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1 Introduction
1.1 Background to the research

In October 2004 the Governor of Saint Petersburg Valentina Matvienko first announced
that the second largest bank in Russia, state-owned Vneshtorgbank, will be relocated to
Saint Petersburg and similarly, with regional tax payments of about USD 60 million,
become one of the main taxpayers in the city. In addition to this announcement, Governor
also made an invitation for other large-scale Russian companies, mainly domiciled in
Moscow city or Moscow region, to relocate and register their corporate headquarters to
Saint Petersburg. One logical major incentive for this active promotion of the city could be
found from the budget of Saint Petersburg, which had been running on deficit in 2003 and
massive infrastructure and energy supply investment needs threatened to worsen the
situation in the near future. Thus the obvious aim of these statements was to attract
prosperous taxpayers for fiscal purposes and Governor Matvienko herself stated that
without the presence of major Russian companies, Saint Petersburg would not have a
future. In addition to conversation about corporate headquarters movement, relocation of
parts of federal power from Moscow to Saint-Petersburg had also been brought up already
in July 2004 when, according to the radio station Echo Moskvy, Governor Matvienko
announced that the Russian government had made a decision about relocation of some
parts of federal functions from Moscow to Saint-Petersburg (BHewToprbaHk nepeeget B
Metepbypr B nepsom kBaptane 2005 roga, 8.10.2004; lNpasutenbctBo P® npuHano

peLueHne o nepeHoce Yactu hegepanbHbix pyHkunn B MNMetepbypr, 14.7.2004)

The tendency that local authorities wish to attract new taxpayers to their own region is a
phenomena that tends to occur in every city or a region but what makes the case of Saint
Petersburg especially interesting is the nationwide support it has received from high-level
politicians and Federal government organs. As the hometown of both President Dmitry
Medvedev and Prime Minister Vladimir Putin, Saint Petersburg seems to have a very
favorable position in the minds of both political and economical decision makers. The idea
of promoting the status and importance of Saint Petersburg is also strongly emphasized by
ruling United Russia Party and related to that the party introduced the “Saint Petersburg —

Sea Capital of Russia”-program in December 2006. The purpose of such act is to re-



Eero Lamminen & Karita Tuominen PEI Electronic Publications 17/2008
www.tse.fi/pei

establish St Petersburg’s status as Russia's most important commercial, industrial and
navy port. The objectives of the project range from developing the Greater Port of St.
Petersburg to organizing an international sailing regatta but the most interesting statement
was that main government authorities, related to maritime transportation, should be
relocated to Saint-Petersburg (MpoekTbl Bcepoccuinckon nonutndeckon naptum 'EgmHas

Poccus')

1.2 Purpose of the study

Governor Matvienko’s invitation has not been accepted only by the maritime industry or
government organs but also by many other private and state-owned large-scale
companies. The obvious presumption is that firms, especially private ones, choose to
relocate in order to maximize profit but within the observation of this study we wish to
assess whether are there other, perhaps economically illogical, underlying reasons to be

found.

The main purpose of this study is to assess intra-country headquarters relocation
decisions in Russia to Saint Petersburg and to understand the reason and incentives
affecting these decisions. In order to achieve this we will first introduce the theoretical
incentives for headquarters relocation and the fundamental factors that should affect
rationally behaving companies in their decision making process. Then we will assess Saint
Petersburg’s characteristics as a location for corporate headquarters, based on the earlier
introduced factors. After that, our next aim is to go through the recent relocation decisions
discussed or made by major Russian companies in order to understand whether the
relocation decisions have been made because of economically viable reasons or because

of other incentives, uncovered in earlier theoretical studies.

The sections of our study are organized as follows. In the next chapter we will go through
the fundamental factors affecting corporate headquarters relocation decisions and the
reasons identified in the earlier research. The aim is to construct a good image about
relocation as a corporate capital investment, with related benefits and costs. Like in every
corporate investment the cumulative amount of explicit and implicit benefits should
outweigh the amount of costs generated. On the basis of this information, we will assess

the characteristics of St Petersburg region as a location for major corporate headquarters
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in the section 3 and thus enlighten the basis on which companies should made their
decision. In chapter 4 we will introduce and explain the recent relocation or registration
decisions. Finally, in the last chapter we sum up the findings of the survey and compare
the reasons stated by the companies with the theoretically logical reasons derived from the

earlier research.
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2 Corporate heardquarters relocation
2.1 Corporate HQ relocation — a capital investment decision

Company headquarters tend to be relatively sticky compared to production facilities and
other company facilities such as shared service centers. The trend of relocating these to
lower labor cost countries has been the strategic must-to-do action of manufacturing
companies during last few decades. In the very beginning companies decided to increase
their presence in other countries by relocating a part of their sales and after-sales
departments to the target country in order to create a more efficient and more local
customer service network. Next phase of relocation trend was to locate manufacturing and
part of the logistics to low-cost countries and thus to achieve cost advantages, taxation
advantages or labor flexibility. Due to these significant savings, it's relatively logical to see
why the production sites have been actively relocated to emerging economies with lower
cost levels, despite the obvious losses in productivity levels. These manufacturing site
relocations are considered as capital investment decisions and are thus subject to
thorough strategic review in order to decide whether the long-term benefits will offset the

investment costs (Baaij — van den Berghe - van den Bosch — Valberda, 1991).

Like mentioned in the beginning, corporate headquarters have been left relatively
untouched by these trends. They are often located in the very same place where the
company was originally founded and where the manufacturing site used to be located
earlier. However, according to Baaij, van den Berghe, van den Bosch and Valberda (1991)
the decision of location of corporate headquarters should also be considered from the
same strategic point of view as the decisions of location of manufacturing sites or shared
service centers or any other corporate investment which is likely to affect it's performance
and future cash flows. The underlying assumption should always be that companies
choose to relocate their headquarters in order to maximize their profit. The search for
higher profits may derive either from cost savings or from profitability increases. In general
we could sum up that, due to agglomeration effects the headquarters are largely located in
substantial metropolitan areas. However, as the cities grow the disadvantages of size may
offset the economies of scale and concentration advantages. For example in the United
States the share of headquarters domiciled in New York city has been steadily decreasing

while main beneficiaries have been other large cities (Diacon — Klier, 2003)
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In order to assess the different locations from the point of view of profit maximization,
companies need to consider numerous factors related to social, economical, technical and
political circumstances in the possible locations. According to earlier literature regarding
relocation decisions, at least the following criteria should be taken into account when
deciding on corporate headquarters location and most of them should similarly be
assessed in both cross-boarder and intra-national relocation decisions (Baaij, van den

Berghe, van den Bosch, Valberda).

HQ site selection criteria

-Corporate tax advantages
-Investment incentives

-Investment climate

-Company law

-Operational costs

-Quality, availability and costs of the workforce
-Quality of living

-Level of infrastructure

-Level of high-level business services
-Sufficient represenative office space
-Presence of other major corporations

One of the most obvious and significant factors to be considered in headquarters
relocation decision is the taxation advantages or disadvantages possibly achieved as a
result of this decision. Taxation, like company law, is distinctively related to cross-boarder
relocations because the corporate taxation does not traditionally vary much across the
country but since the Russian corporate taxation system offers facilities for some taxation
flexibility also between different regions, this factor should certainly be taken into account.
Investment climate is also among the factors that the regional government may affect
when willing to do so. Since a relocation of a headquarter is a long-term decision and
since the investment climate is often related to the political will of the city authorities, the

companies should also take possible changes in the political situation into account.

Availability of high-level business services and presence of other major corporations are
typically closely related. Headquarters need to be located close to the essential business
service suppliers such as law firms, advertising companies and especially to their financial

markets. Thus, headquarters tend to agglomerate to large cities where these service
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suppliers are located, and on the other hand suppliers tend to home in to centers where a
lot of headquarters are located. Related to this, Burns (1977) divided the headquarters
location decisions to either vertical or horizontal moves. Vertical relocation was considered
to mean a move from the maijor city centre to the suburbs and a horizontal relocation was
relocation from one central city to another one. The reasons for corporate headquarters
relocation different in horizontal and vertical move. Companies relocating vertically tend to
look for lower expenses like rents or labor costs whereas horizontally moving companies
are aiming to be situated in a close proximity to city centers offering a high density of
company services. The same applies to the labor factors as well. High density of corporate
headquarters attracts qualified workers to the region and simultaneously companies wish
to locate any of their facilities, including headquarters, to locations with a decent supply of
skilled labor. Due to higher competition, costs of the workforce also tend to increase on
these high-density areas but since headquarters are not extremely labor-intensive by
nature, costs of other crucial inputs, such as office space and services, are likely to
become most important direct-cost related factors that are considered (Baaij et al, 1991;

Davis, James C. — Henderson, Vernon, 2008).

Level of infrastructure is naturally one of the key factors which relocating companies have
to consider. In case of headquarters relocation, the most important aspects to consider are
availability and costs of high-class premises, telecommunications logistics as well as
availability of decent housing for employees relocating with the company. In addition to
these crucial factors, companies should also consider the explicit and implicit cost they
face from this capital investment decision of relocation corporate headquarters. Explicit
costs means the ones derived from the physical moving operations, staff relocation
expenses as well as the underemphasized opportunity costs associated with the loss of
staff not willing to relocate. Implicit costs derive from e.g. disturbances in operations during

the actual relocation (Alli et al, 1991).

Even though the previous factors should be similarly considered in all corporate HQ
decisions, we should separate the relocation decisions which have been made as a
consequence of a merger or acquisition and pure “organic” relocations since in the later

ones, the decision is often obligatory by nature (Diacon — Klier, 2003)
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2.2 Effects of relocation decisions

However, it is not sufficient to only consider what location-related factors companies
should asses when making the decision, but it's also necessary for them to understand
how these decision affects company value, i.e. how will the shareholders of the company
react to the reasons and incentives stated by the relocating company. In addition, when
companies are assumed to relocate in order to maximize the profit, it also applies that they
make these decisions to maximize shareholder wealth. Thus like in any other capital
investment decision, the discounted net future cash flow must be positive. The decision
can be judged from the shareholders point of view in two different ways. Firstly, we can
analyse the abnormal returns on the stock market in order to find how shareholders have
reacted to these relocation announcements. Secondly, we may assess the changes in the
operating profits of the companies, which have implemented their relocation decision.
Basically, it is more complete to use the first method since the share price reactions are
considered to take all the public information available in to account and thus to reflect all

known benefits and all explicit and implicit costs.

In earlier research, related to stock market reactions to relocation decisions, the scholars
have found out that the abnormal returns are very closely related to the nature of the
relocation decisions. First the reasons should be separated between the relocation
decisions that have been made as a consequence of a merger or acquisition and pure
“organic” relocations (Diacon — Klier, 2003). In our case we will concentrate on the former.
Alli, Ramirez and Yung (1991) have found out that the relocation announcement has
affected the stock market returns positively when the target location has better availability
of labor and negatively when the level of cost of living is higher. This is suggest that the
shareholders value vertical relocation decisions higher than horizontal ones and also
supports the factors that we have chosen for our research. The similar evidence was also
found by Ghosh and Chinmoy (1995), according to whom the market reaction is
significantly positive when relocation decisions are related to cost savings, thus indicating
that from the investors point of view the cost savings outweigh the close proximity to
agglomerate of services. On the other hand, decisions based on managerial self-interest
will be subject to adverse reactions from investors. This would be also supported by the
above mentioned real-life tendency of companies moving their headquarters out of New
York.
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To conclude, we could note that the earlier research of stock market reactions supports
the importance of the same crucial factors that were listed above and thus it justifies us to
use them as our assessment factors as well. However we should also bear in mind that
even despite the positive shareholder reaction, the expected benefits may fail to realize.
This is also supported by research conducted by Gregory, Lombard and Seifert (2005).
They investigated the impact of corporate headquarters relocation on the operating
performance of the firm and opposite to the studies concentrating on the abnormal stock
market returns, they found little evidence of improved operating performance after
headquarters relocation. This would suggest that we should pay even more attention on
the non-monetary incentives of relocating companies. These are covered mainly when
considering the overall investment climate and atmosphere in the region, like we aim to do

in the next section of this study.
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3 Saint Petersburg as alocation for corporate headquarter
3.1 Investment climate and incentives

On February 2008 in the 5th Economic Forum in Krasnojarsk, then deputy prime minister
of Russia Dmitry Medvedev announced the four-year development plan for Russia and
simultaneously introduced his “4-I's” program. These four development principles were
institutions, infrastructure, innovations and investments. In order to fulfii the Dmitry
Medvedev’s other plan, idea of Saint Petersburg becoming the locomotive of economical
development of Russia, the Governor Valentina Matvienko already in May 2007 created
almost similar guidelines for the regional government actions. These guidelines dealt with
investments: creation of stable conditions for investment inflows, with innovations:
stimulating economical innovation, with infrastructure: optimal utilization of the
infrastructure potential of the city, and with institutions: activate and mobilize all the
sources to replenish the city budget (O6 utorax counanbHO-3KOHOMUYECKOrO Pa3BUTUSA

CaHkT-leTepbypra n panoHos CaHkT-lNeTepbypra 3a 2007 roa).

Until very recently Saint Petersburg has also de-facto acted at least as one of the growth
locomotives of Russia, since the economy of the city has grown with a very rapid and
stable pace, surpassing constantly country averages in terms of gross regional product
growth. In 2007 the GRP of Saint Petersburg grew 9.1% whereas GDP of Russia grew
8.1% during corresponding period. Coinciding with the guidelines set by the City Hall,
especially the investments have been in focus lately. In 2007 fixed investments in the city
grew by 38.8% while in 2005-2006 the growth had been on a single-digit level and in 2004
the fixed investment actually contradicted by 6%. In addition to attracting private
companies to invest to Saint Petersburg, the regional government has also been actively
participating the investment projects. In 2007 public investments accounted approximately
for one fourth of city’s budgeted expenditures, which is five-times the country average, and
as a result of massive investments to e.g. infrastructure projects in 2008 the share of
investments is supposed to grow to 31.5% of all expenditure. Fastest growing sector in the
region was passenger car production, which in the first half of 2008 increased 8.2 times
compared to corresponding period in 2007. This growth was boosted by numerous foreign

investments to the industry, such as openings of car manufacturing plants of Nissan and

10
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Toyota (Biannual Economic Review, BRE, O6 wutorax coumnanbHO-3KOHOMUYECKOro

pa3sutnsa CaHkT-lNeTepbypra n panoHos CaHkT-lNeTepbypra 3a 2007 rog).

Earlier the growth has mainly been based on consumer and infrastructure based
investments and growth but in 2007 and during the first half of 2008 large automotive and
shipping industry investments enhanced the industrial production of Saint Petersburg also
to above country average year-on-year growth of 10% (average 6.7%). This achievement
is especially remarkable when taken into account that still in previous year the industrial
production in the city declined by 7 %. Thus the city authorities have managed relatively
well in developing decent conditions for investments. In addition, and in order to stimulate
creation of new innovations, regional government has also an increasing interest towards
increasing the amount of small and medium size enterprises in the city. The government of
the city has formulated a plan to achieve this target and as a part of this they are e.g.
committed spend at least 27 billion rubles the situation of SMEs by creating a necessary
infrastructure for them to operate and to create a venture capital fund to invest in SMEs.
Already in 2007, the amount of SMEs increased by 27% y-o-y to 228 thousands (O6
nTorax coumanbHoO-akoHoMu4eckoro pas3sutnsa CaHkt-MNetepbypra 3a 1 nonyrogne 2008

roga; .

Other attempts to enhance the investment climate in the city have included setting up a
special economical zone with a purpose to develop both innovative high-tech and
processing industries. The area consists of about 200 hectares of land situated in two
different locations, which are Novo-Orlovskyi park north of the city centre and Neudorf,
south of the city. The residents of the are subject to numerous tax benefits and reliefs. In
addition to President Medvedev emphasising the need of the city to become the
locomotive of economical growth in Russia, the political elite has also encouraged
investments to the city and has stated that the role of Saint Petersburg as the second
capital of Russia should be also de-facto increased. Former President of Russia Vladimir
Putin has been arguing that some of the Federal functions traditionally belonging to capital
cities should also be relocated to Saint Petersburg. This emphasis was also taken into
account when Putin decided to hold the G8 meeting in Saint Petersburg in July 2006

instead of in Moscow (lvannikov; lyTtun: lMeTepOypr ae-chakto obpeTaeT CTONUYHbIE

dyHKLMN).

11
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However, despite the continuous attempts by authorities of every level, occasionally too
fast and uncontrolled growth also causes severe problems, such as with lacking
infrastructure or labor shortages, in the region that cannot be solved only by presenting
ambitious plans. Simply, as cities grow the disadvantages may offset the economies of
scale and concentration advantages. At least partly as an evidence of that both Samara
and Krasnodar regions ranked above the traditional leaders such as Moscow and Saint
Petersburg in the latest study regarding the competitiveness of Russian regions, published
by Institute of Regional Politics on October 2008. The rating is based on the study that
takes into account 130 financial, economical, social and economical factors and as well as
opinions of 35 thousand in people interviewed. Samara and Krasnodar received the
highest absolute overall rating but Moscow and Saint Petersburg still surpassed the in
terms of competitiveness and economical development. Main weaknesses identified for
Moscow and Saint Petersburg included ecological and infrastructural problems as well as
homogeneousness of local economy i.e. high dependency on few major industries

(MockBy n CaHkT-lNeTepbypr nuwaloT Hagexa Ha nuaepcteo, 13.10.2008).

Overall, we could conclude that the investment climate in Saint Petersburg is relatively
positive due to the special attention paid to investors by regional authorities as well as
federal decision makers. The city hall has made and party implemented strategic plans for
enhancing the conditions of both large-scale as well as small- and medium size
enterprises. It's also important to bear in mind that the regional government itself is
actively taking part in the investments and thus ensuring that the most crucial
infrastructure and energy investments will be carried out. In addition, their own
participation is likely to increase the understanding that the city authorities have about the

investment conditions of the city.

3.2 Infrastructure and related costs

Infrastructural problems were among the most severe negative factors related to Saint
Petersburg in the study conducted by Institute of Regional Politics. However, compared to
Moscow, the city offers comprehensive connections to Europe both by sea and road. The
ports of Saint Petersburg have got special attention both in regional level decision making
but also on the federal level. The United Russia-party’s Saint Petersburg — Sea Capital of

Russia project aims also to enhance the maritime infrastructure of the city. New

12
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investment are constantly planned, even though facing some postponements in
implementation, and e.g. by 2010 there should be more than 32 million tons of freight
going through the new Ust-Luga port. Relatively good international flight connections via
Pulkovo airport have also been brought up as one of the key logistical characteristics of
Saint Petersburg. In 2007 investments accounted approximately for one fourth of city’s
budgeted expenditures but as a result of massive investments to different infrastructure
and electricity supply projects, in 2008 the share of investments is supposed to grow to

31.5% of all expenditures (Xoa peanusauun:"CankT-lNeTepbypr — mopckas ctonuua")

Prices of real estate reflect the certain status difference between Moscow and Saint
Petersburg. According to Vedomosti, the average real estate price in the primary market in
Moscow in the October 2008 was more than 160 thousand rubles per square meter, while
in Saint Petersburg, according to Adveks company, at corresponding moment the price
was almost 50% cheaper, accounting for 85,5 thousand rubles per square meter. This
should be among one of the most crucial factors considered by the company when making
a relocation decision, especially when taking into account that headquarters are likely to
be located in relatively expensive high-class premises (Hegswxumoctb B MocCkBe;

CroumocTb xunbs B CaHkT-MNeTepbypre cHu3mnack B okabpe 2008 roga Ha 0.7-1.3%).

3.3 Availability and costs of labor, quality of life

In 2007 Saint Petersburg had 4.6 million inhabitants of whom more than 3 million are
considered as possible workforce. The demographic development in the city has also been
positive compared to general Russian trends, since during the year 2007 the number of
births increased by 7% whereas number of deaths decreased by 3%. Theoretically this
massive labor market, with an average monthly wage of only 609 euro, should provide
companies a tempting target city for relocation from the pure labor market point of view. In
addition, the available workers in Saint Petersburg is at least academically relative skilled
due to proximity of many nationally highly appreciated universities and academies. This
tends to be important factor especially for headquarters relocations, since they are mainly
hiring skilled acedemically educated employees. However, on the the negative side of the
labor markets, the unemployment rate in the region has been falling as low as to 2%,
considered to be clearly below the non-accelerating inflation rate of unemployment
(NAIRU), in both 2007 and in the first half of 2008. This low unemployment has naturally

13
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affected and twisted the labor market in general and makes finding qualified employees
difficult for companies. In 2007 there were approximately five free vacancies for every
registered unemployed. The pace of average wage growth has also been very rapid.
Despite the relatively low current average wage, the number has more than doubled
between 2004 and 2007. Other negative aspect is the lack of presence of other major
companies which is likely to attract skilled workers and thus to affect the labor market.
(lvannikov, Baltic Rim Economies 5/2008, Saint Petersburg in 2007)

However, despite the rapid growth in average wages the growth of real income of the
residents has slowed down considerably during 2008, even before the crisis intensified. In
the first half of 2008 the real monetary income grew only by 2.6%, compared to 6.7%
during corresponding period in 2007. The main reason for this was the rapid inflation,
especially the price growth of foodstuffs. In addition to high inflation, the residents are
facing severe problems related to the accommodation. However these problems apply
both to Saint Petersburg and Moscow. From the point of view of companies relocating to
city, the housing questions are still very crucial, since in order to attract employees to
relocate with the headquarters, there has to be decent accommodation available.
However, the current situation in Saint Petersburg is relatively difficult. The official queue
of people waiting for regional government supported accommodation in Saint Petersburg
still in the end of 2007 consisted of 12,6 thousand families. The difficulties related to the
real estate and housing sector have also caused concern on regional government level
and as a consequence in 2007 Governor Matvienko wrote a proposal in order to enhance
the accommodation problems. The most noticeable action was that the city started to
actively take part in real estate construction and mortgage business. In 2007 almost 7.2%
of all the housing market construction was paid from the budget of Saint Petersburg. This
tendency is significantly in line with the active investor profile that the city has followed
since 2007 and could be likely to enhance the position of Saint Petersburg from the
housing point of view in the eyes of companies considering to relocate (Cepreeea A.I.,
2008).

14
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3.4 Taxation

Taxation is one of the key issues affecting corporate headquarters relocation decisions. It's
very influential factor especially in cross-boarder relocations, due to heterogeneous
corporate tax burdens in different countries, but it also plays a crucial role in intra-country
relocations or registrations. The later one is highly important to take into consideration
particularly in Russia, since the corporate taxation system allows some regional flexibilities
and thus intra-country registration or relocation decisions between different regions may

affect companys' total tax burdens relatively significantly.

Most important taxes imposed to companies include corporate profit tax, unified social tax,
value added tax and different types of asset taxes. Out of these taxes, value added tax is
paid to Federal budget while unified social tax goes to Federal budget, Social Insurance
Fund and Medical Insurance Fund and thus they do not leave flexibility for regional
governments under normal circumstances. However, to rest of the tax types mentioned the
regional government may make some amendments for example in order to attract
investments and taxpayers to the region (HanoroBasi cuctema, gencrayowasa B CaHKT-

MeTepbypre).

The rate of corporate profits tax in Russia is currently 24%. Of this amount, 6.5% is
payable to the Federal budget, 17.5% is payable to the regional government. Regional
governments have the power to reduce the regional element by up to 4%, giving a
minimum regional rate of 13.5% and thus to minimum overall rate of 20%. This flexibility is
given for the regional governments in order to attract investments and taxpayers to their
regions. Currently, both in Saint Petersburg and in Moscow the regional rate is set to the
maximum. Exemption to this rule is the Special Economical Zone of Saint-Petersburg,
whose residents are subjects to the minimum regional rate of 13.5%. From January 2009
the Federal budget rate will be decreased to 2.5%, thus setting the maximum and
minimum overall rates to 20% and 16% , respectively. This tax relief was a responding
action to the suggestion made by the Prime Minister Vladimir Putin and was intended to
enhance the situation of local companies suffering from the financial crisis. However, since
the decision only affects the Federal rate, it has no direct effect on intra-country relocation

decisions (Hanoroeas cuctema, gencrteytowlast B CaHkt-leTepbypre; Hanor Ha npnbbinb

15
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opraHusauuin; locayma aKCTPEHHO npuHAna naket rnobanbHbiX NONpaBok B Hanorosbin
kogekc, 21.11.2008)

While considering the Russian corporate profit taxation from the relocation decision point
of view, it is also important to recall that Russian companies do not directly pay all the
taxes going to the regional budget directly to the region where the headquarters of a
company are registered. In fact, if a Russian company has registered offices in more than
one tax district, it has to separate taxable profits between each district and pay regional
taxed based on this allocation. Allocation calculation should be based on either net book
value of fixed assets or to the number of employees on payroll in the each separate tax

district.

Other taxes leaving flexibility for the regional government are asset taxes, advertisement
tax and transportation tax. Asset taxes consist of property tax and land tax. Property tax
applies to property belonging to Russian legal entities and representative offices of foreign
legal entities and it is based on the current balance sheet values. The maximum rate for
property tax is 2.2% p.a. and currently the rate is set up to the maximum level both in Saint
Petersburg and Moscow. The land tax has a maximum rate of 1.5% but in generally the
rate varies within the regions and thus also in Saint Petersburg it depends on the exact
location of resident. However, the residents of Special Economical Zone of Saint-
Petersburg are exempt from all property, land and transportation taxes as well as from
transportation taxes for the first five years (Hanoroesasa cuctema, gencrsyrowasn B CaHkT-

MeTepbypre; Ocobas akoHOMMYeckasi 30Ha; CTaBKM pPermoHarnbHbIX M MECTHbIX Haoros B

Mockse)
Saint-Petersburg Moscow

Corporate Profit Tax 24% 24%
Property Tax '| 2.20% 2.20%

;Depending on location,| Depending on location,
Land Tax ! up to 1.5% up to 1.5%
Transportation Tax f Depending on usage Depending on usage
Advertising Tax { 5% 5%

Sources: Hanoroeasa cucrema, geicteyrowas B CaHkT-NMetepbypre; CTaBKU PerMoHanbHbIX M |

16



Eero Lamminen & Karita Tuominen PEI Electronic Publications 17/2008
www.tse.fi/pei

Overall, when assessed solely from taxation point of view the city of Saint-Petersburg
doesn’t seem to offer any significant tax benefits compared to the other regions of the
country. The corporate overall tax burden is relatively identical to the one in Moscow and
as all the major regional budget tax rates are set to the maximum, it is not likely that
headquarters from any other regions would be registered to the city entirely for tax
reasons. However, in case that the relocating company fulfils the Special Economical
Zone requirements, becoming a resident of this zone would offer significant possibilities for

legal tax avoidances and thus create also economically viable incentives for the move.

17



Eero Lamminen & Karita Tuominen PEI Electronic Publications 17/2008
www.tse.fi/pei

4 Companies that have made the relocation decision

Overall, ten major private or state-owned companies and two government organs
announced their intention to relocate to Saint Petersburg between October 2004 and
January 2008. Both government organs were domiciled in Moscow during the time of their
announcement, as were seven out of ten companies. Other places of origin were Omsk,
Samara region and Oryol. In addition to these relocation announcements, numerous
largest Russian companies have decided to register their subsidiaries to Saint Petersburg
during this time. Based on earlier research, according to which companies make relocation
decisions in order to maximize profit and on the characteristics of Saint Petersburg as a
location for corporate headquarters, we could assume that positive investment climate and
lower costs would be the main underlying reasons for these decisions. In the following
chapter we will go through these announcements in a timely manner in order to create an

image about the phenomenon.

4.1 Private/Public companies

Already on 6th of October 2004 Governor of Saint Petersburg Valentina Matvienko
expressed her desire that Vneshtorgbank (VTB), the second-largest bank in Russia, would
relocate from Moscow to Saint Petersburg. According to Matvienko the decision is highly
possible and the city authorities have already been in discussion about this with the
company. Governor also expressed that this move wouldn’t not be important only because
of the significant tax income but also because it would help in turning Saint Petersburg into
an important financial center. After Matvienko’s comment, the company itself announced
that on 21.10.2004 the supervisory board of the company had scheduled a meeting to
calling an extra-ordinary shareholder meeting in order to make decision and change to the
Company Charter. According to them, the relocation would be done to the premises of
their current Saint Petersburg filial and there would be located at least part of the company
management. As reasons for this, the company stated as a part of their strategy they want
to increase their presence in North-West Russia, area which they see economically very
interesting and also as a gateway to Europe. In addition, Vneshtorgbank was
simultaneously acquiring a Petersburg-based Promstroibank and they stated that
combining the operations in Saint Petersburg would offer significant synergies (IMetepbypr

3aMHTepecoBaH B nepeesge BHewTopr6aHka M3 MoCKBbI B CEBEpPHYK CTOnUUy —
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MatBueHko, 6.10.2004; BHewToprbaHk npogorikaeT pa3sutne gestenbHoctn B CeBepo-

3anagHom pernoHe, 29.12.2005).

However according to Vedomosti, an anonymous member of the supervisory board, the
act was mainly done in order to transfer tax payments to the budget of Saint Petersburg.
The company management also commented that this decision would be done partly to
help city authorities to build Saint Petersburg a financial center of the country. The
registration and a change to the Company Charter was eventually made on 15.12.2004
and thus Saint Petersburg’s budget became the beneficiary of VTB'’s tax payments. In the
announcement year they were supposed to reach more than 60 million USD thus
accounting for more than 2.5% of city’s budget revenues and almost 10% of corporate
profit tax incomes. Later in October 2005 VTB made an official decision about continuing
the relocation process by moving the headquarters to Saint Petersburg. However, the
anonymous source in the supervisory board seemed to be quite right, since as of August
2008 only the general director of the company was located in Saint Petersburg while e.g.
the whole board of directors of VTB was operating in Moscow (BTBE nepeeaxaeT u3
Mocksbl B MNeTepbypr, 6.10.2004 ;YctaB baHka BTB; NameHeHna No 5, BHOCMMble B YcTaB
Banka BTB, 15.12.2004)

In February 2005 the trend continued when state-owned shipping company Sovcomflot
announced that it will conclude all the legislative preparations for moving it's headquarters
and registering to Saint Petersburg before the end of 2005. This announcement was made
after company CEO Sergey Frank had met with the Governor Matvienko and the physical
relocation was planned to take place in 2006, as soon as the company would find sufficient
premises in the city. No key relocation factors were identified as reasons for th relocation
but company management emphasized the importance of Saint Petersburg as one of the
main oil and gas oriented ports in the world, mentioned that Sovcomflot wants to take part
in development and of Saint Petersburg and Primorsk ports and intended to build more
tankers to respond to this development. The exact amount of tax income transferring to the
budget of the city was not mentioned but in 2003 (then the last published annual report)
the tax payments of the company accounted for 70 million rubles. However, the
implementation of registration and relocation took more time than originally announced

and the registration change was finally made to the Company Charter in December 2006,
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simultaneously making Sovcomflot one of the largest taxpayers in Saint Petersburg. The
relocation of headquarters was also implemented by dividing the headquarter functions
between Moscow and Saint Petersburg while the personnel related functions were moved
to the later one (CoskomdnoT mwet ocuc B lMNutepe, 18.02.2005; CoBkoMdnoT CKOpO
nepeegetr B CaHkt-lNeTepbypr, 20.02.2006; W3meHeHuss B YctaB - CoBKOMMIIOT,
05.12.2006)

The next announcement, initially made by Governor Matvienko herself, was among the
most substantial ones both in terms of company size and possible tax income. In October
2005 Governor stated that the state-owned product pipeline operator Transnefteprodukt
would be registered to Saint Petersburg before the end of the year. However, the company
itself replied, that this decision has to be made in the shareholder meeting, which yet
hadn’t taken place. Eventually, the change in the Company Charter was made in February
and the company was then registered as a taxpayer to Saint Petersburg. Again, business
orientated reasons for the relocation were not mentioned but the fiscal importance of this
relocation was brought up. In the registration year alone the increase of tax payments to
the budget of Saint Petersburg was supposed to be approximately 600 million rubles or
0.5% of regional budget revenues. This decision was preceded with a key Kremlin official
joining the board of directors of the company when Vladislav Surkov, deputy head of the
presidential administration, was elected to the nine-member board on late 2004. Later in
April 2007 the Government ordered Transnefteprodukt to merge with a state-owned
Transneft and as of 15.01.2008 Transnefteprodukt has been a subsidiary of the Moscow-
domiciled Transneft (TpaHcHedTenpoaykTt nepeepet B CaHkTt-lNMeTepbypr 20.10.2005;
NameHeHnsa k yctaBy — TpaHcHedTenpoaykt, 13.02.2006; Transneft, Transnefteproduct
Ordered to Consolidate, 17.4.2007; YcTtaB - "TpaHcHedTb")

In December 2005 the first private company Transaero, one of the largest airline
companies in Russia, decided that it would register to Saint Petersburg. The
announcement was again published by Governor of Saint Petersburg Valentina Matvienko.
Eventually actual registration took place in January 2006 and according to the company
representatives the move was part of Transaero’s strategy to increase it's presence in the
North-Western Russia. Transaero planned to increase the amount of direct flights from

Saint Petersburg to South-East Asia, China and India in order to create an important air

20



Eero Lamminen & Karita Tuominen PEI Electronic Publications 17/2008
www.tse.fi/pei

transportation hub to Saint Petersburg. In addition, the company mentioned it's intention
to do an initial public offering to the Saint Petersburg Stock Exchange as one of the
reasons to locate to the region. However, according to magazine «Bpewms», also the
representatives of the company brought up the point that the decision has a multi-billion
ruble fiscal effect to the budget of Saint Petersburg. Earlier Transaero had been registered
to Oryol in Oryol region and in the registration year the tax payments to the regional
budget were approximately 10 million rubles. Implementation of the relocation has
however only occurred in terms of registration since according to the latest annual report
of the company the legislational address of the company is in Saint Petersburg but the real
headquarters are located in Moscow (TpaHcaspo nepeegeT B CeBepHyk cTonuuy,

29.12.2005; TpaHcaapo ctano Nutepckon konaHuen, 20.01.2006; MNogoson otyeT 3a 2007

rog).

Different incentives made Russian car manufacturer AvtoVAZ to consider about register to
Saint Petersburg. In February 2006 the company announced that it will relocate it's
operations, including both it's headquarters and factory from Toljattia to St.Petersburg, in
order to fight against corruption. However, the company representatives couldn’t give more
detailed information about how this registration would help with the situation. In addition,
according to Kommersant, a source close to the company management said that the real
intention was to redirect the tax payments to the regional budget of Saint Petersburg and
de facto the development had already been ongoing since November 2005 when a factory
of AvtoVAZ was registered under taxation of Saint Petersburg. Underlying reasons could
also be found from the recent change in the company management after which 3 members
of the board of directors of AvtoVAZ were also representatives of St. Petersburg based
bank VTB. The announcement of AvtoVAZ was unordinary also because it was also
unknown information for the authorities of Saint Petersburg, who normally had a tendency
of being among the first ones to announce about possible relocations. In addition, only one
day after the initial announcement the company made a statement denying that they would
be relocating anywhere, though admitting the registration of the factory to St Petersburg
(ABTOBA3 nponuubiBator B CaHkT-leTepbypre, 16.2.2006; ABTOBA3 nepegyman
nepeeaxatb B CaHkT-lNeTepbypr, 17.02.2006).
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Most anticipated relocation decisions was published in March 2006 when the head of
Gazprom Aleksei Miller announced that Sibneft, in which Gazprom hold a maijority stake,
will be registered from Omsk to Saint Petersburg and will be renamed as Gazpromneft as
of 13.5.2006. This announcement was preceded by continuous rumors regarding possible
relocation of Sibneft, appearing since Gazprom acquired its majority stake in the company
from Roman Abramovits. Earlier Gazprom and Miller stated that, despite acquiring
premises for office in January 2006 and signing a cooperation agreement between
Gazprom and administration of Saint Petersburg in the end of 2005, the question about
relocation or registration to Saint Petersburg was not of current interest. Then the
company also told that the tax payments to the Omsk region would not be affected
(CubHedpTb 3apeructpupytor B [letepbypre u nepemmenytot, 31.3.2006; KonbiGenb

HedTAHOM peBontounmn, 31.3.2006).

The chages to the Company Charter took place like planned and after the registration
Gazpromneft became the largest single taxpayer in Saint Petersburg with annual tax
payments of approximately 15 billion rubles, thus accounting for more than 7% of city’s
budget revenues in the announcement year. The company also commited to fund 51% of
skyscraper-project Okhta Center, assumed to reach 397 meter height and cost two billion
US dollars and acquired premises for its office on English embankment for approximately
400 million rubles. In spite of these massive investments, no special economical profit
maximizing reasons were mentioned and in reality no reasons at all were published. The
registration of Gazpromneft took place like announced but the physichal move of
headquarters has still been postponed. However, in November 2008 the project faced a
massive drawback, when the City Hall of Saint Petersburg amended the city’s budget by
postponing it's investments on the project (Crisis Puts Gazprom Skscraper In Doubt,
05.11.2008). (Konbibenb HedTsiHon peBonounn, 31.3.2006; St Petersburg in 2007 —

Biannual economic review; YcTaB - [a3anpoMHedTh).

In June 2006 Rostelecom, private fixed line operator in Russia, announced that it's
shareholders had made a decision about registering and relocating the company
headquarters from Moscow to Saint Petersburg. The only factor that the company
announced as a reason for the move was that the registration is 'in line with the direction of

economical development of the country'. In addition to lack of economically viable
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incentives for this decision, the announcement was made only a few of weeks after that
Federal Tax Service announced that it was accusing Rostelecom of tax defects. In late
April 2006 Rostelecom had received a tax claim for the fiscal year 2003 with a total
amount of 3,474 million rubles, of which 2,181 million rubles were additional taxes and
1,293 million rubles fines and penalties. Rostelecom had earlier replied to these
accusitions and said that it disagreed with the Service and would be willing to defend itself
in court. Later in April 2008 the Federal Arbitratin Court judged these claims undue.
Between these incidents, Rostelecom had made the planned amendments to the
Company Charter and thus registered to Saint Petersburg. However, according to the
Charter, only part of the company management is operating from the city (board of
directors) whereas the CEO of the company is working in Moscow (PocTtenekom nepeeaet
B [letepbypr, 26.06.2006; Rostelecom press release, 16.6.2006; Rostelecom press

release, 23.04.2008; YcTaB - Poctenekom)

First major relocation announcement in 2007 was published in October when the owner of
Russian Standard, banking and alcohol beverage group, Roustam Tariko stated that the
group will register to the tax code of Saint Petersburg before the end of the year. Before
this announcement Russian Standard had opened a new vodka factory in Saint
Petersburg in 2006 and in general Tariko described Saint Petersburg as the birth place of
Russian Standard to which the company wanted to stay loyal. In addition, representative of
the company mentioned healthy business climate, port and transportation connections to
Europe as well as their personal excellent relationships with the authorities and Governor
as the main reasons for the decision. Even though the underlying incentives seem to be
mainly related to the personal level relations, the company wanted also to emphasise the
significance of positive investment climate and conditions in the city as a stimulus to
relocate. They also gave praise to the logistical feaures of the city, especially to the direct
road connections to company's main markets in Western Europe, Pulkovo airport and
ports. In spite of their extremely positive statements, as of December 2008, the company
hasn't yet relocated it's headquarters or registered to the city. However, in May 2008 the
company registered a filial to Saint Petersburg, thus according to Russian legislation,
transfering some of it's tax payments to the city's budget (Pyctam Tapuko nepepeructpyet
6usHec B CaHkT-leTepbypre, 22.10.2007; N3meHeHns 4., BHOCMMbIE B yCTaB — Pycckui

CraHgapT).
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The second target of relocation discussion in 2007 was X5, the largest retail chain in
Russia. On 20.11.2007, after meeting with the Governor Matvienko, the director of the
company Lev Khasis announced that the company would be moving it's headquarters to
Saint Petersburg. No reasons for this decision were mentioned and despite the statement
the company is still registered in Moscow and no official decisions about the relocation
have been made in neither in annual nor in extraordinary shareholder meetings of the
company (KpynHenwun putennep ctpaHbl nepeedxaeT B [letepbypr, 20.11.2007; X5

Retail Group - MIHBecTopam)

The first, and so far the last, relocation decision in 2008 made by a large-scale Russian
company, was announced in January when the hotel chain Azimut Management Group
told via it's press-services that it would be moving it's entire headquarters to Saint
Petersburg along with most of its other main functions, such as Food & Beverage- and
Marketing & Sales-departmets, while only some minor functions would stay in Moscow.
Main reason for this move was the urge to guarantee good quality and management
standards for the new large hotel opened in Saint Petersburg but as of December 2008 the
relocation hasn't yet been implemented (PykoBogctBo roctuHuuamun cetn AsuvmyT

nepeeget B CaHkT-lNeTepbypr, 29.01.2008).
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implemented

functions

Private/ Place of Scale of
Company State Announced Status departure | relocation | Reasons stated
Registered to St Strenghten presece
Petersburg, CEO in tempting region,
Vneshtorgb State Oct-04 there but the Moscow Headquarters | acquisition of St.
ank (VTB)
management board Petesburg based
still in Moscow Promstroibank
Headquarter
Registered in Saint functions
Petersburg since divided Location of Saint
Sovkomflot State Feb-05 Dec-06, Moscow between Petersburg, ports,
headquarter Moscow and gas&oil projects
functions divided Saint
Petersburg
Transnefte 15.12.2005, Importance for
P State Oct-05 Change to company Moscow Headquarters Saint Petersburg
rodukt
charter budget
Presence in N-W
Registered in Saint Russia,
Transaero Private Dec-05 Petersburg since Oryol Not specified development. of new
Jan-06 but real routes, proximity of
address in Moscow financial markets,
fiscal reasons
Cancelled but
registered as a Headquarters Fight against
AutoVAZ Private Feb-06 g Tolyatti and 9 ga
taxpayer to St . corruption
manufacturing
Petersburg
Gazprom Registration yes,
Neftp State Mar-06 headquarters not Omsk Headquarters | No reasons stated
yet
Registered in Saint Direction of
. Petersburg, . . economical
Rostelekom Private Jun-06 Headquarters still in Moscow Registration development of the
Moscow country
Excellent
relationships with
Russian Still in Moscow. Filal the administration,
Private Oct-07 registered to Saint Moscow Headquarters geographical
Standard .
Petersburg location and
logistics, roots of
the company
X5 Retail . No registration,
Grou Private Nov-07 relocation or official Moscow Headquarters | No reasons stated
p decisions made
Guaranteeing the
. quality and
Azimut Private Jan-08 Not yet Moscow Al main standards in new St

Petersburg Azimut
Hotel
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4.2 Government organs

In addition to supporting the decisions of companies relocating to Saint Petersburg,
Federal Government officials have also participated in the tendency by moving certain
government organs to Saint Petersburg. Former President Vladimir Putin has emphasized
how important it would be to strengthen Petersburg’s position as the second capital of
Russia by de facto moving some federal functions to the city. Thus, in December 2007
Putin signed an order about moving the Constitutional Court from Moscow to Saint
Petersburg. This announcement was anticipated for a long time, since already in July 2004
Governor Valentina Matvienko had indirectly suggested it. The decision was only
explained with historical reasons, with beautiful premises in Saint Petersburg and by
stating that the Northern Capital of Russia deserves some functions normally belonging to
a capital. The relocation was also implemented with relatively quick pace, since the
physical move took place in the spring 2008 and the new premises for the Court were
finished on the first quarter of 2008. However, despite the legislative changes made in
order to relocate the Court, not all of the functions were ordered to relocate. This was
mainly due to human reasons, since only 30 of 250 employees of the Court were originally
willing to move. Neither were all the judges of the court unanimously for the relocation but
eventually they all agreed to move (KoHcTuTyumoHHbI cyn nepeeget B [utep B Mae,
23.12.2007; He Becb annapaTt KC nepeeget B CaHkT-lNeTepbypr, 7.5.2008; O6 uTorax

coumarnbHo-akoHoMU4eckoro pa3sutnsa CaHkr-MNetepbypra 3a 1 nonyrogue 2008 roga).

In October 2007 the headquarters of Russian Navy were mentioned to be relocated to
Saint Petersburg and thus to a closer proximity to sea. New headquarters would have
been located in historically important Admiralty building and the relocation process was
supposed to start in April 2008 and to be concluded in 2009. Initially, the idea was brought
up by Boris Gryzlov, speaker of the State Duma, who stated that the move would be an
important part United Russia party’s “Saint Petersburg — Sea Capital of Russia”- program
and simultaneously the idea had also the Governor Matvienko’s support. Politicians
supporting the relocation explained the rationality of the decision by reminding that a
majority part of the Russian naval industry was already located in the region as well as by
pointing out that the accommodation costs for the staff would be 1.5-2 times cheaper in
Saint Petersburg than in Moscow. In addition, direct and indirect income effects to the

city’s budget were seen as a positive factor, also on the federal level. Overall costs of the
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relocation were then approximated to be 15 billion rubles and many officials considered
the idea to be illogical and fully political. According to the source of Kommersant in the
Ministry of Defence, the idea was initially published simply due to political incentives just
before the federal elections. Other speculated reason was the desire to get the thousands
of square meters, currently occupied by the Navy, to commercial use. In April 2008 the
representatives of the Navy denied the intention to move but the issue was again re-
established in December 2008 when the new military Chief of Staff Nikolai Makarov and
the Ministry of the Defence together announced that the relocation will be implemented
and that
Aomupatenctay, 12.11.2007; Mol B KpoHwTaar, 31.10.2007; BoeHHO-Mopckon hnumpr,
05.04.2008; LWta6 BM® rotoButcs Kk nepenety B Netepbypr, 17.12.2008).

is should take place within a year (®notr npukasHo nNPUWINUANTL K

Oraan Military/ Announced Status Place of Scale of Reasons
9 Other departure relocation stated
Intended to be Putin: Need to
I . entirely relocated move some
Constitutional Other Dec-07 Implgmented n Moscow but some fuctions Federal
court spring 2008 L .
remaining in functions to 2nd
Moscow capital
St Petersburg -
Navy Military Oct-07 Shoulq be take place Moscow Headquarters Sea C:apltal of
in a year Russia, Navy
industrv and

Sources: News and articles mentioned above
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5 Conclusions and public conversation

According to Ghosh Rodriquez and Shirmans most frequent reasons for corporate
headquarter relocations are cost-savings and consolidations, however, with the companies
announcing the decision in Russia between 2004 and 2008, this was not the case. None of
the public or private companies mentioned cost-savings as their reason for relocation and
only one of the companies was involved in an acquisition. However, the urge to find some

cost-savings was brought up by one government organ, Russian Navy.

Reasons mentioned by companies
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The fundamental principle of making relocation decisions solely to maximize corporate
profit doesn’'t seem to apply to the companies observed. According to our earlier
assessments, Saint Petersburg could offer companies cost-savings e.g. due to more
affordable office space, relatively low labor costs or in case of suitable company business
profile, via tax relieves applied to the residents of Special Economical Zone. However,
these factors were not mentioned by any of the companies. On the other hand, some
support for the profit maximization may be found from stated reasons related to logistically
appealing location of Saint Petersburg and interests expressed towards North-Western

Russia as a market.
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Opposite to the idea of headquarters relocation as a strategic capital investment, the
prevailing tendency seemed to be that even the private companies mentioned transferring
regional tax payments to the budget of Saint Petersburg as one of the primary reasons.
The relocation announcements of these two companies, which stated no special reasons
for their decision, were also published by Governor Valentina Matvienko, thus indicating
the importance of personal relationships and fiscal reasons. In general, some decisions
seem to be mainly based on the will to maintain good relationships with the authorities,
either regional or federal. This was directly admitted by Russian Standard group and
fundamentally it also seems interesting that e.g. Rostelecom, a listed public company,
announced their relocation decision only weeks after the claims from Federal Tax Agency
were received, stated no reasons for their decision but was later relieved of these claims.
This tendency is also supported by the fact that relatively few companies have in reality
fully implemented the relocation decisions. Often only some part of the company
management are moved to Saint Petersburg, in case of banks only to fulfill the
requirements of the Law on Banks and Banking operations, which requires companies to
register their headquarters to the same location as where their management is working.
This was currently the status of relocations of at least VTB and Rostelecom. Quite similar
outcome is also achieved by registering subsidiaries with taxable income to Saint
Petersburg. Like mentioned earlier, according to Russian tax legislation companies with
subsidiaries in different regions have to separate and pay regional taxes to those specific
regions where the subsidiaries are domiciled. Thus by registering their subsidiaries to
Saint Petersburg, these companies transferred a part of their tax incomes to the region

(BTB nepeesxaeT n3 Mocksbl B Netepbypr, 06.10.2004).

This view is also supported by some experts like Alexander Khandurev, vice-president of
Regional Banks of Russia, who commented that the underlying incentives were mainly
political and related to personal favors. He stated that there are no economically viable
reasons to locate headquarters of a bank to Saint Petersburg. In reality he wanted to
emphasize that many regional banks like Uralsib have actually decided to act opposite
way and relocate from the regions to Moscow. He also supported the view that it is
possible and relatively common that companies only relocate an obligatory part of their
management to Saint Petersburg and in reality operate in Moscow. This is done due to the

earlier mentioned political reasons, not because of tax benefits, since they obviously don’t
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even exist. In addition, the anonymous sources in cases of VTB and Navy relocations
directly mentioned that political reasons were strongly involved. Especially the
conversation regarding the relocation of former, once already cancelled only to be
republished later, seemed to be related to timing of the Federal Elections. Furthermore
and related to the personal favors aspect, the announcement of registering Gazpromneft

to Saint Petersburg was made only a week before Governor of Saint Petersburg Valentina

Matvienko had her birthday (MomeHsieTca nu pmHaHcoBas ctonuua Poccumn?, 7.10.2004).

Naturally, if the possible tendency of relocations continues and more major companies will
also in reality physically relocate to Saint Petersburg, this is likely to attract others to join
them. Also Davis and Henderson (2003) found strong evidence that there is a tendency
for headquarters to agglomerate. This in turn would attract skilled labor and business
services to follow. This seems to be also the target of federal authorities, who urge to
relocate government organs to Saint Petersburg and thus to promote the overall status of
the Northern Capital. In the near future, when the corporate profits and simultaneously
corporate profit taxes are likely to decline the continuance of relocation (or at least
registration) tendency would be crucial for Saint Petersburg. Particularly, since in 2007 the
corporate profits accounted for 45% of all regional budget revenues of city. However,
according to our analysis Azimut Management Group was practically the only company out

of ten analyzed ones, which based their decision entirely on business-oriented reasons.

However, despite the recent announcement of relocation made by Azimut (which was
mainly due to opening of a new large-scale hotel to Saint Petersburg and could thus be
considered to be different from the other decisions) there has not been any strong
evidence about continuance of the tendency. In fact, the opposite seems to be true. In
2007 only two companies indicated the willingness to relocate and eventually neither of
these decision has been carried out, thus implying that the trend could have ended or at
least weakened. After the federal Legislative and Presidential elections there has been no
announcements (excluding Azimut). As a matter of fact, the tide seems to have turned, at
least to some degree, since recently the major real estate developer PIK registered from
Saint Petersburg to Moscow. The headquarters had already been located there and thus it
was acting exact oppositely to the earlier trends (do ny4wwnx BpemeH, 24.11.2008). In

addition, the discussion about turning Saint Petersburg into financial center of Russia has
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evaporated and authorities have concentrated on creating a world-wide financial center to
Moscow. Like Mr Khandurev also pointed out, this seems to be economically more rational
direction, since more than 80% of the financial industry resources and all the major stock
exchanges are already located Moscow. Besides, related to the financial center status,
even the President Dmitry Medvedev and Prime Minister Vladimir Putin have turned their
eyes towards Moscow and in June 2008 during the 12th International Economic Forum in
Saint Petersburg, both expressed their strong support for this development.

(PopmmpoBaHne MockBbl kak MeXAayHapogHOro oMHaHCOBOrO LIEHTPA)

Nonetheless, because of the slowdown of the pace of large Russian companies registering
to Saint Petersburg, the city has to also turn it's hopes towards private investors. Their
investments, especially when directed to infrastructure and other crucial sectors, could
partly substitute for regional government investments, which are likely to slow down as a
result of future corporate tax revenue decline. In order to attract these investments the city
authorities have already made decisions about allowing private investors to participate to
new sectors and own e.g. hospitals and pharmaceutical factors. In addition, city is looking
for partners to energy supply and road investment (City Targets Private Investors,
29.2.2008). However, due to the strong personal relationships between Saint Petersburg
and federal authorities, it is unlikely that the tendency of supporting the city in numerous
indirect ways would cease to exist. The re-establishment of discussion about Navy
headquarters and political will to organize major conferences and events in Saint

Petersburg are strong proofs about that.
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