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balance, though, investors expected that the Russian market would continue to deliver strong performance,
at least over the next year. In an earlier LJ Consultants survey — completed a few weeks before
Khodorkovsky’s arrest - sixty percent of the respondents said they expect the RTS to deliver above-average
performance over the next year, compared to other emerging markets. Nine percent expected the index to
rank as one of the best emerging markets. Investors were particularly heartened by the strength of Russia’s
economic recovery, positive trends in the oil market and the long-term prospects of wireless, metals, oil
and gas industries.

In the days since Khodorkovsky’s arrest, the RTS has declined as much as 16 percent. The phrase “capital
flight” re-emerged in news headlines. And speculation about other crackdowns on Russia’s business elite
took on a heightened sense of urgency. A new set of questions now dominates Russia’s capital markets:
Was Khodorkovsky’s arrest the work of an independent prosecutor, as the Putin administration has
claimed? Or was it, as Khodorkovsky sees it, a heavy-handed political maneuver designed to silence
Kremlin’s opposition? Is the Yukos investigation an isolated case, as Putin has assured investors, or is it a
mere prelude to a wholesale review of Russia’s Yeltsin-era privatizations, as many investors still fear? If the
investors are right, which companies would be the likeliest targets of any future investigations? And more
generally, should investors re-interpret Russia’s bull market — through the prism of the Yukos controversy -
as a happy march to a bleak end? Or should they relegate the recent events to the margins of Russia’s
evolving investment thesis?

These are some of the questions we tackled in this study, based on responses from 72 members of the
international investment community. Sixty-eight percent of the respondents were institutional investors
(Buyside); they collectively represent 17.6 percent of total institutional investments in Russia. The rest
were analysts at leading Western and Russian brokerage and independent research firms. The responses
were compiled — through an online survey and phone interviews — between October 29 and November 3,
2003.



Disclaimer

Because of the size and composition of the respondent sample, we consider the findings of this survey
suggestive, but not conclusive. Although the survey reflects the views of some of the top buy-side and sell-
side participants in Russia’s capital markets, the sample is too narrow to warrant definitive conclusions
about the global investment community’s perceptions of Russia’s investment merit and the Yukos crisis in
particular. We believe that the findings of this survey may have been different had we received a higher
number of responses, especially from institutions that never invested in Russia or have liquidated their
positions in the country’s equity and debt markets.
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Key Findings

The arrest was politically motivated. Khodorkovsky has maintained that his arrest, as well as the larger
crackdown on Yukos, was a political maneuver designed to weaken the opposition to the Putin
administration. This claim has resonated with investors and analysts much more convincingly than Putin’s
repeated denials. Eighty-one percent of the
respondents believe that Khodorkovsky’s arrest was Was the arrest of Yukos CEO

politically motivated. Only five percent believe that it Khodorkovsky politically motivated?
was not. Importantly, European respondents were
more likely to echo Khodorkovsky’s view on this _5%
question (85 percent) than U.S.-based respondents (65
percent).  Similarly, 84 percent of the buy-side

respondents believe the arrest was politically driven, HYes HNotsure HNo
compared with 69 percent for the sell-side
respondents.

Representative Comments

=  “They could have targeted so many other large companies, equally guilty, if not guiltier. Why Yukos?
This had to be political.”

=  “The arrest was not only politically motivated in our opinion, but there are probably good legal
arguments for arresting Mr. Khodorkovsky. Therefore, our response ("Not sure") means that the arrest
was not exclusively politically motivated.”

The arrest was bad for the market. The majority of respondents anticipated a moderately negative market
reaction to the Yukos controversy in the short-term. Sixty-four percent of the respondents said the
controversy has had a moderately negative short-term effect on their outlook on the performance of the
RTS. Another 13 percent reported a dramatically negative shift in their market outlook. Perhaps

surprisingly, 16 percent of the
respondents reported a How does Khodorkovsky's arrest affect your outlook on the
moderately or dramatically performance of the Russian stock marketin the near future?

positive shift in their expectations

disproportionately, these were US-

based respondents. Sell-side

outlook on the RTS seems to have B Moderately Negative Effect M Dramatically Negative Effect
drifted southward more than buy_ Dramatically Positive Effect M Neutral

side sentiments (81 percent vs. 72 B Moderately Positive

percent).

Representative Comments

= “Outlook for Russian equities will be good after couple of months.”

= “Sadly, [the Khodorkovsky arrest] confirms our views on Russia and underlines why we have very little
there.”

=  “Itis a positive evolution out of cow-boy crony capitalism.”

= “Where is the rule of law? | am definitely reducing my exposure to Russia.”

= “The arrest of Khodorkovsky highlights the political risk associated with investing in an emerging market
like Russia.”
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There is little consensus on the likelihood of similar crackdowns on other major Russian companies.
Forty-two percent of the respondents said they do not anticipate more crackdowns; 27 percent said they
do. Thirty-one percent were not sure. Only 12 percent of sell-side respondents anticipate further
crackdowns, compared with 36 percent for the buy-side. According to several respondents, the likeliest
targets of future investigations are privatized state assets and companies without significant government
representation. Among companies specifically mentioned as possible targets were: RusAl, AvtoVaz, Sibneft
(guilt by association with Yukos), Norilsk, Lukoil and Surgut. One respondent said “practically everything in
the Energy sector apart from Gazprom and Transneft” could be a target.

Do you anticipate similar crackdowns on other major Russian
companies?

B Yes W Notsure [ No
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