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Economic and political outlook: October 1998

An unbelievable weakening of the President’s position required from pretenders for this post to identify their positions, thus allowing to clarify the balance of political forces. On the one hand, the leftist side of the political field seems fairly “overpeopled”. Despite the fact that the autumn march of the opposition has proved to be weak, the abundance with leftist candidates undoubtedly meets the social demand and reflects the public discontent related to the authorities’ policy. At the same time, on the other hand, a lack of any respective competition on the right side allows to hope that should such a candidate for presidency appear, the perspective of building up a right- wing coalition seems more real than ever. One should note, however, that at the present stage, when the crisis has not yet reached its bottom, needless to discuss prospects of getting out of that, none of the political forces (candidates for presidency) is ready to take a responsibility for the domestic situation. Hence, the perspective of an early presidential election (proceeding on from the political expediency and not form Mr. Eltzin’s health) seems highly improbable.

In such a situation it is quite natural that the political role of the government as a whole and particularly its Head as a center of the executive power is growing. On this post Mr. Primakov, being for the first time neither a professional economist, nor manager, plays a part of a guarantor of stability with regard to two aspects: first, he practically performs functions of a vice president, and, secondly, he shows an opportunity of an “elastic” change of the government’s economic course without changing a head of the government, which is important given the current mosaic composition of that.

In general terms, the essence of the government policy pursued in October 1998 may be formulated as maintenance of an unstable economic equilibrium and aspiration to accumulate to a maximum extent possible social support.

In October, industrialists and agrarians, representatives of regional and municipal authorities heard from the Premier what they had wanted to hear from the central executive power for a long time: starting from extending their financial proxies to the government support to the domestic producer and public reprimand of the laissez- faire policy.

Furthermore, one may get an impression that the elaboration of an anticrisis program is not at all a priority to the government. October 1998 was signified with a lot of programs on getting out of the crisis- suffice it to mention a few variants of the government one, those drafted by the Central Bank, Gaidar, “Yabloko”, and even Duma’s new program. One should expect the government program to appear in November. Nevertheless, it is obvious that the room for maneuver is increasingly narrowing, and it is most likely that it must be the budget draft which would become a point for making a choice.

At the same time it is important to emphasize that, as the post- Soviet Russia’s experience shows, it is worth identifying a few levels of resolution of the problem of estimating of direction of the economic course. Firstly, the set of program measures proposed by the government gives an idea of the general direction of the course, secondly it is the budget which will become an indicator of the government’s intentions. Finally, it is execution of the federal budget which would form a solid ground for identification of actual priorities in the field of economic policy: whether the budget is executed within the framework of actual resources or through emission.

V. Mau, T. Khokhlova

The State of the Budget


The execution of the federal budget execution can be seen in Table 1.
Table 1. Execution of Russia's budget ( % to GDP)


1997*
1.02.98
1.03.98
1.04.98
1.05.98
1.06.98
1.07.98
1.08.98
1.09.98

Revenue










Profit tax
1,3
0,9
0,9
1,2
1,4
1,4
1,3
1,3
1,3

Personal income tax
0,1
0,0
0,0
0,0
0,0
0,0
0,0
0,0
0,0

VAT, special tax and excises
6,6
6,4
6,2
6,2
6,1
6,0
5,9
6,0
5,8

Taxes on foreign trade and foreign economic activities
1,1
1,0
1,1
1,2
1,2
1,4
1,4
1,3
1,3

Other taxes, levies and payments
0,4
0,2
0,3
0,3
0,3
0,2
0,2
0,2
0,2

Overall taxes and payments
9,4
8,5
8,5
8,8
8,9
9,0
8,9
8,8
8,6

Non-tax revenues
3,1
1,7
1,8
1,9
1,8
1,9
1,9
1,9
2,0

Total revenues
12,5
10,2
10,3
10,7
10,8
10,9
10,8
10,8
10,6

Expenditure










State administration
0,4
0,3
0,3
0,3
0,4
0,3
0,3
0,3
0,3

National defense and law enforcement activity
4,8
3,2
3,3
3,2
3,2
3,0
3,1
3,0
2,9

Fundamental research
0,4
0,2
0,2
0,3
0,3
0,2
0,2
0,2
0,2

Services to national economy
2,0
0,4
0,7
0,6
0,7
0,7
0,8
0,8
0,8

Social services
0,9
1,6
1,8
2,0
2,0
1,9
1,9
2,0
1,8

Servicing state debt
4,6
2,7
3,3
5,0
4,9
5,3
5,2
5,4
5,1

Other expenditure
4,7
2,1
2,2
2,5
2,6
2,7
2,8
2,5
2,5

Overall expenditure
17,8
10,5
11,8
13,9
14,1
14,1
14,3
14,2
13,6

Loans less repayments
0,7
4,4
0,4
0,4
0,4
0,4
0,4
0,4
0,4

Expenditure and loans minus repayments
18,5
14,9
12,1
14,3
14,4
14,5
14,7
14,7
14,0

Budget deficit (-)
6,1
4,7
1,8
3,5
3,7
3,6
3,9
3,9
3,5

Total financing, of which
6,1
4,7
1,8
3,5
3,7
3,6
3,9
3,9
3,5

domestic
4,0
1,2
0,1
2,5
2,7
3,3
1,3
-0,6
-0,8

foreign
2,1
3,5
1,7
1,0
1,0
1,2
2,6
3,9
4,3

GDP (from the beginning of the year)
2586,0
186,0
368,0
566,0
771,0
977,0
1184,0
1398,0
1624,0

Data on GDP was revised by Goscomstat, thus 
According to the final data of execution of the federal budget as of the seven month 1998 tax revenue slightly decreased as compared to the previous month. 

Overall expenditure dropped by 0,4% GDP which resulted in a fall of budgetary deficit.

Execution of local budgets is represented in Table 2.

Table 2. Execution of Russia’s local budgets (% of GDP)





1.02.98
1.03.98
1.04.98
1.05.98
1.06.98
1.07.98
1.08.98
1.09.98

Taxes and payments
7,7
8,9
9,3
10,4
10,7
10,9
11,0
10,8

Non-tax revenues
2,4
2,3
2,7
2,9
2,8
3,0
2,8
2,7

Overall revenue
10,1
11,2
11,9
13,2
13,5
14,0
13,8
13,6

Overall expenditure and loans minus repayments
10,7
11,8
12,7
13,8
14,2
14,9
14,7
14,4

Budget deficit
0,6
0,6
0,8
0,6
0,6
0,9
0,9
0,8
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As may be seen from Figure 1, there was a minor decrease in the increment of the volume of tax arrears into federal budget in July. The volume of arrears to the federal budget made up RUR 146 bln.

The sum of arrears collected by the State Fiscal Service from the beginning of the year amounted for RUR 31 bln.

S.Batkitbekov
Monetary Policy

In October 1998 the inflationary processes in the Russian economy have slowed down (see fig. 1). The 26.1 bln. rubles (16.45% of increment to August 1998) expansion of the RCB in September – October 1998 did not induced faster price growth (see fig. 2). First, the real money base shrank according to the August level due to a sharp leap of inflation in September 1998. Hence, the large money supply to a great extent 'fixed' the price level. Second, the RCB regulations at the foreign exchange market contributed to a decline in inflationary expectations for the nearest few months. Third, the response of prices to a monetary expansion is lagged for 5 – 8 months. Thus, currently one cannot estimate the inflationary impact of the emission. According to preliminary estimates, in October 1998 the CPI amounts to 101.5 – 102.1 to September 1998. The adjusted forecast of inflation for 1998 as a whole does not exceed 60 – 65%.

Figure 1
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Figure 2
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In the end of October 1998, the Russian Central Bank published the full data on monetary policy as of 1st of September 1998. The broad money aggregate M2 decreased by 4.56% in August compared to July 1998 (-8.15% to 1st of January 1998) and was equal to 343.6 bln. rubles. The cash (M0) increased by 3.17% (2.3% to the very beginning of the year) and reached 133.4 bln. rubles. The households' deposit withdrawal and the total crisis of the banking system caused the slump of money multiplier in the very beginning of the crises. In August this indicator equaled to 2.17 compared to 2.4 in January 1998 (see fig. 3).

Figure 3.
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The dynamics of the RCB's foreign reserves in September – October 1998 shows that actions aimed at the control over the nominal ruble exchange rate and accumulation of foreign currency have not yet led to a significant growth of reserves. Hence, October 23, 1998, the volume of foreign reserves amounted to 13.3 bln. rubles on. This is only at 1.3 bln. rubles more than the level registered as of September 18, 1998 – the lowest point (see fig. 4).

Figure 4.
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Foreign Reserves of the Russian Central Bank


S. Arkhipov, S. Drobyshevsky

Financial Markets

The market for government securities. The dynamics of quotations of the Russian currency denominated government securities in September – October 1998 was heavily affected by political process in Russia and the progress in negotiations between the Russian Government and foreign investors on the issue of the ruble denominated government securities restructuring (GKO and OFZ frozen in August).

In the end of September 1998 the tendency to a slump of Vneshbonds' quotations renewed. It touched especially the 3rd tranche matured in March 1999 (see fig. 1). Until mid-October, its price fell from 25 – 30 to 17 – 20 percents of face-value. However, since mid-October the quotations have started to rise. In particular, the 3rd tranche is quoted at 25% of face-value in the end of the month. Meanwhile, concerning the near maturity, its yield to maturity is immensely high (more 1000% annualized). Other tranches of Vneshbonds have been quoted at a stable level of 7 – 10% of face-value in September – October 1998.

Figure 1.
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The dynamics of the Russian eurobonds prices generally coincided with fluctuations of Vneshbonds quotations (see fig. 2). Thus, the statements of high-rank authorities of the Russian Government, Ministry of Finance, Central Bank and Vnesheconombank declaring that Russia is fully capable of servicing and repaying its foreign debts in 1999 became a main reason for the Russian securities’ rise in the second half of October 1998. The prices of eurobonds returned at the level of the beginning of September 1998 (25 – 30% of face-value). The further dynamics will be a result of the negotiations with foreign investors concerning GKO-OFZ restructuring.

Figure 2.
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Stock market. Between late September to early October 1998 the Russian stock market demonstrated the minimal price level for the last two years. In September the RTS-1 Index dropped to 43.81 points. That decrease corresponds to 33.2%. Moreover, on October 2, 1998 the Index reached another bottom line (37.74 points). Thus, since late 1997 to early October 1998 the reduction in the RTS-1 Index was about 90.5%.

Nevertheless, in October the tendency to decrease in prices reversed into a contrary one. By October 26 the RTS-1 Index grew to the level of 60 points, e.g. by about 40%. However, in conditions of extremely low prices such a high relative growth pace of the Index and stock prices is of no practical significance. It is most probable that the growth reflected speculative mood of some market participants who expected an adoption of the new Government economic program. The participants’ general attitude was that a new program should eliminate an uncertainty in the future economic course.

Figure 3.
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Such a low level of stocks' quotations observed between September to October 1998 reflected high risks in both economy as a whole and settlements between participants of the market. The most important factors which determined a low demand for Russian stocks during the last three months are as follows. First of all, there is an uncertainty related to the problem of sources of financing the Federal Budget's expenditures. The general impression of the draft of the Federal Budget for the last quarter 1998 was rather negative. The draft shows the total deficit to make up about 52% of the total volume of Budget’s spending. Thus, a large-scale emission which affected current economic situation is under question. Secondly, so far the Russian Government and the Ministry of Finance have not achieved a compromise both with non-state foreign investors suffered from default on the GKO-OFZ market ruble/dollar exchange market and the international financial organizations. Thus, in particular, foreign banks and investment funds on the one hands, Russian commercial banks and the Central bank of Russia, on the other hand still fail to set the order of clearing in the cession of debts by forward contracts and transformation GKO-OFZs into long-term dollar-nominated bonds. Besides, still there is no agreement on mutual concessions between the Russian Government and foreign creditors with respect to the Russian debts restructuring. Thus, in particular, total payments by the foreign government debts in 1998 amount to about 3.2 bln. dollars, and 16.8 bln. dollars in 1999. Obviously, in current economic conditions it is not possible to pay off those sums. Thirdly, quite a weak economic program of the Russian Government and the practical insolvency of this country for a few years make it possible to find new financial sources of state expenditures including a rigid control over export and import sphere and/or a new large-scale property reallocation in Russia. All such measures significantly increase a risk estimation of both portfolio and capital investments in Russia.

Nevertheless, the aforementioned factors mean vice versa as follows. It may happen that there will be a growth of demand for extremely cheap Russian stocks, specifically those of oil-gas companies, should the Russian Government make a positive statement or elaborate a sound economic program, which should prove a succession of allocation of property rights in Russia and a potential absence of strict discriminative steps in the sphere of economic policy undertaken against largest Russian corporations.

In general, in October 1998 prices of the most liquid stocks demonstrated some growth, in particularly, stocks of Mosenergo grew by 120%, Irkutskenergo – by 89%, Rostelekom – by 82%, Surgutneftegaz – by 56%, RAO ‘UES Russia’ – by 41%, LUKoil – by 31% (see fig.4).

Figure 4.
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In addition to internal reasons for a growth of stocks’ prices in October 1998, there was some positive influence on the Russian stock market on the part of major international and emerging markets. As tab.1 shows, during the last month of the majority of the markets which traditionally are most significant for Russia, some markets demonstrated a growth in stock indices.

Table 1. 

Dynamics of the Foreign Stock Indexes

up to October 29, 1998
value
the change in value during the last week (%)
the change in value during the last month (%)

The Dow Jones Industrial Average (USA)
8371.97
-1.73%
6.75%

Bovespa Index (Brazil)
6827
-7.12%
3.55%

IPC Index (Mexico)
3843.68
-0.18%
7.67%

Nikkei-225 (Japan)
13516.07
-4.93%
0.82%

DAX-30 (Germany)
4536.34
0.29%
1.38%

CAC-40 (France)
3493.60
1.54%
9.24%

Interbank loan market. The crisis at the interbank loan market has intensified in October 1998. The market was localized within a few Moscow banks. Thus, the fig. 5 shows the dynamics of offer rates (MIBOR), bid rates (MIBID) and actual rates (MIACR) on 'overnight' credits at the Moscow interbank ruble loan market.

In all, during the month one can note a tendency to a decline of offered ruble interest rates (from 100 – 120% to 40 – 60% annualized), with a stable demand for interbank credits at 20 – 25% annualized (on 'overnight' loans). Credits with other terms were not given, the bids and asks fluctuated within 20 – 80% annualized.

Foreign exchange market. After appreciable fluctuations in the dollar exchange rate observed between August to September 1998, in October a volatility of both the official dollar exchange rate and the dollar exchange rate in the System of Electronic Lot Trades (SELT) decreased significantly. In particular, on August 31 the dollar exchange rate was registered at the level of 7.905 rubles per US dollar. On September 9 the dollar exchange rate grew to 20.825 rubles/dollar. That increment equals to about 163%. However, a necessity for the Russian commercial banks to compensate their losses by the forward contracts with settlement in the mid September resulted in a further fall in dollar quotations. On September 15, the dollar exchange rate dropped to 8.67 rubles/dollar. After the fixation of losses by forward contracts, the dollar quotations begin to grow again. In late September the dollar exchange rate was registered at the level of 16 rubles/dollar. In all, in September 1998 the dollar exchange rate grew by 102.4%.

In October 1998, the official dollar exchange rate decreased from 16.0645 rubles/$ to 16.01 rubles/$. That corresponds to 0.34% a month (4.16% annualized). The ‘today’ dollar exchange rate in the SELT grew from 15.7757 rubles/$ to 16.6898 rubles/$, i.e. by 5.79% a month (96.58% annualized). In September the volume of trading in the SELT by ‘today’ contracts was about 15.181 bln. rubles. In October, according to preliminary estimations, the respective index grew three times and exceeded 45 bln. rubles. Thus, one could note some stabilization on the dollar/rouble exchange market in October 1998.

Fig.5 shows the dynamics of the US dollar exchange rate between August to October 1998.

Figure 5.
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Figure 5
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In September 1998 the German mark/ruble exchange rate grew from 4.3948 rubles/DM to 9.5084 rubles/DM. That corresponds to 116.4% per month. In October the German mark/ruble exchange rate grew from 9.5839 rubles/DM to 9.7215 rubles/DM, i.e. by 1.44% a month (18.7% annualized). As fig.6 shows, the dynamics of 'Deutsche mark/ruble' exchange rate was mostly determined by the situation on ruble/dollar exchange market.

Figure 6.
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Table 2. Indicators of Financial Markets.

month
June
July
August
September
October*

inflation rate (a month)
0.1%
0.2%
3.7%
38,4%
1,8%

annualised inflation rate by the month’s tendency
1.21%
2.43%
54.6%
4839%
23,87%

the RCB refinancing rate
80%
60%
60%
60%
60%

auction yield on GKO (end of the month)
53.45%
99.57%
–
–
–

auction yield on OFZ (end of the month)
49.29%
48.96%
–
–
–

annualised GKO yield to maturity:






less than 1 month
68.33%
73.98%
60.71%
–
–

1-6 months
70.31%
85.24%
95.00%
–
–

more than 6 months
63.71%
83.94%
103.39%
–
–

average yield on all issues
65.17%
83.57%
94.77%
–
–

annualised yield to maturity on OFZ issues
57.61%
70.28%
86.27%
–
–

volume of trading in the secondary GKO-OFZ market a month (billion rubles)
74354
94933
26822
–
–

INSTAR rate (annual %) on loans by the end of the month (at the interbank loan market):






overnight
109.04%
28.85%
72.69%
122%
40%

1 week
80.0%
45.0%
45.0%
–
60%

2 weeks
55.0%
55.0%
–
–
–

1 month
90.0%
90.0%
–
–
–

volume of trading at the interbank loan market a month (billion rubles)
47274
51358
15313
1600
–

official exchange rate of ruble per US dollar by the end of the month
6.198
6.272
7.905
16,0645
16,01

official exchange rate of ruble per DM by the end of the month
3.4224
3.524
4.3948
9,5839
9,6784

average annualised exchange rate of ruble per US dollar growth
6.41%
15.31%
1507%
496000%
-4,0%

average annualised exchange rate of ruble per DM growth
-14.09%
42.06%
1315%
115660%
12,5%

volume of trading at the stock market in the RTS for the month (millions of USD)
685.8
752.2
233.6
27,7
19,0

the value of the RTS-1 Index by the end of the month
151.35
149.65
65.61
43,81
53,54

growth in the RTS-1 Index (% a month)
-20.88%
-1.12%
-56.16%
-33,20%
22,21%

*/ estimate

S. Arkhipov, S. Drobyshevsky

Investment in the real sector

The deteriorating parameters of the credit and financial markets’ functioning for the real sector induced a decline in the business and investment activities. Between January- September 1998 the volume of new investment reduced by 6,8% compared to its respective period of 1997.

The investment decline is determined by limited possibilities of financing investment expenditures both at the expense enterprises’ own resources and attracted ones. In the conditions of an extremely unstable situation in the financial markets and growth in investment risks, commercial banks do not show any interest in issuing long- term credits to the real sector.

The government also tends to reduce its investment activity. The share of investment expenditures financed form the federal budget in the structure of investment in capital assets by sources of financing dropped when compared with the same period of 1997. Between January- August 1998 only Rb. 1.4 bln. were spent for the said purposes, or 11% of the limit of budgetary obligations for this year, including Rb. 859.2 mln. spent in the social sector.

To implement their investment programs, the Russian enterprises lack sufficient investment funds of their own. The process of capital accumulation is limited by a deterioration of the financial activity indices: systematic rise in production costs, lowering profitability rate. The problem of attraction of borrowed capital to the production sphere remains unresolved, given high interest rate factor combined with high risks.

At present less than 1% of the overall volume of extrabudgetary investments is financed at the expense of issuance of corporate securities, while the respective index in a developed economy makes up between 10 and 40%.

Table 1

Structure of investment in capital assets by sources of financing in the Ist half of 1998


1996
1997
1998

Investment in capital assets
100
100
100

Including:




1. Enterprises' own and attracted funds
80,8
81,7
80,2

of which:




 - enterprises' own funds
53,7
58,8
55,6

 - commercial banks' credits
2,0
1,8
5,1

 - sources form extrabudgetary funds
8,7
5,3
7,4

 - foreign investments
2,2
2,9
5,3

 - others
14,2
12,9
6,7

2.Funds from the consolidate budget
19,2
18,3
19,8

Of whcih: funds from the federal budget
9,2
8,6
6,0

Source: Goskomstat of RF
In the conditions of a severe budgetary crisis, unstable situation in the financial and securities markets the trend to a growth in credit liability for complete work intensifies. The share of outstanding liability by government orders and federal programs in the overall volume of outstanding debit liability makes up 9.4%, and that has grown by 2.2 points since the beginning of this year. In such conditions, the 1998 investment program will remain practically incomplete, and next year that will be limited to a support for a very narrow sphere.

As to the branch structure of investment, this year one can note a trend to a reduction in investment in the production sphere’s capital assets. The volume of investment to the production objects reduced by 2.9% compared with the period between January- September 1997. The natural monopolies investment program continues to shrink, too: the respective reduction rate made up 6.5%. A worldwide drop in prices for energy resources and particularly for oil, a systematic rise in customers’ non- payments reduced the fuel industry branches’ revenue base and determined a reduction in enterprises’ own capital spent on investment.

The analysis of investment activity in terms of the national economy’s sectors, industry branches and subbranches does not give any grounds for pessimistic forecasts of prospects of the capital market’s development. With all the difficulties of the transitional period, the national industry has accumulated a certain experience of an efficient utilization of capacities on the base of reconstruction and technical modernization in such industry branches as the food- processing and sewing industry, production of construction materials, instrument making and communication devices industry. Restructuring of production facilities allows to pursue an active industrial policy and formulate a strategy of a specific production development with the account of effective demand for the respective product.

The realization of the Russian capital market’s potential, however, needs a stable situation in the financial sector, decrease in interest rate and risks of long- term investments. The situation is complicated by the crisis of trust on the part of foreign and Russian investors towards credit and financial institutions.

O.Izryadnova

Foreign investment

Recent months are characterized by a general decline in the activities of both foreign and domestic investors. The majority of foreign investors are still waiting for prospects of this country’s economic development to be identified. The main factors inhibiting the development of investment processes in the Russian economy are as follows: political instability and crisis in the banking system.

During recent years, Russia’s policy in the field of attracting foreign investment was oriented towards financial investors. Until the very recent time, a growth in the volume of attracted foreign investment has been taking place at the expense of those investments which are formed mostly at the expense of credits received from indirect investors- the World Bank, IMF, EBRD and foreign funds attracted by the Russian banks and forwarded to the GKO- OFZ market. In all, the share of those investments made up 80% of the overall volume of investment.

In the conditions of the ongoing crisis one notes a decline in the investors’ interest in the Russian corporate securities, since they have lost their liquidity. The number of investment companies operating in the Russian market fell as much as thrice during the last two months. Many foreign investment institutions ( Regent European Securities, Brunswick Warburg, CS First Boston, ING Barings, and others) practically stopped their operations with the Russian securities.

Due to a sharp deterioration of the situation in the Russian securities market, the structure of foreign investments automatically changed. The practice of the last two months showed that the crisis’ impact on direct investments was not as significant, and due to this fact FDI invested in establishment of enterprises with foreign capital’s participation are getting more importance. As of 1 October 1998, the volume of accumulated FDI made up USD 10,7 bln., or 32% of the overall volume of foreign investment over the period between 1991- 1998. Contributions to authorized capital of joint ventures are made by entrepreneurs from 147 countries worldwide, of which the US is an indisputable leader: the share of the latter makes up almost 30% of all the FDI.

In the meantime 30 thousand enterprises with the foreign capital’s participation are registered in Russia, given that between January- September 1998 about 2 thousand of those were established. Usually, foreign companies set up joint production for the purpose of utilizing cheap domestic labor force, or to avoid the country- recipient’s high customs tariffs. In the Russian case, the latter factor is a decisive one.

The activities of the majority of joint ventures in this country remain relatively stable, regardless of the complicated economic and political situation in Russia. Many Western companies still consider Russia their strategic partner and do not want to slow down their business activity.

However, the crisis have had a destabilizing effect and introduced serious corrections in prospects of activities of enterprises with foreign participation. With the effective demand and situation in the domestic market changed, joint ventures currently correct their volume of output.

The practice showed that it is regional economies which have the best chances to receive FDI, due to the development of a selective stimulation of foreign investments. A number of the Russian regions the position of which seems more favorable due to their industrial potential, geographical location or their authorities’ functioning, promote the policy of attracting investors in the real sector and establishing a favorable investment climate.

E. Ilyukhina

External currency risks and crisis of the Russian banking system

We proceed with publicizing the data which characterize the role of external currency risks in the crisis of the national banking system, since the current crisis to a high extent is related to the state of the foreign exchange market and exchange rate policy. During the period prior to the crisis the Russian banks’ net foreign assets have been negative, though their value was reducing both in absolute terms and in the per cent to capital and foreign assets.

The ratio between the banks’ net foreign assets to foreign reserves slightly decreases, too. The local maximum falls on the end of May, when the respective index reached 40%, while during the next months the correlation was emerging in such a way that by the end of August the net foreign liabilities made up slightly over 20% of the volume of foreign reserves. It was the CBR policy which played a significant part in such dynamics.

The situation in the financial market raised a dilemma before the Central Bank: to support either exchange rate, or the banking system. Such a dilemma demanded from the monetary authorities a very elaborate policy. The combination of both purposes in practice entailed the actions which seemed inconsistent for an outside observer. Maintaining the Ruble rate  required an  implying of constraints on the demand for foreign exchange on the part of the banking sector, and CBR attempted to carry that through by limiting- up to a complete prohibition the banks’ purchases of hard currency for their own needs. However, such measures were extremely untimely for the banking system’s health. In order to support  the rouble exchange rate, the Central Bank, spent USD 8,8 bln. during almost two months of 1998. According to the information of the CBR’s PR Department, between July- August 1998 the banking system received from the Bank of Russia the said amount through the  exchange and OTC currency markets, including USD 1.8 bln. earmarked after 17 August. However, those measures were insufficient. 
As of 1 September, the CBR resources made up a. 4% in the balance sheets of the banks which had negative net foreign assets as of that date. The number of those banks made up a. 220, Sberbank inclusive, and yet a. 400 banks found themselves in an opposite situation- their obligations before non- residents were inferior to their foreign assets. Hence, almost 1000 banks did not have at all any relationship with non- residents shown in their balance sheets. However, despite the fact that the latter group included many banks, as of 1 September 1998, the group’s overall share in the banking system’s amount of assets was less than 4%. At the same time the respective share of banks with negative foreign assets made up almost 60%. If one excludes Sberbank, the proportional weight of banks with positive and negative open interest in the overall assets becomes rather close.

Fig.1

Dynamics of foreign assets and liabilities of the Russian banks between 1997- 1998
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Fig. 2

Dynamics of net foreign assets of the Russian banks between 1997- 1998
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Fig.3

GKO yields and interest rate by 3- month deposits for physical persons
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1- The Moscow banks’ interest rate by 3- month deposits for physical persons

2- Auction yields rate of GKO with maturity of up to 135 days

Note: The respective rates are calculated with the account of reinvesting and presented in annualized terms

Fig.4 

Dynamics of IBC in banks’ assets and volume of borrowing in GKO- OFZ market




1- Change in placement of interbanking credits per quarter

2- Change in borrowing in GKO- OFZ market per quarter

Source: Bulletin Bankovskoy Statistiki, Vestnik Bank Rossii, authors’ calculations

Fig.5 

Russian banks’ foreign liabilities growth rate ( in Rb. equivalent)
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Fig.6 

Foreign reserves of RF between 1997- 1998, as of the end of the respective period, USD bln.
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Fig.7 

Dynamics of foreign exchange reserves of RF and expenditures necessary for servicing the debt on GKO- OFZ between 1997- 1998, %
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1- change in foreign exchange reserves per month, %

2- change in the amount of GKO and OFZ due to redemption, %

Fig.8 

M2 to foreign reserves ratio, %




Fig.9 

Change in M2 to foreign reserves ratio, %




Fig.10 

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

2- sufficiency of the import with foreign reserves, month

Note: the sufficiency of import with foreign exchange is calculated as correlation between reserves as of the end of the month and volume of import with the account of non- organized trade per month.

Fig.11 

Balance of the banks’ foreign liabilities and assets and foreign reserves of RF
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Fig. 12 

The Russian banks’ net foreign liabilities in per cent to foreign reserves




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

Defaults in the market of subfederal securities

The number of the Russian issuers which declared an impossibility of a timely servicing of their debt obligations continued to grow in October. Given that Tatarstan and Novosibirsk Oblast had announced default yet in late August, in September defaults were also announced by the Republic of Sakha ( Yakutia), Sverdlovsk, Orenburg, Lipetsk, Irkutsk and Novgorod Oblasts, and the only municipal establishment which had formed a secondary stock- exchange market of its own bonds- Chelyabinsk. In late October, the Moscow government also failed to pay off its domestic bonds but explained that by technical reasons.

An immediate reason for defaults became a lack of possibility for the issuers to refinance their obligations at the expense of new borrowings, due to the crisis in the financial market. The downfall in the general level of budgetary revenues, drop in tax collection and delays with receipt of federal transfers made it impossible to redeem bonds at the regions’ own expenses. In a number of cases, a significant part of funds attracted in course of placement of regional securities was held in GKO, which, upon the federal default could not help but undermine the stability of financial schemes of the bond loans.

Of a very few regions which managed to attract new loans in the stock market, one should note St. Petersburg. The town fulfilled an additional placement of its short- term bonds with maturity term of 49 days under the yields rate of 121.16% annualized. The level of investors’ activity was notably low: the volume of the respective applications covered only 15.72% of the volume of an additional placement which made up Rb. 85 mln. face value. By the results of the auction, only 11,94% of the volume of bonds were placed. The Chelyabinsk Oblast has also managed to place an insignificant volume of its bonds.

Despite the Russian regions’ duly servicing of their external bond loans, the yield rate of the subfederal bonds ( due to be redeemed between 2000- 2002) in the secondary market exceeded 100% annualized in USD equivalent, thus exceeding by several dozens of per cent points the yield rate of the federal securities with the same maturity date.

The owners of “agrarian” bonds (mostly foreigners) also fix significant losses. As of today, 46 regions have failed to duly fulfill their obligations by those bonds.

Fulfillment of the Russian regions of their obligations on servicing “agrarian” bonds*

Issuers which failed to fulfill their obligations

Aginsky-Buryatsky Autonomous District
Adygeya

Republic of Altay
Altaysky Krai

Amur Oblast
Astrakhan

Buryatia
Bryanskaya Oblast

Volgograd Oblast
Voronezh Oblast

Dagestan
Jewish Autonomous Oblast

Ivanovo Oblast
Kabardino- Balkaria

Kaliningrad Oblast
Kalmykia

Karachaevo- Cherkessia
Kemerovo Oblast

Kirov Oblast
Komi

Komi- Premyatsky Autonomous District
Krasnodarsky Krai

Kursk Oblast
Lipestk Oblast

Magadan Oblast
Mary- El

Mordovia
Nizhegorodskaya Oblast

Novgorod Oblast
Penza Oblast

Saratov Oblast
North Ossetia ( Alania)

Stavropol Krai
Taymyrsky Autonomous Okrug

Tambov Oblast
Tver Oblast

Tyva
Tymen Oblast

Udmurtia
Ulyanovsk Oblast

Ust- Ordynsky Autonomous Orrug
Khabarovsk Krai

Chelyabinsk Oblast
Chita Oblast

Evenkiysky Automomous Okrug
Yaroslavl Oblast

Issuers which fulfilled their obligations completely

Karelia
Orenburg Oblast

Krasnoyarsk Krai
Sakha

Leningrad Oblast
Tomsk Oblast

Omsk Oblast
Rostov Oblast

Khakassia
Chuvashia

* According to the data of Prime- TASS agency

Some of the Federation’s Subjects do not consider the servicing of “agrarian” bonds issued for the sake of restructuring their obligations towards the federal government to be a high priority, thus favoring the obligations issued to finance their own (regions’) expenditures. Significant packages of “agrarian” bonds not placed in the financial market are still at the disposal of the RF Ministry of Finance.

In the meantime investors have already won a number of trials on the regions’ non- fulfillment of their obligations on servicing the “ agrarian” bonds. The exercising of the court’s decision, however, entails obvious difficulties: as a rule, the value of the regional authorities’ property is significantly inferior to the overall volume of the accumulated debt, and it is the budget which becomes a major source of respective payments. Taking into account the fact that a lumpsum redemption of all the outstanding debts through arresting very tense budgets’ funds seems quite problematic, one should assume that the federal authorities must elaborate normative acts to regulate an order of restructuring the regional and local authorities’ indebtedness.

A. Shadrin

Situation in industry

The intensity of reduction in effective demand practically has not changed in October. Like in September, over a half enterprises reported a drop in this index. The most intensive drop in demand ( -60...-50%) was registered in the machine building, metallurgy, and construction industry. The respective balance in light and food- processing industries makes up -25%, while in timber, wood- working and paper and pulp sector- 0%.

The barter demand for industrial products grows 




mostly at the expense of the ferrous metallurgy, machine building, petrochemicals and light industry branches. In other industry branches, the respective balance slightly distinguishes from zero, and the answers “Unchanged” prevail.

In October, a downfall in output slowed down. During the month, the balance of the respective reports grew by 12 points, but that remains negative: enterprises reducing their output prevail in the industrial sector. A growth in output ( positive balance) was registered only in the timber industry, while an insignificant drop- in the ferrous metallurgy and petrochemicals. In other industry branches the respective balances are negative and differ greatly from zero.

Price rise in October remains almost at the level of September 1998. At the same time about a half enterprises report their prices being stable. The most intensive change in pricing ( by the balance) our surveys registered in the non- ferrous metallurgy ( +71%), light (+76%) and food- processing (+67%) industry branches.

The growth in stocks of finished goods in October was registered only in the ferrous metallurgy and construction industry, while in other industry branches the stocks decreased. In the conditions of an extremely high demand the most substantial reduction took place in the light and food- processing industry branches.

Despite the reduction in the volume, estimates of stocks deteriorated by 9 points and became positive- in general, enterprises considering their stocks to be excessive prevail in the industry. A lack of stocks ( negative balance) was reported only by the timber, wood- working paper and pulp ( -28%), food- processing ( -35%) and light (-45%) industry branches.




After a sharp drop occurred in September, forecasts of a change in output improved by 15 points in October, but they still remain negative. The hopes for an absolute growth in output ( positive balance) prevail only in the metallurgy and petrochemicals. The most pessimistic forecasts were reported by the construction industry (-54%) and food- processing industry( -26%).

In October, forecasts in change in pricing experienced only a slight ( at 9 points) correction, when compared with the September price hikes. Plans to increase producer prices unquestionably dominate in all the industry branches, with the exception to the non- ferrous metallurgy. One should expect the most intensive price rise in the food- processing industry (+72%), petrochemicals (+62%) and ferrous metallurgy (+61%).

Forecasts of change in effective demand improved by 15 points in October, but the values of the balance remain negative: only 9% of enterprises hope for a growth in their sales against 33% of enterprises which envisage a drop in those. The respective balances are negative in all the industry branches. The most “optimistic” forecasts were reported by the light (-7%) and food- processing (-14%) industry branches. The forecasts of change in barter demand by the industry as a whole are stable and positive, and it is only the construction industry which expects a drop in barter transactions.

Forecasts of change in employment deteriorated by yet 9 points in October. At present almost a half enterprises envisages personnel reduction, and that is most probable in the ferrous metallurgy and construction industry.

S. Tsoukhlo 

Situation in the agrarian sector in October 1998

In October it is the harvest campaign which traditionally attracts general attention in the agrarian sector. The harvesting is being completed in the Siberian regions. This year the interest in the results of the campaign is especially keen, due to very pessimistic forecasts. It is already clear that this year the grain output dropped substantially: the forecast estimates fluctuate between 48 and 53 mln. t. ( last year the respective index was 88.6 mln.). Hence, the question arises whether such a sharp drop in the grain production caused by the summer drought in 39 Russian regions entails such a downfall of the respective offer in the domestic market, which will make Russia to start a mass import of grain, and whether government’s guarantees under such imports are expedient.

Table 1 

Harvest campaign as of 12 October 1998, agricultural enterprises


1996
1997
1998
1998 in % to 1997

Grain production, mln.t

Yields rate, centner/hectare
66.9

16.3
83.7

19.4
44.9

14.1
53.7

72.3

Sugar beet output, mln. t.

Yields rate, centner/hectare
10.8

160.8
6.7

196.9
8.2

148.4
122.9

75.3

Output of sunflower, mln.t.

Yields rate, centner/hectare
1.5

9.0
0.9

9.1
1.7

8.9
185.8

98.3

Source: Operative data of Goskomstat of RF

In October, the government has already discussed the problem of a probable renewal of the centralized import. The problem arises not only because of the potential downfall in offer in the domestic market, but also because of the fact that many grain- producing regions reacted to the financial crisis with introduction of prohibitions on exportation of the respective products outside of their borders.

It is most likely that there are not any grounds for a mass importation of grain ( and other kinds of food stuffs, as well as no necessity to renew centralized ( financed from the federal budget) import procurements which this country refused yet a few years ago. This becomes possible, first because of a high quality of the harvested grain. According to the data of the government bread inspection which inspected 42 regions in late September, 72% of all the grain was classified as bakery grain ( 48% last year); hence, the major part of needs in food grain will be covered at the expense of the domestic production. Another reason is a high level of carry- over stock of grain which made up a. 27 mln.t. as of the beginning of the current agricultural year ( data of the Center for Economic Analysis). Therefore, even if the harvest volume is only 50 mln.t. of grain, the overall volume of disposable grain resources should make up not less than 70- 75 mln. t. which approximately meets the level of domestic consumption. The third factor is a deterioration of the food consumption structure resulted from the August crisis. That will likely to induce a drop in the cattle- breeding output and, accordingly, in the consumption of feed grain. It should be noted, however, that at the same time the consumption of food grain should be corrected in favor of an increase of that, but even in this case the need in a mass and centralized import seems rather unlikely. In addition to that, the centralized import necessitates funding from the federal budget to finance respective operations.

It is most likely that those activities which currently are called “ centralized import” will emerge as purchases of grain ( and other kinds of food stuffs) at a volume being superior to those registered during prior years from the CIS states in a form of off- sets for energy supplies ( for example, from Ukraine and Belarus), or through barter transactions- from the eastern European countries ( the government has already agreed on grain supplies from Hungary in exchange for MiG fighters). The physical shipment of food stuffs will be performed through private trade companies using the respective import infrastructure shaped up during recent years. A part of the import food stuffs will be used to form a reserve federal fund to support the regions experiencing a deficit of food stuffs.

In response to a sharp price rise for food stuffs resulted from the financial crisis and practical stop of issuing credits to the national agriculture, yet in October the government undertook a number of measures aimed at alleviating the price rise and supporting the agricultural producers. A lack of funds in the federal budget and, accordingly, a lack of possibility to provide producers with a direct financial support have resulted in indirect support measures using tax instruments, which is the most sensible solution for the current situation. Of the said measures of indirect support for the food sector one should note a government resolution adopted in October. The resolution reads that agricultural debts on payments to extrabudgetary funds will be restructured. Thus, for the term of five years the agricultural producers are exempt from effecting compulsory payments to the Pension Fund and Social Security Fund; Fund of Compulsory Medical Insurance; State Employment Fund. At the same time, along with the aforementioned Resolution the government adopted another one which provides a temporary reduction ( at 50%) in transport tariffs for transportation of agricultural products within the period of a mass transportation of that from the major producing regions. An implementation of the Resolution should to some extent allow to constrain the price rise for food stuffs. Finally, among the aforementioned measures one should note a temporary ( until July 1, 1999) extension of the list of food stuffs subject to imposition of the preferential ( 10%) VAT rate- at present that list once again comprises a main set of food products- an abolition of the additional 3% import duty on basic kinds of food stuffs.

I. Khramova

Foreign trade

The dynamics of Russia’s foreign trade in 1998 are still under the impact of a number of factors. Those primarily are negative trends in the development of the world economy caused by the economic crisis, unfavorable state of affairs in the foreign trade with major Russian exports, domestic products’ low competitiveness and discrimination of the Russian exporters in the international markets by a number of items.

According to Goskomstat of RF, between January- August 1998 Russia’s foreign trade turnover dropped by 4,1% when compared with its respective period of the prior year and made up USD 95,2 bln., including export- USD 48, 3 bln. ( reduction at 12,7%), import - 46,9 bln. ( 6,6% growth)
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The decline in the import growth rate ( the growth rate made up 8,4% during the Ist half of this year) was entailed by a sharp downfall in import purchases in late August, which took place due to the Ruble’s fall against the USD and banking crisis. Those factors practically paralyzed the activity of an absolute majority of importers. Thus, according to the data of the State Customs Committee, during the third decade of August 1998 the import of meat and meat products reduced by 3 times when compared with the first decade of August 1998, fish- 4 times, vegetable and animal oil- over 3 times, sugar- 4 times.

Between January- August 1998 the positive trade balance of this country dropped by 87,6% compared with its respective period registered in 1997 and made up only USD 1,4 bln. The reduction in the trade balance meant a drop in the flow of hard currency revenues to this country, thus limiting the CBR’s possibility to carry through interventions in order to maintain the Ruble rate, which became one of the reasons for its devaluation.

Russia’s foreign trade turnover with non- CIS states made up USD 73,5 bln., which is at 4,5% less compared with the analogous index of 1997, including export- USD 37,7 bln. ( reduction at 4,5%), import- 38,5 bln. ( growth at 8,8%).

In order to stabilize the situation in the consumer market and decrease prices for food stuffs and medicines, the government Resolution of 15 October 1998, approved a list of basic food products by which the VAT rate is decreased form 20% to 10%. The previous government Resolution of 17 July 1998 # 791 “On introduction of an additional import duty” has been canceled in the part of agricultural and food products, and medicines.

S. Prikhodko, N. Volovik

Education: contradictions remain

The Law “On conservation of the status of public and municipal educational institutions and moratorium on their privatization ” adopted in 1995 read that its provisions would be in force during three years. The expiration of the Law once again brought to the forefront the discussion on prospects of transformation of ownership relations in the field of education.

An obvious way to overcome financial complications in this sphere might become a transformation of educational institutions’ ownership forms through an introduction of a “multi- founder” institution. Within the framework of such an institution, co- founders’ funds could be added to the respective government funds. However, the State Duma which consistently pursues its policy aimed at “ protection” of the national education system on 7 October adopted amendments to the aforementioned Law. In compliance with the amendments, none of the federal educational institutions may be liquidated without the State Duma deputies’ consent. Such a consent must be expressed in the respective Duma resolution, while regional educational institutions must seek for a respective consent from a local Duma’s deputies. Hence, in fact, the Duma has introduced an indefinite moratorium on a “multi- founder” establishment of educational institutions.

Therefore, should the said amendments be supported by the Federation Council and President, additional funds- which the education system needs desperately- to be attracted at the expense of new co- founders will not appear in the foreseeable future at educational institutions. Obviously, the State Duma would automatically increase the budgetary financing of education and that will still need additional resources.

One of possible ways of attracting new resources, may become an introduction of an institution of insurance of paid courses at high schools for school- pupils: the “ Educational Insurance” program was approved by the Board of the Ministry of Public and Vocational Education of RF in late October. The proposed scheme of insurance provides that within five years prior to enrollment to a high- school ( i.e. not later than in the 6th form) the pupil’s parents must identify his future profession, and within 1.5 years prior to enrollment- his future high- school. Proceeding from that, the pupil’s parents should enter into two agreements: the first one- with an insurance institution- on life insurance for a child, payment for the complete course in a high- school; another one- with a non- profit institution- “Foundation for Support to Education”- on a paid enrollment to the high school. Should the insured pupil fail to pass the entrance exams to enroll the contract program or manage to get scholarships, the Foundation is bound to return him the funds minus the amount of expenditures on the Foundation’s operations. Whereas the insurance companies transfer only 80% of the parents’ payments to the Foundation ( 20% is the reimbursement of insurance companies’ costs), the high school will finally receive only 70% of all the funds paid. The Foundation will transfer the funds to high schools in a form of a long- term loan, and such a loan will be reimbursed by high schools through the provision of paid courses.

It is important to stress that in this scheme the functions of insurance agents will be assigned to tutors at school which should receive respective commission fees. It is not hard to foresee that such a scheme creates efficient stimuli for a tutor to create a wrong impression among pupils from wealthy families of their intellectual potential, in order to make sure that more such pupils will enter into the respective insurance agreements.

At the same time the scheme of insurance of pupils approved by the Ministry’s Board does not contain a satisfactory way to sort out such situations in which the number of insured pupils willing to enroll a certain high school is significantly higher than the high school’s capacity. It is provided that the Foundation would offer an insured pupil a course in another high school or another course. If the pupil rejects the offer, the insurance fees will be returned to him, but expenses already bore by both the Foundation and insurance company will be deducted from the amount of the reimbursement. Such a scheme seems sound for the Foundation, however, it may well happen that the insured person may become a donor of the Foundation.

In addition to the above, the “Educational Insurance” program has one more defect- it lacks strictly stipulated guarantees of safety of the population’s funds. As long as long- term investments are concerned, the respective risks are fairly high.

In all, one may conclude that without any pilot project held in a single large high school, the program is unlikely to become widely implemented in this country.

I. Rozdestvenskaya

Financial crisis and infrastructure of the corporate securities market.

In the course of its evolution, the Russian corporate securities market passed several stages of its institutional emerging. Between 1992- 1993 even the most primitive infrastructure was ahead of the development of the market as a whole. Between 1994- 1996 issuers’ and investors’ needs resulted from a rapid market development became superior to the opportunities provided by the market infrastructure and weak government regulation system. Finally, between 1996- 1998 one may have already noted a process of a gradual smoothing out of the said contradiction characterisctic of the second stage. That can be attributed to the elaboration of a fundamental legislation, establishment of a special regulating body- FSC and development of multi-level system of regulation and control over the professional operators’ activities in the market, shaping up of an increasingly expanding infrastructure, more rigid policy aimed at protection of shareholders’ ( investors’ ) rights. At the same time, that allowed to talk about a decrease in a whole number of risks for investors, and, therefore, growing attractiveness of the Russian market, particularly to conservative investors.

Nevertheless, between summer- autumn 1998 the situation in this country became somewhat paradoxical: despite a substantial progress in the sphere of regulation of the market and emerging of its infrastructure noted between 1996- first half of 1998, the financial crisis of summer- autumn 1998 practically destroyed the market and drew a line to a whole stage of its development, As a result, the contradiction of the first stage of the market’s development has been reproduced on a qualitatively new level: with the indices of market activity being closed to zero during summer- autumn 1998, a relatively developed institutional base for the market, which has been created during recent years, is in place.

Between 1996- 1998 the Federal Securities Commission ( FSC) issued a number of resolutions which regulate matters of licensing of broker and dealer activities, order of operations of those in the securities market, and main principles of internal accounting of operations with securities and requirements to the amount of the agent’s own capital. Thus, in particular, the dealer must have its own capital not less than ECU 75,000. In 1998 over 2200 firms obtained broker and/or dealer licenses from FSC.

The additional strengtheninh of the control was related to the development of the financial crisis and prevention of arrears in the market. For those purposes, so- called “G-20” was established. The Group unites leading firms- operators in the market which controlled about 50% of that. Those companies were bound to report their financial state to FSC in an operative mode. Due to current situation, by November 1998 the group’s composition has changed several times.

A very rigid policy is pursued towards stock- exchanges, including the requirement of an increase of their own capital up to ECU 2 mln. In 1998 the licenses were extended to Moscow Stock- Exchange, ‘St. Petersburg’, Saratov, Ekaterinburg, South- Ural, Siberian and Vladivostok stock- exchanges. It was the Russian Trading System ( RTS) which has become the first system of electronic OTC trade which obtained the license. The RTS envisaged to establish a system of minimizing risks by large- scale transactions (over USD 500,000), establishment of RTS- 3 ( simplified low- cost system of trading on the Internet), integration of RTS and RTS-2 system, etc. The licenses of organizers of trade were issued to MICEX, St. Petersburg and Siberian Interbanking Currency Exchanges.

Between 1996- 1998 a specific Russian risk- “registrar’s risk” reduced significantly. That may be attributed to both further gradual specification of standards of registrar’s activity and permanent inspections of their activity conducted by FSC and self- regulating board- PARTAC ( Professional Association of Registrars, Transfer- Agents, and Custodians). The number of those made up 201 by 1998. About 90% of those registrars kept over 100,000 accounts of 10 or more issuers. By autumn 1998 over 240 licenses were issued ( since 19 March 1996) of which a. 180 were valid.

Although the Temporary Provision on Clearing Activity in the Securities Market of RF ( adopted by the FSC resolution of 30 December 1997 # 44) sets requirements to clearing activity in the securities market and identifies an order of the government regulation and control over the clearing activity in the securities market, not a single license for the clearing activity has been issued so far ( to do that, the adoption of a special provision on the licensing of the respective activity is required). At the same time the clearing and settlement system remains an unresolved problem in the field of the securities market’s infrastructure. An adoption of any decision is complicated by tax matters and regulations related to operations with foreign exchange which makes persons performing trade transactions settle the deals through off- shore firms.

As to depositories, in 1998 there were a. 500 various institutions which performed some depository functions. Since October 1997 a single license for a general depository activity has been provided for depositories ( non- banking institutions). Until 1 June 1998 197 former licenses were still valid, and 20 new ones were issued in exchange of the obsolete ones.

It should be noted that the Russian market’s infrastructure is intermediary, and each of its segments has its own specifics related to general problems of the transitional economy. It means that the overwhelming majority of the Russian depositories are specialized departments of the commercial banks; it is legal entities which form a major part of depositories’ clientele; exercising of corporate actions on clients’ securities practically is not developed; settlements by transactions with securities do not meet international standards; there are no uniform standards of performing the depository activity, international standards of GAAP, systems of internal control, management of risks and control, etc.
 Due to the above, the foreign investors and their custodians prefer to deal with the Russian affiliates or representative offices of large trans-national banks- custodians in Russia which operate in compliance with the international standards of depository activity. Nevertheless, between 1996- 1998 one could note a trend to a more active attraction of the Russian custodians which know the local market conditions better than the trans-national banks.

One of the possible solutions of the problem of depository services provided to investors in Russia is an establishment of the central depository which should be based on the respective international experience with regard to the Russian specifics. That is why, in particular, Presidential Decree # 1034 of 16 July 1997 ‘ On Securing Rights of Investors and Shareholders on Securities in the Russian Federation’ provides an establishment of the national depository system.

In compliance with the Decree
, the RF government adopted Resolution # 741 of 10 July 1998 ‘On Measures on Establishing the National Depository System’. The main purpose of the Central Depository to be established in compliance with the Resolution ( ‘Central Depository- Central Fund for Securities Market Data Storage and Processing’) is securing investors’ and shareholders’ rights for securities in the Russian Federation. The Central Depository and national depository system must perform the following main functions:


- securing the information on investors’ rights for securities and thus- securing the property right protection;


- providing efficient settlements of transactions with securities;


- minimizing credit risks in course of settlements on securities and monetary funds, which means ‘delivery against payment’ terms.

It is also envisaged that the national depository system should provide lower costs, acceleration of settlements, broad circle of participants in the system, maximal quantity of securities by which settlements may be made, accession for remote users, which means an open regional policy. At the same time one of the crucial tasks in the course of establishing the Central Depository and national depository system is their integration in the respective international systems in which settlements and clearing operations with securities are performed.

 In general terms, the intensity of the 1998 financial crisis allows to assume that a long new adjustment of the market to new economic conditions will be inevitable and there are no short- term prospects for a new growth in activity. In the present conditions the latter factor is an inseparable condition for a further real progress in the institutional terms. Given that before a rapid market growth created increasingly new stimuli for the development of its infrastructure, at present one should talk about a possible long- lasting crisis of elements of the market’s infrastructure. Furthermore, given that before the positive institutional shifts per se were becoming an additional factor of growth and attractiveness ( lowering investors’ risks) of the Russian market, after August 1998 it is not the case, because of the change of general economic conditions.

A. Radygin
� For more details, see: Problemy Razvitia Rynka cennykh Bumag v Rossii, Moscow, FSC, 1997


� As well as with the account of the respective provisions of Decree of the President of RF of 3 July 1995 #662 “On measures on Formation of the All- Russia Telecommunication Ssytem and Securing Owners’ Rights in Course of Storage of Securities and Settlements in the Securities Market of the Russian Federation”
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