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�Political Outlook: Expecting Political Crisis



�The first month and a half of 1997 showed a complex of factors which have had a contradictory impact on perspectives of development of economic and political situation in Russia.

On the one hand, there are a range of positive trends which, if certain development of the situation happened, might become first signs of overcoming the post- communist crisis. It is, first of all, production volume growth marked in January 1997, comparing with  the same period of the previous year, as well as a fast rise of securities market on the background of decrease of GKO profitability rates and, accordingly, of the refinancing rate. On the other hand,  a range of negative trends, which were especially acute in 1996, continued this year: fall of tax collection, budgetary crisis and, on this background, the intensification of general social and political crisis in this country.

The President’s illness and persistent rumors of his forthcoming resignation in one way or another have had a negative though not fatal impact on the process of economic activity. The spasmodic development of the corporate securities market testified, to a certain extent, to slackening of dependence of economic agents’ behavior on correlation of forces on the top of the power pyramid. However, one should take into account both a small scope of the market and foreign’ capital’s domination at it. In other words, thus far,  in this sector of national economy risks are minimized by the character of  capital coming to it. It somewhat decreases the dependence of the market on political negative events.

Meanwhile, B.Eltzin’s new illness at a much higher degree affect the situation in the government. In the conditions of political uncertainty, the latter proved to be incapable of making radical decisions. The cabinet’s  ineffective activity in the conditions of the acute budgetary crisis is currently rather obvious to everyone. Perspective of governmental crisis and substitution of the  “government of coalition” by a “team” one is considered more  intensively over the last two months. The President’s sharp critics of the Cabinet makes these changes practically inevitable in march.

The  character of the changes is another  matter. The fact of inevitable substitution of  the coalition government by a team one does not give, by itself, a clear answer to the question about that team’s character and political landmarks. With all the importance of the President, it is Chairman of the government who plays crucial part in forming this country’s economic policy, and the Premier has not been chosen yet ( as of late February).

The perspective of governmental crisis became the factor encouraging strengthening of the alliance between the cabinet and the communist majority in both Chambers of the Federal Assembly. It was showed at its best in the fact of support to the government draft of the Federal Budget, against which the majority of democrats voted. The government needs this support to establish grounds for its stabilizing role: the government authorities mean that cardinal reforms in the executive power should be accompanied by a necessity of  breaking a fragile political equilibrium in Moscow. As per the communist majority, the current government is suitable to them because its passivity assists to a rise of leftist and nationalist forces’ attractiveness. Besides, forming of a leftist government in the conditions of the severe crisis should not at all allow to increase the CPRF’s electoral chances if early elections happened.

With the general passivity of the executive power, one may observe its heads’ aspiration to resolution of their current problems through partial personal shifts. It is the appointment of the Interior Minister as Vice Premier and making him  pointman in the fight against economic crime and, particularly, tax arrears, which was the most notable occurrence in a range of such events. Such a decision may be interpreted in two ways. On the one hand, it means the comprehension and recognition of the fact that the tax crisis currently is not a purely economic phenomenon, but mostly political one, since it is partially tied to general degradation of the whole taxation system and, partially, to organizing of powerful pressure groups whose prosperity is established on the system of mutual reckoning. On the other hand, economic views of Mr. Kulikov based on etatisme and  hostility to the concept of “commercial secret” raise natural concern from the part of both businessmen and experts.

The clear intensification of a role of NATO issues in the domestic political discussions happened over the last few weeks. Being initially a pure political matter, in the course of time, this factor may become one of the most crucial ones while forming  this country’s economic course. The consensus already mobilized around the rejection of NATO enlargement ( organization of the “anti- NATO” group in the Duma  which includes representatives of all the groups, Chubais’s rapport with G. Zuganov and V. Zhirinovsky on this issue) may transform this country’s political course in a dangerous way.  It may introduce clear elements of hysteria in it, which, in its turn,  could sharply narrow a possibility of economic maneuver in the situation  the latter is vitally necessary for a continuation of post- communist reforms.

It is most likely  that the forthcoming presentation of the President’s address scheduled for 6 March  should become a criterion for identification of perspectives of Russia’s economic and political development for the forthcoming 2- 3 years. In terms of intensity of post- stabilization problems ( first of all, of the problem of budgetary crisis) and a character of electoral cycle, it is the current moment which is the most favorable one for intensification of the process of reforms and for a start of economic growth. The crucial task in this respect is a serious reform of the budgetary sector, primarily of social sphere and in the army. Should one refuse to start resolving these problems in 1997, the budgetary crisis would gain much more stable character resulting in early elections. It would be inevitable that in such a case results of elections would be in favor of radical opposition.

However, to start  the above- mentioned reforms, radical reshuffles within the institutions of executive power are required.  It is most likely that one may judge a character  of such reshuffles in the nearest future.

V. Mau

�Budget Execution.



�According to the preliminary data on the execution of federal budget in January 1997  tax revenue reduced by 4,5% GDP. The reason is a usual decrease of economic activity at the beginning of the year. With respect to previous year this drop was compensated by an increase of non-tax revenue.

�Table 1. Execution of the federal budget of Russia through (% of GDP)���1995 �1.02.96�I semester�I half�III semester�1996�1.02.97*��Revenue���������Profit tax�2,47�0,94�1,11�1,34�1,32�1,44�0,76��Personal income tax�0,2�0,19�0,21�0,22�0,23�0,23���VAT, special tax and excises�5,81�4,6�4,64�4,71�5,57�6,74�3,83��Taxes on foreign trade�1,46�0,92�1,33�1,29�1,10�1,01�0,65��Other raxes, dues and payments�0,34�0,13�0,15�0,17�0,20�0,28�0,17��Overall taxes and payments�10,28�6,78�7,44�7,73�8,42�9,70�5,41��Non-tax revenue�3,4�1,11�1,69�2,23�2,68�2,80�1,81��Overall revenue�13,68�7,89�9,86�10,79�11,1�12,50�7,39��Expenditure���������Public administration�0,27�0,09�0,33�0,33�0,26�0,24�0,18��International activity�1,3�0,68�0,62�0,68�0,88�1,18�0,77��National defense�4,03�2,39�3,6�4,03�4,0�4,10�2,20��Fundamental research�0,29�0,04�0,26�0,28�0,28�0,29�0,07��Services to the national economy�2,18�1,19�1,46�1,61�1,51�1,84�0,81��Social expenditure�1,12�0,52�1,19�1,51�1,25�1,22�0,89��Public debt attendance�1,5�1,5�1,54�2,09�1,93�1,51�1,63��Aid to other levels of public administration�1,76�0,2�1,66�1,45�1,55�2,05�0,67��Other expenditure�2,79�0,49�1,38�1,7�1,93�1,94�0,29��Overall expenditure�15,24�7,1�12,04�13,68�13,59�14,37�8,65��Lending minus repayments�1,37�2,26�1,19�1,13�1,23�1,04�0,72��Expenditure and lending  minus repayments�16,61�9,36�13,24�14,81�14,82�15,33�9,37��Memo: GDP (trln. of rbs)�1659,2�166�508�1066�1609�2256�201��* Preliminary data



Table 2. Budget deficit (% GDP).  ���1995�1.02.96�I semester�I half�III semester�1996�1.02.97*��Budget deficit�-2,94�-1,48�-3,37�-4,01�-3,71�-2,83�-1,98��Overall borrowing�2,94�1,48�3,37�4,01�3,71�2,83�1,98��     internal borrowing�1,41�0,57�2,34�2,19�2,34�1,36�1,28��     foreign borrowing�1,53�0,91�1,03�1,82�1,4�1,47�0,7��Chart 1

�



Table 3. Revenue, expenditure and deficit of local budgets (% of GDP)���I�II�III�IV�V�VI�VII�VIII�IX�X�XI�XII��Revenue:�8,9�10,8�11,6�12,5�12,7�12,6�12,7�13,3�13,2�13,2�13,4�14,3��- from other level of public administraion�0,2�1,2�1,7�1,5�1,5�1,4�1,4�1,5�1,5�1,6�1,7�2,1��Expenditure�9,7�11,7�12,7�13,8�14,0�14,1�13,9�14,5�14,2�14,1�14,2�15,0��Deficit�0,7�0,9�1,1�1,3�1,2�1,5�1,2�1,2�1,0�0,9�0,8�0,7���A concurrent drop of federal budget expenditure lead to decline of the deficit of federal budget (see Table 2).

The final figure of the deficit of consolidated budget is 4,17% GDP (see Chart 1). The deficit of local budget has decreased at the end of the year basically thanks to increase of transferts from the federal budget.

Fiscal Policy. Among the main amendments to fiscal laws that have come into the force recently, the following are to be singled out - the Federal law “On Amendments and Supplements to the Federal Law “On the Revenue Tax”, the Federal Law “On Amendments and Supplements to the Federal Law “On the Excises”, the Federal Law “On Amendments and Supplements to the Federal Law “On the Profit Tax”.

These laws introduced following changes in the fiscal system of the RF. 

An indemnity sums paid up in execution of voluntary insurance contract are liable to tax, in case of overrun of volume of indemnity on premiums paid to insurance company, figured considering the refinancing interest rate, during validity of contract. If such an overrun showed up when insured accident occurred there no tax is to be paid. 

Furthermore, a new type of fiscal burden on loans obtained from legal and physical bodies was introduced. A positive overrun of an amount of interest charges, calculated on the basis of two-thirds of the refinancing rate, for rubles loans, or 10% rate, for foreign currencies loans, on a sum of really paid interest charges is the subject of taxation. 

Taxation of interests paid by bank to deposit holders, if the rate of these payments exceeds the refinancing rate of Central Bank for rubles deposits and 15% for foreign currencies deposits, was returned by Parliament. 

According to the laws in question a unification of rates and methods of calculation of excise duties on national and  foreign goods is introduced, and inflexible rates of excises on alcohol depending on its proof are provided.

Companies with handicapped workers lost a part of their privileges. A benefit of such a companies is subject of deduction from taxable base only if directed to financing of expenses, stipulated in charter, relating to social assistance to invalids. 

Augmentation of taxable base by amounts of negative agio and of reduction in case of a positive agio are abolished. 

Since 14 February taxation of benefits gained as a result of holding public assets at the rate of 15% is introduced. 

S. Batkibekov

�Monetary Policy



�In the beginning of 1997 some strengthening of inflationary processes occured (see fig.2). So, in January the consumer price index rose by 2.3%. It corresponds to 31.4% annualised (the CPI increment for December of 1996 was 1.4% only). The intensification of consumer price growth in January, predicted in the previous reviews, was caused by seasonal factors to much extent and, also, due to the increase of some tariffs and services’ prices. In the next months it is not reasonable to wait a keeping of so high CPI level due to the fact that in this period the seasonal price movements will grow weak. In February the pace of price growth goes down and will be about 1.5 – 1.8% per month, or, correspondingly, 19.6 – 23.9% annualised (see tab. 5). The forecasting of further dynamics of weekly inflation in 1997 based on the monetary autoregression modelling�. We consider two main variants of consumer price growth. As the presumptions there are the average paces of increment of M2 in 1997, those was promulgated by the Russian central bank. In the first case it fixed at the level of 1.7%, in the second one – 2.2%. The simulation of values of weekly CPI begins from the middle of February 1997. It means that in February there was the last autoregressive support on the actual CPI of previous week. Then the model bases on the theoretical values of consumer price growth.



�Figure 2.

�

Figure 3.

�

Figure 4.

�



�In accordance with the above model the annual inflation in 1997 amounts to 13.95% (the average value is 1.09% a month) by the first scenario. In the second case it is equal to 15.87% a year, or 1.23% a month. The fig.3 shows that the expected consumer price growth will not exceed 1% a month by the end of 1997.

The Russian Central Bank realised the further decline of the refinancing rate by 6 percentage points on February 10, 1997. The new level is fixed at 42% a year (see fig.4). Thus, the Central Bank moved the refinancing rate close to the maximum yields at the GKO-OFZ market and the rates on interbank loans.

Arkhipov S.A.. Drobyshevsky S.M.

�Financial Markets.



�The market for GKO-OFZ. The government securities market began to demonstrate the tendency of quotations’ growth since the middle of January 1997. Up to February, 20 the average-weighted yield to maturity decreased to 25 – 30% annualised, or 2 – 2,5% a month. (see fig.5).

�Figure 5.

�



�In February 1997, in spite of some decrease of attractiveness of the market, the weekly turnovers on the government securities remained at the previous level of 14 – 17 trillion rubles. It was possible thanks to the persistent activity of non-residents and the support of market from the side of primary dealers.

In February 1997 there were four GKO-OFZ primary auctions. The Russian Ministry of Finance issued six tranches of six-month GKO (№ 22069 – 22074), one tranche of three-month GKO (№ 21072) and the second tranche of one-year GKO (the first one was placed in 1994 and was not attractive). The total volume of issued government securities amounted to 40362 billion rubles with average yield to maturity 31.51% annualised. The revenues from the primary auctions reached 33220 billion rubles in February. The aggregate initial demand (66865 billion rubles) exceeded the total supply of GKO (46 trillion rubles) by 45.4%.

In March – April 1997 there is not worth to expect a further growth of GKO-OFZ prices due to increasing necessity of the Russian Ministry of Finance to attract the money to finance the Federal budget deficit. Moreover, economic agents are not ready to anticipate such low level of GKO-OFZ yields under the present level of inflation (see the previous section) and political risks.

On January 10, 1997 the Federal Law № 13-FZ ‘On amendments and supplements to the Law of the Russian Federation “On the profit tax” was adopted. It ended the uncertainty caused by the plans to tax the revenues at the GKO-OFZ market implied by the project of the Federal budget Law 1997. At present the gross profit from discount on GKO and coupon on OFZ will tax by the common rate of 15%. It is important to note, this Law spreads only on the legal entities - Russian residents, but not on physical persons and foreign investors (non-residents).

The main consequences of this decision are as follows. First, the taxation of discount and coupon revenues from investment into GKO-OFZ contributes to a further decline of yields at the market and, correspondingly, its attractiveness. Second, since foreign investors retain the preferable regime of taxation with warranted minimum of currency yield of 12.5% by the RCB, hence the main tax-payers are the Russian commercial banks, the primary dealers essentially, which are obliged to repurchase the certain share of newly placed tranches. Third, other internal investors, which are not bound, have a possibility to reinvest assets into previous GKO issues or to enlarge the  number of own off-shore companies and to operate as non-residents. Forth, physical persons are able to profit by high yield (with the tax privileges) of new GKO-OFZ issues. It provides the additional inflow to the market. Evidently, in this case one can wait for some reduce of demand for currency from the side of physical persons. Though, it is necessary to note that the possible increase of activity will not effect the dynamics of government securities yields.

Stock market. In January – February 1997 the growth of quotations of most Russian corporations was observed (see fig.6). The average market return (by trades in RTS-1) reached 25% per month up to February, 20. Nevertheless, in the last decade of the month the market index began to decline. This was the result of technical correction of equities’ prices after for a month and a half rise, in the first place. It is expected, in March the price growth will resume, since the decrease of political risks due to B.Yeltsin’s health and the international acknowledgement of the Russian stock market (in particular, the IFC began to calculate the Investment and the Global indices for Russia) makes for an enlargement of foreign investors’ activity.

�Figure 6.

�

Table 4. Stock Market Characteristics for 1.01 – 21.2.1997.��1) Liquidity (the ratio of number of days in which this stock were traded to the total number of days for the period): RAO UES Russia, RAO UES Russia (preferred), Irkutskenergo, LUKoil, LUKoil (preferred), Mosenergo, Norilsk Nickel, Rostelecom, Rostelecom (preferred), Surgutneftegas, Surgutneftegas (preferred)  – 1.�2) The most profitable stocks* (return for the period 1.01 – 21.2.1997): Market index – 91.97%, Izhorskie Zavody – 330.6% (0.54), S. - Petersburg Telephone – 328.7% (0.54), RAO UES Russia (preferred) – 194.3% (1.0), Chelyabenergo – 160.0% (0.60), RAO UES Russia – 158.1% (1.0).��3) The most riskless stocks (coefficient beta): Market risk – 237.26%, Tatneft – 0.243 (0.77), Noyabrskneftegaz (preferred) – 0.368 (0.51), Orengburgneft – 0.402 (0.8), KamAZ – 0.411 (0.74), S. - Petersburg Telephone – 0.475 (0.54).�4) The most underevaluated stocks (coefficient alpha): S. - Petersburg International Tel. – 0.046 (0.54), North West Shipping Company – 0.027 (0.57), Nizhny Tagil Integrated Steel Plant – 0.020 (0.63), Chelyabenergo – 0.019 (0.60), Orengburgneft – 0.015 (0.80).��5) The stocks with the highest unique risk (low R-squared): Nizhny Tagil Integrated Steel Plant – 0.002 (0.63), North West Shipping Company – 0.005 (0.57), S. - Petersburg International Tel. – 0.011 (0.54), Orengburgneft – 0.047 (0.80), Chelyabenergo – 0.051 (0.60).�6) The stocks with the lowest unique risk (high R-squared): RAO UES Russia – 0.633 (1), Norilsk Nikel – 0.574 (1), Mosenergo – 0.574 (1), Surgutneftegaz (preferred) – 0.508 (1), LUKoil – 0.499 (1).��7) Stocks accounted for the most share in the total turnover: RAO UES Russia – 0.128 (1), Surgutneftegaz – 0.109 (1), Mosenergo – 0.102 (1), Gazprom – 0.085 (1), LUKoil – 0.080 (1).��* There are liquidity coefficients in parenthesis



�In the Tab.4 there are the market characteristics of the most interesting shares among the most liquid in January – February 1997.

Interbank credit market. In the beginning of 1997 the interest rates at the interbank loans market have varied in the narrow range of 25 – 30% annualised on all terms credits (see fig.7). Up to the end of February the INSTAR on dominated loans (on terms from 1 to 14 days) practically equalised at the level of 25 – 30% a year. Obviously, now there are the RCB's report and pawn loans rates as a lower boundary and the maximum GKO-OFZ yield as an upper one for the rates at IBC market.

�Figure 7.

�



�The total turnover of interbank credit market was 42.27 trillion rubles in January 1997. The reduction compared to December level caused by lots of holidays in the month, and in February the turnover goes back to 47 – 48 trillion rubles again (see fig.8.).



�Figure 8.

� 



�Foreign exchange market. The official US dollar exchange rate grew up from 5560 to 5629 rubles per dollar in January 1997. This corresponds to 1.24% a month or 15.95% annualised. The MICEX ruble exchange rate rose by 1.37% (from 5554 to 5630 rubles per dollar) and at the interbank currency market – by 1.18% (from 5570 to 5636 rubles per dollar). In February the Russian Central Bank slowed down the pace of ruble depreciation in connection with the reduce of rates of consumer price growth. According to preliminary assessments, the official ruble exchange rate vs. US dollar will not exceed 5677 rubles/$ by the end of the month. Thus, the increment for February is 0.85%, or 10.7% a year. On the MICEX ruble devaluates by 0.8% up to 5675 rubles/$, at the interbank currency market – by 0.78% (up to 5680 rubles/$).

The appreciation of US dollar at the world exchange markets caused the further decrease of the Deutsche mark versus the Russian ruble in January – February 1997. The official exchange rate DM vs. ruble marked up from 3597 to 3441 rubles per DM, or 4.34% (41.3% a year) in January. It is expected, in February ruble appreciate against Deutsche mark by 2.05% (from 3440 to 3370 rubles per DM) as well. On the fig 9. there are showed the dynamics of the official, MICEX and average interbank exchange rate of US dollar for January – February 1997. 

In January 1997 the gross turnover on MICEX by US dollar and Deutsche mark amounted, correspondingly, to 1322 and 173.4 billion rubles. In February 1997, it is expected the significant decrease of the exchange trade turnover to 520 and 85 billion rubles by these currencies. For the whole month the demand for currency exceeded the initial supply no more than 5 – 7%.



�Figure 9.

�

Table 5. Indicators of Financial Markets.��month�October�November�December�January�February*��inflation rate (a month)�1.2%�1.9%�1.4%�2.3%�1.5 – 1.8%��annualised inflation rate by the month’s tendency�15.4%�25.3%�18.6%�31.4%�19.6 – 23.9%��the RCB refinancing rate�60%�60%�48%�48%�42%��interest rate on deposits in Moscow Sberbank for one month (end of the month)�48%�30%�30%�30%�30%��auction yield on GKO (end of the month)�58.46%�38.1%�32.59%�31.85%�31.01%��auction yield on OFZ (end of the month)�90.03%�43.81%�37.84%�35.12%�35.12%��auction yield on OGSZ (end of the month)�77.88%�52.7%�52.7%�52.7%�52.7%��annualised GKO yield to maturity:�������less than 1 month�36.5%�35.36%�28%�30.55%�24%��1-3 months�47.4%�41.88%�37%�33.5%�29%��3-6 months�60.9%�53.49%�39%�35.71%�32%��average yield on all issues�54.1%�48.4%�37.5%�34.67%�30%��annualised yield to maturity on OFZ issues�������3 tranche�59.18%�34.46%�36.83%�28.96%�–��4 tranche�61.37%�34.99%�37.38%�31.89%�24.79%��5 tranche�75.79%�37.94%�54.44%�32.64%�26.29%��6 tranche�565.52%�52.54%�74.35%�251.75%�30.14%��7 tranche�138.70%�186.58%�73.06%�60.36%�44.92%��8 tranche�89.73%�69.85%�140.48%�45.59%�31.61%��9 tranche�89.01%�69.58%�119.34%�45.51%�30.54%��10 tranche�–�–�44.13%�35.70%�28.47%��turnover of GKO-OFZ market a month (billion rubles)�77842�77155�85022�64982�62000��the overall value of outstanding  GKO–OFZ (trillion rubles)�214.9�227.8�237.1�246.8�265��nominal surplus of the overall value of outstanding  GKO–OFZ compared to the previous month�8.8%�6%�5.4%�4.1%�7.4%��IBC – INSTAR rate (annual %) on loans by the end of the month:�������overnight�43.83%�18.1%�25.1%�12.82%�20%��1 week�41.33%�30.78%�37.4%�26.13%�29%��2 weeks�39.67%�35.26%�35.4%�28.0%�33%��1 month�39.40%�39.06%�40.2%�25.0%�30%��turnover of IBC market a month (billion rubles)�37254�38155�40524�42270�47000��effective yield on Vnesheconombank’s bonds . USD:�������3 tranche�11.8%�10.6%�10.6%�10.6%�9.4%��4 tranche�13.2%�11.8%�12.1%�12.3%�11.3%��5 tranche�13.5%�12.4%�12.5%�12.8%�12.0%��6 tranche�13.4%�12.3%�12.4%�12.8%�11.9%��7 tranche�13.5%�12.5%�12.7%�13.0%�12.3%��official exchange rate of ruble per US dollar by the end of the month�5455�5508�5560�5629�5677��official exchange rate of ruble per DM by the end of the month�3609�3597�3585�3441�3370��average annualised exchange rate of ruble per US dollar growth�12.9%�12.3%�11.9%�15.95%�10.7%��average annualised exchange rate of ruble per DM growth�2.0%�-3.9%�-5.5%�-41.3%�-22.1%��gross turnover on the MICEX by USD and DM a month (billion rubles)�822�719�1323�1495.5�605��turnover at the stock market in the RTS for the month (millions of USD):�483.35�183.983�92.47�865.6�840��average annualised return at the stock market in the RTS:�15.8%�-12.5%�7.71%�54.5%�25%��RTS market portfolio risk:�59.7%�60.56%�34.39%�282%�60%��*/ estimate

Arkhipov S.A.. Drobyshevsky S.M.

Investment  Process In Russian Economy’s Real Sector



�The total volume of investments to fixed capital in 1996 made up RUR 370 trln., or 16.4% of GDP. In industrial construction, RUR 220 trln. were spent on reconstruction and technical rearmament in 1996.

The trend to intensification of decline in volumes of investments in processing branches remains, but some prerequisites to its overcoming took shape in fuel and energy complex, export- oriented branches and production infrastructure. The trend to significant lowering of volume of investments to agriculture remains, too. The investments to the latter dropped by approximately 40% over 1996. At the same time, volumes of investments to communication grew by nearly one- third, since the latter is the attractive branch of the economy for both domestic and foreign investors. Volumes of investments to development of construction organizations’ production and technological base grew, too.

The volume of investments to social sphere in 1996 made up RUR 150 trln., or 82% to the level of 1995. The share of budgetary funds in investments to house building decreased by 12% by the end of 1996, including the 6%  decrease at the expense of the federal budget’s capital. It is extrabudgetary funds, in combination with various forms of state support to both physical persons and juridical entities participating in financing of house building, which became a major source of financing of the latter.  Attraction of foreign investments to the housing sphere  grew, too. The attracted capital is forwarded to construction of houses for both current and retired military personnel’s families.

On the territory of the Russian Federation, enterprises and organizations of all the  property forms placed into exploitation total living area of 34.3 mln. square m. This is at 16% inferior to  the respective index of 1995. Such a decrease in house building is determined by significant complications in financing the housing program at the expense of the Federal budget.

The basic principles of  the last year’s investment policy remain the same in the investment program for 1997. The main emphasis is put on stimulating  an inflow of private investors’ capital, primarily, large corporate national one, to the economy. The “development budget” should become  the most important instrument for  state investment policy oriented to the economy’s growth. The policy is closely linked to the mechanism of issuance of guarantees, and both factors should secure regulation of investment activity. They should be applied while considering development of investment cycles in the process of the economy getting out of crisis. The crucial characteristics of the “development budget”, the forming of which is intended since 1997, is that budgetary funds are provided to corporate sector through credits with fixed interest and terms.

O. Izryadnova

�Economic Juncture



�Slowdown of reduction in solvent demand for industrial goods continues since December 1996. In February, the balance grew by yet 5 points. The growth of the balance remains in all the branches, but light industry, in which the February drop made up 16 points. Positive balance ( an absolute growth of demand)  was registered only in non- ferrous metallurgy.

The balance of demand estimations grew by 3 points and became the best one over the last four months.

Contrast to  the dynamics of demand, the one of industrial output is showing instability over the recent months and has not, in fact, experienced any visible changes. As a result,  the rate of the “output- demand” link drop to 51% in January. This is the worst index ever observed since October 1993. The rise of the index up to 55% in February has restored the level of coincidence between changes in production and demand being traditional for 1995- 1996.

The share of normal estimations of output volumes grew up to 15% in February. The highest rate of  respective sufficiency remains in metallurgical and food branches. The minimum of the month ( 1%) was reported in petrochemical industry.

The balance of factual changes in prices by industry as a whole is fluctuating within the limits of +5...+ 12% since June 1996. The most intensive price rise (positive balance) over the above- mentioned period was registered in machine- building, food, and petrochemical branches. The excess of responses on decrease of prices was noted only in non- ferrous metallurgy and timber and paper and pulp complex.

Enterprises experience insufficient volumes of stocks of finished products over the last three months. In February, the balance of estimations ( above- below norm) decreased  to -10%. This is the absolute minimum for all the 57 surveys. The deficit is especially big in non- ferrous metallurgy (-37%), light ( -33%) and food (-30%) branches. Surplus is registered only in ferrous metallurgy and construction industry.

Only 13% of enterprises are satisfied with volumes of investments in 1996. The respective index was 17%  over the previous year. It is a lack of own capital (88%) and high interest rates ( (44%) which remain major obstacles for investing. The frequency of reported difficulties with obtaining long- term credits grew up to 40% ( against 26%  a year ago).

Forecasts of changes in output continue to improve. The rise made up 36 points over the last four months. All the branches expect output growth in the forthcoming months.

Forecasts of changes of prices decreased to +14% in February and became the most moderate ones in the course of all the surveys. Absolute price decrease ( negative balance) is possible only in timber and paper and pulp complex. One should expect the most intensive price rise for machine- building and petrochemical enterprises’ products.

Forecasts of change in demand are growing since November 1996. In February, positive balances were registered in all the branches. 

S. Tsukhlo

�Situation In Industry



�Industrial dynamics in 1996 was characterized with the remaining trend to production decline. The overall output of industrial products shrunk by 5.5%. At the same time, output of intermediate goods reduced by 4.3%, of production means- by 14.5%, and of consumer goods- by 6.6%. According to the data of the Center for Economic Analysis under the RF government,  monthly dynamics of industrial production ( after elimination of seasonal adjustment) was characterized with a steady trend to decrease over 1996 (Table 6). Regardless of the rise of daily production volume  observed in January, one cannot thus far make conclusions concerning a change of the general trend.

Production reduction continues in metallurgy ( Chart 1), chemistry, timber and paper and pulp industry, and in production of construction materials and food goods. At the same time, one cannot help but note the trend to a production growth in machine building and light industry which is taking shape over the last months. However, one should take into account the fact that in machine building this trend is tied to, primarily, a rise of the output of non- investment goods, i.e. passenger cars.

At the time, the determining impact remains of such factors as convergence of  domestic and international price levels, tightening of financial and credit policy, and investment crisis. These factors’ impact  results is continuing reduction of ineffective production, increase of a share of imported goods in the structure of covering the domestic market’s solvent demand, and reduction in output of investment and military products. At the same time,  this year, one may expect a completion of the period of crisis restructurization in Russian industry and forming of prerequisites for steady stabilization of output and regeneration of industrial growth.

�Table 6 Indices of physical volume of industrial output in the IInd half year of 1996- January 1997. ( in % to January 1990, seasonal adjustment eliminated)

�июль

1996 г.�авг.

1996 г.�сент.

1996 г.�окт.

1996 г.�нояб.

1996 г.�дек.

1996 г.�янв.

1997 г.��Industry, total�45.6�45.3�45.0�44.6�44.3�44.2�45.0��Fuel and energy complex�68.4�68.2�67.8�67.1�66.4�66.7�69.5��Ferrous metallurgy�52.8�53.1�53.2�53.1�52.6�51.9,�50.6��Non- ferrous matallurgy�82.4�62.6�83.2�84.1�84.9�85.2�84.8��Chemical and petrochemical industry�41,3�41,6�41,8�41,9�41,9�41,8�41,1��Machine building�31,0�31,0�31,0�31,0�31,2�31,8�33,6��Timber and paper and pulp industry�30,1�31,1�32,0�31,9�30,8�29,2�28,3��Industry of construction materials�28,4�27,8�27,1�26,3�25,5�24,8�24,3��Light industry�12,9�12,7�12,3�11,9�11,6�11,7�12,2��Food industry�39,5�37,9�36,4�35,5�35,2�35,1�34,9��

Chart 2

�



Yu. Bobylev

Foreign Trade



�Russia’s foreign trade turnover made up  USD 147.4 bln. over 1996. It exceeds at 4%  respective indices of 1995. The rise of volume of exports ( by 8%)  accompanied by some decrease of import purchases ( by 2%) determined the positive balance in foreign trade ( USD 28 bln.) which  became possible thanks to trade with  Far Abroad countries ( USD 28.8 bln.).

��



�The price juncture at international raw materials markets which was favorable only in terms of exports of fuel and energy products, along with low rate of domestic goods’ competitiveness and further shrinkage of internal investment demand, continued to have a negative impact on structure of this country’s foreign trade. The share of fuel and energy products in export increased from 40% up to 46%. Some increase was also observed in export of ecology- intensive half- finished products of metallurgical, chemical, and paper and pulp industries. Assortment of exported goods shrunk. In the sphere of import, the share of investment goods decreased from 40% to 38%.

Given stable domestic demand ( real disposable income of this country’s population  have been at the level of 1995) and  decline in both domestic production and imports of consumer goods through officially registered channels,  the rise of importation through channels of so- called shuttle business was observed. According to the Bank of Russia’s estimations, the value of such products made up a. USD 14.3 bln., or 24% of the overall volume of import. Such goods’ share in imports from Far Abroad countries is accounted for 26%, and yet 19% of the volume of import from the C.I.S. states. However, the 13 per cent reduction in volumes of unregistered import was observed over the IInd half of 1996, comparing with the Ist half  of 1996. It is attributed to seasonal factors in trading with  both long- term usage products from far Abroad countries and cattle- breeding goods from the C.I.S countries. However, it its tied to  a decrease of number of “shuttles”- residents who had quitted the market because of  the decrease of the norms of tax- free importation  performed by physical persons.

In February 1997, the Goskomstat data was published on volumes of Russia’s trade with the C.I. S. countries in 1996: foreign trade turnover made up USD 34.2 bln. and grew by 6% comparing with 1995. At the same time, export was USD 16.7 bln. and grew by 8%, while import made up USD 17.5 bln. and increased by 4%. Thus, the negative trading balance of  USD 0.8 bln. occurred  for the second year already. However, the balance is decreasing ( in 1995 it was - USD  1.4 bln.) which is tied to slowdown of import supplies by the end of 1996.

At the beginning of this year, the problems of intensification of this country’s integration with Belorussia were brought to the forefront. On 26 February, the respective parties  held a conference in Moscow, to consider current and perspective aspects of relationship between the countries. It is likely that documents of the conference  would establish grounds for the forthcoming Eltzin- Lukashenko summit on problems of both countries’ rapprochement.

However, at the same time, there still are some acute problems in the sphere of trade between the two states. Thus, RAO “Gasprom” intends to cut planned gas supplies by one- third in 1997. It may happen because Russian gas supplies in 1996 were paid  only at 65%. Belorussia,  in its turn, lays financial claims to Russia,  specifically in terms of  maintenance of  the border and customs. Belorussian authorities are also displeased with the fact of organization of Russian mobile posts at the border with the neighboring state aimed at tracing to smugglers, since such a practice contradicts terms and conditions of the Customs Alliance.

S. Prikhodko, N. Volovik, N. Leonova

�Some Institutional Transformations In 1996: Corporate Securities Market And Financial Intermediaries



�The following main signs are inherent in the modern stage of development of  the Russian corporate securities market:

	-  creation of  the normative base in 1994- 1996, which determine institutional aspects of the market’s functioning (the single regulating body- Federal Commission on Securities and the Stock Market (FCSSM) was established);

	-the RF Laws “On Joint- Stock Companies” and “On Securities Market” came into force in 1996;

	-positive qualitative changes in terms of infrastructure  happened in 1994- 1996 ( 150 licensed registrars, 6 licensed depositories and arrangements for establishment of the central one, gradual development of custodial services, establishment of the Russian Trading System, forming of a system of self- regulating institutions- participants in the market);

	- general favorable trends and significant reserves in development of the market’s liquidity and capitalization, growth of the market’s stability;

	- gradual process of Russia gaining international recognition and access to global financial markets ( the simultaneous obtaining of the Moody’s, Standard & Poor’s, and IBCA credit  ratings, publication of the IFC Global Russia Index,  issuance of ADR/ GDR by a range of companies, American SEC’s recognition of a Russian bank  as “reliable foreign depository etc.).

According to some estimations ( Table 7),  aggregate capitalization of the Russian market may reach USD 70- 110 bln. by 2000. As per the turnover of securities on secondary market would make up USD 30- 80 bln. by the same year. In the course of the above- mentioned period, the role of  the market’s  corporate segment should grow at the expense of the Federal securities; scopes of issuance of corporate obligations and secondary emissions should be increased too, and a stable group of Russian  blue chips should  appear.

In general terms, significance of the securities market as mechanism of mobilization of investment resources should grow in the course of qualitative shifts in development of the market itself.

The specific problem is impact of the forming structure of  holding shares ( by results of the mass privatization) on the Russian securities market’s development.  Let us single out crucial signs of the “intermediate” structure of sharehodling which have taken shape by today:

	-long-  term maintenance of the parity between domestic and foreign investors;

	-managers combine roles of shareholder and manager, roles of external ( through own companies, funds etc.) and internal ( administration) shareholder;

	- as per external investors, maintenance of the parity between banks, on the one hand, and non- banking financial institutions and other entities, on the other one;

-	- slow ( mutually compensating) reduction of  employees’ at enterprises participation in joint- stock capital and rise of a number of small- scale external investors.

Apart from other specifics,  the forming of such a model establishes grounds for a long- term reproduction of conditions for conflicts of interests and violation of shareholders’ rights. Such an “intermediate” structure influences directly the securities market’s development, intensifying many problems:

	- necessity of further development of the market’s infrastructure which, regardless of the current progress, has become an obstacle for its development;

	- problems in defending shareholders’ rights

	-insufficient rate of the market’s transparency ( in terms of emitents and by deals);

	-slow rate of transition to international norms of accounting;

	- extremely slow rate of sales of sites owned by privatized enterprises as an obstacle for development of the securities market;

	- absolute prevalence of over- the- counter market (OTC market) 

	- obstacle for development of the market’s liquidity;

	- minimal progress in the sphere of new emissions of shares;

	- low prices for shares of the majority of privatized enterprises ( given the existing market), due to the competition between the Federal securities market and “spontaneous” sale of state -owned portfolios.

From our viewpoint, many of the aforementioned problems are of  an objective and relatively long- term character. This first of all  is tied to the fact that at many enterprises the process of struggle for obtaining control is not over yet, with all understandable consequences for the securities market.

It is lowering of Federal securities’ yields rates,  resolution of the problem of  operations with hard currency while investing to securities, reform at enterprises (governing state -owned portfolios, privatization of sites, etc.), change in the system of  taxation in terms of  transactions with securities, development of system of financial institutions adequate to the national model of the market.

There are three the most general types of financial institutions known in the world: depository, saving, and investment ones. The majority of them, in one way or another, are present in Russia ( Table 8). Some of them have already gained certain level of maturity. At the same time, as the recent practice shows, processes of forming of single types of financial institutions happen  relatively separately and/or spontaneously. However, it is impossible to gain significant results without a single system of “ landmarks” for development of Russia’s financial market.

Such landmarks are secured , in particular, by the Concept of development of securities market in the Russian Federation ( adopted by the Presidential Decree # 1008 of 1 July, 1996 “ On Adoption of the Concept of Development of Securities Market in the Russian Federation”.

�Table 7 Forecast of development of securities market: quantitative characteristics

Characteristics (as of the end of the year)�1995 г.�1996 г.�1998 г.�2000 г.��Turnover of securities at secondary market, USD bln.�5�5,5�-�30-80��Total capitalization of joint- stock companies represented at the market ( banks exclusive) USD bln. �20�35-40�-�70-110��Securities in active trade turnover, USD bln.�5�5,5�-�25-50��Net foreign portfolio investments, USD bln.�1�2�5�10-11��Ratio of transactions, settlements by which are effected in Russia ( A) and beyond this country (B): A/B�1/3�1/3�-�10/1��Number of privatized enterprises- joint- stock companies of open type, thousands.�25�28-30�-�30-32��Share of the 200 largest enterprises in industrial products manufactured, %�70-75 �-�-�70-75��Number of privatized enterprises at whome the “struggle for control” is over, %�20�25-30�-�50��Source: FCSSM

Table 8 Structure of financial intermediaries and investment institutions in the Russian Federation

Investment institutions

�конец 

1993 г.� 1996 г.��Banks�2019�свыше 2100��Investment institutions, total*�2159�около 3500��- including: investment companies�307�-��-including :financial brokers�943�-��- including: investment consultans�898�-��- including: investment funds of open and closed types ( without voucher ones)�11

�-��Voucher investment funds�636�350��Pension funds, circa�100�900-950��Insurance companies, circa�1000�3000��Credit unions�-�130��*Obviously, the number of investment institutions - registered entities is somewhat  inferior to the a.m. data,  since they occasionally combine the functions.

**Source: FCSSM



�Institutional reforms which have been already implemented to a significant rate, cannot be considered completed without  creation of competitive financial sector capable of mobilizing and securing investment resources  for  development of the reformed economy. Stimulation of production and investments, structural reconstruction and increase of economy’s efficiency are crucial factors for strengthening  market economy. Given the scale of  problems which should be resolved within the forthcoming decade, to secure financing of reconstruction of its economy, Russia  obviously cannot rely on both the budgetary system and banking sector only. Therefore, there are two principle conclusions:

	- in the first place, there is a necessity of active and state policy aimed at development of securities market.  The policy should be adequate to specific conditions of the Russian economy, to national interests and traditions;

	- secondly, development of effective and  comprehensive system of collective investors as a key financial intermediary between the population and enterprises is specifically actual for this country.

In Russia, great expectations are laid on development of investment unit trusts. Their operations are regulated by the Presidential Decree “On Additional Measures On Increase of Effectiveness of the Investment Policy of the Russian Federation” # 765 of 26 July, 1996, along with a whole package of normative documents ( over 20 ones) dated 1995- 1996. According to current legislature, investment unit trust is an integrity of property  assigned by persons and entities ( investors) to governing company in trust, for the purpose of increment of  assets which constitute the  respective structure.  Investment unit trust is not an entity. It is secured that such trusts may be of two types- open and interval ones. The difference between them is related to differences in structure of their assets and, accordingly, in contents of  governing company’s  commitments on( term of)  redemption of investment shares from assignors.

Hypothetically, these structures should become attractive for investors, since for them double taxation has been eliminated. Besides, a strict state control is secured over all the aspects of their activity- from issuance of licenses and advertising to structure of assets;  separate concepts- “specialized depository” and “ specialized registrar” were introduced.

At the same time, in practical terms this type of collective investor  still finds itself at the “zero” stage in Russia. In April 1996 FCSSM issued first licenses on trust operations with investment trust units’ property. By December 1996, 13 organizations received such licenses. In November 1996, the first placement of shares of a unit started (investment trust unit “Pioner Pervy”). It is clear that accumulated capital ( minimum of RUR 2. 5 bln. within three months granted for the primary placement) should be invested to, first of all, Federal securities.

On the whole one should not have an euphoria concerning perspectives of such investors’ development. Appearing of collective investors as active participants in the respective market is tied to it achieving certain level of development and organization. Collective investors are efficient in performing  consolidation of small- scale investors’ capital and in securing professional governance of assets and diversifying risks in the conditions of relatively developed securities market.  

A. Radygin 

�



� Generally, the equation is specified as: pt = a1pt-1 +a2mt-1,t-24, where pt – the consumer price index during week t in monthly terms, pt-1 – the consumer price index for the previous week, mt-1,t-24 – the geometric mean of monthly М2 (broad money) rates of growth distributed through previous 24 weeks, a1, a2 – regression coefficients. The intercept was excluded from the equation, because of it is not in accordance with the theory and, also, it is the statistical insignificant parameter (the coefficient of multiple determination (R2) of the equation with the intercept and without it alters not seriously). The estimates are obtained with correction of the serial autocorrelation of residuals: a1 = 0.873 and a2 = 0.255. The period of the М2 growth influence equaled to 24 week is received as a result of optimization among different terms (from 1 to 55 weeks) by the coefficient of multiple determination (R2). The adjusted R2 = 0.70. The values of t-statistics for parameter a1 is 16.39, for a2 – 1.86. This implies the statistical significance of our estimates at 93% level.
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