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Economic Situation in Russian Federation and Global Situation

Global economic situation in 2005 has been favorable for Russia. Price level of practi-
cally all groups of raw materials and oil in particular remained high, which facilitated
the strengthening of the national financial power: federal budget surplus increased up
to 7.5 % of GDP, gold and foreign exchange reserves exceeded US$ 182 billion;
RUR 1.24 trillion have been accumulated in the Stabilization Fund.

External debt of Russia in 2005 decreased from 19.3 % to 10.6 % of GDP. Stabilization
Fund disbursements were used to prepay the obligations to the World Monetary Fund
(US$ 3.3 billion) and Paris Club (US$ 15 billion).

GDP growth by the results of 2005 amounted to 6.4 %, thus exceeding the forecast, but
still below the result of 2004 (7.2 %). Inflation decreased to 10.9 % per annum, which,
however, resulted to be higher than the annual 8.5 % planned by the Government. Real
exchange rate of Ruble gained strength by 10.5 %.
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In 2005, Standard & Poor’s upgraded Russia’s rating to the investment level; similar rat-
ings previously given to Russia by Moody’s Investors Service and Fitch Ratings were
also upgraded.

In the second half of 2005, foreign and national investors boosted their activities sig-
nificantly; so, the hiatus that had emerged in 2004 due to the case of YUKOS was over-
come. While in the middle of the period under review the investments were growing at
an annual rate of 5 %, by November that rate had reached 15 % per annum. Though raw
materials producing sector still retained its leading position in the volumes of invest-
ments raised, the companies working in infrastructure and consumer market gained
upper hand in investments dynamics. The process was stimulated by the Russian
Government which has been keeping in check domestic investments in the oil and gas
sector, while maintaining high tax burden.
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World Oil Price Dynamics (USD/Barrel)

65

. /—\-\\.,.

45 /\
¥ -\._%—"_/\.'/

25

January
February
March
April
May
June
July
August
September
October
November
December
January

February
March
April
May
June
July
August
September
October
November
December

—— Brent —a— Urals

Budget surplus made it possible to finance additional expenses of the state which,
along with the monetization of social benefits, expected inflation and booming loans to
individuals, resulted in a sharp growth of domestic consumption. That factor was the
main catalyst of economy development. In addition, on the background of continuing
protection measures in foreign trade, medium business focused on the industries ori-
ented to satisfying consumer demand, in particular the food industry and agriculture.

Banking System Development

In 2005, the pace of Russian banking sector development was quicker that the general
economic performance indicators. By the year results, assets of lending entities
increased by more than 33 % (up to RUR 9.5 trillion), capital — by 30 % (up to RUR 1.2
trillion). Operations with individuals acquired great importance. Thus, the volume of
loans granted grew by almost 90 %; borrowings amounted to approximately RUR 1.1
trillion by the year end; deposits amounted to RUR 2.6 trillion which exceeds the result
of 2004 by one third.

In the conditions of bitter competition state-owned banks managed to strengthen their
positions; non-residents also became more active: in the eleven months of 2005 the
number of banks where foreign participation interest exceeded 75 % increased from 43
to 47.

Last year the Bank of Russia continued to pursue its practice of revoking licenses from
lending entities violating the law. As a result, their number decreased from 1,520 to
1,404 as of January 1, 2006.

Extensive regional expansion still was the most important institutional process. 500
new branches had been opened throughout the country by December 2005 (against 350
branches a year before), while almost half of those branches were opened by major
Moscow banks.
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Positive dynamics of quotations on stock and bonds market was observed throughout
the year, which was caused by high interest of non-residents in the Russian assets. In its
turn, such attention was attracted mostly thanks to extensive offer of second- and third-
tier bonds on the primary market.

National banks have significantly built up their securities portfolios. Investments in
equities grew by almost 120 %; in bonds — by almost 30 % on the whole approaching
the level of RUR 1 trillion. Lending entities have been actively issuing Eurobonds: while
in the beginning of the year the volume of Eurobonds issued had been equal to US$ 7.2
billion, by the end of the reported period it made up US$ 15.3 billion.

Growth of stock indices and active participation of investors conditioned the predilec-
tion for IPOs; some banks announced preparation for IPOs.
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Volume of loans extended to companies grew by approximately one-third approaching
RUR 3 trillion. At the same time, the loans/broad money ratio reached 0.75, while for
the 2002—2004 period it had been around 0.60-0.65.

Banking Sector Development Strategy up to Year 2008 was approved in 2005. According
to that document, by 2009 banks’ assets would make up 56-60 % of GDP; capital would
reach 7-8 % of GDP and loans to non-financial entities would make up 26-28 %. Real
increment rate of assets, capital, loans and deposits are expected to outpace the GDP
dynamics.

Russian Bank System Assets and Capital Growth Dynamics in 2001-2005 (RUR million)
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