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�Political Outlook



�The formation of a new Russian Government became the main economic and political problem in March. As we mentioned in previous bulletins the principal idea of this task had to become a transition from the “government of agreements” to the “team government”. Only a team of people who share the same ideas would be able in the present context to overcome an acute budgetary crisis which exists in Russia from 1996.

Tough and consistent Presidential address to the Federation Council announced on March 6 symbolized a new stage of economic reform and, first of all of budget reform. However, from the start the formation of a new Cabinet faced many difficulties of both personal and objective character. It became clear that when there are real interest groups in society the “team government” can not be in a pure form and that is why certain compromises are inevitable.

Popular newcomer to the Government was Boris Nemtsov as second first deputy prime minister became a form of such compromise. From the point of view of consistent economic reform this decision of Boris Yetsin can not be evaluated simply. On the one hand, it allowed to overcome some contradictions which clearly appeared between Chernomyrdin and Chubais as well as to reduce unavoidable conflict between the Government and the State Duma. On the other hand, there appeared two politicians in the Cabinet who may take part in the next presidential elections. This fact can not promote the stability of the executive power nor consistency of the reforms. The future contradictions between Nemtsov and Chernomyrdin are feasible from our point of view.

The efficiency of the Government will depend to a certain extent on the person who will head Presidential Administration and on how its work will be organized. At present major posts in the Administration are occupied by the officials who are consistent reformers. This fact, it seems, creates a basis for the activity of Chubais. However, preservation of the old guard in the Administration can become a serious impediment for the team activity of the Cabinet. This was characteristic of the second period of Gaidar joining the Government in September-December 1993.

It is clear, that a realistic assessment of the work of a new Cabinet can be given some time later. Two factors can play a major role in the analysis of its work during the next few months. First of all, character of legislative work: what documents the Government will be adopting (or submitting to the Duma) will show whether it is capable of conducting consistent reforms. A new draft of the budget will be the other aspect. It should differ radically from 1997 budget if the events take a positive course.

March events confirmed our early conclusion of the formation of the social and political environment in Russia which is an indispensable (but not sufficient) condition to encourage foreign and national investors. March 27 protest march passed on quietly and, moreover, it has demonstrated a deeper conflict between the trade union leaders and the leaders of the communist opposition. Although this conflict is rather tactical for the leaders of the Federation of Independent Trade Unions of Russia (to be closer to real power than to the opposition), it has a stabilizing effect on the whole situation.

Vladimir Mau

�

Budget



�According to the preliminary data (see Table 1), the federal budget revenues in February 1997 remain below the second half of 1996 level. However, in comparison with the January 1997 level, they went up by about 1 percent of GDP.



�Table 1. Execution of the federal budget of Russia throughout (% of GDP)���1995 year�1.02.96�I semester�I half�III semester�1996 year�1.02.97�1.03.97*��Revenue����������Profit tax�2,47�0,94�1,11�1,34�1,32�1,44�0,59���Personal income tax�0,2�0,19�0,21�0,22�0,23�0,23�0,20���VAT, special tax and excises�5,81�4,6�4,64�4,71�5,57�6,64�4,21���Taxes on foreign trade�1,46�0,92�1,33�1,29�1,10�1,01�0,55���Other taxes, dues and payments�0,34�0,13�0,15�0,17�0,20�0,38�0,15���Overall taxes and payments�10,28�6,78�7,44�7,73�8,42�9,70�5,70���Non-tax revenue�3,4�1,11�1,69�2,23�2,68�2,80�1,59���Overall revenue�13,68�7,89�9,86�10,79�11,1�12,5�7,29�8,41��Expenditure����������Public administration�0,27�0,09�0,33�0,33�0,26�0,24�0,17���International activity�1,3�0,68�0,62�0,68�0,88�1,18�0,36���National defense�4,03�2,39�3,6�4,03�4,0�4,10�2,92���Fundamental research�0,29�0,04�0,26�0,28�0,28�0,29�0,05���Services to the national economy�2,18�1,19�1,46�1,61�1,51�1,84�0,86���Social expenditure�1,12�0,52�1,19�1,51�1,25�1,22�0,52���Public debt attendance�1,5�1,5�1,54�2,09�1,93�1,98�1,24���Aid to other levels of public administration�1,76�0,2�1,66�1,45�1,55�2,05�0,66���Other expenditure�2,79�0,49�1,38�1,7�1,93�1,93�2,88���Overall expenditure�15,24�7,1�12,04�13,68�13,59�14,83�8,42���Lending minus repayments�1,37�2,26�1,19�1,13�1,23�0,96�0,60���Expenditure and lending  minus repayments�16,61�9,36�13,24�14,81�14,82�15,79�9,02�10,78��For reference: GDP (trln. of rbs)�1659,2�166�508�1066�1609�2256�201�401��* Preliminary data



�At the same time, the federal budget expenditures went up which led to an increase of the budget deficit by 0.6 percent of GDP (see Table 2). It is worth noting, that the structure of financing the budget deficit has changed in favor of external sources. First of all, it is explained by an increase in attracting funds from international financial organizations (next IMF Trunch).

�Table 2. Budget deficit (% GDP).���1.02.96�1.03.96�1.04.96�1.05.96�1.06.96 �1.07.96 �1.08.96 �1.09.96�1.10.96�1.11.96�1.12.96�1996*�1.02.97�1.03.97��Budget deficit�1,48�2,8�3,37�4,35�4,32�4,01�4,07�4,23�3,71�3,48�3,26�-3,29�-1,73�-2,37��Overall borrowing�1,48�2,8�3,37�4,35�4,32�4,01�4,07�4,23�3,71�3,48�3,26�3,29�1,73�2,37��     internal borrowing�0,57�1,69�2,34�2,34�2,38�2,19�2,25�2,61�2,34�2,11�1,76�1,82�1,20�1,13��     external borrowing�0,91�1,12�1,03�2,01�1,94�1,82�1,82�1,62�1,4�1,37�1,50�1,47�0,52�1,24��secondary deficit�3,4�4,8�5,6�6,7�6,5�6,1�6,1�6,5�6,2�7,1�6,2�-6,2�-5.3�-5.8��

�In spite of all the measures taken by the authorities directed to increase tax discipline, the situation with raising taxes has not changed for the better. As can be seen on Figure 1, in January-February 1997 there was a growth in shortfall of tax revenues in real terms. However, this growth rate was lower than in 1996. Overall shortfall of tax revenues to the federal budget has surpassed 80 trillion rubles in February. At the same time, about 63.9 percent of this amount are shortfalls from VAT, about 14.9 percent--from excise duties and 11.3 percent--from profits taxes.

A joint letter by the Ministry of Finance and the State Tax Service “About Some Questions of Taxation Connected With the 1997 Foreign Obligations” explains the application of the tax on the yield from euro-bonds (they are state securities of the Russian Federation) which directly envisages that the yield on euro-bonds can not be received by the residents of the Russian Federation (except physical persons) in any form (total or partial, direct or indirect property right on the yield on these bonds) of receipt of this yield. This means that in case when Russian enterprises (organizations) have actually received (directly or indirectly) yield on euro-bonds, such yield from the taxation point of view will be referred to as revenue received from the source outside the territory of the Russian Federation and, correspondingly the Russian enterprises (organizations) which have received the yield on euro-bonds had to pay profit tax at the general rate and in common order.

Principal difference in the rule of counting and payment of VAT in 1997 was the introduction of invoices. The Ministry of Justice of the Russian Federation has not registered a joint letter by the Ministry of Finance and the State Tax Service of 25 December 1996 # B3-6-03/890; 109 “About the Use of Invoices in Paying VAT beginning from 1 January 1997” which envisaged a simpler rule, in comparison with the one established by the Regulation of the Russian government of 29 July 1996 #914, for the preparation of documents. The Ministry of Finance and the State Tax Service established certain rules for the preparation of invoices which take into consideration industrial features. In particular, these features were established for electricity and heating power supply, transportation of crude (taking into account the permanent nature of the process), communication services (taking into account application of standard tariffs), for the housing and communal services, for long-term contractual banking services, etc.

The letter of State Tax Service approved by the Ministry of Finance and Committee on science and technology of RF “About the Rule of Application of the Privilege on VAT for Research and Design Work” of 17 March 1997 explains application of the privilege given to the scientific organizations for exemption from VAT. 

A joint letter by the Ministry of Finance and the State Tax Service of 17 March 1997 “About Taxation of the Investment Organizations” envisages that the regime that was being applied in 1995 will being applied to the road tax, housing maintenance tax and the tax on objects of social and cultural sphere paid by professional participants of the stock market in 1997 and that there will be no recalculation of payments to the budget. At the same time, the difference between the sale and purchasing price of the state short-term bonds is being referred to as interest and is considered as the revenue from non-realization operations and correspondingly does not participate in the formation of taxable base of the road tax for the investment institutions. The letter was submitted to the Ministry of Justice for registration.

Batkibekov S.B., Medoev V.I., Anisimova L.I.

�Monetary Policy



�In February 1997 the consumer price index amounted to 101.5%. It corresponds to 19.56% annualised. As it was predicted in the previous reports, the pace of consumer price growth intensified in January (the CPI amounted to 102,3% or 131,4% a year) due to the seasonal factors returns to their natural level for this economic situation (see fig. 1). In accordance with our estimates, in March 1997 the inflation does not practically change compared with the CPI level of  February. It is expected, the consumer prices will go up by 1.4 – 1.6% or, correspondingly, 18.1 – 21.0% annualised.

The exchange rate of national currency is one of the most significant macroeconomic indicators, characterising the situation in monetary sphere of a country. The given below forecasting of dynamics of the official ruble exchange rate is based on the follow set of presumptions. 

�Figure 1.

�

Figure 2.

�

�Firstly, in 1997 the Russian Central Bank will conduct the policy of the inclined currency target zone noted in November 1996. As it was written, the upper border is fixed at the level of 6350 ruble/$ and the lower one – 5750 ruble/$ by the end of 1997. The range of the target zone is equal to 600 rubles. In 1997 the RCB does not fix the daily upper and lower borders. This allows to adjust the exchange rate dynamics during this year more flexible. Secondly, the dynamics of inflation will correspond to the model described in the previous report. Thus, the increment of consumer prices for 1997 will be 14 – 16%. In average it corresponds to 1.09 – 1.23% a month. Thirdly, as it is shown on the fig. 2, from November 1996 to February 1997 the rate of ruble depreciation was about 70 – 90% of the rate of consumer price growth. That is in accordance with the main principles of monetary and currency policy claimed by the RCB for 1997. Under this ratio the dollar exchange rate performs the role as a ‘nominal anchor’ and stands up the inflation.

There are depicted four variants of official dollar exchange rate growth in 1997 on the fig. 3. The simulation of the exchange rate dynamics begins from the 17th March. It means that all previous values on the figure are actual. The first two variants demonstrate the attainment of the upper border (6350 ruble/$) and the lower one (5750 ruble/$) by the end of the year. It should be noted, in the case if the pace of ruble depreciation will equal the consumer price growth, the dollar exchange rate will just get the upper border up to the end of 1997. 

�Figure 3.

�



�It is likely, in our opinion, the official dollar exchange rate will range between the variants ‘0.7’ and ‘0.9’ determined by the third presumption of prediction (see above). By the variant ‘0.7’ the official dollar exchange rate will reach by the end of the year the mark of 6144 ruble/$, and 6277 ruble/$ by the ‘0.9’ variant (see fig. 3). Therefore, the value of exchange rate in the beginning of 1998 will be about 6200 ruble/$.

Arkhipov S.A., Drobyshevsky S.M.

�Financial Markets.



�The market for GKO-OFZ. The tendency of rates’ decline had been occurring during February stopped in March. In the first decade of this month there were a sharp boost of yields with the change of time structure shape already (see fig. 4). But, the more strong price decrease followed by the price fluctuations within the limits of 2 – 4% of principal appeared on March 11, 1997. Afterwards, the tendency to the yield level restoration drafted, but it was not continuos one. So, on March 14 the growth of GKO- OFZ yields resumed. Moreover, it has continued up to the end of March.

The reason of trend-break of yield decline are as follows. First, there was a money deficit at the market. The high level of interest rates at the interbank loan market testifies to the same (see fig. 6). Second, the conjucture of GKO-OFZ market has become more sensitive to internal political shocks due to non-residents’ participation in 1996 – 1997. The situation appeared in March did not further the decisions about new investments from the side of non-residents. Third, the seasonal widespread additional emission of GKO-OFZ by the Russian Ministry of Finance against the increasing budget crisis became as a stimulating factor to yields’ growth. As a result, the yields of government securities have risen from 25 – 27% annualised in February to 32 – 37% in March. 

�Figure 4.

�

Figure 5.

�



�Simultaneously with the interest rates growth there was some strengthening of participants’ activity. In particular, the weekly turnover fluctuated within the range of 17 – 18 trillion rubles (it was 14 – 17 trillion rubles in February).

The conjucture of primary market has been changing in March 1997. The auction demand dropped seriously. This was caused by the aforenamed factors and low auction premium both. In particular cases the latter was even negative. Thus, the initial demand in excess of the supply was amounted to 12% only in March against 45% in February. Moreover, the majority of auctions went on under conditions of excess of the claimed volume of emission over the total demand. It was not ordinary for the last six months. The low volumes of gains made the Russian Ministry of Finance increase the sales at the secondary market and influence agents’ expectations. In March 1997 four GKO-OFZ primary auctions took placed. There were issued six tranches of six-month GKO (issues № 22069 and 21071– additional ones, 22075, 22076, 22077, 22078), one tranche of one-year GKO (№ 23003) and additional tranche of OFZ (№ 24010). The total volume of issued government securities amounted to 36235 billion rubles with the total claimed demand of 51000 billion rubles. The revenues from these auctions  made 30086 billion rubles with the excess of demand over the supply of new government securities by 6223 billion rubles at face-value. The gain from additional placements at the secondary market was about 4500 billion rubles. The volume of redemption was equal to 28512 billion rubles. So, the net income of the MinFin was about 6 trillion rubles.

�Figure 6.

�



�In April – May it is not reasonable to expect the decrease of rates below 30% annualised by long-term issues. Obviously, the current level of yield suits the Russian Ministry of Finance under the present budget situation. In the case of rate decline the issuer will increase the supply of securities. Besides, the continuation of price decrease and the repeated yields’ fluctuations are not unexpected as it was in March. Meanwhile, under stabilising political circumstances one may expect the restoration of non-residents’ capital inflow.

As a whole, the situation at the GKO-OFZ market will be determined by the contradiction of several forces. These are as follows: the foreign investment inflow and the RCB’s policy at the open market from the one side, the supply of securities and begun tendency of yield growth under more cautious expectations of economic agents –from another. It is necessary to note, that the intentions of non-residents are not so transparent due to their dependence on political factors as a Minfin’s actions, which are affected by the Federal Budget crisis. That is why, it is more probable to look forward to a retention of tendency to interest rates’ growth.

Stock market. As it is shown in the fig. 5, the business activity at the stock market significantly reduced in March 1997 in comparison with the level of January and February 1997. The daily turnovers in RTS-1 did not exceed 47 million dollars against to 55 – 65 million dollars in the beginning of the year. At the end of February – March the Price Index growth did not practically change. First of all, it is explained by the price correction after their two-month growth and the strengthening of political uncertainty due to the reform of the Russian Government.

In tab.3 there are given the market characteristics of the most interesting among liquid shares in February – March 1997.

�Table 3. Stock Market Characteristics for 1.02 – 21.3.1997.��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), Gazprom, Irkutskenergo, Krasnoyarskenergo, LUKoil, LUKoil (preferred), Megionneftegas, Mosenergo, Norilsk Nickel, Norilsk Nickel (preferred), Rostelecom, Rostelecom (preferred), Surgutneftegas, Surgutneftegas (preferred)  – 100%.�2) The most profitable stocks* (return for the period 1.02 – 21.3.1997): Market index –27.34%, Electrosvyaz NSO – 211.2% (0.31), Izhorskie Zavody – 153.3% (0.71), Sakhalinmorneftegas – 126.8% (0.6), Pervouralsk Novotrubny Plant – 103.2% (0.26), Seversky Trubny Plant – 100,9% (0,46).��3) The most riskless stocks (coefficient beta): Market risk –123.35%, KamAZ – –0.044 (0.74), Kubanenergo – –0.055 (0.34), North West Shipping Company – 0.066 (0.69), Electrosvyaz NSO – –0.112 (0.31), GAZ – 0,197 (0,54).�4) The most underevaluated stocks (coefficient alpha): Electrosvyaz NSO – 0.036 (0.31), Izhorskie Zavody – 0.025 (0.71), Pervouralsk Novotrubny Plant – 0.020 (0.26), Seversky Trubny Plant  – 0.017 (0.46), Sakhalinmorneftegas – 0.012 (0.6).��5) The stocks with the highest unique risk (low R-squared)*: Electrosvyaz NSO – 0.001 (0.31), KamAZ – 0.002 (0.74), North West Shipping Company – 0.002 (0.69), Kubanenergo – 0.004 (0.34), GAZ – 0.005 (0.54).�6) The stocks with the lowest unique risk (high R-squared): Surgutneftegaz – 0.651 (1), Surgutneftegaz (preferred) – 0.640 (1), RAO UES Russia – 0.596 (1), Norilsk Nikel (preferred) – 0.587 (1), LUKoil – 0.570 (1).��7) Stocks accounted for the most share in the total turnover: RAO UES Russia – 12.8% (1), Mosenergo – 10.6% (1), Gazprom – 10.5% (1), LUKoil – 9.8% (1), Surgutneftegaz – 7.0% (1).��* There are liquidity coefficients in parenthesis



�Interbank credit market. In February – March 1997 the interest rates at the interbank credit market has holded at the previous level of 20 – 40% annualised (see fig. 6). The deficit of rubles in the beginning of the week from 10th to 16th of March led to the short boost of overnight and two-nights loans' interest rates up to 55 – 65% a year. However, this did not influence prices of more long credits, and the interest rates on the most short term loans returned to the level of 30% annualised. 

�Figures 7,8.

� �



�In February 1997 the growth of given credit volume continued (see tab. 4). The total volume of loans reached 51 trillion rubles for the month. According to preliminary assessments, in March this indicator will be lower by 15 – 20%. It was caused by relatively small volume of credits in the period of 10th – 14th of March to much extent.

Foreign exchange market. In February 1997 the official US dollar exchange rate grew up by 0.83% (or 10.49% annualised) from 5629 to 5676 rubles per dollar (see tab. 4). On the MICEX the dollar exchange rate rose by 0.82% (10.3% a year) from 5630 to 5676 rubles per dollar, and at the interbank currency market – by 0.87% (10.95% annualised) from 5636 to 5685 rubles per dollar. On the fig. 9 there are depicted the dynamics of the official, MICEX and average interbank exchange rate of dollar for February – March 1997. 



�Figure 9.

�



�The tendency of decrease of Deutsche mark vs. ruble exchange rate was changed by the opposite one in March 1997. So, the exchange rate ruble vs. DM reduced by 2.24% from 3441 rubles/DM to 3364 rubles/DM. From March 12 the exchange rate of the Deutsche mark began to growth. Up to the end of month it got the level of 3410 rubles/DM. That corresponds to the increment by 1.37% a month.

According to our estimates, the official ruble exchange rate vs. US dollar will reach 5726 rubles/$ up to the end of March and 5770 rubles/$ up to the end of April. In this case the increment for May and April will be 0.88% and 0.77%, correspondingly. In March on the MICEX the ruble rate will mark down by 0.95% to 5730 rubles per dollar. At the interbank currency market the ruble rate will decline by 0.62% to 5720 rubles/$.

In February 1997 the gross turnover on MICEX by the US dollar and the Deutsche mark amounted to 500 and 88.3 billion rubles correspondingly. According to our assessments, in March 1997 there will be an increase of exchange trade turnover up to 800 – 820 billion rubles by the US dollar and 70 – 75 billion rubles by the Deutsche mark.

�Table 4. Indicators of Financial Markets.��month�November�December�January�February�March*��inflation rate (a month)�1.9%�1.4%�2.3%�1.5%�1.4 – 1.6%��annualised inflation rate by the month’s tendency�25.3%�18.6%�31.4%�19.6%�18.2 – 21%��the RCB refinancing rate�60%�48%�48%�42%�42%��interest rate on deposits in Moscow Sberbank for one month (end of the month)�30%�30%�30%�30%�16.8%��auction yield on GKO (end of the month)�38.1%�32.59%�31.85%�31.01%�36.55%��auction yield on OFZ (end of the month)�43.81%�37.84%�35.12%�35.12%�43.18%��auction yield on OGSZ (end of the month)�52.7%�52.7%�52.7%�35.2%�35.2%��annualised GKO yield to maturity:�������less than 1 month�35.36%�28%�30.55%�23.9%�30%��1-3 months�41.88%�37%�33.5%�28.78%�31%��3-6 months�53.49%�39%�35.71%�31.01%�31%��average yield on all issues�48.4%�37.5%�34.67%�29.35%�30.5%��annualised yield to maturity on OFZ issues�������4 tranche�34.99%�37.38%�31.89%�24.4%�36.4%��5 tranche�37.94%�54.44%�32.64%�26.82%�51.28%��6 tranche�52.54%�74.35%�251.75%�29.7%�46.45%��7 tranche�186.58%�73.06%�60.36%�43.47%�64.34%��8 tranche�69.85%�140.48%�45.59%�32.77%�35.17%��9 tranche�69.58%�119.34%�45.51%�31.15%�55.25%��10 tranche�–�44.13%�35.70%�28.5%�41.53%��turnover of GKO-OFZ market a month (billion rubles)�77155�85022�64982�65586�68500��the overall value of outstanding  GKO–OFZ (trillion rubles)�227.8�237.1�246.8�261.85�275��nominal surplus of the overall value of outstanding  GKO–OFZ compared to the previous month�6%�5.4%�4.1%�6.1%�5%��IBC – INSTAR rate (annual %) on loans by the end of the month:�������overnight�18.1%�25.1%�12.82%�24.57%�32%��1 week�30.78%�37.4%�26.13%�20.67%�40%��2 weeks�35.26%�35.4%�28.0%�35.0%�30%��1 month�39.06%�40.2%�25.0%�31.0%�30%��turnover of IBC market a month (billion rubles)�38155�40524�42270�50920�42000��effective yield on Vnesheconombank’s bonds . USD:�������3 tranche�10.6%�10.6%�10.6%�9.6%�10.2%��4 tranche�11.8%�12.1%�12.3%�11.1%�11.3%��5 tranche�12.4%�12.5%�12.8%�11.9%�12.2%��6 tranche�12.3%�12.4%�12.8%�11.7%�12.0%��7 tranche�12.5%�12.7%�13.0%�12.0%�12.1%��official exchange rate of ruble per US dollar by the end of the month�5508�5560�5629�5676�5726��official exchange rate of ruble per DM by the end of the month�3597�3585�3441�3364�3410��average annualised exchange rate of ruble per US dollar growth�12.3%�11.9%�15.95%�10.3%�11.1%��average annualised exchange rate of ruble per DM growth�-3.9%�-5.5%�-41.3%�– 23.8%�17.6%��gross turnover on the MICEX by USD and DM a month (billion rubles)�719�1323�1495.5�588.3�880��turnover at the stock market in the RTS for the month (millions of USD):�183.983�92.47�865.6�818�600��average annualised return at the stock market in the RTS:�-12.5%�7.71%�54.5%�31.06%�–2.8%��RTS market portfolio risk:�60.56%�34.39%�282%�149.65%�44.18%��*/ estimate

Arkhipov S.A., Drobyshevsky S.M., Lugovoy O.V.

Investment processes in real sector of economy

�The intensification of decline in capital construction is initiated by the remaining trend to an advancing rise of prices for investment resources. The price index in  construction industry in 1996 comparing to the one observed in December 1995 made up 137.3%, including: for construction materials- 134.4%, for construction and assembling works- 141.4%, and for housing construction- 137.5%.

�Table 5

Dynamics of investments and price indices, in % to the respective period �of the preceding year.

�1996�1997���January-October�January-November�January-December�January�January-

February��Gross domestic product�94�93�96�100,1�100,5��Investments in capital assets�81�87�89�91�91��Price indices  *)�������  consumer�101,2�101,9�101,4�102,3�101,5��  of industry��100,9�100,8�101,3�101,6��industry of construction materials�102�102�100,5�100,7�101,9��of investments�101,6�102,4�99,3�103,3���construction and assembling�102�103�99�103,9���construction works in house building�101,9�102,6�99,4�101,4���*) in %  to December

Source: Goskomstat of RF

�In January 1997, the price increment in capital construction made up 3%, after the decrease of prices at 0.7% which happened in December 1996 for the first time over the last five years.  Increase of prices in construction industry is determined by the remaining trend to advancing price rise for material and technical resources, and, mostly, at the expense of transportation costs. The proportional weight of the latter in price for purchase of construction materials made up 8.7% in January 1997; the maximum share of transportation costs is noted in prices for rubble - 27.2%, sand- 26.8%, and cement- 14.9%. It subsequently entails an increase of factual costs per 1 Ruble of construction and assembling works. Factual costs for completed works increased by 9% over 1996.

According to the data over January- September 1996, the profitability rate of construction works made up 12.3% and decreased by 11 points, while the one of  assets- 3.1% and 9 points, respectively. Unprofitable enterprises made up nearly one- third of the total number of construction companies.

The arrears crisis has had an extremely negative impact on the branch’s financial state. The share of monetary capital in the structure of liquid assets dropped from 3.0% in 1995 to 1.3% in January- September 1996, while the one of short- term investments- from 2.0% to 1.5%, accordingly, given the rise of debtor liability from 50.4% to 57.5%. As of 1 January, 1997, the amount of overdue debtor liability made up RUR 37.3 trln., of which public customers’ debts for completed works made up RUR 3.6 trln.

It is creditor liability which remains a source for  building up the assets. The share of the former is 97.3%, while the one of credits and loans- 2.8%, with enterprises’ own capital  decreased by 0.2%.

Shortage of enterprises’ own capital and reduction in solvent demand became major reasons for reduction in volume of construction works at 12% in January- February 1997. It is most unlikely that one should expect an increase of business activity in the Ist quarter, due to the fact that problems  of  paying off debts in the field of salaries and wages, along with implementation of the public obligations  stand as priority.

O. Izryadnova

�Industrial juncture



�In March 1997, for the first time since March 1992, business surveys on industrial enterprises held by the harmonized European methodology registered an absolute production growth. It was for the first time the gained positive balance testifies to an excess of enterprises reporting production growth over ones who reported its decrease. At the same time, the growth of  balance is noted in all the branches, but ferrous metallurgy. Positive branch values, however,  were registered only in petrochemical industry (+23%), machine building (+21%), and timber and paper and pulp complex (+1%). In other branches,  balance values are within the interval of -17...-3%.

In spite of growth of output, satisfaction of volumes of the latter remains at an extremely low level. In March, only 14% of enterprises estimated it as “normal”. Traditionally, the majority of such estimations are registered in non- ferrous metallurgy and food industry. In March, the highest values of this index were also reported by petrochemical industry ( 27%) and timber and paper and pulp complex ( 19%). 10% of machine- building plants are satisfied with production volumes. 

Low level of  estimations of enterprises’ production volumes are explained by their using “starting- point”. For the overwhelming majority (43%) of enterprises, the normal level of production means that one which “is possible, should  enterprise’s current capacities be utilized at most”. While estimating their output, 29% of enterprises mention solvent demand as a landmark. At the same time, estimation of a surplus of own capacities in relation to expected demand was growing up to 63% in 1996.

As business surveys show, the national industry is still rather reserved in terms of demand. On the one hand, enterprises report a slowdown of solvent demand’s decrease. This process started in the end of 1996. In March, the balance grew by yet 9 points. The best values of the balances of change in demand  had been previously registered  only in IInd and IIIrd quarters of 1993. The  growth of balance was registered in all the branches, but non- ferrous metallurgy. Enterprises of petrochemical, machine- building, and food branches reported the most moderate decrease of demand ( maximal, but, nevertheless, negative one)- -7%, -13%, and - 14%, respectively.

As per enterprises themselves, they report an absolute decrease of volumes of  stocks of finished products since mid- 1996. It is for the fourth month running that they consider the respective volumes insufficient.

However, enterprises  do not want to follow demand. In the Ist quarter of 1997, production dynamics was tied to the one of demand only at 53%. Producers preferred to constrain themselves, and probably they were right. The growth of optimism which has been registered by the surveys since November 1996 stopped in March.

Forecasts of change in output decreased by 5 points in March, but they still have positive values reached over the previous months- the hope for  growth of output is still prevailing in industry. It is especially substantial in food ( +46%), petrochemical (+28%) and machine- building (+26%) branches. A decrease of output is forecasted only in non- ferrous metallurgy ( -15%) and timber and paper and pulp complex ( -2%).

Forecasts of change in demand remain practically unchanged on the whole. The positive balance ( hopes for an absolute rise of demand) remains over the last three months. However, in March negative balances appeared in timber and paper and pulp complex

( -15%), light industry ( -6%), and non- ferrous metallurgy (-4%).

S.Tsoukhlo  

�Situation in agro-industrial complex



�In late February, the RF government adopted  seasonal Resolution on measures of support to agro- industrial complex in 1997 (“ On economic conditions of functioning of agro- industrial complex of the Russian Federation in 1997”, Resolution # 224 dated 26 February, 1997). The Resolution testifies to the fact  that cardinal changes have not happened in this year’s agrarian policy. It is intended to maintain all the programs of support which  were in force over the previous years, regardless of their evident inefficiency in the majority of cases.

It is establishment of the special fund to credit organizations of agro- industrial complex which became  a major novel  for this year’s agrarian policy. RUR 2.8 trln. shall be earmarked  to this fund from the 1997 agrarian budget. Besides, it is envisioned to fill in the fund with capital which is due to be transferred by agricultural producers as their reimbursement for the goods credit received in 1996. By March, of  the amount  of goods credit received by agriculture last season and totaled almost RUR 12 trln., only RUR 3 trln. were refunded, given the major part of the latter amount was canceled through mutual clearing  with the budget ( in a form of aids to regions suffered from natural calamities) and was paid by local budgets. Taking into account  the practice of writing off and prolongation of agrarian debts initiated in 1994, one should not expect that the special fund should be replenished at the expense of this source. The rest of the loan totaled around RUR 8 trln. would  be obviously added to the public debt.

The special fund is formed for the purpose of issuance of seasonal credits to agricultural producers at 1/4 of the Central bank’s refinancing rate. Thus, the bad experience of  the 1992- 1993 centralized privileged credits is coming back, with all its negative consequences. Authors of this decision hope for Agroprombank being a designated bank- agent in charge of the fund, while interdepartmental commission should be in command of the fund. In such a situation, the new fact is that in autumn 1996 the Agroprombank’s control block was purchased by the Stolychny Savings Banks. The latter is managed more efficiently comparing to the Agroprombank’s old- fashioned system of management, and  the bank margin rate has been increased from 3% to 4%. One can easily predict that a significant part of the capital would miss agriculture, to be used in spheres being far from agro- industrial complex, while the mechanism of its distribution would cause a new turn of corruption in the respective administrative  structures .

The absence of habitual figures of the state federal order for agricultural products and food has become one more recent innovation. It is only procurements to the back-up stock of seeds which are stipulated by the Resolution.  Perhaps a specific Resolution should be  arranged on this issue. The  statement which Mr. Nemtsov made concerning  a necessity to  distribute budgetary capital exclusively on an open bidding basis gives a hope that the we are through with the endless chain of so- called “bread affairs” directly tied to the formed system of state procurements.

New authorities declare their willingness to change the order of distribution of the leasing fund’s capital for the better: it was declared that there should be a transition to distribution of that on  an open bidding basis. At the same time,  it was announced that Rostselmash- this country’s largest agricultural machine- building enterprise- had started operating after a half-yearly idleness. The plant received an order  to supply agriculture  with its combines. No doubt it is the leasing fund’s capital received exclusively, without a bidding procedure. In other words, in this case the capital allocated for a support to agriculture was forwarded as the most ineffective aid to the enterprise- bankrupt.

The measures, new by their contents, but meeting the formed concept of support to agro- industrial complex, have been introduced, as follows: First, regional energy commissions  were recommended to decrease  the respective tariffs for agricultural production at 50% , at the expense of other consumers. On the background of an inevitable forthcoming increase of tariffs for public consumption of electric power in towns, this measure means that expenses on agricultural production will be shifted upon taxpayers, mostly on urban population.

Secondly, railway tariffs shall be redistributed at RUR 0.6 trln. during the season of  mass harvesting  of sugar beet, potato, and vegetables. This is rather a disputable decision, since the major part of both potato and vegetables are produced at private auxiliary holdings (potato- 90% of gross harvest, vegetables- up to 3/4). This production, therefore, is close to consumers at maximum and, accordingly, is not influenced by tariffs for transportation Similarly, sugar plants are mostly located in the zones of cultivation of sugar beet. It is grain production which is most sensible in terms of railway costs, but it is not covered by the Resolution.

Thus, again,  any changes should not take place  in the public agrarian policy in 1997.

E. Serova

�

Foreign trade



�In January 1997, the Russian foreign trade turnover decreased by 4% comparing to the same period of 1996. This happened for the first time over the last three years. The decrease  was determined by a significant reduction in volume of import operations ( at 17%). Since it is machinery, equipment, and food which remain major import articles, the decline may be explained with the unfavorable situation remaining in investment sphere and decrease of the population’s solvent demand because of growing public debt in terms of salaries and wages and social payments. As of 24 February 1997, the debt on salaries reached RUR 50236 bln. against 48602 bln. observed as of 27 January, 1997.

In January 1997, export grew by 6% at the expense of an increase of supplies to non- C.I.S states, while export to the C.I.S. states reduced by 2%.

��



�Production decline in all the C.I.S. states continues to influence mutual trade between the states- members of the Commonwealth. The trade also finds itself under impact of current differences in regulating both Russia’s and the C.I.S. states’ economic agents’ foreign trade activities, both in terms of  trade between each other and with the third countries. The differences are related to such core matters as taxation, imposing of excises and customs duties. As a result, upon a significant rise of mutual supplies observed in 1996, Russian foreign trade turnover with the C.I.S. states reduced since January 1997.

S. Prikhodko, N. Volovik, N.Leonova

�Russian- Belorussian trade: economic risks of integration.



�The concept of intensification of an integration between Russia and Belorussia,  up to  unification of  both states is under active, though variable, consideration of both political and economic circles and in mass- media. One may observe certain cyclic character of that:  after  launching any integration initiatives  which attract public attention, in course of time it becomes clear that a practical implementation of such initiatives faces serious difficulties, and  they would merely be forgotten. This happened, for example, with the idea of creating the single Ruble zone. From the moment of Mr. Lukashenko coming to power, Belorussia  initiated various steps on economic and political rapprochement. The current stir- up of interest in the problem of Russian- Belorussian unification, however, happened after the Russian authorities launching an initiative in this respect. In December 1996, President Eltzin forwarded a letter to his Belorussian colleague. The call for practical implementation of talks concerning integration constituted the tenor of the message. The same subject was also stipulated in the Presidential Address to the Federal Assembly of 6 March, 1997. At the same time, in terms of economics, the concept of transition from declarations to an actual implementation of interstate rapprochement does not seem as unanimous. It may be rather possible that the interpretation of this concept by Russian authorities  should put the Belorussian party on their guard.  Thus, the call for perfection of   mechanisms of the Customs Alliance which had been concluded by Russia, Belorussia, and Kazakhstan  in early 1995,  means for Russia, first of all, an elimination of the giant “flaw” on the Russian- Belorussian customs border, because of which every year Russia experiences approximately USD 300 mln.  shortfall of customs duties.

To stop up the “flaw”, Russia has to maintain additional mobile customs offices aimed at tracing up smugglers, which causes the Belorussian partner’s public discontent. According to the experts’ of the State Customs Committee of the Russian Federation opinion, no one, but smugglers like the current situation on external borders of Belorussia. The  total volume of  works on strengthening Belorussian borders is accounted for USD 47 mln.  In 1997, the both countries’ Customs Committees earmarked together only USD 1 mln.  for this purpose.

It is the sphere of trade with fuel and energy which is the other sharp problem in Russian- Belorussian economic relations.  About 90% of Belorussia’s needs in energy are covered by imports. At the same time, the critical situation of the Belorussian economy does not give that  a possibility to pay for Russian oil and gas supplies. In spite of the second restructurization of the debt, the problem of non- payments, in particularly, the debt to “Gasprom”, has not been resolved and even intensified: after writing off USD 1.1 bln by “zero account”, the Belorussian debt to Gasprom only has reached about USD 300 mln. Belorussia cut down consumption of natural gas by 20%, due to the fact that since 7 February RAO “Gasprom” started decreasing gas supplies because of incomplete payments for them. At the same time in 1996 Belorussia  increased exports of energy sources to Far Abroad countries, given it was not only total costs of oil exports but physical volumes of them which were growing over the given period: in January- November 1996, oil exports grew 1.5 times ( prices grew by 35%), exports of diesel fuel- 2.1 times ( prices- by 15%), black oil- 4.5 times ( prices- by 5%), as compared with the same period of 1995. It is highly probable that the Russian resources have made up a significant part of the respective Belorussian exports to Far Abroad countries.

Belorussian authorities, in their turn, have their counter- claims to Russia. They declared that Belorussia has a right for compensation for  its expenses on maintaining the mutual external customs border, and for capital spent on mutual defense expenditures. Thus, in spite of rather a broad consensus on the concept of unification observed in both countries, actual economic relations between Russia and Belorussia are overburdened by rather serious problems.

Importation of  large amounts of excisable goods free from customs duties, primarily of alcohol, from Belorussia to Russia undermines the measures recently undertaken by the RF government to regulate the domestic market of alcohol beverages, and it has become one more problem in Russian- Belorussian relations. Since January 1997, Russia had to introduce ( as an exclusion from the principles of the Customs Union) the special excise stamps for Belorussian alcohol products.

In 1995, the Belorussian party made a decision to introduce (regardless of the respective regulations stipulated  in the charts of the Customs Union) more privileged conditions of importation of a range of goods from Far Abroad, which are in great demand at Russian market ( for example, passenger cars). Obviously, the goods were designated for further re-export of them. As a result, the average level of Belorussian import duties was at 30% inferior to the respective Russian ones. This decision contradicts to Russia’s economic interests and became one of the reasons for both a sharp increase of Russian import from the C.I.S. countries over the last two years (the import increased by one- third for 1995 only) and Russia’s negative trade balance with the above- mentioned states .

With the Belorussian- Ukrainian bilateral agreement concluded at the beginning of 1997, Russian economy may bear more serious losses, since it makes the latter vulnerable in terms of importation of a number of Ukrainian goods free from customs duties. Due to this, Russia has already lost RUR 6 trln. Belorussia’s unpredictability as a foreign trade partner has an especially negative impact on Russia with account of  this country entering the WTO. Thus, last year Russia attempted to hamper the mass importation of cheap Ukrainian sugar through introduction of quotas on the respective supplies, which caused a sharp reaction from the part of WTO. Ukrainian sugar currently can be supplied free from import duties via Belorussian border. Earlier, in October 1996, Belorussia refused to impose VAT on goods supplied from Ukraine. This measure makes it senseless Russia’s introduction of VAT to be imposed on Ukrainian imports since 1 October, 1996.

Thus, even at the current stage of integration, Russia is yet incapable of securing its interests in trade with Belorussia. At the same time, Russia was and remains Belorussia’s largest trade partner. Belorussian exports to Russia make up 76/3% of the total volume of Belorussian export to the C.I.S. countries, while imports from Russia are 91.3%  of the total volume of ones from the C.I.S. states. Belorussian industry is fully dependent on energy supplies from Russia. It is evident that, should the Belorussian sovereignty  be maintained, further weakening of trade barriers between the two countries would  bring about more drastic losses to Russia. One should also take into account such crucial factors as Belorussian economy’s poor performance and development, practical lack of reforms in that, while from the viewpoint of intensification of the two countries’ economic integration, it is problems of synchronization and acceleration of economic reforms which are the most crucial ones. Mr. A. Lukashenko, however, declared at the Parliamentary Assembly of the two states in February 1997 that Belorussia aspires to a creation of the single economic zone, but it should not copy the Russian model of economic transformation. Therefore, one may conclude that from the viewpoint of economy, it would be most expedient for Russia to radically resolve the problem through a mere absorption of the neighboring state, given the latter’s refusal from its sovereignty. Such a variant of development of events has very low chances, though, since it is Belorussian authorities who would hardly accept this idea, notwithstanding  the adherence to the concept of unification declared by them. For Russia, in its turn, internal and domestic political consequences of such a unification would apparently be negative. As per the concept of confederation, it could be implemented only if Russian authorities were to certain extent ready to sacrifice real economic interests to political ones.

S. Prikhodko
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