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The state of the federal budget
Table 1


I`00
II `00
III `00
00
I`01
II`01

Revenues







Corporate profit tax
1,6%
1,6%
2,0%
2,6%
1,4%
1,5%

Personal income tax
0,3%
0,3%
0,3%
0,4%
0,0%
0,0%

VAT, special tax and excises
8,2%
8,3%
8,0%
7,3%
9,1%
9,4%

Tax on foreign trade and  foreign trade operations
3,1%
3,4%
3,5%
3,3%
3,6%
4,2%

Other taxes, duties and payments
0,3%
0,3%
0,3%
0,4%
1,1%
0,9%

Total- taxes and charges
13,6%
14,0%
14,1%
13,9%
15,3%
16,0%

Non- tax revenues
1,9%
1,8%
1,8%
2,3%
1,0%
1,2%

Revenues, total
15,5%
15,8%
16,0%
16,2%
16,0%
17,1%

Expenditure







Public administration
0,1%
0,2%
0,3%
0,4%
0,1%
0,2%

National defense
0,0%
2,5%
3,0%
2,7%
1,3%
2,0%

International activities
0,7%
0,9%
0,8%
0,3%
0,3%
0,3%

Judicial power
2,8%
0,1%
0,1%
0,1%
0,0%
0,1%

Law enforcement and security activities
0,8%
1,2%
1,3%
1,5%
0,7%
1,1%

Fundamental research
0,0%
0,1%
0,1%
0,3%
0,0%
0,1%

Services provided for the national economy
0,3%
0,4%
0,5%
0,9%
0,1%
0,3%

Social services
1,3%
1,5%
1,8%
1,9%
1,2%
1,7%

Servicing  of public debt
3,8%
3,1%
2,9%
2,5%
3,2%
5,6%

Other expenditure
5,6%
2,4%
2,5%
3,2%
3,3%
3,2%

Expenditure, total
12,6%
12,4%
13,3%
13,8%
10,4%
14,6%

Loans, redemption exclusive
0,1%
0,3%
0,5%
-0,1%
0,0%
0,0%

Expenditure and loans, redemption exclusive
12,6%
12,7%
13,8%
13,7%
10,4%
14,6%

Budget deficit (-)
2,9%
3,1%
2,2%
2,5%
5,8%
2,5%

Domestic financing
-0,5%
-1,5%
-0,3%
0,0%
-3,7%
-0,8%

External financing
-2,4%
-1,6%
-1,9%
-2,5%
-2,1%
-1,7%

Total financing
-2,9%
-3,1%
-2,2%
-2,5%
-5,7%
-2,5%

The data on execution of the federal budget in the period between January to February 2001 is given in Table 11. By the results of the first month of 2001, the revenues to the federal budget accounted for 17.1% of GDP, including tax revenues- 16%, while expenditure accounted for 14.6% of GDP, including non-interest ones- 9% of GDP. Thus, the level of budget proficit made up 2.5% of GDP.

The execution of the federal budget between January to February 2001 was characterized with the growth in the level of tax revenues by 2 per cent points relative to the last year’s index. It was the growth in indirect tax receipts, primarily VAT and taxes on foreign trade that formed the main sources for such a growth.

Whilst comparing with the respective indices of January, the expenditure of the federal budget showed a substantial increase (over 4 percent points of GDP), which is attributed to the funding of expenditures originally planned in the budget though not financed earlier, due to different reasons.

The sharp rise in budget outlays compared with the prior period was determined primarily by the growth in spending on national defense (at 0.7 p. p of GDP), social services (by 0.5 p. p.) and the servicing of public debt (at 2.4 p. p.)

According to preliminary data, in the first quarter the revenue part of the federal budget was executed at a volume of Rb. 319 bln (17.7% of GDP), while the expenditure part (according to the data on funding)- Rb. 326 bln. (18.1% of GDP). The revenue part of the federal budget was executed with a 4% excess over the specified limit of the first quarter, which accounts roughly for Rb. 12.5 bln. in additional revenues.

Since the beginning of the year, over 129 bln. Rb. (7.2% of GDP) was spent on funding interest expenditure and repayment of the principal body of the debt, including a. 24 bln. (1.3% of GDP) on domestic and 115 bln. (6.4% of GDP) on external debt.

Table 3

The execution of the consolidated budget between 1998 to 2001 is provided in Table3.

1999

I
II
III
IV
V
VI
VII
VIII
IX
X
XI
XII

10067
11586
12281
12287
10524
11369
12785
12838
12514
14238
16190
21455

2000

I
II
III
IV
V
VI
VII
VIII
IX
X
XI
XII

15030
16161
18247
20714
23469
18817
18219
18762
17422
18232
20306
25579

2001

I
II
III

20580
19978
22965

S. Batkibekov 

Monetary Policy

In March 2001 the inflation rate (measured by the CPI) amounted 1.9%. In particular, the food stuffs price index rose by 1.8%, the price index for non-food produce – by 1.3%, the price index  for services – by 3.4%. Hence, for the first quarter of 2001 the consumer prices grew by 7.2%. Across categories of goods the price growth rates made up as follows: the food stuff price index - 7.3% (the highest rates were recorded on fruits and vegetables – 26.6% and beef and poultry – 10.1%), the non-food price index grew by 4.0% (the prices for TV- sets and radio-sets rose by 11.4%
, the petrol prices declined by 0.7–1.2% depending on the type of gasoline), services became more expensive by 12.9% (namely, housing – by 19.6%, passenger transport –by 10.5%). The analysis of price indices across single goods shows that the main factors of the price growth in the first quarter were seasonal factors (affecting food stuffs) and  the rise in natural monopolies’ tariffs (housing and transport).

The dynamics of weekly price indices (see Fig. 1) testifies to the same level of inflation both in March and April. Thus, according to our estimates, in April the consumer price index also made up1.9%.

In April 2001, the Russian Central Bank reactivated its policy of accumulation of its foreign reserves, despite the need to intervene  in selling hard currency to keep  a smooth dynamics of the ruble exchange rate (see  the section Foreign exchange market). As Fig. 2 shows, by the third decade of the month the volume of foreign reserves reached almost  $31 billion, i.e. since early 2001 it  has grown by  $3 billion (or by about 10%).

The active operations of the Bank of Russia also manifested themselves in higher monetary base growth rates (see Fig. 2). For three weeks of April the narrow monetary base grew by 6%, and exceeded the previous maximum value ( the one noted as of the 1st of January, 2001). Hence, since the early 2001, the narrow monetary base grew almost by 1.9%.

In our annual  review on 2000
 we referred to a ‘money multiplier puzzle’, namely, the money multiplier continued to fall over the post-crisis period regardless evident improvements in the economy, banking system recovery, increase in companies’ credibility and the broadening of the range of assets available. Since July 2000 we  have noted a tendency to increase in  the multiplier, but, because of  a small number of observations, the issue still may be questioned. By now, the data on the dynamics of monetary aggregate M2 and monetary base (reserve money) are published (until March 2001), allows a greater confidence  in arguing about the money multiplier growth (see Fig. 3).

In February and March 2001 the money multiplier exceeded 1.6,  thus  having returned to the level of the end of the first quarter of 1999. Nevertheless, it is still quite below the pre-crisis values (up to 1.9). The increase in multiplier is due primarily to a decline in non-borrowed reserves of commercial banks, which form a part of monetary base. Thus, in the first quarter of 2001 the balances of commercial banks on correspondent and deposit accounts in the Bank of Russia accounted for 27.5–28.5% of the reserve money vs. 33–34% noted  in the second half of 2000. At the same time, the ratio of cash to compulsory reserves is at the same level (cash still accounts for 78-80% of the narrow monetary base). This fact indicates that the bank loans to the economy were largely converted in cash (e.g., to pay salaries and wages), and the multiplication chains are extremely short in the Russian economy.

Figure 1
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Figure 2
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Figure 3
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Financial Markets

The government securities market
In April 2001 the Russian securities showed a  general rise in their quotations. (see Figs. 1 and 2). In particular, the quotations of the Minfin bonds grew up to four percentage points. The prices  for eurobonds practically remained unchanged, however, the yields on these securities are at a minimum level. Thus, the yields to maturity on the shortest issue (matured on November 27, 2001) and on  the bonds matured in 2030 fell below 7% annualised. The maximum yields to maturity (on issues matured in 2007 and 2018) are below 15% annualised. In late-April, as the Russian Government announced a possible new issue of the Russian eurobonds totalled $2.5 billion under restructuring of foreign commercial debts of the former Soviet Union, the yields on medium-term and long-term bonds grew slightly,. The Minfin bonds’ yields to maturity decreased by one or two percentage points over the month, and currently the maximum yield rate on these securities (the fourth issue) does not exceed 23% annualised.

In April 2001 one could observe contradictory tendencies in the market for the Russian domestic debt. On the one hand, the average-weighted yield to maturity declined to 17–18% annualised, thus reaching the minimum values since summer 1997. The yields on long (two – three years) OFZ fell to 20% annualised. On the other hand, on the auction (of April 18) the RF Ministry of Finance failed to place a new six-month GKO issue at a reasonable price: only 22% (about 670 million rubles  out of 3 billion rubles)of the issue package was placed (. However, as early as the next day the main bulk of the issue was placed at the secondary market. Moreover, we should note that in April 2001, for the first time since May 1998, the RF Ministry of Finance  has made an early redemption of bonds worth a total of about 1.4 billion rubles (the issue OFZ 25030 matured in December 2001).

Figure1
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Figure 2
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Stock market.

In April 2001 some tendency to growth in share prices was registered in the Russian stock market (see Fig. 3). After the fall in quotations during the last week of March, in early April the market  showed the  further decline of prices, which however, appeared  insignificant against the downfall in quotations in the US stock market. For the first week of the month the RTS Index decreased by only 1.3%, and the trade volume grew by 17.2% compared to the previous week and amounted to $90.26 million. In mid-April the trades became more active, which can be attributed to improvements in the situation in the world stock markets, namely – a growth of the US stock indices and good news from the Russian corporations. The trade volumes declined in the end of the month only, on the eve of holidays. In all, in April the RTS Index grew more than 11 points, from 169.5 to 180.7, or by 6.62%.

It should be mentioned  that in the first quarter 2001, Merrill Lynch ranked  the RTS Index the third  among  the most rising stock indices in the world, following  Shanghai B (China) and Taiwan Weighted Index (Taiwan).

Figure 3
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In April 2001, the total turnover in the RTS made up about $329 million: thus.  the tendency to a decline in trade volumes has been in place during  the last three months. The share of common stocks of RAO ‘UES Russia’ in the total trade volume in the RTS was 37.4% (37.5% in March), the share of ‘LUKoil’ stocks – 12.3% (9.1%), ‘YUKOS’– 11.6% (10.7%), ‘Surgutneftegaz’ – 8.9% (10.1%), ‘Norilsky Nickel’ – 6.0% (8.6%). Thus, in April the total share of the five most liquid stocks in the RTS was 76.1% (in March – 75.8%).

In April, changes in stock prices for the Russian blue chips mostly were positive (see Fig.4). During the last month, it was common stocks of ‘Tatneft’ (+13.0%), ‘Sberbank’ (+21.4%) and ‘LUKoil’ (+11.7%) the quotations of which grew most significantly among blue chips. Common stocks of ‘Megionneftegas’ dropped by 12.8% and of ‘Mosenergo’ – by 0.6%. The quotations of ‘Norilsky Nickel’ practically did not change (–0.03%).

The most important factors that had a certain impact on the change in prices on the Russian stock market in April 2001 were, as follows:

Firstly, among domestic political factors one should note the reshuffle in the government “power block” and the Presidential Address to the Federal Assembly. In general, the message was rather liberal, and the stock market reacted rather adequately . As for other positive news. we can also highlight the final overcoming of  the tension along Paris Club – Russia  lines , for after some delay in January the latter  practically resumed its debt repayment, as originally schedule,  and an intensive debate in the State Duma and the Russian Government over the second part of the Tax Code, and the normalisation of  the situation with the Russian debt to Germany.

Figure 4
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Secondly, in April there were a number of events directly related to the stock market in Russia. Thus, the RF President requested to organise a commission to address liberalisation of the domestic market for Gazprom shares. It is envisaged that the following measures may well be undertaken: increase of the quote for foreign investors in the Gazprom charter capital, appearance of Gazprom shares in the RTS and on the MICEX. At present  the Moscow Stock Exchange is actually the only  marketplace where Gazprom shares are traded. Should the Gasprom securities be  also traded in the RTS, that would ensure  an expansion of the circle of investors (primarily  non-residents). The market became enthusiastic  about  the news for the second week of April the price for  Gazprom shares on the MSE grew by about 21%. The trade volume also increased sharply, and the weekly turnover reached about $55 million, i.e. as much as twice exceeded the turnover on the “UES Russia’ shares being the most liquid  securities in the Russian stock market.

The news about corporate financial results for 2000 and dividends was  encouraged  the growth in  privileged shares of ‘LUKoil’ and ‘UES Russia’. The growth  in quotations of ‘Norilsky Nickel’ shares was slowed down by the uncertainty about the Arbitrage Court verdict on the FCSM claim against  the company concerning  the offences during the privatisation. However, after the ruling in favour of ‘Norilsky Nickel’. its quotations resumed growth.

The Board of Directors of ‘LUKoil’ recommended the stockholders to pay dividends for 2000 at a rate of 8 rubles per common stock and 59.16 rubles per preference stock. Thus until the stockholder’ register closing time (May 14) the ‘LUKoil’ shares will be highly attractive. In  the long run, the  behaviour  of ‘LUKoil’  stocks will depend on  emergence of the process of  of conversion of preference stocks into common stocks.

The positive tendencies in the market for telecommunication companies are attributed  to statements  of  the Rostelecom top-managers  about  the company keeping its monopoly position in the areaof long-distance communication and  succeeding  in a more favourable reallocation of revenues fromlong-distance communication services. The information on possible alliance with a foreign communication company also contributed to a higher interest of investors in Rostelecom shares.

The defeat of Surgutneftegas in  tenders on oilfields in Yakutia and Talacan oilfield heavily affected quotations of its shares. The news  intensified  investors’ frustration arose after  the information on dividends on privileged  shares. The company allocated only 3% of net profit, while much more had been expected. As a result, in mid-April the Surgutneftgas shares showed no change in prices against  the general 2-3% growth across the market.

The Board of Directors of ‘YUKOS’ offered stockholders to pay dividends at a rate of 3.84 rubles per share, i.e. about 5% of the current share price and one and a half times higher than expected. This decision resulted in  a 4.23% growth of ‘YUKOS’ shares quotations for the third week of April against a general fall.

Since April 20 the RTS Listing Department moved the Irkutskenergo common stocks from the first-level listing to the second-level listing. This fall of stocks’ liquidity of the single independent of  the ‘UES Russia’ energy company is attributed mostly to the  struggle over control over the company  between two aluminium holdings: Rusal and SUAl.

Thirdly, the oil prices in the international commodity markets were rather stable, an upward trend was observed only in the first half of April. At that period, the oil price (Brent) grew from 23.32 to 27.22 $/bbl, i.e. by 16.7%. However, in the second half of the month the quotations of oil contracts first came down, but rose then. Thus, in all  for April 2001 the oil prices grew by 12.6%. The further expectations of the dynamics  of oil prices find themselves under the impact  of both the OPEC’s intention to continue  their contraction in oil production quotes and possible decline in demand for oil because of a slowdown in economic growth rates in developed countries and the end of heating season. In addition, in the second half of April the market received an information  of   the growth in the US strategic oil reserves. Hence, the USA, which is the biggest buyer in the world market, is likely to reduce its current demand for oil.
Figure 5
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Fourthly, the international factors had only a very moderate impact on the Russian stock market. A high stability of the Russian market against the fall of world stock indices in early April could be partly attributed to a lack of big international players in the market. Thus, the domestic factors and dynamics of oil prices prevailed there.  At the same  time, on the contrary, an amorphous reaction of the Russian market to positive news from the USA was related to the intensification of the crisis situation in Latin America. In such circumstances, international investment funds operating in emerging markets automatically cut their limits for Russia, too. An unexpected lowering  of the FRS discount rate from 5% to 4.5% by the Open Market Committee gave a new impulse to world stock markets: e.g., the NASDAQ grew by 8.1% for the first single day alone.

Figure 6
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Table 1

Dynamics of the Foreign Stock Indexes

as of April 27, 2001
value
change for last week (%)
change for last month (%)

RTS (Russia)
182.53
6.22%
7.71%

Dow Jones Industrial Average (USA)
10810.05
2.18%
9.43%

Nasdaq Composite (USA)
1810.47
-6.37%
15.08%

S&P 500 (USA)
1253.05
0.81%
7.99%

FTSE 100 (UK)
5951.40
1.22%
5.64%

DAX-30 (Germany)
6175.24
0.77%
5.92%

CAC-40 (France)
5575.97
2.32%
7.63%

Swiss Market (Switzerland)
7248.70
0.13%
1.13%

Nikkei-225 (Japan)
13934.32
1.23%
7.19%

Bovespa (Brazil)
14927.95
8.99%
3.99%

IPC (Mexico)
6008.03
0.96%
4.89%

IPSA (Chile)
101.66
1.78%
3.77%

Straits Times (Singapore)
1686.45
1.83%
0.73%

Seoul Composite (South Korea)
556.63
0.06%
6.39%

ISE National-100 (Turkey)
12363.01
28.00%
54.10%

Foreign exchange market.

In April 2001 the situation in the Russian foreign exchange market was rather unstable. As we noted above (see section Monetary policy), the Bank of Russia intensified accumulation of foreign reserves. This fact gave commercial banks an opportunity to bull in a hope that the CBR being a foreign exchange buyer itself, would allow  a prompter  devaluation of the ruble,. However, the Bank of Russia  has successfully resisted  the attacks, and the ruble exchange rate moved quite smoothly. According to our estimates, in April the total volume of dollar interventions of the CBR to defend ruble could amount to $400–500 million. Nevertheless, the Russian Central Bank  has managed to increase its reserves at $2 billion.

In March 2001, the official dollar exchange rate grew from 28.72 rubles/$ to 28.74 rubles/$, i.e. by 0.07% (0.84% annualized). The ‘today’ dollar exchange rate in the SELT grew from 28.6432 rubles/$ to 28.7691 rubles/$, i.e. by 0.44%, or 5.40% annualized. The ‘tomorrow’ dollar exchange rate grew from 28.6598 rubles/$ to 28.7428 rubles/$, i.e. by 0.29% (3.53% annualized, see Fig. 7).

In April 2001, the dollar exchange rate grew from 28.74 rubles/$ to 28.83 rubles/$, i.e. by 0.31% (3.78% annualized). The ‘today’ dollar exchange rate in the SELT grew from 28.7691 rubles/$ to 28.8849 rubles/$ (as of April 27), i.e. by 0.40% (4.94% annualized). The ‘tomorrow’ dollar exchange rate grew from 28.7428 rubles/$ to 28.8851 rubles/$ (as of April 26), i.e. by 0.49% (6.08% annualized).

In April the trading volumes by dollar in the SELT continued to decline. According to the preliminary estimations, during the last month the overall trading volume by the most liquid ‘today’ and ‘tomorrow’ contracts made up 45 billion rubles and 36 billion rubles, respectively. If so, the total volume of turnover by these contracts in April 2001 dropped at about one third 20.5% compared to the respective index registered in March.

Figure 7
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In April 2001 the ‘euro/dollar’ exchange rate stabilised within the narrow range of 0.88–0.90 $/euro. Between March 30 and April 27, 2001 the euro exchange rate even grew slightly (from 0.8821 $/euro to 0.9021 $/euro, i.e. by almost 2.3%). But, since the very beginning of 2001 the ‘euro/dollar’ exchange rate dropped by 4.6% (see Fig. 8).

In March 2001, tracking weakening of euro in the world markets, the official euro exchange rate fell from 26.22 rubles/euro to 25.29 rubles/euro, i.e. by 3.55% (35.2% annualized). The ‘today’ euro exchange rate in the SELT dropped from 26.3078 rubles/euro to 25.3399 rubles/euro, i.e. by 3.68% (see Fig. 9). In April the official euro exchange rate grew from 25.29 rubles/euro to 25.67 rubles/euro, i.e. by 1.50%. The ‘today’ euro exchange rate in the SELT dropped from 25.3399 rubles/euro to 25.8763 rubles/euro (as of April 26), i.e. by 2.12%. The ‘tomorrow’ euro exchange rate dropped from 26.31 rubles/euro to 25.5637 rubles/euro, i.e. by 2.82%. According to preliminary estimations, in April 2001, the total trading volume by ‘today’ and ‘tomorrow’ contracts on euro in the SELT made up about 2.873 billion rubles, i.e. below the respective index registered in March.
Figure 8
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Figure 9
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Table 2

 Indicators of Financial Markets.

month
December
January
February
March
April*

inflation rate (monthly)
1.6%
2.8%
2.3%
1.9%
1.9%

annualised inflation rate by the month’s tendency
20.98%
39.29%
31.37%
25.3%
25.3%

the RCB refinancing rate
25%
25%
25%
25%
25%

annualized yield to maturity on OFZ issues
20.94%
20.12%
19.52%
20.38%
18%

volume of trading in the secondary GKO-OFZ market a month (billion rubles)
10.77
11.82
12.29
10.83
12

yield to maturity on Minfin bonds by the end of the month (% a year):






4th tranche
30.16%
26.55%
26.79%
25.39%
22.5%

5th tranche
21.99%
19.17%
19.70%
18.37%
17.5%

6th tranche
20.17%
18.62%
17.96%
17.58%
17.5%

7th tranche
16.67%
15.04%
15.26%
14.52%
13.5%

8th tranche
20.86%
18.72%
18.57%
17.84%
17.5%

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






overnight
21.70%
14.12%
54.38%
15.20%
5%

1 week
15.17%
13.84%
16.78%
11.65%
7%

official exchange rate of ruble per US dollar by the end of the month
28.16
28.37
28.72
28.74
28.83

official exchange rate of ruble per Euro by the end of the month
26.14
26.00
26.22
25.29
25.67

average annualized exchange rate of ruble per US dollar growth
1.11%
0.75%
1.23%
0.07%
0.31%

average annualized exchange rate of ruble per euro growth
9.46%
-0.54%
0.85%
-3.55%
1.50%

volume of trading at the stock market in the RTS for the month (millions of USD)
247.2
339.5
420.5
363.5
329.1

the value of the RTS Index by the end of the month
143.29
173.53
164.76
169.46
180.68

growth in the RTS Index (% a month)
-0.09%
21.10%
-5.05%
2.85%
6.62%

* Estimates

S. Drobyshevsky, D. Skripkin

The market for legal entities’ deposits denominated
 in foreign exchange between 2000 to 2001

Despite the trend to dedollarization of balance sheets, the foreign exchange segment of the market for legal entities’ deposits still shows a greater capacity vs. the one for Rubles. As of January 1, 2001, the volume of the former segment roughly accounted for USD 5.5 bln. However in the conditions of a stable or appreciating Rb. rate the interest rates offered by banks do not ensure a positive profitability in real terms.

The rates offered by the banks on such deposits were slightly under the 3-monyh USD-denominated LIBOR rates (see Fig.2). Considering the dynamics of the Rb/USD exchange rate, during a significant part of the year the profitability of such deposits was lower than the one on Rb-denominated deposits, while taking into account the price rise, their profitability was negative practically over the whole year (see Fig.3).

Fig.1 
LIBOR rate and the interest rates on legal entities’ deposits denominated
 in foreign exchange in 2000
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1-interest rate on 30 to 90 day USD-denominated deposits, with regard to reinvesting 

2-LIBOR rate for 3 months in USD

Sources: CBR, Finmarket

Fig.2

 The comparison of profitability of Rb- and 
foreign exchange denominated deposits
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1-rates of the Rb. denominated deposits for 30-90 days, with account of reinvesting.

2-The nominal interest of foreign exchange denominated deposits with account of Rb./USD exchange rate

3-Interest on foreign exchange denominated deposits with account of Rb/USD exchange rate and inflation rate in Russia ( a real profitability rate of Rb.-denominated deposits calculated in Rb. equivalent)

Source with respect to  the above rates: CBR
Note: the deposit term is understood as 3 months.

In March 2001, the rates announced by Moscow banks on 6-month and longer-term USD-denominated deposits differed greatly (from 5% in Mosstroyeconombank to 13.75% in Alfa bank for 12 months)

Table 1
 The time structure of enterprises’ USD-denominated deposits as of late 2000 
(as %, exclusive of the banks run by ARCO)

Term
The banks attracting deposits of resident enterprises


All the operating banks
All the operating banks minus Sberbank
The banks of the city of Moscow and Moscow Oblast
Regional banks

Demand depositо 
0.5
0.4
0.6
0

Under 90 days
49.3
51.4
26.4
86.2

 91 to 180 days 
16.3
15.5
22.9
5.2

181 days to 1 year 
16.2
16.4
23.5
6.5

over 1 year 
17.7
16.4
26.6
2.1

             Of which: over 3 years 
6.2
6.7
10.7
1.0

Fort reference:

The average volume of assets ( in current prices, as Rb. mln.)
10109
6701
8987
3397

The number of banks 
160
159
94
65

Source: STUiK company

The most popular term for foreign exchange denominated deposits in 2000 was 30 to 90 days (see Table 1). The pattern of distribution of deposits by their term across Moscow banks was relatively even, with deposits for the term over 1 year accounting for over ¼ of the whole amount of attracted capital. As of early 2001, the overall volume of deposits denominated in foreign exchange that were attracted by the banks for the term of 1 year and more accounted for a. USD 970 mln.

In addition to low interest (lower than the one by government bonds) and a short term, the market for foreign exchange denominated deposits has, as a minimum, another unfavorable feature: that is, a high level of concentration emerged in this segment. The proportion of the two leaders in the market- Surgutneftegasbank and MMB- accounts roughly for 60% of all the capital attracted by banks. As long as the banks awarded with the reliability rating B2 and above are concerned, only less than 40 out of 60 banks offered deposits denominated in foreign exchange.

L. Mikhailov, L. Sycheva, E. Timofeev

The real sector: factors and trends

According to preliminary estimates, in the first quarter 2001 the increment in GDP accounted for 4.2%. The economic growth was maintained thanks to the ongoing positive dynamics of output practically in all the industries. The output of produce and services in basic sectors grew by 3.6% compared with the period between January to March 2000. It was the trend to growth in investment and consumer demand that continues to have a determining impact on the dynamics of macroeconomic indices. According to the results of the 1st quarter 2001, the investment in capital assets rose by 6.7%, the retail trade turnover- by 8.2%, and paid services provided to the population- by 6.5%.

Despite some slowdown in the growth in real disposable incomes of the population in the 1st quarter 2001 relative to the respective period of 2000, the share of households’ spending on goods and services in GDP grew by 1.7 percentage points. The rise in consumer demand to a significant extent can be attributed to the lowering of personal income tax rate and contraction in the proportion of hidden forms of labor compensations. The maintenance of the households’ savings rate roughly at the level of the prior year determines an increase in the possibility of funding investments at the expense of private individuals’ savings, because the population’s deposits form almost ¼ of the gross savings in the economy and 40% of the banking system’s resources.

Fig. 1
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With the accumulated potential for economic growth, the proportion of investments in capital assets in GDP accounts for 13.0% vs. 11.9% noted in the 1st quarter 2000. After the traditional seasonal decline in business activity in the construction sector in January, the renewal of investment demand between February to March generated the growth in the scale of output in the machine building and the industry of construction materials. The rise in the output in the machine-building sector made up 3.7% vs. the 1st quarter 2000 thus providing for almost a half of the output increment in the industrial sector on the whole.

The increment in output in the machine-building sector was backed-upped by the expansion of output in the tractor and agricultural machine building (43.7%), the industry of communication means (23.2%), the lifting and transport machine building (30.4%), the machine building for the light and food-processing industry and home appliances (18.9%). The maintenance of a low investment demand of machine-building enterprises themselves caused the contraction in the output in the instrument- and device- making sectors (at 3.6% and 23.1%, respectively).

While estimating the prospects of the dynamics of output of capital goods, one can note an alarming signal: that is. An intensification of problems related to sales along with the growth in the stock of unsold machinery and equipment. The car-manufacturing sector responded to the change in the state of affairs in the market with a 10.5% contraction in the output of trucks and a 4.4% contraction in the production of buses. The growth in the output of passenger cars at 2.8% was taking place against the backdrop of a 0.8% fall in the volume of their sales.

The growth in the stock of finished produce is reported practically by all the sectors. Nonetheless, considering the car-manufacturing sectors’ well-developed system of relations with other sectors, it is this segment of the market that finds itself most sensitive to changes in dynamics and structure of domestic demand as well as to conditions of price competition between the Russian produce and import analogues. The situation, however, may worsen because of the announcement of OAO “AvtoVAZ” to raise its prices since April 2(the developments in the car-manufacturing sector to a certain extent repeats the demand contraction scenario of spring 1998. The crisis in this sector has a strong multiplying effect on the contraction of the domestic final and intermediary demands in the economy. The negative effect of the crisis in the  car-manufacturing sector was substantially intensified due to unfavourable changes in the state of affairs in the world markets for commodities and capital).

The change in the price situation in the domestic market between January to February also affected both the dynamics of profits in the economy and the nature of settlements for the works and services delivered.

Between January to February 2001, the balance-sheet profits of enterprises and entities of the main sectors accounted for Rb. 209 bln. The proportion of profit of the industrial sector in the structure of the balance-sheet profit fell relative to the period between January to February last year, while the proportional weight of transport and construction practically remained at the level of the respective period of the prior year. One of the factors of the decrease in the profit growth rates and in the growth of the proportion of unprofitable enterprises in February 2001 appeared raising production costs that resulted from the raise of prices and tariffs for natural monopolies’ services, along with an insignificant price rise for the industrial enterprises' final produce.

Fig. 2
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Whilst comparing with December 2000, the volume of the paid produce fell by 35.1%. It should be noted that after a long-lasting trend to the fall in the proportion of barter settlements, it showed a 2.2 percentage points growth.

In addition, during the period in question, the enterprises and organizations renewed their accumulation of the outstanding debit liability, the trend to the fall in which had been noted over the whole IVth quarter of the prior year. During the first two months of 2001 the outstanding liabilities grew by 3.6%, while the outstanding debit liabilities- by 11%. The enterprises and organizations also renewed the growth in their outstanding credit liabilities to budgets of all tiers and raised their outstanding credit liabilities to their suppliers and the outstanding debit liabilities to their buyers.

The deficit of enterprises’ own capital also determined the growth in backwages. The increment in the latter caused by the lack of companies’ own capital accounted for 3.8% in February and 2.9% in March.

In the 1st quarter, the situation in the sector for foreign trade was developing under the maintenance of rather a favorable price situation for Russian exports in the world market and the trend to strengthening of Rb. Because of the combination of these factors and trends, in the 1st quarter 2001 the net export of good and services dropped by USD 0.3 bln. vs. the respective period of 2000 and accounted for USD 12.5 bln. The proportion of net export in the structure of GDP fell roughly by 3.5 percentage points.

Considering the economic development projection for 2001, one should take into account that, despite the rise in business activity noted in February and March, in all over the Ist quarter the increment in industrial output accounted for 3.3%, or at 1.2percentage points down vs. the respective 2001 budget projections. The slowdown in the growth in the industrial sector was initiated by the slowdown in increment rates in the export-oriented industries of the metallurgical sector, chemicals, forestry, which was caused by the deteriorating situation in thee world markets and the ongoing appreciation of Rb, as well as by a price rise for raw materials and minerals. However, considering the development of positive trends to the growth in the population’s real disposable income, expansion of the domestic and consumer demand, the rise in the physical volume of export of  the oil and oil-processing sectors, petrochemicals and non-ferrous metallurgy and assuming the inflation rate would remain within the range of 11…16%, one can estimate the increment in GDP and industrial sector within 4.2 to 4.5% for the whole 2001.

O. Izryadnova

The IET Business Survey: April 2001

Last April has not introduced any principle changes in the dynamics of business indicators of the Russian industrial sector. The slow growth in sales was accompanied by the same slow decline in monetary schemes of sales. However, the attitude towards barter has changed: for the first time ever enterprises consider its volume insufficient. The demand constraints caused an absolute rise in the volume of finished produce and a slowdown in the rate of production growth.

The rise of the main indicator - effective demand- practically remained unchanged. Similar to the situation in March, our regular survey registered a growth in the monetary sales. The balance (intensity of growth) proved to be the best value over the last 6 months, however, it is still substantially lower than the respective maximal value of the last year (April 2000). An absolute contraction in sales continues in the light, food- processing, wood-working sectors and appeared (though insignificant it is as yet) in the sector for electric power and non-ferrous metallurgy.

The minimal growth in effective demand does not allow enterprises to proceed with contracting the volume of non-monetary settlements, as it was noted before. In April, the change in barter, promissory note and off-set deals showed the former- minimal for the last months- intensity of its decline. None of the industry branches reported an absolute growth in such operations, but the decline intensity was closely approaching zero in the metallurgical complex, forestry, and the food-processing sector: the responses on growth were nearly counterbalanced by the ones on contraction. Furthermore, while estimating barter, for the first time ever the national industrial sector showed the prevalence of “below norm” responses. At the same time, so far this prevalence rate is minimal and takes place only in metallurgy and light industry. However, considering low rates of the growth in effective demand, such a radical change in the enterprises’ attitude towards barter sounds as alarm bell. The situation appears yet more dangerous because of the growth in references to a low demand as a reason that inhibits the production rise. In April 2001, 53% of enterprises shared this view, which is the worst value over the last two years.

The demand constraints have led to an absolute rise in the volume of finished produce in the national industrial sector. It is for the first time in last five years that the surveys registered a positive balance of the change of this indicator: it was in April 1996 when enterprises last reported the same phenomena. Let us note that in summer 1998, when the contraction in effective demand was as significant as in 1996, there was no growth in the  produce stock, while at present such a growth in the stock of finished produce was reported by all the industries, except chemicals, petrochemicals, construction sector, and light industry. The enterprises consider their volume of reserves of finished produce excessive for the second month running. In April the balance grew by another 3 points, and the excessive stock was still registered in all the sectors, except the construction and light ones.

The slow growth in sales and the accumulation of an excessive stock of produce force enterprises to constrain their output. Last April showed a slowdown in the output growth rate vs. March. It was only the ferrous metallurgy, construction industry and light industry that reported a rise in intensity of their output.

Since early 2001 the forecasts of the change in effective demand have fluctuated within the range of 16 to 20%. That shows the enterprises maintaining their hopes for a high (as it actually occurred in April and between August to October 2000) growth in their sales. In June-July an absolute contraction in monetary sales may become possible only in the forestry and light industry, while the other sectors showed a greater optimism in this respect.

The forecasts of barter, promissory note and off-set schemes remain the worst (i.e. it may well happen that the contraction in the number of such deals would take the slowest pace) over the last 1.5 years. It is only the metallurgical sector that forecasts a growth in barter, while other sectors probably would demonstrate smaller rates of its contraction, with the food and construction industries reporting a possible growth in the volume of promissory note and off-set deals. As a result, at present a. 20% of enterprises are ready to compensate for a fall in their monetary sales by raising the volume of non-monetary transactions.

The forecasts of the change in output remain at the lowest level over the last 12 months. The production growth is still anticipated by all the sectors, except the sector for electric power and forestry. The optimism also gradually weakens in employment forecasts- the respective balance declines for the third quarter running. However, the industrial sector on the whole still shows  the prevalence of hopes for a growth in employment. In the IInd quarter, the downsizing may happen in electric power, non-ferrous metallurgy, forestry, and light industry.

S. Tsoukhlo.

On the Introduction of a Single Agricultural Tax in Russia

In April 2001 the State Duma passed the bill "On introducing changes and amendments to Part II of the Tax Code of the Russian Federation and Clause 19 of the RF Law "On baselines of the RF tax system"" in its third reading.

The idea of a single agricultural tax in Russia originates back from the new economic policies of the 20's when the predatory food duty was replaced with the food tax. Then the switch to a food tax brought highly positive results. However, in those years the tax was introduced in a country where farm structure consisted of small peasant households, and where a diversified tax system was not applicable in principle. Besides, the food tax was efficient as compared to the food duty that was actually killing rural Russia.

For the second time the interest in food tax revived in the late 80's during the period of active reformation of the Soviet system of agriculture when some solutions were sought in the historical experience of new economic policies. With the view to elevate incentives for agricultural producers, deliveries to the state reserves were divided into the state order and the food tax. But as different from the 20's this scheme had no effect except for bringing disorder into the statistical records.

Nowadays, the advocates of a single agricultural tax regard it as a way to solve several problems. They believe that it will, first, alleviate the tax burden on the sector; second, will simplify the calculation and payment of taxes; third, will intensify the use of land. The in-kind payment of the tax is to make easier the accumulation of food in regional reserves.

The idea of a single tax is being discussed by agricultural establishment during all the reform years. Beginning from August 1, 1996 a single food tax on agricultural producers was introduced in Belgorod oblast. The base tax rate was set in food wheat per hectare of arable land. Rates for other crops were calculated on its basis using fixed coefficients. Rates differed by districts depending on quality of lands. The collection and marketing of food tax was in charge of the Food corporation. The switching to food tax was not compulsory for agricultural enterprises - they could retain former payment schemes. Opinions about the experiment are very divergent and no comprehensive discussion of its results has been held. In 2000 the agricultural tax scheme in the oblast was annulled as contradicting the federal legislation. In 1999 experiments with a single agricultural tax were initiated in some other regions of the country. Information thereon is very fragmentary and contradictory. It's known that a single agricultural tax was introduced in one of the districts in Saratov oblast. However, all agricultural producers there are private farms and the tax in this case may have a form of a single tax on small business. One more site of the experiment is Tjumen oblast.

On the country scale the consolidation of major taxes and social transfers in a single agricultural tax was first attempted in Ukraine in 1999. The single tax is used in Poland but the country has a radically different farm structure. Meanwhile, similar to Russia the principal agricultural producers in Ukraine are large-scale agricultural enterprises. In this context the Ukrainian experiment is unique and most important for our country.

The introduction of fixed tax in Ukraine alleviated the tax burden on agriculture due to lower tax rates rather than the tax form per se. The reduction of taxes could not fail to be welcome by agrarian managers. At the same time the saved 5% were unable to notably improve the financial performance of agricultural producers. Similar to Russia, the causes of financial crisis in the Ukrainian agrarian sector lie outside the tax policies.

So, no positive conclusion has been drawn as yet on the results of the above mentioned experiments. Still, Russian law-makers rushed to accept this system in the country.

According to the law passed by the State Duma all agricultural producers can voluntarily choose to transfer to paying the single agricultural tax. The latter is a combination of all taxes and compulsory transfers except the value added tax, excises, licence fees, customs duties, etc. The object of taxation are agricultural lands being owned, possessed or used. Each of the above bill's basic provisions contains hidden reefs. Let's start from saying that the document doesn't clearly define the notion of an agricultural producer and has no references to respective definitions in other normative acts. In the law's context an agricultural producer is the one who produces farm products. In other words, Gazprom, currently possessing double hundreds of farms, can right now switch to paying the single agricultural tax. This is, of course, an exaggeration but violations of the kind are quite possible, especially by agroholdings that currently expand involvement in agricultural production. For tax purposes only those producers were so far treated as agricultural ones whose volume of marketing by at least 70% consisted of primary and processed agricultural products.

Furthermore, the object of taxation are farmlands being owned, possessed or used. But the major part of agricultural enterprises' lands is currently rented from land share holders. The share holders are not agricultural producers: they are either employees, or pensioners, or rural social workers, renting their shares to farms. Thus, most country's agricultural enterprises are not subject to taxation at all.

The voluntariness of switching to the new system of taxation gives the ground for various schemes of minimizing the tax burden depending on each taxpayer's situation.

According to the adopted law the tax rates are based on "one hectare of farmland comparable by its cadastre value". An express poll of the Russian agrifood sector experts revealed that none of them knows what does "one hectare of farmland comparable by its cadastre value" mean. Still, this is not the worst thing about the law. The tax rate for a region is calculated as a ratio of all the taxes and transfers paid by the territory in the "previous calendar year" to this mysterious area of farmland comparable by its cadastre value. It's quite obvious that such a way of calculating the tax rate is targeted at maintaining the average amount of tax receipts from a region. However, it's not difficult to prove that the voluntary transfer to the new single tax scheme will be pulling tax receipts down.

So, the adopted law will result in falling tax receipts from agriculture. Still, the saved funds won't be large enough to improve the financial situation of the agrarian sector since its financial problems have nothing to do with taxation.

It's a common knowledge that taxes play both fiscal and regulating roles in the economy. The change of particular taxes' rates results in either supporting or constraining certain activities of economic agents depending on the goals of social and economic policies. For instance, in 1993 in order to favor small on-farm processing the tax on profits from marketing commodities processed from self-produced agricultural products was lifted. Production investments can be fostered by, say, accelerated depreciation in an industry. The single tax loses the flexibility of diversified taxation system.

The striving to simplify accountancy in agriculture with the help of single tax may result in discontinued record-keeping in the agrarian sector. It's known that one of the basic sources of statistical information on agriculture have so far been annual reports of agricultural enterprises (Russia has not yet transferred to sample surveys of agricultural producers that are more adequate in a market economy). As a result of simplified accountancy this source of information will be largely lost. In case the legislation still requires to preserve the former detailed record-keeping, the aim of introducing the single tax is not clear at all, since as we have already mentioned above it won't notably alleviate the financial situation in the agrarian sector.

Responding to multiple remarks of the opponents, the law's authors introduced the clause excluding enterprises with intensive land use (poultry farms, etc.) from the list of agricultural enterprises eligible for switching to the new tax regime. It's quite understandable, that such enterprises could considerably lower their tax payments. However, their lists are to be drawn up by legislative bodies of the Federation's constituent members. The former experience of such procedures in regions evidences that they are highly fraught with voluntarism. There is no hope that this time everything will be arranged more rationally.

The law has been as yet passed only by the State Duma. It is to be further examined by senators and the President. Hope is still left that at least on one of these levels it will be confronted by state wisdom that will keep us from getting into a tax adventure. Although it's quite possible that the law is simply a change coin in discussing more important provisions of the new Russia's Tax Code.

E.Serova 

Foreign trade
In February 2001, the volume of Russia’s foreign trade accounted for USD 11.5 bln., or at 0.3% more than its respective index of the prior year. With exports fell by 1% relative to the respective period of 2000 and by 2.5% vs. January 2001, imports grew by 3.3% and 12.9%, respectively. The decline in exports is attributed mostly to a 5.5% fall (vs. February 2000)  in export supplies to the CIS countries, while those to Far Abroad countries dropped insignificantly- by 0.2%. The overall imports also grew mostly thanks to supplies form the CIS countries (+27.5%), while the import supplies from Far Abroad countries rose by just 3.3%. The share of export in the overall goods turnover made up 69.4% and imports- 30.6%, while the balance of foreign trade accounted for USD 4.5 bln.(USD 4.4 bln. in February 2000).The situation in the world market remained favorable for the national exporters. The OPEC countries are  firm in their  decision to keep the oil prices at the level of USD 22 to 25/ barrel. The OPEC’s decision on cutting down the oil output quotas at 1 mln. barrel/day became effective as of April1, and the quotas were contracted by 4% of the overall level of the OPEC countries’ output. This contraction in output became the second one this year and followed the decision of January 17 which obliged the OPEC countries to reduce their output of oil by 1.5 mln. barrel/day, or by almost 5%.

As a result, during the first four months this year the Brent prices have stabilized at the level of USD 22 to 25/barrel.

Table 1


1996
1997
1998
1999
2000
2001

Oil ( brent), USD/t
126,1
155,8
109,2
78,3
195,9
198,0

Natural gas, USD/mln.m3

78,7
71,2
72,7
101,0
201,5

Petrol, USD/t
192,6
233,0
181,3
187,3
333,5
315,1

Copper USD/t
2552,9
2392,0
1673,3
1414,8
1779,1
1811,4

Aluminum, UDS/t
1597,8
1567,7
1479
1188,1
1584,2
1602,1

Nickel, USD/t.
8091,5
7670,8
5462,2
4629,4
10269,6
6544,6

It was customs tariff that has been a main regulating instrument for Russia’s foreign trade. However, many countries broadly practice non-tariff protective measures, such as quantitative restrictions (quotas), licensing, anti-dumping, compensatory, and others.

In April 2001 the RF Government made a number of decisions that will lead to a substantial expansion of non-tariff measures for the sake of supporting national producers.

Thus, the RF authorities are going to launch an anti-dumping investigation against the poultry supplies from the US. The respective claim was submitted by AO “Rospticeprom” to the RF Ministry of Agriculture.

The respective evaluation shows that given that in 1996 the US poultry supplies were carried out at a price of USD 1.05-1.1/kg. (the price in the port of St. Petersburg), in 1999 the prices fell to USD 0.67, and, consequently, to USD 0.51 in 2000. At the same time the minimal price for the European supplies of poultry is USD 0.6/kg. Last year, Russia imported as much as 613.5 Thos.t. of poultry from the US vs. 321.6 Thos. in 1999. The poultry imports grew 6-fold between January to February 2001. According to the operative data of SCS, the volume of the poultry import supplies over the first two months 2001 accounted for 143900 t. vs. 24,100 t.  in the respective period of 2000. The share of the US poultry supplies made up 92% of the overall Russia’s poultry import volume.

Since May 18, 2001, Russia introduces a special duty on import caramel, which becomes effective for the period of 180 days. The amount of the duty is 21% of the produce’s customs value, but not less than Euro 0.18/kg. ( except the Belorussian produce). The Resolution “On temporary measures on protection of the Russian producers of caramel” primarily is aimed at restricting the respective Ukrainian supplies that are not subject to imposition of import duties and VAT. According to the SCS data, in 1999 Russia imported as much as 62,000 t. of the Ukrainian caramel, or 96% of the overall volume of caramel imports and 34% of the annual Russian output.

The Commission for Protective Measures in the area of foreign trade and customs and tariff police ruled the introduction of a seasonal import duty on sugar. The importers will have to pay a 45% duty rate, but not less than Euro 0.16/kg. (with the basic rate of 30%). The protective measures will last for a half- year (between June 1 until November 30) until the end of the processing of the domestic sugar beet. Last year, the analogous duty was introduced for the period between June 15 to December 15. At that time the import unrefined sugar was subject to a 40% duty rate, while refined sugar- 45%, but not less than Euro 0.15/kg.

The Commission for Protective Measures also made its decision to launch an investigation in the fact of causing a substantial loss to the national producers of refrigerator compressors due to the increased import of them in the country.

The national plants currently operating in this area are equipped with a modern import machinery, however, the production has just started, while te growing import of refrigerator compressors substantially complicates the national industry’s development capacity.

According to the respective evidence, between 1996 to 2000 the respective import volume grew 5-fold, and the proportion of import compressors sold in the national market accounted for 38% in 1999 and 73% in 2000, while the share of Russian goods fell from 60 to 26%, respectively.

The main suppliers of compressors to the national market are China, France, Spain, and Belgium. In compliance with the law, the investigation should be completed within 9 months.

In early April 2001 the Treaty on Customs Union and the Single Economic Zone that had been signed between Russia, Belarus, Kzakstan, Kyrgystan and Tadjikistan in February  1999, was submitted to the Duma for ratification.

The Treaty sets a stage-by-stage principle of emergence of the single economic zone. At the first stage, it is provided to complete the formation of the Customs Union on the basis of ensuring the free trade regime, to set unified procedures in the area of regulation of foreign trade, to create a common customs tariff system and to simplify and consequently cancel the customs control within the Union’s borders.

The Treaty also provides the transition of its members to the “country of destination” principle of collection of indirect taxes instead of the current “country of origin”. The new procedures of collection of the taxes causes the RF Government’s concerns, due to Russia’s positive balance of trade with the CIS countries and the members of the Customs Union  mostly caused by the export of energy resources.

That is why, taking into account Russia’s position, it is envisaged to ratify the Treaty, along with complementing that with a special clause for Russia regarding a non-application of the “country of destination” principle to the trade with oil, natural gas and gas condensate and  the non-application of the Parties of the zero rate of indirect taxes to the noted energy sources. Such agreements have been already signed and ratified with Kazakstan and Kyrgystan.

N. Volovik, N. Leonova  







1 Due to the estimates of the data on GDP, the present data may be subject to revision


� The price growth for TV- and radio-sets may be chiefly attributed to the introduction of new custom rules and a temporary decline in import, which accounts for the dominant share among thegoods falling into this category of produce.


� See «Russian Economy in 2000. Trends and Outlooks» (issue 22), available at www.iet.ru.
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