
BRAZIL’S ECONOMY, SIMILAR IN MANY WAYS TO THAT OF RUSSIA, HAS BEEN SUCCESSFUL 

IN ATTRACTING FOREIGN INVESTMENT SINCE DECEMBER 2008. WHAT LESSONS COULD 

RUSSIA LEARN FROM THE SOUTH AMERICAN COUNTRY? HERE, MICHAEL PUGH AND 

THERESA HUDSON ASK:

Should the Russian Bear 

Learn the Samba?
By Michael Pugh, Partner, Lovells CIS, and Theresa Hudson, Trainee Solicitor, Lovells CIS

T
HE RISE IN OIL PRICE 

from $40 per barrel at the 

end of December 2008 to 

$70 per barrel by mid-June 2009 

has fuelled growth in the Russian 

RTS index of over 140 percent from 

492.59 in mid-January to 1,202.64 in 

early June 2009.  This rise however 

sits uncomfortably with a number 

of key Russian economic indica-

tors such as an estimated decline in 

GDP in 2009 of between 2.2 percent 

(the government estimate) and 4.5 

percent (the World Bank estimate), 

an increase in unemployment to 10.2 

percent at the end of May 2009 com-

pared to 5.4 percent in June 2008 and 

a record level of capital flight in 2008 

of $130 billion, the flip side of which 

is the sharp drop in foreign invest-

ment and lending into Russia. 

Russia is not alone in its experi-

ence of the global economic crisis.  

Many other markets have suffered 

from the severely restricted supply 

of liquidity.  Yet in some of these 

countries issuers have successfully 

re-entered the international debt 

markets (for example, the issue of 

£1,500 million of corporate bonds 

by BP Capital Markets plc in the 

UK in March 2009, and five issues 

by French EDF of bonds totaling 

$13.8 billion between January and 

May 2009).  Most notably, Brazil, 

similar in many ways to Russia, 

has been successful in attracting 

foreign investment since Decem-

ber 2008, while Russian creditors 

seeking to raise foreign debt are 

being scrutinized by strict Western-

led “face-control” that severely 

curtails the ability of the Russian 

economy to refinance itself through 

international debt.  This has meant 

that the international capital 

markets remain closed to all but the 

most blue-chip of semi-sovereign 

Russian issuers.  So this leads us 

to the ask: What moves has Russia 

made to overcome the obstacles 

and how do these compare with 

the management of the Brazilian 

economy?  And: whether the Russia 

bear, by changing some of its steps 

and its image in the eyes of the 

international investor community 

can pass through the current “face 

control” and tap the international 

debt markets, thereby refinancing 

its economy with external debt.

Russia’s Response 

to the Crisis

Financial Support

Following the sharp fall and tem-

porary closure of the Russian stock 

markets in September 2008, the 

government established a $50 billion 

fund administered by Vnesheconom-

bank (VEB) to refinance foreign 

debt.  For a number of reasons, in-

cluding budget cuts, in March 2009, 

the funding program was closed after 

the allocation of only $11 billion.  

Finance Minister Alexei Kudrin 

stated on February 4, 2009, that a 

contributing factor to the decision to 

close the program was the U.S. dollar 

liquidity in the Russian financial 

system thanks to the institution of a 

dollar deposit service by the Central 

Bank of Russia (CBR) in December 

2008.  Russian banks’ deposits of 

U.S. dollars with the CBR were used 

to provide Russian commercial banks 

with a source of dollars with which 

to refinance the existing foreign 

currency loans between Russian 

companies and foreign banks.  As a 

result, the government took the view 

that its program was not the best way 

to spend its reserves; with CBR as-

sistance the banks had the means to 

repay and refinance their existing for-

eign currency loans (and, in theory, 

those of Russian corporates). 

After the decision to close the fund, 

the government declared that it would 

not invest directly in the real economy 

and that corporates should look to 

Russian banks for liquidity.  To this 

end, the government mandated state-

owned banks VEB and Vneshtorgbank 

(VTB) to distribute government funds 

to Russian commercial banks.  Ef-

fectively, by ensuring the liquidity of 

a number of key commercial banks, 

the government delegated the bulk of 

its responsibility to these banks to dis-

tribute funds within the real economy.  

This approach was designed to ensure 

that the state assistance measures 

would simultaneously support both 

the finance and real sectors as the 

funds allocated would flow through 

both sectors.  It was also intended to 

Russian creditors seeking to raise 

foreign debt are being scrutinized by 

strict Western-led “face-control” 

that severely curtails the ability of 

the Russian economy to refinance 

itself through international debt. 
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