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Bill Browder used to be one of the biggest equity investors into Russia bne IntelliNews

Bill Browder, the founder of Hermitage Capital, warned foreign investors still active in Russia
that they are risking their own lives as well as their clients’ money in an interview with bne
IntelliNews.

Browder, who has turned to human rights activism after once running Russia’s largest equity
fund, said the recent arrests of a number of high-profile key insiders, investors and
politicians evoked the beginning of the Stalin-era purges in 1937.

“It has turned into Putin’s purges and 1937 over there, and anyone who does business there is
risking their money, their clients’ money and the lives of themselves and their employees,”
Browder, 54, said in an interview in Dublin, where he had traveled to launch an Irish
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Magnitsky Act, legislation aimed at sanctioning human rights offenders.

“I would argue that Russia is a totally un-investable country,” said Browder. “Anyone who
does invest there is really taking a huge risk and if they invest other people’s money they are
not being good fiduciaries.”

Browder’s comments come after former Russian minister Mikhail Abyzov was detained by
security forces last week on suspicion of embezzling four billion rubles ($62million) and after
American Michael Calvey, the leading private equity investor in Russia, was arrested last
month on suspicion of a multimillion-dollar fraud. Paul Whelan, a U.S. security executive, has
spent four months in detention in Moscow on charges of espionage. The FSB also pounced last
week on Viktor Ishaev, a powerful former governor of Khabarovsk region in the Far East,
where the ruling United Russia party suffered a surprising defeat in a local election last
autumn.

“There seems to be a dramatic increase in the number of insiders being arrested and there is
no apparent logic to who is getting targeted and who isn’t,” said Browder, who declined to
discuss the Calvey arrest specifically after being asked not to do so by Calvey’s wife. “It is not
going after enemies of the regime any more - it’s going after highly-connected insiders and
these are just the high-profile ones. If you go down one or two levels, there is lots more that is
happening. It feels that any minor restraint that they had put on themselves has been lifted
and the knives are out.”

Related article: Arrest of Iconic U.S. Investor Calvey Brings Back Browder Memories

Foreign investors yanked more than $1 billion from Russian funds in 2018 — the most since
2013 — and the trend has accelerated this year following the arrest of Calvey and as the US
threatens to unleash a new raft of sanctions against the Kremlin.

Hermitage Capital’s former fund manager peers, such as Prosperity Capital and East Capital,
are “holding on for dear life,” said Browder, who once managed about $5 billion in Russia
until his visa was revoked in 2005. The U.S.-born investor turned to human rights advocacy
after his lawyer and tax accountant Sergei Magnitsky died in pre-trial detention in 2009 after
uncovering a $230 million tax fraud orchestrated by a criminal gang who had stolen
Hermitage’s shell companies.

“Prosperity has a $3 billion fund so they are making 2 percent which is $60 million a year and
they kind of want to keep that money flowing,” Browder said of the fund run by Mattias
Westman. “You commit yourself to a country, you have a big business and everyone else gets
arrested or killed and you just hope it doesn’t happen to you. They are just holding on for dear
life and the idea of throwing away their business is too big a sacrifice.”

Like Hermitage, Swedish-owned Prosperity and East Capital have been pioneers investing in
the Russian stock market since the 1990’s and retain offices there.

“I would argue there is no serious institutional capital in Russia,” said Browder. “There might
be some ETF money or some people who made long-term commitments to Mike Calvey’s
fund and can’t get it out or some speculators.”
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Prior to his expulsion in 2005, Browder was a cheerleader for Russian President Vladimir
Putin and publicly celebrated the shock arrest in 2003 of oligarch Mikhail Khodorkovsky, then
the nation’s richest man, famously asking, ‘Who’s next?’

Hermitage made a fortune by publicising its investigations into corruption in large state-
owned companies like Gazprom, Unified Energy Systems, Transneft and Surgutneftegas.
Browder thought Putin had his back in his crusade against corrupt Kremlin firms until he got
rebuffed at Moscow’s Sheremetyevo airport.

“I got very lucky that I didn’t get thrown in jail and all of our assets didn’t get seized but
Sergei getting killed was worse than anything,” he said. “If I was doing now what I was doing
then, they wouldn’t have kicked me out – they would have just murdered me on the spot.”

Cold feet

Some foreign investors are expected in Moscow this week to attend a conference jointly
organised by the brokerage BCS Financial and the Moscow Exchange although several are
understood to have gotten cold feet after Calvey’s controversial arrest.

“It’s a challenge, but not dead I would say,” Luis Saenz, co-head of equities at BCS, told bne
IntelliNews ahead of the three-day event that started on April 2. “We are getting traction on
attendance from international investors.”

Browder, who claims his investing days are over, is spearheading a global campaign to expose
corruption and punish Russian officials he blames for the 2009 death in a Moscow prison of
Sergei Magnitsky, who he employed as a lawyer.

Hermitage Capital has successfully lobbied the U.S. Congress, along with other European
countries, to pass legislation freezing assets and denying visas to Russian officials allegedly
involved in the Magnitsky case.

Magnitsky was arrested in 2008 after raising the alarm over a $230 million tax fraud
committed by Russian government officials. In testimony to the House of Commons, Browder
said that Magnitsky had been tortured and killed “by eight riot guards with rubber batons” in
2009 in Moscow's notorious Matrosskaya Tishina prison, where Calvey now resides.

The Magnitsky Act works on the principle that Russian fraudsters make their money at home
and then spend and invest their ill-gotten gains in the West. The act seeks to deliver justice
where the Russian courts have failed, through visa bans and the freezing of property, yachts
and bank accounts.

Browder alleges that a number of banks with units in the Baltics, such as Swedbank, Danske
and Nordea, helped to launder the proceeds of the same tax fraud identified by Magnitsky.

Swedbank’s stock has plunged about 25 percent since its scandal first emerged in February,
while Danske’s shares have shed half of their value since the start of 2018.

According to Browder, officials in Scandinavia have accused Hermitage of shorting some of
the banks affected by the growing money laundering scandal.
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“There are rumours going right around Scandinavia because I file a report and the share
prices are going down, and I would be very rich now if I had,” he said. “There have been many
of them: Dankse, Svedbank, Nordea and Raiffeisen bank. We are slaying the banks one by
one.”

Related article: Russian Prosecutors Issue New Charges Against Kremlin Critic Browder

Capital flight

Hermitage estimates that there has been $1 trillion in capital flight from Russia over 20 years
and “most of that money is of dubious origin,” according to Browder.

The scope of the Magnitsky act has been expanded beyond corrupt Russian officials. For
example, the US has used the Global Magnitsky Act to sanction 17 Saudi individuals involved
in the murder of the Washington Post journalist Jamal Khashoggi.

In the U.S. alone, Browder said the Magnitsky Act has sanctioned 49 individuals while the
broader Global Magnitsky Act has clobbered 58 entities and 41 individuals.

Hermitage Capital has become purely an advocacy organisation and no longer invests,
according to Browder. There is a team in London of about 20 people involved, including
lawyers, analysts and political specialists.

“It’s an entirely different operation from what we had,” said Browder. “It’s more expensive
by far because we have no revenues and only expenses. I can afford to foot the bill in
perpetuity or until every one one of these guys faces justice.”

However, the passing of the Magnitsky Act in the U.K. so far has proved to have been a damp
squib due to the reluctance of the authorities to sanction anyone on the U.K. Magnitsky list.

“All of the dirty money eventually found its way into London property and other assets but
it’s the British regulators who don’t do anything about it and the police don’t prosecute,” said
Browder, who surrendered his U.S. citizenship in 1998 after gaining a British passport, partly
for tax reasons. “It’s one of the most laissez-faire countries as far as Russian money-
laundering is concerned.

In Ireland, Browder is seeking cross-party support in a bid to revive a previous attempt in
2013 to introduce legislation. He met last week with a group of Irish MPs and Senators, led by
the leader of the Social Democrats Catherine Murphy.

Next up on the Magnitsky roadshow are Sweden, France, German, Italy, Denmark and the
Netherlands but Browder is pessimistic about certain Russia-friendly states passing any such
law.

“I don’t have Hungary, Slovakia or Cyprus but we have most of the civilised European
countries on the hook for this,” he said.

This piece first appeared in bne IntelliNews.
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