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Changes and the future: new opportunities

Ladies and gentlemen!

Our discussion is focused on analysing the current crisis and forecasting the post-crisis world.

The explanatory model which lies at the heart of our analysis is a global approach based on world history and a civilisation approach. It does not reject other explanatory models. The world develops in a very complex manner, with a huge number of contradictory and competing processes, and at each level of analysis there are particular models, discoveries and explanations. It seems to us that the approach we are using is also legitimate and offers a particular understanding of what is happening, as well as enabling us to develop recommendations for practical action.

The current financial and economic crisis is global in nature and therefore it is impossible to move towards understanding the processes which led to the crisis, the mechanisms enabling it to come about and to continue, and the likely scenarios for the near future without taking a look at the geo-economic map of the world. (Slide 1) Let’s take a look at it now.

1. The economic world is changing

Slide 1. A model of the contemporary geo-economic map of the world

Why do we see the world divided into these zones? Because this view enables us to understand certain important processes which explain and predict the development of the crisis.

Some people might object that in the modern world the globalisation of contacts, the conversion of finance into electronic transactions, the shrinking of distances due to telecommunications and the transnationalisation of various countries’ major companies render this map unimportant, that the world is absolutely homogeneous. But we do not believe this is the case.

Yes, funds and finances are becoming transnational and the role of communications is growing, with the effect of integrating the world and removing distinctions. However, the distinctions between INTERESTS do not disappear. Unfortunately the fault-lines between civilisations remain significant and we do not always see them being evened out: more often than not the opposite is the case. To explain my thinking as reflected in slide 1, where we introduce the concept of global geo-economic zones, we can see that the boundaries between them coincide to a significant degree with the boundaries between different civilisations.

I shall speak about Russia in particular. Those who believe that Russia is unconditionally part of Western civilisation are wrong. In terms of civilisation Russia is a particular entity which combines in itself characteristic features which have developed over a thousand years of history and which only in part synthesise the features of the opposing Western and Eastern civilisations. But Russia is not a hybrid, and I emphasise this: Russia is an independent civilisation.

We proceed from the fact that the fundamental cause of global crises is not some accidental malfunction in the self-regulatory systems of the world market or in the mortgage capital set-up in the USA, but lies in the imbalance of INTERESTS.

Its main source lies in the FRS, the Federal Reserve System (the dollar-based system of global finances) – the rest of the world. But we shall talk about this imbalance in more detail a little later. Right now let’s look at the dynamic of restructuring the world’s geo-economic and financial configuration, revealing the main conflicting agents and seeking reliable trends which enable us to make proposals for a post-crisis system.

So, let’s take a look at the dynamics of Gross Domestic Product for the zones we’ve indicated. Slide 2.

We can see that the historical trend is expressed in Zone 2, which is developing the fastest. The disparity in rates of gross growth between economies is increasing (Slide 3). We should notice that at a time of crisis the relative slow-down in the rate of growth of gross regional product in Zone 1 is twice as high as that in Zone 2.

It can readily be seen that the growth rate for gross regional product in the second zone is beginning to exceed the rate for Zone 1 more and more markedly. Does this fact threaten the economic interests of the first zone? Obviously it does.

We can see these global trends of economic and financial power shifting from one geo-economic zone to another in investment flows (Slide 4), the capitalisation of banks (Slide 5) and market capitalisation (Slide 6).

This is not the first time there has been a change in geo-economic leadership in the world (Slide 7). The West has not been in the lead at all times in history.

Economic and financial power is thus shifting from the Atlantic Alliance zone to other regions. That is not to say that the question of leadership has already been finally resolved, but this process is global, prolonged and steady in nature. The crisis has not halted it: on the contrary, certain processes have actually accelerated during the crisis. Moreover, we would suggest that the process in question and the crisis are connected in a specific cause-and-effect relationship.

Here is the key question: is Zone 1 indifferent to its impending loss of economic leadership and to the fact that the parasitic system of a global financial pyramid is coming to an end? Obviously not. And that’s perfectly understandable. Who would give up 250,000% profits just like that!

2.  The nature of the world crisis

The whole world has of course given due respect to the advanced and developed nature of the American economy and to the Western world’s leadership in the post-war (post-Second World War) years. But there is a secret to this success which is not entirely seemly and which is beginning to come to light.

In essence it is very simple. The American economy is based on a brilliant invention. By gaining the right to be the issuer of the global currency (the dollar) and by unilaterally rejecting the obligation to back up the currency it was issuing with gold or any other security in the 1970s, the USA discovered a fabulously profitable national business. The dollar became a product.

The dollar became the world’s medium for accounting and accumulating reserves (Slide 8). Dollar holdings accounted for more than half of states’ gold and exchange currency reserves. 

It is worth noting that Zone 1 is building up its gold reserves with an eye to the future, while various countries are also beginning to change their attitude to the dollar and to gold following the lessons of the current crisis (Slides 9-10).

In our view, this way of acting “with an eye to the future” that we have mentioned is a signal of the understanding in Zone 1 that the financial pyramid is coming to an end, and that means the West has to take measures to protect itself. It is likely that these same actions are one of the causes of the crisis. Here we find a specific key for our analysis: INTERESTS – ACTIONS – CRISIS.

Thus by issuing a 100-dollar banknote which costs 4 cents to produce, the USA is selling this “product” to the whole world for 100 dollars apiece. The profitability of this “business” amounts to 250,000%! Everyone knows that finances should more or less correspond to the volume of real production. Let us see what the aforementioned “invention” has led to, along with other “inventions” such as financial instruments including balanced securities and derivatives (Slide 11).

On a global scale, the relationship between financial instruments and the real economy stands in excess of 1,000%. And so within their national economies governments are for the most part responsible and restrict this relationship by managing the mount of currency issued by their central banks in the face of the obvious threats of inflation and instability in national currencies. In such cases the relationship between finances and the real economy does not exceed 200%.

Thus we have 200% in national currency-issuing economies, and 1,000% in the event of a global economy in which the USA acts as the issuing centre. True, we should note that it’s not actually America that acts as the issuing agent but the FRS, which represents 20 private banks. To put it simply, in financial terms 20 bank proprietors run the world economy. They are independent, uncontrolled, and in principle unrestrained in their dollar-issuing policy. If we return to the idea that the world is ruled by INTERESTS, we can imagine the type of interests and the standards of responsibility in such an uncontrolled system. Let’s imagine that for some reason the amount of dollars being issued began to return to US economic territory (Slide 12).

It can easily be seen that such a turn of events would be a deadly threat to the USA. That is why it is obvious that the USA, the Western alliance and their financial, economic, military and political resources cannot, and will not, remain indifferent to such events. 

In connection with this, let’s look at the actual indicators of the dollar “business” that we’ve been describing, as they stood on the threshold of the current crisis and during it. It’s interesting to see how the different geo-economic regions relate to the dollar. This is primarily shown by the “price” of the dollar, expressed in national currencies (Slide 13).

As we can see, for a long time the “price” of a dollar around the world fluctuated around a quasi-permanent average value, which signifies the presence of numerous different processes connected not only with the policy of the issuing centre but also with the interests of the world’s major economic entities, the governments of various countries and market effects. But we can also see a global trend, a process which derives from a larger-scale and more consolidated cause.

So, if the “price” of a dollar “diminishes”, it means that demand for the “product” in the form of the dollar is falling, and it is squeezed out, as it were, of the relevant regional currency zone.

It is clear that the “pricing” history of the dollar is marked by this steady squeezing out that started at the beginning of 2000 in the majority of geo-economic zones.

The aforementioned threat to the USA and its allies has begun to grow.

Here it is especially important to consider the dynamics of the yuan, which illustrates the basic story of the global spasms currencies have experienced. The profitability of the “dollar” pyramid has fallen. In these circumstances, what is the natural INTEREST of the owners of this business? Naturally, it is to restore world demand for the dollar. How can they achieve this? By creating a severe shortage of dollars in financial circulation, which is not difficult when they have access to the issuing centre and to the world’s financial institutions.

The financial crisis is in essence the sudden onset of a shortage of negotiable financial resources.

After the creation of the shortage and stimulation of world demand for the product that is the dollar, we can see that restoration of the pyramid is under way, at the same time as a reduction in the refinancing rate and the provision of unlimited credit from the FRS to the world’s governments… and it looks as though the pyramid has been repaired (the rising phase in Slide 13).

However, there is already quite a lot of firm opposition from many countries to such an unjustly constructed global financial and economic system. The growing centre of economic power that is China and the South-East as a whole is already a factor in the global economy. Its policy is becoming autonomous of the fate of the dollar.

After the maximum success of its “treatment” the dollar has again started to become cheaper in virtually all countries. This allows us to predict that a similar crisis in the form of another attempt to “repair” the global financial pyramid is again likely.

By examining the dynamics of the “price” of the dollar since the USA stopped backing it with gold, we can see the periodic nature of crises such as the present one. The period between crises is diminishing. On the basis of that model, a new crisis is programmed and predicted to happen in T3 = 2–3 years’ time. (Slide 14)

Within the expert community there are analytical views to the effect that as the possibilities of crisis “repair” technologies as described are exhausted, they will give way to new methods. One would like to hope that these methods will be peaceful. It should be obvious to the world community that the owners of a business with a “profitability” of 250,000% are not going to give it up voluntarily!

We proceed from the fact that in the historical perspective the fate of the dollar is predetermined. It’s only a question of when radical changes will happen. We estimate this as a few years from now. The world’s financial system will change. Evidence of this is the increasingly active economic situation and the growing independence, reinforced by the shift of economic power from Zone 1 to Zone 2. However, these changes may be accompanied by very big global political tensions, for which the world and regional communities must prepare themselves.

3. What are the opportunities for Russia in the future global financial and economic system?

Today it is difficult to regard Russia’s financial policy as independent. The Central Bank of Russia is issuing rubles strictly in accordance with the amount of dollars coming into the country, and is thereby virtually confirming its rejection of financial sovereignty for the country. But it is important that Russia is gradually moving towards an understanding that the dollar-dependent economy based on raw material exports is exhausted and is setting a goal of innovation and diversification.

It is important to note that according to the conclusions of the first part of our report, at a time when the geo-economic map of the world is being reconfigured, only Russia, being geo-economically linked with Zone 1, is simultaneously linked with Zone 2. Let’s look at that map again. (Slide 15)

A new Eurasian integrated configuration emerges, in which Russia has a particular role. Analysis shows that three basic options for the further development of the situation are possible for Russia.

Firstly, we could assent to the existing state of affairs in the global financial system, but the result of this position would be the ultimate loss of sovereignty in our financial and economic system and the preservation of the dominance of foreign currency in the country’s financial flows. The Russian economy would never be able to change its “raw material” status, because in the world’s system of division of labour the “high-tech” niches are already occupied by others. As the results of the last G20 summit showed, this is exactly the path onto which outside forces are today trying to push the development of Russia.

The second route is for Russia to take part in one of the regional currency and financial systems that are emerging. To date these regional systems are the “Euro” project, the “golden yuan” project in the region of East and South-East Asia, the “Gulf dinar” in the Gulf countries and the single Latin American currency. This option seems the most likely from the point of view of global analysis.

But there is also a third route – to create and develop a relatively independent financial centre in Russia.

At a time when the old stereotypes are crumbling, many types of financial centre (the “hideaway”, the “tax haven” etc) are losing their meaning. The centres of attraction will remain those places which are centres of real production and transport hubs. That is the class of countries that Russia belongs to, its geographical location allowing it to act as a key hub on the trade, transport, migration and other routes between Europe and Asia and to play the role of geo-economic integrator. In addition to this, in the future as a result of global warming there will be a substantial increase in the significance of Russia’s northern regions and the processes of opening up the Arctic will be stepped up, which will be an additional plus in the country’s rating as a transport hub not only on the East–West route but also in terms of North–South.

The development of transport corridor projects together with supplies of Russian raw materials for export in rubles could become the basis for a strategy of developing Moscow as a global financial centre.

Russia is today moving towards a decision in favour of this development scenario at the highest political level.

This will mean placing an emphasis on infrastructure projects and on developing the East–West transport corridor, and we, as the biggest transport company in the country, are very much in favour of such an approach. The government has already adopted a strategy for the development of Russia’s railways up to 2030.

It is well known that Russia is building the ESPO (East Siberia–Pacific Ocean) oil pipeline, a project of geo-economic significance carrying oil to the East. (Slide 16)

If we add to this the reconstruction of Russia’s economy on a new technological basis and the transition to an innovative knowledge-based economy, we can begin to see the contours of a new geo-economic integrating role for the country.

4. In a changing world and changing circumstances, business also needs to change

But apart from our attitude to issues of national and global significance, it is essential for us as a company to have our own anti-crisis and post-crisis strategy. We see the following challenges facing our company in connection with the crisis:

1. Reduced access to investment flows.

2. Reduced traffic volumes, which means reduced income for the company.

3. The need for staff cuts.

I would note that the government’s responsibility for steady development and the independent capacity of business companies are not totally separate from each other. In history, and especially at times of the most serious crises (for example, the Great Depression), the role of the state has been inseparable from the management of development (Slide 17).

RZD has a strategic development document which has been approved by the Russian government: “A strategy for the development of Russian railways to 2030”. It specifies, among other things, the company’s participation in global transport corridors (Slide 18).

The plans include large-scale construction and expansion of the Russian railway network (Slide 19). 

Although we are a commercial company, the role of the state in our activity is enshrined in the strategy. For example, within the structure of the company’s investment plan the Russian Federation plans to have a significant level of involvement (Slide 20).

State involvement at a time of financial crisis is therefore completely appropriate. That is how it is happening to a certain degree in Russia. Russia’s parliament has approved a federal budget which includes financial support for RZD in 2009 and 2010, and the Russian Government has also adopted a corresponding decision. In fulfilment of these decisions RZD has already received about 1.6 billion dollars’ worth of subsidies. At the same time the anti-crisis nature of state investment in the infrastructure cannot be underestimated (Slide 21).

We thought it would be interesting to compare volumes of national investment in infrastructure with the scale of the slump in national GDP by country (Slide 22). The conclusions that can be drawn from this analysis are perfectly clear. 

At the same time, the company’s own investment activity is probably the most effective anti-crisis measure.

At a time of crisis RZD’s financial strategy is aimed at maintaining financial stability, reducing foreign currency borrowing, seeking new sources of finance and developing cooperation with international organisations.

At the moment long-term sources of finance and also liabilities in the national currency are predominant in the structure of the credit portfolio. All the loans which RZD has attracted are unsecured, which confirms the company’s high quality as a reliable borrower. The company is continuing its policy of diversifying its sources of finance.

In the third quarter of 2009 the company successfully floated three additional issues of bonds on the market with an overall value of 1.3 billion dollars, and in July it secured a ten-year loan of 0.5 billion dollars from the European Bank for Reconstruction and Development. The weighted average interest rate in US dollars in the company’s portfolio has been reduced from 6.81% to 5.08%, a number of financial covenants that were “unsuitable” for the company have been liquidated, and the influence of negative currency revaluations on the credit portfolio has been reduced.

In July of this year RZD repaid ahead of schedule some currency loans from Citibank and JP Morgan Chase (identified within the framework of project financing). The company is continuing to pay back short-term and long-term loans from Russian banks which it took on at the end of 2008 and the beginning of 2009 at the height of the financial crisis. By the middle of August 2009 the proportion of short-term loans (up to 1 year) had dropped from 34% to 15% in comparison with the second quarter.

The proportion of financial resources secured by us on the funds market increased from 46.5% (according to the results of the first half-year) to 61.2% by the middle of August of this year, and that of bilateral loans fell correspondingly from 33.7% to 22.7%, while the proportion of borrowing in foreign currency was reduced from 24.0% to 21.6% (Slide 23).

As a result the company’s expenditure on providing transportation was just 2.5% lower than the 2008 level.

A new management body has been set up within the company: an anti-crisis committee. We have drawn up a package of anti-crisis measures and have begun to implement them.

Optimising expenditure on capital repairs

The limit for expenditure on capital repair of key assets in 2009 was reduced by 33% against the original plan, but at the same time the cost of, for example, repairing one kilometre of track has fallen. The crisis is of course an unpleasant phenomenon, but it is mobilising and stimulating the search for new and more efficient decisions and activity.

In 2009 we succeeded in undertaking additionally the reconstruction and repair of 1,320 kilometres of track. The costs of repairing locomotives and line equipment at RZD factories were reduced by 10%.

Optimising expenditure on pay

Since 2001 the company has seen a growth in the volume of freightage and a reduction in the number of employees, which shows we have outperformed ourselves in terms of labour productivity. But in the present crisis situation it is planned that we will reduce expenditure on pay, and the reduction in headcount should be 180,000 people (out of 1,060,000).

Nevertheless, mindful of our social responsibility to the state and to society, in 2009 RZD plans to carry out a reduction in headcount of only 53,700 people, or 29.8% of the necessary level.

The main aim of the company’s labour policy is to prevent mass redundancies and to retain qualified staff. Cooperation with regional employment services in order to secure retraining for employees is an efficient tool in implementing this policy.

At the same, despite the crisis, the company’s social mortgaged housing programme continues to operate (Slide 24).

Optimising expenditure on material and technical resources

Since 2008 RZD has developed full-scale work with its main suppliers to reduce the prices of purchased material and technical resources and the costs of construction and repair work. This has already borne fruit. We are planning to gain savings of about 645 million dollars from this. We intend to draw up agreements for long-term cooperation with our main suppliers, including mechanisms for arriving at price formulas that take inflation into account and share the economic risks between the suppliers and the customer.

Optimising other expenditure

We are also reducing the company’s general and management and administrative expenditure by more than 100 million dollars. We are optimising expenditure on depreciation and, correspondingly, taxes on property by 1 billion dollars by means of temporarily taking rolling stock out of service in connection with the falling volume of work.

We have stepped up our systems for resource savings. This means switching part of our traffic from routes using independently powered traction units to electrified routes; taking rolling stock out of service in connection with the falling volume of transportation work; changing the systems for replacing locomotives and locomotive crews and increasing haul distances; reducing depot and running repair programmes by reducing locomotive and truck runs; reducing cases of rolling stock going for unplanned repairs and reducing the time spent under repair; reusing materials and spare parts, restoring components and parts during repairs of rolling stock and track; introducing resource-saving systems.

The company’s annual programme for optimising expenditure amounts to 6.1 billion dollars, and the real results for the first 8 months already stand at 67.7%, and I ask myself, would the company have embarked on such efficient optimisation if it had not been for the crisis (Slide 25)? As the saying goes, “Every cloud has a silver lining.”

In accordance with our anti-crisis efforts as a whole during the first half of 2009 we have secured stable working and a positive dynamic in our basic financial and economic indicators. This has enabled us to obtain an income of 15.6 billion dollars from our main activity in the first six months of 2009. Our losses in the first half of 2009 amounted to 440 million dollars. At a time when the system for granting subsidies was not yet working, thanks to the company’s efforts to maintain its income base and to optimise expenditure our profit amounted to more than 100 million dollars in the second quarter.

All this will enable us to fulfil the annual parameters set by the Board of Directors and to end the year with a clear profit at the previously planned level.

In 2010 we’re looking not just with the eyes of anti-crisis management but also from a position of planned development (Slide 26).

Conclusion

The crisis, therefore, apart from its unpleasant aspects, is also having a mobilising effect and is enabling us to improve our economic activity indicators, to seek out new incentives for activity and to make economic progress in a particular respect. The business has seen the signals and has reacted to them, increasing its resilience and its economic viability. However, our social obligations and our responsibility not to go beyond what is socially and politically acceptable or society’s threshold of patience impose their own limitations on what we might call these exotic systems.

At the same time we believe that the concerns revealed by the current crisis look much more substantial than the aforementioned paradoxical positive effect.

In our opinion, the current crisis is most likely neither ad hoc nor accidental. It reflects global processes which are reconfiguring the world’s economy and finances. The most likely things to happen in due course are the dollar losing its special role and either new attempts being made to revive it ranging from new financial crises or some other form of global upheaval, or an accelerating process of regionalised currencies and a retreat from the generalisation of globalisation. Russia, thanks to its geo-economic position, has very constructive prospects for building up its national interests in these scenarios.

The geo-economic Zone 1, the consolidated West led by the USA, has a much more difficult choice to make. Firstly, sooner or later it will have to give up its super-profitable financial pyramid, which will cause it colossal direct economic damage and which it will try to resist. Second, it will most likely have to come to terms with this and look for more realistic ways for economic growth to replace the ones it is losing, which are parasitic and unjust with regard to the other countries of the world. And third, which we would like to warn of from this platform, it will have to overcome the temptation to use force to resolve the financial restructuring that is coming.

In general, the global community and especially regional communities in other geo-economic zones should accelerate and push ahead with managing the processes of regionalising reserve currencies and creating new regional financial regulators and systems for financial and economic exchange.

Thank you!



