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�

�ECONOMIC AND POLITICAL OUTLOOK: THE BEGINNING OF 1998



�The key political result of the first months of 1998, which is also of a principle importance form the economic viewpoint, became strengthening of the position of the liberal and reformist wing in the Government. As its is known, between November- December 1997 the possibility of an influence of A. Chubais and B. Nemtzov in the executive power structures dropped substantially. That has resulted from, firtsly, an attack against them on the part of a significant part of the national business- elite and, secondly, the intensification of the global financial crisis. The government found itself in the situation similar to the situation of late 1996: at that time its performance was blocked by discrepancies in activity of single members of the Cabinet.

By March the financial crisis was over and a new balance of forces in the executive power has shaped up, one could expect some renewal in the government’s performance. The First Vice Premiers’ political and administrative positions have strengthened enough to pursue the socio- economic course which had been formulated at the time they were appointed, although they have reached the level of spring 1997. It is worth noting that a major factor which assisted to strengthening of this part of the government became the global financial crisis, in the conditions of which a change of the economic team would have been extremely dangerous.

The stabilization of this country’s financial situation and generally successful overcoming of the international financial crisis’ impact are obvious. It should be noted that a key factor in this respect was the government’s ability to undertake decisive measures, even if they contradict current interests of influential financial and political groupings. Remarkably enough, that the lowering f the Russian investment rating by Moody’s has not yet influenced significantly the institutional investors’ positions.

Privatization was given a new impulse. This country’s authorities identified their clearer positions with regard to privatization of objects being most attractive to foreign investors ( primarily in the oil sector) and at the same time showed that they were not inclined to playing a bear, which was launched by the domestic entrepreneurs concerned in winter. Hence, the government has confirmed its adherence to the monetary ( and, accordingly, fiscal) character of the new stage of privatization which started in summer 1997 and caused a resistance on the part of a number of leading entrepreneurs. The discussion on privatization issues during the Cabinet session showed rather a broad support to the practical activity of the Ministry for State Property, which was not characteristic of such sessions in the past.

The strengthening of the liberal accent in statements of the head of the government became an indirect, though rather an obvious factor of the current economic and political situation. The thesis of Mr. Chernomyrdin stated during the Cabinet session held on 26 February 1998- “ we still lack monetarism ”- and his active support to Russia’s accession to WTO and a number of other Premier’s steps testified to a certain transformation of his position.

In the natural monopolies’ activity new important changes may be envisaged. The probable appointment of Mr. Chubais as Head of RAO EES Rossii could become a serious gesture, both political and economic,- since this particular sector is comparable to RAO Gasprom by the character and scope of its performance. Some shifts towards reforms in the last yet unreformed natural monopoly- Federal railway transport have been commenced.

The situation around the most severe problem for the Russian authorities- Federal budget- gives some grounds for optimism. After a long work, dramatic conflicts and crisis the Duma has approved the Budget variant which was close to the one proposed by the government. That became an additional factor of strengthening investors’ attention to Russia, and at the same time it showed that with some persistency the government is capable of achieving desired results in course of budgetary debates. Actually, the deputies have proved to be interested in the adoption of the budget more than the executive power. At the same time the government, on its part, has sharply activated its efforts with regard to rationalization of budgetary spending, reduction in a number of recipients of the budgetary capital, and in this respect the Ministry of Finance feels a certain understanding and hope that the budgetary obligations would be implemented.

There are, however, a number of counteracting factors which impose some constraints on the efficiency of the government’s performance and create certain threats to the consistent market economic policy and those members of the Cabinet who personalize that course.

First of all, the problem as to what extent the budget is realistic is still on the agenda. The lack of Tax Code, difficulties related to strengthening of the tax administration, international price drop for oil and a number of other factors make some experts doubt that the budget would be executed at a full volume, though an efficiency of the privatization measures may compensate for tax losses.

The price drop for oil is also a serious factor of the economic policy. On the one hand, the respective interest groups would increase their pressure in the government for the purpose of lowering the tax rate on oil- extraction. On the other hand, one could easily envisage a sharp intensification of the pressure on the Rouble on the part of exporters ( who politically are very influential in this country), in order to compensate for their losses. This factor is yet more crucial given that in course of the last two months the export- orientated raw materials ( specifically, oil) business’ positions have intensified significantly- the merging processes started in Russia.

Finally, as long as an improvement of this country’s financial and economic situation is concerned, a specific problem is a danger of intensification of populism. A certain cyclic development is characteristic of the post- communist Russia’s development: an intensification of the crisis make the authorities yell for the liberal economists’ help. The positions of the latter, however, inevitably weaken in course of their implementing the measures aimed at overcoming a regular crisis spiral . 

V. Mau



�THE STATE OF THE BUDGET

The outcome of the federal budget execution can be seen in Table 1.

Table 1. Execution of Russia's budget ( % to GDP)���January 1997 �1997�January 1998 ��Revenue�����Profit tax�0,59�1,24�0,8��Personal income tax�0,20�0,07�0,01��VAT, special tax and excises�4,21�6,41�5,88��Taxes on foreign trade and foreign economic activities�0,55�1,04�0,92��Other taxes, levies and payments�0,15�0,34�0,22��Overall taxes and payments�5,70�9,10�7,83��Non-tax revenues�1,59�2,97�1,54��Total revenues�7,29�12,07�9,37��Expenditure�����State administration�0,17�0,36�0,27��International activity�0,36�0,31�0,13��National defense and law enforcement activity�2,92�4,61�2,83��Fundamental research�0,05�0,36�0,18��Services to national economy�0,86�1,96�0,35��Social services�0,52�1,81�1,51��Servicing  state debt�1,24�1,55�2,51��Other expenditure�2,88�3,66�1,89��Overall expenditure�8,42�14,62�9,67��Loans less repayments�0,60�0,68�4,05��Expenditure and loans minus repayments�9,02�15,30�13,72��Budget deficit�1,73�3,23�4,36��Total financing, of which�1,73�3,23�4,36��domestic�1,20�1,23�1,08��foreign�0,52�2,00�3,27��GDP (trln rubles)�201�2675�201,8��

�According to the final data of execution of the federal budget in January, 1998, overall revenue exceeded the level of January, 1997, by more than 2% GDP. The main part of that growth is due to the increase by 35% in tax revenue. 

Overall expenditure grew by more than 1,2% GDP, as compared to January, 1997. The considerable increase in "loans less repayments" in January might be explained by a great boost in "profit of the central bank, not transferred to the federal budget" (up to 2,5% GDP).

The structure of financing remained the same as during 1997 and foreign sources composed the major part of it.

Execution of the consolidated budget is represented in Table 2.

�Table 2.  Execution of Russia’s consolidated budget (% of GDP)������January 1997 �1997�January 1998��Taxes and payments�12,99�21,31�14,93��Non-tax  revenues�2,32�4,40�2,40��Overall revenue�15,31�25,71�17,33��Overall expenditure and loans minus repayments�18,22�29,49�22,22��Budget deficit�2,91�3,78�4,89��	

� EMBED Excel.Chart.5 \s ���

�As can be seen from Figure 1, there was a minor increase in the volume of tax arrears into federal budget in February. Thus total volume of arrears to the federal budget made up 107 bln. rubles.

The sum of arrears collected by the State Fiscal Service in January has amounted for RUR 6 bln.



Fiscal Policy.



A presidential Decree №227 of March 4, 1998, introduced supplements and amendments to a Decree of May 15, 1997, №484 “On Discovery of Information on Income and Property by Individuals Holding Public Offices of the Russian Federation, Holding Offices under Federal Government and Offices under Local Governments”

Particularly, the form of the declaration of civil income and property owned, as well as the form of the certificate of observance of limitations imposed on an individual holding public offices of the Russian Federation and state offices under the federal government, adopted by a presidential decree №484, changed.

The government of the Russian Federation adopted on March 14 a decree №316 “On the Order of Determination and Margins of Prices of Works (Services), Executed (Delivered) by Federal Public Unitary Companies”

The margin rate of return on military goods, produced in order to provide the state defence indent, is set at the rate inferior to 25 per cent of prime cost of works or services, executed or delivered by federal public unitary companies under agreements of military cooperation of the Russian Federation with foreign countries.

The margin rate of return is not applied in the case of production of military goods not provided by the state defence indent.

The joint standing order “On Taxation of Operations with Bonds of the Domestic Public Currency Loan (OVVZ)” is issued by the Ministry of Finance and State Fiscal Service on February 26 № 12н; АП-4-05/1н.

This order expands that first holders of bonds in question have the right to detract: (1) an amount of agio, formed during the period from December 5 and December 31, 1994; (2) a difference, which arose due to movements in a rate of RUR to foreign currencies quoted by the Central Bank of the Russian Federation, equal to a difference between the titular price of OVVZ and its rate during the period from January 1 to January 21, 1997; (3) the amount of losses, which holders of OVVZs bore due to the writing down of OVVZs at a price inferior to a balance price, but within the framework of a market price, from a difference between a titular price of OVVZ, calculated on the basis of a current RUR rate to foreign currencies quoted by the Central Bank, and a rate of OVVZ as on the date of writing down.

The joint standing order “On Issues of Taxation of Operations with Bonds of the Foreign Currency Loans in 1998” is issued by the Ministry of Finance and State Fiscal Service on February 26 № 12н; АП-4-06/3н.

This order was elaborated in pursuance of the governmental decree of March 14, 1998, № 302 “On Attraction of Financial Resources of International Capital Markets in 1998” and sets that the order of taxation of eurobonded loans in 1998 remains the same as in 1997.

The State Fiscal Service of the Russian Federation, the Ministry of Finance and the Central Bank by their joint letter № АП-4-10/2н; № 13н;  № 183-У of March 3, 1998, “On Amendments to the Letter of the State Fiscal Service of the Russian Federation, the Ministry of Finance of the Russian Federation and the Central Bank of Russia of August 13/16, 1994, № ВГ-4-13/94Н/104/104 “The Order of Implementation of Dispositions of the Decree of the President of the RF of May 23, 1994, № 1006 “On Implementation of Complex Measures Aimed to Assure Timely and Full Payments of Taxes and Other Obligatory Charges” explain the following.

From now on fiscal authorities have the right to recover in an incontestable order an amount of arrears or fine of taxes and other obligatory payments from currency accounts of companies and organizations in the case of lack of Ruble resources on settlement accounts, current accounts or other types of accounts (except for loan accounts and deposit accounts) of companies and organizations. An amount of charge should not exceed a balance of currency accounts as of the day of collection. In the case of insufficiency of resources on currency accounts – all ensuing currency earnings are charged in the order to be set by the State Fiscal Service and the Central Bank.

An amount of arrears of taxes and other obligatory payments, of fines, charged for delay in payment of taxes and other obligatory payments, is recovered from currency accounts of companies and organizations only in the framework of lacking balance of Ruble resources.

The State Customs Committee by its cable of March 13, 1998, № АТ-339 explained that all passenger cars (except for cars with manual control, including imported to the Russian Federation, sold to physically handicapped in the order determinated by the government of the RF) are classified excisable.

S.Batkibekov



�

MONETARY POLICY

�In March 1998 the inflation slowed down (see Fig. 1). Thus, in January the increment of consumer prices was 1.5% (19.56% annualized), in February 1998 – 0.9% (11.35% annualized). It is expected that in March the consumer prices will grow by 0.5 – 0.6% (6.17 – 7.44% annualized). According to the forecast presented in the previous report, the level of inflation will decline. In general, in 1998 the consumer prices will increase by 9.8 – 10.3%.

In March 1998 the Central Bank of Russia published the main indicators of implementation of the Monetary program up to January 1, 1997 (see Tab. 1). In 1997 the increment of the monetary base was 25.7%. That corresponds to the average pace of M2 growth at 1.92% a month. The monetary aggregate M0 increased by 32.0% (2.34% a month in average). The growth of the money supply (M2) was 28.6% (2.12% a month on average). The increment of the real money supply for the last year was 15.83%. The uneven growth of the money supply (M2) and the monetary base reflects a change of the money multiplier. The maximal value of this indicator observed in late January 1997 (2.4), and the minimal value – late August 1997 (2.16) (see Fig. 2).



�Figure 1.



�



Table 1.



1996 –   1997�Cash (М0)�Broad Money (М2)�Money Base (MB)�Money Multiplier���trln. roubles�change in %�trln. roubles�change in %�trln. roubles�change in %�М2/MB��December�103.8�8.35�295.2�4.57�130.9�4.72�2.26��January�96.3�-7.23�297.4�0.75�123.9�-5.35�2.40��February�102.0�5.92�307.6�3.43�130.2�5.08�2.36��March�105.2�3.14�315.0�2.41�136.3�4.69�2.31��April�115.2�9.51�328.4�4.25�145.7�6.90�2.25��May�120.4�4.51�339.4�3.35�148.2�1.72�2.29��June�136.8�13.62�363.8�7.19�167.0�12.69�2.18��July�140.3�2.56�375.5�3.22�171.4�2.63�2.19��August�141.6�0.93�377.7�0.59�174.7�1.93�2.16��September�134.8�-4.80�376.2�-0.40�169.8�-2.8�2.22��October�135.7�0.67�382.3�1.62�170.4�0.35�2.24��November�128.7�-5.16�371.1�-2.92�163.8�-3.87�2.27��December�137.0�6.45�379.5�2.26�164.5�0.43�2.31���The significant growth in prices in the government securities market and a decrease of pressure on the rouble exchange rate, which took place in March 1998, allowed the Russian Central Bank to alleviate  the adopted stabilizing measures. During the last two months the RCB has changed the level of the refinancing rate and the rate on pawnshop loans by four times (see Fig. 3). The last value of the refinancing rate, that was set on March 16, is 30% annualized.



�

Figure 2.

�

Figure 3.

�

Arkhipov S.A., Drobyshevsky S.M.



FINANCIAL MARKETS.

�The market for GKO-OFZ. In February – March 1998 the situation at the GKO-OFZ market has stabilized (see Fig. 1). March was the moderate period of time: during all the month the average-weighted yield to maturity of the government securities was at the level of 28 – 29% annualized. The volume of trading at the secondary market fluctuated in a narrow band between 14 – 17 billion roubles a week. The Russian Central Bank has played a significant role in achieving such a stable situation in the largest sector of the Russian financial market. The policy of correcting the RCB’s refinancing rate contributed to a smooth decline in GKO-OFZ yields to the currently observed level.

�Figure 1.

�

�In March the Russian Ministry of Finance held five primary auctions on five issues of GKO (№ 21082 - additional tranche, 21115 – 21118) and four tranches of OFZ with fixed coupon payments (№ 25022 (two additional tranches) and 25023 the main and additional tranches). The total volume of supply of new securities on the auctions on the part of the Ministry of Finance amounted to 71 billion roubles in terms of the face value. The total volume of placed bonds on these auctions was equal to 43 billion roubles (77% of the initially stated supply). The claimed demand exceeded the supply by 30%. That resulted in the Ministry of Finance placed 84% of the planned volume by an average price with a minimal auction premium. Hence, the gain of the Ministry of Finance amounted to 34 billion roubles. That exceeded the volume of redemption by 770 million roubles. The gain of the issuer from the additional placements at the secondary market was more than the gain from auctions. In particular, it was about 4.7 billion roubles (6 billion roubles in terms of the face value).



�Figure 2.

�

�Stock market. A stability at the market for government securities and at the exchange market, which took place between February to March 1998, has had a positive influence on the Russian stock market. In February the Russian stock market index RTS-1 grew by 8.87%. In March quotations of the Russian stocks demonstrated significantly higher level of volatility. Nevertheless, for a month the increment of index amounted to 7.02% (see Fig. 2).

The main factors influenced the Russian stock market are as follows: firstly, the turbulence in the political situation and an uncertainty of the Russian economic policy for a large group of foreign investors resulted in higher estimations of risk with regard to even for portfolio investments to this country. As a symbol of uncertainty of the situation one can consider the difference between views of the largest Western rating agencies on Russia. In particular, Fitch IBCA has kept the rating unchanged, but Moody’s has decreased the rating for loans in foreign currency to Ba3 and to B1 by banks’ loans in foreign currency. Secondly, the decrease in oil prices at world markets continues to affect the Russian oil sector in terms of investments, which plays a crucial part in the Russian economy.

The changes in prices for the most liquid stocks of the Russian corporations in March 1998 are represented on Fig. 3.

�Figure 3.

�

Figure 4.

�

�Interbank credit market. In February – March 1998 the interest rates on rouble loans at the interbank loan market were rather high compared to the level of yield at the market for government securities. The rates on 'overnight' loans did not fall below 25% annualized (see fig. 4). At the same time the weekly volumes of issued loans basically have remained stable at the level of 7 – 9 billion roubles (see Fig. 5). Between March to February 1998 the share of the 'overnight' loans practically did not change. It amounted to about 80% of the total volume of issued loans. Nevertheless, in March the share of 4 – 7 -days loans slightly grew up. It happened primarily because of the decrease in the share of 3-day loans.

�Figure 5.

�

�Foreign exchange market. Between late February to March the Russian financial market overcame the last stage of financial crisis. It allowed the Russian Central Bank to slow down the pace of rouble depreciation. The decreasing in March level of yield at the government securities market grew both non-residents’ and the Russian commercial banks’ attention. That resulted in an appreciable increase in supply of dollars. Due to this fact, the RCB increase its foreign reserves by $600 million in March. This information has a positive impact on the market.

In February 1998 the official dollar exchange rate grew from 6.025 roubles/$ to 6.07 roubles/$, i. e. by 0.75% or 9.34% annualized. The dollar rate on the Moscow Interbank Currency Exchange did not change substantially: it grew from 6.04 roubles/$ to 6.045 roubles/$, i.e. by 0.08% a month (1.0% a year). In March a pace of devaluation of the official exchange rate slightly decreased. So, the official dollar exchange rate increased from 6.07 roubles/$ to 6.106 roubles/$ in March. That corresponds to 0.59% a month, or 7.35% annualized. Due to an increased supply of dollars (see above), in March the dollar exchange rate at the MICEX was below the official exchange rate. During that month the dollar exchange rate at the MICEX grew from 6.045 roubles/$ to 6.089 roubles/$, i.e. by 0.73% a month (9.09% annualized).

The dynamics of the official and MICEX exchange rates of dollar in February – March 1998 are represented on the Fig. 6.

Between February to March 1998 the 'Deutsche mark/rouble' exchange rate was quite stable (see Fig. 7). In February the official DM exchange rate grew from 3.3342 roubles/DM to 3.3407 roubles/DM. That corresponds to 0.19% a month, or 2.36% annualized. On the MICEX the rate went up from 3.323 roubles/DM to 3.3449 roubles/DM, i.e. by 0.65% a month, or 8.07% annualized. In March the official exchange rate of DM grew from 3.3407 roubles/DM to 3.3425 roubles/DM (0.05% a month, or 0.65% annualized). On the MICEX the DM rate fell from 3.3449 roubles/DM to 3.325 roubles/DM. During that month the reduction in the exchange rate was 0.59% (6.91% annualized).

The volume of trading on the MICEX in February 1998 by the US dollar and the Deutsche mark amounted to 6892.1 and 76.9 million roubles, respectively. In March 1998 the volume of trading on the MICEX grew significantly: it amounted to about 8977.4 million roubles by the US dollar and about 103.2 million roubles by the Deutsche mark.



�Figure 6.

�

Figure 7.

�

Table 1. 

Indicators of Financial Markets.

month�November�December�January�February�March*��inflation rate (a month)�0.6%�1.0%�1.5%�0.9%�0.5 – 0.6%��annualised inflation rate by the month’s tendency�7.44%�12.68%�19.56%�11.35%�6.17 – 7.44%��the RCB refinancing rate�28%�28%�28%�36%�30%��auction yield on GKO (end of the month)�28.20%�33.55%�41.38%�32.25%�28.0%��auction yield on OFZ (end of the month)�25.67%�25.67%�31.44%�32.79%�28.3%��auction yield on OGSZ (end of the month)�19.00%�19.00%�19.00%�19.80%�19.80%��annualised GKO yield to maturity:�������less than 1 month�14.45%�30.98%�29.57%�29.83%�23%��1-6 months�23.00%�36.19%�33.02%�33.83%�25%��more than 6 months�24.93%�31.94%�34.18%�38.79%�28%��average yield on all issues�22.37%�33.82%�32.63%�35.01%�26%��annualised yield to maturity on OFZ issues�30.82%�36.29%�33.30%�39.25%�32%��volume of trading in the secondary GKO-OFZ market a month (billion roubles)�91882�52488�42733�65422�68000��INSTAR rate (annual %) on loans by the end of the month (at the interbank loan market):�������overnight�21.47%�36.13%�27.97%�39.32%�20.0%��1 week�25.88%�33.93%�28.00%�25.00%�25.0%��2 weeks�30.00%�36.00%�33.00%�33.00%�35.0%��1 month�24.00%�28.00%�36.15%�35.00%�30.0%��volume of trading at the interbank loan market a month (billion roubles)�109866�83258�31362�39564�41000��official exchange rate of rouble per US dollar by the end of the month�5917�5960�6.023�6.070�6.106��official exchange rate of rouble per DM by the end of the month�3457�3361�3.3536�3.3407�3.3425��average annualised exchange rate of rouble per US dollar growth�6.29%�9.08%�13.45%�9.34%�7.35%��average annualised exchange rate of rouble per DM growth�-14.38%�1.56%�-2.58%�2.36%�0.65%��volume of trading in MICEX by USD and DM a month (billion roubles)�4099�10234�9564.7�6969.0�9080.6��volume of trading at the stock market in the RTS for the month (millions of USD)�926�1240�1269�1268�2000��growth in the RTS-1 Index (% a month)�-22.2%�20.81%�-28.35%�8.87%�7.02%��*/ estimation

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

SITUATION IN INDUSTRY

�In March 1998 41% of our respondents reported a change in the volume of solvent demand for their products. There were more responses “down” than “up” registered by the survey- the balnace remains negative, but it improved by 7 pints. The positive balances (  an absolute growth in demand) were received from metallurgy and petrochemical industry. In other industry branches the solvent demand was reducing, and the respective rate of reduction was most intensive in machine building ( - 21%) and light industry ( -30%).

� EMBED Word.Picture.6  ���

In March the production growth continued- the responses on an increase in output exceeded the responses on  decrease in output. Such a situation is registered by our surveys ( with the exception of a seasonal drop in January 1998) for eight months running. negative balances ( drop in output) were registered only in wood- working and light industry branches.

� EMBED Word.Picture.6  ���

The share of normal estimates of the production volume grew up to 24% in March, and that is the best value since November 1993. Traditionally, it is metallurgy in which the majority of such estimates were registered. In March 24% of machine- building plants reported a normal level of output, while in other industry branches the respective index is between 5- 15%.

The lack of stocks of finished goods by the national industry as a whole has been eliminated. The share of “ above norm” answers now equals to the share of “ below norm” answers. Until that during 16 months the industry  mostly reported about a lack of stocks. In March the lack of stocks remained in metallurgy, petrochemical industry, wood- working and light industry branches, while the largest volume of surplus is still registered in construction industry.

An absolute decrease in producer prices in industry continued in March- the balance dropped from -4% to - 10%. At the same time, a major part of enterprises reported their prices being unchanged. An insignificant price rise was registered only in the industry of construction materials, wood- working and food industry branches.

The growth in production costs is registered by the surveys in all the industry branches. The most intensive pace of that process is observed in the construction industry, food and petrochemical industry branches, while in the machine- building and light industries production costs’ growth rate is most slow. The estimations of a level of production costs showed that the majority of enterprises in all the sectors consider their productions costs to be excessive. A minimum growth in production costs in 1998 is envisaged in metallurgy, machine building, petrochemical industry, and wood- working industry branch. At the same time the enterprises in the construction industry and food industry expect the most intensive growth in their production costs.

In the Ist quarter of 1998 the national industry reported the most optimistic forecasts of a change in output. The responses regarding an envisaged growth in output prevail in all the branches in March, with the exception of the timber and wood- working industries.

The forecasts of a  price change, though they grew by 4% in March,  generally are on one of the lowest levels for all the 70 surveys. An absolute price drop in the forthcoming months may become possible in metallurgy, light and food industry branches, while in other industry branches one should expect a price rise.

The forecasts of a change in demand practically did not change in March. The majority of enterprises envisage that the volume of demand should remain unchanged. The responses concerning a reduction in solvent demand prevail only in the wood- working and light industry branches, while other sectors  hope for a growth in demand.

S. Tsoukhlo

�FOREIGN TRADE

�For the Russian economy 1998 started with a sharp  price drop for the traditional Russian  export goods. In January 1998, comparing to January 1997 the international prices for aluminium dropped by 7%, copper- 30%, lead- 20%, nickel- 23%, crude oil, brent- 32%, petrol- 27%, black oil- 33%, gas- 16%,  coniferous timber- 28%.

In January the bid price for the Russian oil “Urals” was 13.5 USD per barrel against 22-23 USD  in January 1997. That has resulted in a drop in the efficiency of export supplies comparing to the supplies to the domestic market. The maintenance of the current export prices without  a significant reduction in the Russian fiscal regime may result in a real drop in oil extraction and volume of  oil processing within the forthcoming months, since the export of petroleum derivatives has already  been unprofitable for a long time.

The price drop for the traditional goods of the Russian export was so intensive that regardless of all the efforts on the part of suppliers the latter have failed to compensate for a  deterioration of contracting terms with a growth in a physical volume of supplies. As a result, the value export indices  became inferior to the last year’s ones- in January 1998 Russian exports totaled USD 5.7 bln., which was at 17.5%  less comparing to the  respective index of January 1997; the export to the non- CIS states made up USD 4.4 bln., that is at 19.9% inferior to the indices reported in January 1997.

At the same time, the imports  tended to grow, and in January 1998 the value  of imported goods totaled USD 5.1 bln., i.e. at 17.3% more comparing to January 1997, including the imports from the non- CIS states - USD 3.8 bln. ( growth made up 25.4%).

In spite of a significant growth in imports, a sharp reduction in the volume of the Russian export in early 1998 has resulted in a reduction of this country’s foreign trade turnover. The latter made up USD 10.8 bln. in January 1998, i.e. at 4% less than in January 1997.

�

The Russian foreign trade turnover with the CIS states in 1997 reduced by 0.6%  comparing to 1996. Last year Russia was keeping a positive trade balance with the CIS states, and by the end of 1997 it made up USD 0.3 bln. ( in 1996 it was negative and made up USD 1.1 nln.) The proportional weight of the CIS states in the overall volume of Russia’s trade turnover dropped to 22.9% in 1997 ( in 1196 the respective index was 23.7%).

In January 1998 the Russia- CIS states goods turnover dropped by 5.1% and made up USD 2.6 bln.,  given  a zero trade balance: export and import made up USD 1.3 bln.

It is Ukraine which still remains Russia’s largest trade partner among the countries of the Commonwealth. In spite of the fact that during a number of years Ukraine has ignored the activity of the Commonwealth’s integovermental economic bodies practically completely, its share in the Russian goods turnover was growing at an advancing  rate yet in 1996, which indirectly testified of a weakness of the CIS institutional structures. However, as it has been forecasted, in 1997 the volume of  the Russian trade with Ukraine dropped by 28% when compared with the prior year, and the share of Ukraine made up 37.4% ( in 1996- 48.2%).

The reduction in Russia’s trade with Ukraine in 1997 was mostly  related to changes in the tax legislation. Ukraine exempted its exporters from VAT yet in 1996, and Russia  began to impose VAT on the imported Ukrainian goods in order to protect its domestic market. This year the two countries have managed to resolve this problem to some extent: in compliance with the Presidential Decree, following the cancellation of VAT by the Ukrainian party, since 1 February 1998 the imposition of VAT on the imported  Ukrainian goods was cancelled, too. According to some experts’ estimates, the refuse from imposition of VAT would allow to increase the volume of Ukrainian exports to Russia at about 25%. However, the mutual cancellation of VAT on the import of goods has not changed the principles of imposition of VAT in both countries. Russia does not exempt its import  to the CIS states, including Ukraine, from VAT, while Ukraine practices a zero VAT rate on  the goods exported to Russia, thus making them cheaper comparing to their Russian analogues. hence, the problems of imposition of VAT with regard to mutual Russia- CIS supplies require an immediate resolution, which is proved by an active position of the Russian exporters who claim for equalizing  the conditions of exports to Near- and Far- Abroad states. One of the possible ways to resolve this problem may become  a temporary introduction of import customs duties to be imposed on a number of the Ukrainian goods, particularly, tobacco goods, sugar, etc.

At the same time, rather successful negotiations between Russian and Ukraine in respect to cancellation of VAT on imported goods have become a prelude to the negotiations and signing of large- scale program of economic co-operation for the term of 10 years, which happened in late February. An implementation of such a program will allow to increase these countries mutual goods turnover about 23.5 times.

The summit of the CIS states scheduled for March has been already postponed twice, and  the lack of regulation of the leaders’ relations would probably entail once again a reduction in the volume of mutual trade, since  thus far there is no economic projects within the CIS framework which could give a new impulse for integration development.

S. Prikhodko, N. Volovik, N. Leonova. 

�THE BANKS OF UDMURTIA

�B y the end of the third quarter 1997, the overall assets of the 17 banks of Udmurtia totaled 57% of the assets of the banks in the Ural economic region. The leader among the Udmurt banks- Eurasia-  held the 15th place with its assets worth a total of Rur. 247 mn ( In this case and forthwith the absolute sums are given in their denominated equivalent), while yet two Udmurt banks  were included in the local Banks Top Twenty : Izhladabank- 18th place with 188 mn. and Uraltrustbank-  20th place with 171 mn. At the same time the assets of yet 6 Udmurt banks ( in early 1998  three banks’ licenses were canceled ) did not exceed RUR 10 mn., and the average amount of the assets of an Udmurt bank was RUR 54 mn., which is almost two times inferior  to the Russian average regional bank. It is unlikely that such a structure has any chance to survive for a long time. The process of developing the affiliate network in the Republic is also far from completion. It is Eurasia which has the biggest number of its affiliates in the Republic, but the bank’s network is clearly inferior to the network of local branches of Agroprombank of RF. In all, in the territory of the Republic there were 37 affiliates and local branches of the banks the HQs of which are located beyond the Republic, hence by late 1997 the  region’s banking closeness index was 0.46, provincial structures of Sberbank exclusive ( the inclusion of the latter structures would diminish the index to 0.3).

Udmurtia is one of the 14 regions, the banks of which did not disappear in 1997 ( see Fig.1). All the Udmurt banks are located in Republic’  capital - Izhevsk,- with the exception of two banks. The maintenance of the number of the local banks at the level  of late 1996, however, has not yet testified to the fact that the Republic’s banking community had overcome the problems of adjusting to new financial conditions. The problems of the biggest regional bank in the Republic started  yet in 1995. At that time the Republic’s authorities  energetically interfered  in the bank’s destiny. The State Committee for Property of the Republic of Udmurtia, The Committee for Governance of the Property of Izhevsk  became the largest shareholders of the bank, and the bank’s authorized capital  was increased from RUR 15 up to 30 mn. During 1996, however, the value of assets  in current prices dropped by 28%, the outstanding liabilities exceeded 20%. In 1997 the bank managed to  reduce  the process of assets compression: by the end  of the third quarter 1997 their level made up  over 90% of the level of 1995, some measures on restructuring the outstanding  debts were undertaken, the per cent  rate of the  non- effected  clients’ payment orders dropped. However, the bank’s capital sufficiency rate was at  a very low level, and at the end of 1997 its shareholders once again undertake some measures on its recapitalization. The bank’s authorized capital was increased up to RUR 80 mln., which allowed to increase the size of the bank’s capital as per the RF Central Bank’s Instruction #1 up to ECU 10 mln. by early 1998. At that time, it was joint- stock company Udmurtneft which became a major donor and currently owns 53%  of the bank’s capital.

It is Uraltrustbank (UTB)-  the most dynamic bank among the three leading banks of the region- which is a leader by  a volume of capital. The bank’s capital  made up almost a half  the amount of the assets and exceeded 13 mn. in ECU equivalent. For the three quarters 1997 the UTB’s assets grew 1.5 times. The basis for such a growth became the bank’s operations in the GKO market: the share of the bank in the region’s bank investment into securities  was almost 50%. . The bank’s absorption of the Udmurtunikombank, which was the fifth in the Republic by the volume of its assets as of the end of the third quarter 1997 and became the UTB’s affiliate, should serve to  strengthening of UTB ’s positions. The consolidation of these two banks’ assets makes UTB the second biggest bank in the Republic. By late 1997 the balance of forces among the leading banks in the major local markets was as follows: Eurasia was a leader by the volume of loans issued to the non- financial sector and in the market of  settlements and cash services provided to legal entities. UTB became the second in the said markets, thus being superior to Izhladabank the credit portfolio of which caused  fairly serious problems for Izhladabank and its clients in 1997. In the market of private persons’ deposits Izhladabank and Eurasia had almost equal shares- 22.2% and 22%, respectively, of the amount of the population’s capital attracted by the Udmurt banks on the whole. Eurasia’s leadership with regard to servicing legal entities’ accounts to a significant extent may be attributed to the  fact that the bank controls accounts of the territorial budget and those institutions and enterprises which are financed from the budget. As of the end of the third quarter 1997, over 85% of the budgetary capital transferred through the Republic’s banks were concentrated in Eurasia, and in 1998 the Ministry of Finance of the Republic of Udmurtia has assigned to Eurasia  the  function of issuing promissory notes for the needs of the Republic’s budget.

Fig.1

Dynamics of the number of the Udmurt banks
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1- number of banks operating as of 1 March 1998

2- the overall number of  operating banks as of the respective period

Fig. 2

The level of concentration of the assets of the Region’s banks �( the share of the bank in the amount of assets of the Republic’s banks)
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Fig. 3

Structure of liabilities
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1. -deposits

2. - market liabilities

3 -  banks’ resources

4 -  current and settlement accounts

5- other liabilities

Fig. 4

Structure of assets not gaining interest
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1. Fund of Compulsory Reserves

2. Corresponding accounts ( nostro)

3. Fixed assets

4. Other immobilized assets

�Fig. 5

Structure of assets gaining interest
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1. Loans issued to non- financial sector

	( factoring and leasing inclusive)

2. Discounted promissory notes

3   Placed interbanking credits

4. Securities



A  	Republic of Udmurtia

B  	Ural region

C 	Regional banks



Notes to Fig.3-5:

Calculated as of 30.09.97 by the banks operated as of 1. 01. 98 ( Sberbank of RF and Agroprombank  exclusive)

The correlations are calculated as average weighted values.

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



�BANKS OF THE KALININGRAD OBLAST

�By March 1998 the banking community in the Oblast consisted of 14 banks. It is two times lower when compared to the maximum number of the Oblast’s banks observed between 1994- 1995 ( 30- see Fig.1 ). Hence, by the number of credit institutions the Oblast is back to the level of 1990, but the composition of the institutions has substantially renewed: of the banks established during that period, only 5 operating banks remained, while the others were established later. This determines a correlation between the “old” and “new” banks in the Oblast: 10 banks are attributed to newly established banks, and only 4 banks were established on the basis of the former Soviet banks’ territorial structures.

The largest- by the volume of assets- bank in the region- Investbank ( RUR 325  mn.- here and forthwith the denominated Rubles are given) and  the third by the volume of assets Stroyvestbank  are among the newly established banks. The largest among the “old” banks- Baltica- holds the second place. The destiny of the banks which had been established on the basis of Agroprombank was rather unfortunate: of the six banks only one- Neman- continues to operate, and  it  holds the last place among the region’s banks. Nevertheless, in addition to the banks separated from Agroprombank of the USSR, there also are some affiliates of the Agroprombank of RF in the Oblast. The Moscow banks’ interests in the Oblast are represented by 8  subsidiaries, to say nothing about the Sberbank’s structures and local banks’ participation in the capital. Only three affiliates owned by the non- Moscow banks. As a result, by the end of 1997, the Sberbank’s structures exclusive, the number of local banks was equal to the number of the affiliates of the banks the HQs of which are located  beyond the affiliates’ region. With the account  of the Sberbank’s subsidiaries, the banking closeness index decreases from 1 to 0.5 ( calculated by: the Reference Book of the Bank of Russia). The Oblast’s banks’ own affiliate network has not developed notably. According to our data, the biggest number of affiliates in the Oblats’s territory is owned by the Setevoy Neftyanoy Bank, while three banks have their affiliates beyond the Oblast’s territory ( two in Moscow, and one in St. Petersburg, and one in Ekaterinburg).

By volume of their assets the Oblast’s banks are mostly attributed to medium- and small- size banks. As of late 1997, only two banks’ assets exceeded the average value by the Russian regional banks ( RUR 105 mn.), but no trend to consolidation has been observed thus far in the Oblast’s banking sector. The small size also puts its imprint onto  the structure of the aggregated balance which  manifests itself, particularly, in a form of a lower share of obligations in their liabilities ( see Fig.3) when compared  with the respective average rate by the regional banks in Russia, and in the balance of forces among the banks, which may change fast. Thus, Energotransbank, which would hold the third place in the Oblast by a volume of assets in mid- 1997, dropped to the fifth place by the results of the year.

Of the 14 banks, nine banks had their capital over ECU 1 mn., including three banks- Investbank, Baltica and Evropeysky- which had a capital over ECU 5 mn. ( calculated in compliance with the Instruction #1;  the ECU equivalent  as per the RF Central Bank  official rate as of the end of the year). The characteristic feature of the Oblast’s banking sector and organization of the control over the banks is an absence of banks with a negative capital among the operating banks, including the  more severe regulations  with regard to calculation of the banks’ capital introduced with the RF CB’s Instruction  effective since May 1997.

Being a leader both in terms of the volume of assets and volume of capital, Investbank is also a  leader among the Oblast’s banks in the major segments of the market of banking services. The absolute  size of those segments, however, is fairly small, even by the scope of the Russian regional markets. Thus,  as of the end of 1997, the overall credit portfolio of the Kaliningrad banks made up RUR 325 mn.  and the volume of the population’s deposits- 42 mn. Apparently, these sectors currently cannot be attributed  to the regional banks’ strategic priorities. As the Fig. 5 and 3 show, the share of credits issued to the non- financial  sector in assets and the share of the population’s deposits in the local banks’ liabilities have a smaller proportional weight comparing to the averaged value by  Russia. The Kaliningrad banks’ share of assets held in a form of securities is notably larger compared to the  respective average index observed by the regional banks on the whole. The leader’s credit portfolio and  securities portfolio are approximately of an equal size and, accordingly, of an equal proportional weight in the assets. Such a strategy  resulted in the bank’s profit amounted to 6.5% calculated as per its assets by the end of the year. At the same time, only one bank in the region closed the year with losses, and the average level of  profit on assets  made up 4.8%, on capital- 16%, hence these two indices dropped by 26.7% and 27.9%, respectively, when compared to the results of 1996.

Fig.1

Dynamics of the number of the banks in the Kaliningrad Oblast
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1- number of banks operating as of early 1998

2- the overall number of  operating banks as of the respective period
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The level of concentration of the assets of the Region’s banks�(the share of the bank in the amount of assets of the Oblast’s banks)
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Structure of assets not gaining interest
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Structure of assets gaining interest
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Notes to Fig.3-5:

 The indices o the regional banks’ aggregated balance indices calculated as of 31.12..97 

( Sberbank of RF and Agroprombank  exclusive)

The correlations are calculated as average weighted values.

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

�PROBLEMS OF DEVELOPING THE HOUSING SECURITIES MARKET.

�In 1997 a drop in the volume of house building was reported in Russia. The total  housing area built in 1997 dropped by 24% when compared to 1995, given  that  the number of  built apartments dropped by 29%-  by 176 thous. The number of built apartments drooped by 52 thous. comparing to 1996. The rate of decline in investment activity was advancing- in 1997 the volume of investment to house building dropped by 23.4% comparing to the prior year.

Construction of housing in the Russia Federation

year�1993�1994�1995�1996 �1997��number of apartments ( thous.)�682�611�602�474�426��in% to the prior year�100�90�99�78�90��amount of living area ( square m. thous.)�41,8�39,2�41,0�34,3�32,6��in % to the prior year�101�92�105�84�95��* According to the data of Goskomstat of RF

One of the major prerequisites for a drop in the volume of  house building became a lack of efficient financial mechanisms of mobilization of the population’s  monetary resources for house building. In the conditions of the underdeveloped  mortgage system, the current instruments  of the housing securities market ( housing certificates, bonds of the municipal and subfederal housing loans) are incapable of providing  for an attraction of significant amount of the physical persons’ resources.

Thus, the current patterns of the output of housing certificates the nominal value of which is in the shares of a square m. of the housing area equivalent has proved to be efficient only in the conditions of a high inflation. A high real interest rate, with regard to bank deposits and  state bonds available for the population, makes the investment into housing certificates comparatively less efficient in the conditions  in which the prices for housing stabilized. By early 1997 only four issues of housing  certificates worth a total of RUR 131.3 bn. were registered in this country.

The spreading of  housing certificates is inhibited by  imperfect normative documents which regulate such issues. One of the major problems is the order of  registration of the ownership right on the apartment  upon paying off the housing certificates. The current requirement  to conclude a purchase contract stipulated in the normative documents may result in double taxation, since it is supposed that there has been already  the contract on a purchase of certificates which  has  already provided their owner with a right to acquire the apartment. For the issuers the attractiveness of issuing housing certificates  is significantly reduced  with a necessity  to regularly index the certificates’ nominal value and the compulsory redemption of certificates at their owner’s first request, within 7 banking days upon receipt of such a request. 

The issues of municipal and subfederal housing bonds have become more popular, since they allow the investor to choose between the monetary and natural ( apartment) forms of redemption of the bonds.

A crucial factor of this kind of securities’ attractiveness became the current order of imposition of VAT on the house building. Thus, in compliance with Article 5 of the RF Law “On Value Added Tax”, the value of the work on house building performed with the attraction of the capital of the budgets of all levels and targeted extrabudgetary funds, is subject to exemption from VAT in the event the said budgetary capital amounts to not less than 40% of the costs of the said work.

In addition to this, in contrast to the income resulted from the corporate securities, in compliance with  Article 3 of the RF Law “On Income Tax” the income  of private persons resulted from housing securities is not subject to income tax. As a result, between 1994- 1996 over a half issues of the subfederal and municipal bonds were housing bonds. However, the narrow solvent demand has entailed an underplacement of a significant part of the issued securities.

As a result, in 1997 only three Federation’s Subjects and 5 municipal institutions issued their housing bonds. The overall amount of the issue of housing bonds ( with the exception of a large issue of securities in the Orenburg Oblast which actually was not a targeted issue) is accounted for less than RUR 160 bn.



�Issue of the housing subfederal and municipal bonds in 1997

___________________________________________________________________

issuer				volume		term		kind	nominal value

				(RUR bln..)	(month.)		(RUR mn.)

_________________________________________________________________________

Amur Oblast			5,383		5 years		ndrd.	250,4

Orenburg Oblast.		1000		up to 12..	ndrd.	100

Yamal- Nenetsk Okrug  	80		4 years		ndrd	1; 0,552

Dubna				10		25 years	ndrd	0,02

(Moscow Oblast)

Kaliningrad			20		30		drb.	1,0

Novokuybyshevsk		7,784		9		ndrd.	2,2; 2,4 ;2,6	

Saratov				2,586		6		ndrd.	0,55	

Yaroslavl			30,2		25 years	ndrd	0,29, 0,3; 0,31;0,32

____________________________________________________________________

ndrd- non- documentary registered bonds; drb- documentary registered bonds

* According  to the data of “PRIME- TASS” Agency.



�Formation of the institutions of the secondary market of mortgage credits.

In the conditions of  the population’s limited potential with regard to a lump-sum  payment for  the constructed  housing, the development of a system of mortgage credits is becoming a crucial prerequisite for a growth in the volume of house building.

Hence, the possibility to extend the volume of a long- term mortgage credit is constrained by a lack of  institutions of the organized secondary market of mortgage loans designated for providing the refinancing   for commercial banks.

In foreign countries and particularly in the US, securitization of the secondary market of mortgage credits is very popular. Such a system entails an issue of mortgage securities under housing credits and guaranteed by mortgage agencies subject to the government control. The mortgage agencies also maintain the liquidity of the secondary market of housing credits and the mortgage securities market.

In late 1997, in compliance with the presidential Decree #2881 of 28 December 1993 “ On elaboration and introduction of extrabudgetary forms of investing in the housing sphere” and the RF government Resolution #1010 of 26 August 1996, the Federal Mortgage Housing Credit Agency was established in this country. The major purposes of the Agency’s activity are attracting new sources of the private capital in the sphere of mortgage housing credits, formation of a liquid secondary market of mortgage credits.

The agency will buy from commercial banks their debit liabilities with regard to the mortgage contracts at the expense of the Agency’s own and borrowed capital. That would allow to maintain the banks’ liquidity and increase the attractiveness of the mortgage credits. It is provided that the Agency may acquire a license of a non- banking credit institution, which should allow the Agency to issue credits  for  avalling a debit liability as per the mortgage contracts.

During the first stage, the Agency’s authorized capital makes up 160 mn. denominated Rubles, and in perspective it should be increased up to 450 mn.- which is  the government’s share  as stipulated in the government Resolution. In October 1997 the RF Ministry of Finance earmarked non- denominated RUR 80 bn. which allowed to register the Agency.

In compliance with the Federal targeted program “ My Home”, approved by the RF government Resolution # 758 of 27 June 1996, it is provided that the Agency’s liabilities may be issued under the Federal government’s guarantees. At the same time the Agency’s issue of  bonds is constrained by a relatively high yields rate in the GKO-OFZ market.

Prospects of the system of the government guarantees for mortgage credits.

The Federal budget performs financing  of the targeted government housing programs, such as houses for military personnel to retire, “My Home” program, Federal Migration program, program of the house building  for the RF citizens migrating from the Arctic Zone and locations equalled to that Zone, government financing of the housing for refugees and compulsory migrants.

As the experience of a number of foreign countries shows,  an implementation of  such programs would be most efficient should  the direct subsidizing of physical persons on the part of a  mortgage credit institution be supported by the government’s, subfederal and municipal authorities’ guarantees. It would be expedient  to establish, at least in large  regions and cities, some mechanisms which can provide a redemption of the mortgage debts in the secondary market and  conversion of them into subfederal and municipal bonds guaranteed by the mortgage.

In  case of a proper financing, such functions may be delivered to already created in a number of territories  regional and local funds for development of house building, which was stipulated  with the presidential Decree #2881 of 28 December 1993 “ On elaboration and introduction of extrabudgetary forms of investing in the housing sphere”. At the same time the RF government Resolution # 664 of 15 June 1994 states a provisional   procedure of formation and use of the regional and local funds for development of house building.

Problems of legislative regulation

The development of the mortgage housing system is inhibited by a lack of an efficient legal protection of the  holder of pledge. The major factor of a high credit risk is that the conversion of the debt to be recovered to the pledged property is rather problematic:  the eviction of an insolvent mortgagor- physical person is not stipulated in Article 229 of the Civil Code of RF. Because of discrepancies in the current legislation, the Provision of the presidential Decree # 293 of 28 February 1996 “On additional measures on development of mortgage credits” , which allows such an eviction, does not come into effect.

The right for eviction of physical persons  should they violate the paying off the mortgage credit  must be introduced in the domestic legislation upon adoption of the Law “On mortgage” which was approved by the Federal Assembly in 1997, but denied by President. In the meantime the Law is in the conciliation commission.

In the present conditions the practice of concluding contracts on “ a rent with a right for redemption” is very popular. It is provided  by such a contract that the  ownership right is assigned to the physical person only upon the effecting of the payment for the housing in full. In this case  it is the developing company- owner of the apartment which becomes a borrower by the mortgage credit. Such a firm leases single apartments to physical persons with a right of consequent redemption of them. The implementation of this scheme gives a chance to develop the mortgage credit system within the current legal framework.

Since February 1998 the Federal Law “ On Registration of Rights on Real Estate and Transactions with Real Estate” is effective. In compliance with the Law, it is allowed  to register the  purchase transactions and transactions with real estate as collateral not in the notarial office, but in the respective bodies of the RF Ministry of Justice. As a result, the costs for registration of transactions with real estate should drop substantially- from 1.5% of the value of the object of the transaction charged by the notarial office to 3- 50 wages minimums  charged by the Ministry of Justice. The process of the government registration of  the right on real estate provides a legal  examination  of the respective documents and legitimacy of the transaction.

The transparency of such transactions should be guaranteed at the expense of establishing a single data base on the control over the real estate objects. The Law should be effective gradually, and it is provided that the process of the formation of the network of the respective bodies dealing with the registration of rights on  real estate  should be completed by 1 January 2000.

The major defect of the adopted Law is a lack of mechanisms of implementation of the provided government guarantees of reliability of the property rights. The volume of responsibility of the registrar- the government justice body and the order  of reimbursement of a conscientious buyer’s losses are not stipulated in the Law . In such a situation, the parties concerned  will have  to duplicate the  government registration with a notarial registration of the contracts, which obviously should increase the transactional costs.

At the same time the positive factor would be establishing the physical infrastructure of the registration of transactions with real estate initiated by the said Law, and such an infrastructure is necessary for the market’s development. The period of time which would be necessary for creation of the technological base of the “Single Government Register of the Right for Real Estate and Transactions with That” would be sufficient for adoption of a number of  clauses which could eliminate many defects of the adopted Law.

A. Shadrin
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