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ECONOMY AND POLITICS IN MAY 1999

Setting the date of  impeachment voting for May, high probability of an attempt to resolve the political crisis through dismissal of the Duma  have made yet in April the political instability be main characteristical feature of May. The dismissal of Mr. Primakov’s Cabinet right on the eve of  the voting has of course sharpened the situation, since that put  the executive and legislative branches of power on the edge of an open confrontation. By its essence, within the framework of an evlution logic the confrontation is not resolvable, and it requires a prompt transition to a quantitatively  different political state of affairs.

Had the impeachment procedure begun, it would have guaranteed an impossibility  of a (legal) dismissal of the Duma, and in that case the opposition undoubtedly would have supported Mr. Primakov’s government (for example, by rejecting President’s nominees for the Premiership). The failure of the impeachment procedure however has determined an absolutely opposite reaction. In more precise terms, one  may single out  the following factors which  encouraged the Duma to approve Mr. Stepashin  as Chairman of the government. The main part of those factors may be attributed to a threat of the dismissal of the Duma, should it reject the proposed or absolutely unacceptable, due to any reasons, nominee. The Duma deputies  do not want  the dismissal because of several reasons. First, at the present stage of the pre- election campaign that would have implied  withdrawal of their financial and infrustructural resources needed for  the campaign. Secondly, they would loose their stage for propaganda  and, is especially  important for the opposition  today, a possibility to justify themselves  before their electorate after the failure of the impeachment process. The fact that a part of the Duma corps was demoralized because of the failure to start the impeachment procedure also played its part. Nevertheless, in May ‘99 the Duma’s, and primarily its opposition  majority’s, general behavior was rational.

The new cabinet raises natural questions  regarding initial socio- economic conditions and prospects of its activity.

The main result of the Primakov- Maslyukov government’s performance was that this country  has reached budgetary equilibrium. For the first time for the last 10 years Russia’s budget has a primary proficit. By its significance this fact, may be compared with  the market equilibrium  reached by Mr. Gaidar’s government ( thanks to price liberalization) and sound monetary policy in Mr. Chubais’ era.  Meanwhile all three major components which provide macroeconomic stability and equilibrium, namely: market prices,  tight money and balanced budget- are in place. It is this macroeconomic result of the leftist government’s activity to which one  may attribute  a rapid stabilization of major economic parameters and partly- improving situation in the real sector.

The priority for the new government is to keep  the inherited macroeconomic achievements, though it will   be a tough challenge, since in the short- term perspective macroeconomic stabilization always results in a sharp deterioration of social indicators, primarily in fall in the population’s living standards.

The previous government has paid a high price for obtaining the budgetary equilibrium: government expenditures were inflated practically two times. It will be hard to resist such a compression of expenditures, both in socio- political and economic terms. The lowering population’s living standards are pregnant not only with a growth in social tension. The ongoing compression of demand naturally constrains development of the real sector on the  import- substituting basis.

At the same time one should emphasize  an extreme danger of an artificial stimulation of demand through monetary injections. That way will inevitably lead to a new crisis.  During the ‘60s- 70s, many Latin American countries tried that option many times. However, the pressure towards such  measures will be very mighty.

At the beginning of  the previous  government’s term,   the authors of  its initial economic programs strongly advocated such concepts,  which were not implemented. Traditional lobbyists and regional authorities probably would take any chance to increase their pressure on the new Cabinet, which will be encouraged by both the new Premier lacking economic experience and  potential  internal conflicts within the government which has been built   upon  the checks and  balances principle. The new Cabinet is a coalition, not by its form but  by the essence: the party coalition was replaced by the coalition representing various interest groups.

In the context of challenges  the new government faces now, concluding an agreement with international financial institutions becomes a very practical task as a source of funds to maintain macroeconomic stability. At the same time the fact that the Duma would  reject constructive cooperation  with the government- and that is highly probable  in the conditions of growing pre- election populism- would complicate the situation.

At the same time one can single out a number of positive  matters which allow to count on the new government’s capability not to surrender to a temptation to stimulate  economic growth through increasing demand, and  the government’s capability to provide achieving positive economic results. First, that is price rise for oil:  its immediate effect is not only creation of a macroeconomic stability base, but  also an objective assistance to attracting  capital to the Russian corporate securities market. Second, a mere  keeping of stability would allow to register high statistical indices of the national economy’s growth in the second half 1999 relative to its respective period of the prior year, on which a large - scale decline fell. Finally, in the third  place, the fact that the new Cabinet is mostly “technocratic” and its key figures would be unlikely to take part in the forthcoming parliamentary election may become a factor of the Cabinet pursuing a sound economic policy. Furthermore, potentially the government can play a very important part  as  stabilizing factor in the society.

The Central Bank’s policy is becoming of a crucial importance, whereas the stability of exchange rate is a mandatory condition   for  the creation of the economic stabilization base on the whole.

V. Mau, Y. Khokhlova 

STATE OF THE FEDERAL BUDGET

The data on execution of the Federal budget between January to March 1999 are represented in Table 1. The deflation of  the indices was made using  CPI. As the table shows, the level of tax revenues and total volume of revenues in real terms grew in march 1999 ( though it made up only a. 75% of the level reported in the Ist quarter 1998).
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Profit tax
1695
1548
3255
3958
2984
2134
2210
2873
1413
1797
2684
2592
1061
986
2090

VAT, special tax and excises
11870
10823
12173
11575
11134
11676
12706
9641
6686
8422
9878
14811
9849
7998
9729

Taxes on foreign trade and foreign economic activities
1846
2323
2434
2422
4262
2717
2505
1873
1824
1941
2154
3714
1631
2461
3036

Other taxes, levies and payments
381
579
605
572
238
485
488
239
577
405
276
298
177
513
349

Overall taxes and payments
15793
15274
18467
18528
18617
17011
17909
14626
10500
12566
14991
21416
12718
11959
15203

Non-tax revenues
3110
3590
4026
3292
4184
4173
3770
5659
3287
2870
2295
11736
1645
65
2753

Total revenues
18902
18864
22493
21820
22802
21185
21679
20285
13787
15436
17286
33152
14362
13383
16634

Expenditure
















State administration
546
626
758
855
424
727
585
637
311
449
510
1388
131
503
572

National defense 
3704
3583
3488
3919
2492
4691
2392
3325
3699
3550
4835
5566
1562
2135
4343

Justice
40
285
187
302
113
210
291
149
117
126
202
557
17
126
119

Law enforcement activity
1961
2417
2373
2307
2042
1570
2642
1847
1056
1434
2100
3408
302
1674
1645

Fundamental research
360
488
935
433
173
389
403
124
–101
386
313
486
10
419
286

Services to national economy
705
1752
962
1601
1450
3012
1846
1148
1002
1220
1470
3082
54
756
1101

Social services
3039
3544
4525
3992
3437
3922
4548
2291
1851
4747
4126
5985
1660
2750
2943

Servicing  state debt
5074
6860
16216
9182
13406
10203
12965
6742
1781
1689
5602
5604
5473
3725
6139

Other expenditure
4090
3957
5586
6410
5079
6061
3211
3765
2761
4931
4918
15569
3358
6131
5744

Overall expenditure
19519
23512
35030
29001
28615
30787
28882
20029
12477
18532
24077
41644
12566
15284
21125

Loans less repayments
8172
-4648
-12536
-7181
-5813
-9602
-7203
256
1310
-3096
-6791
-8493
1796
1379
1767

Expenditure and loans minus repayments
27691
16736
35679
29950
29783
31668
29864
21785
14357
21368
24427
38213
14187
16662
22892

Budget deficit (-)
-8789
2128
-13186
-8131
-6981
-10483
-8186
-1500
-570
-5932
-7141
-5061
175
-3280
-6258

Total financing, of which
8789
-2128
13186
8131
6981
10483
8186
1500
570
5932
7141
5061
-175
1252
1347

domestic
2189
-1895
13941
5965
5091
-13063
-20169
-4389
-1951
2510
3283
1765
-7249
2028
4911

foreign
6600
-233
-755
2166
1890
23547
28355
5889
2520
3422
3858
3296
7074
3280
6258

According to the final data,  the execution of the federal budget in the Ist quarter 1999 was characterized with a level of revenues equal to 11.4% of GDP ( for reference, during the respective period of 1998 the revenues made up 10.4% of GDP), including 10.3% of GDP- at the expense of tax revenues ( 9.0% in 1998) and expenditures- 16.4% of GDP ( 15.9%, respectively). Thus,  as of April 1, the level of budgetary deficit  made up 5% of GDP ( 5.4% in 1998).

The difference in the dynamics of deflated indices of execution of the budget and dynamics of the analogous indices in shares of GDP can be attributed to the difference between the deflator based upon the  price index and that based upon the  price and inflation indices. The nominal volume of GDP does not show to a full extent price rise in the national economy during the period in question, and as a result, the indices in per cent of GDP show somewhat increased level relative to actual dynamics.

The dynamics of real  tax indebtedness to the federal budget are represented on Fig.1. As of May 1, 1999, the  aggregate volume of indebtedness to the federal budget makes up Rb. 166 bln.

It should be noted that according to the data of the RF Ministry for Taxes and Charges, in April 1999 the increment in  the tax indebtedness to all kinds of Russia’s budgets   made up Rb. 31.9 bln., which shows a significant growth on the background of a declining analogous index in March and February this year, respectively.
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S. Batkibekov
MONETARY POLICY

During March – May 1999 the pace of consumer prices growth has stabilized (see fig. 1). In March the inflation amounted to 2.8%, and in April the prices grew by 3%. Following the tendency during the first half of May, by the end of the month the increment of consumer price index makes 2.5 – 2.7%. In all, for the first four months of 1999 inflation rate reached 19.6%. In our view, the main factors contributing to stabilization of price growth rate are moderate CBR's monetary policy and decline in economic agents' inflationary expectations. The reasons for the latter are as follows: first, there is no mass monetary expansion to finance the Federal Budget deficit. Second, the Russian financial markets (GKO-OFZ market, stock market, see section 'Financial markets') show signs of growing activity, which raise the transaction demand for money, thus re-directing the increment of money supply from the consumer sector. Third, the Russian Central Bank managed to withstand against the attack on ruble in April 1999. In the present conditions stabilization and some strengthening of ruble is a very important indicator of monetary authority's toughness. Fourth, in 1999 the process of import substitution in consumer basket has been intensive, though the growth of import goods was the main source of rapid price rise between September 1998 – January 1999.

Figure 1.
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In April – May 1999 the rates of monetary base growth were higher than in the first quarter of the year (see fig. 2). In April the monetary base grew by 8.45%, for the first three weeks of May – by yet 5.43%. In total, from the beginning of the year the growth of monetary base amounted to about 14.2%. This is equal to 6.3% decline in the real monetary base. The growth of the CBR's liabilities in April – May was, primarily, due to currency purchasing to complete foreign reserves (see fig. 2) and to pay interest on Russian foreign debt. In particular, the State Duma adopted an amendment to the Federal Budget Law 1999, which raises the limit of CBR's foreign reserves allowed to make payments on Russian foreign debt in 1999 from $2.1 bln. to 4.5 bln.

Figure 2.

[image: image3.wmf]Dynamics of Monetary Base and Foreign Reserves of the RCB between August 

1998 to April 1999

150

160

170

180

190

200

210

220

230

240

10-16.8.98

24-30.8.98

7-13.9.98

21-27.9.98

5-11.10.98

19-25.10.98

2-8.11.98

16-22.11.98

30.11-6.12.98

14-20.12.98

28.12.98-3.1.99

11-17.1.99

25-31.1.99

8-14.2.99

22-28.2.99

8-14.3.99

22-28.3.99

5-11.4.99

19-25.4.99

3-9.5.99

17-23.5.99

bln. rubles

10

11

12

13

14

15

16

bln. dollars

Monetary Base (bln. rub.)

Foreign Reserves (bln. doll.)


In May 1999 the Russian Central Bank published data on main indicators of monetary policy in Russia as of 1st of April 1999 (see tab. 1). During the whole period there was a rise in money multiplier (from 2.02 to 2.26). This fact may be regarded as a sign of some improvement in banking system.

Until now, the real money aggregate (M2) has reached the pre-crisis level. For the period between August 1, 1998 – March 1, 1999, the rate of M2 growth amounted to 28.9%, while the inflation was 99.8%. Therefore, the real M2 shrank by 35.5%.

Table 1.


M0, bln. rubles.
Rate of M0 growth
M2, bln. rubles.
Rate of M2 growth
Broad money, bln. rubles.
Rate of broad money growth
Money multiplier

October
166.4
7.91%
377.6
3.23%
519.2
-0.27%
2.02

November
167.3
0.54%
396.9
5.11%
552.7
6.46%
2.07

December
187.8
12.25%
452.5
14.01%
631.0
14.16%
2.18

January
178.0
-5.22%
444.2
-1.83%
638.2
1.15%
2.21

February
180.8
1.57%
463.9
4.43%
658.1
3.12%
2.26

March
174.2
-3.65%
–
–
675.8
2.69%
–

S. Arkhipov, S. Drobyshevsky

FINANCIAL MARKETS

The government securities market. Between the end of April – the first half of May 1999, the prices of Minfin bonds substantially grew (see fig. 1). In May the initial growth of 6th and 7th tranches' quotations (declared as the Russian debt) was followed by the respective growth of quotations of 4th and 5th tranches (the Soviet debt). Thus, by the last decade of May prices of all tranches grew up approximately twice. On May 14, the Russian Federation paid off coupons on all tranches of Minfin bonds (incl. the 3rd tranche) totaled about $333,6 mln. At the same time Russia has failed to avoid a de facto default on the 3rd tranche ($1.3 bln.) This part of the Russian debt was attributed referred to other former USSR debts, the negotiations on restructuring of which currently are underway in London and Paris.

Figure 1.
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In mid-May 1999, after the dismission of Primakov's Government, the prices of Russian eurobonds fell by 15 – 20%. They stabilized afterwards at the level of about 10% lower the maximum values noted between late April – early May (see fig. 2). However in early June one may envisage the rise to resume. The main reasons are as follows. First, there is a tendency to price rise observed since late May. Second, the internal political uncertainty goes down. On May 27, Russia paid off coupon worth a total of $46.25 mln. on eurobonds matured in 2001. The next coupon payments are to be made on June 10, 24 and 26 ($73.4, 159.4 and 120 mln., respectively).

Figure 2.
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Stock market. In May 1999 the Russian stock market’s dynamics were mostly determined by the political crisis development in this country. The only exception was a price rise in the very beginning of the month related to a preliminary agreement between the Russian government and the IMF regarding issuing a $4.5 bln. loan for the term of two and a half years. Between April 16 and May 6 the RTS-1 Index grew from 83.92 to 104.67, i.e. by 25% (see fig. 3).

On May 12, President dismissed Primakov's government. In addition to that, impeachment procedure which considered in the State Duma on May 13 substantially raised a risk of further uncertainty in Russia. The stock market responded by a slump of quotations. The RTS-1 Index dropped to the level of 77 – 83, i.e. approximately by 20 – 26%.

The failure of impeachment allowed investors to hope for a price rise at expense of initial political risk premium. On Monday, May 17, the RTS-1 Index grew to 90 – 92. During the second half of May the quotations were fluctuating negligibly. By the end of the month the RTS-1 Index caught up the level of 97 – 100. Thus, in May the increment amounts to 6 – 9%.

Figure 3.
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Taking into account that the growth of Russian stock prices has continued for four last months, one may conclude that the investors began to pay an increasing attention to the market. In all, between early 1999 to late May the RTS-1 Index grew by 69.7%. The turnover in RTS-1 grew, too. Given that in December 1998 the total volume of trades in RTS-1 amounted to $43.6 mln., in January 1999 made up $26.78 mln, in May, according to preliminary estimates, the indicator would exceed $202.8 mln. The latter is 25.8% higher compared with the level of April.

In May 1999 the highest rise of quotations was noted with respect to stocks of 'Rostelecom' – 73.61%, 'Yuganskneftegaz' – 46.51%, 'Sberbank' – 28.19% and RAO 'UES Russia' – 20.46%. The change in prices of the most liquid stocks quoted in RTS-1 is shown in fig. 4.

Figure 4.
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In May 1999 only three corporations’ stocks prevailed in the total volume of trading. During the 3rd week of May the share of 'UES Russia' stocks in the total volume of trades reached 29.11%, 'LUKoil' stocks – 27.95%, 'Surgutneftegaz' stocks – 24.62%. Thus, in mid-May these three most liquid stocks took 82% of the total volume of trades.

Political factors which affected the Russian market in May were supplemented by some other ones. First, in the second half of May international oil prices fell slightly. Between May 5 to 24, the price for the Russian Urals (c.i.f. Mediterranean ports), fell from $15.38 to $13.65 per barrel, i.e. by 11.2%. This price fall was related to a decline in oil demand in Europe and Iraqi authorities accepted ‘oil for humanitarian goods’ plan.

Second, in late May the majority of the developed countries’ stock markets showed a slump in prices (see Tab. 1). The strongest correction was observed in Germany and Japan. After rapid growth noted since early March 1999 by May 13, the Dow Jones Industrial Average reached the peak of 11107.19 (see fig. 5). In aftermath, the trend in American stock market has reversed. Therefore, in the second half of May the DJIA slid by 5.8%.

Table 1.

 Dynamics of the Foreign Stock Indices

as of May 27, 1999
value
the change in value during the last week (%)
the change in value during the last month (%)

The Dow Jones Industrial Average (USA)
10466,93
-3,68%
-3,78%

Bovespa Index (Brazil)
10983
-9,28%
-1,39%

IPC Index (Mexico)
5498,85
-5,18%
-0,33%

Nikkei-225 (Japan)
16177,19
-0,14%
-4,52%

DAX-30 (Germany)
5083,83
-2,90%
-4,70%

CAC-40 (France)
4326,44
-2,16%
-1,03%

Figure 5.
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Interbank loan market. In the second half of April – May 1999, given the growth activity of participants in the market for the ruble interbank loans, the trend toward a decline in interest rates dominated. A growth in balances on commercial banks' accounts and in liquidity of the market for ruble government securities contributed to extension of the number of IBC market participants and diminishing of risks. However, the overnight loans still remain practically the sole kind of credits negotiated in the market. The rates have fallen down to the lowest level ever in the market (see fig. 8). Thus, in May the actual overnight rate declined to 5% annualised. The MIBOR dropped below 20% level. It is apparent that real rates on interbank loans turn out to be negative.

Figure 6.
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Foreign exchange market. The government reshuffle and prospects of initiation of the impeachment procedure destabilised ûøåãôåøùò on the foreign exchange market. On May 12, 1999 the official dollar exchange rate was 24 rubles/$ and the ‘today’ dollar exchange rate in the SELT was 23.99 rubles/$. On May 13 the ‘today’ dollar exchange rate grew to 24.69 rubles/$. On May 14 the ‘today’ rate grew to 24.92 rubles/$. The next week the official dollar exchange rate and ‘today’ one was between 24.7 – 24.9 rubles/$. As of late May the situation on the foreign exchange market stabilised and the dollar exchange rate reached 24.44 rubles/$. It should be noted that despite the political crisis and growth in individuals’ demand for foreign currency, fluctuations of the ruble exchange rate were not significant in mid-May 1999. To some extent that was caused by the Russian Central Bank’s decision to cancel the right of authorized banks to purchase foreign exchange on their behalf and at their expenses for the purpose of effecting payments in foreign exchange to physical persons on accounts and deposits started with those banks. The decision of the CBR became effective since April 7, 1999.

In April 1999 the official dollar exchange rate grew from 24.18 rubles/$ to 24.23 rubles/$ (see fig.7). That corresponds to 0.21% a month (2.51% annualized). The ‘today’ dollar exchange rate in the SELT grew from 24.15 rubles/$ to 24.1621 rubles/$, i.e. by 0.05% a month (0.6% annualized). In April the ‘tomorrow’ dollar exchange rate fell from 24.86 rubles/$ to 24.5937 rubles/$, i.e. by 1.07% a month.

In May 1999 the official dollar exchange rate grew from 24.23 rubles/$ to 24.44 rubles/$. That corresponds to 0.87% a month (10.91% annualized). According to preliminary estimations, the ‘today’ dollar exchange rate in May grew from 24.1621 rubles/$ to 24.495 rubles/$ (as of May 26), i.e. by 1.38% a month (17.85% annualized). According to preliminary estimations, the ‘tomorrow’ dollar exchange rate dropped from 24.5937 rubles/$ to 24.4952 rubles/$ (as of May 26). That corresponds to –0.4% a month.

Regardless of numerous holidays in May, the volume of turnover in the SELT was fairly large,. According to preliminary estimations, the overall trading volume of the most liquid ‘today’ and ‘tomorrow’ contracts in May made up 72700 mln. rubles and 30400 mln. rubles, respectively. Should it happen, the total volume of turnover by the contracts should be at 5.5% inferior to the respective index registered in April.

Figure 7.
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In May 1999 the ‘German mark/ruble’ market reacted to the political crisis to a less degree compared to the ‘dollar/ruble’ market. The main reason for that apparently was the decreased market’s liquidity which manifested itself in a fall in the trading volume on German mark in the SELT. According to preliminary estimations, in May the respective trading volume would be about 160 mln. rubles. That is at 40% inferior to the respective index registered in April and at 63% inferior to the respective index observed in March.
In April 1999, the official ‘German mark/ruble’ exchange rate dropped from 13.26 rubles/DM to 13.16 rubles/DM. That corresponds to –0.75% a month. In April in the SELT the ‘tomorrow’ German mark exchange rate fell from 13.69 rubles/DM to 13.193 rubles/DM, i.e. by 3.63% a month.

In May 1999 the official German mark exchange rate continued to fall: the rate slid from 13.16 rubles/DM to 13.05 rubles/DM (see fig.8). That corresponds to –0.84% per month. The ‘tomorrow’ German mark exchange rate in the SELT dropped from 13.193 rubles/DM to 13.1821 rubles/DM (as of May 26). That corresponds to –0.08% per month.

Figure 8.
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Table 2. 

Indicators of Financial Markets

month
January 99
February 99
March 99
April 99
May 99

inflation rate (a month)
8.5%
4.1%
2.8%
3.0%
2.5 – 2.7%

annualised inflation rate by the month’s tendency
166.2%
62.0%
39.3%
42.6%
34.5 – 37.7%

the RCB refinancing rate
60%
60%
60%
60%
60%

annualised yield to maturity on OFZ issues
120%
118%
89.14%
80.39%
65%

volume of trading in the secondary GKO-OFZ market a month (billion rubles)
0.05
0.930
4.45
3.35
1.8

yield to maturity on Vneshbonds issues by the end of the month (% a year):






3rd tranche
421.5%
900%
1050%
6557%
–

4th tranche
86.4%
95%
95%
104.7%
75%

5th tranche
47.9%
50%
55%
51.5%
40%

6th tranche
56.8%
60%
65%
44.9%
40%

7th tranche
42.0%
45%
50%
33.0%
30%

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






overnight
22%
39%
41%
16.7%
5%

1 week
–
30%
29%
11.2%
10%

official exchange rate of ruble per US dollar by the end of the month
22.60
22.84
24.18
24.23
24.44

official exchange rate of ruble per Euro by the end of the month
25.79
25.11
25.94
25.73
25.52

average annualised exchange rate of ruble per US dollar growth
9.44%
1.06%
5.87%
0.21%
0.87%

average annualised exchange rate of ruble per DM growth
5.61%
-2.35%
3.03%
-0.81%
-0.82%

volume of trading at the stock market in the RTS for the month (millions of USD)
26.78
102.3
186.8
161.2
202.9

the value of the RTS-1 Index by the end of the month
55.12
70.03
80.36
91.83
97.51

growth in the RTS-1 Index (% a month)
-6.46%
27.06%
14.74%
14.27%
6.19%

*/ estimated

S. Arkhipov, S. Drobyshevsky

BORROWING MADE BY THE FEDERATION’S SUBECTS AND LOCAL AUTHORITIES IN THE Ist QUARTER 1999

According to results of the Ist quarter 1999,  the  consolidated budget of the Federation’s Subjects showed  primary proficit totaled Rb. 2.11 bln., or 2.3% of  the expenditure part of the budget. The positive  balance of the budget in the Ist quarter  has become possible only at the expense of positive results of January, while between February to March the overall deficit of local budgets made up Rb. 0.88 bln.

Territorial authorities were given interbudgetary loans totaled Rb. 2.32 bln., while the volume of banking loan grew by Rb. 1.6 bln. At the same time in the Ist quarter the growth of remainders of budgetary funds on banking accounts  made up Rb. 5.77 bln. Territorial budgets have succeeded to  reduce their indebtedness by municipal and subfederal  bonds by Rb. 0.27 bln. ( Table 1)

As of late May 1999, only four issuers registered issues of their municipal bonds worth a total of Rb. 610 mln.: the Novosibirsk Oblast- Rb. 250 mln., St. Petersburg- Rb. 300 mln., Republic of Chuvashia- Rb. 40 mln., city of Novocheboksarsk- Rb. 20 mln. ( Table 2)

In the Ist quarter 1999, a primary auction - base placement of bonds  was  made  by St. Petersburg, Moscow, Chelyabinsk and Irkutsk Oblasts.

St. Petersburg GTKO market is still considered to be the most liquid one: in the Ist quarter 1999 the overall turnover of secondary transactions at which made up Rb. 1576.48 mln., or 95.5% of the overall turnover of  secondary trading at stock- exchange by all the Russian subfederal and municipal bonds which amounted to Rb. 1650.51 mln.

Once could also note that bonds of Moscow,  the Orenburg, Sverdlovsk, Novosibirsk, Chelyabinsk and Omsk Oblasts, Republic of Sakha ( Yakutia), Chelyabinsk  were also traded at stock exchange, though to a negligible  degree. The reason for  a low level of  trading was that none of the borrowers has managed to avoid default, but Moscow, St. Petersburg, and  the Chelyabinsk Oblast.

Table 1

Financing of regional consolidated budgets’ deficit in the Ist quarter 1999


January
February
March
Ist quarter


Rb.mln.
% to expenditures
Rb.mln.
% to expenditures
Rb.mln.
% to expenditures
Rb.mln.
% to expenditures

EXPENDITURES, TOTAL

22782,6
100,0
26550,7
100,0
41410,6
100,0
90743,9
100

1. Proficit ( deficit)

2990,6
13,13
-520,3
-1,96
-359,7
-0,87
2110,6
2,33

2. Change in remainders of budgetary funds on Rb. accounts with banks

-3590,4
-15,76
-1158,5
-4,36
-1021,7
-2,47
-5770,6
-6,36

3. Government ( municipal) bonds

-43,8
-0,19
-86,1
-0,32
-138,3
-0,33
-268,2
-0,30

     Attraction of funds-

657,7
2,89
833,2
3,14
832,8
2,01
2323,6
2,56

     Redemption of the  main body of the debt

701,5
3,08
919,3
3,46
971,1
2,35
2591,9
2,86

4. Budgetary loans  granted by budgets of other levels

248,8
1,09
1236,6
4,66
838,3
2,02
2323,7
2,56

    Attraction of funds-

248,8
1,09
1236,6
4,66
838,3
2,02
2323,7
2,56

    Redemption of the  main body of the debt

0,0
0,00
0,0
0,00
0,0
0,00
0,0
0,00

5. Other  kinds  of domestic borrowings

394,8
1,73
528,3
1,99
681,5
1,65
1604,6
1,77

    Attraction of funds-

1763,9
7,74
1994,1
7,51
3183,1
7,69
6941,1
7,65

    Redemption of the  main body of the debt

1369,1
6,01
1465,8
5,52
2501,6
6,04
5336,5
5,88

TOTAL

DOMESTIC FINANCING

-2990,6
-13,13
520,3
1,96
359,7
0,87
-2110,6
-2,33

· calculations of IET based on  the data of  the RF Ministry of Finance

Table 2

Volume of issues of municipal and subfederal bonds between January to May 1999*

Issuer
Volume of issue, Rb. mln.
Date

Novosibirsk Oblast
250
05.01.99

St. Petersburg
100+200
04.02.99

Republic of Chuvashia
40
25.02.99

Novocheboksarsk
20
12.05.00

According to the data of Prime- TASS Agency

Other issuers pursue a typical policy with respect to servicing their debt on bonds, that is a partial redemption (with a several months delay) of their debt towards  physical persons and debt restructuring towards legal entities.

For instance conditions of the Omsk  Oblast’s debt announced in March 1999 provide redemption from investors of 10% of bonds in monetary form until July 1 1999, while 90%  of that may either be exchanged for the Oblast bonds with a longer maturity, or for products of local enterprises- debtors.Yet one more option is  a possibility to assign the bonds to the budget as quasi-payments of enterprises- debtors.

In the Ist quarter 1999 the government of the Orenburg Oblast held auctions on  restructuring a part of outstanding bonds (with the maturity date in autumn 1998). Investors participating in the auctions could change them for the Oblast’s bonds  with  the maturity date in mid - 2000. The Novosibirsk Oblast has also restructured its previously issued  bonds.

A. Shadrin 
“NON- PERFORMING” ASSETS OF THE RUSSIAN BANKS

In spring 1999 the attention towards the Russian banking sector’s problems reactivated. The Central Bank stated variants of building up the future banking system, ARKO named  conditions and regions for singling out “ principal” banks. In May 1999 the Central Bank withdrew a license  from the second bank of the  top ten biggest Russian banks in terms of amount of assets, while  several other Moscow banks  from the list  applied for ARCO’s support. In the meantime there are debates on the problems of costs of  the banking system’s recovery and  the pace of  the process. Yet in November 1998 in the Central Bank’s Program  of Banking Sector Restructuring, Bank of Russia estimated  the deficit of capital in the banking system totaled Rb. 141 bln. That is the amount needed to save all the banks. In April 1999 those expenditures were specified: Rb. 45 bln. are necessary to recapitalize the banks having many affiliates, Rb. 25 bln.- large banks, and Rb. 5 bln.- so called “principal” banks in the regions. The statistical data published by CB, however, gives grounds for different assumptions, including the concept   that there is no need  for large- scale infusions in the banking system. Thus, the analysis of aggregate data on the 30 largest banks’ financial positions published by CB show  that as of 1April 1999, the ratio between  the banks’ own  funds and capital made up 12.7% (average weighed value). That is almost one- fourth down compared with early August 1998 (16.6%), however, it is far from the critical value ( Table 1). Until February 1, 1999, there had been  fluctuations of the  capital sufficiency index (H1) published by CB  on the a.m. banks between 17 and 24%. That  is the level which can hardly  necessitate government expenditures on  recapitalizing.(CB does not comment on such a high value of the index, and it  is most likely that the computation was made exclusive of banks with  negative capital) At the same time CB does not reject an opinion expressed by Vice President of EBRD Mr. David Huckster in mid- April regarding insolvency  of 15 of 18 largest Russian banks.. CB considers  the matter as to whether negative capital is a sufficient   reason to withdraw the license(See: V.V. Gerashenko. On the problem of the restructuring of the banking system of Russia. Letter to the Chairman of the Government of the Russian Federation Mr. Primakov E.M.- Commersant- Daily 19 March 1999, Prime- TASS 12 November 1998, Prime- TASS of 14.April 1999, with a reference to Dow Jones, Prime- TASS 20 May 1999, Commersant -Daily 20 May 1999, Expert #13, 1999 .).

The  intensity of the banking crisis as well as the  very fact of its beginning and end  are debated in different ways in the respective publications ( see below). We attempted to estimate the level of non- performing assets (The assets by which the redemption of the main body and interest payments were stopped. We consider only financial assets, exclusive of that part of immobilized assets which falls on material and non- materials assets) of the Russian banks at the initial stage of the crisis. The major part of that comprises overdue credits. After August 17,  the overdue credits as a major element of non- performing assets were supplemented by a major part of the GKO- OFZ portfolio, and a significant part of subfederal obligations.

Table 1

Capital and assets of 30 largest banks


1.07.98
1.08.98
1.10.98
1.01.99
1.04.99

Assets *
505.3
491.3
666.8
708.1
813.4

Capital and reserves**
80.9
81.6
80.7
99.4
103.2

Capital and reserves in per cent/ assets

(line 1/line2)
16.0
16.6
12.1
14.0
12.7

Capital sufficiency index ( H1)***
18.7
20.6
16.7
23.8
12.3

*In Rb. bln., overdue interest on credits, future period expenditures,  the bank’s expenditures, losses and use of profit exclusive.

**In Rb. bln., calculated as a sum of authorized capital and  other funds  of  the bank, reserves, balance of results of performance

*** See footnote 1. Falling value of the index in 1999 to a significant degree is related to an extension of the list of assets weighed with the account of risk, at the expense of  adding risks undertaken by the banks on a number of extra- balance and current operations. 

Calculated by: Vestnik Banka Rossii

One may make out only  a very approximate  judgement on an actual share of overdue credits. According to the respective balances, between August 1  to October 1, i.e.  during two months, the share of overdue loans, interbanking credits and promissory notes was growing from 2.9% to 4.9% of assets, and  up to 5.9%- by the end of the year. That is, however,  far from an adequate  picture of the actual quality of the Russian banks’ credit portfolio,  which is also proved  by the data on single groups of banks published by CBR. Thus, the analysis of the data on 30 largest banks shows that most often the banks include hopeless loans as overdue ones in their balance sheet, while the share of  overdue loans or interest payments on which have  stopped, is much higher 

Between August to October 1998, the share of standard loans in the biggest banks’ credit portfolio had been falling from 89.4% to 75.6%;  then it stabilized at the level of 76- 77% and some what grew in spring ‘99 ( as of April 1)- up to 78.5%. That means that the share of non- standard,  doubtful and hopeless loans grows from 10- 11% up to 24% of credits. As per cent to assets, the respective indices made up: 4.03% as of August 1, 1998, 10.9%- October 1, 1998, and 10.3%- as of January 1, 1999.

Signs of banking crises

To classify problems arising in the banking sphere as a full- scale crisis, international experts consider one of the stated below phenomena  to be sufficient:

- ratio between non- performing assets  and assets exceeds 10%;

- expenditures on saving banks made up minimum 2% of GDP;

- problems of the banking sector have resulted in a large- scale nationalization;

- a large- scale outflow of customers’ capital took place, or in response to the crisis the government undertook emergency measures in a form of freezing  deposits, long- lasting banking holidays, introduction of general guarantees  for customers;

Source: Asli Demirguc- Kunt, Enrica Detragiache. Financial Liberalization and Financial Fragility- IMF WP/98/83

Table 2 

Indices of  the quality of  30 largest banks’ credit portfolio


1.07.98
1.08.98
1.10.98
1.01.99
1.04.99

As % to credits






Standard loans
85.9
89.4
75.6
76.0
78.5

(credits  of group 1)






Non- standard loans
5.7
5.0
9.2
5.7
5.0

(credits of group 2)






Doubtful loans
2.7
1.5
5.0
6.2
5.4

(credits of group 3)






Hopeless loans
5.7
4.1
10.2
12.0
11.2

(credits of group 4)






credits of groups 2-4 as % to








credits
14.1
10.6
24.4
24.0
21.5



assets
5.6
4.3
10.9
10.3
8.8








Overdue credits as % to
4.6
4.7
8.9
11.5
11.6

credits as per the data of balance sheet






Credits of group 4 relative to 
1.2
0.9
1.2
1.0
1.0

overdue credits as per balance sheet






Credits of group 2-4 relative to






overdue credits as per balance sheet
3.1
2.3
2.7
2.1
1.9

Ratio of capital to credits of groups 2-4
2.7
3.7
1.0
1.3
1.3

Note: Classification of credits by four groups  is made in compliance with Instruction # 62a “On order of formation and use of reserves on possible losses on loans”. Credits are divided into four groups depending on the level of  guarantees  under the loan and borrower fulfilling his obligations on the loan.

Calculated by: Vestnik Banka Rossii 

That is why to estimate the non- performing part if the credit portfolio, we used the data represented in Tale 2. Credits of groups 2- 4 are attributed to non- performing loans, since in compliance with CBR’s regulations, those groups include credits by which there is either a delay on  paying off interest or main body of the debt, or  terms and conditions of those loans were re- negotiated. Ratios with regard to 30 largest banks  were used to estimate the non- performing part of  credit portfolio of all the banks. The same ratios were applied to  discounted promissory notes  in the banks’ balance sheets. Such an assumption is not quite fair for the banks which find themselves in a very bad financial position and show a high percentage of overdue loans in their balance sheets. An application of an increasing ratio of bad loans may result in the fact that the calculated value of non- performing assets  by such a bank  would exceed not only the total amount of  its credit portfolio, but also the sum of assets. That is why while calculating the non- performing assets index by a single bank, we selected the lower of the two values- overdue credits multiplied by the ratio between credits of group 4  and overdue credits from Table 2, or the amount of issued capital.

One can make only approximate estimates   as of  what part of the banking GKO- OFZ portfolio was subject to restructuring. By  market capitalization as of 14 August 1998, restructured issues made up a.. 84%. A general viewpoint is that it was non- residents who were major holders of longer- term non- restructured issues, therefore apparently the percentage of  bonds in the Russian banks subject to restructuring is higher. It is a negligible value for  the estimate of the scope of losses and opportunity costs, since the other part of securities has also lost its value and liquidity. Such an information is more important for estimating non- performing assets. In our  calculations, we used ratio  of 84%.

One cannot precisely estimate what  part of subfederal obligations quoted by the beginning of the crisis stopped to be serviced by their issuers. Proceeding on from the fact  that the share of the largest  borrowers- Moscow and St. Petersburg authorities  made up over 60%
 in the overall volume of issue, and they continued to service  already issued bonds, we used ratio of 37%. At the same time municipal obligations had a small proportional weight in the banks’ balance sheets (under 1%as of August 1, 1998), and the estimate of the share of restructured subfederal securities does not have a significant impact on the result of calculation of the  total  value of non- performing assets.

Given the above assumptions, , by our estimates as of October 1, 1998, the share of non- performing assets made up a. 20.2% of commercial banks’ assets. By the end of 1998, the respective index dropped to 18.6%. The calculation was made by 1,564 banks which had licenses as of  August 1, 1998. A significant part of non- performing assets is concentrated in Sberbank. Without  regard to the latter, by our estimates, the index drops to 15.5% ( Fig.1). In terms of territories, as of October 1, estimates fluctuate between 4.7% in the Republic of Khakassia up to 66. 3% in the Tver Oblast ( Fig.10). As to the latter, the crisis there had started long before August 17. The growth rate in non- performing assets during the first two months of the crisis in those regions was much lower than an average one.

It was banks in the Astrakhan Oblast, Republic of Kalmykia, Smolensk, Novosibirsk Oblasts in which he growth rate in non- performing assets exceeded 500% ( Fig. 3, 7, 9). In the Astrakhan, Smolensk Oblasts, and Republic  of Kalmykia a sharp growth in non- performing assets  was caused by a high share of investment in GKO- OFZ made by one of several local banks. In the Novosibirsk Oblast, the growth in immobilized assets was caused by a combination of different factors: the share of overdue credits at one- third of the local banks grew more than thrice. Given the a.m. formula of calculation of government- long- term obligations, their contribution to the growth in non- performing assets made up a. one- third. At the same time, the specifics of the Oblast banks’ GLTO portfolio became  a high  share of investment in municipal bonds (a. one- fourth of investment). Trading with the Oblast short- tem obligations had been stopped yet in August, and those bonds were restructured into obligations with one- year maturity
. That is why the ratio used in our calculations somewhat lowers a non- performing part of the Oblast banks’ assets. However, even after such a correction, the level of non- performing assets in the Oblast banks is under the average level. 

In four regions (Republics of Khakassia and Komi, Novgorod and Perm Oblasts) as of October 1, 1998, the level of non- performing assets did not exceed 10% (Fig.2)  By the end of that year, the respective index slightly falls in the majority of the Russian regions. At the same time there are several regions in which the situation continued to deteriorate. The growth of the index of non- performing assets was especially significant in the Republics of Dagestan, Buryatia, Kurgan and Magadan Oblasts, Krasnoyarsk Krai (Fig. 7, 9, 10). The reasons for deterioration of the index in the latter three regions was a growth in overdue credits, while in Dagestan and Buryatia- appearance of short- term government obligations in the balance sheet of one of the regional banks. The main problems of the national banking system, however, are concentrated in Moscow. As of October 1, 1998, the share of non- performing assets of the banks registered in Moscow and the Moscow Oblast ( Sberbank exclusive) was 49%, and 54%- as of January 1, 1999.

Fig.1 

Non- performing assets as % to assets
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1. All banks operating as of August 1, 1998

2. All banks operating as of August 1, 1998, Sberbank exclusive

3. Banks in Moscow and Moscow Oblast

Fig.2 

Non- performing assets  as % to assets. Group of regions with the respective index being  under 10%
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1. Novgorod Oblast

2. Republic of Komi

3. Perm Oblast

4. Republic of Khakassia

Fig.3 

Non- performing assets  as % to assets. Group of regions with the respective index being  under 15%
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1. Orenburg Oblast

2. Tymen Oblast

3. Vologda Oblast

4. Republic of Tatarstan

5. Novosibirsk Oblast
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1. Samara Oblast

2. Smolensk Oblast

3. Nizhegoroskaya Oblast

4. Republic of Mordovia

5. Republic of Chuvashia
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1. Kursk Oblast
2. Pskov Oblast

3. St. Petersburg and Leningrad Oblast

4. Sakhalin Oblast
5. Volgograd Oblast

Fig.4 

Non- performing assets  as % to assets. Group of regions with the respective index being  under 20%
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1. Tomsk Oblast
2. Republic of Altay

3. Altay Krai
4. Kemerovo Oblast

5. Kamchatka Oblast
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1. Republic  of North Ossetia/ Alania

2. Republic of Bashkortostan
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Fig.5 

Non- performing assets  as % to assets. Group of regions with the respective index being  under 25 %
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Fig.6 

Non- performing assets  as % to assets. Group of regions with the respective index being  under 30%
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Fig.7

 Non- performing assets  as % to assets. Group of regions with the respective index being  under 35 %
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Fig.8 

Non- performing assets  as % to assets. Group of regions with the respective index being  under 40 %
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Non- performing assets  as % to assets. Group of regions with the respective index being  under 50%
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Fig.10

Non- performing assets  as % to assets. Group of regions with the  highest respective indices
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M. Matovnikov, L. Mikhailov, 
L. Sycheva, E. Timofeev

BANCRUPTCY PROCEDURES IN THE CONDITIONS 
OF FINANCIAL CRISIS

The role of bankruptcy as a pressure device on  corporate managers in the market economy is well known and  has a lot of references (both positive and negative) in many publications. The bankruptcy threat  to  the  corporation  in the case its managers  pursue a wrong policy in the market (and  the most severe variant of creditors taking over control over enterprises) usually is regarded as a crucial external instrument of corporate governance. An obvious envisaged result of application of such a mechanism 

(regardless of pluses and minuses of specific country models- pro- creditor or pro- debtor ones) must be bettering  the financial position  and enhancement of performance of the corporation subject to the respective procedures.

At the same time everybody is also aware of those specific objective constraints for an efficient and mass application of the mechanism (with respect to this country) which exist in the conditions of transitional economy:


- an unfavorable  financial state of a significant number of newly established corporations;


-traditions of soft budgetary constraints;


- maintenance of a significant number of corporations partly owned by the government;


- need in adequate and qualified  executive and judicial infrastructure;


- socio- political barriers to application of real bankruptcy procedures to unprofitable corporations, especially in the case of  the largest or principal for their cities ones;


- numerous technical problems related to an objective estimation of potential bankrupts’ financial position;


- corruption and other criminal aspects of the problem, including those related to  property redistribution processes;


- highly selective method of permanent pressure and threat( both political and economic) on the part of the state  which was used to a minimal extent.

The dynamics of the respective trials between 1993- 1997,  when the Law “On insolvency (bankruptcy) of enterprises” (enacted by the Supreme Council of RFSR on November 19, 1992, effective since March 1, 1993) was applied, was very insignificant.( According to the data of the Single State Register of enterprises and institutions of all forms of property, as of January 1, 1999, the number of registered economic agents ( affiliated structures and separated subdivisions inclusive)  was in 1998 a. 2.7 mln., including over 1.6 mln. joint stock companies and partnerships.) In all, between 1993 to March 1, 1998 arbitration courts held over 4.5 thous. trials. As of March 1, 1998 there were 2,900  respective trials in the court.

Table 1

Dynamics of  bankruptcy trials in Russia, 1993- 1998


1993
1994
1995
1996
1997
1998

Number of trials 
100
240
1108
2618
5810*
12 781*

Bankruptcy verdicts 
50
-
-
1035
2600 **
4747**

* Claims submitted to the arbitration court

** In 1997 external management was introduced by 850 cases. According to the data as of early November 198, arbitration courts appointed over 3,000 external managers.

Sources: Federal Securities Commission, Comments to the RF Law “On Insolvency

 (bankruptcy”, Moscow. 1998; Finansovye Izvestia, 1999, March 2, P. II.

The new Law “On insolvency ( bankruptcy) # 6- FZ of January 8, 1998 became effective since March 1, 1998. Not trying to evaluate innovations and contents herein, we would like to emphasize that undoubtedly the new Law is better elaborated and more progressive when compared with the previous one.

Between March to June 1998 800 claims were submitted to the court ( 80 were rejected). By early November 1998, the number of claims grew 10 times ( 8,000), and the arbitration courts appointed over 3,000  external managers. On the whole, according to the Federal Service  for Insolvency Affairs (FSIM), in 1998 there were 12,781 claims to recognize debtors as bankrupts, including  4,573 cases.on recognition of industrial enterprises bankrupt (including 1,462 enterprises- supervision, 4720 external management, 2,006  production tenders, 80 amicable settlements between creditors and managers).

In our view, the problem is that first, all the political and socio- economic constraints for a large- scale application of the Law are still in place ( and become increasingly actual after the 1998 crisis). According to the data of Goskomstat, 55.2% of medium- and large- size Russian enterprises were unprofitable in 1998.

The enterprises’ specific status raises specific problems. That  can be attributed first of all to the Russia MIC: according to the data of the RF Ministry of Economy, of 1,500 enterprises in the sector (41% of which are state- owned, 33%- joint- stock companies with the government share, 25% joint- stock companies without government’s participation) a. 400 are bankrupts de- facto. Between 1996- 1998, the government’s indebtedness for accomplishing the defense commission grew 6 times. In many cases privatization is prohibited, while bankruptcy is impossible or directly prohibited due to a whole range of social, political and strategic reasons. Hence, the sector faces an institutional crisis, and the current owner is clearly insolvent, while any owner change  is impossible.

Secondly, in the conditions of a high corruption and ongoing property redistribution , the decision making scheme and the respective options  are available as manipulation and pressure instruments,  to favor different participants in the process (though  of course that is not the problem of quality of the Law). Those are first of all the matters of appointment of different types of external arbitration managers and objective criteria of selecting options: liquidation or rehabilitation.

In this respect, a notable simplification of the procedure of initiation of bankruptcy ( with the legal entity’s debt amounted to 500 minimal wages rate)  also means a notable simplification of launching the scheme of property withdrawal. It is well known from the Russian practice that an appointment of “somebody’s” arbitration manager (temporary, external or through tender procedure) almost guaranties resolution of that “somebody’s” problems, whether it is protection or aggression.

Thirdly,  while compared with the total number of the Russian enterprises and  that of companies - debtors, the figures on the growth in the number of claims seem rather alarming than impressive. Apparently the overwhelming majority of private creditors  are in favor  of rather traditional “private enforcement”.than legal schemes of the new Law.  

A sharp shift in the structure of initiators of submitted claims is a indirect proof to that. By early November 1999, 94% of claims were submitted by non- government economic agents, and only 6%- by  the state. By general results of 1998 one notes a different picture: the state ( tax  offices) has become the largest initiator of such cases ( 30.6% of the overall number of such claims forwarded to the court). The bankruptcy institution so far has not remained a generally accepted, universal system, but that to a higher degree is an instrument of a selective pressure upon debtors, often  subject to political interests   and preferences of the federal and regional authorities.

Fourth, the problem of legal and practical protection of rights and interests of all types of shareholders within the framework of the bankruptcy procedure is still unresolved. Thus, in particular, the danger of a compulsory bankruptcy of many large corporations - debtors to the federal budget in 1998 became one of the factors of a rapid outflow of portfolio investors form the national corporate securities market.

Hence, in the meantime one is unlikely to regard the Russian bankruptcy institution as a stable and efficient mechanism of corporate governance aimed at improving the state of the company’s management and finance. The a.m. growth in number of claims apparently means rather probing new schemes of privatization of property, protection of managers from hostile absorption, or on the contrary,  capture of  attractive objects 

(assets) than creditors’ growing enthusiasm  caused by new legal prospects. It is not accidental perhaps that this process coincides with a general activation of property redistribution process  in the conditions of the 1998 crisis.

Although the Law opens certain positive prospects for perfecting the respective sphere, a new  destabilizing element  may be introduced in 1999 by insufficiently elaborated legal and organizational decisions. Thus between  late 1998 to 1999, the State Duma attempted to introduce a moratorium on the effect of the Law as a whole, leaving effective only the Law on execution of enforcement procedures (i.e. the possibility of arrest of the liquid assets without. Takinhg a recourse upon capital assets). In 1999 the Duma proceeds  with considering amendments to the current Law: the essence of those is to extend the term of acceptable debt (from 3 to 6 months) and  to increase  significantly the amount of the debt needed to initiate the bankruptcy procedure (the amount of liabilities must exceed the sum of extra- liquid and liquid assets). By its effect, adoption of such amendments  is equal to moratorium.

At the same time between  1998- 1999 the government considered  prospects of   transforming the RF Ministry for State Property, Russian Fund for Federal Property and Federal Service for  Insolvency Affairs into a single body. It is extremely doubtful that such a measure would assist to enhancing the efficiency of managing the government property, activate the privatization process and improve enterprises’ positions through bankruptcy procedure.

A. Radygin

INVESTMENT IN THE REAL SECTOR: PRODUCTION OF INVESTMENT GOODS

During the post-crisis period, Mr. Primakov’s  government  generally pursued a dual macroeconomic policy. It allowed to avoid the worst scenarios predicted in the course of the most intensive phase of the crisis, but  such a policy affected monetary and credit market which provoked lowering investment activity. According to results of the Ist quarter 1999, investment in capital assets made up a. 9% of GDP  versus 12.2% reported in 1998 and 11.4%- in 1997. The volume of investment between January to April is accounted for Rb. 115 bln. which is at 2.8% down compared to  the respective period of the prior year. Despite some improvement of macroeconomic indices and growth in gross profit of the national economy,  financing  enterprises’ investment activity at the expense of  their own and attracted capital remains at a very low level. During the last four years, credits given by commercial banks and funds raised through issuance of securities did not exceed 1.5% of the overall volume of sources of financing. The current  complicated situation in the banking sector and growing risks  have strengthened the trend to reduction in the share of banking credits for the term over one year. With the population income  falling and confidence in the banking system and insurance market falling ,  there are lower  chances to attract the population’s savings to the investment sphere.

Since late 1998, one has noted a gradual restoration of monthly growth dynamics  in the investment  sector, particularly growth in output in the machine building and industry of construction materials, while the construction industry has got commissions  and contracts for almost 5 months. The national media often refers to that as a “potential  regeneration of investment activity”. It is hard to agree  with the statement, since during the last months the loading of production capacities of those industry branches which produce investment goods and services was made upon receipt of the respective orders. With the trend to lowering investment in capital assets and cuts in import of machinery and equipment   being over 40%, that testifies primarily to a relative growth in demand for the domestic investment goods and expansion of the output of machinery and equipment competitive  compared with their import analogues.

With the change in the price proportions for the domestic and import investment goods one indeed may note a regeneration of positive dynamics of output in  the car-making sector, railway machine building, instrument making and industry of communication means. The output of the industry branches in the investment sector is focused practically on the domestic market, and  level of effective demand is a limiting factor  for the  sector. Thus,  between January to March 1999 relative  to the respective period of the prior year, the output in the  ship- building sector  fell by 26.5%, while that of technological equipment for the fuel and energy sector- by 2.2%. One of the major reasons for  such a downfall became  a lowering effective demand of  such customers as Gasprom and  joint- stock company “Rosshelf”, under the agreements with which 7 ship- building plants build 20 vessels, including sea- drilling platforms ‘Artcticheskaya” and “Prirazlomnaya”.

This situation has also determined  a pursuing of moderate  price policy for investment goods and services. Meanwhile, with the inflation index doubled compared with December 1998, prices for machinery and equipment grew 1.3 times, construction work-  by 18.3%. At the housing market, both price structure and tactics of businesses have changed: one  notes an intensifying trend to a price drop for new housing and  in the secondary housing market. For the first time since the beginning of reforms the housing market  has  reacted  synchronously to  the change in the macroeconomic situation, which allowed to keep  positive dynamics of  placement of new housing into operation.

Maintenance of a relatively stable level of output in the national industry in the post- crisis period was accompanied by a growing level of use of reserve production capacities, and  that was a compensating process. However, taking into account  the fact that the  rate of capital assets renewal slid to 0.7%  during last years, while the production equipment depreciation rate reaches almost 60%, it is of a crucial  importance  to estimate potential and economic expediency of mobilization of the accumulated production potential from the viewpoint of the domestic products’ competitiveness. That is especially important, since  during recent years the differentiation of production by level of technical and technological renewal  has become yet increasingly notable.

The branch structure of investment activity shows that during recent years three- fourths of  enterprises  vigorously introducing innovations have fallen on sub-branches of  the machine building and metal processing, food processing sectors, and chemicals and petrochemicals. Growth in the share of such industry branches as medical, microbiological, polygraphic, milling and feeder- producing, sewing ones is related to a significant degree to an intensive introduction of new technologies and design. It was the modernized enterprises focused on the output of import- substituting products in the post crisis period which have kept the trend towards positive development.

Since late 1998, the defense sector has kept a positive trend towards growth in the  output of single kinds of investment goods which are competitive and enjoy both domestic and external demand. Between January to March 1999, the overall volume of output of civil products made up 104.6%  to  its respective period of 1998.

With a low level of  the domestic potential consumers’ solvency,  a 18% growth in output of civil aircraft was initiated by growth in export supplies and structural changes in the assortment of  the aircraft. In the Ist quarter, the  industry branch exported 1 Tu- 204 jet (produced by  joint- stock company Aviastar, city of Ulyanovsk) and 15 helicopters ( Ka- 32, Mi- 17, Mi-8AIT).  A 8.2%  growth in output of electronic devices may be attributed  to an emerging  cooperation with foreign partners and  widening assortment of exported  science- intensive and competitive products  manufactured  by joint ventures using domestic and foreign hi - tech and know how.

The aforementioned  branches of the investment machine building indeed possess  sufficient reserves and growth potential emerged  as aresult of  production restructuring to become starting points for economic growth and regeneration of a normal process of capital assets reproduction, should the competition environment change and investment climate become more favorable.

O. Izryadnova 

FOREIGN INVESTMENT- GEOGRAPHIC ASPECT

During last three years, the geographic structure of foreign investment experienced radical changes. In 1998 the share of ten developed countries  was accounted for 93.3% of the overall volume of  foreign investment in  Russia, while the respective index in 1997 and 1996 made up 90.6% and 81.1%, respectively.
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In 1998 German and French firms  significantly strengthened their positions: their shares made up, respectively, 24.2% ( 1997- 13.4%) and 13.1% ( 1997- 1.7%) of the overall amount of foreign investment. The aggregate share of US, Germany, UK and France  has doubled when compared with 1996.

Countries with the most significant investments in the Russian economy


Investment inflow
Including:


USD mln.
As % to result
Direct
Portfolio
Others

Total
11773
100
3361
191
8221

Germany
2848
24,2
328
0
2520

US
2238
19
1170
143
925

France
1546
13,1
15
5
1526

UK
1591
13,5
205
11
1375

Netherlands
877
7,5
610
2
265

Switzerland
411
3,5
40
0,4
370

It still is the fuel and food – processing sectors which remain most attractive  to investors. It is Germany which  is a leader in terms of investment in fuel industry- USD 565, 88 mln., or 30.1% of the overall volume of foreign investment in the sector,  thus    being far  ahead of UK ( 368.48 mln.) and US ( 261.32 mln.)

Despite the political and economic instability, foreign investors do not refuse to participate in the Russian oil extraction. Thus, for instance BP and Amoco still intend to contribute to oil projects in the Caspian region, Irkutsk Oblast ( Kovykinskoye deposit) and in Sakhalin ( in cooperation with Mobil and Shell).

Holding the 4th position among major gold- producing countries worldwide, Canada plans to expand  its presence in the Russian market since 1999.. In the meantime  seven Canadian companies have already started their operations in this country and participate in gold mining  operations at 30 deposits located in the Far East and Eastern Siberia. About 20 Canadian companies (including the  biggest mining ones) declared their serious  intention towards Russia. For a long time the domestic gold production has been funded exclusively at the expense of the government finance, while the Canadian firms plan advance payments for the Russian gold- producing season amounted to  USD 50- 85 mln. 

Despite an unfavorable situation in the Japanese and other Asian countries’ economies,  those countries have not lost their interest in the Russian Far East. Meanwhile Exxon Japan Pipeline and Japan Sakhalin Pipeline FS Co. LTD  vigorously design a project of building up an export gas pipeline, to supply gas produced within the framework of Sakhalin 1 project to Japan. The value of Sakhalin-1 is accounted for a. USD 12.7 bln., while shares of Exxon (USA) and SODECO ( Japan) make up 30% each. Another project to which Japan contributes is extension and modernization of  the port of Zarubino in the Primosky Krai;  the Japanese initial investment in the project is accounted for USD 10 mln. In addition to that, Japan and US intend to extend  a “close cooperation” with Russia with respect to dismantling the Russian obsolete nuclear submarines.

This year, the elaboration of the project of building up  the Russia- China Energy Bridge is under way. The  roject is accounted for USD 1.5 bln. and  that will be financed by the Russian and Chinese parties (at 30% each) and yet at 70% - at the expense of borrowed capital.

South Korea raised a proposition of paying off  a USD 1.7 bln. Russian debt with  the Russian land lots. The Korean party assumes  that it would allow to support the Korean companies’ activities within the framework of joint projects. Discussions on the  problem were scheduled for late May 1999.

Foreign companies’  operations in this country may be affected by the Federation Council rejecting (on 18 May) the Federal Law “On foreign investment in RF” eralier  approved by the Duma. Heads of Russian regions opposed an Article regarding  providing guarantees, should  changes in the RF legislation become unfavorable to foreign investors. The Senators pointed out that the bill affects the domestic investors’ interests.

E. Ilyukhina

SITUATION AND TRENDS  IN THE REAL SECTOR 

The Russian economy is in  the state of  depression. The trend to production recession in the real sector is initiated  by reduction in aggregate demand. Since 4th quarter 1998, dynamics of major elements of  final consumption of GDP have found themselves under a substantial impact on the part of the ongoing reduction in households’ final consumption  and investment demand. The retail trade volume which  is always  an indicator of changes in households’  expenditures dropped by over 15% when compared with the period of time between January to April 1998. Despite some improvement of indices of economic agents’ financial performance, one notes a remaining trend to reduction in investment in capital assets and construction work.

The national industry   rather promptly reacted to the change in the domestic situation. Given that  the output of goods and services  of the basic industry branches drooped by 3.7% compared with the Ist quarter 1998, the volume of industrial production fell by 2%. Since late 1998, due to a sharp Rb. depreciation  one has observed  positive monthly dynamics of industrial output. A comparative analysis of results of the survey on business activity  by various sources  testifies to a trend to growth in the entrepreneurial optimism index. The industrial sector has become a factor inhibiting  the negative trends’ effect in the real sector.

Chart 1
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Between January- April 1998, the volume of industrial output reduced by 0.5% when compared with its respective period of the prior year. One notes a gradual reduction in  recession intensity  in the fuel and energy, consumer and ferrous metallurgical sectors. According to results of the first four months 1999 production increment made up: chemicals- 8.0%, non- ferrous metallurgy- 6.6%, forestry- 4.8%, food- processing- 3.1%.

Dynamics of output by industry branches, in % to the previous year


1998
1999


Oct.
Nov.
Dec.
Jan.
Feb.
March
Apr.

Industry, total
110,1
100
110,1
92,8
101,9
111
95,9

Electric power
131,3
126,4
110,3
100
89,2
104
77,5

Fuel sector
107,4
97
104,9
98,5
91,6
109,8
96,5

Ferrous metallurgy
104,2
94,6
117,1
94,7
96
113,1
96,4

Non- ferrous metallurgy
95,1
92,1
103,2
92,8
97,5
110,4
105,2

Chemicals and petrochemicals
114,1
99,4
104,5
93,2
104,7
119,8
102,9

Machine building and metal processing
118,2
93,3
111,4
92,3
110,7
110
97,5

Forestry, wood working and paper and pulp
100,5
92,6
140,1
86
111,1
117,2
80,6

Industry of construction materials
100,2
86,7
101,3
78,8
122,5
116,7
100,1

Light industry
97,7
95,7
107,1
75,2
129,2
121,1
100,6

Food- processing industry
112,1
91,6
102
79,7
110,9
121,6
99,4

Source: Goskomstat of RF

Since the beginning of this year the state of affairs has found itself under a positive impact of lowering inflationary expectations. The slowdown of inflation pace is accompanied by changes in price ratios. By the results of 1998, USD appreciated against Rb. as much as 3.5 times,   while CPI grew by 84%, industrial producers’ price index- by 23%. As a result of depreciation of Rb., financial and economic indices of different industry branches differentiated depending on their   performance in external markets. That created a non- homogeneous potential in the real sector.

Since February 1999, the industrial producers’  price rise rate has become superior to the  dynamics of consumer prices. In all, between January to April 1999 price index in industry and  CPI made up 119.5% and 121.3%, respectively. It  is export-oriented industry branches, primarily non- ferrous metallurgy, forestry and pulp and paper  the price rise rate for products of which  exceeds  an average one by the national industry as a whole- 159.3% and 131.3%, respectively.  Due to lowering competition on the part of import analogues, one observes a growing gap  between price indices of producers in the light ( 124.9%) and food- processing ( 131.4%) sectors and  CPIs which keeps inflationary potential in the consumer market.

Those domestic enterprises which had restructured their production prior to the crisis took an advantage of  the changed situation and expand their business in the domestic market by ousting inefficient competitors. In addition to that, the  industrial enterprises’  reactivating takes place on the background  of a weakening competition on the part of import goods because of the Rb. depreciation  to USD. One notes an intensive development of import- substituting processes, primarily in machine building, industry of construction materials, food - processing sector. Since early 1999, in order to keep their positions in the domestic market,  integration processes   have showed themselves between enterprises in  mining and manufacturing sectors. Relatively stable  situation in the real sector allows to conclude that a certain potential has been accumulated in the economy, and the scope of that is likely to be underestimated to a significant extent. That may be attributed to both specific conditions of the national economy’s development under  the hypertrophied emerging of non- monetary system of settlements and barter transactions as well as  inadequate statistical observations  over the ongoing processes.

The analysis of the situation in the national economy and generalization of results of entrepreneurs’ projections does not give any grounds for pessimistic forecasts of the Russian economy’s development this year. One however should  consider the fact that the present situation is specific because the emerged trends are not stable while regulating factors are highly mobile. That provides for a thorough systemic analysis of  decision making and  evaluation of its consequences.

O. Izryadnova

IET MONTHLY TREND SURVEY: MAY 1999

Results of  a survey of 1,000 largest industrial enterprises held by IET in May show   remaining positive trends. The industrial optimism index computed according to the European harmonized methodology reached its maximal value in May.

For the third month  running, the survey register an absolute growth in effective demand. In May, reports  regarding  growth in sales prevail in all the industry branches,  except for the wood- working, light and food sectors. The growth  pace was highest in the ferrous metallurgy, chemicals and petrochemicals. The share of estimates  of the demand volume as normal grew up to 23% and became the best  index registered since  early 1995.

Decrease in barter demand which started yet in March still continues. In May, the growth  in barter transactions was registered only in the industry of construction materials, while other industry branches show prevalence of  responses regarding a fall in such transactions.




The  growth in industrial output continues, however,  in May its intensity  fell notably. The respective  fall was noted in all the industry branches, but the  non-  ferrous metallurgy and construction industry, while an absolute downfall  of output was reported only by  the forestry, paper and pulp, wood- working, and light industry branches.

Enterprises experience  an increasing lack of finished goods in stock. In May, only 17% of enterprises estimated their stock as excessive, while in early 1994 the share of the respective responses had made up 58%. The deficit  of stocks  is observed in all the industry branches, while the most substantial one is noted in the light and machine- building sectors.




Price dynamics  did not experience any significant changes in May.

Having peaked an absolute maximal value in March, estimates of change in output  continue to decline for the second month running, however hopes for  growth in  output still prevail in the industrial sector. It is the construction industry, wood- working  sector and ferrous metallurgy which project the most intensive growth in their output, while the light and food- processing industry branches’  projections are  most moderate.




Projections of  changes in prices continue to fluctuate in the wake of the actual price dynamics. In May,  a decrease  in projected values  was registered in all  the industry branches, with the exception for  the industry of construction materials.

Projections of  change in effective demand remain generally positive- enterprises hope for a growth in monetary sales. It is only wood- working, light and food- processing  sectors the projections of which are  negative ( fall in sales).

Projections of change in barter demand  have become definitely negative for the first time- the share of enterprises  envisaging  a fall in barter transactions for the first time has exceeded the share of those ones which expect a growing number of such transactions. Positive projections remained only in the wood- working and construction industry branches.

S. Tsoukhlo

SITUATION IN THE AGRICULTURAL SECTOR

For many years the  spring sowing campaign has already proved that contrast to the agrarian lobby’s statements, the pace of the sowing campign is determined rather by weather conditions than  sufficiency of fuel or financial resources distributed by the government. Agrarian producers manage their production  quite autonomously from the government, and  claims for government support based on  an outcry regarding  catastrophic shortages of  fuel or ffunds  is nothing but a usual ritual. Meanwhile indeed the rate of  the spring sowing campaign is far superior to that in 1998, though one does not note any mass infusions to the agrarian economy on the part of the government. The same situation was observed in 1997, and at that time the rate of the sowing campaign broke any record value. This year, similar to 1997, the pace of the sowing campaign was determined by early spring.

Winter crops have  survived through winter time rather well, and earlier reports registered  a lower percentage of  loss during the cold season. However late - spring frost has resulted in  a loss of  winter crops in a significant area. By mid- May, the area of  frozen winter crops totaled 15% of all the winter crops, while in 1998 it had  been under 12%. It is most likely that  the area  for grain crops would not be fully compensated by spring sowing, and this year the former would reduce compared to 1998, especially in the major grain- producing regions: the Stavropolsky Krai, Rostov, Orenburg, Volgograd Oblasts.

Table 1. 

Dynamics of  the sowing campaign of main crops in Russia, spring 1999, 
enterprises of all categories, hectares Thous.


17.05.1999
19.05.1998

Spring grain crops
21600
18800

Sugar beet
884
722

Sunflower
4530
2939

Potato
1615
1528

Vegetables
375
340

Source: Operative data of Goskomstat

One should pay a special attention to a growth in the  sowing area for sugar beet which has also suffered greatly the recent frost. As of early May, the Ministry of Agriculture and Food estimated the area requiring a re-sowing being at the level of 109 thous. hectares  (i.e. 16.5% of the  total sowing area as of  that period of time). At the same time yet in the second half of May, the sowing area for sugar beet at 22%  exceeded its respective index in 1998.It is most likely that  that was  the effect of measures on increasing the import tariff for  unrefined sugar and price fall  for the domestic raw materials due to Rb. depreciation after the crisis August 1998. Last year  import supplies of unrefined sugar  dropped by almost 30%, and  the sugar- producing plants were likely to  increase  their contracting  of  the domestic producers of sugar beet. That is the first obvious fact showing that the import- substituting trend generated by the food- processing industry branch is reaching the agricultural sector.

On the other hand, the domestic exporters benefited greatly from Rb. depreciation, and  even the  quotas introduced  on  exportation of sunflower seeds have not stopped growth in the sowing of that crop. Yet as of May 17, the respective  sowing area exceeded the one registered in 1998 ( 4.5 mln. hectares versus 4.2 mln.) thus breaking a new record value  in  sunflower sowing in this country.

As it was  envisaged,  production growth  starts  in the  households. Thus, between 1997- 1998 households’ reacted to a certain stabilization of the economic situation with stabilization- and even some reduction of their output, while  dynamics of potato sowing this year show that the population sowing potato at least more than recently.

Fruits and vineyards suffered greatly the late frost, and in some places vegetables suffered, too. Whereas these crops are produced to a significant degree by households, it is the income of  rural population, primarily in the regions  with the respective profile, which will suffer at most. In addition to that, imports of early fruits and vegetables may grow.

During the Ist quarter, one observed an ongoing trend towards import substitution in a number of sub- branches in the food- processing sector.

Table 2 

Dynamics of output of major  food stuffs in 1998 and Ist quarter 1999 
( as % to the respective period of 1997)


1998/1997
Ist Q. 1999/ Ist Q. 1998

Sugar
125,1
101,1

Meet
86,5
84,6

Sausages
86,7
83,2

Bread and bakery
94,8
103,4

Macaroni
121,4
140,8

Margarine
106,8
184,1

Wholesome  dairy products
102,9
95,3

Animal butter
93,7
85,5

Cheese 
103
92,5

Flour
95,9
101,0

Grouts
103,2
86,3

Vegetable oil
112,1
122,1

Source: Goskomstat

As Table 2 shows, the growth in output continued and even accelerated in the macaroni industry (which once again raises doubts regarding grain deficit in this country), margarine and vegetable oil production. The latter two kinds of production were likely to get an additional impulse from restrictions on sunflower exportation introduced earlier this year. Producers and intermediaries  had to sell the  1998 harvest to the domestic processors. As it was stated above, however,  it is most likely that this year they hope for export possibilities. The major part of other kinds of production slowed down their growth rates, or even continued  to reduce after some insignificant growth reported last year. On the one hand, that testifies to  exhaustion of  import- substitution factors, while on the other hand  it shows  the pressure upon the market on the part of the falling  population’s real income. The favorable situation for the domestic food- processing industry emerged after August 17 has not been implemented and  already  comes to an end.

E. Serova

FOREIGN TRADE

The situation in international markets  for main items of the Russian export  is still unstable, though it has  improved slightly since March 1999.

In the meantime world prices for oil and petroleum derivatives are lower when compared with average prices in November 1997 when they began to fall sharply. With offer significantly exceeding  demand and a low  growth rate of the leading oil- consuming countries’ economies, prospects of the respective market  will remain unfavorable for  oil suppliers.

An average contract price for the Russian oil in 1998 made up  USD 10.4/barrel, and  as of February 1, 1999, that for Urals- USD 9.46/barrel. Upon OPEC countries’ signing the agreement on reducing the overall volume of oil extraction to 1.7 bln. barrels daily by the end of the year ( and to 2 bln. barrels with the account of other countries, including Russia), the price for Urals reached USD 13/ barrel.

The  demand  for natural gas  in international market has fallen recently , and the competition among  gas exporters intensifies. Thus in 1998 the price for natural gas supplied to Germany dropped by 15% compared with 1997 (to USD 80 per thous. cubic m.). In the Ist quarter 1999, the price for the Russian gas supplied to East -  and Central - European  countries made up a.. USD 59.3 per thous. cubic m. It is black oil and diesel fuel which are main items of the Russian export of petroleum derivatives (85%). In march 1999 the price for 1 t. of black oil in Europe  made up USD 62 which is at USD 13 – 15 ( 12%)  down compared with early 1998. In early 1998 the price for diesel fuel was  USD  158 /t., while in March 1999-  USD127/t/ (13% down).

The trend to a fall in export price for ferrous metals continues. With anti- dumping  measures  being implemented against the Russian producers in the US, the  economic situation in the Russian  domestic market  has complicated. Metallurgical  enterprises provide a. 10% of revenues to budgets of all levels and  over 20% of  the  overall volume of hard currency revenues. In the meantime, with the account  of anti- dumping procedures against the  export of the Russian steel undertaken by a number of countries, the volume of revenues  in foreign exchange will fall  followed by reduction in the budgetary revenues. The anti- dumping investigation held in the US provoked other countries’ reaction. In the wake of the measures undertaken by US, Mexico, India, Turkey, China, Indonesia, Canada, Argentina, Brazil, Philippines, Columbia, Taiwan, South  African Republic, and Venezuela  initiated  introduction  of quotas  of the export of the Russian ferrous  metallurgy’s products.

In the Ist quarter 1999, an average contract price  for aluminum supplied to Far Abroad states would drop to the level of 1994 ( USD 1,121/t.), and prices for nickel and copper are still low ( USD 3,835/t. and  1,445/t., respectively). The trend to  the lowering of prices  may remain in 1999.

In the Ist quarter 1999 the Russian foreign trade turnover made up USD 25.0 bln., including export ( import) operations  which are not registered. That is at 32.1% down compared with the respective period of 1998. However, while compared with February this year, one notes a significant growth - at 22.7%.
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The value volume of the Russian export dropped by 10.6%  relative to the Ist quarter 1998 and made up USD 15.6 bln., including that to Far- Abroad countries- 12.7 bln. ( 8% down). The share of Far- Abroad  countries in the total volume of  the Russian export made up 85%.

The Rb. depreciation encourages exporters to increase   the physical volume of  their supplies. The price index by the items making up a. 70% of the export value was 0.72, while the physical volume index reached 1.03.

The Rb. depreciation after August 1998 has had a positive impact on the non- ferrous metallurgy: with the export prices for aluminum and copper falling, the volume of export of those grows. Thus, in March 1999 the respective export supplies grew by 4.4% relative to March 1998, and by 10.5% when compared with July 1998.

The wood- working and paper and pulp  industry branches which are partly oriented towards exports experience a notable growth in output. During the first months 1999, the volume of exportation of cellulose, timber and  lumber grew significantly compared with  its respective level of 1998. That may be attributed  to lower costs and high international prices for these products compared with the domestic prices.

Despite low prices for the fuel and energy sector’s products, in March 1999 the export of those remained almost on the same level as of  March 1998  

In the Ist quarter  1999, the proportional weight  of machinery, equipment and means of transportation in the overall volume of export made up 8.8%, including the export to Far- Abroad countries- 9% ( in 1998- 9.3%).

In March 1999 export supplies grew by 25.7% compared with February, including  a. 30.8% growth in supplies to Far – Abroad states.

Between January to March, the value of  import supplies made up USD 9.4 bln.- a 48.9%  fall compared with its respective period of the prior year, including  supplies from far- Abroad countries totaled USD 7.3 bln. (47.5% down).

Relative to February 1998, in March import supplies from  Far - Abroad countries grew by 5.6% and made up USD 2.7 bln. Import purchases of food stuffs grew by 28%, chemicals- by 22.9%, including pharmaceutical items – by 18.7%. At the same time purchases of  textile garments and shoes  practically remained unchanged, while supplies of machinery and  technological equipment continued to fall: the import  those dropped by 31.3% compared with February.

Contrast to the aforementioned trends in Russia’s trade with the Western countries despite  positive monthly dynamics in the Ist quarter, this year the trade with the CIS states make up  only 60- 65% of the last year’s level. in terms of  the  export/ import volume.

In May 1999, the government of Belarus made a decision  to elaborate  a new concept of monetary and credit policy aimed at  achieving the Belorussian Rb. convertibility by current operations and stability of its exchange rate. At the same time the concept does not provide for a single Russian- Belorussian currency, and the authors of that  will not orient themselves to the Russian model. Hence, the uncertainty and lack of coordination with Russia with regard  to the future Belorussian national monetary and credit policy may create new obstacles in the trade between  the two states and  entail  a fall in its

volume, regardless  of the  Customs Union with its  beneficial conditions  for mutual trade.

This year, battered by the Russian crisis, the Customs Union clearly looses its efficiency. Thus, Kyrgystan is increasingly orient itself towards Far – Abroad countries and significantly (by a. 55%) reduced its trade with Russia. In addition to that, Kyrgystan stopped to coordinate its domestic anti-crisis  economic policy with the partners in the Customs Union.

Foreign trade regulation.

In compliance with the  CBR’s instruction of March 20, 1999, effective since March 22, 1999, which regulate residents’ purchases of foreign exchange to  perform their obligations as per import contracts, while effecting advanced payments in foreign exchange by import contracts,  the importer  is bound to place a deposit with his bank in Rb. equivalent amounted to a full value of the  said advanced payment using the CBR  exchange rate as of the day of purchase the  foreign currency. The deposit is returned upon confirmation of importation of the goods in Russia.

This measure is undertaken against capital outflow from this country  under false import contracts. According to CBR’s estimates, the amount of capital outflow through  that channel  totals  to USD 0.5 bln. a mohth.

Since April 22, the export duty on crude oil of Euro 2.5/t. is renewed. Previously, since March 23, 1999, in compliance with the government’s decision, the  oil export  duty was canceled for the term  of 1 month, since an average monthly oil price in February was under USD  9.8/barrel, while in March the average price was in the range between USD 9.8- 12.3/barrel. Therefore since April 22, the oil export duty will be renewed automatically.

Since April 1, Russia has reduced its export oil supplies by 100,000 barrels a day. The decision was made in order to support the OPEC countries’ proposal on reducing  the world oil extraction. It is envisaged that since April 1, the volume of oil extraction would be reduced by 18% until March 2000.

N. Volovik, N. Leonova







� The estimate was made on the base of registered  prospects of issues. See Russian economy in January- September 1998.


� Expert, #32, 1998.
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Geographic structure of foreign investment in the Russian economy
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		январь		6.026		988		366.8		418		163.956189844		60.8695652174		69.3660803186

		февраль		6.072		1000		399.4		424		164.6903820817		65.7773386034		69.8287220026

		март		6.106		1059		399.8		427		173.435964625		65.4765804127		69.9312151982

		апрель		6.133		1040		400.6		432		169.5744333931		65.3187673243		70.4386107941

		май		6.164		1047		401.4		435		169.8572355613		65.1200519143		70.5710577547

		июнь		6.198		1122		402.5		436		181.0261374637		64.9403033237		70.3452726686

		июль		6.238		1110		402.6		437		177.9416479641		64.5399166399		70.0545046489

		август		7.908		1052		402.7		450		133.0298431968		50.9231158321		56.904400607

		сентябрь		16.065		1112		403		552		69.2187986306		25.0855897915		34.360410831

		октябрь		16.01		1123		403.1		573		70.1436602124		25.1780137414		35.790131168

		ноябрь		17.88		1164		403.2		619		65.1006711409		22.5503355705		34.6196868009

		декабрь		20.65		1482		402.9		717		71.7675544794		19.5108958838		34.7215496368

		1999

		январь		22.6		1167		403		787		51.6371681416		17.8318584071		34.8230088496

		февраль		22.86		1199		403.1		829		52.4496937883		17.6334208224		36.2642169729

		март		24.18		1295		403.2		857		53.5566583954		16.6749379653		35.4425144748

				среднемесячная		Средний размер		Величина

				номинальная		назначенной		прожиточного

				заработная плата		месячной пенсии		минимума

		январь		988		366.8		418

		февраль		1000		399.4		424

		март		1059		399.8		427

		апрель		1040		400.6		432

		май		1047		401.4		435

		июнь		1122		402.5		436

		июль		1110		402.6		437

		август		1052		402.7		450

		сентябрь		1112		403		552

		октябрь		1123		403.1		573

		ноябрь		1164		403.2		619

		декабрь		1482		402.9		717

		январь		1167		403		787

		февраль		1199		403.1		829

		март		1295		403.2		857

				Среднемесячная		Средний размер		Величина

				номинальная		назначенной		прожиточного

				заработная плата		месячной пенсии		минимума

		январь		163.956189844		60.8695652174		69.3660803186

		февраль		164.6903820817		65.7773386034		69.8287220026

		март		173.435964625		65.4765804127		69.9312151982

		апрель		169.5744333931		65.3187673243		70.4386107941

		май		169.8572355613		65.1200519143		70.5710577547

		июнь		181.0261374637		64.9403033237		70.3452726686

		июль		177.9416479641		64.5399166399		70.0545046489

		август		133.0298431968		50.9231158321		56.904400607

		сентябрь		69.2187986306		25.0855897915		34.360410831

		октябрь		70.1436602124		25.1780137414		35.790131168

		ноябрь		65.1006711409		22.5503355705		34.6196868009

		декабрь		71.7675544794		19.5108958838		34.7215496368

		январь		51.6371681416		17.8318584071		34.8230088496

		февраль		52.4496937883		17.6334208224		36.2642169729

		март		53.5566583954		16.6749379653		35.4425144748

				Величина		Величина

				прожиточного		прожиточного

				минимума		минимума

		январь		69.3660803186		418

		февраль		69.8287220026		424

		март		69.9312151982		427

		апрель		70.4386107941		432

		май		70.5710577547		435

		июнь		70.3452726686		436

		июль		70.0545046489		437

		август		56.904400607		450

		сентябрь		34.360410831		552

		октябрь		35.790131168		573

		ноябрь		34.6196868009		619

		декабрь		34.7215496368		717

		январь		34.8230088496		787

		февраль		36.2642169729		829

		март		35.4425144748		857
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Лист1

		

						январь		февраль		март		апрель		май		июнь		июль		август		сентябрь		октябрь		ноябрь		декабрь				январь		февраль		март		апрель		май		июнь		июль		август		сентябрь		октябрь		ноябрь		декабрь

		вне СНГ		1996		4.5		5.2		6.1		5.5		6		5.8		6.1		5.8		5.9		6.8		7.0		7.1				2.8		3.5		3.9		4		3.8		3.6		4		3.5		3.4		3.7		3.6		4.1

				1997		5.2		5.5		5.8		5.4		5.1		5.4		5.7		5.9		5.5		6.5		6.5		6.5				2.7		3.7		4		4		3.7		4.1		4		4.7		4.6		4.6		4.3		5.2

				1998		4.4																										3.8

		СНГ		1996		1.4		1.7		1.6		1.7		1.2		1.3		1.2		1.3		1.4		1.5		1.4		1.5				1.5		1.8		1.4		1.7		1.6		1.6		1.5		1.7		1.4		1.5		1.3		1.4

				1997		1.4		1.5		1.5		1.6		1.2		1.2		1.4		1.3		1.4		1.7		1.7		1.9				1.2		1.3		1.3		1.4		1.4		1.4		1.2		1.6		1.6		1.6		1.5		1.9

				1998		1.3																										1.3
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вне СНГ 1998

СНГ 1996

СНГ 1997

СНГ 1998

ЭКСПОРТ                                                                              ИМПОРТ

ОСНОВНЫЕ ПОКАЗАТЕЛИ РОССИЙСКОЙ ВНЕШНЕЙ ТОРГОВЛИ (млрд.долл.)
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Лист2

						январь		февраль		март		апрель		май		июнь		июль		август		сентябрь		октябрь		ноябрь		декабрь				январь		февраль		март		апрель		май		июнь		июль		август		сентябрь		октябрь		ноябрь		декабрь

		вне СНГ		1996		4.5		5.2		6.1		5.5		6		5.8		6.1		5.8		5.9		6.8		7.0		7.1				2.8		3.5		3.9		4		3.8		3.6		4		3.5		3.4		3.7		3.6		4.1

		СНГ		1996		1.4		1.7		1.6		1.7		1.2		1.3		1.2		1.3		1.4		1.5		1.4		1.5				1.5		1.8		1.4		1.7		1.6		1.6		1.5		1.7		1.4		1.5		1.3		1.4

		вне СНГ		1997		5.2		5.5		5.8		5.4		5.1		5.4		5.7		5.9		5.5		6.5		6.5		6.5				2.7		3.7		4		4		3.7		4.1		4		4.7		4.6		4.6		4.3		5.2

		СНГ		1997		1.4		1.5		1.5		1.6		1.2		1.2		1.4		1.3		1.4		1.7		1.7		1.9				1.2		1.3		1.3		1.4		1.4		1.4		1.2		1.6		1.6		1.6		1.5		1.9

		вне СНГ		1998		4.4																										3.8

		СНГ		1998		1.3																										1.3

				Export				Import

				outside CIS		CIS		outside CIS		CIS

		Jan.		4.5		1.4		2.8		1.5

		Feb.		5.2		1.7		3.5		1.8

		March		6.1		1.6		3.9		1.4

		Apr.		5.5		1.7		4		1.7

		May		6		1.2		3.8		1.6

		June		5.8		1.3		3.6		1.6

		Jule		6.1		1.2		4		1.5

		Aug.		5.8		1.3		3.5		1.7

		Sep		5.9		1.4		3.4		1.4

		Okt		6.8		1.5		3.7		1.5

		Nov.		7.0		1.4		3.6		1.3

		Dec.		7.1		1.5		4.1		1.4

		Jan.		5.5		1.5		3.4		1.3

		Feb.		5.2		1.5		3.8		1.2

		March		5.8		1.5		4.2		1.4

		Apr.		5.4		1.5		4.6		1.6

		May		5.2		1.3		4.1		1.4

		June		5.4		1.2		4.1		1.4

		Jule		5.7		1.4		4		1.2

		Aug.		5.9		1.3		4.7		1.6

		Sep		5.5		1.4		4.6		1.6

		Okt		6.5		1.7		4.6		1.6

		Nov.		6.5		1.7		4.3		1.5

		Dec.		6.5		1.9		5.2		1.9

		Jan.		4.4		1.3		4.2		1.3		11.2

		Feb.		4.5		1.6		4.6		1.4

		March		4.9		1.6		5.1		1.4

		Apr.		4.2		1.2		4.5		1.3

		May		4.9		1.3		4.7		1.4

		June		5.1		1.2		4.4		1.2

		Jule		4.9		1.3		4.5		1.2

		Aug.		4.9		1.0		4.0		1.3

		Sep		4.9		0.8		2.3		0.7

		Okt		4.8		1.2		2.2		0.8

		Nov.		4.6		1.3		2.2		0.8

		Dec.		5.9		1.2		2.7		0.9

		Jan.		3.7		1.1		2.3		0.6		7.7

		Фев.		3.9		0.9		2.3		0.6

		March		5.1		0.9		2.7		0.8
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		Dec.		Dec.		Dec.		Dec.

		Jan.		Jan.		Jan.		Jan.

		Feb.		Feb.		Feb.		Feb.

		March		March		March		March

		Apr.		Apr.		Apr.		Apr.

		May		May		May		May

		June		June		June		June

		Jule		Jule		Jule		Jule

		Aug.		Aug.		Aug.		Aug.

		Sep		Sep		Sep		Sep

		Okt		Okt		Okt		Okt

		Nov.		Nov.		Nov.		Nov.

		Dec.		Dec.		Dec.		Dec.

		Jan.		Jan.		Jan.		Jan.

		Feb.		Feb.		Feb.		Feb.

		March		March		March		March

		Apr.		Apr.		Apr.		Apr.

		May		May		May		May

		June		June		June		June

		Jule		Jule		Jule		Jule

		Aug.		Aug.		Aug.		Aug.

		Sep		Sep		Sep		Sep

		Okt		Okt		Okt		Okt

		Nov.		Nov.		Nov.		Nov.

		Dec.		Dec.		Dec.		Dec.

		Jan.		Jan.		Jan.		Jan.

		Фев.		Фев.		Фев.		Фев.

		March		March		March		March
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Экспорт вне СНГ

Экспорт СНГ

Импорт вне СНГ

Импорт СНГ

1996                                       1997                                              1998                                   1999

Основные показатели российского внешнеторгового оборота (млрд.долл.)
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				ЭКСПОРТ				ИМПОРТ

				вне СНГ		СНГ		вне СНГ		СНГ

		Янв.		4.5		1.4		2.8		1.5

		Фев.		5.2		1.7		3.5		1.8

		Март		6.1		1.6		3.9		1.4

		Апр.		5.5		1.7		4		1.7

		Май		6		1.2		3.8		1.6

		Июнь		5.8		1.3		3.6		1.6

		Июль		6.1		1.2		4		1.5

		Авг.		5.8		1.3		3.5		1.7

		Сен.		5.9		1.4		3.4		1.4

		Окт.		6.8		1.5		3.7		1.5

		Нояб.		7.0		1.4		3.6		1.3

		Дек.		7.1		1.5		4.1		1.4

		1996 год		71.8		17.2		43.9		18.4

		Янв.		5.5		1.5		3.4		1.3

		Фев.		5.2		1.5		3.8		1.2

		Март		5.8		1.5		4.2		1.4

		Апр.		5.4		1.5		4.6		1.6

		Май		5.2		1.3		4.1		1.4

		Июнь		5.4		1.2		4.1		1.4

		Июль		5.7		1.4		4		1.2

		Авг.		5.9		1.3		4.7		1.6

		Сен.		5.5		1.4		4.6		1.6

		Окт.		6.5		1.7		4.6		1.6

		Нояб.		6.5		1.7		4.3		1.5

		Дек.		6.5		1.9		5.2		1.9

		1997 год		69.1		17.9		51.6		17.7

		Янв.		4.4		1.3		4.2		1.3

		Фев.		4.5		1.6		4.6		1.4

		Март		4.9		1.6		5.1		1.4

				13.8		4.5		13.9		4.1		18.3		18		0.3		0.4

		Апр.		4.2		1.2		4.5		1.3

		Май		4.9		1.3		4.7		1.4

		Июнь		5.1		1.2		4.4		1.2

				14.2		3.7		13.6		3.9		17.9		17.5		0.4		0.8

		Июль		4.9		1.3		4.5		1.2

		Авг.		4.9		1.0		4.0		1.3

		Сен.		4.9		0.8		2.3		0.7

				14.7		3.1		10.8		3.2		17.8		14		3.8		3.8

		Окт.		4.8		1.2		2.2		0.8

		Нояб.		4.6		1.3		2.2		0.8

		Дек.		5		1.2		2.2		0.9

				14.4		3.7		6.6		2.5		18.1		9.1		9		9.4

		1998 год		57.1		15		44.9		13.7						13.5		14.4

				Экспорт (млрд.долл.)		Импорт (млрд.долл.)		Сальдо (млрд.долл.)

		1996		89.0		61.1		27.9

		1997		87		69.5		17.5

		январь-июль 1998		42.4		41.1		1.3

		Экспорт нефти		1996		1997		1998

		млрд.долл		16.073		14.773		6.397

		доля в экспорте		18.1		17.0		15.1
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				Экспорт (млрд.долл.)		Импорт (млрд.долл.)		Сальдо (млрд.долл.)

		1996		89.0		61.1		27.9

		1997		87		69.5		17.5

		январь-июль 1998		42.4		41.1		1.3

		Экспорт нефти		1996		1997		1998

		млрд.долл		16.073		14.773		6.397

		доля в экспорте		18.1		17.0		15.1
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				Экспорт				Импорт

				вне СНГ		СНГ		вне СНГ		СНГ

		Янв.		4.5		1.4		2.8		1.5

		Фев.		5.2		1.7		3.5		1.8

		Март		6.1		1.6		3.9		1.4

		Апр.		5.5		1.7		4		1.7

		Май		6		1.2		3.8		1.6

		Июнь		5.8		1.3		3.6		1.6

		Июль		6.1		1.2		4		1.5

		Авг.		5.8		1.3		3.5		1.7

		Сен.		5.9		1.4		3.4		1.4

		Окт.		6.8		1.5		3.7		1.5

		Нояб.		7.0		1.4		3.6		1.3

		Дек.		7.1		1.5		4.1		1.4

		Янв.		5.5		1.5		3.4		1.3

		Фев.		5.2		1.5		3.8		1.2

		Март		5.8		1.5		4.2		1.4

		Апр.		5.4		1.5		4.6		1.6

		Май		5.2		1.3		4.1		1.4

		Июнь		5.4		1.2		4.1		1.4

		Июль		5.7		1.4		4		1.2

		Авг.		5.9		1.3		4.7		1.6

		Сен.		5.5		1.4		4.6		1.6

		Окт.		6.5		1.7		4.6		1.6

		Нояб.		6.5		1.7		4.3		1.5

		Дек.		6.5		1.9		5.2		1.9

		Янв.		4.4		1.3		4.2		1.3

		Фев.		4.5		1.6		4.6		1.4

		Март		4.9		1.6		5.1		1.4

		Апр.		4.2		1.2		4.5		1.3

		Май		4.9		1.3		4.7		1.4

		Июнь		5.1		1.2		4.4		1.2

		Июль		4.9		1.3		4.5		1.2

		Авг.		4.9		1.0		4.0		1.3

		Сен.		4.9		0.8		2.3		0.7

		Окт.		4.8		1.2		2.2		0.8

		Нояб.		4.6		1.3		2.2		0.8
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				Экспорт				Импорт

				вне СНГ		СНГ		вне СНГ		СНГ

		Янв.		4.5		1.4		2.8		1.5

		Фев.		5.2		1.7		3.5		1.8

		Март		6.1		1.6		3.9		1.4

		Апр.		5.5		1.7		4		1.7

		Май		6		1.2		3.8		1.6

		Июнь		5.8		1.3		3.6		1.6

		Июль		6.1		1.2		4		1.5

		Авг.		5.8		1.3		3.5		1.7

		Сен.		5.9		1.4		3.4		1.4

		Окт.		6.8		1.5		3.7		1.5

		Нояб.		7.0		1.4		3.6		1.3

		Дек.		7.1		1.5		4.1		1.4

		Янв.		5.5		1.5		3.4		1.3

		Фев.		5.2		1.5		3.8		1.2

		Март		5.8		1.5		4.2		1.4

		Апр.		5.4		1.5		4.6		1.6

		Май		5.2		1.3		4.1		1.4

		Июнь		5.4		1.2		4.1		1.4

		Июль		5.7		1.4		4		1.2

		Авг.		5.9		1.3		4.7		1.6

		Сен.		5.5		1.4		4.6		1.6

		Окт.		6.5		1.7		4.6		1.6

		Нояб.		6.5		1.7		4.3		1.5

		Дек.		6.5		1.9		5.2		1.9

														1995 г.

		Янв.		4.4		1.3		4.2		1.3				янв.		5.71		3.74		1.97		9.45

		Фев.		4.5		1.6		4.6		1.4				февр.		6.22		4.51		1.71		10.73

		Март		4.9		1.6		5.1		1.4				март		6.76		4.67		2.09		11.43

		Апр.		4.2		1.2		4.5		1.3				апр.		6.61		4.15		2.46		10.76

		Май		4.9		1.3		4.7		1.4				май		6.97		4.94		2.03		11.91

		Июнь		5.1		1.2		4.4		1.2				июнь		7.18		5.14		2.04		12.32

		Июль		4.9		1.3		4.5		1.2				июль		6.16		4.74		1.42		10.9

		Авг.		4.9		1.0		4.0		1.3				авг.		6.46		5.28		1.18		11.74

		Сен.		4.9		0.8		2.3		0.7				сент.		6.76		5.33		1.43		12.09

		Окт.		4.8		1.2		2.2		0.8				окт.		7.22		5.53		1.69		12.75

		Нояб.		4.6		1.3		2.2		0.8				нояб.		7.58		6.24		1.34		13.82

		Дек.		5.9		1.2		2.7		0.9				дек.		7.96		6.51		1.45		14.47

				Экспорт		Импорт		Сальдо

		Янв.		5.9		4.3		1.6				10.2

		Фев.		6.9		5.3		1.6				12.2

		Март		7.7		5.3		2.4				13

		Апр.		7.2		5.7		1.5				12.9

		Май		7.2		5.4		1.8				12.6

		Июнь		7.1		5.2		1.9				12.3

		Июль		7.3		5.5		1.8				12.8

		Авг.		7.1		5.2		1.9				12.3

		Сен.		7.3		4.8		2.5				12.1

		Окт.		8.3		5.2		3.1				13.5

		Нояб.		8.4		4.9		3.5				13.3

		Дек.		8.6		5.5		3.1				14.1

		Янв.		7		4.7		2.3				11.7

		Фев.		6.7		5		1.7				11.7

		Март		7.3		5.6		1.7				12.9

		Апр.		6.9		6.2		0.7				13.1

		Май		6.5		5.5		1				12

		Июнь		6.6		5.5		1.1				12.1

		Июль		7.1		5.2		1.9				12.3

		Авг.		7.2		6.3		0.9				13.5

		Сен.		6.9		6.2		0.7				13.1

		Окт.		8.2		6.2		2				14.4

		Нояб.		8.2		5.8		2.4				14

		Дек.		8.4		7.1		1.3				15.5

		Янв.		5.9		5.6		0.3		11.5		11.5

		Фев.		5.8		6		-0.2				11.8

		Март		6.8		6.5		0.3				13.3

		Апр.		6.1		6.3		-0.2				12.4

		Май		6.1		5.8		0.3				11.9

		Июнь		6.5		5.8		0.7				12.3

		Июль		6.2		5.7		0.5				11.9

		Авг.		5.6		5.2		0.4				10.8

		Сен.		5.9		3		2.9				8.9

		Окт.		6		3		3				9

		Нояб.		5.9		3		2.9				8.9

		Дек.		7.1		3.6		3.5				10.7

		Янв.		4.8		2.9		1.9		7.7		7.7

		Фев.		4.8		2.9		1.9				7.7

		Март		6		3.5		2.5				9.5
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Экспорт

Импорт

Сальдо

1996 г.                                     1997 г.                                          1998 г.                                        1999 г.

Основные показатели российской внешней торговли (млрд.долл.)
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