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Economic and political outlook for January 1999: searching 
for political coalitions

Despite numerous discussions and statements on the real sector’s development as a priority, on importance of microeconomics, industrial policy, etc., it is macroeconomic matters which became in the focus of Mr. E. Primakov’s government’s attention upon 100 days of the formation of that. In January the crucial points in the government’s activity have been identified yet more precisely- finance in general and the financial institutions’ aid in particular. It was those matters which determined discussions and resolution of many other problems.

The government, of course, adopted many documents which were formally dedicated to the development of the real sector. The government has established a Commission on Industrial Policy headed by Mr. Yu. Maslyukov and comprised of several dozens of general directors, mostly from the military and industrial complex. The government considered new approaches to the problem of the oil sector restructuring, and at one of its meeting the government reactivated the matter of helping “Rostselmash” industrial plant which had seemed to be forgotten after 1994. In addition to that, once again coal miners were promised a support at a very high level. All the above, however, merely identifies some genetic kinship and social base of the Cabinet but not at all a list of priorities for financing. Nonetheless, there are not any allocations for an exotic “industrial policy” in the budget.

Although the triumphal passing of the federal budget through the Duma has demonstrated some advantages of parliamentary mechanism of government formation, it did not assist to the proposed budgetary parameters’ realism. It is not a secret to anyone that the parameters are unrealistic, which does not hampered a fast transition of the respective Law from reading to reading. There are certain reasons in favor of the budget adoption, as follows: for the deputies- providing their political support to the Cabinet of the Duma’s communist majority; for the governors- an intention to participate, as soon as possible, in the “bargaining for resources” which is rather a complicated task if expenditures are financed according to the principle of 1/12 of the prior year’s level a month. Finally, for the government- an attempt to somewhat streamline its activity after the romantic hope for “Lafeur curve” and promises to pay everyone everything which was characteristic of its declarations in autumn 1998. It was yet important to deliver a clear message to the IMF on the eve of a new round of talks.

The last two facts explain some specifics of the economic and political struggle around the budget, and in particular the Cabinet’s readiness to begin an immediate revision of the budget’s parameters upon adoption of that and the government’s unexpressed, though clearly shown aspiration to postpone an implementation of the disastrous tax innovations (especially VAT reduction). It is notable that the IMF also insists on these two issues which testifies to the Fund’s readiness to “take into account” the specifics of the Russian political “ bargaining”

The negotiations with the international financial institutions, which have been reactivated notably in the second half of January, were rather difficult, and the major obstacle was not related solely to discrepancies in the parties’ positions. There are, indeed, disagreements, though basically they are not greater substantially than those in the past. What is much more crucial is that nowadays the Russian party does not have a clear notion as to both what may be agreed upon and what cannot be accepted under any circumstances. The currently pursued economic policy practically lacks an ideological core, that is why none of the participants in the “technical” negotiations is aware of a permissible margin in agreeing positions with the IMF and World Bank. In such a situation, coordination of a significant mass of issues is shifted to the political level, however, higher- rank officials often lack both time and experience to make crucial decisions on macroeconomic and structural matters.

The complexity of the situation, however, is partly simplified by the fact that in any case the decision on allocation or non- allocation of aid to Russia will be a political step, and therefore it doses not depend as much on the process of negotiations.

The unrealistic budget draft and the threat of a possible sharp macroeconomic and consequent political destabilization within the forthcoming months make Premier to pay an increasing attention to building up a sophisticated network of formal and informal relationships which should provide him support among influential political elites. A special attention is paid to the regions’ heads and some promising gestures to them were made in January.

Mr. Primakov supported the governors’ intention to gain control over the federal property by proposing a compromise in a form of trusting a part of the federal property to the regional authorities. However, the recent experience of trust agreements concluded by the state in the industrial sector has shown that de- facto such an agreement means the transformation of the trustee into a sole ( though a temporary) owner of the respective object. The fact that Premier announced the government’s intention in Kuzbass showed how much he appreciates political loyalty.

During his January meeting with governors, Mr. Primakov raised an idea of the transition from electing heads of the Federation’s Subjects and local self- governing establishments to appointment of those by the respective superior executive bodies. Thus, governors were suggested to have an opportunity to appoint heads of municipalities in exchange for the governors’ refusal to be elected themselves at general elections. Such a deal may become very attractive to the majority of governors, since they have been struggling for a full control over municipalities ( and especially those in the cities) for a long time. Such a variant would result in a sharp extension of the possibility of their control over regional financial flows. At the same time, many governors find it comfortable rather dispute their position in the corridors of power than to compete in the elections.

The government also make important steps aimed at strengthening its political position in the fuel and energy sector. In the wake of the establishment of the corporation of coal enterprises in Kuzbass, the government expressed its readiness to unite the state- owned oil companies ( Rosneft, Slavneft, ONACO). Although the commercial efficiency of such projects is doubtful, at a certain moment they might be used as a source of funding an election campaign. It is notable that the government clearly showed its affection to this business through the introduction of export tariffs for oil at an ultimately low- if not symbolical- level, and that was made despite the financial crisis.

Mr. Primakov’s initiative on concluding a political agreement between the branches of power has become an extremely important gesture. At first, such an idea was formulated in early September as an argument in favor of appointing Mr. Chernomyrdin as Premier, and remarkably enough, Mr. Primakov recalled the idea in 6 months. There is nothing strange about it: a clear approaching of a new phase of the financial crisis ( Ruble depreciation, acceleration of inflation) is pregnant with unpleasant political consequences for the Premier- declining popularity, non- confidence vote in the Duma, dismissal initiated by President. The Premier attempts to secure himself through his proposal to conclude an agreement the only meaningful item of which is keeping the government

 ( more precisely, the Premier, since single members of the Cabinet can easily be replaced by new ones). The agreement with a commitment not to dismiss the Duma gives the deputies almost nothing, since it will be dismissed this year anyway, though may not be dismissed during the year following the Duma election. Nothing receives Mr. Eltzin who is proposed a refusal from the impeachment procedure, though impeachment is practically excluded for him anyway.

T. Khokhlova 

The State of the Budget

The execution of the federal budget execution can be seen in Table 1.
Table 1. Execution of Russia's budget ( % to GDP)


1997
1.02.98
1.03.98
1.04.98
1.05.98
1.06.98
1.07.98
1.08.98
1.09.98
1.10.98
1.11.98
1.12.98

Revenue













Profit tax
1,3
0,9
0,9
1,2
1,4
1,4
1,3
1,3
1,3
1,2
1,2
1,2

Personal income tax
0,1
0,0
0,0
0,0
0,0
0,0
0,0
0,0
0,0
0,0
0,0
0,0

VAT, special tax and excises
6,6
6,4
6,2
6,2
6,1
6,0
5,9
6,0
5,8
5,5
5,4
5,4

Taxes on foreign trade and foreign economic activities
1,1
1,0
1,1
1,2
1,2
1,4
1,4
1,3
1,3
1,2
1,2
1,2

Other taxes, levies and payments
0,4
0,2
0,3
0,3
0,3
0,2
0,2
0,2
0,2
0,3
0,3
0,3

Overall taxes and payments
9,4
8,5
8,5
8,8
8,9
9,0
8,9
8,8
8,6
8,2
8,1
8,2

Non-tax revenues
3,1
1,7
1,8
1,9
1,8
1,9
1,9
1,9
2,0
2,0
2,0
1,8

Total revenues
12,5
10,2
10,3
10,7
10,8
10,9
10,8
10,8
10,6
10,2
10,1
10,0

Expenditure













State administration
0,4
0,3
0,3
0,3
0,4
0,3
0,3
0,3
0,3
0,3
0,3
0,3

National defense and law enforcement activity
4,8
3,2
3,3
3,2
3,2
3,0
3,1
3,0
2,9
2,9
2,9
3,0

Fundamental research
0,4
0,2
0,2
0,3
0,3
0,2
0,2
0,2
0,2
0,2
0,2
0,2

Services to national economy
2,0
0,4
0,7
0,6
0,7
0,7
0,8
0,8
0,8
0,8
0,8
0,8

Social services
0,9
1,6
1,8
2,0
2,0
1,9
1,9
2,0
1,8
1,7
1,9
1,9

Servicing  state debt
4,6
2,7
3,3
5,0
4,9
5,3
5,2
5,4
5,1
4,5
4,1
4,0

Other expenditure
4,7
2,1
2,2
2,5
2,6
2,7
2,8
2,5
2,5
2,3
2,5
2,4

Overall expenditure
17,8
10,5
11,8
13,9
14,1
14,1
14,3
14,2
13,6
12,7
12,7
12,6

Loans less repayments
0,7
4,4
0,4
0,4
0,4
0,4
0,4
0,4
0,4
0,5
0,5
0,6

Expenditure and loans minus repayments
18,5
14,9
12,1
14,3
14,4
14,5
14,7
14,7
14,0
13,2
13,1
13,2

Budget deficit (-)
6,1
4,7
1,8
3,5
3,7
3,6
3,9
3,9
3,5
3,0
3,1
3,2

Total financing, of which
6,1
4,7
1,8
3,5
3,7
3,6
3,9
3,9
3,5
3,0
3,1
3,2

domestic
4,0
1,2
0,1
2,5
2,7
3,3
1,3
-0,6
-0,8
-0,8
-0,5
-0,3

foreign
2,1
3,5
1,7
1,0
1,0
1,2
2,6
3,9
4,3
3,8
3,6
3,5

GDP (from the beginning of the year)
2586,0
186,0
368,0
566,0
771,0
977,0
1184,0
1398,0
1624,0
1881,0
2146,0
2426,0

According to the final data of execution of the federal budget as of the eleven months of 1998 the degree of tax revenue as well as of expenditure and of deficit remained intact as compared to the previous month. 

Table 2. Tax revenue according to STS (% GDP)




1.02.98
1.03.98
1.04.98
1.05.98
1.06.98
1.07.98
1.08.98
1.09.98
1.10.98
1.11.98
1.12.98
1999

6,6
6,3
6,3
6,3
6,1
6,0
5,9
5,8
5,5
5,5
5,6
6,4

According to the State Tax Service tax revenue as for the 1 of December amounted for 6,4% GDP, which is considerably higher than in the middle of the year. This is due to final turnovers made by STS in December every year.
Execution of local budgets is represented in Table 2.

Table 2.  Execution of Russia’s local budgets (% of GDP)





1.02.98
1.03.98
1.04.98
1.05.98
1.06.98
1.07.98
1.08.98
1.09.98
1.10.98
1.11.98
1.12.98

Taxes and payments
7,7
8,9
9,3
10,4
10,7
10,9
11,0
10,8
10,6
10,4
10,4

Non-tax  revenues
2,4
2,3
2,7
2,9
2,8
3,0
2,8
2,7
2,6
2,6
2,7

Overall revenue
10,1
11,2
11,9
13,2
13,5
14,0
13,8
13,6
13,2
13,0
13,1

Overall expenditure and loans minus repayments
10,7
11,8
12,7
13,8
14,2
14,9
14,7
14,4
13,2
13,5
13,6

Budget deficit
0,6
0,6
0,8
0,6
0,6
0,9
0,9
0,8
0,7
0,5
0,5

As may be seen from Figure 1, there was a decrease in the increment of the volume of tax arrears into federal budget in December. The volume of arrears to the federal budget made up RUR 160 bln.
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S.Batkitbekov

Monetary Policy

In 1998 inflation in Russia amounted to 84.3%. That is 5.2% on average per month. However, the inflation dynamics was not uneven during the whole year: the consumer price index grew only by 4% (0.56% on average per month) for the first seven months, but prices rose by 77.2% within August – December, i. e. by 12.1% a month. In particular, in December 1998 the consumer prices grew by 11.6%. In addition to monetary factors, the price rise was caused by an acceleration of ruble devaluation (see section 'Foreign exchange market'), 'catching up' growth of producer prices during last two months and seasonal factors.

In January 1999 the pace of price growth is likely to slow down. Despite a strengthening of seasonal factors, the moderate monetary policy pursued by the RCB and the 'ruble/US$' exchange rate dynamics do not allow the inflation to increase (see fig. 1). According to preliminary estimates, in January the consumer price index grows by 8.5 – 9.5% (165 – 200% annualised).

Figure 1
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The tendency of the RCB's foreign reserves to decline has been in place during December 1998 – January 1999 (see fig. 2). By January 22, 1999, the foreign reserves fell down to $11.6 bln. The sale of currency in December – January was induced by both the RCB interventions at the foreign exchange market and Russian eurobonds coupon payments. The latter amounted to about $330 mln. in December and about $315 mln. in January. For the whole year 1998, foreign reserves of the Russian Central Bank decreased by ca. $5.5 bln. (from $17.784 bln. to $12.223 bln., i. e. by 31.3%). This year the share of gold in the foreign reserves grew up from 27.5% to 36.2% for.

Figure 2
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The monetary policy implemented by the RCB in January 1999 was rather moderate (see fig. 3). By January 25, the monetary base has decreased by 5.1 bln. rubles (2.46%) compared to the end of December 1998. Taking into account the RCB’s sales of currency, in January the gross money emission amounted to about 8.5 bln. Rubles (The gross money emission is calculated as a sum of the monetary base change and a volume of money sterilized by the RCB interventions at the foreign exchange market).

Figure 3.
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S. Arkhipov, S. Drobyshevsky

Financial Markets

The market for government securities. Russia’s fulfilment of its obligations on eurobonds coupon payments in December 1998 – January 1999 had a positive impact on the prices of the Russian short-term securities. In January the quotations of the 3rd tranche of Vneshbonds have rapidly grown up to 40% of face-value (see fig. 1). The yield to maturity on this tranche fell from 800 – 1000% to 400 – 450% annualised (in US$ terms). The prices of eurobonds with maturity in 2001 have risen up to 38% of face-value (see fig. 2). A slump in quotations of the Russian eurobonds in mid-January was mainly caused by a new coil of the international financial crisis – a turmoil in Brazil. However, later the quotations came back to a relatively high level.

At the same time, the prices of Vneshbonds with longer maturity were continuing to fall. This fact is attributed to Russia’s low solvency in middle-run (as investors assess it). It is more important on the background of a delay of payment on debts to the London Club.

Figure 1.

[image: image5.wmf]Dynamics of 'Vneshbonds' quotations in December 1998 - January 1999 
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Figure 2.
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On January 15, 1999, the secondary trades on OFZ with maturity after December 31, 2000, renewed on the MICEX. These securities were not subject to the August decision on the Russian domestic debt restructuring. However, the established restriction of yield at 120% annualised does not allow to consider this event revival of the market for ruble government securities.

Stock market. The results of 1998 allow to state  that the Russian stock market  has been  collapsing during the year. In 1998 market agents being accustomed to previous high level of yields on the Russian financial markets,  perceived  a full risk of investments in the emerging markets. This year the Russian stock market has demonstrated the biggest drop among international financial markets. 

Contrast to the beginning of the world financial crisis, in 1997 the Russian stock index RTS-1 grew from 197.54 to 396.86, i.e. by 100.9%. The deteriorating situation in the Russian economy and politics resulted in  price drop in early 1998 (see fig. 3). Since the beginning of 1998  the price fall, though with some recessions, continued  until October . The RTS-1 Index dropped to 50 – 60 points and  was being  at that extremely low level  compared with 1997. Generally, in 1998 the RTS-1 Index slid from 396.86 to 58.93 points. Thus, the drop rate  made up 85.15%.

Foreign investors began to lose confidence in the Russian stock market  which manifested itself  in a reduced volume of trading in the leading trade institution – the Russian trading system. In particular, in 1997 the total volume of trading in RTS-1 was about 13.984 bln. dollars, in 1998 the respective index dropped by 38% (8.6 bln. dollars). Moreover, in late 1998 monthly turnover did not exceed 100 mln. dollars (see fig. 3).

As  before, between December 1998 to January 1999 a state of affairs on the Russian stock market was sluggish . A decrease of trading volume in the RTS continued. In particular, in December 1998 the turnover was 43.58 mln. dollars and in January 1999 it dropped to 26.78 mln. dollars. Thus, in January 1999 the volume of trading in the RTS fell by 38.6% compared to the respective index registered in December and by 55.6% compared to the respective index registered in November 1998.

In December 1998 the RTS-1 Index dropped from 71.46 to 58.93 points, i.e. by 17.54%. In January 1999 the fall continued: the Index slid from 58.93 to 55.12 points (see fig.3). Thus, the drop rate in Index was about 6.46%.

Figure 3.

[image: image7.wmf]$0

$25 000 000

$50 000 000

$75 000 000

$100 000 000

$125 000 000

$150 000 000

$175 000 000

$200 000 000

05.01.98

20.01.98

04.02.98

18.02.98

04.03.98

20.03.98

03.04.98

17.04.98

06.05.98

21.05.98

04.06.98

22.06.98

06.07.98

20.07.98

04.08.98

18.08.98

01.09.98

15.09.98

30.09.98

14.10.98

29.10.98

13.11.98

27.11.98

15.12.98

29.12.98

18.01.99

0

50

100

150

200

250

300

350

400

The total volume of trading ($)

The RTS-1 Index


In January 1999 prices of the Russian blue chips dropped simultaneously with the RTS-1 Index. The most appreciable drop was observed  with respect to stocks of AO ‘Mosenergo’ – -23.2%, ‘Rostelekom’ – -17.1%, ‘Tatneft’ – -13.3%, ‘Sberbank’ – -13.2%. (see fig.4). A growth in stocks of AO ‘Norilsky Nickel’ (+21.3%) mostly was resulted from a correction after a dramatic drop (-60%) observed in December 1998.

Figure 4.
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The factors affected a state of affairs on the Russian stock market in January 1999 were as follows: first of all,  the International Monetary Fund’s  stand  with regard to issuance  of next loans to Russia. It should be noted that the 1999 Federal Budget Law  was passed  by the State Duma quite fast (in January 1999 the Federal Budget Law  passed  three readings in  the Duma). Despite that, non-realistic parameters of the Budget Law allowed the IMF management  to  take a  wait-and-see policy. In other words, a decision to grant the loan was put off until  April – May 1999. Secondly, the next stage of the world financial crisis related to  the crisis in Brazil. Apprehensions of a repetition of the Russian variant of crisis made foreign investors to  withdraw their capitals from emerging markets. Due to large-scale sales of Brazilian stocks and bonds and conversion of those into foreign exchange performed by foreign investors,  followed by the  abolition the Real currency zone by the Brazil Central Bank and 30% devaluation of Real resulted in sharp turbulence on the domestic and international stock markets. The most appreciable drop  was observed with respect to stock prices of banks and investment companies operated on the Brazilian market with short-term exchange rate derivatives. At the same time, stock prices of exporters, which  comprise a significant share of the Brazilian market’s capitalization, grew sharply. Moreover, that growth increased the Brazilian composite stock index Bovespa. (see tab.1).

Table 1. 

Dynamics of the Foreign Stock Indices

up to January 27, 1999
value
the change in value during the last week (%)
the change in value during the last month (%)

The Dow Jones Industrial Average (USA)
9200.23
-1.45%
-1.30%

Bovespa Index (Brazil)
7687
+0.17%
+14.48%

IPC Index (Mexico)
3815.35
+1.06%
-2.59%

Nikkei-225 (Japan)
14450.06
+3.01%
+4.36%

DAX-30 (Germany)
5061.18
-1.59%
+0.58%

CAC-40 (France)
4098.10
-2.19%
+5.32%

Interbank loan market. Although during December 1998 – January 1999 the level of liquidity within the banking system has grown (the balances at the corresponding accounts in the RCB grew steadily), this did not influence the level of interest rates at the ruble interbank loan market. Moreover, within this period of time there was a slow rise in lending and borrowing rates approximately at 10 percentage points (see fig. 5). However, an increase of money within banking system induced the actual rates to decline to the level of 'bid' rates.

Figure 5.
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Foreign exchange market. The results of 1998 are as follows: the official dollar exchange rate grew from 5960 rubles/$ to 20.62 rubles/$. Considering the denomination that increment equals to 246% annualized. 

In December 1998 the official dollar exchange rate grew from 17.88 rubles/$ to 20.62 rubles/$. That corresponds to 15.32% a month (453.42% annualized). The ‘today’ dollar exchange rate in the SELT grew from 17.8781 rubles/$ to 20.6476 rubles/$, i.e. by 15.49% a month (463.09% annualized). In December the ‘tomorrow’ dollar exchange rate grew from 18.32 rubles/$ to 21.2045 rubles/$. That corresponds to 15.75% a month (478.14% annualized).

In January 1999 the pace of ruble devaluation fell: the official dollar exchange rate grew from 20.62 rubles/$ to 22.60 rubles/$ (see fig. 6). That corresponds to 9.60% a month (200.5% annualized). The ‘today’ dollar exchange rate in January grew from 20.6476 rubles/$ to 22.6716 rubles/$, i.e. by 9.80% a month (207.15% annualized). The ‘tomorrow’ dollar exchange rate grew from 21.2045 rubles/$ to 23.0118 rubles/$. That corresponds to 8.52% a month (166.85% annualized).

During last two months the volume of turnover in the SELT has stabilized. In particular, in December 1998 with respect to the most liquid contracts ‘today’ and ‘tomorrow’ the trading volume was, correspondingly, 52831.7 mln. rubles and 23853.8 mln. rubles. According to preliminary estimations, in January 1999 with respect to the ‘today’ contracts the turnover is about 56000 mln. rubles and about 20900 mln. rubles with respect to the ‘tomorrow’ contracts. Thus, in January 1999 the total volume of turnover with respect to those contracts compared with the respective index registered in December 1998 practically did not change.

Figure 6.
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In 1998 the growth in the official ‘German mark/ruble’ exchange rate was superior than the growth in the official ‘US dollar/ruble’ exchange rate. As a whole, in 1998 the official German mark exchange rate grew from 3360.92 rubles/DM to 12.346 rubles/DM (with denomination). That increment equals to 267.34%.

In December 1998 the official ‘German mark/ruble’ exchange rate grew appreciably: it changed from 10.4979 rubles/DM to 12.346 rubles/DM (see fig.7). That corresponds to 17.60% per month or 600.0% annualized. In the SELT the ‘tomorrow’ German mark exchange rate grew from 10.7381 rubles/DM to 12.9424 rubles/DM, i.e. by 20.53% per month (839.83% annualized).

In January 1999 the official German mark exchange rate grew from 12.346 rubles/DM to 13.18 rubles/DM, i.e. by 6.76% per month (119.11% annualized). The ‘tomorrow’ German mark exchange rate in the SELT grew from 12.9424 rubles/DM to 13.6383 rubles/DM. That corresponds to 5.38% per month or 87.48% annualized.

During the last three months the volume of turnover in the SELT with respect to the German mark contracts has significantly grown. In particular, in November 1998 the trading volume was about 405.65 mln. rubles. That is by 27.26% superior than the respective index registered in October. In December the volume of turnover was 565.39 mln. rubles. According to preliminary estimations, in January 1999 that index exceeded the level of 1 bln. rubles. That corresponds to the 80% of increment compared with the previous month.

Figure 7.
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Table 2. Indicators of Financial Markets.

month
September
October
November
December
January*

inflation rate (a month)
38.4%
4.5%
5.7%
11.6%
9%

annualised inflation rate by the month’s tendency
4839%
69.96%
94.49%
273.2%
181.3%

the RCB refinancing rate
60%
60%
60%
60%
60%

annualised yield to maturity on OFZ issues
–
–
–
–
120%

volume of trading in the secondary GKO-OFZ market a month (billion rubles)
–
–
–
–
0.05

yield to maturity on Vneshbonds issues by the end of the month (% a year):






3rd tranche
–
–
–
854%
415%

4th tranche
–
–
–
87.9%
89%

5th tranche
–
–
–
44.7%
49%

6th tranche
–
–
–
53.8%
57%

7th tranche
–
–
–
39.8%
43%

INSTAR – MIACR rate (annual %) on interbank loans by the end of the month: 






overnight
122%
40%
35%
35%
28%

1 week
–
50%
–
–
–

volume of trading at the interbank loan market a month (billion rubles)
1600
–
–
–
–

official exchange rate of ruble per US dollar by the end of the month
16.0645
16.06
17.88
20.65
22.60

official exchange rate of ruble per DM by the end of the month
4.3948
9.7215
10.4979
12.48
13.18

official exchange rate of ruble per Euro by the end of the month
–
–
–
–
25.79

average annualised exchange rate of ruble per US dollar growth
103.22%
-0.03%
11.33%
15.49%
9.44%

average annualised exchange rate of ruble per DM growth
24.91%
121.20%
7.99%
18.88%
5.61%

volume of trading at the stock market in the RTS for the month (millions of USD)
27.7
44.9
60.34
43.58
26.78

the value of the RTS-1 Index by the end of the month
43.81
57.54
71.46
58.93
55.12

growth in the RTS-1 Index (% a month)
-33.20%
30.92%
24.19%
-17.54%
-6.46%

*/ estimate

S. Arkhipov, S. Drobyshevsky

Foreign direct investment  in Russia in 1998

Over the period of the last three years it was enterprises with  contribution of foreign capital ( enterprises with foreign investment- EFIs) which became most  popular among a  variety of forms of organization of investment activity set by the present RF law. The share of portfolio investment (which does not give a right to participate in managing the enterprise) was very low in 1998- a. 2%. That testifies to the fact that foreign investors do not hope for a stable  gain on the Russian enterprises’ stocks and prefer a direct participation in managing the enterprise in which they invest.
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In general terms, the EFIs’ effect on this country’s macroeconomic indicators is insignificant- they produce only a. 4% of GDP.

The EFIs’  operating efficiency calculated by the volume of their output per one employee exceeds the average Russian index twice. The higher rate of increment in EFIs’ volume of output compared with the analogous all- Russia indices testifies to their   steadiness and  the fact that such a form of international cooperation is a promising one.

In 1998 the growth in the share of EFI’s foreign trade turnover in this country’s foreign trade turnover remained unchanged.

Such enterprises’ export mostly raw materials, primarily oil, chemical articles, timber, fish, non- ferrous metals and their scrap. The reduction in EFI’s export rate since 1995 mostly can be attributed  to lowering activity on the part of foreign investors in the mining sector and redistribution of FDI among the Russian economy’s sectors.  In the conditions of deteriorating situation in  international markets  and downfall in average contracting prices,  main factors of  the growth in  the export value volume became an increase in physical volume of supplies of exported raw materials.

The share of EFI  in the Russian import constantly grows, too. Recent years have been characterized with a sharp intensification of EFI’s import activity. That was mostly related to the stabilization of economic and political situation in this country and   application of currency bend between 1995 to August 1998. EFIs are especially active in the import transactions related to trade, public catering and industry. It was 1995 since which one has observed a constant growth in a number of enterprises with foreign investment created in the branches of infrastructure and food- processing industry and oriented to this country’s domestic market.

The growth on the share of EFIs’ foreign trade operations in the respective all- Russia indices on the background of a constant  rise in the proportional weight of the volume of EFIs’ output in the Russian GDP during the last three years testified to, first, intensification of the trend of inflow of foreign investors in the industry, and, secondly,  extension of the import of equipment and assembly parts for the domestic production.

The crisis in the Russian economy in the second half 1998 has battered EFIs heavily, particularly as follows: an absence of the EFIs’ accession to their financial assets because of the crisis in the banking system, losses due to arrears, downfall in  the demand  of goods and services,  collapse of the distribution  network, change in the structure of foreign trade. As a result, the EFIs experience delays of payments to their creditors, personnel and wage fund cuts. However,  foreign   entrepreneurs’ concern is to lose their position in the vast and underdeveloped Russian market has made  rather an big number of those   to proceed their operations in this country.

Estimating the EFIs’ activity on the whole, one can conclude that this year one may envisage that foreign firms should keep their interest in investment in the food- processing industry, automobile, communication sectors, and enterprises of the fuel and energy sector, to which the adoption of the Law “On production sharing agreements” and mechanisms of regulation of that  should assist greatly.

E. Ilyukhina

Relationship “Bank- Client” in the eyes of industrial 
enterprise in November 1998

The survey “Banks and banking services to industrial enterprises” was  conducted in November 1998. Of one thousand five hundred enterprises regularly surveyed by IET, the questionnaire was  forwarded to 249 ones. Responses were received from 136 enterprises. The number of  responses coincided with the number of those received in response to the firs survey held in August 1998, however, according to our estimates, the composition of respondents changed by approximately 10%. The second survey’s questions were revised in order to have an idea as to  how the banking crisis  affected the banking services provided to the real sector and primarily industrial enterprises. The enterprises- respondents  belong to 11 industry branches ( see Fig.1). The sample contains enterprises from all the economic regions, 34% of enterprises are located in Moscow and Moscow Oblast (see Fig.2).

Fig.1. 

Distribution of respondents by industry branches ( by 117 of 136 enterprises):




1. Ferrous metallurgy

2. Chemical industry

3. Machine building

4. Forestry

5. Construction materials

6. Light industry

7. Food- processing industry

8. Polygraphic industry

9. Others

Fig.2 

Distribution of respondents by economic regions:




1.  Moscow Oblast

2.  Moscow

3.  Central ( Moscow and Moscow Oblast exclusive)

4.  Ural

5.  Povolzhye

6.  North- West

7.  Volgo- Vyatka

8.  West- Siberian

9.  central Chernozemny

10.  East- Siberian

11.  North- Caucasian

12.  Far East

13.  Kaliningrad Oblast

14.  Northern

The respondents’ opinion as to whether the August crisis had an effect on their relationship with banks distributed as follows: no and likely no- 55% of responses, yes- 43% of responses ( 2% found it difficult to reply).
 The most typical answer on forms of  the crisis’ impact- “ the bank delays   money transfers”- 43% of responses of the overall number of enterprises battered by the crisis. The transfers were delayed for the term between 2 days to  several weeks. The second place is held by the answer “ the bank does not execute payments”( 27%). At the same time in October 44.3% of respondents  found that their situation improved, while 48.9% of enterprises found it unchanged.

The crisis has had an impact on the size of  the servicing bank: given that in August almost a half respondents considered their bank to be of a middle size, in the course of the next survey 49% of enterprises reported that they were clients of  a large bank, while the share of middle- size banks dropped from 47 to 35%, and the share of small- size banks slightly grew from 13  up to 16%. Such a redistribution was caused by an activation of the process of clients changing   their bank.
 Given that   prior to the crisis almost 80% of respondents had not intended to change their bank, in November, 28% of them reported that they changed their bank in 1998 ( in August the respective index was under 20%). The “new” banks   have experienced  some  defeat with  regard to servicing their clients  in course of the crisis ( from 28% to 25%), while the banks once established on the basis of Agroprombank  suffered notable losses ( the share of respondents  which were served  by such banks dropped from 15 to 5%). Sberabank’s share reached 30%. As a result, in November the ratio of enterprises generally satisfied the level of banking services grew by 8% ( from 75  up to 83%), the share of those respondents who have had serious claims dropped to 17% ( 24% in August). At the same time the share of enterprises which paid for banking services changed insignificantly ( from 80 to 78%), while the share of enterprises to which the banks  paid an interest on  remainders of funds on their accounts   made up  37%.

The crisis has also influenced the  enterprises’ use of banking credits: given that in August over half respondents used  banking credits, in November the number of positive responses   shrunk to 44% ( see Fig. 5). At the same time, the enterprise’s  bank - creditor and  bank providing settlements services do not coincide more often compared to the pre- crisis period of time: given that in August 61% of enterprises reported that they had applied for credits in another bank, in November the respective share made up 70%. Requests for credits  forwarded to “the enterprise’s own” bank reduced from 49.5% to 23%. At the same time the bank rejected approximately the same share of cases compared to the pre-crisis period of time (8%), and the reduction in the  number of respondents received credits takes place on the background of a growth in the number of respondents who did not apply for credit, mostly because of their difficulties with return of previous loans ( see Fig.6).

Some changes have taken places in the filed of directions of credit spending. Like before, the loans received were mostly spend on purchasing raw materials and paying salaries and wages ( see Fig.7). At the same time the share of  responses  on attraction  of banking credits to pay off debts to suppliers reduced almost two times. The main reason for that is inflation which facilitated the return of  debts  denominated in Rb.. The reduction in the share of credits spent on production modernization ( from 16.5 to 11.9%). At the same time the credit utilization for the purpose of production expansion grew slightly.

As a rule, the bank requested some collateral under the credit, and that mostly was commodities ( see Fig.8). As it was noted prior to the crisis, the banking credits mostly do not exceed one- third of the enterprises sources of funds.

Over a half of respondents   think that the interest on commodity credit between enterprises and level of barterization have not changed during recent period of time. Both the share of  materials yet non- paid and products given on credit have been fluctuating mostly within the range between 0 to 33%. The same range  is most popular in the responses to the question on a share of barter in goods flows ( see Fig.9). Less than one- fourth of respondents reported that they had not used barter transactions, a. one- third- that barter  deals  are accounted for up to one- third, while  approximately 30% of respondents stated that the share of products   given  on barter ( raw materials supplied) exceeded  50%.

Fig. 3. 

Distribution of responses to the question: Size of your bank







August
November

1. Likely to be large ( well known )

2. Likely to be medium- size ( known)

3. Likely to be small ( unknown) 

Fig.4

Distribution of responses to the question: Are you satisfied with the bank servicing you?







August
November

1. Yes

2. Likely to be Yes

3. Likely to be No

4. No

5. Do not know

Fig.5

Distribution of responses to the question:  Does your enterprise use banking credit?







August
November

1. Yes

2. No

Fig.6 

Distribution of responses to the question: Have your enterprise applied for a credit in “ its” bank?









August
November

1. No, because of problems with return of previous credits

2. No, since there is no credit  record

3. No, since we would have received a refusal anyway

4. No, since the interest is high

5. No, because of problems with return of credit

6. Yes, and the credit was received

7. Yes, but the credit was not received

8. Found it difficult to respond

Note: the number of responses exceeds the number of respondents

Fig. 7

Distribution of responses to the question: For what purposes are credits more often 
used at your enterprise?









August
November

1. For the purpose of design, know- how, licenses

2. For production modernization

3. For production extension

4. For purchases of  raw materials and other materials

5. For organizing sales

6. To pay salaries and wages

7. To pay off debts to the budget

8. To pay off  the debt to another bank.

9. To pay off debts to suppliers

10. Other

Note: the number of responses exceeds the number of respondents

Fig.8

Distribution of responses to the question: How is the credit usually secured?





November

1. Deposit

2. Goods

3. Another company’s guarantee

4. Local authorities’ guarantee

5. Other

6. Without securing

7. Find it difficult to respond

Note: the number of responses exceeds the number of respondents

Fig.9

Distribution of responses to the question: Share of barter transactions







August
November

A- supplies of products

B- Purchases of raw materials and other materials

1.0%

2. between 1 and 33%

3. Between 34 and 50%

4. Over 50%

M. Matovnikov, L. Mikhailov, L. Sycheva, E. Timofeev

Borrowings made by the Federation’s Subjects and local authorities 
in the 4th quarter of 1998

The recent crisis in the Russian financial market has resulted in a  drastic downfall in the volume of borrowings made by regional and municipal authorities. That may be attributed to two main factors: first, the domestic commercial banks’ potential reduced significantly, and second, credit risks grew substantially.

Between September- December 1998, the RF Ministry of Finance registered only three issues of the territorial authorities’  bonds worth a total of Rb. 486.125 mln. In October the Ministry of Finance registered a bond issue of the Khabarovsk Krai of Rb. 277.84 mln. , in November- of Yaroslavl - Rb. 18.285 mln., and in December- of the Rostov Oblast- Rb. 190 mln. Hence, the overall volume of  the new issues in the 4th quarter   fell almost 9 times compared with the pre-crisis level, and that happened without  regard to the inflationary factors.

Major participants in the primary  securities market remained Moscow  and St. Petersburg, which are followed by  the Irkutsk and Chelyabinsk Oblasts with their significantly less volume of borrowings.  The majority of other potential issuers did not have any opportunity to borrow in the securities market  due to their default on the previous issues of bonds.

As a result, the   redemption  of the main body of the budget’s debt by the domestic   subfederal and municipal bonds has begun to exceed the volume of capital attracted  through new issues. Thus, between September- November 1998 regions paid off Rb. 3.4 bln. to redeem their bonds, given that the overall amount of their  gain from placing new  bonds made up Rb. 2.1 bln.

The financing of the negative balance of  operations in the  bonds market was taking place on the background of a continuing growth of territorial budgets’ borrowings  from banks which  totaled Rb. 0.7 bln. and increasing indebtedness on the loans form the federal budget amounted to Rb. 1.2 bln. ( see Table 1).

Due to the inflationary rise of  revenues, for the first time since mid- 1995 the local budgets were executed with a primary proficit which made up  Rb. 3.312 bln. between September- November 1998. At the same time the volume of  remainders of  the local budgets’ funds  accumulated on their bank accounts grew by Rb. 3. 970 bln.

Table 1

Financing the deficit of regional consolidated budgets in 1998*


1

January- August
2

January- August
2- 1


Rb. mln.
Rb.mln.
Rb. mln.

Deficit ( proficit)
13084,4
9771,8
-3312,6

1. Change in remainders of  the budget’s funds on bank accounts
1454,4
-2515,9
-3970,3

Remainders as of the end of the period
9422,6
13381,2
3958,6

2. Subfederal and municipal bonds
1371,6
155,1
-1216,5

- Attraction of capital
8970,6
11110,1
2139,5

- paying off the main body of the debt 
7599,1
10955,0
3356,0

3. Budgetary loans received from the superior budget
808,7
1989,2
1180,5

- Loans received
1097,8
2295,5
1197,7

-Loans returned
289,1
306,3
17,2

4. Other domestic borrowings
9449,8
10140,5
690,7

- Credits
24197,5
30481,2
6283,8

-Paying off the main body of the debt
14747,6
20340,8
5593,1

TOTAL FINANCING
13084,4
9771,8
-3312,6

* Calculated by the IET on the basis of  data of the RF Ministry of Finance

A. Shadrin

Main trends in the real sector of the economy

The crisis in the financial and budgetary, and banking system has  determined a drop in the level of business activity in the national economy. In 1998  one observed a renewal of the trend  to a  downfall of the real volume of GDP,  deterioration of industrial output dynamics.  The macrostructure found itself under a negative impact on the part of intensification of the decline in agriculture, construction and in transport.

Table 1

Dynamics of main macroeconomic indices, in % to the respective period of the prior year


January
January- February 
January- March
January- April
January- May
January- June
January- July
January- August
January- September
January- October
January- Nov.
January- Dec.

GDP
101,3
100,7
100,0
100,0
99,8
99,5
98,9
97,9
97,0
97,0
95,7
95,2

Industry
101,5
101,4
101,3
101,2
100,6
100,1
98,7
97,4
96,1
95,4
95,0
94,8

Agriculture
98,0
98,0
101,0
101,2
101,3
100,6
97,0
92,3
90,6
91,2
93,8
87,7

Investment
90,5
92,5
93,1
94,2
93,8
93,7
94,5
94,4
93,2
94,9
91,0
93,3

Transport companies’ cargo turnover
98,1
97,5
95,4
96,1
95,6
96,1
97,0
97,0
96,4
96,5
96,4
96,5

Volume of communication services
108,2
108,3
108,0
102,7
116,7
113,5
113,7
113,6
111,9
112,0
116,0
111,6

Goods turnover
105,0
104,4
103,7
103,1
103,1
103,1
103,3
103,6
102,7
101,2
99,1
97,9

* January- December 1998- preliminary data

Source:  Goskomstat of RF

In 1998 the national GDP  fell by 4.8% compared to the prior year; the volume of industrial output made up 94.8% of the level of the prior year, and the respective index in agriculture  made up 83.7%.

The dynamics of transport and communication development  generally correspond to changes in the rate of output in the national economy. The transportation companies’ commercial cargo turnover dropped by 3.5% for 1998, including the 8,0%  fall in the railway transportation ( on which  over 1/3 of the overall volume  of cargo transportation and turnover in this country falls). Russian transportation system  experienced  more frequent strikes and blockages of railways which paralyzed the work of whole regions and industry branches  and broke off the rhythm of their operation. With the sharp financial crisis intensifying, the volume of  import cargo transportation fell, and the cargo turnover in truck and  merchant  sectors dropped significantly. Thus, the commercial cargo turnover of the automobile transport reduced by 16.5%, and    merchant fleet- by 28.3% when compared with the prior year.

At the same time communication has kept its position of the most intensively developing industry branches in this country. A steady growth in communication services back- upped by a growth of investment resources have been noted during last two years. In 1998 the volume of services provided by this sector grew by 11.9% compared with 1997.

It was consumer market in which changes were most significant. Since September 1998 the goods turnover  has reduced systematically and fell by 7.9% when compared with the prior year. With a  consumer price rise in the macrostructure of retail goods turnover one can note once again a growth in the share of food stuffs. Given that since the IInd half 1997 until September 1998  a systematic growth in turnover of non- food commodities has been noted, since the IIIrd quarter 1998 the decline rate in the  non- food trade was substantially superior to the group of food stuffs.

While analyzing the economic situation, one needs to take into account changes in  the correlation of prices by the economy’s sectors and  by industry branches.

The growth in inflation rate in early 1998 did not go beyond the  seasonal fluctuation margin. With the level of effective demand  as of that period of time, producers were pursuing a moderate price policy and orient on keeping their sales markets. In the Ist half 1998 consumer prices grew by 4.1% compared to December 1997. After the Rb. depreciation, the trend to price rise renewed. Since the beginning  of 1998, consumer prices grew by 23.2%, including those for food stuffs-  a.1.7 times,   and for non- food products- over 1.9 times.

With the growing consumer prices in the structure of the population’s monetary income,  one observes an intensification of the trend to a rise in consumption at the expense of savings’ share. This can be attributed to the fact that the population’s real disposable income reduced by 16.3% compared with 1997. The trend observed during recent months, namely a sharp downfall in the living standards caused by both  the price rise, growing unemployment, and   by negative trends, such as a systematic growth in backwages and  social payments remains as one of the critical points in the Russian economy.

With the current trends in the real sector and  high level of social tension, one may estimate starting conditions for the Russian economy in 1999 as extremely unfavorable.
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O. Izryadnova

Situation in industry

Results of the survey on 1000 largest industrial enterprises held in January have proved a positive trend registered  by the surveys in December- the decline in industrial output stopped. At the same time a lack of  finished goods in stock combined  with enterprises’ extremely optimistic projections allows to hope for a renewal of growth.

The intensity of reduction in effective demand  practically has not changed during the last three months. Negative values of the balance of responses still testify to a drop in volume of sales of industrial products. Positive balances remain in the ferrous metallurgy, timber, wood- working and paper and pulp industry. The most intensive reduction in demand was registered in the food industry (-51%) and construction industry (-32%).

The barter demand continues to grow. During  the last three months, the balance of responses  have stabilized at the level of +6%.  Reports on reduction in goods exchange 

( negative balance) prevail in the ferrous metallurgy, wood- working and light industry branches.

Since November 1998,  the surveys have not shown any decline in industrial output. In January, the balance of responses  practically  showed zero value- the reports on decline in output are counterbalanced with reports on its growth. An absolute  growth in output was reported only in the metallurgy and wood- working industry, while the most intensive decline was registered in the food  and construction industry.

The price rise in January intensified notably: the respective balance grew by 16 points during the month and reached the maximum value ever registered for the last three years. The minimum value ( -14%, an absolute drop) was registered in July 1998. Meanwhile, the price rise is most intensive  in the petrochemical sector (+57%), machine building (+55%) and wood- working industry (+54%).

The volume of  stocks of finished products continues to shrink in all the industry branches. The most  substantial decline took place in the light industry (-38%) and ferrous metallurgy (-34%). In January the balance of estimates of stocks of  finished products  dropped by yet 5 points and became an absolute minimum value for all 80 surveys. None of the industry branches reported  excessive stocks. It is enterprises of the light (-57%) and food (-23%) industry branches which suffered a lack of products at most.
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Projections of  dynamics of output grew by 21 point during last month and reached an absolute maximum value  previously registered in February 1998. Hopes for a growth in output prevail in all the industry branches, and they are especially great in the ferrous metallurgy (+46%), petrochemicals (+46%) and machine building (+34%), while the most pessimistic projections were reported by the food industry (+5%).
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During last month, the forecasts of price dynamics by the national industry as a whole practically did not change. The price rise will undoubtedly prevail in all the industry branches, and the process will be  especially intensive in the food processing (+77%) and petrochemical (+75%) sectors, and in the non- ferrous metallurgy (+58%). At the same time  a minimal price rise is projected by enterprises of the timber, wood- working and paper and pulp sectors (+39%).

The forecasts of  the change in effective demand improved by 11 points in January, but  on the whole they still remain negative. Positive  assessments were reported only by  the ferrous metallurgy, while the most pessimistic projections were registered in the food- processing industry (-11%).

Forecasts  of dynamics in barter demand in January grew up to +7%: the barter transactions  will continue to grow. The respective assessments are  also positive in all the industry branches. The most intensive growth in such transactions is expected in the petrochemical sector (+18%), construction industry (+17%) and ferrous metallurgy (+14%).

The employment projections grew by 29 points over the last month and  showed the best value since the beginning of registration of this indicator in April 1993. However, the negative values of the respective assessments still testify to  the fact that dismissals prevail. Some  employment growth   is projected only in the light industry, while the biggest cuts in personnel may happen in the ferrous metallurgy.

S. Tsoukhlo 

Foreign trade

In 1998 the significant decline in the Russian foreign trade turnover was caused by the increasing difficulties within this country and an extremely unfavorable state of affairs in the international markets. According to preliminary estimates, Russia’s foreign trade turnover dropped by 17% compared with 1997 ( with the CIS states- by 15%, with Far Abroad states- by 18%).
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Because of the financial crisis, the Russian government has had to radically change its policy in foreign trade. A sharp drop  in imports resulted in reduction in budgetary revenues from customs payments. In such conditions the government had to  reactivate the practice of   imposing  export duties  on the Russian exporters whose income began to grow after USD appreciation against the Ruble.

In order to increase  revenues to the federal budget, the government Resolution of 11 January 1999 #45 introduced for the term of 6 months export duties as follows:  on coke and  semi- coke from coal- 5%, oil and petroleum derivatives, with the exception to crude ones- 5%,  black oil ( fuel)- Euro 10 per 1,000 kg; natural gas- 5%, but not less than Euro 2 per 1,000 kg.; copper and copper articles- 5%, nickel and nickel articles- 5%.

Government resolution of  23 January 1999 # 83 introduced an export customs duty on crude oil and  non-refined petroleum derivatives amounted to Euro 2.5  per 1,000 kg.

The abolition of export duties in 1996 was considered one of the major achievements of the Russian economic reforms and a  milestone on this country’s way to its accession to WTO. However in the current circumstances the  comeback to export duties is less painful compared to uncontrolled emission.

The Russian crisis has battered the CIS countries heavily, since their foreign trade was mostly orientated to the Russian markets. A sharp  depreciation of the Russian Rb. no more allows to resolve efficiently the problem of  those countries’ negative balances in their trade with Russia at the expense of an increase of their exports to this country. Thus, the neighboring states have to  limit the volume of Russian imports. Hence, in January 1999 Kasakstan, for the first time upon creation of the Customs Union, introduced  restrictions on the import of the Russian food stuffs, including meat, milk and butter- in all on 21 articles. Such a policy- though it does not contradict the   respective  provision of the Customs Union  which reads that should the national producers’ interests be endangered,  import restrictions may be introduced- will unquestionably deteriorate the Russian producers’ position, since the Russian manufacturers regard  keeping the same volume of their exports as before as one of a very few ways to survive in the crisis.

The  current economic realities   do  not serve to any integration within the framework of the Commonwealth- on the contrary, they create conditions for the countries distancing from each other. Thus, the problem of payments for, and transportation of the Russian gas through Ukrainian territory  is still very sharp. In January 1999 Ukraine  illegally withdrew for its  purposes up to 55 mln. cubic m.  of the Russian  transit gas daily on average. Although Ukraine has decreased the tariffs for the transportation of the Russian gas and  is ready to  transport a part  of that ( up to 32 bln. cubic m.)   free of cost as a reimbursement  for the Ukrainian debt for gas, the problem of payments for the Russian gas still remains unresolved.

N. Volovik, N. Leonova

� Here and henceforward all the data are given on a number of respondents who replied to the  respective question


� The changes  partly can be   also attributed to an unstable composition of respondents. This factor might have an especially strong  impact in the event the share of those who  have chosen this variant of the reply is relatively  small.
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Dynamics of the population’s deposits in credit institutions and structure of expenditures, in %
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Number of operating EFIs and share of their volume of output in GDP
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