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Outlines of The Election-time Economic Policy





�
President chooses the leftist-nationalist model of rhetoric. The model of economic policy has suffered no visible changes so far. The pattern of social moods may have substantial de-stabilising influence upon the economic situation.  


In February 1995, the events continued to be directly influenced by the  results of elections into the State Duma and the forthcoming Presidential elections (due in June). It is reasonable to assume that the latter circumstance will remain dominant in the economic and political decisions during the first six months of the year. In view of this, it becomes extremely important to ascertain in what way the election campaign, always populist, will affect short-term and middle-term perspectives of the Russian economy.


Russia's President has found himself in duty bound to choose a mode of  consolidating the political regime and a way of competing to retain his power. These problems might have been solved in two ways: either by developing the logic of macroeconomic stabilisation, or by borrowing the nationalist rhetoric of the opposition. In January, Boris Yeltsin chose the second variant. This course should normally be accompanied by the leftist nationalist model of economic policy (rising inflation, and bureaucratic regulation of economic life in the interests of large monopolist structures). The populist statements of President Yeltsin and his personnel decisions (Anatoly Chubais' resignation and strengthening of the positions of Oleg Soskovets and Nikolai Yegorov) intensified the expectations of a drastic change in the economic policy. 


At the same time, a number of budgetary decisions were taken whose practical implementation could have led to the rapid rise of inflation in Russia. These include: President's statement about 16 mln mln roubles to be allotted for Chechnya's restoration; readiness to pay higher subsidies to miners (3 mln mln roubles instead of 0.6 mln mln in accordance with the federal budget); decisions about raising scholarships by 20 per cent, pensions by 5 per cent, indexation of the minimal salary and some others. Minister of the Interior A. Kulik offered his own concept of economic policy which included the following measures: 


- to nationalise some part of the banks and large privatised enterprises, 


- to intensify state control over citizens' incomes,


- to increase state interference into export and import. 


And finally, Boris Yeltsin began his pre-election trips on 14th February; in the course of these trips, escalation of populist promises is to be expected.


However, the analysis of real (implemented) economical and political steps made in January allows for a cautious assumption that the new "January" course of the President may turn out to be no more than populist entourage which has no direct bearing on practical politics.


Thus the appointment of Vladimir Kadannikov as First Vice-Premier in Economics does not justify pessimistic expectations so far. After his declarations that home industry needs protection he seems to be willing to retain the economic team gathered by Chubais.


There is no sign yet of huge financial injections so much talked about lately. Two issues have been especially prominent among other similar decisions: in the first place, the adopted bills on indexation of salaries and pensions, and secondly, 16 mln mln roubles promised by the President for the restoration of Chechnya's economy and social infrastructure . But these decisions are hardly likely to be implemented. The social bills have been declined by the upper chamber of the Federal Assembly - it is the heads of federation subjects who sit there that would have to find funds in order to carry out this initiative. As to the suggestion about 16 mln mln, it has been severely criticised in the earlier mentioned memorandum by A. Kulikov, and it looks like this idea of the Minister of the Interior may be the most readily adaptable of all his proposals.


Last but not least, an agreement has been signed with IMF with regard to giving Russia a three-year "extended credit", which sets certain parameters for the work of Russian Government.


Yet the optimism of all these arguments should not make us blind to two very important considerations.


In the first place, what will be the effect of populist rhetoric on the expectations of economic agents (enterprises and population) in the present political situation, i.e. when the goal of the current political course is to win presidential elections. Growing inflationary expectations may affect very negatively the inertia of stabilisation which, left to itself, is able to support positive macroeconomic trends for at least six months, even against the background of pro-inflationary decisions. Though in the nearest months one obviously cannot expect to see a sudden influx of capital, be it in the shape of de-dollarisation of savings, or of direct investments.


In the second place, political seaworthiness of Boris Yeltsin's pre-election strategy raises serious doubts


V. Mau


�



Budgetary policy





�
For the moment, the Ministry of Finance has not yet finally summed up the execution of budgets for the past 1995 year. Nevertheless the data at our disposal would hardly undergo serious corrections. (see Table I)


In 1995, tax returns into the federal budget came up to about 10 to 11 per cent of the GDP. On the whole the earnings of the federal budget reached 13.7 per cent of the GDP, or about 13.85 per cent of the GDP, if we take into consideration the final turnover estimate for 1995. The expenditure of the federal budget equalled 15.2 per cent of the GDP for 1995, expenditure plus loans (minus repayments) was 16.6 per cent of the GDP, or 16.9 per cent of the GDP if we include the final operations of 1995. Federal budget deficit on the whole equals  2.93 per cent of the GDP  in 1995 (or 3.05 per cent of the GDP with regard to the final turnover estimate)  as against 10.3 per cent of the GDP in 1994. The budget deficit was financed from the domestic sources to the amount of 1.41 per cent of the GDP and external sources to the amount of 1.53 per cent of the GDP. The largest domestic sources of financing include GKO (abbr. for short-term government bonds) and OFZ (abbr. for federal loan bonds) -1.66 per cent of the GDP. Loans from international finance bodies came to 1.78 per cent of the GDP.


On the whole in 1995, the earnings of the consolidated budget constituted 26.1 per cent of the GDP (in 1994, 27.6 per cent of the GDP), while expenditure of the consolidated budget plus loans minus repayments equalled 29.4 per cent of the GDP (in 1994, 37 per cent of the GDP). Out of this, expenditure for state administration was 0.72 per cent of the GDP (1.1 per cent of the GDP in 1994); for law enforcement agencies, 1.54 per cent of the GDP (1.8 per cent of the GDP in 1994); for the national economy, 8.16 per cent of the GDP (10.1 per cent of the GDP in 1994); for social services, 7.65 per cent of the GDP ((9.6 per cent of the GDP in 1994). Therefore in real terms, the expenditure of the consolidated budget diminished in 1995 as compared with 1994 by 24 per cent, and the expenditure of the federal budget by 34 per cent.


Table 2 presents an updated reconstruction of the state's earnings and expenditure in 1995, with corrected estimates of expense for servicing the national debt (1.44 per cent of the GDP), added information about the execution of national extrabudgetary funds (the assessment was based on the report about their execution in the course of 9 months). One can see that in 1995 there occurred a further reduction in the share of obligatory tax returns in the GDP from 34.9 per cent to 31.1 per cent. The share of state earnings also went down to make 34.5 per cent of the GDP, as against 37.5 per cent of the GDP in 1994 (an 8 per cent reduction). State expenditure and loans minus repayments reached 39.2 per cent of the GDP in 1995, as against 47.5 per cent of the GDP in 1994 (a decrease by 17.5 per cent). This reduction of expenditure by 7.8 percentage points of the GDP is accounted for by the reduction of defence spendings by 1.7 points (37 per cent), law enforcement agencies by 0.4 points (21 per cent), social services by 2.6 points (14 per cent), national economy by 2.3 points (20 per cent), loans minus repayments by 2 points (55 per cent), while the rest of the expenses increased by 1.4 points.


When assessing the prospects of 1996 budgetary policies, the most important factor is that Russia will be given an IMF credit to the tune of USD 10.2 thou mln. The decision about this credit was taken during the Moscow visit of M. Camdessu, Managing Director of the International Monetary Fund. In 1996 Russia is to receive the first tranche of the EFF credit, USD 4.1 thou mln. Tough restrictions placed on the monetary and budgetary policy by the agreement with the IMF may serve as an additional disciplining factor for the executive and legislative authorities. Proceeding from the parameters of monetary policy set down in the Statement of the Government and the RF Central Bank about middle-term strategy and economic policy in 1996, we have corrected our forecast for the development of budgetary situation in comparison with the preceding issue.  


�
Table 1.


Quarter-by-Quarter Execution of 1995 Russia's Republican Budget (in per cent of the GDP)


�
1st quarter�
2nd quarter�
3rd quarter�
4th quarter�
�
Profit tax�
2,21�
2,84�
2,74�
2,47�
�
Income tax�
0,12�
0,20�
0,19�
0,20�
�
V.A.T., special tax and excise  taxes�
5,81�
5,71�
5,51�
5,81�
�
Taxes on foreign trade and foreign trade operations�
1,42�
1,59�
1,54�
1,46�
�
Other taxes, payments and  collections�
0,45�
0,44�
0,42�
0,34�
�
Total taxes and payments�
10,02�
10,79�
10,38�
10,28�
�
Non-tax earnings�
3,20�
2,23�
3,03�
3,40�
�
Total receipts�
13,22�
13,01�
13,41�
13,68�
�
State administration�
0,33�
0,29�
0,27�
0,27�
�
National defense and law  enforcement agencies�
4,47�
4,22�
3,61�
4,03�
�
Fundamental research and   assistance to new developments   in science and technology�
0,38�
0,34�
0,28�
0,29�
�
Services rendered to the national   economy�
2,69�
2,70�
2,23�
2,18�
�
Social services�
1,17�
1,29�
1,06�
1,12�
�
Servicing the national debt�
2,13�
2,01�
2,35�
1,50*�
�
Financial help to other levels of power�
1,75�
1,30�
1,24�
1,76�
�
Other expenditure�
1,55�
2,44�
3,30�
4,09�
�
Total expenditure�
14,49�
14,60�
14,36�
15,24�
�
Loans minus repayment�
1,81�
1,56�
1,60�
1,37�
�
Total expenditure and loansminus repayment�
16,30�
16,15�
15,96�
16,61�
�
Budget deficit�
-3,08�
-3,14�
-2,55�
-2,94�
�
General financing, including�
3,08�
3,14�
2,55�
2,94�
�
domestic financing�
3,79�
2,23�
1,86�
1,41�
�
external financing�
-0,71�
0,91�
0,69�
1,53�
�
Reference: GDP (mln mln rbl)�
255,1�
615,6�
1110,7�
1659,2�
�
Table 2


Reconstruction of State Income and Expense in the Russian Federation in 1995


�
�
�
�
�
�
�
�
�
�
�
�
thou mln rbl�
per-cent of the GDP�
thou mln rbl�
per-cent of the GDP�
thou mln rbl�
per- cent of the GDP�
thou mln rbl�
per cent of the GDP�
per cent of the budget�
�
1. Tax earnings�
�
�
�
�
�
�
�
�
�
�
Income tax from physical persons�
    3250�
  0.20�
  33178  �
   2.00�
�
�
  36428�
   2.20�
   6.4�
�
Enterprises' profit tax�
  40995�
  2.47�
  75842�
   4.57�
�
�
116837�
   7.04�
 20.4�
�
Deductions into social services' funds�
�
�
�
�
136600�
   8.2�
136600�
   8.2�
 23.9�
�
V.A.T.�
  70704�
   4.26�
  24543�
   1.48�
�
�
  95247�
   5.74�
  16.7�
�
Other taxes on goods and services�
      753�
   0.05�
    1510�
   0.09�
�
�
  22262�
   0.14�
   0.4�
�
Taxes on foreign trade�
  24155�
   1.46�
        29�
   0.00�
�
�
  24184�
   1.46�
   4.2�
�
Other taxes�
  46051�
   2.78�
  55672�
   3.36�
136601�
   8.20�
 238322 �
 14.36�
  41.7�
�
Target budgetary funds�
  14128�
   0.9�
    4041�
   0.2�
    2415�
   0.1�
   20584�
    1.2�
    3.6�
�
TOTAL TAX RECEIPTS�
184592�
 11.11�
193050�
11.64�
139015�
   8.4�
 516656�
  31.1�
  90.4�
�
II. Non-tax returns�
  38878�
   2.34�
  40902�
  2.47 �
  �
   �
   50466�
  3.04�
    8.7�
�
III. Capital incomes�
    3408�
   0.21�
    1234�
  0.07�
  �
�
     4641�
   0.28�
    0.8�
�
TOTAL EARNINGS�
226877�
 13.67�
235185�
14.17�
139015�
   8.4�
571764�
  34.5�
100.0�
�
I. State expenditure�
�
�
�
�
�
�
�
�
�
�
General purpose state services�
    4490�
   0.27�
    7419�
  0.45�
�
�
  11909�
   0.72�
    1.8�
�
Defense spendings�
  47553�
   2.87�
�
�
�
�
  47553�
   2.87  �
    7.3�
�
Law enforcement agencies�
  19194�
   1.16�
    6388�
  0.39�
�
�
  25581�
   1.54�
    3.9�
�
Science�
    4081�
   0.29�
�
�
�
�
    4801�
   0.29�
    0.7�
�
Social and communal services�
  18649�
   1.12�
108335�
  6.53�
136600�
  8.20�
263584�
  15.9�
  39.9�
�
State services rendered to the national economy�
  45441�
   2.74�
101773�
  6.13�
    2415�
  0.1�
149629�
    9.0�
  23.0�
�
Other functions�
137225�
   8.25�
  11367�
  0.69�
�
�
119277�
   7.19�
  18.3�
�
II. Loans minus repayment�
  23131�
   1.39�
    5974�
  0.36�
�
�
  28347�
   1.71�
    4.3�
�
TOTAL EXPENDITURE AND LOANS MINUS REPAYMENTS�
299817�
 18.07�
241165�
 14.54�
139015�
  8.4�
650681�
 39.2�
 100.0�
�
EARNINGS AND SUBSIDIES MINUS EXPENSE AND LOANS EXCEPT THE REPAYMENTS �
-72940�
 -4.40 �
   -5980�
  -0.36�
          0�
  0.00�
-78917�
  -4.76�
�
�
III. Financing�
�
�
�
�
�
�
�
�
�
�
Domestic financing�
47575.4�
  2.87�
    6024�
   0.36�
�
�
 53599�
  3.23�
  67.9�
�
External financing�
25363�
  1.53�
       -45�
   0.00�
�
�
 25318�
  1.53�
  32.1�
�
TOTAL OF OVERALL FINANCING�
72938.4�
4.40�
    5979�
   0.36�
�
�
 78917�
  4.76�
 100.0�
�






�
While making the forecast, we proceeded from a higher growth indicator of the money supply, namely 43 per cent per annum, to allow for an actual decrease of M2 in in January and the planned growth in the money supply M2 by 5 per cent in February and by 4.1 per cent in March. These fugures differ visibly from those which served as a basis for the budgetary calculations and for our previous assessments  (25 per cent accretion for M2 in the course of 1996).


On the basis of these new pre-requisites, we have found as a result of our computations that in 1996, the level of inflation shall reach about 40 per cent per annum, or 2.8 per cent a month on the average. Given this level of inflation and the premise  (built into the budget calculations) that the fall of the real GDP is about to stop, our forecast for the GDP stands at 2800 mln mln roubles, or 500 mln mln higher that the figure ascertained in the Law on the Budget.


As we noted in the previous issue, the realistic figure for the excise revenues for 1996 stands at approximately 11.2 per cent of the GDP. This means that the budget as regards  the excise revenue can amount to 310 mln mln roubles , the incomes from the purpose-oriented budgetary funds - to 30 mln mln roubles, and the non-tax revenue at 40 mln mln roubles. Therefore, the revenues in the draft budget, even if the inflation amounts to a higher figure, can reach almost 380 mln mln roubles, or 30 mln mln roubles higher (or 1.1 per cent of the GDP) than the Law on the Budget envisages in the absolute figures.


However, in January and February,  a number of decisions was taken on spendings which were absent from the 1996 Budget. These measures include the restoration of Chechnya (16 mln mln roubles), the law increasing the minimum pension size, the procedure for re-indexation and (upward) re-calculation  of government pensions promulgated by the Duma on 7 February (another 15.8 mln mln roubles) and another decision the Duma took on 7 February to raise the minimum salary (11.5 mln mln roubles, including 4.5 mln mln from the Federal Budget). It was announced that additional funds would be made available for defense,  the coal mining, and for allocations to pay out the overdue salaries.


Preliminary estimates show that the above decisions will require  35-40 mln mln roubles in additional funds outside the 1996 Federal Budget. This escalation in the "spending" legislation will inevitably cause additional serious problems in the implementation of the budgetary spending in 1996.


S.Sinelnikov-Murylyov,


S.S.Batkibekov and K.Resenikov


�
The Monetary Policy





�
The first two months in 1996 can be said to further uphold the consistent policy towards financial stablisation in Russia. In January, the inflation was 4.1 per cent, or 62 per cent in annual terms. Preliminary estimates for February give 3.0-3.2 per cent inflation or 43-45 per cent per annum. The subsequent pattern of inflation  will be influenced by the Presidential election campaign, which is gaining momentum. The Government's involvement and possible implementation of promises made by the President in January and February may lead to a departure from the target figures set for the credit and monetary policies and provoke a further growth of inflationary expectations.


In our estimates, the index of consumer prices shall come to 2.9-3.1 per cent in March, 2.8-3.0 per cent in April and 2.6-2.9 per cent in May. This forecast is based on the model which allows for the fundamental prices growth factors, such as the inertia of inflation, the changes in the M2 money supply over the previous six months, and the pattern of exchange rate over the previous five months. The reason we now correct our forecast of the previous issue is that despite the basic features of the monetary programme approved for the first quarter of 1996 which envisages the 0.2 per cent growth of the money supply in January, the act�ual figure decreased by 2.6 per cent,  which to a certain extent neutralised the in�crease in the money supply in December, 1995. The statement by S.Alexa�shenko, de�puty chairman of the Central Bank of Russia maintaining that in January-February the hard currency reserves remained at  the same level seems to iindicate that the Central Bank has sold part of the government securities package.


In our present basic script we assume  that the course of tough credit and monetary policy shall be continued, as  prescribed by the Basic Trends of credit and monetary policy for 1996. Allowing for the actual decrease of the monetary base in January and its planned increment in the 1st quarter, the increase of money supply M2  until the end of the year is estimated approximately at the level of 40 per cent . For instance , for the 1st April, its volume will reach 227.9  mln mln rbl. On the whole the level of inflation in 1996 will not exceed 38 per cent. 


As of 10th February, the RF Central Bank has brought the base lending rate from 160 down to 120 per cent annual interest, but this cannot be regarded as weakening  of the credit and monetary policy, since  the new value is still sufficiently in excess of the present inflation level, keeping centralised loans as inaccessible as before. In the nearest future we may expect another change in its level with the view of bringing it into line with the inflation level pre-set for 1996.


The GKO-OFZ market in January showed an increase in turnover and an increasing share of the "long" securities, with diminishing yield for bonds of all


redemption dates. Thus, for GKO with redemption date of 30 to 60 days the yield fell from 109.4 per cent to 68.7, for bonds with redemption date exceeding 90 days, from 107.4 per cent to 74.6 per cent, and for OFZ from 122.9 per cent to 86.1 per cent. Nevertheless, this market remained to be more attractive in January than all other financial markets. For instance, the volume of monetary funds in the market of government securities reached 36.725 mln mln rbl. The summary volume of GKO-OFZ  in circulation reached 71.4 mln mln rbl by the end of January. In February, the trend of decreasing yield continued, but the yield level still remained too high with regard to the condition of per cent parity, i.e. with regard to the conversion into currency. 


In January, the RF Ministry of Finance  held two auctions of GKO placement and three, of OFZ placement. There were government bonds sold to the sum exceeding 14.8 mln mln roubles.  The presence of substantial unsatisfied demand permitted the Ministry of Finance to achieve additional placement of bonds to the sum of about 1.5 mln mln roubles. On 7th February, there was the first auction  of GKO placement where non-residents were allowed to participate. Its results showed that foreign investors were cautious about investing considerable sums into these bonds.  Thus , for participation in the auction which was to place 58th series of three-months GKO, only 120 thou mln rbl arrived on special accounts, which made  one-fourth of the quota offered by the Central Bank. Redemptions were carried out to the sum of 15.2 mln mln rbl. We see as important the trend of gradual change in the structure of the national debt towards the increasing share of bonds with a longer term of circulation, i.e. OFZ and six-months GKO. On February 8, for the first time the bonds were placed whose term of circulation is 728 days. 


March is envisaged as a sufficiently dynamic term for the GKO-OFZ market. Large redemptions of government bonds are expected, along with budget expense on paying long overdue wages, etc. which will force the  Ministry of Finance  to make substantial emission. The absence of adequate demand on the side of the banks may raise the yield level. Nevertheless, the Central Bank is capable of eliminating the undesirable effect. Low yield can be maintained on the market as the Central Bank  


purchases the GKO package and sells part of the currency reserve, i.e. by means of sterilisation.


The activity of auctioning on the exchange currency market and outside it remained at low enough level in January and the first half of February, with the pattern of exchange rate being under the complete control of the Central Bank, who is the principal operator on the exchange currency market. The increase of the rouble devaluation rate to 2 per cent in January (from 4640 rbl/$ to 4734 rbl/$) (in December 1.3 per cent) can be regarded as an attempt to retard the growth of the real rouble rate, which affects the Russian exporters and the real sector negatively. Yet the continuation of this policy by the Central Bank makes one doubt whether it would be possible to hold on to the goal declared by Sergei Dubinin, that of the 5 per cent devaluation of the rouble in the first half of the year. Another confirmation that the Central Bank completely controls the currency market is the fact that the gap between the exchange and extra-exchange quotations was mainly reflected in the difference between demand and supply at the exchange, but practically had no influence upon the pace of the changing rouble rate. Predictability of the currency market is reflected in the low yield of currency futures' operations, which has led the brokers, at the end of January, to concentrate their attention on other instruments , e.g. on futures contracts with GKO. The summary gross volume of the auctions at MICE (Moscow International Currency Exchange) in January was registered at the level of 2.755 mln mln rbl. A steady tendency towards rate growth continued also into February, which brought up the dollar to the value of 4818 rbl/$ by the end of the month. This will come to 23.5 per cent per annum.


�
Table 3. 


�
January�
February�
�
Monthly inflation�
  4.1 %�
3.0-3.2%*�
�
USD rate for end of month at MICE (rbl)�
4734�
4818�
�
DM rate for end of month at MICE (rbl)�
3180�
3330*�
�
Mean USD exchange rate for the month adjusted to the trend (per cent per annum)�
26.8%�
23.5%�
�
Mean DM exchange rate for the month adjested to the trend (per cent per annum)�
-16.8%�
73.8%*�
�
Monthly gross turnover at currency exchange market (thou mln rbl)�
2755�
3400*�
�
Monetary base (thou mln rbl)�
100800�
105800*�
�
Central Banks' base lending rate�
160%�
120%�
�
Centralised loans sold (thou mln rbl)�
87.1�
  -�
�
Total volume of GKO and OFZ in circulation (mln mln rbl)�
71.4�
80.3*�
�
Mean yield to redemption of GKO (per month)�
7.02%�
4.5%*�
�
Mean yield to redemption of GKO issues (per cent per annum) with redemption date:�
�
�
�
- below one month�
80.8%�
53.7%*�
�
- 1-3 months �
114.6%�
65.1%*�
�
- 3-6 months�
106.4%�
71.9%*�
�
Mean rate for all issues�
109.4%�
63%*�
�
Mean calculated OFZ yield (per cent per annum) to redemption�
155.2%�
139%*�
�
Monthly turnover of GKO/OFZ market (thou mln rbl)�
36725�
41000*�
�
Mean calculated rate of IBC-INSTAR (per cent per annum) for loans given for :


- one week�
72.2%�
55%*�
�
- two weeks�
63.4%�
65%*�
�
- one month�
73.1%�
76%*�
�



�
The IBC market is slowly coming out of the crisis and resuming business activity. In January the turnover increased in comparison with December more than threefold: from 1.89 to 6.03 mln mln roubles, in the presence of a clearly observed tendency towards increasing the volume of loans given for all terms. The surplus of rouble resources resulted in lowered rates for all loan terms. For instance, the INSTAR rate for seven-day IBC fell from 71 per cent to 35 per cent by the end of December. The nature of bank behaviour was significantly influenced  by holding mortgage auctions and placing GKO-OFZ: this resulted in the rate jump for one-day credits, on the eve on an auction, by 20 to 30 per cent. In February , there was a lot of


supply on the interbank market. The surplus of roubles  was in the first place associated with making use of the budget funds allotted to pay the delayed wages. Loans became more accessible, and in March the market turnover will probably increase as a result of a sizeable GKO-OFZ placement by the Ministry of Finance.  The importance of the interbank market will also rise dramatically when on March 1st, the new version of RF Law, "About Banks and Banking Activity" comes into force  The new version makes a number of more exacting demands to the procedural side of banking operations, to the current and long-term liquidity of the banks.


S. Arkhipov, S Drobyshevsky


G. Trofimov


�
Investment: Reproduction of the Basic Assets





�
The investment activity at the start of the year is influenced by the growing prices of capital goods, as well as by the situation in the government securities market and by the changing rate of interest for the loan resources. The investment resources are being deflected from production because of the high degreee of differentiation between the profit rate of investment in the financial market and the investment in the project of the real sector of the economy.


In 1995 the spending on the new investment in the basic production assets stood at 140 mln mln roubles, i.e., 56 pert cent of all the investment in the economy or 8.4 per cent of the GDP. Given the existing trends and the envisaged growth rate in the production of goods and services, the expected rate of inflation and the possibilities of the Federal Budget in 1996, it is planned to earmark 200 mln mln roubles to expand the production sphere, which amounts to 101-102 per cent in prices comparable with last year's level.


The main source of funding the investments into reproduction of the basic assets is still the enterprise's own funds whose share comprises more than 80 per cent of the overall investment in production. Re-assessment of the basic assets as a source for financing investment is leading to a considerable growth in the role of depreciation. However, in view of the difficult situation the industrial enterprises find themselves in, depreciation made up only one third of the renovation sums allocated in 1995 to reproduce the basic assets. For most part, depreciation funds were used to replenish the material floating funds.


Among the negative factors which affect the trends of the basic assets reproduction, we can mention a systematically decreasing share of expenditure on machines and equipment in the overall volume of investments into the sphere of production. As compared to 1991, spending on machines and equipment went down from 32 per cent to 19 per cent in 1995.


Renovation rate of basic assets fell from 6 per cent in 1992 to 1.3 per cent in 1995 and was accompanied by deterioration of production equipment and increased wear and tear of the basic assets   in the goods production sector to 43 per cent  against 30.7 per cent in the services sector. The wear and tear of the basic assets in industry makes up 45.7 per cent, in communications 44.9 per centand in transport 41 per cent.


Curtailment of investments into the national economy has limited the possibilities of renovation for the active part of the basic production funds.   This is associated both with deterioration of the financial position of consuming industries, and with slow adaptation of mechanical engineering works to the limited demand. THe rates of capital goods output are lagging steadily behind  the rates of production and patterns of the GDP, which interferes with the formation of technological structure for new investments into the basic capital.


Analysing the structure of capital investments into production, we have found that TEK (fuel and energy-producing industries) was regarded as a priority.. In 1995, TEK was allotted 61.3 mln mln rbl capital investments, including 16.3 mln mln rbl into electricyt generation industry, 18.5 mln mln rbl into gas industry and 22.3 mln mln rbl into oil-extracting industry.


A change in the structure of new investments into the basic production funds reflects the general "increasingly heavyweight" structure of the national economy. The share of investments into the machine-construction complex becomes systematically reduced, and in 1995 it made 6.4 per cent, while in 1996 it might go down to 4.8, according to our assessment.


�
Table 4


The Pattern of Investments into Reproduction of the Basic Capital in the Real Sector of Economy, in per cent to the preceding year


�
1992�
1993�
1994�
1995�
1996*�
�
Investments, total�
60�
88�
74�
87�
104�
�
including:�
�
�
�
�
�
�
New investments into basic production capital�
56�
81�
67�
83�
101-102�
�
Reference: the proportion of expenditure on equipment to all investment expense, in per cent�
25�
24�
20�
19�
�
�
Table 5


The Pattern of Industrial Products Output in January, 


in percent to the relevant month of the preceding year


�
1995�
1996�
�
Industry, total�
99.3�
95.0�
�
including:�
�
�
�
   capital goods�
100.7�
81.0�
�
   intermediary goods�
97.0�
98.0�
�



Table 6


The Structure of New Investments into Basic Production Capital,


in per cent to the total sum


�
1994�
1995�
�
Capital investments, total�
100.0�
100.0�
�
outlayed according to complexes:�
�
�
�
*TEK (fuel- and energy producing complex)�
31.5�
38.2�
�
*Metallurgy�
6.6�
7.9�
�
*Mechanical engineering�
6.5�
6.4�
�
*Timber and chemistry�
4.5�
4.3�
�
*Building�
7.7�
5.1�
�
*Transport and communicatiom�
21.3�
26.0�
�
Agro-industrial�
8.9�
4.9�
�



�
In 1995, investments into reproduction of the basic assets in the mechanical engineering complex made up 80 per cent of 1994 level, but the investment programme for 1995 was carried out only for 72 per cent.


In 1996, according to the estimates  of the Mechanical Engineering Department of the Ministry of Russia's national economy, the volume of investments into reproduction of the basic assets has been appointed to the tune of 7533.7 thou mln rbl, and shall remain at the level of the preceding year in comparable prices. The volume of enterprises' own funds to be used for investment will come up to 6230 thou mln, of which 21 per cent will be provided out of profit , and 79 per cent. Additional demand for capital resources exceeds 1.8 mln mln rbl.


In the experts' estimate, at the expense of commercial and private capital and emission of securities, the enterprises of the mechanical engineering comples  expect to obtain about 1.3 mln mln roubles for investment, and also foreign investments to the tune of USD 67.4 mln. Foreign investments will be attracted in the first place for re-structurisation of car-making works.


After a long-drawn investment pause, the market of capital goods is beginning to take shape, and demand for machine construction products is getting re-established. However, we ought to take into consideration that with the established structure  of production and the condition of basic assets in the mechanical engineering complex, incentives should be offeredfor the work of reconstruction and technical re-vamping of the industries of investment mechanical engineering.


O. Izryadnova    
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Expansion of operations of non-residents in the State Bonds market





�
February 1996 was marked by the important decision by the Russian Central Bank: the non-residents in Russia are now permitted to purchase the GKOs and repatriate the profit received from the transactions with them. Nevertheless, the participation of the non-residents in the GKOs tenders is bound to significant limitations:


-the non-residents are permitted to take part only in the primary sales and are not accepted for the transactions in the secondary market; the non-residents are not allowed to resell these securities before repayment;


-the Central Bank has introduced the institute of intermediaries; this role will be played by the Russian foreign banks;


-in the first quarter of 1996, the volume of the foreign investments in the GKOs shall not exceed US$500 mn.;


-the back conversion rate, the fees, and, hence, the profitability of the GKOs for the non-residents shall be fixed by the Central Bank.


The first sale of the GKOs its participation of foreign investors took place on 7 February 1996. The first authorized non-resident bank in the securities market was the French Eurobank (by the way, more than 75% of its statutory capital belongs to the RF Central Bank).


Among the authorized non-resident banks is the Eurofinance Bank, a Eurobank’s Moscow subsidiary. The volume of the foreign investments engaged in the sales made about Rb.120 bn. (about US$20 mn.). The value is moderate enough, taking into account the Rb.500 bn. quota reserved for foreigners at the first sale and the total issue volume of Rb6,500 bn.


The results of the first sale do not support any valid conclusions due to the moderate participation of the engaged foreign capitals. But the second sale (21 February 1996) has already cleared the situation, having become more liberal for foreign investors.


The non-residents are allowed to take part in the tenders for both the three-month (limit for the first sale) and the six-month GKOs. The maximal profitability of the GKOs for the non-residents has been fixed: it amounts to about 25% annual. The Central Bank has liberalized its position as for the GKOs purchase limit for the non-residents; today it considers the US$500 mn. value not more than a desirable marker with a possibility to transgress the above threshold. Obviously, the limitations on the Central Bank will introduce the limits on the GKOs purchase based on specific situations, but no strict limits are expected. The acceptance of the non-residents in the secondary market is possible, but not before 2 or 3 months pass during which the interior documents circulation will be better developed. The same concerns the transactions of the non-residents with the OFZs; these have already been authorized for them. The Central Bank and the Ministry of finance are planning to expand the territory of the GKOs market by beginning, this year, tenders in Ekaterinburg, Vladivostok, Nizhni Novgorod, and Samara.


Noteworthy is the fact that already at the second tender (21 February 1996) non-residents purchased US$400 mn. worth GKOs which amount to about 35% of the total volume of emission.


In the whole, the decision to accept foreign investors to the securities market should be considered a significant positive event and a factor stimulating the inflow of the foreign portfolio investments whose officially registered share in the aggregate volume of investments is, yet, extremely low (0.5%). Obviously, as the experience is gained, and after the relevant analytic developments are performed, the scheme of participation of non-residents in the GKO tenders may undergo significant changes.


The acceptance of the non-residents to the domestic securities markets is a phenomenon typical today for many European post-socialist countries (Poland, Hungary, Czechia). This stimulates the flow of the foreign investments in the economies of these nations. The East European countries have already accumulated US$21.2 bn. worth foreign portfolio investments (results of the first half of 1995). More than 90 foreign investment funds worked in 1995 in the East-European markets.


Obviously, the inflow of the foreign investments in the Russian economy will be positively influenced by the grant of a large-size IMF credit, as well as the expected stabilization, and even growth, of the commercial production volume (OECD). These investments may amount to US$3 to 4 bn. if it becomes clear that the pre-election situation and the results of the Presidential elections in Russia don’t bring to a shutdown of the reforms in Russia.


V. Ranenko, N. Nikolayeva
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Industry: Trends and Outlooks





�
The analysis of the industrial dynamic and structural shifts of 1995 demonstrates the trend toward the gradual stabilization and redistribution of production, investments, and labor resources for the benefit of the most competitive Russian industries. At the same time, the analysis of the main factors of the industrial development does not allow for the conclusion that the lowest point of the recession has already been reached.


In 1996, the determining influence on the dynamic of production of such factors as the further harmonization of the world and domestic prices, the strictening of the financial and crediting policy, the drop of the effective demand of natural persons, and the drop of the demand for the Russian industrial products in the CIS countries will stay effective. The increase of the real ruble exchange rate will bring to a significant decrease of the export efficiency; hence, in contrast with the 1995 situation, the effects of the above factors will not be possible to counterbalance, in a significant extent, by the growth of the feedstock supplies to the foreign markets. In 1996, a serious reduction of the total rates of the export growth should be expected; in certain fields (e.g., petroleum products, chemicals) the export will even reduce.


The reduction of the domestic demand and the decreased efficiency of the export will result in a farther shrinkage of the industrial production; this drop may come to 3 to 6%, in function of the financial, crediting, currency, and customs policies of the Government. The feedstock producing industries, first of all the fuel industry and the non-ferrous metallurgy, whose production level will remain close to the one of the part year (see Table 7), will see a relatively better situation. A certain recession should be expected in the ferrous metallurgy, chemical, timber, and food industries. The rates of production drop in the mechanical engineering and light industry will be significantly higher than in the industry in whole.


If compared with the pre-crisis (i.e., 1989) level, the aggregate industrial production volume will amount to 46.5�48%. The production volumes will make 51�55%, 32%, and 15% in the metallurgy, mechanical engineering, and light industry, respectively.





�
Table 7


Dynamic of industrial production in 1994-1996


__�
1994, % of 1993�
1995, % of 1994�
1996, % of 1995 (forecast)�
1996, % of 1989 (forecast)�
�
Industry, total�
79.1�
96.7�
95�
47�
�
Electric power�
91.2�
96.8�
96�
78�
�
Fuel industry�
89.0�
98.0�
99�
62�
�
Ferrous metallurgy�
82.6�
108.7�
96�
55�
�
Non-ferrous metallurgy�
90.9�
102.1�
101�
51�
�
Chemical and petrochemical industries�
71.1�
107.7�
93�
40�
�
Mechanical engineering and metal-working�
61.9�
90.1�
88�
32�
�
Forest, wood-working, and cellulose-paper industries�
68.8�
93.1�
95�
38�
�
Construction materials industry�
71.1�
91.8�
91�
38�
�
Light industry�
52.7�
69.3�
85�
15�
�
Food industry�
78.1�
91.3�
94�
46�
�
Yu. Bobylev, 


N. Dobretsov, T. Logacheva





Situation of Industrial Enterprises





�
The drop of the effective demand on the industrial products is continuing. In February, the balance (increase-decrease) equaled the minimal values noted in the first half of 1994. The most intensive reduction of the demand is observed in the wood-working (�82%), light (�68%), and construction materials (�68%) industries. In the food industry the balance is �35%, staying the best of the last four months. The estimates of change of demand of the State-owned and private entities almost equaled in February, though during the preceding three months the reduction of the demand in the State sector was less intensive.


The balance of the estimates at the “above-below” normal scale stays at the level of the absolute minimum for all the 45 polls. The “below norm” answers share exceeds 90% in all the industries, except the food industry where 69% of such estimates were recorded.


The growing strictness of the demand limitations brings to the further reduction of production. In February, the balance of the production changes reduced by 7 more points, having come to �46%. The absolute minimum of this factor was registered in June 1994 (�58%). The most intensive decreases of production were recorded in the light (�59%), polygraphic (�56%) industries, and in mechanical engineering (�51%). In the State sector the balance equals �43%; for the private entities is makes �36%.


The estimates of the own production volumes have reached the lowest level for all the polls (�88%). In the petrochemistry, mechanical engineering, and light industry the balances make �94% (the minimum of the month). Better estimates have been recorded in the wood-working (�58% after the �85%) and the food (�70% after the �80%) industries.


The wholesale prices grew in February a little faster than in January. Greater prices growth rates were noted in the petrochemical, construction, and food industries. The negative balance (i.e., not slower growth rates but an absolute decrease of the prices) were recorded in the timber and wood-working industries (�18%). Entities of the latter industry informed, in these last months, on the largest decrease of demand and the highest surpluses of the finished products. Since November 1995, the prices growth in the State sector is more intense than among the private entities.


In February, the growth of the surpluses of the finished products stopped. The balance of the estimates (above-below normal) reduced by 3 points. The decrease has been recorded in all the industries, except the wood-working (+53% after the +43%), and construction materials (+46% after the +38%) industries. The absence of the excessive stocks (zero balance) was reported by the food industry entities. Since December 1994, the estimates of the stocks of the privatized entities are stably worse than those in the State sector. In February, the difference made 36 points.





ACTUAL CHANGES OF WHOLESALE PRICES BY FORMS OF PROPERTY


(BALANCE = GROWTH - REDUCTION)
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The forecasts of the production changes continue worsening. In February, the balance grew by 3 more points and became positive. For the third time since March 1992, the expectations of the production growth overcame the expectations of its reduction. Nevertheless, entities have not even once managed to implement the forecasts of the production growth. Since October 1995, the difference between the actual and forecast production changes grew from 12 to 48 points. Before, this factor reached 32 points (June 1994). Positive balances were registered in the food (+36%), wood-working (+11%), petrochemical (+3%), and construction industries (+5%). The greatest production recession is expected for the light industry entities (�17%).


The inflational expectations of this February turned out the minimal since the polling of the enterprises began in March 1992. The former minimum registered in June 1994 was exceeded by 11 points. The minimal prices growth is forecast by the wood-working industry entities (+9%). Such low pricing expectations have never been recorded in any industry before. The greatest prices growth is possible in the construction industry (+53%). The forecasts of the mechanical engineering entities reduced, during February, from +58% down to +49%. The difference between the pricing expectations of the State-owned and private entities makes today 4 points.


The demand change forecasts have become positive. For the second time since April 1995 (when such forecasts began being recorded) the number of the entities expecting a higher demand exceeded the number of the ones expecting a decrease. The negative balances remain in the wood-working (�19%) and light (�9%) industries. The food industry forecasts the most intensive growth of demand (+26%). For the mechanical engineering enterprises the forecasts equal +7%.


S. Tsukhlo, R. Gershman
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Restructuration of Property and Control in Industry





�
(	Main trends in distribution of property





(	Structure of joint-stock capital in industry





(	Desire of “closeness” and contro





The implementation of the massive privatization has given birth to the secondary redistribution of the property. This process has both the market and non-market forms, and the latter ones prevail. The market forms include the sale of the State-owned blocks of shares of stock at money sales; the hidden-market forms include the sales of the block of shares of stock proposed by their institutional owners. The blocks are purchased, the most often, by the entities themselves, or by groups of persons from the management. If outside purchasers are available, the management is ready to get to a multiple increase of prices. But the most active is the redistribution in the non-market forms which is stimulated by the offer from the members of the labor collectives. At many entities the “initiative groups” purchasing shares of stock from the employed persons, retired persons, and third parties are formed.


The trend of transfer of the main share of the property to the labor collectives has become dominant. One more significant trend is the redistribution of the shares of stock within the collectives. Already in the middle of 1995, cases were frequent when groups of 10-20 persons owning up to 50-60% of the shares of stock formed at enterprises. These are, mainly, the principal manager and his or her team. The manager has, usually, up to 10-12%. Nevertheless, entities exist where the property on the shares of stock stays “vague”. In addition to the purchase, the mechanisms of transfer of the shares of stock, in and outside the collective, for the trust management to the administration, mainly the director, are usual. At the same time, certain entities transfer shares of property to outside owners, among which are private Russian business people, foreign investors, other industrial enterprises, banks.


The quantitative estimates of the stock capital structures in 299 privatized entities from the sampling of the Institute for the Economy of the Transfer Period, received in the framework of the Entities situation and behavior monitoring project by the Ministry for Economy are shown in Table 8. The leaders are the labor collectives: they hold, in average, more than half of the shares of stock. As for the outside owners, blocks of the 10% level belong to administration bodies, former employees, and new private business people. The shares of the other outside owners are small. At the same time, at more than 9% of the entities, more than half of the statutory capitals are in the hands of such outside owners who have their own interests in the management.


The privatization processes and the first steps of the property redistribution show that the managements of industrial enterprises succeed in controlling them and take active parts in them, by implementing the course toward closed capital, and stricter own control. But here other factors surge, such as the needs in investments, policies of outside owners and potential investors.





�
Table 8


Structures of joint stock capitals by groups of owners


(% of the number of answers)


Types of owners�
none�
10�
> 10


(25�
> 25


(50�
> 50


(75�
> 75


(100�
Average share of shares of stock�
�
Federal and local power bodies�
64.9�
7.7�
15.4�
7.7�
4.0�
0.3�
9.5�
�
Labor collective (management included)�
0.0�
5.4�
11.4�
34.8�
21.7�
26.8�
52.3�
�
Former workers and employees�
19.7�
50.5�
22.4�
4.7�
1.3�
1.3�
11.0�
�
Private Russian firms�
56.2�
18.4�
10.0�
12.0�
3.0�
0.3�
10.1�
�
Industrial enterprises�
76.6�
9.0�
7.7�
4.7�
1.3�
0.7�
5.4�
�
Private persons�
58.5�
32.4�
5.4�
2.0�
0.7�
1.0�
5.0�
�
Industrial associations, holdings, etc.�
84.9�
5.0�
6.4�
3.0�
0.7�
0.0�
3.1�
�
Foreign firms�
93.0�
2.3�
2.0�
1.3�
1.0�
0.3�
2.0�
�
Banks�
88.6�
6.4�
4.0�
0.7�
0.3�
0.0�
1.6�
�









�
The role of the stockholders in the management is very limited; any influence is possible only when owning a consolidated parcel of shares of stock. In the labor collective, the “directors’’ teams” remain the gravitation centers. But such teams are both free from the interests of the labor collectives, who are, first of all, salaried workers, not stockholders. The predominance of the interior owners is also supported by that the blocks of shares of stock belonging to the former workers and employees, and, very often, administrations and industrial structures are usually controlled by the management of an enterprise. Hence, up to three fourths of the shares of stock are used by the management in the interests of the insiders.


Very often, the distribution of the places in the boards of directors differs from the structure of the joint stock capital. The managers change the balance of forces for the benefit of “their” stockholders. And if the members of the board of directors are mainly representatives of the outside owners, which formally gives them the right of control, this is, as a rule, a result of a coalition with them of the management, of a partial equality of their interests, though instability of such coalitions and squeezing out of one partner by the other are not excluded.


T. Dolgopiatova
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Agro-Industrial Complex: Formation of Normative Basis in February





�
This February was marked by the active formation of the normative basis of the agro-industrial complex.


First of all, the Governmental Program for the AIC stabilization till 2000 was promulgated. The Government has discussed this Program for a long time; the issue was the difference between the Ministry for Economy which wants to implement in this or that degree the reform of the sector without contradicting the program of the economic reform for 1995-1997, and the Ministry for agricultural production which defends the formed system and sees the solution of the problems in, mainly, higher budget expenses on the AIC. As a result, a document full of compromise was approved, giving no clear picture of either the outlooks of the sector, or of the real Governmental program in this sphere. Most likely, the new Program will not have any real influence on the agro-industrial complex, just as all the earlier ones.


In 1995, the State Duma promulgated the Law "On the State Regulation of the Agro-Industrial Complex". The Law is obviously unsound. For the one hand, it has no clear object and just copies in the most abstract form (without indicating specific budget sums, norms, etc.) the main mechanisms of the State regulation of the prices and incomes in the State sectors of the OECD countries, sometimes badly interpreted (e.g., the mechanism of the minimal guaranteed prices). For the other hand, it has the norms capable to increase significantly the degree of protectionism of the AIC at the expense of both the federal budget and the population. The Russian President had vetoed this Law; last month the State Duma made an unsucessfull attempt to overcome it. We believe that even if this Law is promulgated, its putting into life will stay beyond the possibilities of the national budget, and it will stay void, just as the notorious Law "On Grain".


In the same February, the main "seasonal" resolution of the Government on the AIC ("On the Measures for Stabilization of the Economic Situation in the AIC in the RF in 1996", # 135 of 7 February 1996), traditionally made every year and introducing the real mechanism of regulation of the agriculture and relative industries. The similar resolution of 1995 was made only in March when sowing began in the southern regions of Russia. A normal functioning of such a seasonal activity as the agriculture is, the State regulation measures need to be taken 3 to 4 months before the production cycle begins. Such attempt was made in 1995, but turned out a failure.


In 1996, one of the main mechanisms for the centralized seasonal credit to the agriculture remains the so-called commodities credit. It should be noted that this credit, introduced for the first time in 1995, plays the role of the budget support to the AIC in excess of the expenditures on the agriculture fixed by the Budget. The commodities credit to the agriculture exists at the cost of the tax privileges to the entities supplying to the rural economy the production means for the seasonal field jobs. The agricultural producers are bound to return these taxes to the budget after cropping. Hence, this is an actually interest-less seasonal crediting to the rural economy due to the delay of the tax payments to the budget. The last year this crediting amounted to Rb.7 trln. The February resolution # 153 extends Rb.4 trln. of these debts up to the end of 1997.


While the last year the credit was supported only for the fuel and lubricants, this year it extends on the fuel oil for sugar  factories, the combined feed for the poultry factories, and the feed fish for animal farms. As usual, the specific sums of the tax privileges for the relevant suppliers are not fixed and this makes it difficult to plan the budget incomes.


In 1995, the specific mechanism of the commodities credit resulted in the grown prices of the fuel and lubricants supplied under the commodities credit, if compared with the free prices; in the other words, the credit was not interest-less for the rural economy, but the interests on the credit were received not by the budget (which would have been natural) but by the petroleum products sellers participating in the program. Judging by the Resolution # 135, the situation will remain the same in 1996, as well; hence, one should expect higher prices on the fuel and lubricants, combined fees, fuel oil, and feed fish supplied under the credit.


The mechanism of compensation of the 30% of the farmers' expenses on purchase of the mineral fertilizers and plants protection means stays effective. Rb.2.8 trln. have been allotted for these purposes. The experience has shown that about a half of the money reserved by the budget for such compensations is paid annually. The problem is that, at the beginning of the spring agricultural works, the rural producers do not have the money to purchase fertilizers. Lots of managers are ready to buy them without any compensation, but they want to pay for them after cropping. This means, that this sphere needs a commodities credit under the State guarantees to the commercial structures which could finance the supplies of the mineral fertilizers to the rural economy. No time has left to develop and implement this mechanism; hence, this year this measure will also be of a low efficiency.


The above Resolution puts the mineral fertilizers in the 1st privileged tariff class meaning lower transport tariffs for them. To cover these privileges, the tariffs for the 3rd class cargos have been increased by 1.4%. The 50% privileges on the electric power and heat for production of the mineral fertilizers have been introduced, also due to the redistribution of the expenditures on other consumers. The VAT on the mineral fertilizers has been reduced down to the privileged 10%. These measures are, as well, grants to the rural economy paid by the other sectors (and, at the final stage, by people), but not clearly defined by the budget. Besides, the EU having encountered the mass cheap import of the Russian fertilizers, has gotten reasons to introduce the anti-dumping measures because the domestic grants reduce, potentially, the export prices.


The other measures supporting the rural economy stay the same since 1995. The Government was proposed to amend the mechanism of the "leasing" , i.e., of the State distribution of the agricultural machinery. But, as the year has already begun, and the due mechanism has not been yet developed even during the six months of the effectiveness of the Resolution # 135, no significant changes can be expected in the nearest future.


The 1996's volumes of purchase into the Federal Fund have been even reduced, compared with those of 1995 (by percentage). But, on the background of the actually growing volumes of the regional purchases (in certain regions they have formed the mechanism for s comprehensive regulation of prices in the AIC) such decrease is not very significant. The above Resolution has reflected the idea of the competitive distribution of the State order for purchase in the federal food funds. For the commercial organizations implementing the State order purchases, these purchases have become a means of access to cheap State credits. Today these organizations are fixed thus receiving a poorly validated advantage in the market. The above results in numerous economic breaches, non goal-oriented uses of the credits (the numerous "bread cases" result from here), the chronic non-repayments. At a competitive distribution of the budget loans for the supplies to the Federal food funds, lots of the negative peculiarities of the today's system could have been overcame. But the Resolution # 135 only declares the competitive character without offering any mechanisms. As the products contracts making has already begun, it seems that in the current season no tenders will be possible.


Ye. Serova
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Small-Scale Privatization in 1995





�
In 1995, Russia continued privatizing the commerce, public catering, and service projects. As of the beginning of 1996, 84.3% of the entities have become private, of them 84.4% in the commerce, 83% in the public catering, and 84.8% in the service fields. The entities of these fields dominated in the structure of all the privatized entities, just as in 1994.


The higher importance of the small-scale privatization for the privatization process in whole was reflected by the higher growth, in 1995, of the share of the privatized projects in relation to their aggregate number compared with the preceding twelve months.


This was due, mainly, to the commerce projects, while the public catering and service saw, in 1995, a lesser growth of the specific share of the privatized entities than in 1994 (see Table 9).


�
Table 9


Annual growth of specific share of privatized entities


(in percentage points)


�
Total�
Commerce�
Public catering�
Service�
�
1992�
36.8�
36.1�
32.1�
40.8�
�
1993�
31.8�
32.6�
31.9�
29.8�
�
1994�
6.7�
3.0�
14.3�
10.0�
�
1995�
9.1�
12.7�
4.7�
4.2�
�
According to data by the RF GKI





�
During all the months of 1995 (except August), the monthly sale price of the entities under privatization was lower than in the relevant months of 1994.


The dynamic of the ratio of the sale price of all the entities under privatization (from the moment of its beginning) to the initial one shows the significant loss of interest of the investors taking part in the privatization to the commerce and service entities; this is due to the availability of more profitable fields of application of capitals and to the new status of most of the most attractive projects in these fields.


The prevailing methods are, just as before, the purchase of the previously rented property and the tenders. Every one of these methods has supported the privatization of over 40% of the entities since the moment the privatization began, while the public sales and transfer to shares of stock supported the transfer of property at 15 to 20% of the entities. Just as at the end of 1994, the labor collectives were owners of about 2/3 of all the privatized projects.


It seems evident that, in future, the significance of the small-scale privatization will reduce because the main mass of the projects has already been privatized. A greater role is beginning to be played by not the privatized entities having earlier been in the State-owned sector (resulting from the "top-down" privatization) but by the newly surging private entities (resulting from the "bottom-up" privatization).


Nevertheless, in the situation when the general rates of privatization are slowing down, when the issues of the Federal property on the large- and medium-scale entities have not been solved, yet, the privatization of the commerce and service projects yet remaining in the State ownership may be considered a so-called "reserve" of the process, first of all, from the viewpoint of replenishing the local and municipal budgets.


As for the already privatized commerce and service projects, the greatest problem remains the one of the ownership of the real estate (premises and rooms) transferred before for lease with the right of further redemption. Despite the availability of the documents on the order of sale of the leased non-residential projects, no practical progress in this sphere is seen.


G. Malginov


�
Income of Natural Persons





�
The beginning of 1996 was characterized by the traditional for any January reduction of the average per capita money income and of the real average monthly wages and salaries. In January 1996, compared with December 1995, the average per capita income reduced by 22%; the actual wages and salaries reduced by 15%. This trend confirms the stabilization of the structure of the money incomes of people by sources of incomes: the share of the wages and salaries plus social transfers having reached, to the end of 1995, 58% of the aggregate sum of incomes, has somehow grown; it seems that in the first quarter of 1996 it will stabilize at the level of 60 to 65% of the aggregate sum of income. Hence, the structure of the incomes to form in 1996 will be similar to that of 1994.


As of January 1996 (compared with the last quarter of 1995), the indexes of differentiation of the incomes of natural persons saw only insignificant changes. The differentiation of the incomes reduced, in comparison with that of January 1995, due to a certain growth of the share of the wages and salaries and social transfers, and lower differentiation of the salaries, wages, and pensions. A significant factor favoring a certain decrease of the incomes differentiation was the newly introduced mechanism of indexation of the pensions in which the sized of the compensational increases are independent of the sums of the basic pensions. The further growth of differentiation in the labor payment has slowed down, as well.


In January 1996 (just as in January 1995) the monetary expenditures of the population exceeded the current incomes (by approximately 3.5%). The reason for this was the significant volume of the payments the population received in December 1995. Besides, the volume of the December incomes includes, traditionally, the interests on the demand deposits which may be actually spent only in January (the relevant sum made about Rb.2.2 trln., or 2.3% of all the incomes, in December 1995). The excess of the incomes over expenditures resulted in lower balance of money in the hands of the population (the sum amounts to about Rb.3.9 trln.).


In the nearest months a certain  growth of the real incomes relative to the January level may be expected. At the same time, the real incomes of March will, the most probably, be lower than those of December 1995 by 12 to 15%. In February and March the indexes characterizing the differentiation of the incomes shall remain at the level of January 1996; at the same time, a certain decrease of the wages, salaries, and pensions differentiation may be expected, together with the continuing growth of differentiation in the distribution of the other incomes.


If the sharp decrease of the interest rates on the deposits of natural persons continues, a certain drop of the limit inclination for savings may occur. It seems, that the share of the population's expenditures on purchase of foreign currencies will not change significantly in the nearest two months, if compared with the level of the last quarter of 1995, and will not exceed 16 to 17%. But its growth may be expected, as well, for May and June due to the growing exchange rate risk resulting from the coming Presidential elections.


I. Kolosnytsin


�
Incomplete Employment Gives No Reasons for Anxiety





�
The 1995's incomplete employment determined by the numbers of the two categories of employed persons, namely, part-time employed and those at forced vacations at the management initiative, was quite adequate to the socio-economic situation forming in Russia


The maximal level was recorded in January 1995 (5,043,000 persons, or 9.9% of the average number of employed); this may be explained by the traditional seasonal recession of the month and by the limited alternate possibilities in the labor market in most Russian territories.


The lowest number of the partially employed persons was recorded from June to October, i.e., in the period when the demand on the seasonal services rendered by registered entrepreneurs, natural persons engaged in entrepreneurial activities without forming legal entities, and persons working in the non-taxable sector of the economy grows. Besides, these months require the greatest labor expenditures of the personal auxiliary economies. The above factors reduce the pressure on the employers who are unable to ensure for their workers and employees the incomes the incomes comparable to the alternative ones at the main workplaces. All this has resulted in that in the last July 3,436000, in August 3,473,000, in September 3,693,000, and in October 3,693,000 persons (6.8%, 6.9%, 7.3%, and 6.8%, respectively) of the average scheduled number of employed were part-timer employed.


To the end of the last year, the number of the part-time employed persons began growing. In November 1995, the number of the part-time employed persons reached 4,069,000 persons, or 8.2% of the  average scheduled number of employed. If no external influences are effective, this level of the incomplete employment will not decrease before the Spring-Summer season begins (in February 1995, the incomplete employment reduced by 1.9 points, in March 1995 it increased by 1.1 points, in April 1995 it decreased by 1.6 points, and in May 1995 it increased by 1.2 points, etc.).


As of in 1996, in addition to the seasonal factors, the outlooks of the incomplete employment phenomenon will also be determined by the economic doctrine the administration structures are based on.


In the event the Russian Federation Communist Party puts into life the clauses fixed by its Program, the incomplete employment will be liquidated in the nearest 2 to 3 years; this will be based on the measures envisioning the nationalization of the largest-scale enterprises and their further support from the Federal Budget (this will concern, firstly, the safeguard of the number of workplaces due to the payment of the wages and salaries notwithstanding the actual demand on the products, and, secondly, the limitation of the employment possibilities by the non State-owned sector).


In the event the economy course is just amended, the scale of the incomplete employment will be determined by the general economic situation: i.e., the actual stabilization envisioned by the forecasts of the Russian Government, the presence or absence of the protectionism policy relative to the stagnating industries (first of all, the light industry and the mechanical engineering where the 1995's November's levels of the incomplete employment made 50.2% and 16.5% of the average scheduled number of employed, respectively, with the shares of these industries in the total number of the incompletely employed amounting to 44.4% and 12.1%, respectively), and the fixation of certain employed persons at the workplaces they were employed during the incomplete employment period.


At a normal development of Russia, the average monthly number of the incompletely employed people may amount to 3.5 to 3.8 mn in 1996; this will be by 0.3 to 0.6 mn people less than in 1995.


S. Smirnov


�
Science Sphere: Financial Crisis at the Beginning of 1996





�
The beginning of the new year was marked by a more critical situation in the sphere of studies and developments: this was due to the suspension of the Budget financing of the scientific research. The hard financial situation in the science is notorious; it has been seen for many years. At the same time, the State financing in the total expenses on the science amounts to more than 90%. But the first problems with the debts to the Budget (they usually grow to the middle of a year) surged already in January 1996. 


Last December neither the Russian Academy for Sciences nor the Russian Ministry for science and technological policy, nor the State Committee for higher education received any financing. The small amount allotted from the Budget in January were spent, first of all, to finance the Federal Space Program and the works of the Russian Academy for Sciences (in January, the RAS received 30% of the sum promised). The salaries were paid, mainly, from the out-budget sources (as a rule, these were based on the grants and contracts with foreign partners). Lots of institutions gave unlimited vacations to their employees. On 1 February 1996 the Nauka ("Science") publishing house stopped publishing over 150 scientific and scientific vulgarization editions.


It seems that nothing special should be expected from the partial compensation of the expenditures on the studies and developments from other sources. Domestic scientific funds are Budget-financed; hence, their situations are complicated, too. The programs of lots of foreign funds (IREX, ASRLT) are today either decreasing their volumes or have already terminated (Program of Long-Term Grants of the International Scientific Fund). The new widely promoted programs for support of joint scientific research, e.g., COPERNICUS of the EU, or the US Civil Research and Development Fund (CRDF) do not promise any financing in the nearest future. As of today, the assessment of the projects submitted to the Funds will see an active participation of the Russian Party which will use the structures of the Russian Fund for Fundamental Studies under the Russian Ministry for science and technological policy. The above will complicate the procedure of submittal of the competition applications. The greater share of the Russian participation may be explained by the desire to avoid the "brains and information export" (these may be State secrets). Nevertheless, while the Russian Laws on intellectual property are yet poorly developed, the awkward procedures of "control and undersigning" of the projects will result, first of all, in longer terms of competitions. As for the development of the relevant laws, the process is much more complex due to the difficulties in agreeing the interests of different departments.


One should expect a further vague of "shrinkage" of the R&D sphere. The RAS has already had a series of discussions concerning the issue of "perfectioning of scientific institutions". This may result, as sad forecasts say, in a growth of the Russian "scientific" diaspora abroad and in a new growth of the interest in the "brain-drain" problem.


I. Dezhina


�



External Economic Activities





�
At the beginning of 1996, the world market saw the prices growth for almost any main Russian export goods. But inside Russia, the negative trends remain effective, lowering down the efficiency of the export transactions. As of today, only the exports of the natural gas, crude oil, timber, and sawn wood remain efficient. The 1996 may see, yet, the efficiency of the export of the natural gas, crude oil, nickel, and sawn timber. The export of the petrochemistry products, ferrous and non-ferrous metallurgy products, chemicals, etc., is becoming unprofitable. The only motivation for the export of such products are the interior non-payments.


The industrial structure of the Russian export remains based on the supplies of the fuel and power media, metals, and chemicals. A low share still belongs to the machines and equipment (see Diagram below).


It seems that, in 1996, the priority in the regulation of the external economic activities will be the defense and support for the national producer. For the export, this will be reflected by the tariffs liberalization and a more active role of the State in the support of the export of the finished products. The resolution of the Russian Government # 53 of 20 January 1996 "On the Additional Support of the Russian Export of Goods and Services" determines the main directions of the State financial support for the export of the goods and services produced by Russian entities. One of such directions consists in the State guarantees under the credit resources involved to replenish the circulating assets of the export-oriented entities.


In accordance with the conditions of the EEF Credit of the International Monetary Fund to Russia the export duties on gas and crude oil are supposed to be abolished from 15 March and 1 June, respectively.


As for the import, higher duties and quantitative limitations are expected for certain goods. Thus, the alcoholic beverages will be imported under licenses within the limits of the quotas to be fixed by the Russian Ministry of economy and sold at a tender basis. The final transfer to the new system of import is supposed for 1 June, but, already on 1 April, the excise stamps will be stopped to be given without import licenses. If unstamped products are revealed, penalties up to 5,000 minimal guaranteed wages are envisioned; moreover, the State Committee for Customs will be entitled to seize the products and submit claims to the Procurator's office.





�
�





�
On 6 February, the Governmental Commission for protective measures in foreign trade made the decision on the reasonability of the limiting quotas for import of the textile goods from the EU countries. In the event the relevant Governmental Resolution is promulgated, these quotas will take force 3 months later, in accordance with the Law on the State Regulation of the Foreign Economic Activities. The cost volume of the quota for the textile goods import from the EU may amount to US$250 mn.


In 1995, the debt of the CIS countries to Russian exporters for the supplies of the power media continued growing, while the problems of the non-payments were not solved, yet. This was one of the main reasons for the sharp drop of the export of the resources; in particular, the crude oil supplies controlled by Roscontract reduced in 1995 almost 7�fold, compared with 1994. The total debt of the CIS countries to this organization made, as of 1 January 1996, US$376,736,000; the greatest debts are those of Ukraine (US$176,860,000) and Kazakhstan (US$136,330,000).


In whole, in January 1996, the Russian export amounted to US$6,752,000 and the Russian import amounted to US$10,635,000, within the framework of the agreements on the products supplies. Hence, the negative balance has formed characteristic for the whole balance of the Russian Federation and the CIS countries in the last six months of 1995. This trend seems to stay effective for the beginning of this year, too. The beginning of the year is, already traditionally, characterized by the extremely low discipline of the mutual supplies: for example, in the first ten days of February the plan of the mutual supplies was accomplished in only 2%.


S. Prikhodko


�
Main Normative Acts in Economy Promulgated in February 1996





�
Among the legislative acts, the Federal Law "On Amendments and Supplements to the RSFSR Law 'On Banks and Banking Activity in the RSFSR'" signed by the Russian President on 3 February, the Federal Law # 18�FZ of 20 February "On the Amendment to Part 1 of the Russian Federation Civil Code" concerning para. 1 of Article 64 on satisfaction of claims at liquidation of banks or other crediting institutions, and the Federal Law # 19�FZ of 23 February "On Russia Joining to the European Council" should be noted.


On 1 February, the President signed the Decree # 134 "On Certain Additional Measures to Support the Timely Payment of Wages and Salaries to Persons Employed in the Budget Sphere". Among the Presidential Decrees, the Decree # 161 of 7 February "On Stricter State Control of the Turnover of Alcohol and Tobacco", # 168 of 9 February "On the Measures for Further Perfectioning of the Coal Industry Structure", # 199 of 14 February "On certain Measures to Implement the Decisions on Recourses Against Property of Organizations" with the relevant temporary rules, # 228 of 21 February "On the Control of the Export from the Russian Federation of the Double Purpose Materials and Equipment and the Relevant Technologies Used for Nuclear Purposes Whose Export Is under Control" deserve attention. On 13 February the RF President signed the Instruction # 66�rp "On the Priority Measures Relative to the Russian Federation Joining to the European Council". On 22 February the RF President and Mr. Michel Camdessus, the Manager of the International Monetary Fund, made the joint declaration which opens the way for Russia to the 3�year US$10.2 bn IMF credit.


In February, the Government passes certain resolutions and instructions; the most interesting among them are the # 79 "On Offset of Debts from Taxes and Other Payments to the Federal Budget When Financing the Expenditures from the Federal Budget", # 80 "On Perfectioning the Informational Support of Potential Investors" of 2 February, # 113 "On Settlement of the Debt of the Former USSR to the Foreign Commercial Banks united in the London Club of Creditors" # 135 "On the Measures to Stabilize the Economic Situation of the Agro-Industrial Complex of the Russian Federation in 1996" of 7 February, # 120 "On Approval of the Instruction on the Order of Transfer of the Information on the Coordinates of Geodesic Posts and Geographical Objects in the Territory of the Russian Federation to Foreign States and International Organizations", # 123 "On the Federal Program for Export Development" # 131 "On the Measures to Ensure the Stable Operation of the Strong Alcoholic Beverages Production" of 8 February, # 139 "On the State Support of the Restructuration and Development of the Enterprises of the KamAZ Joint Stock Company", # 140 "On the Measures to Limit the Growth of the Prices (Tariffs) on the Products (Services) of Natural Monopolies" of 12 February, # 165 "On the State Support of the Farmers' Insurance Companies" of 21 February.


Among the Governmental Resolutions, the Resolution # 132�r of 2 February, supporting the interests of the domestic goods manufacturers, the stabilization of the industrial complex, and the national economic security should be noted. On 15 February, the Russian Government approved the draft program of stabilization and development of the agro-industrial complex for 1996-2000.


Among the acts of departmental character, the letters of the Russian Fiscal Service # PV�6�01/62 of 1 February "On the Russian Federation President's Decrees of 17 September 1995, # 1928 'On the Private Investments in the Russian Federation' and of 20 January 1996, # 70 'On the Amendments and Supplements to the  Russian Federation President's Decree of 17 September 1995, # 1928 'On the Private Investments in the Russian Federation'" # NP�6�02/77 "On the Order of Enforcement of the Russian Federation Federal Law of 29 December 1995, # 222�FZ 'On the Simplified System of Taxation, Accountancy and Reporting for the Small-Scale Enterprise Subjects'",  of 8 February, # VZ�6�03/79 "On the Methodologic Recommendations for Formation and Use of the Free Prices and Tariffs on Products, Goods, and Services", the Order of the RF Central Bank of 2 February # 02�29 "On the Approval of the Temporary Regulations on the Operation of Non-Residents in the Russian Domestic Market of Russian State Securities" (together with the Temporary Regulations of the Russian Federation Central Bank of 2 February, # 236), and the Instruction of the RF State Committee for Customs # 01�14/142 "On Release from Payment of Custom Duties and Value-Added Tax" of 13 February should be mentioned.


I. Mukhametshin
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