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Stability or stagnation?
Strength on the international stage 
undermined by Russia’s stalling economy

Stability or stagnation? Over a year into 
Vladimir Putin’s third Kremlin term, 
Russia is walking tall on the internation-

al stage. Moscow has played a decisive role in 
Syria crisis diplomacy and anchored the Group 
of 20 summit process. Yet despite an appearance 
of relative strength – fortified by high prices for 
Russia’s oil exports – the economy has stalled.

Two dozen leading entrepreneurs, executives 
and policy makers gave their exclusive insights 
on what comes next at the Reuters Russia In-

vestment Summit, with retailers and bankers in 
particular giving upbeat views on the outlook 
for their businesses and the consumer.

Policy makers were more guarded on the 
economy, with First Deputy Prime Minister 
Igor Shuvalov saying Russia was experiencing 
“the sort of stability we don’t like”, while central 
banker Ksenia Yudayeva said cutting interest 
rates would not help an economy already run-
ning close to its potential. Read on for summit 
highlights:
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Now not the time for deeper austerity in 
Russia: Finance Minister
BY DARYA KORSUNSKAYA AND LIDIA KELLY

MOSCOW , SEP 24, 2013

Russia’s government should avoid 
deeper austerity measures at a time 
of slowing economic growth, Fi-

nance Minister Anton Siluanov told the 
Reuters Russia Investment Summit on 
Tuesday.

But he also said that without further 
structural reforms to the budget and mea-
sures to cut spending by state monopolies, 
Russia may face “significant risks” from a 
rise in spending within five years.

His comments came on the day that the 
International Monetary Fund urged Rus-
sia to pursue gradual fiscal tightening in the 
medium term, warning that risks to Rus-
sia’s economy “are tilted to the downside”.

Siluanov disagreed with the IMF’s call 
for deeper cuts, saying that the budget of 
the world’s eighth-largest economy was al-
ready tight enough.

“In a period of slower growth in the 
economy one should not cut state demand 
because that will deliver a double blow to 
the economy,” Siluanov said.

The economy grew by 1.2 percent in the 
second-quarter, half the rate of the United 
States and even further below most of Rus-
sia’s emerging market peers. Growth esti-
mates for the year now stand at 1.8 percent 
- half the initial forecasts.

Last week, the government approved 
a budget for the next three years which 
partially postponed financing of President 
Vladimir Putin wide-ranging pre-election 
promises. Despite those cuts, however, the 
budget deficit will not disappear.

DEFICIT TO STAY
In 2015, Russia now foresees a deficit of 1 

percent of gross domestic product, project-
ing that to narrow to 0.6 percent of GDP 
in 2016.

Stripping out oil and gas taxes, which 
account for over half the federal budget, the 
underlying picture looks more difficult. The 
non-oil deficit, which the IMF has repeat-
edly urged Russia to cut, will fall from 10.3 
percent of GDP in 2013 only to 8.4 percent 
in 2016 - twice the pre-financial crisis level.

Siluanov defended the 2013-2016 bud-
get as having “turned out well” despite a lot 
of pressure to raise spending.

But he warned that the three-year plan 
leaves costly spending decisions to be fi-
nanced in 2017-18 - including a planned 
rise in military spending - which meant 
Russia should already prepare for “this dif-
ficult period.”

Closer attention should be paid to the 

state monopolies which dominate the 
economy, he said, suggesting their costs 
could be reduced by as much as 10 percent 
without cutting back on the goods and ser-
vices they need to operate.

“As we say in Russia: many make money 
not from profit but from costs,” Siluanov 
said. “The government should look into 
how effective are procurement and invest-
ment by large companies with state stakes 
in them, how they correspond with nation-
al goals.”

Additional reporting by Alexei Kalmykov, Maya 
Dyakina and Douglas Busvine; Editing by 
Jason Bush and Matthew Tostevin

Russian Finance Minister Anton Siluanov takes part in the Reuters Investment Summit in Moscow 

September 24, 2013. REUTERS/GRIGORY DUKOR

http://www.reuters.com/summit/Russia13
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Monetary policy can’t fix Russia’s 
structural problems: central banker
BY DARYA KORSUNSKAYA AND JASON BUSH

MOSCOW, SEP 24, 2013

Russia’s central bank has limited 
scope to reverse an economic slow-
down that reflects underlying struc-

tural problems rather than tight credit, the 
bank’s new head of monetary policy said.

Ksenia Yudayeva, appointed to head 
monetary policy under new Chairwom-
an Elvira Nabiullina, defended the bank 
against political pressure to cut interest 
rates to boost growth.

“One shouldn’t exaggerate the possibili-
ties for the central bank to increase econom-
ic growth,” the U.S.-educated economist 
told the Reuters Russia Investment Summit.

The central bank has left its main lending 
rates unchanged for the past year, ignoring 
calls to cut them even though the economy 
has slowed dramatically. Economic growth 
is expected to be less than 2 percent this 
year, well below initial forecasts.

Yudayeva said the bank was not to blame 
for the slowdown.

“The fall in growth we’re seeing most 
probably has a structural character,” Yu-
dayeva said.

“In essence, all the unused capacities for 
economic growth have been exhausted,” she 
added. “We need investment-led growth for 
changing the economic structure, and for 
any economy that’s a definite challenge.”

She estimated that Russia’s potential 
economic growth rate was now 2-2.5 per-
cent - well down from the 4 percent growth 
seen over recent years, and of around 7 per-
cent before the 2008-9 financial crisis.

Yudayeva said that slowing growth po-
tential is visible in all the “BRIC” econo-
mies - Brazil, Russia, India and China 
- suggesting that this reflects a global eco-

nomic rebalancing.
In Russia’s case, it also reflects problems 

such as weak institutional development 
and over-reliance on natural resources, she 
added.

HIGH EXPECTATIONS
Yudayeva said that the biggest contribution 
the central bank could make to Russia’s 
economic development would be to bring 
down inflation - which in turn meant bear-
ing down on stubbornly high expectations 
of inflation among ordinary Russians.

“For now the population expects fairly 
high inflation,” she said, referring to re-
search the central bank has commissioned.

Next year the central bank aims to bring 
inflation down to 4.5 percent, from above 
6 percent at present. The 2014 target may 
be raised as a result of a recent government 
decision to increase some utility prices, but 
Yudayeva said the central bank was still ex-
amining the impact of this decision.

She said that inflation ought to fall fur-
ther before the central bank would be in a 
position to use active monetary policy as a 
tool for boosting a sluggish economy.

“If the central bank can really reduce 
inflation to 3-4 percent, and reduce infla-
tion expectations, then we’ll be able really 
to pursue a counter-cyclical policy. At the 
moment these possibilities are very, very 
limited,” she said.

Lower inflation would also help long-
term investment in the economy by reduc-
ing uncertainty, she added.

Although playing down the prospects 
for interest rate cuts to boost growth, Yu-
dayeva said that the central bank was aid-
ing economic development by improving 
the structure of the money market. For 
example it was introducing medium-term 
operations that widen the range of collat-
eral banks can use to refinance cheaply.

She also said the bank would press on 
with its transition to inflation targeting, a 
regime that involves tighter control of in-
terest rates instead of targeting the rouble’s 
exchange rate.

“We don’t have a policy of targeting any 
level of the rouble: We have quite a flexible 
and free exchange rate and we’ll go further 
in that direction,” she said.

Nor would the central bank be distract-
ed from its long-term goals by temporary 
market jitters caused by the impending 
“tapering” of the U.S. Federal Reserve’s 
monetary stimulus, whose impact on Rus-
sia she said was of secondary importance 
compared with domestic economic trends.

“We’ll look at what happens in the 
economy,” she said. “It wouldn’t make much 
sense to make any special efforts to react to 
the actions of the Fed.”

Additional reporting by Oksana Kobzeva, 
Timothy Heritage, Maya Dyakina, Lidia Kelly 
and Dmitry Antonov; Writing by Jason Bush; 
Editing by Douglas Busvine

Ksenia Yudayeva, first deputy chairwoman of 

the Central Bank of Russia, takes part in the 

Reuters Russia Investment Summit in Moscow 

September 23, 2013. REUTERS/SERGEI KARPUKHIN
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Russia’s Alfa Group unit buys 
stake in Regal Petroleum
BY MEGAN DAVIES AND OLGA SICHKAR

MOSCOW MON SEP 23, 2013

A1, an investment vehicle of Rus-
sian billionaire Mikhail Fridman, 
told Reuters on Monday it had ac-

quired a 24.4 percent stake in Regal Petro-
leum (RPT.L), which produces gas and gas 
condensate in Ukraine.

News of the deal sent Regal’s shares 
sharply higher in London and they closed 
up 10.6 percent on the session.

“We are ready to say today that we have 
acquired 24.4 percent (in Regal Petroleum). 
The buyer is one of A1’s subsidiaries, and 
the seller is CIS Natural Resources,” A1 
President Mikhail Khabarov told the Re-
uters Russia Investment Summit.

Khabarov declined to disclose finan-
cial details of the deal, but said Regal Pe-
troleum’s revenues stood at 25.3 million 
pounds ($40.5 million) in 2012.

“We do not rule out that we may invest 
more in this company. We believe it has po-
tential to increase its market capitalization 
and think that we can make the manage-
ment more efficient in the interests of all 
shareholders,” he said.

A1 is a unit of Fridman’s Alfa Group 
and its investment portfolio ranges from 
car dealerships to cinemas to real estate.

It is also known for investing in compa-
nies that struggle to pay debts or are em-
broiled in corporate disputes, selling them 
on relatively quickly after resolving the 
standoff.

However Khabarov, who has a seat on 
Alfa-Group’s supervisory board, said he saw 
long-term potential in Russian coal asset 
Zarechnaya, part of an industry that has seen 
prices tumble over 60 percent since 2011.

A1 represents a businessman who 

claims a 50 percent stake in Zarechnaya, a 
coal company in western Siberia’s Kuznetsk 
Basin, or Kuzbass, one of Russia’s biggest 
coal deposits.

“In fact we’ve got not just an asset but 
an option (exercisable when) this market 
grows,” he said, citing the mine’s efficiency 
as an advantage over the small and medi-
um-sized coal firms that he sees consoli-
dating in a few years.

“Most likely, we will not sell it (Za-
rechnaya) immediately. It would be more 
interesting to use it as a basis for consolida-
tion in the sector and creation of a major 
player with annual production of 30 million 
tonnes. Possibly, with a partner.”

He also named metals, transport and 
infrastructure as potentially attractive areas 
for investment thanks to their cheap valua-

tions but cautioned that a quick profit was 
unlikely.

“Ferrous, non-ferrous metals, coal - they 
are all in a very difficult situation... All 
these sectors are at the bottom and no-one 
can say when they will exit this part of the 
cycle.”

($1 = 0.6250 British pounds)

Reporting by Olga Sichkar, Megan Davies, 
Alessandra Prentice, Sveta Burmistrova and 
Maria Kiselyova; writing by Maria Kiselyova 
and Alessandra Prentice

A1 President Mikhail Khabarov speaks during an interview at the Reuters Investment Summit in 

Moscow September 23, 2013. REUTERS/SERGEI KARPUKHIN

Follow us on Twitter:  
Twitter@reuters_summits
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U.S. shift needed for Syria peace deal: 
Putin ally
BY GABRIELA BACZYNSKA AND TIMOTHY 

HERITAGE

MOSCOW, SEP 25, 2013

World leaders will be able to se-
cure a peace deal in Syria only if 
Washington drops demands for 

President Bashar al-Assad’s removal and 
the threat of air strikes, an ally of President 
Vladimir Putin said.

Russia, Assad’s main backer, has por-
trayed itself as the peacemaker in Syria 
since winning Washington’s support for a 
proposal that Damascus give up its chemi-
cal arms to avert U.S. military intervention 
over a poison gas attack.

Alexei Pushkov, head of the lower house 
of parliament’s foreign affairs committee, 
said he hoped the agreement could become 
the springboard to reaching a peace deal.

But he said this would depend on the 
U.N. Security Council agreeing on a reso-
lution to enforce it and Washington aban-
doning what he called an ideology based on 
“regime change”.

“The world is now praising Russia for 
giving this way out of a potential military 
conflict, and looking suspiciously at Wash-
ington and what it will decide,” Pushkov 
told the Reuters Russia Investment Sum-
mit on Tuesday night.

“Will they prefer the peaceful diplomat-
ic, political option, or the military option?”

Russia proposed that Syria give up its 
chemical arms after Washington threat-
ened to strike Syrian targets following an 
August 21 gas attack which the United 
States blames on Assad’s forces and which 
Moscow says was probably carried out by 
rebel forces.

The United States accepts the proposal 
but disagrees with Moscow on whether the 

Security Council resolution enforcing the 
deal should include an automatic threat of 
sanctions or the use of force in the case of 
non-compliance.

“If we reach this chemical agreement 
with Washington, London and Paris, then 
it can have a future and become a political 
agreement,” Pushkov said.

“If it remains just the lowest common 
denominator but all the goals outside of it 
are completely different, then I don’t think 
it will be conducive to a peace agreement - 
because the goals outside of the chemical 
agreement remain very different.”

Pushkov, 59, holds no policy-making 
powers but has aligned himself closely with 
Putin’s stance on Syria and become one of 
Russia’s fiercest critics of U.S. foreign pol-
icy, at times provoking anger and criticism 
in the United States.

Although he is seen in Washington as 
a hawk and the United States has long 
regarded Russia as an obstacle to peace in 
Syria, Pushkov made clear Moscow was 
wary of U.S. intentions.

“I hope that the political process prevails 
but I think the military temptation will be 
always on the table (for the United States), 
which makes the whole situation extremely 
difficult and dangerous,” Pushkov said.

“There is a war party that wants war, no 
matter what Assad does... The war party in 
Washington is pretty influential.”

If agreement is reached on enforcing the 
chemical arms deal, the next step towards 
ending the civil war in Syria is likely to be 
an international peace conference which 
Washington and Moscow are trying to ar-
range.

Pushkov said its success would depend 
on the United States doing more to bring 
the rebels to the negotiating table.

“If you talk to them in the right way, 
they will come. Because they will not have 
any other option - otherwise they may lose 
their support. The question is whether the 
United States want them to come or not,” 
Pushkov said.

Western powers believe Assad’s exit is 
vital for any negotiated peace settlement in 
Syria but Russia has said it must not be a 
pre-condition for talks.

He said officials with experience of 
running the country would be needed to 
help provide stability after a peace deal is 
reached and warned that chaos would fol-
low - as after Libya’s civil war - if militant 
Islamists won power.

“You have to have running water. Will 
the head of the Free Syrian Army do this?” 
Pushkov asked. “The governing structures 
should be conserved, you cannot do it with-
out conserving at least part of the govern-
ment.”

Writing by Gabriela Baczynska, Editing by 
Timothy Heritage and Alistair Lyon

Free Syrian Army fighters fire their weapons as 

they take cover during clashes with what activists 

say are government forces, in the village of Aziza, 

in the southern countryside of Aleppo September 

25, 2013. REUTERS/HAMID KHATIB
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Russian, foreign investors could buy 
Uralkali: Shuvalov
BY DARYA KORSUNSKAYA AND POLINA DEVITT

MOSCOW, SEP 23, 2013

Russia’s government on Monday 
ruled out a state purchase of tycoon 
Suleiman Kerimov’s stake in pot-

ash producer Uralkali (URKA.MM), but 
left open the door to a trade sale to resolve 
a row with Belarus over the collapse of a 
sales cartel.

Uralkali sent the $20 billion global pot-
ash market into turmoil when it quit a mar-
keting alliance with state-owned Belaruskali 
in July. Minsk hit back by arresting CEO 
Vladislav Baumgertner on August 26.

Speculation has mounted that Kerimov 
might sell his 21.75 percent stake in Ur-
alkali to a Russian state buyer as part of a 
Kremlin-backed peace deal. But First Dep-
uty Prime Minister Igor Shuvalov ruled out 
such a move, echoing oil industry boss and 
former aide to President Vladimir Putin, 
Igor Sechin.

“It is a company that could be bought 
by a huge number of Russian and foreign 
investors,” Shuvalov told the Reuters Rus-
sia Investment Summit. “Nobody has con-
sidered a consolidation of the asset under a 
state banner at all.”

“There is no sense for the Russian gov-
ernment to take on the risks (of ownership) 
itself,” he added.

Putin met his Belarussian counterpart, 
Alexander Lukashenko, on Monday on the 
sidelines of a regional summit to discuss the 
matter after both sides said last week that 
Baumgertner could be released.

Putin’s spokesman did not say whether 
the leaders had reached any agreement for 
Baumgertner to return to Russia. Speak-
ing later, Lukashenko did not touch on the 
matter.

The owners of Uralkali have yet to make 
an offer to sell their shares, Sechin said last 
week. Speaking in his capacity as CEO of 
Rosneft (ROSN.MM), Sechin said the 
state-controlled oil major was not inter-
ested in Uralkali.

“The head of Rosneft has said that he is 
not interested in this asset,” Shuvalov said. 
“This company would be interesting for 
those who produce metals and are involved 
in raw materials.”

Together with his partners, Kerimov 
controls around 46 percent of Uralkali, the 
world’s top producer of the fertilizer ingre-
dient.

Shuvalov said he saw a range of out-
comes: Kerimov may stay, he may sell and 
other unknown developments were possible.

“There were negotiations in Moscow 

recently ... last week people with money, 
people who manage big funds and large 
amounts (of money) came said that this 
type of asset was interesting for them,” he 
added, without elaborating.

The stake of Kerimov and his part-
ners was valued at $8 billion before the 
joint venture collapsed. The stake is worth 
around $500 million less now, according to 
Reuters data.

Some investors believe the Kremlin 
wants to repair the potash alliance between 
Uralkali and Belaruskali - which previously 
controlled about 40 percent of the world 
market - to avert a possible collapse in pric-
es for the soil nutrient.

Shuvalov said that he saw no benefit 
from breaking up the joint venture. “The 
existence of the alliance would be right for 
global potash market and for producers,” he 
added.

Exports of the fertilizer ingredient ac-
count for 12 percent of the ex-Soviet re-
public’s state revenue. Uralkali’s managers 
had said that potash prices could fall by 25 
percent as a result of the cartel’s breakup, 
but that they could recoup the losses by 
boosting production volumes.

Reporting by Darya Korsunskaya, Polina 
Devitt, Anastasia Lyrchikova and Timothy 
Heritage; Editing by Douglas Busvine and 
David Evans

A view of the Uralkali main office in the city of 

Berezniki in the Perm region close to Russia’s 

Ural mountains August 27, 2013. REUTERS/SERGEI 

KARPUKHIN

http://www.reuters.com/summit/
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Russia’s M.video bullish 
on consumer spending
BY MARIA KISELYOVA AND OLGA SICHKAR

MOSCOW,  SEP 25, 2013

Russian home electronics and white 
goods retailer M.video (MVID.
MM) is confident that consumers 

will continue to spend rather than save, de-
spite a sharp economic slowdown.

Across Europe, retailers are struggling as 
government efforts to bring down national 
debts reduces disposable incomes. Electri-
cal store groups have been particularly ex-
posed because they sell goods that are not 
essential.

Alexander Tynkovan, the founder, 
main shareholder and chief executive of 
M.video - Russia’s answer to Britain’s Dix-
ons (DXNS.L) - told the Reuters Russia 
Investment Summit that he was not bud-
geting for any sharp decline in Russia’s 
consumption.

“We have no habit of saving in this gen-
eration and, deep down, Russians have no-
where to invest,” he said. “Buying property 
or a car is too costly, and we have very few 
ways of entertaining ourselves - especially 
in the provinces.”

Buying a new fridge or a washing ma-
chine is still an event for an average Rus-
sian family, said Tynkovan, and consumers 
keep flocking to electrical goods stores even 
when crisis bites.

There was no expectation of rapid 
growth like that during the early 2000s, but 
nor did he foresee a drop.

“If there is a recession and people lack 
money, they will of course eat first and then 
buy anything else but we do not expect 
Russians only to have money to eat and not 
a kopeck more.”

The slowdown means some Russians 
will struggle to pay debts they have piled 

up, but Tynkovan does not expect a pinch 
as M.video targets middle-class and high-
er-income shoppers.

Growth is expected to slow to below 2 
percent this year, but consumer spending 
has held up.

OMNI-CHANNEL VS AMAZON
M.video opened its first store in 1993 on 
central Moscow’s Maroseika street, giving 
the name ‘M’ to the network which now 
counts more than 300 outlets in 140 Rus-
sian cities.

Having expanded into bigger cities 
with spacious stores, the company is now 
opening smaller outlets after combining its 
stores and internet business.

Tynkovan shrugged off the competitive 
threat from a growing number of online 
firms which often struggle to provide the 
service levels demanded by customers and 
fail to make profits.

“We have strong doubts about the pure 
online model,” he said. “In a 5- to 10-year 
perspective, I see two prevailing models - 
our ‘omni-channel’ and Amazon’s.”

The world’s largest Internet retailer, 
Amazon (AMZN.O), has yet to make a 
foray into Russia but Tynkovan said poor 
infrastructure and a consumer preference 
for paying with cash rather than plastic 
would be a constraint to expansion.

“In Russia we do everything that Ama-
zon does. Our main specialization is com-
petent stock management,” he said “And 

we are good at predicting our sales.”
He said M.video was in talks with Pay-

Pal, the online payment service owned by 
eBay Inc (EBAY.O), which has recently 
started operations in Russian roubles, to 
accept customer payments.

Fast growth of internet use in Russia in 
recent years has spawned hundreds of e-
commerce start-ups, which are accused of 
using “grey schemes” to deliver products to 
Russia.

That market has been stable, but Tynko-
van said it may surge if the government lifts 
a ban on parallel imports - goods intended 
by their manufacturer for use in one coun-
try but imported and resold in another.

This could deter foreign electronics 
manufacturers from investing in local pro-
duction - a goal pursued by the government 
to diversify Russia’s resource-based econo-
my, he said.

Tynkovan said M.video aims to open 
30-35 new stores a year in 2014-2016, 
against 40 openings in 2013, increasing the 
density of stores rather than expanding into 
new regions.

Opening its own stores rather than ac-
quiring existing ones remains a priority for 
M.video after it decided against a merger 
with competitor Eldorado, owned by 
Czech magnate Petr Kellner’s investment 
group PPF.

“We’ve started to open (smaller) stores 
and thanks to the internet we can decrease 
the stock in the stores, this is why physi-
cal (space) is losing its appeal for us,” said 
Tynkovan, who is eyeing expansion into 
Belarus, Kazakhstan and Ukraine.

Additional reporting by Anastasia Teterevleva 
and Katya Golubkova; Editing by Douglas 
Busvine and Matthew Tostevin

http://www.reuters.com/news/video?videoChannel=118083
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Russia’s Megafon in talks to start bank
BY MEGAN DAVIES AND MARIA KISELYOVA

MOSCOW, SEP 24, 2013

Megafon, Russia’s second-largest 
mobile phone company, may 
start up a bank to capitalize 

on growing interest among consumers in 
managing their finances on-the-go and to 
cross-sell services to existing customers.

Russian mobile operators, trying to 
boost profits in a maturing market, have 
been searching for avenues to earn more 
from their subscriber base.

Megafon would be following Russia’s 
top mobile phone operator MTS, which 
this year bought a stake in a bank from its 
parent company Sistema.

“We are discussing - we don’t have a de-
cision - creating a Megafon bank,” CEO 
Ivan Tavrin told the Reuters Russia Invest-
ment Summit. “We are very (focused) on 
value-added services. There are many (new) 
things we can do inside our industry.”

Tavrin said Megafon would prefer to buy 
a small bank rather than acquire a banking 
license, which would likely take more time, 
and said the firm was already talking to some 
small lenders. He said he would consider 
buying a bank which does not have large op-
erations or a branch network.

He is planning to discuss the strategy 
with Megafon’s board later this year.

“The quality of credit (of our customers) 
and services we would give is an absolute 
priority for us,” Tavrin said. “We would not 
look to get the lion’s share of the (consumer 
credit) market. For us, the quality will be 
much more important than the quantity.”

MTS, the first Russian telecoms opera-
tor to move into banking, expects financial 
services to account for up to 5 percent of its 
total net profit by 2017.

MOST IMPORTANT
Megafon already has an indirect exposure 

to financial services through a $1 billion 
deal last year to buy a 50 percent stake in 
handset retailer Euroset, which offers on-
line payment services in its stores.

However, Megafon could ultimately sell 
a part of its stake in Euroset, Tavrin said, 
when asked whether the retailer could at 
some point go public.

There has been speculation in the Rus-
sian press that MTS is interested in buying 
a stake in Euroset, which Megafon owns 
equally with Russia’s No.3 mobile operator 
Vimpelcom. MTS said it was not consider-
ing such a move.

Megafon is also trying to drive growth by 
increasing the number of smartphones which 
people buy and have linked to its network. It 
does not currently sell Apple Inc’s iPhones in 
its stores and Tavrin would not comment on 
whether that policy would change.

“(Regarding) iPhones - the most im-
portant thing for us is not whether we sell 

them but whether we have the right pen-
etration of iPhones on our networks, be-
cause iPhone users ... consume more data,” 
said Tavrin.

Fashionable iPhones are out of financial 
reach of most Russians, who earn an aver-
age of 29,020 roubles ($910) a month.

“(Smartphones) are becoming more af-
fordable. (There are models that we sell) for 
$60 but I can’t say that (any time soon) the 
Russian population will be using a $1,000 
phone,” said Tavrin, who sports an iPhone 
himself, though not the latest model.

Megafon and its rivals are rolling out the 
4G network which allows the downloading 
of big amounts of data at a much higher 
speed than previous standards.

($1 = 31.7992 Russian roubles)

Additional reporting by Anastasia Teterevleva; 
Editing by David Holmes

Ivan Tavrin, CEO of Russian mobile operator Megafon, speaks during an interview at the Reuters 

Investment Summit in Moscow September 23, 2013. REUTERS/GRIGORY DUKOR
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Even as Russia’s Magnit matures, 
founder ready to do battle

BY MARIA KISELYOVA AND OLGA SICHKAR

RUSSIA, SEP 19, 2013

Sergei Galitsky, founder of Rus-
sia’s leading food retailer Magnit 
(MGNTq.L), would like investors 

to value his 15-year-old business as a ma-
ture company.

Yet he still wants to open three new 
stores every day and forecasts sales growth 
at Magnit will only slow slightly next year 
to 25 percent from close to 30 percent this 
year.

From a single shop in his home city of 
Krasnodar, the 46-year-old has built an em-

pire of 7,500 stores which turned over $14 
billion last year, having outflanked rivals by 
targeting the provinces of the world’s larg-
est nation by area.

Magnit, whose red and white italicized 
logo has become a common sight in Rus-
sia’s provincial towns and cities, now ex-
pects to generate positive free cash flow for 
the first time next year.

That puts it in a position to contemplate 
acquisitions after years of rapid expansion.

“We have no growth mania. We need 
profitability. If we see that growth comes to 
the detriment (of margins) we won’t grow. 
What is most important is to keep the 

company healthy and profitable,” Galitsky 
said in an interview ahead of next week’s 
annual Reuters Russia Investment Summit.

Magnit, whose “Always Low Prices” slo-
gan helps pull in more than 10 million peo-
ple a day to its stores, recently became the 
largest Russian food retailer by sales when 
it overtook struggling rival X5 (PJPq.L).

It has kept prices competitive and de-
fended margins by exploiting economies of 
scale and keeping a firm grip on costs.

“We will keep growing but no longer 
so (fast). We will surprise investors but 
no longer so (much). It’s already very hard 
to perform such exploits with our scale,” 

Leaves frame the front of a grocery store owned by retailer Magnit in Moscow July 24, 2012. REUTERS/MAXIM SHEMETOV
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Galitsky said this week at his headquarters, 
1,300 km (800 miles) south of Moscow, in 
a grain-producing region on the Black Sea 
coast.

LIKE A BOND
Leaning on a big oval table in his modest-
ly-furnished office, the tall, lean Galitsky 
struck a more reserved tone than in the 
past. “We want to be a secure investment, a 
little bit like a bond,” he said.

Magnit recently raised its dividend pay-
out ratio, returning shareholders 30 percent 
of its first-half net profit, up from 19 per-
cent a year ago.

The payout will keep free cash flow neg-
ative this year but Galitsky said that should 
turn positive in 2014 - despite plans to in-
vest another $1.8 to $2 billion in expansion.

“We believe that the market still allows 
us to invest so much. When the market 
stops allowing it, we will invent something 
new, we have ideas, or will distribute (prof-
its) in dividends - investors will be hardly 
upset,” he said.

Magnit’s London-listed stock has risen 
by 133 percent since it floated in 2006 at 
$27, putting a valuation on the business of 
$30 billion.

Investors impressed by the growth sto-
ry have put a large valuation premium on 
Magnit. Galitsky sought to cool some of 
that enthusiasm, yet he stressed that low- 
to middle-income shoppers will continue 
to buy essentials at his stores even as Rus-
sia’s $2 trillion economy hits a soft patch.

Magnit is valued at an estimated 2013 
enterprise value to EBITDA multiple of 
18.5 times, Credit Suisse estimates. Enter-
prise value is the combined value of equity 
and debt - effectively the cost of acquiring 
a company. EBITDA (earnings before in-
terest, taxation, depreciation and amorti-
sation) measures the capacity to cover the 
cost of its equity and debt.

Among its competitors, X5 trades on 
an EV/EBITDA ratio of 7 times, Dixy 
(DIXY.MM) at 6.5 times and O’Key 

(OKEYq.L) at 10.8 times. Magnit is pricier 
too than other emerging market peers in 
South Africa and is valued 66 percent more 
dearly than Turkey’s Migros (MGROS.IS).

Galitsky puts Magnit’s rich share price 
down to exaggerated expectations of con-
tinued rapid growth among some inves-
tors, setbacks at rivals and a lack of quality 
stocks on the Russian market.

“Investors would be happy if they did 
not have to pay high but they probably 
just don’t have much choice,” he said. “And 
we’ve proved ... that we are a safe stock.”

Magnit will this year meet the top end 
of its 27 to 30 percent sales growth forecast 
and is on track to open 1,100 convenience 
stores and 60 hypermarkets, Galitsky said.

Even with next year’s slight slowdown 

in top-line growth, Galitsky still hopes to 
open more than 1,000 convenience stores 
and 350 cosmetics shops.

IN A WAR
Magnit has built a 6 percent share of the 
Russian grocery market by grabbing busi-
ness from standalone shops, outdoor mar-
kets and kiosks. But the market is getting 
more competitive.

“I wake up every morning and have a 
pile of problems. We are in a war, all hell is 
let loose, we rush into battle and run. This 
is what matters to me - I don’t need (other) 
motivation.”

Galitsky admitted the company was 
open to acquisitions to help it keep grow-
ing in the maturing market.

“If anyone finally considers selling at a 
fair price - we will immediately buy,” he 
said. “All chains are interesting for us but 
it’s always a question of price.”

Galitsky owns 42 percent of Magnit, 
which employs 200,000 workers, has 18 
distribution centers and runs a fleet of 
5,000 trucks. Together with the manage-
ment he controls around 50 percent, a level 
he calls a “safety indicator” for investors.

As long as he has enough money to 
finance his own projects such as the con-
struction of a stadium for top-flight soccer 
club FC Krasnodar, Galitsky has no plans 
to sell down his shares.

“I will try to avoid it. I want to control 
the company but I don’t know how life 
goes,” he said. “We are already a big com-
pany, and the larger our capitalization is, 
the lower goes the threshold for control.”

But losing his grip on operational man-
agement now, “in the middle of the path”, 
would be destructive, said Galitsky, whose 
Magnit stake is worth nearly $13 billion.

“Ordinary people think: ‘Why? He 
earned his breakfast long ago’,” he said. “But 
it does not work like that. This is my life.”

Additional reporting by Olga Sichkar; Editing 
by Douglas Busvine and David Holmes

Magnit CEO Sergey Galitsky gestures as he 

attends a Russian Premier League soccer 

match between clubs Krasnodar and Rostov in 

Krasnodar, October 15, 2011. REUTERS/VITALIY 

TIMKIV
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‘Russian Hulu’ squares up 
to online TV pirates
BY ALESSANDRA PRENTICE

MOSCOW, SEP 26, 2013

Luring Russia’s 72 million web us-
ers away from online pirates is a top 
priority for leading Russian internet 

TV portal Tvigle, the firm’s head told Re-
uters, forecasting revenues will double in 
the next two years.

Tvigle, an online streaming service similar 
to U.S. firms Hulu and Netflix (NFLX.O), 
already has 10 million unique monthly 
views. It aims to wean consumers off illegal 
content, which accounts for around three-
quarters of online viewing in Russia.

Tvigle (www.tvigle.ru) offers a suite of 
channels including drama “webisodes” and 
children’s cartoons. It also carries program-
ming targeted at male and female audiences, 
with another channel aimed at moviegoers.

“Our biggest competitor is piracy. Nine-
ty percent of the market is open and it’s our 
biggest opportunity ... We are going to con-
vert this media space to the legal side,” Tvi-
gle founder and CEO Egor Yakovlev told 
the Reuters Russia Investment Summit.

Russia’s commodities-based economy 
is slowing down with traditional indus-
tries such as steelmaking suffering steep 
slumps. By contrast, business is booming 
at internet-focused firms like Tvigle, whose 
revenue tripled in 2012.

“No one expected such growth in one 
year. People for the first time have a free-
dom to choose and are never going back to 
linear TV,” Yakovlev said.

Tvigle is capitalizing on an accelerat-
ing consumer shift away from traditional 
television toward more flexible on-demand 
viewing on computers, tablets and internet-
connected televisions.

However, endemic piracy - only 5 per-

cent of downloads in Russia are legal - 
challenges Tvigle and other providers.

Yakovlev, a former computer program-
mer for nuclear power plants, said Tvigle’s 
free higher-quality content would entice 
more and more Russians away from pirated 
videos.

What’s more, Tvigle generates most of its 
revenue from advertising rather than sub-
scriptions, which Yakovlev reckons will en-
courage Russian viewers, accustomed to free 
content, to shift away from illegal content.

The company forecasts the market for 
online digital advertising rising over 65 
percent to $3 billion in three years.

REAL CAPITALISM
Russia’s business environment is often 
criticized for lacking transparency and its 
intrusive regulation, but these issues are not 
apparent to the new wave of online firms, 
according to core shareholder representa-
tive Maxim Melnikov.

“With the metal and gas companies 
there is a risk of the government getting 
involved, but when it comes to the internet 
- this is real capitalism,” Melnikov, whose 

investment firm Media3 is the largest 
shareholder in Tvigle, told the Summit.

One issue which Tvigle does struggle 
with is Russia’s sometimes labyrinthine bu-
reaucracy.

“We are 100 percent legal and pay 100 
percent of our taxes and that’s kind of chal-
lenging in Russia. There’s still the situation 
that you have to spend lots of resources on 
paperwork and not on your actual busi-
ness,” Yakovlev said.

The tougher operating environment, 
language barrier and licensing issues have so 
far deterred global providers such as Hulu, 
Netflix or Amazon.com Inc’s (AMZN.O) 
Prime Instant Video service from launch-
ing a Russian service.

But foreign companies are unlikely to 
want to steer clear of Europe’s largest inter-
net audience for long, Melnikov said.

“(Amazon’s) representative has been 
here a few times looking for M&A oppor-
tunities and I don’t believe that there won’t 
be an Amazon or Netflix in Russia in 3-5 
years. The point is how big we are at that 
time,” he said.

Tvigle raised initial funding in 2007 
from Allianz-Rosno Asset Management, 
part of German insurance group Alli-
anz (ALVG.DE), and a further round in 
2011 from PromSvyazCapital, the invest-
ment arm of bankers Dmitry and Alexey 
Ananiev.

Around a quarter of the company is now 
owned by Allianz and a third by Media3 
- a holding structure of PromSvyazCapital. 
Founder Yakovlev owns a quarter with the 
rest distributed among management and 
staff.

Additional reporting by Megan Davies; Editing 
by Douglas Busvine/Mark Heinrich

Tvigle CEO Egor Yakovlev speaks during the 

Reuters Russia Investment Summit in Moscow 

September 25, 2013. REUTERS/GRIGORY DUKOR
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