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�

�The State of the Budget

�

�Table 1. Execution of Russia's budget ( % to GDP)���1995 �1996 �1.02.97�1.03.97�1.04.97�1.05.97�1.06.97�1.07.97�1.08.97��Revenue�����������Profit tax�2,47�1,44�0,59�0,67�0,88�1,13�1,30�1,29�1,16��Personal income tax�0,2�0,23�0,20�0,20�0,17�0,12�0,12�0,10�0,10��VAT, special tax and excises�5,81�6,74�4,21�4,57�5,44�6,30�6,64�6,28�6,19��Taxes on foreign trade and foreign economic activities�1,46�1,01�0,55�0,71�0,83�0,86�0,88�0,93�0,94��Other taxes, levies and payments�0,34�0,28�0,15�0,37�0,22�0,23�0,25�0,14�0,24��Overall taxes and payments�10,28�9,70�5,70�6,52�7,54�8,64�9,19�8,74�8,63��Non-tax revenues�3,4�2,80�1,59�1,91�1,35�1,57�1,54�1,55�1,71��Total revenues�13,68�12,50�7,29�8,43�9,22�10,20�10,73�10,29�10,34��Expenditure�����������State administration�0,27�0,24�0,17�0,18�0,21�0,21�0,24�0,24�0,29��International activity�1,3�1,18�0,36�0,34�0,60�0,69�0,69�0,73�0,71��National defence and law enforcement activity�4,03�4,10�2,92�3,37�4,46�4,69�4,91�4,28�4,31��Fundamental research�0,29�0,29�0,05�0,11�0,23�0,28�0,31�0,31�0,36��Services to national economy�2,18�1,84�0,86�0,89�1,43�1,53�1,62�1,47�1,63��Social services�1,12�1,22�0,52�1,70�2,19�2,28�2,36�2,38�2,30��Servicing  state debt�1,5�1,51�1,24�1,32�1,94�1,85�1,91�1,74�1,69��Other expenditure�2,79�1,94�2,88�1,19�1,66�1,55�2,04�2,21�2,32��Overall expenditure�15,24�14,37�8,42�9,10�12,72�13,09�14,08�13,36�13,61��Loans less repayments�1,37�1,04�0,60�0,94�0,35�0,80�0,19�1,03�0,89��Expenditure and loans minus repayments�16,61�15,33�9,02�10,04�13,07�13,89�14,28�14,39�14,51��Budget deficit�2,94�2,83�1,73�1,61�3,84�3,69�3,55�4,10�4,17��Total financing, of which�2,94�2,83�1,73�1,61�3,84�3,69�3,55�4,10�4,17��domestic�1,41�1,36�1,20�0,38�1,95�1,84�1,66�1,48�1,92��foreign�1,53�1,47�0,52�1,23�1,89�1,85�1,89�2,62�2,26��GDP (trln rubles)�1659�2256�201�401�605�812�1019�1226�1454��*Preliminary data



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

According to the latest data, by August 1 the reduction of tax revenues was minimal for the last three months. At the same time by way of increasing the non-tax revenues the overall sum of revenues remained the same.

Execution of the federal budget expenditure has not undergone any major changes. Thanks to that fact the budget deficit grew insignificantly.

Execution of the consolidated budget is represented in Table 2.



�

Table 2.  Execution of Russia’s consolidated budget (% of GDP)���1996�I�II�III�IV�V�VII�VIII��Taxes and payments�20,97�12,99�14,15�16,07�18,39�19,70�19,43�19,73��Non-tax  revenues�2,83�2,32�2,65�2,51�2,43�2,51�2,64�2,84��Overall revenue�24,9�15,31�16,80�18,58�20,82�22,21�22,07�22,56��Overall expenditure and loans minus repayments�29,07�18,22�20,11�23,50�25,31�26,21�26,76�27,2��Budget deficit�4,17�2,91�3,31�4,92�4,49�4,00�4,69�4,64��

� EMBED Word.Picture.6  ���

�As can be seen from Figure 1, there was in July an increase in the volume of tax arrears into federal budget. Thus total volume of arrears made up 92 trillion rubles.

From the beginning of the year tax authorities collected 46 trillion rubles of arrears, of which 38 trillion rubles of arrears were paid voluntarily by taxpayers after they have been requested to do so.

Tax Policy Review

A joint letter by the Ministry of Finance, State Tax Service and the Ministry of Railways was drafted #04-03-10.B3-6-03.602 of 19.08.1997 “On documental confirmation by railways of export services on transport of export goods as well as foreign transit goods trough the territory of CIS countries”, which sets up a list of documents submitted by railways in order to confirm export or transit of goods beyond the borders of CIS countries.

A telegram of Finance ministry, State Tax Service and the Central Bank of Russia #3-Á1-05; ÁE-6-28/627; 76-97 “On prolongation of period for mutual payments on revenues and expenditures in Federal budget” was drafted. According to this telegram the period mutual payments of expenditure on national defense, law enforsement activity and state security is being prolonged till 1 November 1997. 

Letter of State Tax Service # ÑØ-6-05/616 of 27.08.1997 brought to light the Instruction of State Tax Service #45 of 7 August 1997 “On Calculation and Payment of Tax on the Purchase of Foreign Currency into the Budget” (state register number 1378 of 25 August 1997).

The Instruction was drafted according to the Federal law #120 FL of 21 July 1997 “On Tax Levied on Purchasing Foreign Currency” which went into forse from the date of its publication.

The Letter says that in addition to responcibility of credit organisations in case of non-payment or delayed payment of taxes according to article 15 of Russia’s Law “On the Basis of Tax System in the Russian Federation” one should bear in mind that for violation of the Federal Law “On Tax on Purchase of Foreign Currency” can be applied other measures according to the Russian legislation.

Said Batkibekov

�Monetary Policy

�In August 1997 there was a deflation in the Russian economy. The consumer prices declined by 0.1%. According to our estimates, in September 1997 the inflation will amount to -0.2 – 0%, or -2.4 – 0% annualized.

The fact the deflation occurred in August for the second testifies the hypothesis of seasonal character of price growth in Russia despite of general trend to a decline of inflationary processes (see fig. 2)

Undoubtedly, the decrease in inflation in 1995 – 1997 influenced the dynamics of real macroeconomic aggregates and indicators. On the figure 3 there is depicted the change the real monetary aggregate M2 in the prices of December 1995.

�Figure 2.

�

Figure 3.

�



�As it looks, the decrease in inflation in 1995 – 1997 influenced the dynamics of real macroeconomic aggregates and indicators. On the figure 3 there is depicted the change the real monetary aggregate M2 in the prices of December 1995. As it looks, from January 1997 there was its growth. In particular, the month increment in the real money supply was equal to -1.5% in the beginning of 1996 against 2.4% in May 1997. A growth of the real monetary aggregate M2, that expresses a level of the monetary saturation of economy, has proceeded for the first half of year against the decreasing inflation. The simultaneous existence of these opposite processes explains by a significant growth in demand for money from a side of economic agents, that compensates increments in the real money supply. Nevertheless, nearly zero level of inflation in the current economic conditions does not look as constant one. The reduction in demand for money because of possible political events, a change of pace of exchange dollar rate's growth and any change of alternative value of money keeping may rise the consumer prices growth to the level of 1 – 1.5%.

As another example of the inflation's influence on the economic situation in Russia in 1997 we can offer the dynamics of real rate of national currency. Let us suppose, that the official exchange dollar rate in the end of December 1996 (5560 rubles/dollar) is 100. Then the real rate of the American currency dropped to 95.8 (see fig. 4). This means that during the same time the real rate of ruble has gone up by 4.15%.

�Figure 4.

�

�According to the forecasts of further dynamics of inflation and pace of dollar rate's growth, which were described in the two previous reports, the increment in consumer prices in 1997 will be about 13.2% and the increment in exchange rate – 7.81% (this corresponds to the attainment of 5994 rubles/dollar by the end of 1997). In the case of realization of these scenarios, the real ruble rate will increase by 4.13% in 1997.

The continue of the real ruble rate's growth means a comparative aggravation of situation in the export sector, which has the mining industry as a base, and a attainment of additional economic advantages by importers. Thus, in 1997 Russian importers have not the reasons to rise internal prices of products with foreign original. In this respect, the fixed structure of consumption with the large part imported products, foods essentially, may serve as a certain guarantor of low inflation level.

Arkhipov S.A., Drobyshevsky S.M.

�Financial Markets.



�The market for GKO-OFZ. In September the yields of up to six months' issues fluctuated in the range of 14 – 17% a year�. The yields of long-term issues did not change significantly and were within 15 – 16% annual (see fig. 5). The slope of term structure of GKO yields changed since the second decade of the month from zero to a negative one. This is a sure sign of the lack of liquidity. This fact was also approved by reduced volume of money reserved to participate at the market (see fig. 6).

�Figure 5.

�

�For the period from 1st till 23rd August the Russian Ministry of Finance placed three issues of annual (21089, 21090, 21092), two issues of six-month (21091, 21093) GKO and one tranche of OFZ (25017). The announced volume of placement amounted to 41.5 trillion rubles, demand – 47,5 trillion rubles by face-value. There was placed the securities at the sum of 34 trillion rubles, revenue reached 30 trillion rubles. It was matured 30 trillion rubles, 5 trillion rubles were placed at the secondary market, 2.6 trillion rubles of OFZ 24007 were matured until the time of maturity. So, the net gain of the Ministry of Finance summed up 2.4 trillion rubles.

Although a negative slope of the term structure is common for the last two months, the further decline of interest rates is unlikely: the RCB is satisfied with the present level of yields. This comes from its netto-position. The Central Bank should support yields within set margins during the shocked periods of demand and supply. However, since the negative slop of the term structure is not able to be persistent (if it is not supported by a decrease in interest rates), it is worth to expect the restoration of positive slop of the interest rates curve.

�Figure 6.

�

�Stock market. The slump in quotations of Russian stock market that had begun in the first decade of August 1997 ended by the beginning of September. As a main reason for such significant correction by the most stocks in the RTS-1 and the RTS-2 one can note a sale of large portfolios by big foreign investors. In September 1997 some stabilization by the most of quotations at the Russian stock market after the drop in August was occurred. However, a general situations at the same period was very slack.

The withdrawal of Western capital from the Russian market is caused by the follows: 1) there is an instability of the Asian exchange and stock markets; 2) there is some vagueness at the American markets due to both the Asian factor and the expected decision of the FRS about a change of the discount rate. One could not say, foreign investors sold their portfolios aggressively. Nevertheless, just this pressure formed the dynamics in the middle and end of August. Russian companies and banks, which enter the market because of its growth lasting for two months and the decrease in yield at the Government securities' market at the same time, had not able to support the market at the reached level. The good news about the entry of Russia into the Paris Club of lenders and the planning signing of contract with London Club increase an attractiveness of the Russian stock market. Nevertheless, it did not influence a situation at this market seriously. In much more extreme form for the last half of year prices of Russian stocks were affected by the Dow-Jones Index's fluctuations. As it was noted in the previous reports, the trend of American index and Russian one have a very high value of correlation. Clearly, there is not any significant and quick interrelation between financial situations, prospects, etc. of Russian and American companies. Foreign investors transferring assets between different emerging markets, apparently, have an significant influence on the situation in the RTS-1. But, the most of participants of the Russian stock market have a strong grasp of the Dow-Jones' dynamics. Thus, the stable reaction of Russian quotations belongs to a certain extent due to the category of self-realizing expectations.

On the figure 7 there are depicted the percentage changes in average prices in September 1997 by the companies, those part in the total turnover of the RTS-1 was about 60%.

�Figure 7.

�

�In September 1997 in spite of a sluggishness of the market, the structure by the volumes of transactions by different companies had practically not change. As it was before, the summary part of stocks of RAO 'UES Russia', 'LUKoil' and 'Mosenergo' exceeded 50% of the total turnover of the RTS-1 (see fig. 8).





�Figure 8.

�

Figure 9.

�

�Interbank credit market. In September 1997 there was a situation of ruble deficit at the interbank loans market. This led to the increase of the cost of borrowing by 5 – 10% on all terms (see fig. 9).

The shortening of ruble funds and the growth of interest rates caused the decline of volumes of given credits approximately by 10% against August 1997 (see tab. 3). The share of the most wide-spread overnight loans rose from 67% to 72%.

Foreign exchange market. Despite of the zero inflation in August – September 1997 the pace of exchange rate were rather high. In August the official dollar exchange rate increased by 0.55% or 6.38% annualized (from 5798 to 5830 rubles per dollar). The dollar rate on the Moscow Interbank Currency Exchange grew up from 5809 to 5840 rubles per dollar, i.e. by 0.53% a month (6.60% a year).

In September1997 the official exchange dollar rate will get 5865 rubles per dollar. That equals to 0.60% a month (7.45% annualized). On the MICEX the ruble exchange rate will reach the level of 5865 rubles/$, i.e. will rise by 0.43% a month, or 5.26% a year.

The exchange rate 'Deutsche mark/ruble' rose in August 1997 from 3170 rubles/DM to 3256 rubles/DM. It corresponds to 2.71% a month, or -37.88% annualized. It is expected, in September the Deutsche mark exchange rate will be 3340 rubles/DM. So, the increment of DM/ruble will be about 2.58% per month (31.33% annualized).

In August the gross turnover on the MICEX by the US dollar and the Deutsche mark amounted to 1986 and 108 billion rubles correspondingly. In September the tendency to turnovers’ growth will hold. According to preliminary assessments, in this month the gross turnover by the US dollar will increase to 2000 – 2050 billion rubles and to 140 – 150 billion rubles by the Deutsche mark.



�Table 3. Indicators of Financial Markets.��month�May�June�July�August�September*��inflation rate (a month)�0.9%�1.1%�0.9%�-0.1%�0%��annualised inflation rate by the month’s tendency�11.4%�14.03%�11.4%�-1.19%�0%��the RCB refinancing rate�36%�24%�24%�24%�24%��auction yield on GKO (end of the month)�27.26%�18.64%�18.84%�18.75%�18.44%��auction yield on OFZ (end of the month)�35.58%�25.84%�24.63%�18.17%�17.91%��auction yield on OGSZ (end of the month)�34.61%�20.42%�18.22%�18.22%�18.86%��annualised GKO yield to maturity:�������less than 1 month�22.00%�17.84%�17.68%�18.33%�18.2%��1-3 months�24.13%�19.61%�17.49%�19.03%�19.0%��3-6 months�28.24%�21.69%�18.93%�18.93%�18.7%��average yield on all issues�26.65%�20.28%�18.28%�18.61%�18.7%��annualised yield to maturity on OFZ issues�35.40%�31.51%�27.11%�28.13%�28%��turnover of GKO-OFZ market a month (billion rubles)�77011�82445�71841.6�59869�70000��the overall value of outstanding  GKO–OFZ (trillion rubles)�295.1�302.3�314.2�317.75�330��nominal surplus of the overall value of outstanding  GKO–OFZ compared to the previous month�3.3%�2.4%�3.9%�1.13%�3.86%��IBC – INSTAR rate (annual %) on loans by the end of the month:�������overnight�7.71%�15.13%�8.97%�10.25%�20%��1 week�9.90%�20.34%�19.51%�17.00%�20%��2 weeks�16.75%�21.04%�16%�14.50%�20%��1 month�22.13%�20.00%�23%�21.92%�22%��turnover of IBC market a month (billion rubles)�67535�74768�78821.8�99239�92000��official exchange rate of ruble per US dollar by the end of the month�5773�5782�5798�5830�5865��official exchange rate of ruble per DM by the end of the month�3394�3352�3160�3256�3340��average annualised exchange rate of ruble per US dollar growth�2.32%�1.89%�3.37%�6.83%�7.45%��average annualised exchange rate of ruble per DM growth�22.1%�-1.24%�-46.68%�43.21%�35.75%��gross turnover on the MICEX by USD and DM a month (billion rubles)�1956�1700�1713.8�2094�2150��*/ estimate

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

Political and economic situation between  August- September 1997

�The period between the end of summer- early autumn 1997  manifested the completion of certain phase of this country’s economic development. Despite the absence of the envisioned growth,  it is obvious that the Russian economy has stabilized, and the Government is pursuing its policy aimed for establishing and developing the prerequisites for growth, primarily for  the national economy’s investment attractiveness. The recent statement made by IBCA concerning the possible reassessment of the Russia’s international investment rating and the news regarding the forthcoming completion of the procedure of  restructuring  the Russian debt to the London club have resulted in the rise in quotations of the Russian bonds up to 99% of their nominal value in August. Russia’s entering the Paris club should also assist to the growth in interest in investment to the Russian economy on the part of foreign investors. At the same time the GKO’s yield rate practically reached the respective rate of government securities of the countries, the credibility rating of which is  analogous to the Russia’s one. The forthcoming denomination of  Ruble should also get everybody convinced that the stabilization in Russia is irreversible and the government’s policy is continuous.

On the background of the struggle for the redistribution of property within the framework of the current stage of privatization, the government continues to separate itself from concrete financial groups and heads for providing its cooperation with the national business as a whole on the basis of strictly defined common rules of the game. The frantic banking war around the sales of the blocks of stock of “Svyazinvest”, “Norilsky Nickel”, “Rosneft” etc. were characteristic of the period between August- September. The business leaders assumed that they could enjoy the right to expect a “specific” attitude on the part of the government and were trying to use  this right. In both cases, their expectations have been groundless.

The specifics of the current stage of reforms became the decisive  counteraction  of the government to any business leaders’ attempts to control the government. In addition to this, privatization gained rather a fiscal character than the previous social and political one. There are two reasons for this phenomenon: firstly, the success of the stabilization policy and the current stage of the political cycle in this country make the government  significantly less dependent on business when compared with the last year’s situation. Secondly, the success of the stabilization policy leaves significantly less room for political maneuver than a year ago. At the same time the  threat of the oligarchic capitalism, about which both domestic and foreign experts talk so much, has not yet become the reality for Russia. Firstly, the decisive position of the government struggling for its status  of the supreme arbiter is the counteracting factor in this respect and, secondly, the oligarchy itself is not united, and the further intensification of  contradictions within the oligarchy is inevitable, due to the new stage of redistribution of property.

The specifics of the period between summer- early autumn 1997 is that one may observe the start of   the peculiar pre-election campaign of an unclear successor of the President. It seems to us that the current stage of the pre-election campaign is developing in two major directions. Firstly, there is the general process of concentration of power performed by the  central executive power.* Secondly, in parallel to the above- mentioned process of the government’s separating itself  from the financial groupings, one may observe the process of “autonomization” of the President as  some “personification” of the public interest. At the same time, the system of “constraints and  counterbalances” is aimed for working on the qualitatively new level: not so much to equalize fluctuations within the presidential team,   as  to balance among the influential groups of interests. The specific consensus among the members of the presidential team is based on the maintenance of  the approximate parity of the forces within the team. Such a parity provides that the financial levers are distributed more or less  evenly. At the same time the clear example of the manifestation of the afore- mentioned new  factors is the signing of the Decree concerning  establishment of  the Central Depository, since the latter will   infringe upon commercial banks’ interests, while the simultaneously issued the Ministry of Finance’s   most recent instructions  are clearly  pro- banking. The process of  the central power’s strengthening is intensified at the expense of separating and  opposing the regional authorities of  different levels to each other.�

Thus, the President’s role as “arbitrator” perfectly matches the task of mobilizing consensus among  elites ( the significance of such a consensus for resolving the problems of economic growth we considered in the previous issue). At the same time one of the consequences of the start of the campaign may become the  outlined unification and strengthening of opposition headed by Mr. Luzhkov. In September the latter made a number of critical comments  while addressing the Budget-98 and, most  notable, the government policy in the field of  social sphere and privatization.

In general terms, it seems to us that the key problem of the socio- economic development is the problem of mobilizing the public consensus   at the stage of depression, given that the strategic  continuity of economic policy  should be maintained. However, the  outlined unification of opposition,  tight budget-98,  understanding  that  it should hardly pass through the State Duma, which  take place on the background of a  sharp drop in the level of tax collection, allow to conclude that there is a possibility  for  the  intensification of political instability in this country.

V. Mau, T. Khokhlova

�

Investment



�This year the stabilization of the dynamics of GDP and some increase in business activity in the industrial sphere  happen on the background of the ongoing decline in investment to capital assets. In January- August 1997 RUR 205.5 trln. of  investment capital  were spent on the development of  the economy  and social sphere, which is at 8.2% less when compared with its respective period of the preceding year. The share of investment  in capital assets dropped from 13.8% of GDP between January- August 1996 to 12.2% of GDP for the respective period of 1997.

The change in  proportions of  the distribution of investment by the national economy’s spheres became characteristic of 1997. Between January- August 1997 RUR 128.2 trln. were spent  on the extension,  reconstruction and technical rearmament of production objects. This  is accounted for 62% of the overall volume of investment against 58%  observed in 1996.

The rise in share of investment to production construction is not at all the index of change in investment attractiveness of this sphere of business- it is related to the intensification of the crisis in the public and social  construction and, first of all, in  house building.

Between January- August 1997 the investment in the construction of social objects  reduced by 17.2% when compared with the same period of  the preceding year, while the placement of houses into operation dropped by 14.2% and made up 131 mln. square m. against 15.2 mln. square m. reported over the period between January- August 1996.

The dynamics of house building has found itself under the negative impact of the population’s s narrowing solvent demand.  With their current level of income and savings, the major part of potential consumers is incapable of resolving the problem of improving their housing conditions.

The ongoing arrears crisis has affected the construction companies’ activity. Between January- July 1997 the construction firms’ profit made up 71.5% of the last year’s level. The number of unprofitable construction companies grows. The amount of the construction firms’ losses  is accounted for RUR 2.6 trln., and it grew by 32.7% when compared to the respective period of the last year. 

The financial situation of construction companies is complicated because of the systematic growth in their customers’ debts. As of 01 June, 1997, the amount of credit liability in construction made up RUR 95.7 trln and exceeded the volume of  debit liability at 21.9%. Since the beginning of this year.

As of 1 August, 1997, the debtor liability of the construction firms made up RUR 84.4 trln., including the overdue liability  amounted to RUR 43.1 trln. The construction firms’ financial position  is complicated because of the systematic growth in their customers’ liability. The share of the overdue liability  in terms of government orders and Federal programs in the overall volume of the overdue debtor liability made up 7.6% and dropped by 2.2 points when compared to the last year. It is notable that, given that in the first quarter of 1997 the average monthly increment in the overdue liability on the government order and Federal programs was 5.9%, in the second quarter the volume of the said  liability was reducing by 11.0% on average.

As of 1 September, 1997, the credit liability in the field of construction made up RUR 103.0 trln. and exceeded the debtor liability at 21.9%.

In the first half of 1997, the actual  costs per 1 RUR of contracting work made up 94 kopecks against 90 kopecks in the first half of 1996. The rise in the share of material costs, given that the norms  of the costs per 1 RUR of construction and assembling work is very high, was intensified with  the trend to the advancing price rise for construction materials. The increment in prices for construction and assembling work made up 5.0% comparing to the beginning of  this year, and the respective index in terms of  the products of the  industry of construction materials is accounted for 6.3%. In the structure of costs there is the growth in the  share of costs related to the conservation of the incomplete objects and maintenance of  operational characteristics of completed objects, as well as of expenses related  to  paying off credits.

Table 4

The structure of costs 

in the construction industry� ( in the Ist half year, in % to the result)

�1996�1997��Costs total:�100,0�100,0��including:���� raw materials and other materials�50,3�52,1��salaries and wages�23,2�23,7��deductions for social needs�8,8�8,9��amortisation�5,5�5,1��other costs�12,2�10,3,0��Source: Goskomstt  of RF

O. Izryadnova



�Foreign trade



�Between January - August 1997  the trend to the reduction in the he Russian foreign trade’s volume . The Russian foreign trade turnover made up USD 95.7 bln.,  which is at 2.7% down, when compared with its respective period of 1996, including decrease in export supplies at 2.6% (  USD 55.0  bln.) and fall in import supplies at 2.9% ( USD 40.7  bln.)

 Such a drop may be attributed to the deterioration of the situation in the international market by major goods of the Russian export  and approaching the end values of export quotas in the majority of the raw material branches, low competitiveness of Russian products. Among the major reasons for the fall in import supplies, one may single out the following: saturation ( relative to the narrowing solvent demand) of the domestic market with consumer goods, primarily with the goods of long consumption, low investment activity in this country, and  intensification of both tariff and non- tariff regulation of import, mostly aimed for the protection of domestic producers.  

The share of the Far Abroad states in the Russian foreign trade turnover grew up to 77% against 75.4% observed between January- July 1996. The export to the said countries made up USD 43.8 bln., which is at 2.8% down when compared  to the respective period of 1996, while import grew by 2.7% and made up USD 30.0 bln.



�Figure 10

�

�As to the Russia’s trade with the C.I.S. states, there are the  trends similar for all these countries- reduction in the volume of mutual trade comparing to the last year’s results. Thus, in the first half of 1997  Russia exported about 20% of the total volume of its export to the neighboring states, while Ukraine 40%, Armenia- 34%.

In the first half of 1997, only  three countries, namely, Russia, Kazakhstan and Azerbaidzhan had a positive trade balance: USD 18.4, 1.2 and 30  bln., respectively. The negative balance of foreign trade of  the Commonwealth’s other members  characterizes unfavorable conditions in the field of mutual trade. 

Sergei Prikhodko

�

Situation in agroindustrial complex



�As of 15 September, 3/4 of the grain areas were harvested, and the remaining areas are located mostly in the eastern part of Russia. This year the  yield per hectare is significantly higher when compared with the last two years, when it was extremely low. However, the yield rate is still rather low ( Figure 11). The rise in yield per hectare rate  may be attributed mostly to the weather factor, however, one cannot help but note the rise in application of mineral fertilizers and agricultural chemicals in the agrarian production

(although  such a rise was rather insignificant) ,  but it happened for the first time since the beginning of the reforms).

Despite the  common opinion concerning the critical condition in the field of supplies of agricultural machinery and  fuel and lubricants to the agricultural enterprises,  the rate of the autumn field work is significantly superior to the rate observed during the preceding years (Figure 12). This may testify to the fact that the official statistical data on the real situation with the sufficiency in terms of material and technical supplies to the agricultural enterprises were lowered, or  this fact  shows  some optimization in utilizing  the resources in the agrarian sector. 

The output of feeds in this country continues to reduce. However,  the rate of this reduction is  slower comparing to the reduction in the number of live- stock. As a result, the situation with feeds is improving (Figure 13). In this connection, the question of the trustworthiness of the data on the live-stock’s productivity arises, since, given that there is  the  growing sufficiency in terms of feeds , the decreasing productivity is beyond any explanation. It is most likely that the high indebtedness and “kartoteca*” of the  agricultural enterprises are the incentives for  hiding a part of the  cattle- breeding production ( especially milk), for  selling it for cash.

�Figure 11

Grain yield, centner/ hectare*

�

*1990- 1994, as of 5 September, 1995- 1997- as of 15 September

Source: “Srochnaya informacia Goskomstata Rossii #87, p.1; Socialno- Economicheskoye polozheniye Rossii/ Operativanaya informacia Goskomstata. January- August 1994, p.19

Figure 12

The rate of harvesting of grains in agricultural enterprises*

�

* 1990- 1994- as of 5 September, 1995- 1997- as of 15 September

Source: Source: “Srochnaya informacia Goskomstata Rossiii #87, p.1; Socialno- Economicheskoye polozheniye Rossii/ Operativanaya informacia Goskomstata. January- August 1994, p.19

Figure 13

Silage and roughage feeds per live- stock unit, centners of feed units

� EMBED Excel.Chart.5 \s ���

* 1990- 1994- as of 5 September, 1995- 1997- as of 15 September

Source: Source: “Srochnaya informacia Goskomstata Rossii #87, p.2; Socialno- Economicheskoye polozheniye Rossii/ Operativanaya informacia Goskomstata. January- August 1994, p.21



�The  current crucial problem of agriculure is the unbearably high overdue credit liability. As of today, the overall overdue credit liability of agricultural enterprises, including the liability resulted from issued credits and loans reached almost RUR 60 trln. Over one- third of the said amount is debts to budgets and  payments to extrabudgetary funds. The significant part of these debts is fines for  delays with the respective payments. The excess of the overdue credit liability over the overdue debtor liability makes up over 500% to the overdue debtor liability, while by the economy as a whole the respective index is 60%, and  slightly over 70% in industry. According to the data of the Ministry of Agriculture and Food Products of RF, about 8-% of enterprises bear losses according  to their financial statements.

In such conditions,  a normal financing of the branch is impossible. Banking credits turn into  goods credits, sales of products are performed  through barter channels or  for cash, monetary revenues arrive to the accounts of the specifically established daughter enterprises, or  the agricultural enterprises find more exotic ways to  avoid their accounts overburdened  with «kartoteca»: in some  cases  a few enterprises agreed to keep the bank account of one of them active, to perform their transactions and settlements through it. The barter operations hampers the agrarian market’s development:  the barter transactions are not transparent, prices by them are vague, information is not distributed among the agents in the market. As a result, the domestic prices, regardless of the lack of the explicit government policy of restricting prices, remain lower than international ones. The agricultural enterprises with «kartoteca» do not have an access to banking credit.

Thus, the accumulated credit liability of the agricultural enterprises distorts the whole system of the agrarian sector’s functioning, a significant part of the turnover goes to the ‘gray» market, and market proportions are also distorted. The barter’s spreading over the agricultural market results in decreasing agricultural prices and, consequently, in the deterioration of the agricultural producers’ financial position.

In such conditions the government once again discusses the problem of restructuring the agricultural producers’ debt. However, the current situation radically changes from the situation observed in 1994, when for the first time since the beginning of the reforms the large- scale writing -off and restructuring of debts in the agrarian sector were made. At that time the state was still the major issuer of credits to agriculture. Although at that time the government used the Agroprombank’s  channels to forward the loans directly to the enterprises, nevertheless, the bank’s function was merely technical. The distribution of the financial resources was subject to  a government official’s decision, i.e. it was laying beyond the economic sphere. It meant that already the next year any producer could claim for a guaranteed issue of a credit. As a result, the writing- off  and restructuring of debts has only encouraged the weakening of the financial discipline in the sector. It was credible  and strong enterprises who  lost in such a game, since they had paid  off their debts before the decision concerning the said restructuring was taken.

E.Serova



�Situation in industry



�In September 1997 the rate of the reduction in solvent demand for industrial products practically did not change comparing to August. The balance ( up- down) keep its negative values- the  demand continues to decrease. The positive balance was received only in terms of the industry of construction materials: in this branch the demand was slightly growing. As to  the other branches, the demand was reducing there.

The estimations of the volume of demand showed  that the unsatisfied  demand grew by 3 points. The share of  the “below norm” answers grew in all the branches, but ferrous metallurgy and construction industry.

In September the production growth remained by industry as a whole: the share of answers concerning the increasing output once again exceeded the share of answers concerning its fall. For the first time since April 1993 the surveys registered the industrial growth in March 1997. Since March the decline renewed only twice- in May and July. In September the increase in output was registered in non- ferrous metallurgy, petrochemical industry, machine building and construction industry. The most intensive reduction was reported by the food ( -15%) and wood- working (-12%) branches.

The estimations of production ( by the balance) did not change for the last month. However it is worthwhile to note that the share of the answers “normal” (19%) was the best in 1997.

In September the lack of the stock of finished products in industry grew. Only 20% of enterprises consider their stock to be excessive. This is the best value from the moment of the beginning of registering the said indicator in March 1992. The insignificant (+4%) excess of the “above norm” answers over the “ below norm” answers was received only in food industry. In the other branches more “below  norm” answers were registered.

By the industry as a whole the producer prices have not been changed for the fifth month running. The balance ( up- down)  slightly differs from zero, while the share of the” remained unchanged” answers grew up to 87% in September. In September the negative balance ( the absolute decrease in prices) were registered only in metallurgy. In other branches the prices slightly grew.

The forecasts of change in production improved by 6 points. The positive values of the balances of forecasts ( up- down) remained the same since the beginning of this year- the share of enterprises expecting the rise in their output steadily exceed the share of enterprises envisaging its reduction. In September the negative balance of expectations

 (-10%) was registered only in the industry of construction materials. In the other branches the balances are substantially positive ( +16...+32%).





�Figure 14
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�In September the decrease in the forecasts of change in prices stopped. For the last five months the balance of expectations is within the interval of +6%...+8%. At the beginning of 1997 its value made up +24%. In September the answers concerning the envisaged decrease of producer prices were dominating only in construction industry. In the majority of  other branches the moderate (+4%...+11%) price rise is possible.

�Figure 15
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�The forecasts of the change in demand improved by 5 points for the last month. These forecasts remain positive by industry as a whole since January 1997. In September pessimism dominated only in construction industry. The other  branches have more hope for the increase in solvent demand.

S. Tsoukhlo



�Individual business: some aspects of development 



�With the beginning of  reforming the Russian economy in the early ‘90-s, the situation on the labor market  cardinally changed. Practically everywhere in this country  enterprises were getting rid of their employees, especially in the production branches of the Russian economy’s state- owned sector. Between July 1991- February 1992 the number of unemployed grew almost 4 times. As of today the number of unemployed makes up 6.7 mln. 

The decline was especially sharp in the light industry’s branches, which resulted in complete depletion of  the extremely poor Russian market of consumer goods.

Resulting form the effect  of such factors, together with the introduction of the domestic convertibility of  Ruble and  freedom in traveling abroad, the most enterprising people, who were not happy with their position, started the individual import ( so called “shuttle” business).

According to the data of the State Customs Committee, in 1993 3% of passengers imported to this country the same amount of goods  as the other 97% of travelers. These statistical data was received by the results of the customs procedures performed with regard to the baggage of passengers, who arrived from Turkey and UAE. There is certain circle of the countries, on which the Russia “shuttles” focus- Turkey, Poland, China, India, UAE, South-East Asia, Germany and Italy. According to some estimations, the volume of the “shuttle” trade  with some countries  was  several times superior to the respective official goods turnover and reached 10- 15% of the Russian imports.

The share of the “shuttle” business reached up to 70% of the import of non- expensive shoes, clothes,  approximately 50% of leather goods, up to 30% of audio and video equipment, and the overwhelming part of cheap bijouterie also  falls  on this type of trade  Thus, in the national economy there is a new branch operating within the framework of non- trading turnover,  therefore not bringing about any profit to the state budget.

The general fiscal orientation of the policy of  regulating foreign trade has resulted in the rules of importation of goods performed by individuals. In order to  regulate the “shuttle” business and carry on a real control over it, on 23 December, 1993, the RF government adopted the Resolution # 1322 “On the order of transfer across the customs border of the Russian Federation of the goods not designated for production or other commercial activity performed by physical persons”. From the viewpoint of customs fees, the new order equated “regular” import  and the “shuttle” import: from that time, the individuals could import the goods  worth  USD 2 thousand exempted from customs duties. As to the goods exceeding the said quota, they were subject to imposing the unified rate - 60% of their customs value.

With the Resolution of the RF government # 533 of 3 June, 1995, the unified rate of customs duties was decreased twice- to 30%. However, within the framework of the struggle against  decreasing customs  value, the specific customs import duties were introduced  with regard to a number of goods (in ECU for pc. or kg.). The list of such goods comprises shoes, audio and video equipment, TV- sets, video games and cartridges to them, toys, leather and fur clothes.

Due to the necessity to make up the  budgetary losses resulted from the cancellation of export duties in 1996, the conditions of importation of goods to the Russian territory performed by individuals hardened. The Resolution of the RF government # 808 of 18 July, 1996  “ On the order of transfer across the customs border of the Russian Federation of the goods not designated for production or other commercial activity performed by physical persons”,  the norms of the importation of goods performed by individuals, which are exempted from import customs duties, were lowered from USD 2,000 to USD 1,000, given that the total weight of the said goods may not exceed 50 kg. The articles of any assortment worth up  to USD 10,000 ( but with their weight not over 200 kg.) are subject to imposition of customs duties, using the unified rate of 30% of the customs value, but not less that 4 ECU per 1 kg.

Although the life of “shuttles” became more complicated, the majority of them have not quitted their business. According to the recent survey, every “shuttle”  imports the goods worth up to USD 5,000 on average. Obviously,  the final decision concerning  the cargo’s type, value and designation is made by a concrete customs officer, who may be open for “negotiations” .  So far, it is only the customs office located at “Sheremetyevo- “, which shows its personnel’s  relative vigilance (not more than 20% of the goods turnover pass through this office). “Shuttles” - importers from China (25%) mostly use the respective railroad. The Turkish route is the most popular itinerary ( by some estimations, 55% of the “shuttle” business fall on this country), and it is developed by the domestic businessmen either by sea, or by ground means of transportation. In the meantime some Turkish firms provide Russian “shuttles” with their transportation and  customs registration services. The value of such services is between USD2/kg (for textile goods )- USD 5/kg for leather goods, while the Russian customs duty for these goods imported in amounts over the set quota is 4 ECU/kg. According to  some unofficial data, the Turkish state subsidizes these firms, thus  leaving the Russian budget without  significant amount of revenues.

The pessimistic forecasts appearing after adoption of every government Resolution concerning “shuttles” have not yet justified. The significant price rise has not happened, the situation in the labor market has not deteriorated, and the “shuttle” business  has not only “died”, but also  practically has not reduced, though it has become more complicated.

The “shuttle” business, together with the “street” trade, is a specific  «safety device», which allows the economy to employ huge mass of unemployed people without any social tension. Therefore, any persecutions upon the “spontaneous” import will result in the fact that many “shuttles” would become really unemployed and would be left without any means for existence. Taking into account that the “shuttles” are the most mobile and enterprising part of this country’s population, if they were cut from their usual business, the “shuttles” could  create  certain source of  social tension. In addition to this, the reduction in volumes of the non- centralized import may  also affect  the formation of the Russia’s consumer market. That is why it is necessary to practice more sensible approach in the course of  elaborating the respective legislative acts regulating the “shuttle”  business in Russia.



�Table 5

Non- organized import (USD bln.)

�1995�1996�1997���Total�I quarter�II êâ.�III êâ.�IY êâ.�âñåãî�I êâ.�II êâ.�I ï/ã��Âñåãî�14,2�3,7�4,0�3,6�3,1�14,4�3,9�2,7�6,6�� Outside C.I.S.�11,0�2,8�3,0�2,7�2,5�11,0�2,9�2,6�5,5��Source: calculated on the basis of the Goskomstat data.

S. Prikhodko, N. Volovik



� The GKO-OFZ yields are corrected on taxation.

� The Decree “ On the plenipotentiary representative of the President of RF in the region of RF” provides the Center with effective tools to influence the policy implemented by the elected governors; the Decree “On se protecting investors’ and shareholders’ rights on securities in RF” reads  that the Central Depository will be established. Such a depository as the government institution, will become the major custodian of securities in this country; the Decree “On some measures on perfecting the system of control over the military and technical cooperation with foreign states” turns “Rosvooruzhenye”, the revenues of which doubled for the last year,  practically into a sub-division of the ministry, etc.
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