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�OCTOBER 1997: ECONOMIC AND POLITICAL OUTLOOK



�The problem of the budgetary crisis still was  being of crucial importance  in terms of tactics and strategy of this country’s economic development in October. This budgetary crisis, by its essence, comprises two correlated problems: on the one hand, it is the problem of the balance of the budgetary revenues and obligations, and the problem of the budgetary borrowings, on the other hand.  In contrast to the first half of this year, the specifics of  autumn 1997 became  shifting  the emphasis from the problem of borrowings to the problem of revenues.

The unification of the opposition noted yet in mid- September�,  tight budget-98, obviously  low chances for having the budgetary proposals adopted by the Duma  and the sharp fall in tax collection as  the background of the former factors have resulted in the growing political instability, and hence the Parliamentary crisis burst out in October.

The analysis of the confrontation between the Duma and the government allows to make a few conclusions. First of all, regardless of  rather a  unique sharpness of  declarations, neither of the power branches is interested in a real confrontation. For President, the non- confidence vote  will lead to the necessity to make a choice between  dissolving the Duma and  changing  the government, and both variants may result in weakening of the presidential power. The change of the government might have meant the recognition of the President’s weakness, while a new  Duma, which, in compliance with the constitutional procedure, is due to be elected after dissolving the present one, promises to be even less manageable�. At the same time, as the activity of the communist parliamentary group  has shown, the leftist opposition does not see a real alternative to the current course. Moreover, the leftist opposition is not ready to hold responsibility for the implementation  of this course.

Secondly, the President’s activity in the present situation may be regarded in the framework of the development of the process of his “autonomization” as some personification of the state interest ( and as the major guarantor of the Constitution). In this connection, the statement made by President concerning the expediency of  a retreat from the principles of liberalism, in favor of  strengthening the role of the state, may be interpreted both in terms of strengthening the  dirigism in the field of economy and as strengthening the role of the state as the supreme arbiter. At the same time, the  “deterrences and counterbalances” system created by  President is designated for  using it at the qualitatively new level, i.e. not so much to equalize the fluctuations within the presidential team, as to balance among the influential groups of interests. Thus, as a result of “bargaining” between the two branches of power, the budget-98 was actually “changed” for the Tax Code. At the same time, the process of strengthening  of the central power  is under way , at the expense of the  dividae and impera policy  pursued  with regard to the local  authorities of different levels.

Thirdly, for the first time ever it is rather the economic motive than the political  reason is becoming significant for making decisions concerning expediency of any activity in the field of economic policy. It is notable that  either party, on the basis of the analysis of the situation in the securities market, used the data on the Russian economy’s losses resulted from the political uncertainty  as  a reason  in favor of the necessity to compromise. In general terms, both branches of power have demonstrated understanding of the fact that the key issue of the  political and economic development is the problem of providing the public consensus  at the stage of depression, given that the strategic  continuity of the economic policy  should be maintained.

However, due to the fact that the problem of the budgetary revenues remains unsolved, the danger of the growth of political instability is still in force. At the same time, one may assume that  the next round of confrontation may be postponed due to  the government’s concessions,  the CPRF fraction’s self-  discredit and  the split within the opposition.    

T. Khokhlova

�THE STATE OF THE BUDGET

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

Table 1. Execution of Russia's budget ( % to GDP)���1995 ãîä�1996 ãîä�1.02.97�1.03.97�1.04.97�1.05.97�1.06.97�1.07.97�1.08.97�1.09.97��Revenue������������Profit tax�2,47�1,44�0,59�0,67�0,88�1,13�1,30�1,29�1,16�1,17��Personal income tax�0,2�0,23�0,20�0,20�0,17�0,12�0,12�0,10�0,10�0,09��VAT, special tax and excises�5,81�6,74�4,21�4,57�5,44�6,30�6,64�6,28�6,19�6,06��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�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�0,25��Overall taxes and payments�10,28�9,70�5,70�6,52�7,54�8,64�9,19�8,74�8,63�8,50��Non-tax revenues�3,4�2,80�1,59�1,91�1,35�1,57�1,54�1,55�1,71�2,65��Total revenues�13,68�12,50�7,29�8,43�9,22�10,20�10,73�10,29�10,34�11,15��Expenditure������������State administration�0,27�0,24�0,17�0,18�0,21�0,21�0,24�0,24�0,29�0,32��International activity�1,3�1,18�0,36�0,34�0,60�0,69�0,69�0,73�0,71�0,31��National defence and law enforcement activity�4,03�4,10�2,92�3,37�4,46�4,69�4,91�4,28�4,31�4,51��Fundamental research�0,29�0,29�0,05�0,11�0,23�0,28�0,31�0,31�0,36�0,37��Services to national economy�2,18�1,84�0,86�0,89�1,43�1,53�1,62�1,47�1,63�1,78��Social services�1,12�1,22�0,52�1,70�2,19�2,28�2,36�2,38�2,30�2,13��Servicing  state debt�1,5�1,51�1,24�1,32�1,94�1,85�1,91�1,74�1,69�1,69��Other expenditure�2,79�1,94�2,88�1,19�1,66�1,55�2,04�2,21�2,32�3,23��Overall expenditure�15,24�14,37�8,42�9,10�12,72�13,09�14,08�13,36�13,61�14,35��Loans less repayments�1,37�1,04�0,60�0,94�0,35�0,80�0,19�1,03�0,89�0,71��Expenditure and loans minus repayments�16,61�15,33�9,02�10,04�13,07�13,89�14,28�14,39�14,51�15,05��Budget deficit�2,94�2,83�1,73�1,61�3,84�3,69�3,55�4,10�4,17�3,90��Total financing, of which�2,94�2,83�1,73�1,61�3,84�3,69�3,55�4,10�4,17�3,90��domestic�1,41�1,36�1,20�0,38�1,95�1,84�1,66�1,48�1,92�1,79��foreign�1,53�1,47�0,52�1,23�1,89�1,85�1,89�2,62�2,26�2,11��GDP (trln rubles)�1659�2256�201�401�605�812�1019�1226�1454�1640��*Preliminary data

�According to the final data, by September 1 the drop in tax revenues was took place. At the same time by way of increasing the non-tax revenues the overall sum of revenues increased. Thus, certain augmentation in the level of the federal budget expenditure did not resulted in any grow of the budget deficit.

The structure of financing remained the same as during previous four months and foreign sources still compose the major part of it. 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�IX��Taxes and payments�20,97�12,99�14,15�16,07�18,39�19,70�19,43�19,73�19,93��Non-tax  revenues�2,83�2,32�2,65�2,51�2,43�2,51�2,64�2,84�3,64��Overall revenue�24,9�15,31�16,80�18,58�20,82�22,21�22,07�22,56�23,67��Overall expenditure and loans minus repayments�29,07�18,22�20,11�23,50�25,31�26,21�26,76�27,20�27,96��Budget deficit�4,17�2,91�3,31�4,92�4,49�4,00�4,69�4,64�4,29���



�As can be seen from Figure 1, there was in September a further decrease in the volume of tax arrears into federal budget. Thus total volume of arrears made up 96 trillion rubles.

A September fall is the result of oppressive measures implemented by the Russian Fiscal Agency. Its efforts lead to the lifting of tax liabilities for the amount of RUR 5.3 trln. in September and of RUR 52 trln. in 9 months of 1997. The latter includes RUR 42 trln. of arrears that were paid voluntarily by a tax payers upon receipt of payment requests.

Tax Policy Review

The ministry of Finance issued a letter which elucidated the order of implementation of a governmental decree #1442 “On the Revaluation of Fixed Assets in 1997”. The revaluation will be applied to the value of fixed assets as on the beginning of 1997 and will concern “all fixed assets which are in possession, in operational management or on long-term lease with the right of retention - irrespectively of state and condition, in operation or out of order, in conservation, in stock or fully depreciated but not written down from records etc.” The revaluation will not touch fixed assets which are in common possession of partners in partnerships.

The Ministry of Foreign Economic Affairs, State Customs Service in cooperation with the Central Bank of Russian Federation adopted the Roster of Documents proving execution of works and delivering of services and rights on results of intellectual activity in international contracts (see the letter of CB #518 of 18.09.97).

On October 1 the State Tax Service announced by its letter the list of documents which local tax inspections should go by calculating social insurance dues paid by companies to the extrabudgetary social funds.

No social dues are to be charged in following cases: lay-off pays, cash compensations of a nonused leave as well as a mean wage, paid to the tune which is set by specific legislation, reserved on the period of outplacement of redundants and of workers fired during reorganization and closing down of an enterprise; damages, paid accordingly to the Russian legislation in compensation of employee injuries or losses and injuries caused by acts of God.

The State Pension Fund of Russian Federation adopted a decree #73 which elucidated the order of implementation of the list, set by the government decree #546, of payments which are free of social dues charge. The list came into force and has been implemented since May 23 1997. Dues, which are not provided by the list, were not paid or charged after June 15 should be considered as arrears and are to be levied with surcharges. Before this date those parts of the previous list, adopted and brought into force by the government decree #153, are to be applied which incontradict to the Federal Law “On Tariffs of Social Dues to Pension Fund of RF, Fund of Social Insurance, State of Public Employment of RF and in funds of obligatory medical insurance in 1997”.

According to the law from January 1 gains from private deals, i.e. negotiated with private businesses deals, which subjects are fulfillment of works or delivering of services or rights on results of intellectual activity, and gains of members of cooperatives, including agricultural cooperative, are charged social dues.

Said Batkibekov

�MONETARY POLICY



�In September 1997 the tendency to decrease of consumer prices, which had begun in August, was continuing. In August the deflation amounted to 0.03%. That corresponds to annual price decrease by 3.54% (see fig. 2).

�Figure 2.

�



�It is expected, in October 1997 seasonal factors stop to influence the level of inflation significantly. So, the inflation in October will amount to 0 – 0.3% a month (0 – 3.66% annualized). Generally, in 1997 the consumer price growth will not exceed 12%.

In October the Central Bank of Russia promulgated the main indicators of monetary policy's performance on September, 1, 1997. As it looks from tab.3, there was a slowing down of growth in monetary aggregates’ rates during Summer 1997. The money multiplier dropped also in June – August by about 10% compared to the level in the beginning of the year. Totally, for the eight months of 1997 the money base grew up by 33.46%, the stock of cash (M0) – by 36.42%, the broad monetary aggregate (M2) – by 27.95%.

On October 6, 1997 the Central Bank of Russia decreased the refinancing rate from 24% to 21% annualized (see fig. 3). At the same time the rates on mortgage loans were reduced. In particular, the rate on 3 – 7 days loans was set at the level of 15% (instead of 18%), on 8 – 14 days loans – 18% (earlier – 21%), the mortgage rate on 15 – 30 days – 21% (earlier – 24%). The repurchase rates on GKO-OFZ remained at the previous level of 18/21% per annum. The latter is 1 – 2 percentage points higher than the yields at the secondary market for government securities.

�Table 3.

1996 –   1997�

Money Base (MB)�

Cash (Ì0)�

Broad Money (Ì2)�Money Multiplier���trln. rubles�change in %�trln. rubles�change in %�trln. rubles�change in %�Ì2/MB��December�103.8�8.35�295.2�4.57�130.9�4.72�2.26��January�96.3�-7.23�297.4�0.75�123.9�-5.35�2.40��February�102.0�5.92�307.6�3.43�130.2�5.08�2.36��March�105.2�3.14�315.0�2.41�136.3�4.69�2.31��April�115.2�9.51�328.4�4.25�145.7�6.90�2.25��May�120.4�4.51�339.4�3.35�148.2�1.72�2.29��June�136.8�13.62�363.8�7.19�167.0�12.69�2.18��July�140.3�2.56�375.5�3.22�171.4�2.63�2.19��August�141.6�0.93�377.7�0.59�174.7�1.93�2.16��Figure 3.

�

Arkhipov S.A., Drobyshevsky S.M.

FINANCIAL MARKETS.



�The market for GKO-OFZ. In the second half of October the tendency to a growth of government securities yields has occurred. This mostly stroke the short- and middle-term issues. The yields of these tranches are tightly connected with interest rates on short-term interbank loans. The latter exceed the refinancing rate for a long time. This together with negative slope of the term structure of GKO's yields is obvious under conditions of ruble deficit. This statement is also supported by a decline in balances of commercial banks. The situation became heavier by the end of the month. The spreading crisis on Asian financial market influenced the GKO yields due to the partial openness of the market. The crisis at the internal market occurred on October 28. From the beginning of the trade session the quotation were bided by 1% lower than close ones on the previous trade session. In the end of the day the overall fall equaled to 2 – 7%. The size of the fall are compared with ‘Black Tuesday’ at the Russian currency market (October 1994), the crisis at the IBC market (August 1995) and the ‘fever’ on the eve of President Elections in 1996. However, in this case the slump of GKO-OFZ prices was caused by capital outflows to the ‘low’ Russian stock market. The rate of GKO-OFZ prices' fall would be more impressive, but this was stopped by means of restrictions on profit repatriation for non-residents. The term structure of GKO yields for this day is shown in fig. 4. The ‘chaos’ of the structure was a result of a wide spread of real trades.

During October, 1 – 28, 1997, the Russian Ministry of Finance placed four issues of GKO (21094, 21095, 21096, 21097) and two issues of OFZ with fixed coupon payments (25018, 25019). The total volume of new government securities amounted to 33.5 trillion rubles under the claimed demand for 45 trillion rubles. The demand exceeded the supply by 10%, and there were placed 75% of the announced volume. So, the auctions were rather successful for the Ministry of Finance, and the premium was at zero or minimal level.

Since a stabilization at the world markets did not come yet, it is more likely, that foreign investors will sell GKO-OFZ gradually and, therefore, there will be an pressure at the foreign currency market. To maintain the supply of ruble capitals at the current level, the RCB has to buy the government securities at the second market (or to implement this policy through credits to authorized dealers, e.g. Sberbank). It is clear, the currency reserves of the RCB will go down, and the US dollar exchange rate will increase. Thus, under a lack of internal factors being able to bear a crisis it is not worth to expect a heavy growth of returns.

�Figure 4.

�



�Stock market. During the last three weeks the Russian stock market was determined by several factors testifying to much extent to a possibility of considering it as a part of the whole system of world financial markets.

Firstly, there were some fluctuations at the American financial markets due to the uncertainty in expectations concerning the economic dynamics in the USA. In particular, according to the head of the FRS A. Grinspan, the FRS intends to increase the discount rate, should the inflation rate in the USA increase. This fact might influence a structure of international financial portfolios in the US markets’ favor.

However, on October 16 the positive data concerning the level of inflation in the USA was published. This fact allows to conservative foreign investors do not change their international portfolios’ structures drastically. The demand for the Russian blue-chips on the part of non-residents will renew. Thus, from this point of view the  prices of shares at the Russian stock market had to rise gradually.

Secondly, the political situation in Russia stabilized chiefly. In particular, the block of opposition from the Lower House of the Parliament (the Duma), the participants in which attempted to get the non-confidence vote to the Russian Government, changed their mind. However, it is necessary to note, in any case the vote would be only a senseless political step of opposition, whose opinion on this issue were different also. In addition to this, President Boris Eltsin has an opportunity to dissolve the Duma. That was one more reason for the withdrawal of the vote. Generally, these political moves of opposition gave a cause for speculative short-term operations, which were passed by Russian participants of the market.

Thirdly, the crisis at the Asian financial and stock markets has been continuing. The general slump in prices from August 7, 1997 at the Hong-Kong stock market amounted to about 45%. Such a significant tumble leads to some tension at all the Asian markets. At the same time, the outflow of capitals from the emerging markets occurs in order to buy cheap Asian securities. Afterwards, on 27 – 28 October the sharp tumble occurred. The most of largest stock exchanges stopped their work for several hours. In particular, on October 28 the Dow Jones Industrial Average Index slumped by 554.51 basis points (the decrease was 7.18%) to 7160.9. Nevertheless, since October 29, there has begun some restoring of quotations at world stock markets.

These processes influenced the Russian financial and, especially, stock market. From October 22 to October 24 the RTS-1 index decreased by 5.84%. On Monday (October 27) the quotations of Russians blue-chips decreased by about 6.4%. However, the most appreciable fall (about 19.03%) was on Tuesday. On October 29 there was a correction in quotations, the RTS-1 index grew up by 15.65%. But, on October 30 the Russian index decreased by 5.97% due to Dow Jones' dynamics again. As it was noted above, the fluctuations at the Russian stock market were highly correlated with dynamics of the Dow Jones Index (see fig. 5). The correlation coefficient for October equals 0.81.

�Figure 5.

�

�Interbank credit market. The growth in rates at the interbank credit market, observed from the midst of September to October 1997, was caused by a deficit of rubles. So, rates on ‘overnight’ loans increased from 5 – 10% in the end of August – the beginning of September to 20% in October. The rates on other loans went up from 15 – 20% to 20 – 25% annualized (see fig. 6).

In October 1997 were was some growth in the total volume of given loans (see fig. 7 and tab. 4). At the same time the share of ‘overnight’ loans decreased from 72% to 63%. Mainly, that was caused by the rise in part of loans for 3 days.

�Figure 6.

�

Figure 7.

�



�Foreign exchange market. The official dollar exchange rate grew up from 5826 to 5860 rubles per dollar, i. e. by 0.58% (7.23% annualized) in September 1997. The dollar rate on the Moscow Interbank Currency Exchange increased from 5840 to 5863.5 rubles per dollar, i.e. by 0.40% a month (4.94% a year). In October 1997 the MICEX's dollar exchange rate was mainly lower than the official exchange rate setting by the Russian Central Bank. According to preliminary assessments, the official exchange dollar rate will reach 5887 rubles per dollar by the end of the month. That equals to 0.46% a month (5.67% annualized). On the MICEX the ruble exchange rate will get the level of 5835 rubles/$, i.e. will rise by 0.45% a month (5.51% per annum). At the interbank currency market it will get 5890 rubles/$. In this case the increment will be equal to 0.45% (5.56% annualized).

The dynamics of the official and MICEX's exchange rates of dollar for September – October 1997 are shown on the fig. 8.

The exchange rate 'Deutsche mark/ruble' rose from 3215 rubles/DM to 3327 rubles/DM in September 1997. It corresponds to 3.48% a month (50.8% annualized). In October the growth of 'Deutsche mark/ruble' exchange rate will continue (see fig. 9). According to our estimates, the Deutsche mark exchange rate will reach 3390 rubles/DM. That means, the increment in DM will be about 1.89% a month (25.3% annualized).

�Figure 8.

�

Figure 9.

�



�The gross turnover on the MICEX by the US dollar and the Deutsche mark amounted to 2038 and 144 billion rubles, correspondingly, in September 1997. In October, the growth in turnover by US dollar continues. According to preliminary estimates, in this month the gross turnover on the MICEX by the US dollar increases to 2500 billion rubles and remains at the level of 140 – 150 billion rubles by the Deutsche mark.





�

Table 4. Indicators of Financial Markets.��month�June�July�August�September�October*��inflation rate (a month)�1.1%�0.9%�-0.1%�-0.3%�0.2%��annualised inflation rate by the month’s tendency�14.03%�11.4%�-1.19%�-3.54%�2.43%��the RCB refinancing rate�24%�24%�24%�24%�21%��auction yield on GKO (end of the month)�18.64%�18.84%�18.75%�18.44%�19.91%��auction yield on OFZ (end of the month)�25.84%�24.63%�18.17%�17.91%�19.70%��auction yield on OGSZ (end of the month)�20.42%�18.22%�18.22%�18.22%�19.00%��annualised GKO yield to maturity:�������less than 1 month�17.84%�17.68%�18.33%�19.27%�21%��1-6 months�19.61%�17.49%�19.03%�19.52%�21%��more than 6 months�21.69%�18.93%�18.93%�18.57%�20%��average yield on all issues�20.28%�18.28%�18.61%�18.99%�21%��annualised yield to maturity on OFZ issues�31.51%�27.11%�28.13%�28.38%�24%��IBC – INSTAR rate (annual %) on loans by the end of the month:�������overnight�15.13%�8.97%�10.25%�26.81%�18%%��1 week�20.34%�19.51%�17.00%�20.74%�19.0%��2 weeks�21.04%�16%�14.50%�17.00%�25.0%��1 month�20.00%�23%�21.92%�21.00%�23.5%��turnover of IBC market a month (billion rubles)�74768�78821.8�99239�88843�96000��official exchange rate of ruble per US dollar by the end of the month�5782�5798�5830�5860�5887��official exchange rate of ruble per DM by the end of the month�3352�3160�3256�3327�3390��average annualised exchange rate of ruble per US dollar growth�1.89%�3.37%�6.83%�7.23%�5.67%��average annualised exchange rate of ruble per DM growth�-1.24%�-46.68%�43.21%�50.82%�25.25%��gross turnover on the MICEX by USD and DM a month (billion rubles)�1700�1713.8�2094�2183�2650��turnover at the stock market in the RTS for the month (millions of USD):�948.74�1575.16�1625.45�1398�2500��average annualized return at the stock market in the RTS:�24.85%�39.66%�-5.82%�0.70%�-2%��*/ estimate

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

INVESTMENT



�Between January- September 1997 the stabilization of output happens on the background of the ongoing decline in investment to capital assets. Between January- September 1997, RUR 238 trln., or 12.3% of GDP were spent on the development of the economy and social sphere. The increase in the share of investment to production construction in the total volume of investment  resources from 58.4% between January- September 1996 up to 62.4% in January- September 1997 became characteristic of this year. With the overall volume of investment decreased by 7.1% comparing to the previous year, the investment to production construction reduced by 1.7%, but in the IIIrd quarter this year it grew by 2% comparing to its respective period of the last year, and this happened for the first time for the last five years.

It is the enterprises’ own capital and borrowings which are the major source for financing investment. This year, in the majority of cases the investment activity was related only to loading the enterprises’ reserve capacities. At the same time the rate of the use  of production capacities increased in the majority of enterprises of metallurgy, chemical industry, machine building. The renewal of investment activity was observed in electroenergetics, transport and communication, trade and public catering. In the meantime the enterprises’ management  becomes more reasonable in  making investment decisions comparing to what has been observed recently or during the first stage of the reform. In this sense, the management pays more attention to marketing research and  forming sales markets and not to  a mere increase of production scale.

The actual volume of enterprises’  resources due to be used for investment purposes decreases, because of the complicated financial situation of the majority of enterprises and the growth in a number of unprofitable enterprises.  The intensification of the attraction of investment resources  to the  economy’s real sector has not happened,  though the refinancing rate dropped to 21%  annualized. However, in this case the interest rate still  exceeds the average rate  of production profitability, which results in inefficiency of using borrowed capital.

The high investment risks  impose constraints upon the possibility of using the potential of private domestic and foreign investment for developing the Russian economy. The deficit of the transparent information on enterprises’ production and financial  performance,   opposition to attracting domestic and private investment to enterprises and to investors’ participation in managing the enterprise, which happens fairly often, plus the complicated and controversial legislature affect the change of the investment climate. Unfortunately, the domestic banking system has also proved  to be unprepared to accumulate  resources to issue long- term credits to the real sector. As of 1 September, 1997,  the proportional weight of  long- term credits in the overall volume of credits issued to the economy and the population made up 3.4% and grew by 0.6 points since the beginning of this year.

The prospects of the renewal of  the enterprises’ investment activity are related to the implementation of a new  amortization policy, which provides the enterprises with a right to select a method of amortization, simplification and enlargement of the amortization norms. However, so far the amortization deductions are spent on the increase of the enterprises’ own  liquid assets and  on resolving  their current problems.

Between January- September 1997 the  amount of financing the state investment made up  RUR 6.8 trln. or 48.9%  of the budget ( with the account of sequestration). RUR 4.3 trln of the said sum were spent on paying off credits issued between 1996- 1997 to commercial banks under the guarantees of the Ministry of Finance, and only RUR 1.6 trln were  spent on the implementation of the targeted programs and other investment projects. In such a situation,  such programs as “Own House” and conversion of the defense industry and  investment  projects held on the tender basis were not financed at all.

In order to provide the financing of the Federal Budget’s expenditure for the year 1997 and to fulfill the obligations before the recipients of the Federal Budget’s  capital for the completed work,  the presidential Decree # 880 of 14 August, 1997, reads that there will be  the clearing operations performed  with regard to the Federal Budget’s debts on the state investment before investors, on the one hand, and investors’ debts  to the budget, on the other hand.

O. Izryadnova

�SITUATION IN INDUSTRY



�In 1997, for the first time since the beginning of the reforms, the growth in the overall output of industrial products comparing to the preceding year is noted. Between January- September 1997 the output volume grew by 1.5%, compared  to its respective period of the last year.. At the same time the output of the intermediary and consumer goods  grew by 2.2% and 1%,  respectively, while the rate of the reduction in the output of  means of production fell significantly ( to 0.5%). It is important to note that the rise in the overall volume of industrial output was determined by the growth of the overall domestic consumption, since the export of industrial products during the period in question was inferior to  its respective index registered in 1996. The slowdown of the intensity of structural shifts and clearly manifested trend to stabilization with regard to production investment also serve as  indices of the Russian economy’s  transition from the phase of transformational decline to the stage of stabilization.

The production dynamics by the major industrial branches are characterized with the data represented in the Table 5

�Table 5

Dynamics of the physical volume of industrial production between 1994- 1997 ( in % to the preceding year).

�1994�1995�1996�1997

January-

September*��Industry, overall�79.1�96.7�96.0�101.5��Electric power energy�91.2�96.8�98.4�96.4��Fuel energy�89.8�99.2�97.3�99.8��Non-ferrous metallurgy�82.7�109.6�95.5�100.7��Ferrous metallurgy�91.1�102.8�94.6�102.9��Chemical and petro chemical industry�75.5�107.6�89.0�101.6��Machine building and metal works�69.2�90.9�88.9�103.2��Timber, wood processing and pulp industry�69.5�99.3�77.7�101.2��Building materials industry�72.7�92.0�74.7�94.5��Light industry�54.0�69.8�72.4�95.9��Food processing industry�82.5�91.8�90.8�98.3��*In %  to January- September 1996

Source: Goskomstat of RF

Figure 10.
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�For the first time since the late 1980s, the growth in oil production is noted. The volume of oil extraction grew by 0.9%, when compared with its respective period in 1996. In our view, this testifies to the fact that the Russian oil industry is in the process of transition from the critical stage, which was mostly determined by the sharp reduction in domestic and external demand for oil, to the stage of relatively stable developing. At the same time one should  expect that an additional drop in the domestic demand for oil, which may become possible in the short run, will be compensated with the expansion of  the oil export. Among the major specifics of this year one should also note  the growth in the output of machine- building goods (Figure 10), which is mostly determined by the sharp rise in output in the national automobile industry, in which the  output grew by 13.7%. The production growth is also observed in metallurgy, chemical, paper and pulp, microbiological, medical and polygraphic  branches.

It is envisaged that the overall output of industrial products in 1997 on the whole  will be superior to this year’s level. At the same time a significant production growth should be observed in  the chemical industry and machine building, while in the fuel industry the level of  production should be close to the level of the preceding year, and the industry of construction materials, light and food branches should have their decline rate at the  minimum level ever observed over the whole period of the reform.

Yu. Bobylev

�SITUATION IN INDUSTRY



�The intensity of the reduction in the solvent demand for the last three months remains practically the same ( -9... -6%). The negative values of this balance show that the responses concerning  the drop in demand exceed the number of reports  about its increase. At the same time 2/3 of enterprises think that the solvent demand for their products is not changing. The most intensive reduction in demand  in October was  registered in  the food (-31%) and petrochemical (-20%) branches and in the construction industry ( -27%).

��



�Despite the slowdown of the fall in solvent demand registered by the surveys through 1997, the enterprises consider such a fall one of the most serious obstacles for a production growth. In addition to the arrears and  the lack of liquid capital, the demand imposed constraints on the rise of output of 65%  of enterprises. The enterprises’ estimations made at the scale “above norm”, “normal”, “below  norm” also prove this factor’s critical importance. The overwhelming majority of the enterprises think that the volume of the solvent demand  for the produced goods is “below norm”.

At the same time the solvent demand for industrial products has not yet become the major landmark for the enterprises. As our research shows, the majority of  the directors of enterprises “ tie up” their production to their current production capacities. In 1997 51% of the surveyed directors reported this ( in 1996- 42%). The solvent demand holds the second place ( 1997- 23%, 1996- 29%). Thus, the directors’ estimations mostly found themselves under the impact  of the production scope, which used to exist under the socialist system, and the influence of this factor  grew significantly during this year.

The rise in production volume is observed for the third month running- in industry the domination of the enterprises increasing their output is observed. In October the output was growing in ferrous metallurgy ( +18%), petrochemical industry ( +13%) and machine building (+4%). The most intensive decline rate was registered in the industry of construction materials ( -27%).

Despite a clear improvement of the dynamics of output, the estimations of the production volume  steadily remain  bad. About 80% of the surveyed enterprises consider that   to be “below norm”. This fact proves the conclusion that in the national industry the domination of the “standards” formed under the planned economy is observed.

On the other hand, the  direct correlation between the estimation of  production capacities and the solvent demand for products shows that directors of enterprises  realize that their enterprises’ production capacities are excessive. In the first half of 1997 the share of answers “ excessively sufficient” was fluctuating  between 51- 58%.

��

�The volume of  the stock of finished products continues to reduce. The negative balances were reported by all the branches. The most intensive decrease in  the  respective stocks happened last month in the wood- working (-49%) and light (- 49%) branches and in the ferrous metallurgy. The lack of the stocks of finished products remains: in the national industry the number of enterprises, which consider their stocks to be “below norm”, prevail. The highest rate of the lack was registered in October in non- ferrous metallurgy (-43%), light (-35%) and wood- working (-20%)  branches. None of the branches experiences a surplus of finished products.

In October the surveys registered a slight increase in prices. The balance ( growth- decrease) grew  from 0 up to +7% for the month. The increase  in the intensity of the price rise happened mostly at the expense of machine building: in this branch the balance grew from +3% up to +14%. As to the other branches, the change of their balances was insignificant.

In October the rise in production costs slowed down  by 4 points comparing to July. It was the enterprises of  the industry of construction materials,  petrochemical and light branches which reported the most intensive rise in production costs ( +49%, +42%  and +35%, respectively). The estimations of production costs by the balance ( above- below norm) demonstrated that the rate of dissatisfaction with their values  was high in the wood- working (+75%), petrochemical (+61%) and food (+46%) branches.

In 1997 none of the enterprises estimated its financial and economic situation as “good”. However, by October the share of the “satisfactory” responses grew up to 30%  against 21% reported in April, while the sum of the answers “bad” and “extremely bad” dropped from 79% to 70%.

The balance of the  envisaged changes in production has been fluctuating around 20% for the last four months. In industry the hopes for the rise in output prevail steadily. In October the positive balances were reported by all the branches, but   the construction industry (-59%) and the food industry (-8%).

The forecasts of the change in prices began to decrease once again. In October the balance of expectations  dropped from +7% to +2% and proved to be the minimum one since the  beginning of registering this index in March 1992. The branches’ forecasts also slightly differ from zero, with the exception of the food industry (+26%) and ferrous metallurgy (-10%).

��

�The forecasts of the change in demand deteriorated by 11 points in October. The share of reports concerning the envisaged reduction in demand grew up to 20%. This is the worst value in 1997. The growth of  pessimism was registered in all the branches, but the negative balances ( the excess of the forecasts concerning the reduction in demand) were reported only by the enterprises of the construction industry (-62%) and petrochemical industry (-4%).

The forecasts of the change in employment have stabilized. The major part (62%) of enterprises do not expect  a change in this index until the end of 1997. However, the negative balance of the responses “up” and “down” tells that dismissing of the personnel should prevail in the other enterprises. It is most likely that the dismissing of the personnel  should take place in the construction industry (- 59%) and non- ferrous metallurgy (-25%).

S. Tsukhlo 

�

SITUATION IN THE AGRO- INDUSTRIAL COMPLEX



�For the first time  over the  whole period of the reforms, the 9 months of this year showed some growth in the agricultural production, although  the respective rate was insignificant. According to the data of Goskomstat, the gross output of the agrarian sector grew by 5.9%  in September 1997 comparing to the respective period last year.

Such a result was achieved mostly at the expense of crop production. Low  harvest rates of 1995 and 1996  must have been exceeded this year, thanks to a number of objective reasons, and, indeed, this has happened. The harvest volume of grain crops is expected at a level of  one- third higher than the last year’s respective index, sunflower has been already harvested at 14.5% more than last year, while the production of sugar beet remained unchanged, and the gross harvest of potato and vegetables slightly  dropped. The latter, however, tells not so much about the crisis in the said subbranches, as about  an improvement in the population’s nutrition diet on average: the production of the said crops is rather elastic, and  it is most likely that the reduction means a decrease in consumer demand ( the drop in prices for fruit and vegetables, including potato, by 1.6% over the last three quarters,  against  almost 1%  price rise for the said goods over the respective period  of the last year, also proves this fact).

The growth in crop production is not determined by the weather factor only. As it was noted in the previous bulletin, the use of mineral fertilizers grew- although insignificantly- during this year’s sowing campaign. However, such a rise was  observed for the first time over the period of the reform.

The agricultural producers  have realized  the efficiency of the grain production, and they are ready to  extend their sowing area and to use intensive production factors ( particularly, fertilizers). Despite the drop of prices for grain both domestically and in the international markets, the producers intend to extend the  sowing area for grain products ( see: results of the Business  Survey in Agriculture, IIIrd quarter 1997).  As of 29 September, the sowing area for winter crops have been already increased by 1.8%, when compared with the last year. As it is generally known, it is winter crops which have higher yield rate.

Despite the ongoing decline in cattle breeding, there are some positive shifts in this sphere too. The most significant phenomenon in this field is the rise in animals’ productivity: the proportional output of milk and eggs grew, accordingly, by 5.7% and 5.6% compared with September last year. The slowdown in the reduction of the live- stock happened because of the growth in quantity of  young stock and the reduction in the murrain, which also  serve as indicators of the intensification of the branch.

The share of cattle in the population’s  households in the countryside continues to grow at already formed, stable rate- 2- 4%  per annum. At present over one- third of the horned cattle, almost a half of the pigs and over 60% of sheep and goats are in individual households, including farmers.

With the slowdown of the reduction in the quantity of cattle and rise in its productivity, the rate of the decrease in gross volume  of output of major animal products reduces, too. The production of eggs for the last 9 months even grew, regardless of the fact that the prices for eggs reduced by almost 10% for the respective period. The latter also proves the growth in  the production intensity.

Real monetary income of the population grew by 2.7%  for the three quarters of 1997. Accordingly, the retail turnover of food goods grew by 2.7%,, thus demonstrating relatively high  flexibility of the population’s  food consumption. Taking into account the fact that this year the food import has not been increased ( and by some products, such as grain, flour, refined sugar, it even falls), the growth in demand for food goods creates prerequisites for the growth in domestic agrarian production and the output of food products.

Despite the preventive statements of the Sugar Alliance, the increase of the import tariff for refined sugar has resulted in the price rise for granulated sugar in this country. It is worth noting that  the rate of  such a price  rise was highest comparing to the other groups of food goods- it makes 34.2%. Accordingly, the production of granulated sugar in the domestic plants grew over one- third. At the same time,  there was no growth in the production of sugar beet ( see above). In other words, the growth in the output  in the sugar industry happens at the expense of exported unrefined sugar, and import protectionism is aimed not for supporting the national agriculture, as it was declared in the course of the increase of tariffs, but at  supporting the sugar industry. At the same time it is necessary to take into account the fact that the  sugar  industry is rather an  unsafe production, form the ecological  point of view. Therefore. Russia, by reducing the domestic  production of sugar beet, begins to process the imported unrefined sugar, thus  moving the ecologically non- neutral production to this country’s territory.

The 3% drop in the production of vegetable oil and the respective 19% price rise for that between January- September 1997 were caused by the 34% reduction in sunflower production last year. The rise of the respective harvest this year has determined a sharp growth in the output of sunflower oil  4.5 times already in September 1997 comparing to September 1996 (to estimate the seasonality factor, it should be noted that the respective production in September 1996 grew by only 85%). This is a positive sign showing that the domestic product begins to be processed in the national oil refinery plants, instead of exporting that abroad  and importing back the finished product.

On the whole, the growth in production volume is noted by practically all the branches of the food and milling branches and fishery. The decline in output continues in the meat and milk industry, although in this branch some reduction in the decline rate is notable. In the latter branch,  the share of the individual sector is growing. The latter sector to a significant extent deals with processing on its own ( a primitive slaughtering, primary milk processing, etc.), thus not supplying products  to the processing enterprises. Therefore, the large- scale processing enterprises are loosing both raw materials and sales markets, and one should expect this trend to continue in the forthcoming future.

E. Serova

�FOREIGN TRADE



�In September 1997 the growth in  the Russian  foreign trade turnover was noted. The growth  rate made  up 8.2% compared to its respective period of the last year. At the same time export supplies reduced by 1.4%, while import ones  increased by 23.4%. However,  on the whole over the period of the nine months of 1997, the 1.1%  reduction in foreign trade turnover was noted, comparing to the same period of the preceding year.

The negative trends to reduction in export supplies to the non- NIS states remains In the conditions of stabilization of the Russian economy, the domestic market's capacity  extends, and some enterprises- exporters attempt to focus their activity on the Russian market. The insignificant rise in Russian exports to the Commonwealth’s states in value equivalent took place at the expense of the price rise for exported goods. Thus the export prices for crude oil, petroleum derivatives, coal and natural gas grew 1.2- 1.4 times.

The customs alliance  between Russia and Belorussia once again experiences serious problems. Russia, perhaps,  would have to  begin to charge  customs duties imposed on the goods exported through this state, since the latter does not  effect payments due to Russia. As of early October, the Belorussian debt with regard to the customs payments reached USD 47 mln. or 45% of the  total volume of all the monetary sums, which the Russian party should have received, in compliance with the terms and conditions of the Customs Alliance.



��



�The other sharp problem in the Russian relationships with Belorussia became practically uncontrolled re-export of the Russian oil to the West. Over the period of the nine months of 1997, 250 thousand tons of oil were exported to Poland, given that the total volume of oil extraction over the period in question was 1 mln. tons. Thus, the additional volume of oil is supplied to the global market, hence  undermining  the Russian exporters’ position in the market.

S.Prikhodko, N. Volovik
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� At the meeting of the leaders of the opposition parties held on 29.09.97 attended by the leaders of all the communist parties, Chairman of the Congress of Russian Communities Mr. D. Ragozin, Mr. S. Glazyev of Democratic Party of Russia, representatives of the S. Fedorov’s party, and members of the Union of Realists.

� At the expense of an increase in a number of members of the fraction and possible change of the heads of the CPRF group and probable replacement of LDPR by the party of A. Lebed
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