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�

�MONETARY POLICY



�The strengthening of inflationary processes being in the very beginning of 1997 gradually slowed down by the end of the spring (see fig. 1). In March 1997 the growth of the consumer price index amounted to 1.4%, or 18.16% annualized. It is expected, in April the consumer prices will rise by 1 – 1.2% (12.7 – 15.4% a year). Such level of inflation was observed in October 1996. This confirms the forecast of consumer prices’ growth given in February report. According to our estimates, the decrease of inflation will continue to 0.6 – 0.9% per month (7.4 – 11.4% annualized) during next two – three months.

�Figure 1.

�

�In the end of March the Russian Central Bank published the main indicators of the Monetary Program implementation on February 1, 1997. In particular, by the end of January 1997 the monetary base has got the level of March 1996. However, the growth of broad monetary aggregate M2 was equal to 6.67% for this period. This reflects the increase of money multiplier from 2.25% in the end of October 1996 to 2.4 in the end of January 1997 (see tab.1).

�Table 1.



1996 – 1997�

Money Base (MB)�

Cash (М0)�

Broad Money (М2)�Money Multiplier���trln. rubles�change in %�trln. rubles�change in %�trln. rubles�change in %�М2/MB��January�100.8�-2.89�75.4�-6.68�216.7�-1.86�2.15��February�106.7�5.85�80.4�6.63�229.2�5.77�2.15��March�113.7�6.56�86.7�7.84�241.8�5.50�2.13��April�120.9�6.33�93.1�7.38�251.0�3.80�2.08��May�118.8�-1.74�93.7�0.64�254.2�1.27�2.14��June�129.4�8.92�104.4�11.42�266.9�5.00�2.06��July�131.1�1.31�102.8�-1.53�271.9�1.87�2.07��August�129.0�-1.6�101.1�-1.65�275.3�1.25�2.13��September�125.6�-2.64�96.2�-4.87�276.0�0.25�2.20��October�124.0�-1.27�94.4�-1.87�278.8�1.01�2.25��November�125.0�0.81�95.8�1.48�282.3�1.26�2.26��December�130.9�4.72�103.8�8.35�295.2�4.57�2.26��January�123.9�-5.35�96.3�-7.23�297.4�0.75�2.4���Totally, the growth of broad monetary aggregate M2 was 33,7%, the increment of M0 – 28.5% and the growth of monetary base – 26.1%. The real broad monetary aggregate M2 increased in 1996 by 9.77%. During the first half of the previous year the money multiplier demonstrated the decrease from 2.15 in January to 2.06 in June. Nevertheless, there was its growth from July. So, by the end of the year this indicator attained 2.26.

On April 25, the Russian Central Bank lowered once again the refinancing rate for commercial banks from 42% to 36% annualized (see fig. 2). The rates on mortgage loans were also declined. The rate on 8 – 14 days loans was reduced by 3 percentage points and by 6 percentage points – on 15 – 30 days loans. Thus, the new level of these rates are 30% and 36% a year correspondingly. The cost of 3 – 7 days mortgage loans remained at the previous level of 24% annualized.

�Figure 2.

�

Arkhipov S.A.. Drobyshevsky S.M.

FINANCIAL MARKETS

�The market for GKO-OFZ. The yields at the secondary market for government securities were rather stable from the second half of March till the end of April 1997. During this period the average-weighted yield to maturity fluctuated within 2.56 – 2.71% a month. This corresponds to 31.1 – 32.9% annualized (see fig. 3).

�Figure 3.

�

�In the first half of April there was not obvious trend to change the level of interest rates. However, since the middle of the month the tendency to decline of yields of all issues became clearer. It has been holding till the end of April. Thus, the yields of long- and medium-term non-taxable tranches declined from 32 – 33% to 25 – 27% a year, and from 35 – 37% to 29 – 31% annualized on taxable issues. It is also important to note, the decrease of interest rates was occurring simultaneously with the decrease of trade volumes. The maximum of secondary market trade volume was in the first week of the month, and it amounted to 20 trillion rubles. Subsequently, the weekly turnover dropped to 17 and 15 trillion rubles (17 – 18 trillion ruble in March).

The term structure of GKO yields shows zero slope by the end of the month (taking into account 15% tax), i. e. zero risk premium. It may be explained as an absence of expectations of interest rates’ increase (see fig. 4).

�Figure 4.

� EMBED Excel.Sheet.5  ���Note: the yields of taxable issues are corrected by the tax rate of 15%.



�In April (1 – 25.04.97) the Russian Ministry of Finance held on primary auctions, where it placed four tranches of six-month GKO (issues № 22073, 22076 – additional issues, 22079, 22080), two tranches of one-year GKO (№ 23004, 23005) and OFZ № 24011 – two tranches. The aggregate demand was equal to 55.4 trillion rubles, the claimed volume of issued securities – 44 trillion rubles, the volume of placed GKO-OFZ – 35.5 trillion rubles, the MinFin’s gains – 29.3 trillion rubles, and the excess of demand over supply – 26% (12% in March). Under large demand new placements did not make any troubles to the issuer, and the MinFin demonstrated a strict policy on the auctions, although it was to refuse the additional budget revenues. So, the auction premiums amounted to –3.8 – 4.2% on cut-off price and –3.8 – 2.8% on average price (in relative terms). The Russian Ministry of Finance did not implement large additional placement at the secondary market. The total gains from selling of GKO-OFZ at the secondary market equaled 0.2 trillion rubles in April (by 21.04.97). Thus, the budget revenues at GKO-OFZ market amounted to about 1.3 trillion rubles. This is rather low level in comparison with the previous months.

Taking into account not significant issued volumes, it is natural to conclude, in April as the favorite direction of the MinFin’s policy was the decline of interest rates and an increase of the public debt’s duration.

In May the state of market will, first of all, depend on the decision of the Government about the source of financing for the Budget deficit. So, under conditions of retention of implementing policy by issuer and an retention of demand from the side of non-residents one can not expect an significant change of interest rates.

Stock market. The business activity at the stock market has been continuing at the low level in March – April 1997(see fig. 5). It is clear, the level reached during first two months of this year was overstated. That is why, it was difficult to attract new assets into the market. According to our estimates, the gradual price decrease of the most of shares makes a good reason for growth of prices in May real. In March – April 1997 the daily volumes of RTS-1 turnovers decreased in comparison with the level of January – February by about 40% to 35 – 40 million US dollars.

�Figure 5.

�

�It is interesting from an applied point of view there is the dependence of the Dow Jones Index and the Price Index of the Institute for Economy in Transition for RTS-1. As it is shown at the figure 6, from the very beginning of 1997 to the middle of March there was observed rather high correlation between these indices (0.845). However, in the end of March – April under the general tendency to decline the fluctuations of their volumes ceased to tally. The coefficient of correlation for the period from January to April 1997 fell to 0.378. Thus, the Dow Jones Index lost the role of additional indicator for investment decisions at the Russian stock market.

The market characteristics of the most liquid stocks in March – April 1997 are given in the table 2.

�Figure 6.

�



Table 2. 

Stock Market Characteristics for 3.03 – 22.04.1997.

1) Liquidity (the ratio of number of days in which this stock were traded to the total number of days for the period): Gazprom, Irkutskenergo, LUKoil, Megionneftegas, Mosenergo, Norilsk Nickel, RAO UES Russia, RAO UES Russia (pref.), Rostelecom, Rostelecom (pref.), Surgutneftegas, Surgutneftegas (pref.)  – 100%.�2) The most profitable stocks* (return for the period 3.03 – 22.04.1997): Market index – -3.15, Pervouralsk Novotrubny Plant – 98.75% (0.39), Electrosvyaz NSO – 57.84% (0.47), GAZ – 39.15% (0.61), Tomskneft – 27.99% (0.81), Seversky Trubny Plant – 27.5% (0.36).��3) The most riskless stocks (coefficient beta): Market risk – 75.1%, Yuganskneftegas (preferred) – 0.004 (0.72), Electrosvyaz NSO – -0.017 (0.47), Noyabrskneftegas – 0.103 (0.69), Chernogorneft – 0.113 (0.25), Tomskneft (preferred) – 0.14 (0.67).�4) The most underevaluated stocks (coefficient alpha): Pervouralsk Novotrubny Plant – 0.025 (0.39), Electrosvyaz NSO – 0.015 (0.47), GAZ – 0.011 (0.61), Seversky Trubny Plant – 0.009 (0.36), Novosibirsk Telephone – 0.008 (0.31).��5) The stocks with the highest unique risk (low R-squared)*: Electrosvyaz NSO – 0.000 (0.47), Yuganskneftegas (preferred) – 0.000 (0.72), Red October – 0.001 (0.25), Noyabrskneftegas – 0.003 (0.69), Murmanskelectrosvyaz – 0.003 (0.42).�6) The stocks with the lowest unique risk (high R-squared): RAO UES Russia – 0.746 (1), Mosenergo – 0.729 (1), RAO UES Russia (preferred) – 0.716 (1), Surgutneftegaz – 0.689 (1), Rostelecom – 0.677 (1).��7) Stocks accounted for the most share in the total turnover: RAO UES Russia – 17.56% (1), Mosenergo – 13.24% (1), LUKoil – 12.28% (1), Gazprom – 11.34% (1), Surgutneftegaz – 6.51% (1).��* There are liquidity coefficients in parenthesis

�Interbank credit market. In April 1997 the deficit of rubles at the financial markets led to some growth of interest rates on the overnight credits and the most risky (more one month) credits. At the same time there was an increase of the range of rates’ fluctuations on all terms loans. The average level of loan costs has grown by 5 – 10% compared to the very beginning of March (see fig. 7).

�Figure 7.

�

�In March – April 1997 a tendency to the growth of weekly turnovers has continued. In March the total volume of given credits got 56.6 trillion rubles. That is more the February level by 11% (see fig. 8). According to preliminary estimates, this indicator will be at 60 trillion rubles in April. Thus, the volume of capital working at the IBC market is becoming equal to turnovers at the GKO-OFZ market. 

�Figure 8.

�

�Foreign exchange market. The official US dollar exchange rate grew up by 0.93% from 5676 to 5729 rubles per dollar in March 1997. That is 11.8% annualized. On the Moscow Interbank Currency Exchange the dollar exchange rate rose by 0.90% (11.33% a year), i.e. from 5676 to 5727 rubles per dollar and at the interbank currency market – by 0.78% (9.81% annualized), i.e. from 5684.5 to 5729 rubles per dollar.

On the fig. 9 there are depicted the dynamics of the official, MICEX and average interbank exchange rate of dollar for March – April 1997.

�Figure 9.

�

�One can note a significant tendency observed in the second half of April. During this month there was the slowing down of the pace of official dollar exchange rate growth. Moreover, there were the absolute decrease of exchange rates on the MICEX and at the interbank currency market by 5 – 6 rubles per dollar due to the deficit of ruble assets that commercial banks had during last two weeks of this month. According to our estimates, the official dollar exchange rate will reach 5762 rubles/$ up to the end of April. The increment will be 0.58 per month (7.14% annualized). It is expected, in April the MICEX ruble rate will go down to 5748 rubles per dollar by 0.37% (4.49% a year) and to 5750 rubles/$ at the interbank currency market.

In the beginning of April 1997 the tendency of growth of Deutsche mark vs. ruble exchange rate was replaced by the opposite one. The change of alignment DM vs. US dollar at the world exchange markets became the main reason for it. In March the exchange rate ruble vs. DM increased from 3359 rubles/DM to 3418 rubles/DM. That corresponds to 1.45% a month, or 18.92% a year. According to our assessments, by the end of April the Deutsche mark exchange rate will reduce to the level of 3330 rubles/DM. It means the decrease will be 2.57% per month, or 26.87% annualized.

In March 1997 the gross turnover on MICEX by the US dollar rose to 824.7 billion rubles. But, it reduced by the DM to 68.0 billion rubles. It is expected, in April 1997 there will be the increase of volumes of turnover to 1050 – 1100 billion rubles by the US dollar and to 90 – 100 billion rubles by the Deutsche mark.

�Table 3. 

Indicators of Financial Markets.

month�December�January�February�March�April*��inflation rate (a month)�1.4%�2.3%�1.5%�1.4%�1.0 – 1.2%��annualised inflation rate by the month’s tendency�18.6%�31.4%�19.6%�18.2%�12.7–15.4%��the RCB refinancing rate�48%�48%�42%�42%�36%��interest rate on deposits in Moscow Sberbank for one month (end of the month)�30%�30%�30%�16.8%�16.8%��auction yield on GKO (end of the month)�32.59%�31.85%�31.01%�36.55%�31.77%��auction yield on OFZ (end of the month)�37.84%�35.12%�35.12%�43.18%�39.63%��auction yield on OGSZ (end of the month)�52.7%�52.7%�35.2%�35.2%�35.20%��annualised GKO yield to maturity:�������less than 1 month�28%�30.55%�23.9%�31.39%�25%��1-3 months�37%�33.5%�28.78%�33.69%�33%��3-6 months�39%�35.71%�31.01%�33.66%�34%��average yield on all issues�37.5%�34.67%�29.35%�33.00%�32%��annualised yield to maturity on OFZ issues�������4 tranche�37.38%�31.89%�24.4%�33.02%�25%��5 tranche�54.44%�32.64%�26.82%�50.28%�27%��6 tranche�74.35%�251.75%�29.7%�41.9%�65%��7 tranche�73.06%�60.36%�43.47%�38.43%�38%��8 tranche�140.48%�45.59%�32.77%�70.8%�30%��9 tranche�119.34%�45.51%�31.15%�57.38%�30%��10 tranche�44.13%�35.70%�28.5%�44.58%�39%���–�–�–�–�36%��turnover of GKO-OFZ market a month (billion rubles)�85022�64982�65586�77117�70000��the overall value of outstanding  GKO–OFZ (trillion rubles)�237.1�246.8�261.85�276.7�290��nominal surplus of the overall value of outstanding  GKO–OFZ compared to the previous month�5.4%�4.1%�6.1%�5.7%�4.8%��IBC – INSTAR rate (annual %) on loans by the end of the month:�������overnight�25.1%�12.82%�24.57%�14.93%�15%��1 week�37.4%�26.13%�20.67%�27.80%�30%��2 weeks�35.4%�28.0%�35.0%�29.95%�35%��1 month�40.2%�25.0%�31.0%�30.00%�40%��turnover of IBC market a month (billion rubles)�40524�42270�50920�56625�60000��effective yield on Vnesheconombank’s bonds . USD:�������3 tranche�10.6%�10.6%�9.6%�10.5%�11.2%��4 tranche�12.1%�12.3%�11.1%�11.6%�12.3%��5 tranche�12.5%�12.8%�11.9%�12.4%�13.0%��6 tranche�12.4%�12.8%�11.7%�12.2%�12.8%��7 tranche�12.7%�13.0%�12.0%�12.3%�12.5%��official exchange rate of ruble per US dollar by the end of the month�5560�5629�5676�5729�5762��official exchange rate of ruble per DM by the end of the month�3585�3441�3364�3418�3330��average annualised exchange rate of ruble per US dollar growth�11.9%�15.95%�10.3%�11.80%�7.14%��average annualised exchange rate of ruble per DM growth�-5.5%�-41.3%�– 23.8%�18.92%�-26.87%��gross turnover on the MICEX by USD and DM a month (billion rubles)�1323�1495.5�588.3�892.7�1175��turnover at the stock market in the RTS for the month (millions of USD):�92.47�865.6�818�565.4�600��average annualised return at the stock market in the RTS:�7.71%�54.5%�31.06%�-4.86%�2%��RTS market portfolio risk:�34.39%�282%�149.65%�41.37%�103%��*/ estimate

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

SITUATION IN INDUSTRY



�For the first time since the beginning of reforms, industrial production in 1997 was characterized by some growth of  general output comparing to the respective period of the preceding year ( Table 4). From our viewpoint, one may consider this  the first sign of Russian industry’s  transition from the stage of transformational decline to the stage of stabilization of output and regeneration of industrial growth. At the same time, in a range of the industry’s sectors and branches, there is a remaining trend to further  production reduction. The increment of  output gained over the first quarter of 1997 was mostly determined by an increase of output of intermediate goods, first of all of non- ferrous metallurgy’s ones. The reduction in output of means of production is continuing ( in the first quarter, the output dropped by 6% comparing to the respective period of the preceding year). In spite of a growth of the population’s real disposable income, output of consumer goods decreased too. This is tied to progressing substitution of them by import goods.

In oil industry, the trend remains to stabilization of  output. Drop in oil extraction made up only 0.5% against the first quarter of 1996. At the same time, rise of daily output volumes was observed for the first time over the last years ( Figure 10). Growth in overall volume of output of machine- building goods observed  for the first time since the beginning of reforms is mostly determined by an increase of output in automobile industry.

The analysis of general economic conditions of industrial enterprises’ activity which currently are taking shape allow to envision that the trend to stabilization of overall output volumes should remain this year. Government’s more strict  control over prices of natural monopolies’ products and probable decrease of prices for electric power for industrial consumers may play a substantial part in the field of industrial production.



�Table 1

Dynamics of physical volume of industrial production in 1992- 1997

( in % to the preceding year)



�1992�1993�1994�1995�1996�1997

I quarter��Industry, total�82.0�85.9�79.1�96.7�94.5�100.7��Electroenergetics�95.3�95.3�91.2�96.8�98.4�94.0��Fuel industry�93.0�88.4�89.8�99.2�97.3�99.4��Ferrous metallurgy�83.6�83.4�82.7�109.6�95.5�99.5��Non- ferrous metallurgy�74.6�85.9�91.1�102.8�94.6�106.0��Chemical and petrochemical industry��78.3��78.5��75.5��107.6��89.0�

100.1�� Machine building and metal processing��85.1��84.4��69.2��90.9��88.9�

101.0��Timber  and paper and pulp, wood- working industry���85.4���81.3���69.5���99.3���77.7�



89.0��Industry of construction materials��79.6��84.0��72.7��92.0��74.7�

89.0��Light industry�70.0�77.0�54.0�69.8�72.4�94.0��Food industry�83.6�91.0�82.5�91.8�90.8�92.0��Figure 10

�

Yu. Bobylev

INDUSTRIAL JUNCTURE



�Slowdown of reduction in solvent demand is happening for the sixth month running. In April, the balance ( up - down) grew by yet 5 points. Absolute rise of demand ( positive balance) was noted only in non- ferrous metallurgy. As per other branches, their respective balances remain unchanged.

The share of normal estimations of demand grew up to 13%. The highest rates of the index were registered in April in non- ferrous ( 63%) and ferrous (21%) metallurgy and in food industry ( 11%).

Absolute growth of output is happening in industry for the second month running. For the last three months, the balance grew from -21% to +15%. In April, output was growing in all the branches, except wood- working ( -30%) and light (-13%) ones. The growth of output was most intensive in metallurgy and petrochemical industry.

Enterprises’ satisfaction with their own output grew up to 20%. The lowest shares of normal estimations were reported by construction industry ( 6%), light (4%) and wood-working (9%) branches. In machine building, 13%  of plants are satisfied with their output volumes.

In April, rise of producer’s prices remained at the lowest level. Absolute decrease of prices, however, is happening only in non- ferrous metallurgy (-13%) and wood- working industry ( -5%). In other branches, balances remain positive and fluctuate within the limits of +1...+12%.

Decrease of volumes of stocks of finished products by industry as a whole is registered by the surveys for a year already. In April 1997, it was only enterprises of non- ferrous metallurgy and construction industry who reported  a rise of stocks. As per other branches, stocks continued to shrink.

Lack of stocks of finished products is remaining over five months. It is most intensive in machine building (-23%) and light industry (-18%). In April, surplus stocks were registered only in construction industry (+40%) and food branch (+7%).

Forecasts of change in production over the last three months have been the best for the whole period of conducting the surveys. Absolute decrease of output  may happen only in wood- working industry. As per other branches, expectations of production growth prevail there.

In April, forecasts of changes in prices decreased once again. The major part of enterprises intend not to change their prices. Absolute decrease of price levels may happen only in ferrous metallurgy (-11%) and wood- working industry ( -7%). As per other branches, balances of expected changes in prices are positive there. The most intensive price rise is possible in non- ferrous metallurgy (+38%) and food industry (+35%).

Forecasts of change in demand, like ones of output,  are keeping the best values over the last months. Expectations of growth of demand are dominating in all the branches, except light 

(-11%) and wood- working (-5%) industries. They are especially high in construction industry (+60%), petrochemical industry ( +33%), and in ferrous metallurgy (+32%).

Forecasts of change in employment improved by 20 points over the last six months. Respective positive  values, however, were registered only in construction industry (+23%) and food branch ( +15%).

S. Tsoukhlo



�SITUATION IN AGRO-INDUSTRIAL COMPLEX IN APRIL



�Sowing works. This year, the level of winter damage of winter crops is comparable to the last year’s one. The damaged area of winter crops makes up 9-12% on average, which is rather a low index. The worst state of crops is observed in Ural region (25-27%). At the same time, in North- Caucasian area, which is the largest region in terms of production of winter wheat, the damaged area does not exceed 5%. Taking into account a good state of soil, one may expect a rise of output of winter wheat in this region this year.

The current sowing campaign is notable thanks to a low rate of producers’  sufficiency with fuel and lubricants and  machinery ready for  sowing.

�Figure 11. 

Readiness of agricultural machinery and  sufficiency with fuel and lubricants� ( as of 1 April, 1997).

�

Source: Data of Goskomstat of RF



�The survey conducted by IET in the first quarter of 1997 on around 200 agricultural producers in 27 regions of this country showed that 95- 99% of respondents estimate a level of stocks of fuel and lubricants, fertilizers, and spare parts  as insufficient, and the worst situation is taking shape in terms of spare parts. On such a background, the level of sufficiency of  agricultural enterprises in Stavropolsky krai with fuel and lubricants favorably differs from other regions- almost a half of the krai’s respondents consider a level of stocks of fuel to be sufficient. Analogously, 1/4 of respondents in Krasnodarsky krai assume that they have a sufficient amount of mineral fertilizers at their disposal.

The larger enterprises are, the better they are prepared for sowing works. It is poultry farms whose problems with stocks of fuel and lubricants, fertilizers, and spare parts are minimal.

In spite of the situation with fuel and other resources, the rates of sowing of spring crops currently are superior to the dynamics of the last year’s sowing campaign, especially in Rostovskaya oblast and Stavropolsky krai. Krasnodarsky krai’s respective indices are worse, though it enjoys rather a significant advantage: according to the data we have, it is Krasnodarsky krai whose agricultural producers have got themselves ready for the sowing campaign in the most qualitative way ( application of fertilizers and insecticides) which should allow the region to avoid losses  afterwards.

Changes in agrarian policy. The RF government adopted Resolutions on Federal procurements of food and agricultural products. These decisions  show certain reverse process in the course of economic reform. It is for the first time since 1992 that intended volumes of Federal procurements have grown comparing to the preceding year. This fact proves the assumption that the current system of Federal procurements is not a mechanism of accumulating food to secure public needs, but mostly a scheme of issuance of privileged credits for certain procurement campaigns.

In spite of  attempts to introduce distribution of the budgetary loans for procurements of agricultural products on the basis of auctions, the distribution happens beyond any open competition. In fact, larger volumes of the procurements mean larger volumes of privileged budgetary capital  being spent without any control.

The necessity of a growth of procurements cannot be justified by any real public need. The experience of 1996 showed the surplus character of the Federal funds, given even permanent underfulfillment of intended volumes of the procurements. Thus, last year, it was broadly practiced that the Federal budget’s debts to economic agents and budgetary organizations were paid off with sugar. In other words, Federal government was spending money to buy that sugar, then it experienced  a lack of capital allocated for intended spending, and the government  was paying its debts to the above-mentioned parties with the natural product which had not been required by Federal consumers. The absurd of the situation was intensified by an originally calculated  unprofitable character of price ratio: recipients of the sugar substitute to Federal capital had to “monetarize” that at lower prices than ones existed at the moment of effecting of the payment. In the plans for 1997, however, Federal  sugar procurements grew by almost 9%.



�Figure 12

Dynamics of intended volumes of state procurements of food, thousands of tons.

�

Source: the respective Government Resolutions.



�The other remaining negative feature of the agrarian policy is  issuance of state guarantees to food importers. Thus, “ for the purpose of maintenance of stable food supplies to the city of Moscow”, Gasprom was granted a right to export 1.5 bln. cubic meters of natural gas, to use respective revenues ( USD 120-130 mln.) to import food for  this country’s  capital. In addition to this, Moscow has received USD 200 mln. under favorable conditions. It is most likely that the money will be also spent on imports. Privileged hard- currency credits, Federal guarantees on transactions make purchases of food abroad be more profitable than ones performed  on the domestic market. The above- mentioned hard- currency resources  make up only about 3% of this country’s overall food imports in 1996. These figures, however, are given without account of India’s clearing supplies to Moscow, and other purchases of import food ( for example, sugar) performed under the government guarantees.

Therefore, one creates non- competitive conditions for domestic producers of agro- food products and importers of food on Moscow market. In such conditions, growth of food imports is inevitable, regardless of introduction of any import tariffs.

E. Serova, I. Khramova



�FOREIGN TRADE



�High  growth rate of Russian export remained in January- February 1997 (8%), given a decrease of volumes of import by 6%. As a result, the trade balance for the first two month  this year made up USD 4.7 bln. and exceeded the last year’s level at 56%. The trend remains to extending trade relationships with countries outside the C.I.S.



�Figure 13
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�Current problems in the field of regulating of foreign trade constrain growth of the C.I.S. states’ mutual trade. Thus, in January- February 1997, volumes of Russian imports dropped by 21% and export ones- by 3% comparing to the same period of 1996. This happened for the first time after a significant growth observed over the preceding year. On the whole, volumes of export made up USD 2.8 bln., and ones of import- USD 2.5 bln. for the first two months of 1997. As a result, the positive balance has taken shape, while Russia had been gaining a passive  balance of trade with the C. I. S. states over almost the whole preceding year. Nevertheless,  a significant rise of volumes of export and import accounted for more than 20% in February comparing to January 1997 allows to forecast that last year’s trends in Russia’s trade with the C.I.S. states should remain in 1997.

In spite of the fact that problems of the integration with Belorussia remain a priority for Russia, in late March, in Moscow, heads of the C.I.S. states approved the Concept of Economic Integration Development of the Commonwealth as a whole. It was noted that there are certain economic prerequisites for intensification of integration, such as a significant rise of Russia goods turnover with certain neighboring countries. Thus, for example, as per Moldova, in 1996, the goods turnover between the two countries grew by 50%  by only bilateral agreements, while by the C.I.S. states on the whole increase of volumes of  trade operations made up 26%. At the same time, implementation of integration plans persistently requires that the Commonwealth’s states should  finally cancel excises imposed on imports and exports of goods, along with VAT.

As per the sphere of foreign trade legislation, starting from 15 May, 1997, the RF government should implement its plans of introducing tariff restrictions on sugar imports from the C.I.S. states. The government introduced the customs duty of 25% of sugar’s customs value, which is valid for all other countries.

S. Prikhodko, N. Volovik, N. Leonova

�EVOLUTION OF THE BUDGETARY CRISIS IN 1996-1997



�The state of public finance on the eve of presidential elections

In spite of the fact that a certain drop in the level of public revenue during the first months of the year was common in Russia beginning with 1992�, from 1996 the fall of budgetary revenue in Russia was dramatic. Tax revenues in the federal budget in January 1996 in comparison with the end of 1995 dropped by 3.5 percent of GDP (from 10.3 percent to 6.8 percent). It occurred, first of all, at the expense of profit tax (down by 1.5 percent of GDP) and taxes on goods and services (down by 1.2 percent of GDP).

The volume of tax revenues into the consolidated budget in the first quarter was 29 percent less than in the first quarter of the previous year (23 percent of GDP). In the second quarter situation in tax sphere continued to remain quite tense and was characterized by low tax revenues. The volume of tax revenues in the consolidated budget made up 17.9 percent of GDP in the first half of 1996 against 24.7 percent of GDP in the first half of 1995 (see Figure 14). In spite of certain growth of tax revenues into the federal budget up to 7.4-7.7 percent of GDP, this index remained below the level of 1995 (10.2 percent of GDP in 1995).

The study of tax arrears as one of the main factors of reduction in the level of tax revenues testifies about a close link of this phenomenon with political crisis in Russia, in general, and with the weakening of the federal power, restriction of the room for maneuver, in particular (see Figure 15).

Considerable growth of tax arrears started in January 1996 when their real volume in the federal budget went up by more than 40 percent. Aggregate volume of arrears in the consolidated budget in fixed prices went up at the beginning of 1996 by 37 percent in comparison with December 1995. In January 1995 an increase of the real volume of arrears in the federal budget constituted 3.5 percent, and in the consolidated budget--7.1 percent. To a certain extent, an increase of arrears is conditioned by a seasonal increase of the volume of calculated taxes in the first month of a quarter that follows the quarter under review. In this case, the shortage of liquidity leads to the growth of arrears. Moreover, to our mind, the growth of arrears at the beginning of 1996 was conditioned by a high political instability and became an important factor of the tax crisis.



�Figure 14

�
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�Such growth of arrears was a consequence of two interconnected circumstances. Firstly, election campaign of the acting president could not be accompanied with tough measures of executive authorities towards future voters. Secondly, possibility of Zuganov becoming president influenced enterprises’ fiscal behavior. Economic agents thought that in case of Yeltsin’s success, it was unlikely to expect persecution for violating tax discipline.� Thus, the enterprises before elections have cut the volume of tax transfers to the budget taking into consideration both possible relaxation given during the election campaign and likely tax amnesty in case communists come to power.

Reduction of the federal budget public expenditure at the beginning of 1996 was much bigger than the cut in revenue. The servicing of public debt remained at the same level in comparison with the end of 1995. All other articles were cut in January 1996 from 15.2 percent of GDP down to 7.1 percent of GDP.�

The structure of federal budget expenditure in the first quarter was determined by the government’s aspiration, according with the election promises of the president, to pay off wage arrears in budgetary sphere. Priority articles where plan projection were overfulfilled were national defense (by about 10 percent), coal industry (by more than 20 percent), agriculture (by about 20 percent), transfers to the pension fund ( by more than 100 percent). At the same time, investment into the industry were cut (underfulfillment of the plan by more than 75 percent), transport and communication (underfulfillment of the plan by 60 percent), culture and arts (underfulfillment by 60 percent), public health and fundamental research (underfulfillment by 40 percent), education (underfulfillment by 30 percent).

Increase of the federal budget deficit in the end of the first quarter of 1996 (from 2.8 percent of GDP in January-February up to 3.37 percent of GDP in the first quarter) was financed mainly at the expense of the growth of domestic borrowing (growth from 1.69 percent of GDP up to 2.34 percent of GDP for the same period) by way of attracting means on the GKO-OFZ market. In May and June the federal budget deficit calculated by applying the Ministry of finance methodology tended to decrease by about 0.3 percent of GDP and constituted in the first half year a little bit more than 4 percent of GDP. In overall figures the deficit made up 70 percent of the level passed by the law for 1996. Dynamics of evaluating secondary deficit together with yield on GKO was the same: in January-April 7.11 percent of GDP, in January-May 6.5 percent of GDP, in January-June 6.1 percent of GDP.

Recorded growth of expenditure on the servicing of public debt was determined by dynamics of yield on state securities which, in its turn, was under a considerable influence of the election campaign and the need for massive expansion of the Ministry of finance on the domestic borrowing market in view of the tax incomings crisis to the budget. Thus, during the election campaign the government have made a choice between the tax reform required to increase tax withdrawals and further growth of public debt in favor of the latter.

Public finance in the second

half year of 1996

After the election of the Russian president, tax incomings to the federal budget slightly increased (by 3.5 percent in fixed prices in July). Incomings to the consolidated budget grew in July by 6.8 percent in fixed prices. Further dynamics of aggregate tax incomings show their stabilization (at the level of 8.2-8.4 percent of GDP into federal budget and 19-19.2 percent of GDP into consolidated budget). This trend was conditioned by slowing down of the arrears growth. However, there was no radical change in the dynamics of tax arrears. Real volume of arrears in the consolidated budget remained at the level of 60-70 billion rubles (in December 1991 prices) (see Figure 15). 

At the end of the year there was some increase in the budget revenues. In December tax revenues in the federal budget calculated in fixed prices went up 1.8 times in comparison with November. Growth of real tax incomings in the consolidated budget constituted 1.6 times. Major source of tax incomings growth became a cut in the volume of arrears which reached 46 percent of tax incomings increase in December in current prices. However, the government did not manage to control this trend. Partly this was connected with a sharp increase in political pressure on the executive power from the part of politically influential economic agents and regions, partly it was connected with a new Yeltsin’s illness which again put the country in a situation of political instability.

Some growth of the federal budget expenditure against the background of a continuing tax crisis (up to the level of 15 percent of GDP in July and to 15.5 percent in August) did not allow to cut budget deficit to the level passed in the 1996 law of the budget. The volume of federal budget expenditure in September-December 1996 remained at the level of 14.8-15.3 percent of GDP.

In July the deficit calculated by applying the Ministry of finance methodology constituted about 4.1 percent of GDP, in August--4.2 percent of GDP, in December 1996--3.29 percent of GDP. Additional calculation of the costs of servicing state borrowing, by our calculations, increases the volume of secondary federal budget deficit to 6.1 percent of GDP in July, and 6.5 percent of GDP in August. On the whole, the level of secondary deficit constituted 7.2 percent of GDP. At the same time, expenditure on servicing the state debt--5.6 percent of GDP, meanwhile in 1995 the level of secondary deficit made up 4.7 percent of GDP (at the same time, servicing of state debt--3.2 of GDP).

Thus, the end of presidential campaign has not brought about change in the development of the fiscal crisis. This fact can be explained by at least three considerations that do not exclude one another. Firstly, preservation of the stable “anti-tax motivation” among the economic agents caused both by the weakness of the federal government and by a fear of loosing competitive positions in case of obeying tax discipline. Secondly, involvement of the majority of the subjects of federation in the campaign of regional elections (which basically took place between September 1996 and January 1997). That, as it happened during the presidential elections, weakened possibilities of conducting a tough policy towards enterprises.

Deepening of the fiscal crisis

in 1997

The fall of tax revenues into the federal budget constituted about 4 percent of GDP at the beginning of 1997 in comparison with December (5.7 percent of GDP in January 1997 against 9.7 percent in 1996). Despite certain increase of budgetary tax revenues in January-March 1997, their volume remains below the volume of the second half of last year. Budget execution practically in every revenue article does not surpass 60 percent of the planned volume. 

As can be seen at graph 15, in January-March 1997 the volume of tax arrears into consolidated budget in real terms remained approximately at the level of the end of 1996. In February-March one can note certain decrease of its volume by 0.64 and 2 percent of GDP correspondingly in relation to the previous year. Thus, in March the total volume of arrears in the federal budget constituted 77.2 trillion rubles. At the same time, about 64.5 percent of that volume make up arrears on VAT, about 14.3 percent--on excise taxes and 11.4 percent--on profit tax.

At the beginning of 1997 there was a fall of federal budget expenditure by about 6 percent of GDP (9.02 percent of GDP in January 1997 against 15.33 percent of GDP in December 1996). Although there was some growth of expenditure in February-March up to 10.4 and 12.4 percent of GDP correspondingly, nevertheless these volumes were considerable less than the volumes of the second half of 1996.

The tendency to a reduction of the budget deficit outlines at the end of the last year continued in the first months of 1997. If in 1996 the volume of federal budget deficit constituted 3.28 percent of GDP (in comparison with 3.5-4 percent of GDP in the second half of 1996), then in January-February 1997 it made up 1.73 and 1.61 percent. The volume of secondary deficit constituted 5.3 percent of GDP and 5.8 percent of GDP in January-February 1997, correspondingly.

Thus, one can distinguish several factors in the deepening fiscal crisis in 1996-1997.�

The main reason for the fall of budget revenues was the growth of tax arrears. A decrease in tax incomings was the result of the growth of the scale of illegal evasion of tax payments by using the very different ways, and what is most important--by carrying out economic operation with cash which was not registered in book-keeping. As a result of a rather serious growth of debtor indebtedness, the taxable base of profit tax and VAT has shrank. The volume of debtor indebtedness sharply grew at the beginning of 1996 (from 191 percent of a monthly GDP in December 1995 up to about 295 percent of GDP at the end of 1996 and up to 334-355 percent of GDP in January-February 1997 correspondingly). As an additional factor which explains the reasons of the tax crisis, one can give growing barterization of economy, wide use of complicated schemes for non-monetary debt settlement between suppliers and their clients which leads to a distortion of the taxable base, difficulties in registration of money flows and to a decrease of liquidity of enterprises.

The tax crisis which sharply worsened between 1995-1996 in its consequences turned out to be a rather complicated phenomenon. Had it been only for the elections reasons, then tax collection should have more or less automatically returned in the second half of the year to at least a starting level. However, the real situation turned out to be substantially different. The acuteness of fiscal problems  which somewhat softened in mid-year made itself felt sharply in autumn of 1996 and especially in the beginning of 1997.

Mass tax evasion which sharply increased in 1996 simultaneously signified a transition of the tax crisis to a qualitatively new stage. In 1995-1996 the scale of the so called “negative selection” among the tax payers sharply increased. Previously tax violations were meant to cut by enterprises their costs without influencing the general competitive environment on the market. Now increased tax evasion and existence of many individual privileges on taxes have led to the fact that adherence to the tax legislation puts conscientious businessmen into obviously unfavorable conditions which undermine possibilities of efficient business activity.

Prediction of the budgetary situation in 1997

In calculating 1997 budget as parting conditions GDP is envisaged in the volume of 2727 trillion rubles, its real growth by 1 percent of its 1996 volume. Average monthly inflation--0.8 percent (according to IMF evaluations, the volume of nominal GDP must constitute 3425 trillion rubles with real GDP growth by 4 percent and inflation of 12 percent annual).

In our calculations we proceeded from average inflation rate of 1.23 percent, real GDP at the level of 1996 and actual volume of GDP for the first three months of 1997. With these premises the volume of the nominal annual GDP will constitute 2617 trillion rubles. This index was calculated proceeding from a supposition of maintaining the dynamics of 1997 real GDP at the 1996 level. Monthly indices of 1997 GDP were calculated taking into consideration 1996 nominal GDP and the aggregate price index to a corresponding period of 1996. As a deflator were taken both  1996 actual consumer price index and predicted 1997 price index.

While evaluating the share of tax revenues in GDP, we were proceeding from the introduced at the beginning of 1997 changes in laws on profit tax, income tax, excises and some other legislative changes implementation of which we consider most likely (in particular, cancellation of a number of privileges on profit tax and VAT). we were not taking into account a possible increase of the volume of tax revenues as a result of implemented measures against illegal tax evasion. In this case, according to our calculations, tax revenues will constitute about 9.9 percent of GDP which is below the planned by the Ministry of finance 12 percent of GDP. However, taking into consideration collected in January-March 1997 tax payments in the volume of 5.8; 6.5 and 7.6 percent of GDP correspondingly, our prediction looks rather optimistic. In the framework of the given scenario total federal budget revenues will make up 10.9 percent of GDP, supposing that the arrears will grow approximately by the same rate in real terms as in 1996 (its annual growth constituted 21.6 trillion rubles).

With such premises, while executing the budget there will appear a need to sequester expenditure by about 35 percent (supposing complete financing of expenses on servicing the state debt). In conditions of tough government’s policy directed at fighting tax arrears, the federal budget revenues may constitute 11.4 percent of GDP which will condition sequestering of expenditure in the volume of about 30 percent.

Sinelnikov S., Medoev V.,

Batkibekov S.
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�To a certain extent this is explained by purely technical circumstances: the order of recording the so called “final turnovers” in the budget envisages that part of revenue which arrive in the first decade of January are attributed to December revenue. Seasonal factor of tax revenue plays a certain role. It shows itself in some understatement in comparison with real advance payment, low activity in foreign trade , considerable amount of holidays.

�Yasin was explaining tax crisis in the circumstances of election campaign and by an uncertainty of its outcome by the following: “Some do not pay because they are waiting for their people to come. Other do not want to create a financial basis for the communists in case of their coming to power.”

�In particular, reduction of expenditure was significant on national defense and law enforcement agencies down to 2.4 percent of GDP, on services to the national economy down to 1.19 percent of GDP, on financial assistance to other levels of power down to 0.2 percent of GDP.

�Certain role could play changes in the tax legislation because, in particular, from 1 January 1996  the tax on the wage excess and special tax were abolished. According to our evaluations, these Changes were to lead to a fall in tax incomings by 0.6-0.7 percent of GDP. A number of other measures, for example, which relate to simpler system of taxation and accounting for subjects of small business, changes in the list of privileges on VAT could not have considerable influences the volume of tax incomings.
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