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�Political outlook: July 1998

�One of the US Presidents once said that one cannot be absolutely sure about everything in life, but death and taxes”. Nowdays noone in this country can be sure about taxes as well.

The general uncertainty and decay of the elite determined the political climate in this country in July. Usually July is a quite month, but this year the situation changed. The regrouping of political forces was taking place in all the directions, and all the events allow to assume that now we live in another country.

The relationships within the square President- Premier- State Duma- Federation Council have changed significantly. Such a change in relationship may be attributed to the general comprehension of the fact that power is a cake: the more it is shared the smaller it becomes. The weakened traditional parliamentary opposition and the executive vertical were trying to regain stability of their positions, but not everybody has been lucky in doing that.

The Government was not more successful. July started with Mr. Kiriyenko’s presentation of the new anticrisis program at the State Duma. As it was noted in course of hearings on Mr. Kiriyenko’s candidature in the Duma, the agenda of the discussion itself is not so much important. The Duma did not ( at least, in public) block the Government’s efforts to handle the crisis. The government program has also been equally successful in passing through the Federation Council. However, there was a failure to get several crucial bills passed beyond that pacification. The evaluation of the cabinet’s policy made by popular politicians and analysts has not given the Cabinet an additional credibility. The arrest of Gasporm’s equities has improved the situation in the field of tax collection but, at the same time, it undermined the political situation and put the adoption of the government program on the brink of failure, while a certain retreat with regard to the government’s requirements happened afterwards has undermined the Cabinet’s positions yet to a higher extent.

The State Duma has temporarily increased its significance, however, the leaders of the opposition are unlikely to be happy about that. Mr. Zuganov who was balancing between different political wings in CPRF has found himself in the splits: one the one hand, Mr. Ilyukhin - an uncompromising fighter against the “ anti-people government” began to realize himself as a head of the semi- extremist Movement for Defense of Industry and Army. On the other hand, Mr. Maslyukov has joined “ministers- capitalists” in the government. Such a situation makes a split within CPRF more probable than ever. Should such a split happen, the Duma would become less capable of pursuing any sensible policy.

It is only the Federation Council which has strengthened its positions. The Senators consider the Government’s program, propose amendments to the Constitution. SBS-Agro which has been collaborating both with the Duma and Government urgently began to deal with a recovery of the regional economy.

Blocking the railways remained the most popular way to extract money from the Government. The national TV regularly showed an increasing number of people choosing that very way of resolving their problems. As of 29 July, coal- miners blocked the railways in 4 places ( Osinniki, Chelyabinsk, Primorsky Krai, Sakhalin). In addition to that, some miners continued to stay by the White House waving the anti-president slogans. One should note, however, that the miners in Moscow are not a serious political factor any more. This may be proved by the fact that by the end of July the miners went “on tour”. Now they are guest stars at all the events held by the opposition, such as, for example, pickets by the General Attorney’s office held by the Rokhlin- Iluykhin Movement.

All the above testified to an evident impotence of the Power which has found itself incapable of stopping violation of the law. In spite of traditionally complicated relationship between the President and Premier, on the one hand, and legislative power, on the other hand, some substantial efforts on consolidation were undertaken, and those proved to be rather successful. The first of such steps was made by the Premier while addressing the Federation Council: Mr. Kiriyenko declared that there was a single program elaborated by the Government and Federation Council, and he also stated that there should be a long- awaited correction of the Cabinet’s course and the end of “the liberal stage”. The next step was a famous ” tea party” with the State Duma leaders held on 14 July. Mr. Zuganov, who had not attended the meeting, realized that he was loosing initiative and did not approve his allies’ peaceful disposition.

As to other remarkable peaceful initiatives, one may recall such events as the meeting between Mr. Eltzin and Mr. Chernomyrdin and the participation of the former in the funeral ceremony of the Tzar’s family.

It was relationships with oligarchs which have become a single substantial defeat in the process of consolidation of the elites. The Cabinet’s activities caused dissatisfaction on the part of a certain stratum of the national business. On 22 July heads of a number of the largest oil companies addressed Mr. Eltzin with a letter accusing the Government of pursuing “an irresponsible policy” dictated by “international financial institutions”.

The tension was partly resolved through Mr. Chubais’ efforts. Mr. Chubais regularly informed that the negotiations with the IMF were going successfully, and the international support to the Government’s program and the decision to issue the 22 bn. credit became a crucial factor in the present situation. The US support was very significant: in addition to the US assistance with regard to the issue of the credit, the US Government also supported the Russian Cabinet politically and proceeded with the US-Russia cooperation within the framework of Gore- Kiriyenko Commission. On that very day ( July 24) the IMF stated that the present “Russian Government is the most reformist one for all the period of reforms”.

The influence of the opposition outside the parliament grew notably. The most important event in this respect became an assassination of Mr. Rokhlin on 3 July. Mr. Rokhlin’s allies immediately called that a political murder. Hence, the investigation of the incident became a favorable pretext for promoting Mr. Rokhlin’s marginal movement. The funeral of Mr. Rokhlin on 7 July has also become a notable political event. It is especially interesting that at present Mr. Luzhkov- who had started to drift to the left since mid- 1996- only slightly differs from the opposition’s representatives. The Moscow mayor was the only representative of the executive power at Mr. Rokhlin civil funeral rites and called Mr. Rokhlin a “ real friend”. The next day, 8 July, the congress of “The Union of Democracy and Labor” was held, and that was of a clearly socialist hue. Mr. Nikolaev said that he regarded Mr. Luzhkov as a candidate for presidency. The Congress was also attended by moderate members of UDL. Hence, the leftist hue of Mr. Luzhkov, strengthening of Mr. Lebed’s positions and inner conflicts in CPRF allow to assume that there is a significant regrouping at the left flank.

Therefore one may state that the Federal authorities’ rating drops, the process of regionalization intensifies ( perhaps the struggle against the regions’ strengthening greatly necessitated the appointment of Mr. Putin as FSB chief, since he was famous for his successful work with regional leaders), and the left flank strengthens, while the CPRF’s role is declining.

The conciliation process will not last long. The summer “non- aggression pact” between the executive and legislative branches of power practically inevitably will be replaced by a “ treacherous aggression” in autumn.

V. Novikov

�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)���1997�1.02.98�1.03.98�1.04.98�1.05.98�1.06.98��Revenue��������Profit tax�1,24�0,8�0,81�1,09�1,33�1,72��Personal income tax�0,07�0,01�0,01�0,01�0,01�0,01��VAT, special tax and excises�6,41�5,88�5,66�5,86�5,90�7,33��Taxes on foreign trade and foreign economic activities�1,04�0,92�1,04�1,11�1,15�1,70��Other taxes, levies and payments�0,34�0,22�0,22�0,25�0,27�0,28��Overall taxes and payments�9,10�7,83�7,74�8,32�8,65�11,04��Non-tax revenues�2,97�1,54�1,67�1,80�1,78�2,32��Total revenues�12,07�9,37�9,41�10,13�10,43�13,36��Expenditure��������State administration�0,36�0,27�0,29�0,32�0,35�0,41��International activity�0,31�0,13�0,0�0,00�0,04�0,05��National defense and law enforcement activity�4,61�2,83�2,91�3,03�3,12�3,72��Fundamental research�0,36�0,18�0,21�0,30�0,28�0,30��Services to national economy�1,96�0,35�0,61�0,57�0,64�0,82��Social services�1,81�1,51�1,64�1,87�1,92�2,36��Servicing  state debt�1,55�2,51�2,98�4,74�4,75�6,48��Other expenditure�3,66�1,89�2,09�2,30�2,89�3,15��Overall expenditure�14,62�9,67�10,73�13,13�13,65�17,29��Loans less repayments�0,68�4,05�0,33�0,33�0,34�0,52��Expenditure and loans minus repayments�15,30�13,72�11,06�13,46�13,99�17,81��Budget deficit�3,23�4,36�1,65�3,34�3,56�-4,45��Total financing, of which�3,23�4,36�1,65�3,34�3,56�4,45��domestic�1,23�1,08�0,07�2,40�2,57�3,23��foreign�2,00�3,27�1,58�0,93�0,98�1,22��GDP (from the beginning of the year)�2675�201,8�393,1�591,2�795,6�1000,7��

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

Overall expenditure grew by more than 4% 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�1.06.98��Taxes and payments�7,10�8,32�8,74�10,04�10,05��Non-tax  revenues�2,21�2,16�2,50�2,77�2,72��Overall revenue�9,31�10,48�11,24�12,81�13,22��Overall expenditure and loans minus repayments�9,84�11,08�11,99�13,42�13,53��Budget deficit�0,53�0,60�0,75�0,61�0,61��

�



�As may be seen from Figure 1, there was a minor decrease in the increment of the volume of tax arrears into federal budget in June. The volume of arrears to the federal budget made up RUR129 bln.

The sum of arrears collected by the State Fiscal Service from the beginning of the year amounted for RUR 29 bln.

S. Batkitbekov

�Monetary Policy

�In June 1998 a tendency of decrease in inflation rate continued (see fig. 1). In June the increment in consumer prices was 0.1%. However, according to preliminary estimations, the inflation increased in July. It is expected, that the consumer prices grew by 0.2 – 0.4% for that month. That corresponds to 2.43 – 4.91% annualized.

Sharp fluctuations on the Russian financial markets observed in July 1998 made the Russian Government and the Central Bank undertake a set of measures. Firstly, according to the agreement with the IMF and the World Bank, the Russian Ministry of Finance carried out the conversion of domestic public debt into foreign currency bonds between July 14 – 17 (for details, see section 'Financial Markets', Market for GKO-OFZ). Secondly, the RCB increased the spread between official dollar exchange quotes for buy and sell from 0.02 roubles/$ to 0.08 roubles/$.



�Figure 1

�

Figure 2

�

�The decline in yields on the market for government securities after successful negotiations with the IMF and WB on an elaboration of the stabilizing credit and an announcement of domestic public debt conversion allowed the Russian Central Bank to shrink the refinancing rate from 80% to 60% annualized on July 24 (see fig. 2). Moreover, the Russian Central Bank changed the terms of mortgage loans on July 7. From that date, the interest rates on mortgage loans with all terms of maturity are set on special credit auctions. Before that the RCB set fixed interest rates depending on its refinancing rate. The fixed rates was abolished on mortgage loans for 21 – 30 days on June 1. In our view, this fact testifies to a weak position of the Central Bank, since a such market interest rate on mortgage loans follows the current state of the market for interbank credits. The fixed rate, in its own turn, determined the 'ceiling' of interbank rates on corresponding terms.

In July 1998 the Russian Central Bank published the data on the monetary program fulfillment on June 1, 1998 (see tab. 1). For the first five months of 1998 the broad money M2 decreased by 1.1%, the cash (M0) – by 0.38%. So, the real money balances dropped down by 5% for the period between 01.01 – 01.06.1998. The foreign reserves of the RCB fell by $1.6 bln. (9.0%) for the first half of 1998 (see fig. 3). However, with reference to tab.1 it should be noted that without the loan from the international organizations and gains from an issue of eurobonds, the decrease in the RCB's international reserves should be more significant.

�Table 1

�Broad money M2, bln. roubles�Pace of growth of M2�Cash (M0), bln. roubles�Pace of growth of M0�Foreign reserves, bln. $��December 1997�374.1�4.7%�130.4�1.24%�17.8��January 1998�361.2�-3.45%�116.7�-10.51%�15.4��February 1998�362.9�0.47%�120.4�3.17%�15.0��March 1998�360.4�-0.68%�119.1�-1.08%�16.9��April 1998�368.0�2.11%�128.6�7.98%�16.0��May 1998�370.0�0.54%�129.9�1.01%�14.6��June 1998�–�–�–�–�16.2��S. Arkhipov, S. Drobyshevsky

Financial Markets

�The market for GKO-OFZ. In early July 1998 there was a sharp growth in interest rates on the market for government securities. That was a general deterioration in a state of affairs on the Russian financial markets due to growing expectations regarding rouble devaluation. The investors became more pessimistic about an ability of the Russian monetary authorities to avoid a rouble devaluation. That resulted in the growth of short-term and medium-term GKO-OFZ yields up to 150 – 200% annualized and to 80 – 100% annualized by long securities tranches (see fig. 1).

�Figure 1

�

�In late July 1998 the situation on the GKO-OFZ market has changed. That resulted from the two main factors. First of all, the attainment between the Russian Government and international organizations on issuing the stabilizing loan for Russia. Secondly, the conversion of rouble-denominated GKO into foreign currency eurobonds. The conversion of the domestic public debt into a foreign one announced by the Russian Ministry of Finance, was carried out according to the agreement with the IMF and the World Bank concerning an elaboration of the stabilizing loan to Russia. The GKOs to redeemed between August 1998 – June 1999 were exchanged into foreign currency coupon bonds with the maturity date in 2005 and 2018 in equal proportion. Moreover, the Russian Ministry of Finance refused to issue new tranches of the government short-term bills. First, these actions should demonstrate a solid position of the Russian Government and the Central Bank with regard to the exchange rate policy. The conversion of the public debt from rouble to foreign currency equivalent eliminated a risk of devaluation for investors. Second, the pressure on the Federal Budget (service and redemption of domestic debt) will be low during next few months.

In all, the amount of converted GKO totaled $6.4 bln. (by face-value). That amounts to about 10% of the total domestic public debt of Russia. The coupon rate on new eurobonds was set at a very high level (15.1% a year). This considerably exceeded the cost of previous loans for Russia.

In July 1998 the Russian Ministry of Finance held three primary auctions on government securities. At these auctions three issues of GKO (¹ 21085, 21086, 21129) and two tranches of OFZ with fixed coupon payments (¹ 25021 and 25024) were placed. The total volume of supply of new securities on the auctions on the part of the Ministry of Finance amounted to 26 billion roubles against the initially stated demand amounted to 18.04 billion roubles. The total volume of placed bonds on the auctions was equal to 11.844 billion roubles with the average yield to maturity 62.84% a year. The gain of the Russian Ministry of Finance did not exceed 7.3 billion roubles.



Stock market. The Russian stocks' dynamics demonstrated two sharp changes in July 1998. In early July the dropping in stocks' quotations observed from May 1998 has stopped. Moreover, from July 8 to July 17 the RTS-1 Index grew by 43.4% (the level of 193.5). It should be noted, that the growth had speculative reasons, which were connected with expectations of an issue of IMF's loan to Russia, a less concern about rouble devaluation, consequently, some stabilization of the situation on the GKO-OFZ market. However, the stabilizing loan was issued in a reduced form (4.8 billion dollars against initially envisaged 5.6 billion dollars). Many investors had an impression that the change in the IMF's initial intention was caused by the Russian Government's inability to comply with its obligations. That means that the next tranche of loan expected in September 1998 is in question. Both a renewed decrease in prices on the market for government securities and a negative dynamics in the largest World stock indices (see tab.1) resulted in the slump in stock prices in Russia started since July 20. During the last decade of the month (from July 20 to July 28) the RTS-1 index has dropped by 23.7%. Thus, in July the RTS-1 index increased by 2.41%. In all, in 1998 the drop in the RTS-1 Index's made up 60.9% (see fig.2).

�Table 1

Dynamics of the Foreign Stock Indices

up to July 28, 1998�value�the change in value during the last week (%)�the change in value during the last month (%)��The Dow Jones Industrial Average (USA)�8934.78�-2.78%�-0.19%��Bovespa Index (Brazil)�10318�-5.54%�+6.61%��IPC Index (Mexico)�4343.98�-4.59%�+1.70%��Nikkei-225 (Japan)�16114.54�-2.67%�+1.80%��DAX-30 (Germany)�5889.01�-4.48%�-0.14%��CAC-40 (France)�4122.35�-4.62%�-1.93%��

�In July 1998 prices for the most liquid stocks demonstrated both a growth during the first half of the month and almost symmetrical slump during the second half of the month. However, as fig.3 shows, during that time not all stocks' quotations regained their values, which were noted in late June 1998.

�

Figure 2

�

Figure 3

�

�Interbank loan market. Sharp fluctuations on the market for government securities affected the situation on the interbank loan market. That resulted in a sharp drop in commercial banks' level of liquidity resulted in significant fluctuations in interest rates on interbank loans during the last three months. As fig. 4 shows, between May to July 1998 there were four sharp fluctuations in interest rates on the interbank loan market. Moreover, during that time the average monthly interest rate rose significantly. In particular in May the average monthly interest rate was about 57.4% annualized and in June it was 57.8% annualized, but in July it grew to the level of 73.5% annualized. In July 1998 the daily volumes of issued loans grew compared with the respective index registered in the previous month: it ranged within 1.5 – 2.5 billion roubles on average (see fig. 5). In addition to that, in July 1998 the share of the 'overnight' loans in the total volume of issued loans dropped compared with the respective index registered in June to 77.68%, i.e. by 5.15 percentage points. That was mostly caused by a rise in the part of three days loans. As it was noted before, the part of loans with other duration was not significant: in July it did not exceeded 1.2%.

�Figure 4

�



Figure 5

�



�Foreign exchange market. Investors' expectations of devaluation and the unstable situation on the market for government securities were keeping the demand for foreign currency at a high level during the last three months. The state of affairs on the foreign exchange market was essentially tense in July 1998. That made the Russian Central Bank increase the spread between official exchange dollar quotations from 0.04 roubles per dollar to 0.08 roubles per dollar.

However, in late July 1998 the situation on the foreign exchange market has stabilized. The Board of directors of the IMF approved the issue of the stabilizing loan for Russia and the first 4.8 billion tranche of loan has been transferred in late July. That made the situation on the foreign exchange market more stable. In particular, it resulted in a drop in forward dollar quotations for 1998. As fig. 6 shows, given that by late June forward dollar quotations for December 1998 corresponded to the devaluation pace at the level of 45.9% annualized (the average value of quotations was about 7.55 roubles/dollar), by late July they dropped to a level which corresponds to the pace of devaluation about 35.8% annualized (the average value of quotations – 7.075 roubles/dollar).

�Figure 6

�



�In June 1998 the official dollar exchange rate grew from 6.166 roubles/$ to 6.198 roubles/$. That corresponds to 0.52% a month (6.41% annualized). As fig. 7 shows, due to a high demand for dollars between early June to mid July the MICEX dollar exchange rate was superior to the official dollar exchange rate. In all, during June the dollar exchange rate on the MICEX grew from 6.13 roubles/$ to 6.225 roubles/$, i.e. by 1.55% a month (20.27% annualized).

In July 1998, according to preliminary estimations, the official dollar exchange rate grew from 6.198 roubles/$ to 6.238 roubles/$, i. e. by 0.65%, or 8.03% annualized. According to preliminary estimations, in July the MICEX dollar exchange rate grew from 6.225 roubles/$ to 6.2815 roubles/$. That corresponds to 0.91% a month (11.45% annualized).

�Figure 7

�

�Between June to July 1998 the 'Deutsche mark/rouble' exchange rate demonstrated quite significant fluctuations. That was mostly caused by changes in the DM exchange rate observed on the international financial markets. In particular, in July 1998 the German mark/$ exchange rate grew from 1.8062 DM/$ to 1.7825 DM/$, i.e. by 1.31%.

In June 1998 the official 'Deutsche mark/rouble' exchange rate dropped from 3.466 roubles/DM to 3.4224 roubles/DM, i.e. by -1.26% a month, or -14.09% annualized. In June the DM exchange rate on the MICEX grew from 3.401 roubles/DM to 3.468 roubles/DM (see fig.8). Thus, the growth in the Deutsche mark rate was about 1.97% a month, or 26.38% annualized.

In July 1998, according to preliminary estimations, the official exchange rate of German mark grew from 3.4224 roubles/DM to 3.4941 roubles/DM. That corresponds to 2.10% a month, or 28.25% annualized. According to preliminary estimations, in June on the MICEX the Deutsche mark exchange rate grew from 3.468 roubles/DM to 3.542 roubles/DM. That corresponds to 2.13% a month (28.83% annualized).

�Figure 8

�



�In June 1998 the volume of trading on the MICEX by the US dollar and the Deutsche mark totaled 14665.7 and 131.9 million denominated roubles, respectively. According to preliminary estimations, in July 1998 the volume of trading amounted to about 13527.8 million roubles by the US dollar and about 160.8 million roubles by the Deutsche mark.

�Table 2. Indicators of Financial Markets.��month�March�April�May�June�July*��inflation rate (a month)�0.6%�0.4%�0.5%�0.1%�0.2-0.4%��annualised inflation rate by the month’s tendency�7.44%�4.91%�6.17%�1.21%�2.43-4.91%��the RCB refinancing rate�30%�30%�150�80%�60%��auction yield on GKO (end of the month)�32.75%�34%�61.07%�53.45%�99.57%��auction yield on OFZ (end of the month)�40%�41%�33.75%�49.29%�48.96%��annualised GKO yield to maturity:�������less than 1 month�21.87%�27%�45.01%�68.33%�50%��1-6 months�24.40%�32%�43.20%�70.31%�70%��more than 6 months�27.31%�33%�42.27%�63.71%�75%��average yield on all issues�25.76%�32.4%�43.14%�65.17%�70%��annualised yield to maturity on OFZ issues�35.34%�35%�44.38%�57.61%�50%��volume of trading in the secondary GKO-OFZ market a month (billion roubles)�78724.8�64038�66039�74354�85000��INSTAR rate (annual %) on loans by the end of the month (at the interbank loan market):�������overnight�32.8%�33.8%�192.8%�109.04%�31%��1 week�25.0%�25.7%�45.0%�80.0%�42%��2 weeks�38.0%�19.4%�32.0%�55.0%�50%��1 month�30.0%�30.0%�28.0%�90.0%�75%��volume of trading at the interbank loan market a month (billion roubles)�46780.5�51577�38931�47274�47000��official exchange rate of rouble per US dollar by the end of the month�6.106�6.133�6.166�6.198�6.238��official exchange rate of rouble per DM by the end of the month�3.3425�3.4156�3.466�3.4224�3.4941��average annualised exchange rate of rouble per US dollar growth�7.35%�5.44%�6.65%�6.41%�8.03%��average annualised exchange rate of rouble per DM growth�0.65%�29.64%�19.22%�-14.09%�28.83%��volume of trading in MICEX by USD and DM a month (billion roubles)�9080.6�11580�10448�14798�13700��volume of trading at the stock market in the RTS for the month (millions of USD)�1838.7�1236.2�1195.1�685.8�800��the value of the RTS-1 Index by the end of the month�325.50�312.37�191.29�151.35�155��growth in the RTS-1 Index (% a month)�5.15%�-4.03%�-38.76%�-20.88%�2.41%��*/ estimate

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

The market of subfederal and municipal bonds in July 1998

�The market of subfederal bonds has  been battered substantially by the general crisis in the Russian financial market. As of 26 July 1998, the Ministry of Finance registered the bonds issued by the sole Subject of the Federation, namely the Irkutsk Oblast, worth a total of Rb. 600 mn., and no issue of municipal bonds was registered. At the same time the  turnover reduced  significantly,  even that of the most liquid bonds.

�The stock- exchange turnover of subfederal bonds in the secondary market (Rb.mn.)

Issuer	Jan.	 Feb	Mar	April	May	June

St. Petersburg		578,7	898,5	706,5	765,2	421,1	338,3	SPCE,”St. Petersburg” stock exchange

Orenburg Obl.	.	191,4	323,6	275,3	331,0	167,8	170,0	SPCE, “St. Petersburg” stock exchange

Moscow			56,6	102,8	83,4	159,8	80,7	99,1	MICEX, MSE, SPCE

Omsk Obl..1		----	7,8	80,0	73,3	28,6	49,3	SPCE,”St. Petersburg” stock exchange

____________________

1. Quoted since February 1998

Source: Prime- TASS Agency



�Upon conclusion the agreement with IMF and World Bank regarding  the provision of large credits to the Russian Federation and voluntary conversion of GKO into long- term bonds nominated in hard currency, the subfederal bonds’ yields rate still was being at an extremely high level. As of 24 July, the yields rate by the bonds of the Orenburg and Omsk Oblast was over 130- 140% annualized, while the respective rate by the most “durable” bonds issued by the Republic of Sakha (Yakutia), St. Petersburg and Leningrad Oblast was over 100% annualized

However, even in such an unfavorable state of affairs in the market, the regions have to proceed with borrowing, thus providing  a yields rate at the level close to 100% annualized. Thus, on 23 July 1998, in course of  placement of the Leningrad Oblast’s six- month bonds, the  respective average weighted yields  rate  made up 99.9% annualized, given that the low price made up 110,0% annualized. At the auction held on 22 July, the yields rate of St. Petersburg’s one- year bonds made up 96% annualized.

Since December 1997 the Federation’s subjects and local authorities became net borrowers from the banking system.  As of 1 June, the excess of the volume of regional and local authorities’ borrowing from the national commercial banks over the volume of placed deposits made up Rb. 12.5 bn., thus  exceeding  at Rb. 0.6 bn. the level noted in May. High interest rates by the  accomplished borrowing nominated in Rb. which have accelerated the increase of the domestic debt, became the factor which has encouraged a group of Governors to advocate for a devaluation of the ruble.

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

			1997 ã.		1998 ã.

Date				1.07	1.10	1.01	1.02	1.03	1.04	1.05	1.06

Claims to			4,9	10,3	12,5	20,1 	21,1 	23,0	23,5	24,2

local power bodies**

Deposits of local		10,8	12,0	8,5	11,0	10,9	10,0	11,6	11,7

power bodies**       

Balance of claims and 	-5,9	-1,7	4,0	9,1	10,2 	13,0	11,9	12,5

deposits

______________

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

** Executive bodies of the Federation’s Subjects and local authorities



�Hence, the territorial budgets  still find themselves   under the peril of an increase of the short- term pyramid of their debts, while contrast to the Federal government, they do not have an access to credits provided by international financial institutions for debt restructuring . It is St. Petersburg which became a unique exception, since, according to its agreement with EBRD of 23 June, the city was provided with an access to the credit line amounted to Rb. 100 mn. for the purpose of the city’s debt restructuring. At the same time, in a short run the probability of a successful placement of  eurobonds by the majority of regions is very low.

As a result of a very complicated situation in the domestic credit market, the defaults on the “agrarian” bonds  happen very often, which increasingly  intensifies the crisis in the market of subferedal bonds. As of mid-July, the Astrakhan, Volgograd, Lipestk, Penza, Saratov Oblasts, Republics of Kalmykia and Udmurtia, Altay Krai and Aginsky Buryatsky Autonomous Okrug did not effect the payments due with regard to the agrarian bonds, while the Chita, Tambov and Kaliningrad Oblasts, and Jewish Autonomous Okrug  partly fulfilled their obligations. At the same time the Tomsk, Omsk, Orenburg Oblasts, Republics of Karelia, Khakassia and Sakha ( Yakutia) have fulfilled their obligations in full. However, notably enough, the Orenburg Oblast had to pay its investors  some extra  amount due to a delay with  the credit return.

The intensifying debt crisis of the territorial finance may be resolved, first and foremost,  through  a tightening, to a maximum extent,  of the regional authorities’ budgetary policy, rationalizing of the budgetary system, which is  both untransparent and deficit in the overwhelming majority of regions. If the Russian regions implement such a policy, it will become possible to make their external borrowing  probable and efficient.

A.Shadrin

�Problems of mobilization of the population’s resources through �the financial market mechanisms

�A big gap between the interbanking credit rate,  state bonds’ yields rate, on the one hand, and  private bank deposits’ interest rate, on the other hand, is  specifically characteristic  of the national financial market. Between June- July the  average weighted interest rate of term deposits  was 2-3 and more times inferior to the yields rate of the government bonds with a comparable  maturity date. The commercial banks’ expansion with regard to purchasing long- term government bonds is constrained by a short- term structure of the population’s saving, since 85.4% of all the private deposits in  commercial banks fall on non- fixed deposits and deposits with a term of up to 6 months.

�

Structure of personal deposits in commercial banks, as of 01 June 1998

	Rb. deposits	hard- currency  	Total

(Rb.Bn) 	%	deposits (Rb.	  %	Rb.bn.		 %

		bn.)			

Total		158,519 	100,0	36,357		100,0   	194,876	100

Fixed			67,282		42,4	15,025		41,3	82,307		42,2

up to 30 days		0,310		0,2	0,760		2,1	1,070		0,5

 31 - 90 days		14,867		9,4	3,213		8,8	18,080		9,3

 91- 180 days		57,026		36,0	6,047		16,6	63,067		32,4

181 days - 1 year	9,486		6,0	7,249		19,9	16,735		8,6

1 year - 3 years		6,566		4,1	3,053		8,4	9,619		4,9

over 3 ëåò  years	2,982		1,9	1,010		2,8	3,992		2,0

*According to the CBR data and calculations of IET



�It is collective investing institutions, namely, mutual investment funds ( PIF) and so called General Banking Managing Funds ( known in Russia as “OFBU”) which can let  themselves have a large share of investment to long- term financial instruments, since both types of institutions do not  bear obligations with regard to paying their clients guaranteed fixed interest. Both OFBU and PIF are not  legal entities, thus they are not subject to double taxation. OFBU is defined as a property complex which comprises  both the property entrusted by various persons and assets acquired in the course of  performing the trust functions.

The  process of OFBUs establishment has intensified upon intoroduction of Instruction # 63 of the CBR on 2 July 1998 “ On the order of pursuance of trust operations and accounting of those operations by the credit institutions of the Russian Federation”. As of 1 June 1998, there were 115 OFBUs established by 54 credit institutions.

For the first five months 1998 OFBUs’ assets grew more than 12.8 times: from Rb. 37.9 mn. up to Rb. 486.1mn. Of the latter amount 49% fall on OFBUs established by the five largest banks serviced in OPERU-2.

�OFBUs’  performance

Head Office		Number of		Number of		Amount of assets,

of CB 			credit			established		managed by OFBU 

			institutions, 		OFBU			Rb. thous

established OFBU				

	01.01.98   01.06.98	01.01.98  01.06.98	01.01.98	01.06.98

Vologda Obl.	2	2	2	3	0		0

Irkutsk Obl..	3	4	3	6	1226		15389

Kemerovo Obl.	1	1	1	1	0		0

Krasnodar Krai	1	1	3	3	0		0

Leningrad Obl.	1	1	2	2	0		0

Lipetsk Obl.	1	1	2	1	48646		0

Moscow city	13	23	20	43	219		150687

Moscow Obl..	2	1	5	4	0		0

Primorsky Krai	1	1	1	1	13677		16408

Rostov Obl..	1	1	1	1	0		0

St. Petersburg	-	6	-	13	0		46353

Saratov Obl.	-	1	-	1	0		0

Sverdlovsk Obl..	1	4	5	11	702		6244

Rep. of Udmurtia.	2	2	2	4	14797		12592

OPERU-2	4	5	16	21	2206		238391

Total	33	54	64	115	37855		486064

*CBR data



�The accelerated growth in OFBUs’ assets takes place on the background of the slowdown of the dynamics of PIF’s development. For the five months 1998, due to the crisis in the financial market, the amount of PIFs’ net assets  slid from Rb. 248.6 mn. to 239.7 mn., and after a slow increase it made up Rb. 268.1 mn. as of 23 July.

The OFBUs’ comparative advantages to  PIFs are more sparing restrictions with regard to formation of  their investment portfolio and less bureaucratized order of their  operations. In addition to that, one of the most crucial advantages of the OFBUs established by the largest credit institutions is such an non- material asset as  the commercial bank’s ( which plays a part of a trust manager)  reputable name. In this sense, PIFs apriori  find themselves in a worse situation. On the other hand, the afore-mentioned softer requirements to the OFBU’s accounting reports may be also regarded as a certain increase in the private investor’s risks.

A high risk for the financial intermediary- an unscrupulous managing institution,- both by an objective data and the population’s subjective estimates, remains rather high. This necessitates an emerging of a system of  private targeted investment in the bonds. Because of a lack of the developed corporate securities market, it is the government bonds which remain a major object for private investment in the securities market.

The inflow of private capital to the GKO market, however, is constrained by  banks’ high commission fees for their services provided for small-size  private investors. At the same time, private investment in OGSZ is constrained by their long term prior to maturity date characteristic of the majority of such issues, given that the commercial banks offer high spreads of quotations of transactions with OGSZ  in the secondary market.

In such a situation, the government Resolution of 12 May 1998 # 439 approved the General Conditions for the issue and quotation of the State Federal Obligations ( GFO). It is provided that a new type of the documentary government securities will be issued. The unregistered form of the issue of such obligations which does not require  a compulsory centralized custody, should increase GFO’s attractiveness for private investors. Contrast to the underdeveloped OGSZ market, GFO will be quoted at MICEX which is a precondition for  reaching  the liquidity level comparable with that of GKO-OFZ. The nominal value of GFO is Rb.1,000. The RF Ministry of Finance  scheduled  the auction on placement the first issue of GFO worth a total of Rb. 7 bn. for the term of 364 days on 29 July.

At the same time, even if the financial market infrastructure were absolutely perfect, the high country risk  attributed to all the financial obligations of the domestic issuers, including the government bonds, still will be inhibiting the process of  conversion of the population’s  monetary savings into  investment.

In the meantime  the credit rating of the most reliable ( domestically) government bonds’ is extremely low, speculative ( B+). At the same time, in compliance with the current national legislation on currency regulation and control, residents practically lack a possibility to invest in more reliable ( foreign) securities with a higher rating ( for example, AAA). That is why at present one can observe a high share of the Russian investors’ ( primarily, physical persons)  inclination to invest in the most conservative instrument not gaining hard- currency interest- cash USD, and that  seems to have rather rational grounds. The largest foreign portfolio investors invest in speculative securities only an insignificant, risky part of their portfolio, and it would be rational to expect the same from the population.

In such a situation an efficient instrument of mobilization of the  private investors’ capital could be domestic securities underwritten by a foreign financial institution which has a credit rating higher than the Russian government’s one. It could be international financial institutions or, for instance, first- class insurance companies which could play a part of such an underwriter.

Such securities might  bear an interest rate lower compared to the  RF government     securities. At the same time  the underwriter’s premium rate might be substantially lower compared with the interest rate on credit resources in the open market. In any case, the amount of the premium  will be lower compared with the interest payments exported from this country in course of servicing the eurobond loans. The major gain on such bonds will be kept in this country, thus not deteriorating the balance of payments.

Should the Russian issuers’ obligations enter this country’s financial market-  and, thanks to non- residents’ underwriting, such securities will have a higher rating compared with the state T-bills and deposits placed in the national commercial banks-(the rating of which is not superior to the general country’s rating), it may become a crucial factor of the growth in the domestic private investment in the national economy and reduction of the “immobilized” part of the population’s savings.

A. Shadrin

�External currency risks of the Russian banking system

��The recent development of the economic situation in Russia once again raised a question regarding the banking system’s stability. The threat of a systematic crisis this time  once again to a high extent is related to the state of affairs in the currency market and exchange rate policy. Due to this, we start to  produce  regular reports highlighting those parameters of the national banking system which are considered  indicators of its  exposure to currency risks. The indices are calculated on the basis of the statistical data published  by the Central Bank of RF (CBR). Unfortunately, the data do not cover the risks related to the transactions in the  future exchange market, which are   shown in the off- balance sheet accounts which comprise various kinds of  banks’ futures. In addition to that, the CBR statistics does not  give an opportunity to estimate an overall amount of the currency risks  bore by the banking sector, since the published data  make it possible to estimate the external component of the net currency assets�, however,  using the data it would be hard to estimate the internal component of the net currency assets.

The Russian banks and, primarily, the Moscow  ones are generally inclined to pursue rather a risky currency policy. However, given that prior to the crisis in the interbanking credit market in summer 1995 their foreign assets exceeded the liabilities towards non- residents over 1.5 times, in 1997 the situation radically changed. The pace of the growth in foreign liabilities was  advancing ( see Fig.1), and since March 1997 the net foreign assets ( difference between foreign assets and liabilities) gained a negative value ( see Fig.2). By  the fall 1997 the risk bore by the banking system due to the excess of the foreign liabilities over the assets reached 20% of the overall capital of the Russian commercial banks calculated by the IMF methodology. Thus, given that in 1995 the devaluation of the national currency was a source of the banks’ revenues and strengthening of the national currency became a factor of the banking crisis, at present the devaluation is extremely perilous for the banking system’s stability.

The crisis in the financial market started in the fall 1997 initially was not accompanied with a drop in the Russian banks’ liabilities towards non- residents: the foreign liabilities in an absolute equivalent have continued to grow by the end of the year  being influenced by the prior commitments. Of the amount of USD 2.5 bn. of the increment in the foreign liabilities during the fourth quarter only one- fourth falls on foreign banks’ consolidated credits.

As a result, by early 1998 the ratio of net foreign assets to capital reached  30%, and that was fluctuating between -20 and -25% during the first months  of 1998. In such conditions, the country’s foreign reserves are of a special importance. The dynamics of the reserves is represented in the Fig.3,4. To estimate the external economic risks, one may use the ratio of monetary mass to foreign reserves., and the dynamics of the index is represented with Fig. 5,6. As an indicator of the monetary mass, we used a sum of the “money” and “quasi- money” indices which cover not only the Ruble component, but  the deposits  nominated in hard currency as well. The dynamics of the monetary mass is not smooth, and the range of fluctuations of the ratio between the monetary mass and foreign reserves is yet higher compared to  that of the reserves per se  : for the last year its minimum value was 298%, while the maximum one- 499%.

One of the indices of sufficiency of foreign reserves for the economy’s functioning-  the ratio between reserves and import- is represented by Fig.7. As the chart shows, in 1998 the reserves will suffice to finance import during a quarter, while foreign currency reserves will suffice to finance import for two months. The banking system’s  net negative foreign assets creates an additional pressure on the CBR’s  foreign currency reserves. The increased demand for foreign currency on the part of banks is taking shape as an objective phenomenon, due to the current structure of their balance sheets. The scale of such a potential pressure has already become rather significant ( see Fig.8). Given that until mid- 1997 the banks’ net foreign liabilities did not exceed 10% of the amount of  foreign reserves, by December 1997 the respective ratio exceeded 40%, and in the first half 1998 fluctuates at the level over 30% ( see Fig.9). At the same time the aforementioned values show only a part of the general picture- the open currency interest is somewhat lower, if we consider the balance of liabilities in hard currency equivalent to residents and  assets nominated in hard currency invested within the country. As long as  our incomplete data is concerned, the internal component of net hard currency  assets was positive, but it has not compensated for  a negative value of net foreign assets.

The reduction in the open currency interest would allow to somewhat decrease the currency risk in the banking system. However, to achieve that, the banks need to increase hard currency assets. Along with diminishing the risks, such a strategy of the banking sector will at the same time objectively lead to an increased demand for foreign currency on the part of the banks and  growing pressure on the CBR’s foreign currency reserves, regardless of speculative incentives. In addition to that, one should also take into consideration the fact that in the conditions of  the financial turmoil in this country, the volume of the banking sector’s  liabilities in foreign currency equivalent itself is a factor of a systematic risk, since should the devaluation happen, there will be a sharply growing risk  of non- recovery of  residents’s  credits nominated in foreign currency.

Fig. 1

Dynamics of the Russian banks’ foreign liabilities and assets between 1997-98
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1-  foreign liabilities

2- foreign assets

Note: the data for 1997 is represented in denominated equivalent

Fig.2

Dynamics of the Russian banks’ net foreign assets between 1997-98
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1-  net foreign assets to capital ( %)

2- net foreign assets to foreign assets ( %)

Fig.3

RF Foreign reserves  between 1997-98, as of the end of the respective period, USD bn.
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1- Gold component, USD.bn. ( USD 300 per troy ounce)

2- Foreign currency reserves, USD bn.

Fig.4

Dynamics of  RF currency  reserves�and value of the domestic debt �between 1997-98, %
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1- change in currency reserves per month, %

2- change in market value of quoted GKO and OFZ, %

Note: capitalization of GKO-OFZ market is calculated of the last price of the trades of the month

Fig. 5

M2 to foreign reserves ratio,%
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Fig.6

Change in M2 to foreign reserves ratio, %
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Fig. 7

Sufficiency of import with foreign �reserves, month
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1- Sufficiency of the import with  foreign currency reserves component, month

2- Sufficiency of import with foreign reserves, month

Note: the currency  sufficiency of import is calculated as a ratio of reserves  as of the end of the month to the volume of import with the account of non- organized trade per month

Fig. 8

Balance of foreign liabilities and assets of banks and RF foreign reserves 
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1- net foreign liabilities ( difference between foreign liabilities and assets)

2- foreign reserves

Fig.9

Net foreign liabilities of the Russian banks �to foreign reserves ( %)
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M. Matovnikov, L. Mikhailov, L. Sycheva,� E. Timofeev

�IET Monthly Industrial Trends Inquiry, July 1998

�The results of the last monthly inquiry on heads of 999 industrial enterprises held  in compliance with the European harmonized methodology showed a further deterioration of the state of affairs in the Russian industry.

�LINK Excel.Sheet.5 "C:\\TS\\BS\\TEXT\\1998\\TAB.XLS" "GRAPHS![TAB.XLS]GRAPHS Äèàãð. 19" \a \p���

The intensity of reduction in effective demand  practically  did not change in July. The balance ( up- down) is the worst for the last one and half years. The absolute rise in the demand (positive balance) is noted only in the industry of construction materials, while in other industry branches the balances are negative and differ from zero level substantially.

�LINK Excel.Sheet.5 "C:\\TS\\BS\\TEXT\\1998\\TAB.XLS" "GRAPHS![TAB.XLS]GRAPHS Äèàãð. 20" \a \p���

The decline in industrial output continues for the third month running. The balance (up- down) slid by 33 points for the period in question. In July 45% of enterprises reported the reduction in their output, while between March to April the share of such replies made up 22%. The production decline was registered in all the industry branches except for the construction industry/ The reduction in output is most intensive  in the light and machine- building sectors.

An absolute reduction in producer price for industrial products continues for 6 months. None of the sectors reported a positive balance ( price rise) in July. The  downfall of prices was most intensive in metallurgy, food and machine- building sectors.

At present the volume of finished products in stock by the industry on the whole practically do not change, however, the picture differs from the sector to sector. A substantial growth in the  respective volume has been registered in the non- ferrous metallurgy, petrochemicals and food industry. Other industry branches reported a decrease in their stock which was most  notable in the wood- working sector.

The surplus of the stock of finished products in the national industry has remained since April.  On the level of industry branch, the surplus in  the stock was registered  in the non- ferrous metallurgy ( +26%), food ( +15%), machine- building (+9%) and  petrochemical(+5%)  industry branches, while  the “below norm” estimations prevail in the other sectors.
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In 1998 the rise in production costs has stabilized, and the respective balance stands still at the level of +15%, and 58% of enterprises reported that this index  remained unchanged. In July an absolute decrease (negative balance) was registered in the non- ferrous metallurgy and industry of construction materials, while the rise was most intensive in the light industry.

The forecasts of a change in output practically have not changed. The balance of expectations is positive, being slightly different from zero level though, and it remains the worst value reported since early 1997. Negative  balance was reported only by the non- ferrous metallurgy and food industry.

The forecasts of  change in pricing continue to fall. The expectations of a price downfall ( negative balance) continue to prevail in the industry for the second month running. The positive balance ( price rise) was reported by the non- ferrous metallurgy, construction industry and food industry. The most substantial fall of prices may become possible in the ferrous metallurgy and petrochemicals.

The forecasts of  change in demand became zero: the share of “up” responses is  counterbalanced by the share of “down” ones, and 60% of enterprises envisage that the volume of demand  for their products  should not change. The branches’ balances are mostly positive and slightly different from  zero level. The negative balances of expectations were reported only by the non- ferrous metallurgy and machine building.

The forecasts of change in employment dropped by 16 points during July and became the worst value for the last one and half years. Expectations of reduction in personnel prevail in all the industry branches, and they are most probable in metallurgy, petrochemical sector and wood- working industry.

S. Tsoukhlo

�

Situation in the defense sector

�According to the data of Goskomstat of RF, in the Ist half 1998 the output in the  defense sector grew by 3.9% compared with the respective period of the prior year, including the growth in output of electronic equipment- at 9.2%, medical equipment- at 23.2%, civil ship building- 9.1%, civil space articles- 3.6%.

The  enterprises in the defense sector steadily increase the output of equipment for fuel and energy sector’s branches, and it is envisaged that by the end of this year the increment in the output should make up 8%. The increment in the output of technological equipment for  the processing branches of the agro-industrial complex made up 2.5% compared to its respective period of 1997, while with regard to trade and public catering enterprises the respective index made up 2.5 and 8.1%, respectively.

Upon a long decline of the output of consumer goods, since  the IIIrd quarter 1997 one has observed a gradual recovery of the positive dynamics of output. During the Ist half 1998 the increment in output of non- food consumer goods in the defense enterprises made up 3.4%. The production of home appliances- refrigerators, freezers, washing machines and TV- sets with the use of imported assembly parts is growing intensively.)

Considering the production dynamics, one should not forget that a significant number of defense enterprises which have not had an opportunity to complete their conversion and develop the output of civil goods, find themselves in a very complicated financial situation. According to the results of the Ist half 1998, the credit liability to defense enterprises exceeded the volume of debit liability 2.1 times, and as of 1 may 1998 395  companies in the defense sector were  insolvent. Taking into account the fact that  the majority of such enterprises are dominant in their cities, such a situation may lead to a growth in social tension in the regions. hence, one of the actual problems becomes promoting reforms in the defense  sector in compliance with the Federal Targeted Program of Defense Industry Restructuring and Conversion for 1998- 2000 adopted  by the RF government Resolution of 24 June 1998.

With the current specifics of the Russian economy’s structure, one of the factors which might  encourage a renewal of the output of high- tech, competitive products could become a stable and large- scale financing of investment projects with regard to conversion of the defense enterprises. However, due to some objective reasons, the financing of this activity  was extremely poor during the last five years.

In 1995 and 1996 the volume of earmarked financial resources made up, respectively, 22.5% and 11%   of the volume of budgetary allocations. In 1997 the conversion credit practically was not  earmarked at all, and by  single orders only two enterprises received Rb. 22.55 bn. ( non- denominated) form the Federal budget, which made up 1.5% of the sequestrated budgetary spending for the purpose of conversion. In 1997 conversion programs at 141 enterprises  were not financed  at all, although they were included in the lists of conversion programs approved in a duly way. In addition to that conversion programs at yet 300 enterprises which were in the lists starting from 1993 through 1996 were not financed either.

In the Ist half 1998 the financing of investment programs of conversion on  the return basis was not performed as well. The respective Article of the Federal Budget “ Conversion of the Defense Industry” was financed at Rb. 59.4 mn, or 22.4% of the limit of budgetary allocations of the first half of the year. That allowed to finance the conversed enterprises’ expenditures with regard to a partial reimbursement of their  salaries and wages costs, maintenance of their social infrastructure and unique testing unit base of the sector’s enterprises. The lack of enterprises’ own capital and insufficient state support  result in a systematic growth in the volume of  conservation of the output of  investment products. With the current age structure of means of transportation and persistent need in a renewal of them, the situation in and prospects of the aircraft construction and ship- building sectors are of a  particular interest.

This year the national aircraft- construction companies supplied 12 airplanes and helicopters to their customers. The drop in the production rate at 8.7%  in the Ist half 1998 compared to its respective period of the prior year is attributed to a lack of   resources allocated as per the Federal Budget. The Federal Budget read that Rb. 4.0 bn. were allocated for procurements of the civil aircraft  through leasing. However, a lack of the Federal government’s support has resulted in reduction of the aircraft- construction companies’ production programs and  volume of output  of their suppliers. Such an instability of operations of aircraft- construction companies raises a problem of  the industry branch’s   fulfillment of  its  export contracts with foreign countries, which is a priority in the development  of foreign trade turnover of the national defense sector.

Between January- June 1998  the national  civil ship- building supplied 4 vessels to its customers: tanker with a capacity of 28 thous.t., lumber ship- container ( dead weight 4.6 thous.t.),  dry- cargo ship ( dead weight 4.6 thous.t.), and passenger river vessel with a capacity of 70 persons .One notes a positive dynamics of  development of technical readiness of vessels by  the date of placement of them into operation by late 1998 and  growth in the volume of work by the  cooperation between plants. It should be noted, however, that the building of new vessels takes place on the background of a sharp drop in effective demand of customers and increase of their refusals to prolong respective contracts. Notably enough, in such a complicated situation the ship- building companies don to reduce the volume of their work, but even expand their operations at the expense of their own resources in a hope to find a customer for  the finished ships  or in the course of building those. 

One of the main factors which determine a growth in a number of currently built vessels by all the ship- building companies up to 45 units is  the growth in export supplies of ships. In 1998 14 vessels will be supplied to foreign customers. The export in the ship- building  industry branch makes up  a. 5.9% of the export of civil products in the defense sector as a whole and provides employment of qualified labor force as well as allows to accumulate an experience in the international ship- building market, both in terms of production technology and financial and business operations.

O.Izryadnova

�Foreign trade

�The state of affairs in the international markets remains very unfavorable for the Russian exporters. During the last decade of May the rate of the drop in international prices for gas reduced, one noted a trend to a price rise for oil and derivatives at commodity exchanges, however, in early June a sharp price downfall took place which has resulted  in a new record in the minimum pricing for oil for the last decade- under USD 12 per barrel of crude oil.

The bearing trend have dominated in the market of main non- ferrous metals, with the exception of  tin. Compared to April, the drop rate in average monthly quotations at the International Metal Exchange made up 3% by lead and zinc,  4% by aluminum and copper, and 7%- by nickel.

As to the factors which constrain dynamics of the export of ferrous metals, one should note the Russian exporters’ partial  loss of the international sales markets for their products and antidumping measures undertaken by a number of foreign countries aimed at limiting the importation of the Russian ferrous metals.

�As a result, between January- May 1998 the trend to a reduction in the volume of Russia’s trade with foreign countries remained unchanged, however, the pace of the drop in the volume of the trade slightly slowed down. According to the data of Goskomstat,  between January- May 1998 the foreign trade turnover made up USD 56.5 bn., or 95.9% of the level of its respective period in 1997, including export- 29.6 bn. ( 86.5%), import- 26.9 bn. ( 108.9%). Under the impact of the growth in imports and drop in exports,  between January- May the positive trade balance  slid to USD 2.7 bn. against USD 9.5 bn. reported for the respective period 1997.



�

�It is non- CIS states which still remain Russia’s major  trade partners: their share in the Russian foreign trade turnover is accounted for a. 75%. between January- May the Russian export to those countries reduced by 18.9% and made up USD 21.9 bn., while the import grew by 7.7% and made up 19.5 bn. Russia’s foreign trade turnover with the CIS states grew insignificantly- by 0.7%. That became possible thanks to the 3% growth in import, while the volume of export supplies dropped by 1.4%.

The problem of payment for  Russia’s supplies of gas to this country’s partners in the CIS was raised once again. This time, Moldova was requested to urgently elaborate an agreement on its debt (amounted to USD 215 mn.)l restructuring until the end of July and reduce its consumption of gas at 50% .

In order to stabilized the national balance of payments equilibrium, the government adopted Resolution # 791 of 17.07.98, in compliance with which since 15 August 1998 until 31 December 1998 the 3% additional import customs duty is imposed on all the goods imported to the RF customs territory from all of the countries with the exception of the goods with the origin from the states-  participants in the  Customs Alliance agreements. The additional import customs duty is subject to collection to the Federal budget, and it will be imposed in addition to the current import customs duties rates.

In addition to that, since 1 August Russia introduces special customs duties to be imposed on  white sugar (20%) and unrefined sugar (74%). Considering the increase in basic  duty rate (25% on white sugar and 1% on unrefined sugar) at 3%, the final  rate of  the customs duties will made up 48% and 78%, respectively. According to the data of the Union of Sugar producers of Russia, the surplus of sugar in the domestic market is currently estimated at the level of over 800 thous. t. and   that continue to grow. It is notable that the respective growth takes place  mostly at the expense  of  production of sugar from imported unrefined sugar. Between January- June 1998 the supplies of the latter to the Russian sugar- refining plants made up 3.1 mn.t., given that the annual need in that does not exceed 2.5 mn.t. 

N. Volovik, N.Leonova

�Reform of the national healthcare system: specifying �the government guarantees

�A balance between the guarantees of provision medical services to the population and the financial resources of the state is a priority in reforming the national healthcare system. The Concept of Development of Healthcare and Medical Science in the Russian Federation adopted by the  RF Government’s Resolution # 1387 of 5 November 1997 reads that the instrument for a resolution of this problem is an adoption of the Program of State Guarantees on Provision  of the citizens of the Russian Federation with a free medical treatment. Such a program should identify   those kinds of free medical treatment which would be provided to the population, state  a volume of medical services necessary for fulfilling the guarantees and normatives with regard to financial provisions of those.

On 2 July 1998 a draft of the Program was approved by the RF Government. The program does not introduce changes in the list of those kinds of medical treatment which should be provided to the population  for free. In order to get the government’s resource potential  and  these guarantees balanced, it is intended to introduce drastic changes in the structure of medical services in favor of less resource- intensive kinds of those. It is  envisaged to cut  down the volume of medical treatment in hospitals  by 18.5% and  provide the respective treatment in daily facilities of hospitals and polyclinics. Should such structural shifts be accomplished, it would allow to keep the current constitutional guarantees of the free medical services in full, given that the public financing of healthcare would remain on the level of 1997.

The Program, however, have two major defects. Firstly, it is evident that such a significant shift in favor of hospital- substituting technologies will be time consuming and requires additional investment. The program does not comprise an analysis of technological, economic and political possibilities for an implementation of the desired structural changes in the foreseeable perspective. Secondly, the Program  lacks financial normatives and financial and economic mechanisms of provision of the stipulated guaranties. Initial drafts of the Program elaborated by the RF Ministry of Health provided an introduction of per  head  cost normatives for providing the population with a set volume of medical services. Such normatives should have been used in the computation of interbudgetary transfers. However, due to a strictly negative stand of the RF Ministry of Finance on this issue, the financial normatives were excluded from the draft of the Program.

That to a large extent decreases a significance of the adoption of the program, but does not eliminate its importance. The Program is a first step in specifying the government guarantees in the sphere of healthcare. For the first time  the program identifies normatives of the volume of medical services. The Program’s defects might be corrected in course of revision of that, which should happen every year.

The history of the elaboration of the Program shows that, unfortunately, the practice of separate resolution of problems related to setting up social guarantees and financial provision of those is still in force. In a week before considering the Program, the RF Government  submitted  a package of  bills to the State Duma within the framework of implementation of the anticrisis program. The package comprised a proposal to reduce the tariff rate of the contribution to the compulsory medical insurance from 3.6% to 2.0% of the salaries and wages fund. Should such a change  be approved, the normatives of the volume of medical services provided by the Program of state guarantees would automatically become invalid, because of insufficient financing of those.

S. Shishkin

�

� Net currency assets- the balance of assets and liabilities in hard currency equivalent: those may be divided into two elements: external component- balance of assets placed beyond the country’s borders (foreign assets) and liabilities to non- residents (foreign liabilities), while the external component is the balance of assets in hard currency placed within the country and liabilities to residents nominated in hard currency.
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