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The dynamics of base indicators characterizing business situation in the Russia’s industry begin to cause alarm. A sharp slowdown of growth in sales resulted in decelerating outputs and more rapid rate of decline in profits. Forecasts of sales, production, and employment become less and less optimistic…

Business Survey Results of 872 Enterprises.

October 2002 (percentages of total answers)

	What has been the trends over the PAST 2-3 months:
	Up
	Same
	Down
	N/A
	Balance

	Volume of output
	38
	40
	21
	1
	+17

	Volume of order-books level (effective)
	20
	64
	16
	0
	+4

	Volume of order-books level (barter)
	2
	58
	12
	28
	-10

	Volume of order-books level (others)
	7
	64
	8
	21
	-1

	Average prices
	25
	71
	4
	0
	+21

	Costs of unit
	45
	42
	7
	6
	+38

	Real profits
	14
	42
	40
	4
	-26

	Volume of stocks of  finished goods
	21
	47
	21
	11
	0

	Do you consider that in volume terms:
	Above normal
	Normal
	Below normal
	N/A
	Balance

	Your order-books level (effective)
	1
	43
	55
	1
	-54

	Your order-books level (barter)
	9
	39
	11
	41
	-2

	Your order-books level (others)
	9
	45
	12
	34
	-3

	Your export order books
	2
	26
	41
	31
	-39

	Your present stocks of finished goods
	28
	46
	17
	9
	11

	Your present stocks of raw materials
	10
	49
	40
	1
	-30

	What are the expected trends for the NEXT 2-3 months:
	Up
	Same
	Down
	N/A
	Balance

	Volume of output
	42
	42
	16
	0
	+26

	Average prices
	30
	66
	2
	2
	+28

	Costs of unit
	41
	46
	11
	2
	+30

	Numbers employed
	12
	62
	24
	2
	-12

	Volume of order-books level (effective)
	20
	63
	16
	1
	4

	Volume of order-books level (barter)
	2
	48
	14
	36
	-12

	Volume of order-books level (others)
	9
	55
	9
	27
	0

	Volume of export order books level
	9
	53
	6
	32
	+3

	Stocks of finished goods
	19
	51
	19
	11
	0


The average shares of main shareholders
in Russian industry, %

	Sectors
	Management
	The biggest outsider
	All minorities

	Industry as a whole
	20
	24
	23

	Electrical energy
	12
	36
	20

	Ferrous metals
	21
	48
	16

	Non-ferrous metals
	15
	27
	6

	Chemicals & petrochemicals
	17
	25
	17

	Machine building
	16
	23
	24

	Wood and timber
	21
	22
	21

	Construction material
	23
	23
	21

	Glass 
	14
	12
	55

	Light
	29
	20
	30

	Food and drinks
	21
	25
	23

	Milling 
	36
	16
	18

	Number of answers
	660
	663
	599


Source: April and July (2002) IET Business Surveys.
Assessment of current situation

In October, the growth of cash sales in industry stopped. The balance of responses (growth – decrease) dropped by 11 points; however, the positive value of balance was kept as the growth in effective demand continued. In October, negative balances (absolute decrease in sales) were registered in ferrous metallurgy, mechanical engineering, and construction. Therefore, the September surge in sales (+ 15 % after + 3 % observed in August) became the best value registered over the last 24 months. 

However, the slowing down growth in sales does not trouble industrial enterprises as yet. Moreover, the share of responses evaluating cash demand as “normal” increased from 38 % in August and September to 43 %. The maximal values of this indicator are registered in non-ferrous metallurgy (86 %), power engineering (74 %), and the forestry complex (69 %). This fact may be confirmed by the results of the quarterly monitoring of evaluations of barter and other non-cash sales. In the beginning of 4th quarter, the balance of evaluations of non-cash types of demand (“above” – “below the norm”) increased from –4 % to –2 % for barter and from –8 % to –3 % for promissory notes and offsets. I.e., although the opinion that amounts of non-cash transactions is insufficient prevails across the Russia’s industries, the respective evaluations increased by 2 and 5 points over the quarter. 

The dynamics of barter did not change in October. The decline in direct barter operations was relatively stable in the last seven months. In the last months, about 9 % of industrial output were sold via barter operations. The forestry complex (16 %) and construction industry (14 %) account for the largest numbers of such transactions. The intensity of decrease in promissory note and offset transactions declines for the second month running. At present the balance makes –1 %, i.e. the decrease in these types of operations has practically stopped. About 12 % of industrial output is sold via promissory notes and offsets. 

The very recent deceleration of the decrease in profits stopped in October. The balance again became significantly negative. Profits continued to grow only in power engineering. The most intensive decline was registered in chemistry, petro-chemistry, non-ferrous metallurgy, and the forestry complex. 

The output has been also affected by the slowing down growth in sales. The rates of increase in output rose for four months, however, in October, the balance decreased by 9 points. Decelerating rates of growth were registered across all industries with the exception of power engineering, while in metallurgy and food industry there was observed an absolute decline in output. 

The overall finished stocks accumulated by industry have not changed recently (the balance has stabilized at zero). This development allowed to maintain stable evaluations of finished stocks (above – below the norm). However, across individual industries the picture is rather diverse. A growth in finished stocks was registered in chemistry, petro-chemistry, and mechanical engineering. In other industries, the reports on a decline in stocks were more numerous, especially many such responses were registered in light industry and the forestry complex. However, the scarcity of finished stocks prevails only in the forestry complex. 

Competition in the Russia’s industry has not changed significantly in the last years, an evidence of which is the dynamics of evaluations of the level of competition on competitive markets, i.e. markets where it exists and where its level is not equal zero. The only evident change is the increasing level of major types of competition (inside Russia and with countries outside the former Soviet Union). However, the proportion of these two types of competition has not changed. On the whole, Russian enterprises directly affected by competition evaluate the internal Russian competition to be at the similar level as competition with imported products. The level of competition inside Russia equal to or even higher than competition with imported goods is reported by the majority of industries. Only mechanical engineering demonstrates a stable evaluation of the level of competition with imports as higher, although only slightly, than the level of competition inside Russia.
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At the same time, it shall be taken into account that the share of markets where effects of competition are clearly felt principally differs in terms of two types of competition mentioned above. In the case all sales markets are represented as 100 %, the internal Russian competition in October of 2002 is registered on 87 % of markets, while 13 % of markets are free of competition among Russian products. At the same time, according to reports of enterprises, the competition with imported products has place on only 55 % of markets, while on 45 % of markets Russia-made products do not compete with imports. 

Predictions and expectations

Estimates of changes in effective demand continue to lose points in terms of optimism. In October of 2002, the balance of estimates (will increase – will decrease) declined further by 11 points and turned out to be at the record low since the start of post-default growth. Estimates of an absolute decrease in cash sales prevail across the majority of industries. Only power engineering, mechanical engineering, and food industry still expect a growth in effective demand. However, in this situation barter transactions will be hardly used to compensate the declining cash sales. Enterprises expect a most intensive decrease in amounts of barter in the last 22 months. A growth in barter is possible only in food industry. At the same time, it seems most probable that amounts of promissory note and offset transactions will not change till the end of 2002. The overall balance of forecasts with regard to changes of this indicator for the second half-year is at zero. 

Estimates of changes in output also loose optimism. Although in September and October the respective balance dropped by 12 points, it remains positive, and a growth in industrial output in Russia will continue. A decline in this indicator is possible only in non-ferrous metallurgy, chemistry, petro-chemistry, and construction industry. The changes in demand and output affect the employment plans of enterprises. The October survey registered the most pessimistic estimations of this indicator (in 1999 through 2002) for industry at large and across the majority of industries. New employment is probable only in the forestry complex. 
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