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Investment Summary 

• The Alfa Bank Investor Confidence Index (AB-ICI) is up 2% on strong $20 bln net capital inflow in April 

• The CBR’s willingness to limit capital inflow in order to curb inflation will damage the AB-ICI’s performance 

• The inflow of non-oil FDI, though it doubled y-o-y in 1Q08, is still too modest to be considered significant 

The AB-ICI is up 2% on strong net capital inflow 

The AB-ICI index increased 2% last month on strong $20 bln net capital inflow 
to Russia. 

• The index’s economic confidence indicator was up, backed by 
capital inflow and continuing growth in retail deposits; 

• Foreign confidence did not improve. While foreign banks’ market 
share exceeded 12% as of March 2008, FDI inflows dropped to 
$5.6 bln in 1Q08 versus $9.8 bln in 1Q07; 

• Market confidence remained mixed on equity market volatility and 
less activity on the bond market. 

Figure 1: AB-ICI up 2% last month 
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CBR wants to discourage capital flows  
On May 14, the CBR announced a new exchange rate policy. Previously, the 
CBR’s exchange market interventions had been primarily focused on maintaining 
the stability of the ruble exchange rate to the basket. Now, however, the CBR has 
indicated that it intends to take the local market into consideration along with the 
balance of payments when intervening. Deputy CBR Chairman Alexei Ulyukaev 
said that CBR interventions will be coordinated with fiscal policy and will be more 
intense during tax payment periods. We interpret these comments as: 1) a 
willingness to increase ruble flexibility in order to address increasing global 
and domestic uncertainties; and 2) confirmation that exchange rate 
intervention will remain the key mechanism of liquidity support.  

We believe that the higher exchange-rate volatility reflects the CBR’s 
willingness to cut short-term capital inflows to the country. The net capital 
inflow, which now contributes significantly to the CBR’s reserves growth and 
therefore to the monetary supply, is becoming less predictable. While Russia 
had a strong $9 bln net capital outflow in January, and $23 bln in 1Q08, in 
April the country received a strong net capital inflow of $20 bln. Capital inflow 
volatility is making the domestic monetary supply growth unpredictable, which 
obviously needs to be resolved.  

Clearly, the ideal scenario is that Russia will manage to cut speculative 
inflows while attracting more FDI. However, according to Rosstat, the inflow of 
foreign investment totaled $17.3 bln in 1Q08, or down 30% y-o-y. FDI 
accounted for some $5.6 bln of this, or a 27% y-o-y drop. Also according to 
Rosstat, Russian corporations attracted $11 bln in new loans in 1Q08. 

The good news, however, is that the share of fuel-driven FDI is declining. In 
1Q07, some $7.4 bln was invested in mineral extraction, reflecting the internal 
corporate transfer of Russian oil and gas majors. Non-oil FDI inflow in 1Q08 
accounted for $4.3 bln, well above the $2.1 bln reported in 1Q07. In particular, 
some $1.6 bln was invested into generation companies, which signifies that 
FDI flows are currently better diversified. 

Figure 1: Quarterly FDI inflow by sectors, $ mln 
 1Q07 % 2Q07 % 3Q07 % 4Q07 % 1Q08 %
Mineral extraction        7,663 79%       3,511 58%       1,427 37%      1,332 16%       1,260 23%
Manufacturing           688 7%       1,062 17%          620 16%      1,731 21%       732 13%
Financial sector           505 5%          132 2%          (195) -5%        681 8%         74 1%
Trade           301 3%          344 6%          726 19%      1,885 23%      449 8%
Construction             49 1%          405 7%          124 3%        313 4%         297 5%
Real Estate           453 5%          368 6%          827 22%      1,625 20%     666 12%
Other             97 1%          259 4%          278 7%        586 7%         2,107 38%
Total        9,756       6,081       3,807      8,153        5,585
Source: Rosstat, Alfa Research 
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