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Political Outlook: Expecting New Crisises





�
The development of the situation in December 1996 -January 1997 showed forming complex of new political problems which should have a significant impact on laying out and implementation of economic course. Both a possibility of economic growth and contours of Russia’s political system will depend on those problems.


At the time, lobbysm intensifies sharply in Russia. It is of a dual character- directed to transformation of the economic policy concept and to obtaining individual benefits. Such a situation is rather inherent in post- stabilization depression period, since in such conditions tight monetary policy accompanied by lack of growth becomes especially painful for both economic agencies and population. As a result, a fast increase of requirements to soften the monetary policy is observed, along with claims in favor of  introduction of protection measures against competition from the part of foreign producers. Such claims and initiatives observed over the last two months were generated not only by legislature ( primarily, the Council of Federation) and  associations of producers, which is more or less natural, but also by some members of the Government, including Mr. Bolshakov. The flood of requirements to grant various individual benefits is not, of course, exhausted either.


Naturally, it is  the Federal budget which became the main field for economic and political struggle. The adoption of  it by the State Duma, on the one hand, showed  existence of a strong pro- government block. It consists of communists and Zhirinovsky’s co- fellows who are not interested in destabilization of political situation  pregnant with new parliamentary elections. Therefore, one may say that main political elites of this country are mobilizing certain consensus on this matter.  It is notable that, according to results of  budgetary voting, consistently democratic forces- both leftist ( “Yabloko”) and right ones ( “Democratic Choice of Russia” ) find themselves beyond the consensus. At the same time, both leftist and right nationalists attempt to neutralize their concordance with the executive power with sharp attacks on B. Eltzin.


On the other hand, the budget adopted by the Duma should, by itself, becomes a source of  economic and political tension. The budget  is clearly unrealistic which makes acute political crisises inevitable within the forthcoming period. The budget is unreasonable in terms of both revenues and expenditure. Furthermore, amendments introduced in it in the course of consultations in the Duma and the Council of Federation deteriorated the Government’s draft significantly. 


Due to the budget passing through the legislature, President shall make his choice which should be crucial in principle. The budget coming into force would mean a choice in favor of continuation of permanent  crisis. The essence of the latter is an inevitable constant non- compliance of budgetary guidelines accompanied by the executive power balancing on the verge of political stability. This might result in an inevitable fall of its popularity in all  the stratas of the society. Should it happen, the opposition would enjoy benefits of a perspective of any elections.


The other variant is tied to vetoing the law of the budget. This would mean the government’s, or at least the Minster’s of Finance resignation. However, in this case, President would get rather a wide room for political maneuvers.  In such a situation,  he should immediately form a more integral cabinet ( “team” government instead of  the “coalition”  one) and start to carry out crucial reforms- namely, military and social ones ( especially in the field of households).


It seems that Mr. Eltzin’s illness is becoming a constant factor in Russia’s current political life. In general terms, the 1993 Constitution contains rather efficient mechanisms which allow to run this country in a normal situation without any notable interference from the side of President. However, the current situation requires constant decision- making in the field of politics, and there is no one who dares take responsibility for such decisions while President is off the office. It is therefore highly probable that administrative bodies would choose an evolutionary and crisis variant of development of the situation based on the adopted but unrealistic budget. All the above could result not only in slowdown of reforms, but  might also lead to a steady falling of the Head’s of the Cabinet popularity. This  might entail obvious consequences, should a situation of early elections arise.


V.Mau


�
The First Month Of 1997- Problems Of Russia’s Domestic Policy. �(Results Of Experts Survey January 1997)





�
The main trend of the first month this year, according to our experts’ impressions is 


“ intensification,- as Mr. I. Pantin says- of latent destabilization”. As Mr. I. Klyamkin noted, “ accumulation of crisis” was happening over January. It is mostly tied to the fact that “ the comprehension arises that the President is unlikely to hold  the reigns of government at his best for quite a long time “ (S. Blagovolin). That is why one may observe the trend to changing  both the whole political context and balance of political forces.


It was President’s illness and elections in Chechenya which were recognized as event of the month. According to the experts’ viewpoint, the former ( more than a half of them singled it out as the crucial event of the month) is not a mere illness, since it influences a change of the whole political climate. 


Estimations of general political situation  were rather homogenous: nearly all the experts defined it as “strained”, and two of them ( a politician and a journalist) called it “critical”. At the same time, two experts ( a politologist and a journalist) thought that political situation may be qualified as “ generally calm, though there are problems”. However, as one of the latter experts noted, such an estimation might be used only with the account of the fact that this calm is superficial, and it could be deceptive.


As per general economic situation, the majority of the experts are less optimistic, comparing with their estimation of political one. They mostly called it “ strained”, or “strained, with elements of critical  development of events”.


 New phenomenon in this month’s survey is the fact that only three of the experts estimated the government’s course as “ partially right”. It is worthy to recall that the same experts  have more than once called the course not only “ partially right”, but “generally right” over the preceding months. Thus, the experts’ attitude to the government course became more critical in January. Twelve of the fifteen experts noted that “ the government makes grave errors”. According to Mr. E. Vorobyev, one of the most crucial errors is a complete lack of glasnost ( openness). The public is unaware of  decision- making process in government circles. All the experts agreed with the statement that the government is very passive. There were even more critical estimations,  mostly made by experts- journalists.


It was also for the first time that the overwhelming majority of our experts considered that January showed general deterioration of the situation. As one of the experts ( E. Vorobyev) says “ there are not any signs of stabilization”. Of the expert team only one - politician- thought that there was a trend to stabilization (A. Pochinok).


In some sense, a new result of the last survey was that only one of the experts thinks that the rate of manageability of general political and economic situation from the part of the state power is “high”. All the others expressed their opinion that the respective rate is either “ not high”, or “ the situation is not manageable”. 


Whose influence on the political situation is strongest? Our experts nominated Eltzin, Chubais, and Chernomyrdin.  Many of them also noted a growth of Mr. Luzhkov’s political weight. Zyganov and Lebed were mentioned, too. Mr. Stroyev was mentioned for the first time, and Mr. Primakov- once.


T. Koval


�
Budgetary Situation.


Table 1. Execution of the federal budget of Russia through 1996 (% of GDP)�
�
�
1995�
I trimester�
I semester�
1.08.96 �
1.09.96�
1.10.96�
1.11.96�
1.12.96�
1996 *�
�
Revenue�
�
�
�
�
�
�
�
�
�
�
Profit tax�
2,47�
1,11�
1,34�
1,34�
1,36�
1,32�
1,29�
1,31�
1,36�
�
Personal income tax�
0,2�
0,21�
0,22�
0,22�
0,23�
0,23�
0,23�
0,22�
0,22�
�
VAT, special tax and excises�
5,81�
4,64�
4,71�
5,06�
5,44�
5,57�
5,64�
5,88�
6,24�
�
Taxes on foreign trade�
1,46�
1,33�
1,29�
1,18�
1,16�
1,10�
1,07�
1,03�
1,01�
�
Other raxes, dues and payments�
0,34�
0,15�
0,17�
0,18�
0,21�
0,20�
0,29�
0,25�
0,38�
�
Overall taxes and payments�
10,28�
7,44�
7,73�
7,98�
8,40�
8,42�
8,45�
8,69�
9,21�
�
Non-tax revenue�
3,4�
1,69�
2,23�
2,94�
2,83�
2,68�
2,58�
2,49�
2,46�
�
Overall revenue�
13,68�
9,86�
10,79�
10,92�
11,2�
11,1�
11,03�
11,18�
11,67�
�
Expenditure�
�
�
�
�
�
�
�
�
�
�
Public administration�
0,27�
0,33�
0,33�
0,33�
0,28�
0,26�
0,25�
0,24�
0,24�
�
International activity�
1,3�
0,62�
0,68�
0,69�
0,70�
0,88�
0,93�
0,90�
1,10�
�
National defense�
4,03�
3,6�
4,03�
3,97�
4,10�
4,0�
3,89�
3,83�
4,03�
�
Fundamental research�
0,29�
0,26�
0,28�
0,28�
0,28�
0,28�
0,29�
0,27�
0,29�
�
Services to the national economy�
2,18�
1,46�
1,61�
1,53�
1,61�
1,51�
1,52�
1,56�
1,80�
�
Social expenditure�
1,12�
1,19�
1,51�
1,40�
1,32�
1,25�
1,22�
1,20�
1,21�
�
Public debt attendance�
1,5�
1,54�
2,09�
2,07�
2,04�
1,93�
1,89�
1,85�
1,77�
�
Aid to other levels of public administration�
1,76�
1,66�
1,45�
1,44�
1,53�
1,55�
1,57�
1,74�
1,98�
�
Other expenditure�
2,79�
1,38�
1,7�
1,95�
2,02�
1,93�
1,81�
1,87�
1,84�
�
Overall expenditure�
15,24�
12,04�
13,68�
13,66�
13,88�
13,59�
13,37�
13,46�
14,26�
�
Lending minus repayments�
1,37�
1,19�
1,13�
1,33�
1,57�
1,23�
1,14�
0,99�
1,05�
�
Expenditure and lending  minus repayments�
16,61�
13,24�
14,81�
14,99�
15,45�
14,82�
14,51�
14,44�
15,31�
�
Memo: GDP (trln. of rbs)�
1659,2�
508�
1066�
1260�
1403�
1609�
1819�
2031�
2256�
�
* Preliminary data


�
According to the prelminary data Russian government succeeded to maintain the rate of federal budget deficit under the one stipulated in the law, despite the increase of public expenditure (almost by 1% of GDP), thanks to certain resources, accumulated during the last months. Thus revenue of federal budget was executed at 76%, including tax revenue at - 74% of planned amount.


�
Table 2. Budget deficit by 1995 - 1996 (% GDP).  �
�
�
1.02.96�
1.03.96�
1.04.96�
1.05.96�
1.06.96 �
1.07.96 �
1.08.96 �
1.09.96�
1.10.96�
1.11.96�
1.12.96�
1996*�
�
Budget deficit�
1,48�
2,8�
3,37�
4,35�
4,32�
4,01�
4,07�
4,23�
3,71�
3,48�
3,26�
3,64�
�
Overall borrowing�
1,48�
2,8�
3,37�
4,35�
4,32�
4,01�
4,07�
4,23�
3,71�
3,48�
3,26�
3,64�
�
     internal borrowing�
0,57�
1,69�
2,34�
2,34�
2,38�
2,19�
2,25�
2,61�
2,34�
2,11�
1,76�
2,08�
�
     foreign borrowing�
0,91�
1,12�
1,03�
2,01�
1,94�
1,82�
1,82�
1,62�
1,4�
1,37�
1,50�
1,56�
�
Secondary deficit**�
3,4�
4,8�
5,6�
6,7�
6,5�
6,1�
6,1�
6,5�
6,2�
7,1�
6,2�
7,5***�
�
* Preliminary data   


** Estimation (service of GKO taken into account) 


*** Estimation (service of GKO and OFZ taken into account)


�


�
By the end of the year 1996 the secondary deficit amounted to 7,5% of GDP. We assume that the cost of service of public debt should drop in 1997 because of successful policy of the government aimed at reduction of speculation return on the government securities market of and at increase of their duration.


The dynamics of revenue and expenditure of consolidated budget is presented on the Figure 1. It is seen from the Table that monthly rate decline deficit did not exceed 5-7% during the second half of 1996 The Table 3 shows the data on execution of local budgets. The degree of repartition of budgetary resources is significant (near 15% of revenue of local budgets). Furthermore the financing of local budget includes federal budget loans (about 40% of the deficit).


All the measures undertaken by responsible agencies, including V.TCH.K, aimed at cutting rate of arrears to federal budget have failed. As a result real arrears increased by 53% over 1996. Arrears deferred, in compliance with the presidential decrees #65 and # 688, Minfin's decisions and with a new ethod of funds reservation for payoff of salaries and wages, make up one-tenth of overall volume of arrears.


�
Table 3. Revenue, expenditure and deficit of local budgets through 1996 (% of GDP)�
�
�
I�
II�
III�
IV�
V�
VI�
VII�
VIII�
IX�
X�
XI�
�
Revenue:�
8,9�
10,8�
11,6�
12,5�
12,7�
12,6�
12,7�
13,3�
13,2�
13,2�
13,4�
�
- from other level of public administraion�
0,2�
1,2�
1,7�
1,5�
1,5�
1,4�
1,4�
1,5�
1,5�
1,6�
1,7�
�
Expenditure�
9,7�
11,7�
12,7�
13,8�
14,0�
14,1�
13,9�
14,5�
14,2�
14,1�
14,2�
�
Deficit�
0,7�
0,9�
1,1�
1,3�
1,2�
1,5�
1,2�
1,2�
1,0�
0,9�
0,8�
�



�


S. Batkibekov


Monetary Policy





�
Summing up the events of 1996 it is important to note the success of the Government and the Russian Central Bank carrying out the programme of stabilization in the monetary sphere and slowing down the inflation processes. So, the inflation was only 21.8% for the last year against 131% for 1995 and 215% for 1994. The produce price index for 1996 rose by 25.6%.


In December 1996 the consumer price index increased by 1.4%, or 18.2% annualised. As it was predicted, in the very beginning of 1997 the pace of consumer price growth has raised. According to preliminary assessment, in January the price growth amounts to 2.2 – 2.6%. However, by the end of the first quarter of 1997 it is expected some decrease of inflation to 1.2 – 1.7% a month.


�



Figure 1.


�


�
In the end of 1996 the Russian Central Bank published the main indicators characterising the situation in the monetary sphere for the first ten months of 1996 (see tab. 1). The analysis shows that there was a tendency to some absolute reduce of money base and narrow money aggregate M0 against the growth of broad money M2. Thus, for the first four months of the second half of 1996 the money aggregate M0 decreased by 10.2%, the money base – by 4.2% while the money aggregate M2 enlarged by 4.4%. This fact reflects the rise of money multiplier from 2.07 (the end of July) to 2.25 (the end of October). The main reasons are as follows. First, the change of money base was caused by the particular currency policy of the Russian Central Bank, which had to do currency interventions at the foreign currency exchange market and to take out rubles from the circulation. Second, on June 11 the reduction of reserve requirements on ruble liabilities of commercial banks by 2 percentage points was made. Third, under circumstances of internal instability due to the President elections and his illness the demand for foreign currency from the side of population increased. As a result, the share of cash (M0) holded by householders declined. This led to the growth of credit multiplier M2.


�
Table 4.





1996�



Money Base (MB)�



Cash (М0)�



Broad Money (М2)�
Money Multiplier�
�
�
trln. rubles�
change in %�
trln. rubles�
change in %�
trln. rubles�
change in %�
М2/MB�
�
July�
131.1�
1.31�
102.8�
–1.53�
271.9�
1.87�
2.07�
�
August�
129.0�
–1.60�
101.1�
–1.65�
275.3�
1.25�
2.13�
�
September�
125.6�
–2.64�
96.2�
–4.85�
276.0�
0.25�
2.20�
�
October�
124.0�
–1.27�
94.4�
–1.87�
278.8�
1.01�
2.25�
�



�
As an interesting fact from the point of view of the monetary policy one can consider the character of real ruble rate dynamics in 1996. There were the three different periods during that year, as it is shown in figure 2. The first period (from January to May) reflects a maintenance of tendency of the real exchange rate growth, which began in 1995. Up to the middle of May 1996 ruble appreciated compared to the level of December 1995 by 3.5%. With the adoption of ‘crawling peg’ the RCB moved on to the policy of smooth ruble devaluating. From May to September 1996 the real exchange rate decreased by 5.4%. In September, with the alternation of the tendency to counter one, the third period has started. By the end of 1996 the real exchange rate of ruble practically backed to the level of December 1995. Thus, in the periods of relatively high inflation the Bank of Russia used the level of the nominal exchange rate of dollar as a nominal anchor withstanding the price growth.


�
Figure 2.


�


Arkhipov S.A.. Drobyshevsky S.M.


Financial Markets.





�
The market for GKO-OFZ. In December 1996 – January 1997 the situation at the government securities market was characterised by stabilization of average-weighted yield to maturity at the level of 3 – 4% a month calculated by effective method. This corresponds to 35 – 40% annualised by the method of calculation using by the Russian Ministry of Finance (see fig. 3). This fact allowed the Central Bank to reduce the rate of return for foreign investors from 13 to 12.5% a year once again.


�
Figure 3.


�





�
In the second half of December – the first half of January there was observed some decline of the secondary market turnovers correspondingly from 20 – 22 to 14 – 17 trillion rubles a week. It is caused by the reduction of this sector’s attraction due to the growth of the GKO-OFZ’s prices to much extent. One expects, the total market turnover decreased in January in comparison with the level of December by 30 – 35% (see tab. 2).


The Ministry of Finance conducted five GKO-OFZ primary auctions in January 1997. At the first four auctions it was placed four tranches of six-month GKO (issues № 22065, 22066, 22067, 22068). As well as one additional tranche of GKO (№ 22066) and two additional OFZ tranches (№ 24009 and 24010) were issued. The total supply from the side of the Ministry of Finance (39500 billion rubles) was less than the aggregate initial demand of investors (47516 billion rubles) as before. The surplus demand was equal to 17% of all applied orders. The total volume of placed government securities amounted to 30528 billion rubles with average yield to maturity 35.73% a year. So, this month the Ministry of Finance gained 25000 billion rubles on the primary auctions.


�
Figure 4.


�





�
Stock market. In the very beginning of 1997 the business activity has significantly increased at the Russian stock market. As it was predicted in the previous report, after the trade-break caused by Christmas and New Year holidays the market attracted large capitals of foreign and internal investors. This resulted in the growth of stocks’ quotations (the price index of market portfolio� has risen by 52.9% up to January 24) and the sharp enlargement of trade volumes compared to the level of November – December 1996 (see fig. 4).


In February 1997 the quotation growth will likely slow down, since many of participants of the market will fix their profits looking forward to the correction of prices after the January boom. The market characteristics of the most liquid stocks in December 1996 – January 1997 are given in table 5.


Interbank credit market. In the second half of December 1996 – the first half of January 1997 the interest rates on the interbank loans stabilised at the level of 25 – 30% a year (see fig. 5). The INSTAR on overnight credits dropped to 8 – 10% a year. 





�
Table 5. Stock Market Characteristics for 1.12.1996  –  24.1.1997.�
�
1) Liquidity (the ratio of number of days in which this stock were traded to the total number of days for the period): RAO UES Russia, LUKoil, Rostelecom, Surgutneftegas, Surgutneftegas (preferred)  – 1,0, Mosenergo, Norilsk Nickel, RAO UES Russia (preferred) – 0,974.�
2) The most profitable stocks* (return for the period 1.12.1996  –  24.1.1997.): Market index – 64.19%, Irkutskenergo – 138.22% (0.947), RAO UES Russia (preferred) – 110.21% (0.974), Purneftegas (preferred) – 107.51% (0.605), RAO UES Russia – 101.80% (1.0), Megionneftegas (preferred) – 97.90% (0.737).�
�
3) The most riskless stocks (coefficient beta)*: Market risk – 214.30%, Tatneft – 0.083 (0.658), KamAZ – 0.431 (0.605), Seversk Pipe Plant – 0.441 (0.500), Megionneftegas (preferred) – 0.534 (0.500), Novosibirskenergo – 0.545 (0.500).�
4) The most underevaluated stocks (coefficient alpha)*: Tatneft – 0.012 (0.658), Purneftegas – 0.009 (0.658), Megionneftegas (preferred) – 0.008 (0.737), RAO UES Russia – 0.006 (1.0), Megionneftegas – 0.005 (0.763).�
�
5) The stocks with the highest unique risk (low R-squared)*: Tatneft – 0.416% (0.658), Novosibirskenergo – 5.197% (0.500), Sverdlovenergo – 6.611% (0.553), Megionneftegas (preferred) – 8.362% (0.737), Tomskneft – 11.159% (0.579).�
6) The stocks with the lowest unique risk (high R-squared)*: LUKoil – 48.290% (1.0), Irkutskenergo – 51.156% (0.947), Norilsk Nikel – 51.347% (0.974), Mosenergo – 62.196%  (0.974), RAO UES Russia – 66.327% (1.0).�
�
7) Stocks accounted for the most share in the total turnover*: RAO UES Russia – 14.738% (1.0), Surgutneftegaz – 14.353% (1.0), Mosenergo – 8.329% (0.974), LUKoil – 7.878% (1.0), Rostelecom – 7.710% (1.0).�
�
* There are liquidity coefficients in parenthesis


Figure 5.


�





�
By the end of January 1997 there was formed the tendency to some growth of the cost of borrowing by all terms credits (up to 30 – 49% annualised). The main reason was probably the expansion of loans to take part in the GKO-OFZ auctions after the trade-break due to Christmas and New Year holidays.


In December 1996 the total turnover of interbank credit market amounted to 48.01 trillion rubles. According to our assessments, in January 1997 the turnover does not exceed 45 trillion rubles. At the same period the share of overnight credits holds on at the level of 74 – 75% of the total volume of trades for the month (see fig. 6).


Foreign exchange market. The pace of official exchange rate of ruble vs. dollar increased slightly in January 1997. If in December 1996 the official US dollar exchange rate rose from 5508 to 5560 rubles per $ (that was 0.94% a month, or 11.9%  annualised), in January 1997 it was expected the depreciation of ruble by 1.28% (to 5631 rubles/$). The MICEX dollar exchange rate grew up from 5510 to 5554 rubles per $ (by 0.8%), and the interbank currency market exchange rate – from 5516 to 5570 rubles/$  (by 0.98%).  In January, according to our estimates, the MICEX ruble exchange rate marks down to 5633 rubles per $ (by 1.43%), the average interbank exchange rate of ruble – to 5635 rubles/$ (by 1.17%). The dynamics of the official, MICEX and average interbank exchange rate of dollar are shown on the fig. 2. for December 1996 – January 1997. The official exchange rate of ruble vs. Deutsche mark goes up from 3597 to 3576 rubles per DM, i.e. by 0.58% per month, or 6.8% annualised. Up to the end of January, the DM official exchange rate will be 3430 rubles/DM. The difference in dynamics of the spot rates ‘ruble vs. US dollar’ and ‘ruble vs. mark’ is naturally caused by the change of rate ‘US dollar vs. DM’ at the world currency exchange markets.


In December 1996 the gross turnover on MICEX by US dollar and Deutsche mark was correspondingly 1193 and 130 billion rubles. In January 1997 it is expected the enlargement of the exchange trade turnover to 1400 and 200 billion rubles by these currencies.


�
Figure 6.


�


Figure 7.


��



Table 6. Indicators of Financial Markets.�
�
month�
September�
October�
November�
December�
January*�
�
inflation rate (a month)�
0.3%�
1.2%�
1.9%�
1.0 – 1.5%�
2.2 – 2.6%�
�
annualised inflation rate by the month’s tendency�
3.7%�
15.4%�
25.3%�
12.7 – 19.6%�
29.8 – 36.1%�
�
the RCB refinancing rate�
80%�
60%�
60%�
48%�
48%�
�
interest rate on deposits in Moscow Sberbank for one month (end of the month)�
48%�
48%�
30%�
30%�
30%�
�
auction yield on GKO (end of the month)�
94.00%�
58.46%�
38.1%�
32.59%�
32%�
�
auction yield on OFZ (end of the month)�
91.07%�
90.03%�
43.81%�
37.84%�
51.21%�
�
auction yield on OGSZ (end of the month)�
75.66%�
77.88%�
52.7%�
52.7%�
52.70%�
�
annualised GKO yield to maturity:�
�
�
�
�
�
�
less than 1 month�
41.3%�
36.5%�
35.36%�
28%�
30%�
�
1-3 months�
51.9%�
47.4%�
41.88%�
37%�
33%�
�
3-6 months�
68.1%�
60.9%�
53.49%�
39%�
35%�
�
average yield on all issues�
60.9%�
54.1%�
48.4%�
37.5%�
34%�
�
annualised yield to maturity on OFZ issues�
�
�
�
�
�
�
3 tranche�
78.47%�
59.18%�
34.46%�
36.83%�
36.81%�
�
4 tranche�
79.86%�
61.37%�
34.99%�
37.38%�
38.71%�
�
5 tranche�
525.09%�
75.79%�
37.94%�
54.44%�
78.72%�
�
6 tranche�
221.01%�
565.52%�
52.54%�
74.35%�
69.05%�
�
7 tranche�
148.22%�
138.70%�
186.58%�
73.06%�
68.37%�
�
8 tranche�
392.05%�
89.73%�
69.85%�
140.48%�
179.03%�
�
9 tranche�
–�
89.01%�
69.58%�
119.34%�
140.03%�
�
10 tranche�
–�
–�
–�
44.13%�
35.53%�
�
turnover of GKO-OFZ market a month (billion rubles)�
64285�
77842�
77155�
85000�
60000�
�
the overall value of outstanding  GKO–OFZ (trillion rubles)�
197.5�
214.9�
227.8�
237.1�
250�
�
nominal surplus of the overall value of outstanding  GKO–OFZ compared to the previous month�
5%�
8.8%�
6%�
5.4%�
5.4%�
�
IBC – INSTAR rate (annual %) on loans by the end of the month:�
�
�
�
�
�
�
overnight�
53.39%�
43.83%�
18.1%�
25%�
30%�
�
1 week�
52.36%�
41.33%�
30.78%�
37%�
25%�
�
2 weeks�
48.96%�
39.67%�
35.26%�
35%�
32%�
�
1 month�
48.05%�
39.40%�
39.06%�
40%�
45%�
�
turnover of IBC market a month (billion rubles)�
32360�
37254�
38155�
40000�
45000�
�
effective yield on Vnesheconombank’s bonds . USD:�
�
�
�
�
�
�
3 tranche�
13.4%�
11.8%�
10.6%�
10.6%�
10.5%�
�
4 tranche�
14.6%�
13.2%�
11.8%�
12%�
12.0%�
�
5 tranche�
15.3%�
13.5%�
12.4%�
12.5%�
12.6%�
�
6 tranche�
14.9%�
13.4%�
12.3%�
12.4%�
12.5%�
�
7 tranche�
15.0%�
13.5%�
12.5%�
12.7%�
12.8%�
�
official exchange rate of ruble per US dollar by the end of the month�
5396�
5455�
5508�
5560�
5631�
�
official exchange rate of ruble per DM by the end of the month�
3538�
3609�
3597�
3585�
3430�
�
average annualised exchange rate of ruble per US dollar growth�
11.3%�
12.9%�
12.3%�
11.9%�
16.4%�
�
average annualised exchange rate of ruble per DM growth�
-13.2%�
2.0%�
-3.9%�
-5.5%�
–39.4%�
�
gross turnover on the MICEX by USD and DM a month (billion rubles)�
1175�
822�
719�
1323�
1600�
�
turnover at the stock market in the RTS for the month (millions of USD):�
292.24�
483.35�
183.983�
92.47�
850�
�
average annualised return at the stock market in the RTS:�
-13.5%�
15.8%�
-12.5%�
7.71%�
55%�
�
RTS market portfolio risk:�
12.26%�
59.7%�
60.56%�
34.39%�
295%�
�
*/ estimate


Arkhipov S.A.. Drobyshevsky S.M.


Investment Processes In 1997





�
According to the RF Ministry of Economy’s forecast, total volume of  investments in 1997, at the expense of all sources of financing, should make up RUR 425- 430 trln., or 15.7- 16% of GDP. It is intended to forward RUR 234- 237 trln. to production sphere, or 99- 96% to the preceding year. The rate of growth of capital investments aimed at development of non- production sphere in 1997 should make up 102- 100% to the level of 1996.


In the conditions of tight financial restrictions, state investments for 1997 were fixed at RUR 25 trln., which makes up 62% to the level of 1996 budgetary allocations. Expenses on implementation of the 1997 Federal Targeted Investment Program should make up only RUR 17 trln., or 47%  of the level of 1996.


Placement of centralized investment resources allocated from the Federal budget by production objects should be carried out on contest basis. State investments to implementation of swift- profitable contest investment projects should make up RUR 1 trln., or 27% to 1996. This will not allow to establish preconditions for attraction of private investors’ additional capital to the investment market.


The share of enterprises’ own capital makes up approximately 60% of total volume of financing of investments in 1997. The share of amortization deductions after re-valuation of capital assets ( as of  the beginning of 1995) should grow, and it is expected at the level of 38%  of total volume of investments, while financing  investments at the expense of profit is envisioned at the level of 22%.


In total volume of investments to capital assets at the expense of all sources of financing to industrial construction in 1997, the share of fuel and energy complex should make up a. 50%, or RUR 131 trln.


Investments to metallurgical complex in 1997 are envisioned at the level of RUR 15.9 trln, including 1.3% of them- at the expense of the Federal budget. Winners of the 1997 contest on placement of centralized investment resources should be granted with the state aid totaled RUR 40-50 bln.


In compliance with Federal Targeted Programs, it is envisioned to forward investments to chemical, timber and paper and pulp complex as follows: the total amount of them should make up RUR 19.2 trln., including: at the expense of  respective enterprises’ own capital- 56.1%, of attracted capital- 39.7%, and of Federal Budget’s capital- 1.2%. At the same time, according to results of an investment contest, enterprises of the complex- winners of the contest- should be granted with the state aid  of up to RUR 70 bln.


Individual house building remains a priority. It  should be carried out on the basis of attraction of personal investment and capital borrowed from the population. It should be implemented through issuance of credits under reasonable terms, subsidies for construction and purchase of  dwelling to those who need to improve their housing conditions.  It is also intended to use other types of state aid, such as, in particular, support to credit arrangements for individual  developers within the framework of the “Own Home” Federal targeted Program. The total volume of investments allocated for these purposes should make up RUR 106.8 trln. It is envisioned to place into exploitation 38 mln. square meters of living area.


O. Izryadnova


�
Industrial Juncture





�
According to enterprises’ estimations, the intensity of demand reduction dropped by 12 points in January. This proved the improvement of forecasts registered in our last survey. However, the negative balance still testifies to a reduction of solvent demand for industrial goods. Improvement of demand dynamics is noted in all branches, but light and food industries. It is the branches who forecasted a sharp drop in demand in December.


The demand estimations have been practically unchanged over the last three months. By industry on  the whole, only 6- 7% of enterprises are satisfied with volume of demand for their products.


In spite of  some improvement of the demand dynamics, the production change balance decreased by 7 points in January and turned out to be the worst one over the last 7 months. The rise of balance is registered only in metallurgy and food industry. The most intensive production reduction rates were marked in construction industry.


The decrease of volumes of finished products in stock happens for the third quarter running. The respective balance achieved - 16%. The positive balance ( growth of stocks) was registered only in construction industry. The most intensive rates of shrinkage of stocks were noted in timber and paper and pulp complex (- 43%) and food industry ( -32%).


The decrease of volumes of stocks  was improving estimations of them.  In December enterprises even reported a lack of stocks ( negative balance). However, in January the balance became positive  again ( +1%), regardless of slowdown of demand decrease and intensification of production decline. Surplus of stocks is registered in construction industry ( +22%), ferrous metallurgy ( +20%), and in petrochemical industry ( +4%). The lack of stocks in light industry over the last four months is showed by the balances of - 35...- 27%.


The rise of producer prices by industry on the whole remained unchanged  in January comparing with December. The most intensive price rise was noted in light ( +24%) and food ( +26%) branches. Prices in timber and paper and pulp complex started decreasing again 


( -14%).


Not less than a half of enterprises consider their production capacities to be surplus, in terms of expected demand. Branch estimations fluctuate  between + 79% ( ferrous metallurgy) and + 73% ( petrochemical industry) and +21% ( food industry), and -9% ( non- ferrous metallurgy).


Surplus employment in industry is estimated by the balance of +34%. The respective maximum rate is noted in ferrous metallurgy ( +58%), while the minimum one is observed in both light and machine- building branches ( +16%).


Only 20% of enterprises estimated their economic positions as critical. It is  the minimum  value over the last four quarters. The forecasts of a change in economic situation proved to be the least pessimistic ones: 20% of enterprises hope for its improvement, and 54% of them assume that  it should remain unchanged.


Forecasts of production change improved by 32 points since October 1996, given the January rise  made up 18 points. The most optimistic forecasts were registered in petrochemical industry (+38%) and ferrous metallurgy ( +37%). Negative balance 


( expectations of an absolute decrease of output) is noted only in non- ferrous metallurgy.


Forecasts of change in producer prices have been within +20..+25% over the last four months. The most intensive price rise within the forthcoming months is possible in machine building and petrochemical industry ( +28%), while the most moderate one is expected in timber and paper and pulp complex ( +1%).


Forecasts of change in demand improved by 14 points over  the last month and reached the absolute maximum since the beginning of their registration in April 1995. An absolute increase of demand ( positive balance) is forecasted in all branches, except construction industry.


S. Tsoukhlo


�
Specifics Of Strike Movement In January.





�
The amount of budgetary back wages was still increasing at the end of 1996 ( it grew by 7% in December comparing with November). This process caused an intensification of strike “fever” in Russia since the beginning of 1997. The biggest number of strikes were registered, as previously, at educational institutions and in coal industry.


Some innovations were observed in strikes happened in January 1997. At the time, employees manage without trade- unions’ support and hold their strikes by themselves. Trade- union leaders characterize strikes as uncontrolled. Thus, for example, the miners of Vorkuta “Vorgashorskaya” mine ( one of the largest ones in Europe) refused to work, since they have not been paid since August 1996. The mine management have owed each of  4 thousand employees RUR 50 mln. on average. Apart from them, “Centralnaya” ( Kuzbass) and “Podmoskovnaya” ( Tula oblast) mines  went into spontaneous strikes, too.


Last month, not only employees at state- owned enterprises expressed their protest. Thus, employees at “Armina” private factory in Volgograd went into strike. Instead of regular salaries and wages, they were constantly paid with an original equivalent of  cash- i.e. goods manufactured at the enterprise.


O. Zalesova


�
Some Institutional Transformations In 1996: Expansion Of Private Sector And Reform Of Property





�
According to the database of the United State Register of enterprises and organizations of all forms of property, the number of  registered subjects ( including their affiliates and separate subdivisions) made up 2.425 thousand  by October 1996, including 1125 thousand joint- stock companies and partnerships. Their number grew by 7.8% for the first three quarters of 1996, given that the quantity of joint- stock companies and partnerships increased by 125.8%. By property forms, the ratio of division of all enterprises and organizations registered in Russia is the following:  privately owned- 67.0% of enterprises 


( including corporations with state participation),  state- owned enterprises- 10%, entities being municipal property- 7.4%, and ones owned by public associations- 4.9%. The share of state- owned and municipal enterprises steadily decreases. The  pattern of distribution of independent enterprises by branches of economy is stable in 1996: trade and public catering- 29.7%, agriculture-- 14.4%, industry- 13.3%, construction- 11.0% of enterprises.


According to estimations of Goskomimuschestvo and RF Ministry of Economy, the  state- owned sector’s share of GDP was 38% in 1994 and 23% in 1996. The share of privatized enterprises ( including corporations with the state’s share) was 37 and 39%, and the one of originally private enterprises 25 and 38%, respectively. To understand  the insignificant dynamics of the share of privatized enterprises, one should take into account the fact that by the end of 1994 practically all the largest Russian enterprises had been incorporated 


( transformed into joint- stock companies). That is why the share of corporate sector in GDP could not changed drastically over 1995- 1996.


Thus,  rather  consistent process of development and expansion of private sector is observed, regardless of political juncture. At the same time, it should be noted that over 1995- 1996 the further rise of private sector was conditioned, to a significant degree, not by privatization measures, but by appearing originally private enterprises and organizations.


As for the sphere of privatization itself, one may observe a transformation of privatization policy into:


a) spontaneous process of “residual” privatization”; b) using of privatization instruments for attraction of political allies among regional elites and largest financial groups.


Utilization of privatization ( or an attempt to utilize it) as a method  to receive“fast” money for the budget is the most characteristic feature of the 1995- 1996 privatization. The  priority of this short- term tactical task of privatization  clearly conditions missed benefits for the state in the light of long- term perspective. At the same time, the real objectives of “monetary privatization”- investments to enterprises and structural reconstruction- are shifted to the background once again.


The actual privatization process in 1996 was characterized with relatively low rates, at least in terms of a number of newly privatized enterprises. As it had been  already observed in 1995 ( loans- for- shares auctions by the end of the year), it was the end of 1996 when the government re-activated attempts to soften growing budgetary difficulties using privatization ( quasi- privatization). Thus, in particular, discussions around some variants 


( selling portfolios of a range of  the largest enterprises  at international auctions, emission of Eurobonds, convertible T-bills, ADR etc.) were rather fruitless. Obviously, the problem is that any sale of international level requires a long time, therefore, given that such transactions are potentially beneficial, budgetary problems of 1996 cannot be resolved in such a way.


In spite of the factual failure of the 1995- 1996 state privatization policy, the impulse given to microlevel in the course  of the mass and non- economic reform of property in 1992-1994 brought about a growing positive medium- term effect over 1995- 1996. In this connection, it is interesting to analyze the data of the Leontyev Center’s survey ( the author contributed to elaboration of its methodology). The data allow ( given a conventional character of any survey’s results)- to speak about a higher level of effectiveness of privatized industrial enterprises’ functioning ( Table 7). Given this fact, the following regularities are observed: (1) “deeply”- privatized enterprises are more effective than “medium”- privatized ones, and both these groups are more efficient than state- owned agents;  (2) indices of effectiveness of those enterprises privatized in 1993 are higher than the ones of enterprises which started the process somewhat later.


The data represented in Table 7 are quite comparable with the existing both the Federal Commission for Insolvency’s ( Bankruptcy)  and its local divisions’ survey data. Thus the results of the respective surveys of insolvent enterprises show the following: situation is highly unfavorable at enterprises which are owned by the state  more than at 25%. In particular, of the total number of them, 24.98% of enterprises were recognized as insolvent 


( June 1996). The biggest number of insolvent enterprises ( 43.27% of the total number of enterprises included in the FCI’s list of insolvent enterprises) fall on 5 branch Ministries: 12.93% enterprises of the Ministry of Agricultural Products, 11.15%- of Minoboronprom, 9.67%- of Ministry of Fuel and Energy, 5.06%- Ministry of Transport, and 4.46%- of Goskomprom. Obviously, the majority of the above enterprises are those ones whose control blocs are fixed as the Federal property.


The data clearly testify to the necessity of radical reform of the whole system of managing state- owned property ( shares and stocks). Furthermore, a steady trend to growth of a number of portfolios (“gold shares”) fixed as Federal property was observed in 1995- 1996. The whole series  of such decisions were taken basing on Presidential Decrees on single branches ( machine building, nuclear energetics, air transport). The government, undoubtedly, comprehend sharpness and significance of the problem. However, at the same time,  the power authorities have yet undertaken only fragmentary measures on re-organization ( or, to be more precise, quasi-reorganization) of the respective system of management.


�
Table 7 Comparison of financial and economic integral indices of effectiveness of state- owned and privatized industrial enterprises by branches in1995*


Name of branch�
Integral index of effectiveness�
�
�
State-owned enterprises�
Enterprises ( joint- stock companies) with the state share over 25%�
Enterprises ( joint- stock companies) with the state share under 25%�
�
1.. Ferrous metallurgy�
0.384�
0.644�
0.505�
�
2. Non- ferrous metallurgy�
0.534�
0.259�
0.726�
�
3. Chemical industry�
0.309�
0.533�
0.895�
�
4. Machine building�
0.128�
0.696�
0.922�
�
5. Construction materials�
0.178�
0.807�
0.775�
�
6. Light industry�
0.292�
0.461�
0.681�
�
7. Food industry�
0.229�
0.488�
0.852�
�
8. Medical industry�
0.288�
no data�
0.727�
�
*Factual sample included 2438 enterprises on the basis of the Register of Goskomstat of RF, including: 575 state- owned enterprises, 596 privatized enterprises with the state share over 25%, and 1267 privatized enterprises with the state share under 25%. The integral index of effectiveness was calculated on the basis of 4 indices of economic effectiveness 


( productivity rate, product profitability rate, output- capital ratio, rate of turnover of liquid assets) and 4 indices of financial state ( rate of autonomy, maneuverability, cash flow rate, and current liquidity). The integral index was calculated by every group of enterprises and shows the group by the complex of characteristics as a whole. By itself, the integral index is a level of characteristics ( individual indices) achieved by the group. The level of each individual index is normed by the compared groups of enterprises from “0” to ”1”: “0” is the minimal value of average index, and “1” is the highest one. The detailed methodology of the calculation is represented in Supplement 2 to the source stated below.


Source: “The Comparable analysis of economic results of Russian enterprises’ of different property forms performance”. Moscow, S. Petersburg, International Center for Social and Economic Research ( “Leontyev Center”), 1996.


A. Radygin 








Foreign Trade





�
Russian foreign trade turnover continued to grow in 1996, though the rates of growth were not as high as  those observed in 1995.  The rate of the growth made up 6% over January- November 1996, while the same index was 20% last year. The decrease of Russian export growth rates ( 9% against 20% over January- November 1995) may be explained with intensification of production decline in 1996, along with lack of positive changes in goods structure which remains oriented to exports of raw materials, and non-competitive character of the majority of processing branches. Imports grew by 1% which is mostly tied to saturation of Russian market whose capacity is restricted by a low rate of solvent demand.


The advancing rise of goods turnover between Russia and the C.I.S. states comparing with Russia’s trade with Far Abroad countries became a characteristic feature of this country’s foreign trade. 





�
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�
The leaders of the C.I.S countries held their meeting in Moscow, on 17 January, 1997. The problems of Customs Union, specifically, the restriction of alcohol re-export from Belorussia ( to prevent that, Russia has introduced special excise stamps) became crucial issues in the agenda of the meeting. In the course of the meeting, it was noted that single states’ aspiration to resolution of economic matters through bilateral, not multilateral agreements prevail at the current stage of the Commonwealth’s development. At the same time, bilateral agreements do not always correspond to decisions previously adopted within the C.I.S. framework. Thus, Belorussia entered a new trade agreement with Ukraine this year, without notification to its partners in Customs Union.  


S. Prikhodko, N.Leonova, N. Volovik
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�



� Beginning from this report we are going to publish two indices characterizing the conjuncture at the Russian stock market (by trades in RTS). First, it is the Index of Business Activity reflecting changes both in prices of securities to be traded and in turnovers by each stock separately. Second, it is the Price Index of the Stock Market showing the average-weighted by volumes of trades in RTS return  on the market portfolio (01.01.1996 = 1). Both indices are calculated using the data by all the stocks traded in RTS regardless of their shares in the total turnover and the periodicity of actual trades. Such approach is based on the analysis of the Index calculated in the previous year. The calculation of index concerning any sample  of stocks leads to the large fluctuations of the indicator related to the alteration in the basic set of stocks, but not to the state of market.
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