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�Political Outlook



�The autumn of 1996: political destabilization and economic crisis

In October- November this year, the IET started conducting the survey on experts in the field of economico- political situation in this country, estimations of current situation and an identification of the most crucial trends of its development. The results of the first survey are given below in more details. It was the successful completion of the Mr. Eltzin's surgery which was recognized as a crucial event in November by the overwhelming majority of both politicians and politologists. With  the operation's results, the question of Russian power’s stableness  which has not been fully clarified in the course of the July election is likely to be resolved for the forthcoming four years.  The executive body is granted with more distinct horizons of their activities. Thus, the uncertainty of power, as one of the most important obstacles on the way of investment activities is eliminated The recovery of Mr. Eltzin should inevitably provoke a change in a character of a struggle within the top echelons of power. On the one hand, the tension in  undercover intrigues to be closer to the President should intensify, and this may soon lead to a substantial reshuffling in the executive structures.. On the other hand, one may expect the " compromat combat " happening in the course of October- November to weaken, since  it may not be  safe enough to hold any active manifestations against members of  the team of the acting President.

At the same time the last months showed that, regardless of an intensive struggle on the top, the current political situation is rather stable, specifically in terms of relationships between the Federal power's organs.

In the first place the relationships between the power institutions have become more or less stable. Given all the disagreements and discrepancies between the executive and legislative branches of power,  none of them is interested in a destabilizing the situation, nor in premature elections, or social staggering. The Government need stability, and stability  means a lack of any shuffles for them. 

Secondly, in the relationship between the authorities of both the Government and Presidential Administration, the unusual stability is inherent. In any case, the relationship is better than it has ever been at any moment of the first Eltzin's term. Furthermore, both Mr.Chernomyrdin and Mr. Choubais are objectively interested in a peaceful and stable development of the situation. For the former it is a reliable way to the Presidency, while the latter it is the best way to keep his position in the apparatus. Besides, they are not bound to compete with Eltzin, since both of them do not have any chances to keep the power  contrary to the acting President. Given the above, the opposition tactics seems  to be two- faced. On the one hand, the CPRF leaders use any chance to manifest their moderateness, wishing to get their potential electorate expanding, at the expense of non- communist forces. On the other hand, some attempts are undertaken to drive a wedge between forces within the executive power, including  an establishment of specifically close relationships with Mr. Chernomyrdin (it was especially transparent in the case of the  discussion during the second hearing on the Law on Government), as well as in their flirting with branch representatives in the Government. The split within executive structure, which currently seems to be  only potential, might become a reality over  this month.

The demonstrations and strikes raised in early November were mostly characterized with economic claims. At the same time, the split has become clear between the leftist parties and mass trade unions united within the framework of the Independent Trade Unions Federation of Russia (ITUFR).. The latter showed themselves as a rather reliable ally to the Government,  attempting as hard as possible to weaken  the opposition parties' manifestations under political anti- governmental slogans..

The situation around results of  local elections has not transpired  yet. Although it is candidates of opposition who mostly are coming to power in regions, one cannot be definite with saying that the Federal executive power would fail to find a common language with them. In any case, many of the newly elected heads of regions are anxious to stress their readiness to constructively collaborate with both the President and the Government.

It is arrears in the field of salaries and wages and the situation in the army, along with perspectives of a development of the situation in the North -Caucasian republics which should be singled out as main points of the current social and political tension in this country. It is these issues which both the President and the Government shall address to in the close future

V.Mau

�

Experts On Political Situation In Russia



�To make a more thorough research into a correlation between politics and economy, in early November  the Center of Experts Surveys  headed by Mr. V. Mau has conducted a survey on main political event of October- early November.  The total number of experts made up 15 ones: seven well- known politologists, five journalists, three politicians. The overwhelming majority of them may be attributed to "democratic camp", while a single expert (Mr. A.I. Podberezkin) represented the opposition ( CPRF).

Of the most crucial events occurred over the period of October- early November, the majority of respondents specified President's surgery, dismissal of Lebed,  nomination of Berezovsky, and the ongoing peaceful process in Chechenya. It is also the failure to establish the Consultation Council under the President, forming of a team "under Chubais", and strengthening of  the position of Mr. Chubas himself. It happened only once that both the declining of the budget draft and the opposition's success at regional elections were noted as event of the month.

In their estimation of a general political situation, the experts were rather unanimous: they considered the political situation to be strained, though it seemed unstable to them.

The experts were less  optimistic in judging a general economic situation and defined it either as strained ( 6 answers), or critical one.

As per the Government's course, the majority of experts estimated it as partly right ( 4  responses). Many of them noted that grave errors  are made ( 5 answers). It is symptomatic that many of them expressed a view that there is no course at all, that the course is so much contradictory that all its pluses are neutralized by minuses.

The experts judgments on a domination of either a trend to stabilization, or of one to destabilization and intensification of the crisis in Russia varied. Only three respondents expressed an optimistic view considering that Russia starts to get out of the crisis. Yet three experts proved to be pessimists in this issue thinking that the crisis situation is getting worse and destabilization grows. However, the majority of them expressed their views in a  different way. It  should be noted that six respondents defined the situation as "stagnated crisis", "stagnation at a low level", " state of the constant depression".

The overwhelming majority of experts think that  a level of manageability of the general political and economic situation from the part of the state power is not high ( nine experts), that the situation is almost unmanageable, or it is manageable to a very low degree.

It was "chaos within the power", along with a necessity to elaborate a sole course, stabilization which were specified  by the experts as the most important problems the country is confronted by. As one of the experts noted" Our main problem is lack of politicians and a surplus of clerks. And politicians and clerks are absolutely different phenomena". 

Many of the experts mentioned financial and production crisises as the main problem.

T. Koval

�

State Of The Federal Budget.

Table 1. Execution of the federal budget of Russia from January to October of 1996 (% of GDP)���1995 year�1.02.96�1.03.96�1.04.96�1.05.96�1.06.96 �1.07.96 �1.08.96 �1.09.96�1.10.96�1.11.96*��Revenue�������������Profit tax�2,47�0,94�0,94�1,11�1,27�1,28�1,34�1,34�1,36�1,32�1,29��Personal income tax�0,2�0,19�0,2�0,21�0,22�0,21�0,22�0,22�0,23�0,23�0,22��VAT, special tax and excises�5,81�4,6�4,42�4,64�4,59�4,52�4,71�5,06�5,44�5,57�5,35��Taxes on foreign trade�1,46�0,92�0,98�1,33�1,27�1,24�1,29�1,18�1,16�1,10�1,03��Other raxes, dues and payments�0,34�0,13�0,17�0,15�0,16�0,16�0,17�0,18�0,21�0,20�0,32��Overall taxes and payments�10,28�6,78�6,71�7,44�7,51�7,41�7,73�7,98�8,40�8,42�8,21��Non-tax revenue�3,4�1,11�1,78�1,69�1,08�1,73�2,23�2,94�2,83�2,68�1,72��Overall revenue�13,68�7,89�8,49�9,86�9,37�9,96�10,79�10,92�11,2�11,1�9,93��Expenditure�������������Public administration�0,27�0,09�0,29�0,33�0,33�0,28�0,33�0,33�0,28�0,26�0,25��International activity�1,3�0,68�0,64�0,62�0,62�0,61�0,68�0,69�0,70�0,88�1,09��National defense�4,03�2,39�3,44�3,6�4,17�4,05�4,03�3,97�4,10�4,0�4,01��Fundamental research�0,29�0,04�0,24�0,26�0,32�0,28�0,28�0,28�0,28�0,28�0,29��Services to the national economy�2,18�1,19�1,63�1,46�1,61�1,63�1,61�1,53�1,61�1,51�1,52��Social expenditure�1,12�0,52�0,96�1,19�1,41�1,45�1,51�1,40�1,32�1,25�1,23��Public debt attendance�1,5�1,5�1,27�1,54�1,36�2,26�2,09�2,07�2,04�1,93�1,92��Aid to other levels of public administration�1,76�0,2�1,23�1,66�1,53�1,50�1,45�1,44�1,53�1,55�1,49��Other expenditure�2,79�0,49�0,78�1,38�1,22�1,36�1,7�1,95�2,02�1,93�X��Overall expenditure�15,24�7,1�10,48�12,04�12,57�13,42�13,68�13,66�13,88�13,59�X��Lending minus repayments�1,37�2,26�0,81�1,19�1,15�0,87�1,13�1,33�1,57�1,23�X��Expenditure and lending  minus repayments�16,61�9,36�11,29�13,24�13,72�14,29�14,81�14,99�15,45�14,82�14,77��Memo: GDP (trln. of rbs)�1659,2�166�322�508�691�876�1066�1260�1403�1609�1819��

�According to the preliminary data, the efforts to adjust budget undertaken by the Government, in particular by the Comission for non-payments, as well as by the newly formed Interim Emergency Comittee (V.CH.K.) have been futile. As the data represented in the Table 1 shows, the amount of total revenue has decreased in October against September by some 1-2% of GDP. Besides, the budget deficit has also reduced to the extremely low level on the background of the ongoing trend of the budget expenditure's. fall

�Table 2. Budget deficit by 1995 - 1996 (% GDP). ���1995 год�1.02.96�1.03.96�1.04.96�1.05.96�1.06.96 �1.07.96 �1.08.96 �1.09.96�1.10.96�1.11.96*��Budget deficit�-2,94�-1,48�-2,8�-3,37�-4,35�-4,32�-4,01�-4,07�-4,23�-3,71�-3,5��Overall borrowing�2,94�1,48�2,8�3,37�4,35�4,32�4,01�4,07�4,23�3,71�3,5��     internal borrowing�1,41�0,57�1,69�2,34�2,34�1,94�2,19�1,95�2,61�2,34�2,05��     foreign borrowing�1,53�0,91�1,12�1,03�2,01�2,38�1,82�2,12�1,62�1,4�1,45��Secondary deficit**�-4,2�-3,4�-4,8�-5,6�-6,7�-6,5�-6,1�-6,1�-6,5�-6,2�-7,1��* Preliminary data 

** Estimation (service of governmental borrowings taken into account)
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�The peak of the redemption of the GKO in October caused a sharp augmentation of the secondary budget deficit (see Table 2.)

As one may see from the figure below the dynamics of the consolidated budget aggregates slightly differs from the federal ones.

Despite of the efforts of the above agencies, the boosting trend of the arrears to the federal budget continued. That became possible at the extent of the increase of the VAT arrears to the federal budget. At the same time the rate of the Profit Tax fell.

S. Batkibekov

�Monetary Policy



�In October – November 1996 the rate of consumer price growth was rising as before. In October inflation amounted to 1.2%  or 15.4% annualized. The preliminary assessment of November consumer price index is 2 –2.4% (26.8 – 32.9% per year). The dynamics of weekly inflation depicting on fig. 1 shows the CPI increase from zero and even negative level in August 1996 up to 0.6% in the first half of November. In December, according to our estimates, the rate of inflation will remain at November level and the annual price growth for 1996 will amount to 23 –24%.

�Figure 3.

�



�On November 1, 1996 the new compulsory reserve requirements for commercial banks was introduce. So, it was reduced from 18% to 16% the reserve rate on the ruble current accounts and time deposits with term up to 30 days and from 14% to 13% on time deposits with term up to 90 days. On currency accounts the one was increased from 2.5% to 5%. It is necessary to note this change is able to cause the following results. First of all, the restructuring of reserve requirements in favour of ruble liabilities led to some softening of the monetary policy. Second, the increase of reserve rate on currency accounts has to result in restructuring of banks’ liabilities in favour of ruble share. Third, the decline of ruble borrowing costs contributes to a decrease of interest rates on bank loans (see section about interbank loan market).

In October, second time for the last half year, Russia did not receive from IMF the next tranche by EFF program. A strict position of IMF officials seems to be quite substantiated against the deterioration of tax collection in August – September 1996. But, the refuse to transfer $340 million under these political circumstances is able to make the relations between IMF and Russia worse.

The hard situation with the Federal Budget performance caused the activity of political opposition fighting for the change of economic policy. In particular, one can emphasise the approval by the State Duma the amendment to the consent commission’s results for the Federal Budget for 1997 project on November 12, 1996. In this document it is proposed to increase the ratio M2 to GDP up to the ‘world level’ which, by the deputies’ interpretation, means 21%. The deputies do not evidently understand the absurdity of this proposal which consisting in the fact that there is no opportunity to affect the volume of real money supply directly.

As an illustration of consequences of this policy we consider the case of the nominal money aggregate growth in 1996 to 470 trillion rubles (21% of expected GDP’96) and what level of real money balances will occur. The following assumptions hold. First, the money aggregate attains the aimed level of 21% of expected GDP’96 equalled to 2242.9 trillion rubles up to the end of 1997 only. Second, up to the end of current year the Government will keep the monetary targets on 1996.

Our estimates show that the expected strengthening of inflationary processes will lead to a decrease in the demand for money (up to 33 percentage points for 1997). The fall of real GDP can reach 5% per year. The inevitable failure at the financial markets and  cessation of foreign lending by the IMF program do not allow the Russian Government to finance the budget deficit without money emission. The additional emission of rubles will have to increase by 91 trillion rubles (according to the project of the Federal Budget Law for 1997).

In that case the broad money aggregate M2 will grow by 106.3% (up to 642.8 trillion rubles) till the end of 1997. The annual consumer price index will sum up 135 – 140%�. The nominal dollar exchange rate will rise to 13000 – 14000 rubles / $1 up to January 1998 (holding the real exchange rate constant). The nominal GDP will increase up to 5 – 5.1 trillion rubles, i.e. the actual ratio M2 to GDP will decline from 14% (in December 1996) to 12.5% up to the end of 1997 against the desired by deputies the process of monetarization of GDP.

On November 15, 1996 the important event from the view of the Federal Budget deficit financing occured. The Russian Ministry of Finance placed the first tranche of eurobonds by the sum of $1 milliard. The maturity is 5 years, coupon interest rate was fixed at 9.25% a year (LIBOR + 3.55%). The terms of placement were more comfortable for Russia, than it had been expected. As it mentioned in the previous report, the supposed cost of the borrowing was estimated 1.5 – 2.5 percentage points higher according to Standard & Poors Corp. rating (BB–).



Financial Markets.

The market for GKO-OFZ. In October – November 1996 the tendency of price growth has prevailed at the government securities market.  The average-weighted GKO yield to maturity dropped from 80 – 90% a year in the beginning of October to 45 – 55% a year in the second half of the month.  In November the reduce of political risks due to improving of B. Yeltsin’s health has led to the further growth of GKO-OFZ quotations.

The turnovers of secondary market remained stable at the level of 16 – 19 trillion rubles in October – November 1996 (see fig. 4). In November the expected turnover of secondary market amounts to 77 – 79 trillion rubles.

�Figure 4.

�



�In November the Ministry of Finance enlarged the monthly quota for non-residents from $1.5 to $2 milliard. The significant demand from the side of foreign investors contributed the further decline of GKO-OFZ yields to 40% annualized up to the last third of November. However, it is expected in December 1996 the yields can rise to 45 – 55% a year due to some intensification of inflationary processes.

Four GKO-OFZ primary auctions occurred in November 1996. There were placed four tranches of six-month GKO (issues № 22057, 22058, 22059, 22060). Also two additional tranches of six-month GKO (№ 22038, 22044) matured in January and March  1997 accordingly and two additional tranches of OFZ (№ 24003 and 24007) were placed. The total volume of issued GKO-OFZ equalled to 30.2 trillion rubles with average yield to maturity 49.3% annualized. In November on the primary auctions the Russian Ministry of Finance got 27.6 trillion rubles. The initial demand exceeded 55.5 trillion rubles. That was more than the securities supply by 30.5%.

Stock market. In the second half of October – November 1996 the corporate securities market was very unstable (see fig. 5). The prevalence of speculative operations over the policy of portfolio management from the side of the largest participants led to the sharp fluctuations of the market index. Low correlation between the average dynamics of deals and the movements of the most liquid stocks’ quotations (see tab. 3, coefficients alpha and R-squared) testify to the unpredictability of this sector of Russian financial market. It is expected in December, on the eve of Holidays, there will be no reason to wait for  large capital inflows. That is why high risks will remain.

Interbank credit market. The IBC market demonstrated the tendency of further declining of the interest rates with all kinds of loan terms in November 1996. The INSTAR on overnight and one-week loans dropped from 38 – 40% annualized in the very beginning of November to 29 – 30% a year up to the last decade of the month (see fig. 6). As factors influencing the level of interest rates on interbank loans one can stand out the increase of the one-day limit on report deals up to 650 billion rubles and the decrease of rates on these operations from 30% to 20% on Monday, Tuesday, Wednesday and from 40% to 25% on Thursday and Friday. The decline of reserve rates on the ruble liabilities of commercial banks contributed the further rise of loan supply and the increase of the total volume of interbank loans by 30% (see tab. 4).



�Figure 5.

�



Table 3. Stock Market Characteristics for 1.10 – 22.11.96.��Liquidity (the ratio of number of days in which this stock were traded to the total number of days for the period). RAO UES Russia, RAO UES Russia (preferred), Gazprom, LUKoil, Lenenergo, Lenenergo (preferred), Mosenergo, Norilsk Nickel, Rostelecom, Surgutneftegas–1.�The most beneficial stocks*: Market index – 10.30%, Krasnoyarskenergo – 107.49%, Chernogorneft – 72.07%, RAO UES Russia (preferred) – 70.51%, Surgutneftegas (preferred) – 69.15%, Noyabrskneftegas (preferred) – 61.08%.��The most riskless stocks (coefficient beta)*: Market 

risk – 129.18%, S.-Petersburg Telephone – -0.212 (0.868), Seversky Pipe Plant – -0.153 (0.368), Krasnoyarskenergo – -0.062 (0.368), Norilsk Nickel (preferred) – -0.055 (0.895), Tomskneft – -0.049 (0.658).�The most underevaluated stocks (coefficient alpha)*: S.-Petersburg Telephone – 0.0783 (0.5), GAZ – 0.0211 (0.368), KAMAZ – 0.0155 (0.711), Norilsk Nickel – 0.0148 (1.0), Rostelecom – 0.0142 (0.974).��The stocks with the highest unique risk (low R-square)*: Noyabrskneftegas (preferred) – 0.02% (0.605), Megionneftegas – 0.09% (0.842), GUM – 0.11% (0.500), Krasnoyarskenergo – 0.13% (0.368), S.-Petersburg Telephone – 0.16% (0.868).�The stocks with the lowest unique risk (high R-square)*: Lenenergo – 7.34% (0.974), Purneftegas – 7.44% (0.947), Mosenergo – 7.90% (1.0), Irkutskenergo – 8.06% (0.974), Moscow City Telephone Network – 26.25% (0.447).��Stocks accounted for the most share in the total turnover*: RAO UES Russia – 14.54% (1.0), Mosenergo – 12.57% (1.0), Surgutneftegas – 12.21% (1.0), LUKoil – 11.60% (1.0), Rostelecom – 8.79% (1.0).��* There are liquidity coefficients in parenthesis

�In December 1996 – January 1997 it is expected the further growth of turnover and decline of interest rates at the interbank market due to the improvement of banking system liquidity. First of all, this resulted from the report deals enlargement, the start of refinancing mechanism by means of discount windows for the primary GKO-OFZ dealers.

Foreign exchange market. In October – November 1996 the rates of dollar exchange rate growth remained at the same level about 1% per month (see fig. 7). The official exchange rate increased from 5396 to 5455 rubles/$ (1.09% per month, or 13.9% annualized) in October. On MICEX the dollar exchange rate rase by 0.8% (from 5407 to 5451 rubles/$) and the interbank currency market exchange rate of dollar – by 0.91% (from 5408 to 5457 rubles/$). In November the official US dollar exchange rate will grow up by 0.97% to 5508 rubles/$, while the MICEX exchange rate of ruble will drop by 0.99% (to 5505 rubles/$) and the interbank exchange rate of ruble – by about 1.04% to 5513 rubles/$. In October the exchange rate of Deutsche Mark increased from 3538 to 3609 rubles per DM (by 2% per month, 26.9% per year). Up to the end of November the exchange rate of DM will amount to 3635 rubles/DM.

In October 1996 the gross turnover on MICEX was 820 billion rubles. In November the gross turnover do not change substantially (see tab. 4). The initial total demand for dollars amounted to about 140 million dollars and the supply – to 95 million dollars. The significant gap between the demand and supply of currency is caused by the current spread between the MICEX and the interbank market quotations to much extent.

�Figure 6.

�

Figure 7.
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Table 4. Indicators of Financial Markets.��month�August�September�October�November*��inflation rate (a month)�–0.2%�0.3%�1.2%�2 – 2.4%��annualized inflation rate by the month’s tendency�–2.4%�3.7%�15.4%�26.8 – 32.9%��the RCB refinancing rate�80%�80%�60%�60%��interest rate on deposits in Moscow Sberbank for one month (end of the month)�48%�48%�48%�30%��auction yield on three-month GKO (end of the month)�63.18%�69.58%�42.17%�42.17%��auction yield on six-month GKO (end of the month)�74.34%�94.00%�58.46%�38.1%��auction yield on OFZ (end of the month)�139.58%�91.07%�90.03%�38.03%��auction yield on OGSZ (end of the month)�156.17%�75.66%�77.88%�77.88%��annualized GKO yield to maturity:������less than 1 month�40.2%�41.3%�36.5%�30%��1-3 months�63.5%�51.9%�47.4%�40%��3-6 months�94.0%�68.1%�60.9%�50%��average yield on all issues�80.9%�60.9%�54.1%�47%��annualized yield to maturity on OFZ issues������3 tranche�91.49%�78.47%�59.18%�53.0%��4 tranche�93.37%�79.86%�61.37%�53.6%��5 tranche�175.54%�525.09%�75.79%�38.0%��6 tranche�163.10%�221.01%�565.52%�52.5%��7 tranche�446.16%�148.22%�138.70%�186.5%��8 tranche�174.77%�392.05%�89.73%�69.9%��9 tranche�–�–�89.01%�69.6%��turnover of GKO-OFZ market a month (billion rubles)�66731�64285�77842�78000��the overall value of outstanding  GKO–OFZ (trillion rubles)�188.2�197.533�214.9�225��nominal surplus of the overall value of outstanding  GKO–OFZ compared to the previous month�9.7%�5%�8.8%�4.7%��IBC – INSTAR rate (annual %) on loans by the end of the month:������overnight�35.17%�53.39%�43.83%�32%��1 week�36.85%�52.36%�41.33%�30%��2 weeks�40.32%�48.96%�39.67%�45%��1 month�70.00%�48.05%�39.40%�40%��turnover of IBC market a month (billion rubles)�29609�32360�37254�40000��effective yield on Vnesheconombank’s bonds . USD:������3 tranche�14.1%�13.4%�11.8%�10.9%��4 tranche�15.7%�14.6%�13.2%�12.0%��5 tranche�16.0%�15.3%�13.5%�12.3%��6 tranche�15.5%�14.9%�13.4%�12.3%��7 tranche�15.5%�15.0%�13.5%�12.5%��official exchange rate of ruble per US dollar by the end of the month�5348�5396�5455�5508��official exchange rate of ruble per DM by the end of the month�3535�3538�3609�3635��average annualized exchange rate of ruble per US dollar growth�42.6%�11.3%�12.9%�12.3%��average annualized exchange rate of ruble per DM growth�34.5%�-13.2%�2.0%�9.0%��gross turnover at the currency exchange market a month (billion rubles)�1150�1175�822�810��turnover at the stock market in the RTS for the month (millions of USD):�–�292.24�483.35�390��average annualized return at the stock market in the RTS:�–�-13.53%�15.8%�14%��RTS market portfolio risk:�–�12.26%�59.7%�300%��*/ estimate

Arkhipov S.A.. Drobyshevsky S.M.

Investment Policy



�This year, due to the intensified budgetary crisis and because of the complicated political situation the risks of long- term investments grew. In such a situation, the potential investors keep their orientation to the most profitable transactions on the national financial market.

The  compression of investment demand on the domestic market continues to have a negative effect on a level of business activity in all the economy’s sectors. The arrears crisis, banks’ high interest rates incomparable with profitable rates of production restrict enterprises investment potential. The dynamics of the investment demand over January- October 1996 was restricted by a trend of an advancing price rise for investment resources comparing to a growth of consumer prices. The change in the correlation between prices and a structure of solvent demand has had its impact on a decrease of prices on  the real estate market. The latter  became one of the factors determining the juncture in the field of house building.

A decrease in volumes of budgetary financing,  along with a reduction of reserves, influenced a decline of business activity in house building. It is non- government investments which become a main source of financing in this sphere. The financing of the “Home” program was fulfilled at 12% of this year’s limit ( RUR 1.2 trln.) over the 10 month this year. At the expense of the population’s capital, along with an attraction of bank credits, 6.5 mln. square meters of houses were put into operation  over 9 months this year. It makes up 138% to the respective period in 1995. At the same time, state- owned enterprises  put into operation 3 mln. square meters, or 80% to the same period  of the previous year.

The dynamics of house building found themselves under a significant impact of seasonal factor. It is the IIIrd and the IVth quarters on which the most intensive rates of putting living area into operation usually fall. According to the opinion of experts of the RF Ministry of Economy, the reduction in volumes of house building made up. 10% over the period of January- October 1996. They assume that at most the overall volume of a placing houses into operation in 1996 might maintain at the level of 1995.

�Table 5  The dynamics of investments in capital assets, in % to the respective period of the previous year.

�I quarter�I half year�January- July�January- August�January- September�January- October��Gross Domestic Product�97,0�95,0�95,0�94,0�94,0�94,0��Industry�96,0�96,0�95,0�95,0�95,0�95,0��Investments �90,0�86,0�85,0�83,0�83,0�82,0��including by objects:�-�-�-�-����of productive character�86,0�83,0�83,0�82,0�80,0�81,0��of non- productive character�95,0�86,0�95,0�85,0�90,0�84,0��Placing living facilities into operation�103,0�99,6�95,0�98,0�91,0�90,0��Price indices:*)��������for finished products�108,9�114,5�101,2�102,1�101,8�102,8��for resources purchased�107,5�113,2�101,1�102,4�102,6�-��for investments�115,3�125,9�102,2�101,7�101,8�-��for construction and assembling works�116,4�128,7�102,9�101,9�101,9�-��*) The Ist quarter- March 1996 to December 1995, Ist half year - June 1996 to December 1995, other months- in % to the previous one

Source: Goskomstat of RF

�This year the reduction in investments in industry made up 10% as compared with 1995. Given the reduction in a share of investments to the processing sector, the investment activity in electroenergetics, gas industry, and in the branches of the productive infrastructure is maintained this year. The investment activity is mostly oriented to a maintenance of  productive apparatus functioning, at the expense of  reconstruction and technical rearmament (59% of investment expenditure).

It is enterprises' own capital, along with the one of non- government investors which are the main source for forming investments to capital assets. In January- September 1996 the share of non- state sector was 74% of the total volume  of investments. The respective indices observed over the analogous period of 1995 were 67%. This year, for the period of  9 months, the state investments  were financed at  23.6% of the  volume allocated (RUR 7.88 trln.). The unsatisfactory financing of investment programs with the budgetary capital results in the fact that the 1996 Federal Investment Program has not been completed.

O. Izryadnova

�Russian Outer Borrowings



�The Russian policy of attracting foreign investments is becoming more clearly aimed at financial investors.

After the presentation of Russian eurobonds named ‘livres’ at the biggest financial centers of Europe, Asia and the USA on November 11 – 20, Russia entered the world capital market. The above events meant the Government success. The terms of the first Russian eurobond borrowing are rather comfortable for this country. The volume of the tranche is $1 bln., instead of predicted $500 thousand. The announced yield is 9.325% a year against supposed 11 – 12%. The duration is 5 years.

The Russia’s presence at the international capital market opens the latter for Russian companies and local authorities. Petersburg intends to issue eurobonds at the beginning of 1997. The local  authorities have already placed the order at Moody’s and Standard & Poors Co. to assess the respective credit rating, which is a mandatory term for placement of securities. Russian corporations LUKoil, RAO UES Russia and MCTN expressed their interest in receiving the credit rating.

The started placement of eurobond borrowing caused a rise of foreign investors’ activity at the Russian domestic government securities market, because the yield of GKO-OFZ, which are as much reliable as eurobonds, are 1.5 – 2 times higher (nearly 16% a year in hard currency equivalent) than of the latter. The limit of compensatory deals set for $1 bln. in November is actually exhausted. The Russian Central Bank is going to enlarge non-residents participation at the GKO market.

November was marked by rather serious tension in relations between Russia and IMF on the transferring of the next tranche ($340 million) of EFF loan. It was the second time since the opening of the credit line that IMF has suspended the payments. This happened because of low tax collection level. In mid-November the IMF mission arrived to Russia to examine and analyze dynamics of the Federal Government deficit. Besides, the IMF representatives insist on further liberalization of non-resident admission to the GKO-OFZ market, in compliance with the statements of the article 8 of the IMF Charter.

November events testify that the current policy of Russian Government in the field of foreign investments is mainly determined by the financing of the Federal Budget deficit and the outer debt services. As a rule, it is aimed at the attracting the risky financial capital to this country. By-today, no regeneration of investment process in Russian economy, happened at the expense of foreign borrowings and loans. Meanwhile one may note an indirectly positive effect of outer borrowings. The foreign investors’ capital  inflows allow to reduce the Russian Ministry of Finance needs in residents’ capital attracted through sales of the government securities. The above also weaken a necessity to implement an additional ruble emission which the opposition urges. An attraction of international capitals through the eurobond borrowing under much more comfortable terms than ones of the GKO-OFZ system may assist to an implementation of the course proclaimed by the Government to decrease the GKO-OFZ yields at the domestic market. Accordingly, alternative opportunities of capital investments becomes more attractive to the Russian financial structures. Thus, accordingly, Russian financial structures would find it more attractive to take alternative opportunities to place their capital: buying shares of Russian private enterprises and financing of investments projects in the real sector of Russian economy.

V. Ranenko, N. Nikolaeva

�Market Juncture



�The results of the business survey on more than 700 industrial enterprises showed that the balance of factual price expectations is down from +12 to +4 ( see Chart 8). This is an absolute minimum of the  respective index. The previous minimum (+5) was registered in both June and July 1996. The slowdown of price rise is noted in all branches,  except ferrous metallurgy, building industry, and light industry.

The forecasts of a change of wholesale prices decrease for the two months already. The November rate (+18%) is the minimum for all the surveys ever held since March 1992. A growth of inflationary expectations is registered at metallurgical and food enterprises in November. The most intensive price rise may occur in petrochemical (+28) and food (+42) branches. The absolute decrease of prices ( negative balance) is envisioned only in wood- working industry (-13%).A change of  a price policy by enterprises has become a reaction to a growth of rates of intensiveness of a reduction in both demand and production registered by the survey statistics in October. It brought favorable results in November: dynamic characteristics of demand and production remained unchanged by industry as a whole. The rise of the balance of change in demand was registered in metallurgy and petrochemical industry, while the most substantial decline was observed in wood- working industry ( 19 points), food industry (19 ones), and construction industry (13 points). The reduction in demand for machine- building goods has been valued with the balance of - 56 over the last two months.

92 % of enterprises are not satisfied with solvent demand. This is the worst rate observed over the last seven months. The respective rate grew up to 99% in construction industry, machine building, and, regardless of a slowdown of the reduction of demand,- in petrochemical industry, too.

The dynamics of both demand and production did not practically change in November. The slowdown of  rates of an output decline in ferrous metallurgy and petrochemical industry was combined with an intensification of the slump in wood- working, food branches, and in construction industry.

The rates of dissatisfaction with production volumes stands at 87-88% over the last seven months. Steady high rates of the index ( over 90%) are registered in petrochemical and light industries in 1996. The respective rate in machine building  fluctuates within limits of 88- 94%.

By our estimations, the rate of production’s dependence on demand  has grown from 54% up to 62% over the last four months. This value is the best since September 1995 when it  reached 64%. It should be noted that the rate’s growth over this autumn is of a stable character and is not accompanied with fluctuations.

A decrease of surplus stocks of finished products has continued in industry since the beginning of this year. The balance of estimations finds itself  within the +6...+1 limits over the last five months. A lack of stocks ( negative balance) was registered in November in light industry- 35%), machine building (-15%), and in non- ferrous metallurgy (-11%).

The forecasts of changes in production improved by 5 points in November. However, the negative value of the respective balance gives an evidence of the expectations of a reduction in output dominating in industry. Such a correlation was taking shape in 6 months of  11 ones this year. The most pessimistic forecasts were registered in November in construction industry (- 65%) and machine building (- 25%), while the most optimistic ones were observed in wood- working (+38%) and food ( +16%) industries.

The forecasts of a change of solvent demand remained unchanged. Expectations of a reduction in demand are dominating in industry for two months running. The worse forecasts were earlier registered only in November 195. Hopes for a rise of demand ( positive balance) are kept only in non- ferrous metallurgy ( +5%) and food industry ( +25%). The most pessimistic forecasts were noted in construction industry (- 64%) and machine building (- 25%).

R. Gershman, S. Tsukhlo

�Situation In Agricultural Complex



�By the  results of October, the rate of decline in agricultural output in 1996  may be estimated  at 7%. This is an insignificant degree of a slowdown of the decline ( in 1995, the respective reduction of volumes of agricultural production made up 8%, in 1994- 12%, and in 1993- 9%). At the same time, again, the decline rates in cattle breeding should be higher than ones observed in plant growing.

The process of the purchasing campaign showed that, as it already occurred in 1995, intended volume of purchases to the Federal stocks are, fiercely unrealistic and, secondly, they exceed actual state needs in accumulating respective goods. Thus, as of 14 October, less than 8% of the planned amount of grain, or 96% of the last year's level were bought for  the Federal stocks. It should be noted that it was West Siberia region (mainly Omskaya and Kemerovskaya oblasts) which covered more than a half of the above supplies. It happened regardless of the fact that the yields rate this year is at 25% lower than the one as of the same date last year. It is likely that it is still unclear whether it was a specifically effective mechanism of the local policy aimed at  stimulating such deliveries, or an underdeveloped character of a market infrastructure in terms of  sales of cereals  in the region, which  may stand for a reason for a high rate of supplies to the Federal stocks.

In general it is worthy noting that a level of supplies to the state stocks is slightly negatively correlated with a yield rate. In other words, in those regions where yields rates grew  as compared with the previous year, supplies to the state stocks reduced, and vice versa. This testifies to big differences in market situation for agricultural producers in regions dependent on a local administration's policy, a level of the development of sales and storage infrastructure, and state procurement agencies' position.

In the regions enjoying a developed sales infrastructure, including elevators, producers of grain prefer not to supply their products to the state stocks. Thus, the decline of grain production in Rostovskaya oblast made up a. 7%, while supplies to the state stocks hardly reached 9% of the previous year's level ( as of mid- October). At the same time the volume of cereals supplied to the regions' elevators exceeds 13 times the one delivered to the state stocks, while the volume of  food grain sold to the state purchasers is 2 times less than the one  supplied to the local storage facilities. In Stavropolsky krai, the volume of cereals supplied to the local storage facilities  exceeds five times the one sold to the state stocks, and its is food grain  which make up 58% of the former. At the same time, given that the Ural and Siberian grain market is significantly inferior, in terms of development, to the North- Caucasian one, supplies to the state stocks substantially exceed volumes of cereals delivered  to local storage facilities.

A high per cent of supplies to the state may be determined, of course,  a more rigid regulating policy of a local administration, too. For example, Saratovskaya and Ulyanovskaya oblasts have had approximately the same  cereals yields rates this year. However, in the former case deliveries to the state stocks are almost 2 times lower than the volumes of cereals supplied to storage facilities. At the same time, in the latter case, the state stocks purchased 4 times more against the volumes left in holdings for further sales.

It may happen once again, as it occurred last year, that a low level of supplies to the state stocks may become a reason for a writing- off, or a restructurization of  agricultural producers' debts, in terms of commodity  credit. This should become a factor  of a further intensification of the budgetary crisis in this country. It is worthy reminding that the volume of goods credit made up RUR 9 trln. this year.

The preferential attitude to the domestic agro- industrial complex has already become a traditional phenomena while expenditure articles of the Federal budget are sequestered. The Table shows that by all the expenditure outlays on the agro- industrial complex allocated for the 3 quarters of 1996, the level of underfinancing of respective spending on the complex and agriculture  was significantly less than the ones in other branches. It is only individual farming holdings and construction for the agro- industrial complex which make exceptions in this respect. The financing of programs to support individual farming shows for two years already that the state agrarian policy neglects this sphere completely.

While analyzing the Table below, one should take into account that the commodity credit to agriculture is not represented in the expenditure part of the budget. That is why the actual financing of the sector  makes up more than RUR 16 trln ( over 10% of GDP)  for the 3 quarters  this year. Besides, the national agriculture receives a hidden state donation through the state tax benefits mechanism: given the 6.3% agrarian sector's share in this country's GDP, its share  in a total amount of tax revenues makes up only 1.2%.

�Таблица 6. Исполнение федерального бюджета по расходам в части АПК, январь-сентябрь 1996 г.

Table 6  Execution of the Federal budget in terms of expenditure on agro-industrial complex, January- September 1996

�В % к бюджету на III квартал

In % to the budget for the IIIrd quarter�В % к годовому бюджету

in % to the annual budget��Расходы всего Expenditure, total�79,6�61,1�� в том числе including:

 расходы на АПК (композиция из 3 статей бюджета) on agro-industrial complex ( composition of  three artcilrs of the budget)�

48,6�

68,6��Расходы на промышленность, энергетику и строительство Expenditure on industry, energetics and construction�

49,6�

32,3��Расходы на сельское хозяйство и рыболовство Expenditure on agriculture and fishery�75,1�53,8�� из них of them:

   expenditure  on  agricultural producersо�

77,7�

57,5��  state support to individual farmers�8,7�6,4��Expenditure on fundamental research�50,4�36,3��including 

on agricultural science�

59,1�

43,6��Expenditure on architecture and  urban construction�

38,3�

24,1��including the agro-industrial complex�не выделялось�� Рассчитано на основе  данных Счетной палаты Российской Федерации

Calculated on the basis of the data of the Accounting Chamber of RF

E. Serova

Foreign Trade



�The Russian foreign trade turnover with the Far- Abroad countries ( without the account of individual trade operations and humanitarian aid supplies) mad up USD 74.7 bln. This is at 3.9% more than the analogous indicator of the preceding year, including: exports- USD 51 bln. (  6.2% up), imports - USD 23.7 bln. ( 0.8% down). 

The importation of goods by private persons for the purpose of individual trading made up USD 9.3 bln. The price rise for exported goods of fuel and energy complex to the far Abroad countries is determined by an increase of contract prices, and, to a less degree, by a growth of physical volume of supplies. The exports also gained benefits from world markets' favorable juncture, since prices for mineral fuel were growing over the year. At the same time, the dynamics of contract prices reflected a change in international markets' prices adequately.

The unfavorable juncture  at world markets has taken shape in terms of non- ferrous metals exports. The increase of  the respective exports  was happening at the expense of a growth of physical volume of supplies, while contract prices were going down. In their physical equivalent, the exports of copper increased by 24%, nickel - by 9%, and aluminum- by  24%.

The exports of machine- building products grew by 20.3%, as compared with the same period last year, and their share in an overall export volume grew from 6.8% to 7.7%.

The share of Far- Abroad countries in Russian foreign trade reduced to 75.3%, against 78.1% observed in January- September last year, due to an advancing rise of mutual deliveries between Russia and the C.I.S. states. Last September was , in some sense, a repetition of the last March, since it was still  these two months of 1996 resulted in a drop of  the import level against the preceding month�Figure 8 



� EMBED Excel.Chart.5 \s ���



�:  the respective decrease made up 3% in September, as compared with August. The negative balance of the national trade still remains (USD 992 mln.), though the share of imports is decreasing, and one may envision a converging of absolute price values of imports from and exports to the Far- Abroad countries.

N. Volovik, S. Prikhodko

�

�

�  The estimates are carried out using the developed at the IET autoregression model of inflation dynamics. That model is based on the analysis of changes in rates of broad money (M2) growth for the previous half of year (‘Russian Economy in 1995. Trends and Outlooks. IET, 1996).
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