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Economic and political outlook: November 1998

With the process of  designing the government’s economic program completed in November, one can  make some conclusions. First, the evolution of the economic program was taking place in the direction of  dissipation of certainty, both in terms of desirable intermediate and final results and mechanisms of achieving  those. Secondly, the last draft published yet in early November by its essence contained components which followed the same pro- inflationary logic  as those drafts published during September- October, starting from the “academicians’ program”. Hence, the necessity of emergency measures declared by high- rank authorities became  an expedient result, in light of the above process of design of programs.

Recent government’s tax initiatives allow to conclude that advocates of economic growth through lifting the tax burden and thus stimulating demand clearly dominate in the government. At the same time, it is not evident how the government will resolve problems arising due to reduction in budgetary revenues in a short run. At the same time the State Duma has already made real steps towards approving and encouraging emission: both the Law on a right of the Central Bank to hold emission, which passed through the Duma in the first reading and voting on guarantees of  banking deposits in November testify to that.

While considering the composition of the government from the viewpoint of  representation of various groups of interest in that, one should note some notable phenomena. Firstly, as we have already mentioned in  the preceding issue, it is agrarians who enjoy an indisputable support in the present government. That  can be proved, particularly, by the terms of negotiations regarding humanitarian aid (Although, humanitarian aid, by itself, is beneficial rather for the bureaucracy which receives a right for further redistribution of that, than the respective sector 30 largest banks as of 1 August 1998; yet USD 2.4 bn. must have been paid off in August ( see: vestnik banka Rossii, # 67, 1998)
. Secondly, the oil lobby still  keeps its influence, too, and it manages to effectively block the government’s efforts to increase budgetary revenues at the expense of this particular sector’s income. In the third place, the regions’ influence is also impressive. That lobby’s influence manifested itself notably when the government neglected the North Ossetian authorities’ violations  of the Law on elections to  local self- governing bodies, and  assigned  to  regions the right  to select what local banks are subject to restructuring ( salvation).

Since the very beginning of the present government’s work, it was clear that it could not be  regarded as a “team government”. However,  maintaining the “integrity” image was considered a priority. That can be proved with the official policy of a practical information closeness, with regard to the government’s “kitchen”. In such a context, a disclosure of  some tension- probably, inevitable one- between the government and the Central Bank and within the government itself - signifies some change  in rules of the game, though  still there are not any grounds  to state that the government’s position is weakening. The process of passing economic bills through the Duma to a higher extent will  give an opportunity to  estimate the government’s actual force. At the same time, only an actual implementation of the budget will  provide grounds for evaluating  the government’s real priorities  in its economic course.

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
1.10.98

Revenue











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

Personal income tax
0,1
0,0
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
5,5

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
1,2

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

Overall taxes and payments
9,4
8,5
8,5
8,8
8,9
9,0
8,9
8,8
8,6
8,2

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

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

Expenditure











State administration
0,4
0,3
0,3
0,3
0,4
0,3
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
2,9

Fundamental research
0,4
0,2
0,2
0,3
0,3
0,2
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
0,8

Social services
0,9
1,6
1,8
2,0
2,0
1,9
1,9
2,0
1,8
1,7

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

Other expenditure
4,7
2,1
2,2
2,5
2,6
2,7
2,8
2,5
2,5
2,3

Overall expenditure
17,8
10,5
11,8
13,9
14,1
14,1
14,3
14,2
13,6
12,7

Loans less repayments
0,7
4,4
0,4
0,4
0,4
0,4
0,4
0,4
0,4
0,5

Expenditure and loans minus repayments
18,5
14,9
12,1
14,3
14,4
14,5
14,7
14,7
14,0
13,2

Budget deficit (-)
6,1
4,7
1,8
3,5
3,7
3,6
3,9
3,9
3,5
3,0

Total financing, of which
6,1
4,7
1,8
3,5
3,7
3,6
3,9
3,9
3,5
3,0

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

foreign
2,1
3,5
1,7
1,0
1,0
1,2
2,6
3,9
4,3
3,8

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
1881,0

According to the final data of execution of the federal budget as of the nine month 1998 tax revenue slightly decreased as compared to the previous month. 

Overall expenditure dropped by 0,8% GDP which resulted in a fall of budgetary deficit.
Table 2. Tax revenue according to STS (% 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
1.10.98
1.11.98

6,6
6,3
6,3
6,3
6,1
6,0
5,9
5,8
5,5
5,5

According to the State Tax Service tax revenue as for the 1 of November amounted for 5,5% GDP, which is considerably less than in the beginning of the year and even after the first half of 1998.
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
1.10.98

Taxes and payments
7,7
8,9
9,3
10,4
10,7
10,9
11,0
10,8
10,6

Non-tax  revenues
2,4
2,3
2,7
2,9
2,8
3,0
2,8
2,7
2,6

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

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

Budget deficit
0,6
0,6
0,8
0,6
0,6
0,9
0,9
0,8
0,7
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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 October. The volume of arrears to the federal budget made up RUR 153 bln.

The sum of arrears collected by the State Fiscal Service from the beginning of the year amounted for RUR 41 bln.
S.Batkitbekov

Monetary Policy

In October – November 1998 the pace of price growth was quite stable and that has been at the level of 4 – 5% a month (see fig. 1). In October 1998 the consumer price index amounted to 104.5. The Russian Central Bank have been abstaining from large money emission as before (see fig. 2), and according to preliminary estimates, in November – December 1998 the price growth will not accelerate. In all, so far inflation reaches 70% annualized.

Figure 1
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Figure 2
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In November 1998 the pattern of dynamics of the RCB's foreign reserves changed (see fig. 3). As of 23rd of November the RCB has lost about $600 mln. to pay interest on foreign debt. At the same time, during November the RCB continued to smooth fluctuations of the dollar exchange rate on the MICEX.

Figure 3.
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In September we presented several scenarios of forecast for 1999. Many of assumptions have become more clear now. The forecast below is, in our opinion, rather realistic.

To make a forecast of inflation in the fourth quarter of 1998 we consider five scenarios of monetary policy. The general assumptions are as follows:

· The volume of the Federal Budget expenditures and sources of financing in the IV quarter of 1998 are estimated on the base of main parameters for October – December 1998 declared by the Russian Ministry of Finance (on October 16, the Government meeting). However, we think, that the Government will not completely finance announced expenditures. The latter requires money expansion up to 80 bln. rubles. It is more likely that the Budget will be implemented at a volume which allows to keep the rate of money base growth in December at a level of September – November 1998, i. e. ca. 8% a month (except scenario No. 5, see below).

· We think that the 1999 Federal Budget Law  will be approved not earlier than late February – early March 1999. Thus, the scenarios 1 – 4 implies that the Federal Budget expenditures will be realized at a volume of 1/12 of the actual expenditures in 1998, the pace of money base growth remains at the current level.

· The Russian Government realizes the scheme of GKO-OFZ restructuring agreed upon in London in November. This scheme provides that 10% of the frozen debt is due to be paid in cash (about 30 bln. rubles, in four tranches), 20% – in 'investment' securities which could be used to redeem tax debts (as of July 1, 1998) and make a deposit in commercial banks capital (totally up to 60 bln. rubles) and 70% – in 'interest' securities with maturity 4 – 5 years.

· Russia will postpone to service and redeem pre-scheduled share of the former USSR's foreign debt and a new restructuring of that will be negotiated.

· The GDP deflator will lag behind the CPI in October – November 1998, but it will go along with consumer price growth in December.

· The money multiplier will drop to 1.9 until December 1998 and will remain at this level through all year.

· The fall in real GDP in 1998 amounts to about 4 – 5% compared to the last year, in 1999 – 5% compared to 1998.

· The stability of inflationary expectations and a lack of significant fluctuations of the US$ exchange rate. This implies stability of the real exchange rate of the ruble
.

· The consumer price index is corrected by seasonal factors in December 1998 – February 1999.

In our view, the main factor of a sharp fall in revenue level in 1999 (according to 9.5 – 10.5% GDP in the first half of 1998) is the further decline in tax discipline. The latter is caused by numerous signals given by the Government on the issue of planned tax indulgence. The worsening of enterprises' financial state due to general economic and financial crisis may also play a very important role. Moreover, one should outline the negative impact on the dynamics of tax revenues on the part of increase in the rate of non-payments growth due to the continuing banking crisis, growing inflationary expectations and declining 'money/GDP' ratio. We suppose there will be no reallocation in tax revenues in favor of non-budget funds and local governments.

We distinguish two periods for the first four scenarios. The first one (November 1998 – February 1999): rate of money base growth remains at 8% a month, the shortage of the Federal budget is financed within limits of this emission. The budget indebtedness continues to grow. The second one (from March 1999): the rate of money base growth will be determined basing on the need to finance the Federal budget deficit and servicing and redemption of the Russian public debt at a level which is sufficient to stop the further increase in budget indebtedness. We proceed on from the point that the total sum of non-interest expenditures of the Federal budget requiring to stop growth of the budget debt is about 10% of GDP. Moreover, the Russian authorities need to make the subsidy to the Pension Fund to cover its shortage about 3 bln. rubles a month (October 1998 prices) up to 1% of GDP. The Russian Ministry of Finance also needs money to pay 10% of 'frozen' GKO-OFZ (0.5% of GDP), to subsidize the agricultural sector (0.5% of monthly GDP in April – September) and service and redeem the Russian foreign debt (see below). The fifth scenario provides that the budget and monetary policy through both periods will be the same.

Under considered scenarios the Russian Government will not redeem the budget indebtedness (incl. salaries to public sector) beyond the sum fixed in the expenditure plan for the 4th quarter of 1998.

The main criteria by which we distinguish the scenarios are the parameters of the Federal budget and sources of financing the primary deficit, and the deficit of money to service and redeem the public debt. This deficit will be covered by printing money in all scenarios.

The budget parameters for the scenarios are given in table 1 (from March 1999 for No. 1 – 4 and from December 1998 for No. 5).

· The first scenario is the most optimistic one. We suppose that the level of the Federal budget revenues amounts to 8% of GDP (according to 7.5% of GDP in October 1998, special financing exclusive). The service of the foreign debt in 1999 will not exceed 3% of GDP (about $6.5 bln.) Actually, it means the service and redemption of the foreign debt in the part of eurobonds, Vneshbonds and bilateral state loans to Russia against default on liabilities to the IMF, the World Bank and other international financial institutions. It is clear that Russia loses any source of domestic and external borrowing, and the total sum of the federal budget deficit and the shortage to redeem the public debt reaches 6.75% of GDP.

· The second scenario differs from the first one by the level of the Federal budget revenues. We assume the Federal budget revenues in November – December 1998 and in 1999 do not exceed 7% of GDP. In this case (if expenditures on the foreign debt are equal to 3% of GDP and an additional money expansion to recover the banking system reaches 1% of GDP), the shortage of the Federal budget raises up to 8.75% of GDP.

· According to the third scenario Russia fulfills all liabilities to service and redeem its foreign debt as scheduled for 1999 (except for the former USSR indebtedness), i. e. $9 – 10 bln., or 4.5% of GDP. The rest of expenditures corresponds with the first scenario, and the shortage reaches 9.25% of GDP.

· The fourth scenario includes the implementation of STS’ proposals made on the reduction on reforming the Russian tax system (VAT reduction to 14%, profit tax reduction to 30%, introducing investment preferences in taxable profit). We estimate the decline in the volume of revenues of the Federal budget to be approximately at a level of 1.5% of GDP (to 6.5% of GDP). Moreover, this scenario provides a possibility of a country-wide-recover of the banking system (up to 2% of GDP).

· The fifth scenario is calculated for the situation in which the Government would drift to the policy of financing the current non-interest expenditures to be sufficient not to continue the budget indebtedness (about 11.5% of GDP) from December 1998. Thus, we do not distinguish between periods before and after adoption the 1999 Federal Budget Law. The pace of money base growth will increase yet in December 1998. That pace corresponds to the money base growth during a period between March to December 1999 by the forth scenario.

Table 1*.


Scenario 1
Scenario 2
Scenario 3
Scenario 4
Scenario 5

Revenue (% GDP)
8%
7%
7%
6.5%
6.5%

Non-interest expenditures (% GDP)
11.75%
11.75%
11.75%
11.75%
11.75%

Primary deficit (% GDP)
3.75%
4.75%
4.75%
5.25%
5.25%

Service and redemption of the public debt (% GDP)
3%
3%
4.5%
3%
3%

Budget deficit and sum to redeem the public debt (% GDP)
6.75%
7.75%
9.25%
8.25%
8.25%

Banking system recovering (% GDP)
–
1%
–
2%
2%

The shortage to finance the budget deficit, redemption of the public debt and quasi-budget expenditures to recover the banking system (% GDP)
6.75%
8.75%
9.25%
10.25%
10.25%

*Here and so forth all figures in percentage of GDP take into account only the money component of expenditures and revenues

Figure 4.
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The modeling of inflation is based on the aforementioned autoregressive monetary model of price growth dynamics estimated on the time of high inflation in 1992 – early 1995. The monthly dynamics of inflation in the fourth quarter of 1998 and 1999 for all scenarios is shown in figure 4.

S. Drobyshevsky, S. Sinelnikov

Financial Markets

The market for government securities. In November 1998 one note an emerging difference in dynamics of quotations of the Russian currency denominated government securities (see fig. 1,2). The price of the third Vneshbond tranche which has a minimal duration grew through November. By the end of the month these securities quoted at a level of 30% to the face value compared to 20 – 25% registered in the second half of October. Other Vneshbonds' tranches were at the same price level – about 10% to the face value. A growth in eurobonds’ quotations begin to be more appreciable. In particular, the price of the third tranche (nominated in US dollars, the redemption in 2007) grew from 22 – 24% to 32 – 33% to the face value. Generally, quotations of the tranches with long duration grew to a larger extent compared to the tranches with short duration. Main reasons for the growth of the Russian securities are as follows: firstly, quite successful preliminary results in the negotiations on the frozen GKOs and external Russian debts restructuring. Secondly, the general improvement of a situation on the world financial markets. Thirdly, an accomplishment of the Russian obligations by the coupon payments in November 1998.

Figure 1.

[image: image6.wmf]Dynamics of 'Vneshbonds' quotations in October - November 1998 

5

10

15

20

25

30

35

01.10.98

05.10.98

07.10.98

09.10.98

13.10.98

15.10.98

19.10.98

21.10.98

23.10.98

27.10.98

29.10.98

02.11.98

04.11.98

06.11.98

11.11.98

13.11.98

17.11.98

19.11.98

23.11.98

Tranche 3

Tranche 4

Tranche 5

Tranche 6

Tranche 7


Stock market. Between October to November 1998 a state of affairs on the Russian stock market was quite stable. As before, a demand for stocks was at an extremely low level, however, there was no any serious fall in quotations during this period. In October 1998 the RTS-1 Index grew from 43.81 to 57.54 points. That corresponds to 30,92% per month. During the first half of November the RTS-1 Index ranged from 59 to 61 points. By the end of the month a demand for stocks grew and the index increased to 71.46 points. Thus, during November the increment in the RTS-1 Index was 24.19% (see fig. 3).

Figure 2.
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Figure 3.

[image: image8.wmf]$0

$25 000 000

$50 000 000

$75 000 000

$100 000 000

$125 000 000

$150 000 000

$175 000 000

05.01.98

16.01.98

28.01.98

10.02.98

20.02.98

04.03.98

17.03.98

27.03.98

08.04.98

21.04.98

05.05.98

18.05.98

28.05.98

09.06.98

22.06.98

03.07.98

15.07.98

27.07.98

06.08.98

18.08.98

28.08.98

09.09.98

22.09.98

02.10.98

14.10.98

26.10.98

05.11.98

19.11.98

01.12.98

0

50

100

150

200

250

300

350

400

The total volume of trading ($)

The RTS-1 Index


As fig. 3 shows, during the last three months the volume of trading in the RTS-1 continued to be at a lower level compared to the first half of 1998. Nevertheless, the tendency to growth of the turnover appeared. In particular, in September it equaled to 27.68 mln. dollars, in October – 44.85 mln. dollars and in November – 60.34 mln. dollars.

In November 1998 prices of the most liquid stocks demonstrated some growth. The most large increment in stock prices which mostly could be attributed to the previous sharp downfall of those, demonstrated stocks of AO ‘Yugansneftegaz’ – 175% and AO ‘Norilsky Nickel’ – 150.3%. Stocks of AO ‘Rostelekom’ grew by 78.1%, AO ‘Surgutneftegaz’ – by 72.6%, AO ‘Irkutskenergo’ – by 57.8%, RAO ‘UES Russia’ – by 37.6%. Of the Russian blue chips, it were only stocks of AO ‘Megionneftegaz’ which demonstrated decrease (-33.3%) (see fig.4).

Figure 4.
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During the last month the major international markets and emerging markets which traditionally are most significant for Russia demonstrated quite different tendencies (see tab.1). That was caused by the following factor: firstly, there was a decrease in the discount rate in the USA. To counter that the European central banks did not undertake adequate measures. Secondly, there was further worsening in a state of affairs on commodity markets, specifically, an international oil market. After the OPEC meeting, it was decided to maintain the same quotes conserved, and the oil price declined sharply.

Table 1.

Dynamics of the Foreign Stock Indexes

up to December 2, 1998
value
the change in value during the last week (%)
the change in value during the last month (%)

The Dow Jones Industrial Average (USA)
9064.54
-2.68%
3.20%

Bovespa Index (Brazil)
8449
-5.17%
10.36%

IPC Index (Mexico)
3815.39
-4.80%
-10.60%

Nikkei-225 (Japan)
14986.62
-0.58%
3.16%

DAX-30 (Germany)
4691.69
-5.11%
-3.10%

CAC-40 (France)
3649.91
-5.19%
-0.93%

Obviously, an observed growth of stock prices during the last two months has not been as significant relative to the 82% slump during the eleven months of 1998. As before, there is an estimation of high risk of investments into the Russian securities which is caused by the following factors: first of all, quite an important role plays a vague prospect of the Russian economy. In particular, there is an uncertainty about sources to the Federal Budget deficit. In addition to that, in 1999 Russia will face an unavoidable default by a part of external debt payments. Secondly, there are high risks in settlements between participants in the Russian stock market. The combination of these reasons does not allow to expect any significant investment inflow and growth in stock prices in the nearest future.

Interbank loan market. In November 1998 on the interbank market rates for overnight loans stabilized at a level between 20% annualized (by bid rates ‘MIBID’) to 40% annualized (by offer rates ‘MIBOR’). Rates for loans with others maturity terms ranged from 25% to 65% annualized. Nevertheless, it is necessary to note that all rates rather should be interpreted as indicators than as a real price for stroked bargains. A level of trust between different commercial banks is so low that real loans are not issued.

Figure 5.
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Foreign exchange market. In November 1998 the dollar exchange rate’s dynamics seems to be more stable. The Russian central bank supported the rouble devaluation at a slow pace. In mid of November the ‘seasonal’ appreciation of rouble connected with the date of settlement by the forward contracts was not as significant as during the previous months.

In November 1998, the official dollar exchange rate grew from 16.01 rubles/$ to 17.88 rubles/$. That corresponds to 11.68% a month (276.5% annualized). The ‘today’ dollar exchange rate in the SELT grew from 16.0081 rubles/$ to 17.4689 rubles/$ (up to November, 25), i.e. by 9.13% a month (185.2% annualized). In October the volume of trading in the SELT by ‘today’ and ‘tomorrow’ contracts was about 46.8 bln. rubles. In November, according to preliminary estimations, the respective index will be about 50 bln. rubles.

Fig.6 shows the dynamics of the US dollar exchange rates between October to November 1998.

Figure 6.
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In October 1998 the German mark/ruble exchange rate grew from 9.5839 rubles/DM to 9.7215 rubles/DM. That corresponds to 1.44% per month. In November the German mark/ruble exchange rate grew from 9.7215 rubles/DM to 10.4979 rubles/DM, i.e. by 7.99% a month or 151.4% annualized. The dynamics of 'Deutsche mark/ruble' exchange rate was mostly determined both by the situation on the ruble/dollar exchange market and changes in the German mark rate on the international financial markets.

Figure 7.
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Table 2. Indicators of Financial Markets.

month
July
August
September
October
November*

inflation rate (a month)
0.2%
3.7%
38.4%
4.5%
4%

annualised inflation rate by the month’s tendency
2.43%
54.6%
4839%
69.96%
60.1%

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

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

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

annualised GKO yield to maturity:




–

less than 1 month
73.98%
60.71%
–
–
–

1-6 months
85.24%
95.00%
–
–
–

more than 6 months
83.94%
103.39%
–
–
–

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

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

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

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






overnight
28.85%
72.69%
122%
40%
35%

1 week
45.0%
45.0%
–
50%
45%

2 weeks
55.0%
–
–
–
–

1 month
90.0%
–
–
–
–

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

official exchange rate of ruble per US dollar by the end of the month
6.272
7.905
16.0645
16.01
17.88

official exchange rate of ruble per DM by the end of the month
3.524
4.3948
9.5839
9.6784
10.4979

average annualised exchange rate of ruble per US dollar growth
15.31%
1507%
496000%
-4.0%
276.5%

average annualised exchange rate of ruble per DM growth
42.06%
1315%
115660%
12.5%
151.4%

volume of trading at the stock market in the RTS for the month (millions of USD)
752.2
233.6
27.7
44.9
60.34

the value of the RTS-1 Index by the end of the month
149.65
65.61
43.81
57.54
71.46

growth in the RTS-1 Index (% a month)
-1.12%
-56.16%
-33.20%
30.92%
24.2%

*/ estimate

S. Arkhipov, S. Drobyshevsky

External component of the banking crisis

The moratorium set by the Russian government  for the purpose of the national economic agents fulfilling their obligations towards foreign investors expired in November. The Russian banks began to pay off  by syndicated credits and other loans received  from abroad ( or to negotiate such payments). Hence, once again the problem arises of the impact of the  bank’ outstanding obligations towards non- residents on the situation in the  foreign exchange market and other macroeconomic parameters in this country. According to the Central Bank of Russia’s data publiched in issue # 67 of vestnik Banka Rossii, 1998, 30 largest national banks would have to pay off Rb. 24 bn.( over USD. 3.8 bn. by the official rate as of late July 1998) to their foreign counterparts

The ratio  between  the banks’ net foreign liabilities to foreign reserves observed in this country prior to the banking crisis ( see Fig.1) is not  somewhat unique and is likely to show this country’s place in the world economy ( see Fig.3). Fig.1 and 3 present the  percentage ratio of banks’ net foreign liabilities towards the respective country’s foreign reserves for four years  prior to, and four years after the beginning of the banking crisis. The fig. show both transitional economies ( South- East Asia, latina America) and developed countries.  Of the data on the ratio between net foreign liabilities relative to foreign reserves observed in some countries during  some periods prior to, and in the wake of the beginning of the banking crisis, it is only Japan and US  the foreign assets of the banks of which steadily are  superior to  their liabilities towards non- residents. Yet two exceptions  are not stable- net foreign assets gained positive value in Thailand prior to the 1983 banking crisis and in the Republic of Korea  in the year of the beginning of the crisis ( 1997), while all the other countries were net borrowers.

Russia joined “the club” only in 1997, and its respective index was relatively small when compared to many countries in South- East Asia and Latin America: as Fig. 1 shows, that does not exceed 50% . However, net foreign liabilities of the Russian banks  is just a part of the problem. Their amount is few times lower compared to that part of the public domestic  debt the holders of which are non- residents ( see Fig.2). The dynamics of indices  represented in Fig.2  show that it was non- residents’ short -term capital flows  which constituted  a major problem for the Russian authorities  while servicing the public debt and maintaining the exchange rate, as it had been observed, for example, in Mexico prior to the 1994 crisis. At the same time the banking system’s  foreign exchange position only intensified the problem: since the end of the IIIrd quarter 1997,  the amount of the banks’ net foreign liability and market value of GKO- OFZ portfolio owned by non- residents  has approached the level exceeding both the amount of foreign exchange reserves and overall volume of foreign reserves.  
Fig.1 

The Russian banks’ net foreign liability in % to this country’s foreign reserves as of the end of the year.
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Notes: -data for 1998- as of  late August 1998

-  along X  axis- years prior to, and after the banking crisis; the year of the beginning of the banking crisis  is understood  as  a reference point (0 year) ( in brackets);

- along Y axis- net foreign liability of the banking system relative to foreign reserves ( in %).

Calculated by: Bulletin  Bankovskoy Statistiki

Fig.2 

Net foreign liabilities of the Russian banks, participation of non- residents in GKO- OFZ market and  foreign reserves of RF, USD bn.
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1- net foreign liabilities;

2- market value of FDL denominated in Rb., the holders of which were non- residents

3- foreign reserves

4*- estimated

Calculated as of the end of the respective quarter

Source: the Central Bank of the Russian Federation, Annual Report 1997, Bulletin  Bankovskoy Statistiki, current trends in the monetary and credit sphere

Fig.3  

Banks’ net foreign liabilities relative to foreign reserves of some countries during the period prior to, and after the beginning of banking crises, as of the end of the year

Countries of South - East Asia
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Indonesia ( 1992)
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Indonesia 1997
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Malaysia ( 1985)
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Republic of Korea ( 1997)

-50

-40

-30

-20

-10

0

10

20

30

40

50

-4

-3

-2

-1

0

1

2

3

4

Year

%




[image: image19.wmf]

Philippines (1981)
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Philippines (1997)
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Thailand(1983)

-50

-30

-10

10

30

50

-4

-3

-2

-1

0

1

2

3

4

Year

%



[image: image22.wmf]

Thailand (1997)
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Latin American Countries
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Brazil (1994)
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Columbia (1982)
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Mexico ( 1982)
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Mexico (1995)
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Chile (1982)
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Developed countries
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Japan (1992)
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US (1982)
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Portugal (1986)
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Spain (1977)
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Sweden  (1991)
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Finland (1991)

0

100

200

300

400

500

-4

-3

-2

-1

0

1

2

3

4

Year

%



Notes:

-  along X  axis- years prior to, and after the banking crisis; the year of the beginning of the banking crisis  is understood  as  a reference point (0 year) (  given for every country in brackets);

- along Y axis- net foreign liability of the banking system relative to foreign reserves ( in %).

Calculated by: International Financial Statistics Yearbook 1993, 1998

D. Balashova, V. Matovnikov, L. Mikhailov, L. Sycheva

Major trends in the real sector

Social and economic development in 1998 takes place in the conditions of  the permanent crisis in the financial, budgetary and banking system. An unstable state of affairs in the financial markets and its sharp fluctuations have a destabilizing effect on the level of business activity in the national economy.

The trend to a decrease in a real  GDP volume renewed, and dynamics of industrial output deteriorated. The intensification of decline in  the agricultural sector, construction and transportation has a negative impact on the macrostructure.

Table 1


January
January- February
January- March
January- March
January- April
January- June
January- July
January- August
January- September
January- October

GDP
101,3
100,7
100,0
100,0
99,8
99,5
98,9
97,9
97,0
97,0

Industry
101,5
101,4
101,3
101,2
100,6
100,1
98,7
97,4
96,1
95,4

Agriculture
98,0
98,0
101,0
101,2
101,3
100,6
97,0
92,3
90,6
91,2

Investment
90,5
92,5
93,1
94,2
93,8
93,7
94,5
94,4
93,2
94,9

Transportation companies' cargo turnover
98,1
97,5
95,4
96,1
95,6
96,1
97,0
97,0
96,4
96,5

Volume of communication services
108,2
108,3
108,0
102,7
116,7
113,5
113,7
113,6
111,9
113,1

Goods turnover
105,0
104,4
103,7
103,1
103,1
103,1
103,3
103,6
102.7
101,1

Source: Goskomstat of RF

Between January- October 1998 GDP reduced by 3.0% compared to its respective period last year. Given that in the Ist quarter the situation in the real sector was rather stable due to a high inertia in the economy and accumulated potential, since April one has observed the processes of intensification of the decline in GDP production. Between January- October 1998 the volume of  industrial output made up 95,4% of the level of last year, agriculture- 91.2%, the volume of investment in capital assets- 94.9%.

The dynamics of the development of transport and communication  generally correspond to a change in the rate of output in the national economy. Given that in 1997 one observed a reduction in the gap between the rate of the change in cargo turnover and GDP, since the beginning of this year there is a reverse trend in place.

Between January- October 1998 the commercial cargo turnover of transportation companies dropped by 3.5%, including the railway transport, the share of which in the overall volume of this country’s cargo turnover and transportation is accounted for over 1/3,- by 8,0%. This year, one notes a sharp breakdown of the rhythm of the transport sector’s operations. One observes a growing number of strikes and periodical blockages, which paralyze operations of whole regions and industry branches. With a sharp financial crisis developing, the volume of transportation of import cargo dropped substantially, and one observes a significant downfall in cargo turnover in truck and sea transportation. Between January - October 1998 the commercial cargo turnover of the truck transportation reduced by 17.6%, and sea transportation- by 23.9% when compared  with the respective period of the prior year.

Despite the fact that the financial sector has been heavily battered by the crisis, the communication  sector keeps its position  of one of the most intensively developing sectors of the national economy. A steady growth in communication services back-upped by a growth in investment resources has been noted during the last two years. Between January- September 1998 the volume of communication services  grew by 11.9% compared to the prior year.

It is consumer market which experienced the most significant changes. Between January- July the  growth in saturation of wholesale and retail markets was in place, and  the normalization of retail trade enterprises was continuing. In September one noted a 4.5%  decline in retail trade good turnover compared with the prior months, while in October the respective index made up 7.5%. The high consumer demand  being characteristic of the period between late August to early September, which was accompanied by a significant volume of of banking deposits withdrawals, in the second half of September was replaced by a sharply narrowed consumer activity.

Between January- September 1998 the remainders of the population’s deposits reduced by Rb. 27.9 bn., or 18.4% compared to early August 1998. The population lost is confidence in banking institutions, and the negative impact of this process will affect the general macroeconomic situation in the forthcoming period of time
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Between January- October 1998 the population’s real disposable income reduced by 14.0% when compared to the respective period of the prior year. In September, in the conditions of  consumer price hikes, the level of real income made up only 70.3% of the level of September 1997. The dynamics of social parameters are unstable, since they are  connected with a high level of  both government’s and enterprises’ accumulated backwages and pension arrears. The systematic growth in backwages and drop in the population’s real income still are one of the most critical points of the Russian economy since early  1998.

O. Izryadnova

Investment in house building

In November 1998  one observed a remaining trend to a downfall in investment to capital assets. In all, between January- October this year investment in capital assets reduced by 5.1% and made up 12.1% of GDP. At the same time, since September one has observed an acceleration of the decline in investment activity   generated by the financial crisis.

During the last four years one  observed a reduction in the share of investment in house building in the overall structure of investment in capital assets. For the last ten months the share of investment in housing dropped by 1.9 points when compared with its respective period 1997. That was mostly determined by a substantial downfall in budgetary financing of the government house- building programs. Between January- October 1998 the financing of construction of social objects made up only 15% of this year’s  limit of budgetary obligations, while the financing of house building from the federal budget was practically stopped. The state support to investment processes shifted to the regional and local levels.

Investment in the house- building sphere differentiates  substantially, depending on the respective budgets’ state and intensity of both local  authorities’ and population’s investment activity. In 32 regions, the total  housing area  placed into operation exceeded analogous indices of the prior year, in 21 regions the said indices dropped by 40% and more, in 8 regions- by 25- 39%, and in yet 8 regions- by 15- 24%, respectively.

In all, for  10 months 1998 the housing construction throughout this country dropped by 7.2% compared with its respective period of 1997.
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It is the remaining investment activity of the population which is a factor having a positive impact on the dynamics of house building. Proceeding on from a retrospective analysis, one may conclude that as long as a price drop for capital construction and construction materials and gradual growth in the population’s income and savings were concerned, one could observe a steady growth in house building funded by the population and at the expense of banking loans. With the costs for borrowed resources rising this year, the increment  rate of house building  funded by the population slowed down substantially.

The Russian financial crisis affected the development of mortgage. It was envisaged that  foreign investors could be capable to allocate between USD 500 mn.- 1 bn. only  for Moscow, to start  the mortgage system in the city. However, in the current economic conditions foreign investors  refuse to participate in the city’s mortgage loan program. That may also affect a level of the population’s participation in house building.

The decline in business activity  has also substantially affected the situation in the market of  business facilities. The drop in the demand for office space resulted from the exodus of large foreign companies from the Russian market and reduction in activity of the remaining foreign and domestic firms made up    between 20 and 50%.

Considering the consumer price rise, change in the structure of expenditures and reduction in the population’s savings, downfall of business activity of foreign and domestic companies  observed since August  onwards, one should expect an acceleration of the decline in investment in house building on the part of the population and reduction in putting business facilities into operation by the end of this year. It is most likely that investment activity in the construction sector will be maintained at the expense of  continuation of the work at currently constructed objects.

O. Izryadnova, E. Ilykhina

Situation in industry

In November, the balance of  effective demand improved by 20 points and made up -21%. The worst value of this index in 1998 was registered in September ( -47%). For the last two months the share of reports regarding unchanged volume of demand grew from 33% ( the minimum rate for 34 surveys)  up to 54%. It was the period between August- September 1997 during which we registered   the  maximum rate of reports regarding unchanged demand ( 64-66%). Negative balances were reported by all the industry branches with the exception for the timber, wood- working and paper and pulp sectors. In those industry branches, the balance remains positive for the second month, and in November that reached +26%.  At present the most intensive reduction in demand takes place in the construction industry (-66%), machine building (-29%), and ferrous metallurgy (-24%).

The barter demand continue to grow, but the growth intensity ( by the balance) in November dropped to +6% after +15%  reported in September. Negative balances ( absolute reduction) were reported by the construction industry, timber, wood- working and paper and pulp industry branches, and non- ferrous metallurgy.

Reports regarding drop in output in November  are almost counterbalanced with those testifying to a growth in output- the balance slightly differs from zero level. In September ( the worst point for this year) the difference made up -27%^. An absolute and substantial production growth in November  was registered in the petrochemical sector, ferrous metallurgy, and wood- working industry, while  other industry branches  mostly report production reduction.

In November the intensity of price rise practically did not change. Half of enterprises still report that this indicator has not changed. During the first half of this year the share of such reports made up 81- 84%. The most moderate price rise was noted in the metallurgical sector and industry of construction materials.

During last month, the balance of estimates of stocks of finished products dropped for 10 points and once again reached the minimum level registered for the first time in September 1997. Negative values of the balance show insufficient volume of stock of finished goods at enterprises warehouse facilities. The  biggest deficit of the stocks was reported by the light (-48%) and food (-30%) industry branches, while excessive stocks of finished goods ( positive balance) were noted only in the non- ferrous metallurgy (+14%) and construction industry (+19%).

The estimates of change in output continue to improve after their downfall in September. In November they grew up by yet 12 points and became positive. Expectations of a growth in output once again prevail in the national industry, while negative balance of expectations was reported only by the construction industry. The most optimistic forecasts were registered in the ferrous metallurgy, petrochemicals and wood- working industry.

Forecasts of change in pricing decreased by 16 points after September hikes. Price rise was forecasted in all the industry branches, but the intensity of that differs from sector to sector. The most intensive ( by the balance) growth is possible only in the food ( +60%), machine- building ( +48%) and wood- working (+42%) industry branches.

between October and November forecasts of a change in effective demand improved by 20 points but they remain  negative, as well as all the sectoral balances. The most pessimistic expectations were registered  in 

the construction industry (-76%), machine building (-24%), and light industry (-17%).

Forecasts of a change in barter demand by the industrial sector as a whole became negative- enterprises   envisage reduction in barter transactions. Positive balances remained only in the ferrous metallurgy, light and food industry branches.

S. Tsoukhlo

Federal agro-food policy in the conditions 
of the financial and economic crisis

In the current conditions, the government’s strategy is still unclear, and its steps are exclusively ad hoc. The first purpose of the newly formed government was to resist a high demand in the consumer market. The first steps undertaken by the government were both a demonstration of its intentions and real changes in the current mechanisms: to the former group one can attribute such measures as announcement of  establishing  the federal reserve food fund, declaration of a purpose of maintaining the norms of per capita consumption of basic food products at the level of 1997. Such measures will unlikely to be implemented efficiently, but they helped to eliminate the consumers’ panic and may be recognized as quite sound.

Measures of the other kind are aimed at getting a cheaper price for food stuffs, liquidation of trade barriers in the agro- food markets in this country. In this connection, the government undertaken certain real steps, though  the majority of those will unlikely to bring about   expected results.

Thus, the government reintroduced  benefits with respect to imposition of VAT on food stuffs and agricultural products, thus abolishing the previous government’s resolution of 17 July. As Fig.1 shows, the increase of VAT rate imposed on food stuffs in summer did not result in price hikes for those, and one may assume that re- introduction of  the beneficial rate will not serve to a relative drop in those prices.

Fig.1 

Correlation of price indices for food stuffs and general consumer price index in July and August.
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Source: the data of Goskomstat of RF for the respective years.

The abolishment of the 3% import  duty introduced by the previous government may be attributed to the said list of measures. In addition to that, the government attempts to introduce a control over railway transportation tariffs applied to transportation of   consumer goods, including food stuffs. In the conditions of the current problems in the banking sphere, payments  effected in cash became of a great importance for food chains, however, the current restrictions imposed on the amount of  cash payments constrained  them ( or shifted them to the “grey” transactions sphere). The CBR was requested to elaborate a temporary statute until 1 December, which should allow legal entities to  effect payments in cash for food stuffs and other socially significant goods. This decision is undoubtedly very actual, but  it is needed today, since later - when such a decision is elaborated, its significance for the agro- food sector will not be as persistent.

The government recommended the Federation’s Subjects to lift restrictions on agro-food products’ circulation within this country’s territory. As it will be shown below, such wishes do not have an actual impact on regional authorities which are  coping with the problem of operative defense of their local markets. It should be reminded that the problem of inter-regional trade barriers had not been resolved by the federal center  during more stable preceding years, and that has intensified greatly in the conditions of the ongoing crisis.

During the last two years, in the conditions of stabilization, the state statistics  made a transition towards longer intervals in reports by major indices of the food market. That resulted in the situation in which the government, at the moment of the crisis, found itself  lacking any precise information regarding an actual situation. Since October, the weekly reports on pricing, stocks of food stuffs in  the trade network have been renewed

All the  aforementioned measures are an immediate reaction to the   collapse of the food market and do not bear any characteristics of  the new government’s  future possible strategy in the agro- food sphere. Nevertheless, some measures demonstrate certain features of strengthening an administrative  concept of the agro-food policy pursued at the federal level. Thus, the decision was made to establish “Russian trade and industrial company ‘Rosmyasomoltorg” holding company. It was announced that the purpose of creating such a company is to form a government strategic stock of cattle- breeding products. In the grain sector, it is Roskhlebopordukt which performs the same functions. Though that firm is a private company, it still bears birth marks of the former Minkhlebopordukt and its regional network. In the cattle- breeding sector, privatization was practically completed, and the state lost its control there, but  the new cabinet evidently intends to renew that in this sector. However, in the modern conditions the newly established Rosmyasomoltorg will share an unfortunate destiny of the Federal Food Corporation.

Another alarming step of the government is its intention to limit the export of  oil- yielding crops, i.e. the only agricultural crop by which Russia has been a net exporter for all the years of reforms. Many agricultural enterprises in the Russian Southern  regions have managed to survive only thanks to a high profitability rate of such crops, and any restrictions on exportation of those will result in their financial degradation with a consequent need in the government financial support for those producers. At the same time, there is no deficit of vegetable oil in the domestic market which could have justified a rationality of such a step.

At present, the problem of financing  the agro- industrial complex (AIC)   is becoming a  main issue of the agrarian policy. In early October the government adopted several Resolutions  aimed at  resolving the problem of agricultural producers’ debts. The main purpose of those documents is to restructure agricultural producers’ debts to the federal budget and extrabudgetary funds. Such decisions begin to become almost ritual steps: such a decision on debt restructuring was made yet in spring this year. Nonetheless, it has not been implemented in the agrarian sector and now we note a regular attempt to have agrarian debts restructured. 

It should be noted that the mass and first in the history of reforms restructuring for over 20 trn. non- denominated Rb was  made in early 1995, but those debts were not paid off  at all. Since that time, new bad debts have been accumulated, which  once again require restructuring. It means that the mechanism of such restructuring is wrong, since it does not allow to fulfill the major purpose of restructuring- to clear  self- sustainable agrarian producers’ accounts for a possibility of a normal issuance of credits to them. So far,  there is a total restructuring, without any selection, thus it does not allow to resolve any of the respective purposes. On the other hand, such a restructuring means an actual writing- off of the Soviet- type debts ( those are agrarian debts which  even are not attributed to the internal debt).

What specific steps were undertaken in this respect? First of all, the indebtedness of  enterprises of the agrarian complex  to the federal budget  worth a total of Rb. 5.7 bn. was  restructured for the term of 5 years,  and the respective payments will commence in 2000, under the interest of  5%  annualized. In addition to that, the extrabugetary funds were allowed to restructure the AIC debts amounted to Rb. 15 bn. under the same terms. At the same time  the government  introduced  a mechanism of payments from the agrarian salaries and wages to extrabudgetary funds, which was elaborated and needed long time ago. The mechanism takes into account the seasonality in production: until October the payments are effected  form actually paid salaries, not calculated ones, while final settlements are performed between October and December. Such an order should slightly reduce the amount of fines imposed on agricultural producers for  delayed payments to extrabudgetary funds. Such decisions actually repeat the mechanisms designed by Mr. Chernomyrdin’s government yet in autumn 1997, but there is a very important difference:  in the 1997 draft it was intended to  link  debt restructuring with  enterprises restructuring. Strictly executed, such an approach could have broken the vicious circle of periodical writing- off  agrarian debts.

In November the RF government signed an agreement with the US government on  food aid and  targeted credit for the purpose of food purchases, and later the government expressed its intention to  enter into similar agreement with the EC.

Such a decision was motivated by a sharp deficit of food in Russia and the peril of hunger. The  poor crop of this  agricultural year was announced as a main reason for  food shortages was  stated. The lack of precise data  on the final gross grain harvest and  complete uncertainty with regard to carry-over stock caused a wave of experts’ estimates which vary the gross harvest within 46 and 52 mn.t. and stock- within 8 and 20 mn.t. At the same time, the higher margin is  given by independent experts who have no economic interest in the agro-food market ( SovEcon, Institute of Grain, and some others.), while the lower lowered estimates were made by economic agents operating in this particular market who are interested in mass purchases ( for example, representatives of Roskhlebopordukt). Should the higher estimates be  true, Russia is completely  self- sufficient  with grain until next harvest. At the same time, one should take into account that this year   in the structure of grain balance the share of high- quality food grain is unusually high.

The price for grain is a certain indicator of the grain market saturation in this country:  at the producer’s level, the price for grain has been between Rb. 400- 500 per ton (III-rd class wheat) for already a year, which is equal to USD 30, while an exchange price rises  up to  Rb. 950- 1100 per t., or USD 60. At the same time, the international prices fluctuates around USD 100. In addition to that, between September- October the Russian prices went down. At Moscow exchanges, only 10- 12-% of grain put on sale are sold, which means that market is saturated. However,  it is most likely that such a saturation testifies rather to low effective demand than physical overproduction of grain. In this case the question arises how the government will monetarize in this country the grain supplied by intergovernmental agreements?

The need in creating insurance reserves does not require single mass purchases at the government level, because such purchases could be performed at small lots during several months, thus not causing a sharp price hikes in the international grain market, which has already occurred at the beginning of the negotiations with the US.

Meat is another government’s concern. Meat was also included  in the package of agreements. The domestic meat market to a significant extent was dependent on import products and raw materials for production of meat products. Nevertheless, with the Ruble  devaluation, the import dropped sharply ( Fig.2). In these conditions  an actual deficit in the meat market will be determined by the correlation between elasticity of  offer and demand for single kinds of meat.

The production of beef obviously has a lower elasticity. That is,   should the respective import be reduced, a sharp downfall of offer will take place in this very market. At the same time, however, the demand for beef  has an extra- high elasticity, e.g. with the population’s real income  declining, this kind of meat will be  taken from the population’s ration. In this sense, there should not be any deficit  in the market- the population’s demand would concentrate on poultry and pork. The Russian production of both poultry and pork shows high growth rate during this year (Table 1), i.e. in this case the respective offer is quite elastic, and the domestic demand may be  met by the national producers.

Fig.2 

Change in volume of import of single agro- food products in August compared with July
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Source; Socialno- ekonomicheskoye polozheniye Rossii. Yanvar- Sentyabr 1998 goda. Moscow, Goskomstat. 1998. p. 147

Milk is a product  which has relatively non- elastic demand, and the  domestic offer  still is not characterized by high growth rate ( Table 1). Theoretically, deficit is possible in this sphere, however milk has not been included in the package of agreements, since the American party is interested in the Russian import of grain or cattle- breeding  products produced with the help of grain. Milk  unquestionably  is not such a product.

During the last two years the domestic sugar industry  has also demonstrated a high reactivity to protectionist measures. The devaluation of the Ruble is actually yet stronger  protectionist measure in the filed of foreign trade which will allow to a significant extent   the domestic products to substitute for  foreign ones in this sector, too.

In other words, in the present conditions there is no need in humanitarian aid. Hunger may take place in the Arctic Zone to which food stuffs were not supplied  in time. Given that it has not been done during  summer months which are the only favorable period  for  such food supplies, there are not any grounds to expect such supplies  to be accomplished  in winter.

Table 1

Some indices of the development of cattle breeding in Russia in 1998 ( agricultural enterprises)


September 1998 in % to September 1997

Produced:


Horned cattle
94

Pigs
105

Poultry
114

Gross milking
96

Eggs ( hen)
105

Source; data of Goskomstat of RF

In addition to that, with the drop of the population’s real income, the group of the  population’s strata with lower income who will experience nutrition shortages, will increase. This matter, however, is not  the agricultural sector’s problem  neither may it be attributed to food shortages. This country’s authorities have failed to create a real  social service body in order to provide  aid to such categories of the population, that is why, likewise the period  between 1992- 1994, a humanitarian aid will not be received by the poorest.

Nowadays, any humanitarian or dumping supplies to Russia  reduce an opportunity to take advantage of  the chance which the domestic agro- food complex has got since the beginning of the crisis.

What kind of  interests are behind  the decisions  to provide a food aid  to Russia?

It is not hard to explain the US and EC interests: this year both are confronted  with a huge overproduction and, consequently, the pressure within their markets. In the conditions of implementation of  the Uruguay decisions of  GATT, with the account of liberalization of  the domestic  agrarian policy both in the US and EC, it is humanitarian supplies which are the simplest and cheapest way to resolve the respective problems.

In this country, it is economic  subjects, which pretend for  carrying through the  distribution or  deliveries of both humanitarian food and the one purchased for credits, who are interested. The  1992- 1994 experience showed  how profitable such operations are for  those who execute them.

It is also criminal structures who are interested: from the experience of the initial years of  the Russian reforms it is known that the majority of  fortunes in the modern Russia were  made on food trade, import and trade with humanitarian aid.

Finally, it should be realized that in the current situation this country’s agrarian bureaucracy objectively is interested in receiving humanitarian aid and centralized import. It is power which is an objective interest of any bureaucracy, but  power is a right to distribute. With a practical absence of the federal agrarian budget,  power proxies of   the federal agrarian bureaucracy tend to reach zero level. In such conditions, a humanitarian aid and centralized purchases from abroad  re-establish the bureaucracy’s power proxies.

Regional agro- food policy in the conditions of the financial 
and economic crisis

The financial and economic crisis yet combined with the crisis of the federal power has resulted in a sharp intensification of the regional authorities’ activity related to regulation of their agro- food markets.

Under the current circumstances, the regional authorities undertake emergency measures,   which are mostly focused  on price control, food rationing, restrictions on importation of food products outside their territories, and compulsory supplies to the regional funds. The nature of such measures still is not always clear: in the meantime they  may not necessarily testify to the local authorities’ aspiration to  get back to the arsenal of administrative mechanisms in the food complex- furthermore, the regional authorities lack both  financial resources and  sufficient concentration of power to pursue such a policy. It is most likely that in many regions such measures were undertaken to prevent consumers’ panic.

Table 2

Measures of the regional authorities on regulating agro- food markets in the conditions of the crisis ( as of mid- October 1998)

Measures
Regions

Control over retail prices
Kabardino -Balkaria, Bashkortostan, Dagestan ( Makhachkala), Sakha,North Ossetia,, Tatarstan, Chuvashia, Krasnoyarsk Krai, Stavropolsky Krai, Khabarovsk Krai, Oblasts: Amursk, Arkhangelsk, Vologda, Kaliningrad, Kamchatka, Nizny Novgorod, Ryazan, Samara ( Samara, Tolyatti), Sakhalin, Tymen, Ulyanov, Yaroslavl, Moscow, St. Petersburg

Control over wholeslale prices
Chuvashia, Vologda, Kaliningrad, Kamchatka, Omsk Oblast, Pskov Oblast, Sakhalin Oblast ( drafted), Yaroslavl Oblast, Jewish AO.

Fixed trade increment
 Kabardino- Balkaria, Chuvashia, Altay Krai, Krasnoyarsk Krai, Stavropol Krai, Vologda Oblast, Kaliningrad Oblast, Kamchatka Oblast, Kemerovo Oblast, Omsk Oblast, Pskov Oblast, Sakhalin Oblast ( drafted), Tomsl Oblast, St. Petersburg, Jewish AO

Restrictions on importation of products outside the region
Kabardino- Balkaria, Bashkortostn, Dagestan 

( Makhachkala), Mary- El, Tatarstan, Udmurtia, Stavropol Krai, Khabarovsk Krai, Volgograd Oblast, Voronezh Oblast, Leningrad Oblast, Novgorod Oblast, Perm Oblast, Yaroslavl Oblast

Consumption rationing
Udmurtia, Voronezh Obalst ( drafted)

Aid to lower income  srata of the  population
Dagestan ( Makhachkala), Ingoushetia, Altay Krai ( with products), Kamchatka, Novgorod, Ryazan Oblasts, Moscow

Reserve stock  of agro- food products
Komi, Altay Krai, Krasnoyarsk Krai, Omsk and Orel Oblasts

Other measures:


Food enterprises tax exempted for maintaining low prices
Kemerovo, Niznhy Novgorod and Novgorod Oblasts

Suppliers of food to social institutions tax exempted
Moscow Oblast

Appeal to the world community to provide  humanitarian aid 
Murmansk Oblast

Milk production subcidies
Tymen Oblast 

Licensing of wholesale and retail trade
Yaroslavl Oblast

Source: compiled by the data of the Federation Council

However, such a development of the situation is just a short- term reaction of this country’s agro- food  sector,  and that is  yet rather  superficial. Nevertheless, in such a situation, the agro- food sphere will be under the impact of a number of long- term factors determining  its development for rather a long period o time, at least for 1-2 years.

E. Serova

Foreign trade

The financial crisis  has intensified the Russian foreign trade problems. Between January- September Russia’s  foreign trade turnover with Far- Abroad countries ( non- organized trade inclusive) made up USD 80.7 bn., which is at 7,3% down compared with the analogous index of the prior year.

The situation in the world market of energy resources  is still extremely unfavorable  for the Russian export. Despite of an increase of physical volume of  exportation of all kinds of energy resources, the   gain form  the export remains substantially lower when compared to the prior year. Between January- September 1997 the Russian economic agents exported goods worth a total of USD 4.6 bn. ( 85.9% of the respective level of the prior year).

Between January- September 1998  Russia imported goods from  the non- CIS states  which worth a total of USD 38.1 bn.  ( 101.6% of the respective level  of the prior year). At the same time  in September import made up only USD 2.3 bn., which makes up almost 50% of the prior year’s level. The purchase of food stuffs, medicines continued to drop.

Being under the impact of import, between January- September 1998 Russia’s positive balance of trade with Far- Abroad states made up USD 4.5 bn., or 37.2% of the respective level observed in 1997.

Between January- September 1998, Russia’s  trade turnover with the CIS states made up USD 23.2 bn. and dropped by 8.3% compared with the respective level of the prior year, including import totaled USD 11.8 bn. (  down at 7.1%), and export- USD 11.4 bn. ( down at 9.5%).

At the same time in the sphere  of energy resources supplies ( on which 53% of the Russian overall export to the CIS states fell) one could observe a  growth in export. Thus, between January- November 1998 the oil supplies to the CIS states grew substantially- almost at 20%, when compared with the respective period of 1997.
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There  also was some growth in the volume of gas supplies to  the neighboring countries, which can be attributed in particular to the agreement concluded between RAO Gasprom and Ukraine. It was provided in the agreement that Gasprom  will supply Ukraine with 4 bn. cubic meters of gas at a price of USD 80 per 1 thous.cub.m. in the fourth quarter this year. However, in the course of further negotiations the price was decreased to USD 50 per 1 thous. cub.m., since Ukraine, in its turn, decreased the costs for gas  transit  by almost three times- from USD 3 to 1.09 per 1 thous. cub.m. per 100 km. Ukraine intended to pay off a half of the Russian gas supplies with food stuffs.

In order to stabilize the national consumer market of food products and  support the domestic processing industry, the government Resolution # 1226 of 21 October 1998 reads that the import duties on meat, powder mil and creme, creme butter, sunflower oil, baby food, etc. are due to be decreased.

The government Resolution of 31 October 1998 # 1267 introduces since 25 November 1998 licensing of the export from the Russian Federation of horned cattle, lambs skins and other non- processed skins.

In order to streamline the exportation of seeds off oil- yielding crops from the customs territory of the Russian Federation,  the government Resolution #1268 of 31 October 1998 introduces since 15 November 1998 licensing  of the exportation of sunflower and rape seeds, and Soya beans.

N. Volovik, N. Leonova

� The experience of high inflation countries shows the rate of domestic currency devaluation obviously outpaces the rate of price growth. In Russia, in 1992 – first half of 1998, the pattern was reversal due to significant overvaluation of US dollar in the beginning of 90s as well as the stabilization policy of the Russian Government and the RCB used the exchange rate as a 'nominal' anchor. Nowadays such presumptions are not valid. Thus, in 1999 the pace of ruble nominal exchange rate growth will likely to correspond to inflation rate. This will ensure stability of real exchange rate.
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