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�The costs of the government crisis: more costly than one wished,�but cheaper than it could be.

�In this country, so far, no one has ever given a thought to economic costs of political decisions. In the domestic politicians’ scale of interests economic consequences of their actions still are prior to sexual scandals but unquestionably are inferior to the problem of burial of the Tzar’s family. However, everything has its own price, including the recent government crisis. Let us make some estimates.

In the current conditions an intensification of political instability may affect the economic situation in four ways. The first two ways are related to the government’s functioning, wile the others are related to private business. Those are the capital outflow from the government securities market, growth in cost for borrowings, outflow of foreign currency and intensified pressure on Ruble, outflow of foreign portfolio investments and, finally, a new turn of investors’ ( both foreign and domestic ones) hesitation concerning direct investment in the Russian enterprises. The latter factor is unlikely to be subject to any estimation, since it is psychological by its essence and may be attributed to the opportunity costs problem. As to the other components which form “ the cost for government crisis”, they may be estimated more clearly.

The government’s borrowings in the domestic and external markets have become more costly. The substantial increment in GKO yields rate occurred after 1 April, due to the rumors concerning the forthcoming Ruble devaluation. The price for that factor for the government was a. Rb. 1,520 bn. added to the cost of debt servicing. Some increase in costs for external borrowings has also taken place: in course of placement of eurobonds on 23 March, the respective rate was increased from 9.375% up to 9.44%, and the cost of the issue made up DM 8.1 mn. The additional factor of that process became the fact that the government had to tighten the budgetary and monetary policy which has a negative impact on prospects of economic growth.

According to some estimates, the Central Bank reserves, which somewhat grew in March, were likely to shrink again in April, and below it will be clarified to what extent. However, at present some assumptions may be made using some indirect data. Thus, a clear sign of the growing pressure on Ruble became the fact that prior to the crisis the market expectations of a drop in the Ruble rate made up 9%, and on the peak of the crisis - 15% annualized. It is not, though, a fatal indicator, since likewise the Central Bank’s reserves may recover swiftly upon reaching a political stability, and apparently this process has already started.

The government crisis manifested itself rather notably in the corporate securities market, and in that market two trends got entangled at the same time. On the one hand, one noted a decline in quotations of the Russian companies’ stocks, which is natural for the situation of political instability. The decline was especially sharp during the second week of the crisis ( between 30 March to 3 April). On the other hand, some “political revaluation” of the leading Russian companies has taken place: the decline rate of Gasprom’s stocks was more intensive which showed the drop in Mr. Chernnomyrdin’s “political weight”, while RAO EES’ stock, on the contrary, showed positive dynamics.

The chronological aspect of the problem is not less interesting, either. In fact, during a month while there was being the acting government in this country, the fluctuations in economic players’ mood and, accordingly, financial and economic indicators were notable. The negative reaction to the dismissal of the Cabinet lasted less than a day, and in one day the financial markets were back to the initial ( prior to the dismissal) level, and during the first week of the crisis quotations even showed some growth. On March 27 the placement of eurobonds took place ( initially scheduled for March 23, but postponed due to understandable reasons).

The official nomination of Mr. Kiriyenko to the post of Prime- Minister, which took place by the end of the first week of the government crisis, introduced some nervousness, because no one knew him much. In addition to that, the second week of the crisis was signified with two events which made investors somewhat panicky. Mr. Dubinin, Chairman of the Central Bank, was interviewed by the Financial Times, and investors interpreted his statements as a declaration of the transition to the devaluation policy. Practically simultaneously Mr. Kudrin’s statement concerning the RF Ministry of Finance’s aspiration to promote a very tight budgetary policy was repudiated. In other words, the promised devaluation was back-upped with an explanation of the reasons for a change in the monetary course: the government intends to pursue a soft budgetary policy, and it would not have non- inflationary revenues for that, therefore devaluation was becoming inevitable. The investors began to withdraw their money from the Russian market, and a number of banks in such a situation were likely to play a bear. Some experts at that moment even compared the situation with that in January 1998, when the Ruble was on the brink of drop. The demand for GKO dropped, yields were crawling up too, and the Central Bank had to increase the rate on overnight deposits from 12 to 18%.

Notwithstanding, the first vote on Mr. Kiriyenko in the Duma has had a favorable impact on the economy. No one really expected an approval of his candidacy, while Mr. Kiriyenko’s speech and his answers made a very good impression. The market stabilized and began to grow. Such a generally unstable situation has been continuing until the approval of the Premier, with some turmoil already on the eve of the third voting.

The aforementioned statements, of course, contain a short- run estimation of the government crisis. There may be another approach: the government reshuffle will allow to reactivate the economic policy, overcome the recently appeared dead-locks in promoting the reform and, finally, would encourage economic growth the pluses of which would compensate for the losses of the last month. The fact that the markets started to grow already on the eve of the third vote on Mr. Kiriyenko testified to that, and the trend continued after the appointment.

All the above, however, does not cancel the fact that while bargaining around the candidacy of the future Prime Minister none of the parties was concerned with transaction costs in the political market, which means that Mr. Lenin’s famous words - politics may not be superior to economics- are actual to us even today. One is anxious to launch an initiative on compulsory assignment the stocks quoted in the Russian market to the lawmakers and other politicians concerned: perhaps then they ( and their wives!) will measure all their steps with their real market price, and that could become rather a good stabilizing factor.
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V. Mau

�The State of the Budget

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

Table 1. Execution of Russia's budget ( % to GDP)���January 1997 �February 1997�1997�January 1998 �February 1998��Revenue�������Profit tax�0,59�0,67�1,24�0,8�0,81��Personal income tax�0,20�0,20�0,07�0,01�0,01��VAT, special tax and excises�4,21�4,57�6,41�5,88�5,66��Taxes on foreign trade and foreign economic activities�0,55�0,71�1,04�0,92�1,04��Other taxes, levies and payments�0,15�0,37�0,34�0,22�0,22��Overall taxes and payments�5,70�6,52�9,10�7,83�7,74��Non-tax revenues�1,59�1,91�2,97�1,54�1,67��Total revenues�7,29�8,43�12,07�9,37�9,41��Expenditure�������State administration�0,17�0,18�0,36�0,27�0,29��International activity�0,36�0,34�0,31�0,13�0,0��National defense and law enforcement activity�2,92�3,37�4,61�2,83�2,91��Fundamental research�0,05�0,11�0,36�0,18�0,21��Services to national economy�0,86�0,89�1,96�0,35�0,61��Social services�0,52�1,70�1,81�1,51�1,64��Servicing  state debt�1,24�1,32�1,55�2,51�2,98��Other expenditure�2,88�1,19�3,66�1,89�2,09��Overall expenditure�8,42�9,10�14,62�9,67�10,73��Loans less repayments�0,60�0,94�0,68�4,05�0,33��Expenditure and loans minus repayments�9,02�10,04�15,30�13,72�11,06��Budget deficit�1,73�1,61�3,23�4,36�1,65��Total financing, of which�1,73�1,61�3,23�4,36�1,65��domestic�1,20�0,38�1,23�1,08�0,07��foreign�0,52�1,23�2,00�3,27�1,58��GDP (from the beginning of the year)�201�401�2675�201,8�393,1��



�According to the final data of execution of the federal budget in February, 1998, tax revenue insignificantly dropped as compared to the January level. Thus the growth in overall revenue is due to an increase of non-tax revenue.

Overall expenditure grew by more than 1,1% GDP in comparison to the previous month. 

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

Execution of the consolidated budget is represented in Table 2.

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

�As can be seen from Figure 1, there was a minor increase in the volume of tax arrears into federal budget in March. The volume of arrears to the federal budget made up 109 bln. rubles.

The sum of arrears collected by the State Fiscal Service in January has amounted for RUR 12,5 bln.

Fiscal Policy.

According to the Federal Law “On the Federal Budget in 1998” the government and its proxies are to carry restructurisation of tax delinquency as on January 1, 1998, of various legal bodies to the federal budget by granting a delay or/and an instalment to those legal bodies in order for them to liquidate such delinquency within the period of 4 years for the arrearage of tax and other obligatory payments, within the period of 10 years for the arrearage of charges and fines.

A delay or/and an instalment of liquidation of arrearage is/are granted to a legal body only upon presentation by owners, partners of the property of this legal body on conditions set by the government on a sufficient security of repayment of the whole sum of arrears to the federal budget, or in gage of the property of this legal body and on condition of duly and timely liquidation of current payments during the period of a delay or/and an instalment.

The rate of interest on delayed or/and installed amounts of repayments is set on the level of one quarter of a refinancing rate of Central Bank of the Russian Federation effective on a date of an interest payment.

Fines upon overdue payments, which emerged as a result of the insolvency of companies and organizations - executives of state defense orders under concluded state contracts, to the federal budget and state extra-budgetary funds  are not charged in 1998 if the insolvency generated by non-payment or overdue repayment to executives of state orders by state agencies - customers of orders in question.

Arrears to the federal budget as on January 1, 1998, are to be written off from companies and organizations - executives of state defense orders in the amount of debt to these companies of the federal budget for orders, including  works of  support of mobilization power, with contemporary writing off of the debt of the federal budget to companies and organizations - executives of state defense orders by an appropriate sum.

Authority agencies of the Russian Federation subjects and local authorities may relinquish their right to charge fines for overdue payments of taxes to local budgets and budgets of the Russian Federation subjects.

The Ministry of Economy of the Russian Federation by its letter of April 3, 1998, №ИМ-643/7-301 “On the Affirmation of the Price of Vodka, Liqueurs and Other Alcoholic Products, which Proof exceeds 28%, produced on the Territory of the Russian Federation and imported to the Custom Territory of the Russian Federation” set the minimal price of such products produced on the Russian territory equal to RUR 36,5 and imported – 47.

The State Tax Service of the Russian Federation issued for the further direction and application amendments and supplements №6 to the Instruction of the STS of June 29, 1995, №35 “On Application of the Law of the Russian Federation “On Income Tax”.

From the beginning of the current year the value date of any income during the year is a date of payment of income (including advance payments) to a physical body, or a date of transfer of income, or a date of conveyance of income in material form. Thus all amounts of money virtually received during one particular period are attributed to income, as well as all virtually spent during the same period amounts of money are considered expenses.

The order of accordance of certain tax privileges was changed. The amount of non taxable minimum and expenses for maintenance of children was increased for taxpayers, whose cumulative income doesn’t exceed RUR5000. Concerning taxpayers receiving income beyond the main place of work it is set, that diminution of their income by amounts of such deduction will be carry only upon presentation of tax declaration.

The order of transfer of amounts proceeded from income taxation at a source – at enterprises, agencies and organizations, which have filial agencies and other detached branches, was changed. Starting from payments of income tax on revenue received in 1998 head organizations are responsible for transfer of amounts of tax levied at filial agencies and other detached branches.

From 1998 persons, who received income from some few sources, are to present to fiscal organs tax declarations irrespectively to a total amount of their income.

S.Batkibekov, L. Anissimova

�Monetary Policy

�In March the consumer prices grew by 0.6%. That corresponds to 7.44% annualized. In the first half of April the pace of consumer price growth stabilized at the level of 0.1% a week (see fig.1). According to our estimates, in April the increment of consumer prices will be about 0.45 – 0.55% (5.54 – 6.80% annualized). In all, during the first four months the increment in consumer prices will be about 3.49 – 3.59%.

The financial crisis continuing since late 1997 has been affecting all the Russian financial markets. The massive non-residents’ sales in the government securities market for the repatriation of their profits increased a demand for dollars. The sharp exhaustion of the Russian Central Bank’s international reserves resulted in an intensification of expectations of rouble devaluation between November 1997 to January 1998 (see fig.2). Between late June 1997 to early April 1998 the RCB’s total reserves dropped from 24.55 billion dollars to 16.8 billion dollars, or by 31.6%. Such a sharp drop in the international reserves made the Bank of Russia allow to drop prices in the government securities market�. These investors who have not sold the government securities did not want to do this at a lower price. In contrast to that, one could note an impetus for investors who had already converted assets into dollars to buy roubles in order to buy GKO-OFZ with a high level of yield. Hence, the supply of roubles was cut down. The same situation was observed between late March to May 1998. However, as the reason for fluctuations on the government securities market was rather an internal turbulence, than an external one – the Government crisis in Russia. More data on the impact of this crisis on the situation on the financial markets is presented below. 



�Figure 1.

�

Figure 2.

�

Arkhipov S.A.

Financial Markets.

�The market for GKO-OFZ. In April 1998 the situation on the government securities market was mostly determined by political factors. By the middle of April the form of time structure of the yield curve change the steep positive slope into the plain type at the level of 24 – 28% annualized (see fig.1). The high level of political risks has also affected the primary market for government securities. The demand on the auctions did non exceed the supply as it usually happens. That made the Russian Ministry of Finance refuse to clear off the issues only by means of placement on auctions. Thus, the negative value of profit was compensated by the placements on the secondary market. At the same time the issuer bought short-term issues on the secondary market and placed long-term ones. The goals, at which these measures were aimed are as follows: to increase the term of duration of the Government debt; to cut a dependence on the commercial banks’ mood on the primary auctions.

�Figure 1.

�

�In April 1998 (between 1/04 to 23/04) the Russian Ministry of Finance held four primary auctions on government securities. At these auctions four issues of GKO № 21119 – 21122 and four tranches of OFZ with fixed coupon payments № 25021 and 25023 (two additional tranches on each one) were placed. The total volume of supply of new securities on the auctions on the part of the Ministry of Finance amounted to 50 billion roubles by face value, the placed volume – 32 billion roubles by face value (65% from the initially stated demand). The demand for securities (50 billion roubles by face value) did not exceed the supply. The gain of the Russian Ministry of Finance reached 24.5 billion rubles. That was at 1.5 billion rubles inferior to the volume of redemption. Thus, the issuer placed securities totaled 4.5 billion roubles by face value and bought by the sum of 1 billion roubles by face value on the secondary market. That corresponds to 3 and 1 billion roubles by the market prices respectively. Hence, the net profit of the Ministry of Finance was only 0.5 billion roubles. In March that index was 5.5 billion roubles.

In May one can envisage some decrease in interest rates on the GKO-OFZ market. That is resulted from a stabilization of the political situation, which should result in an increase of the demand for securities from the part of both the Russian and foreign investors.



Stock market. The Government crisis began from the dismissal of the Cabinet of ministers and resulted in a month of stagnation on the Russian stock market. On March 23 President made a statement, which contained the explanation of the reasons for the Government’s dismissal and confirmed the succession of the current economic course of Russia. As fig.2 shown, on Monday (March 23) there was some growth in stocks’ prices. Nevertheless, later on the bear estimations of the situation predominated on the market. The economic and politic reasons for the devaluation of stocks on the Russian market were as follows: first of all, many Western investors were on the alert due to the negative reaction of the State Duma the President’s nominee S. Kirienko. In general, the political parties in the standoff may be attributed to financial aspects of the envisaged early elections. Thus, for many investors a probability of dissolution of the State Duma and the future political balance in Russia were not clear. That reflects, that the risks of investing on this market are very high. That is why, many investment companies and commercial banks preferred to cut down their assets in a form of stocks. That resulted in the drop in stock prices and stock indices. Secondly, it was a growth in the yield on the market for government securities to 30% annualized caused by the same political reasons. Such a high level of yield on the securities guaranteed by the Government influenced shift in the portfolio investors’ preferences from stocks to GKO-OFZ. As an example of that change was a decrease in a business activity on the stock market between late March to April 1998 (see the dynamics of trading volumes on fig.2 and in tab.2). The drop in prices for GKO-OFZ to the level supported by the Central bank of Russia between the end of 1997 to the beginning of 1998, diminished the risks of even short-term losses on the government securities market. Thirdly, the vague situation with regard to the Board of Directors of RAO ‘UES Russia’, the freezing of program of ADR issue announced by the Bank of New York and the State Duma’s activity determined the maximum share of Western investors in the capital of RAO ‘UES Russia’ being 25% (According to the different estimations, up to today Western investors own 27 - 33% of common stocks in RAO ‘UES Russia’). It should be noted that those factors had a very negative impact both on the stock prices of RAO ‘UES Russia’ and on the Russian stock market as a whole. Fourthly, as it was noted during the prior month the drop in oil prices on World markets continues to affect the Russian stock market. A low demand for stocks for the Russian oil companies ‘LUKoil’, ‘Surgutneftegas’, ‘Tatneft’, etc. through high level of correlation with the Russian stock indices continues to have an impact on the investors’ mood on the stock market. Fifthly, new turbulence on the Asian and World financial markets (see tab. 1) did not allow the prices on the Russian stock market to renew their growth after the political crisis regardless the State Duma’s approval of the candidature of S. Kirienko as the Prime Minister on April 24, 1998.

�Table 1. 

Dynamics of the stock indices.

up to April 29, 1998�value�the change in value during the last week (%)�the change in value during the last month (%)��The Dow Jones Industrial Average (USA)�8951,52�-2,45%�-0,35%��Bovespa Index (Brazil)�11528�-1,50%�-0,91%��IPC Index (Mexico)�5028,65�-2,63%�2,04%��Nikkei-225 (Japan)�15641,26�-0,76%�-0,41%��DAX-30 (Germany)�5108,48�-4,70%�-2,78%��CAC-40 (France)�3733,93�-2,64%�-5,04%��Figure 2.

�



�As fig.2 shows, in March 1998 the Russian stock market index RTS-1 had demonstrated significant fluctuations. Nevertheless, during the month the increment of index RTS-1 was 5.15%. In April the political turmoil connected with the Russian Government and the negative financial situation resulted in the 4% decrease in the RTS-1 index. The changes in prices for the most liquid stocks of the Russian corporations in April 1998 are represented in fig. 3.

�Figure 3.

�

�Interbank credit market. Between March to April 1998 the interest rates on rouble loans on the interbank loan market have demonstrated quite high level of volatility. In March the interest rates on 'overnight' loans have dropped to 13% annualized and grew up to 40% annualized (see fig. 4). In April the average level of interest rates on rouble loans grew. On the eve of the third attempt of the State Duma to approve the candidature of the Prime minister the worth of loans exceeded 50% annualized.

�Figure 4.

�

�Between March to April 1998 the daily volumes of issued loans have basically remained stable at the level of 2 – 3 billion rubles (see fig. 5). One could consider the increase in volume of trading, which took place on March 23 (3.77 billion roubles) as an exception. That was speculatively caused by the dismissal of the Government. Between March to April 1998 the share of the 'overnight' loans practically did not change. It was equaled to about 80% of the total volume of issued loans.

�Figure 5.

�

�Foreign exchange market. Between late March to April two main factors had an impact on the situation on the exchange currency market. On the one hand, the dismissal of the Russian Government, which happened on March 23, 1998, and the following political instability have resulted in an increasing supply of the government securities from the part of non-residents in order to convert their assets into dollar form. This factor had an impact between the beginning to mid April. The conversion of assets into dollars was a result of the fact that the level of yield of GKO has already reached 30% annualized. Therefore, investors did not want to buy dollars through sales on the government securities market. On the other hand, the forthcoming ‘Rosneft’ auction with rouble settlement of the dial worth a total of about 2 billion dollars, has had a great positive influence on the market during April.

In March 1998 the official dollar exchange rate grew from 6.07 roubles/$ to 6.106 roubles/$, i. e. by 0.59%, or 7.35% annualized. In March on the Moscow Interbank Currency Exchange the exchange rate of dollar was growing quite evenly: it changed from 6.045 roubles/$ to 6.089 roubles/$, i.e. by 0.73% a month (9.09% annualized). Due to an increased dollar supply, during March the exchange rate of dollar on the MICEX was inferior to that on the official exchange rate.

In April 1998 the official dollar exchange rate increased from 6.106 roubles/$ to 6.133 roubles/$. That corresponds to 0.44% a month, or 5.44% annualized. As fig.6 shows, in the first half the month the pace of rouble devaluation was superior than it was in the late April (the reasons for this see above). In April on the MICEX dollar exchange rate changed from 6.089 roubles/$ to 6.1095 roubles/$, i.e. by 0.34% a month (4.12% annualized). The dynamics of the official and the MICEX dollar exchange rates between March to April 1998 are represented on fig. 6.

In April 1998 the moderate trend in the dynamics of the ‘Deutsche mark/rouble’ exchange rate observed during the two prior months has stopped. As a main reason for that was the appreciable change of ‘Deutsche mark/US dollar’ exchange rate on the International markets. It should be noted, that fluctuations of the dollar exchange rate to other major currencies practically does not influence the ‘dollar/rouble’ exchange rate in Russia (see fig.7). It is the current internal situation which is a factor mostly influencing the state of affairs on the ‘dollar/rouble’ market. Thus, a small volume of trading on the ‘DM/rouble’ market determines its dependence on the Deutsche mark official rate set by the Russian Central Bank which uses the ‘Deutsche mark/US dollar’ exchange rate on the World markets as a basis.



�Figure 6.

�

Figure 7.

�

�In March 1998 the official exchange rate of German mark practically did not change. It grew from 3.3407 roubles/DM to 3.3425 roubles/DM. That corresponds to 0.05% a month, or 0.65% annualized. On the MICEX the DM rate declined from 3.3449 roubles/DM to 3.325 roubles/DM (-0.59% a month, or -6.91% annualized).

In April the official 'Deutsche mark/rouble' exchange rate grew from 3.3425 roubles/DM to 3.4156 roubles/DM (2.19% a month, or 29.64% annualized). The increment in the DM’s growth on the MICEX was superior to the increment in official rate. In particular, the DM rate changed from 3.325 roubles/DM to 3.417 roubles/DM. That corresponds to 2.77% a month, or 38.75% annualized (see fig.8).

In March 1998 the volume of trading on the MICEX by the US dollar and the Deutsche mark totaled 8977.4 and 103.2 million denominated roubles respectively. In April the volume of trading on the MICEX grew significantly: it amounted to about 11579.6 million roubles by the US dollar and about 121.3 million rubles by the Deutsche mark.



�Figure 8.

�

Table 2. Indicators of Financial Markets.��Month�December�January�February�March�April*��inflation rate (a month)�1.0%�1.5%�0.9%�0.6%�0.45-0.55%��annualised inflation rate by the month’s tendency�12.68%�19.56%�11.35%�7.44%�5.54-6.80%��the RCB refinancing rate�28%�28%�36%�30%�30%��auction yield on GKO (end of the month)�33.55%�41.38%�32.25%�32.75%�34%��auction yield on OFZ (end of the month)�25.67%�31.44%�32.79%�40%�41%��auction yield on OGSZ (end of the month)�19.00%�19.00%�19.80%�19%�20%��annualised GKO yield to maturity:�������less than 1 month�30.98%�29.57%�29.83%�21.87%�27%��1-6 months�36.19%�33.02%�33.83%�24.40%�32%��more than 6 months�31.94%�34.18%�38.79%�27.31%�33%��average yield on all issues�33.82%�32.63%�35.01%�25.76%�32.4%��annualised yield to maturity on OFZ issues�36.29%�33.30%�39.25%�35.34%�35%��volume of trading in the secondary GKO-OFZ market a month (billion roubles)�52488�42733�65422�78724.8�57000��INSTAR rate (annual %) on loans by the end of the month (at the interbank loan market):�����overnight�36.13%�27.97%�39.32%�32.8%�25.6%��1 week�33.93%�28.00%�25.00%�25.0%�26.0%��2 weeks�36.00%�33.00%�33.00%�38.0%�32.0%��1 month�28.00%�36.15%�35.00%�30.0%�30.0%��volume of trading at the interbank loan market a month (billion roubles)�83258�31362�39564�46780.5�53000��official exchange rate of rouble per US dollar by the end of the month�5960�6.023�6.070�6.106�6.133��official exchange rate of rouble per DM by the end of the month�3361�3.3536�3.3407�3.3425�3.4156��average annualised exchange rate of rouble per US dollar growth�9.08%�13.45%�9.34%�7.35%�5.44%��average annualised exchange rate of rouble per DM growth�1.56%�-2.58%�2.36%�0.65%�29.64%��volume of trading in MICEX by USD and DM a month (billion roubles)�10234�9564.7�6969.0�9080.6�11580��volume of trading at the stock market in the RTS for the month (millions of USD)�1240�1269�1268�1838.7�1236.2��the value of the RTS-1 Index by the end of the month�396.86�284.35�309.56�325.50�312.37��growth in the RTS-1 Index (% a month)�20.81%�-28.35%�8.87%�5.15%�-4.03%��*/ estimation

Arkhipov S.A., Lougovoy O.V.

The market of municipal and subfederal bonds in March- April 1998

�In the first quarter 1998 the volume of issues of subfederal and municipal bonds made up Rb. 4,117.47 mn. and DM 500 mn. That is somewhat superior to the respective level of the prior year ( 4.73 trln. non- denominated Rb.), but it was lower compared to the IVth quarter of 1997 ( 8.64 trln. Rb.) Between March to April 1998 the issues of bonds of 11 Subjects of the Federation and 3 municipal institutions: Novosibirsk ( Rb. 140 mn.), Nizhnnevartovsk (Rb.40 mn.) and Vologda (Rb. 25 mn.) - were registered.

In April the March issue of Moscow eurobonds worth a total DM 500 mn. was placed, and at the same time a new eurobond issue totaled ITL 750 bn. was registered. As of late April, in addition to Moscow, in compliance with the respective presidential Decrees, yet 11 regions were granted a permission to issue eurobonds: Republic of Komi, Tatarstan, Krasnoyarsk Krai, Leningrad, Moscow, Orel, Samara, Sverdlovsk and Chelyabinsk Oblasts, and St. Petersburg and Nizhny Novgorod ( the latter two regions have already emitted their first issues nominated in foreign currency and registered last year.

�

Some Eurobond issues of the Subjects of the Russian Federation scheduled for 1998*

name�volume of issue�maturity term �General manager, consultant��Astrakhan Obl..�DM500 mn.�5 years�Commerzbank��Irkutsk Obl.�$100 mn�no data�ING Barings, Vserossiysky Bank Regionalnogo Razvitia��Republic of Komi�$100-150 mn�.5years�SBS Warburg, Nationalny Rezervny Bank ��Krasnoyarsk Krai�$ 100mn�5 years�CS First Boston��Moscow�$500mn.�no data�CS First Boston, ING Barings��Moscow Obl.�.up to $400mn.�3-5 years�SBC Warburg��Orel Obl�.$100 mn�from 3 years�Credit Agricole Indosuez,Rosiysky Credit, Derzhava��Perm Obl�$150-200 mn..�no data�Morgan Stanley, Menatep��Samara Obl.�up to $500 mn�5 years�Goldman Sachs, Incombank��Saratov Obl.�.$300mn�no data�ING Barings��Sverdlovsk Obl..�up to $150 млн.�3 years�WestMerchantBank, Incombank��Tatarstan�$200 500 mn..�3-5 years�ING Barings, Alfa- Bank��Chelyabinsk Obl..�$300 mn.�no data�Morgan Stanley, Avtobank��Yamalo- Nenetsky Okrug�$250 mn.�no data�Bankers Trust, Nationalny Rezervny bank.��* According to Reuters’ data

�Stock-exchange market of the Federal securities

Between March and April 1998 the bonds of Kursk, Lipetsk, and Novgorod Oblasts which were granted with a MICEX listing entered the stock- exchange market. Hence, by mid- April in addition to the “agrarian” and “energy” issues, bonds of 6 Subjects of the Federation are quoted at MICEX. The main competitor to MICEX in the respective market is St. Petersburg Currency Exchange which at present is a leader in terms of the index of turnover of subfederal bonds.

In the forthcoming future, the issuers of municipal bonds, primarily, capitals of the Federation’s Subjects are going to enter both MICEX and SPCE. Until now, there was only one municipal institution- Chelyabinsk the bonds of which were relatively actively quoted in the stock- exchange market ( at Yuzhno- Uralskaya Exchange). In the meantime it is intended to start quoting Novosibirsk bonds at SMVB and SFB.

The Moscow Exchange aspires to strengthen its position in the market of subfederal bonds: during the recent months, in addition to the Irkutsk Oblast’s and Moscow city’s bonds, there also are the Rostov Oblast’s bonds traded there.

According to the results of the first quarter, the turnover of subfederal and municipal bonds made up Rb. 4 bn. A reduction in trading with the largest issuers’ bonds- Moscow, St. Petersburg, Orenburg Oblast- was compensated with the bonds of Yakutia, Omsk and Leningrad Oblasts which have entered the market, growth in activity in the markets of Chelyabinsk, Sverdlovsk and Novosibirsk bonds. Therefore, the summary exchange turnover by subfederal and municipal bonds practically has not changed in March and, similar to the results reported in February, made up a. Rb. 1.5 bn.

�

Volume of issue of subfederal and municipal bonds quoted in the exchange market

Issuer�Volume of issue�Exchange turnover of secondary trading�Exchange���1997.� (Rb. mn.)�1 quarter. 1998г. (Rb. mn.)�February 1998�(Rb. mn.)�March 1998�(Rb. mn.)���St. Petersburg�1 250�1290�898,5�706,5�SPCE, “St. Petersburg” Exchange��Orenburg Obl.�2 000�----�323,6�275,3�SPVB, “St. Petersburg” Exchange��Moscow�4 600�----�102,8�83,4�MICEX, MSE, SPCE��Tatarstan2�800�560�42,8�n.d.�Volga- Kama Exchange���700�----�1,5�6,5�MICEX��Novosibirsk Obl.�.200�190�52,7�72,2�SMVB��Svredlovsk Obl.�300�----�14,1�19,6�Ekaterinburg Exchange��Leningrad Obl.�.500�----�12,6�71,1�SPCE��Irkutsk Obl.�855�----�0,6�0,7�MSE��Moscow Obl..�1 000�----�6,7.�10,3.�MICEX��Chelyabinsk Obl..�150�----�6,6�27,6�Southern- Ural Exchange��Chelyabinsk city�150�----�8,4�12,2�Southern- Ural Exchange��Sakha ( Yakutia) 3�1270�----�31,4�112,5�SPCE��Omsk Oblast.3�350�1000�7,8�80,0�SPCE, “St. Petersburg” Exchange��Kursk Oblast. 4�400�----�----�19,5�MICEX��Rostov Oblast.�290�----�----�0,3�MSE��Lipetsk Oblast.5�100�75�----�-----�MICEX��Novgorod Obl..5�----�30�----�-----�MICEX��_________________________________

1. “Agrarian” and “energy” bonds exclusive

2. The bonds of the Republic of Tatarstan of different issues are quoted separately at MICEX and Volga- Kama Exchange.

3. Single issues of bonds registered in 1997 are quoted only in the OTC market. The quotation of the issuers’’ bonds in the exchange market started in February 1998.

4. Quoted in the exchange market since March 1998

5. Quoted in the exchange market since April 1998

* According to the data of the RF Ministry of Finance and Prime- TASS Agency.

�Legislative regulation of the market.

On 20 March 1998 the State Duma, with more than two- thirds of the votes, has approved in the third reading the Bill “On specifics of issue of government and municipal bonds”.

In compliance with the Bill, the utmost volume of capital allocated for the purpose of financing the budget deficit for the current financial year will not exceed:

	- for the Subject of the Russian Federation- 15 per cent of the volume of the said Subject’s revenues, financial aid earmarked from the Federal budget exclusive;

	- for the municipal institution- 10 per cent of the volume of revenues of the local budget, financial aid from the Federal budget and the budget of the Subject of the Federation exclusive.

The ultimate volume of expenditures on servicing the debt of the Subject of the Russian Federation or the debts of the municipal institution during the current financial year may not exceed 15 per cent of the volume of spending of the budget of the respective level.

The restrictions imposed on the ultimate volume of borrowing  prevent the system of debt servicing from loosing its stability, and, in a view of investors, is a crucial factor of enhancement of the bonds’ reliability.

At the same time the current non- transparency of the financial system at the regional and municipal levels results in the fact that the local authorities perform borrowings not provided in the budget, and the expenditures on servicing such debts are easily camouflaged in other expenditure items.

On 1 April 1998 the Law “On specifics of issue of government and municipal bonds” was declined by the Federation Council and was submitted to the Conciliation Commission. Proceeding on from the results of the vote on the Law in the third reading ( 344 votes “pro”), the State Duma has a chance to overcome the Federation Council’s veto, and the destiny of the Bill will be in the hands of President.

The adoption of the Budget Code, which is designated to provide a transparency of the budgets of all the levels and regulation of the interbudgetary monetary flows, would increase the stability of the financial system of the Federation’s Subjects and municipal institutions. One, however, should take into account the fact that, in compliance with the Budget Code draft which passed the second reading in the State Duma on 15 April 1998, it is envisaged that any performance of external borrowings by the Federation’s Subjects and local municipal authorities will be forbidden completely.

Should such a prohibition remain in the final variant of the Code, it will have a certain impact in terms of lowering the estimate of the regions’ solvency, due to the remaining steady excess of the costs of servicing their internal debt relative to the interest rate by external borrowings.

A. Shadrin 

�Investment processes in the real sector

�For rather a long period of time a slowdown in the pace of investing to the real sector at the beginning of every year is characteristic of the Russian economy. The major factor which inhibits the financing of the government investment was a lack of the adopted Federal budget for 1998. In such a situation only current expenditures were financed, while, according to the report of the RF Ministry of Finance, in the Ist quarter 1998 the financing of government investment made up Rb. 224.8 bn., or 1.5% of the volume provided in the budget.

The untimely and incomplete financing of investments from the budget, lack of customers’ own capital and high interest rate have unquestionably intensified a trend to reduction in investment to capital assets. In the Ist quarter 1998 the investment in capital assets reduced by 7.1% compared to the respective period last year and made up Rb. 25.5 bn.

Considering the state and prospects of the development of investment activity, one should take into account an enormous volume of outstanding payments in the Russian economy. This problem is especially actual, since notwithstanding the real need in renewal of the production apparatus and activation of innovation activity, the investment programs are becoming mere declarations, and they are completely subordinated to the resolution of the current problems. In the majority of cases enterprises do not have an investment capital of their own, and the problem of attracting a necessary volume of loans is still complicated.

The situation in the investment sphere in the Ist quarter 1998 was also affected by a high level of outstanding liabilities in the capital construction financed from the Federal budget and postponed for this year. That characterizes a limited capacity and the fact that the initial conditions for implementing an active investment policy and the Federal Targeted Program for 1998 have not been prepared. The share of the outstanding debt in respect to government orders and Federal Programs in the overall volume of outstanding debit liabilities made up 9.4% and grew by 2.2 points compared to the beginning of 1998. In addition to that, the position of construction companies is complicated by a systematic growth in customers’ debts for the work complete and services provided.

In the conditions of the ongoing arrears crisis, any recovery in activities in the investment sphere is hardly expectable. As of early 1998, the outstanding liability in industry, construction, agriculture and transport made up 29.2% of GDP, while the debit liability made up 17.1 % of GDP; in other words, in general the enterprises are clear debtors, given that the amount of the net debt grows systematically. The arrears crisis has also manifested itself in an intensification of the trend to “aging” of the credit liability: the share of the outstanding liability exceeding 3 months grows, too.

Considering solely the direct mutual settlements between enterprises, the enterprises are net- creditors to their clients. The phenomenon accompanying such a situation is barterization of the economy and a broad use of payment substitutes, expansion of non- monetary forms of settlements and, accordingly, reduction in the budgetary revenues. In such a situation the influence of the mechanism of the monetary and credit regulation on the reproduction processes in the real sector has fallen sharply.



�Fig. 1

�

O. Izryadnova

Situation in industry

�According to the enterprises’ estimations, the intensity of the reduction ( balance) of solvent demand practically has not changed since the beginning of 1998. About 10% of enterprises constantly report the growth in demand. In April the majority of such responses were received from the construction industry ( 26%), while the minimum number of reports was given by the light industry (4%).

Since the beginning of this year the share of normal estimates of demand reduced from 12% to 7%. The drop was registered in all the industry branches, but the construction industry and wood- working industry. At the same time the worst indices reported by the non- ferrous metallurgy ( 28%) coincide with the best indices for the wood- working industry and are substantially superior to the best indices in the construction industry ( 9%).

Similar to the prior months, the growth in industrial output was registered by the surveys in April. As it was registered in late 1997, a. 50% of enterprises reported their volume of output being unchanged. The negative balances ( i.e. absolute production reduction) were reported only by wood- working and light industries. In other industry branches the responses concerning a growth in output exceed the reports of its decline notably. As a result, the estimates of volume of output improved, and the share of normal estimates reached 21%. That is the best value for the last 52 months.

� EMBED Word.Picture.6  ���The reduction in volume of stocks of finished goods in industry stopped. For the first time during the last 8 quarters the share of reports on a growth in stocks exceeded the share of reports concerning the fall of them. The share of responses concerning an unchanged volume of stocks grew up to 53%. The negative balances (i.e. reduction in volume of stocks) remained in the metallurgy and petrochemical industry and appeared in the construction industry. In other industry branches the respective balances became positive.

In April the estimates of the volume of stocks of finished goods deteriorated by 16 points and became positive- the enterprises with stocks surplus prevail in the industry once again. Last time such a situation was registered in December 1996. In the meantime negative balances (i.e. lack of stocks) were reported by the non- ferrous metallurgy, construction industry, light and food industries, while there are more reports concerning the surplus in stocks in other sectors.

The overwhelming majority of enterprises ( 80%) reported their prices being stable since May 1997. As to the others, since February 1998 the reports concerning a decrease in prices prevail- absolute price fall- are registered in the national industry for the third month running. In April the price rise ( positive balance) was noted only in the construction industry. The most intensive price drop was noted in the non- ferrous metallurgy ( -26%) and light industry ( -22%).

� EMBED Word.Picture.6  ���

The forecasts of a change in output are deteriorating for the second month running. However, the balance of forecasts remains positive- a growth in output is envisaged in the industry as a whole. The drop in optimism of forecasts was registered in all the industry branches, but the wood- working industry in which since March the respective balance grew from -26% to -12%. In addition to that the light industry also reported negative balances, while in other industry branches such balances are positive.

The forecasts of a change in pricing reduced to an absolute minimum once again. At the same time since the beginning of 1998 three- fourths of enterprises report their intention to keep their prices unchanged. An absolute price drop in the forthcoming moths may happen in the non- ferrous metallurgy ( -15%), light (-6%) and petrochemical (-3%) industry branches. As to other sectors, price rise is more probable there.

The forecasts of a change in demand improved by 7 points during last month and have become almost equal to the absolute maximum result ( January 1998). Only 10% of enterprises forecast a decrease in the demand for their products. The negative balances ( absolute reduction in the demand) were reported by the non- ferrous metallurgy (-4%), wood- working (-2%) and light (-13%) industry branches, while in other sectors hopes for a grows in demand prevail.

S. Tsoukhlo

�The government support to agricultural complex in 1998

�On 15 April 1998 the government adopted its regular seasonal Resolution on economic conditions of functioning of agricultural complex ( AC) in 1998. This is for the first time that such a resolution is adopted so late, by the day at which not only production programs in AC have been already adopted, credits- received ( or not received), but even sowing campaign started in those regions in which the delayed spring allowed that. Such a delay with the adoption of the Resolution may be explained with an objective reason- the delayed adoption of this country’s budget. The core issue, however, is not related only to this factor. The adopted government document does not contain anything new in principle with regard to the government agrarian policy. The system of measures, even the form of Resolution, repeat every year, thus only figures in the text and signatures below that are changed. That is why the term of an adoption of such resolutions does not play any role for a real functioning of AC.

The main concept of the Resolution is a breakdown by programs ( see Table) of the budget provided for AC through the allocations fromFederal budget. The Table below shows that the Federal programs are shifted to the sphere of support to crop- growing, since it is those subsidies which are envisaged to be increased to a higher extent. It is most likely that it is intended to make animal- husbandry programs subject to the regional authorities’ competence. The enormous ( over 12 times) rise in expenditures on compensation for costs for purchasing mineral fertilizers is especially notable. That is one of the most intensively lobbied issues, since there are the producers of mineral fertilizers, which today to a significant extent belong to different major financial groups which act behind the scene. Nonetheless, in the majority of cases enormous planned budgetary expenditures turn out to be not earmarked: thus the initial Budget draft for 1997 provided that Rb. 1,800 bn. would be spent for the said purposes, while in fact only 128.5 bn. were paid. The major defect of such a practice is that the significant planned sum of such a compensation, as a rule, results in a sharp price rise for mineral fertilizers already at the beginning of the year. One cannot exclude that the present Resolution would also generate such a price rise as it was already noted during the prior years.

The Federal government’s indisputable “favorite” among the animal- husbandry programs is the support to the wool production. Last year the sequestration rate of this issue was minimum compared to the cuts made in all the donations and subsidies allocated to AC. This year once again a substantial growth in expenditures is envisaged, given that there is not any growth in output of wool, nor the production in light industry- which operate on the domestic wool raw materials- grows. Hence, that is a classical social program, and, in addition to that, it regenerates the Soviet differentiated purchase prices: in the traditional sheep- breeding regions the donation rate for wool is set at a higher level ( for example in the Republic of Altay the wool worth 6 Rb/kg is donated with yet 15 Rb.). This program, however, is inefficient even as a social support- an accelerated reduction in sheep- breeding continues. Hence, instead of a cardinal resolution of the problem of the countryside population’s income in the traditional sheep- breeding regions- for example, investment in a readjustment of the domestic textile industry from imported cotton to the domestic wool and flax, creation of alternative sources of income in such regions,- for a few years running the government has been pursuing a completely inefficient program, thus making the problem chronic and latent.

�Table.1

Targeted donations and subsidies allocated from the budget to AC

�Paid in 1997�( preliminary data) Rb. bn.�Provided for 1998 with the Resolution of RF government of 15 April 1998, # 392, Rb.mn.�Change in %��Total�1174,96�2 933,6�249,77��including:�����Support to elite seed- growing�70,8�85,0�120,06��Compensation for a part of costs in the greenhouse enterprises�47,5�48,5�102,11��Donations for flax and hemp�32,8�83,7�255,18��Donations for Soya beans�38,9�35,0�89,97��Compensations for costs of purchase of mineral fertilizers and crop- protecting stuff �128,5�1 250,0�972,76��Compensation for a part of costs for insurance of crops�20,0�130,0�650,00��Resources for creating a reserve fund of seeds�0�85,1�-��Donations for the support of breeding�140,9�339,5�240,95��Donations for the support of sheep- breeding�168,0�291,0�173,21��Compensation for a part of costs of purchase of feeders by animal husbandry farms�500, 6�200,0�40,00��Other donations�26,96�385,8�1431,01��Source: Resolution of the RF government # 392 of 15 April 1998 “On economic conditions of functioning of AC RF in 1998”; data of the RF Ministry for Agriculture and Food Products.



�The Federal government’s focus on the programs in the sphere of crop- growing is also noted while analyzing another provision of the said Resolution. It is provided that this year the government will start performing intervention procurements. One could agree with such a policy, had that been proposed as a measure to equalize the prices for milk,  the seasonal spread of fluctuations of which in this country greatly affects both agriculture and food market. The government, however, intends to perform purchase interventions in the grain market- e.g. the most profitable good in the modern Russian agrarian sector. If it is not the government’s attempts to make money on grain, then it is a following to a classical absurd principle - to search for something in more illuminated places, since  it is much easier to intervene in the rather developed grain market than in any other sector of the agrarian market. At the same time one should be rather indifferent to the said provision of the Resolution, since the latter does not provide any real budgetary allocations for that purposes, and there are grounds to assume that it will remain a mere wish.

The other part of the Resolution, however, either repeats already existing normative documents ( as in the case with beneficial credits), or bears recommendations ( for example, recognition the expediency of entering into agreements “on developing integration links”.)

In April the government issued its Resolution on restructuring the legal entities’ indebtedness to the Federal budget. Judging a number of legal entities which have debts to the budget, it is most likely that the national agriculture breaks any record in this respect. In late 1997 the AC authorities addressed the government with suggestions on restructuring the agricultural enterprises’ debts, but the suggestions were not supported by the presidential Administration. As a result, this year the credit to agriculture takes increasingly exotic forms which, on the one hand, lead to administrating and, on the other hand, to further barterization of transactions in AC.

The government bodies running agriculture on a local level have a possibility to reactivate the distributional practice of issuing credits with all the respective consequences of that. It is very often that it may be attributed to the chosen policy of beneficial credits, since of 12 banks selected in the course of the tender on distribution of the Fund’s resources, it is only SBS- Agro which has a real regional network. As to the other banks, they have to operate through the corresponding network of local banks which in the majority of cases are controlled by the local government authorities.

The major part of the credit to agriculture is  supplied through processors’ and buyers’ intermediary activities, which leads to various forms of commodity credits, give- and -take and barter deals. Both the theory and accumulated Russian experience show that in the conditions of natural exchange transactions it is agriculture which looses, since agricultural producers do not possess a volume of market information in full and have less weight in transactions.

Hence, the Resolution on debt restructuring for AC has been late hopelessly this year. Secondly, it is of a general, averaged application, while in agriculture a debt restructuring may and must be connected with a structural reconstruction of the major producing unit, since only such a reconstruction may become a guarantee for the stop of the debt accumulation practice. In the current situation debt restructuring in agriculture, according to general provisions and procedure, may become a regular writing- off, similar to the notorious example of such an overall writing- off in 1994.

In summer last year the Federal Law “ On state regulation of AC” was adopted. The Law by itself is fairly descriptive and does not bear any legal contents. It might become one of those Laws which are not applied at all, had the RF Ministry for Agriculture and Food not started an activity on implementing certain provisions of that. Thus, the Ministry has already elaborated the Methodology of calculating and application of targeted prices for agricultural products and raw materials.

The major idea of the Methodology is to introduce some targeted prices calculated on the basis of a correlation between the prices of 1990 and currently used prices- to substantiate the level of subsidies on agricultural products.

The comeback to the parity price of 1990 means  a retreat to the Soviet- time price proportions. It is known that a policy of support to agriculture at the expense of subsidies granted to both the agrarian sector itself and population for food products had resulted in such proportions between the prices for production means and agricultural products which became to a greater extent more preferential for the agrarian sector compared to the situation worldwide. The policy of providing cheap resources to the agricultural sector was leading to waste of resources: thus, up to 40% of mineral fertilizers would turn to be losses; the annual output of tractors in this country almost completely ( and sometimes over 100% of the output- at the expense of reserves) were supplies to agricultural enterprises to substitute for the retirement of machinery. The transition to the regime of the real price proportions ( and calculations show that relative prices in the Russian agriculture are more or less comparable to international prices) has resulted in more shrewd use of resources: the fertilizers are applied at 100%, machinery is used only for the targeted operations and substantially more rational 

( nowadays, it is hard to run into any agricultural machine lost somewhere in mud, which used to be a regular situation in the Soviet time), the decline in the agrarian output is substantially less compared to the decline in application of main resources of agricultural production. All the above testifies to a rationalizing of use of resources. while the Ministry for Agriculture and Food suggests to go back to the situation of 1990.

The main argument of the Ministry in selecting 1990 as a base for calculating the parity prices is that 1990 was a period of the highest profitability rate in agriculture and the number of unprofitable enterprises was lowest at that time. However, the Ministry neglects the fact that in the conditions of prices set by the state, the profitability is purely a category of computation. If in 1990, with the system of double prices for agricultural machinery and double tariff for electric power, the proportions had been yet more preferential for agriculture and procurement prices were yet higher ( and they indeed had been increased prior to that period), the profitability rate could have reached not only 37%, but even, for example, 50%. In the conditions of the centralized planned economy the agricultural profitability was mostly determined by the budget’s potential and power of the agrarian lobbism.

The price parity concept is a trend concept. For the first time the price parity had been calculated in US in 1948, but in that country the respective correlations are calculated on the basis of a 120- month period prior to the year the calculation is made. The agricultural prices are so an unstable economic phenomenon that no one even gives a thought to  make estimated calculations on a base of relative calculations for one year.

If one wishes to calculate such parity prices, they should be calculated relative to 5- 10- year base. With such an approach all occasional price fluctuations ( and agricultural prices are especially sensitive in this respect) will be moderated.

An application of the Soviet- time proportion as a base for the Ministry’s Methodology may result in recognition of the fact that even such a high profitable crop in the modern conditions as grain requires subsidies. The calculations presented in the Methodology shows that only grain subsidies should make up between Rb. 182 and 195 bn. ( in prices 1998). Being aware of all the absurdity of their calculations, the authors of the document introduce some correction ratio K, which, in our view, contains the core sense of the introduced Methodology.

The ratio allows exogenous, i.e. beyond the basic formula, calculations as to which price for an agricultural product and to what extent must be increased to the parity price. For example, the decision is made that the milk price should be increased to the parity price using subsidies: in such a case K is understood as 1. Or, for example, it is assumed that subsidies on grain should be minimized, and the respective ratio is taken as a value close to zero.

There are not- and cannot be- any objective criteria for selecting K coefficients. It is obvious that the matter is subject to some authority’s decision, while that civil servant is under pressure on the part of lobbying  interest groups. Modern Russia has already accumulated a very large experience with regard to such mechanisms of “state regulation”, including also the AC, and in such situations all the participants win but the agricultural producers and population who consume the products. The last example of such kind was the introduction of an increased tariff for white sugar and keeping the tariffs for raw sugar on a low level.

Hence, elaborating such a Methodology, the Ministry for Agriculture and Food provides a “ distributional work” for itself for a long time. The major problem will be an annual discussion- no doubt, in some high Commissions and, unquestionably, attended by all the parties and researchers concerned, as to which product should be granted with which coefficient. It is very easy to predict the results.

Finally, it also undoubtedly clear that there will not be any actual increase in budgetary subsidies for AC- both this year and forthwith. It could seem that the said Methodology is merely a regular harmless exercise in the sphere of price parity and need in subsidizing AC. It is not so at all. The recent experience shows that the subsidies allocated from the budget and non- earmarked de facto have resulted in a growth in offsets, barter deals, interference in the economic processes on the part of regional authorities. It is also obvious that in such conditions agricultural producers ( and very often the consumers- the population) suffer at most. In other words, the allocated and non- earmarked subsidies lead to deterioration of the agrarian sector’s position, and not only because of deceived expectations.

E. Serova

�Foreign trade

�In early 1998 the dynamics of the Russian export deteriorated sharply. According to the preliminary data, in the Ist quarter 1998 the volume of the Russian exports reduced by 14.4% compared to the respective period last year and made USD 17.9 bn.

The ongoing trend to the reduction in the volume of export mostly may be attributed to the unprecedented drop in the international prices for fuel and energy resources ( by oil- 38%, diesel- 33%, black oil- 44%, gas- 9%) and reduction in supplies of energy resources to Far Abroad states. Between January- March 1998 the physical volume of supplies of natural gas dropped by 8%, petroleum derivatives- by 27%.

According to some preliminary data, in the Ist quarter 1998 the Russian import grew by 7.7% when compared to the respective period of 1997 and made up USD 16.5 bn.

The growth in the Russian imports is still provided at the expense of a steady increase in importation of machinery and equipment from Far Abroad states. In the Ist quarter 1998 the share of the said goods in the overall volume of import from Far Abroad countries made up 37% against 35% registered between January- March 1997. That may testify to a gradual growth in the demand for investment goods in this country

�Chart 1

�



� In March 1998 the work on improving the accession of the Russian goods to foreign markets and regulating the anti- dumping procedures was under way. Thus, as a result of timely and coordinated steps the government has managed to prevent an opening of anti- dumping procedures on zinc ( Republic of Korea) and spring safety collars ( US), and regulate, under the terms favorable for the Russian party, procedures on steel, magnesium, ferrovanadium and vanadium nitrite (US), steel and transformer steel goods in EU, wide- range double- T beams ( Republic of Korea), reinforcing steel ( Egypt). Resulting form the efforts on the part of the Russian Trade Office in Thailand in the course of anti- dumping investigation launched in respect to supplies of the Russian metal products, the Thai party made a decision to regard Russia as a market economy country ( in this case the constraints may be imposed only the respective producers’ goods and not on the country on the whole).

Since 1 May EU and Russia cancel all the quantitative restrictions on mutual export/import of textile products. At the same time Russian cancels its restrictions imposed on the import of carpet goods from the EU ( which were introduced in 1998 because of a growth in supplies of dumping carpet products to this country). Such measures will allow the domestic textile industry to use its export potential to a greater extent.

Trade with the CIS states. In spring 1998 the problems related to payments for the Russian gas supplies by Ukraine and Belarus have sharpened once again. As a result of the recently held negotiations, Belarus promises to begin paying for the gas supplies at a full rate since 1 May. The Belarus’ debt to Gasprom is accounted for USD 450 mn. Belarus is ready to pay off the debt in hard currency, should Russia also pay in hard currency for the Belorussian supplies. The scheme of payments is still the same: only one- fourth of the debt will be paid with money, while the rest will be reimbursed with consumer goods and material resources.

As to Ukraine, that country’s overall debt to Gasprom totaled USD 1.2 bn. The conclusion of a new agreement between Ukraine and Russia is aimed at paying off the debt through a decrease in tariffs for the transit of the Russian gas.

According to the data of the national customs statistics, between January- February 1998 the goods turnover between Russia and the CIS states made up USD 2.9 bn and grew by 7% compared to last year. At the same time the volume of export supplies made up USD 1.6 bn., while the volume of imports made up USD 1.3 bn. Perhaps, upon a partial resolution of the problem of payments for energy resources the volume of the Russian imports would slightly grow. However, such a growth will be rather in natural equivalent, than in the value form, since barter transactions still prevail in the Russia- CIS trade relations.

N. Volovik, N.Leonova

�Banks of the omsk oblast

�By late 1997 there were 13 banks operating in the territory of the Omsk Oblast. The assets of the banks made up a. 8% of the overall assets of the banks located in the West- Siberian economic region. There is a clear leader in the Oblast’s bank community- Omsk-PSB,- the assets of which made up Rb. 750 bn. as of mid-1997. That allowed Omsk-PSB to hold the fourth place among more than 120 banks of the West- Siberian economic region. The International Trade Bank ( IT-Bank) which held the second position in the Oblast, was 5 times inferior to the leader, while Omsk- Bank ( the third place) -9 times. Nevertheless, by the volume of their assets both IT- Bank and Omsk- Bank ( Rb. 146 and 81 bn, respectively) may be classified as medium- scale regional banks.

In mid- 1997 the level of assets concentration of the three leading banks was close to 80%, and, according to our estimates, by this index the Omsk Oblast held the 36th place among the Russian regions. Omsk-PSB dominates not only by the volume of its assets, but also in all major geographical markets of banking services in the Oblast: 60% of loans issued to the non- financial sector, 88% of physical persons’ deposits attracted by the Oblast’s banks, 55% of the market of banking services provided to legal entities fall on the bank. The capital of Omsk-PSB calculated in compliance with the Instruction # 1, made up over ECU 39 mn., and it is the only bank in the Oblast which exceeded the landmark of ECU 5 mn. Yet 8 Oblast’s banks’ capital was between ECU 0.9- 3.7 mn., while the capital of 3 of 13 banks of the Oblast as per Instruction #1 had a negative value. The subsidiary network of Omsk- PSB is the most developed network compared to other banks, although with the respective offices located in Omsk city exclusive, it narrows notably: there are only 6 affiliates of Omsk-PSB in the Oblast. However, all other banks are not in favor of expanding the geography of their operations through establishing a subsidiary network. According to the data as of the end of the IIIrd quarter 1997, interests of the banks from other regions are represented by 41 affiliates operating in the Omsk Oblast, and the Oblast’s index of “banking closeness” made up 0.32: the correlation between the operating local bank and affiliates of the banks whose HQs are registered in other regions was 1:3.

The reason for a relatively weak territorial expansion of the Oblast’s banks, perhaps, may be attributed to their history: “new” banks prevail in the Oblast: of 13 operating banks only 4 were established on the basis of the former government banks and had a opportunity to use their affiliate network. The destiny of “old” banks was different: Omsk- PSB is a leader, while the progress of Omsk- Bank established on the basis of the former Zhilsotsbank is rather moderate. Having a high profitability rate, the latter bank has failed to resolve the problem of an adequate growth in its assets, and by early 1997, according to our estimation, it was two times inferior to an average regional bank created on the basis of a former Soviet- time government bank ( Rb. 59 bn. against 128 bn.). Yet two banks created on the basis of the structures of the former Agropormbank of the USSR have found themselves in a complicated position.

Some local banks’ prosperity is related to the state structures. SibEs Bank is focused on the work with the territorial budget resources, and about 40% of the bank’s liabilities are formed at the expense of the balances of accounts of budgets, extrabudgetary funds and enterprises financed from the budget. More than a half that amount falls on the local budget’s resources. The share of the Pension Fund’s resources in the Omsk Social Bank’s liabilities was close to four- fifths, and the decision on assigning the Pension Fund’s accounts to the Central Bank has affected the local bank’s financial state. Furthermore, the bank could not even arrange for a timely assignation of the said resources. Those two banks- which had not been the largest banking institutions in the Oblast- managed in total over 90% of all the budgetary and extrabudgetary funds’ resources placed in the Oblast banks.

During a number of years Omsk-PSB was demonstrating a very high profitability rate ( about 29% on assets in 1994 and 1995, 9% in 1996) which, in addition to a large ( according to the Russian standards) absolute volume of its assets provided the bank with a certain safety reserve for the post- inflation period dangerous for the national banking system. The bank, at least, closed the first half 1997 with the highest rate of profit on assets compared to all the regional leaders we cover in the present analysis. It is notable that the bank managed to do that regardless of the fact that the rate of the bank’s assets immobilization is significant. The main part of the immobilized assets falls on buildings, while the share of outstanding credits in the overall amount of immobilization is relatively low. A high share of fixed assets of Omsk-PSB has determined by an increased ( compared to the respective average index by the West- Siberian region and regional banks in general) share of capital assets and various materials in the structure of assets not gaining interest ( see Fig. 4), although it should be noted that a high immobilization rate is characteristic of not only Omsk-PSB. As of mid- 1997, the respective average index by regional banks made up 25%.
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Dynamics of the number of the banks in the� Omsk Oblast
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1. Banks continued to operate as of early 1998
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Fig. 2

The level of concentration of the assets of the Region’s banks (the share of the bank in the amount of assets of the Oblast’s banks)
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Structure of liabilities
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Structure of assets not gaining interest
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Fig. 5

Structure of assets gaining interest
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Notes to Fig.2-5:

 Calculated as of 30.06.97 by the banks operated as of 5.12.97

( Sberbank of RF and Agroprombank exclusive)

The correlations are calculated as average weighted values.

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

�Banks of the Ryazan oblast

�The share of eight banks of the Ryazan Oblast which continued to operate by late 1997 ( see Fig.1) in the overall amount of assets of the banks located in the Central economic region is accounted for 16%. The largest bank in the Oblast- PRIO- Vneshtorgbank (PRIO-VTB) was holding the second position and Mezhdynarodny Kommerchesky Bank named after Sergy Zhivago- the fifth place by the respective index among the banks operating in the Central region. PRIO-VTB is a leader by the amount of its capital (ECU 18.7mn.�), while MKB with its capital amounted to ECU 5 mln. held the fifth position. Other Ryazan Oblast’s banks were notably inferior to the said two banks in terms of their size: their share is accounted for less than 15% of the overall amount of the Oblast banks ( see Fig.2), and none  of them so far has a capital exceeding the ECU 1 mln. margin. The problems of the third- by amount of assets- bank in the Oblast- Medcombank are most likely to be permanent- attempts to get the Bank recovered were made since 1995, but those measures were not sufficient.

PRIO-VTB is also a leader in the main markets of banking services. Its share in credits issued by the Oblast banks to the non- financial sector is accounted for 64%, over two- thirds of the Oblast’s population’s deposits attracted by local banks and capital at settlement and current accounts of legal entities� fall on PRIO-VTB. MKB holds the second position in the said markets with its share accounted for 16.6% o f the population’s deposits attracted and up to 27% of credits issued to the non- financial sector. MKB was established as a municipal bank, and nowadays it is the largest holder of budgetary resources among the local banks and actively issues its own obligations. It should be noted that seven of eight banks in the Oblast practice issues of their own promissory notes and other obligations, given that at the same time for three of those banks this instrument of attracting resources makes up one-third and more in the overall amount of liabilities, which has determined a higher share of market obligations in the aggregated balance of the banks in the Oblast ( see Fig.3). Operations of the Ryazan Oblast’s banks to a very insignificant extent are related to servicing the budgetary resources.

In addition to the local banks, 25 offices of Sberbank and 14 those of Agroprombank, there also are subsidiaries of five banks located in Moscow and the Moscow Oblast, thus the index of “banking closeness” in the Oblast is close to 0.4, Sberbank’s affiliates exclusive, or with the account of those affiliates the index drops to 0.17. The “Sberbank factor” plays a notable part in the territory of the Oblast due to the specifics of the structure of resources used by the local banks. Among the Oblast’s banks it is PRIO-VTB who has the most developed affiliate network: the absolute majority of affiliates established by the Oblast’s banks is owned by PRIO- VTB. At the same time, beyond Ryazan city the local banks cannot compete with the leader, since all of them have their head offices in Ryazan city and no affiliates in the Oblast , while PRIO-VTB’s network comprises eight affiliates.

Holding a steady leading place among the local banks, PRIO-VTB nonetheless is loosing the competition to banks from other regions. During 1997 the Bank’s assets reduced notably. The volume of credits in hard currency dropped almost 4 times for the three quarters 1997, and such a fall may not be merely attributed to the process of dedollarization of banking operations. In parallel to that, although to a less extent, the volume of loans issued in Rubles reduced, too. As a result, the overall amount of outstanding loans to the non- financial sector dropped 1.5 times over the three quarters 1997, and their share in the assets shrunk from 48% to 34%. To a certain extent, the reduction in the Bank’s credit portfolio became a result of changes in the policy pursued by the Bank which was aimed at  enhancement of its credit portfolio’s quality. In its policy of placement of assets in 1997, in order to reduce credit risks, the bank preferred promissory notes: the share of those in the bank’s assets grew from 2% up to 16%. However, the activation of transactions with promissory notes has not fully compensated for the reduction in the volume of issued credits, and the amount of assets gaining interest dropped by Rb. 30 bn. for the respective period. The efficiency of the Bank’s operations was affected by a high share of non- financial assets. Thus, 14% of the assets fall on capital assets, while the total volume of immobilization, including the value of premises and facilities, overdue credits and non- recovered sums, is accounted for 20%, thus exceeding the respective index of an average regional bank as of the end of the third quarter 1997 ( 18%). Such a situation so far does not bear a direct peril to the Bank’s financial position: the balance capital� of PRIO-VTB is close to 40% of the amount of its assets, however, it unquestionably affects the Bank’s profitability: for the three quarters the profit in per cent to assets made up 0.9%, and 1%- by the results of 1997.

The reduction in the regional leader’s assets could not help affecting the general balance of forces between the Ryazan banks and outsiders’ affiliates. Thus, given that in early 1997 63% of the balances of clients’ accounts fell on the local banks, by the end of the third quarter the respective index made up only 49%. Nonetheless, this segment in general holds an disproportionately small share of the resources attracted by the credit institutions operating in the Oblast’s territory compared to the average all- Russia level. In the Oblast, the amount of the population’s deposits exceeds 4 times the amount of balances of the clients’ current accounts, while in Russia on average the population’s deposits make up 80% of the amount of balances of the clients’ settlement and current accounts ( Vnesheconombank exclusive). At the same time the scope of attraction of the population’s capital is not as outstanding compared to the all- Russia level: as of 01 October 1997, given that the share of the Oblast’s population relative to all- Russia population was 0.9% , the share of the Oblast in the overall amount of the population’s capital attracted by all the Russian banks is accounted for less than 0.7%�
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Dynamics of the number of the banks in the Ryazan Oblast
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1. Banks continued to operate as of early 1998

2. The overall number of operating banks as of the respective period

Fig. 2

The level of concentration of the assets of the Region’s banks (the share of the bank in the amount of assets of the Oblast’s banks)
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Structure of liabilities
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Structure of assets not gaining interest
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Fig. 5

Structure of assets gaining interest
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Notes to Fig.3-5:

 Calculated as of 30.09.97 by the banks operated as of 1.01.98

( Sberbank of RF and Agroprombank exclusive)

The correlations are calculated as average weighted values.

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

�

� It is necessary to note that the US Government in 1987 had made another decision. To avoid the situation of the crisis of 1929 resulted in Great Depression, it was decided to depreciate the Dollar exchange rate.

� As per Instruction #1, calculated in ECU equivalent using the official exchange rate as of the end of the third quarter 1997

� The actual share of the Bank in the geographical market may be somewhat lower, since a aprt of its activity falls on the Moscow  subsidiary. 

� The difference beween the amount of assets and liabilities

� Calculated on the basis of : Bulleten bankovskoi Statistiki # 11, 1997, bankirsky Dom, #11, 1997, AiF- Intefax, # 7, 1998
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