The St. Petersburg Joint Venture Association 

There were only a few dozen joint ventures in Leningrad at the end of the 1980s. Forming a joint venture was the only legal format allowing foreign entrepreneurs to do business inside the Soviet Union. A hybrid of private capital and Soviet governmental red tape was not particularly conducive to private initiative, and yet this misshapen version of quasi-private enterprise did much good for the country, and for the foreign businesses involved.

But even in the early days it was clear that joint businesses needed a non-governmental association to lobby for the joint venture sector, still very much the black sheep of Soviet economy. The free market slowly but surely gestating in the entrails of a top-down economy required much lobbying to make its voice heard. In 1990, four joint ventures – LenWest (with Germany), Filco (Finland), Dialog (US), and Tschaika (Germany) – founded the Leningrad Joint Venture Association. Very soon dozens more businesses co-owned by foreign investors joined the club.

In its evolution, JVA has, roughly speaking, undergone four phases and focus shifts in a bid to stay abreast of the changing economic, social and political environment, in which its member companies operated day to day. Phase one may be code-named “informational.” This was the time when the Soviet Union and then Russia went from having no legislation on private enterprise and investment to having very many laws that were constantly changing, sometimes very abruptly. The political crisis that followed in the wake of the Soviet Union’s collapse had catastrophic proportions. In this precarious environment, the leaders of the group, by now renamed St. Petersburg JVA, had to dedicate their effort almost entirely to deterring or palliating the adverse effects of ill-conceived laws and executive decisions issued at both federal and regional level. At that juncture, the price of inaccurate or belated information could have been a spate of bankruptcies. One can judge the Association’s work by the fact that not a single one of its member companies went out of business.

The enactment of the Civil Code of the Russian Federation spelled the end of one epoch, and the beginning of another, which would become a period of legislative lobbying. By 1996, when phase two began, Russia already had a package of legislation setting the “rules of the game” for foreign investors.

The Civil Code finalized the formation of a legal framework necessary for foreign investors to come to Russia. The Civil Code, which may be rightfully described as an “Enterprise Constitution,” cemented seven fundamental precepts:

1. Impregnability of private property;

2. Equal opportunity for all players governed by civil law;

3. Contracting freedom;

4. A ban on arbitrary interference in private affairs;

5. Free and unrestricted exercise of civil rights;

6. The right of a wronged entity to seek redress;

7. Judicial protection.

From 1995 on, Russia and St. Petersburg would see a fast-growing influx of foreign investment money. Better laws minimized investment risk, while turbulent market growth guaranteed attractive returns. All these developments inspired the St. Petersburg JVA to shift focus towards legislative lobbying. During the preceding years, this would not have been possible due to an enormous number of laws being made and changed all the time.

In Russia, foreign nationals and foreign investment dollars were zealously kept away from politics, so trying to shape federal legislation was out of the question. Instead, JVA focused on local laws which, at the time, were allowed to go a long way in “customizing” federal laws to local conditions.

But the change in priorities did not prevent JVA from continued exercise of its imposing arsenal of tools designed to lobby and protect the rights of its members at all levels of government. One such tool was the Cross-Agency Commission on Foreign-Owned Companies, established under St. Petersburg City Hall on JVA’s initiative in 1994. The commission, headed by then vice mayor and would-be President of Russia, Vladimir Putin, was highly instrumental in resolving a complex impasse, when Otis St. Petersburg and Rothmans Neva were retroactively made liable for value added tax (VAT) and some huge penalties. Co-hosted by the Association, a roundtable with Russian government officials resulted in the repeal of the charge for the use of the word “Russia” in a company name. The charge affected many joint ventures compelled to use the word “Russia” in their names under previous legislation. 

Ultimately, SPb JVA has become a launch pad for civilized interaction between authorities and the city’s most dynamic economy sector. But foreign co-owned businesses themselves set a good example of such civilized interaction. Unlike their Russian counterparts, they dutifully abide by Russian law, paying all taxes, never paying their employees off the books, and providing fringe benefits for their employees. Of the city’s top ten taxpayers, six are partially or fully foreign-owned companies. With this much clout, the JVA Executive Directorate has been able to negotiate successfully with federal and regional authorities, securing the right decisions, annihilating many bureaucratic hurdles, and thwarting counterproductive ordinances. An additional argument in favor of joint ventures is that in the industries where they operate, JVs shape and promote better business ethics and best practice in the Russian business community, bringing it closer to internationally accepted standards. But foreign investment is not an abstract notion. Foreign investment means that Russia’s economy is being refurbished and revitalized with cutting-edge technology, equipment and management practices. The result is that domestic products have become more competitive internationally.

Many former Association executives have been very successful in their subsequent career, and some have become prominent statesmen. V.I. Kozhin, who stood at the helm of SPb JVA in 1993 through 1994, currently manages the Office of the President of Russia. Former Executive Board member V.I. Yakunin was first appointed senior deputy to the Railways Minister, and then senior deputy to the President of Russian Railways OAO. Of the other former EB members, A.N. Niago currently heads the state-run nuclear power holding TVEL; A.N. Gendelev works for the Office of Overseas Properties of the President of Russia; and A.I. Vakhmistrov is Vice Governor of St. Petersburg.

In 1998, the St. Petersburg Legislative Assembly passed three ordinances that became definitive for foreign investment, all proposed by JVA and drafted in collaboration with its consultants.

After this, St. Petersburg briefly became one of Russia’s most attractive destinations for foreign investment dollars. Two federal ordinances, enacted in 1999 and 2000 respectively, hobbled the investment incentives provided by the local laws. These counterproductive ordinances were: the Federal Act Re: Foreign Investment in the Russian Federation and Part Two of the Russian Fiscal Code. Both deprived foreign investors of incentives in the name of giving domestic and foreign investors equal opportunity, and severely curtailed regional government discretions in regulating the investment process.

In 1998, the Association’s effort resulted first in a suspension and then repeal of the Russian Central Bank Directive Re: Delegating Foreign Currency Settlement in Export & Import Transactions, which carried considerable adverse implications for business. The second operating phase of SPb JVA ended by 2000, when Vladimir Putin was elected President of Russia. By that time, Russia’s economy had substantially recovered from the 1998 currency crisis, and, in 2000, steady economic growth began, driven by both a depreciated ruble, and the government’s consistent effort in revitalizing Russia’s statehood and consolidating political stability.

In this more favorable environment, SPb JVA changed its main focus once again, this time in favor of helping its member companies develop their business. This called for a new strategy and a new arsenal of tools to influence authorities at all levels. SPb JVA drafted and adopted its new medium-term strategy at its general meeting in early 2003.

A more favorable business environment is only possible where businesses can efficiently interact with authorities, while the latter have a vested interest in making the ideas of the business community work. In other words, authorities and businesses need to strike a mutually acceptable compromise. In this context, a non-governmental association like SPb JVA plays a much stronger role, being in an exclusive position to pave the way for businesses and authorities to meet each other halfway. But once the parties have found an equilibrium both are happy with, the association must look out for the government as well as the private sector. To be an effective watchdog and lobbyist for private businesses, it is essential to find a way to meet their needs by balancing them with the interests of the state and society.

Having learned this lesson, SPb JVA focused on precisely that task. In view of the then incumbent St. Petersburg City Hall’s failure to formulate a cohesive investment policy, it was decided to help authorities address that priority. Following a sizable amount of research, Association consultants came up with an Investment Policy Concept for St. Petersburg, drawing on both the Association’s own vast experience, and the success stories of those Russian regions that had been the most successful in wooing investors. The Concept analyzed the legal framework for investment in St. Petersburg and Russia, identified the main problems facing investors, and set forth recommendations for federal and regional executive authorities and lawmakers.

In the autumn of 2003, copies of the Concept were issued to all key economic decision-makers in the new municipal government, including the new governor, Valentina Matvienko. Some of our recommendations are already in action. The city now has a vice governor in charge of investment, a new Committee for Investment and Strategic Projects, and two investment agencies.

On 27 October 2004, the St. Petersburg Legislative Assembly passed the first draft of the Law Re: Investment Code of St. Petersburg, drafted by the Legislation Committee in collaboration with Association consultants, drawing on the guidelines set out in the Concept. Both the Concept and the Code were drafted with important contributions from international and Russian consulting firms, including PriceWaterhouse Coopers, Duvernois Consulting, EPAM Law Offices, Hedman Osborne Clarke Alliance, the Institute of Enterprise Studies, Consult, and Baker & McKenzie. Investors are looking forward to the enactment of the Code, scheduled for summer 2005, which will make St. Petersburg Russia’s first region to have adopted a codified ordinance, blazing the trail for a new area of jurisprudence – investment law – in Russia.

The Code is like no other existing investment ordinance, federal or regional, in that it is a “package” bill covering all agendas at once. So far, the most difficulties for investors have arisen out of their relationship with regional authorities. Responding to this problem, the Code is heavy on processes, procedures, timelines and accountability of officials responsible for implementation over the entire spectrum of issues pertaining to the relationship between authorities and investors. The key points of the Code are:

· Conservation of the tax environment existing as of the date financing begins to flow into an investment project, for the duration of the payback period but no longer than seven years;

· Survivorship of investment agreements when officials are replaced or changes are made to how the investment process is regulated;

· No investment may be nationalized without prior, equitable compensation by the state for all and any loss thus caused to the investor and/or other project stakeholders;

· Authorities and investors are on an equal footing when it comes to complying with investment law and any applicable agreements, as well as any restrictions, procedures and policies therein stipulated.

The Investment Code text is available in the Regional Investment Law section at www.spbasp.ru.

In addition, legislative lobbying continued along the lines of ideas and proposed amendments to existing federal and St. Petersburg ordinances.

The active stance taken by the Association alongside other NGOs helped defuse the conflict over Constitutional Court Ruling No. 169-0, which empowered internal revenue bodies to disregard the existing practice of VAT deductions. Former law-abiding taxpayers one day woke up as crime suspects. The situation was fraught with positively catastrophic implications for both businesses and the entire economy.

In order to maximize sales for Association members, SPb JVA consultants have teamed up with municipal government officials to form work groups addressing the following issues:

· better purchasing system for St. Petersburg government contracts, worth around US $2.5 billion a year;

· increasing the number of manufacturing companies supplying to Russian Railways OAO to the tune of around US $8 billion annually.

This effort will be continued but later on, SPb JVA plans to get other “natural” monopolies involved, such as UES RAO and Gazprom RAO.

Having looked into the business of Association members, SPb JVA consultants have identified a problem stemming from an insufficient number of domestic turn-key component suppliers serving the manufacturing and high-tech industries. To address this weakness, Interkos-VI, an Association member, teamed up with the JVA Executive Directorate to draft and submit to St. Petersburg government a list of proposals on how to manage the restructuring and development of local component manufacturing companies. The resultant cluster of manufacturers will be able to meet the subcontracting needs of other industries as well.

More recently, the Association has introduced to St. Petersburg government a set of proposals on how to reengineer the way the city’s transportation and transit industry is managed, drafted by St. Petersburg Oil Terminal. A new specialized committee has been established by City Hall to oversee this project.

Over the course of handling all these priorities, the Executive Directorate became aware of an information problem or, in other words, a lack of information infrastructure for business. To fill the information gap, SPb JVA has taken steps to establish an information system to keep entrepreneurs fully updated on market status and developments. A prototype has been identified for such a system, but it needs some more work. The Association is currently negotiating with prospective investors for this project, both private and municipal.

As a problem-solver for Association members, the Executive Directorate has had to address an extensive cross-spectrum of issues, including:

· allotment of land plots for new construction, and real estate properties;

· infrastructure support for business development;

· helping Association members enter other regional markets in Russia;

· many other problems Association members run into when dealing with federal and regional government bodies.

As a helpful problem-solver for the business community, the Association has matured and grown stronger, assuming a range of new responsibilities as an investor guide, expert, and support network for investment projects.  The high professional level of our services is assured by top-notch specialists working for our member companies and/or sitting on the Directorate Association member companies do business across the entire range of fields essential to making any investment project – no matter how challenging - a success.

The state could not help noticing, and its top decision-makers could not have failed to appreciate the achievements of the St. Petersburg Joint Venture Association. Association head, N.V. Sivach, has been awarded an Order for Service to the Homeland, Class II, for his contribution towards improving the city’s foreign investor appeal, implementing new technology and creating new jobs. The President of Russia, Vladimir Putin, has praised the Association for its time-honored commitment to the success and prosperity of joint business. Putin has issued a series of decrees giving national awards to SPb JVA members. Overall, more than 100 company CEOs and executives have been awarded, including foreign nationals, who received awards for their commitment to promoting better international ties: H. Guffers (Philip Morris Izhora), V.O. Suomalainen (Neste St. Petersburg), Z. Sethi (PriceWaterhouse Coopers), M. Bason (Petro JTI), J. Wanderplatze and D. Jeger (Alcatel), M.H. Gerd (Astoria), V. Deseny, H. Halem and B. Knauf (Pobeda), J.T. Koskinen (Mantsinen) and O. Staas (Radisson SAS).

The St. Petersburg Joint Venture Association, which will be marking its 15th anniversary this year, has over the years matured as a powerful network uniting the front-tier foreign-owned companies operating in St. Petersburg and the Leningrad Region, enjoying a solid reputation as an efficient problem-solver in the service of the business community.

