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The month of sharp contrasts: economy and politics in March

In terms of economy and politics, March 1999 became a month of sharp contrasts. The beginning of March showed a number of positive economic trends: inflation was going down, output and the corporate securities market were growing. The political elite discussed prospects of the «political consent», while business elites were gradually adjusting themselves to new economic and political realities. Hence, one could have an impression of some equilibrium, though evidently it was not stable enough, however, there were some chances that the government would succeed to keep such a relative stability for some time. By the end of the month., however, the economic situation destabilized sharply, which was compensated by concluding a principle agreement with the IMF on issuance of a new loan to Russia.

In our publication in February we stressed that in spring a destabilization of the macroeconomic situation might happen, to be followed by a destabilization of the political equilibrium. A sharp activation of the agrarian lobbyism with the beginning of the sowing campaign, financing of the Northern supplies, salaries and pensions indexation, forthcoming elections- all these factors cannot help but affect the government’s budgetary and monetary policies.

There is, however, an additional factor which promptly becomes a dominating one in various spheres of the Russian society- the Yugoslavian crisis, or to be more precise, a sharp destabilization of the political situation in Europe.

As expected, the intensification of the crisis started with a sharp destabilization in the foreign exchange market. The Ruble exchange rate which has been practically unchanged between January to February began to fall in late March. The Rb. depreciation coincided with the beginning of the external political crisis and partly can be attributed to that. First, the negotiations between the government and the IMF canceled on 25 March raised a new wave of non- confidence in the Russian economy’s prospects. Secondly, the military operations in Yugoslavia could not help but provoke the growth in foreign exchange reserves quotations. However, it would not be expedient to attribute all the problems of the Rb. rate to merely political reasons.

In March one could already note some shifts from the moderate policy to an inflationary one. In addition to that, the government undertook some steps encouraging inflationary expectations; the monetary base began to grow, while foreign reserves continued to shrink. The government adopted a number of its Resolutions related to the financing of agriculture («On leasing of machine- building production in the agro-food complex of the Russian Federation with the use of the federal budget means», «On measures on acceleration of providing the agricultural producers with chemicals in 1999», «On measures on providing the agricultural producers with fuel and lubricants for sowing campaign in 1999»). Both Chambers of the Federal Assembly voted for lowering VAT which would have become an additional factor destabilizing the current macroeconomic situation (though those bills apparently will be vetoed).

Development of the political situation also had a clearly negative trend. It became clear in March that it is highly probable that some of the impeachment proceedings would get 2/3 of votes in the State Duma.. At the same time the voting on the Attorney General’s resignation showed that the Upper Chamber is not any more an insuperable obstacle to dismissal of Mr. Eltzin through the impeachment procedure. A clear awareness of such a prospect has become another additional factor for intensification of negative expectations.

The fall of Ruble has reflected all the a.m. events. The administrative efforts undertaken by the government and the Central Bank (limiting the number of banks participating in the MICEX, restricted regulations with regard to import contracts, lowering the open foreign currency position limits, introduction of quantitative restrictions on exportation of cash foreign exchange, etc.) can become temporary measures. In practice that has resulted first of all in a growing gap between the results of the morning and afternoon trade sessions at the MICEX which creates a potential danger of further administrative interference, particularly in transactions in the retail net. In March 1999 the perspective of an introduction of direct restrictions on the population’s transactions with foreign exchange became rather visible, though so far the agreement with the IMF and consequent growth in the Rb. exchange rate can prevent a danger of such administrative measures.

As to the new IMF credit, its positive effect will be a limited one. The main result became the Fund’s readiness to participate in the debt refinancing, at least until early 2000, which, in its turn, opens a way to getting loans from other sources. The IMF, however, will earmark the funds by small tranches, and the government will have to pursue an extremely hard budgetary and monetary policies- the task which is extremely hard to accomplish at the present stage, especially with regard to the current international situation.

That factor is becoming yet more significant and extremely dangerous. The dependence of economic processes upon political developments has been characteristic of the Russian economic life through the last ten years. Such a situation is not surprising since its is typical for the countries experiencing radical, systemic transformation. In March 1999, however, we faced a new phenomenon to which this country will have to adjust itself in the future- both political elites and population: meanwhile the Russian economic policy became closely tied to the external political situation. This factor will have a strong, if not crucial, impact on the development of economic situation in this country- at the best- during the forthcoming future, at the worst- in the foreseeable future. No doubt that the external political factor, as it is emerging in March 1999, will be counteracting strengthening a market democracy regime.

However, there is a certain obstacle on the way of such negative economic and political trends- Mr. Eltzin. A number of his actions and declarations showed his readiness to come back to an active participation in elaboration of economic course. The appointment of Mr. A. Voloshin as Head of Presidential Administration also testifies in favor of this conclusion, since Mr. Voloshin advocates for renewal of the presidential activity in the economic sphere. Time will show, however, to what extent President can be active in this regard, since his positions have been objectively weakened by both the parliamentary support to Mr. Primakov and a real danger of the beginning of the impeachment procedure.

In such a situation April may become a crucial month: meanwhile it should become clear whether a new balance of forces is set in the Russian power.

State of the federal budget

The data on the federal budget execution in January 1999 are represented in Table 1. Deflation of indices was made using the consumer price index. As it may be noted, in January 1999 both the level of tax revenues and general level of revenues dropped significantly in real terms. It was September last year when a lower level of revenues, including tax revenues, was noted, which is attributed to a sharp price hike during that period of time.

Table 1. Execution of Russia's budget (in prices of January 98)


1997
1.02.98
1.03.98
1.04.98
1.05.98
1.06.98
1.07.98
1.08.98
1.09.98
1.10.98
1.11.98
1.12.98
1998

Revenue














Profit tax
1695
1548
3255
3958
2984
2134
2210
2873
1413
1797
2684
2592
1061

VAT, special tax and excises
11870
10823
12173
11575
11134
11676
12706
9641
6686
8422
9878
14811
9849

Taxes on foreign trade and foreign economic activities
1846
2323
2434
2422
4262
2717
2505
1873
1824
1941
2154
3714
1631

Other taxes, levies and payments
381
579
605
572
238
485
488
239
577
405
276
298
177

Overall taxes and payments
15793
15274
18467
18528
18617
17011
17909
14626
10500
12566
14991
21416
12718

Non-tax revenues
3110
3590
4026
3292
4184
4173
3770
5659
3287
2870
2295
11736
1645

Total revenues
18902
18864
22493
21820
22802
21185
21679
20285
13787
15436
17286
33152
14362

Expenditure














State administration
546
626
758
855
424
727
585
637
311
449
510
1388
131

National defense 
3704
3583
3488
3919
2492
4691
2392
3325
3699
3550
4835
5566
1562

Justice
40
285
187
302
113
210
291
149
117
126
202
557
17

Law enforcement activity
1961
2417
2373
2307
2042
1570
2642
1847
1056
1434
2100
3408
302

Fundamental research
360
488
935
433
173
389
403
124
-101
386
313
486
10

Services to national economy
705
1752
962
1601
1450
3012
1846
1148
1002
1220
1470
3082
54

Social services
3039
3544
4525
3992
3437
3922
4548
2291
1851
4747
4126
5985
1660

Servicing  state debt
5074
6860
16216
9182
13406
10203
12965
6742
1781
1689
5602
5604
5473

Other expenditure
4090
3957
5586
6410
5079
6061
3211
3765
2761
4931
4918
15569
3358

Overall expenditure
19519
23512
35030
29001
28615
30787
28882
20029
12477
18532
24077
41644
12566

Loans less repayments
8172
-4648
-12536
-7181
-5813
-9602
-7203
256
1310
-3096
-6791
-8493
1796

Expenditure and loans minus repayments
27691
16736
35679
29950
29783
31668
29864
21785
14357
21368
24427
38213
14187

Budget deficit (-)
-8789
2128
-13186
-8131
-6981
-10483
-8186
-1500
-570
-5932
-7141
-5061
175

Total financing, of which
8789
-2128
13186
8131
6981
10483
8186
1500
570
5932
7141
5061
-175

domestic
2189
-1895
13941
5965
5091
-13063
-20169
-4389
-1951
2510
3283
1765
-7249

foreign
6600
-233
-755
2166
1890
23547
28355
5889
2520
3422
3858
3296
7074

Table 2 represents a percentage ratio of indices of budget execution in January 1999, and January, May, September and December 1998 in comparable prices. May and September 1998 were selected as a basis for the comparison, since during the said months indices of the revenue part of the budget were, respectively, maximal and minimal during 1998, until December.

Table 2. Execution of Russia's budget in January 1998 (in % to previous months).


In %  to January 1998.
In %  May 1998.
In %  September 1998.
In %  December 1998.

Revenue





Profit tax
63%
36%
75%
41%

VAT, special tax and excises
83%
88%
147%
66%

Taxes on foreign trade and foreign economic activities
88%
38%
89%
44%

Other taxes, levies and payments
46%
74%
31%
59%

Overall taxes and payments
81%
68%
121%
59%

Non-tax revenues
53%
39%
50%
14%

Total revenues
76%
63%
104%
43%

Expenditure





State administration
24%
31%
42%
9%

National defense
42%
63%
42%
28%

Justice
44%
16%
15%
3%

Law enforcement activity
15%
15%
29%
9%

Fundamental research
3%
6%
-9%
2%

Services to national economy
8%
4%
5%
2%

Social services
55%
48%
90%
28%

Servicing  state debt
108%
41%
307%
98%

Other expenditure
82%
66%
122%
22%

Overall expenditure
64%
44%
101%
30%

Loans less repayments
22%
-31%
137%
-21%

Expenditure and loans minus repayments
51%
48%
99%
37%

Budget deficit (-)
-2%
-3%
-31%
-3%

Total financing, of which
-2%
-3%
-31%
-3%

domestic
-331%
-142%
372%
-411%

foreign
107%
374%
281%
215%

Table 3. Tax revenue according to MTD (in prices of January 1998)




January
February
March
April
May
June
July
August
September
October
November
December
January
February

12264
10804
12460
12711
10222
11131
12166
10606
6409
9090
11226
21979
10262
11811
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According to MTS data, in February tax revenues grew by 15% compared with January, while the level of February 1999 exceeds the last year’s index by almost 10%.

Dynamics of real tax arrears to the federal budget are represented on Fig.1 As of March 1st, 1999, the overall volume of tax arrears made up Rb. 158 bln.

L. Anisimova, S. Batkibekov

Monetary Policy

Between February to March 1999 the rate in growth of consumer prices has gradually slowed down (see fig.1). Thus, in January the inflation rate was 8.5% (166% annualised), in February the respective index dropped to 4.1% (62% annualised). During the first half of March the consumer price index was slowing down. Between March 1 to March 9 it grew by 0.8%, and between March 10 to March 15 consumer prices grew by 0.6%. Due to a sharp fluctuation of the dollar exchange rate in the end of the month one could expect some growth in the rate of inflation. Nevertheless, according to preliminary estimations, the consumer price index in March 1999 would not exceed significantly the respective index registered in February. Thus, the inflation in March would be about 0.36 – 0.42% (52.9 – 63.8 annualised). If so, in the first quarter of 1999 consumer prices will grew by 17.0 – 17.7%. If this rate of inflation will be kept during the next three quarters of 1999, the growth in consumer prices in 1999 will be about 87.5 – 91.9%. That is significantly exceeds a level of 30% of inflation set in the 1999 Federal Budget Law projections.

Figure 1.
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In March 1999 dynamics of money aggregates were quite moderate. In other words, the dynamics did not give any ground for an attack onto the rouble exchange rate noted in the end of the month (see the section on the foreign exchange market). Moreover, during the first half of March the Monetary Base was decreasing (see fig.2). In particular, on March 8, the volume of Monetary Base was 212.5 bln. rubles, and as of March 22 this index dropped by 5.2 bln. rubles – to 207.3 bln. rubles. Thus, for the period in question decrease rate of the Monetary Base was about 2.45%. In all, despite some fluctuations, from the very beginning of 1999 to mid-March the volume of Monetary Base was kept at the same level (207.3 bln. rubles).

At the same time, a contraction of the RCB's foreign reserves continued. On March 22 the volume of foreign reserves was about 11.2 bln. dollars (see fig.2). Between early March to March 22 the reserves dropped by 300 mln. dollars (–2.6%). During the period concerned (from March 8 to March 22) the drop was 100 mln. dollars (–0.9%). In all, from the very beginning of 1999 to mid-March the foreign reserves reduced by 8.2%.

Figure 2.
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The meeting between Primakov and Camdessus held on March 29 has become an extremely important event with respect to the monetary and debt policy of the Russian Government. According to their agreement, the IMF will grant Russia 4.8 bln. dollars with a loan. The first of four tranches (1.2 bln. dollars each) would be granted between late April to early May 1999. The most important condition on which was insistent the IMF became proficit of the 1999 Federal Budget at the level of 2% of GDP. It will be difficult to accomplish this task in 1999 (see the report of IET ‘Russian Economy in 1998. Trends and Perspectives’). However, the fact of concluding the agreement testifies to the parts’ willingness to join their efforts in a struggle against the negative international situation.

S. Arkhipov

Financial Markets

The government securities market. Between February to March 1999 the Vneshbonds market demonstrated significant fluctuations in quotations. Quotations for the 3rd tranche varied especially sharply. Despite quite a short duration (May 14, 1999), in the first half of February 1999 prices for this tranche dropped from 40–42% to 27–28% of face value. After that, quotations for the 3rd tranche began to grow and reached the previous level in late March (see fig. 1). Until the end of March 1999 the level of yield to maturity of Vneshbonds of the 3rd tranche was about 1100% annualised.

Between February to March 1999 quotations for Vneshbonds of fourth, fifth, sixth and seventh tranches (redemption in May 2003, 2008, 2006 and 2011, respectively) demonstrated different trends. The most stable was the fourth Vneshbond tranche. In spite of some fluctuations, its price was about 8.5% of face value (by late March the yield to maturity was about 100% annualised). Quotations of the fifth, sixth and seventh tranches of Vneshbonds fluctuated synchronously. Moreover, despite different terms to maturity there was a coincidence in trends and quotations (see fig.2). In late March the yield to maturity ranged from 60 to 70% annualised with respect to the fifth and sixth tranches and was about 50% by the seventh tranche.

Figure 1.
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Figure 2.
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Between February to March dynamics of the Russian eurobonds have changed several times (see fig.3). Quotations of dollar eurobonds matured in 2001 ranged within 32 – 41% of face value (in late March the average yield to maturity was 54.12% annualised), quotations of the longer-term issues with redemption in 2007 and 1028 fluctuated from 22% to 32% of face value (in late March the average yield to maturity was, respectively, 41.79% and 44.05% annualised). In March 1999 dynamics of eurobonds quotations mostly reflected the process of negotiations between the Russian Government and IMF. In particular, in mid-March a drop in prices was caused mostly by the cease of Primakov’s visit to Washington. Thus, after finishing the negotiations between the Russian Government and IMF, it would be expedient to expect some growth of investors’ interest in the Russian eurobonds in April 1999.

Figure 3.
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Figure 4.
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Stock market. In March 1999 the Russian stock market demonstrated quite sharp fluctuations of quotations. A growth in prices which began in early February 1999 continued until the 2nd decade of March. Nevertheless, after that the investors’ mood changed and prices began to drop.

In February RTS-1 Index grew from 55.12 to 70.03 points, i.e. by 27.06%. In March RTS-1 Index grew from 70.03 to 80.36 points. Thus, in March regardless the change in trend of the RTS-1 Index the growth rate made up 14.74% (see fig.4).

In March 1999 growth in the volume of trading in the Russian Trading System (RTS) continued (see fig.4). That testified to an investors’ growing interest to this segment of the Russian financial market. Given that in February 1999 the total volume of trading in the RTS was 102.3 mln. dollars (that is at 281% superior to the volume of trading registered in January), in March the turnover grew by 83%, up to 186.8 mln. dollars.

In March 1999 the most appreciable growth was noted with regard to stocks of ‘Norilsky Nickel’ – 64.8%, ‘Tatneft’ – 46.8%, ‘LUKoil’ – 37.2%, ‘Sberbank of Russia’ – 33.6% and ‘Surgutneftegas’ – 31.1%. Fig.5 shows prices rise for the most liquid Russian stocks in the RTS.

Figure 5.
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March showed a continuous very narrow diversification of the demand for Russian stocks. Similar to the prior period of time, it has been LUKoil’s stock which clearly dominated in the total volume of trading, and their share was accounted for 39.3%. The share of stocks of ‘Surgutneftegas’ was 28.2%, RAO ‘UES Russia’ – 13.7%, ‘Mosenergo’ – 5.2% and the share of preferred stocks of ‘Surgutneftegas’ – 4.4%. Thus, the total share of those five most liquid stocks made up about 91% of the total volume of trading.

In March 1999 the main positive reasons for growth in stocks’ quotations were as follows: first of all, the OPEC’s participants and other leading oil-extracting countries decided to decrease oil output by 2.1 mln. barrels per day. That means a 3% drop in the annual world oil extraction. An envisaged growth in oil prices has resulted in growing interest in the Russian largest oil companies. That has had quite a positive effect, since transactions on these oil companies have a crucial impact on the situation on the Russian stock market.

Table 1. 

Dynamics of the Foreign Stock Indices

as of March 26, 1999
value
the change in value during the last week (%)
the change in value during the last month (%)

The Dow Jones Industrial Average (USA)
9822.24
–0.82%
5.54%

Bovespa Index (Brazil)
10865
0.27%
21.93%

IPC Index (Mexico)
4736.58
-1.00%
11.17%

Nikkei-225 (Japan)
16016.99
-2.21%
11.48%

DAX-30 (Germany)
4775.17
-6.36%
-2.78%

CAC-40 (France)
4115.71
-2.46%
0.56%

Secondly, in March the majority of the largest foreign stock markets, including emerging ones demonstrated growth in stock indices (see tab.1). One should especially note the growth in the Dow Jones Industrial Average Index which exceeded the level of 10000 points. Taking into consideration problems and challenges of 1998 that allows to conclude that as soon as the signs of first negative developments in the US economy were to become apparent, the above mentioned level of the Dow Jones Index would be perceived as overvalued. That would result in reallocation of investments around the world, and it may happen that the emerging markets’ share would grow.

A visible tension in Russia-US relations which may be attributed to the Balkan crisis became a main factor which affected the Russian stock market. Nevertheless, in late March 1999 the Russian Government and the IMF reached the agreement on the loan. Hence, in April there are certain grounds to expect some growth of foreign investors’ demand for the Russian stocks.

Interbank loan market. In March 1999 one noted a cease of the tendency to fall in the rates on the interbank ruble loans market which has been characteristic of the period since early 1999. Moreover, in the middle and in the end of March MIACR rates on overnight loans exceeded the level of 30% annualized. Last time that occured in January 1999, with monthly inflation being 8.5% and quite sharp fluctuations in the ruble exchange rate (see figs. 6 and 7). In March, one noted a growth in commercial banks’ balances at the corresponding accounts in the RCB. That resulted in growing pressure on the rouble exchange rate and destabilisation of the situation on the interbank ruble loans market during the second half of the month.

Figure 6.
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Foreign exchange market. In March the quasi equilibrium characteristic of the ‘Ruble/Dollar’ market since late January 1999 was ruined. The reasons for a sharp growth in dollar quotations were as follows: first of all, the Russian Ministry of Finance cleared off ‘new’ issue of GKO №21132 and coupon of OFZ-PD №27004. Under conditions of March 1999 that freed ruble mass caused a high pressure on the ruble exchange rate.

Secondly, as the most important political factor, one should mentioned the decision made by Mr. Primakov to cease his talks with the IMF in Washington because of Kosovo. Since that occurred on the eve of effecting significant payments on the Russian external debt, many of investors regarded some tension between the Russian Government and the IMF as a factor of increased risk, which might result in reducing of the loan-amount or cancellation of that. As a result, in March expectations of a fall of the RCB’s foreign reserves and ruble devaluation have intensified significantly. All the above encouraged investors to attack the ruble exchange rate in late March 1999.

In February 1999 the official dollar exchange rate grew from 22.6 rubles/$ to 22.84 rubles/$. That corresponds to 1.06% a month (13.51% annualized). The ‘today’ dollar exchange rate in the SELT grew from 22.7712 rubles/$ to 22.8555 rubles/$, i.e. by 0.37% a month (4.53% annualized). In February the ‘tomorrow’ dollar exchange rate dropped from 23.1049 rubles/$ to 23.065 rubles/$. That corresponds to -0.17% a month.

In March 1999 the official dollar exchange rate grew from 22.84 rubles/$ to 24.18 rubles/$ (see fig. 7). That corresponds to 5.87% a month (98.21% annualized). According to preliminary estimations, the ‘today’ dollar exchange rate in March grew from 22.8555 rubles/$ to 24.2 rubles/$, i.e. by 5.88% a month (98.56% annualized). According to preliminary estimations, the ‘tomorrow’ dollar exchange rate grew from 23.065 rubles/$ to 24.5 rubles/$. That corresponds to 6.22% a month (106.32% annualized).

In March 1999 the volume of turnover in the SELT grew significantly as a result of an acceleration of ruble devaluation. In particular, in February the overall trading volume of the most liquid ‘today’ and ‘tomorrow’ contracts made up 56695.3 mln. rubles and 13404.2 mln. rubles, respectively. According to preliminary estimations, in March these volumes will be about 89300 mln. rubles and 20800 mln. rubles. Should it happen in March, the total volume of turnover by the contracts should be at 57% superior to the respective index registered in February.

Figure 7.

[image: image10.wmf]Dynamics of the Dollar Exchange Rates

between October 1998 to March 1999

12

14

16

18

20

22

24

26

28

01.10.98

08.10.98

15.10.98

22.10.98

29.10.98

05.11.98

13.11.98

20.11.98

27.11.98

04.12.98

11.12.98

21.12.98

28.12.98

10.01.99

15.01.99

22.01.99

29.01.99

05.02.99

12.02.99

19.02.99

26.02.99

05.03.99

15.03.99

22.03.99

27.03.99

rubles/US dollar

The official dollar exchange rate

The average-weighted 'today' dollar exchange rate 

The average-weighted 'tomorrow' dollar exchange rate 


In February 1999, there was some decrease in the official ‘German mark/ruble’ exchange rate. The rate declined from 13.18 rubles/DM to 12.87 rubles/DM (see fig.8). That corresponds to -2.35% per month. In February in the SELT the ‘tomorrow’ German mark exchange rate slid from 13.484 rubles/DM to 13.02 rubles/DM, i.e. by –3.83% per month.

In March 1999 on the background the growth in ‘Dollar/Ruble’ exchange rate, the official German mark exchange rate grew as well. The rate grew from 12.87 rubles/DM to 13.26 rubles/DM, i.e. by 3.03% per month (43.08% annualized). The ‘tomorrow’ German mark exchange rate in the SELT grew from 13.0282 rubles/DM to 15.0966 rubles/DM (up to March 25). That corresponds to 15.88% per month or 486.05% annualized.

In March 1999 there was a growth in the trading volume on German mark in the SELT. That was caused mostly by speculative reasons. In February 1999 the trading volume on German mark was about 401.82 mln. rubles. According to preliminary estimations, in March the trading volume may exceed 450 mln. rubles. That is at 12% superior to the respective index registered in the previous month.

Figure 8.
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Table 2. 

Indicators of Financial Markets.

month
November98
December 98
January 99
February 99
March 99*

inflation rate (a month)
5.7%
11.6%
8.5%
4.1%
0.36–0.42%

annualised inflation rate by the month’s tendency
94.49%
273.2%
166.2%
62.0%
52.9–63.8%

the RCB refinancing rate
60%
60%
60%
60%
60%

annualised yield to maturity on OFZ issues
–
–
120%
118%
80%

volume of trading in the secondary GKO-OFZ market a month (billion rubles)
–
–
0.05
0.930
3.1

yield to maturity on Vneshbonds issues by the end of the month (% a year):






3rd tranche
–
854%
421.5%
900%
1050%

4th tranche
–
87.9%
86.4%
95%
95%

5th tranche
–
44.7%
47.9%
50%
55%

6th tranche
–
53.8%
56.8%
60%
65%

7th tranche
–
39.8%
42.0%
45%
50%

INSTAR – MIACR rate (annual %) on interbank loans by the end of the month:






overnight
35%
35%
22%
39%
32%

1 week
–
–
–
30%
25.7%

official exchange rate of ruble per US dollar by the end of the month
17.88
20.65
22.60
22.84
24.18

official exchange rate of ruble per DM by the end of the month
10.4979
12.48
13.18
12.87
13.26

official exchange rate of ruble per Euro by the end of the month
–
–
25.79
25.11
25.94

average annualised exchange rate of ruble per US dollar growth
11.33%
15.49%
9.44%
1.06%
5.87%

average annualised exchange rate of ruble per DM growth
7.99%
18.88%
5.61%
-2.35%
3.03%

volume of trading at the stock market in the RTS for the month (millions of USD)
60.34
43.58
26.78
102.3
186.8

the value of the RTS-1 Index by the end of the month
71.46
58.93
55.12
70.03
80.36

growth in the RTS-1 Index (% a month)
24.19%
-17.54%
-6.46%
27.06%
14.74%

*/ estimated

S. Arkhipov

Production of GDP: factors and trends

According to our computation made on the basis of the data of the RF Ministry of Economy and Goskomstat, between January- February 1999 the downfall of GDP made up a. 5.9% to the level of the prior year. The intensification of the decline is initiated by reduction in investment demand and volume of paid services. The reduction in the industrial output made up 4.3% compared to its respective period of the prior year, while the respective index made up 5.5% for agriculture and 9.3% for investment in capital assets. The dynamics of the services sector found themselves under a significant impact on the part of reduction in the volume of trade (by 18% to January- February 1998) and paid services provided to the population (by a. 20%).

The general economic situation is under a substantial impact on the part of foreign economic factors. The volume of foreign trade dropped by one- third compared to January 1998; dynamics of export are determined by the situation in the world markets of fuel, energy and raw materials, which remain extremely unfavorable for the Russian economy. At the same time the dynamics of import are under the dominating impact of the financial crisis and unstable situation at the monetary and foreign exchange markets.

One of the major problems of 1998- early 1999 is a systematic lowering of the population’s living standards.

Between January- February 1999 the retail trade turnover dropped by 17.4%, and the trends to decline in the overall volume of trade turnover were prevailing during the first quarter 19999. In the structure of trade turnover, the share of food stuffs grew up to 49.3% against 43.9% noted between January- February 1998. At the same time in the structure of sales once can note an evident shift to a growth in demand for cheaper goods and intensification of consumers’ re-orientation towards non- organized forms of trade. The reduction in the volume of goods turnover is initiated by a strengthening trend to fall of the population’s income.

Between January- February 1999 the population’s real income made up 71.8% of the level of its respective period of the prior year, while real salaries and wages- 58.5%, real amount of pension- 55.8%.

Since October 1998 one notes a sharp fall in the indices of pensioners’ living standards. In January 1999 pension made up only 33.6% of the average monthly wages due and was almost at 28% lower than the subsistence level. The correlation between the average monthly wages and the able- bodied population’s subsistence level deteriorated substantially- in January 1999 it made up only 149.2% and corresponded to the level of the first half of 1995.

During the first half 1998 the share of the population with the income not exceeding the subsistence level remained at the level of approximately 22.4%. Since September, after a sharp rise in consumer prices, one has noted a systematic growth in the share of the population with the income being lower than the subsistence level up to 28.4% (according to the results of the IVth quarter 1998. According to preliminary estimates, in January 1999 the poverty level grew up to 38.2%, e.g. to a maximum value ever noted since 1992. It may be expected that should the methodology of calculation of this index not be changed, in the first quarter of 1999 the share of the poor population should reach 35%.

The general downfall in the level of real income is accompanied with structural changes which manifested themselves yet in the first half 1998. In the population’s gross income, the share of income generated from using property, entrepreneurial activity, non- organized forms of trade and other expenditures is lowering; the share of social transfers dropped slightly- mostly because of growth in debts on pensions and children benefits, while the share of salaries grew most notably in relative terms.

According to the results of January 1999, one may note some reduction in the level of population differentiation by income level. Gini is estimated to be 0.339 against 0.373 reported in January 1998, and the ratio between the income of 10% of the most and least wealthy population made up 10.3 against 13.0, respectively. The change in income differentiation is under the impact of opposite factors. On the one hand, those who have their income denominated in foreign exchange find themselves in a favorable position because of a sharp fall in the Rb. real exchange rate. At the same time, on the other hand, one notes a growth in the share of salaries and wages in the population’s income and lowering differentiation of salaries by groups of employees. Whereas the wages differentiation is inferior to the one of income resulted from property use and entrepreneurial income, the resulting indices of differentiation of the population’s income as a whole drop slightly.

O. Izryadnova

Investment in the real sector: reproduction and technological structure

In this country the ongoing investment decline to a significant extent is determined by limited potential of domestic accumulation. For the first two months 1999 investment in capital assets reduced by 9.3%, while concluded construction contracts provide formation of production program just for the forthcoming four months.

International experience shows that renewal and economic growth, as a rule, are accompanied by an intensive growth in the scope of accumulation and capital productivity. In 1998 the share of gross accumulation of capital assets dropped by 10.5%, while according to results of the last year, the share of new investment in capital assets in GDP made up 15.0% against 28.9% reported in 1990.

The analysis of structure and dynamics of investment in capital assets reproduction allows to conclude that investment flows were not efficient.

In course of the last three years, the share of investment expenditures on modernization, reconstruction and extension of operating enterprises in the reproduction structure of investment in capital assets has been at the level of 58%. That, however, takes place on the background of a steady fall in the share of active part in the technological part of investment in capital assets. In 1998 the share of investment in machinery and equipment made up 23.5% of the overall volume of investment versus 36% in 1990. A deterioration of the technological structure of investment in capital assets, with reduction in volume of investment and net accumulation in GDP, intensifies negative trends in capital assets reproduction. The renewal equipment ratio in the Russian industry slid from 6.0% in 1990 to 0.7% in 1998.

Placement of new equipment into operation does not compensate for a natural aging of machinery stock. Almost two- thirds of the industrial equipment age over 15 years, while the depreciation rate of capital assets exceeding 50%. During the last ten years, an average actual operating term has been growing and exceeded a normative one almost 2.5 times. Calculations of the impact of renewal and liquidation rate on the equipment’s average age rate show that keeping the actual current age of machinery and equipment stock in industry may become possible only with a simultaneous increase of the ratio of placing equipment into operation and retirement of that almost three times.

Low rate of the production equipment renewal is related to a systematic downfall in innovation activity. The share of enterprises carrying out elaboration and introduction of technological innovations in industry does not exceed 5%.

The major source of funding investment in innovation activities is enterprises’ own capital, with the exception to single enterprises in machine- building, gas, glass sectors, the innovation activity of which is energetically supported through foreign capital’s expansion, while the share of those enterprises’ own capital allocated for the said purposes remains at a minimal level.

The branch structure of innovation activities shows that for the last three years

three- fourths of enterprises persistently promoting innovation fell on such industrial sectors, as machine building, metal processing, food- processing, and industry branches in chemical sector and petrochemicals. A growth in the share of such industry branches, as medical, microbiological, polygraphic, flour and grout, feeder- producing, sewing to a significant extent can be attributed to an intensive introduction of new technology and design. However, taking into account the fact that innovation costs do not exceed 3% in the overall volume of investment in production objects, and the share of enterprises promoting innovation finds itself within the range between 0.1- 3.5% by single industry branches, the said processes do not influence changes in technological structure and indices of renewal of capital assets’ active component. Hence, the technological backwardness of production remains a crucial problem for the Russia economy.

In the conditions of formation of an open Russian economy, there will be no effect from investments into the production sphere, if those are not oriented towards an output of new products and developing of mew markets and technology. Meanwhile, in addition to creating new value, investment in the real sector should be focused on formation of promising directions of inflows of capital, labor, other resources. At the same time it is not only the volume of investment, but the level of newly created capital and support to innovation activity, which is of a key importance.

O. Izryadnova

Foreign investment in the Russian economy.

According to the results of 1998, the volume of foreign investment in the Russian GDP makes up a. 3%. The overall volume of foreign investment as of the end of 1998 is worth a total of USD 11.273 bln., which is 4.2% down compared to the level of 1997.
In 1998 the structure of foreign investment experienced changes at the expense of a significant reduction in the share of direct and portfolio foreign investment.
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For the period in question, direct investment dropped 1.6 times (or by USD 3.36 bln.), portfolio investment- 3.6 times (to the level of USD 1.91 bln.). As to other investments (trade credits; loans issued by international financial institutions; loans issued by foreign governments under guarantees of the RF government; banking deposits, etc.) in 1998 those are accounted for USD 8.22 bln. and exceed their respective period in 1997 by 31%. The overall volume of accumulated foreign investment (including direct, portfolio, others) made up USD 35.338 as of January 1, 1999.
The analysis of retrospective trends of attracting FDI shows a constant fall in their growth rate and the fact that with the domestic instability in place between 1997 to 1998 there were trends to reduction in the scope of investments in the national economy. Thus, according to the results of the Ist quarter and Ist half year, FDI made up 86% and 54% to their respective period of 1997, respectively. In all for 1998 the volume of attracted FDI made up 63% of their respective index reported in 1997
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The volume of accumulated foreign investment in the real sector as of early 1999 (a. USD 13 bln.) is inferior to its respective indices noted in many eastern European countries (Hungary, Poland, Czech Republic). Thus, for example, the respective index in Poland exceeds the level of USD 27 bln. In all, the share of Russia as a country- recipient in the world export of capital is accounted for 2—3%.
The index of foreign investment per capita is also low. Thus, in 1996 the overall volume of foreign investment per capita made up USD 44 (direct one- 14.3), in 1997- 83.79 (36.34), in 1998- 80.47 (22.97). For reference: the respective index in Poland is at the level of USD 140, Estonia- 160, Hungary 1,300.

E. Ilyukhina
Participants in the corporate securities market: post- crisis trends

In course of the 1998 financial crisis, the national securities market experienced some developments which resulted in a significant fall of the Russian stocks’ attractiveness for foreign and domestic investors. Such a downfall in the stocks’ quotations which took place between autumn 1997 through autumn 1998 (Chart 1) unquestionably was related to a whole range of factors, including institutional ones
:
(1) Due to the financial crisis, the danger of a general economic recession grew sharply, with the respective downfall in the Russian companies’ profitability and deterioration of their financial position. The collapse in the Russian stock market consequently resulted in a further drop of the Russian enterprises’ possibility to attract financing.

(2) The default on the government bonds, which domestic and foreign investors considered to be a legal nihilism, seriously undermined their confidence in the Russian issuers’ securities.

Note that the situation in the domestic government debt market had a mirror reflection at the market of the Russian issuers’ shares. As Chart 1 shows, there were clearly opposite dynamics of GKO profitability rate and the Russian stock market’s fluctuations. At the same time, between 1995- 1998 the corporate securities market was being dependent on the situation in the government debt market, both in terms of volume and dynamics.

Nevertheless, the collapse of the GKO «pyramid» has also become a crash for the Russian stock market, but already due to a global fall of Russia’s national investment image after the default on the domestic government debt. The lack of determination of the RF Government and Central Bank with regard to Rb. devaluation has had an indirect impact on the situation at the stock market: investors added devaluation risks to the costs of T- bills which was leading, through growth in the former securities’ value, to the further fall of the stock market

Chart 1
Index RTS-1 and average weighted profitability rate of GKO- OFZ between 1997- 1998
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(3) From investors’ viewpoint, the newly formed leftist government increased a hypothetical chance for nationalization of many Russian largest companies and revision of results of a part of privatization deals. Such procedures may not be implemented without causing any shareholders’ loss. In this sense, the most notable occurrence was a sharp activation of the general outflow of portfolio investors from the corporate securities market upon making notorious decisions on RAO UES Russia in May 1998.
(4) With the new government in power, the danger of compulsory bankruptcy of some Russian largest issuers due to their tax indebtedness to the federal budget grew sharply. Should such bankruptcy procedures be introduced, shareholders would loose everything.

(5) A sharp fall in the liquidity of stocks of issuers from the «first echelon» and complete lack of liquidity of issuers of the second and third echelons «frozen» investors’ funds which resulted in a drop of demand in the market.

(6) The banking crisis, which can be attributed not only to banks’ losses in the financial market, but to the fact of elimination of the major source generating their income as well, — namely, GKO- OFZ market, — has resulted in intensification of the arrears crisis. Such a crisis directly battered participants in the securities market, too.

In fact, the domestic investors’ funds became paralyzed, while foreign investors were rushed from the market. A hard financial situation practically in all the national broker companies and crisis of commercial banks paralyzed the systems of settlements on transactions with stocks and resulted in the respective growth in systemic risk.

(7) Many nominal shareholders, through whom foreign investors’ funds had been invested, were under control on the part of broker companies and commercial banks which found themselves in a hard financial situation. Investors were extremely concerned with possible manipulations with those nominal holders.

(8) Growing chances of communists and extremists to win the forthcoming Duma and presidential elections due to the financial crisis resulted in investors’ reassessment of the probability of formation of the Russian market economy.

(9) The capital once exported from Russia, which had begun to come back through

off- shore institutions, was re-oriented towards new goals.

Anti- crisis measures undertaken by the regulator of the corporate securities market- Federal Securities Commission (FSC) were not as efficient in the situation in which the crisis in the corporate segment of the market to a significant extent was determined by the dynamics of general macroeconomic indices. To a certain extent that can also be attributed to a legally limited number of instruments of FSC’s influence on activities of professional participants in the securities market.

By its essence, the 1998 FSC’s anti- crisis policy as a whole included the following main directions:

— regulation and cease of trade sessions at the exchanges;

— restrictions imposed on carrying out urgent transactions in the market;

— strengthening of control over the professional participants’ financial position (group- 20, etc.);

— lowering requirements to the professional participants’ own capital;

— adoption of concrete anti- crisis measures towards collective investors;

— simplification of demonstrative operative actions aimed at protecting shareholders’ rights in concrete companies (oil companies «Yukos», «Sidanco», «Sibneft», OAO «Krasny Kotelshik», Refrigerating Plant «Dalmoreprodukt», AO «Nosta»).

— changes in the normative and legal base, mostly in the field of corporate governance

(requirements to standards of issuance, transparency, accounting, etc.).

As a result, the downfall in the quotations of the Russian companies’ stocks and drop in their liquidity caused by the crisis directly affected investment perspectives: the Russian companies do not have any possibility to attract capital at the expense of issuance of new stocks in Russia and abroad; the government does not have any possibility to carry out sales of the largest Russian companies’ stocks to financial investors; the market estimates on Russian companies dropped significantly, which had a negative impact on a possibility for owners of the Russian companies to succeed in selling strategic blocks to foreign investors; direct investment funds which, by estimates, yet in August 1998 intended to invest a. USD 1 bln. in the Russian issuers’ stocks, temporarily have lost their interest in investing in Russian projects. It is clear why: with current low quotations, it becomes unrealistic to get profit in the future from such investments through issuance of stocks in the market or sales of shares to strategic investors.

At the same time a very low level of market prices creates certain prerequisites for a long- term investment. Moreover, the experience of 1998 shows that despite the crisis, some companies have succeeded in obtaining credits for production extension and restructuring, which also had a positive impact on the state of the market of their stocks

(OAO ‘Baltica’, OAO ‘Vympelkom’. Those were new corporations (‘start-up companies’), which initially had a modern technology and highly professional management, high level of transparency and loyalty towards investors (shareholders).

Between January to April 1998 some companies (mostly from the communication and oil sectors) also succeeded to issue ADR, however, the intensification of crisis stopped that process in May.

Hypothetically, it may happen that investors could get interested in enterprises of a number of domestic import- substituting industry branches which could take an advantage of a new situation emerging after Rb. depreciation. Before the crisis investors’ interest in main Russian issuers (mostly those from the «raw materials» sector) was lowering adequately to the fall in international prices for raw materials. After August 17th, 1998, the market may be regenerated to a certain extent at the expense of an inflow of investment resources to those Russian companies which operate in the domestic market and which, by taking an advantage of a sharp depreciation of Rb. real exchange rate and respective fall in import goods’ competitiveness, would be able to rapidly increase their output. Such a prospect also depends on the level of the forthcoming inflation. It is understood, however, that we mean direct investment only.

Although in 1998 one noted a sharp growth in the number of registered new issues of corporate securities (19,941, including 19, 848 issues of stocks and 93 ones of obligations, and 2,617 applications for issuance were rejected), the data should not be overestimated.

The majority of the issues of stocks were so- called «technical» issues and were not aimed at attracting additional investment. Those were mostly operations carried out for the purpose of increasing a nominal value of stocks or distribution of additional stocks among shareholders at the expense of the increase in the value of the AO’s own assets (revaluation of capital assets which results not in any attraction of investment, but the shares are distributed gratis and proportionally among shareholders), operations on consolidation or dilution of stocks. Thus, for example, of 73 issues of shares registered by the FSC central office 51 ones (or 69.9%) were related to conversion (increase in the nominal value) and distribution among shareholders, while only 3 were placed by open and 5- by closed subscription.

In 1998 there was no notable proof to the trend of issuers’ growing interest in issuing obligations. For the period of time between the start of the government registration and until January 1, 1998, FCS and its regional offices registered 41 issues, and in 1998- 93 issues which, as a rule, were carried out by the largest issuers. It should be noted, however, that the majority of those issues were obligations of so- called ‘telephone loans’ within the framework of the presidential program «Russian People’s Telephone» (the main condition of which was providing a private phone). In other words, the overwhelming majority of issued obligations provided rather a property return than monetary equivalent. It is converted obligations which prevailed among other issues of obligations. Of 36 issues registered by FSC central office 33 ones were placed by the closed subscription.

In 1998 the crucial factor of growth in a number of new issues became an activation of redistribution of property rights using such an instrument as new issues designated against «outsiders» or small shareholders. Due to the current defects of the Russian corporate and privatization law, it happened rather often that such an illegal, by its essence, device was applied in a legal form.

It is also notable that in autumn 1998 registrars practically did not experience a fall in the overall volume of re-registering transactions with stocks, given that at the same time the number of professional participants in the market reduced sharply, and the share of OTC deals grew substantially. Apparently that showed a significant growth in a number of deals with large packages within the framework of the post- crisis property redistribution.

In 1998, in the conditions of financial crisis, the process of property redistribution also evolved in terms of new forms of that: off-sets, debt securitization, sale or assignation of stock packages after bankruptcy of banks and disintegration of financial and industrial groups, in course of reorganization or bankruptcy of AO, through attempts to cancel the first issues of securities, etc. In such conditions regional elites’ attempts to obtain control over major enterprises of their region have become more visible and successful. At the federal level, certain efforts are made to reanimate the concepts of ‘labor collective’s property’ and large state- owned holdings as a main structural unit of the national economy. This trend should remain in 1999, too, which may result in intensification of property rights instability, and that may require strengthening of the policy of protection investors’ (shareholders’) interests.

In the conditions of the ongoing financial crisis a it is required to sharply activate measures on protecting investors’ rights (including infrastructural measures) as a factor of renewal of this country’s investment image. This goal can be accomplished at a full rate only in combination with other anti-crisis measures and handling the debt problems with investors.

The 1998 financial crisis has become a hard examination for professional participants in the securities market. Those who had invested in government bonds suffered significant losses, which affected their business.

Given that until July 1, 1998, one noted a growth in the number of professional participants (brokerage, dealers, trust) and in their capital, since August the situation has changed drastically. Thus, as of January 1, 1998 there were 1561 licensed participants, as of July 1, 1998- 1947, while as of December 1, 1998- 1698
. Such a reduction in the number of participants can be attributed to both their licenses canceled as a penalty for non- submission of the respective reports and due to their voluntary statement on termination of their business.

It is notable that the decline was most intensive in the sector of pure brokerage services. The trend to reduction in the number of professional participants (according to some estimates, up to 50%) will remain in 1999, too. It is also probable that such type of business will completely vanish in a number of regions (to the least extent- Moscow, St. Petersburg, Ekaterinburg) which is related to the end of the «vacuum cleaner» market era, (e.g. the situation in which regional small brokers purchased stocks for those in Moscow who resold them to foreigners).

The organization of trade in the securities market has also undergone significant changes. As of late 1998, there were 14 licensed organizers of trade in this country, of which 3 were located in Moscow, and 2- in St. Petersburg. The sharp downfall in quotations and volume of trade in the market became a general negative factor which caused a crisis in this sector. At the same time in 1998 one noted a sharp crisis of the dealers services market for foreign investors within the framework of non- profit partnership «Russian Trade System», while under the same circumstances the «classical» exchange- primarily non- profit partnership «Moscow Stock Exchange» and ZAO MICEX — proved to be more viable.

Formation of independent specialized registrars net was completed yet in 1997. As of January 1, 1998 there were 201 registrars within the territory of RF. In 1998 FSC granted 3 new and canceled 28 licenses for keeping registers of owners of registered securities. In the conditions of the 1998 financial crisis the process of expansion of specialized registrars continued- both at the expense of issuers serviced by a single registrar and growth in the amount of the registrar’s capital, and through consolidation with (absorption of) registrars, liquidation of small incompetitive ones. By the end of 1998 there were 126 licensed registrars in this country.

In 1998 the major mass of custodians were licensed, too: 116 licenses for execution of custodian services (including 66 companies the licenses of which were renewed). At the same time in the conditions of financial crisis and unstable property rights system, this country is challenged to establish a national custodian system, including the central custody.

Upon the default of August 17, collective investment institutions of various types which held a part of their funds in government bonds- voluntary or in compliance with the law- found themselves on the verge of collapse. As of December 31, 1998, there were 33 (21- open, 12- interval) mutual investment funds and 27 managing companies (according to the number of the respective licenses) in this country. Of the said number, 3 funds were at the primary placement stage, while 2 ones were in the process of voluntary liquidation. As of December 31, 1998, the overall value of the mutual investment funds’ net assets made up Rb. 554 mln. The crisis in this sector obviously is directly related to the collapse in the Russian stock market.

As to so called general banking management funds (GBMF) which would be actively established by commercial banks in the first half 1998 as an alternative to MIF, their failure is also attributed to the crisis of the universal bank model which manifested itself in August 1998.

It is also projected that there will be a further reduction in the overall amount of investment funds, including privatization investment funds, as a result of their transformation into joint- stock companies. Less than 20 funds (of 100 operating ones) intend to continue their activity as investment funds. Some voucher investment funds have applied for transformation into MIF.

In general terms, during the second half 1998 the situation became somewhat paradoxical: given that between 1996- first half 1998 one noted a substantial progress in the field of regulation of the market, emerging of its infrastructure, protection of investors, the 1998 financial crisis actually destroyed the market and signified the end of a certain stage of its development. In fact, the contradiction of the early ‘90s, e.g. the first stage of the market’s development, has been reproduced at a qualitatively new level: indices of market activity being close to zero in the second half 1998- relatively developed institutional base of the market created during last years.

The intensity of the 1998 financial crisis allows to make conclusions of an inevitable length of the market’s new adjustment to the changed economic conditions and absence of at least short- term prospects for any renewal of activity. In the present situation, the latter is an inseparable condition for further real progress in terms of institutional development. Given that before the crisis the market’s rapid growth created new incentives for developing its infrastructure, at present one is also likely to talk of a long- lasting crisis of the market infrastructure’s elements.

In medium- term, the following main trends will likely to be characteristic of the securities market:

— weak and fluctuating stock market for at least 1.5- 2 years (due to both pre-election, political, and economic factors, primarily projected high inflation, lack of guarantees that the revenue part of the budget will be executed, this country’s and its corporations’ debt problems, further downfall in capitalization of ‘raw material’ corporations on the background of price falls for export goods);

— reduction in the number, expansion (amalgamation) and intensification of competition among the professional participants in the securities market;

— post- crisis property redistribution in financial groups and corporations, which (in combination with low prices in the weak stock market) would cause abuses and violation of shareholders’ rights);

— low probability of increase of foreign investors’ interest in the Russian market, both due to remaining tax problems and uncertainty with regard to the banking system restructuring, and because of intensification of the crisis of the world foreign exchange and financial system;

— emerging of unusual for the Russian market instruments related to the real sector’s enterprises’ efforts to find alternative sources of financing (corporate bonds, warehouse guarantees, mortgage documents);

— development of new forms of collective investment (closed mutual investment funds in the real estate sphere, etc.);

A. — intensification of activity of self- regulated institutions of professional participants in the securities market and investors (shareholders).

B. A.Radygin
IET Monthly Trends Survey: March 1999

Results of the survey on 1000 largest Russian industrial enterprises held in March proved positive trends observed during previous months. In addition to growth in output, in March for the first time (since 1993) we have registered an absolute growth in effective demand. The remaining substantial lack of finished products in stock and plans for further growth in output should be regarded as a solid basis for keeping an optimistic mood which may be eliminated by inflationary consequences of the emission.
In March 1999 our surveys for the first time registered an absolute growth in effective demand for industrial products. Reports regarding a growth in sales for money prevail in all the industry branches but non- ferrous metallurgy and food- processing sector. The most intensive growth took place in the chemical and petrochemical sectors, and in the wood- working industry branch. The share of enterprises estimating the volume of effective demand for their products as normal grew up to 20% and has become the best value since April 1995. The share of the respective reports is highest in the non- ferrous metallurgy, timber, wood- working and paper and pulp sectors.

The growth in barter demand in industry is not registered for the second month running. In terms of industry branches, such transactions continue to grow mostly in the non- ferrous metallurgy.

Renewal of production growth in industry was once again noted in March. The intensity of the growth in output reached 28 balance points. Growth in production was reported by 43% of enterprises, which broke any record for our surveys- the previous value was 36% and was reported in April 1997. Reduction in output was registered only in ferrous metallurgy (–15%). The most intensive growth in output took place in the chemical sector and petrochemicals (+43%), wood- working sector (+47%), light (+38%) and machine- building (+36%) industry branches.

Estimates of finished products in stock remain at the absolute minimum level. Generally in industry responses «below norm» prevail steadily. The same situation is also observed at the branch level: none of the sectors concerned reported any positive balances of estimates of stock. The highest deficit of stock is registered in the light and wood- working sectors.

The price rise is slowing down for the second month running. In March this process took place in all the industry branches. The most intensive price rise was noted in the chemical and petrochemical sectors, while the most moderate one- in metallurgy.

Forecasts of change in output grew by 11 points for the last month and reached a record level. Only 9% of enterprises expect production fall in the second quarter. The negative balance of forecasts was reported only by the timber, wood- working, and paper and pulp industry branches.

Since January forecasts in pricing dynamics have dropped by 16 balance points, however they remain positive: plans to increase producer prices undoubtedly prevail in industry. Leaders will be the chemical sector and petrochemicals (+49%), machine building and food- processing (+45% each), while the most moderate intentions are noted in the non- ferrous metallurgy (+%%) and wood- working sector (+18%).

Forecasts in effective demand dynamics remain moderate positive values for the second month running. It is only non- ferrous metallurgy and wood- working sector which reported negative and substantial balance of forecasts (absolute drop). At the same time the most intensive growth in demand is expected in the construction industry (+24%), petrochemicals (+13%) and ferrous metallurgy (+11%).

Forecasts of change in barter demand slid by 6 points in march, however they remain positive. The growth in barter transactions will take place in all the industry branches, but the light industry and petrochemicals.

S. Tsoukhlo
Situation in the agro-food sector in March 1999

After a very unfavorable last year with an overall grain production of only 47.8 mln.t. (against 88 mln.t. in 1997), the attention of experts in the grain market and government structures controlling the agricultural sector is drawn to the started sowing campaign and results of winter crops’ wintering. At the same time agricultural producers and government structures seem to act in opposite directions: the producers' concern is to get necessary production means and carry out the sowing campaign, while the latter put every effort to strengthening state regulation.

The area sowed with winter grain crops last year for this year’s harvest reduced by 0.5 hectares (12.3 mln.) It is projected that this year the spring crops area will make up not more than 38 mln. hectares, while the overall sowing area would remain at the level of the prior year (50 mln.) The reduction of the area for winter crops was related to both shortage of producers’ production means for sowing campaign and an unfavorable situation in the grain market noted during the autumn last year, despite the fact that it was clear that the grain offer would be low. In such a situation, agricultural producers attempted to re-orient themselves towards highly profitable crops, for example, sunflower. Despite export restrictions imposed in November last year (licensing the sunflower export) and regional authorities’ attempts to regulate the structure of sowing area by legal means (for example, it is prohibited to sow over 10% of the land with sunflower in the Rostov Oblast, since given a lack of mineral fertilizers, it is land rotation which is the only way to somehow keep the soil’s fertility) the demand for sunflower seeds remains very high.

At the same time projections of sowing area may be corrected in favor of its increase due to the current high demand in the grain market. The price for grain in many regions exceeds Rb 1,500 per ton, and the promised food aid supplies will unlikely to decrease prices substantially. Under new circumstances, with a growing demand, agrarians may try to increase the area for grain crops.

The main production regions generally have survived through the winter period not worse than in the prior years: the area with a bad condition of crops made up approximately 3 mln. Hectares. The area with germination rate of crops being over 50% made up 1.8- 2.2 mln. Hectares, or 13.16% relative to the overall sowing area for grain and grain and beans. According to the averaged data for 1993/94- 1997/98 in this country the area of crops not survived through winter period usually makes up 2 mln. Hectares (for reference: in 1998 the respective index was 1.6 mln. Hectares). After the winter period, crops require application of mineral fertilizers, however, unfortunately the level of agrarian producers’ sufficiency with those is low.

The bad shape of agricultural machinery also raises a certain concern. According to the data of the Ministry for Agriculture, as of early March, a general readiness rate of agricultural machinery throughout this country did not exceed 55-60%, while according to Rosagrosnab’s (Russian Agrarian Supplies) estimates, in order to carry out the sowing campaign successfully, this year the agrarian sector will have to purchase an additional stock of 10.7 thous. of seeding machines, 6.4 thous. tractor plougs, 6.9 thous. cultivators.

At the federal level, preparations for the sowing campaign were accompanied with the adoption of a number of government Resolutions (this time they substituted for a single traditional annual one). The Resolution «One measures on acceleration of providing agricultural producers with chemization means» (# 256 of 4 March 1999) provides a 50% lowering of prices and tariffs for supplies of raw materials to enterprises producing mineral fertilizers and…(to be selected on a tender basis), ussuing of credits amounted to Rb. 2.2 bln., through the fund for privileged credits, to agrarians for purchasing mineral fertilizers and means of crop protection, compensation for a part of their expenditures on purchasing fertilizers.

However, there is practically no hope that the Resolution’s provisions will be fulfilled. Thus, gas suppliers, particularly Gasprom agreed with only a 10% reduction in gas price. Recipients of the credits will be not agrarian producers, but authorized regional structures which will be contracting suppliers of fertilizers; finally, the sowing campaign has already begun, and fertilizers will be supplied with a very long delay.

The government Resolution « On leasing of machine- building products with the use of the federal budgetary funds» (# 228 of 26 February 1999) mainly focuses on lobbying the principal leasing agent- «Rosagrosnab» company and its hidden sanation. It is only those companies the control block of which is owned by the state will be considered leasing operators funded from the budget. That is why the statement made by Rosagrosnab’s management regarding their readiness to assign 50% plus 1 stock to the government was very timely: the problem of formation of competitive environment in the market of leasing operations has been resolved.

The Resolution « On measures of providing agricultural producers with fuel and lubricants» (#259 of 5 March 1999) reanimates federal commodity credit canceled in 1997. Oil companies- suppliers of fuel will be granted with tax benefits. It is intended that the volume of supplies of fuel and lubricants to agricultural producers will be worth a total of Rb. 10.6 bln., given that in the 1999 federal budget allocates only Rb. 9.6 bln. for Ministry of Agriculture for financing the national agriculture. The way out of this situation was found easily: the Resolution recommends regions- Subjects of the Federation to supply fuel and lubricants at the expense of their budgets.

It is also planned to finance the sowing campaign through the fund for privileged credits. According to the Ministry of Agriculture data, the amount of the first tranche from the fund will be Rb. 2- 2.3 bln. Earmarking of financial resources from the fund will mainly depend on the success in covering the debt accumulated in the banking sector last year, since the formation of the fund’s resources will be chiefly determined by return of debts. It was only Alfa- Bank which started paying the debt. On 23 March the Fund earmarked Rb. 700 mln. For sowing campaign. That constituted only one- third of the promised funds, but one should bear in mind that the sowing campaign has already started and money is needed now.

As a result, it is most likely that support to the agrarian sector will be actually provided at the regional level, and that will be dependent upon sufficiency of funds in the local budgets. Like it was noted last year, this year the regional commodities credit scheme will be used once again.. Local administrations perform advance supplies of fuel and lubricants and fertilizers under their own guarantees and though their structures (regional funds) or by attracting private oil companies, as it is officially recommended this year by federal structures. In autumn producers will pay back with grain supplies, which will be forwarded either to the regional funds, or to suppliers of production means, who actively transform themselves into operators in the grain market. In many cases regional administrations receive a commission fee for their intermediary actions, which means that that such a commodity credit is profitable to them. Moreover, after financing producers in course of the sowing campaign they will have a right to control grain flows after harvesting, including grain importation to outside the region.

Hence, once again one may state that first, the federal government lacks a single strategic position with regard to support to the national food sector; secondly, lack of funds for carrying out palliative measures proposed by the government. Proceeding on from the above, it seems logical that the regulation of the national food sector will be subject to further regionalization, with all negative consequences of that, including growth of local barriers.

I. Khramova

Foreign trade
In January 1999 one noted some growth in international prices for some Russian export commodities. Thus, the oil price grew by 10%, gasoil—9.3%, nickel- 10.3%, solid timber—8.5% Prices for oil and petroleum derivatives have grown under the impact of information of lowering world stock and because of Iraq’s compulsory reduction of its oil export, while prices for nickel grew because of the information that WMC Ltd. Reduced its annual output by 20 Thos. t. a year, and Larco- by 6 Thous. t.
However, despite some growth, the prices for major items of the Russian export remain on a very low level.

World prices in January of the respective year (USD/t.)


1996
1997
1998
1999

Aluminum
1554
1598
1480
1301,4

Copper
2553
2400
1682
1528,2

Nickel
7956
7485
5496
4550,8

Zinc
1068
1152
1099
994,4

Oil
137,5
170,2
111,6
82,4

Source: International Monetary Fund

In January 1999 the indices of Russia’s foreign trade turnover slid to the lowest mark for the last five years, and the turnover made up only USD 7.7 bln. which is at 33.6% down when compared with its respective index of the prior year. It is import supplies which experienced the most significant fall: in January 1999 the value of import goods made up USD 2.9 bln. (down at 49.3% compared with January 1998), while the value volume of export dropped by 18.3% and made up USD 4.8 bln.
In the conditions of low world prices, Russian exporters increase physical volume of their supplies. Thus, in January the volume of oil export grew by 7.3% compared with January 1998, natural gas- by 4.5%, aluminum- by 6.7%, copper- 45.6%, nickel- 14.9%, mineral fertilizers- 26.6%, round timber- 58.2%. At the same time, the export of machinery and equipment fell by 34.4% when compared with January 1998.

As a result of a sharp fall in imports, the positive balance of Russia’s foreign trade grew substantially and reached USD 1.9 bln. in January 1999 (versus 0.3 bln. reported in January 1998.

Import supplies from non- CIS states made up USD 2.3 bln. (48.8% down), export to those countries- USD 3.7 bln. (18.1% down). Under present circumstances, one should not envisage any growth in the said indices.
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Both CIS countries’ and Russia’s foreign trade turnover dropped by 34.6% when compared with January 1998 and made up USD 1.7 bln. The fall has been most significant was also noted in of import supplies- at 51.2% (volume of import made up USD 0.6 bln.) Contrast to that, in January 1998 import grew by 6.8% when compared with January 1997 and made up, respectively, USD 1.3 bln. Despite the fact that the data for January usually are not illustrative and are significantly lower compared to the volume of mutual supplies during forthcoming months, it is probable that during the forthcoming months the pace of fall in import supplies would be higher compared with the rate of fall in exports which can be attributed particularly to the measures undertaken by CIS states with regard to restricting Russian imports.
The Russian export to CIS states dropped by 19.1% and made up approximately USD 1.1 bln. A smaller reduction in export supplies to neighboring countries is mostly determined by the fact that energy resources constitute a major part of the Russian export, and supplies of those are crucial for those countries. Hence, the governments of those try to promptly resolve the problem of payment for the Russian resources and keep agreements which had been concluded in this sphere.

In the conditions of the current unfavorable situation in the world market, the RF government has undertaken a number of measures in order to support the national exporters of fuel and energy commodities. Since March 24, export customs duties for oil have been canceled for the term of 30 days. Since February 22, the export customs duty is not imposed on exportation of natural gas in the gas form.

In order to stabilize situation in the consumer market and to decrease prices for food stuffs and medicines sold in retail net, in September 1998 the government had abolished an additional import duty with regard to agricultural and food stuffs and medicines, and since March 1 that duty was abolished completely.

In order to increase offer of foreign exchange in the domestic market, on March 15, 1999 President issued Decree on a compulsory sale of 75% foreign exchange revenues by exporters.

N. Volovik, N. Leonova
� For more detailed analysis of  the  situation in the market and  emerging of the financial crisis please refer to: Russian Economy Between january- Sepetmber 1998. Trends and Perspectives. Moscow, IET, 1998. In addition to that, some estimates of V. Kuznetsov are used. 


� Data of FSC


�  Of  the overall number of professional participants in the market, 1102, 1207 and 1110, respectively, combined broker and dealer activities.  In 1998 the Bank of Russia granted credit institutions with 938 licences   to exercise a professional activity at the securities market ( in compliance with the general licence of FSC)
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Dynamics of FDI inflow in the Russian economy between 1996- 1998
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