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�
State Budget





�
The outcome of the budget’s execution in a few last months allows to draw the following conclusions. First, a more heavy fiscal pressure of tax agencies made itself felt what resulted in increasing budgetary tax revenues (see Table 1). Second, at the same time budgetary expenditures grew and due to this fact the budgetary deficit limit stipulated by the law (3.86 per cent of the GDP) was exceeded monthly by 5 to 8 per cent of its amount (see Table 2). Simultaneously, there was noted a perceptible increase in tax arrears (see Table 3).


In case the public debt servicing is included in the calculations, it increases the secondary budget deficit, according to our estimates, up to 6.47 per cent of the GDP in July and up to 7.12 per cent of the GDP in August.


�



Table 1. Execution of the federal budget of Russia in 1995 through  January - August of 1996 (in % of GDP)�
�
�
1995 �
1.02.96�
1.03.96�
1.04.96�
1.05.96�
1.06.96 �
1.07.96 �
1.08.96 �
1.09.96*�
�
Revenue �
�
�
�
�
�
�
�
�
�
�
Profit tax�
2,47�
0,94�
0,94�
1,11�
1,27�
1,28�
1,34�
1,34�
�
�
Personal income tax�
0,2�
0,19�
0,2�
0,21�
0,22�
0,21�
0,22�
0,22�
�
�
VAT, special tax, excise taxes�
5,81�
4,6�
4,42�
4,64�
4,59�
4,52�
4,71�
5,06�
�
�
Taxes on foreign trade and foreign economic activities�
1,46�
0,92�
0,98�
1,33�
1,27�
1,24�
1,29�
1,18�
�
�
Other taxes, dues and payments�
0,34�
0,13�
0,17�
0,15�
0,16�
0,16�
0,17�
0,18�
�
�
Overall taxes and payments�
10,28�
6,78�
6,71�
7,44�
7,51�
7,41�
7,73�
7,98�
8,1�
�
Non-tax revenue�
3,4�
1,11�
1,78�
1,69�
1,08�
1,73�
2,23�
2,94�
�
�
Overall revenues�
13,68�
7,89�
8,49�
9,86�
9,37�
9,96�
10,79�
10,92�
11,89�
�
Outlays�
�
�
�
�
�
�
�
�
�
�
State administration�
0,27�
0,09�
0,29�
0,33�
0,33�
0,28�
0,33�
0,33�
�
�
International activity�
1,3�
0,68�
0,64�
0,62�
0,62�
0,61�
0,68�
0,69�
�
�
National defense and law enforcement activity�
4,03�
2,39�
3,44�
3,6�
4,17�
4,05�
4,03�
3,97�
�
�
Fundamental research �
0,29�
0,04�
0,24�
0,26�
0,32�
0,28�
0,28�
0,28�
�
�
Services to the national economy�
2,18�
1,19�
1,63�
1,46�
1,61�
1,63�
1,61�
1,53�
�
�
Social services�
1,12�
0,52�
0,96�
1,19�
1,41�
1,45�
1,51�
1,40�
�
�
Servicing of the public debt�
1,5�
1,5�
1,27�
1,54�
1,36�
2,26�
2,09�
2,07�
�
�
Aid to other levels of administration�
1,76�
0,2�
1,23�
1,66�
1,53�
1,50�
1,45�
1,44�
�
�
Other expenditure�
2,79�
0,49�
0,78�
1,38�
1,22�
1,36�
1,7�
1,95�
�
�
Overall outlays�
15,24�
7,1�
10,48�
12,04�
12,57�
13,42�
13,68�
13,66�
�
�
Loans minus repayments�
1,37�
2,26�
0,81�
1,19�
1,15�
0,87�
1,13�
1,33�
�
�
Expenditures and loans minus repayments�
16,61�
9,36�
11,29�
13,24�
13,72�
14,29�
14,81�
14,99�
16,41�
�
Memorandum: GDP (Rub. trillion)�
1659,2�
166�
322�
508�
691�
876�
1066�
1260�
1403�
�
	* Preliminary data


	Source: Finance Ministry of RF.





Table 2. Federal Budget Deficit in 1996. �
�
�
1995 �
1.02.96�
1.03.96�
1.04.96�
1.05.96�
1.06.96 �
1.07.96 �
1.08.96 �
1.09.96*�
�
Budget deficit�
-2,94�
-1,48�
-2,8�
-3,37�
-4,35�
-4,32�
-4,01�
-4,07�
-4,52�
�
Total financing, including�
2,94�
1,48�
2,8�
3,37�
4,35�
4,32�
4,01�
4,07�
4,52�
�
     internal financing�
1,41�
0,57�
1,69�
2,34�
2,34�
1,94�
2,19�
1,95�
2,43�
�
     external financing�
1,53�
0,91�
1,12�
1,03�
2,01�
2,38�
1,82�
2,12�
2,09�
�
	* Preliminary data


	Source: Finance Ministry of RF





Table 3. Tax arrears of the Federal budget in January through August of 1996 (in % of GDP in respective months)�
�
�
January �
January-February �
January-March�
January-April�
January - May�
January - June�
January- July�
January - August�
�
VAT arrears�
14,41�
15,84�
14,46�
16,90�
18,03�
17,7�
18,54�
26,32�
�
Profit tax arrears�
3,98�
4,05�
3,39�
5,41�
5,39�
5,16�
4,32�
6,58�
�
Total tax arrears�
26,78�
29,37�
26,01�
32,21�
33,16�
32,33�
32,23�
46,02�
�
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�
Against the background of increasing deficit of local budgets, the Federal budgetary deficit relatively diminished. An outcome was that indicators of the consolidated budget were changing at a somewhat slower pace.


In January through August tax arrears of the Federal budget increased and made 46.03 per cent; it is more than last month figures by 14 per cent of the GDP. The budgetary deficit (providing tax arrears increase at 1995 rates) would make 3.37 per cent of the GDP.


S. Synelnikov-Murylev, S. Batkibekov �S. Titov


�
Monetary Policy





�
In August 1996 the consumer price index dropped by 0.2%. This was caused not only by rigid monetary policy, but also by the season factors. During eight months of 1996 the total consumer price increase has amounted to 16.2%, average CPI pace– 1.9% per month. The level of inflation will not exceed 0.4 – 0.5% (4.9 – 6.2% annualized) in September. Season factors as well as producer price index tendency imply that CPI growth will accelerate to 1 – 1.3% a month by the end of the year. In this case annual inflation in 1996 will be 20 – 22%.


Money and Foreign Currency Markets. 


The market for GKO-OFZ. 


In August – September 1996 the tendency of decrease in GKO yields continued at the secondary market. The average weighted yield declined from 95 – 100% annualized (1.5 – 2% weekly) at the beginning of August to 65 – 70% a year (about 1% a week) by the end of September. This increase of GKO yields occurred was caused by the increase of political risks due to B. Yeltsin’s decease. According to our estimates the GKO yields will be equal to 70 – 75% a year (7 – 8% a month) at the beginning of October.


The secondary market turnovers remained at a high level of 13 – 16 trillion rubles per week (see fig. 1). In August the total turnover summed up to 66.7 trillion rubles. In September a decrease of this indicator is expected to be 62 – 64 trillion rubles through the month.


In September 1996 four primary auctions occurred. 2 issues of three-month GKO, 4 issues of six-month GKO and the additional issue of OFZ 24003 were placed at the market. The total volume of placing amounted to 46.5 trillion rubles at the average yield to maturity 74.88% annualized. At the auctions dealers’ demand was not satisfied by 36.1 trillion rubles. This conformed to 51% of initial orders. As a result of the auctions the Ministry of Finance gained 34.4 trillion rubles. 


It is necessary to note that the volume of redemption of previous GKO issues is increasing. So, in August 1996 there was cleared off securities by the sum of 23.45 trillion rubles, in September – by the sum of 25.09 trillion rubles. In October these expenditures will grow up to 27.5 trillion rubles. It is unlikely that the yield will go down to the level desired by the Russian Government.


Interbank credit market. In September 1996 there was an excess supply of resources for lending versus demand for borrowing at the IBC market. The tendency of interest rates decrease for loans with all kinds of


�
Figure 2.


�





�
terms has continued. The total volume of interbank loans slightly declined (see tab. 1). The share of overnight loans increased from 63% in August to 78% in September.


Foreign exchange market. In August 1996 official exchange rate of US dollar increased from 5191 to 5348 rubles per dollar. It is 3% a month, or 42.6% annualized. The MICEX US dollar exchange rate grew up by 3.14% (from 5189 to 5352 rubles per dollar), the interbank exchange rate – by 2.95% (from 5210 to 5364 rubles per dollar). The official,  MICEX and interbank US dollar exchange rate dynamics in August – September 1996 are depicted in Fig. 3.


In August 1996 the MICEX gross turnover declined by 31% in comparison with July and it amounted to 1150 billion rubles per month. In September turnover will continue to decrease. In September, according to our assessments, official exchange rate of ruble will decrease by 0.9 – 1%, up to 5400 rubles per dollar. The MICEX exchange rate will fall by 1 – 1.1% (to 5410 rubles per dollar), the interbank exchange rate – by about 1%, to 5420 rubles per dollar.


�
Figure 3.
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Table 4. Indicators of Financial Markets.�
�
month�
June�
July�
August�
September*�
�
inflation rate (a month)�
1.2%�
0.7%�
–0.2%�
0.4 – 0.5%�
�
annualized inflation rate by the month’s tendency�
15.4%�
8.7%�
–2.4%�
4.9 – 6.2%�
�
the RCB refinancing rate�
120%�
110%�
80%�
80%�
�
interest rate on deposits in Moscow Sberbank for one month (end of the month)�
48%�
48%�
48%�
48%�
�
auction yield on three-month GKO (end of the month)�
324.3%�
98.89%�
63.18%�
69.58%�
�
auction yield on six-month GKO (end of the month)�
112.2%�
116.1%�
74.34%�
94.00%�
�
auction yield on OFZ (end of the month)�
226.2%�
129.1%�
139.58%�
91.07%�
�
auction yield on OGSZ (end of the month)�
156.2%�
156.2%�
156.17%�
75.66%�
�
annualized GKO yield to maturity:�
�
�
�
�
�
less than 1 month�
121%�
61.6%�
40.2%�
45%�
�
1-3 months�
184.7%�
72.3%�
63.5%�
60%�
�
3-6 months�
238%�
97.3%�
94.0%�
80%�
�
average yield on all issues�
200.5%�
86.3%�
80.9%�
70%�
�
annualized yield to maturity on OFZ issues�
�
�
�
�
�
2 tranche�
116.9%�
–�
–�
–�
�
3 tranche�
196.5%�
95.86�
91.49%�
87%�
�
4 tranche�
215.7%�
105.39�
93.37%�
88%�
�
5 tranche�
1049%�
111.23�
175.54%�
685%�
�
6 tranche�
369.0%�
427.86�
163.10%�
127%�
�
7 tranche�
165.3%�
114.85�
446.16%�
165%�
�
8 tranche�
–�
116.34�
174.77%�
440%�
�
turnover of GKO-OFZ market a month (billion rubles)�
55980�
58480�
66731�
63000�
�
the overall value of outstanding  GKO–OFZ (trillion rubles)�
154.8�
171.5�
188.2�
210�
�
nominal surplus of the overall value of outstanding  GKO–OFZ compared to the previous month�
18.1%�
11.1%�
9.7%�
11.6%�
�
IBC – INSTAR rate (annual %) on loans by the end of the month:�
�
�
�
�
�
1 week�
68%�
61.8%�
36.85%�
50%�
�
2 weeks�
58.4%�
75.4%�
40.32%�
40%�
�
1 month�
71.4%�
52.3%�
70.00%�
60%�
�
turnover of IBC market a month (billion rubles)�
13924�
20311�
29609�
25000�
�
effective yield on Vnesheconombank’s bonds , USD:�
�
�
�
�
�
3 tranche�
16.71%�
15.99%�
14.1%�
13.5%�
�
4 tranche�
19.68%�
17.61%�
15.7%�
15.0%�
�
5 tranche�
18.37%�
16.80%�
16.0%�
15.6%�
�
6 tranche�
19.66%�
17.19%�
15.5%�
15.5%�
�
7 tranche�
18.32%�
17.47%�
15.5%�
15.4%�
�
official exchange rate of ruble per US dollar by the end of the month�
5097�
5191�
5348�
5400�
�
official exchange rate of ruble per DM by the end of the month�
3370�
3542�
3535�
3585�
�
average annualized exchange rate of ruble per US dollar growth�
21.8%�
24.5%�
42.6%�
12.3%�
�
average annualized exchange rate of ruble per DM growth�
21.8%�
81.7%�
34.5%�
18.4%�
�
gross turnover at the currency exchange market a month (billion rubles)�
2203�
1670


�
1150�
1050 – 1100�
�
*/ estimate


Arkhipov S.A., Drobyshevsky S.M.


Investment Processes in the Real Sector





�
In January through August the total amount of investment into fixed assets made Rub. 188 trillion (that is 13.4 per cent of the GDP) decreasing by 17 per cent in comparison to the same period in the last year. The amount of investment into the construction of productional facilities decreased by 18 per cent as compared to 1995 figures in January through August. Construction, expansion, reconstruction and technical modernization of productional facilities absorbed Rub. 109 trillion what makes 7.8 per cent of the GDP volume.


The persisting unfavorable situation of the investment sphere aggravated problems of fixed assets reproduction. A long-term decrease in the scope of investment led to hoarding of physically and morally depreciated fixed assets made worthless by the crisis: less than 50 per cent of the total fixed assets in industry correspond to the demand pattern.


In January through August of 1996 Rub 79 trillion (42 per cent of the total investment) were assigned for construction of social facilities. Lowering business activity in the social and civil construction caused a slowdown in housing construction pace. While in the first quarter of this year an increase made 3 per cent as compared to the same period of the last year, the second quarter experienced a decelerating rate of housing floor space commissioning; total housing space made 15.2 million m2 (98 per cent of the totals in the same period of the last year) in January through August. In the civil construction the share of space in the state ownership made 17 per cent of the total commissioned living space. A factor decreasing the deceleration of the civil construction rates was a persistent activity of private capital; its share made more than one third of the total housing construction completed in this year.


A sharp decrease in the scope of investment financed from the Federal budget negatively affected the investment market. In seven months of this year only Rub. 6.9 trillion were invested by the state (20.7 per cent of the year target); the conversion program received 2.3 per cent of the planned investment. Only 3 per cent of the year targets set by the program of investment on tender basis were financed; this line of activity practically ceased to exist. These developments destabilized the investment market even more since they undermined confidence of private investors.





�
Table 5


Major Macroeconomic Indicators Dynamics 


(in % of the same period in the last year)


�
January�
January -February�
January - March�
January - April�
January - May�
January - June�
January - July�
January - August�
�
GDP�
97,0�
97,0�
97,0�
97,0�
97,0�
95,0�
95,0�
94,0�
�
Industry�
95,0�
95,0�
96,0�
96,8�
96,0�
96,0�
95,0�
95,0�
�
Investment�
90,0�
90,0�
90,0�
90,0�
88,0�
86,0�
85,0�
83,0�
�
    including:�
-�
-�
-�
-�
-�
-�
-�
-�
�
productional facilities�
-�
-�
86,0�
-�
-�
83,0�
83,0�
82,0�
�
non-productional facilities�
-�
-�
95,0�
-�
-�
86,0�
95,0�
85,0�
�
housing completed�
101,0�
104,0�
103,0�
103,0�
96,0�
99,6�
95,0�
98,0�
�
Price indices for:   *)�
�
�
�
�
�
�
�
�
�
   finished products:�
103,3�
102,8�
102,6�
102,3�
101,1�
101,6�
101,2�
102,1�
�
   resources purchased�
101,2�
102,2�
104,0�
102,6�
101,4�
101,1�
101,1�
-�
�
   capital investment�
106,9�
103,9�
103,8�
103,1�
102,5�
103,5�
102,2�
-�
�
   building and assembly works�
107,7�
103,9�
104,0�
103,3�
102,7�
104,2�
102,9�
-�
�
*) - in % of the previous month


Source: RF Goskomstat


O. Izryadnova


Business Situation in Industry





�
Enterprises estimated that a decrease in solvent demand (increase minus decrease) decelerated by 6 points in September. A growth of this indicator value made 27 points in the industry as a whole as compared to the worst month of 1996 (February). The most substantial decrease in the demand balance was registered in September in woodworking complex (14 points), and food industry experienced an increase by 18 points.


Estimations of solvent demand became better in the course of the month (from -91 per cent to -87 per cent). Enterprises in metallurgy, construction and light industry contributed heavily in the growth of this indicator value. Other industries experienced an increasing lack of demand.


Enterprises reported that the rate of industrial downfall remained practically unchanged in the course of the month. Dynamics across industries fluctuated from a 29 points increase in the pace of industrial contraction (woodworking complex) to its decrease by 7 points (light industry).


Estimates of output volumes were by 4 points better in September mostly due to metallurgic plants’ reports. Information on a decrease in estimates was received from woodworking complex (31 points), from food industry (15 points) and from construction (8 points).


A faster growth of prices is registered in surveys for the second month in a row. In September prices in industry grew by 4 points faster than in August. The minimal increase in prices was registered in surveys made in June and in July. A decelerating price growth was reported only by enterprises in engineering, construction and food industry.


Finished stocks estimates remained practically the same in September. An outcome of this was a moderate constant surplus of finished stocks across industries. The largest stocks were reported by enterprises in woodworking industry (+25 per cent). In other branches surplus is below +7 per cent. Only petrochemical industry experienced a lack of finished stocks (-7 per cent).


Estimates of output became negative as the number of enterprises expecting a decrease in their output once again exceeded the number of enterprises where a growth of output is expected. Positive forecasts are registered only in light and food industries. The most pessimistic expectations were registered in construction (-51 per cent).


Growing inflatory expectations were registered for the second month in a row. In September forecasts showed an increase by 3 points. Only enterprises in engineering, ferrous metallurgy and construction reported on a probable deceleration of price growth. The highest rate of price increase is expected in food industry (+56 per cent) and the most moderate rate is reckoned upon in woodworking complex (+4 per cent).


The balance of expected changes in demand fluctuated around zero over last three months as industrial enterprises on the whole prognosticated it to remain constant. The most pessimistic forecasts were reported in construction (-65 per cent) and the most optimistic ones were registered in non-ferrous metallurgy (+29 per cent) and in food industry (+22 per cent).


S. Tsukhlo


�
Foreign Trade





�
The Russian foreign trade turnover continued to grow at a fast rate. According to the RF Goskomstat reports, the foreign trade turnover (unorganized trade including) made $ 84.7 billion, or by 9 per cent more than figures registered in the same period of the last year. Exports grew by 8 per cent, imports increased by 11 per cent. Trade surplus made $ 13.5 billion.


A positive trend was registered in trade with products of the Russian engineering as their export grew by 14.1 per cent in January through July (a 18.5 per cent increase in trade with countries outside the former Soviet Union). In January through July a majority of Russia’s staple products was exported in quantities exceeding figures registered in the same period of 1995.


Fig. 5


�
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�
The trend towards growing imports from the CIS member countries persisted as imports from countries outside the former Soviet Union stabilized. Higher rates of food purchases typical for the last year were replaced with a substantial decrease in imports (butter, canned meat, tea, chocolate products) accompanied by a fall in imports of furniture, footwear and clothes what was caused by low solvent demand of populace and saturation of the Russian market with these products. Individuals imported products evaluated at $ 8.1 billion in January through July. In January through August of 1996 trade balance of Russia vis-а-vis the CIS member countries remained negative and made about $ 1 billion.


In a short-time outlook some decrease in imports may be expected especially taking into account planned introduction of import quotas for a number of food products purchased in the countries of the former Soviet Union. Besides, since prices in the CIS countries grow at a higher rate, Russian importers successfully re-orient towards Western markets (especially in consumer goods imports) what is confirmed by the recently published by EU data on mutual trade between these two integration unions.


S. Prikhodko


�
Capitalization of the Russian Securities Market





�
Capitalization is one of the major indicators which characterizes the scope of the market and the economy as a whole. While at end-1993 this indicator made about $ 300 million (very approximately; according to some estimates), in September of 1994 when the Russian market experienced a peak of foreign investors’ activity it made $ 40 to $ 42 billion. A long-term downward trend (with traditional summer “seasonal” fluctuations) was reversed in April of 1996; a gradual growth was registered which by July resulted in the double market amount (what concerns “blue chips” and the most liquid corporate securities of the “second echelon” at least). In the second half of July through September of 1996 a downward trend with insignificant fluctuations became typical again.


This unstable situation was typical for the market as a whole in 1996 (January through September). While in January through May of 1996 an average weekly amount of trade outside exchanges was about Rub. 100 billion, in the second half of June through the first half of July it experienced a surge up to Rub. 850 billion a week (i.e. about $ 35 million a day). In this case a direct impact of the Russian Presidential elections is perceptible, however, is spite of numerous forecasts a further decrease in trade was typical in July through September.


According to different estimates, the capitalization of 20 largest Russian enterprises made $ 8 to $ 10 billion in May of 1995 and $ 11 to $ 12 billion in May of 1996. Beyond dispute, the leaders are LUKOIL, Gazprom and Unified Energy Systems of Russia. Although experts note a trend towards a smaller share of largest enterprises in the total capitalization, at present, as the data below reveal, this share is rather large: 3 enterprises account for about a half of the total market capitalization.


�
Table 6. Comparative Capitalization of Some Securities Markets 


Market�
Place in the world classification in 1992�
Market value of stocks in % of real GNP in 1994�
Companies in listing in 1994�
Capitalization of market in 1994


(aggregate market value of all listed companies)�
�
�
�
�
Quantity�
% of total�
$ billion�
% of total�
�
USA�
1�
76,2�
7607�
23,3�
5223�
37,0�
�
Japan�
2�
68,3�
2155�
7,0�
3000�
21,3�
�
UK�
3�
90,4�
1646�
5,0�
1152�
8,2�
�
Germany�
4�
7,5�
426�
1,3�
463�
3,3�
�
France�
5�
27,4�
472�
1,5�
456�
3,3�
�
Canada�
6�
42,9�
1124�
3,5�
327�
2,3�
�
Switzerland�
7�
78,3�
215�
0,6�
272�
1,9�
�
Italy�
8�
10,9�
210�
0,6�
136�
1,0�
�
Australia�
9�
45,1�
1070�
3,2�
204�
1,4�
�
9 largest, total�
-�
-�
14925�
46,0�
11233�
79,7�
�
23 largest, total�
-�
-�
17792�
54,7�
12465�
88,4�
�
Emerging securities markets


(32 countries)�
-�
-�
14742�
45,3�
1636�
11,6�
�
TOTAL�
-�
-�
32534�
100�
14101�
100�
�
RUSSIA�
-�
4-5  in  1994


6-7  in  1995 


5-6  in   1996 (estimate)�
about 100  in the Russian Trading System in  1996�
-�
11-12 


for 20 companies with most liquid stocks as in May of  1996 �
-�
�
Sources: author’s estimates for Russia, data of Ya. Mirkin for other countries.





�
The results of a comparative analysis of capitalization in Russia and in other countries are shown in Table 6. According to practically all expert appraisals market capitalization of  “blue chips” at least will steadily increase due to:


- substantial undervaluation of assets;


- disappearing political risks;


- probable inflow of funds from the market of state securities (according to some estimates, even a 10 per cent inflow of funds from this market to the market of corporate securities will ensure a 100 per cent growth in capitalization of the latter);


- increase in investment of global funds;


- lessening risks related to market infrastructure;


- development of a system of collective investors.


For instance, one of “blue chips” companies (Rostelecom) is evaluated by “Renaissance Capital” investment bank at about $ 12 billion. An average international capitalization of an energy producer is $ 400000 per 1 megawatt while “Mosenergo” shows this value at $ 80000 (i.e. a 80 per cent undervaluation as compared to an international standard). A number of other Russian enterprises are below international standards by 95 per cent. (Of course, these data shall be interpreted with reserve. Any such estimate proceeds from a hypothetical assumption of absolutely equal prices for companies having equal assets (both in qualitative and quantitative terms) independent on their location in the world).


“Capitalization/revenue” ratio of “Mosenergo” is 2, “GAZ” reports this value to be below 1; it means that hypothetically “Mosenergo” and “GAZ” could be bought for the amount of a two-year and less than one-year revenues, accordingly. As per “Salomon Brothers” estimates, Russia’s oil-extracting companies are undervalued by 2 times (even taking into account such unfavorable aspects as taxation, prices and others which are typical for this branch of the economy). By year 2000 market capitalization of Russian oil companies may increase by 4.5 to 5 times.


A. Radygin


�
On Draft Federal Budget of 1997





�
Outcome of five years of economic reforms. In the process of gradual degradation of instruments and levers used by the command-and-hierarchic system to run the economy, by early nineties the state proved to be unable to centralize resources necessary for financing of the state spending. An outcome was that falling budgetary revenues made large state expenditures impossible.


In 1992 through 1995 the country’s financial system has been at the stage of an initial adaptation to functioning in  market conditions (see Table 7). An analysis of state spending dynamics (in per cent of the GDP; extrabudgetary funds included) reveals that they fell almost twofold. The most severe decline in expenditure was experienced by defense, national economy� and science.


The share of spending within the consolidated budget for state administration, law enforcement activities and social items remained at the same level. Than why the crisis in the social sphere?


In order to answer this question the different rigidity of individual expenditure items shall be taken into account. As the scope of economy shrinks, it is relatively easy to scale down such types of spending. Thus, the amount of price subsidies is determined by subsidy amount per commodity piece and by the volume of output or sales volume of respective products. The same is true for expenditure for defense; it may be scaled down as volumes of output and purchases of weapons diminish and troop strength is reduced. Spending for state administration, especially that for sectoral management, also depend considerably on the scope of the economy.


In contradistinction to this, social spending less depend on the scope of economy or state activities directed towards maintenance of defense, law enforcement or national security. Moreover, as economic activity contracts and the above mentioned state activities are scaled down, expenditures of social nature necessarily grow due to objective factors such as payment of unemployment benefits, financing of housing construction for servicemen released from the Army, expenditure for training of discharged workers for new professions, etc.





�
Table 7. Expenditures within Russian Consolidated Budget in 1991 through 1996�
�
�
Expenditures within consolidated budget (% of GDP)�
Real expenditure within consolidated budget (Rub. billions)*�
�
�
1991*�
1992�
1993�
1994�
1995�
1996**�
1991�
1992�
1993�
1994�
1995�
1996�
�
State expenditures and lending minus repayments�
69,4�
73,5�
51�
47�
39,2�
37,7�
1457,4�
1327,4�
834,9�
676,3�
538,1�
491,5�
�
1. State administration�
0,6�
0,6�
0,9�
1,1�
0,7�
0,8�
12,6�
10,8�
14,8�
15,7�
9,6�
10,8�
�
2. National defense�
6,3�
4,7�
4,4�
4,4�
2,9�
2,7�
132,3�
84,9�
72,3�
62,9�
39,8�
35,4�
�
3. Law enforcement activities �
1,5�
1,4�
1,6�
1,8�
1,5�
1,8�
31,5�
25,3�
26,3�
25,7�
20,6�
23,0�
�
4. Science�
0,6�
0,6�
0,6�
0,5�
0,3�
0,3�
12,6�
10,8�
9,9�
7,1�
4,1�
3,8�
�
5. Social and public services, including�
16�
16,8�
18�
18�
15,9�
17,1�
336�
303,4�
292,5�
257,4�
218,2�
223,5�
�
    Education�
�
3,8�
4,3�
4,4�
3,4�
4,0�
�
68,6�
70,7�
62,9�
46,7�
52,2�
�
    Culture, arts and mass media�
�
0,6�
0,6�
0,7�
0,5�
0,5�
�
10,8�
9,9�
10,0�
6,9�
6,4�
�
    Public health and physical culture�
�
2,6�
3,3�
3,1�
2,4�
2,4�
�
47,0�
54,2�
44,3�
32,9�
31,7�
�
    Social security�
�
9,4�
8,9�
8,9�
9,4�
8,4�
�
169,8�
146,3�
127,3�
129,0�
109,4�
�
6. State services rendered to the national economy�
18,3�
26,3�
14�
11�
9�
6,6�
385,14�
475,0�
236,7�
155,8�
123,5�
85,4�
�
7. Other functions, including�
9,33�
6,3�
8�
6,9�
7,2�
7,1�
195,93�
113,8�
131,5�
98,7�
98,8�
92,9�
�
    Other expenditures�
�
2,6�
3,2�
3,3�
2,9�
2,5�
�
47,0�
52,6�
47,2�
39,8�
32,0�
�
    Expenditures for external economic activities�
�
2,3�
3,8�
0,8�
1,3�
0,7�
�
41,5�
62,5�
11,4�
17,8�
8,8�
�
    Expenditures for internal state debt servicing�
�
0,7�
0,6�
2,3�
2�
3,2�
�
12,6�
9,9�
32,9�
27,5�
42,2�
�
    Expenditures for external state debt servicing�
�
0,7�
0,3�
0,5�
0,9�
0,8�
�
12,6�
4,9�
7,1�
12,4�
9,9�
�
8. Lending minus repayments�
16,7�
14,1�
2,3�
3,6�
1,7�
1,3�
351,33�
254,6�
37,8�
51,5�
23,3�
16,7�
�
* Expenditures of the Russian budget and of the USSR budget within Russian territory.


** In the first half-year of 1996.





�
A different conclusion on the real situation of the state finance may be derived from analysis of state spending as calculated in real terms. Table 7 reflects the fact that deflated state expenditure diminished by 2.71 times in 1991 through 1995. At the same time social spending diminished by 1.54 times. Per capita expenditures  were decreasing at about the same rate.


Evaluating real expenditures of the consolidated budget for social purposes, the continuing process of transfer of social infrastructure belonging to enterprises to local authorities and a necessary increase in budgetary outlays shall be taken into account.� Since no growth of social spending is registered, its decline in real terms must be even more dramatic than that shown in Table 7 which does not account for quasi-state social expenditure of enterprises.


In the first half year of 1996 real state spending diminished further by 9 per cent as social spending grew by 2.4 per cent (the fact may be explained by diminishing wage arrears within the budget). These figures give the answer to our question: a crisis situation of the social sphere in Russia is due to a decrease in the respective real state expenditures by 1.5 times. The budgetary contraction was necessary from the viewpoint of stabilization of finance and prevented monetarization of its deficit. On the other hand, it apparently exceeds limits allowing a stable long term balance and economic growth.


What was the reason of such an extensive reduction of state spending and why no necessary restructuring of its expenditure section was done? Scaling down the state interference in the economy is a necessary and inevitable process in all post-socialist countries. Reduction of state spending and consequently lightening of tax pressure allows to facilitate an increase in private savings and investment which are more efficient than the state ones. However, in Russia the process of decentralization since 1993 has been underway against the background of aggravating crisis tendencies in the fiscal sphere and of uncontrolled decrease in budgetary tax revenues. Exactly the fiscal crisis caused the situation when a dramatic reduction of state spending was necessary to ensure the financial stabilization. The same reason (the fiscal crisis and a sudden drop in state revenues) accounted for formation of an irrational pattern of expenditure. In the situation when revenues were less than targets set by the budget (a  phenomenon persisting over all years of the reform) the sequestration of spending was carried out under pressure from various lobby groups (agrarians, military and industrial complex, banking sector, raw materials sector, etc.), therefore the social spending backed by no distinctive pressure groups was among those most affected.


The most serious mistake made by the Government in implementation of the financial stabilization policy was an underestimation of the gravity of the fiscal crisis. All attempts to fight an expansion of tax relieves and illegal tax evasion were inconsistent, incomplete and, consequently, were not successful. Lack of the necessary political will was the major factor preventing a settlement of the financial crisis.


Even at the current revenue level social expenditure might have been much higher: the state budget allows to make cuts in spending for practically all other items. Defense, national economy, state administration, etc. attract much more funds than is necessary by international standards to ensure economic and social stability. However, these expenditures can not be reduced in a short time, therefore in a near term outlook it will be impossible to make massive cuts in expenditure and to restructure the budgetary spending. Moreover, a medium term reduction and rationalization of budgetary expenditures require a temporary increase in the total amount of spending.


In the Socialist period of its history Russia had an extremely high level of the state spending as compared to countries with market economies being at a similar level of economic development. A large scope of the state spending which was a major factor behind the budgetary crisis haunting the Socialist economy in the seventies and in the eightees at the same time ensured maintenance of a high educational level of the population, existence of a developed multidiscipline scientific school, it allowed to create an efficient system of medical care, a developed social infrastructure. All these are important factors creating a necessary potential of the future growth for Russia. Therefore, it would be unwise to lose these advantages in a short period of time due to a spontaneous reduction of financing of the social sphere.


So, a settlement of the budgetary crisis and ensuring of a budgetary balance in medium term and in long term outlook may be achieved only through stabilization of the budget and a certain increase in its revenues. An increase in revenues of the consolidated budget by 3 to 5 per cent of the GDP will allow to prevent degradation of the social sphere and to carry out restructuring of the state spending. An analysis of factors determining the amount of tax revenues of the Russian budget reveals that this goal may be achieved not by tightening the tax screw, but by enhancement of taxation system’s equity and impartiality: it may be done at the expense of abolishment of unjustified tax relieves and by a consistent fight against tax evasion coupled with amendments to the current legislation making it impossible to exploit its loopholes in order to minimize tax payments.





Draft Federal Budget of 1997. At the end of August the RF government submitted a draft Federal budget of 1997 to the State Duma. A macroeconomic forecast for 1997 on which the budgetary calculations are based envisages inflation rates at 10 to 13 per cent, a nominal GDP volume at Rub. 2727 trillion, a 1 per cent growth of the real GDP and the depreciation of the Ruble by 4 to 5 per cent.


Table 8 shows major indicators of the draft Federal budget of 1997. Total budgetary revenues will make 15.9 per cent of the GDP, tax revenues will reach 14.03 per cent of the GDP, spending will be at 19.2 per cent of the GDP, budgetary deficit will make 3.3 per cent of the GDP.


In the first turn an analysis of the budgetary revenues reveals a sharp increase in tax payments as compared to this  year figures. This increase is partly due to proposed amendments to the tax legislation (1.51 per cent of the GDP).


The project also envisages an additional increase in tax revenues due to improved collection of taxes (by 4.5 per cent of the GDP as compared to the amounts collected over first seven months of this year; or by 3.5 per cent of the GDP as compared to preliminary data on first eight months of 1996). Especially doubtful looks the planned increase in collection of the profit tax and the VAT. Such an increase is hardly possible if the approach to tax collection is not radically changed. Alongside with a demonstration of the strong political will, an introduction of additional legislative measures is necessary which would regulate taxpayers’ responsibilities, the rights of tax administration; individual measures shall be taken in regard to each large tax evader; it is necessary to fight corruption in the state administration; to improve training and material and technical provision of tax agencies; to launch a campaign promoting traditions of voluntary payment of taxes.


Even in case the tax revenue arrears within the Federal budget remain in 1997 at the same level as in the second half-year of 1996, according to the most optimistic scenario it will lead to an increase in tax revenues by 9.2 -- 9.5 per cent of the GDP, or by 10.7 -- 11.0 per cent of the GDP if the tax legislation is amended. The total revenues will make 12.6 to 12.9 per cent of the GDP (as adjusted to the expected increase). Since expenditures are planned at 19.23 per cent of the GDP and the budgetary deficit equals to 3.3 per cent of the GDP, it may be easily predicted that a sequestration at 3.0 -- 3.3 per cent of the GDP will be made, even in case the Parliament approves of amendments to the tax legislation.


It shall be taken into account that the Finance Ministry did not include budgetary expenditure for servicing of state borrowing on the GKO-OFZ market into its calculation. The draft envisages the GKO nominal turnover to increase from Rub. 161.6 trillion to Rub. 244 trillion (a 2.8 per cent monthly increase, a real monthly increase is 1.8 per cent). In case GKO yields are at 25 per cent and a carry-over remainder of the debt accrued over last years and due to repayment remains unchanged in 1997 through 1998, the timetable set by the Ministry of Finance will allow to repay Rub. 32 trillion and to attract Rub. 15 trillion in 1997; servicing of these debt instruments will equal to Rub. 16 trillion. In case annual yields make 50 per cent what is possible in case the political situation is unfavourable, the Ministry of Finance has either to change the timetable of borrowing in the way allowing to repay a larger part of the debt in 1998 (about 3/4 of Rub. 62.4 trillion), or to increase the emission by Rub. 30 trillion (a nominal increase at 3.7 per cent a month). In this case GKO servicing will cost Rub. 30 trillion. The budgetary expenditure for OFZ servicing in 1997 due to their longer maturity will be largely included into the budget of 1998.


�
Table 8. Draft Federal budget of 1997�
�
�
Federal budget�
�



Indicators�
Targets set by law  for 1996 (in % of GDP, Rub. 2100 trillion)�
Execution in the first 6 months of 1996 (in % of GDP)�
Draft for 1997 (in % of GDP, Rub. 2727 trillion)�
�
Revenues�
�
�
�
�
Tax revenues, including:�
13,0�
7,7�
14,03�
�
Profit tax�
2,7�
1,3�
2,3�
�
Income tax�
0,2�
0,2�
0,28�
�
VAT�
6,1�
3,5�
6,2�
�
 Excises�
2,0�
1,0�
2,95�
�
 Special tax�
0,6�
0,1�
0�
�
Royalties for use of natural resources�
0,3�
0,1�
0,42�
�
License duty for production and sale of alcohol�
0,1�
�
0,13�
�
Tax on transactions with securities�
0,1�
0�
0,73�
�
Taxes on foreign trade and external economic operations�
1,4�
1,3�
0,69�
�
Other taxes, duties and levies�
0,2�
0,2�
0,33�
�
Non-tax revenues�
1,9�
2,2�
0,83�
�
Special budgetary funds�
0,6�
0,9�
1,04�
�
Total revenues�
15,7�
10,8�
15,90�
�
Expenditure�
�
�
�
�
State administration�
0,4�
0,3�
0,24�
�
International activities�
1,3�
0,7�
0,89�
�
National defense�
3,8�
2,7�
3,70�
�
Law enforcement and security matters�
                           1,9�
1,3�
1,82�
�
Fundamental research and support of scientific and technical progress�
0,5�
0,3�
0,51�
�
National economy�
2,8�
1,6�
2,06�
�
Education�
0,7�
0,6�
0,62�
�
Culture, arts and mass media�
0,2�
0,1�
0,11�
�
Medical care and physical culture�
0,4�
0,2�
0,31�
�
Social policies�
0,6�
0,6�
0,65�
�
Repayment and servicing of the State debt*�
2,6�
2,1**�
2,98�
�
Replenishment of State stocks and reserves�
0,5�
0,3�
0,45�
�
Other expenditures, including:�
3,3�
3,3�
3,47�
�
Financial aid to other levels of authority�
2,7�
1,5�
2,85�
�
Expenditures of special budgetary funds�
0,7�
0,7�
0,83�
�
Total expenditure�
19,6�
14,8�
19,23�
�
Revenues minus expenditures�
-3,9�
-4,0�
-3,33�
�
Internal financing�
2,4�
2,2�
1,82�
�
External financing�
1,5�
1,8�
1,51�
�
* Servicing of GKO-OFZ not included


** without repayment of the state debt


Source: the RF Finance Ministry, authors’ calculations
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It means that a real planned deficit of the Federal budget will increase by about 1 to 1.5 per cent of the GDP depending on interest rates in 1997 and taking into account high interest rates in the second half-year of 1996.


Real budgetary expenditures in 1997, as compared to the first half-year of 1996 (see Table 9), shall increase by 4.2 per cent; the spending expressed in shares of the GDP will grow by 3.2 per cent. As concerns the expenditure section, a sharp increase of real defense spending (by 38 per cent as compared to the first half-year of 1996) and of law enforcement expenditure (a 40 per cent increase) is registered. Proceeding form a necessity to reduce defense expenditure in medium term, it would be possible to approve of this increase in 1997. However, in this case the increase in spending should be assigned for the military reform and a substantial reduction of the troop strength what will lead to a decrease in the state spending. Unfortunately, materials enclosed to the draft budget do not refer to relevant measures. The same is true for law enforcement agencies.


�
Table 9. Expenditures within Russian Federal Budget in 1992 through 1997�
�
�
Expenditures within consolidated budget (% of GDP)�
Real expenditure within consolidated budget (Rub. billions)*�
�
�
1992�
1993�
1994�
1995�
1996**�
1997****�
1992�
1993�
1994�
1995�
1996�
1997�
�
State expenditures and lending minus repayments�
49,7�
24,5�
24,2�
18,1�
15,7�
16,2�
897,6�
402,6�
346,0�
248,4�
205,3�
213,9�
�
1. State administration�
0,2�
0,4�
0,6�
0,3�
0,3�
0,2�
3,6�
6,6�
8,6�
4,1�
4,4�
3,2�
�
2. National defense�
4,7�
4,4�
4,4�
2,9�
2,7�
3,7�
84,9�
72,3�
62,9�
39,8�
35,4�
48,7�
�
3. Law  enforcement activities �
1,3�
1,5�
1,7�
1,2�
1,3�
1,8�
23,5�
24,7�
24,3�
16,5�
17,1�
24,0�
�
4. Science�
0,6�
0,6�
0,5�
0,3�
0,3�
0,5�
10,8�
9,9�
7,1�
4,1�
3,6�
6,7�
�
5. Social and public services, including�
2,7�
2�
1,9�
1,1�
1,5�
1,7�
48,8�
32,9�
27,2�
15,1�
19,7�
22,3�
�
    Education�
1,3�
0,8�
0,9�
0,5�
0,6�
0,6�
23,5�
13,1�
12,9�
6,9�
8,2�
8,2�
�
    Culture, arts and mass media�
0,3�
0,2�
0,3�
0,2�
0,1�
0,1�
5,4�
3,3�
4,3�
2,7�
1,0�
1,4�
�
    Public health and physical culture�
0,3�
0,3�
0,4�
0,2�
0,2�
0,3�
5,4�
4,9�
5,7�
2,7�
2,5�
4,1�
�
    Social security�
0,1�
0,1�
0,2�
0,2�
0,6�
0,7�
1,8�
1,6�
2,9�
2,7�
8,0�
8,6�
�
6. State services rendered to the national economy�
16,6�
4�
2,9�
2,7�
1,6�
2,1�
299,8�
65,7�
41,5�
37,1�
21,0�
27,1�
�
7. Other functions, including�
6,6�
9,6�
8,7�
8,3�
6,9�
6,2�
119,2�
157,8�
124,4�
113,9�
89,3�
81,9�
�
    Other expenditures�
1,3�
2,3�
1,8�
2,3�
2,2�
3,5�
23,5�
37,8�
25,7�
31,6�
28,5�
45,7�
�
    Expenditures for external economic activities�
2,3�
3,8�
0,7�
1,3�
0,7�
0,9�
41,5�
62,5�
10,0�
17,8�
8,9�
11,7�
�
    Expenditures for internal state debt servicing�
0,7�
0,6�
2,3�
2�
3,2�
0,3***�
12,6�
9,9�
32,9�
27,5�
42,2�
4,5�
�
    Expenditures for external state debt servicing�
0,7�
0,3�
0,5�
0,9�
0,8�
1,5�
12,6�
4,9�
7,1�
12,4�
9,9�
20,0�
�
8. Lending minus repayments�
13,9�
2�
3,5�
1,4�
1,1�
-�
251,0�
32,9�
50,0�
19,2�
14,7�
�
�
* By deflation were used GDP deflators accrued since 1991.


** In the first half-year of 1996.


*** Expenditure for servicing GKO-OFZ borrowing (in per cent of the GDP) not included.


**** In draft budget of 1997 lending is included into respective expenditure items.
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The draft envisages a 29 per cent increase in expenditure for the national economy. This decision does not seem to be a rational one. Spending for the national economy (state support for basic sectors of industry, reproduction of mineral and raw material basis, conversion of the defense industry and construction) requires a further reduction. At the same time, it is necessary to restructure these sectors, to reduce subsidies and to increase expenditure for sanation of inefficient enterprises.


The draft stipulates a sharp reduction of the real expenditure for the state administration (by 27 per cent as compared to the first half-year of 1996). However, this measure shall be coupled with improvement and reorganization of the administrative structure, that requiring time and financial expenditures.


The spending of the Federal budget assigned for social purposes is to be increased by 13 per cent in real terms as compared to the first half-year of 1996, i.e. the increase will be much less than growth of expenditure for military and law enforcement needs. Once again it confirms that there are no plans to reform the military forces, the law enforcement agencies, to restructure the national economy since relevant measures would require a substantial increase in the social spending.


The draft consolidated budget prepared by the government allows to make a conclusion that this 13 per cent increase in the social spending is only to compensate for reduction of expenditure carried out within local budgets (social spending of local budgets will be diminishing from 7.2 per cent of the GDP in the first half-year of 1996 to 6.8 per cent of the GDP in 1977, the expenditure of social extrabudgetary funds will remain at 8.5 per cent of the GDP). An outcome will be that the total state spending for social purposes remains at 17.1 per cent of the GDP.


Besides, it shall be taken into account that in the situation when collected revenues are substantially below target figures an inevitable sequestration will in the first turn affect the social spending. Proceeding from the above mentioned arguments, a conclusion may be made that without a real increase in the state social expenditures a further degradation of the social sphere is to be expected what will restrict a possible economic growth. According to our estimates, satisfaction of the most urgent requirements of the this sphere demand at least a 15 per cent growth of the state social expenditure in real terms including a 30 to 35 per cent increase in expenditures of the Federal budget.


S. Synelnikov-Murylev


�



�An increase in the share of expenditure for national economy in 1992 and its sharp downfall in 1993 are mostly due to the real appreciation of the Ruble and respectively diminishing evaluation of outlays financed at the expense of external borrowing.


�Social expenditures of enterprises include outlays for maintenance of  housing facilities and public utilities which after their transfer to local authorities  shall be accounted for in the budgetary item of spending for the national economy,  and outlays for maintenance of education, public health and culture facilities which shall be included into the social expenditure item of the budget.
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