A Alfa-Bank
o AB-ICI: Recovering With Capital Inflows

Natalia Orlova

(7 495) 795-3677 NOrlova@alfabank.ru

Investment Summary

e The Alfa Bank Investor Confidence Index (AB-ICI) rose by 1%, driven by improved capital account

o Capital inflows helped fend off a liquidity squeeze in April, demand for Finance Ministry money was modest

AB-ICI up 1%, expected
to be supported

Economic confidence
better

Foreign confidence flat
and unlikely to change

Market confidence
mixed

The AB-ICI recovered 1% last month

The AB-ICI index recovered 1% last month on an improved capital account
position, and is expected to be well supported in the next two months because
capital inflows are increasing and the RTS index seems to have hit bottom.

The index’s economic confidence indicator was up, backed by a
slower capital outflow in March and an increase in individual deposits.
We expect April's capital inflow to provide additional support to our
index in the coming months;

Foreign confidence changed only slightly, and we do not believe this
index will substantially affect the AB-ICI in the coming months, as FDI
inflows into Russia are modest;

Market confidence was mixed as the RTS index stopped declining.
However, the structure of capital markets remains concentrated on
big companies, and the large presence of local investors, as opposed
to foreign funds, is making the market’'s performance less predictable
and less correlated with fundamentals.

Figure 1: The AB-ICI up 1% last month

6.0

5.0

4.0

3.0

2.0 ~

1.0 A

0.0

Jan-00 Jul

T T T T T T T T T T T T T T T T
-00 Jan-01 Jul-01 Jan-02 Jul-02 Jan-03 Jul-03 Jan-04 Jul-04 Jan-05 Jul-05 Jan-06 Jul-06 Jan-07 Jul-07 Jan-08

Source: Alfa Bank Research, New School of Economics

RESEARCH DEPARTMENT research@alfabank.ru

The contents of this document have been prepared by Natalia Orlova of OJSC Alfa Bank ("Alfa Bank") as Investment Research within the meaning of
Article 24 of Commission Directive 2006/73/EC implementing the Markets in Financial Instruments Directive (2004/39/EC). Please refer to the further
important information in relation to this Document located on page 3.



A Alfa-Bank

April liquidity pressure
successfully held at bay

After capital outflow of
$22.8 bin in 1Q08, CBR
reserves have increased
$12 bin since the
beginning of April

The Finance Ministry was
ready to inject up to

R300 bin, but Russian
banks took only R23.6 bin
and R17.7 biln at two
Treasury auctions

Repo was modest,
interbank rates stayed
below 5%

Having fended off a
liquidity squeeze, the CBR
will concentrate on anti-
inflationary measures

The banking sector will
likely grow 25-35% in 2008

Banking

Liquidity problem successfully avoided

Even though April had been expected to be a difficult month for the Russian
banking system because of large tax payments, liquidity pressure was
successfully held at bay. On April 21, Russian banks and companies paid
around R400 bin in VAT, roughly 20% below our expectations, but still a very
significant amount in relation to the size of Russian banks. However, the
banking sector liquidity indicator was not affected, and was approximately
R600 bIn at the end of April, virtually unchanged from a month ago.

The resumption of capital inflows looks to be the most likely reason behind
this surprisingly positive outcome. In 1Q08, Russia saw a $22.8 bln net capital
outflow, and the CBR’s reserves were driven up solely by the current account
surplus. In April, however, reserves growth accelerated. As of April 18, the
CBR had accumulated $519 bin, a $12 bin increase since the beginning of
April. We believe that the capital inflow was the main reason why there was
no liquidity squeeze on the domestic market.

The capital inflow appeared to be driven by Russian banks and companies,
rather than foreign portfolio investors, explaining the low demand for repo
operations and Treasury accounts. To head off a potential liquidity squeeze,
the Russian Finance Ministry held auctions on April 17 and April 24 to inject
up to R300 bin into the banking system. Banks took R23.6 bin at the first
auction and only R17.7 bin at the second

The demand for repo was equally modest, increasing to R10-12 bln a day.
Interbank rates went up slightly in the second half of April, but remained below
5%. This suggests that banks have successfully made it through the tax
payment period.

With the end of the tax payment period, focus has shifted onto two areas:
taming inflation and banking sector growth. We believe that since banking
sector stability is no longer a concern, the CBR is likely to introduce anti-
inflationary measures, i.e. an increase in the FOR or in the repo rate.
However, we do not expect monetary policy to be significantly tightened, as a
substantial increase in the local interest rate would boost demand for Finance
Ministry funding.

Having made it through the period of high tax payments unscathed, the
banking sector may see higher-than-expected growth. This is especially likely
given that the liquidity problems were overcome with the help of capital inflows
and not with the support of short-term liquidity. We had previously forecast 25-
35% banking sector growth based on the capital inflow to the country.
However, corporate lending grew 68% y-0-y in 2MO08 vs. 63% y-0-y in
FY2007. Stronger banking sector growth will positively affect the AB-ICI's
performance in the coming months.
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