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Reluctantly, Russia Starts Sell-Off of
Major State Companies

Russia’'s long-promised privatization program has begun, but its
future depends on the oil price.

By Peter Hobson

July 13,2016

The sale of Alrosa, the world’s largest diamond miner, is the biggest privatization for years. Alrosa
Back in April,BPresident Vladimir Putin was asked at a press conference why heBplanned to
sell state companies just when the market was at bottom.

Putin’s reply wasBblunt: “We need the money.”

Russia was, afterBall, in a bind. A deep recession and plunging oil prices meant taxBrevenues
were dwindling. Putin was unwilling to borrow to finance aBgrowing budget shortfall. So his
ministers drew up plans to privatizeBassets worth 1 trillion rubles ($15 billion).
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The largestBprivatization since the 1990s, it would be enough to cover aroundBtwo-fifths of
the planned budget deficit of 3 percent of GDP.

Still, many hadBtheir doubts. Putin has never been keen to privatize. And he insistedBthat
despite rock-bottom company valuations, there should be no salesBat knockdown prices.

But on July 11, theBfirst sale was completed. The government successfully sold a 10.9Epercent
stake in Alrosa, the world’s largest diamond miner, forB52.2 billion rubles ($816 million).

The price wasn’tBthe best. The shares went for 65 rubles ($1.01) each — nearly 4Bpercent
cheaper than their price on the market. According to businessBnewspaper Kommersant, the
government had hoped for 71 rubles a share.

But considering theBWest’s sanctions on Russia and the country’s economic slump, itBcould
have been worse. “I think it’s a reasonable purchase andBprice,” said Oleg Vyugin, chairman

of Russia’s MDM Bank. “ThereHRis a limited number of Western investors on the market. And

RussianBbuyers, as we know, don’t have big money,” he told The MoscowBRTimes.

The sale attracted®demand from around the world. Russian and European investors
eachBbought about 35 percent of the shares, with Asian and Middle EasternBbuyers
purchasing a further 25 percent, said Boris Kvasov, a directorBat VI'B Capital, a Russian
investment bank that co-organized the sale.&

The Russian DirectBInvestment Fund, a state-backed fund designed to foster
foreignBinvestment, facilitated as many as half of the deals by partneringBwith buyers,
sources told Russian news agencies.

U.S. investors,Bhowever, bought only around 5 percent of the shares on offer, KvasovEtold
Bloomberg. The figure was far less than in previous RussianBprivatizations.

The sale signalsBthat Russia is serious about selling. First Deputy Prime MinisterBIgor
Shuvalov said Russia’s privatization program was on track, andBstakes in oil producers
Bashneft and Rosneft and shipbuilderBSovkomflot were on the way to market.

But continuingBprivatization is far from guaranteed. Bashneft and Rosneft are muchBlarger
than Alrosa, and the government “won’t get as much moneyHBas it wanted,” says Alexei
Devyatov, chief economist at UralsibBBank.

Officials haveRthrown doubt on some mooted sales, such as Aeroflot, the nationalBairline,
and dropped plans to sell a stake in VT'B Bank.

Many of the plannedBprivatizations surrender only minority stakes and leave the stateBwith
control of companies. But still, the government has shown doggedBunwillingness to give up
assets. Under Putin, the state’s share of 8the economy has inexorably increased — to 55
percent in 2015,Baccording to a report by the Peterson Institute in Washington. InB2014, the
government even renationalized Bashneft after sending itsBowner to jail.

The fate of theBprivatization program may come down to Putin’s point about money.

Oil traditionallyBsupplies around half of Russia’s budget revenues. “If crude staysBat S50 per



barrel, they’ll probably sell,” says Natalya Orlova,Bchief economist at Alfa Bank in Moscow.
“If it goes to S70 perBbarrel, they probably won’t.”
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