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�
The State of Public Finance





�
As can be seen from Table 1, the revenue part of the Federal budget continued to grow in January-April 1997. Monthly growth of budget tax returns made up 0.8% of GDP in March compared with the previous month, and 1.6% of GDP in April (preliminary data).


Nevertheless, in spite of an increase of budget tax collection, the Ministry of Finance estimates that the plan on tax collection will be fulfilled only at the volume of 65%.


Such situation leads to underfinancing of budget expenditure--nearly 31% of planned expenditure was not carried out, despite an increase of expenditure of all major budget outlays. For example, in March the growth of the Federal budget expenditure made up 3% of the volume of the preceding month (12.72% of GDP against 9.1% of GDP in February). 


Execution of the consolidated budget is shown in Table 2.


In March, as can be seen in Fig. 1, there was further decrease of the debt amount to the Federal budget. In April total debt amount grew and made up about 82 trln. Rbl. At the same time, about 63% of that sum falls on the shortfall of VAT.


Penalties and fines on shortfalls to the Federal budget amounted to more than 128 trln. rubles in April.


In April tax authorities collected 19.4 trln. rubles of arrears, including about 16 trln. rubles of arrears were paid voluntarily by taxpayers after they had been requested to do it.


Tax Policy Review


According to the Federal Law of 28 April 1997, # 73-FL “On Introducing Changes Into the Law of the RF ‘On Value Added Tax’”, VAT is not levied on imports of specially equipped means of transport used as ambulances, for the fire brigades, and for the law enforcement agencies, which are bought on budgetary means of all levels, as well as on special instruments and equipment to be installed on such special means of transport during their production.


Privileges on VAT in relation to technical equipment, spare parts are related to those goods which are being imported on contracts signed before 30 April 1997 and registered according to a set order with customs agencies.


The Government of the RF by its resolution of 7 May 1997, #546 revised the list of payments on which insurance fees into the Pension Fund of the RF are not being calculated.


The list has been considerably shortened. Mainly social payments and compensations were left in it. At the same time, it has been supplemented with certain regulations directed at the social protection of employees. In particular, it relates to the sums of insurance fees levied on employers which do not surpass the volume of 24 minimum wages, set by the Federal Law, paid according to the contracts of non-state pension insurance signed with non-state pension funds and insurance companies for a period not shorter than five years and that envisage disability payments or reach of a pensionable age which gives the right to receiving a state pension in case the employer has no arrears on payments to the Pension Fund of the RF. In the List juridical and physical persons who pay royalties under copyright contracts and civil and law contracts according to which work and services are being granted are equaled to employers as well as cooperatives, including agricultural cooperatives.


The Ministry of Finance letter of 25 April 1997, # 11-01-08/113 gives an explanation about the order of levying VAT on raw materials sold on the territory of the Russian Federation to foreign buyers. In particular, the letter in relation to internal “tolling” explains that according to the current legislation on VAT only those goods (work, services) are subject to VAT  privileges that are exported to the members of the Economic community (at present--Commonwealth of Independent States). However, goods turnover on the territory of the Russian Federation with the foreign firms is subject to taxation. In case foreign organizations are registered as taxpayers, they are freed from VAT on goods exported to the “Far Abroad”, and has the right to compensation for VAT paid to the suppliers of raw materials (work, services) used in the production of such goods.


The Ministry of Finance letter of 25 April 1997, # 04-04-06 explains the questions related to the introduction and use by small businesses a simplified system of taxation, bookkeeping and accounting which were set by the Federal Law of 29 December 1995, #222 FL “On a Simplifies System of Taxation, Bookkeeping and Accounting for Small Businesses.” 


The Letter of 8 May 1997, # BE-6-36/353 “On Taxation of Income Received on the Operations with Bonds of External Loans Issued by the Authorities of the Subjects of the Russian Federation” explains the order of the application of a joint Ministry of Finance and State Tax Service letter of 3 March 1997, # 01-31/37; BE-6-05/166 “On Some Questions of Taxation Related to Bonds of External Loans of 1997” (registered in the Ministry of Justice of the RF on March 5, 1997, #1265) on Eurobonds issued by the subjects of the Russian Federation under the Decree of the President of the Russian Federation of 8 April 1997, #304.





�
Table 1. Execution of the federal budget of Russia (% of  GDP)�
�
�
1995 �
I quarter�
I half-year�
III quarter�
1996 �
1.02.97�
1.03.97�
1.04.97�
1.05.97*�
�
Revenue�
�
�
�
�
�
�
�
�
�
�
Profit tax�
2,47�
1,11�
1,34�
1,32�
1,44�
0,59�
0,67�
0,88�
1,18�
�
Personal income tax�
0,2�
0,21�
0,22�
0,23�
0,23�
0,20�
0,20�
0,17�
�
�
VAT, special tax and excises�
5,81�
4,64�
4,71�
5,57�
6,74�
4,21�
4,57�
5,44�
6,37�
�
Taxes on foreign trade and foreign economic operations�
1,46�
1,33�
1,29�
1,10�
1,01�
0,55�
0,71�
0,83�
�
�
Other taxes, dues and payments�
0,34�
0,15�
0,17�
0,20�
0,28�
0,15�
0,37�
0,22�
�
�
Overall  taxes and payments�
10,28�
7,44�
7,73�
8,42�
9,70�
5,70�
6,52�
7,54�
8,68�
�
Non-tax revenue�
3,4�
1,69�
2,23�
2,68�
2,80�
1,59�
1,91�
1,35�
�
�
Overall revenue�
13,68�
9,86�
10,79�
11,1�
12,50�
7,29�
8,43�
9,22�
9,89�
�
Outlays�
�
�
�
�
�
�
�
�
�
�
State administration�
0,27�
0,33�
0,33�
0,26�
0,24�
0,17�
0,18�
0,21�
0,22�
�
International activity�
1,3�
0,62�
0,68�
0,88�
1,18�
0,36�
0,34�
0,60�
0,66�
�
National defence and law enforcement agencies�
4,03�
3,6�
4,03�
4,0�
4,10�
2,92�
3,37�
4,46�
4,63�
�
Fundamental research �
0,29�
0,26�
0,28�
0,28�
0,29�
0,05�
0,11�
0,23�
0,28�
�
Services to the national economy�
2,18�
1,46�
1,61�
1,51�
1,84�
0,86�
0,89�
1,43�
1,53�
�
Social servicies�
1,12�
1,19�
1,51�
1,25�
1,22�
0,52�
1,70�
2,19�
2,28�
�
Servicing the state debt�
1,5�
1,54�
2,09�
1,93�
1,51�
1,24�
1,32�
1,94�
2,02�
�
Aid to other levels of administration�
1,76�
1,66�
1,45�
1,55�
2,05�
0,66�
0,74�
1,17�
1,17�
�
Other expenditure�
2,79�
1,38�
1,7�
1,93�
1,94�
2,88�
0,46�
0,49�
�
�
Overall expenditure�
15,24�
12,04�
13,68�
13,59�
14,37�
8,42�
9,10�
12,72�
�
�
Loans minus payments�
1,37�
1,19�
1,13�
1,23�
1,04�
0,60�
0,94�
0,35�
�
�
Expenditure and loans minus repayments�
16,61�
13,24�
14,81�
14,82�
15,33�
9,02�
10,04�
13,07�
13,58�
�
Budget deficit�
-2,94�
-3,37�
-4,01�
-3,71�
-2,83�
-1,73�
-1,61�
-3,84�
-3,69�
�
Overall financing, of which�
2,94�
3,37�
4,01�
3,71�
2,83�
1,73�
1,61�
3,84�
3,69�
�
     domestic financing�
1,41�
2,34�
2,19�
2,34�
1,36�
1,20�
0,38�
1,95�
2,22�
�
     foreign financing�
1,53�
1,03�
1,82�
1,4�
1,47�
0,52�
1,23�
1,89�
1,87�
�
For reference: GDP (trln. Rbs.)�
1659,2�
508�
1066�
1609�
2256�
201�
401�
605�
810�
�
* Preliminary data


Table 2. Execution of the consolidated budget of Russia (% of GDP)�
�
�
�
�
�
I'96�
II�
I quarter�
I quarter�
9 months�
1996�
I'97�
II’97�
�
Taxes and payments�
14,51�
15,26�
16,4�
17,91�
19,07�
20,97�
12,99�
14.86�
�
Non-tax revenue�
1,7�
2,3�
2,47�
2,92�
2,46�
2,83�
2,30�
2.76�
�
Overall revenue�
16,6�
18,09�
19,85�
21,91�
22,69�
24,9�
15,29�
17.68�
�
Overall expenditure and loans minus repayments�
18,82�
21,81�
24,29�
27,44�
26,99�
29,07�
18,20�
20.26�
�
Budget deficit�
2,22�
3,72�
4,43�
5,53�
4,3�
4,17�
2,91�
2.71�
�






L.Anisimova, S.Batkibekov, V.Medoev.


Monetary Policy





�
In April – May 1997 the the tendency to a decrease of consumer price growth rates was holding on. So, in April 1997 the increment of the consumer price index amounted to 1%, or 12.68% annualized. Thus, as it was predicred in the previous reports, the variant of seasonal decline of the level of inflation is repeating as it took place in spring – summer of 1995 – 1996 (see fig. 1). However, unlike from the last years, a significant strengthening of the consumer price growth over the period of fall – winter 1997 is not expected.


According to our estimates in May the consumer prices will increase by 0.8 – 1% (10.0 – 12.7% a year). It is expected, in June – July 1997 the level of inflation will amount to 0.6 – 0.9% per month, or 7.4 – 11.4% annualized.


�
Figure 1.


�





�
From May 1, 1997 the Russian Central Bank changed the compulsory reserve requirements for commercial banks and credit organisations by the rubles and currency deposits. In particular, the Board of directors of RCB decreased the reserve rate on the ruble current accounts and time deposits with term up to 30 days from 16% to 14%, on time deposits with term from 31 to 90 days – from 13% to 11%, on time deposits with term more than 91 days – from 10% to 8%. The reserve rate on the attracted currency was rose from 5% to 6%. Moreover, the Russian Central Bank levelled off the reserve requirements by the attracted capitals of juridical persons on the corresponding terms for Sberbank of Russia and other commercial banks. However, the reserve requirement on the attracted capitals of individuals was decreased from 10% to 9.5% regardless of terms.


Last time the compulsory reserve requirements for commercial banks were change from November 1, 1996. Until this moment the standard on the ruble current accounts and time deposits with term up to 30 days was fixed at the level of 18%, on time deposits with term from 31 to 90 days – 14%, on the currency accounts – 2.5%.


This decision of the Russian Central Bank is consented to the targets, fixed in 'The main targets of monetary and currency policy of the Central Bank of Russia in 1997'. The change of reserve requirements was accepted simultaneously with the decrease of the refinancial rate for commercial banks from 42% to 36% annualized and the decline of rates on the mortgage loans on 8 – 14 days to 30% annualized and to 36% a year on 15 – 30 days loans.


The most obvious results of these decisions are as follows. First of all, the further restructuring of reserve requirements in favour of ruble liabilities led to some softening of the monetary policy. The latter has not any danger of rising inflation under a growth of the demand for real rouble balances. Second, the increase of reserve rate on currency accounts has to result in the comparative decline of demand for currency from the side of commercial banks and restructuring of their liabilities in favour of ruble share. As the first reaction of commercial banks one can consider the lag of pace of dollar rate’s growth on the Moscow Interbank Currency Exchange compare the pace of official one, which took place in May 1997 (see the section about foreign exchange market). Third, the decline of ruble borrowing costs contributes to a decrease of interest rates on bank loans (see section about interbank loan market).


Arkhipov S.A., Drobyshevsky S.M.


�
Financial Markets.





�
The market for GKO-OFZ. The yields of government securities reached in May the lowest level for the all period of the existance of the market. The persistent tendency to rates’ decline was observed during the whole month. In the end of the month there was some leap of prices affected, to all appearences, by non-residents’ demand. That time the Central Bank announced the reduce of fixed currency yield in June. Thus, the interest rates on non-taxable issues decreased to 15-20% annualized, on taxable ones – to 23-27% a year (see fig. 2). Nonetheless, fixed and well-forecasted exchange rate make still the current level of yields attractive especially for non-residents.


The turnovers at the secondary GKO-OFZ market fluctuated in the range of 13 – 20 trillion rubles per week during May. The yield curve (see fig. 3) returned to the ‘normal’ shape with positive slope. This fact testifies to the levelling-off the time prefernces in accordance with the risks of interest rate changes. It is possible some prevalence of expectations of coming interest rates’ growth.


�
Figure 2.


�





�
In May 1997 eight primary GKO-OFZ auctions occured in May 1997. There were placed four tranches of six-month GKO (issues № 22082, 22083, 22084, 22085), two tranches of one-year GKO (№ 23006, 23007) and two tranches of OFZ (№ 24012 and 24013). The total volume of supplied securities equaled to 44500 billion rubles, the demand by the nominal – 51592.24 billion rubles, placed volume – 34753.49 billion rubles by the nominal (78% of claimed volume). The excess of demand over supply amounted to 16% (26% in April), the unmatched demand – 48% of supplied volume, the auction premia – (3%.  It is important to note, although the excess demand was not so high as during the previous months, the Russian Ministry of Finance held the auctions with quite zero premia. It demonstrated the target to interest rate decline. The revenues at the auctions was equal to about 29 trillion rubles against to 28 trillion rubles.


�
Figure 2.


Dynamics of Yield Term Structure in May 1997


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


Figure 4.


�





�
In June the Russian Ministry of Finance is going to refinance the issue of securities by the sum of about 37 trillion rubles. It significantly exceed the previous volumes of redemption (about 28 trillion rubles in April and May). In addition, the decreased rate of return for non-residents will not contribute to the strenghtening of investment inflow. Therefore, it is likely, the RCB will not hold the tendency of decline of rates. This will lead to the temporary increase of the yield to maturity.


Stock market. In the end of April  – May 1997 the business activity at the stock market significantly increased (see fig. 4). As it was predicted in the previous report, in the very beginning of May the second in this year growth of quotations of almost all stocks. The daily volumes of turnovers in the RTS-1 over this period reached 45 – 65 million dollars. It was more compare the January level. According to our estimates, in the second half of May – the beginning of June one can expect the price correction at this market, which will be continuing up to the middle of June, at least. From the end of June to July the traditional summer increase of prices is expected. This fact was observed at the Russian stock market over three last years.


The market characteristics of the most liquid stocks in April – May 1997 there are given in the table 3.


�
Table 3. Stock Market Characteristics for 1.04 – 20.05.1997.�
�
1) Liquidity (the ratio of number of days in which this stock were traded to the total number of days for the period): Gazprom, Irkutskenergo, LUKoil, Megionneftegas, Mosenergo, Norilsk Nickel, RAO UES Russia, RAO UES Russia (preferred), Rostelecom, Rostelecom (preferred), Surgutneftegas – 1.0.�
2) The most profitable stocks* (return for the period 1.04 – 20.05.1997): Market index – 22.52%, Kubanenergo – 69.79% (0.70), Sinaisky Trubny Plant – 67.14% (0.30), RAO UES Russia – 65.08% (1.0), Electrosvyaz NSO – 55.95% (0.48), LOMO – 45.96% (0.39).�
�
3) The most riskless stocks (coefficient beta)*: Market risk – 107.71%, Yuganskneftegas (preferred) – 0.009 (0.33), Novosibirsk Telephone – -0.059 (0.33), Noyabrskneftegas – -0.069 (0.49), Nizhnetagilsky Steel Plant – 0.074 (0.42), Tomskneft (preferred) – 0.87 (0.42).�
4) The most underevaluated stocks (coefficient alpha)*: Sinaisky Trubny Plant – 0.020 (0.30), Kubanenergo – 0.012 (0.70), LOMO – 0.012 (0.39), Electrosvyaz NSO – 0.011 (0.48), Pervouralsk Novotrubny Plant – 0.009 (0.30).�
�
5) The stocks with the highest unique risk (low R-squared)*: Novosibirsk Telephone – 0.001 (0.33), Yuganskneftegas (preferred) –  0.001 (0.33), Sinaisky Trubny Plant – 0.002 (0.30), Pervouralsk Novotrubny Plant – 0.002 (0.30), Krasny Vyborzhets – 0.002 (0.30).�
6) The stocks with the lowest unique risk (high R-squared)*: LUKoil – 0.801 (1), Surgutneftegaz (preferred) – 0.797 (0.97), Mosenergo – 0.720 (1), Rostelecom – 0.683 (1), RAO UES Russia (preferred) – 0.675 (1).�
�
7) Stocks accounted for the most share in the total turnover*: RAO UES Russia – 21.90% (1), Mosenergo – 12.95% (1), LUKoil – 12.01% (1), Gazprom – 9.29% (1), Surgutneftegaz – 7.20% (1).�
�
* There are liquidity coefficients in parenthesis.


�
Interbank credit market. A tendency to decline of interest rates on all-term loans was observed at the interbank credit market in May 1997 (see fig. 5 and tab. 2). The average level of interest rates went down to 22 – 27% a year up to May 25 against 30 – 35% in the very beginning of the month. The overnight rate set in at the level of 10 – 15% annualized. The main factor affecting the lowering of borrowing cost at the market was the decrease of the rates of reserve requirement for commercial banks since May 1 (see section ‘Monetary Policy’).


�
Figure 5.


�





�
The volume of given credits at the interbank loan market in May 1997 was lower than the April one. Due to many holidays the volume of the shortest loans reduced the most holding on the highest specific weight in the total turnover (see figures 6, 7). Thus, the market turnover  will be lower than in April by 20 – 25%.


�
Figures 6, 7.


� �





�
Foreign exchange market. In April 1997 the official US dollar exchange rate grew up from 5726 to 5762 rubles per dollar. So, the monthly increment was 0.63%, or 7.8% annualized. The pace of dollar rate’s growth on the Moscow Interbank Currency Exchange was not catching up the pace of official one from the last decade of April. In particular, in April the dollar rate on the MICEX rose from 5727 to 5744 rubles per dollar, i.e. only by 0.30% (3.6% annualized). At the interbank currency market the dollar exchange rate increased from 5729 to 5753 rubles/$ by 0.42% (5.1% annualized).


In May the pace of growth of dollar rate nearly dropped to the zero level. As a main reason for it one can note the appreciable spread between the official dollar quotations and the quotations at the interbank currency market and the MICEX (see fig. 8). This spread was caused by the decrease of demand for currency due to the deficit of ruble assets that commercial banks had and restructuring of their liabilities in favour of ruble share (see the section about monetary policy). It is expected, by the end of May the official dollar exchange rate will get 5775 rubles/$. It corresponds to the monthly increment by 0.19% (2.31% annualized). According to our estimates, in May the MICEX ruble rate will go down to 5765 rubles per dollar by 0.37% (4.48% a year) and to 5760 rubles/$, i.e. by 0.12% (1.47% annualized), at the interbank currency market.


On the fig. 8 there are depicted the dynamics of the official, MICEX and average interbank exchange rate of dollar for April – May 1997.


In April – May 1997 the exchange rate of the Deutsche mark vs. ruble has been continuing to demonstrate the considerable fluctuations. As it was noted in the previous reports, the basic reason for it was the dynamics of the DM vs. the US dollar at the world exchange markets.


In April the exchange rate ruble vs. DM declined from 3418 rubles/DM to 3372 rubles/DM. It corresponds to –2.66% a month (–27.66% a year). According to our estimates, by the end of May the Deutsche mark exchange rate will go up to the level of 3390 rubles/DM. In this case, the growth will be equal to 1.89% per month, or 25.25% annualized.


The dynamics of the official and MICEX exchange rate of the Deutsche mark for November 1996 – May 1997 there are shown on the fig. 9.


In April 1997 the gross turnover on the MICEX by the US dollar amounted to 1064.8 billion rubles. That is more than it was in March by 29%. The gross turnover by the DM increased in comparison with the level of March by 36.2% to 92.6 billion rubles. In May 1997, in spite of the Holidays, it is expected, there will be the growth of volumes of turnover to 1.9 – 2 trillion rubles by the US dollar. By the Deutsche mark it will be about 70 – 80 billion rubles.


�
Figure 8.


�


Figure 9.


�


�



�
Table 4. Indicators of Financial Markets.�
�
month�
January�
February�
March�
April�
May*�
�
inflation rate (a month)�
2.3%�
1.5%�
1.4%�
1%�
0.8 – 1.0%�
�
annualised inflation rate by the month’s tendency�
31.4%�
19.6%�
18.2%�
12.68%�
10.0 – 12.7%�
�
the RCB refinancing rate�
48%�
42%�
42%�
36%�
36%�
�
interest rate on deposits in Moscow Sberbank for one month (end of the month)�
30%�
30%�
16.8%�
30.64%�
27.26%�
�
auction yield on GKO (end of the month)�
31.85%�
31.01%�
36.55%�
36.65%�
35.58%�
�
auction yield on OFZ (end of the month)�
35.12%�
35.12%�
43.18%�
39.70%�
34.61%�
�
auction yield on OGSZ (end of the month)�
52.7%�
35.2%�
35.2%�
�
�
�
annualised GKO yield to maturity:�
�
�
�
27.40%�
22.8%�
�
less than 1 month�
30.55%�
23.9%�
31.39%�
32.16%�
24.7%�
�
1-3 months�
33.5%�
28.78%�
33.69%�
33.62%�
28.8%�
�
3-6 months�
35.71%�
31.01%�
33.66%�
32.17%�
27.2%�
�
average yield on all issues�
34.67%�
29.35%�
33.00%�
�
�
�
annualised yield to maturity on OFZ issues�
�
�
�
23.30%�
14.88%�
�
4 tranche�
31.89%�
24.4%�
33.02%�
25.86%�
19.72%�
�
5 tranche�
32.64%�
26.82%�
50.28%�
62.03%�
25.01%�
�
6 tranche�
251.75%�
29.7%�
41.9%�
36.93%�
33.01%�
�
7 tranche�
60.36%�
43.47%�
38.43%�
28.95%�
26.44%�
�
8 tranche�
45.59%�
32.77%�
70.8%�
29.47%�
26.93%�
�
9 tranche�
45.51%�
31.15%�
57.38%�
39.27%�
51.23%�
�
10 tranche�
35.70%�
28.5%�
44.58%�
36.03%�
31.81%�
�
�
–�
–�
–�
–�
30.95%�
�
turnover of GKO-OFZ market a month (billion rubles)�
64982�
65586�
77117�
90230�
75000�
�
the overall value of outstanding  GKO–OFZ (trillion rubles)�
246.8�
261.85�
276.7�
285.66�
295�
�
nominal surplus of the overall value of outstanding  GKO–OFZ compared to the previous month�
4.1%�
6.1%�
5.7%�
3.2%�
3.3%�
�
IBC – INSTAR rate (annual %) on loans by the end of the month:�
�
�
�
�
�
�
overnight�
12.82%�
24.57%�
14.93%�
26.49%�
15%�
�
1 week�
26.13%�
20.67%�
27.80%�
24.06%�
23%�
�
2 weeks�
28.0%�
35.0%�
29.95%�
28.56%�
23%�
�
1 month�
25.0%�
31.0%�
30.00%�
30.40%�
30%�
�
turnover of IBC market a month (billion rubles)�
42270�
50920�
56625�
69912�
54000�
�
effective yield on Vnesheconombank’s bonds . USD:�
�
�
�
�
�
�
3 tranche�
10.6%�
9.6%�
10.5%�
–�
–�
�
4 tranche�
12.3%�
11.1%�
11.6%�
–�
–�
�
5 tranche�
12.8%�
11.9%�
12.4%�
12.6%�
11.8%�
�
6 tranche�
12.8%�
11.7%�
12.2%�
13.1%�
12.2%�
�
7 tranche�
13.0%�
12.0%�
12.3%�
13%�
12.1%�
�
official exchange rate of ruble per US dollar by the end of the month�
5629�
5676�
5729�
5762�
5775�
�
official exchange rate of ruble per DM by the end of the month�
3441�
3364�
3418�
3327�
3390�
�
average annualised exchange rate of ruble per US dollar growth�
15.95%�
10.3%�
11.80%�
7.8%�
2.3%�
�
average annualised exchange rate of ruble per DM growth�
-41.3%�
– 23.8%�
18.92%�
-27.7%�
25.3%�
�
gross turnover on the MICEX by USD and DM a month (billion rubles)�
1495.5�
588.3�
892.7�
1157.4�
1900 – 2000�
�
turnover at the stock market in the RTS for the month (millions of USD):�
865.6�
818�
565.4�
575.76�
650�
�
average annualised return at the stock market in the RTS:�
54.5%�
31.06%�
-4.86%�
13.89%�
7.8%�
�
RTS market portfolio risk:�
282%�
149.65%�
41.37%�
125.71%�
61%�
�
*/ estimate


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


Investment to the real sector of economy





�
Typically in the make-up of GDP, a decrease in the share of gross savings is related to a drop in the volume of investment in capital assets. The volume of investments to capital assets made up RUR 92 trln. between January- April 1997 and dropped by 8% compared to its respective period last year. With the economic situation stabilized in the Ist quarter of 1997, continuation of the decline in the investment sphere reflects financial and real sector agents’ low sensitivity to changes in the market. A fall in the profitability rates of operations in the financial market and an increase of the minimal value of authorized capital stock have not resulted in a growth of investment to the economy’s real sector, because of a lack of sufficient resources under growing credit risks. Delay with implementation of tax reform, the lack of development in the corporate securities market and the reduction in the government’s operations in capital markets have a negative impact on the dynamics of investment.


The crisis in the budgetary sphere initiated a reduction in spending on government-financed investment. In the Ist quarter of 1997, government-financed investment peaked  at the level of RUR 1.9 trln, or 38.8%  of the quarterly allocations. At the same time, since the beginning of 1997, financing from the Federal budget as of yet has not been practically implemented.


As a result the implementation of socially significant federal investment targeted programs was suspended. In the Ist quarter of 1997, volume of financing by the Federal Investment Program made up RUR 1237.5 bln, or 5.5% of  the annual volume, given the complete lack of support to house building, including “My Home” program and houses for military personnel.


In the Ist quarter of 1997, RUR 1.5 trln. were earmarked for financing of research and design projects of a civil character. The earmarked amount makes up 10% of budgetary allocations for 1997, of which 12.3%  were earmarked to the Russian Academy of Sciences.


Taking into account the fact that there was an insufficient level of revenues to the budget system in the Ist quarter of 1997 and the necessity to fulfill public obligations on securing social guarantees for the population, sequestration of the Federal budget’s spending should first of all influence financing of the Federal Investment Program and government investments.


The measures undertaken  with regard to reviewing tax privileges in favor of programs which stimulate investments in capital assets failed to prevent a decline in capital construction: so far, 52% of investments were spent on construction, expansion, reconstruction and technical rearmament of productive facilities, compared to 56% between January- April 1996. Unfortunately, since the beginning of the reform, despite  many declarations of investment intentions, any practical implementation of concrete programs regarding capital construction and reproduction of capital assets of enterprises has been put on the backburner in order to deal with more current issues. On the basis of the analysis of the dynamics and structure of investments by sectors and branches of the economy over the period 1992-1996, one may conclude that, with the changing situation in the financial market, the absence of any perspective on investment strategy is still a constraining factor for the renewal of economic growth and the restructuring of production. In the majority of cases, enterprises do not have sufficient investment resources of their own and cannot attract the necessary volume of  credits needed, since the current interest rate is still above the average profitability rate in the sphere of production. In this regard, the most critical problem involves the issuance of government guarantees to investors.


�
�
I quarter.� 1996 г.�
IV quarter. 1996 г.�
I quarter �1997 г.�
�
Central bank’s refinancing rate, % annualized *�
133,0�
60,0�
44,6�
�
Price increment for finished products in industry, %�



8,8�



4,6�



4,3�
�
Real effective interest rate, % annualized *�



96,0�



41,6�



27,4�
�
Long- term credits, as of the start of the period, RUR trln. �



17,8�



20,9�
�
�
    in % to the volume of all the credit investment�



13,2�



9,2�
�
�
* Average calculation  over the period 


О.Izriadnova 


Situation in industry





�
This year, for the first time since the beginnning of the reforms, industrial production is characterized by some growth of  overall volume  of output. Between January and April growth in production made up 0.6% when compared to its respective period last year. This may be regarded as a first sign of the Russian economy’s transition from a stage of transformation, characterized by a decline in production, to one of production stabilization and renewal of industrial growth. At the same time, the obtained incremental growth of  output was mostly determined by an increase in production of intermediary goods ( by 2.8%). As per other sectors of industry, output was lower when compared with the same period last year. Thus, as a result of the investment crisis, capital production dropped by 4.3%  as compared to its respective period in 1996. Despite growth in the population’s real disposable income and volumes of retail goods turnover, ( by 4% and 1% respectively against the same period of 1996), output of consumer goods also decreased ( by 2.2%), which may be attributed to substitution for imported products.


The analysis of monthly dynamics of output in terms of major branches testifies to the fact that  the fairly clear trend in production growth is taking shape in the fuel and energy sectors., chemical, timber and paper, pulp and wood- working industries ( Table 1).  One cannot help but note the growth in production in the most depressive branch of Russian economy- light industry, which, apparently, testifies to the  fact that the branch has passed the lower point of production decline. The situation remains rather stable in metallurgy, machine building, construction, and food industry.


�
Table 5


Indices of physical volume of industrial production in 1997 


( seasonal factor is eliminated, January 1990- 100%)


�
1996


December�
1997


January�
1997


February�
1997


March�
1997


April�
�
Industry, total�
44.2�
44.3�
44.6�
44.8�
44.9�
�
Fuel and energy sector�
66.3�
66.5�
67.1�
67.5�
67.5�
�
Ferrous metallurgy�
52.4�
52.4�
52.6�
52.4�
51.5�
�
Non- ferrous metallurgy�
84.3�
83.5�
82.8�
82.7�
83.5�
�
Machine building�
31.6�
31.9�
32.0�
31.9�
31.8�
�
Chemical and petrochemical industry�
41.6�
41.4�
41.6�
42.3�
43.6�
�
Timber and paper and pulp industry�
29.3�
29.0�
29.5�
30.6�
31.5�
�
Industry of construction materials �
25.5�
25.5�
25.5�
25.5�
25.5�
�
Light industry�
11.9�
12.4�
13.1�
13.9�
14.2�
�
Food industry�
35.7�
35.7�
35.8�
35.8�
35.9�
�
Source: Centre of Economic Analysis under the RF Government





�
An analysis of current general economic conditions in industrial enterprises allows us to assume that stabilization trends in the general volume of production should remain constant this year. At the same time, growth in the volume of output against 1996 may occur in non- ferrous metallurgy, chemical and machine- building industries. In the latter case, an increase in output should be connected with a growth in production of non- investment products, primarily, passenger cars.


Yu. Bobylev 





�
PERSPECTIVES OF AGRICULTURAL PRODUCTION IN 1997 (according to the business survey on agricultural enterprises conducted by IET in the Ist quarter of 1997)





�
Production intentions. Only 14- 15% of surveyed enterprises intend to reduce sowing areas for cereals this year, given that 25- 29%  of respondents plan to increase their respective areas. More than half of the respondents in Krasnoyarski Krai, Bryanskaya, Volgogradskaya, Kurskaya, Pskovskaya, Tulskaya Oblasts are increasing sowing areas for food grain. The share of respondents intending to reduce sowing areas for food grains is significant ( over 30%) in Vologodskaya and Kurganskaya Oblasts, and Krasnoyarsky Krai. Sowing areas for grain fodder should grow significantly in the surveyed farms in the Volgogradskaya, Pskovskaya, and  Tambovskaya Oblasts.


It is notable that  vegetable- and beet- growing holdings also are increasing their sowing areas for cereals at the expense of  their usual “profile”  crops.


The number of khozyaystvas who are reducing their sowing areas for sugar beet is 2.5 times less than those khozyaystvas who are increasing their respective areas in sugar beets. The respective balance is also positive  in  Belgorodskaya, Bryanskaya, and Kurskaya Oblasts. In beet- growing holdings, 21% of respondents intend to decrease sowing  areas for sugar beet, and the same number plan to increase them.


As per sunflower, similar to the situation with sugar beet, the balance of  respondents intending to  expand their areas or  reduce sowing areas, according to the sample, is negative on average. This is especially clear in the North Caucacus. A positive balance is taking shape in Bashkortostan, Volgogradskaya, and Kurskaya Oblasts.


In 1997, the decline in agricultural enterprises  producing potato should continue: the share of those intending to increase areas for potato is 4 times less than the number of those who plan to reduce them, with the exclusion of the Bryanskaya Oblast and Mordovia. It is also notable that the large- scale enterprises ( with 500+ employees) are more inclined to maintain their respective areas and even to enlarge them.


The situation with vegetable crops is analogous to the one with potato. Of the regions  whose holdings are either enlargening or reducing areas for these crops, one should note Bryanskaya  and Novosibirskaya Oblasts.


Only an insiginificant part of those surveyed deal with flax. However, of those who reported their plans on sowing areas for this crop in 1997, 58%  intend to keep those areas for flax, 18% intend to increase them, while the others intend to reduce such areas.  The  sowing areas for flax remained at last year’s level or are increasing in the surveyed holdings in Altaysky and Krasnodarsky Krai, Belgorodsky, Kurgansky and Tambovsky Oblasts.


Contracting of products. According to the general response, one may conclude that the contracting of agricultural products is applied to the food grain most of all and, to a lesser extent, to  grain fodder. As per the other crops, agricultural producers  sell them freely on the market. At the same time the number of contracting agreements for food grain and vegetables has been  increasing slightly, while other products the number of contracting agreements have been falling.


The level of  grain contracting is especially high in the major grain- producing regions. This year the share of khozyaystvas in which the share of contracted food grain which remained constant or increased should grow in Altay,  Krasnodarsky Krai, Kurskaya, Orenburgskaya, Rostovskaya, Saratovskaya, Tulskaya Oblasts. In Stavropolsky Krai, the share of respondents whose volumes of contracted grain has been falling made up 1/4 of the all surveyed khozyaystvas.


A  notable growth in  the contracting  of`sugar- beet was observed among respondents in the Kurskaya, Rostovskaya and Tulskaya Oblasts. According to those khozyaystvas  cultivating sugar-beet, however, the ratio between those khozyaystvas increasing and those decreasing their conctractual volumes is in favor of the latter. 


The volumes of contracting of sunflower seeds are cleraly falling in the major regions of its cultivation.  In Krasnodarsky Krai, Voronezh, Kurganskaya, Rostovskaya and Tuslkaya Oblasts the share of khozyaystvas, in which the volumes of contracting for this crop have fallen, makes up over 30%.


Contracting of potato has not been reduced in the majority of regions, with the exception of Novosibirskaya Oblast.  Approximately 20% of the surveyed khozyaystvas in this region increase their  volumes of contracted potato this year.


The aforementioned ratio among khozyaystvas in terms of contracting of vegetables is slightly positive. At the same time,  volumes of contracted products either grew or remained unchanged at the level of the preceding year among 60%  of the vegetable- growing khozyaystvas. Among khozyaystvas  with other specializations, the contracting of vegetables  is hardly worth mentioning.


E. Serova, S. Tsoukhlo
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Foreign trade





�
Russian foreign trade turnover  decreased by 0.1% at the expense of mutual supplies with the C.I.S. states  and made up USD 34.9 bln. over the Ist quarter of 1997.


The tendency for mutual trade turnover to increase with Far Abroad countries remains. In the Ist quarter, Russian export grew by 5%, while import- by 1%. Among Russian exports fuel and energy goods still account for the largest share at 53% ( Ist quarter 1996- 46%),  followed by ferrous and non- ferrous metals- 18% ( 22%), machinery and equipment - 5.4% ( 7%), mineral fertilizers - 3% (4%), timber and paper products and pulp industry-  3.4% ( 4.5%). The given data testifies to the remaining negative trend to increase the share of raw materials exported and, accordingly, to decrease the share of machinery and equipment.  Regardless of the decrease in the volumes of both oil refining and production of petroleum derivatives, growth in the physical export volume of energy resources to Far Abroad states was secured at the expense of lowering domestic fuel and energy consumption, given a simultaneous reduction in their exports to the C.I.S. countries.


The share of imported machinery and equipment to total imports reached 37%, which marks a significant portion of products imported to Russia. 


In the import of food products some changes have taken place. Import of  fresh- frozen meat, poultry, citrus, grain, sunflower oil, meat preserves, sugar, coffee and cacao beans reduced notably, while purchases of fresh- frozen fish, dry and curdled milk and cream butter increased.


The data on Russia’s trade with the C.I.S. states in the Ist quarter of 1997 published by Goskomstat imply that trade this year contrasts sharply with that of last year’s. Since the beginning of 1997, Russia has been maintaining a positive trade balance with its neighbouring states.  At the same time, a siginificant decrease in the volume of imports was observed:  in the first quarter of 1997, import made up USD 3.6 bln. and dropped by 20% when compared to its respective period in 1996. It is worthwhile to recall that import activity was progressive for the most part of 1996 (for example, growth of imports from March to April of 1996 was 27%). Export volumes also fell over the Ist quarter of 1997 as compared with last year’s level and made up USD 4.3 bln.. The overall  foreign trade turnover  reached USD 7.9 bln., a decrease by 13% in comparison to its respective period in 1996. A sharp drop in Russian imports can be attributed in part to the strengthening of the Customs Alliance between Russia and Belorussia, which gradually has caused more Belorussian supplies imported into the Russian market to be left unaccounted in Russian customs statistical reports.


As for the composition of mutual trade between Russia and the C.I.S. states, the situation remains the same: fuel and energy resources make up 60% of  the total volume of Russian exports. The major part of imports fall on foodstuffs. It is likely that a decrease in imports of Ukranian sugar will be observed due to the introduction of new customs duties.


S.Prikhodko
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The new phase in the redistribution of property





�
With some reservations one may single out at least three major stages of redistribution of property in the industrial sector of Russia’s economy since the beginning of “perestroika”:


-the spontaneous period from 1988 to 1991: at that time, when the USSR Law “On state- owned enterprises” came into force, with a temporary leasing and cooperative boom, state- owned enterprises’ assets  in one form or another were intensively transferred to the private sector;


- the “mass privatisation” stage between 1992 and 1994: at that period of time, using a voucher scheme,  insiders and outside shareholders gained control over a large part of equity and private  ownership rights were established among the thousands of joint-stock companies operating in Russia;


- stage of the struggle for control over newly formed joint- stock companies, including redistribution and concentration of newly acquired property rights, which began in 1993-1994 and continues today.


Among the typical forms of such a redistribution which manifested themselves  over 1993- 1997, several forms were notable:


1) the aggressive or “ agreed- upon” purchase of shares at secondary market ( from employees, investment institutions, brokers, and banks);


2) active lobbying for transactions with blocks of shares remained under control of Federal and regional authorities;


3) voluntary or administrative and compulsory incorporation in holdings or financial and industrial groups.


As for the first years of the post- privatization redistribution of equity (1993-1995), the most common methods characteristic of this period were connected with transactions ( quasi-delays) in primary and secondary markets ( naturally, with  correction for “specifics” of the transitional economy and “specific” role of the state. Although it is impossible to talk about any significant progress regarding the protection of shareholders’ rights in 1997, it was namely during that period,  between 1993-1995, that a violation of corporate legislature, resulting from the struggle over control, had acquired its most “wild” forms ( erosion of “alien” shareholders’ shares, manipulations with registers of shareholders, many joint- stock companies’ “self-redemption” of their own shares, etc.). In essence the basic conflict of those years was one between old managers fighting to keep their positions and potential “occupants” seeking control. The majority of Russian enterprises were involved in this struggle in one way or another ( financial flows and profit, book- keeping,  export orientation, lots and other real estate, market segments or branch specialization which are of interest for a foreign company of the same profile, etc.)


This conflict, of course, retained significance in 1997. According to current estimations, the struggle for control was ended in no more than 30% of Russian privatized enterprises. The growing invasion of outsiders and  the concentration of property as an important trend for a typical privatized enterprise should continue to play a crucial role well after the year 2000.  


Nevertheless, in late 1995-1997, a new phase of post- privatizational redistribution of property is developing, of which the following features are characteristic:


- usage or at least elaboration of non-trivial technical schemes ( loans- for- shares- auctions, legalized erosion of governement shares, conversion of debts into state securities, sales of debitor debts, trust schemes, purchase of promissory notes, manipulations with dividends on privileged shares etc.);


- only  the largest or the most ”interesting” Russian companies has some restructurization of control taken place ( including certainty with state- owned shares). Therefore, these enterprises became the major targets during the new phase of distribution of property;


government’s active assistance, which, while implementing the interests of the largest financial and industrial alliances,  is aimed at its own various objectives ( political, budgetary and others);


The core conflict during this stage is obviously the clash of interests between old (in a new corporate  “shell”, though) natural monopolies, large industrial and mining structures and new financial and industrial groupings  whose expansionist interests became clear in the course of the new redistribution of property.  To understand this conflict, one also  should undoubtedly take into account  the importance of the political factor and power interests in various branches of Russian power, mainly in government offices.


In other words, “behind the   facade “ of the largest transactions  of 1995- 1997 ( including yet unflfilled ones), the finalizing non- economic stage for the redistribution of property among key Russian companies is occurring.  In some of such transactions the major centers of influence have already reached an agreement, and redistribution of ownership- given other conditions remain unchanged- is highly improbable. In other cases, the final stage of establishing control has been delayed due to the continuing struggle and intensive lobbying.  This process is multidimensional. The Federal and regional authorities, natural monopolies, largest banks and industrial enterprises are the major players in this process.


The practice of loans- for- shares auctions in late 1995 accompanied by scandals and trials is rather well- known. The most explicit example of an after-auction conflict happened in 1996 between “ONEXIMbank” and the old administration of the RAO “Norilsky Nickel”, whcih resulted in the resignation of the latter. In terms of a more sophisticated strategy, it is interesting to observe the example of the “Menatep” bank who was given ( together with its affiliated structures) 45% of shares as mortgage, while 33% of shares had belonged to the bank resulting from the investment tender. Upon diluting  the “YUKOS’ ” authorized capital in 1996, the government’s share (i.e. mortgaged capital) has shrunk to 33.3%,  and “Menatep” in some way or another controlled about 53% of the company’s shares. However, a sale of the state- owned portfolio was required in order to obtain the qualified majority, and, as a result, the Menatep’s  control block grew from 53 up to 89% .


As for the transaction with shares of the “Sidanco” oil holding, the situation is more vague. 51% of the holding’s shares were mortgaged to the group of “ ONEXIMbank-MFK”. The “Interros-Oil” affiliated company had won the contest which took place on the 10th of January, 1997, and now the company owns 85% of the holding’s shares ( including 34% of  those “ additionally purchased” in September 1996 and including “Chernogorneft”. The winner paid USD 129.8 mln., 800,000 USD above the starting price. The problem exists due to the unclear state of property rights on the daughter company “Purneftegas”. It is most likely that such a “lack of clearness”, apart from other reasons, is also related to the afore- mentioned basic conflict, on the background of which the “Sidanco- Rosneft” trial is, of course, of a particular character.


It is the transaction on 8.5% of shares of RAO “EES Rossii” at an auction which may serve as another example of such a  clash. The estimated preliminary cost of the transaction is about RUR 1.87 trln. It is intended that the formal buyer- Incombank’s daughter company- Swiss “Incomfinance Group AG”- represents interests of a bank consortium and non- banking companies headed by the Nationalny Reservny bank ( “Gasprom’s “ group). According to the data we have, “CS First Boston” has failed to close the transaction 


( although, according to some estimations, it had already gained 10.36% of the RAO ( while Credit Suisse as a whole controls about 20%) and at the same time played a role as the official consultant to Goskomimuschestvo on the transaction. On the other hand, according to some data, Nationalny Reservny Bank received credit from the Central bank of Russia to “pay” for this transaction, while a part of the formal “ revenues”  from the transaction were to be substituted by  settlement of the RAO’s debts to Gasprom. As a result, it would not make any sense to show the transaction in the list of budgetary revenues, even if some money was transferred.


So, what are the perspectives?


It is highly probable that the major provisions of the Presidential Decree # 443 of April 1, 1996 “ On measures on stimulating establishment and activity of financial and industrial groups” ( federal portfolios to be trusted to FIG’s central companies, etc.) had mostly a political effect. That is why the process ( also  considered as a method of redistribution of property) has  not become critical yet.


It is also early to talk about serious practical steps on implementation of the Ukaz of President # 1660 of 9 December 1996 “ On the trusting of  shares fixed in Federal ownership of joint- stock companies established in the process of privatization”. When the Ukaz came into force, the general provisions for transfer of state- owned portfolios were determined: according to the results of a tender on the right of concluding the trust agreement on the portfolios. The trust manager ( in contrast to the loans- for -shares scheme ) does not have a right to manage shares entrusted to him. Besides, in the agreement both parties stipulate restrictions in terms of trust manager’s activities on crucial matters of  joint- stock company’s functioning.


As a priority, five joint- stock companies in coal industry were selected ( according, apart from other reasons, to the IMF’s requirement). That is why the more detailed government Resolution #1485 of 11 December, 1995 “ On holding contests on the right to conclude trust agreements on managing shares fixed in federal property  of joint- stock  companies in coal industry ( coal companies)”  from the formal viewpoint is  related to coal industry only. However, it is most likely that these rules should  cover other sectors of the economy as well. Nevertheless, one should not hope for an application of new standards soon. According to many experts’ estimations, the Provision on Contests has so many defects that they should become a significant obstacle to any application of the Provision. The key problem- real openness and criteria for identification of a winner in a contest- finds itself beyond the framework of the document. The other negative moment is the problem of real guarantees of protection of both enterprise’s and public interests from a  temporary management team


 ( regardless of the provided requirements  that obligations undertaken by the winner are secured with his own equities).


It is most likely that a new phase of redistribution of property ( both between the state and other “interested-in” agents and between the largest financial and industrial alliances) should be related to debt relationships and their transformation into property rights. This, in particular, confirms the fact that  it is the largest creditors- the state itself, financial groups and natural monopolies- who became key participants in the process of redistribution. At the same time their interests are  both of a common and contradictory  character.


In this connection,  one should note three interesting documents related to the emission of shares and obligations  performed by privatized enterprises:


1) Presidential Decree # 1054 of 20 July, 1996 “ On measures of the liquidation of joint- stock companies backwages and  tax arrears . The Ukaz allowed those enterprises, in which the state owned a portfolio of shares over 25% , to  create new emissions in order to  pay off their debts to the budget. In other words, the alternative appears: either the state-owned share should be  increased at the expense of a new emission ( i.e. shares should be taken in  payment of a debt), or diluting of a state- owned share in favor of other shareholders happens ( “strategic” ones- in case of the closed scheme and/or small- size “financial” ones should a public placement take place). The placement of the emission of “YUKOS” oil company was an example of such an operation.


2) Presidential Ukaz # 1203 of 17 August, 1996 “ On the issuance of obligations by organizations for the purpose of restructurization of their debts on mandatory payments to the Federal budget”. It is intended to help many enterprises to avoid sale of their equities for debts ( liquidation). In other words, in a number of cases banckruptcy is simply delayed, and the state receives the enterprise’s obligations. The enterprise’s equities or guarantees from a third party should become collateral  for these obligations. Government then has a right either to sell those obligations before they mature,  or- as of the date of maturity- to receive the respective sum plus interest rate from the enterprise.


3) Resolution of the RF government # 254 of 5 March, 1997 “ On the conditions and order of restructurization of organizations’ debts on payments to the  federal budget “. The last document ( which appeared nearly on the eve of the well known cabinet reshuffle) is of key importance. Those companies which have debts on payments to the Federal budget as of 1 January, 1997 (major debt) as well as penalties and fines on debt, perform debt restructuring through issuance of securities ( shares or obligations) as collateral for major debt.  Should shares be issued, the control block should be submitted to the Russian Fund of Federal Property as collateral.  The emitent should pay off the major debt (by equal monthly payments over a period of  five years) and penalties and fines ( over a ten year period, on a lumpsum basis), otherwise the shares  are subject to sales. The analogous scheme- sales of assets under which the given securities were issued- is also provided should obligations be emitted ( bearing  in mind the  specifics of such  securities).


As in many other known documents ( on loans- for- shares auctions, on trust), this document has several shortcomings from a legal viewpoint. Many experts noted clear contradictions, such as the requirement to submit shares to RFFA as  a collateral, while, according to the Law “On joint- stock companies”,  current shareholders have a  privilege in redemption of shares of a new emission ( according to the regulations on placement emissions, it should be  made within 1 year maximum, and not in 5 years.). At the same time, the Law “ On securities market” excludes other preferences in the course of placement of an emission.   


The Resolution, perhaps,- if one presumes that the largest banks are interested in its implementation,- may also be regarded  as an alternative to an increasing activity, for example, of Gasprom on sales of debts ( or, on the contrary,  on their maintenance for the purpose of consequent conversion into property rights.


In the majority of the afore- mentioned cases, the problem undoubtedly is not the applied technique. It is known that in the growth period of the 1880-s in Russia, such forms of resource acquirement from the capital market were practiced among industrial enterprises, as emission of obligations and collateral of shares  in commercial banks. The key problem of the current phase of redistribution of property remains the same - a discrepancy between the institutional and legal bases, as well as  mechanisms of “cutting-off” and control over the interest of both narrow groups ( private and/or public ones) or populist ones and securing of their “filtration”.


It may be implemented in practice only through special Federal Laws which should exclude any legislative preferences and “special  relationships” with the government.  It should also secure rigid public competition and give details on access, control, and liability. Political will should also be an obvious condition in order to both mantain the given mechanism and protect it from a criminal component.


A. Radygin
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