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Economic and political results of the first quarter



�After the offices changes in the Government during the first six weeks of 1996, combined with the painful and uneasy expectations of an alteration of the political and economic course of Boris Yeltsin, the situation became much more quiet. In general, the events in the field of the economic policy evolve (as it should have been expected) under a strong influence of the running for Presidency. But the struggle itself has come to a “positional” character and does not have any direct negative influence on the economic situation itself.

As it should have been expected, after the populist rhetoric of January and the demonstrative measures (many people considered all these as steps toward communists) the President began equilibrating his actions with the gestures favorable for the democratic camp and with a more active anti-Communist component of his election campaign.

First of all, just on the moment when the President informed he would run for Presidency, he characterized Mr. A. (ubais, he had dismissed not long before, as a person from the “Presidential team” working for Mr. Yeltsin’s election for the second term. The former First Vice-Premier Minister actually confirmed what had been said.

An obvious indication of the prone confrontation between Mr. Yeltsin with the procommunist State Duma was the fact that the President had signed the Decree “On Realization of the Constitutional Rights of Persons on Land”. Though this document shows no new radical decisions (it just reiterates the already effective Decree on Land), it managed to enhance the public discussion and show Mr. Yeltsin as a real reformist. Meanwhile, this discussion goes on in parallel with the preparation of the discussion by the Duma of the draft Land Code supported by the communists and agrarians aimed, in reality, to destroy the bases of a real rural market economy.

The framework of the wages payment campaign have outlined. As of today, it has not acquired any anti-budget characteristics. The promise to pay the debts this March seems to be limited by the liquidation of the debts of the Federal Budget to people. At the same time, the work goes on with the regional authorities and managers of enterprises who often do not pay wages while their entities have large hard currency assets. Nevertheless, the political consequences of such confrontation are alarming: these consequences may lead to dismissal of the Prime Minister and heating of the inflation expectations.

And, last but not least, the talks with the IMF had a success. Russia will receive the “extended credit”. This was followed by the support from the members of the Paris Club creditors: the agreements of principle were reached on the long-term restructuration of the Russian external debt and on the Russian participation as a creditor in the work of the Club. A further impetus was given to the relationships with the European Bank and London Club.

The activity of the legislators is oriented, first of all, toward effective propagandist decisions having no direct influence on the economy. The resolution of the State Duma to denounce the Belovezh Agreement of December 1991 became the center of the legislative activities. But this document is legally void and does not seem to be interesting from the economic and political viewpoints.

During March, according to all the public opinion polls, the rating of Boris Yeltsin was growing, while that of Gennadi Ziuganov stayed the same. Nevertheless, the odds of the CPRF leader seem preferable because he has managed to organize a strong enough electoral staff: for the moment being, the opposition tries to avoid the interior competition.

The critical period from this viewpoint will be May when the closeness of the Presidential elections will be combined with the non-fulfilled promises concerning the wages and salaries payment (at least in the commercial sector, but commercial entities already make a majority in Russia), the stagnation of the stock exchange market, and the new escape from ruble to dollar.

V. Mau

�

Budgetary policy



�The characteristic decrease in state revenue annually in January in certain extent, is explained by the procedure of accounting of the so called "final turnovers", which assumes counting of a part of the incomes, coming at the first decade of January as Deсember’s incomes. Also certain role plays and seasonal �prevalence of tax receipts, arising because of significant number of holidays, some undervalue in comparison with real advance accounts on profit, low activity of foreign trade companies at the beginning of the year. However at the beginning of 1996 this reduction was disastrous (table 1).



�Table 1.

Table 1. Revenues, expenditures and deficit of the RF's Federal budget in 1995-96���1995

I�

II�

III�

IV�

V�

VI�

VII�

VIII�

IX�

X�

XI�

XII�1996

I�

II��Total revenues�11,93�12,60�13,22�13,92�13,66�13,01�12,93�13,33�13,41�13,45�14,03�13,68�7,89�8,33��Total expenditures and loans minus repayments�13,79�13,78�16,30�17,05�16,36�16,15�15,64�15,26�15,96�15,84�16,63�16,61�9,36�10,9��Deficit �-1,86�-1,19�-3,08�-3,13�-2,70�-3,14�-2,71�-1,93�-2,55�-2,39�-2,60�-2,94�-1,48�-3,72��

�The  receipts of the taxes in federal budget in January 1996 were reduced in comparison with the end of 1995 by 3,5% GDP, first of all, at the expense of taxes to goods and services (by 1,2 % GDP) and profit tax (by 1,5 % GDP). For comparison in January 1995 the level of tax receipts was above present by 3,2% GDP (table 2). In January - February a marked above tendency was continued and the level of tax receipts has been by 3,03% GDP below than appropriate period of the last year.

Such fall to a considerable extent is explained by increase in tax arrears. The size of the arrears in percentage of month GDP has increased by 6,4 % in comparison with end of the last year and has reached 22,2% GDP. One of main reasons of arrears growth is expectation for enough soft policy in arrears area hereafter, since an arrears, formed from 1.01.96 up to 1.03.96, the delay can be in addition given under Decree of Government of 18.12.95 N1245 "On Making Changes and Amendments to the Resolution of the Government #1020 of 13.10.95 N1020", therefore, newly accrued tax arrears do not influence the decision on granting the deferment in  arrears payment accrued until January 1, 1996. 

The process of declining of the non-tax incomes in January 1996 is practically entered in seasonal tendency - in January  last year a level of the non-tax incomes exceeded  the present one, as it is visible from table 2 only by 0,8% GDP. The given reduction has taken place, basically, at the expense of realization of state stocks by 0,8% GDP, incomes from privatization by 0,2 % GDP and incomes from the foreign economic activity by 0,6% GDP (and this decrease has not been stipulated by reduction small on volume of centralized export). Despite increase of the non-tax incomes in January - February 1996, in comparison with January this year by 0,62% GDP, in January - February the non-tax incomes have decreased by 1,24 % GDP in comparison with  the same period of  last year (from 2,97 % GDP to 1,73 % GDP).

As to consolidated budget of Russia, the incomes in January also were sharply reduced and accounted for 14,5 % GDP against 21,5 % GDP in January of the last year.

A data of the State Tax Service of RF for two months which are not quite comparable to statistics of the Ministry of Finance, reflect further declining of the tax incomes of the republican budget in comparison with the tax incomes in January 1996 from 8,4 % GDP to 8,1% GDP of which the profit tax makes 1,4 %  of GDP, VAT - 3,9 % of GDP, excises - 1,3 % of GDP. The revenue of the consolidated budget for two months is 17,7 % of GDP, that  is much less than  the level of 1995 - 21,7 % of GDP. Except large size of arrears (21,1 % GDP), the sum of deferred payments for two months was 7,2 % of GDP in January - February 1996. Arrears of the consolidated budget from VAT and profit tax  were 10,9 % and 4,8 % of GDP, accordingly.

The expenditures of the Federal budget dropped much more drastically than the state revenues. If compared with the end of last year, only state debt servicing has remained at the same level. That is linked with the government’s decision to strictly observe Russia’s commitments to foreign creditors. All other categories have been cut from 15.2 percent of GDP to 7.1 percent of GDP, in particular, expenditure on  the country’s administration--by 67 percent, expenditure on national defense and law enforcement agencies has dropped by 41%, on science- by 86%, on services to national economy- by two times. The respective drop also happened in January 1996 in the consolidated budget: 16.3% of GDP against 27.7% of GDP in 1995.

All main expenditures of the federal budget in January - February 1996 have been financed not more than at 50 % from  the plan of the first quarter, except the subsidies for agriculture, which have been financed at 70 % from the plan of the first quarter. Though, comparing implementing the federal budget in January - February with spending in January, we can see the growth of expenditures for all positions.  On the whole, spending of the federal budget have grown by 3,7 % of GDP. The state debt servicing have been even above 0,06 % of GDP of an appropriate parameter of last year.

In January budget deficit equals 1.48 percent of GDP has decreased in comparison with the end of last year by 1.46 percent of GDP. To a great extent the deficit was connected with the reduction of the means of Government at currency accounts (0,91 % of GDP). In January - February, resulted from  the above spending growth and increase of the volumes of financing, the budget deficit for two months has exceeded the deficit in January 1995 by 1,86 % of GDP and by 0,78 % of GDP deficit in the end of 1995, i.e. it was equal 3,72 % of GDP.

In the January’s report we have correctly assumed that the government was forced to quite drastically cut the expenditure. However, the scope of this reduction turned out to be larger than our forecast, which is explained by a decrease in financing: domestic borrowing dropped by 1 percent of GDP, external borrowing--by 0.6 percent of GDP.

In January - February there was some increase in comparison with January 1996 of volume of financing up to 3,72 % of GDP (by 0,78 % of GDP more, than at the end of 1995). The given increase has taken place by the growth of the internal financing on 1,21 % of GDP, and, at the same time, there was a reduction of  external financing by 0,43 % of GDP compared with  the end of the previous year.

In the first quarter, the structure of federal budget expenditure was conditioned by the government’s decision, which stays in accordance with the elections promises of the President, to settle all back wage payments and bonuses overdue to employees in industries financed from the budget. For the beginning of March, according to the estimates by the Ministry of Finance, 1 trillion has been settled and the federal budget debt in back wages topped to about 7 trillion rubles.  By March 20 the government had settled its debt in wage arrears due to 32 regions and is settling its debt in back wage payments due to 52 regions.

The outlook for the budget policy will be influenced by the Russian government’s commitments linked with the receipt of the EFF credit from the IMF. Simultaneously with the conclusion of the relevant agreement, a Joint Statement of the Government and the Central Bank “On Medium-Term Strategy for 1996 Economic Policy” will be signed. It will give concrete expression to the commitments in the sphere of budget policy. In particular, the government has to constrain its expenditure by the volume of real revenue and the volume of the targeted budget deficit index which in the Law on the budget adopted on December 6, 1995 which amounts to 3.85 percent of GDP. For this end, the Government will continue to implement measures for increasing non-monetary financing of the budget. The issuance of the promissory notes (KO’s) with the maturity date beyond July 1, 1996 will  be stopped.

In order to perfect the budget process, the Government plans to widen the budget constraints at the expense of the extra-budgetary funds; to apply economic classification in accounting for the budget expenditure; to put in order the budget process (discussion of the budget in Parliament, audits of budget execution).

The Government must adopt strict measures to improve the tax collecting system and introduce a system of tax payments against shipment of goods. To achieve that, it has been suggested to make a compulsory use of invoices for VAT and adopt definite measures to widen the sphere of use of invoices in order to determine VAT in all branches of industry and services sector. Besides, it has been suggested to create a group of experts-auditors in the central office of the State Tax Service with a simultaneous improvement of the potential of local departments of the State Tax Service and to start training auditors.

During 1996 the Government has to draft a new Tax Code. The Government suggests both to revise the system of penalties and interest payments on accrued arrears and to put in order the system of tax payments in order to ensure its coordination with the reforms in the system of Treasury administration. In the future, excises on imported crude  oil and gas and other goods which do not belong to energy products, will be collected at the customs.

By March 31, 1996, the Government plans to revise procedure for the division of power among different levels of administration in the sphere of spending in order to determine the policy, sources of financing and division of responsibility of each level of administration across each expenditure category. The Government envisages dropping the practice of granting federal transfers to the regions as an offset against tax payments.

In the social sphere the Government envisages increasing efficiency of expenditure on the social safety net for the economically unprotected groups of the population, to make changes in pension legislation in order to protect the poorest retirees before the end of 1996, to widen the base for calculating pension deductions, and to encourage the workforce to retire at an older age. In the first half-year, the Government has to consider legislative amendments which envisage a procedure for calculating minimal unemployment benefits.

Evaluating the realistic of the implements of these obligations follows to take into account, that a number of measures included in the Joint Statement have already been suggested. For example, a similar 1994 Statement had envisaged implementing special measures designed to increase returns both from VAT and from taxation in the fuel and energy complex. In 1995 these measures were concretized and invoices for collecting VAT were to be introduced. In 1995 as in 1994 the Government was planning to include in the consolidated budget all operations connected with foreign credits and precious metals, all extrabudgetary funds less social funds. Branch funds formed out of the enterprises deductions subtracted from the tax base were being eliminated.

Now several laws are on consideration by the State Duma and one of the major is the draft amendments to the Law “On 1996 Federal Budget”. The draft suggests approving the distribution of the approved 1996 expenditure among ministries, committees, and other recipients of the budget funds, as well as approving quarterly volumes of revenue, expenditure, deficit and financing of the deficit for 1996. Moreover, the draft includes a list of the federal targeted programs and the 1996 federal investment program. The draft suggests introducing a number of new categories designed to find additional sources for financial assistance to the depressed regions. In draft to article 20 of the Federal law, in opinion M.Zadornov, there is a serious defect, consisting in granting the rights to Government RF to accept of the decision about the order of cutting of some expenditures for survey of sources to finance restoration measures in Chechnia.

Another Federal Law “On State Regulation of the Agro-Industrial Production” passed by the State Duma on October 27, 1995 and approved by the Federation Council on November 15 has been rejected by the President. The reason for the rejection was the President’s objection to the onset inequality of the taxpayers depending on the sphere of activity. “Guaranteed prices” for the agricultural produce will lead to an increase in budget expenditure covered by the taxpayers engaged in other spheres of production. Moreover, the “conditions for economic operations” envisaged by the Law stimulate an artificial increase in production costs in agro-industrial complex and create many possibilities for the misuse of financial assistance in the agricultural sector.

Table 2

�Implementation of Russia’s Federal budget in 1995 - February 1996 (in % of GDP)���January 1995�1995 �January 1996�January - February 1996*��Profit tax�1,74�2,47�0,94�0,94��Income tax�0,01�0,2�0,19�0,19��VAT, special tax, excise taxes�6,96�5,81�4,6�4,3��Tax on foreign trade and foreign economic operations�0,85�1,46�0,92�0,98��Other taxes, duties and fees�0,41�0,34�0,13�0,19��Total taxes and payments�9,97�10,28�6,78�6,6��Non-tax revenues�1,95�3,4�1,11�1,73��Total revenues�11,92�13,68�7,89�8,33��Expenditures������State administration�0,32�0,27�0,09�0,27��International activities�0,73�1,3�0,68�0,88��National defense and law-enforcement activities�2,44�4,03�2,39�3,44��Fundamental research and support for research and engineering programs�0,11�0,29�0,04�0,31��Services to national economy�1,38�2,18�1,19�1,46��Social services�0,52�1,12�0,52�0,99��State debt servicing�2,36�1,5�1,5�1,56��Financial support to other levels of administration�1,01�1,76�0,2�1,20��Other expenditure�1,63�2,79�0,49�0,86��Total expenditures�10,5�15,24�7,1�10,8��Loans minus repayments�3,29�1,37�2,26�0**�� Total expenditures and loans minus repayments �13,79�16,61�9,36�10,88��Budget deficit�-1,86�-2,94�-1,48�-3,72��Total financing, of which:�1,86�2,94�1,48�3,72��     domestic borrowing�0,17�1,41�0,57�2,62��     external borrowing�1,69�1,53�0,91�1,1��Reference: GDP (trillion rubles)�78,2�1659,2�166�322��* Preliminary performance(fulfillment)

** Is discounted in structure of the appropriate items of expenses��S.Sinelnikov-Murylyov,

S.S.Batkibekov and K.Resenikov



The Monetary Policy



�In February and March 1996 the Government continued to implement tight monetary policy. Consumer prices made 2.8 percent in February which equals 39.3 percent annual. March inflation according to preliminary estimates amounted to 2.6-3.0 percent or 36-43 percent annual. Trends for further changes in inflation will be influenced by the Presidential election campaign as we have noted in the previous report. 

According to adjusted estimates in comparison with the previous report consumer price index will amount to 2.3-2.8 percent in April, and to 2.0-2.6 percent in March. This forecast is based on the model which takes into account the inertia of inflation, changes in money supply M2 for the preceding half-year and the exchange rate pattern for the preceding five months. In a basic scenario under analysis we forecast that the Government will continue implementing a tight monetary policy which has been defined both by the Main Trends For 1996 Monetary Policy and Joint Statement of the government and the Central Bank “On Medium-Term Strategy for 1996 Economic Policy”. Taking into account the real reduction of money stock in January and its projected growth in the first quarter, the growth of money supply M2 till the end of the year will amount to 40 percent, in particular as of April 1, 1996, its volume will top Rb 225-230 trillion. Overall, inflation rate in 1996 will not exceed 35-42 percent if a tight monetary policy is implemented.

Several trends have changed on the market of Treasury bills (GKOs) and Federal loan bonds (OFZs) during the last decade of February and first half of March. Gradual decline in redemption yields on GKOs with maturity in February was substituted by considerable redemption yields growth in March. At the beginning of February average redemption yield rate less tax privileges for all issues amounted to 76.5 percent, at the end of February--65 percent, and in mid-March--84.6 percent annual. The trend for redemption yields reduction in January-February  connected with two basic factors: a) a considerable part of Treasury bills and Federal loan bonds was sold to uncompetitive subscribers, i.e., at average price; this mean that part of competitive subscribers were sent to the secondary market, where a general redemption yield reduction took place at the next after auction sales--an especially sharp reduction was for issues sold the day before; b) the appearance of foreign investors on the market who at two auctions of GKOs on February 7 and 21 bought securities for about $420 million. At the second auction non-residents bought 35 percent of the emission which equaled Rb 2,435.5 billion, when the overall volume of the emission amounted to Rb 6,958.7 billion.

At the middle of March the growth of quotations for GKOs was substituted by an opposite trend of redemption yield growth which was connected with the following reasons. First, reduction in budget revenue for the first two months of the year. Second, the need to repay previous issues in March-April will provoke a spiral in Treasury bills supply expansion. (see. table 3)



�Table 3. 

Volume of Treasury bills (GKOs) and Federal loan bonds (OFZs) in circulation��1993�billion rb�1994�billion rb�1995�billion rb�1996�billion rb��January��January�280�January�13321�January�71368��February��February�325�February�17096�February�79928��March��March�397�March�21478�March�97070*��April��April�596�April�25330�April���May�1�May�946�May�31974�May���June�3�June�2420�June�36022�June���July�7�July�3409�July�37548�July���August�11�August�4505�August�41403�August���September�23�September�5872�September�48012�September���October�41�October�7860�October�56352�October���November�91�November�9085�November�64264�November���December�203�December�10444�December�70282�December���* estimation



�By mid-March redemption yields on bonds with the length of life of less than one month made 90 percent, with the length of life of 1-3 months--89 percent, and redemption yield on Treasury bills with the length of life of 3-6 months--76 percent. The acute shortage of funds linked with a drastic fall in tax revenue at the beginning of the year forced the Finance Ministry to place practically the whole issue of securities at a relatively low minimum price. For instance, the three-month Treasury bills of the 61rd issue  which amounted to 6 trillion rb. (profitability rate - 91%) and the six-month Treasury bills of the 25rd issue which amounted to 5 trillion rb. (profitability rate - 115%)  were sold on March 20 that at a time of negative financial outlook also showed acute requirements of the Ministry of Finance in ruble assets. This situation had adequate reflection on secondary market. The most profitability rate was on March 26. Redemption yields on bonds with the length of life of more than 90 days made 131 percent, redemption yields on other bonds -100-105 percent

In March the Government has paid about Rb 20 trillion both for redemption of Treasury bills and dividends on coupons of Federal loan bonds. In April this sum will reach Rb 26 trillion. Redemption payments and dividends will amount to only Rb 9 trillion in May. However, there may be an increase in social expenditure in connection with the election campaign. That is why, we consider it difficult for the Government to attract funds on the money market for financing the budget deficit. In conditions of political instability, an increase in redemption yields on longer bonds is an indirect confirmation of higher risks. Especially it concerns investors who rely on receiving fixed proceeds, in particular, non-residents. 

In order to sustain redemption yields on Treasury bills at the acceptable levels, the Central Bank will have to contemplate considerable purchases on the secondary market. Should the fall in demand for Treasury bills be considerable, then it is not excluded that the IMF-agreed high marginal growth rates of net internal assets of monetary authorities can be breached in the second quarter.

In that event, in order to avert monetary expansion there will be a need for sterilizing purchases of the Treasury bills at the expense of lowering the Central Bank external assets. To a certain extent, there will be an automatic reduction in external assets if part of the most cautious investors prefer to substitute ruble assets for dollar assets by mid-spring. As a result, there could be a major change in the structure of the Central Bank assets: an increase in domestic assets and reduction in external assets. The structural issue of the Central Bank policy on the open market is also important. If the gap between redemption yields on short-dated and long-dated bonds is going to grow further, then the long-dated bonds will become the main object for purchase by the Central bank and Sberbank. In that case, they will stabilize the market by managing a yield curve.

Profitability rate on Federal loan bonds towards the date of the nearest interest payments which were gradually dropping in February also went up sharply by mid-March. This is explained by reasons relevant to the Treasury bills market. For instance, if interest rates (dividends) on these bonds fluctuated at the end of February between 72,5 percent to 96,9 percent, then in mid-March the interest rates (dividends) fluctuations made 107-141 percent annual. The most profitability rate of Federal loan bonds on secondary market was on March 26. Redemption yields on Federal loan bonds (OFZs) had considerable fluctuation: from 61,6% (March, 21) to 177% (March, 26). 

Such serious fluctuation rates on the market of state obligations increases a risk estimation for foreign capital investments in Russia.

Such serious fluctuations of the rates on the state bonds market raise a question of a degree of  the perceptebility of the  whole  finacial system to  probable crisises and increase  an estimation of  risks of investment  of Western capital to this country. It should be noted that despite of the increased profitability on the GKO’s market, non-residents transferred only a. US$ 110  mln. for the auction  of March 20, while  for one of the previous auctions (namely 21 February), with a lower level of profitability of investment, a. USD 400  mln. were forwarded, accordingly.

  Hard currency reserves accumulated by the Central Bank will allow to control a possible redollarization of financial portfolios, at least, till mid-summer. The corridor does not provide substantial interest rate for the professional players to accept considerable losses and sell Treasury bills before June. The population has already revealed certain courteousness and from autumn last year gradually converts its ruble assets. Moreover, an increase in personal deposits in Sberbank by Rb 11 trillion in January testifies to the decision of depositors to avert possible surprises. It is hardly possible to expect from them a flight from ruble assets. What is also important, the position of majority of commercial banks will not change for the better and the banking sector will not have enough resources needed to rock the currency market.

Sales both on the currency exchange market and currency market in February and first half of March showed a growing interest in those operations by the banks. Stable growth of the dollar at the rate of 10-11 percent annual has made operations of currency arbitrage profitable. Large investments in currency may serve as an example for a possible attack by banks on the exchange rate in the next half-year. Russia’s Central Bank in order to smooth exchange rate fluctuations was forced to carry out considerable currency interventions. In the first-half of March, the Central Bank according to Prime information agency had to buy about $100 million in order to support the exchange rate, at the time when there was a shortage of ruble assets, but it was more profitable for the banks to invest in Treasury bills and Federal loan bonds. Overall gross volume of sales on MICE in February stood at the level of Rb 4.013 trillion. In February the dollar/ruble exchange rate grew from Rb 4,734 up to 4,817 which equals 23.2 percent annual. Stable trend of exchange rate growth in March brings dollar quotations to Rb 4,865 by the end of the month. This will amount to 12.6 percent annual (see Table 2).

One can not say that the interbank market is booming, however, there was some revival at the end of February-March. In February the interbank turnover increased a little compared with January up to Rb 7.515 trillion. At the end of February an overall daily turnover amounted to Rb 300-360 billion. By mid-March (second auction for the placement of GKOs/OFZs) daily turnover grew to Rb 600 billion. INSTAR rate on one day credits which did not exceed 20 percent in the second half of February increased up to 85 percent by March 5. Seven day INSTAR rate after an increase to 120 percent on March 4 has stabilized at a higher level of about 55- 65 percent compared with February. Such a considerable increase in rates has become possible due to the link to a high interest rates (dividends) on securities placed by the Finance Ministry.�

Table 4

�March�February�January��monthly inflation�2,6-3,0%*�2,8%�4,1%��calculated annual inflation according to trend of this month�36,5-43,1%�39,3%�62%��CBR refinancing rate�120%�120%�160%��interest rate on deposits in Sberbank Moscow (1 month) (end of month):�38,4%�54%�54%��auction rate on three-month GKOs (end of month)��63,1%�136,1%��auction rate on six-month GKOs (end of month)��67,8%�131%��auction rate on OFZs (end of month)��80,73%�175,5%��auction rate on OGSZs (end of month)��94,54%�140,8%��redemption yield on GKOs (% annual) with maturities:�����less than 1 month�60%*�65,7%�80,8%��1-3 months�66%*�62,3%�114,6%��3-6 months�95%*�67,8%�106,4%��average rate on all issues�87%*�65,0%�109,4%��redemption yield on OFZ’s (% annual) �����1st series�300%*�72,5%�-��2nd series�140%*�73,5%�-��3rd series�300%*�96,9%�-��4th series�200%*�91,2%�-��5th series�250%*�73,1%�-��6th series�300%*�82,7%�-��7th series�230%�-�-��monthly turnover of GKOs/OFZs market (bln Rb)�37500*�41032�36725��IBC-INSTAR rate (% annual end of month) on credits for:�����1 week�60%*�46,4%�72,2%��2 weeks�80%*�40,0%�63,4%��1 month�100%*�70,0%�73,1%��effective dividends of Vnesheconombank notes in USD:�����2 tranch�11,7%*�10,57%�12,53%��3 tranch�15,3%*�14,73%�18,17%��4 tranch�18,3%*�18.01%�19,81%��5 tranch�16,3%*�16.84%�18,91%��USD rate at the end of month on MICE (Rb)�4865*�4820�4734��DM rate at the end of month on MICE (Rb)�3350*�3330�3180��average growth rate of USD ate for a month according to trend (% annual)�12,6%*�23,2%�27,2%��average growth rate of DM rate for a month according to trend (% annual)�7,45%*�65,7%�-14,5%��average calculated profitability for future currency sales (% annual) supply date:�����15.04.96�19,75%*�19,5%�19%��15.08.96�18,75%*�18,75%�20%��15.12.96�20,75%*�20,75%�22%��gross turnover on the currency exchange market for a month (bln Rb)�2450*�4013�2755��* estimated

�Medium-Term Outlooks of Evolution of Privatization and Post-Privatization Processes: Possible Scenarios



�The most important trends and outlooks of evolution of certain privatization processes of 1992-1995 give bases for a scenario forecast for the period of 1996-2000.

The optimistic forecast may be defined as the forecast of a “stable evolution of reforms”. From the qualitative point of view, its actualization means that, to the beginning of the 21st century, Russia will have: a layer of strategic private proprietors; a distinct and controllable system of State-owned property and State enterprise; an intermediate, but stable, model of corporate control; factors of long-term stability at the corporate securities market; an efficient market of real estate, including land, with strong legal guarantees for transactions with the latter; a practically tested and efficient procedure of bankruptcy; and the presence of a stable “middle” class.

The pessimistic forecast takes into account the potential strengthening of the key factors of destabilization. Here the idea should be emphasized of the negative influence of both the conservative (ultra-etatist, command-administrative) and the liberal (pseudo-liberal) directions in the policy of Russian reforms. The conservative variant is characterized by the attempt to restore the administrative regime of management (nationalization and restriction of the rights of the new proprietors); its “soft” variant is characterized by safeguarding the private sector surged due to the small privatization, safeguarding the private corporate sector with forced nationalization of 30 to 40 strategic enterprises of certain industries (directly or indirectly), developing the collective forms of property as an ideological compromise.

The liberal (pseudo-liberal) variant is based on the ideology of ultra-radical market reforms and the concept of the disability of the State as a proprietor. As for privatization, its implementation means the forced boosting of the quantitative rates of the formal transfer of State-owned assets (blocks of shares of stock) to the private sector. From the viewpoint of the legal support of the reforms, it is characterized by the nihilism in relation to the already promulgated laws and the deals based on them, the admissibility of abolition of the already made decisions in function of the current situation. The practice has shown, that the ultra-liberal catch phrases can disguise the enthusiastic narrow group activities related to the re-distribution of the property and of the income based on it. This will mean the revivification of the nomenclature and other types of spontaneous privatization at the new stage.

The realistic forecast is based on the hypothesis that in the medium term the balance of the social forces formed in the Russian society will persist. From this point of view, the dominating trend of the evolution of the privatization process in 1996-2000 will be the antagonistic combination of the features of the moderate variants of the pessimistic scenario; this combination is also a factor of mutual neutralization of the negative effect of every one of these variants in their extreme materialization. If we ignore the problems of the transaction costs inherent with such scenario, this will give certain conditions to transform this realistic scenario into the optimistic one not before 2000-2010.

Hence, the practical accomplishment of the realistic scenario will mean an inevitable relatively long transitional situation from the viewpoint of stabilization of the new system of rights of property. We should separate the most significant trends characteristic for the privatization sphere of this period:

development of a new stage of the nomenclature struggle between the "functional" and "industrial" administrations for safeguard (transfer) of control in certain industries;

activation of the process of redistribution of property between the already formed economic and financial structures with the general trend toward concentration of the stock capital;

reinforcement of the banking sector (including the methods of indirect administrative pressure) as a subject of corporate control;

actual predominance of the principle of direct sale of assets (block of shares of stock) during the "residual" monetary privatization;

build-up of powerful financial-industrial oligarchy structures based on strengthened relations between the state administration bodies (functionaries), management, and banking structures, within the framework of the already formed new financial-industrial alliances (including regional);

at the same time, the directors will conserve the orientation toward the maximal control, whose "erosion" and partial concession of the property (control) in exchange for the investment resources are possible only on the basis of a strict monetary and crediting policy, of refusal to support the unprofitable entities, and on the efficient practical procedures of bankruptcy;

continuation of the today’s trends of the extremely slow development of the land market (redemption of land plots of privatized entities); and

slow development of the real estate market in whole, due both to the unregulated character of the legal basis and guarantees for proprietors, and to the policies of the local administrations determined to safeguard the administrative control in the private sector.



A. Radygin

�

Foreign Investments in Russia: Outlooks for 1996



�In January to March 1996, certain factors were active, favoring a more intense inflow of the foreign investments in the RF economy. Among the important factors are the following: promulgation of the Laws “On Agreements on Production Sharing” and “On Joint Stock Companies”; admission of foreign investors in the Russian stock market; discussion on the series of constructive proposals concerning more democratic laws on land; cancellation of the export payments for certain feedstock goods (crude oil, timber); and significant reduction of the inflation rates and production decrease. The support of the Russian economy reforms by the world community (this is confirmed by the large, US$10.2 bn, credit to be granted to Russia by the IMF) also leads to a higher trust from the foreign investors. A certain improvement of the investment climate in Russia is also confirmed by the fact that, during the last three years, Russia has stayed in the first hundred of the nations as for the reliability rating for investors.

Western investors continue paying the greatest attention to the fuel and power sector. According to the State Registration Chamber, as of 1 March 1996, of the 19,400 entities with foreign investments registered in Russia, 2,500 were established in the fuel and power complex. The Law “On Agreements on Production Sharing” opens the way to the direct investments in the oil industry using the already available agreements for US$28 bn. In addition, other oil projects have been prepared: they may attract the additional US$54 bn of direct foreign investments. Among the largest projects is the development of the Priobskoye oil field (the investments will amount to US$330 bn, the expected profit is US$28 bn, and the parties will participate in the project implementation in equal shares); the development of the Timan-Pechora oil- and gas-bearing region; and the fulfillment of the contract between the Russian Government and Total (France): in accordance with this Agreement the French party will invest US1 bn in the Russian North oil fields.

Foreign investors also take part in large-size projects in such spheres as construction, metallurgy, and forest industry. EBRD has approved 64 investment projects for Russia, US$7 bn worth in total, of which 42 agreements have already been signed (the part of the Bank exceeds US$2.2 bn). The Japanese Eximbank allotted a US$500 mn credit for to implement specific projects. The drafting of the intergovernmental agreement on the construction of the Russian-Korean industrial complex in the Nakhodka Free Economy Zone (the expected investments amount to US$1 bn). German banks have opened the credit lines (DM1.3 bn) for the technical reconstruction of enterprises in the Cheliabinsk region.

In these last days, the greatest interest of the foreign investors is paid to the telecommunications sector. According to the Russian Ministry for Post and Telecommunications, in 1995, US$512 mn, including US$127 mn of direct investments, were mobilized in this field. It is supposed that, in 1996, the volume of the foreign investments will grow up to US$750 mn. The most significant among all the projects are the start-up of the Russian international telecommunications network (the Southern complex is planned for start-up in 1996); the creation in the RF of a state-of-the-art common use network; and the project for reconstruction of the Moscow city telephone network.

EBRD proposes to invest US$150 mn in the telecommunications of Tartaria by financing the “Tatarsviaz” Project. The Agreement in the field of creation of the satellite communications systems between RFO Gazprom, RCC Energiya, AO Gazprom, and Loral (US) has been signed. Several interesting projects are under implementation in the field of development of the transport network and updating of various transports in Russia The liberalization of the Russian stock market ensured the growth of the portfolio investments in the Russian economy.

The above trends allow to hope for the growth of additional foreign investments in 1996, compared with 1995. According to the governmental estimates, the 1996’s inflow of foreign investments may amount to US$2 bn. We believe that this figure is the lower limit of the expectations.

At the same time, serious obstacles on the road of the foreign investments remain. In particular, the participants of the “Investments in Russia. Outlooks of Direct and Portfolio Investments in 1996” Conference, held in New York, NY in March 1996, noted, just as before, the imperfection of the taxation system, the poor availability and shortage of the economic information, and the problem of the investments guarantees. The utmost problem is the political instability in Russia, making the potential investors wait, at least, till the Presidential elections in Russia.

V. Ranenko, N. Nikolayeva�

Investment Climate in Industry



�The investment activity of enterprises is the sphere the most negatively affected by the transition conditions, the stricter financial limitations. The unfavorable investment climate is pre-determined by both the continuing inflation and the shifts in the aggregate demand leading to the incertitude in the estimation of the market outlooks. At the micro-level, all these is expressed in the low attractiveness of the industry as a capital application sphere, while the own assets of enterprises are insufficient for large-scale investments.

The results of the polls made within the framework of the Ministry for Economy “Monitoring of the Situation and Behavior of Enterprises” Project allow to estimate the today’s availability of various sources of investments for enterprises and to reveal the institutional factors inhibiting the activation of the investment policy in the industry.

The quantitative estimate of the access of enterprises to investments in 1995 and in the first half of 1996 was based on the mail poll of 433 entities from the panel sampling of the conjuncture polls laboratory of the Institute for Economy in Transition (see Table 4). The visible limitation of the access to external sources, as well as the fact that over 40% of enterprises do not make investments, support the “unfavorable” estimate of the investment climate in the industry. It should be emphasized that only 2.5% to 5% mobilize the assets at the micro-level (private business’, foreign investors’, and industrial entities’ assets), while the participation of the banking capital in industrial investments is extremely rare.�



Table 5

Availability of Investment Sources for Entities in 1995 and First Half of 1996

(% of polled)

Investment sources�All entities�including industries producing��(investors)��consumer goods�investment goods�intermediate goods��Assets of federal Budget or local budgets�12.3�16.3�9.4�11.2��Own assets of entities�43.0�40.0�45.0�43.3��Long-term bank credits�10.5�13.3�12.1�6.7��Bank capital itself�1.2�1.5�1.3�0.8��Assets of industrial enterprises�4.9�6.0�2.0�6.0��Assets of foreign investors�3.5�4.4�2.0�4.5��Assets of industrial structures, holdings, etc.�3.0�3.0�4.0�2.2��Never mobilized assets�41.2�40.0�41.0�41.8��*	This may also include the entities which did not answer the question. Hence, the estimates of the access to the source may be underestimated.



�Despite the activation of the market-oriented policy and the attempts to master the ABC of marketing, the management’s of lots of enterprises show the inability of lots of entities to work “for the market” and a low quality of the estimates of the potential demand. The lack of the skill and qualification and, which is more important, the lack of information (on prices, sales, consumers, etc.) show up. The available outside advisors take the fees which may be too great for entities, especially smaller ones, and the quality of their job is doubtful, too.

The organization of production and management formed at Russian entities, first of all of the civil sector, has already become the bottleneck scaring the potential investors (especially foreign ones) and increasing the risk of the investments. The conservation of the excess potential, the quest for a large diversification of the activities together with the safeguard of the functional principle-based centralized schemes of management lead to the investors’ doubts in the management efficiency. In many cases, enterprises cannot submit a well developed investment project or  even a well-founded concept. In many events, the estimates of the demand and payability are arbitrary.

In numerous cases, the investments are limited by the desire of the management to keep an entity “closed”, to use outside assets without loosing the control of the capital. Almost all directors say they are ready for secondary issue or sale of bloc ks of shares of stock; meanwhile, it is not so easy to find those who are ready to sell the control parcel, though lots of managers are ready to “let in” an outside investor in the statutory capital if the participation is limited within one fourth or even one third.

T. Dolgopiatova

�

Investment Processes: Construction Complex



�The analysis of the trends of development of the Russian economy for 1991-1995 leads to the conclusion that the recession in the investment sphere is coming to a lesser depth. The change of the investment structures in the real sector of the economy, supported by the reinforced orientation toward the social and civil (especially dwelling facilities) construction has positive effects on both the dynamic of the gross accumulation in the fixed assets and the financial and economic conditions of the construction complex functioning.

With the de-centralization of the control of the investment processes in the construction complex the institutional structure has undergone significant changes. The enterprises of the non-State ownership accomplish over 83% of the contract works volume; their share of the investments in the fixed assets amounts to 59%. As for the changes of the organizational and legal structure of the construction complex, the growth of the share of small-size enterprises is characteristic: during the period of 1990 to 1995 the share of the small-size enterprises in the total number of the contractors increased from 63.8% up to 84.2%. In 1995, the privatized construction entities executed Rb63.5 trln contractual works, put into operation 68% of the living homes, 58% of the pre-school institutions, and 68% of the general education schools.�Table 6

Dynamic of Main Parameters of Investment Activity and construction,

% of the relevant year

�1992�1993�1994�1995�1996, January and February��Investments in fixed assets�60�88�76�87�90��of them by spheres:�������production�56�81�67�83�86��non-production�70�101�89�93�95��Gross production of construction�64�92�75�91�92��Putting into operation living homes�84�100.7�94�109�103��Source: RF Goscomstat



Table 7

Structure of Contractor Works by Forms of Property

�1993�1994�1995�1996, January and February��������TOTAL by construction entities�100�100�100�100��of them by forms of property:������State�28.0�20.0�15.0�12.0��municipal�2.0�1.0�1.0�2.0��mixed�41.0�48.0�45.0�41.0��private�28.0�30.0�38.0�44.0��Source: RF Goscomstat





�While the volumes of the contractor works are reducing, the construction entities are adapting to the changing structure of the effective demand by expanding the sphere of the services they render, both construction and non-construction. As for the construction organizations in the private and mixed property, over two fifths of the volume of works are new construction and reconstruction. The State-owned construction entities accomplish over one third (by cost) of the contractor works due to the current repair and overhaul (25% in 1994). The municipal construction entities support their financial situations mainly by expanding the sphere of the current repair and overhaul of the dwelling facilities and civil engineering lines.

One should take into account the peculiarities of financing of the contractor works by forms of property. In the State-owned entities over one third of the works are financed from the budget sources. The irregular income of money from the budget affects negatively the financial and economic results of the activities. In the contractor entities of the mixed and private forms of property the own assets of the entities and the assets of the individual builders amount to 78.6% and 92.2%, respectively.

The financial situations of most construction entities are aggravated by the continuing growth of indebtedness of the customers for the actually accomplished works. Due to the lack of money with the customers and the irregularity of the budget financing of the federal Investment Program, customers have not paid for 18% of the works accomplished in 1995. The irregular inflow of the money leads to higher amounts of the delayed payments in the payment of the wages to the persons employed by the construction entities and in the settlements for the supplies of the material and technical resources. The share of the overheads relative to the settlements for credits and loans in the expenditures structure of contractors is growing. As of the beginning of 1996, the debtor’s indebtedness of the construction entities amounted to Rb42.8 trln (of which the delayed debt amounts to Rb18.6 trln).  Almost every fourth entity of the construction complex is unprofitable.

The change of the institutional structure of the economy is accompanied with lower expenditures on the construction and erection works for the entities of the mixed and private property forms. In whole, the level of profitability made 20% for the construction complex organizations at a significant differentiation by forms of property: for the privatized entities It made 22% and for the State-owned entities it made 19%. This may be explained by not only the higher efficiency of the construction works in the private entities but also by the faster growth of the non-construction works, transport and trade services volumes.



In the State-owned construction entities the shares of the labor payment and depreciation allotments are higher than the average in the construction complex. The use of the material and technical resources with better qualitative parameters and the perfectioning of the production process by the non-State owned construction entities brings to lower specific expenditures due to the labor saving. The outflow of the labor force from the privatized construction complex entities is more rapid than in the construction complex in whole. In 1994, the number of employed by the contractor entities of the mixed and private forms of property reduced by 15%; in 1994 the relevant figure was 10%; meanwhile, the total reduction of the number of employed in the construction complex was 8% annual. The de-centralization of the investment process forms the necessary conditions for the higher efficiency of use of both the labor resources and the capital assets.

Since the beginning of 1996, construction and erection entities accomplished Rb23 trln worth works; if compared with the relevant period of 1`995, the volume of works reduced by 8%. In January to February 1996, the construction and erection entities increased the volume of the non-construction works due to that the portfolio of orders had not been formed and the construction of the unfinished projects had been suspended because the builders lacked money. As the traditional seasonal revivification in construction has begun, one may expect that the results of the first quarter of 1996 will show the stabilization of the construction at the level of the preceding quarter-year.



O. Izriadnova



�

Incomes of Population



�The dynamic of the incomes of people in the Fall and Winter period of 1995-1996 shows, mainly, the picture similar to that of one year ago, in 1994-1995. In the both events, at the beginning of the year, no indexation of the population’s incomes was performed; hence, in the first quarter of a year the tendency forms to lower actual incomes. It should be noted that the data on the incomes dynamic published by the statistic entities � comparisons with the relevant months of the past year � do not support realistic estimates of the changes in this sphere.

The real available money incomes of the population increased, in February 1996, by 4%, compared with January 1996, and by 6%, compared with February 1995. At the same time, the average per capita incomes of people, in actual count, were by 12% lower than the average monthly level of the last quarter of 1995 and by 4% lower than the level recorded in February 1994.

The real calculated wages of February 1996 exceeded the January 1996 level by 0.6%; if compared with February 1995, it grew by 11%. The positive changes in the dynamic of the actual wages and salaries which outlined themselves in February 1996 were due to the repayment of the wages and salaries indebtedness. Nevertheless, at the beginning of March 1996, the total volume of indebtedness remained very significant, amounting to Rb22.3 trln as of 11 March (over 40% of the average monthly labor payment fund of January and February 1996). As of the same date, the indebtedness of Rb6.5 trln formed for the money calculated for February (over 13% of the total fund of the labor payment calculated for February).

According to the expert estimates of the RF Goscomstat, if the existing rates of repayment of the wages and salaries remain the same, to the end of March 1995, the indebtedness will be reduced by not more than Rb5 trln. In these conditions, a growth of the nominal money incomes of persons by 4 to 5 percent may be expected; at the 2.5% to 2.7% March inflation level this allows to forecast the growth of the actual incomes in March by about 1.5%. All this means that, compared with March 1995, the actual incomes will reduce by 6%, and the reduction of the real incomes in the first quarter of 1996 will make 2% compared with the relevant period of 1995. If, beginning from 1 April 1996, no full-scale indexation measures are taken, a very unfavorable dynamic of the actual incomes of people will be extremely probable in the second quarter of 1996.

The structure of the money expenditures of persons in February 1996 changed insignificantly, if compared with February 1995: the share of the consumer expenditures saw practically no changes; the share of expenditures for purchase of hard currency reduced from 15.0% to 13.1%;  and the share of the savings accumulated in deposits and securities increased from 4.8% to 7.5%. Nevertheless, the significant decrease of the interest rates on the term deposits of natural persons in the Saving Bank (Sberbank) that took place in March may lead, in the nearest future, to a certain decrease of the share of the savings (at the same time, the share of the expenditures for purchase of the hard currency and the share of the cash remaining at hand will grow).

The differentiation of the persons’ incomes saw no significant changes in February 1996. The incomes concentration index (Jinny index) made 0.348 for January and February 1996, which is similar to that of December 1995. A certain increase of the share of the social transfers in the total volume of incomes of people and the safeguard of the mechanism of indexation of the pensions when the sizes of the compensation allowances do not depend of the size of the basic pension, as well as the lesser differentiation of the salaries and wages will, seemingly, favor the conservation of the already formed level of differentiation of the incomes of people in March and April 1996.



I. Kolosnitsyn

�

OIL INDUSTRY: THE FACTOR OF CRISIS



�The state of oil industry, one of the leading branches of Russian economy may be defined as a deep decline. Oil yeilds reduced from 568.8 mln. tonnes in 1988 to 306.8 mln. tonnes in 1995 , or  by 46% . The reduction of  oil yielding continues this year as well ( Table 8). The decline of oil extraction in Russia is conditioned by  a complex of geological and economic factors. The first group of them is related to  worsening of  qualitative characteristics of the raw material basis of the branch, which is conditioned, first of all, with a high rate of   exhaustion of exploited oil reserves, including the largest and high-productive  oil deposits. As a result,  the productiveness of  current oil wells is decreasing steadily, while the content of water in extracted oil is  increasing and  retirement of productive capacities is growing. For the last decade,  an average productivity of  oil wells  has declined from 18.5 tonnes per day in 1985 to 11.6 tonnes per day in 1990 and  7.3 tonnes per day in 1995, or by 61%.At the same time,  new  deposits  put into   exploitation are characterized  with lower productiveness and volumes of  stock ,   while    bedding  of oil layers of deeper  and their geological structure  is more complicated. An exploitation of such deposits requires   significantly larger  amount of expenditures and  usage of  more sophisticated and expensive technical means and technologies.



�Table 8

The average daily production of oil in 1992-1996, thousand tonnes

�1992 December�1993 December�1994 December�1995 December�1996 January�1996 February��Production, thousand tonnes�977.4�854.8�832.3�803.2�793.5�789.7��

�The exhaustion of  deposits   has entailed a fall of  profitability of oil extraction at them, which under the conditions of the low level of domestic prices on oil and  a lack of tax exemptions for the deposits at final stages of expoloitation  has determined a mass shut-down of oil wells.  In January 1996, the proportional weight of idle wells in the exploitation fund reached 28. 4%.

The impact of a complex of economic factors related to  transformational processes in Russian economy has led to a sharp reduction of capital investment to oil industry. The volume of capital investment ( in comparable prices) in 1995 was only 46%  of  the  level of 1989 when  the peak of investment in this branch was reached. Since 1990, both an abrupt reduction of centralized capital investment ( because of the significant deficit of the state budget) and  narrowing  of possibilities  for oil extraction enterprises to make investment at their own expense have occurred. For  the enterprises, the main factors of  decrease  of their investment potential were state limitations on domestic oil prices, high rates of taxation, quantitative  limitation on  their production exports.  One cannot but take into account a lack of serious incentives for investing under the conditions of high inflation and  fall of solvent demand.

The fall of investment activity has manifested in a sharp reduction of created production capacities. The volume of exploitative and prospecting drilling on oil reduced from 41.5 mln.m. in 1988 to 11.1 mln.m. in 1995, or by 73%,  and  putting new oil wells into service  reduced from 14.5 to 4.6 thousand pcs, or by 68 % (see graphs 2). As a result,  for recent years,  putting  new oil extracting capacities into service  has compensated  for a natural  retirement of them only at 25-30%,  due to the exhaustion of  reserves at exploited deposits.

Foreign investment has not yet  significantly influenced  on the process of  reproduction in

oil industry. In terms of actual needs for the advancement of this branch, their inflow still remain on a very low level. However, on the whole, the majority of potential large investors  currently have taken an  expectatory position towards Russia.

The perspective development of Russian oil industry will be determined by a complex of geological, economic and political factors. On one hand, geological factors will maintain their impact in terms of  the further decrease of oil-yielding and increase of respective capital costs. On the other hand, reaching a macroeconomic stabilization, growth of the demand for crude oil and petroleum derivatives on both domestic and external markets, increase of  domestic and international prices on oil, lowering taxes and export duties, completing institutional transformations and improving conditions for foreign capital would be creating the perconditions for an increase of investment. The aggregated impact of these factors,  by our estimations, might be able to compensate for the deterioration of natural conditions of oil yielding, which would allow Russia to keep its position as one of the main suppliers of oil raw materials to the global market.

By an optimistic prognosis, oil  production might increase to 330-350 mln. tonnes in the forthcoming 10-12 years, while exports might grow to 140-150 mln. tonnes annual. The percondition for such a progress is this country’s political leaders’ maintaining a liberal economic course, otherwise  sharp worsening of economic conditions of the development of oil industry, along with a drop and stagnation of  Russian oil production and exports may be possible.



Yu.Bobylev 
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Situation of Industrial Enterprises

�The decrease of the effective demand growing since September 1995 stopped in March 1996. The balance (growth v. decrease) grew by 7 points in March. The improvement of this parameter was recorded in all the industries except the wood-working (�82% after the �79% of February) and food (�40% after the �36% in February) industries. The greatest growth of the balances was recorded in the petrochemical (�29% after the �60%) and light (�47% after the �70%) industries. The State-owned and privatized entities estimated the changes of the demand on their products by the �44% and �53% balances, respectively.

Despite the better dynamic of the demand, the balances of its estimates reduced by 3 points in March. The satisfaction with the demand was reducing in all the industries. The estimates by the State-owned and privatized entities do not differ.

The decrease of the demand lowering effected in no time the dynamic of production. In March, the balance of the production changes grew by 17 points and returned to the level of January 1995, thus compensating the drawback of the first two months of the year. The greatest improvements of the balances were seen in the construction industry (�10% after the February’s �40%), in the petrochemistry (�15% after �33%), and in mechanical engineering (�27% after �43%). The correspondence of the changes of demand and production was recorded in 59% of entities.

The estimates of the production volumes saw practically no changes in March. As before, 90% of entities are not satisfied with their production. In the petrochemistry this parameter reaches 99%, in the light industry it comes to 98%, and in the mechanical engineering it is 93%. Among the State-owned entities 84% of such estimates were recorded; for the privatized entities the relevant figure amounts to 91%.

�

�

In March, the growth of the wholesale prices slowed down again. The balance (growth � decrease) reduced by 10 points and turned out the minimal since the polling of the actual prices changes began in October 1994. The negative balance (absolute reduction of prices) remains for the second month in the wood-working industry. Significant reductions of the balances were recorded in the petrochemistry (+9% against the February’s +21%) and the food industry (+8% against +26%). The most intensive prices growths were recorded in the mechanical engineering (+29%) and the construction industry (+30%). The prices grew by 28% in the State-owned sector and by 16% with the privatized entities.

The estimates of the finished products stocks did no change in the industry in whole. The excessive stocks were growing in the wood-working industry (+51% against +45%) and the construction industry (+589% against +43%). Other industries have shown a reduction of the surpluses; in the mechanical engineering it reached +9% and in the food industry it came to �13% (lack of surpluses).

Though in March the forecasts of the production change reduced by 4 points, the value remains positive for the industry in whole. Negative balances (predominant forecasts of reduction of production) were recorded only in the mechanical engineering (�5%) and the light industry (�8%). The forecasts of the other industries are positive, reaching +37% in the construction industry and +22% in the food industry. The expectations make +2% for the State-owned entities and +3% for the privatized entities.

�

�

The inflation expectations of enterprises continue reducing. Since the beginning of 1995, the forecasts became more moderate, by over 40 points. In the nearest months, the slowest prices growths are possible in the wood-working industry (+15%), in the light industry (+25%), and in the petrochemical industry (+27%). The mechanical engineering, construction, and food industry entities reserve the forecasts of the most intensive growth of their prices (+51% to +56%).

The forecasts of the demand changes have been improving since December 1995. During four months, the balance of expectations improved by 26 points. The negative balances remain only in the wood-working (�2%) and light (�13%) industries. The fastest growth of the demand is expected for the construction industry (+45%) and the petrochemical industry (+41%).

S. Tsukhlo, R. Gerschmann

�Situation in Agro-Industrial Complex



�At the beginning of March 1996, the Russian President signed the Decree “On Realization of the Constitutional Rights of Persons on Land”. The necessity of such Decree became obvious long ago. The matter is that, after the reorganization of the collective farms and State-owned farms in 1992-1993, a very ambiguous situation formed in the agrarian sector due to the incompleteness of the reformation. The land was transferred from the State to the collectives of rural entities in joint property; thus the absolute State monopoly was abolished. In 1993, the Presidential Decree (at that moment it had the status of a Law) made legal the free circulation of the land shares in the rural economy without consent of the members of the owners’ collective. Hence, Russia formed, at the federal level, the most liberal land laws relative to the rural economy lands. But the weakness of the State power, the transfer of the powers of the legal regulation of the land relations to the federal-regional level, and the possibility of an arbitrary construction of the legal norms by local administrations resulted in that these liberal laws were, actually, not enforced or enforced not completely.

The problem is also aggravated by the fact that absolutely most of the rural dwellers having received their land plots for property transferred them for use by their agricultural entities. At the same time, in practically all the cases, the conditions of such transfers were not duly recorded: the owners do not feel responsible for the management of their properties, do not have any tangible benefits from these properties, and do not have any possibility to compare different variants of transfer of their shares.

For the other hand, any agricultural entity gets into a difficult situation, because it uses its main mean of production under indefinite conditions when, at any time, one or more proprietors of the agricultural lands may require to return their shares. In such situation, no efficient production planning, no medium-term contracts, etc., are possible.

The priority purpose of the Presidential Decree consisted just in the need to fix from the legal viewpoint the relations between the land owners and users. The State cannot help controlling, using the legal registration, the transfer of such expensive real estate as the land is. If the decree can be practically implemented, the real land circulation in the rural economy sector will become possible, even with the today’s production drop. In certain cases, the owners of the land plots will get the possibilities to choose between farms, selecting those which offer more profitable conditions of use of their lands; and this will lead to the redistribution of the agricultural lands to more efficient economies. This will also determine the optimal sizes of rural economies: nobody will want to pay for the excessive land (as of today, the tax on land does not function as a regulator in this matter). Finally, the non-use of the lands (which is inevitable at such a high level of the production decrease) will become due, mainly, to the worst lands because nobody will like to rent or purchase them.

The fast registration of the bargains for transfer of the land plots may, in practice, make the approval of the Land Code in the today’s version not so dangerous for the future of the land and agrarian reforms in Russia. The draft Code supposes to solve the above contradiction between the lands proprietors and users for the exclusive benefit of the rural economies: according to this draft Code, the land the rural economies use becomes their property as of legal entities. Such approach will, for the one hand, actually dispossess the Russian rural dwellers, and, for the other hand, postpone the land circulation in the agrarian sphere for an intolerably long period. But if the contracts on sale, rent, transfer into statutory capital of land plots, such measure becomes not dangerous (of course, if the new Code does not become retroactive).

In February and March, changes took place in the trade protectionism in the food complex. The continuing crisis of the Russian aviculture is traditionally associated with the aggressive import of poultry from outside the CIS. According to the customs statistics data, in 1995, the import of poultry meat grew by 162.7% by physical volume, and by 154.6% by cost; at the same time, the decrease of the Russian poultry meat production made 22%. The new, higher, customs tariff was introduced: 30% against the former 25%. This measure would not have had such grave consequences for the trade relations between Russia and the USA (the USA are the main suppliers of the chicken meat to Russia; their share in the import of this product grew, from 1994 to 1995, from 73.1% to 75.0% by volume and from 69.2% to 77.7% by cost), had not the Department for Veterinary of the Russian Ministry for Agriculture made the decision to stop, from 16 March, issuing the licenses on the poultry import from the USA due to formal sanitary requirements.

The wholesale prices per kilo of chicken legs (which form the main share of the poultry imported by Russia) are by 30% lower than per kilo of the poultry meat. Hence, the import ban will affect, first of all, the low income groups of population. This may be changed if analogous Russian products occupy rapidly and in sufficient amount the formed niche of the market.

In March, a growth of the grain purchase was recorded after the limited purchases in the first two months of the year. Only during the first ten days of March, Roskhleboprodukt purchased 62,000 tons of grain, mainly, food wheat. The main purchases were made in the Western Siberia which had a relatively good crop in 1995.

The grown purchase of the grain is due to a series of reasons. First of all, the near sowing campaign and the non-resolved at the federal level issues of the seasonal credit incite agricultural producers to sell their stocks. Secondly, the average contractual terms of storage of grain at elevators will expire in March, and the elevators require higher rental payments. Thirdly, the grain prices remain stable for the last two months, and it seems that they will not grow further on.

Hence, the producers see no sense in postponing the sale of the commercial grain. The growing purchase volumes lead to the conclusion that the official values of the actual gross grain crop of 1995 were underestimated by 3 to 4 million tons (4.5 to 6%).
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�

Exterior trade



�In March 1996, the world market situation stayed favorable for Russian exporters. If compared with January 1995, the prices grew by 2.5% for crude oil, by 3% for gasoline, by 2.8% for aluminum, by 7% for lead, and by 2.5% for nickel.

But the conservation of the currency exchange rate corridor, the growth of the domestic prices, the growth of the transport costs, etc., lead to the trend toward the excess of the domestic market prices over the world ones. This makes the export transactions less profitable. As of today, the trade operations in the world market with crude oil, natural gas, timber, and sawn timber remain efficient.



�Table 9

Domestic to world prices ratios

�1994�1995�1996���domestic price�world price�domestic price�world price�domestic price�world price��Crude oil and gas condensate, US$/t�53.1�100.0�77.1�117.0�98.5�116.0��Automobile gasoline, US$/t�139.7�165.0�267.9�169.0�393.1�175.0��Diesel fuel, US$/t�129.5�152.0�184.2�154.8�288.0�158.0��Coal, US$/t�19.3�32.6�31.2�53.0�43.2�53.0��Natural gas, US$/thous. m3�34.9�70.3�57.7�77.0�79.5�78.0��Rolled ferrous metals, US$/t�223.0�417.0�379.0�463.0�493.0�585.0��Calculated based on the data by the RF Goscomstat





�As the mutual non-payments in the domestic market are expanding, the export stays for Russian entities the practically only one guaranteed source of hard currencies. Hence, the trend toward the export growth stayed effective at the beginning of 1996. In January 1996, US$6 bn worth products were exported which exceeds by 7% the relevant figure for January 1995. The export outside the CIS grew by 5% and the export into CIS countries grew by 16%.

In January 1996, the volume of import amounted to US$4.2 bn. If compared with January 1995, the import from the CIS countries grew significantly (by 7.2%). After the establishment of the customs union between Russia and Byelorussia and abolishment of the customs control at their respective borders, the Byelorussian Government enacted more privileged conditions for import from third countries of for a large range of the goods having high demand in Russia, and this contradicts the rules of a customs union supposing agreed upon tariffs for third countries. The last one of the measures Byelorussia take in this direction was lowering, from 10 January 1996, the import duty on automobiles from ECU5 to ECU0.3 per 1 cm3 of the engine volume. It seems obvious that the growth of the goods import through Byelorussia explains, most of the sharp growth of import from the CIS countries.

Lots of goods are cheaper in the CIS than in Russia, and it is economically profitable to purchase them as imported from these countries. Thus, taking into account the duties and transport costs, the CIS prices are lower than the Russian domestic prices by 5% to 10% for the rolled ferrous metals; by 35% to 40% for aluminum; by 15% to 20% for copper; by 29% for beef; by 21% for sugar; by 25% for grain; and by 45% to 50% for cotton tissues. In this connection, a further growth of import from these countries may be expected to grow.

In accordance with the obligations to the IMF, from 1 April, the export duties on the crude oil and natural gas will be reduced 2�fold ((ECU10 and ECU 1 per ton, respectively). The Budget losses will be compensated by the growth of the excise taxes. The Ministry of Finance intends to increase the basic excise tax rate on crude oil from Rb394,000 up to Rb500,000 per ton. Besides, the tariffs for the crude oil pumping in all directions are supposed to be increased by 73%. The tariff for pumping in different oil pipelines varies from Rb10 to Rb160 per ton/km. These figures are effective for both the exporters and the domestic transportation.



Main documents



The Decree of the Russian President # 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" approved the List of the double purpose equipment and materials, submitted by the RF Government,.

The Resolution of the RF Government # 206 of 28 February 1996, “On the Measures to Strengthen and Develop the Foreign Currency Control in the Russian Federation”, the RF Ministry for External Economic Relations, the RF State Committee for Customs, and the Russian Federal Service for Foreign Currencies Control have been instructed to develop, during the following two months, the draft Decree of the RF President fixing the order of the barter transactions, as well as the draft agreement between the Governments of the CIS ember countries on the unique principles of the foreign currencies control by the customs services of these States.

The Resolution of the RF Government # 212 of 28 February 1996, “On the Partial Change of the Export Customs Duties Rates” has introduced, from 1 June 1996, the 5% duty on the import of the construction equipment.



�



Events of the month



�19 February

Mr. Boris Yeltsin, Russian President, signed the Decree nominating Mr. V. Kadannikov, First Vice-Prime Minister of the RF, the Manager for the RF in the International Bank for Reconstruction and Development and the Multilateral Agency for Guarantees of Investments.

Mr. Boris Yeltsin, Russian President, signed the Decree nominating Mr. S. Dubinin, Head of the Russian central Bank, the Manager for Russia in the IMF and EBRD.

Mr. Boris Yeltsin, Russian President, signed the Decree dismissing Mr. A. (ubais from the office of the Manager for the Russia in the IMF, International Bank for Reconstruction and Development, and the Multilateral Agency for Guarantees of Investments.

22 February

MMF and the Russian Government signed the Agreement on the grant of a US$10.2 bn credit during three years. Russia is to receive the first tranche of this credit this April.

23 February

Mr. Boris Yeltsin, Russian President, spoke before the federal Assembly with his Annual Message.

Mr. Boris Yeltsin, Russian President, signed:

the Law “On Russia Joining to the European Council”;

the Decree “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”

the Decree “On the Nomination of Mr. N. Yegorov, Head of the Administration of the Heard of State, Chairman of the Expert-Analytical Council under the RF President”; and

the Decree “On Foundation of the Russian Fund for Legal Reforms”.

26 February

Mr. Boris Yeltsin, Russian President, signed the Decree approving the new version of the “Children of Russia” Presidential Program.

27 February

Mr. Boris Yeltsin, Russian President, signed the Decree “On the Federal Service of the Russian Federation to Regulate the Natural Monopolies in Transport”.

28 February

Mr. Boris Yeltsin, Russian President, signed the Decree “On the Additional Measures to Develop the Mortgage Crediting”. (This Decree will expand the possibilities of persons to be granted loans (first of all, for the living facilities construction) by mortgaging their apartments, houses, land plots, and other real estate).

The RF Government approved the Resolutions:

“On the List of the Payments for which the Insurance Payments into the Russian Federation Pension Fund Are Not Charged”;

“On the Register of the Economy Subjects Having the Share of Over 35% in the Market of Specific Goods”.

28 February

Mr. Boris Yeltsin, Russian President, signed:

the Law “On the Payment of the Pension for Length of Service to the Education Workers Engaged in Pedagogic Activity in Schools and Other Educational Institutions for Children”;

the Decree “On Transfer to the Russian Federation Subjects of the Shares of Stock in the Federal Ownership of the Shares of Stock of the Joint Stock Companies Formed During Privatization”.

According to the Resolution of the RF Government, the Administration of the Kamchatka region was authorized to export annually 1.2 mn tons of crude oil and import the petroleum products for the needs of the region for the money received.

1 March

The Russian Government approved the following resolutions:

“On Extension of the List of the Entities of Strategic Importance for the National Safety, Approved in September 1995”. The term of holding of the Federal blocks of these shares of stock has been extended for three more years. These parcels are not subject to sale before this term.

“On Approval of the Regulations on Licensing of the Leasing Activities in the Russian Federation”

“On Approval of the Regulations on Licensing of Certain Activities in the Domain of Protection of the Environment”.

4 March

Mr. Boris Yeltsin, Russian President, signed the Decrees:

“On the Order of Alteration of the Terms of the Elections into the Legislative (Representative) State Power Bodies of the Russian Federation Subjects”;

“On the Reorganization of the Ministry for Nationalities and Regional Policy to form the Ministry for Nationalities and Federal Relations”.

The Russian Government approved the Resolution “On Increase of the Stipends for the Post-Graduate Students of the State Education Institutions of the Higher Professional Education and R&D Institutions of the RF”.

5 March

Mr. Boris Yeltsin, Russian President, signed the Law “On Amendments to Article 6 of the Law of the Russian Federation ‘On the Income Tax on Natural Persons’”.

7 March

Mr. Boris Yeltsin, Russian President, signed the Decree “On Realization of the Constitutional Rights of Persons on Land”.

9 March

Mr. Boris Yeltsin, Russian President, signed the Law “On Amendments to the Law of the Russian Federation ‘On Excise Taxes’’.

11 March

Mr. Boris Yeltsin, Russian President, signed the Decree “On Certain Measures to Encourage the Investment Activities in the ‘Nakhodka’ Free Economy Zone”.

The Russian Government approved the Resolution approving the “Federal Goal-Oriented Program for Restoration of the Economy and Social Sphere of the Chechen Republic for 1996”. The expenditures on the implementation of this Program will amount to Rb16 trln and US$1 bn.

12 March

Mr. Boris Yeltsin, Russian President, signed the Decrees:

according to which the Russian Ministry of Foreign Affairs becomes the main coordinator of all the foreign political activities;

approving the Program for ensuring the protection of the State Secret for 1996-1997;

“On Reduction of the Number of the Officers of the Federal Executive Power Bodies and State Bodies under the RF President; and

approving the Regulations on qualification of a Federal State Official.

Mr. Boris Yeltsin, Russian President, issued the Instruction, fixing the schedule of the Russian retreat from the regime of sanctions against the States situated in the territory of the former Yugoslavia: Bosnia and Herzegovina, Macedonia, Slovenia, Croatria, and United Republic Yugoslavia.

13 March

The Russian Government approved the Resolution on the grant of the commodity credit in form of  fuel and lubricants to Russian agricultural producers by the leading Russian oil companies for the current year.

18 March

Mr. Aleksandr Potemkin was nominated Deputy Chairman of the Bank of Russia.
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