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�

�Economic and political outlook: June 1998

�On the background of the  enturbulated Russian stock market, wave of strikes and marches to Moscow, high- rank officials’  statements of a real threat of financial collapse and rumors of  forming a shadow cabinet, it was the presentation of the Government’s anticrisis program which became a main issue in the agenda of June.

The government claims that  contrast to the preceding programs the currently  promoted program  is  comprehensive. At the same time, however, in light of politics such a comprehensive program may  have both strong and weak parts. Should  the Duma have been favorable, the emphasis on the comprehensive program would allow  the government to pass some “unfortunate” bills in “liaison” with the others ( for example, the social package rejected a year ago). However, the  chances for  the Duma’s willingness to  share with the executive branch responsibility for the current situation in this country and  ignore  unpopular measures ( strengthening of  the tax burden on the population, price rise to happen because of introduction of sales tax, etc.) even if for the sake of prevention of the financial catastrophe, are minimal. At the same time, the government’s concept of regulation of interbudgetary relations, which is aimed at strengthening the Federal Center’s control over the use of financial resources by local authorities, will unlikely be approved by the Federation Council.

Obviously, the possibility of disssolution is not anymore  a threat to the Duma. Firstly, contrast to the situation in March 1998, all the groups in the Duma have had some time to search for  financial sources  for the forthcoming elections ( and, moreover, they will be prepared for the elections by autumn). The major Duma groups’ analysts  predict that their parties will overcome the 5 per cent barrier, should the elections be held in autumn 1998. At the same time, holding the elections at that time will substantially limit the executive power’s constitutional possibility to put a pressure on the legislative power practically until 2000.� Secondly, in the present situation of intensification of  budgetary revenue crisis, high social tension and drop in the President’s popularity,   politically it would be more expedient for the Duma to distance themselves from the executive power.

Given that the government declares its resoluteness with regard to cut down the budgetary spending, increase revenues and avoid the Ruble devaluation, there are profound economic prerequisites for  a further intensification of the ongoing crisis. As for the devaluation, it  may be pregnant with not only a  comeback to the situation observed prior to the financial stabilization, but also with serious social and political consequences ( inflation,  intensive budgetary crisis, collapse of the national banking system, and- as a reaction to  that- mass turmoil). At the same time, the domestic financial capital’s support and that on the part of the Western creditors is rather  political than economic one. The Rusian bankers would unlikely provide the government with their real financial support ( due to the fact that their own economic position is rather unstable), while the  foreign investors would be reluctant to support the government.� The most dangerous  problem  of the ongoing crisis is  mostly the crisis  in trust in the government both on the part of investors and the population. For the opposition,  currently it is crucial to show their principle position. In this context, a hope that the Duma will approve the government’s package of 20 necessary bills  seems to be an illusion.

At the same time, the term of the submission of the program to the Duma, “imprudent“ President’s warning regarding his readiness to overcome the Duma’s 

misunderstanding” allow to assume that initially the government did not count on  the Parliament’s support. In such a situation, the statement made by the Chairman of the Constitutional Court concerning the President’s right ( without introducing an emergency situation) to issue decrees, including those in the field of taxation) which are necessary to fill in  temporary gaps in the legislative regulation, is quite symptomatic.

No doubt that the executive power is aware of the fact that with the credit of trust lacked only a persuasive demonstration of its resoluteness to accomplish the set tasks and maximum high pace of transformations will allow to avoid a catastrophe.

T. Khokhlova.



�The State of the Budget

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

Table 1. Execution of Russia's budget ( % to GDP)���1.02.97�1.03.97�1.04.97�1.05.97�1997�1.02.98�1.03.98�1.04.98�1.05.98��Revenue�����������Profit tax�0,59�0,67�0,88�1,13�1,24�0,8�0,81�1,09�1,33��Personal income tax�0,20�0,20�0,17�0,12�0,07�0,01�0,01�0,01�0,01��VAT, special tax and excises�4,21�4,57�5,44�6,30�6,41�5,88�5,66�5,86�5,90��Taxes on foreign trade and foreign economic activities�0,55�0,71�0,83�0,86�1,04�0,92�1,04�1,11�1,15��Other taxes, levies and payments�0,15�0,37�0,22�0,23�0,34�0,22�0,22�0,25�0,27��Overall taxes and payments�5,70�6,52�7,54�8,64�9,10�7,83�7,74�8,32�8,65��Non-tax revenues�1,59�1,91�1,35�1,57�2,97�1,54�1,67�1,80�1,78��Total revenues�7,29�8,43�9,22�10,20�12,07�9,37�9,41�10,13�10,43��Expenditure�����������State administration�0,17�0,18�0,21�0,21�0,36�0,27�0,29�0,32�0,35��International activity�0,36�0,34�0,60�0,69�0,31�0,13�0,0�0,00�0,04��National defense and law enforcement activity�2,92�3,37�4,46�4,69�4,61�2,83�2,91�3,03�3,12��Fundamental research�0,05�0,11�0,23�0,28�0,36�0,18�0,21�0,30�0,28��Services to national economy�0,86�0,89�1,43�1,53�1,96�0,35�0,61�0,57�0,64��Social services�0,52�1,70�2,19�2,28�1,81�1,51�1,64�1,87�1,92��Servicing  state debt�1,24�1,32�1,94�1,85�1,55�2,51�2,98�4,74�4,75��Other expenditure�2,88�1,19�1,66�1,55�3,66�1,89�2,09�2,30�2,89��Overall expenditure�8,42�9,10�12,72�13,09�14,62�9,67�10,73�13,13�13,65��Loans less repayments�0,60�0,94�0,35�0,80�0,68�4,05�0,33�0,33�0,34��Expenditure and loans minus repayments�9,02�10,04�13,07�13,89�15,30�13,72�11,06�13,46�13,99��Budget deficit�1,73�1,61�3,84�3,69�3,23�4,36�1,65�3,34�3,56��Total financing, of which�1,73�1,61�3,84�3,69�3,23�4,36�1,65�3,34�3,56��domestic�1,20�0,38�1,95�1,84�1,23�1,08�0,07�2,40�2,57��foreign�0,52�1,23�1,89�1,85�2,00�3,27�1,58�0,93�0,98��GDP (from the beginning of the year)�201�401�605�812�2675�201,8�393,1�591,2�795,6��

�According to the final data of execution of the federal budget during first four months of 1998, tax revenue insignificantly increased. 

Overall expenditure grew by more than 0,5% GDP in comparison to the previous month. That a growth in budgetary expenditure resulted in an increase of budgetary deficit.

Execution of local budgets is represented in Table 2.

�Table 2.  Execution of Russia’s local budgets (% of GDP)������1.02.98�1.03.98�1.04.98�1.05.98��Taxes and payments�7,10�8,32�8,74�10,04��Non-tax  revenues�2,21�2,16�2,50�2,77��Overall revenue�9,31�10,48�11,24�12,81��Overall expenditure and loans minus repayments�9,84�11,08�11,99�13,42��Budget deficit�0,53�0,60�0,75�0,61��

� EMBED Excel.Chart.5 \s ���



�As may be seen from Figure 1, there was a minor increase in the increment of the volume of tax arrears into federal budget in May. The volume of arrears to the federal budget made up RUR128 bln.

The sum of arrears collected by the State Fiscal Service from the beginning of the year amounted for RUR 27 bln.

S.Batkibekov

�



�Monetary Policy

�During the first half of 1998 the rate of inflation has stabilized at quite a low level (see fig.1). In particular, in April the inflation was 0.4% (4.91% annualized), in May – 0.5% (6.17% annualized). According to preliminary estimates, in June the increment in consumer prices will be about 0.25 – 0.35%. That corresponds to 3.04 – 4.28% annualized. In all, the inflation was 3.96% during the first five months of 1998.

�Figure 1

�



�In June 1998 the new coil of the crisis appeared at the Russian financial market. This made the Russian Central Bank implement a set of stabilizing actions. On June 5, 1998, the RCB cut the refinancing rate from 150% to 60% annualized facing a decline of yields at the market for government securities. At the same time, the rates on mortgage loans with the term up to 20 days were decreased to 60% annualized. The rates on these loans with the term of 21 – 30 days have been set on special auctions and have fluctuated within the range from 45.7% – 78.8% annualized. However, in the end of the month the market for GKO-OFZ was attacked once again, and on June 25 the RCB had to mark up the refinancing rate and mortgage rates up to 80% a year (see fig. 2).

�Figure 2

�



�One main reason of deterioration of the situation at the Russian financial market during last few months has been a strong expectation of probable devaluation of the Russian ruble. Under this constraint, the participants in the market (both internal and external) aimed at themselves indemnifying against possible consequences of deviation from the announced targets of the exchange rate policy. In particular, the demand for currency grew, and the Central Bank had to intervene heavily large interventions at exchange and over-the-counter markets. These actions were aimed at pegging the US dollar exchange rate within set daily quotations. At present extremely high interest rates include premium for devaluation risk. This ensures an acceptable level of dollar return in an unfavorable case.

The investors' expectations determine processes occurring at the market of private sector securities. Since a devaluation of domestic currency should result in a decline of many companies' value (especially those in the power and communication sector), the supply dominates at the stock market. Moreover, the prices of oil companies which influence greatly the state of affairs in the stock market are affected by low oil prices at the world market.

One can consider that the devaluation of the Russian currency at 30 – 50% (as in some South-East Asian countries) should allow, firstly, to increase the Russian goods' competitiveness of at the world markets; secondly, under low oil prices, it will help the Russian oil and gas industry; third, it should bet down the real cost of domestic public debt services. However, in our opinion, negative consequences of such a measure for the Russian economy will be more crucial. Firstly, the Government and the RCB would undermine their credibility by refusing targets of monetary and exchange rate policy announced earlier. This would deteriorate the attractiveness of Russia compared to other emerging markets. Secondly, the devaluation would strike the Russian banking system. This fact may result in failures or temporary problems of many small, medium and, likewise, some of big commercial banks. Thirdly, the devaluation would create a danger of a downfall in the demand for ruble money balances on the part of population and strengthen inflationary processes in economy. In the forth place, an impact of the devaluation for the real sector would be ambiguous. Not all of the Russian exporters could completely seize the improvement of their competitive advantages due to transportation and market constraints.

S. Arkhipov, S. Drobyshevsky

�

Financial Markets.

�The market for GKO-OFZ. In the very beginning of June 1998 the situation at the GKO-OFZ market stabilized. The short-term interest rate changed most radically. The term structure of interest rates got a 'normal' positive slope. This testifies to a weakening of liquidity problems of commercial banks. However the total decline in interest rates was not persistent. From the middle of the month the tendency to a growth of yields of government securities has resumed. As a result, the RCB raised its refinancing rate once again (see section Monetary policy).

In June 1998 the Russian Ministry of Finance held four primary auctions on government securities. At these auctions six issues of GKO (№21129 – 21131 and additional tranches of 21075, 21104, 21126) and two issues of OFZ with fixed coupon payments (№ 25018 – an additional tranche and 25023 – two additional tranches) were placed. The announced volume of supply amounted to 54 billion rubles by face-value, the placed one – 27 billion rubles by face-value (51% of announced). The demand was 8% lower compared with the supply and equaled 49 billion rubles by face-value. The gain of the Russian Ministry of Finance reached 18 billion rubles, and was at 6.3 billion rubles lower compared to the volume to be redeemed. At the secondary market (from June 1 till June 23) the bonds totaled 3.4 billion rubles by face-value were placed. It is about 2.7 billion rubles in the market price equivalent. Thus, the net gain of the issuer (on June 24) happened to be negative and totaled 3.6 billion rubles (about –1, 0.5 and 5.5 billion rubles in May, April and March, respectively). The bids on the auctions were mainly aggressive, i.e. they were aimed at maximum yield. As a result, the Russian Ministry of Finance had to refuse new placements and matured issues from other budget revenues. The hard issuer's line may be attributed to the successful placement of eurobonds in June 1998.

�Figure 1.

�



�The situation in the GKO-OFZ market in the forthcoming future will be affected by macroeconomic and political situation in the country. It is evident, that the volume fo resources attracted by the issuer to the Federal Budget during last four months were going down consistently. Moreover, the Ministry of Finance redeemed the government securities at the expense of budget revenues. One can note, that the Ministry of Finance has failed to change the situation in its favor. The negative net gain on the auctions can not be kept for a long time under present situation in fiscal policy. So, one can expect the growth of interest rates to continue.



Stock market. After a sharp drop in equities' prices (at 41.2%) on the Russian stock market observed in May 1998, one should not consider fluctuations of the RTS-1 Index in June to be significant. However, by the end of June the RTS-1 Index slid to the level of 150 points, i.e. by 21.6%. Thus, during the last two months the Index's reduction rate was about 52%. In all, in 1998 the drop in the RTS-1 Index's made up 62% (see fig. 2).

The major factor, which affected the stock market was as follows: appreciable fluctuations on the government securities market resulted from both a high level of rouble devaluation risk and an uncertainty of prospects of the macroeconomic situation in Russia. As tab.1 shows, the change in situation on the foreign stock markets has not had a significant impact on the RTS-1 Index's downfall. Thus, as the main reason for the sharp deterioration in the state of affairs on the Russian stock market one should consider a growth in systematic risk. The further prospects of the Russian stock market are closely connected with a renewal of the drop in the foreign investors' trust to the Russian Government. One should envisage any appreciable growth in stocks' quotations after a reduction of the ruble devaluation risk and stabilization of the situation on the GKO-OFZ market.

�Table 1. Dynamics of the Foreign Stock Indices.

up to June 26, 1998�value�the change in value during the last week (%)�the change in value during the last month (%)��The Dow Jones Industrial Average (USA)�8944.54�+2.66%�+0.50%��Bovespa Index (Brazil)�9464�-2.30%�-3.89%��IPC Index (Mexico)�4157.81�-4.50%�-8.22%��Nikkei-225 (Japan)�15210.04�-0.38%�-2.94%��DAX-30 (Germany)�5870.42�+2.94%�+5.41%��CAC-40 (France)�4215.7�+4.68%�+4.32%��

Figure 2.
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The rate of the price fall for the most liquid stocks of the Russian corporations in June 1998 is represented in fig. 3.

�Figure 3.

�



�Interbank loan market. Significant fluctuations observed during the last two-three months on both the government securities market and 'rouble/dollar' market affected the interbank market for rouble loans. In addition to the Russian Central Bank's operations on the secondary market, in order to stabilize the state of affairs on the financial markets the RCB had to increase the refinancing rate and the rate on pawnshop loans to 150% annualized. That resulted in a commercial banks' shortage in roubles. That situation resulted in a sharp growth in per cent rates on both dominating overnight loans and loans with other term to maturity. In particular, as fig. 4 shows, on May 29 the rates on overnight loans jumped to the level of 192% annualized. The next take-off in the rates was observed in mid-June. Most likely, that was caused by the strained situation on the exchange currency market. It should be noted that the tense before the settlement of forward dollar contracts became the every-month-typical fact.

In late June 1998 the daily volume of issued loans increased: it ranged within 2.5 – 2.8 billion rubles. In comparison with the level observed in May 1998, the share of the 'overnight' loans grew by 9.2 per cent points in June. In particular, it was about 85.3% of the total volume of issued loans.

�Figure 4.

�

�Foreign exchange market. The sharp fluctuations on the government securities market which resulted from the fact that both non-residents and Russian investors sold GKO-OFZ in order to convert their assets into a dollar form defined a high demand for foreign currency in May – June 1998.However, the pace of rouble devaluation has been stable during this period. 

So, in May 1998 the official dollar exchange rate grew from 6.133 roubles/$ to 6.166 roubles/$. That corresponds to 0.54% a month, or 6.65% annualized. In May there was quite a significant volatility in the dynamics of the dollar rate on the MICEX (the dollar exchange rate ranged between 6.109 roubles/$ and 6.182 roubles/$). In all, during May the MICEX dollar exchange rate grew from 6.1095 roubles/$ to 6.13 roubles/$, i.e. by 0.34% a month (4.10% annualized).

According to preliminary estimations, in June 1998 the official dollar exchange rate will grow from 6.166 roubles/$ to 6.198 roubles/$, i. e. by 0.52%, or 6.41% annualized. In June the dollar exchange rate on the Moscow Interbank Currency Exchange will grow from 6.13 roubles/$ to 6.228 roubles/$. That corresponds to 1.60% a month (20.96% annualized). As fig. 5 shows on the whole in June the dollar exchange rate on the MICEX was superior to the official dollar exchange rate. That resulted from a huge demand for dollars observed during June because of both fluctuations on the government securities market and the uncertainty in the state of affairs in providing the stabilization loan for Russia.

�Figure 5.

�





�In June the high rouble devaluation risk reflected in the sharp growth in forward dollar quotations with dates of settlement during the second half of 1998. As fig. 6 shows, for the last two months the forward dollar quotations with the date of settlement in mid-December 1998 grew from 6.58 roubles/$ to 7.55 roubles/$, i. e. by 14.74%. The very recent forward dollar exchange rate corresponds to the level of rouble devaluation at about 45% annualized.

In May 1998 the official 'Deutsche mark/rouble' exchange rate grew from 3.4156 roubles/DM to 3.466 roubles/DM (1.48% a month, or 19.22% annualized). During May the Deutsche mark exchange rate on the MICEX practically was following the official German mark exchange rate. However, in late May the MICEX DM rate dropped (see fig. 7). In all, during May the MICEX DM exchange rate decreased from 3.417 roubles/DM to 3.401 roubles/DM. Thus, the reduction in Deutsche mark rate was about 0.47% a month, or 5.48% annualized.

According to our estimations, in June 1998 the official exchange rate of German mark will decrease from 3.466 roubles/DM to 3.45 roubles/DM. That corresponds to -0.46% a month, or -5.40% annualized. In June on the MICEX the Deutsche mark exchange rate will grow from 3.401 roubles/DM to 3.465 roubles/DM. That corresponds to 1.88% a month (25.07% annualized).



�

�

Figure 6.

�

Figure 7.
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�In May 1998 the volume of trading on the MICEX by the US dollar and the Deutsche mark totaled 10381.1 and 66.95 million denominated roubles, respectively. In June 1998 the market agents were back to business, and because of that investors' activity grew, the volume of trading on the MICEX will grow significantly: it will amount to about 13523.73 million roubles by the US dollar and about 119.15 million rubles by the Deutsche mark.

�

Table 2. Indicators of Financial Markets.���February�March�April�May�June*��inflation rate (a month)�0.9%�0.6%�0.4%�0.5%�0.25 – 0.35%��annualised inflation rate by the month’s tendency�11.35%�7.44%�4.91%�6.17%�3 – 4.3%��the RCB refinancing rate�36%�30%�30%�150�80��auction yield on GKO (end of the month)�32.25%�32.75%�34%�61.07%�53.45%��auction yield on OFZ (end of the month)�32.79%�40%�41%�33.75%�49.29%��auction yield on OGSZ (end of the month)�19.80%�19%�20%�19.80%�19.80%��annualised GKO yield to maturity:�������less than 1 month�29.83%�21.87%�27%�45.01%�75%��1-6 months�33.83%�24.40%�32%�43.20%�73%��more than 6 months�38.79%�27.31%�33%�42.27%�63%��average yield on all issues�35.01%�25.76%�32.4%�43.14%�66%��annualised yield to maturity on OFZ issues�39.25%�35.34%�35%�44.38%�57%��volume of trading in the secondary GKO-OFZ market a month (billion roubles)�65422�78724.8�64038�66039�70000��INSTAR rate (annual %) on loans by the end of the month (at the interbank loan market):�������overnight�39.32%�32.8%�33.8%�192.8%�50%��1 week�25.00%�25.0%�25.7%�45.0%�40%��2 weeks�33.00%�38.0%�19.4%�32.0%�55%��1 month�35.00%�30.0%�30.0%�28.0%�30%��volume of trading at the interbank loan market a month (billion roubles)�39564�46780.5�51577�38931�46200��official exchange rate of rouble per US dollar by the end of the month�6.070�6.106�6.133�6.166�6.198��official exchange rate of rouble per DM by the end of the month�3.3407�3.3425�3.4156�3.466�3.450��average annualised exchange rate of rouble per US dollar growth�9.34%�7.35%�5.44%�6.65%�6.41%��average annualised exchange rate of rouble per DM growth�2.36%�0.65%�29.64%�19.22%�-5.40%��volume of trading in MICEX by USD and DM a month (billion roubles)�6969.0�9080.6�11580�10448�13640��volume of trading at the stock market in the RTS for the month (millions of USD)�1268�1838.7�1236.2�1195.1�750��the value of the RTS-1 Index by the end of the month�309.56�325.50�312.37�191.29�150��growth in the RTS-1 Index (% a month)�8.87%�5.15%�-4.03%�-38.76%�-21.59%��*/ estimate

S. Arkhipov, S. Drobyshevsky, O. Lougovoy.

Investment to the real sector

�The situation is the real sector is fairly complicated. Given that the trends which shaped up in 1997 currently determine an inertia in the dynamics of the  real sector’s main indices, an unstable situation and sharp fluctuations in the financial market have a destabilizing effect on the level of business  and investment activity  in the national economy.

The state of the Russian economy’s financial sector shows both the domestic financial problems and  the impact of the global financial crisis. In order to stabilize the financial the national financial and credit  and monetary system, the Russian Central Bank  increased the interest rate twice during May- from 30% up to 50 and to 150% annualized. That allowed to keep the national currency’s stability within the set margins and  prevent the threat  of the  crisis in  the national financial system. In early July the refinancing rate was decreased to 60%, yet the situation was rather unstable and tense, which resulted in  the next rise of the interest rate up to 80% and the new stage of the crisis.

The problem of reproduction and technical modernization of capital assets is complicated by the permanent crisis in the payment and budgetary system.  The unstable situation in the financial markets and growth in profitability rate with regard to  securities transactions intensified a lowering in the level of investment activity in the real sector of the economy. Between January- May 1998, the investment to capital assets made up Rb. 115.9 bn., or 11.8% The investment to capital assets dropped by 6.1% compared  with the  prior year.

The crisis in the investment sector is accompanied by a trend to  reduction  in the output of construction materials and volume of work of construction companies.  Even if the current developments  are favorable one should not expect a  recovery of the investment demand.

Between January- May 1998 the volume of financing of the government investment by objects of the social complex made up only 4% of this year’s allocations, given that in May, due to limited investment resources, the following socially significant programs were not financed at all: “Social and radiation rehabilitation of the territory and population of the Ural region suffered from the operations of ‘Mayak’ plant; “Rehabilitation of the population and social and  economic development of the regions of the Altay Krai suffered from the radiation resulted from the nuclear tests at Semipalatinsk test ground”; “Children of the North”; “ Revival of the small native peoples of the North”.

The dynamics of the financing of  state   investment in house- building,  utilities and  underground construction allows to assume that the government’s indebtedness for the previously accomplished and yet non- paid work will not be paid off this year. That would result in freezing the previously made investment and growth in the volume of the non- complete construction.

In compliance with the Federal Investment program for 1998, it is envisaged

 to put into operation 272 most important objects in the industrial and  social sphere. During the five months of 1998 the  actual volume of financing made up Rb. 743.6 mn., and only 1 object was put into operation. With the state customers’ indebtedness with regard to the construction work accomplished, there are not any grounds to forecast a positive change in this particular sphere of the capital construction.

The situation in the individual sector remains complicated, too. It should be noted that 40% of the total volume of construction fall on this sector.  Considering the fact that the individual construction  is effected with an attraction of banking credit, a sharp rise in costs of credit resources will result in a downfall of business activity in the sector.

The natural monopolies’ investment program continues to reduce. The downfall of global prices fro  energy resources ( especially for oil), a systematic rise in customers’  arrears decreased the fuel industry branches’ revenue base and determined  reduction in the companies’ own capital allocated for investment purposes.

Low profitability rate in the national industry, lack of enterprises’ own capital and high interest rate  in combination with high  risks  are the main reasons for a low level of investment activity. The government investment continue to reduce systematically, while the private capital is very cautious of large- scale investment projects in the real sector.

The prospects of the investment process are related to a recovery of enterprises’ financial state, reduction in production costs and intensification of orientation towards the output of competitive products. In this  connection the measures put forward by the government  with regard to changes in the order of  depreciation and revaluation of the balance value of capital assets towards  decrease and changes in the order of taxation of the capital assets should they be sold at a price  under their balance value. That should give  the enterprises a chance to sell  non- used equipment, lower production costs not only at the expense of depreciation, but also at the expense of reduction in the costs for maintenance of the capital assets in operational mode. Restructuring of production capacities should allow to pursue an active industrial policy and formulate a strategy of the specific production’s  development with the account of the solvent demand fro products.

With all the difficulties of the transitional period concerned, the domestic industry has already accumulated a certain experience of an efficient utilization of capacities on the basis of reconstruction and technical modernization in such industry branches as food ( brewing and soft drinks, confectionery, bakery, meat- processing),  sewing industry, production of construction materials ( tile and roof materials, sanitary and technical equipment), instrument- making and communication industry. The analysis of investment activity in terms of industrial sectors, branches and subbranches does not  provide grounds for pessimistic estimates of the prospects of normalization of capital assets’ reproduction and development the capital market. However,  an implementation of  the Russian financial market’s  potential provides a stability of the situation in the financial sector, decrease in interest rate and risks of long- term investment.



O. Izryadnova 

�

�Non- traditional methods of privatization and their financial efficiency between 1995- 1997.

�Since 1992 in the course of privatization process rather a broad range of methods of sales ( assignment) of the state property to the private sector ( physical persons and non- government legal entities) was used. It was incorporation of  large- and medium- scale enterprises, commercial tender and auction on privatization of small- size trade, public catering and household services  and facilities and redemption of the previously leased assets which held a major place among the said methods. Upon completion of the voucher privatization, in mid- 1994 the privatization process in this country entered the new phase, the core of which should has been attraction of investment and production restructuring in the real sector, to be done on the basis  of such new  methods of privatization as sales of land, real estate, enterprises- debtor, investment tenders.

�Table 1

Distribution of privatized enterprises ( objects) by methods of privatization between 1993- 1997 ( %)

�          1994�          1995�        1996�        1997��Incorporation�           44,8�           27,7�         22,5�        18,1��Auction�             4,4�             4,2�           3,9�          5,5��Commercial tender�           24,0�           15,9�           8,9�          9,5��Investment tender�             1,2�             1,1�           0,7�          0,5��Lease�           20,8�           29,8�         32,1�        14,7��Sales�             �����- real estate�             -�           15,4�         22,9�        38,5��- land�             -�             0,6�           1,5�          2,6��- enterprises- debtors�             -�             0,5�           0,8�          0,8��Other�             4,8�             4,8�           6,7�          9,8��Total�        100,0�         100,0�       100,0�      100,0��Note: all other methods of privatization comprise sales of  assets of liquidated enterprises and incomplete ( in terms of construction) objects, redemption of shares, direct sales ( 1993- 1994)

Source: calculated on the basis of the data of Goskomstat of RF.



�The analysis  of the RF Goskomstat’s data for 1997 ( Table 1) testifies rather convincingly to the fact that during the first year of the recovery of  economic  growth the trend to a consistent reduction in the proportional weight of enterprises privatized through such a traditional method as incorporation, which was characteristic of the period between 1994- 1996, remained. This fact, along with the reduction in the share of  redeemed enterprises ( redemption of the previously leased assets) show a gradual exhaustion of the amount of yet non- privatized enterprises. On the contrary, the share of enterprises privatized through auction and tender slightly grew for the first time for   several years.

Due to the specifics of the new  stage of market reforms in this country and renewal of economic growth, it is investment tenders and sales of enterprises- debtors which deserve a special attention.

Investment tender

This method  was not so much popular as an independent way of privatization. In 1997 14 enterprises were privatized through this method ( in 1994- 261, 1995- 109, 1996- 37). The number of regions in which  the method was applied was reducing, too. Given that in 1994 this method of privatization was used in 41 region, in 1995- in 29, 1996- 16, 1997- 10.  Similar to sales of real estate and land, a half of all the enterprises privatized through investment tenders in 1997 were located in three regions, namely: the Kemerovo Oblast ( 3), St. Petersburg ( 2), and Rostov Oblast ( 2).

While estimating results of investment tenders, one should take into account that the main method of attracting investment is not sales of enterprises per se ( that becomes possible only in the case of small- size and some single medium- size enterprises which are of a certain interest to the local businesses), but stakes of joint- stock companies

( AO) established on the basis of already privatized or  scheduled for privatization large- and medium- scale enterprises. Thus, according to the Goskomstat data, in 1996 over 99% of  actually received investment by concluded contracts were got from sales of AOs’ stocks. Only by  the enterprises previously being a municipal property, 49.1% of investment  were raised from the sales of enterprises ( institutions, objects) which were not AOs. For example, in the Pskov, Tver, Kursk and Novosibirsk Oblasts all the investments  were received from sales of non- AO enterprises, while in the Omsk Oblast the respective index made up 52%.

As to the sales of  packages of stocks of AOs established in 1997 ( which provided the main mass of investment), Goskomstat in its statistical report singles out 2 independent categories: sales at the investment tender without foreign investors’ participation, and with participation of the latter (i.e. resident and non- residents).

The regional and branch specifics in the activity of the domestic and foreign investors in course of privatization through investment tenders was as follows:  in 1997, in the course  of sales of AOs’ stocks at the investment tenders residents provided almost the whole volume of  envisaged investment and all the volume of actual investment. As a result they fulfilled their obligations at a. 8%. It may be regarded as a paradox, but the only geographical point of a real inflow of investment became Arkhangelsk Oblast: the investment to the region were distributed among the industry of construction materials ( 67.2%), construction ( 16.7%), wholesale trade ( 12.0%), handling and transportation services and operations ( 4.1%).

Considering  the investment obligations undertaken by investors in 1997 ( and not actually received investment), in the branch structure of the investment one can note a domination of   the food industry   ( 43.1% of the overall volume of obligations) and wholesale trade ( 27.7%), while in terms of regions  the leaders are the Belgorod  Oblast ( 43.1%, i. g. all the obligations on investments to the food industry), Irkutsk Oblast ( 26.7%) and Moscow ( 21.5%).  According to results of investment tenders held last year, foreign capital had only  a sole sector for investing: obligations related to the investment in such an “unusual” branch from the commercial viewpoint as culture and arts ( the Kaliningrad Oblast).

Obviously the aforementioned list of investments cover only a small part of them ( only investment related to buying AOs’ stocks at the investment tender). Establishment of enterprises with 100% foreign capital, joint ventures with the Russian partners, acquisition of the privatized assets by other, different from the investment tender methods, portfolio investment in the capital of already privatized enterprises through transactions in the stocks market  have not been included in the a.m. list. It is worth stressing, however, that many kinds of the a.m. methods mean a mere distribution of already existing property,   which is not always followed  by  the investment in capital assets at the expense of companies’ own ( profit and depreciation) or attracted ( credits) resources.

Still, one may state that the role of privatization as an additional source of financing the investment process is extremely insignificant. In spite of almost 2- time growth in the registered absolute ( inflation  factor exclusive) volume of investment received in the course of investment tenders ( with the account of  the resources received by the previously held tenders), in 1997 relative to 1996 the respective value made up only 1.3% of all the investments in capital assets ( in 1994- 1996- less than 1%). The low efficiency of investment tenders proved by the practice of 1994- 1996 quite logically resulted in canceling such tenders, in compliance with a new Law on privatization of 21 July 1997. The Law reads that investment tenders would be substituted by commercial tenders with investment conditions and the ownership rights are assigned to the winner only upon fulfilling his obligations.

Nevertheless, in the conditions of the Russian economy the problem  of using privatization  as a vehicle of structural and investment policy should not be understood  only as a painful matter of the investor fulfilling his obligations and the government’s control functions in this case. The substantial condition which explains an insignificant part of privatization in attracting investment at microeconomic level is  a limited ( compared to the production’s requirements)  capability of the Russian capital which, in addition to the above, currently has quite a number of more attractive and less risky directions for investment.

Privatization through sales of insolvent enterprises.

In spite of rather an early ( in terms of time) establishment  of general legislative and organizational prerequisites for application of the bankruptcy procedure, the practical activity in this direction started only in 1994, while since 1995 sales of insolvent enterprises began to be singled out as an independent method of privatization (the problem is  considered only within the context of privatization, without regard to the current  schemes of restructuring enterprises’ indebtedness).

In 1997 only 23 enterprises were privatized through such a method ( in 1995- 47), 1996- 39). Of  the former group 6 enterprises operated in  retail  trade, and  in wholesale trade, machine building and metal- working industry- 3 enterprises by each sector. The majority of  insolvent enterprises which changed their ownership form ( 13)  prior to privatization had been state- owned enterprises. However, given that the    actual sales price exceeded the bid price 1.14 time by the whole group of enterprises, the maximum value of the respective index was noted by the enterprises owned by the Subjects of the Federation ( 1.44), while  by enterprises owned by the Federal center the respective index made up 1.076. The sales of insolvent enterprises were performed only in 13 regions, including 4 enterprises in  the Yaroslavl Oblast, 4- in the Belgorod Oblast, and 3 enterprises in the Vologda Oblast. As for the other regions, this procedure was applied to 1- 2 objects, which could not influence the general background of the process of privatization in the region.

Financial efficiency of non- traditional methods of privatization.

The role of non- traditional methods of privatization in formation of the respective revenues is represented in Table 2

�

Table 2

The proportional weight of single methods of privatization in accumulating revenues resulted from privatization between 1996- 1997 ( in % to the gross gains)

�     1995�    1996�     1997��Sales�����- real estate�      14,5�     11,2�       1,9��- land�        3,1�       4,1�       0,6��- enterprises- debtors�        1,9�       2,6�       0,7��Paying off the outstanding debt of the enterprise to the Federal budeget by the investor in compliance with the terms of investment, commercial tender�        -�       9,3�       5,9��Source: calculated by the data of Goskomstat of RF

�Similar to the period between 1994- 1996, the major part of  revenues from sales of real estate was formed at the expense of the sales of municipal enterprises ( over 70%), revenues from land sales- by enterprises owned by the Subjects of the Federation ( a. 50.1%), revenues from sales of insolvent enterprises and investors’ paying off  the enterprises’ outstanding debts to the Federal budget- by the enterprises owned by the Federal center ( 90 and a. 100%, respectively). The revenues related to the last article took place in 15 regions, given that in the Orenburg Oblast such revenues made up a. 3/4 of all the gains, and over 1/3 of  gains- in the Lipetsk Oblast.

In addition to the afore- mentioned issues,  one can also note yet 3 sources of revenues  which Goskomstat singles out since 1996 in addition to  the condition of the investment, commercial tender acording to which  the investor must pay off  the enterprise’s outstanding debts to the Federal budget: 1) investor must fulfill the  set Federal programs for the enterprise, according to  the conditions   of the investment, commercial tender) from sales of  debentures and other securities subject to conversion into the enterprise’s stocks; 3) from  mortgage or trust  with regard to the AO’s stocks.

In general terms, one can state that the potential of the methods  of the privatization process of 1994-1997 has not been  duly used. The reasons for that are that the Federal government’s privatization policy was mostly focused on the fiscal issues; regional authorities were too much dependent on politics; the  corporate governing procedures are imperfect; struggle for control still lasts at many enterprises. In addition to these reasons, there are more  general ones which may explain  serious foreign investors’ cautious attitude to investing to Russia.

In the forthcoming period of time, in course of  ripening of prerequisites for a transition to economic growth on the base of market competition and start of  the economy restructuring, possible conditions for freeing  such a potential will be reform at enterprises, strict government’s control over the investor fulfilling his obligations, sound policy in the sphere bankruptcy within the framework of  implementation of  recent Laws: “ On privatization of the state- owned property and  fundamentals of privatization of municipal property” ( enacted since 2 August 1997), “ On insolvency ( bankruptcy)” ( enacted since 1 March 1998).

G. Malgynov 

�The market of subfederal and municipal bonds in the IInd quarter 1998

�As of 26 June 1998, the overall volume of  the issue of domestic subfederal bonds in the IInd quarter this year made up Rb. 4.345 bn.  The issuers were 11 Subjects of the federation, including: Moscow- Rb. 1.0 bn., Sverdlovsk Oblast- 1.0 bn.,  St. Petersburg- 650 mn., Sakha (Yakutia)- 400 mn., Yaroslavl Oblast- 300 mn., Chelyabinsk Oblast- 200 mn., Primorsky Krai- 200 mn. Chelyabinsk and  Volzhsky city held the issues of municipal bonds-  Rb. 150 mn. and 15 mn., respectively.

Moscow and the Moscow Oblast issued “external” ( aimed at foreign markets) bonds.

�Foreign subfederal bond issues registered by the RF Ministry of Finance

Issuer�Volume�term�General Manager��Moscow*�ITL750�3 years�Chase Manhattan International��Moscow�$500 mn..�20 years�CS First Boston, ING Barings��Moscow Oblast�$300 mn.�5 years�Swiss Bank, Goldman Sachs��_____

*Placement complete in May 1998

�The envisaged term of quotation of the new Moscow’s USD loan is 20 years,  thus breaking a record level ever registered for the Russian external subfederal loans. The arrangement of  such an issue became possible upon the placement of the 30- year Eurobond issue of the Russian Federation held in June 1998.

Dynamics of municipal bonds’ yield.

The crucial factor determining dynamics of the market of subfederal and municipal loans became a sharp rise in interest rate between May and June 1998. The growth in the rate by T-bills provided an advancing pace of the growth in subfederal bonds’ yield. The quotations of the bonds issued by the regions- recipients of the Federal budget’s resources slid most drastically, since the regions have accumulated fairly significant internal debt. By late June the spread on the yield of bonds issued by the Omsk and Orenburg Oblasts, Republic of Sakha ( Yakutia)   against GKO with the same  maturity date grew, by different issues, up to 18- 40 and more per cent.

The growth in the subfederal bonds’ yield was under a significant impact of the fact that in June  a group of the Russian regions was reported to fail  to fulfill their obligations with regard to servicing and  redeem the “agrarian” bonds. By the respective date the redemption of  agrarian bonds was not effected in the Chita and Orenburg Oblast, Republic of Kalmykia,  Jewish Autonomous Oblast, Aginsk- Buryatsky Autonomous Okrug. In such a situation, the RF Ministry of Finance’s  had to cancel  an auction scheduled for June for the purpose of placement of “agrarian” and “energy” bonds which remained at the government’s disposal. Because of the destabilizing situation in the financial market, a number of regions  have ceased  to hold their auctions on placement their bonds. As to those auctions which were held, due to a low activity of investors who placed their bids within the limit being under  50%  to the volume of the tranche to be placed, the issuers have had to  compromise on a higher interest rate.

�Results of some of the auctions on placement subfederal bonds in June 1998

Issuer�days until maturity date�Volume of tranche ( Rb. mn.)�Applications sold relative to the volume of the tranche in %�applications met relative to the volume of the tranche, %�Average weighted yield�Date of the auction��St. Petersburg�372�130�40,1�36,7�60,0�10.06.��Leningrad Oblast�364�70�44,7�44,6�80,2�25.06.��Sverdlovsk Oblast�225�70�55,6�28,6�82,7�23.06��Omsk Oblast�158�80�  9,6�7,1�85,0�01.06��Orenburg Oblast*�358�20�48,5�37,1�94,9�18.06��* The data on the volume of an additional placement

�The growth in  the interest rate with regard to borrowed resources threatens with a notable deterioration of the state of regional and local budgets which actively continue to increase  the volume of their domestic borrowing. For one year the debt of the Federation’s Subjects and local municipalities to commercial banks only grew more than 7 times- from Rb. 3.2 bn. to 23.9 bn.

�

Analytical grouping of the accounts of credit institutions ( Rb.bn.)*

�1997�1998��Date�1.01�1.04�1.07�1.10�1.01�1.02�1.03�1.04��Requirements to local authorities**�2,8�3,2�4,9�10,3�12,5�20,1 �21,1�23,0��Deposits of local authorities�4,2�6,6�10,8�12,0�8,5�11,0�10,9�10,0��Balance of requirements and deposits�-1,4�-3,4�-5,9�-1,7�4,0�9,1�10,2 �13,0��_______

* According to the data of the Central Bank of RF, on the basis of the aggregated balance on the commercial banks, balance of Sberbank of RF and Vnesheconombank.

**government bodies of the Federation’s Subjects and local municipal authorities.

�Given that between January- November 1997 the ratio between the deposits placed in commercial banks by the municipal and regional  government bodies and the volume of borrowing from the banking system was steadily positive (favorable) for local administrations, since December 1997 the commercial banks turned into net- creditors of the local executive power bodies. By the beginning of the IInd quarter 1998, banks’ claims to the regional and municipal authorities exceeded the volume of the placed deposits  at Rb. 13.0 bn.

In the conditions of growth in interest rate, the regions try to diminish the costs of borrowing through using  the most advanced stock- exchange infrastructure. The start of quotation of the Sverdlovsk Oblast’s bonds at St. Petersburg Hard- Currency Exchange  which took place  on the pick of the financial crisis- on July 23- has become the most significant event in the  stock market of the subfederal bonds. Until the very recent time the Sverdlovsk bonds were quoted exclusively in the Ekaterinburg Stock Exchange.

Legal regulation of the external borrowings market

On 9 June 1996 the President signed a Decree “On the order of issuing external bonds  performed  by the executive authorities of the Subjects of the Russian Federation of”. In compliance with the Decree, real proxies with regard to approval of  external borrowings of the Federation’s Subjects are concentrated within the RF Ministry of Finance and the Central Bank. Prior to the adoption of the said normative act,   individual permissions on issue of  regions’ external bonds were granted by the presidential Decrees.

In compliance with the Decree, the placement of bonds in the international financial market is allowed  for those Federation’s subjects which:

- provide execution of their budgets in compliance with the budgetary and taxation legislation of the Russian Federation;

- the overall amount of all  kinds of borrowing of which does not exceed 30% of the volume of the   region’s budget’s own revenues;

- expenses on redemption and servicing of all kinds of bonds  of which do not exceed 15% of the  region’s budget’s own revenues;

- received a credit rating from at least two major international rating agencies, in compliance with international standards;

- obtained a permission for performing transactions with hard currency related to the circulation of capital in the order stated by the Law of the Russian Federation “On hard currency regulation and control” ( Central Bank of RF).

In course of registration of  regions’ prospects of issue the RF Ministry of Finance is requested to proceed from the  fact that Federal government’s borrowing in the international financial markets is a priority. 

One should take into account that contrast to the procedure of the issue of subfederal bonds, the Federal authorities practically do not control the volume and  costs of the region’s external borrowings in a form of credit. At the same time, the creditor can freely  securitized  issued credits thus being a mortgage for the said securities. Thus, in April 1998 the one- year credit issued to the Yamal- Nenetsk Autonomous Okrug and 6- month credit issued to the Republic of Tatarstan were securitized. As for the latter credit, the interest rate  of 23% annualized has broken any record among the respective external borrowings performed by the RF Subjects.

A. Shadrin

�Situation in industry

�The solvent demand for industrial products continue to shrink. In June the intensity rate of the shrinkage ( balance= growth- decrease)  slid to - 41%  after 28% reported in may. The share of reports of the unchanged demand dropped to 45%. During prior 12 months the respective index has been circa 60%. An absolute rise in demand ( positive balance) was noted only in the construction materials industry, while in the other industry branches the balances are negative and  distinguish from zero level substantially.

During the last three months, the level of dissatisfaction o with the demand has not been under 90%. The best values are traditionally reported by non- ferrous metallurgy ( 65%) and wood- working industry ( 84%).





For the second month running the surveys report a decline in the industrial output. One- third of enterprises report a decrease in their output, while 20% of enterprises report a growth in the output, and the balance is negative. The positive balance was registered only in the industry of construction materials and food industry. The most intensive decline rate was registered in the light and wood- working industry branches.

The surveys steadily register an absolute price downfall since February 1998. In June the respective  balance ( growth- decrease) dropped to - 11%. This is an absolute minimum since the start of the registration of the index in November 1994. The positive balance ( price rise) was reported only in the industry of construction materials. In the other industry branches a price drop takes place, and that is especially intensive in the metallurgical, light and petrochemical industry.



Since January 1998 the forecasts of changes in prices slid by 28 points and reached - 5%. Expectations of an absolute decrease in the producer price dominate in the national industry. At the same time the share of answers “  will remain unchanged” makes up 80%. An absolute price rise  may become possible in the forthcoming months in the food (+7%) and wood- working (+3%) industry branches. In  the other sectors a price downfall is more probable.



Neither decreasing producer price, nor production reduction allow the enterprises to get rid of  extra stocks  of finished products. In June the balance of estimates ( above- below norm) reached + 13% and became the worst for the last 24 months. The surplus of stocks  was registered in all the industry branches, with the exception of   the non- ferrous metallurgy. The stocks of petrochemicals ( +28%), food products (+ 24%) and construction materials ( +20%) are especially big.

The forecasts of a change in the output dropped by 18% in June and became the worst value for the last one and a half years. The balance of expectations ( up- down) is almost at a zero level. However, the  share of answers “unchanged” stabilized at the level of 53-54%. The negative balances ( domination of the forecasts  of a drop in the output) were registered only in the light (-6%) and machine- building ( -4%) sectors. The most intensive growth in output may become possible in the construction industry ( +34%).

The forecasts of a change in demand deteriorated by 8 points during last month and became negative. The positive balances of expectations were reported only by the ferrous metallurgy ( +15%), petrochemical industry ( +11%) and construction industry (+34%). The most pessimistic forecasts were registered  in the non- ferrous industry (-32%), food (-24%) and machine- building (-15%) industry branches.



S. Tsoukhlo

�Situation in agriculture

�State of affairs in the markets of single agricultural products.

GRAIN. The prices for both feed and food grain began to  stabilize: almost half respondents noted that the price remained unchanged in the second quarter. However, the number of  producers reporting a downfall in the  prices for grain  grew sharply when compared with the second quarter of the prior year ( 33- 36% against 7-8% in 1997). Similarly, with regard to the respondents’ price expectations for the third quarter this year, over 20% of producers forecast a further drop in the grain prices, while  during the same period last year only 6-7% of the respondents foresaw a price reduction. Thus, the unfavorable ( for the producers)  price situation  in the grain market still continues. At the same time in the third quarter a. one- fourth of producers plan to increase their sales of grain, which is somewhat higher compared to the respective index noted a year ago. Perhaps, such a delay with the sales of grain stock was caused by wrong price expectations on the part of producers: in the first quarter 1998  15% of the respondents  envisaged a price rise for grain, while 60%  at least hoped for a stability of those.

The stock of grain is mostly concentrated in the grain- producing regions: respondents in the Volgograd, Voronezh, Orenburg, Rostov and Saratov Oblasts and Kransodarsky Krai in a significant number of cases plan to increase their sales of grain in the third quarter. In addition to that, due to rather evident reasons, it large- scale producers  who more often plan to increase their sales. It is quite  natural that the price rise for food grain is registered in the regions importing grain, particularly the Pskov Oblast, while in the grain- producing regions practically none of  producers noted a rise in grain prices.

MILK. The trend to a growth in milk sales is in place. Apart from a merely seasonal increment, one can also note the respective rise when compared with the respective period of 1997: given that in the second quarter last year 59% of the respondents increased their milk sales, this year the respective index reached 67%. At the same time the growth in sales is accompanied by a drop in the  sales prices: in the respective period of 1997 the share of producers  who noted a price rise for milk was almost equal to the share of those who noted a downfall of prices. This year 26% of producers report a drop in their sales prices, while only 8%- a growth of prices. only 2% of producers expect a price rise for milk in the third quarter this year, while only 5% ( at 2 per cent points down when compared to the same period last year) plan to decrease their sales.

Such a state of affairs testifies to a rise in productivity and  general decrease in the production costs in the national  milk sector.

Of the regions contributed to the survey, it was Altaysly and Krasnoyarsky Krais in which the balance between the producers who increased/decreased their sales of milk was negative. In other regions, the main part of milk producers was increasing their sales.

MEAT and POULTRY. During last quarter the share of respondents who reduced their sales of meat and poultry has broken a record for the 7 quarters of holding the present survey)- 34% ( in the first quarter 1998- 40%, in the second quarter 1997- 36%). The sales of meat were increased by 22% of producers ( on the background of 17% during the respective period of the prior year). At the same time 11% of the producers noted a  drop  in the producer price ( last quarter- 4%, second quarter 1997- 6%) and only 19% - the growth in that ( 21 and 26%, respectively).

During next quarter 82% of the respondents expect a price drop for meat and poultry ( last quarter 61%, 70%- a year ago). At the same time 64% of  producers plan not to decrease their sales ( last year 63%). Similar to the situation in the milk sector, apparently, some growth in the productivity of the milk production takes place.

It is  the Voronezh and Saratov Oblasts and Mordovia which are especially notable among other regions thanks to the growth in  their sales of meat and poultry.

Change in the live- stock.

There are not any grounds to envisage drastic changes in the expected dynamics of the cattle live- stock: 22% of the respondents plan to increase their live- stock, and the same number- to reduce that. These indices find themselves in the mainstream of the trends  registered with the prior surveys.

Some  change is taking shape in the pig- breeding sector: 31 % of the respondents intend to increase the respective live- stock in the third quarter, while only 13% of those- to reduce their live- stock. Both the share of producers planning a growth in the live- stock of pigs and balance between those planning a growth and producers intending to reduce the live- stock of pigs reached  a record value. Thus, 1998 will likely to become a crucial year for the pig- breeding dynamics which has been forecasted by other indicators.

The share of  the producers intending to increase their live- stock of pigs is the highest in the Orel and Pskov Oblasts. From the viewpoint of economic specialization, it is the  pig- breeding farms, particularly the largest of those, which are aimed at a growth in the number of pigs.

Change in the stock of liquid assets.

It is quite understandable that the respondents foresee a shrinkage in their stock of fuel and lubricants, fertilizers, spare parts when compared to the last year. However, when compared to the respective period of the prior year, the number of companies forecasting the respective reduction has dropped slightly. As for the stock of non- sold products only 31% of respondents ( the record  per cent rate for the whole period of holding the present survey) envisage a reduction in that.

  The second quarter showed a sharp drop in respondents’  inflational expectations with regard to the purchase price for resources. Thus, only 43% of respondents expect a price rise for fuel and lubricants ( in the last quarters between 70 and 90%), 29%- for fertilizers ( 46- 70%), 48% - for electric power ( 60-85%),  40% - for  truck-transportation tariff ( 65- 80%). In spite of such a favorable trend throughout Russia, in a number of regions the majority of  producers forecast  a price rise of resources anyway, namely in Altay and Krasnodar Krai, Voronezh, Bryansk  Oblasts, Republic of Mordovia, and some other regions.

Credit

In the second quarter 1998 34% of the respondents used credits against 37% noted in the same period of 1997. Next quarter 34% of producers plan to use credits, while in 1997 the real number of  producers using credits made up 35% ( although 41%  reported their intention to use credits). In general terms, the situation in this sphere remains unchanged.

In the second quarter the overwhelming majority of producers respondents in the Voronezh and Pskov Oblasts used credits, while their colleagues in the Krasnodar Krai, Kurgan, Orel, Saratov, Tymen Oblasts practically did not use credits. next quarter the latter group of regions show approximately the same attitude towards borrowing.

Forecast of the main crops’ yield.

Meanwhile our respondents are less optimistic regarding grain yield compared to the situation last year. Given that in 1997 almost a half  producers forecasted a growth in a gross grain collection, this year the respective number made up less than one- third of those; in 1997 12- 13% of  the respondents forecasted a drop in the volume of harvest, while this year- 26- 27%. The number of respondents   who ignored the question as to feed grain grew by 3 per cent points which may mean a reduction in the number of farms growing feed grain. In terms of regions, the positive balance of producers forecasting growth and drop in grain harvesting in 1998 is currently noted in the Kursk, Saratov, Yaroslavl Oblasts, Stavropolsky Krai, Mordovia, Tymen Oblast ( with regard to feed grain).

The envisaged yield of sunflower seeds are somewhat better: last year at this period of time 22% of the respondents expected a growth in the harvesting of this product and 16% -  drop in that. In the second quarter 198 29% of farms predicts a growth in the harvest, while only 9%  stand for a reduction of that.

At the same time the share of those who ignored the question grew by 5 points. In the regions- major producers of sunflower seeds- Rostov   Oblast and Krasnoyarsky Krai- the overwhelming majority of respondents expect a growth in gross harvesting.

As for sugar beet,  our respondents’ forecast does not differ greatly from that in 1997. However, the major part of the respondents located in the main regions- producers of sugar beet expect a drop in  the gross harvest. Moreover, 38% of the producers of sugar beet predict a drop in the yields ( against 31% of those who predict  a growth in the harvest)

E. Serova, S. Tsoukhlo

�Foreign trade

�For the first four months of 1998 Russia’s foreign trade turnover made up USD 40.3 bn. and dropped by 5.5% when compared to its respective period last year. At the same time Russia generally maintains a positive balance in its foreign trade totaled USD  USD 5.5 bn. Export and import made up USD 22.9 bn. and 17.4 bn., respectively. In all, since the beginning of 1998 the volume of the Russian import grew by 14% when compared to 1997. At the same time, the growth mostly took place at the expense of a rise in supplies from Far- Abroad  states: the import from those countries made up USD 13 bn. and grew by 18%. In short run a further growth in import supplies from Far- Abroad countries is possible, because of a danger of the Russian currency’s devaluation.

In April 1998 Russia’s foreign trade turnover with the non- CIS states  made up USD 8.1 bn. and dropped by 16% when compared with the prior year. In April one also noted a sharp reduction in the volume of export supplies which reduced by 22.4% when compared to the prior year and made up USD 4.2 bn. At the same time  in April the volume of import  supplies dropped by 7.2% and made up USD 3.9 bn.

In April the trade turnover between Russia and CIS states was USD 2.6 bn. and dropped by 15% compared with the prior year, including the volume of export of USD 1.2 bn ( reduction at 18.7%), while import made up USD 1.4 bn. ( reduction at 11.4 %). Hence, in April  Russia for the firts ime during the last 1.5 year had a negative balance in its trade with the CIS states.

In addition to that, it should be noted  that in all for the four months of 1998 import grew by 3% when compared with 1997 and made up USD 4.4. bn. Some growth in import supplies from the neighboring states registered during the  period in question may be attributed, first of all, to  a relative regulation of the mutual settlements problem within the Commonwealth. The intergovernmental agreement signed by 5 countries, namely Russia, belorussia, Kazakstan, Kyrgystan and Tadjikistan  in June 1998 should contribute to resolution of the said problem: the agreement reads that tax representative office would be established  to coordintate the problem of convergence of the national taxation systems, particularly in the field of import excises, since a lack of a clearly elaborated mechanism of imposition of which inhibits the countries’ mutual trade.



N. Volovik, N. Leonova
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Banks  of the Lipetsk oblast

�The fashion of establishing banks has not survived in the Oblast. By late 1997 there were  4 banks  operating in the Oblast of which two banks were included in the list of five largest banks of the Central- Black Soil economic region ( Fig.1). The other two banks were notably behind the leaders by the volume of their assets. In all, one- fourth of the overall assets of all the banks in the economic region falls on the Lipetsk banks. Similar to other regions with a small number of banks, the Lipetsk Oblast may be characterized with a high level of concentration in the market of banking services: the share of the three largest banks makes up 94% of the overall amount of assets. However, contrast to many other regions with a similar level of concentration in which a single bank clearly dominates, one is likely to note some  sharing of  economic power between Lipetskcredit and Lipetskcombank. As of mid- 1997, the former was superior to the latter at 20% by the amount of its assets. Lipetskcredit prevailed in the segment  of the market of private persons’ deposits left by Sberbank for commercial banks ( two-thirds of the amount of the populations savings attracted by the banks) and in the local segment of credits  issued to the non- financial sector ( given that the significance of this direction in the policy of placement of both banks’ assets continue to diminish). At the same time Lipetskcombank is a clear leader in the market of services on managing settlement and current accounts ( 57 and 35% of the market, respectively), although the largest Oblast’s enterprise- Novolipetsky Metallurgical Plant is a major shareholder of Lipetskcredit ( as of mid- 1997, its share in the bank’s authorized capital stood for one- fourth).

As of mid- 1997, the capital of both banks as per Instruction #1 of the Central Bank exceeded ECU 5 mn. ( while the other two banks’ authorized capital was close to ECU 1 mn.) The banks- leaders  have a similar origin: they both were established on the basis of territorial structures of the former specialized banks; in addition to that they are similar by their  chains of affiliates: Lipetscredit has 9 local offices, while Lipetscombank- seven ones. However, excluding the offices located in the same city with the banks HQ, both banks have three offices outside of Lipetsk. The Lipetskcredit interests, however, are focused on the Oblast, while Lipetscombank has only one  office located in the Oblast territory. The overall number of offices of  banks- “outsiders” in the territory of the Oblast is much bigger: as of mid- 1997, without regard to Sbrebank’s territorial offices there were 27 offices of banks from other regions, including some affiliated offices of Agroprombank and Promstroybank of Russia, and some other leading banks, particularly Rossiysky Credit, Menatep, Gasprombank, Unikombank. It is worth noting that, given a general trend to reduction of the chain of affiliates, in the third quarter 1997 the number of  banks- outsiders’ in  the Lipetsk Oblast grew by yet one office.

The period during which the Russian banking sector was “growing up” left a notable imprint in the Lipetsk banks’ balance sheets. As Fig. 3 shows, the structure of their assets is overloaded with immobile elements: given that as of mid- 1997  an average share of assets not gaining interest in the regional banks made up 34%, the respective rate of the Oblast’s banks was 46%. Both largest banks have an excessively high proportional weight of elements of capital assets and inventory: a. 20% of the overall amount of assets. With the account of outstanding credits, non- materials assets, etc., the  overall index of immobilization of Lipetskcredit grows up to 28% of the banks’ assets, Lipetskcombank- up to 24%, and the respective value exceeds both banks’ own capital.

Fig.1

Dynamics of the number of the banks in the Lipetsk Oblast
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1. Banks continuing to operate as of mid- 1998

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

At the same time each of the banks has its own specifics in the structure of immobilized assets: thus, in particular, as of mid- 1997, for Lipetskcombank it was liquid assets in a form of resources accumulated  on the corresponding account in the Russian Central Bank which made up rather a substantial part of immobilized assets. Nonetheless, a high share of  non- financial assets and  idle credits inevitably have an impact on  profitability rate of the banks’  operations as well as on prospects of a growth of assets at the expense of internal sources. The half- year profit of the banks, calculated against their assets,  slid from 5.7- 6.7%  in 1996 to 3%  ( Lipetskcombank) for the forts half 1997 ( annualized), while Lipetskcredit  has run into the problem of forming a positive balance of operations. Hence,  the two leading banks in the Oblast desperately need to  elaborate  their  strategy  of development in fairly specific conditions of financial stabilization in this country and search for ways of a sharp increase of efficiency of their operations.

Fig. 2

The level of concentration of the assets of the Region’s banks ( the share of the bank in the amount of assets of the Oblast’s banks)
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1.Lipetskcredit

2. Lipetskcombank

3.Status- Bank

4. Mezhregionalny

Fig. 3.

Structure of liabilities
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1. -deposits

2. - market liabilities

3 -  banks’ resources

4- current and settlement accounts

5- other liabilities





Fig.4

Structure of assets not gaining interest
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1. Fund of Compulsory Reservation

2. Corresponding accounts ( nostro)

3. Fixed assets

4. Other immobilized assets

Fig. 5 

Structure of assets gaining interest
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1. Loans issued to non- financial sector

	( factoring and leasing inclusive)

2. Discounted promissory notes

3   Placed interbanking credits

4. Securities



A  	Lipetsk Oblast

B  	Central- Black- Soil region

C 	 average regional bank









Notes:

calculated as of 30.06.97  by the banks operating as of 5.12.1997 ( Sberbank of RF and Agroprombank  exclusive);

the correlations are calculated as average weighed values.

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



�Banks of the Magadan Oblast

�During the first half 1997 the banking community of the Oblast lost two banks ( Fig.A), thus the number of banks operating in the territory of the Oblast diminishes by one- third. However, such a reduction did not have  a notable impact on the structure of the market of banking services in the region. The banks whose licenses were canceled held 4-5th by the size of their assets and were  over 10 times inferior to the leader- Kolyma-Bank. By the end of the third quarter the latter bank established on the base of a territorial structure of Promstroybank of RF  had  assets totaled Rb. 189 bn. That has not allowed the bank to hold a place among the Top Ten banks of Far- East region by that index ( 11th place). The total share of the banks of the Magadan Oblast made up 3.8% of assets of banks in the Far- East economic region. At the same time the Magadan Oblast does not seem attractive to banks from other regions. As of the end of the third quarter 1997 there were 11 affiliates of the banks- ‘outsiders’ in the Oblast ( HQs of which were located in other regions). This number is even smaller than Kolyma- bank’s  affiliate network ( 14 offices), which the latter inherited from the former Promstroybank of RF�  Given, however, that the leader’s affiliate policy is  fully focused on the Oblast, the interests of the second largest ( by the amount of assets) Oblast’s bank- Nadezhny- are more diversified. That rather small bank with the assets totaled Rb. 40 bn. had 4 affiliates, of which 3 were located outside the Magadan Oblast ( in Moscow, Sochi, Vladimir Oblast).

Holding a leading position by the size of its assets the leader also prevails in the major local markets of banking services. As of mid- 1997 its share in the overall amount of credits issued by the local banks to the non- financial sector was accounted for 3/4 ,   two- thirds of the market of account services provided for legal entities, and  almost 90%  of the population’s deposits attracted by the local banks.

The  capital of Kolyma- Bank calculated in compliance with the CB’s Instruction #1 is over ECU 5 mn. ( as of the end of the third quarter 1997 it made up ECU 9.7 mn.), while the capital of Magadanvneshtorgbank was about ECU 1 mn.- the minimum marginal value  set by the Russian Central Bank since 1 January 1998 for banking institutions. However, the bank’s balance is overloaded with outstanding credits and reserves under them, and the bank   has to spent a significant part of its own  resources. The prospects of reaching the margin of ECU 1 mn. seems yet more problematic for Nadezhny bank.

Fig.1

Dynamics of the number of the banks in the Lipetsk Oblast
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1. Banks continuing to operate as of mid- 1998

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

The distinctive feature of the structure of Kolyma- Bank’s balance sheet is an increased share of securities. Although this index may fluctuate substantially, it is higher when compared with an average regional bank or any bank of Far- East region ( Fig.4). It was those assets which provided a major share of the bank’s revenues in 1996- 1997, which has allowed the bank to increase sufficiency  of its assets.  In addition to a significant proportional weight of state bonds, generally  a high share of liquid assets is characteristic of the bank. As of the end of the third quarter 1997, the proportional weight of liquid assets  relative to the overall amount of the bank’s assets ( Fond of Compulsory Reservation exclusive)  made up 46%. The increased liquidity, however, has also a negative side: the  amount of assets  not gaining interest is over 40% of assets. In 1997 such a structure of revenues did not allow the bank to increase  an absolute amount of its assets: the dynamics of the latter was rather unstable, and  in absolute equivalent they dropped by 4%  for 9 months of 1997. This problems may be only partly attributed to the quality of management in a specific bank. The first half 1997  was rather  unfavorable for all the banks in Far- East region, and by the beginning  of the fourth quarter the overall amount of their assets only reached the level noted as of late 1996. 

Fig. 2

The level of concentration of the assets of the Region’s banks ( the share of the bank in the amount of assets of the Oblast’s banks)
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1. Kolyma-bank

2. Nadezhny Bank

3. Magadanvneshtorgbank

4. Edinstvenny ( by very late 1997 the bank  “moved” to Moscow)
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2. - market liabilities

3 -  banks’ resources

4- current and settlement accounts

5- other liabilities







Fig.4

Structure of assets not gaining interest
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1. Fund of Compulsory Reservation

2. Corresponding accounts ( nostro)

3. Fixed assets

4. Other immobilized assets
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Structure of assets gaining interest
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1. Loans issued to non- financial sector

	( factoring and leasing inclusive)

2. Discounted promissory notes

3   Placed interbanking credits

4. Securities
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Notes:

calculated as of 30.09.97  by the banks operating as of 5.12.1997 ( Sberbank of RF and Agroprombank  exclusive);

the correlations are calculated as average weighted values.

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



�Banks of the Penza Oblast

�The Penza Oblast  cannot be attributed to regions with a big number of banks, nor may it be included in the list of those regions the banks of which are large: as of mid- 1997, the Oblast held a place in the second half of the list of the Federation’s Subjects in terms of its  banks’ amount of assets.

It should be noted that the Oblast’s banks generally hold rather humble positions within  Povolzhye. The share of the Oblast leader- Tarkhany bank- in the overall amount of assets of Povolzhye banks is accounted for less than 2%. At the same time the bank is rather well known outside the region, since once it had become a pioneer in issuing banking bonds. In addition to that,  the bank  may be attributed to that part of the Russian banks which are open in terms of information on them: the data on Tarkhany’s  performance is regularly  published. Nowadays, the bank is a  indisputable leader among the local banks: 88% of the overall amount of assets in the Oblast fall on the bank. “Penzensky Bank Vozrozhdeniya i Razvitya” lags behind the leader substantially with its  assets totaled Rb.29.3 bn. against Rb. 225 bn. At the same time “Penzensky Bank” is much superior to the other three banks in the Oblast. With the exception of the leader, all  other banks in the Oblast may be attributed to small- size banks, according to Russian average standards. Tarkhany is the only bank of 5 Oblast’s banks  having its affiliate network. The bank’s affiliates are located in the Oblast with the exception of two offices located in Moscow and Saratov.

In spite of  its small proportional  weight in Povolzhye, the leader of the Oblast’s banks  is 2. 5 times larger by  the volume of its assets compared with an average non- Moscow bank. The bank’s capital, as per Instruction # 1 of the Central Bank currently is over ECU 5 mn. The financial results of the bank for 3 quarters of 1997 allow to assume that the bank has adjusted itself to the conditions of financial stabilization: the bank’s assets grew by 17% for the period in question, including the 8.7% growth for the their quarter, given that at the same time the bank maintains rather a high level of capital sufficiency:  as of the end of the 3rd quarter, the ratio between the capital to resources weighed with  the account of risks, calculated as per Instruction # 1 of the central bank, made up over 20% . The balance of the bank, when compared to an average Russian regional bank, is not overloaded with outstanding credits and elements of capital assets, which allows the bank to use in its active transactions  more assets than it is noted for an average bank. The assets immobilization ( including outstanding credits, capital assets, non- material assets) made up 10%. Although this rate is fairly high, however, it seems rather  moderately on the background of an average regional ban’s rate totaled 18%, and  in 1997 Tarkhany yet managed to decrease that unfavorable index. Accordingly, although  the bank’s assets not gaining interest were somewhat higher compared to an average regional level, those were quite liquid: the major part of such assets was either in the bank’s  safe and on the corresponding account in the Central bank.

As of the end of the third quarter, the bank’s share of credit portfolio is on an average level-  outstanding loans made up 45% of assets. The bank’s transactions in  the  interbanking credit market did not play a crucial part in the placement of assets; securities are mostly represented by Federal T-bills ( as of mid- 1997- 12%). However, in the third quarter the bank slightly re-focused on more risky operations- the share of the  Federal government’s bonds dropped to 8.5%, while the share of discounted promissory notes grew up to 11%. Similar to many regional banks,  Tarkhany’s resource base to a high extent depends on attracting private persons’ deposits. The share of the latter makes up a. one-third of the bank’s liabilities, however some diversification  of the resource base took place in the course of last year: among the sources  of attracted capital it was clients’  settlement and current accounts which held the first place. Given  though that their  proportional weight in  the bank’s liabilities dropped, the share of deposits reduced, too, and at the same time the role of interbanking loans grew sharply ( up to 12% of liabilities).

The profitability rate of the bank’s operations  relative to assets is somewhat lower  compared with the average regional bank’s respective index: for the three quarters 1997 it was 2.7 ( 3.6% annualized), while the regional bank’s average weighted level was 4.3%. of the other four banks of the Oblast, two banks have the profit/assets ration even higher ( Penzensky Bank and Kuznetsky bank), while the other two banks Penzensky Socialny and Belinsky experience a hard time, and their  expenses were superior to their revenues, which may be attributed, to a high extent, to an insufficient amount of assets for efficient operations even in the local market of banking services.



Fig.1

Dynamics of the number of the banks in the Penza Oblast
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1. Banks continuing to operate as of mid- 1998

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



Fig. 2

The level of concentration of the assets of the Region’s banks (the share of the bank in the amount of assets of the Oblast’s banks)
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Fig. 3.

Structure of liabilities
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Fig.4

Structure of assets not gaining interest
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1. Fund of Compulsory Reservation

2. Corresponding accounts ( nostro)

3. Fixed assets
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Fig. 5 

Structure of assets gaining interest

� EMBED MSGraph.Chart.5 \s ���

1. Loans issued to non- financial sector
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Notes:

calculated as of 30.09.97  by the banks operating as of 5.12.1997 ( Sberbank of RF and Agroprombank  exclusive);



the correlations are calculated as average weighted values.



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

�

�  Considering the constitutional ban to dismiss the Duma during the first year after holding the elections.

�  Although the West’s awareness of the danger of devaluation may result in bettter chances for Russia in terms of resolving the matter of   issueing the stabilization credit.

�  As of 1 June 1998 the affiliate chain of Magadan banks dropped to 8, while the number of banks- outsiders made up 15, Sberbank’s affiliates inclusive.
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