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The Political Outlook





In the run-up to the elections, the economic problems are more and more drifting to the background, at least, in the official political life. At the same time, it is worth noting that there is an economic stalemate both in legislature, and in declarations made by the competitors for the presidency.





The legislative activity for the last two months is limited mostly by presidential decrees and government regulations. A trend of shifting of an emphasis from macroeconomic regulation to a targeted support to certain branches, or even enterprises, is observed in those decrees. This trend has two interconnected reasons. On the one hand, the pre-election direction of such documents is obvious, while, on the other hand, in practice their approval does not lead to a deterioration of the general macroeconomic situation, retreat from the parameters of economic policy conformed with the International Monetary Fund. Moreover, such a shift of the emphasis rather might have been forecasted yet beyond the context of the presidential elections.  It is due to the dynamics of the basic macroeconomic parameters for the last months which show that standard stabilization goals are being resolved. (Monthly inflation, indeed, has been decreasing for 15 months running already, and, despite of that, production volumes, after a slight decrease in October-March, have regained positive trend in April).





The situation in the sphere of legislature develops in another direction. The communist majority in the State Duma are clearly concentrated on pre-election activities and tries to use the parliamentary tribune to the maximum  for political purposes. The work on economic documents has practically stopped. The only thing implemented by Duma was hearing on the Government's accounts on the country's development and execution of the budget in the first quarter of 1996. However, the discussion on those issues was purely political.





In this connection, the following two aspects compel attention:





First of all, judging by a range of signs, a decision was taken by the communist fraction not to adopt any economic documents before the elections. They correctly think that the probability of such bills’ passing through the Council of Federation, and moreover, their approval by the President,  has nearly zero chances. This is particularly clear with the Land Code as a sample. The Code was adopted in April, during the second hearing: prohibiting private property on land and, therefore, being anti-constitutional, it practically does not have any chances to be signed by Yeltsyn; because of that, the final voting on the bill was postponed until autumn 1996.





Secondly, at the time the communist party's experts are busy, working on entirely new bills which might be approved, should Zyuganov win the June poll. The documents are aimed at an implementation of crucial changes in the existing social-economic order and include  nationalization of a significant part of the privatized property, re-establishment of the total state control over the economy, strict state authority over credit sector (" banks must  issue credits under low rates of interest"), inflationary "pump-ups"  into the economy.





At the same time,  the majority of the candidates for the presidency (with the exclusion  of Yavlinsky) has not published their economic programs yet. It is understandable from the part of Yeltsyn, since his program is anyhow reflected in current administration's activities. However, the absence of the leftist bloc's program only provokes an increase of rumors about their future economic policy.





In current circumstances, the financial market finds itself under a very tight pressure. In the run-up to the elections, a sharp decrease in tax collection has occurred, along with a simultaneous unacceptability for the existing Government to take a path of economizing at the expense of social programs. The increase of borrowings on domestic markets is sharply complicated by an uncertainty of the future of state bonds in the post- poll period, too. Declarations of the candidates for the presidency (and, first of all, those of Zyuganov) concerning a succession of the state commitments would allow to somewhat stabilize a situation on the financial market, but that stabilization would  unlikely to be in favor of the opposition's election campaign.





The decision of the transition to the "crawling band" unofficially declared by both the Central bank and the Government, has become a significant matter of the economic policy for the last weeks.  Even without any developed  comments on the essence of the decision, it should be noted that it shows an attempt to search for a support from the part of the joint political forces of exporters suffering from a rapid growth of the real ruble rate. At the same time, it is those enterprises  that are the most serious social support to the course towards market democracy.





In late April-early May, entrepreneur circles originated a range of important and unexpected political initiatives. First, the letter of 13 famous bankers and industrialists was published. The letter called  the main candidates to the presidency to come to an agreement on the existence of some basic principles of Russia's further economic life and to find grounds for a  compromise. Supported by a range of politicians of a nationalist hue, the letter was not accepted by democratic circles. The head of the pro- Government "Nash Dom Rossia" group in the State Duma even compared the "Appeal of the 13" with the deal between German industrialists and Hitler which had led the latter to power in 1933. Such an estimation, however, is unlikely to be true.  On the other hand, the effectiveness of such steps is minimal, whereas there is no chance to  guarantee that a politician  who would win the Presidency would keep  up to previously concluded agreements.





The initiative of the heads of Inkombank (Vinogradov), Russian Financial Corporation (Nechayev), entrepreneur and Deputy Speaker of the State Duma Yuryev and the Governor of Sverdlovskaya oblast Rossel to create  a new political, party-type organization and hold the Russian Economic Forum in Ekaterinburg on 17-18 May, became a certain alternative to the above appeal. Nevertheless, a range of the authors of "The appeal of the 13" took part in the Forum, too.


V. Mau





Monetary Policy





In April-May 1996 the inflation rate was falling. Consumer price index made up 2.2 percent in April which corresponds to annualized 29.8 percent. According to the preliminary estimate, May inflation will come to 1.6-1.8 percent, i.e. annualized 21-24 percent.





A Joint Statement by the Government and the Central Bank of Russia “On the Policy of the Ruble Exchange Rate” dated May 16, 1996, set the course for the monetary policy for 1996. Beginning with May 17 a new procedure for determining the official ruble exchange rate in relation to hard currencies was introduced. From July 1, “an inclined currency corridor” (or “crawling corridor”) is being introduced where the ruble will fluctuate in predetermined daily ranges against the dollar, moving from 5,000 to 5,600 per dollar on July 1 to 5,500 to 6,100 per dollar on December 31, 1996. The nominal rate of the ruble depreciation in the second half-year is set in the monthly range of 1.28-3.0 percent (on condition that July 1 rate will amount to 5,095 rubles to a dollar).





Taking into account the boundaries of the ruble fluctuation for the second half-year fixed by a Joint Statement of the Government and the Central Bank dated 16 May, we have drawn up two scenarios of the dynamics for the consumer price index. Common for the first and second scenario is a premise that the growth rate of net domestic assets and net foreign reserves of the monetary authorities are maintained in the range fixed by the monetary program designed by the Government and the Central Bank of Russia. In case money multiplier is maintained at the level of the first quarter (2.15) aggregate growth of money supply for 1996 will amount to 39.8 percent or 295 trillion rubles by the end of the year. Dollar rate as of July 1 is being calculated taking into account the trend inherent for two last months, i.e. with monthly increases by 1.62 percent. In the first scenario we analyze the minimal dollar rate growth in the boundaries of the “crawling corridor”--1.28 percent per month. In this scenario annualized inflation will come to 40 percent, of which 17 percent in the second half-year. This will mean growth of the real ruble rate by about 8 percent in 1996. Second scenario envisages gradual increase of dollar rate to the level of 6,100 rubles to a dollar by December 31, 1996, which means growth of the real ruble rate by 3 percent. We suppose, that the RCB in spite of the pressure on the lower limit of the “crawling corridor”, will manage to maintain the growth of monetary base in the fixed range. Implementation of this scenario will result in an annualized inflation of 45.1 percent (second half-year--21.1 percent). This forecast is based on a regressive model which takes into account inflationary inertia, changes in the money stock M2 for the preceding half-year, dynamics of the exchange rate for the preceding five months and shifts in money demand. Real ruble rate in this case will increase only by 1.1 percent. Nevertheless, one should keep in mind small probability in reaching the upper boundary of the corridor without breaking limits set on the growth of the monetary base. In its turn, considerable growth of money supply will result in an inflation spiral and consequently the growth of the real ruble rate can be much higher than the one given by us.





On 16 May 1996 a new mechanism of setting the official ruble rate to a dollar was introduced. From now on the RCB will announce daily bid and offer ruble rates for its operations in the currency exchange and off-exchange markets. The official ruble rate is calculated as the mid-rate of the bid and offer rates. The ruble rate to other hard currencies is being set according to the results of currency sales on the world currency exchanges. The official ruble rate is announced for the following day.





Presidential Decree “On the Measures to Ensure the Transition to the Ruble Convertibility” dated May 16, 1996, envisions Russia’s joining the IMF’s Article Eight on the convertibility of domestic currency on current accounts. In practice, this will signify the liberalization of the use of ruble accounts by nonresidents.





Possible consequences resulting from the introduction of a new mechanism of the ruble rate regulation allows to select three main aspects. First, introduction of the “crawling corridor” will somewhat weaken the anti-inflationary role now played by the RCB. Second, expected speeding up of the nominal depreciation of the ruble will slower down the growth of the real ruble rate. This will increase revenues of the export-oriented enterprises and import substitute branches of industry. In short-term, the real sector of the economy will have the opportunity to reduce the amount of debt in back wages and to reduce the volume of non-payments on transactions between enterprises. Third, availability of proper conditions for the ruble to be fully convertible on all current accounts can considerably simplify the procedure for foreign economic activity.





In case of a victory of democratic forces, one should expect a sharp increase in flow of foreign capital. Ruble convertibility on current accounts permit to widen financial flows into state short-term bills and other ruble assets. Moreover, further increase in trade surplus is highly possible which can result from an increase in average import tariff rate and from a reduction of export duties. In a situation of floating ruble rate, the nominal dollar rate should have eased according to the overshooting effect. Maintaining the lower boundary of the “crawling corridor” by the RCB will lead to an additional ruble emission. This will repeat the situation of the first half of 1995, when there was an ease in the restrictions on the growth of the monetary base. We suppose, that maintaining the lower level of the “crawling corridor” is not an unavoidable measure from the point of view of preserving confidence in the anti-inflation policy. However, the RCB most likely will be forced to maintain the dollar due to lobbing from export-oriented producers and IMF.





Maintaining the boundaries of the “crawling corridor” unchanged when the lower limit is under pressure makes the rate pattern well predictable and widens possibilities for arbitrage operations on the currency market. In conditions of relative capital mobility a decrease in currency risks, on the one hand, means sharp increase in investment volumes in ruble assets. On the other hand, in these conditions the dynamics of the exchange rate must adjust to the ratio of ruble interest rate and dollar assets interest rate. That is why it is highly probable that in the second half of 1996 the dynamics of main parameters on financial markets will be determined by interest rate parity. In other words, increase in the dollar rate will be equal to the ratio on interest rates (including premium on risk).





Figure 1
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Thus, if the RCB maintains the boundaries of the ruble rate in the second half year the yields on GKOs-OFZs are most likely to steer lower to the level which is a little bit higher than the LIBOR rate and the expected growth rate of the dollar. If these yields are maintained at the level of average January-May indices (1.5-1.7 percent a month) throughout the second half year then yields on GKOs are most likely to decline to annualized 35-40 percent. It is important to take into account that the state securities yields rates will be influenced by the peculiarities of the regime controlled by the Finance ministry  according to which nonresidents will be allowed to the T-bills market and the scale of increase in the outstanding public debt.





In this connection, if domestic and foreign investors go to the corporate shares market. it can tell on the situation. An increase in speculative demand on shares market will slower the reduction in the ruble interest rates and simultaneously will increase pressure on the lower boundary of the corridor. However, this destabilizing factor can be eliminated by restrictive measures which open the market for nonresidents, underdevelopment of the shares market and other institutional barriers.





In the second half of April GKO-OFZ market was characterized by yields growth on all the issues. An acute shortage of funds needed to finance the budget has forced the Finance Ministry to place 26 trillion rubles worth of T-bills in April. Such an active policy of domestic borrowing resulted in a sharp yields growth at primary auctions which went up to 244.72%-271.21% by the end of April (on six-months and three-months T-bills respectively). The weighted-average yield on secondary markets on all issues floated between 123-146 percent. The volume of transactions fell in comparison with March by 10 percent and made up 35.5 trillion rubles. 





The first half of May showed trend towards a reduction in yields on three-months securities. For example, on 15 May average auction rate was fixed at 168 percent which was about 100 percent less than at the previous auction which took place on 8 May. A reduction in the volume of bonds placement represents the main factor which explains a decrease in T-bills yields in May. That fact is explained by a reduced sum paid out in redeeming old bills. If in April the Finance Ministry had to pay out 26.5 trillion rubles worth in redeeming old T-bills, then in May the sum paid out in redeeming old T-bills went down by half to 13 trillion rubles. 





Current trend, described in the previous report, showed a difference in yields of bonds maturing before the presidential elections and those maturing after the elections. In May that difference has become more obvious. Weighted-average yields of bonds maturing before 16 June make up 51.5 percent as of May 20. Weighted-average yields on T-bills maturing between the first and the second rounds of presidential elections come to 58.5 percent annual. However, yields on T-bills maturing after 10 July make up 142.4 percent annual.





The dollar rate increased by 1.73 percent on MICEX in April (from 4,856 rubles up to 4,940 rubles to a dollar) which makes up 22.9 percent annual. According to our estimates the dollar rate will stand at 5,014 rubles by the end of May.  Gross turnover in April went up by 41 percent in comparison with March and reached 3,230 bln rubles. First weeks in May reflect a growing interest to this sector of the financial market (expected turnover in May will make up no less than 3,300 bln rubles). Currency market has reacted to the introduction of a new regime for fixing the official dollar rate with an increase in gross turnovers which have grown up to 35-42 mln dollars in comparison with 15-25 mln dollars in previous days. Probably, in the period up to July 1, 1996, depreciation of the ruble rate will stay at the level of 1.5-1.7 percent a month. Currency futures market has not yet reacted to the introduction of the “crawling corridor”. Quotations for the end of the year as before remain in the band of 5,600-5,750 rubles to the dollar.





In April-May current trend continued on the interbank market according to which the value of dealings increased and the rates for all terms of the credits fell (see Table 1). In April there were credits granted to the tune of 10,340 bln rubles worth which is by 10 percent more than in March (9,168 bln rubles). Expected reduction in May monthly turnover is due to many holidays and fewer working days. One day weighted-average rate of actual deals on Interbank market in May stood at 15-30 percent, INSTAR rate on seven-days credits--25-40 percent, credits for the term of 14-21 days--32-46 percent annual.





Table 1�
April�
May*�
�
Monthly inflation�
2,2%�
1,6-1,8%�
�
the RCB refinancing rate�
120%�
120%�
�
the overall value of outstanding GKO-OFZ (trln rubles)�
120,521�
139�
�
US dollar rate by the end of the month on MICEX (rubles)�
4940�
5014�
�
DM rate by the end of the month on MICEX (rubles)�
3260�
3270�
�
Average growth rate of US dollar for a month according to trend (annual %)�
22,9%�
19,7%�
�
Average growth rate of DM for a month according to trend (annual %)�
-5,4%�
3,7%�
�
Average estimated yield on futures currency sales (annual %) with the supply date:�
�
�
�
15.06.96�
17%�
21%�
�
15.10.96�
20%�
24%�
�
15.02.97�
21%�
22%�
�
Gross turnover on the currency exchange market for a month (bln rubles)�
3230�
3300�
�
Auction yield on three-months bills (end of the month)�
271,21%�
150%�
�
Auction yield on six-months bills (end of the month)�
244,72%�
230%�
�
Auction yield on bonds (OFZ) (end of the month)�
93,03%�
190%�
�
Auction yield on bonds OGSZ (end of the month)�
104,03%�
102%�
�
Redemption yield on bills (annual %) with maturity dates:�
�
�
�
less than 1 month�
68,45%�
70%�
�
1-3 months�
100,35%�
180%�
�
3-6 months�
158,9%�
240%�
�
Average yield on all issues�
117,45%�
160%�
�
Average redemption yield on all bonds (OFZ) (annual %)�
158,4%�
215%�
�
Monthly turnover on GKO-OFZ market (bln rubles)�
35500�
30000�
�
Monthly turnover on Inter bank market (bln rubles)�
10340�
9200�
�
IMC-INSTAR account rate (annual % end of the month) on loans for:�
�
�
�
1 week�
53,3%�
35%�
�
2 week�
72,45%�
50%�
�
1 month�
71,2%�
50%�
�
Effective yield on bonds of the Vnesheconombank, USD:�
�
�
�
3 issue�
15,83%�
15,83%�
�
4 issue�
18,8%�
18,8%�
�
5 issue�
16,86%�
16,86%�
�
Interest rate on loans to direct borrows (three months, end of the month)�
124,3%�
130%�
�
Interest rate on deposits (three months, end of the month) �
54,7%�
60%�
�
Interest rate on deposits in Sberbank Moscow (one month, end of the month)�
38,4%�
48%�
�
*/ Estimate


Arkhipov S.A., Drobyshevsky S.M., Sinelnikov S.G., Trofimov G.Yu.








Budgetary Policy





Budget implementation in January-April continued to remain rather difficult. The budget implementation data for the first quarter of 1996 and preliminary results of the budget implementation for the first four months are represented in Table 2.





Table 2. Implementation of Russia’s Federal budget in 1995--January-March 1996 (in % of GDP)�
�
�
January-March 1995�
1995 �
January 1996�
January-February 1996�
1 quarter 1996�
January-April 1996�
�
Revenues�
�
�
�
�
�
�
�
Profit tax�
2,21�
2,47�
0,94�
0,94�
1,11�
�
�
Personal income tax�
0,12�
0,20�
0,19�
0,20�
0,21�
�
�
VAT, special tax and excises�
5,81�
5,81�
4,6�
4,42�
4,64�
�
�
Taxes on foreign trade activity and foreign economic operations�
1,42�
1,46�
0,92�
0,98�
1,33�
�
�
Other taxes, charges and payments�
0,46�
0,34�
0,13�
0,17�
0,15�
�
�
Overall taxes and payments�
10,02�
10,28�
6,78�
6,71�
7,44�
6,9*�
�
Non-tax-revenues�
3,20�
3,40�
1,11�
1,78�
1,69�
1,79*�
�
Overall revenues�
13,22�
13,68�
7,89�
8,49�
9,86�
8,7�
�
Outlays�
�
�
�
�
�
�
�
State administration�
0,33�
0,27�
0,09�
0,29�
0,33�
�
�
Foreign activity�
0,61�
1,3�
0,68�
0,64�
0,62�
�
�
National defense and law enforcement agencies�
4,47�
4,03�
2,39�
3,44�
3,60�
�
�
Fundamental research �
0,38�
0,29�
0,04�
0,24�
0,26�
�
�
Services to the national economy�
2,69�
2,18�
1,19�
1,63�
1,46�
�
�
Social services�
1,17�
1,12�
0,52�
0,96�
1,19�
�
�
Servicing of the state debt�
2,13�
1,5�
1,5�
1,27�
1,54�
�
�
Aid to other levels of administration�
1,75�
1,76�
0,2�
1,23�
1,66�
�
�
Other expenditures�
0,96�
2,79�
0,49�
0,78�
1,38�
�
�
Total outlays�
14,49�
15,24�
7,1�
10,48�
12,04�
�
�
Loans minus repayments�
1,81�
1,37�
2,26�
0,81�
1,19�
�
�
Expenditures and loans minus repayments�
16,3�
16,61�
9,36�
11,29�
13,24�
12,98�
�
Budget deficit�
-3,08�
-2,94�
-1,48�
-2,8�
-3,37�
-4,3�
�
Overall financing, of which:�
3,08�
2,94�
1,48�
2,8�
4,08�
�
�
     domestic financing�
3,79�
1,41�
0,57�
1,69�
2,34�
�
�
     foreign financing�
-0,71�
1,53�
0,91�
1,12�
1,03�
�
�
Reference: GDP (trln rubles)�
255,1�
1659,2�
166�
322�
508�
�
�
* Preliminary data


Source: Ministry of Finance





Figure 2


Arrears in % monthly GDP for 1995-1996 
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VAT arrears


Profit tax arrears


Total arrears on the overall tax returns (on the right axis)





In comparison with the preliminary data given in the preceding report, there was both an insignificant increase in tax returns in the first quarter and reduction in budget expenditures by about 1 percent of GDP. However, this has not improved the difficult situation with the budget execution: in the first quarter budget revenues made up only 69 percent of the planned amount of which tax returns comprised 62.8 percent.





In April current trend of falling Federal budget revenues continued (by 1 percent of GDP in comparison with the preceding month). Non-tax revenues increased insignificantly which was followed by a reduction in tax returns which is explained by an increase in arrears. Evidently, it was a result of the postponement of the date for granting deferment under the Presidential Decree dated 19 January 1996. Awaiting deferment enterprises increase their debt to the budget in tax payments, reducing at the same time their debts to suppliers in the overall amount of creditor indebtedness. Moreover, an increase in arrears is also due to an increased political uncertainty in the run-up to the elections. According to our preliminary estimates, calculated taxes increased up to 9.6 percent of GDP.





Overall volume of  the Federal budget expenditures in the first quarter has increased by about 2 percent of GDP in comparison with February. However, in comparison with the plan the volume of quarter financing of the Federal budget expenditure made up only 75.9 percent of the plan of which a considerable portion went to pay off back wages. There was an increase in financing in the category of servicing state debt. There was an increase in expenditure of the targeted state budgetary funds which took place simultaneously with an increase in their revenue. According to the State Duma Committee on budget, taxes, banks and finances, this is due to directing funds for current budget needs. An increase in expenditure on aid to local administrations was bigger in comparison with the beginning of the year. That was a result of a shortfall in transfers to the local budgets in January-February as well as was due to paying off wage arrears.





In January-March the Federal Budget deficit increased by 0.57 percent of GDP in comparison with January-February. The deficit was mainly financed by an increase in domestic borrowing (from 1.69 percent of GDP to 2.34 percent of GDP for the same period). Simultaneously, in spite of a receipt of the first IMF tranche and receipt of considerable funds in the category “Other foreign loans”, the share of foreign borrowing was reduced (from 1.12 percent of GDP down to 1.03 percent of GDP). This reduction is conditioned mainly by an accumulation of budgetary funds in foreign currency on banks accounts.





Reduction in Federal budget expenditures in January-April in comparison with the preceding month from 13.24 percent of GDP down to 12.98 percent of GDP has not resulted in a reduction in the budget deficit.  According to the preliminary data, the Federal budget deficit made up 4.3 percent (aggregate). In comparison with march foreign borrowing has increased considerably (by 0.8 percent of GDP) at the expense of currency sales from the budget accounts. Domestic borrowing has also slightly increased (by 0.15 percent of GDP) as a result of increased sales of GKOs and savings loan obligations.





Presidential Decree “On Considering Null and Void and Introducing Changes and Additions to Some Decisions of the President of the RF”. This Decree annuls both exemption from property tax granted to voucher investment funds and investment institutions and exemption from VAT on depositor and auditor firms services rendered  to voucher investment funds and investment institutions. Moreover, a wide scope of privileges is abrogated previously granted to JSC “All-Russia Automobile Alliance”, Avtovaz and enterprises in whose charter capital the share of JSC “All-Russia Automobile Alliance” represents no less than 50 percent. RAO GAZPROM privilege on VAT is also revoked.





Moreover, on May 21 Russia’s President signed a long awaited Decree “On Main Directions in Tax Reform in the Russian Federation and On Measures Strengthening the Tax and Payment Discipline”. The Decree cancels from 20 May 1996 exacting fines for the debt accumulated by the enterprises for the Federal budget by the date. Beginning with 1 January 1997 all advance tax payments are canceled, beginning with May 20 the penalty for delaying tax payments is reduced to 0.3 percent for each outstanding day.





Under the Decree from 1 October 1996 profit tax will be paid on dispatching. Resources payments are introduced as an alternative to the current excises on several types of mineral resources. In case of exports VAT will be returned after the receipt of the proceeds on the account of a taxpayer. At present according to the Order of the State Customs Committee of Russia “On levying VAT and excises in importing and exporting from the Russian Federation” dated 30 October 1993, in case of exports of commodities directly by enterprises-manufactures such commodities are exempt from VAT and excises. In case of exports of commodities by other enterprises the amount of VAT and excises is returned by the tax authorities on the receipt of confirmation by the customs officials. The Decree introduces a rule according to which taxpayers pay taxes not oftener than once a month.


S. Sinelnikov, S. Batkibekov, V. Medoev





Legal Basis for the Securities Market: Important Changes





On April 22, 1996, President Yeltsyn signed a Law “On Securities Market”. Over six years all administrative bodies, different political parties and groups of experts participated in drafting this law. As a whole, this law meets the requirements of a contemporary securities market. At the same time, according to reviews, the final text of the law (including its terminology) is so contradictory from the legal point of view that it can be “used” depending on real interests. To a certain extent, it shows its neutral and compromise character (which we find positive). However, it means that the implementation of this law will entirely depend on the subjective will of administrative bodies.


 


The law defines an important type of securities--“emission securities” as any securities (including undocumented) which meets the following principles: (1) ensures a collection of property and non-property rights; (2) is distributed by issues; (3) holds equal volume and dates of rights in one issue independently of the purchase date.





The Law differs considerably from the Resolution #78 of the Government of the RSFSR dated 28 December 1991 approving the Regulations on Issuance and Circulation of Securities and Stock Exchanges in RSFSR. According to the Law market participants are: brokers (acting on orders from clients); dealers (acting at their own risk); managers of securities (trust operation with securities, liquidity for investment into securities, cash and securities obtained during management); engaged in clearing activity; engaged in depository activity; activity linked to introducing register for the owners of securities including rights of the nominal owner of securities; sales activity on the securities market (services that directly contribute to making deals with securities between the market participants).





The Law also regulates the following issues: stock exchange, emission procedure and its stages, circulation of securities (certification of property rights on emission securities, transfer of rights on securities), securities information disclosure for issuers and professional participants, use of confidential information. Considerable part of the law is dedicated to the regulation of activity of professional market participants, to the Federal commission for securities market and Self Regulating Organizations of the professional market participants.





In particular, according to the Law “On Securities Market” (Article 40), the Federal Commission for Securities Market is a federal executive body designed to implement a state policy on securities market, execute control over the activity of professional market participants by way of defining norms for securities emission. Its authority does not cover the issuance of bonds by Russia’s Government and bonds issued by the subjects of the Federation. The Federal Commission for Securities has the right to qualify securities and determine their type according to legislation. In addition to already existing functions, the Commission got the following duties: elaboration of main directions for the market development; determination of compulsory requirements to operation with securities; norms of allowed securities for public distribution, circulation, quotation and listing, depository activity; requirements for keeping registers, issuance of general licenses for licensing professional market participants; regime, licensing and register of the self-regulating organizations; standards of activity of investment, non-state pension and insurance funds and their companies, insurance companies on securities market; provision with easily accessible information systems; qualification requirements to the professional market participants; administration of regional divisions of the Federal Commission for Securities.





At the same time, it is worth noting that the law does not provide a complete range of measures for violation of the provisions envisaged by the Law. As a whole, the law requires adoption of a whole range of legislative acts that will fully explain its provisions.





Regulation of the Russian securities market is still in the early stages of development and require further perfection in order to implement economic reforms. Drafting and adoption of the normative acts should be carried out in two main directions:


- replacement of old normative acts with the new modern ones that meet the requirements of the present economic development;


- in new areas where it is necessary to legally settle economic relations.





At the present stage of the development of legal basis for the securities market a new systematic approach is needed in order to draft and renew legislation. 


A. Radygin





Investment Processes: Problems of Financing Social and Civil Works





In transition economies the investment sphere reacts rather quickly to the changes taking place in social and political situation. At the beginning of 1996 the situation on the investment market was deteriorating due to a sharp reduction in the volume of public investments. The volume of public investments for 1996 makes up less than 25 percent of the 1992 level in comparable prices. Over this period the share of public investment in GDP dropped from 3 down to 1.1 percent in 1995 and is expected to reach 1.3 percent in 1996. The share of public investment in the overall volume of investments in the fixed capital under the current rates of capital development is expected to be at 9 percent against 11 percent in 1995. As estimates show, even under a positive development of economic outlook in the second half of 1996, limits of public support for investment sphere will not allow to offset a sharp recession in economic performance recorded at the beginning of the year and to implement fully the Federal investment program.





In financing public investments from the federal budget in the range of 3.2 percent of the annual limit from the start of the year positive results were obtained in attracting means from the extra-budgetary funds, private capital stock as well as savings of the population and housing construction.





In January-April 1996 enterprises and organizations of all forms of property, according to Goskomstat, used 82 trillion rubles of investment funds from all financing sources which was 10 percent less than at the same period of the preceding year. Their share in GDP for that period made up 11.9 percent. In the social sphere 35.8 trillion rubles of investment funds were used which represented 44 percent of the overall volume of investments in the real sector.





Public investments from the federal budget in the social sphere come to 20.7 trillion rubles or 62 percent; in the first quarter of 1996 1 trillion rubles have been allocated. State centralized investments in housing construction according to the Federal investment program for 1996 amount to 9,589.8 billion rubles. However, in the first quarter of 1996 the Finance Ministry practically was not financing this program. In April only in some regions they started to pay off creditor indebtedness for the work done in 1995.





There was no financing of the social sphere from the federal budget in January-March of 1996. There was no paying off creditor indebtedness for the work done in 1995.





The only exception is the construction of underground. It is the only part of the federal program which is entirely financed by the federal budget. In the first quarter of 1996 about 750 billion rubles were allocated for construction of underground.


Table 3


Public investments in social sphere that are financed from the Federal budget (in trillion rubles in prices of the corresponding years)


�
1994 �
1995�
1996�
�
PUBLIC INVESTMENTS, total�
11.7�
18.8�
33.4�
�
of which:�
�
�
�
�
Federal investment program, total�
15.8�
12.9�
29.2�
�
of which:�
�
�
�
�
        Social complex, total�
8.7�
8.7�
20.7�
�
              of which:�
�
3.1�
6.0�
�
housing construction�
3.8�
3.5�
9.5�
�
public works�
0.5�
0.5�
1.1�
�
construction of underground�
1.4�
1.5�
3.5�
�
culture�
0.6�
0.7�
1.1�
�
science�
0.3�
0.6�
0.9�
�
public health care�
0.4�
0.7�
1.1�
�
Goskomstat  (1994-1995)  and calculations to 1996 budget





Science was financed only at the level of 0.7 percent of the annual limit of investment expenditure allocated on fundamental research programs. Due to shortfalls in financing of public investment programs major institutions of culture turned out to be in a difficult situation: The State Hermitage, The Russian National Library (St. Petersburg), The Tretiakov Gallery, The Pushkin Museum of Fine Arts (Moscow).





International financial organizations and foreign investors showed interest to the critical state of the social sphere.





Analysis of foreign investments pattern shows an increase in foreign investments in the nonproduction sphere. At the same time, there was a considerable increase in investment in science which reached 8.1 percent of the overall currency investments. The World Bank has approved 200 million dollar loan for the restoration and stimulating Russia’s social sphere. The project envisages financing expenditure on renovation and construction of high schools, research and educational institutions, construction of water purification facilities, increase in the material base of the health care system.


O. Izryadnova





Dynamics of Industrial Production





Industrial outlook in 1996 is characterized by a general trend of production recession while rates of recession are slowing down in relation to the levels of the preceding year and in monthly terms. According to Goskomstat aggregate volume of industrial production in January-April 1996 decreased by 3.2 percent in relation to the same period of last year (in January-April 1995 production setback came to 5 percent). According to the Ministry of Economy, beginning with the end of last year there is a slowing down of monthly industrial recession rates (See table 4).





Further convergence between domestic and foreign prices, tightening of monetary policy, increase in the real ruble rate and reduction in investments influence industrial production dynamics. These factors predetermined further drop in domestic demand, decrease in export returns and as a consequence reduction in production volume. Among positive factors are: stabilization in effective demand of the population and an increase in demand on Russian industrial goods from newly independent states.





Analysis of dynamics of branch industrial production using monthly indices of the physical volume shows a rather stable growth of industrial production in fuel and energy complex. Production recession in metallurgy and chemical industry due to a shrinking domestic demand and a reduction in export proceeds stopped in April (Figures 3, 4). After recording a considerable recession in machine-building production in the second-half of 1995, there is a notable increase in machine-building production in the first months of 1996 (Figure 5). At the same time, there remain high rates of production recession in timber and construction materials industries. Recession trend remains in the light and food industries. Meanwhile, there is a slowing recession rate registered in the light industry.





Table 4


Dynamics of the physical volume of industrial production in 1996  


(in %  to the preceding month, seasonal factor is eliminated)


�
Jan�
February�
March�
April�
�
Industry, total�
-0,7�
-0,4�
-0,3�
0,1�
�
Fuel and energy


complex�
0,8�
0,8�
0,5�
0,5�
�
Ferrous metallurgy�
-1,0�
-1,0�
-0,3�
0,7�
�
Nonferrous


metallurgy�
-0,6�
-0,5�
-0,2�
0,2�
�
Machine-building


and metal-working�
1,1�
1,6�
1,2�
0,9�
�
Chemical and petro


chemical industry�
-2,7�
-2,7�
-1,8�
0,9�
�
Timber, wood-proces


sing, pulp and paper


industry�
-4,1�
-3,3�
-2,8�
-3,4�
�
Construction 


materials industry�
-5,1�
-4,1�
-3,2�
-2,5�
�
Light industry�
-6,4�
-2,9�
0,2�
-0,3�
�
Food industry�
-0,9�
-1,0�
-1,0�
-0,5�
�
Figure 3
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Figure 4
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Figure 5
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�
Introduction of “an inclined currency corridor” creates better conditions for the performance of Russia’s industrial enterprises. It preserves hopes for the output stabilization in the current year. However, there will remain considerable differentiation in recession depending on branches of industry.


Yu.Bobylev





Industry Business Conditions





According to some enterprises estimates, the rate of demand reduction in May increased by 9 percentage points. Lower indices were registered in all industries except food industry (-22 percent after -24 percent). The most intensive fall in demand is being registered in wood-working (-90 percent after -72 percent in April) and light industries (-55 percent after -35 percent). Balance of the changes in the demand for machine-building products makes up -41 percent (-33 percent in April). 





The balance of demand estimates (above the standard norm--below the standard norm) increased by 9 percentage points. The improvements in the demand estimates is registered in 1996 for the first time. However, the improvements in demand dynamics were registered in March and April. Not so good results were obtained in relation to the wood-working (-99 percent), light (-96 percent) and construction industries (-95 percent). 


�


Actual changes in output according to property rights


	(balance-growth-reduction)


	Privatized


	State-owned


	 


Industrial production has immediately reacted to an increase in velocity of demand reduction. The balance of changes in output also worsened. The growth in the balance is registered only in petrochemical and food industries. The most intensive drop in output reported in May was registered in the light industry (-52%) and construction (-40%). In machine-building industry the balance came to -11%.





The estimates of the output volumes dropped by 1 percentage point. Considerable growth of dissatisfaction was registered in construction (-93% after -77%) and wood-working industry (-70% after -61%). 





The growth in release prices of enterprises continues slowing down. In May the balance dropped by another 13 percentage points. Decrease in balance of price changes was registered in all industries. However, in the wood-working industry its index is negative beginning with February 1996 and in May it reached -31%. The most intensive price growth is reported in construction (+20% after +30% in April). The balance of price changes in machine-building is +13% (+31% in April).





The estimates of the volumes of stocks of finished products in industry have improved by 9 percentage points. Reduction in surplus stocks is reported in petro-chemical, machine-building and food industries. Increase in stocks is reported in wood-working, light industries and construction.





Forecasts for the changes in output became negative in May. Expectations of output reduction prevailed over the expectations of output growth (only by 1 percentage point). Negative balance has been reported by petro-chemical, wood-working and light industries. The most promising expectations remain in the construction industry (+55%). Expectations of the machine-building enterprises make up +7%.


�


Expected changes in the output according to the property rights


(balance-growth-reduction)


	Privatized


	State-owned





Inflationary expectation continue falling beginning with August 1995. Slowing down in price growth is probable in the coming months in all industries except machine-building (+39% after +33%) in April. For the first time there appeared forecasts which show absolute price reduction and not slowing down in their growth (wood-working industry -17% after +2% in April). The highest price growth is probable in the construction industry (+60%).





The forecasts for the changes in demand remain negative in the wood-working (-48% after -9% in April) and the light industries (-8% after -15%). The highest demand is expected by the construction industry (+59%).


�


Expected changes in release prices according to property rights


(balance-growth-reduction)


	State-owned


	Privatized
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Outlook on the Agro-Industrial Complex In May





Winter crops according to “SovEcon” correspond average indices for the last five years and are in a better state than in the two preceding years. Winter crops and perennial herbs perished over the winter period in the amount of 10 percent to the last year level. State weather forecasting center informs about good amount of moisture in the soil in the main grain producing regions. Taking into account some increase in winter crops, one should expect an increase in crop capacity and gross grain crop in 1996. A number of factors describes in the previous reports led to a drop in seeds sales of oil-bearing plants. That most likely will result in a smaller area under oil-bearing plants in the current year.





Due to the late spring, sowing campaign is also behind schedule. As of 15 April only one third of the area under the spring crops has been sown compared to the same period of the preceding year. However, spring 1995 came exceptionally early and can not be taken as an example. So far, sowing campaign does not cause concern.





In April there were changes in the agrarian policy which were reflected in a number of normative acts. Presidential Decree “On the Realization of the Citizens’ Constitutional Rights on Land” signed in March required government decisions on contractual forms needed to register relations between owners and cultivators of land. So far these decisions are lacking. In the run up to the election this decree is not being implemented in the provinces. Moreover, The State Duma has adopted a law on peculiarities of realization of the citizens rights on land. That law practically rejects Presidential decree. Adopted in the second reading  a new Land Code also rejects provisions of the Presidential decree. The only possibility for the implementation of the land reforms consisted in a rapid implementation of Decree dated 7 March 1996. In present legislative environment Presidential decree is being blocked.





In this environment, in the run up to the elections Russia’s President signed one more decree on agrarian problems--”On Measures Needed to Stabilize the Situation and Push Reforms in the Agro-Industrial Complex”. Taking into account extraordinary conditions in which it was signed (publicly during President’s meeting with voters in a Cossack village in Kuban), one is forced to take this document more as a political than economic move, i.e. one step back and not forward to the “development of reforms”.





First, the policy designed to undermine the financial discipline of agricultural producers has been continued. A “historical” decision of autumn 1994 started a return to a Soviet practice of writing off debts of collective farms and state farms. Then about 20 trillion rubles worth of debts of agricultural producers accrued on the centralized credits of 1992-1994 and the interest due were restructured. First payments were to start in 1997. The latest Presidential decree writes off these debts altogether. Moreover, more than 5 trillion rubles worth of in kind debts was written off. Overall in 1995 in kind state credit amounted to 7 trillion rubles. Of which 2 trillion rubles were canceled by mutual clearing of budget debt on federal programs and agricultural producers’ debt for fuel and lubricants supplies. The rest of the sum was deferred till 1 January 1998. The latest Decree wrote off these 5 trillion rubles. Agricultural producers will receive deferment on paying penalties on the debt to the budget. In order to write off debts of food processing enterprises, agricultural producers will need to hold 51 percent stake in those enterprises.





This provision needs an additional clarification. Secondary emission of shares by the food processing enterprises which started in 1995 in order to establish control of agricultural producers over processing, has practically failed. It failed due to good reasons--agricultural producers do not want to buy shares even at privileged prices, because they do not see any economic sense in it. Latest decree will push managers of the most indebted food processing enterprises to strike deals with managers of agricultural enterprises to transfer 51 percent stake in order to obtain the needed cancellation of debts. Instead of attracting investments in the food industry, the country is transferring this sector into the hands of the agrarian sector which is in a worse financial situation. One should not expect any progress in such conditions.





Second important provision of the analyzed decree is an introduction (again from the arsenal of the Soviet agrarian policy) of a lower tariff for electric power. We have already written that only cancellation of a lower tariff resulted in energy saving in the agrarian sector. Before then agricultural production setback was accompanied by stable energy consumption. Moreover, a lower tariff on electric power for agriculture will lead to growing tariffs in other sectors of the economy including I and III spheres of the agro-industrial complex. That in it turns will result in worsening conditions for agriculture--more expensive means of production (increase of costs) and more expensive food items (worse sales conditions).





The President also offers the government to promptly regulate the size of import duties and introduce quotas. There is an objective need in import duties on food and agricultural products for the period of adaptation of local producers to the market conditions and their protection from Western competition during that period. However, this approach requires a schedule for a gradual reduction of import duties. This was envisaged by one of the decisions in 1995 related to import duties as a whole. Prompt manipulation with import duties will result in a confrontation between producers and consumers, will result in an unstable situation for importers and as a consequence--in an unstable situation on the food and agricultural raw materials markets. Moreover, introduction of the quotas, i.e. nontariff regulators in foreign trade, not only contradicts WTO requirements, but leads to another spiral of corruption at all levels of administrative staircase.








The policy of allocating additional expenditure on agro-industrial complex (AIC) with the approved annual budget is being continued. In particular, given decree envisages allocation of at least 1.3 trillion rubles (i.e., 10 percent of the whole agrarian annual budget) of additional expenditures on AIC which were not provided for 1996 budget. Of which 800 billion rubles are directed for “purchasing on credit of land for farmers and other agricultural producers”. It is obvious that this measure will not be implemented due to the latest parliamentary decisions. The remaining 500 billion rubles in the form of a budgetary loan will be transferred to the local budgets for the purposes of local individual construction (Belgorod province as an example).





Other clauses of the given decree are not important (for example, prolongation of the privileges for the farmers in paying taxes) or have a purely declarative character (development of cooperatives as the principal direction of the agrarian reform). As a result of an open ministerial pressure there is a clause in the decree according to which management of state property in AIC is being transferred from Goscomimushestvo (State Property Committee) to the Ministry of Agriculture. The decree determines new status of the Russian Academy of Agricultural Science as a division of the Ministry of Agriculture (the president of the Academy becomes deputy minister).





In the current month guaranteed procurement prices on agricultural produce set in February for 1996 agricultural year have been published. They will indexed monthly. First, there is no word minimal in comparison with last year. In 1995 under minimal procurement prices agricultural produce could have been purchased at higher than guaranteed prices. The latter determined the lower boundary. In the current year absence of minimal makes guaranteed prices look like fixed ones.





Second, guaranteed prices are fixed at the level below the level of the free market second year in a running. Grain gives a most obvious example. For instance, prices on hard wheat III class are set at the level of 780 thousand rubles per ton, on soft wheat III class--700 thousand rubles per ton (see Table 5). In March these types of wheat were being sold at no less than 800 thousand rubles per ton. It is obvious, that with given guaranteed prices, it will be hardly possible to renew the Federal food fund before new crops are due. Enterprises that still have surplus grain will use it for purchasing means of production needed for the sowing campaign as it was widespread in 1995.





Case studies conducted by the members of the IET laboratory of the agrarian policy in a number of enterprises of Rostov province showed that the last year state in kind credit had an interest rate of about 120-130 percent annual (due to a growing price on the supplied fuel and lubricants). At the same time, it was not the state that received the interest but the oil companies. On commercial deals under in kind credit annualized interest rate was considerably lower (sometimes 0). Moreover, in kind credit was not rigidly specified: in exchange for future grain and sunflower fuel and lubricants were supplied as well as fertilizers, spare parts depending on the requirements of a certain contracted agricultural producer. Under given state prices it is most likely that commercial in kind credit will be spreading further.





A condition of the IMF loan which prohibits granting state in kind credits as an indirect form of support for the agrarian sector (not clearly reflected in the budget) will also stimulate spreading of the commercial in kind credit.


Table 5


Guaranteed procurement prices on certain types of agricultural produce, purchased in the Federal fund**, in thousands of rubles per one ton


Hard wheat III class�
780�
Sugar-beet�
200�
�
Soft wheat III class�
700�
Milk (basic fat)�
1000�
�
Rye�
445�
Cattle (live weight)�
4000�
�
Corn of different types�
640�
Pigs (live weight)�
5400�
�
Sunflower�
1200�
Poultry (live weight)�
5600�
�
** - franco enterprise without VAT
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***





The pace of the sowing campaign in the current year is somewhat behind the last year rate which is due to cold April. However, by the end of April the situation has improved and by mid-May spring grain seeds were sown on 60 percent area in comparison with the preceding year. Important positive factor of the current sowing campaign is a low amount of perished winter crops which will most likely not exceed 7-9 percent of the sown area.





Taking into account sowing campaign dynamics, according to the first preliminary data of “SovEcon” Center, production of grain will amount to no less than 85 million tons. This will be above the last year level, but below the average rate of the 90s.





Table 6


Sowing campaign of grain and leguminous plants in 1996


�
Sown area of spring crops�
Of which sown again on perished winter crops�
Total sown area�
1996 in % to 1995�
�
�
�
�
1995�
1996�
�
�
22 April�
933.6�
67.4�
7433.9�
1001.1�
13.5�
�
29 April�
2534.6�
95.6�
17236.1�
2630.3�
15.3�
�
6 May�
7181.2�
174.2�
21579.9�
7355.4�
34.1�
�
13 May�
14367.1�
330.9�
24650.7�
14698.0�
59.6�
�



Grain procurements in food funds are insufficient. Forecasts about an increased supply of grain before the sowing campaign have not materialized. Unfavorable weather conditions at the beginning of April and due to that late start of the sowing campaign forced the producers to keep grain. Most likely, one should expect an increase in grain supplies by mid-May-beginning of June.





In the field of foreign trade regulation of AIC the Ministry of Agriculture paid most attention to elaboration and more effective use of protectionist measures. In particular, not only introduction of tariffs but introduction of quotas and issuing licenses for certain types of food imports were being studied according to federal laws “On Customs Tariff” and “On State Regulation of Foreign Economic Activity”. In this connection, Russia’s governments has introduced changes into the rates of import customs duties according to which these duties are applied to practically all type of imported agricultural raw materials and food items.





As a whole there was no increase in the rates of customs duties. Customs duties were increased on grains of bread by 5 times compared to the preceding year, on juices by 5 percent, introduction of customs duties on tea, coffee and spices that were imported free of customs duties before. Moreover, to a greater degree combined duties are being applied, i.e. duties calculated both in percent to customs price of goods and in a fixed amount per goods item.


Table 7.


Import duties, in %


�
till 1.10.


1993�
from


15.03. 1994�
from


1.07.


1994�
from 15.04.1996�
�
Meat and meat products�
non�
8�
15�
15, but no less than 0,15 ECU per kg�
�
Chicken�
non�
20�
25�
30, but no less than 0,30 ECU per kg*�
�
Milk and diary products�
non�
15�
10-20�
10-20�
�
Grain of bread�
non�
1�
1�
5�
�
Oil-bearing seeds fruit�
non�
1�
5-10�
5-10�
�
Butter�
non�
15�
20�
20, but no less than 0,3 ECU per kg�
�
Sunflower seed oil�
non�
non�
15�
15, but no less than 0,09 ECU per kg�
�
White sugar�
non�
20�
25�
25, but no less than 0,07 ECU per kg�
�
* -  from 15.05
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Foreign Economic Activity





The world commodity prices underwent no visible change in May, 1996. Compared to April the non-ferrous metal prices went up by 2-7 %.  After a record rise the oil prices fell by about 10%. No sharp changes were recorded for other commodities.





Russia’s foreign trade turnover maintained its high growth rates in early 1996. It was running at 34.9 billion dollars in the first quarter, a 10% increase over the same period in 1995, according to the RF State Statistics Committee. Russia’s exports continued to grow totaling 20.9 billion dollars or a 12% rise on the year before, with the imports up by 8%  to 14 billion dollars.





March saw the last four year record high figures for both exports - 8,397 million dollars and the foreign trade - 3.5 billion dollars. Allowing for the fall in export transaction efficiency for the past six months, it can be attributed mostly to the high level of non-payments on the home market. Thus, the share of the non-paid products in total shipments accounted for 25% in February 1996, as compared to 20% in February 1995. For many businesses the export earnings remains the only reliable source of income, which resulted in increased exports for many types of products. In the first quarter of 1996, the export share in oil production rose to 42.6% against 37.9% over the same period of 1995, while the diesel oil reached 50%.





Figure.


Russia’s Foreign Trade Basic Indicators in 1995-1996


(in billion dollars)





The creation of a new integration entity by Russia and Belarus--the Community of Sovereign Republics--is the most important development within the framework of the Commonwealth of Independent States (CIS) which took place this March. Given the dissimilarity of all political and economic trends of the new Community, Belarus is likely to gain a further impetus to strengthen its reforms since the treaty between the two countries aims to synchronize the phases, dates and main directions of the market changes.





On May 17, the CIS summit plenary session was held in Moscow, one of the main issues being the drawing up of the Community’s integration development plan for 1996-1997.





Despite the remaining trade deficit (it ran at 0.1 billion dollars for the first three months of 1996 compared to the surplus of 0.5 billion dollars over the same period in 1995) Russia’s turnover with the other CIS members went on rising. The main specific feature of  trade between Russia and these states is a dramatic increase of 55%  in the volume of imports in the first quarter of this year compared to the same period of 1995, whereas the volume of exports went up by only 8%. Yet, compared to February 1996, the March figures for the import growth fell by 13%. Due to the fact that the other CIS countries enjoy a more favorable taxation regime for imports than that of Russia, the current year will see a continued import growth to Russia from third countries via CIS members, which will be also facilitated by the lifting of some customs barriers resulting from the further development of the Customs Union. The effectiveness of importing the staples from the CIS member-countries accounts for approximately 20% (for food products, for example), while for export transactions it is much lower.





The changes in the rates of the customs duties for imports are well under way. The RF Government’s Resolution #499 dated 23.04.96 provided to abolish duty-free imports to Russia as of May 15. Import duties of 5% were introduced for baby food, cocoa, and machinery and equipment for medicine, agriculture and paper and pulp sectors, there were no import duties for these items before. Combined duties are more widely applied for mostly foodstuffs such as beef, pork, butter and oil seeds. The car import duties were reduced: for second-hand vehicles with 1500-2000 cu cm engines - by 35%, for vehicles  with larger volume engines, both for new and second-hand cars--by 25%.





For a period from 01.06.96 to 31.12.96 the fluctuation exchange rates are officially set at the inter-bank and stock exchange markets at 5,000-5,600 rubles for a dollar, as of  July 1, 1996, and at 5,500-6,100 rubles for a dollar, as of December 31,1996.                   
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Developments in Social and Cultural Spheres





When approving the 1996 federal budget a definite shift took place in the policy of the state towards medical care, education and culture. It was planned to increase the share of spending on these sectors in the expenditure part of the budget from 5.2% (1955) to 6.5% or from 0.90% of GDP to 1.20% of GDP. Given the substantial shortage of revenues and the respective reduction in the expenditure part of the budget in the first months of 1996, the spending on social and cultural spheres accounted for 0.85% of GDP, that is, they were slightly lower than in 1995. At the same time the share of these spending in the expenditure part of the budget totaled 6.4% and turned out to be close to the planned 6.5%.  Yet a considerable redistribution of the spending between the sectors took place. The spending on education went up considerably from 3.1% to 4.3%, the spending on medical care increased slightly from 1.3% to 1.5%, while the spending on culture and mass media fell sharply from 1.0%  to 0.6%.





Unlike the federal budget, the budgets of the RF Subjects registered an increase in the share of spending on all sectors in social and cultural spheres. Here, it was also the spending on education that got the priority: the share of spending on education grew from 19.8% to 23.9% over the same period last year; for medical care - from 15.3% to 16.9%; for culture and mass media - from 2.7% to 3.0%.





This redistribution of spending in favor of education may be, to some extent, attributed to more than a 10-fold increase in the number of strikes by educational establishments in December and January compared to October and November of 1995. The strikes were caused by a growing budgetary indebtedness in wage payments. In March-April the arrears in wages began to fall and the number of strikes was small.





Up to the end of May the election campaign has had no strong impact on the policy of the state in the spheres of medical care, education and culture. It was only in May that among the developments relating to the social and cultural life the government approved a federal target program “Development and Preservation of Culture and Arts in 1997-1999”. Similar to the previous federal program on preservation and development of culture and arts in 1993-1995, the new program is limited to the narrow area of the traditional sector of “culture and arts”. It has been drawn up like a sheer list of applications from various departments, such as the RF Ministry of Culture, Roskomkino, Rosarchives, Rostsirk, etc. to finance the maintenance cost of the respective federal organizations and to carry out various cultural events. The program makes no provisions for either any structural changes or adoption of any purposeful policy towards any other channels of distribution of cultural values.


                                                                                                                          S.Shishkin





Assessment of Economic Situation and Voters' Intentions





The assessment of the current economic situation and prospects for its development has in the past several months been determined by the presidential elections and by the attempts of the candidates to make a favorable impression on the voters regarding the state of the Russian economy. Yet it has not been observed that there is a direct link between the assessment of the economic situation (one’s own  and/or the country’s) as a good or a poor one, and, on the other hand, the intention to vote respectively either for Yeltsyn or for the opposition.  While Zyuganov’s supporters share mostly negative estimates, those who will vote for Yeltsyn are divided : some consider the state of economy as rather satisfactory, the others, however, find it dangerous.





The economic considerations of what changes would take place in the economy, if one of the two won, also differ for the electorate of the two main contenders. Those in favor of Yeltsyn tend to see the future of Russian economy from the angle of the presidential elections. The vast majority of them firmly believes that Zyuganov’s victory would have adverse economic consequences. The choice of Yeltsyn is motivated by the desire to prevent this from happening on the part of voters who do not regard themselves as his supporters. In contrast, Zyuganov’s supporters have no intention to influence the economic situation by their choice. They do not expect any worsening if Yeltsyn wins, and, strange as it is, they do not hope for any economic miracles if their candidate comes to power.





Furthermore, those who will vote for Zyuganov tend to believe that his victory will result in a general deterioration of the economy. They are also not too optimistic about the pre-election promises being kept by the communists, and think  that, on the whole, everything will remain “the same as under Yeltsyn”. Apart from  non-acceptance of the existing system, their choice is based on the hope that the government of the Communists, unlike the today’s authorities, will be guided by the moral criteria, and the life in the country, even if it does not become better, would be more just and fair, but, mostly, it would be easier to understand and more predictable.     





Yeltsyn’s attempts to influence the Communists’ supporters,  appealing to their economic interests, by  promising to pay back wages, to compensate the loss of savings, etc. have had only a limited success. The measures like these will never convince the voters to change their minds. Yet, if the people fell the positive impact of the measures promised or believe that they may, in principle, bring fruit (for example, that wages are paid in time, and not only at present, but after the elections) it will further lessen the impact of  Yeltsyn’s non-acceptance, and will reduce the voting activity of  those supporters of Zyuganov who are going to vote for him because they are influenced by only the negative attitude towards his opponent. It is true, however, that by the end of May there has been no proof that any considerable number of voters have believed that, the measures, announced by the president, to pay the various arrears will be of effective and lasting nature.





The way the people view the economic system have undergone some changes in the past few months adding several phenomena which are not linked to the presidential elections. Thus, the process of changing the social and economic symbols is clearly under way. Up to now the social stability for the man-in-the-street was associated with the heavy industry which somehow “produced” the social order, it was for that reason that the attitude towards privatization had been so negative, yet, at present the banks are gradually starting to play the role of the guarantor of stability and order. It is no accident that it is the bankers, and not the “manufacturers and factory-owners”, who are becoming the main objects of criticism by the extreme left, and being aware of the danger of the bank crises is typical, today, of the people who have nothing to do with the financial institutions and who do not even understand the principles of their functioning.
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Problems Of Forming Regional Labor Markets





In 1996, the situation on the labor market has deteriorated. The gap in the levels of officially recorded unemployment is growing by region. If, early in 1995, the difference between the lowest level of unemployment (in Smolensky region - 0.83%) and the highest (in Ivanovsky region - 8.4%) was 7.57 percentage point, then early in 1996 it was 11.67 percentage point. In the first quarter of 1996, the unemployment level by region  remained very high: 52% of the officially registered unemployed  concentrated in 22 regions or 24.7% of their total number (compared to 53.5% in early 1995, and just under 52% - at the end of the first half of 1995). During the first six months of 1995 there was a steady rise in the number of vacancies with rather moderate growth rates of unemployment, in 1996 there has been an increase in the number of the officially registered unemployed with the absolute reduction in the number of vacancies. This resulted in the increase of the ratio at the registered labor market, which is expressed by the number of unemployed related in average to one working place (from 7.5 people in early January, 1996 to 8.9 people, as of early March, 1996). There has been even larger gap between the supply and demand for work force at the regional employment agencies, which is expressed by the indicator of non-working population to one vacancy.





By early March, 1996 the amount of work for non-working population registered with the employment agencies for one applied vacancy in the RF was equal to 10.0 people, and, compared to early December of 1995, it grew by 140.8%. The regions of Russia, however, differ greatly in the value of this indicator. At present, the differential between the lowest value (the city of Moscow - 0.8) and the highest (the Republic of Ingushetia - 434.8)  is 543.5 times. Different degrees of their social and economic development, uneven distribution of their labor resources and workforce account for the considerable difference in the figures indicating the ratio of supply and demand for workforce in separate regions.


                                                                                                                        Table 8


Differentiation between the regions of the RF by labor supply and demand 


                                    in the first quarter of 1996 (people)





Amount of work for non-working population for one vacancy applied (people)�
 Number of regions


        Total�
 Number of regions


 in per cent to the result�
�
 up to 10�
  28�
  32.2�
�
 from 10.1 to 20 �
  23�
  26.4 �
�
 from 20.1 to 30 �
  13�
  15�
�
 from 30.1 and more�
  23�
  26.4 �
�
 Total:�
  87�
  100.0�
�



For 28 regions this indicator was below than the average for the country. Besides, such regions like the city of Moscow, Lipetskaya and Orenburgskaya regions, the city of St.Petersburg, Kemerovskaya and Rostovskaya regions have, for the past few months, been among the ten regions having the most favorable position at the regional labor markets. On the other hand,  for those 23 regions where the amounts of work for non-working population for one vacancy applied were the highest, a steady unbalance has been formed between the supply and demand for workforce, and they tend to have a mass and long-term unemployment. These are  the Republic of Ingushetia, the Republic of Tuva, Ivanovskaya region, the Republic of Kalmykia, the Nenetsky Autonomous Okrug, Pskovskaya region, and the Republic of Dagestan. It is unrealistic to secure a balanced employment at the labor markets of these regions in the near future.





The unsatisfactory condition of workforce in many regions reduces the possibility  of employment. The availability of non-prestigious vacancies limits the chances of young people. It is expected that in 1996 the risk of unemployment will be the highest for workers in textile,  sewing, and boot and shoe industries. Workers in metal-working and machine-building will continue to top the list of the unemployed. A rather steady demand is forecast for market infrastructure, housing and municipal enterprises and services for population, construction, transport, and education (first of all - in schools), and medical care.


                                                                                                                         O.Zalesova


                                                                               





Recent Economic Legislation





20.04.96   The President signed a Federal law (henceforth - FL) “On the Introduction of Changes and Additions to the Russian Federation Law ‘On Employment of the Population in the Russian Federation’” (#36-FZ).





24.04.96   The President signed a FL “On the Market of Securities” (#39-FZ) which finally resolves the future of the ‘pyramids’, and a FL “On Increasing the Minimum Wage Payments” (#40-FZ).





29.04.96    An agreement was signed between Russia and the lenders, member-countries of the Paris Club, on re-structuring of Russia’s foreign debt which exceeds 40 billion dollars. The repayment period is extended up to 25 years.





Among the other Presidential decrees the following enactments should be singled out. 


The decree of April 15 #558 “On Measures for Developing Fundamental Science in the RF and the Status of the Russian Academy of Sciences”, and the decree of April 18 #567 “On Coordination of the Activity of Law Enforcement Authorities to Fight Crime (together with the Regulation on Coordination ...)”, the decrees of April 22 #597 “On the Order of Allocating the Finance to Restore the Economy and Social Sphere of the Chechen Republic and the Control over their Utilization”, #598 “On Measures to Improve the Economic Situation of the Population and Other Consumers of Energy Resources in the RF”, #599 “On Extending the Validity of the Agreement on the Trust Property of Shares between the RF Government and ‘Gazprom’, Russian Joint Stock Company, the decree of April 23 #601 “On the Federal Target Program of Economic and Social Development of the Far East and Zabaikalie for 1996-2005”, the decree of April 29 #608 “On the State Strategy of the Economic Security of the Russian Federation (the Basic Regulations)”, the decree of May 8 #686 “On Improvement of the State Management of the Defense Industry” and #688 “On Urgent Measures to Support the Enterprises of the Defense Complex of the RF”.





The Government passed a number of important regulations including adopted on April 1 #426 “On the State Support to  the Defense Industry Enterprises Located in the Tatarstan Republic Which are Engaged in Major Projects to Develop Civilian Production”, #479 “On the Abolishment of Export Customs Duties, Change in the Rates of Excise for Oil, and Additional Measures to Secure Revenues to the Federal Budget”, #481 “On the Regulation of Settlements to Effect Tax and Other Payments by the Enterprises and Organizations, Taxpayers to the Federal Budget, Including Repayments of Debts”, on April 11, #413 “On the Introduction of Changes to the RF Government’s Regulation of May 6 1995, #454 “On the Confirmation of Rates of Import Customs Duties”, on April 15, #430 “On the Conclusion of the Agreement between the Government of the Russian Federation and the Government of the United Kingdom of Great Britain and Northern Ireland on Scientific and Technological Cooperation”, #469 “On the Conclusion of the Agreement between the Government of Russia and the Government of the French Republic on Scientific and Technological Cooperation and the Supply of Highly Enriched Uranium”, #478 “On the Confirmation of a List of Vitally Required and Most Important Medicines and Products Intended for Medical  Purposes, the Profit from the Sales of Those Obtained by the Enterprises of All Types of Organizational and Legal Structures Who Produced Those Medicines and Products are not Subject to Taxation”, on April 19, #482 “On the Introduction of Changes to the RF Government’s Regulation of April 1, #359”, on April 23, #499 “On the Partial Changes to the RF Government’s Regulation of April 11,  #413 ’On the Introduction of Changes to the RF Government’s Regulation of May 6, 1995, #454 “On the Confirmation of Rates of Import Customs Duties’”, on April 23, #513 “On the Measures of the State Regulation and State Support to the Civil Aviation of the RF”, #521 “On the Working Out of the Forecast of the Social and Economic Development of the RF and the 1997 Draft Federal Budget”, #516 “On the Issues Related to the Establishment of a Russian Export-Import Insurance Society”, on May 1, #533 “On the Approval of the Concept of the National Outer Space Policy of the RF”, #534 “On the Further Promotion of Private Investment to the RF”, #535 “On Additional Measures to Secure Cooperation between the RF and the European Communities”.





 Among the departmental orders and instructions the following documents should be noted: the order of the State Committee for Administering State Property of the RF of April 8, #464-p, which confirms the banks, authorized by the Committee, for carrying out inter-regional and all-Russian specialized auctions for the sales of shares of the open-type joint stock companies established through the transformation of state and municipal enterprises, with the respective arrangements being made with the banks - “InterTAK Bank”, “Tveruniversalbank”, the letters of the State Tax Service of the RF of April 15, #NP-6-02/252, “On Allocations for the Formation of the Centralized Funds Included into the Cost Price of Products (Operations, Services)”, a letter of April 23, NP-4-11/39N “On the Liability of Taxpayers from Banks for Non-Payment of Taxes to the Budget”.


                                                                                                                    I.Mukhamedshin


                                                                                                                          May 30,1996
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