

Stabilization Fund split into Reserve, Welfare funds – ministry


Russia's Stabilization Fund of 3.85 trillion rubles ($157.38 billion) as of January 30, 2008, ceased to exist after it was divided into two parts on January 30, January 30.


The split led to the formation of a Reserve Fund of 3.069 trillion rubles ($125.4 billion) and a National Welfare Fund of 783 billion rubles ($32 billion) Pyotr Kazakevich, deputy director of the Finance Ministry's department for international financial relations, state debt and state financial assets, told the press.


The structure of the Reserve Fund as of January 31, 2008 was as follows: $56.43 billion, 38.21 billion euro and 6.31 billion pounds sterling.


The structure of the National Welfare Fund as of January 31, 2008 was: $10.42 billion, 12.73 billion euro and 1.39 billion pounds sterling.


The Stabilization Fund account will be closed in the coming days, Kazakevich said.


Russia began formation of the Stabilization Fund in 2004. In the first month it totaled 106.3 billion rubles. Initially it received the windfall revenue stemming from oil prices greater than $20 per barrel. The threshold price was raised to $27 per barrel in 2006. The Fund was to be used to cover budget deficits should oil prices fall below $27 and for other purposes if the Fund's balance exceeded 500 billion rubles. It was used to retire Russia's external state debt and to cover a shortfall in the Pension Fund.


The Reserve Fund will accumulate oil and gas windfall revenue, made up of the mineral resources extraction tax on oil and gas and the export duty on crude oil, gas and refined product. It may be used to finance budget spending and to retire external debt as necessary.


The National Welfare Fund will receive the funds that would otherwise accrue to the Reserve Fund when the latter reaches the level of 10% of GDP. The National Welfare Fund may be used in particular to co-finance voluntary pension contributions.


The two Funds will acquire dollars, euro and pounds and be held on account at the Central Bank of Russia, and will also be invested in a number of financial instruments denominated in those currencies.

Kasyanov denied registration as presidential candidate


The Central Elections Commission has denied registration as a presidential candidate to ex-Prime Minister Mikhail Kasyanov.


The decision was made at the Central Elections Commission's meeting on Sunday, an Interfax correspondent reports.


Registration was denied to Kasyanov after the Central Elections Commission checked lists of voters' signatures in support of Kasyanov as a presidential candidate, and uncovered 13.36% of invalid signatures, which is nearly three times more than the 5% allowed.


Thus, four registered candidates will continue the presidential race: Dmitry Medvedev, nominated by the United Russia party, Gennady Zyuganov of the Communist Party, Vladimir Zhirinovsky of the Liberal-Democratic Party and Andrei Bogdanov, an independent candidate and leader of the Democratic Party of Russia.


The Russian presidential election is due to take place on March 2, 2008.


The decision by the Central Elections Commission to deny registration as a presidential candidate to ex-Prime Minister Mikhail Kasyanov will not be appealed with the Supreme Court, Kasyanov's representative Konstantin Merzlikin has said.


"I don't think we'll turn to the court. This is my personal opinion," Merzlikin told the press on Sunday after the Central Elections Commission made the decision to deny registration to Kasyanov.


"This is part of the vertical system of authority. It's difficult to find a law-based solution," Merzlikin said, explaining his position.


Asked whether Kasyanov's supporters are withdrawing from the political struggle Merzlikin said, "We will continue the struggle."


When asked whether reports claiming that Kasyanov knew in advance about the Central Elections Commissions denial of registration, Merzlikin said, "It is a wrong version."

OPINION

Russian economy at risk of overheating


A slowdown in international economic growth is more likely than recession and although the risk of upheaval on financial markets remains high it will not have a defining impact on economic growth in Russia. This is the opinion expressed by Sigma analysts at an Interfax press conference on January 31.


The major risk is that the Russian economy will become overheated, they said.


"From our point of view, U.S. economic indicators are not of the catastrophic nature, attributable to a recession. Current macroeconomic indicators cause mixed impressions: growth in 2007 was 2.2% and in the fourth quarter - 0.6%, investment and export are growing, but at the same time the crisis in the housing sector and consumer spending data are cause for concern," Leonid Grigoryev, the president of the Energy and Finance Institute fund, said.


"The most likely scenario is a slow down in the world economy not recession," he said. "The risk of upheaval on financial markets remains high, just as the threat of it being caused by the panic of investors, consumers and governments."


"The impact of the crisis on the Russian economy will probably be limited," he said. The main contribution to an increase in demand for oil in the world comes from China and India. "Amid a limited world oil supply, a tense demand and supply balance, geopolitical instability in the Persian Gulf, the average price forecast for oil this year remains somewhat higher than in 2007," he said.


Commenting on a possible reduction in the influx of capital to the country, Grigoryev said that in the last months "emerging markets" suffered the consequences of tensions on the financial markets of developed countries much less.


"With high prices on raw material goods and an influx of capital, it can with a rather high likelihood be said that the influence of the world financial crisis will not have a defining impact on Russian economic growth," Grigoryev said, voicing the opinion of the Sigma analysts.


"The main threats to stability and stable development of the Russian economy are of a domestic and long-term systematic nature, linked with the weakness of public and political institutes, which do not provide adequate communication with society, and the weakness and volatility of economic institutes," he said.


"The immediate risks to the Russian economy are not very great," said Evsei Gurvich, the head of the Economic Expert Group. Because of Stabilization Fund reserves "the Russian economy will not feel changes to oil prices even in a wide range," he said.


The problems "are not mid-term, but long-term in nature and linked with the economic policy inside the country," Gurvich said. The proposed measures to reduce inflation are "slight compared with the problem," he said.


"The fundamental reason for inflation is the overheating of our economy," Gurvich said. Domestic demand is growing at a very high pace and investment is insufficient to satisfy this, leading to a significant rise in imports. Other signs of overheating are high inflation and fast foreign debt growth through companies' foreign borrowing.


It is necessary to "limit credit expansion and follow an efficient budget policy," Gurvich said. To solve the problems of an overheated economy, you "have to pay with slower economic growth," he said. "China followed that road, but we do not even discuss such measures," he said.

Russian inflation worrying - Greenspan


The rate of inflation in Russia, which has worried Russian authorities in the past year, has also given cause for alarm to U.S. financial guru Alan Greenspan.


The former head of the U.S. Federal Reserve was quoted by one of the participants in a teleconference with Greenspan, which was part of a forum organized by Troika Dialog in Moscow, as saying that the constant growth of inflation in Russia was worrying.


Greenspan said that high oil and gas prices were driving the Russian ruble upward. He said that both the energy sector and other productive forces in Russia need to have an impact of the ruble's rate.


He added that inflation in Russia was already into the double-digits, is slowing down the Russian economy. Greenspan said that it was impossible to sterilize the financial market owing to the immense size of the country's energy sector.


Greenspan complemented the recent strides of Russian economy saying that Russia has been developing well as shown in its GDP growth.


Russian inflation in 2007 came to 11.9% against the government and Central Bank's plans to keep it within 7%-9% in comparison with 9% in 2006 and 10.9% in 2005. In January 2007, despite the government's steadfast attention to this issue and attempts to offset price growth through administrative measures, inflation continued to accelerate, coming to an estimated 2.3%-2.4% in the month.

FORECAST

UC Rusal forecasts 7-8% annual growth for global aluminum demand


Global demand for aluminum will grow 7-8% annually in the next few years, UC Rusal director for international and special projects Alexander Livshits said on January 31 at a forum organized by investment bank Troika Dialog.


"Demand for aluminum will grow by 7-8% per year, and we are happy with this," he said. Demand from Asia is expected to remain strong for both aluminum and aluminum products, he added.


Livshits UC Rusal's major projects included the construction of the Boguchany and Taishet aluminum smelters. The company also plans to start production in coming months at the Alscon smelter in Nigeria, the launch of which was postponed several times last year.


Commenting on the company's resource base, Livshits said Rusal has enough of its own alumina, and "there's also enough for export."


He said Rusal is tackling the issue of electricity supplies for existing and future smelter capacity by entering into long-term contracts for supplies and with its own generation assets.


"We are looking for energy assets throughout the world. When I go on a business trip, my boss tells me the word "coal," and with this word I get on the plane," Livshits said.


Commenting on the global financial crisis, Livshits said he "does not share the idea" that Russia is an "island of stability."


"There is one island - Cuba, everything else is part of the big mainland. If there is a draft somewhere, everyone gets a chill," he said.


However, the crisis will not last long, as the United States is taking the right steps to tackle it, Livshits said.

OVERVIEW

Hybrid debt could save smaller Russian companies


One of the main trends on the debt market in 2008 will see second- and third-tier borrowers turning to hybrid debt instruments, particularly convertible bonds, analysts and market players said.


In the current climate, only very strong borrowers can place ruble bonds, and only in rare "windows of demand," market players said. Therefore, most offerings of regular bonds will come from top-tier issuers.


"If we see an influx of first-tier issuers with a rating of BBB on the primary market, these placements will simply suck the liquidity from the market, and there will simply not be any money left for borrowers in the second or third tiers. And there are no foreign investors on the market right now: most left in December and the rest in early January," the head of ruble debt syndication at Renaissance Capital, Eduard Dzhabarov said.


The chief bond market analyst at MDM Bank, Mikhail Galkin said that for the time being primary placements will only be possible within the bounds of the Lombard list, outside of which everything will be very sluggish.


"For ruble market to fully recover, it is necessary for banks to resume borrowing on foreign markets in previous amounts. This will probably happen no earlier than in six months," Galkin said.


Therefore, with the public debt market closed to most issuers, with the exception of top-tier companies, borrowers in the second and third tiers will more actively resort to instruments where the bond risk is combined with an investor's right to benefit from the growth of a company's market capitalization.


"Companies in the second-third tiers will either turn to bank loans or try to offer investors illiquid private placements with high coupons and short durations, as well as bonds with an equity upside, that is, convertible bonds and bonds with warrants. This to a large degree will be the perimeter of Eurobonds. Funds, in principle, have money and an interest in such deals," Galkin said.


Bonds with warrants are a combination of regular bonds and warrants to buy shares. The realization of the warrant does not mean the expiration of the bonds. Warrants can be both detachable and undetachable from the bond.


Convertible bonds give investors a choice of either viewing the security as purely a bond with the stipulated yield or of converting it into shares on the agreed date.


"Interest is currently shifting toward hybrid products that combine a bond and equity - bonds with warrants, convertible bonds or equity participation notes. These products make it possible, on one hand, for companies to raise money and, on the other, for investors to not only earn a fixed income (which is usually slightly lower than on a standard bond), but also get an equity upside if the company grows. For such products there is demand, and these products can be placed now," the head of debt instruments at Troika Dialog, Pavel Sokolov said.


Such instruments are a good option for companies that plan to carry out an initial public offering in two or three years, he said.


"For example, a company was growing fairly rapidly, however, now access to capital markets is closed to it but it needs financing. It cannot issue simple bonds, doing an IPO is too early, because the company realizes that it could grow by another 2-3 times. Then the company can borrow money and share part of the upside (capitalization growth) with the investor. But in this case the investor assumes a certain risk," Sokolov said.


He said both Troika and global investment houses working in Russia are currently preparing such deals. Such deals will especially be conducted by financial sector companies, such as banks and factoring companies, for whom entering the bond market is especially difficult at present, he said.


A source in the syndication department of a major investment firm said that convertible bonds will be the main trend on the debt market in 2008. Two deals by development companies are currently being prepared, he said.


"The first precedent was the paper of Teorema, issued in the course of a private placement last year ahead of the company's IPO. These were illiquid CLN with a warrant. But since the IPO was cancelled [in December 2007], now they can't calculate the share price for the realization of the warrant," he said.


The main buyers of bonds with an equity component are hedge funds. Potential investors in such instruments have a great many such offers from companies in the EMEA (Europe, Middle East and Africa) region, so they are very selective.


Galkin said that this year more and more second- and third-tier issuers will be psychologically ready to place convertible bonds or bonds with warrants.


"Before, interest rates were too low, so such instruments were of little interest to most. Now, this is one of the only ways for a second- or third-tier company to place public debt at an acceptable rate," Galkin said.


Another market source said UniCredit Aton and financial corporation Uralsib are preparing deals with convertible bonds, including private ones.

POLITICS. ECONOMY

Russia should buy businesses abroad – Medvedev


First Deputy Russian Prime Minister Dmitry Medvedev said Russia should buy more businesses abroad, the same way as China has done, to reduce technological dependence on foreign equipment.


One of the ways to reduce technological dependence on imported equipment is "to acquire foreign enterprises both directly and through participation in joint stock capital," Medvedev said at the forum of industrialists and entrepreneurs in Krasnodar on January 31.


"This is a very important task. The majority of large nations have been practicing this and some countries, such as China, have been practicing this rather intensively. And we could do the same," Medvedev said.


"It will make it possible to re-equip Russian enterprises, enhance their production, diversify investment and gain new markets," he said.


Another major task is to improve the quality of economic growth, he said. "It is known that innovation in technological solutions currently amounts for more than half of all production costs in major world corporations,"  he said.


"We should consider and implement an approach for providing more efficient integration between science and production. There are still many problems in this area," he said.


Medvedev said improving the efficiency of budget spending in order to support and develop critical technologies, fund research centers, develop programs of fundamental and applied research in state academies and other institutions is an additional "extremely important task."

Russian int'l reserves rise to $479.4 bln


Russia's international reserves rose $1 billion from $478.4 billion to a new record high of $479.4 billion in the week to January 25, the Central Bank said.


The international reserves are the same reserves that the Central Bank described as "gold and foreign-exchange reserves" until the middle of September.


They consist of highly liquid financial assets at the disposal of the CB and Russian government, including foreign currency, monetary gold, special drawing rights, the reserve position at the IMF and other reserve assets.

Russian money supply grows 9.1% to 13.3 trln rubles in Dec - CB


Russian M2 money supply (national definition) rose 9.1% to 13.272 trillion rubles in December 2007, the Central Bank said on its website.


M2, defined as total cash in circulation (outside banks) and balances in the domestic currency on accounts of resident non-financial organizations and individuals, increased 47.5% over the twelve months of 2007, compared with growth of 48.8% in 2006. M2 stood at 8.996 trillion rubles on January 1, 2007.


M0 money supply grew 9.7% to 3.702 trillion rubles in December. M0, which was 2.785 trillion rubles as of January 1, grew 32.9% in 2007.


Non-cash money supply rose 8.9% to 9.570 trillion rubles in December and grew 54.1% in 2007. This aggregate was 6.211 trillion rubles as of January 1.

Inflation in Russia to total 2.3%-2.4% in Jan 2008 – Statistics Agency


Inflation in Russia will be 2.3%-2.4% in January 2008, according to Federal Statistics Service (Rosstat) estimates, Vladimir Sokolin, the Rosstat chairman, said at a news conference in Moscow on January 30.


"We estimate inflation in January at 2.3%-2.4%," he said. The official inflation figure for January will be published next week.


"It's a high inflation level, but January traditionally has been a top month for that indicator," he said, adding that it is mainly due to introduction of higher tariffs in that month.


Inflation in January 2007 was 1.7%.


Rising food prices, particularly on dairy products, continue to drive inflation, he said.


Inflation in February will be "significantly lower" than in January. "It will definitely be less than 2%," he said, but did not make a more specific forecast.


The fact major retailers have put a price freeze on a number of food staples hasn't had an impact, he said. "Naturally they compensate the frozen prices by hiking prices on other products," Sokolin said. The measure is best viewed as assistance to lower-income groups, he said.


Meanwhile, food prices worldwide are forecast to continue rising, he said. The European Union's possible cancellation of meat subsidies may also have an effect. The EU's earlier cancellation of subsidies on milk and dairy products is thought to have contributed to rising prices on those products.


Rosstat together with the Economic Development and Trade Ministry is monitoring the situation on the market so that the government can make a timely response.


If the market had been monitored better last year, the measures needed to respond to rising food prices worldwide could have been adopted, Sokolin said.

Russia’s GDP grew 8.1% in 2007 – Statistics Agency


Russia's GDP grew by 8.1% in 2007, as compared with 2006, the Federal State Statistics Agency (Rosstat) said in a statement on January 31.


Economic growth last year significantly exceeded forecasts by analysts and the Economic Development and Trade Ministry. The consensus forecast compiled by Interfax put GDP growth at 7.5%, while the Economic Development and Trade Ministry estimated 7.7%-7.8%.


GDP growth was the highest since 2000, when growth was 10%. For comparison, GDP was up 7.4% in 2006, 6.4% in 2005 and 7.2% in 2004.


Russia's nominal GDP in 2007 amounted to 32.9886 trillion rubles.


The largest growth was in construction (16.4%) and wholesale and retail trade.


The Economic Development and Trade Ministry forecasts GDP growth of 6.6% in 2008. The consensus forecast compiled by Interfax at the end of January calls for growth of 7.2%.

Gross value-added by type of economic activity in 2007 
(% to previous year):

	
	2007

	Agriculture, forest products
	3.1

	Fishing, fisheries
	1.9

	Extractive industries
	0.3

	Manufacturing
	7.9

	Electricity, gas, water supply
	-0.3

	Construction
	16.4

	Wholesale, retail; repair of motor vehicles, 
household goods, personal items
	12.0

	Hotels, restaurants
	12.0

	Transportation & Communications
	7.6

	Finance
	11.4

	Real estate operations, leasing and services
	10.4

	Govt administration, national defense; mandatory 
social security
	7.7

	Education
	1.0

	Health care, social services
	2.8

	Other public, social and personal services
	10.5

	Indirectly measured financial intermediation services
	12.7


Russian industrial growth in Jan highest since Aug 2006 - VTB Europe


Growth in Russia's industrial sector in January was the highest since August 2006, VTB Europe said in a press release.


The supply managers' index calculated by the bank rose to 55.3 points in January, its fourth monthly gain in a row.


"The latest data indicates sustained rapid growth in the Russian industrial sector in January, continuing the trend seen throughout the fourth quarter 2007. The index increased thanks to stronger domestic and export orders and strong growth in employment. However, the spike in purchasing and factory prices show that inflationary pressure will remain a major challenge in the current year," VTB Europe's chief analyst Dmitry Fedotkin said.


An index over 50 points shows an increase in activity in the manufacturing sector and an index below 50 shows a drop in business activity. The index is based on monthly surveys of more than 300 Russian companies.

Russian producer prices grow 25.1% in 2007, way above expectations


Russian producer prices rose 25.1% in the full year 2007 after growing 10.4% in 2006, the Federal State Statistics Service (Rosstat) said on January 29.


Analysts told Interfax that they thought prices would grow 22.2% in 2007.


Producer price growth was almost double consumer price growth, which was 11.9% in 2007. This is sure to add to inflationary pressure in 2008.


Producer prices in December 2007 rose 3.7% year-on-year, although analysts had forecast 1.2% growth. December's growth was driven mainly by a 10% increase over November in prices for mineral products (up 52.3% year-on-year), including 12.4% for crude oil and associated gas and 5.8% for the liquefaction and regasification of natural gas for transportation.


Manufacturing sector prices rose 2% in December compared with November 2007 or 17.9% year-on-year, including 25.6% for kerosene, 7.5% for diesel fuel, 5.2% for construction petroleum bitumen and 5% for automobile gasoline.


Chemicals industry producer price growth was driven by increases of 10.1% for synthetic rubber, 4.5% for fertilizers and nitrous compounds and 3.1% for other inorganic chemicals.


However prices fell 7.5% in the copper industry, 4.4% for lead, zinc and tin, 4% for other nonferrous metals (titanium sponge, nickel and nickel roll) and 1% for cold-rolled and steel.


Prices fell 0.7% in power generation, transmission and distribution in December compared with November, but rose 13.3% year-on-year.


The latest consensus-forecast for producer price growth this year is 14%.

Fixed capital investment in Russia soars 21.1% in 2007, above expectations


Fixed capital investment in Russia soared 21.1% in the full year 2007 to 6.419 trillion rubles, the Federal State Statistics Service (Rosstat) said on January 29.


Analysts told Interfax they thought investment would rise 19.8% in the year. The Russian Economic Development and Trade Ministry, in a forecast revised towards the end of 2007, said it thought investment would rise 20%.


Investment grew 24% year-on-year in December to 1.123 trillion rubles - again much higher than the 19.3% growth forecast by analysts.


December is usually the biggest month for investment, and investment in December 2007 was 64.2% higher than in November 2007.


Last year's investment grew at practically double the rates seen in previous years. Fixed capital investment rose 13.7% in the full year 2006, including 16.9% in December. It rose 10.9% in 2005, 13.7% in 2004, 12.5% in 2003, 2.8% in 2002, 10% in 2001 and 17.4% in 2000.


Analysts said in a consensus-forecast at the end of December that they thought investment would grow 16.5% this year. The Russian Economic Development and Trade Ministry is forecasting 14%-growth.

Federal tax revenues jump 25% in 2007


Federal taxes and dues administered by the Federal Tax Service in 2007 grew 24.9% compared to 2006 to 3.748 trillion rubles and tax revenues of the consolidated budget of Russian territories 31.5% to 3.613 trillion, a Federal Tax Service statement says.


Overall Russian consolidated tax revenue grew 28% to 7.36 trillion rubles, from 5.748 trillion rubles in 2006.


State extra-budgetary funds received 1.283 trillion rubles, up 26.4% from 1.015 trillion rubles in 2006.


Thus, overall revenue in the Russian Federation, administered by the Federal Tax Service, rose 27.8% in 2007 to 8.643 trillion rubles, from 6.763 trillion rubles in 2006.


VAT paid on goods and services in Russia rose 50.4% to 1.39 trillion rubles, and VAT on goods and services imported from Belarus rose 26.2% to 34.3 billion rubles. Tax Service and Finance Ministry officials said in September 2007 that they thought only 1.1 billion rubles of the 1.373 billion rubles in VAT returns targeted by the 2007 federal budget would be collected due to a higher volume of rebates, after rebates on capital construction were accelerated in 2006; and the switch to refunding VAT to exporters by application in 2007.


Taxes and other dues, and royalties payable on mineral resources only grew 4% in 2007 to 1.235 trillion rubles, of which the federal budget received 1.157 trillion rubles and regional budgets - 77.8 billion rubles.


Natural resources extraction tax (NRET) returns grew 3% overall to 1.197 trillion rubles, including the oil NRET - 3.1% to 1.071 trillion rubles. Growth in the collection of these taxes, which was 28% in 2006, slowed last year due to the introduction of tax holidays for fields in East Siberia and reduced rates for ageing fields.


Excise returns rose 14.4% in 2007 to 289.9 billion rubles, including 108.8 billion rubles for the federal budget and 181 billion rubles for regional budgets.

Russian retail sales grow 15.2% in 2007


Retail sales in Russia rose 15.2% to 10.758 trillion rubles in 2007 compared to 2006, including a year-on-year increase of 16.7% to 1.229 trillion rubles in December alone, the Federal State Statistics Service (Rosstat) reported.


Registered trading organizations and individual entrepreneurs accounted for 85.8% of retail sales in December 2007, while markets accounted for 14.2%, compared to 81.1% and 18.9%, respectively, in December 2006.


Registered outlets and entrepreneurs accounted for 84.7% of retail sales in the full year 2007, while markets accounted for 15.3%, compared to 80.3% and 19.7%, respectively, in 2006.

Russian unemployment up to 6.1% at end Dec - Rosstat


Unemployment in Russia was 6.1% as of the end of December, up from 5.9% at the end of November, the Federal State Statistics Service (Rosstat) said.


The number of jobless people grew by 120,000 to 4.57 million during December. The number of jobless people rose for the fifth month in succession, from 4.264 million (5.7%) in August.


Unemployment is calculated according to International labor Organization (ILO) methods.


Russia had 1.533 million registered unemployed at the end of December, compared with 1.498 million at the end of November. Of these, 1.3 million received unemployment benefit.


The work force totaled 75.3 million or 53% of the population at the end of December.

CIS

Ukrainian state debt up 10.2% in 2007


Ukraine's state direct and guaranteed debt increased by 10.2% or $1.622 billion to $17.572 billion in 2007, the Finance Ministry said on its web site.


State debt declined 1% or by $173 million in December.


The 2008 budget caps the debt at 85.96 billion hryvni, up from a cap of 75.45 billion hryvni in 2007.


The exchange rate on January 28 was 5.05 hryvni/$1.

Belarus GDP up 8.2% in 2007 – Belarus PM


Belarus' GDP went up 8.2% in 2007, Belarusian Prime Minister Sergei Sidorsky said at a meeting at the Belarusian Statistics and Analysis Ministry on January 30.


The GDP growth was previously estimated at 8.1%.


Sidorsky also said industrial production in Belarus went up 8.5% in 2007.

Belarussian trade deficit widens 44% in 2007


Belarus had a foreign trade deficit of $2.4 billion in 2007, including a visible trade deficit of $4 billion, Prime Minister Sergei Sidorsky said on January 25 at a EurAsEC summit in Moscow.


Belarus had an overall foreign trade deficit of $1.663 billion in 2006, compared to a surplus of $164.6 million in the previous year, so the deficit widened by 44% in 2007.


"2007 was not an easy year for the economy of Belarus, as for other EurAsEC countries as well. General global negative trends of higher prices for resources, materials and agricultural products, and the deteriorating situation on the currency market played their role," Sidorsky said.


These processes resulted "in the growth of the foreign trade deficit, which amounted to $2.4 billion in 2007; inflation was 12%," he said.


These trends "did not make it possible to fully realize the goals of the state's socioeconomic development," he added.


Belarussian Economics Minister Nikolai Zaichenko said in mid-December that the country's trade deficit could reach $2.38 billion in 2007. The ministry had previously forecast a deficit of $2 billion or less.

Georgia’s trade deficit widens 45% in 2007


Georgia's foreign trade deficit widened by 45% to $3.977 billion in 2007 from $1.235 billion in the previous year.


The trade turnover grew 39.9% to $6.457 billion, as exports rose 32.5% to $1.240 billion and imports jumped 41.8% to $5.217 billion, the country's statistics department told Interfax.


Trade with fellow CIS countries grew 29.6% to $2.323 billion, and trade with the European Union rose 36% to $1.807 billion.


Georgia's top export commodities in 2007 were ferroalloys with 12.9% of total exports, ferrous scrap metal with 7.8%, and copper ore and concentrate with 6.4%. Imports were led by crude oil and oil products with 10.7% of the total, cars with 7.1% and natural gas with 5.6%.

Azerbaijan sees money supply double in 2007


Money supply in Azerbaijan doubled in 2007 to 4.4 billion manat, the National Bank of Azerbaijan told Interfax.


Cash accounted for 2.71 billion manat of the money supply, and non-cash resources amounted to 1.69 billion manat, up 106% and 104%, respectively.


Broad money supply totaled 5.9 billion manat on January 1 2008, up 71.6%.

Tajikistan’s foreign debt up almost 30% in 2007


Tajikistan's foreign debt was $1.12 billion as of January 1, 2008, which is a 29.3% increase from January 1, 2007, the Tajik Finance Ministry said in a release.


The debt amounts to 30.2% of the country's GDP, says the release.


"The main cause of the growth is the 11 loan agreements, whose total value amounts to $154.3 million, which were signed in 2007," says the release.


The main creditors of Tajikistan are the World Bank (some $400 million), the Asian Development Bank (some $300 million), and the International Monetary Fund ($44.4 million), which are implementing in the republic a number of projects aimed at developing its infrastructure and improving its business environment, and also to help with the reform of the country's taxation and accounting systems.


Among Tajikistan's leading creditors are China ($216.7 million) and Uzbekistan ($63.6 million). China is conducting several projects in Tajikistan for the construction of highways and power lines.

Lithuania economy expands 8.7%


Lithuania saw its GDP grow 8.7% in 2007, according to preliminary figures, to 96.68 billion litai in current prices, the Statistics Department told Interfax.


Per capita GDP rose 9.3% to 28,600 litai.


GDP was largely linked with an increase in value added production in agriculture, construction, wholesale and retail trade and telecommunications, a spokesman for the department said.


GDP grew 7.9% year-on-year in the fourth quarter to 27.16 billion litai.


The country's central bank predicted GDP growth of 8.1%.


Economy Minister Vytas Navickas was cited earlier as saying that GDP would increase 10% in 2007 to 95.4 billion litai in current prices, which corresponded with the Finance Ministry's forecast.

COMPANIES & MARKETS

ENERGY & RESOURCES

Export duty on crude oil hit record $333.8 per tonne Feb 1


The export duty on oil rose to a record $333.8 per tonne effective February 1 from $275.4 per tonne.


The export duty on light oil products increased to $237.2 per tonne from $197.8 per tonne and the duty for heavy oil products rose to $127.8 per tonne from $106.6.


The export duties will be in effect through March 31, 2008.


Prime Minister Viktor Zubkov signed the resolution on the new export duty levels on January 14.


The government adjusts the export duty on crude oil and product every two months based on the price of Urals blend on world markets in the preceding two months.

Russian ministry: Oil price to rise to $74


The Russian Economic Development and Trade Ministry has revised upward its forecast for the oil price to $74 a barrel for 2008 and $62 a barrel by 2010, a senior ministry official said on January 28.


"The dynamics of world prices for oil is pointing considerably higher up, and, despite all the uncertainty and all the risks, we expect that even up to [20]10 oil prices will be higher than those included in the budget and in the forecast approved in April," Andrei Klepach, head of the ministry's Macroeconomic Forecast Department, told reporters in Moscow.


Klepach was speaking after a meeting of a government commission for budget proposals.


"For 2008, the oil price has been accepted at $74 a barrel, and before that it was $53, and further on, even if one takes into account a decrease in the price, the forecast is higher now and is $62 a barrel by [20]10," he said.

Transneft comes up with new ESPO deadlines


Transneft has come up with new deadlines for the launch of the first section of the East Siberia - Pacific Ocean (ESPO) oil pipeline, Russian Deputy Economic Development and Trade Minister Kirill Androsov told reporters on January 31.


Corresponding letters have been sent to profile departments, he said.


In late November 2007, Transneft's board reported a more than 25% backlog in welding and assembly work by contractor firms. As a result, the total length of the pipeline built to date is more than 700 km shorter than planned.


Transneft suggests postponing the launch of the first section of the ESPO till September 2009, a source in a profile department told Interfax.


Designed to deliver crude from Siberian oil fields to promising Asian-Pacific markets, the ESPO project is to be carried out in two stages. The first stage stipulates the construction of a 2,400-km pipeline between Taishet (Irkutsk region) and Skovorodino and an oil terminal on the Pacific coast with a holding capacity of 30 million tons a year.


During the second stage, the pipeline is to be lengthened from Skovorodino towards the Pacific coast. A separate branch to China with a pumping capacity of 30 million tons per year is also being considered.

State nominates Miller, Zubkov, Nabiullina for Gazprom board – source


The state is nominating Gazprom Chief Executive Alexei Miller, Russian Prime Minister Viktor Zubkov and Russian Economic Development and Trade Minister Elvira Nabiullina for election to the gas giant's board of directors at its annual general meeting, a source familiar with materials drafted by profile agencies told Interfax.


Other candidates are a former property relations minister, Farit Gazizullin; the Russian president's special envoy for international energy cooperation, Igor Yusufov; Russian Industry and Energy Minister Viktor Khristenko; Andrei Dementiyev, a deputy Russian industry and energy minister; and Yury Medvedev, deputy head of the Russian Federal Property Agency.


Gazprom's board has not altered for four years. However Germen Gref left his post as economic development minister in order to chair Sberbank at the end of last year. IN addition, Dmitry Medvedev is running for the Russian presidency and has said that "whoever becomes president cannot combine this with another post, according to acting legislation."

Gazprom to begin work on Chayanda in 2008 – Yakutia head


Gazprom will begin preparing a feasibility study for the development of the Chayanda oil and gas condensate field, to include development of the natural gas resource and the oil rims, Yakutia President Vyacheslav Shtyrov said.


"Gazprom in 2008 has to receive the license for Chayanda, begin preparing the feasibility study, perform additional exploration and lay out the routes for transporting [the gas]," Shtyrov said at a session of the inter-departmental commission on drawing up the economic development strategy for the regions, which was held at the Regional Development Ministry on January 29.


"Practical work at the field will begin in 2008 and gas will begin flowing in 2013," Shtyrov said.


Transfer of the license to the field to Gazprom on a no-bid basis has been virtually decided, he said.


Gazprom will likely get to develop the oil rims in the field as well as the gas. Rosnedra had planned to auction the oil rims separately.


"The field will go as a whole, the way it is. I don't think they'll divide it up. Gazprom will receive the oil and the gas," Shtyrov said.


Chayanda holds 42.5 million tonnes of recoverable C1 oil reserves, 7.5 million tonnes of C2 oil reserves, 379.7 billion cubic meters (bcm) of C1 gas reserves and 861.2 bcm of C2 reserves.


The government designated Chayanda and another 30 major fields in the unassigned fund as strategic. The government may award the license to such a field without a tender.


Creation of a gas production center in Yakutia has been slowed pending amendments to the law on subsurface resources concerning the strategic fields. Formation of a federal reserve of gas fields eliminates the uncertainty in regard to those fields, Shtyrov said.


The development strategy for the regions includes creation of a gas production center in Yakutia. The program targets increasing production in the republic to 34 bcm a year by 2020 from 1.6 bcm this year. Gas processing capacity will also be built in the region.

Gazprom, OMV sign cooperation agreement


Gazprom Export General Director Alexander Medvedev and OMV CEO and Executive Board Chairman Wolfgang Ruttenstorfer signed an agreement to jointly develop one of the leading European natural gas trading floors Baumgarten in Vienna on January 25.


The document envisions broader cooperation between Gazprom, which will receive a 50% stake in the Central European Gas Hub, and OMV. The two companies are to jointly use major gas storage facilities in Austria and neighboring European countries.


Medvedev praised the way Gazprom's cooperation with the Austrian company has been developing over the past 40 years and emphasized the importance of the agreement signed between the two to boost the stability of Russian gas supplies to Europe.


Ruttenstorfer described the agreements as an important step in developing bilateral cooperation.

ELECTRICITY PRODUCTION & DISTRIBUTION. NUCLEAR POWER

Russia grows uranium reserves 28,000 tonnes in 2007


Russia grew its geological uranium reserves by 28,000 tonnes in 2007, Anatoly Ledovskikh, the chief of the Federal Subsurface Resources Agency (Rosnedra), told a press conference.


"The 28,000 tonnes have already been listed with the GKZ [State Reserves Commission]," Ledovskikh said.


He said 16 licenses were issued to mine approximately 400,000 tonnes of uranium in 2007. Licenses have still to be allocated for deposits containing 835,000 tonnes.


"We have a lot of viable uranium properties, particularly in the Trans-Baikal, Trans-Ural, Chukotka and Kalmykia regions," Ledovskikh said.


Rosnedra plans to allocated 1.3 billion rubles for uranium exploration in 2008, compared with 1.086 billion rubles in 2007.


The Russian Atomic Energy Agency (Rosatom) allocated a further 2 billion rubles. "I haven't seen this year's figures yet, but when I spoke to [Rosatom chief Sergei] Kiriyenko we talked about funding by Rosatom rising to 7 billion-8 billion rubles," he said.

RAO UES postpones TGK-4 share sale until March 25


RAO UES has postponed the sale of the state share package in the TGK-4 territorial generating company until March 25, UES spokeswoman Margarita Nagoga told Interfax.


The decision followed "a motivated request by an investor interested in buying TGK-4 shares and consultation with other interested parties," Nagoga said.


The placement of additional shares by TGK-4 will be timed to coincide with the sale of the state package.


The original deadline for bids to buy the shares was January 28.

Vasily Zubakin named general director at HydroOGK Management Company


Vasily Zubakin has been appointed general director at OJSC HydroOGK Management Company effective January 26, the company said in a statement.


The board of directors approved the appointment at a meeting on January 25. Zubakin replaces Vyacheslav Sinyugin.


Following the merger of the hydroelectric stations to OJSC HydroOGK, which was under the control of the management company, there was no longer a need for Sinyugin to head both companies.


Zubakin had been Sinyugin's deputy at HydroOGK.


With the merger of the hydroelectric stations into HydroOGK, the management company's function has become mainly technical. In particular, it is the issuer of 5 billion rubles in HydroOGK bonds placed in July 2006.

METALS & MINERALS

Russia ups steel output 2.2% in 2007


Russia raised crude steel output 2.2% in 2007 to 72.388 million tonnes, the Federal State Statistics Service (Rosstat) said.


Converter steel output fell 1.1% to 41.209 million tonnes and electric steel output grew 18.6% to 19.291 million tonnes.


Pig iron production fell 1.6% to 51.522 million tonnes.


Finished roll production was up 2.4% to 59.634 million tonnes, including growth of 2.3% to 25.634 million tonnes of flat products and 2.5% to 33.609 million tonnes of long products. Stainless steel production fell, by 1.9% to 109,000 tonnes.

ArcelorMittal spending $720 mln on Russia-based coal assets


ArcelorMittal is buying a number of coal mining assets in Russia, some of them from Severstal, for a total of $720 million, the world's biggest steel maker said in a January 31 statement.


ArcelorMittal is buying 97.59% of OJSC Shakhta Berezovskaya and 99.35% of OJSC Shakhta Pervomaiskaya, both of which mine coking coal in the Komi Republic.


The company is also buying Severstal's Severnaya coal enrichment plant, which is attached to the Berezovskaya mine; controlling stakes in three ancillary transport, maintenance, repair and energy supply enterprises; and the rights to the Zhernovsyaya-3 coal field.


Severstal said in a statement of its own that it was selling these assets for $650 million. "This is a good deal for Severstal, allowing us to focus on the development of existing, strategically important assets, as well as invest new coal projects," Roman Deniskin, General Director of Severstal Resurs, was quoted as saying.


In addition, ArcelorMittal said it was buying 100% of the OJSC Skahkta Anzherskaya mine from an unspecified seller. One of the parties to the transaction told Interfax that this mine was owned by a company affiliated to but not owned by Severstal.


All of the transactions are subject to regulatory approvals, ArcelorMittal said.


"We are pleased to be acquiring these mines which will provide an important and competitive source of coking coal supplies for our steel production, raising our self-sufficiency from 10% to 15%. This acquisition also helps ArcelorMittal establish a presence in Russia, a fast growing market for steel production," the release quoted Lakshmi Mittal, President and CEO of ArcelorMittal, as saying.

Severstal plant to resume full operations by end of week


Severstal's Cherepovets Iron & Steel Works will resume operations in full by the end of the week, the company quoted Anatoly Kruchinin, the plant's director, as saying in a press release.


A fire at blast furnace No 5 at the Cherepovets at 11:20 a.m. on January 31 resulted in the death of a Severstal employee and injury to two others. Operations at the blast furnace were suspended following the fire, pending an investigation.


Early indications are that the fire may have been the result of the dispersal and subsequent ignition of the furnace's roofing material caused by the opening of the third Cowper stove in the upper part of the furnace. No explosion occurred at the furnace, Severstal has said.


Kruchinin said that a solution had now been found which would enable the furnace to resume operations as early as this weekend and so minimize the consequences of the accident.

FAS permits UC RUSAL to acquire 29%+1 share in Norilsk Nickel


Russia's Federal Antimonopoly Service (FAS) has given UC RUSAL permission to acquire 29% plus one share in MMC Norilsk Nickel, the FAS said in a statement.


RUSAL needs permission from antimonopoly regulators in seven countries in order to purchase a blocking stake in Norilsk Nickel, which it plans to buy from Mikhail Prokhorov's Onexim group. The company has already filed in all seven countries and plans to close the deal in the first quarter 2008. RUSAL has already received approval from the Ukrainian antimonopoly committee. It has not identified the other countries from which it needs permission.


However, RUSAL co-owner and chairman of the board Viktor Vekselberg told Interfax on January 31 that the deal would not be closed quickly. "It won't be soon," he said concerning the timeframe for the deal.


The deal will give Prokhorov's Onexim group an 11% stake in RUSAL and cash, as well as the right to name a representative to the RUSAL board.


RUSAL has received guarantees from ABN Amro, BNP Paribas, Credit Suisse and Merrill Lynch on a loan to finance the cash component of the deal. Syndication of a $4.5 billion loan for 25% plus one share in Norilsk Nickel has already begun.


Prokhorov owns 28.2% of shares in Norilsk Nickel and Vladimir Potanin owns 25.3%, including 4% stakes held by each through KM Invest, a company they jointly control.

UC RUSAL boosts revenue, investment, output in 2007


United Company RUSAL (UC RUSAL) boosted consolidated sales revenue to US GAAP 11% in 2007 to $14.3 billion, the Russian aluminum giant said in a statement.


Overall investment rose by 45% to $2.9 billion and aluminium production increased by 6% to 4.2 million tonnes, the company said. Investment in modernization, expansion and equipment retooling of production capacities amounted to over $1.3 billion. The company completed large scale modernization of its casthouse production allowing it to increase the share of value-added products almost tenfold since 2000 to 50% of total aluminium production. The investments in the project amounted to approximately $130 million. UC RUSAL invested about $1.6 billion to diversify the company's business and create new production capacities.


The net financial debt at the end of 2007 amounted to $8.8 billion.


Output of high value-added casthouse products increased by 16% to about 2.1 million tonnes Alumina production rose by 5.1% to more than 11.3 million tonnes Bauxite mining production was maintained at 17.349 million tonnes.


"2007 was a successful year and an important milestone in the company's history. We integrated the production assets of the united company in less than six months and achieved significant production and financial growth," the statement quoted Alexander Bulygin, UC RUSAL's CEO, as saying.


"UC RUSAL has maintained its position as the world's largest aluminium and alumina producer by completing large scale projects, such as the launch of new production capacities at the Khakas Aluminium Smelter and modernization of existing smelters, including the construction of two new potrooms at the Irkutsk Aluminium Smelter. In addition, we started construction of the Taishet and Boguchansk Aluminium Smelters and began expanding our captive power base by initiating hydropower, coal and nuclear power projects that will support our industry leading position in the long term," Bulygin said.


"The two key global trends of consolidation and diversification provide the opportunity for us to leverage our competitive advantages. In order to support the further growth of our business and value of our company, we intend to develop as a global diversified metals and mining corporation and secure a position among the top five largest metals and mining giants.  The agreement to acquire 25% plus one share of MMC Norilsk Nickel is the beginning of the process of creating Russia's first global metals and mining company by consolidating non-ferrous industrial assets. In 2008, we will focus our efforts on achieving this ambitious goal," Bulygin said.

UC RUSAL production highlights in 2007:

	Production (in metric tonnes)
	 2007
	2006
	Growth

	
	
	
	 %
	 tonnes

	Primary aluminium (including 
value added casthouse production)
	 4,201,745
	 3,957,520
	 6%
	 244,225

	Value-added casthouse products alone
	 2,086,478
	 1,792,825
	 16%
	 293,652

	Alumina
	 11,347,953
	 10,797,234
	 5.1%
	 550,719

	Bauxites
	 17,349,779
	 17,356,515
	 0%
	 - 6,736

	Aluminium foil production
	 72,059
	 56,367
	 28%
	 15,693

	 Aluminium powders
	 20,434
	 18,569
	 10%
	 1,865


*Figures for 2006 reflect the combined results of United Company RUSAL, formed through the completion of the merger of RUSAL, SUAL and Glencore's alumina assets.


The 6% growth of primary aluminium production and 16% increase in value added casthouse production resulted from UC RUSAL's launch of full capacity at the Khakas Aluminium Smelter and ongoing projects to modernize equipment and expand production, including casthouse modernization and technical renewal of equipment at aluminium smelters.


UC RUSAL said is did not expect this year to be easy for the aluminium industry. A number of factors are expected to lead to poor conditions for the world aluminium market and an increase of production expenses in 2008. The major impact will be the forecast slowdown of consumer demand in the USA and a possible recession plus the reduced competitiveness of imported products because of the weak US dollar.  These factors will negatively influence domestic demand for aluminium and may lead to lower demand for aluminium from US largest trade partners. In addition, the significant increase in the price of energy resources, in particular oil, will negatively influence the cost of aluminium production throughout 2008, decreasing its profitability.


On the other hand, China is expected to reduce exports of aluminium in 2008, continue its active urbanization and become a net importer. The increased cost of energy and raw materials, higher construction costs for new aluminium plants, as well as tougher environmental legislation requiring the use of environmentally friendly metals should stimulate the demand and provide new opportunities for aluminium.  Growth of demand for aluminium is expected to be at least 7-8% per annum.


In this situation, one of the company's top priorities will be further optimization of expenses in order to maintain its position as one of the most effective aluminium companies in the world. Another important priority of the company will be the completion of the acquisition of 25% plus one share of Norilsk Nickel and further efforts to develop the company into one of the world's largest metals and mining corporations, UC RUSAL said.


UC RUSAL accounts for approximately 12% and 15% of global production of aluminium and alumina respectively. The company was founded in March 2007 through the merger of RUSAL, SUAL, and the alumina assets of Glencore. UC RUSAL sells its products in 70 countries worldwide and employs 100,000 people in 19 countries, across five continents.

State to keep control of Alrosa post-IPO – Vybornov


The state will retain control of Alrosa following the Russian diamond monopoly's IPO, which could take place in 2009, Alrosa's president, Sergei Vybornov, told Interfax.


Vybornov said Alrosa may seek a listing in London, Hong Kong and Toronto "in 12-18 months." He said Alrosa's shareholders were ready for this.


Alrosa, currently a closed joint stock company (CJSC), will have to be transformed into an open joint stock company (OJSC) ahead of the listing. Vybornov said this could take place in three months.


Vybornov did not go into detail about the possible IPO, saying only that it would be "enough for the majority shareholder [the state, in the form of the Russian Federation and the Republic of Yakutia] to retain 50% plus one share."


Vybornov said he estimated Alrosa's capital expenditure at $4.5 billion in the next five-to-seven years.


Alrosa, which mines a quarter of the world's diamonds, expects sales revenue of $2.9 billion in 2008.


According to company plans, Alrosa will reduce net profit 27% to 10.147 billion rubles in 2008. Replying to a question about whether the company's net profit would continue to decline in subsequent years, Vybornov said that net profit results, as of 2009, would be better owing to new underground production being brought on-stream.

KazakhGold ups gold production 8% on expansion in 2007


KazakhGold raised gold production 8% in 2007 to 236,142 oz (7.345 tonnes) through asset expansion, the London-listed, Kazakhstan-based gold producer said in a statement.


The average realized sale price of the company's gold rose 25% to $700/oz in the year.


"As an unhedged producer we are able to fully benefit from the current high price environment, which continues to look promising for 2008," te statement quoted Kanat Asaubayev, KazakhGold's board chairman, as saying.


Asaubayev said the company expected gold prices to carry on rising in 2008. Gold hit a record $933.33/oz on London on January 29.


"Gold production increased marginally year on year as we began implementing our growth strategy to become a one million ounce producer.  Production expansion projects have been initiated at all our principal mines in Kazakhstan and we expect to see the first benefits coming through in 2008," Asaubayev said. The statement did not specify how much gold KazakhGold plans to produce this year.


The company has appointed JPMorgan Cazenove to advise it on a potential move from our current GDR listing to the Main Market of the London Stock Exchange.


"The focus for 2008 is on four key areas: growing our reserves through exploration, reclassification of the group's resource base into JORC, modernising our mining methods and optimising our processing technologies to increase ore extraction and active participation in the consolidation of the region's gold assets in order to ultimately grow production," Asaubayev said.

METAL GOODS & ENGINEERING

Peugeot Citroen, Kaluga region sign factory deal


Peugeot Citroen and Russia's Kaluga region January 29 signed an investment agreement on the construction of a EUR 300 million assembly plant which will eventually produce up to 150,000 cars per year.


The Kaluga region's governor, Anatoly Artamonov, Kaluga mayor Nikolai Lyubimov and Peugeot's project manager in Russia, Didier Aleton, signed the agreement in Moscow.


The agreement enables Peugeot Citroen to start work at the 200-hectare site. The groundbreaking ceremony is expected to take place in the summer and the plant, which will producer mid-range cars, should be built by 2010.


Peugeot Citroen said in a statement that Russia was one of its priority development zones and that it planned to sell 100,000 cars here in 2010, rising to 300,000 in time.


The Peugeot manager told reporters that the plant would be producing mid-range cars which are most suitable for the Russian market like the Peugeot 308 and Citroen 4. Aleton said the company would not be designing a model specifically for the Russian market.


Asked whether Peugeot might team up with Mitsubishi to produce cars at the same site, Aleton said talks were in progress but that they had not yet been completed. If the talks are successful, the project will be a supplementary one and the plant will still be under Peugeot Citroen's full control.


The Russian Economic Development and Trade Ministry said that although the Kaluga plant would be capable of producing 150,000 cars a year, Peugeot and Citroen themselves were only planning to use half of that capacity. The ministry said Mitsubishi might assemble 50,000 cars at the plant.


Elvira Nabiullina, the economic development minister, said the ministry itself signed an investment agreement with Peugeot Citroen in June 2007. "We expect the Kaluga region before long to become one of Russia's main car manufacturing centers alongside St. Petersburg, Samara region and Tatarstan," she said.


Nabiullina said that sales of new foreign-made cars in Russia soared 61% in 2007 compared with 2006 to 1.65 million and that the Russian car market would reach 4 million by 2011. "We plan to meet that considerable demand by producing top quality cars in Russia," she said. That is why projects to build car factories received such support at federal and regional levels, and 23 investment agreements worth around $5.2 billion in total had been signed for the commercial assembly of automobiles, she said. Investment in the commercial assembly of cars and components will amount to $6.5 billion.


Nabiullina also said that France was one of Russia's key trading partners, and that trade between the two countries had soared 20% year-on-year in January-November 2007 to $14.4 billion.


Volkswagen has already built a car assembly plant in the Kaluga region and Volvo is building a truck plant. The Kaluga region's governor said the region was not planning to bring any other car makers in, with the possible exception of Mitsubishi working in tandem with Peugeot, because the region did not possess enough workers and because it wanted to foster "healthy competition."

Seversal-Auto plans to start Fiat Ducato production in Tatarstan in February


OOO SeverstalAuto-Yelabuga, a subsidiary of OAO Severstal-Auto, plans to launch the production of Fiat Ducato cars in the Alabuga special economic zone in Tatarstan in February 2008, the Tatarstan Cabinet said in a statement.


"SeverstalAuto-Yelabuga plans to start producing its first products in the near future. The first Fiat Ducato car is expected to roll off the assembly line in February this year," it said.


It was reported earlier that the plant planned to produce about 10,000 Fiat Ducatos in 2008 and increase annual production to 75,000 by 2012. The investment in the production has been estimated at more than $140 million.


SeverstalAuto-Yelabuga plans to produce 14 basic versions of Ducato, including a van and a bus. The car's starting price will be $18,000. The plant intends to arrange the full production cycle, including welding and body painting. The level of localization should reach 70%. In particular, the company plans to localize presswork and the production of engines.


Severstal-Auto also plans to start the serial production of Isuzu cars in the special economic zone in the first quarter of 2008. In addition, the production of Fiat Linea cars should start in Alabuga in 2008.

Michelin to supply tyres to Toyota’s Petersburg plant


France's major tyre producer Michelin has signed a tyre delivery contract with Toyota's Russian plant in the Shushary industrial park outside of St. Petersburg for initial installation on Camry cars, the French company said in a statement.


The terms of the contract have yet to be made public.


The cars will be installed with Michelin Energy 3A model tyres produced at the company's plant in Davydovo in the Moscow region.


The statement said that Michelin is Toyota's global supplier. The company provides tyres to Toyota's plants in the U.S., Canada, Japan, China, Australia, France, the Czech Republic, Great Britain, Turkey and other countries.


In addition, according to a contract signed in 2006, Michelin supplies tyres for Ford Focus cars produced in Vsevolozhsk.

IT & TELECOMS

Altimo finalizes sale of Turkcell stake to BVI offshore


Russia's Altimo, which consolidates Alfa-Group's telecommunications assets, has finalized the sale of a 50% stake in Alfa Telecom Turkey Ltd. to British Virgin Islands-registered company Nadash International Holdings Inc., Altimo said material addressed to the U.S. Securities and Exchange Commission.


Alfa Telecom Turkey Ltd. owns a 13.22% stake in Turkish cellular provider Turkcell.


The material said that the sale was finalized on January 28. The shares were transferred to be held by the escrow agent company, Sable Fiduciary Ltd, which is also registered in the British Virgin Islands.


Alfa was forced to sell part of its stake in Turkcell as part of order issued by the New York Arbitration Court, which, in August 2007, declared OOO Strom, a Alfa subsidiary, in breach of its contract with Ukraine's CJSC Kyivstar. (Strom owns a 43.49% stake in Kyivstar). Strom was recognized as not having the right to hold more than a 5% stake in Ukrainian companies, which are Kyivstar's competitors. Turkcell, in which Alfa acquired a stake at the end of 2005, owns Astelit, the third ranked Ukrainian cellular provider by total subscribers.


Via its stake in Turkcell, Alfa-Group controlled 7.2% of the shares in Astelit. As a result of the share sale to Nadash, Altimo reduces its stake in the Ukrainian operator to 3.6%.


According to the terms of the contract signed by both sides, Alfa Finance, Altimo's subsidiary and the seller of the stake in Alfa Telecom Turkey, and Nadash will be able to send equal number of representatives to the boards of directors of Cukurova Telecom Holdings and Turkcell Holdings, as well as, indirectly, Turkcell (Alfa does not own Turkcell directly but through Turkey's Cukurova). Representatives of both sides must vote identically on all issues to be discussed by the various boards of directors. If an agreement is not reached, then a vote will not take place.


Alfa Finance has the right to purchase of 50% of the shares in Alfa Telecom Turkey while Nadash has the right, in certain circumstances, to request from Alfa a repurchase option. At the start of 2008, Altimo's vice president for public relations, Kirill Babayev, said that the company could regain its stake in Turkcell by the end of the year.


The agreement with Nadash foresees that the company receives dividends from Alfa Telecom Turkey only if Astelit's own shareholders pay.


The share purchase came to $20 million. However, the market value of the 6.6% packet in Turkcell, which was transferred following Nadash's acquisition, will come to more than $1.6 billion. Kazakh investment company Visor financed the purchase.


Strom and Norway's Telenor telecommunications holding, which owns a 56.51% stake in Kyivstar, have already been in court proceedings for several years regarding Kyivstar's corporate management in both Ukrainian and U.S. courts.

Russian cell phone sales up 11% in 2007 - Euroset


Russian retail cellular phone sales increased 10.9% to 32.45 million units in 2007, Euroset, Russia's biggest cellular phone retailer, said in a report.


Sales revenue from cellular sales in Russia came to $6.81 billion, an increase of 20.6% in comparison with 2006.


According to the company's estimates, a total of 172 million SIM-cards were sold in Russia. MTS' SIM-card sales came to 57 million units, VimpelCom - 52 million and Megafon - 35 million.


The average retail price for a cellular phone sold on the Russian market in 2007 came to $210, an increase of 8.8% from 2006.


The sales leaders on the cellular phone market were Nokia, corning a 30.6% share, Samsung - 25.3%, Sony Ericsson - 16.5% (this was the first time the vendor ranked third on the Russian market), and Motorola - 8.7%.


Euroset forecasts that total retail sales of cellular phones in 2008 will come to more than 35 million units, or $7.5 billion.

VTEL Georgia switches first customers to WiMAX


Telecommunications company VTEL Georgia, a subsidiary of VTEL Holdings, registered in Dubai, launched WiMAX Internet access in Georgia at the beginning of September 2007, VTEL Georgia General Director Revaz Dzhavelidze told Interfax.


"Batumi was the first city in Georgia that introduced the WiMAX network to and the first customers have already been switched on to the network for testing," he said.


The company is preparing to launch the network commercially in the second quarter, starting in Batumi and Tbilisi, he said. VTEL Georgia will work with Alcatel-Lucent, which is to supply the necessary equipment and optimize introduction of the WiMAX network, Dzhavelidze said.


The company plans to provide network service to most cities in Georgia by the end of 2008, according to its business plan, he said.


VTEL Holdings works in the telecommunications sector and is oriented towards emerging markets in the CIS, Middle East, Africa, Latin and Central America. The corporation is a member of the Dubai International Financial Center.


VTEL Georgia acquired two licensees in September 2007 for the creation and operation of a WiMAX network in Georgia.

TRANSPORT

Russia’s car market will be biggest in Europe in two years - Renault-Nissan head


Russia's car market will be the biggest in Europe in two years, the president and general director of Renault-Nissan, Carlos Ghosn, said.


That opens up excellent opportunities for car makers, he said at the Russia Forum hosted by Troika Dialog in Moscow on January 30.


Major car makers have changed their approach to emerging markets, he said. They now work to adapt to local realities, to adapt their business and management system, he said.


With that in mind, Renault-Nissan does not plan to run Avtovaz. It has complete confidence in the Russian management and will not make decisions for the Russian car maker.


Avtovaz is the leading brand on the Russian market and the company knows the market specifics. It also has broad networks of retailers and parts makers. Renault-Nissan wants Lada to continue being the leader on the market. It has a partnership with Avtovaz, he said, not control. But Renault will supply the technology, particularly the platform for future models, he said.

Deutsche Bahn subsidiary, RZD apply to form JV


Stinnes AG, a subsidiary of Deutsche Bahn, and Russian Railways submitted an application to Germany's competition authority to form a transportation and logistics joint venture, regulator Bundeskartellamt said on its website.


Stinnes and RZD would each hold 30% stakes in the venture, RZD subsidiary Transcontainer would hold 20%, and Poland's Polzug and Germany's Kombiverkehr would each own 10%.


The venture would initially have charter capital of 600,000 euros and would be registered in Berlin, according to RZD materials obtained by Interfax.


Previous plans called for the venture to be registered in Moscow and have charter capital of 1 million euros.


RZD and Deutsche Bahn in December 2004 formed a passenger joint venture called TransBaltZug. In April 2005, the companies signed an agreement to form a joint venture to carry freight between Germany and Russia via Poland and Belarus. This venture, called EurasiaRailLogistic, has already been approved by the German competition regulator.

Aeroflot boosts IFRS earnings 92% in 9 mths


Aeroflot boosted net profit to International Financial Reporting Standards (IFRS) 91.7% year-on-year in January-September 2007 to $357.3 million, the Russian flag carrier said in a statement.


Sales revenue grew 31.9% to $2.798 billion. Scheduled flights generated $2.12 billion of the revenue, cargo flights - $187.2 million and charter flights - $17.3 million.


Operating profit doubled to $521.3 million and pretax profit grew 93.1% to $539.2 million.


EBITDA almost doubled to $630.5 million.


Mikhail Poluboyarinov, Aeroflot's deputy CEO, said that full-year 2007 net profit to IFRS would be "similar to that for the first three quarters" due to a considerable increase in fuel prices in the fourth quarter.


Operating costs rose 21.9% to $2.28 billion, driven by higher fuel expenses amounting to $731 million. General aircraft servicing costs came to $360 million, and technical servicing costs to $143 million.


Aeroflot flew 7.7 million passengers in the nine months, up 16.1% year-on-year.


The consolidated financial results are for the parent company OJSC Aeroflot - Russian Airlines, CJSC Aeroflot-Don and OJSC Aeroflot-Nord.

FOOD & AGRICULTURE. PROCESS INDUSTRIES, FORESTRY & TIMBER

Russia boosts agricultural production 3.3% - Rosstat


Russia boosted agricultural production 3.3%, said the Federal State Statistics Service (Rosstat) on January 29.


Rosstat said that agricultural production of all categories (agricultural organizations, farm enterprises and private plots) was 2.0172 billion rubles in current prices, an increase of 3.3% in comparison with 2006. In December, agricultural production increased 4%, coming 106 billion rubles.


The gross grain harvest, according to preliminary reports, increased 4% to 81.8 million tonnes in net weight.


Sugar beat production decreased 6.2% to 28.8 tonnes, owing to a drop in yield of 10.7%, sunflower - 16.3% to 5.7% owing to a decrease in the harvested acreage of 16%. The gross harvest of potatoes and vegetables also decreased 5.1% and 1.1%, respectively, to 36.6 million tonnes and 15.5 million. This was also the result of a drop in total harvested acreage, down 3.8% and 3.5%, respectively, as well as a slight decrease in the potato yield.


Production of flax-fiber went up 32.2% to 48,000 tonnes in 2007 owing to an increase in harvested acreage of 9.9% and growth in yield of 19.7%.

Russia boosts wheat production in 2007, barely output drops


Russia boosted wheat and rye output while decreasing production of barely, said the Federal State Statistics Service (Rosstat) on January 29.


Rosstat said that the gross harvest of wheat in 2007 increased 9.7% to 49.4 million tonnes while rye output went up 32% to 3.9 million tonnes.


Barely production decreased 13.8% to 15.6 million tonnes in 2007.


According to Rosstat, oats production in 2007 increased 10.9% to 5.4 million, maize - 3.9 million tonnes (7.6%), buckwheat - 1.004 million tonnes (16%) and rice - 709,000 tonnes (3.2%). Production of millet went down 29.9% to 421,000 tonnes.


In addition, legume production decreased in 2007 by 26.3% to 1.3 million tonnes.


Russia's total grain harvest for 2007 came to 81.8%, an increase of 4% in comparison with 2006. The Agriculture Ministry said this was a record harvest for the past five years. The average annual grain harvest for 2001-2005 came to 79.1 million tonnes, Rosstat said.

Russia boosts food product output 6.1% in 2007 - Rosstat


Russia increase food product output 6.1% in 2007, the Federal State Statistics Service (Rosstat) said on January 29.


Rosstat said that food production in the fourth quarter of 2007 increased 5.8%, in comparison with the same period in 2006.


Meat production, including category I sub-products, increased 14.6% to 2.5 million tonnes.


Pork production increased 18% to 479,000 tonnes, poultry - 18.7% to 1.69 million tonnes and sausage products - 7% to 2.35 million tonnes.


Beef production decreased 7.3% to 281,000 tonnes.


Rosstat said that whole-milk product output went up 0.2% to 10.042 million tonnes. Butter production went up 2.5% to 274,000 tonnes, cheese - 434,000 tonnes (3.1%) and ice cream - 412,000 tones (6.1%).


Canned milk production decreased 12.5% to 729 million standard cans.


Production of vegetable oils in 2007 decreased 3.3% to 2.665 million tonnes while refined vegetable oil output increase 10.6% to 1.256 million tonnes. Margarine production also increased 14.4% to 760,000 tonnes.


Production of bread and baked goods decreased 1.8% to 7.676 million tonnes.


Tobacco production decreased 4% to 398,000 tonnes.

Russia boosts meat production 8.6% in 2007, milk – up 2.3%


Russian farms of all categories increased meat production (livestock and poultry for slaughter in live weight) by 8.6% to 8.6 million tonnes in 2007, the Federal State Statistics Service (Rosstat) said without providing data for the volume of meat produced.


Milk production increased 2.3% to 32.2 million tonnes while egg output edged down 0.3% to 37.8 billion units.


December 2006 to December 2007 production of meat for the year increased 5.7% to 1.3 million tonnes and milk - 4.7% to 2 million tonnes. December-to-December egg production went down 3.6% to 2.9 billion units.


As of January 1 2008, agricultural producers had 21.3 million head of cattle, down 0.7% from the same date of 2007, including 9.3 million cows, down 1.1%. There were 16.2 million hogs, up 2.7% from January 1, 2007, and 20.2 million sheep and goats, up 2.9%.


The population accounted for 46.4% of the cattle, 41.3% of the hogs and 54% of the sheep and goats. These figures were a respective 45.6%, 41.6% and 53.1% at the start of January 2007.

Russian fish catch down 10% in exclusive economic zone


Russian fishermen caught 118,000 tonnes of fish and other marine bioresources in Russia's exclusive economic zone in the period from the start of the year to January 28, 10% or 13,000 tonnes less than a year earlier, the State Fisheries Committee reported.


This amounted to 2.7% of the overall allowable catch, which has been set at 3.855 million tonnes for 2008 in the country's exclusive economic zone.


At present, 49 large ships, 108 medium-sized ships and 44 small ships are involved in fishing.


The company said fishermen had caught 57,000 tonnes of Alaskan pollack in the Far East basin, 12,000 tonnes less than in the same period of 2007. The cod catch in the Northern basin increased by 4,000 tonnes to 8,000 tonnes.


In foreign waters, Russian fishermen caught 22,000 tonnes, 3,600 tonnes more than a year earlier. In areas governed by conventions and in the open waters of the Pacific Ocean, they caught 700 tonnes of fish, 600 tonnes more than a year earlier.

Russia virtually stops wheat exports


Russia is virtually stopping wheat exports from January 29.


Analysts polled by Interfax say this is due to the introduction on January 29 of higher wheat export duties. Until now the duty has been 10% of the customs cost but no less than 22 euros per tonne. on January 29 that changes to 40% and no less than 105 euros per tonne. This higher duty will be in place until April 2008.


"Cleary it is not profitable to sell wheat abroad with such a duty - it is too expensive," WJ InterAgro analyst Vladimir Petrichenko said.


Russia exported 12.5 million to 12.6 million tonnes of grain prior to January 29, over 11 million tonnes of which was wheat, he estimated. Rye and corn exports continue in small volumes, he said.


Stopping exports may to some extent stabilize domestic prices for wheat, which began to unexpectedly climb over the past week, Petrichenko said. "The price growth may cool," he said, adding that third-grade food wheat jumped by 315 rubles per tonne between January 11 and 18 to 6,630 rubles (EXW European Russia), and grade-4 wheat climbed by 200 rubles to 6,290 rubles.


"Domestic manufacturers do not have large grain reserves and high demand for wheat will continue and this will boost prices," he said.


Grain producers, which this year finally received a good price for their product, will not be in a hurry to sell grain, said Alexander Korbut, the vice president of the Russian Grain Union. There will not be a quick slump in prices, he added.


Petrichenko said the Russian factor has not influenced the world market for some time because it has already taken into account the toughening of exports. "From this point of view, Russia is only interesting as a transit country for Kazakh grain at the moment," he said.


Asked about the possible loss of markets recently won by Russian exporters, Petrichenko said "there is no danger of this, if we do not get distracted by export bans."


Russia harvested a five-year record 81.8 million tonnes of grain in 2007, compared with 78.6 million tonnes in 2006.

Russia to increase Norwegian salmon suppliers to 16


The number of Norwegian organizations certified to supply salmon to Russia will soon increase to 16.


Food safety watchdog Rosselkhoznadzor recently notified Norway that another three firms would be allowed to deliver salmon to Russia following an audit of their facilities. The decision will enter into force as soon as the enterprises notify Russia that they are ready to begin deliveries to Russia and have the appropriate contracts, Rosselkhoznadzor told Interfax.


Currently 13 companies in Norway deliver salmon to Russia.


Russia banned the importation of Norwegian salmon in late 2005 when it discovered violations of quality requirements. It then began a check of Norwegian supplier, after which the decision was made to resume deliveries.


Norwegian salmon has a nearly 95% share of the Russian market, said Julia Seljeseth, marketing adviser for the Norwegian Seafood Export Council. Prior to the ban, 56 Norwegian organizations supplied salmon to Russia, she said. Exports reached record levels in 2005. In 2007, despite the restrictions, the Russian market dominated among markets in Eastern Europe, Seljeseth added.


Russian demand for Norwegian salmon has grown in recent years thanks to rising incomes. Market research indicates that 70% of Russian purchase salmon at least one or two times a year, and 59% of Muscovites buy salmon once a month or more.


The Norwegian Seafood Export Council is trying to promote salmon as a hot dish, so that it is seen as a main course and not just a cold appetizer, she said. For now 70% of Russians use it in cold sandwiches, she said.


Salmon exports amounted to 706,000 tonnes in 2007, 129,000 tonnes more than in 2006. In value terms exports increased by 403 million kroner to 17.5 billion kroner (5.4 kroner/$1). A total of 397 companies in Norway are engaged in the salmon export business.

Ferrero to build 200 mln euro plant in Russia


Ferrero, a leading confectionery manufacturer, is to build a 200 million euro plant in Vladimir region.


The company said in a press release that it had signed a contract on January 28 to build the plant in V-Park, Vorsha village in Vladimir region.


Ferrero will build a 90,000 square meter plant that it plans to open at the end of 2009. It will employ around 1,000 people.


The new plant will have the capacity to produce 25,000 tonnes of confectionery annually.


The company has long planned the start of production in Russia and has high expectations for the new plant, the release cites Arturo Maria Cardelus, the general director of Ferrero Russia, as saying. There are plans to expand production further.


Italy's Ferrero entered the Eastern European market at the beginning of the nineties. The company opened a representative office in Russia in 1995. Ferrero has been represented in Russia by Ferrero Russia, a Russian company with 100% foreign capital, since 1997. Ferrero Russia is the sole official importer of Ferrero products to Russia.

Baltika appoints VP for sales


Former manager from Dandy, Coca-Cola and Cadbury Schweppes, Niels Jurgen Sehested, has been made Baltika Brewing's vice president for sales in Russia, the company said in a press release.


The press release said that the appointment was "the result of serious external competition."


Sehested graduated university in Copenhagen in 1993 with a specialization in Marketing. For 16 years he held various management positions in Western and Eastern European markets, including Russia and the CIS states.


The press release quoted Baltika's president, Anton Artemiyev, as saying that, for Baltika, it was especially important the Sehested possessed wide-ranging experience in the FMCG Sector and is familiar will the particularities of regional markets.


Baltika comprises 11 breweries in nine Russian regions with around 12,000 employees. The main shareholder in the company is Baltic Beverage Holding (BBH), which owns 85.6% of the company's charter capital. BBH was formed on a parity basis between Scottish & Newcastle and Carlsberg.


Scottish & Newcastle PLC (S&N) recently accepted an offer from a consortium comprised of Carlsberg A/S and Heineken NV for its sale for 7.8 billion pounds sterling ($15.4 billion). This offer puts S&N's share price at 800 pence each.


As a result of the acquisition, S&N's stake in BBH will be transferred to Carlsberg.

Efes and Heineken to form joint ventures in Uzbekistan, Kazakhstan and Serbia


Efes Breweries International (EBI) and Heineken have agreed on the formation of a joint venture for business development in Uzbekistan, EBI said in a statement.


EFES will hold a 60% stake in the joint venture while Heineken will receive the remaining 40%. EFES will carry out the company's operational management. It is planned, that the joint venture will be developed on the Uzbek market through the acquisition of local brewing companies.


The beer brewing market of Uzbekistan, the population of which comes to 27 million, increased 27% from 2001 to 2007. Annual per capita beer consumption in Uzbekistan currently comes to 11 liters. Neither EBI nor Heineken currently have operations in Uzbekistan.


In addition, Efes and Heineken intend to continue their partnership in Kazakhstan and Serbia.


Both companies intend to combine their assets in Kazakhstan, by which Efes would have a 72% stake and operational control of a new company. Efes is the second largest beer producer in Kazakhstan having cornered 25% of the market. The company owns two breweries with a combined annual production capacity of 2.1 hectoliters. Heineken ranks fifth among beer producers in Kazakhstan with an annual production capacity of 400,000 hectoliters.


In Serbia, Heineken would receive a 72% stake in a new joint venture. The company is currently finalizing its acquisition of Rodic, which is Serbia's fourth largest beer producer. Rodic has cornered 7% of the Serbian market with an annual production capacity of 1.5 million hectoliters. EBI currently controls 10% of Serbia's beer brewing market with an annual production capacity of 1.4 million hectoliters.


EBI, the main shareholder in which is Turkey's Anadolu Efes with a 70% stake, has operations in Russia, Moldova, Kazakhstan and Serbia. Around 80% of the company's sales are generated in Russia, where EBI owns five beer breweries.


Heineken N.V. is one of the world's major beer brewing companies. The company owns 10 breweries in Russia.

CHEMICALS & PHARMACEUTICALS

Price range in Nitol Solar IPO at 1-1.3 pounds per share


The price range in the Nitol Solar IPO has been set at 1-1.3 pounds per share.


At that price, the maker of raw materials for polycrystalline silicon may raise 125 million-150 million pounds in the IPO.


Nitol Solar will offer roughly 25%-30% of company shares in the IPO. Based on the IPO price range, the company's market capitalization is expected at $500 million-$650 million.


The IPO organizers - Citi, Credit Suisse and Jefferies - earlier estimated the company's value at $0.983 billion-$1.175 billion.


The listing will be for ordinary shares in Jersey Nitol Siolar, not Global Depositary Receipts.


The Nitol Group includes assets in the chemical sector, including polycrystalline silicon and manufactures used in solar energy. The main subsidiary is Usoleximprom based in Irkutsk region, one of the largest chemical plants in Russia.

Celesio ends exclusive talks with Protek


Celesio AG, Europe's leading trading and service provider for pharmaceuticals, which announced plans in mid-October to purchase a controlling stake in the Protek group, has ended exclusive talks with that company, the German company said in a press release.


Besides the talks with Protek, Celesio will now hold discussions with other potential partners, the press release says.


It was reported earlier that the two companies agreed to put the talks on hold in mid-December.


Celesio blamed the delay on "political conditions and questions concerning pharmaceutical distribution, which are sensitive factors in Russia."


The German company had planned to wrap up the negotiations by mid-December.


Protek has been mentioned in connection with a corruption scandal at the Federal Mandatory Health Insurance Fund. Protek Introduction Center General Director Vitaly Smerdov was arrested in August for allegedly bribing an official in an investigation into corruption at the Federal Mandatory Health Insurance Fund, a source at the Prosecutor General's office said.


Protek Group includes Protek Introduction Center, a leader in pharmaceutical distribution, the Rigla drugstore chain (Russia's second largest drugstore chain), and Pharmfirma Soteks, a pharmaceutical producer. The group posted revenue of $2.38 billion in 2006.


Protek founder Vadim Yakunin is the majority shareholder.

Sibur may enter into business combination with tire maker Amtel-Vredestein


Tire maker Amtel-Vredestein N.V. is in preliminary talks with Sibur Holding on a possible business combination with Sibur-Russian Tires.


The deal could make Sibur one of the largest shareholders in the combined business, Amtel-Vredestein said in a press release.


Sibur is not currently offering to acquire existing Amtel-Vredestein equity, the press release says.


Sibur spokesman Rashid Nureyev confirmed the report.


"Sibur is considering different options for developing the tire business. Talks are ongoing with many market players in Russia and abroad, including Amtel-Vredestein," he said. "However, there are currently no agreements and we continue to study the issue. Cooperation would be theoretically advantageous for us once Amtel-Vredestein resolves its debt issue," he said.


"We confirm that Amtel-Vredestein asked us to provide supplementary commodity credits, however a decision on that question has not been made. Everything will depend security for repayment of the commodity credit," he said.


Amtel-Vredestein, founded by Sudhir Gupta, includes tire plants in Russia and Holland and a tire retailing network. It was one of the first Russian companies to conduct an IPO on the London Stock Exchange. But poor financial performance and rising debt in the two years since the IPO have sent Amtel's share price down more than 75%.


The company's net loss in the first half of 2007 widened 52% to $33.5 million under IFRS.


Gupta himself left the company's board of directors in September 2007, following the sale of his holdings in the company. The shares were purchased by Western investment funds.


Amtel-Vredestein had replaced the general manager in June. Pyotr Zolotarev was named to replace the departing Alexei Gurin. Zolotarev was previously general director of Russian Machines.


In a November interview with the newspaper Vedomosti, Zolotarev said the company's financial situation was "difficult" and that the company is considering increasing charter capital or issuing instruments convertible into shares, as well as sale of the Moscow Tire Plant.


On January 29 Amtel-Vredestein reported that it was having difficulty refinancing short-term debt due to the volatility on world equity markets.


The situation "increases the risk of supply disruptions," the company said in a statement.


The company said that Rothschild investment bank was drawing up options for restructuring company debt, as well as a strategy for dealing with a wider range of issues.


"New financing is expected to substantially reduce the risks associated with the current debt level, but may include steps that dilute current shareholder stakes, the company warned.


Amtel's debt totaled $869.6 million as of the third quarter 2007, 6% higher than the debt of $820.4 million at the end of the second quarter. However, operating results were encouraging, as revenue increased 27.3% to $252 million in the third quarter, from $198 million a year earlier. In the first nine months of 2007, sales totaled $691 million, 26% more than a year earlier.


The company expects revenue of $980 million for 2007, although it doesn't anticipate a net profit due to losses at the AV-TO retail division and high debt-servicing costs.


Amtel-Vredestein N.V. is the lead company in the Amtel group and owns the Vredestein Banden and Amtel-Vredestein tire plants in the Netherlands. The latter includes the Amtel-Volga and Amtel-Black Earth tire makers as well as the Moscow Tire Plant.


Alfa Bank is the largest shareholder with a 26% stake.

FINANCIAL & BUSINESS SERVICES

Corporate lending rates in Russia hit 10.8% in Nov – CB


Russian banks hiked corporate lending rates to 10.8% in November - their highest increase since May 2006, when they rose to 11% on average, the Central Bank said on its website.


The CB said corporate lending rates were highest last year in January and March, when they were 10%, and their lowest in July, when they were 9.2%. They rose 1.6 percentage points in the last four months, when the liquidity crisis escalated.


Lending rates not including interest on Sberbank loans would have risen to 11.1% in November 2007, from 10.8% in October.

Sberbank renews management board – Gref


The supervisory board at Sberbank Russia has confirmed five new members of the management board: Stanislav Kuznetsov, Viktor Orlovsky, Olga Kanovich, Denis Bugrov, and Anton Karamzin, bank president and CEO German Gref told journalists on January 29.


Karamzin will serve as a deputy CEO for the financial block, Bugrov as vice president for corporate development strategy, and Kanovich as senior vice president responsible for the operations block. Kuznetsov will be senior vice president and head the administrative block, while Orlovsky, also a senior vice president, will head the banking IT block.


The five new members of the Board are young and experienced, Gref said. Kanovich still works at VTB 24 in the operations block and will transfer to Sberbank in February to work in the same area, he said. Karamzin comes to Sberbank from the Russia office of Morgan Stanley, where he was financial director. Bugrov comes to the strategy and development block from McKinsey, Orlovsky to IT from IBM, and the ex deputy head of Economic Development and Trade Ministry Kuznetsov will run the administrative block, he said.


"All the candidacies will be filed with the Central Bank after they have been approved and receive their positions," Gref said.


So far there is no candidate for the post of first deputy CEO. "We changed the structure. Earlier the first deputy CEO headed up several blocks. Now the structure is flatter," he said.


The first deputy CEO is subordinate to the president and the selection of a candidate to the post is an important decision, he said, adding that the bank would settle on a candidate in due time.


Finance Minister Alexei Kudrin, who holds a seat on the Sberbank supervisory board, said: "A serious decision has been made and the wise renewal of the Board has been conducted: out of 17 members, five have been selected," he said. There are still two vacancies on the Board, but the core management of the bank remains in place.


"The bank is demonstrating steadiness during a world crisis. Sberbank's capitalization is very high, despite the fluctuations on world financial markets," Kudrin said.


Central Bank Chairman Sergei Ignatiev, who is chairman of the Sberbank supervisory board, said: "We welcome the changes in the management system and in the makeup of the bank's team. In our view, they are in keeping with the bank's current and strategic goals."


Gref said the support of the supervisory board in these matters is very important.


Following former Sberbank head Andrei Kazmin's departure in November 2007, a number of Board members left the bank. On the day following Kazmin's departure, then-First Deputy CEO Alla Aleshkina resigned. Later deputy CEOs Andrei Pogodin, Alexander Brinza and Andrei Manoilo left, as did Board member irina Bokhan.


Kazmin, who had headed the bank for almost 12 years, was replaced by Gref.

Sberbank posts 69.922 bln rubles IFRS net in 9 mths, below forecast


Sberbank had net profit of 69.922 billion rubles to International Financial Reporting Standards (IFRS) in January-September 2007, Russia's biggest bank said on its website.


This is below the 74.5 billion rubles that analysts predicted in a consensus forecast for Interfax.


This is the first time Sberbank has unveiled IFRS results for nine months.


Net profit was 22.1% higher than the profit of 57.272 billion rubles posted in the same period of 2006.

Key IFRS financial indicators for Sberbank in January-September are presented in the table below 
(bln rubles):

	Indicator
	Sep 30, 2007
	Dec 31, 2006
	change

	Assets
	4 520
	3 467
	30.4%

	Capital
	600.7
	308.5
	94.7%

	Loan portfolio
	3 454
	2 537
	36.1%

	Individual deposits
	2 457
	2 046
	20%

	
	Sep 30, 2007
	Sep 30, 2006
	

	Net profit
	69.922
	57.272
	22.1%

	Pretax profit
	91.278
	76.407
	19.5%

	Operating revenue
	225.045
	182.913
	23%

	Net interest income (excl loan loss reserves)
	176.992
	140.919
	25.6%


Sberbank planning to raise $3 bln-$4 bln abroad in 2008


Sberbank could raise $3 billion-$4 billion on external markets in 2008, Bella Zlatkis, the bank's deputy chief executive, said during a conference call.


"We approved our business plans at the end of December and these state that deposits will grow 30%-40% and that we will raise $3 billion-$4 billion on the international financial markets," Zlatkis said.


"The international markets are not off-limits to us. We raised a syndicated loan [of $750 million] at LIBOR+0.45% in December and we don't think we'll have any problems raising $3 billion-$4 billion," Zlatkis said.


Zlatkis also said Sberbank expected expenditures to grow 30% in the full year 2007 and no more than 20% in 2008.


This accelerated the decline in Sberbank's share price, which fell 4.9% to 89.7 rubles a share on the MICEX Stock Exchange by 5:41 p.m. The shares traded as low as 89.52 rubles at one stage.


Zlatkis also said the bank might issue more than $6 billion-$7 billion in Global Depositary Receipts (GDR) and that the placement would probably take place in the second half of 2008.


"I'd quote that sort of figure, going by the preferences of our existing shareholders. We know which shareholders would be inclined to participate in that program," Zlatkis said, adding that it would involve buying back shares from existing shareholders, not increasing share capital.


Zlatkis said the exact timing of the GDR program was not known, "It will clearly depend on the international markets picking up. Let's hope for an improvement in the second half of the year," she said.


Zlatkis said Sberbank was aiming this year to sustain the same sort of earnings growth as had been achieved in 2007.


"We're still working as per the business plan and we will be aiming not to slacken the rate of growth in the framework of that plan," Zlatkis said, adding that this year's net profit would be considerably higher than last year's.


Last year's net profit to International Financial Reporting Standards (IFRS) should be just over 95 billion rubles, Zlatkis said. "There is every justification for this," she said.


"All the bank's qualitative indicators will rise 20%-30% in 2008," Zlatkis said. "It is clear from this that the rate of earnings growth will be equal to growth in the main indicators," she said.

Societe Generale to exercise option to purchase Rosbank


France's Societe Generale (SG) plans to exercise its option to purchase shares in Rosbank as planned, despite the recent turmoil on financial markets.


"Societe Generale confirms its intentions in relation to Russia: acquisition of Rosbank will proceed along the planned scheme," Bank Societe Generale Vostok (BSGV) said in a press release.


Yesterday SG disclosed that a renegade trader had single-handedly caused the bank losses totaling 4.9 billion euro. Despite that hit, and the crisis on financial markets, SG forecasts net profit of between 600 million and 800 million euro for 2007.


"The group's stability will be strengthened with a 5.5 bln euro capital injection," the press release said.


SG purchase a first 10% stake in Rosbank in June 2006 for $317 million. It acquired another 10% in September 2006, having received an option to purchase a 30% stake for $1.7 billion. In late December 2007 SG reported its intention to exercise that option before mid-February 2008.


Also in late December, the board of directors at KM Invest, which manages the joint assets held by Vladimir Potanin and Mikhail Prokhorov, approved the sale of 40% of Rosbank shares.


However, an arbitration court in Moscow, ruling in a suit brought by Prokhorov, slapped a moratorium on any transaction based on decisions of the KM Invest board at a meeting on December 19, 2007.


Rosbank was 10th on the Interfax-100 list of the largest Russian banks by assets as of the end of the third quarter.

Alfa-Bank representative heads Amtel-Vredestein supervisory board


Tyre holding Amtel-Vredestein has appointed Alfa-Bank representative Rafael Nagapetyantsa as chairman of the company's supervisory board, Amtel's Russian subsidiary said in a statement.


Nagapetyantsa is the managing director and head of Alfa-Bank's corporate finance department.


In addition, Hendrik ten Bosch has been elected deputy chairman of the supervisory board. Maxim Ignatyev, the board's acting chairman, will continue to work as a director and member of the company's remuneration and appointments committee, the statement said.


Alfa-Bank is one of the major shareholders in Amtel-Vredestein.


"As chairman of the supervisory board, Nagapetyantsa will be able to devote more time to important projects and have more effective influence on the company as it strengthens in financial position," said Petr Zolotarev, general director and chairman of Amtel-Vredestein's executive board.


Netherlands-registered Amtel-Vredestein N.V. is the Amtel group's parent company, which owns the Dutch tire plant Vredestein Banden and Amtel-Vredestein. Russia' Amtel-Vredestein unites two tire production enterprises - Amtel-Povolzhye and Amtel-Chernozemye, as well as OJSC Moscow Tyre Plant. The main shareholder in the company is Alfa-Bank with a 26% stake.

FORECASTS & MARKETS ANALYSIS

FINANCIAL MARKET

Dollar Falls, Euro Climbs


The dollar saw moderate depreciation last week, while the euro surged in Russia and abroad. After the Federal Reserve System decided to lower interest rates for the second time in two weeks, the euro climbed to its highest level against the ruble since April 2005, at over 36.3 rubles/EUR1.


The week closed at 24.405 rubles/$1 and 36.385 rubles/EUR1. The dollar fell 11.5 kopecks and the euro climbed 32 kopecks.


As demand for foreign currency grew on the Russian market, the difference became wider between the market price of the bi-currency basket and the support level proposed by the Central Bank of Russia. The cost of the basket went up to 29.75-29.8 rubles.


Analysts attribute the high foreign currency demand on the MICEX to nonresidents that are continuing to withdraw money from emerging markets, including the Russian stock market, because of problems on leading world markets. The demand is also linked to increased speculation among Russian dealers.


After a series of weak economic statistics from the United States, global market dealers believe the Fed will continue to lower interest rates and the dollar’s position will remain weak. The increase in consumer spending was at a six-month minimum in December and the rise for 2007 as a whole was the lowest of four years. Meanwhile, the number of unemployment benefit applications continues to grow.


The dollar’s weighted average exchange rate dropped 2.44 kopecks to 24.4259 rubles/$1 in Today deals and 5.96 kopecks to 24.4139 rubles/$1 in Tom deals. Trading volume totaled $20.59 billion ($25.26 billion the previous week).


The euro jumped 24.83 kopecks to 36.3329 rubles/EUR1 in Today deals and 28.21 kopecks to 36.3462 rubles/EUR1 in Tom deals. Banks traded EUR 438.8 million.


Interest rates remained low on the interbank loan market throughout the week, which is unusual for month-end, but not in light of the high amount of ruble supply accumulated at the end of 2007. The interest rates saw some moderate growth at the start of the week, which continued on Tuesday, January 29, amid the last of January’s tax payments. Overnight MIACR rates hit a maximum for January of 4.58% that day. Ruble supply picked up by Wednesday and the interest rates came down, with MIACR falling by 177 basis points to 2.81%. The level was kept at below 3% for the rest of the week.


Overall ruble supply dropped a little and correspondent bank account balances and deposits in the Central Bank fell to 800 billion rubles after remaining at over 1 trillion in the first two weeks of January. Analysts confirm the forecast that the market will continue to see high ruble supply until at least the second half of February.


The dollar could close this week at 24.45-24.46 rubles/$1 and the euro – 36.20-36.21 rubles/EUR1, analysts predict.


The international Forex market will continue to have a major influence on Russia’s currency market. Foreign currency demand is expected to remain considerable so the market cost of the bi-currency basket will continue to be higher than the Central Bank support level of 29.61 rubles. This cost could climb to a level where the Central Bank may limit growth (especially, if there is a new wave of problems on world stock markets). The basket may be 29.74-29.76 rubles in the second half of the week.


On the Forex market, the euro is expected to fluctuate around $1.47-$1.49 and to consolidate at around $1.48 at the end of the week.

RESULTS OF TRADING ON MICEX
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GOVERNMENT SECURITIES

OFZ Market Sees Slight Fluctuations


Fluctuations were slight on Russia’s OFZ market last week. Weighted average yield for OFZ-AD and OFZ-FD bonds dipped 0.01 percentage points to 6.38%. Trading was average with volume totaling 5.487 billion rubles.


Quotes dipped at the start of the week amid a slight rise in interest rates on the monetary-financing market. Banks paid profit tax and the cost of overnight loans rose 1-1.5 percentage points and reached 4.5%-5%. Ruble supply remained rather high and in the second half of the week, interbank loan rates dropped to 2.5%-3.5%, containing the negative mood on the OFZ market.


The Finance Ministry on Tuesday announced the additional placement of 5.286 billion rubles in 26200 bonds, maturing in 2013, on January 30, and this led to a lull in anticipation of auction results.


No significant premium was offered, as with the previous placement, and the weighted average price was 100.1075%, which corresponds to yield of 6.22%. Revenue from the auction was 5.096 billion rubles and demand totaled 9.36 billion rubles. Players did not have any new ideas after the auction results, which helped OFZ quotes to consolidate.


Another containing factor for players was the upcoming Federal Reserve System meeting, to which world markets did not have much reaction to, so there were no major changes on the OFZ market either and quotes remained rather stable to the end of the week.


Transactions with Central Bank of Russia bonds (OBR) totaled 548,000 rubles. The Central Bank offered 100 billion rubles in OBR 04004-7 bonds, maturing on June 16 2008, on Thursday. Demand totaled 28.081 billion rubles and 26.47 billion rubles worth were sold. The weighted average price was 98.2699%, which corresponds to yield of 4.73%.


Quotes will continue to consolidate this week, analysts predict. Weighted average yield for OFZ-AD and OFZ-FD bonds will remain within a range of 6.40-6.42%.


The February 6 auctions, offering a total of 20 billion rubles in OFZ 25062 (maturing in 2011) and OFZ 46021 (maturing in 2018), will keep dealers from brisk trading on the secondary market and will encourage a rise in yield for these issues.


Uncertainty about the outcome of the financial crisis on international markets, together with statistics from the United States, indicating an economic slump, will keep investors in a negative mood as a whole and in the OFZ sector.


However, high ruble supply and low monetary-financing market rates, at below government ruble bond yield rates, should contain the negative impact of external factors.

	AVERAGE YiElD ON SECURITIES
	GKO-OFZ MARKET VOLUME BY PRICE
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Russian Eurobond Prices Consolidate


The growth seen on the Russian forex bonds market at the beginning of January exhausted its potential to a considerable extent last week, switching to consolidation. Yield for Russia’s Eurobonds did not see much change, but spreads with US Treasuries did widen. The spread between Russia-30 and UST-10 bonds climbed to 170 basis points from 162 the week before.


Yield for US Treasuries fell as the “flight to quality” continued. However, the start of the week did not herald such a turn of events. The cost of US Treasuries went down Monday and Tuesday due to technical factors (the bonds remain considerably overbought) and amid anticipation that the Federal Reserve System would cut interest rates.


US Treasuries did not get support from statistics about the sale of new houses, which fell in December (analysts did not expect a major change). Information about orders for durables and the consumer confidence index had a negative impact on the bonds.


All this led to a drop in quotes and a rise for yield. UST-10 notes fell to 104.656% from 105.5% and yield climbed to 6.68% from 3.58%. US Treasuries stabilized midweek as dealers waited to hear the Fed’s decision.


When the decision to cut interest rates to 3% came, neither this, nor the Fed’s comments, nor Wednesday’s statistics about a 0.6% rise in GDP in the fourth quarter, had much impact on US Treasuries quotes.


On Thursday and Friday the market heard figures about first-time applications for unemployment benefit and non-farm payrolls, which turned out to be considerably worse than forecast, helping to push up US Treasuries.


However, this did not have a major impact on Russian Eurobonds, which consolidated throughout the week. Russia-30 quotes ranged from 115.11%-115.39%, corresponding to yield of 5.30%-5.34%. The spread between Russia-30 and UST-10 widened from 162 to 170 basis points, largely due to the resumption nearer the end of the week of “flight to quality” on world debt markets.


Positive dynamics for Russia-30 and less liquid Eurobonds throughout almost all of January shows that demand remains fairly high.


Russian Eurobond quotes rose 0.06% (to 115.36%) for Russia-30, 0.02% for Russia-28 bonds, 0.27% for Russia-18, and 0.21% for Russia-10. Seventh tranche MinFin bonds climbed 0.22%, while fifth tranche MinFins slid 0.77%.


The Russian Eurobond market is likely to see a lateral trend this week amid high volatility on the US Treasuries market, analysts predict.


Spreads between Russian Eurobnds and US Treasures may continue to widen if the “flight to quality” process continues amid new negative signals about the U.S. economy.

	MINFIN YIELD
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	RUSSIAN USD DENOMINATED EUROBONDS' PRICES
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STOCKS

Russian Stock Market Sees Downward Trend


The Russian stock market ended the month with stock indicators down, following decline on international markets amid fears of a recession in the United States, with steps from the Federal Reserve System to reduce interest rates unable to save markets from asset sales.


The RTS index tumbled 3.15% between January 29 and February 1 to 1968.97 points and the MICEX index dropped 3.79% to 1640.49 points. Trading was average and fluctuations remained volatile: daily volumes ranged from $39 million to $73 million on the RTS and 47 billion to 89 billion rubles on the MICEX. The indexes were down 13%-14% on the end of 2007, and 14%-15% on mid-January when the slump began.


The main waves of decline were observed on Monday and Thursday last week.


The RTS index fell below 1980 points at the start of the week, following international markets down amid increased fears that a recession in the United States and Japan would have a negative impact on world economic growth.


There was less volatility in the middle of the week in anticipation of important news from the United States – fourth quarter GDP figures and the Fed’s decision on interest rates. The RTS index crept up to over 2000 points.  U.S. durables statistics for December provided some support to the markets.


Wednesday’s U.S. GDP figures and news from the United States was worse than expected and buried hopes of a fast recovery for markets: fears about the onset of recession in the United States received confirmation and the likelihood that banks would have higher losses because of the mortgage crisis increased.


The Fed lowered the basic and discount rate by half a percent to 3% and 3.5%, respectively, for the second time in the past 10 days, to support the weakening economy. But this still did not save the market from selling: after a local surge, U.S. and European indexes continued to go down.


Investor pessimism increased after Fitch, Standard & Poor's and Moody's announced a review of bond insurer ratings because of fears that these companies will not be able to cover losses on these bonds. The oil price dip after news about a rise in U.S. reserves (futures on light blend WTI dropped to around $91 per barrel) added to the pot of negative news.


The U.S. Friday unveiled an unexpected drop in payrolls, fuelling concerns that the Federal Reserve will continue to cut rates more quickly than anticipated in order to prevent economic decline.


There was various pieces of news at home to support the market. Gazprom Neft shares saw stable demand after an agreement was signed on January 25 between Russia and Serbia about the terms for Gazprom Neft to acquire 51% of Serbia’s Naftna Industrija Srbije (NIS).


Norilsk Nickel shares looked better than the rest of the market thanks to news about plans that Norilsk Nickel management would buy $5 billion worth of shares from the market and Polyus Gold climbed amid record prices for gold and positive corporate news (the company sustained gold production at 2007 levels, Polyus revenue went up 16%).


Mosenergosbyt shares saw surged throughout the week, surging over 40% over three days (to 0.7 rubles) following news from a source in RAO UES about a possible valuation of at least $1.3 billion. Mosenergosbyt has issued a total of 28,249,359,700 shares, so the price per share, after the valuation, might be $0.046, or over 1.12 rubles.


Sberbank shares came under pressure from sellers after a weak January-September 2007 report to international financial reporting standards, with net profit of 69.92 billion rubles amid forecast growth to 74.5 billion rubles.


The week’s biggest losers on the RTS were Sberbank RF, pref. (-10%), Sibirtelecom (-9%) and Open Investments (-8%), while the market leaders were Raspadskaya OJSC (+18%), Lenenergo (+10%) and SITRONICS (+9%).


The Russian market risks seeing a new minimum for the year this week with pressure from foreign selling. The RTS index may drop to 1800-1900 amid negative external news, analysts predict.


A new wave of decline is likely as money continues to be withdrawn from the share market with the financial sector again seeing a crisis of confidence and investors expecting more bad news about company losses.


The support threshold for the Russian market is just over 1800 on the RTS, which is below the rock bottom of the first wave of decline that ended the previous week. The tumble may come to a stop at this level, but it is still too early to talk about the fast return of global investor funds. However, there were no fundamental reasons for the Russian market itself to fall and the slide is a good opportunity to buy shares for the long-term with a view to the end of the year.

RESULTS OF RUSSIAN STOCKS TRADING IN RUSSIAN TRADING SYSTEM

	Company
	RTS

Ticker
	Prices on

01.02.2008, $
	Min Prices, $
	Max Prices, $
	Trade Volume,

January 28 - February 1
	Return on

$ investment for

	
	
	Bid
	Offer
	January 28 - 
February 1
	$ Mln
	'000
	1 
month
	3 months
	6 months

	A1-Level Quotation List

	Unified Energy System
	EESR
	1.06
	1.069
	0.99
	1.09
	78.21
	73986
	-18%
	-13%
	-23%

	Lukoil Holdings
	LKOH
	71
	71.5
	67.5
	73
	23.86
	336.6
	-17%
	-22%
	-11%

	OGK-5
	OGKE
	0.173
	0.174
	0.174
	0.175
	0.89
	5086.6
	-1%
	2%
	12%

	Rostelecom
	RTKM
	11.5
	11.75
	11.4
	11.75
	1.68
	145
	-3%
	16%
	21%

	Sberbank RF
	SBER
	3.65
	3.72
	3.56
	3.82
	43.46
	11667
	-14%
	-15%
	-11%

	Tatneft
	TATN
	5
	5.15
	4.98
	5.25
	5.14
	982
	-17%
	-18%
	1%

	Uralsvyazinform
	URSI
	0.048
	0.05
	0.0475
	0.0515
	0.12
	2500
	-23%
	-24%
	-19%

	A2-Level Quotation List

	Aeroflot
	AFLT
	3.7
	3.95
	3.72
	3.72
	0.07
	20
	-
	9%
	37%

	Unified Energy System, pref.
	EESRP
	0.905
	0.93
	0.865
	0.925
	0.18
	200
	-21%
	-17%
	-23%

	Sibirtelecom
	ENCO
	0.088
	0.09
	0.086
	0.0985
	0.73
	8100
	-23%
	-22%
	-17%

	Sibirtelecom, pref.
	ENCOP
	0.065
	0.069
	0.067
	0.067
	0.03
	374.7
	-17%
	-11%
	-11%

	CenterTelecom
	ESMO
	0.7025
	0.74
	0.715
	0.75
	0.07
	100
	-24%
	-22%
	-20%

	Irkutskenergo
	IRGZ
	0.98
	1.04
	-
	-
	-
	-
	-15%
	-7%
	4%

	Southern Telecom
	KUBN
	0.1575
	0.165
	0.16
	0.165
	0.05
	300
	-19%
	-15%
	-11%

	Mosenergo
	MSNG
	0.225
	0.26
	0.226
	0.226
	0.02
	78.9
	-4%
	-11%
	2%

	Nizhhnekamskneftekhim
	NKNC
	0.84
	0.92
	-
	-
	-
	-
	-2%
	29%
	17%

	VolgaTelecom
	NNSI
	4.451
	4.64
	4.45
	4.6
	0.51
	114
	-23%
	-21%
	-12%

	VolgaTelecom, pref.
	NNSIP
	3.45
	3.585
	3.45
	3.57
	0.49
	140
	-14%
	-9%
	-5%

	United Heavy Machinery
	OMZZ
	6.5
	7.95
	-
	-
	-
	-
	-15%
	-12%
	-16%

	RBC Information systems
	RBCI
	9.65
	10.1
	9.6
	9.9
	0.15
	15
	-8%
	5%
	10%

	Rostelecom, pref.
	RTKMP
	2.081
	3
	-
	-
	-
	-
	-26%
	-18%
	-23%

	Northwest Telecom
	SPTL
	1.325
	1.41
	1.395
	1.46
	0.14
	100
	-22%
	-26%
	-18%

	Northwest Telecom, pref.
	SPTLP
	1.085
	1.155
	1.1
	1.12
	0.28
	250
	-10%
	-6%
	-2%

	Tatneft, pref.
	TATNP
	2.73
	3.2
	2.85
	2.85
	0.03
	10
	-18%
	-15%
	-2%

	Uralsvyazinform, pref.
	URSIP
	0.0315
	0.0365
	0.0345
	0.0345
	0.03
	1000
	-24%
	-18%
	-19%

	B-Level Quotation List

	Bank Vozrozhdenie
	VZRZ
	66.75
	70
	67.5
	67.5
	0.02
	0.3
	-1%
	13%
	10%

	Sistema J.S. Financial Corp.
	AFKS
	1.57
	1.65
	1.58
	1.635
	0.6
	370.5
	-5%
	-100%
	-100%

	Akron
	AKRN
	60
	65.5
	61.9
	63
	0.08
	1.3
	28%
	71%
	149%

	Pharmacy Chain 36.6
	APTK
	59.5
	66
	61
	61
	0.12
	2
	-15%
	-22%
	-25%

	PJSC ARMADA
	ARMD
	20.25
	21.25
	-
	-
	-
	-
	-1%
	7%
	29%

	Severstal
	CHMF
	22
	22.2
	20.85
	22.35
	2.18
	100.8
	-2%
	-7%
	28%

	Chelyabinsk Zink Plant
	CHZN
	9.3
	10
	9.3
	10.4
	0.44
	46.4
	-17%
	-32%
	-94%

	Dagenergo
	DGEN
	0.0171
	0.0265
	-
	-
	-
	-
	-8%
	-26%
	-34%

	CenterTelecom, pref.
	ESMOP
	0.525
	0.615
	-
	-
	-
	-
	-15%
	-13%
	-11%

	Dalsvyaz
	ESPK
	4.8
	4.9
	4.9
	5
	0.3
	60
	-9%
	-7%
	1%

	FESCO
	FESH
	1
	1.17
	-
	-
	-
	-
	-7%
	-11%
	39%

	Cherkizovo Group
	GCHE
	15
	21
	-
	-
	-
	-
	-
	-
	-

	GMK Norilsk Nickel
	GMKN
	250
	254
	230.7
	252
	44.08
	183.4
	-6%
	-15%
	12%

	RAZGULIAY Group OJSC
	GRAZ
	7.9
	8.1
	7.25
	8.15
	2.85
	363.3
	22%
	67%
	89%

	Corporation IRKUT
	IRKT
	0.75
	0.945
	-
	-
	-
	-
	-17%
	-19%
	-23%

	Kalina
	KLNA
	31
	34
	32.5
	32.5
	0.03
	1
	-23%
	-25%
	-26%

	KamAZ
	KMAZ
	5
	5.95
	-
	-
	-
	-
	1%
	30%
	22%

	Southern Telecom, pref.
	KUBNP
	0.12
	0.133
	-
	-
	-
	-
	-15%
	-6%
	-

	Kusbassenergo
	KZBE
	2.445
	2.74
	-
	-
	-
	-
	-11%
	-13%
	-29%

	Lebedyansky
	LEKZ
	82
	83.3
	83
	88
	0.83
	10
	-4%
	-11%
	-11%

	Lenenergo
	LSNG
	1.7
	1.8
	1.7
	1.8
	0.07
	42.4
	-8%
	-5%
	26%

	Lenenergo, pref.
	LSNGP
	1.42
	1.6
	-
	-
	-
	-
	1%
	29%
	35%

	Magnitogorsk Iron&Steel Works
	MAGN
	1.02
	1.12
	1.05
	1.12
	0.2
	185.1
	-20%
	-18%
	-7%

	Magnit
	MGNT
	46.75
	47.5
	46.75
	47.8
	1.04
	22
	-5%
	3%
	3%

	Moscow Integrated Electricity Distribution Company
	MSRS
	0.098
	0.109
	0.1
	0.109
	0.32
	3050
	1%
	20%
	9%

	Mechel Steel Group
	MTLR
	21
	24
	20
	20
	0.04
	2
	-9%
	-7%
	50%

	Novolipetsk Iron & Steel Corp.
	NLMK
	3.4
	3.9
	3.65
	3.8
	0.29
	78
	-16%
	-12%
	9%

	Novoship
	NOMP
	3.12
	3.24
	3.12
	3.12
	0.02
	6.6
	8%
	1%
	30%

	Nutrinvestholding
	NTRI
	44
	46
	43
	46.8
	0.13
	3
	-12%
	-14%
	-14%

	NOVATEK
	NVTK
	6.5
	7.15
	6.55
	6.6
	0.13
	20
	-13%
	18%
	25%

	OGK-2
	OGKB
	0.125
	0.129
	-
	-
	-
	-
	-19%
	-4%
	-22%

	OGK-3
	OGKC
	0.125
	0.13
	0.13
	0.13
	0.07
	500
	-14%
	-11%
	-28%

	OGK-4
	OGKD
	0.1185
	0.135
	0.125
	0.125
	0.01
	79.1
	-10%
	-8%
	1%

	JSC OPIN
	OPIN
	259
	260.5
	255
	278
	1.16
	4.3
	-15%
	-
	-

	Pharmstandard
	PHST
	64.85
	65
	64.2
	66.2
	1.15
	17.7
	-10%
	-2%
	8%

	PIK Group
	PIKK
	28
	29.25
	27
	27
	0.03
	1
	-4%
	4%
	-

	Polyus Gold
	PLZL
	50
	52.25
	50.4
	52.253
	1.28
	25
	9%
	11%
	27%

	Polymetal
	PMTL
	8.1
	8.4
	7.9
	7.9
	0.04
	5
	19%
	18%
	31%

	Raspadskaya OJSC
	RASP
	6.95
	7.1
	5.8
	7.1
	1.12
	179
	11%
	40%
	133%

	Rosneft
	ROSN
	7.29
	7.35
	6.95
	7.51
	2.64
	360
	-23%
	-17%
	-12%

	RTM
	RTMC
	2.5
	2.55
	2.5
	2.55
	0.18
	71.5
	-15%
	-17%
	-

	IC RUSS-INVEST
	RUSI
	1.593
	1.631
	-
	-
	-
	-
	-
	2%
	8%

	Sberbank RF, pref.
	SBERP
	2.15
	2.3
	2.2
	2.4
	1
	440
	-24%
	-25%
	-25%

	Sedmoi Kontinent
	SCON
	24.9
	25.2
	25
	25.85
	0.52
	20.6
	-4%
	-5%
	-2%

	Gazprom neft
	SIBN
	5.25
	5.75
	5.54
	5.86
	0.77
	134.3
	-13%
	9%
	28%

	Power Machines
	SILM
	0.1975
	0.2025
	0.2025
	0.205
	0.2
	968
	-2%
	9%
	7%

	SITRONICS
	SITR
	0.125
	0.131
	0.115
	0.126
	0.03
	250
	8%
	-9%
	-9%

	Surgutneftegaz
	SNGS
	0.955
	0.985
	0.94
	1
	3.84
	3881.8
	-21%
	-26%
	-16%

	Surgutneftegaz, pref.
	SNGSP
	0.444
	0.53
	0.48
	0.5051
	0.75
	1502.8
	-30%
	-33%
	-34%

	Severstal-Avto
	SVAV
	50
	51
	50
	50
	0.05
	1
	-6%
	4%
	39%

	TGK-1
	TGKA
	0.00118
	0.0013
	-
	-
	-
	-
	-9%
	-9%
	-16%

	TGK-2
	TGKB
	0.00082
	0.00086
	0.0009
	0.0009
	0.05
	60000
	-18%
	-15%
	-22%

	TGK-4
	TGKD
	0.00112
	0.00122
	0.0011
	0.0012
	0.19
	170000
	-6%
	-6%
	2%

	TGK-5
	TGKE
	0.00084
	0.00089
	0.0009
	0.0009
	0.12
	136534
	-7%
	-18%
	-34%

	TGK-6
	TGKF
	0.00097
	0.00115
	0.001
	0.001
	0.1
	105000
	-13%
	-
	-14%

	TGK-7
	TGKG
	0.1035
	0.106
	0.104
	0.105
	0.28
	2678.3
	-3%
	-5%
	-

	TGK-8
	TGKH
	0.00135
	0.00149
	0.0014
	0.0014
	0.01
	3611.7
	2%
	2%
	16%

	TGK-9
	TGKI
	0.00029
	0.00031
	0.0003
	0.0003
	0.1
	345663
	-9%
	4%
	7%

	TGK-10
	TGKJ
	3.5
	4
	3.8
	3.8
	0.04
	10
	-10%
	-11%
	-13%

	TMK
	TRMK
	9
	9.22
	9.05
	9.48
	0.19
	20
	-18%
	-18%
	350%

	Uralkaliy
	URKA
	6.9
	7.9
	6.5
	7.05
	0.8
	118
	-1%
	39%
	142%

	URSA Bank, pref.
	URSAP
	1.5
	1.56
	1.55
	1.6
	0.09
	55
	-15%
	-19%
	-32%

	OSC VEROFARM
	VRPH
	47
	48
	47
	47.6
	0.15
	3.1
	-6%
	2%
	11%

	VSMPO-AVISMA Corporation
	VSMO
	252
	259
	249
	259
	0.54
	2.2
	-17%
	-21%
	-14%

	JSC VTB Bank
	VTBR
	0.0041
	0.00425
	0.0041
	0.0042
	0.67
	161000
	-19%
	-15%
	-23%

	Wimm-Bill-Dann
	WBDF
	83
	85
	83.1
	83.1
	0.5
	6
	-2%
	2%
	10%

	JSC WTC Moscow
	WTCM
	0.625
	0.6749
	0.6399
	0.6399
	0.01
	15.5
	-4%
	-11%
	2%

	JSC WTC Moscow, pref.
	WTCMP
	0.21
	0.3199
	-
	-
	-
	-
	20%
	-34%
	-28%

	Yarenergo
	YARE
	6.72
	12
	-
	-
	-
	-
	-7%
	6%
	12%

	Yarenergo, pref.
	YAREP
	5.4
	8.64
	-
	-
	-
	-
	-23%
	5%
	-2%

	Gazprom
	GAZP
	12.5
	12.6
	11.83
	12.71
	22.87
	1828.3
	-12%
	1%
	16%


	BEST PERFORMERS

	RASPADSKAYA OJSC
	LENENERGO
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	WORST PERFORMERS

	SBERBANK RF
	SIBIRTELECOM
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STOCK INDEXES

	RTS Index
	RTS - Oil & Gas
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	RTS - Telecom
	RTS - Metals & Mining
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	RTS - Industry
	RTS - Consumer & Retail
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CORPORATE BONDS

Corporate bond prices likely to dip in coming week


Russia’s corporate bond prices are likely to dip un the coming week as volatile foreign markets continue to put pressure on quotes, analysts predict.


A ruble supply shortage in the banking sector, which may mean a slight rise in interbank loan market rates this week, will be another negative factor.


Among the positive factors is the absence of primary placements.


The market saw a lateral trend between January 25 and 31.


The market opened on January 25 with a slide before showing some growth amid a positive external backdrop and low interbank loan market rates. There was a small wave of profit taking the next trading day, January 28. Most blue chips dropped 10 to 20 basis points on January 28, while trading volume on the MICEX was just 4.3 billion rubles.


Investors became more interested in the more reliable short-term second- and third- tier bonds from January 29. Blue chip trading dropped right down and the market fluctuated around the levels already achieved for the rest of the week.


The RUXCbonds-P price index edged up 0.06% to 110.74 and the RUXCbonds full yield index rose 0.22% to 218.34.


A considerable increase in the volume of planned primary placements had a major impact on secondary market quotes.


Russia’s mortgage lending agency AIZhk places its 11 issue bonds. on January 31, January 24, Russian Railways (RZHD) announced plans to issue 80 billion rubles for 3-7 years in May-June 2008. On Friday, January 25, the market heard that VTB-24 planned to start placing five-year series-3 bonds totaling 6 billion rubles in February. The Moscow state borrowing committee said on January 29 that it would place 5 billion rubles in bonds at auction on February 6.


Major investors preferred not to trade heavily with blue chip bonds on the secondary market, but rather wait for primary placements to obtain bonds from quality issuers with a premium against the market. In the race for premiums, some pressure can be observed on the bonds of the issuers planning to place bonds soon.


The best performers last week were Moskommerstbank-3, up 3.39%, Sibir-1, up 1.96%, Ochakovo-2, up 1.43%, Kopeika-2, up 1.01%, and GT-TETs Energo-4, up 0.99%.


The week’s outsiders were Arbat 1, down 4.14%, MOIA-3, down 1.93%, North West Telecom-3, down 1.20%, URSABank-5, down 1.01%, and DM-Center-1, down 0.835.


A drop in ruble supply also had a negative impact on corporate bond quotes. The tax period was rather painless in January thanks to high ruble supply, but in February dealers expect interbank loan market quotes to climb to 5%-6%, which could put considerable pressure on bond quotes and make it more expensive to raise funds from the debt market, which especially affects second- and third- tier bonds.


The Arbat & Co., debut issue continues to drop, falling 4.14%, after the arrest of Arbat Prestige’s owner Vladimir Nekrasov on January 23. Nekrasov is accused of evading 50 million rubles in taxes.


OGK-2 bond holders put up 2,384,968 bonds to be repurchased on January 31 for 2.38 billion. The bonds were purchased after OGK-2 shareholders voted at an EGM on October 31 to reorganize the generating company through a merger with OGK-2 Holding.


There was one primary placement in the corporate bonds sector last week. Russia’s mortgage lending agency (AIZhK) placed 10 billion rubles in A11 bonds. First coupon yield was set at 8.2%. Organizers had forecast first coupon yield of 8%-8.25%. Yield to redemption is 8.45%.

Leading gainers/decliners on MICEX Stock Exchange, January 25 - 31:

	Issuer (series)
	Price change, 
%
	Price, 
% of par
	Yield change, 
percentage points
	Annual yield, 
%
	Trading volume, mln rubles

	Moskommertsbank-3
	+3.39
	96.26
	-2.78
	12.04
	730.290

	Sibir-1
	+1.96
	97.58
	-2.27
	13.88
	304.377

	Ochakovo-2
	+1.43
	98.85
	-3.52
	11.65
	148.793

	NWTelecom-3
	-1.20
	99.12
	16.16
	22.64
	92.306

	MOIA-3
	-1.93
	97.09
	0.48
	8.62
	127.734

	Arbat-1
	-4.14
	92.98
	14.09
	33.36
	203.474


Leading issues by trading volume on MICEX:

	Issuer (series)
	Price change, 
%
	Price, 
% of par
	Yield change, 
percentage points
	Annual yield, 
%
	Trading volume, mln rubles

	AIZhK-8
	-0.09
	98.71
	0.02
	8.12
	841.270

	RZhD-5
	0.13
	100.15
	-0.15
	6.61
	834.0187

	Moskommertsbank-3
	3.39
	96.26
	-2.78
	12.04
	730.290

	Gazprom А4
	0.02
	103.02
	-0.03
	6.71
	727.845

	VTB 24-1
	-
	100.25
	-
	7.94
	639.814


Trading volume on stock exchanges, January 25 - 31:

	Exchange
	Volume for past week, 
mln rubles
	Trading volume for previous week, mln rubles
	% change

	MICEX main floor
	8928.704
	14189.864
	-37.08

	MICEX, overall
	34495.739
	42545.491
	-18.92

	St. Petersburg Currency Exchange
	30.764
	25.163
	+22.26


	CORPORATE BOND INDEX RUXCBONDS
	CORPORATE BOND INDEX RUXCBONDS-P
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