INSTITUTE FOR THE ECONOMY IN TRANSITION















































RUSSIAN ECONOMY: TRENDS  AND  PERSPECTIVES


June 1997








MONTHLY BULLETIN 




































































Moscow


1997











( Institute for the Economy in Transition, 1996. Licence, ЛР № 021018 of 09.11.95


     5  Gazetny pereulok, Moscow 103918, Russian Federation


      Phone: (095) 203-88-16		Fax: (095) 202-42-24	E- Mail:  iet@online.ru


�
� TOC \o "1-3" �


The State of Public Finance	� GOTOBUTTON _Toc392929218  � PAGEREF _Toc392929218 �3��


Monetary Policy	� GOTOBUTTON _Toc392929219  � PAGEREF _Toc392929219 �4��


Financial Markets.	� GOTOBUTTON _Toc392929220  � PAGEREF _Toc392929220 �5��


Industrial Juncture	� GOTOBUTTON _Toc392929221  � PAGEREF _Toc392929221 �10��


Foreign trade	� GOTOBUTTON _Toc392929222  � PAGEREF _Toc392929222 �11��


Investment processes in the real sector of economy	� GOTOBUTTON _Toc392929223  � PAGEREF _Toc392929223 �12��


Situation in agrarian sector	� GOTOBUTTON _Toc392929224  � PAGEREF _Toc392929224 �13��


Situation in the market of precious metals	� GOTOBUTTON _Toc392929225  � PAGEREF _Toc392929225 �14��


�


�
The State of Public Finance


�
According to the final data on the execution of the federal budget for the first five months of 1997, see Table 1, tax revenue continued to grow. At the same time the volume of the tax revenue grew by 1 per cent of GDP monthly.


The revenue growth allows the Government to increase the level of expenditure of the federal budget without increasing the budget deficit. This is very important in view of the Government’s attempts to cover arrears on pensions and salaries.


Moreover, it is worth noting the balance between the domestic and foreign financing which we had in May.


Execution of the consolidated budget is shown in Table 2.


As can be seen on Figure 1 there was further decrease of tax arrears into the federal budget in March. In April total volume of arrears continued to grow and made up about 85 trillion rubles.


Penalties and fines on arrears into the federal budget constituted over 134 trillion rubles in May.


From the beginning of the year tax authorities managed to receive 29 trillion rubles of arrears, including about 25 trillion rubles were paid by the tax-payers voluntarily after having been requested.


�
Table 1.


Execution of Russian federal budget (% of GDP)�
�
�
1995 �
I quarter�
I half year�
1996 �
1.02.97�
1.03.97�
1.04.97�
1.05.97�
�
Revenue�
�
�
�
�
�
�
�
�
�
Profit tax�
2,47�
1,11�
1,34�
1,44�
0,59�
0,67�
0,88�
1,13�
�
Personal income tax�
0,2�
0,21�
0,22�
0,23�
0,20�
0,20�
0,17�
0,12�
�
VAT, special tax and excise�
5,81�
4,64�
4,71�
6,74�
4,21�
4,57�
5,44�
6,30�
�
Taxes on foreign trade and external economic operations�
1,46�
1,33�
1,29�
1,01�
0,55�
0,71�
0,83�
0,86�
�
Other taxes, levies and duties�
0,34�
0,15�
0,17�
0,28�
0,15�
0,37�
0,22�
0,23�
�
Overall taxes and payments�
10,28�
7,44�
7,73�
9,70�
5,70�
6,52�
7,54�
8,64�
�
Non-tax revenue�
3,4�
1,69�
2,23�
2,80�
1,59�
1,91�
1,35�
1,57�
�
Total revenue�
13,68�
9,86�
10,79�
12,50�
7,29�
8,43�
9,22�
10,20�
�
Expenditure�
�
�
�
�
�
�
�
�
�
State administration�
0,27�
0,33�
0,33�
0,24�
0,17�
0,18�
0,21�
0,21�
�
International activities�
1,3�
0,62�
0,68�
1,18�
0,36�
0,34�
0,60�
0,69�
�
National defense and law-enforcement agencies�
4,03�
3,6�
4,03�
4,10�
2,92�
3,37�
4,46�
4,69�
�
Fundamental research�
0,29�
0,26�
0,28�
0,29�
0,05�
0,11�
0,23�
0,28�
�
Services to national economy�
2,18�
1,46�
1,61�
1,84�
0,86�
0,89�
1,43�
1,53�
�
Social services�
1,12�
1,19�
1,51�
1,22�
0,52�
1,70�
2,19�
2,28�
�
Servicing of state debt�
1,5�
1,54�
2,09�
1,51�
1,24�
1,32�
1,94�
1,85�
�
Other expenditure�
2,79�
1,38�
1,7�
1,94�
2,88�
1,19�
1,66�
1,55�
�
Total expenditure�
15,24�
12,04�
13,68�
14,37�
8,42�
9,10�
12,72�
13,09�
�
Loans minus repayments�
1,37�
1,19�
1,13�
1,04�
0,60�
0,94�
0,35�
0,80�
�
Expenditure and loans minus repayments�
16,61�
13,24�
14,81�
15,33�
9,02�
10,04�
13,07�
13,89�
�
Budget deficit�
-2,94�
-3,37�
-4,01�
-2,83�
-1,73�
-1,61�
-3,84�
-3,69�
�
Financing�
2,94�
3,37�
4,01�
2,83�
1,73�
1,61�
3,84�
3,69�
�
     domestic�
1,41�
2,34�
2,19�
1,36�
1,20�
0,38�
1,95�
1,84�
�
     foreign�
1,53�
1,03�
1,82�
1,47�
0,52�
1,23�
1,89�
1,85�
�
Note: GDP (trillion rubles)�
1659,2�
508�
1066�
2256�
201�
401�
605�
810�
�
Тable 2.


Execution of Russian consolidated budget (% of GDP)�
�
�
�
�
�
1996�
I’97�
II’97�
III’97�
IV’97�
�
Taxes and payments�
20,97�
12,99�
14.86�
16,11�
18,61�
�
Non-tax revenues�
2,83�
2,30�
2.76�
2,30�
2,31�
�
Overall taxes�
24,9�
15,29�
17.68�
18,41�
20,92�
�
Total expenditures and loans minus repayments�
29,07�
18,20�
20.26�
23,52�
25,36�
�
Budget deficit�
4,17�
2,91�
2.71�
4,91�
4,44�
�
Rate of growth of real arrears by tax revenues to Federal budget ( in % to the preceding month


Figure 1.
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L.Anisimova, S.Batkibekov.


Monetary Policy


�
The pace of consumer price growth in June 1997 has slightly exceeded the level of May. In particular, the average weekly increment of the consumer price index in June amounted to 0.3% in comparison with 0.2% in May (see fig. 2). So, the inflation in May was at the level of 0.9% (11.35 a year) and in June it will reach 1.1 – 1.3% (14.03 – 16.77% annualized). According to our assessments, during July – September the pace of consumer price growth will not change significantly and will range from 0.8% to 1.2% a month (10.03 – 15.39% annualized).


�
Figure 2.


�


Figure 3.


�


�
A continuing decline of level of yield at the GKO-OFZ market and a decrease of interest rates at the interbank rouble loans market allowed the Russian Central Bank to decide to reduce the refinancing rate from 36% to 24% annualized since  June 16, 1997 (see fig. 3). At the same time there were cut the interest rates on mortgage loans by the Board of directors of the RCB. The current rate on loans up to 7 days is fixed at 18%, on loans with term from 7 to 14 days – 21%, and on loans with term from 15 to 30 days – 24%. As the most important fact in this case one can consider the reduce of interest rates on the shortest loans (up to 7 days), since these ones dominate in the total volume of mortgage loans given by the Russian Central Bank to commercial banks. Moreover, this rate was not decreased last eight months.


On June 26, 1997 there was completed the placement of the 3rd issue of the Russian eurobonds at world financial markets. The banks J.P. Morgan and SBC Warburg were the general managers of placement. The issued volume amounted to $2 bln., the maturity – 10 years. The price of new eurobonds exceeded the price of similar US Treasury bonds by 375 basis points. Thus, the interest paid to investors will be about 10% annualized. The results of this placement testify to an increase of confidence of foreign investors to the Russian securities. As a factor has played a significant role it is possible to underline the completing of restructuring of the Russian external debts to the London Club.


The general figures of three realized issues are given in tab. 3.


�
Table 3.


№�
1�
2�
3�
�
Currency�
US dollars�
Deutsche Mark�
US dollars�
�
Issued Volume�
1 billion�
2 billion�
2 billion�
�
Maturity�
5 years�
7 years�
10 years�
�
Yield (% annualized)�
9.25%�
9%�
10%�
�
Arkhipov S.A., Drobyshevsky S.M.


Financial Markets.





�
The market for GKO-OFZ. Generally, the situation at the GKO-OFZ market in June one can consider as a quite stable one. In particular, during the second half of the month the yields of long-term issues fluctuated within the range of 18 – 20% annualized (20 – 25% in the beginning of June).


In June the Russian Central Bank made important changes in the market infrastructure. So, the RCB realized repurchasing of non-taxed OFZ and placement of new taxed issues of federal loans at the same time. In addition, the possibility of OFZ selling by face-value at the moment coupon payment was introduced. According to our opinion, it is very important, since operations with OFZ are going to be less risky. This results in avoidance of price uncertainty at the moment of coupon payments, and allows to calculate the return on investments more precisely. If such a scheme goes on well, it will be likely to expect that the most of risk-averse investors revise their opinion about OFZ as profitable and reliable securities.


Another important alteration touching on the mechanism of trades is a possibility of out-of exchange trades made by primary dealers. It allows to simplify the interaction between dealers and clients (especially small ones).


In June 1997 the Russian Ministry of Finance implemented eight primary GKO and OFZ auctions. There was placed seven issues of GKO and one issue of OFZ (№ 24014). The announced volume of new securities equaled to 58.5 trillion rubles, the placed one – 42.2 trillion rubles (42% of announced volume). The demand exceeded the supply by 21%. These auctions raised 37.2 trillion rubles, 37 trillion rubles were matured, 0.6 trillion rubles were placed at the second market. As one can see, the auctions in June were not trouble for the Ministry of Finance because of high rate of control of the RCB over the market.


By the middle of June 1997 the yields of government securities have got enough low level and it suited the Ministry of Finance and the RCB. Under these conditions it is essential to note that the further policy of the RCB directed to decrease the yields will not be made by the RCB. The most important is to keep the current level of yields, although it is quite difficult under the lowering interest to the market. 


�
Figure 4.


�


�
Stock market. Since the middle of May at the Russian stock market there was observed the growth of quotations of the most of stocks. So, by the end of June the price index of IET calculated by stocks traded in RTS-1 has grown up by about 35% (see fig. 4). The main reasons of it are as follows. First, there was a capital inflows at the market in the end of the first half of 1997. Especially in this time the directors of foreign investment funds determine the limits of new investments at emerging markets. Second, for the same period there was an increase of business activity at all main world stock markets led to support the tendency. Third, the core of Russian financial markets, – market of GKO-OFZ has been continuing to demonstrate a decrease of yield. This forced the investors to redistribute their portfolios due to increase the weight of corporate stocks.


As a fact confirming the growth of business activity at the Russian stock market one can note the dynamics of daily turnovers in RTS-1. This indicator reached 60 – 90 million US dollars (see fig. 4).


The market characteristics of the most liquid stocks in May – June 1997 there are given in the table 4.


�
Table 4. Stock Market Characteristics for 5.05 – 27.06.1997.�
�
1) Liquidity (the ratio of number of days in which this stock were traded to the total number of days for the period): Gazprom, Irkutskenergo, LUKoil, LUKoil (pref.), Megionneftegas, Mosenergo, Norilsk Nickel, RAO UES Russia, RAO UES Russia (pref.), Rostelecom, Rostelecom (preferred), Surgutneftegas, Surgutneftegas (pref.) – 1.0.�
2) The most profitable stocks* (return for the period 5.05 – 27.06.1997): Market index – 33,02%, Kubanenergo – 185,02% (0,84), Synaisky Pipe Plant – 146,84% (0,35), Sberbank – 129,01% (0,62), Novosibirskenergo – 101,24% (0,73), Sakhalinmorneftegas – 92,2% (0,51).�
�
3) The most riskless stocks (coefficient beta)*: Market 


risk – 69,42%, St. Peterburg International Telephone (preferred) – -0,019 (0,38), Komineft – -0,025 (0,41), St. Peterburg Telephone (pref.) – 0,095 (0,70), Synaisky Pipe Plant – -0,128 (0,35), Novosibirsk Telephone – 0,149 (0,35).�
4) The most underevaluated stocks (coefficient alpha)*: Synaisky Pipe Plant – 0,029 (0,35), Sakhalinmorneftegas – 0,021 (0,51), Electrosvyaz NSO – 0,020 (0,62), Kubanenergo – 0,020 (0,84), Novosibirskenergo – 0,018 (0,73).�
�
5) The stocks with the highest unique risk (low R-squared)*: Komineft – 0,000 (0,41), St. Peterburg International Telephone (preferred) – 0,000 (0,38), Synaisky Pipe Plant – 0,001 (0,35), St. Peterburg Telephone (pref.) – 0,003 (0,70), Sakhalinmorneftegas – 0,004 (0,51).�
6) The stocks with the lowest unique risk (high R-squared)*: Mosenergo – 0,598 (1), Surgutneftegaz (preferred) – 0,475 (1), Megionneftegas – 0,475 (1), LUKoil – 0,474 (1), LUKoil (preferred) – 0,469 (1).�
�
7) Stocks accounted for the most share in the total turnover*: RAO UES Russia – 15,66% (1), LUKoil – 12,70% (1), Mosenergo – 11,41% (1), Gazprom – 9,55% (1), Rostelecom – 5,16% (1).�
�
* There are liquidity coefficients in parenthesis.


Figure 5.


�





�
Interbank credit market. In May – June 1997 at the ruble interbank loan market there was a general decrease of interest rates (see fig. 5). In particular, the INSTAR by overnight loans which have the dominated share (76.8% in May and 70.3% in June) declined in the very beginning of June to the unprecedentedly low level of 8.9%. The main reasons of decrease of borrowing costs are as follows. First, it is a decline of yields at the GKO-OFZ market. Second, the reduce of reserve requirements for commercial banks. And, third, it is the situation formed at the foreign currency market, which led directly to exceeding supply of rubles at the interbank credit market.


The turnover at the interbank credit market during May – June 1997 fluctuated significantly (see fig. 6) due to the calendar effects (holidays in the beginning of May) and conjucture changes at the foreign currency and GKO-OFZ markets (in the midst of June) both. Thus, the volume of given credits in May 1997 amounted only to 67,5 trillion rubles and will be equal, by preliminary estimates, to about 77 trillion rubles in June.





�
Figure 6.


�





�
Foreign exchange market. In May 1997 the official US dollar exchange rate increased by 0.19% (2.32% annualized) from 5762 to 5773 rubles per dollar. On the Moscow Interbank Currency Exchange the dollar exchange rate grew up from 5744 to 5768 rubles per dollar, i.e. 0.40% (4.91% a year). At the interbank currency market the dollar exchange rate rose from 5753 to 5768 rubles/$, or by 0.26% (3.17% a year). In June the official exchange rate dollar/ruble got the level of 5782 rubles per dollar. This was equal to 0.16% in monthly terms (1.89% annualized). On the MICEX the ruble exchange rate rose up to 5766 rubles/$, i.e. 0.02% for this period (0.21% a year), and at the interbank currency market – up to 5764 rubles/$, or by 0.07% (0.83% annualized).


The dynamics of dollar/ruble exchange rate has changed considerably for last two months. The deficit of rubles observed at the market led to currency selling by commercial banks. Under these conditions the Russian Central Bank to avoid sharp nominal appreciation of ruble were to purchase currency at the exchange market. This resulted in the growth of net external reserves from 23.5 to 31 trillion rubles (by 32%) only for May 1997. However, due to the fact that the RCB had announced about a persistence of policy of smooth ruble depreciation, the spread between official and market exchange rates have been increasing. Up to the end of June it amounted in average 17 – 20 rubles, i.e. about 0.35% of nominal value of exchange rate.


The dynamics of the official, MICEX and average interbank exchange rate of dollar for May – June 1997 are depicted on the fig. 7.





�
Figure 7.


�





�
In May 1997 the exchange rate 'Deutsche mark/ruble' grew up from 3338 rubles/DM to 3394 rubles/DM. It corresponded to 1.68% a month (22.1% a year). But, in June the pattern changed by opposite one, and the Deutsche mark exchange rate went down to the level of 3351 rubles/DM. Thus, the decline equaled to 1.27% per month, or 14.19% annualized.


The gross turnover on the MICEX by the US dollar rose to 1877.3 billion rubles in May 1997. But it decreased to the level of 78.7 billion rubles by the DM. It is expected the further growth of exchange trade volume in June 1997 because of the strengthening of market-makers' activity noted above.


�
Table 5. Indicators of Financial Markets.�
�
month�
February�
March�
April�
May�
June�
�
inflation rate (a month)�
1,5%�
1,4%�
1%�
0,9%�
1,1 – 1,3%�
�
annualised inflation rate by the month’s tendency�
19,6%�
18,2%�
12,68%�
11,4%�
14,0 – 16,8%�
�
the RCB refinancing rate�
42%�
42%�
36%�
36%�
24%�
�
auction yield on GKO (end of the month)�
31,01%�
36,55%�
30,64%�
27,26%�
18,64%�
�
auction yield on OFZ (end of the month)�
35,12%�
43,18%�
36,65%�
35,58%�
25,84%�
�
auction yield on OGSZ (end of the month)�
35,2%�
35,2%�
39,70%�
34,61%�
29,0%�
�
annualised GKO yield to maturity:�
�
�
�
�
�
�
less than 1 month�
23,9%�
31,39%�
27,40%�
22,00%�
16%�
�
1-3 months�
28,78%�
33,69%�
32,16%�
24,13%�
19%�
�
3-6 months�
31,01%�
33,66%�
33,62%�
28,24%�
22%�
�
average yield on all issues�
29,35%�
33,00%�
32,17%�
26,65%�
20%�
�
annualised yield to maturity on OFZ issues�
36,93%�
38,20%�
39,72%�
35,40%�
34%�
�
turnover of GKO-OFZ market a month (billion rubles)�
65586�
77117�
90230�
77011�
85000�
�
the overall value of outstanding  GKO–OFZ (trillion rubles)�
261,85�
276,7�
285,66�
295,1�
302,3�
�
nominal surplus of the overall value of outstanding  GKO–OFZ compared to the previous month�
6,1%�
5,7%�
3,2%�
3,3%�
2,4%�
�
IBC – INSTAR rate (annual %) on loans by the end of the month:�
�
�
�
�
�
�
overnight�
24,57%�
14,93%�
26,49%�
7,71%�
12%�
�
1 week�
20,67%�
27,80%�
24,06%�
9,90%�
17%�
�
2 weeks�
35,0%�
29,95%�
28,56%�
16,75%�
20%�
�
1 month�
31,0%�
30,00%�
30,40%�
22,13%�
25%�
�
turnover of IBC market a month (billion rubles)�
50920�
56625�
69912�
67535�
77000�
�
official exchange rate of ruble per US dollar by the end of the month�
5676�
5729�
5762�
5773�
5782�
�
official exchange rate of ruble per DM by the end of the month�
3364�
3418�
3327�
3394�
3351�
�
average annualised exchange rate of ruble per US dollar growth�
10,3%�
11,80%�
7,8%�
2,32%�
1,89%�
�
average annualised exchange rate of ruble per DM growth�
– 23,8%�
18,92%�
-27,7%�
22,1%�
-14,19%�
�
gross turnover on the MICEX by USD and DM a month (billion rubles)�
588,3�
892,7�
1157,4�
1956�
2000�
�
turnover at the stock market in the RTS for the month (millions of USD):�
818�
565,4�
575,76�
804,0�
970�
�
average annualised return at the stock market in the RTS:�
31,06%�
-4,86%�
13,89%�
6,07%�
26,38%�
�
RTS market portfolio risk:�
149,65%�
41,37%�
125,71%�
53,72%�
76,87%�
�
*/ estimate


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


Industrial Juncture





�
According  to  enterprises’ estimations, the intensity of the reduction in solvent demand for the last two months grew by 7 points. Absolute growth of demand ( positive balance) in June was registered only in construction industry (+27%). In other branches balances were negative- the solvent demand was decreasing.


Almost 90% of enterprises were not satisfied with volume of demand for their products. The best value of this index in 1997 (83%) was registered in April, when the decrease in demand was least intensive. It is only non- ferrous metallurgy, in which dissatisfaction with demand was fluctuating between 40 and 50%.


In June, once again, the absolute growth of industrial production was registered. After the decrease in May, which is traditionally attributed to the fewer number of working days, the balance grew from -6 up to +7%. The absolute increase in output was noted in all branches, with the exception of timber and paper and pulp complex (- 15%) and light industry (-6%). The  growth in production was most intensive in construction industry ( +26%) and non- ferrous metallurgy (+17%). The increase in output of machine building is estimated at a balance of +2%.


In June 1997 the surveys for the first time registered an absolute reduction in producer prices by the industry as a whole. The balance in the change of prices dropped for June from +3 to - 3%. A slight price rise was noted only in food ( +4%) and machine- building (+2%) branches. As for other branches, prices were decreasing more intensively there - ferrous metallurgy fell by  14% and construction industry also fell by 13%.


The insufficiency of stock of finished products in industry remains. The balance of estimations, however, grew from -10% to -1%. Apparently it was caused by a more intensive reduction in demand and by the absolute growth in output in April and June. At present reports concerning insufficiency of stock dominate only   in light ( -33%), machine- building ( -14%) and wood- working ( -2%) branches.


Although forecasts regarding changes in production dropped by 7 points over the period of 4 months, they remain the best estimations since September 1992. Only non- ferrous metallurgy reported in June any expectations of a decrease in output. In other branches the respective balances of forecasts are positive- enterprises hope for a rise in output.


Forecasts on changes in prices continued to decrease in June.  Only 11% of enterprises reported that they plan to raise their prices in the forthcoming months, while the majority of producers would prefer not to change their prices. The absolute decrease in prices ( negative balance) may happen only in timber and paper and pulp complex (-8%) and construction industry (-5%). The most intensive rise is forecasted  in food industry ( +13%).


Although the forecasts of change in demand worsened by 9 points since February  1997,  they have kept a positive value from the beginning of this year - the share of enterprises which expect a growth in demand for their products is higher than the share of enterprises forecasting a decrease in demand. The decrease in demand during the last months have been forecasted only in light industry. Such expectations in June appeared in non- ferrous metallurgy, while enterprises in other branches envision a growth in demand.





�
Expected changes in prices in industrial subbranches


� EMBED Word.Picture.6  ����
S. Tsoukhlo


Foreign trade





�
Russian foreign trade turnover between January- April 1997 fell by 2% compared to its respective period in 1996 and made up USD 49.4 bln. The major reason for such a reduction in Russian foreign trade turnover can be attributed to the ongoing decline in goods turnover between Russia and the C.I.S. states. The latter turnover dropped by 11% between January- April 1997, when compared with its respective period last year.





�
�





�
High inflation rates observed in the former Soviet Republics has resulted in the growth of production costs which decreases the competitiveness of goods produced in the majority of the C.I.S. states and, accordingly, makes them less attractive to importers.  Russian export to the C.I.S. states has been falling as well, which may be attributed to the unfavorable situation with mutual settlements.


For the first time in a long period of time Russian supplies to Far Abroad states dropped. In March 1997 the rate of decline was 6% and in April it was 4% when compared to their respective months in 1996.  This decline may be attributed to  fluctuations  in the market. Thus, between March- April 1997, prices for practically all major Russian exports dropped in international market as follows: for oil and petroleum derivatives- by 15-20%, for non- ferrous metals- by 5-15%. That is why with the ongoing growth in physical volume of oil export ( by 8%), petroleum derivatives ( by 32%), aluminum ( 3%), copper (16%), nickel ( 48%), the volume of Russian export supplies to Far Abroad countries fell in terms of their value.


The negative trend  remains to increase the share of raw materials in the overall  volume of export and, accordingly, to decrease the share of machinery and equipment. The proportional weight of major kinds of fuel and energy resources in the Ist quarter of 1997 grew to 52% against 44$ in the Ist quarter of 1996, while the share of machinery and equipment dropped from 6.6%  to 6.2%.


As of 1 June, 1997, the Resolution of the RF government # 478 of 23 April, 1997, came into force. The Resolution stipulates that customs duties on packed tea imported to Russia will grow.  In compliance with the Resolution, the duties for packed tea ( 85% of the domestic tea market on the whole)  grew twice since June: from 10% up to 20%, while the lower limit was increased from 0.1 ECU up to 0.4 ECU per 1 kg. The import duties for unpacked tea, however, remained  unchanged.


This action by the government will  have an  impact, first of all, on prices:  it is expected that prices will grow by 20- 30%. This move will also cause an increase in the volume of  contraband tea importation which should become a profitable business, due to the fact that Russian customs duties differ from the neighboring countries’ ( primarily, Azerbajdgan and Belorussia) duties.


S. Prikhodko, N. Volovik, N.Leonova





�
Investment processes in the real sector of economy





�
The sharp decline in business activity in social and civil construction has become  characteristic of this year: the share of investment in social and civil construction made up 38% of the total amount of investment against 42% registered during the respective period of 1996. After rather long and steady growth in the sphere of house building, currently the decrease in volume of built living area accounts for 12%. With the change in the institutional structure, private investors are still incapable of compensating for the reduction in government activity in the market of house building and construction of social and cultural facilities. In addition to the above- mentioned factors, it is also necessary to take into account those constraints which are attributed to the population’s solvent demand for housing, given the current level of prices.





�
Table 6


Dynamics of investment in capital assets, in % to the respective period of the preceding year


�
1996г.�
1997.�
�
�
I  quarter�
January- May�
I quarter �
January- May�
�
Investment in capital assets�
90�
  88�
92�
92�
�
including by objects:�
�
�
�
�
�
of production character�
86�
  85�
100�
100�
�
of non- production character�
95�
  91�
81�
81�
�
Placement of houses into operation�
103�
 102�
90�
88�
�
Source: the data of Goskomstat of RF





�
Since the beginning of 1997, the price increment in capital construction made up 4.1%, the price increment for construction and assembly work  accounts for 3.8% and for machinery and equipment- 5.2%. It should be noted that between January- May 1997 the rate of  price rise  for construction on the whole was lagging behind its respective indices in industry. Construction is rather a  seasonal business,  given especially the fact that with the expanding individual and private construction along with the increase in demand  between April and May, the rate of the price rise for construction and assembly work traditionally accelerates.





�
Table 7


Price indices in January- May 1997, in % to the preceding year


�
January�
February�
March�
April�
May�
�
Consumer goods�
102,3�
101,5�
101,4�
101�
100,9�
�
In industry�
�
�
�
�
�
�
    for finished products�
101,3�
101,6�
101,4�
100,8�
100,5�
�
    for purchased goods�
102,9�
101,2�
100,2�
100,8�
100,4�
�
Capital construction:�
103,3�
100,9�
97,1�
100,2�
102,7�
�
    building and assembly work�
103,9�
100,7�
95,9�
100,1�
103,3�
�
including:�
�
�
�
�
�
�
          construction and assembly work in house building


          �



101,4�



101,1�



97,0�



100,8�



102,7�
�
    machinery and equipment�
101,1�
101,6�
101,4�
100,6�
100,4�
�
Tariffs for cargo transportation�
99,8�
97,7�
100,8�
100,1�
100,5�
�
Source: the data of Goskomstat of RF





�
The low level of investment activity is also determined by  the insignificant volume of the population’s savings. With a correction of the population’s savings to the amount of net increment of hard currency assets, the former would make up slightly over 4% of GDP and cannot be regarded as a crucial source of investment. Taking into account the fact that budgetary financing of investment programs was sharply cut too, one should not expect any renewal of business activity in the construction sector till the end of 1997


O. Izryadnova   





�
Situation in agrarian sector





�
The sowing campaign-97 is over. Unfortunately the official data concerning the sowing of spring crops have not yet been published, but the data as of the first half of June allows to assume that the overall  sowing area of spring crops this year will not be less than the sowing area in 1996.





�
Table 8


Sowing of spring crops in agricultural enterprises, thousand of hectares ( as of 9 June, 1997)


Crops�
1997�
1996�
1997 in % to 1996�
�
 Spring crops�
52333�
54852�
95�
�
   including:�
�
�
�
�
 grain crops ( corn exclusive)


�
35117�
35096�
100.1�
�
    wheat�
14917�
14423�
103�
�
   long- stemmed flax�
 109�
148�
74�
�
   sugar beet�
902�
1131�
80�
�
   sunflower�
2883�
3230�
89�
�
   vegetables�
151�
160�
94�
�
   annual grass�
5431�
5817�
93�
�



�
The situation is especially favorable with regard to sowing of grain crops ( with the exception of corn). In the first half of June sowing areas for grain crops have already exceeded the respective index in the preceding year. It is envisioned that the sowing area for spring grain crops this year will grow up to 40.5- 41.5 mln. hectares, i.e.  the sowing area will be at 3-4%  larger when compared with the last year. The enlargement of the sowing areas for spring grain crops is especially notable in a number of oblasts in the European part of Russia- in such large- scale producers of grain as Voronezh, Kursk, Volgograd, Saratov, Samara, Ulyanovsk oblasts,  Republic of Tatarstan and in Western Siberia. In the afore- mentioned regions the sowing campaign is over earlier when compared with usual term, which allows to assume that the ripening of crops will happen earlier too, and, accordingly,  the losses of grain during harvesting should  decrease.


This year the structure of sowing of grain crops has slightly changed at the expense of the increase in sowing areas for wheat ( from 16.4 up to 16.8 mln. tons), primarily in the regions- producers of wheat. This allows to expect an increase in production of food  wheat ( and decrease in production of wheat for cattle- feed) and this should result in cutting down the volume of imported food wheat.


As to other spring crops, the reduction in sowing areas may happen only with regard to sugar beet. This reduction is related to the ongoing crisis in the sugar sector and, consequently, to the re- focusing on other crops by a part of producers in major areas of sugar beet production.


In compliance with the March Resolution of the RF government “On procurement and supplies of agricultural products and raw materials for military and other consumers of the Federal food fund in 1997”, by which the government introduced tenders for food suppliers to the Federal fund, the first tender on the  government purchase of 10 thousand tons of sugar for the army was held in late May. 14 trade companies submitted their applications to participate in the tender. Among those 14 competitors four firms won the tender with the following volume of procurement and supplies: Federal Food Company committed itself to the supply of 4.5 thousand tons; the Stavropol affiliate of the Federal Food Company- 500 tons, “Alfa- Eco” company- 3 thousand tons and joint- stock company “Agrosoyuz”- 2 thousand tons. One of the conditions of the tender was to provide the supply of the domestic sugar produced during the season of 1996/1997. The offer price was fluctuating between RUR 2600- 2940 per 1 kilogram of sugar.


Despite the organization of the tender and a big number of participants, the names of the winners testify to the fact that  still not so much  has changed in the practice of state procurements for the Federal Fund. Thus, in compliance with the terms of the tender, the Federal Food Company together with its affiliated firm will supply a half of the volume of sugar, regardless of the fact that FFC has already soiled its reputation by playing games with budgetary capital.


According to the data of the RF Defense Ministry,  as of late June, the Russian armed forces have not received a single ton of sugar from the 10 thousand tons  guaranteed by the winners in the tender. This happened first of all, because  FFC raised a number of demands ( in particular, paying commission fees for intermediary services) which contradict the terms of the contract.


Although the  beginning of the Federal tenders have not yet been successful, the tender practice is being  implemented in the regions too. Thus, in mid- June the tender on state procurements for the Trans-Baikal military district was held in  the city of Chita. 32 companies participated in the tender and 10 firms from different regions of Russia won. Remarkably enough, RUR 4 bln. were saved  resulting from holding the tender. It became possible, since, hoping for a profitable military order,  the participants in the tender sharply decreased their offer prices.


I. Khramova 





�
Situation in the market of precious metals





�
As of today, gold is extracted in 28 Russian regions by approximately 700 enterprises of different ownership forms ( joint- stock companies, prospecting “artels” ( cooperatives), state- owned and private enterprises, joint- stock companies). The overall number of employees in the precious metals industry totals 350 thousand. The government still owns 30 enterprises, including 11 mines and pits at which around 1% of the overall volume of Russian gold is extracted. At present there are 13 large- scale jewelry enterprises in Russia ( previously they were owned by the government, and they have been privatized  recently), along with over 60 new jewelry companies, including joint- stock companies and enterprises that are completely owned by foreign capital.


More than half of Russia’s stock of gold is concentrated in auriferous deposits. In spite of the fact that only 20% of  the Russian stock of gold falls on auriferous gravels, they provide the major volume of gold extraction ( up to 85%). This is explained by a lower level of proportional investment in the extraction of alluvial gold. The major base of alluvial gold is concentrated in five regions: Chuokotka Autonomy region, Republic of Sakha ( Yakutiya), Magadan, Irkutsk and Amur oblasts.


The  severe economic state of the majority of enterprises has resulted in a decline in the extraction of gold. Thus, given that in 1993 output of gold made up 149.5 tons, this index in 1995 dropped to 131.9 tons. According to some forecasts, if this situation does not change, the level of extraction of gold will drop to 70 tons.


While analyzing the stock, the volume of output and production of jewelry goods in Russia and major gold producers worldwide, it becomes clear that although Russia holds the second place in the world ( behind South African Republic) in prospecting stock, this country  has  found itself holding the fifth- sixth place in terms of output of gold ( behind South African Republic, USA, Australia, Canada and China).


Such a situation is mostly determined by a severe taxation system and, accordingly, by a low level of returns with regard to investor’s contribution to the industry. The domestic jewelry industry as a large- scale consumer of gold under certain circumstances could support mining enterprises. The  current situation, however, has forced jewelers to decrease the volume of their purchases of gold and, accordingly, their output of  gold jewelry.


Over the last five years, the Russian jewelry industry’s consumption of gold dropped by 5 times ( from 40 tons to 8 tons).  For reference: Italy annually processes over 450 tons, India- 260 tons, China- 180 tons, USA- 140 tons. As a result, Uzbek, Turkish, Arab gold started penetrating the Russian market. At the same time the low quality of Russian jewelry, the high excise rate ( 30%) and complications in obtaining export licenses practically closed foreign markets for Russian producers.


Various departments and “enthusiasts” have been working in this country for a long time to resolve innumerable problems in the Russian gold- extracting and jewelry industry. The results of this work have been notable recently and these results found themselves mostly in the legislative field. This, in our opinion, the last block of bills, which currently are at different stages of adoption, should finally form a legislative base for this type of activity.


The following bills may be attributed to basic normative documents: the draft of the Federal Law “ On precious metals and precious stones” ( adopted by the Federation Council, declined by the President); the draft of the Resolution of the RF government “On the development of the precious metals market” which provides an enlarged list of  transactions and participants in such transactions, including physical entities ( the draft currently is under consideration at the  Ministry of Finance, Roskomdragmet, Ministry of Interior and Central Bank); the draft of the Provision “On the order, terms and conditions of  performance  of  transactions  with gold and silver bullion at the stock- exchange” ( currently under consideration by the government) and some other documents. We consider it fairly important to mention the Order to currently dissolve Roskomdragmet ( Resolution # 1157 of 25 November, 1995, point 6), in compliance with which Roskomdragmet should have organized an output of certified gaging gold, silver and platinum bullion with a mass from 1 gram up to 500 grams ( which has not yet been done).


The establishment of  “The Diamond Stock- exchange of the Russian Federation” ( at which certified gaging bullions are not required)  is a very important fact. The Stock- exchange was founded by 23 companies, including “Almazy Rossii- Sakha”, foreign- trade company “Almazyuvelirexport”, Association of Russian Producers of Diamonds and others. The main purpose of the Stock- exchange is to form conditions for performing transactions in the domestic market with unprocessed  and non- mounted  diamonds.


It is also worthwhile to note such an important measure as the exemption from VAT of turnover in terms of sales of precious metals and precious stones stipulated in the recently adopted Federal Law “ On introducing changes and amendments to the Law of RF ‘ On value added tax” #  25 FZ of  01 April, 1994.


Thus, essential shifts toward liberalization in the precious metals and stone industry have been taking shape as of late; the state is drifting from a state of complete monopoly towards a civilized operation in its respective market, in accordance to international practice. Suffice it to say, currently all the prerequisites are in place ( with adherence to the necessary formal requirements) in terms of operating with gold bullion both domestically and in foreign markets, which makes the national gold market much more attractive for domestic investors.


S. Anosov  
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