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�
Political Outlook





�
It is Mr. Eltzin’s comeback and forming a new aligning of forces within Russian legislature which became major political events last December.


The first steps of the President proved the supposition we made in the preceding publication of the bulletin. We assumed matters of taxpayers’ discipline, payment of salaries and wages, and military reform should become the priority in presidential activity for the forthcoming period. All these problems are both political and economic. Both stability and a range of crucial characteristics ( including constitutional grounds) of further development of the Russian society depend on  resolution, or non- resolution of them. At the same time, all of them are directly linked to the problem of budgetary stableness, and, therefore, to implementation of a start of  post- stabilization economic growth.


Therefore, in the course of last December the executive power undertook certain measures aimed at reorganization of an administrating the military forces and  at perfecting the army’s structure. At the same time, Mr. Eltzin’s personal participation in the work of should serve as a powerful spur to the government’s struggle for enhancing budgetary discipline. It is worthy noting that the President  stipulated rather distinctly  the obvious fact that resolution of the said problems required not so much economic, or military skills, as political will, the power’s readiness to be uncompromising towards those who violate current normative acts.


During last December, relationships between the government and the Federal Assembly started gaining new contours. The beginning of December was marked by a number of acute attacks against the government from the part of  the Council of Federation  being ever rather loyal to the former. At the same time, some experts had envisioned that the chances for getting the Federal budget approved by the State Duma would be rather low, which seemed to betoken an intensification of the struggle between the power branches. However, the actual development of the situation has taken the directly opposite path.


In the first place, as we have supposed, the government managed to find common language with governors, regardless of  their certain bias towards  the left. Ideas to appeal to the Duma to raise the issue of non- confidence voting have not finally gained any support in the Council of Federation. Moreover, the Upper Chamber declined the Law “On the Government” adopted by the constitutional majority in the Duma. The Law included in particular an extension of the Duma’s rights against the executive body.


Secondly, the leftist and nationalist majority in the Duma have decided to compromise with the government. The CPRF and LDPR groups supported the draft of the budget, and it has had rather good chances to be adopted within reasonable term. This became possible partly because of the Parliament’s fear to be dissolved (on December 17 the year after the last elections passed), and partly due to the leftists’ aspiration to play a political game to make the government split. However, in the long run it was clear, that the budget itself is insignificant: one may suppose that its implementation would be highly improbable. Nevertheless, political soundness of this document allowed the opposition to receive certain political, and even practical dividends from the government.


V. Mau


�
Results Of Expert Survey For December 1996





�
The Center for Expert Researches conducted a regular survey on experts in December 1996. The 13 respondents were six leading politologists, four journalists dealing with political problems, and three politicians. All of the latter were of democratic hue.


From the viewpoint of the absolute majority of the experts, in general terms the last month of 1996 has not brought about anything new. As Mr. A. Yakovlev, one of the expert team, expressed that: “<December> is significant, since nothing happened which might have shook the country. However, it is hard to mention anything positive”. Relative “lull” in politics has given some illusory impression of stability. It is not accidental that, comparing with the preceding month, the experts were more inclined to estimating general political situation as ”quiet, although there are problems”, and,  at a less degree, “tense”. It is unlikely that one may consider such a “calm” to be a sign of prosperity. As one of the experts- journalists noted “The bad thing is that the power even does not attempt to drastically change the situation” and exit the stagnation. What events, happened in December,  should be recognized as most significant ones? In the first place, all the experts noted “political struggle”, “intrigues” around that. Secondly, many of them nominated  the development of the situation in Chechenya, both the continuation of peaceful regulating and “trouble” and tragedies ( hostages, and assassination of the Red Cross medical staff).  Eltzin’ s comeback to the Kremlin was  mentioned as a significant event only once, as well as the change in refinancing in the Duma, which was noted by a Duma deputy, while the other respondents have not even noticed that such a change had happened. Two experts nominated a new, “rather alarming” trend to communists’ activization as the most significant event of the last month. The communists, indeed, held their Congress and declared their readiness to” take responsibility”, should certain development of the situation happen.


As for estimation of general political situation, a half of the experts stated that “it is quiet”, although there are problems”, while the others thought it was “tense”. The general economic situation likewise in the preceding month seemed more alarming to the experts: nearly all of them ( except one) defined it as “ tense”, while some of them ( three experts) pointed out that the “tension” included dangerous elements of “critical situation”.


While estimating the government’s activity, the experts seemed being more inclined to granting negative marks. Only one of them estimated the course as “being generally right”, and yet four experts described it as “ partly right”. Five experts assumed that the government “ made grave errors and flunks”, and yet two ones stated that “ there was not any certain course”, and “the course is amorphous”.


What do current economic  and political processes reflect- a trend to stabilization, although a “regardless- of” one, or to intensification of the critical situation? The experts’ opinions divided again, as it was in the preceding survey. Four of them expressed their optimistic view: they  thought that a trend to both stabilization and exit out of crisis was observed. Three experts, on the contrary, were convinced that the crisis trend would intensify. Yet four of the team thought that stagnation was observed, and three others expressed their  opinion that  a  simultaneous development of the two contradictory trends was observed: if one fact testifies to the stabilization trend, the other one gives an evidence of  the destabilization one. It is symptomatic that three of the team thought that an “unstable equilibrium” state was observed, and “one can change the situation in any direction at any moment”. The experts were unanimous in estimating a rate of manageability of the general economic and political situation from the part of the state power. It was described  as “rather low”, and some members of the team stated  that “ it was not a bad factor, though”, while the other part of the experts assumed that  the trend to a “ situation per se, power per se”  state  was gradually intensifying. Whose impact on political situation is the strongest? It was the names of Chernomyrdin and Choubais, and Eltzin who influenced “even by his absence” which were mentioned most frequently. Lebed was mentioned once, and Zyuganov- two times. It is characteristic that new powerful “figures” appeared in the experts’ opinions over the last month: one expert think that it is a group of banks who influence the situation to a higher extent. Another expert noted that it was governors who became a kind of “influential figure”. In this case, according to Mr. S. Blagovolin’s estimation, it is important that having won the elections,  the Governors thus have gained new status of elected people’s representatives. The appearance of the new “Pleiade” of such figures has resulted in a new balance of forces in politics. In general terms, “the Presidential Administration has succeeded to concentrate more power in their hands”. 


�
Budgetary Policy.





�
According to the revised data the execution of the Federal budget in October had not much difference from the September one. Slight decrease of the tax revenue was observed, thus making a further improvement of the budget situation possible. Considerable decline of the federal budget deficit should be noted. The government succeded to decrease the deficit rate to the one stipulated in the law. This could be explained by the evident willingness of the government to finish this year with no inflexion from the promulgated budgetary policy.


The preliminary data given in the Table 1 proves this statement. Besides, we think that the annual estimated execution of the federal budget should secure no excess of the given deficit (3,85% GDP).


The service of the public interior debt, given the secondary deficit, amounted to 6.24% GDP.


The aggregates of the consolidated budget show the same dynamics as respective data on the federal one, as it was already observed in September. On the background of the stability of the  local budget deficits, the consolidated one decreased considerably. Over the last two months the trend to decline of the consolidated budget expenditure has been occured (near 1% GDP every month).


As it is seen from the Table 3 the growth rate of the overall real (deflated by CPI) tax arrears have slowed down in November despite a sharp temporary (explained by the seasonal factor) increase of the Profit tax arrears. 


�
Table 1. Execution of the federal budget of Russia in 1996 (% of GDP)�
�
�
1995 год�
I квартал�
I полугодие�
1.08.96 �
1.09.96�
1.10.96�
1.11.96�
1.12.96*�
1996 год**�
�
Revenue�
�
�
�
�
�
�
�
�
�
�
Profit tax�
2,47�
1,11�
1,34�
1,34�
1,36�
1,32�
1,29�
1,30�
�
�
Personal income tax�
0,2�
0,21�
0,22�
0,22�
0,23�
0,23�
0,23�
0,24�
�
�
VAT, special tax and excises�
5,81�
4,64�
4,71�
5,06�
5,44�
5,57�
5,57�
5,67�
�
�
Taxes on foreign trade�
1,46�
1,33�
1,29�
1,18�
1,16�
1,10�
1,07�
1,10�
�
�
Other raxes, dues and payments�
0,34�
0,15�
0,17�
0,18�
0,21�
0,20�
0,29�
0,34�
�
�
Overall taxes and payments�
10,28�
7,44�
7,73�
7,98�
8,40�
8,42�
8,45�
8,66�
8,6-9,2�
�
Non-tax revenue�
3,4�
1,69�
2,23�
2,94�
2,83�
2,68�
2,58�
2,53�
�
�
Overall revenue�
13,68�
9,86�
10,79�
10,92�
11,2�
11,1�
11,03�
11,19�
11,5-12�
�
Expenditure�
�
�
�
�
�
�
�
�
�
�
Public administration�
0,27�
0,33�
0,33�
0,33�
0,28�
0,26�
0,25�
0,24�
�
�
International activity�
1,3�
0,62�
0,68�
0,69�
0,70�
0,88�
0,93�
0,88�
�
�
National defense�
4,03�
3,6�
4,03�
3,97�
4,10�
4,0�
3,89�
3,94�
�
�
Fundamental research�
0,29�
0,26�
0,28�
0,28�
0,28�
0,28�
0,29�
0,26�
�
�
Services to the national economy�
2,18�
1,46�
1,61�
1,53�
1,61�
1,51�
1,52�
1,60�
�
�
Social expenditure�
1,12�
1,19�
1,51�
1,40�
1,32�
1,25�
1,22�
1,26�
�
�
Public debt attendance�
1,5�
1,54�
2,09�
2,07�
2,04�
1,93�
1,89�
1,78�
�
�
Aid to other levels of public administration�
1,76�
1,66�
1,45�
1,44�
1,53�
1,55�
1,57�
1,54�
�
�
Other expenditure�
2,79�
1,38�
1,7�
1,95�
2,02�
1,93�
1,81�
1,87�
�
�
Overall expenditure�
15,24�
12,04�
13,68�
13,66�
13,88�
13,59�
13,37�
13,41�
14,5-15,5�
�
Lending minus repayments�
1,37�
1,19�
1,13�
1,33�
1,57�
1,23�
1,14�
1,06�
�
�
Expenditure and lending minus repayments�
16,61�
13,24�
14,81�
14,99�
15,45�
14,82�
14,51�
14,47�
�
�
Budget deficit�
-2,94�
-3,37�
-4,01�
-4,07�
-4,23�
-3,71�
-3,48�
-3,28�
-3-3,5�
�
General financing, o.w.�
2,94�
3,37�
4,01�
4,07�
4,23�
3,71�
3,48�
3,28�
�
�
     domestic borrowing�
1,41�
2,34�
2,19�
1,95�
2,61�
2,34�
2,11�
�
�
�
     foreign borrowing�
1,53�
1,03�
1,82�
2,12�
1,62�
1,4�
1,37�
�
�
�
Memo: GDP (trln. of rbs)�
1659,2�
508�
1066�
1260�
1403�
1609�
1819�
2031�
�
�
* Preliminary data


** Estimated data





Table 2. Execution of the consolidated budget of Russia in 1996 (% of GDP)�
�
�
1995�
January �
February�
March�
April�
May�
June�
August�
September�
October�
�
Total taxes and payments�
14,51�
15,26�
16,4�
17,48�
17,69�
17,91�
18,22�
19,20�
19,07�
19,10�
�
Non-tax revenues�
1,7�
2,3�
2,47�
1,83�
2,43�
2,92�
2,78�
2,60�
2,46�
2,39�
�
Budgetary fonds revenue�
0,43�
0,52�
0,98�
1.03�
1,08�
1,08�
1,12�
1,2�
1,15�
1,14�
�
Total revenue�
16,6�
18,09�
19,85�
20,34�
21,20�
21,91�
22,12�
22,99�
22,69�
22,63�
�
Total expenditure and lending minus repayments�
18,82�
21,81�
24,29�
26,02�
26,75�
27,44�
27,42�
27,79�
26,99�
25,69�
�
Public deficit�
-2,22�
-3,72�
-4,43�
-5,68�
-5,55�
-5,53�
-5,31�
-4,80�
-4,3�
-3,96�
�



Table 3. Real tax arrears to the Federal budget of Russia in 1996 (% of GDP)�
�
�
1995�
January �
February�
March�
April�
May�
June�
August�
September�
October�
November�
�
Profit tax arrears�
6599�
6141�
6140�
9635�
9704�
9534�
8152�
9151�
9301�
8845�
10063�
�
Monthly rate (%)�
�
93%�
100%�
157%�
101%�
98%�
86%�
112%�
102%�
95%�
114%�
�
VAT arrears�
23916�
24040�
26155�
30090�
32454�
32714�
34986�
36611�
39312�
44221�
45075�
�
Monthly rate (%)�
�
101%�
109%�
115%�
108%�
101%�
107%�
105%�
107%�
112%�
102%�
�
Overall tax arrears �
44454�
44570�
47065�
57333�
59668�
59758�
60821�
64012�
70043�
74791�
76820�
�
Monthly rate (%)�
�
100%�
106%�
122%�
104%�
100%�
102%�
105%�
109%�
107%�
103%�
�
S. Batkibekov





Monetary Policy





�
In November 1996 the inflation was 1.9% or 25.3% annualised. In December some decline of the CPI is expected. The price growth will be within 1.0 – 1.5% (12.7 – 19.6% a year). By the end of the year the rate of inflation has increased a little (see fig. 1). The same level of the CPI was observed in April – June 1996. In the very beginning of 1997 a tendency of price growth to accelerate will hold. This fact is caused by the seasonal rise of food prices and the change of some service costs. In January – February monthly inflation amounts to 2 – 2.5%.


As a significant event in November one can note the promulgation of the main principals of monetary and currency policy in 1997 by the Russian Central Bank. The monetary aggregate growth there was limited by 35% against 16% of the annual inflation in 1997. So, the RCB plans in its calculation the further increase of demand for money. According to our estimates this increase should be equal to about 33 percentage points. Moreover, the Central Bank of Russia intends to adhere to the policy of the inclined currency target zone in 1997. The upper border is fixed at 6350 ruble/$ and the lower one – 5750 ruble/$ by the end of the year. As before now the range of the target zone is equal to 600 rubles and the possible increase of exchange rate does not exceed 14.2% a year. However, the RCB does not fix the upper and lower borders on each day. This permits to adjust the exchange rate dynamics during the year more flexible.


The Russian Central Bank again decreased the refinancing rate on December 2. The new rate was set at 48%. At the present moment this decline testifies to the success of the Government to reduce the level of interest rates at the financial sector of economy. Nowadays the refinancing rate determines the upper limit of the interest rates at the government securities market and the interbank credit market. This has become possible after the start of credit mechanism of the banking system by means of the ‘discount window’ and the report operations.


The forecast of GKO-OFZ yields for the first half of 1997 is based on the regression model taking into account the yield to maturity, the inflation rates and the real issue volume of securities for the future period�. To estimate this model we accepted the set of presumptions. They are as follows. First, the inflation corresponds to the official RCB estimate (16% a year or 1.1% a month). Second, the real volume of future GKO issues is fixed as the actual average exceeding of the issued volume over the maturity volume during the autumn of 1996 (7.6%) and the estimate of public debt up to January 1, 1997 (240 trillion rubles). Thus, the actual average increment of the public debt amounts to about 1% a month. According to our calculation, under these presumptions the average yield at the GKO-OFZ market goes down to 32% annualised by the effective interest rate (28 – 29% a year by the MinFin calculation method). The maturity curve is depicted on the fig. 2.


�
Figure 1.


�


Figure 2.


�


Arkhipov S.A.. Drobyshevsky S.M.


Financial Markets.





�
The market for GKO-OFZ. The government securities market has shown the further consistent price growth in November – December 1996. In particular, in the beginning of November the average-weighted GKO yield to maturity was 52% annualised and up to the last decade of December it declined to 38% a year. The general decrease of yields permitted the Central Bank of Russia to reduce the guaranteed rate of currency yield for non-residents to 13% annualised since December 5.


By the end of November at the GKO-OFZ market there was the quotations growth along with the significant increase of turnovers (see fig. 3). The volume of week turnover at this market rase by 37% (from 15.1 trillion rubles to 20.7 trillion rubles). The total turnover amounted to 77.2 trillion rubles for that month. In the first half of December the turnover of secondary market ranged from 20 to 23 trillion rubles a week. Though, on the eve of holidays some reduce of business activity occured, and in the second half of this month the turnover will not exceed 15 – 19 trillion rubles a week. Thus, in December the expected turnover of secondary market comes to 85 trillion rubles.


In December 1996 four primary auctions passed at the GKO-OFZ market. Four tranches of six-month GKO and one tranche of OFZ were issued. Also, four additional tranches of OFZ (№ 24004, 24008, 24009) were placed. The total volume of issued government securities amounted to 32.8 trillion rubles with the average yield to maturity 39.6% annualised. In December on the primary auctions the Ministry of Finance received 27.88 trillion rubles. The initial demand of dealers was 51.27 trillion rubles. This exceeded the supply of bonds by 20.6%.


Stock market. In December 1997 the of the composition of portfolio of the most liquid equities changed seriously. Additionally, since the end of November the bearish tendency of the stock quotations has been dominating. The main reasons are as follows. First of all, by the end of the year the most of traders desired to fix their profits. Second, the foreign investors limited their activity on the eve of holidays. Third, there was the uncertainty about the possible changes among stockholders of some biggest Russian corporations (e.g. Rostelecom). As a result the bargains volume dropped dramatically (see fig. 4 and Tab. 5) and the sharp decline of our calculated stock market index was observed. 


.


�
Figure 3.


�


Figure 4.


�


Table 4. The Stock Market Characteristics for 1.11 – 20.12.96.�
�
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, Norilsk Nickel, Rostelecom, Rostelecom (preferred), Surgutneftegas, Surgutneftegas (preferred)  – 1,0.�
The most beneficial stocks*: Market index – -64.79%, Yuganskneftegas (preferred) – 51.91%, Noyabrskneftegas (preferred) – 46.87%, RAO UES Russia (preferred) – 24.53%, Megionneftegas – 24.24%, Purneftegas (preferred) – 19.42%.�
�
The most riskless stocks (coefficient beta)*: Market risk – 104.67%, S.-Petersburg Telephone – -0.119 (0.686), Krasnoyarskenergo – -0.076 (0.600), Yuganskneftegas –  -0.071 (0.714), RAO UES Russia (preferred) – -0.069 (1.0), Chernogorneft – -0.052 (0.514).�
The most underevaluated stocks (coefficient alpha)*: Yuganskneftegas (pref.) – 0.013(0.629), Noyabrskneftegas (preferred) – 0.012 (0.429), Megionneftegas (preferred) – 0.011 (0.600), Purneftegas (preferred) – 0.008 (0.829), Krasnoyarskenergo – 0.006 (0.600).�
�
The stocks with the highest unique risk (low R-square)*: Noyabrskneftegas – 0.01% (0.657), Yuganskneftegas (preferred) – 0.02% (0.629), Purneftegas (preferred) – 0.03% (0.829), Gazprom – 0.04% (1.0), Irkutskenergo – 0.05% (0.971).�
The stocks with the lowest unique risk (high R-square)*: Yuganskneftegas – 10.33% (0.714), TZUM Trading Centre – 8.39% (0.486), Chernogorneft – 7.96% (0.514), KAMAZ – 7.26% (0.543), S.-Petersburg Telephone – 5.72% (0.686).�
�
Stocks accounted for the most share in the total turnover*: RAO UES Russia – 18.07% (1.0), LUKoil – 16.48% (1.0), Mosenergo – 10.69% (0.971), Gazprom – 7.98% (1.0), Rostelecom – 7.08% (1.0).�
�
* There are the liquidity coefficients in parenthesis





�
According to our opinion, in the beginning of 1997 the smooth growth of equities’ quotations and the tendency to stability are expected. The decrease of internal political risks and the awarding to Russia the international credit ratings create the significant presumptions for the further enlargement of interest from the side of foreign investors. Moreover, the yield dropping at the GKO-OFZ market will contribute to a switching of attention of Russian capital to the stock market


Interbank credit market. In the second half of November and in December 1996 at the IBC market the tendency of smooth decrease of interest rates was holding on. In particular, the INSTAR on one-week loans decreased from 40% in the middle of November to 32% during the last decade of December (see fig. 5). None the less, the interest rate on overnight loans (which are dominating at the market as before) rase for the same period. It changed from 23% to 35% annualised by the end of the year.





�
Figure 5.


�





Figures 6, 7.


� �





�
The total volume of interbank loans exceeded 38 trillion rubles in November 1996. According to our assessments, the further increase of this indicator is expected by 2 – 3 trillion rubles. Simultaneously, the share of the overnight loans (see figs. 6, 7) became heavier in December.


Foreign exchange market. The rate of depreciation of the ruble did not considerably alter in November – December 1996. The official US dollar exchange rate increased from 5456 to 5508 rubles per $1 in November. That is equal to 0.95% a month, or 12.8% a year. On the MICEX the dollar exchange rate grew up by 1.04% (from 5453 to 5510 rubles/$) and on the interbank currency market – by 1% (from 5461 to 5516 rubles/$). In November the official Deutsche Mark exchange rate decreased from 3609 to 3597 rubles per DM (by 0.33% per month, 3.9% per year). According to our estimates, the official dollar exchange rate will rise to 5560 rubles/$ (by 0.94%) by the end of December. The MICEX ruble exchange rate will reduce by 0.85% (to 5557 rubles/$) and the average interbank exchange rate of ruble – by 0.87% to about 5565 rubles/$. The exchange rate of DM will be 3585 rubles/DM up to the end of December. On the fig.8 there are depicted the trends of the official, the MICEX and the average interbank exchange rates of dollar for November – December 1996.


In November 1996 the gross turnover on the MICEX by the US dollar amounted to 719.4 billion rubles. According to our estimates, in December it increased up to 1.25 trillion rubles.


�
Figure 8.


�





Table 5. Indicators of Financial Markets.�
�
month�
September�
October�
November�
December*�
�
inflation rate (a month)�
0.3%�
1.2%�
1.9%�
1.0 – 1.5%�
�
annualised inflation rate by the month’s tendency�
3.7%�
15.4%�
25.3%�
12.7–19.6%�
�
the RCB refinancing rate�
80%�
60%�
60%�
48%�
�
interest rate on deposits in Moscow Sberbank for one month (end of the month)�
48%�
48%�
30%�
30%�
�
auction yield on three-month GKO (end of the month)�
69.58%�
42.17%�
42.17%�
42.17%�
�
auction yield on six-month GKO (end of the month)�
94.00%�
58.46%�
38.1%�
32.59%�
�
auction yield on OFZ (end of the month)�
91.07%�
90.03%�
43.81%�
37.84%�
�
auction yield on OGSZ (end of the month)�
75.66%�
77.88%�
52.7%�
52.7%�
�
annualised GKO yield to maturity:�
�
�
�
�
�
less than 1 month�
41.3%�
36.5%�
35.36%�
28%�
�
1-3 months�
51.9%�
47.4%�
41.88%�
37%�
�
3-6 months�
68.1%�
60.9%�
53.49%�
39%�
�
average yield on all issues�
60.9%�
54.1%�
48.4%�
37.5%�
�
annualised yield to maturity on OFZ issues�
�
�
�
�
�
3 tranche�
78.47%�
59.18%�
34.46%�
36.83%�
�
4 tranche�
79.86%�
61.37%�
34.99%�
37.38%�
�
5 tranche�
525.09%�
75.79%�
37.94%�
54.44%�
�
6 tranche�
221.01%�
565.52%�
52.54%�
74.35%�
�
7 tranche�
148.22%�
138.70%�
186.58%�
73.06%�
�
8 tranche�
392.05%�
89.73%�
69.85%�
140.48%�
�
9 tranche�
–�
89.01%�
69.58%�
119.34%�
�
10 tranche�
–�
–�
–�
44.13%�
�
turnover of GKO-OFZ market a month (billion rubles)�
64285�
77842�
77155�
85000�
�
the overall value of outstanding  GKO–OFZ (trillion rubles)�
197.533�
214.9�
227.8�
240�
�
nominal surplus of the overall value of outstanding  GKO–OFZ compared to the previous month�
5%�
8.8%�
6%�
5.4%�
�
IBC – INSTAR rate (annual %) on loans by the end of the month:�
�
�
�
�
�
overnight�
53.39%�
43.83%�
18.1%�
25%�
�
1 week�
52.36%�
41.33%�
30.78%�
37%�
�
2 weeks�
48.96%�
39.67%�
35.26%�
35%�
�
1 month�
48.05%�
39.40%�
39.06%�
40%�
�
turnover of IBC market a month (billion rubles)�
32360�
37254�
38155�
40000�
�
effective yield on Vnesheconombank’s bonds . USD:�
�
�
�
�
�
3 tranche�
13.4%�
11.8%�
10.6%�
10.6%�
�
4 tranche�
14.6%�
13.2%�
11.8%�
12%�
�
5 tranche�
15.3%�
13.5%�
12.4%�
12.5%�
�
6 tranche�
14.9%�
13.4%�
12.3%�
12.4%�
�
7 tranche�
15.0%�
13.5%�
12.5%�
12.7%�
�
official exchange rate of ruble per US dollar by the end of the month�
5396�
5455�
5508�
5560�
�
official exchange rate of ruble per DM by the end of the month�
3538�
3609�
3597�
3585�
�
average annualised exchange rate of ruble per US dollar growth�
11.3%�
12.9%�
12.3%�
11.9%�
�
average annualised exchange rate of ruble per DM growth�
-13.2%�
2.0%�
-3.9%�
-5.5%�
�
gross turnover at the currency exchange market a month (billion rubles)�
1175�
822�
719�
1250�
�
turnover at the stock market in the RTS for the month (millions of USD):�
292.24�
483.35�
183.983�
100�
�
average annualised return at the stock market in the RTS:�
-13.53%�
15.8%�
-12.5%�
-5%�
�
RTS market portfolio risk:�
12.26%�
59.7%�
60.56%�
30%�
�
*/ estimate


Arkhipov S.A.. Drobyshevsky S.M.


Investment Process





�
According to some estimations, the overall volume of investments should shrink by 18% this year, against the last one.


Because of a high risk of long- term investments, the investment sphere still remains rather unattractive for both banking capital, domestic and foreign investors, and the population.


In the conditions of enterprises’ worsening financial situation and due to a lack of their own capital for investing, it is  banking credit rate which becomes a crucial factor. However, the said rate is still superior to production profitability one. For banks, it is a high risk of an untimely recovering of issued loans which is  such a factor of risk.


The situation in terms of enterprises using their own capital as a source for financing investments  intensified significantly in 1996. A. 80% of overall volume of investments are financed at the expense of both enterprises’ and organizations’ own and attracted capital. The shrinkage of profit as a resource for production development has not allowed to increase amount of the above capital spent on investing. Enterprises’ financial situation deteriorated significantly in 1996, as compared with 1995. The share of unprofitable companies in industry grew from 30%  up to 40%, given the respective index is rather higher in basic branches.


In the conditions of a lack of enterprises’ own capital, loans could not be used efficiently, either.


�
Table 6


�
I quarter�
II quarter�
III quarter�
October�
�
The Central Bank’s refinancing rate, % annualized *)�
133�
120�
98�
60�
�
Prices indices in industry for finished products ( over quarter), % annualized �
108,7�
105,2�
105,2�
102,8�
�
Real effective interest rate, % annualized�
96,0�
97,9�
75,4�
38,2�
�
Long- term credits issued to economy and the population, as of the end of the respective period, in % to volume of all credit placements�
9,0�
7,3�
8,6**)�
�
�
*) rated values, over the respective period on average


**) the data as of the end of August of 1996





�
The significant decrease of the CB’s refinancing rate in 1996 ( more than 2.6 times over January- October), given some price rise for finished products in industry observed since the second quarter of 1996, has brought credit costs down. An acute drop of real effective interest rate to 38.2% as of the end of October testifies to the above. However, a decrease of value of borrowed resources has not influenced real production’s functioning yet.


The budgetary investments were financed untimely and incompletely. Over the 11 months of 1996,  state investments on the whole were financed at the level of RUR 11.5 trln., or at 34.4% of  the capital allocated for this year. The financing of tender projects was a complete failure (5.2%), though their share in expenditure on state investments makes up less than 9%. Such a situation destabilizes investment market and leads to private investors loosing their trust in the state.


In the course of the last months, the trend to a decline of house building volumes was marked. However, this sector still remains the most attractive one in investment activity. For the period of January- November 1996, companies of all property forms put into exploitation  20.6 mln. square m. of floor space. It is at 10%  down as compared with the respective period of the preceding year. The prices at housing  market are getting down, which testifies to  the fact that, given current restrictions in terms of solvent demand from the part of the majority of the population, certain level of the market’s satiation has been attained.


O. Izryadnova


�
Situation In Industry





�
The industrial dynamics in 1996 was characterized by  the remaining trend to production decline resulted from the continuing convergence of both domestic and international prices, along with tightening of financial and credit policy, and  reduction in investment. The overall volume of industrial production reduced by 5.4% over January- November 1996, as compared with the respective period last year. At the same time, production of intermediate products dropped by 4.2%,  output of production means- by 14.8%, and consumer goods production- by 6.8%..


�
Table 7


Dynamics of physical volumes of industrial production in 1994- 1996


 ( in % to the preceding year)


�
1994�
1995�
1996 (estimated)�
1997 (elaborated forecast of the RF Ministry of Economy)�
�
�
�
�
�
I vari-ant (targe-ted�
II vari-ant�
�
Industry, total�
79.1�
96.7�
95�
100�
96�
�
Electroenergetics�
91.2�
96.8�
99�
101�
100�
�
Fuel industry�
89.0�
98.0�
97�
100�
98�
�
Ferrous metallurgy�
82.6�
108.7�
96�
101�
98�
�
Non- ferrous metallurgy�
90.9�
102.1�
94�
103�
98�
�
Chemical and petrochemical industry�
71.1�
107.7�
88�
100�
96�
�
Machine building and metal processing�
61.9�
90.1�
88�
99�
91�
�
Timber and paper and pulp industry�
68.8�
93.1�
79�
100�
97�
�
Construction materials industry�
71.1�
91.8�
75�
100�
97�
�
Light industry�
52.7�
69.3�
72�
95�
91�
�
Food industry�
78.1�
91.3�
91�
98�
94�
�
Figure 9
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�
Thanks to both relative stabilization of domestic energy consumption and some rise in exports of energy resources, production decline rates slowed down notably in electroenergetics and  oil- extracting industry, and output of natural gas grew. At the same time, shrinkage of domestic demand and decrease of  export effectiveness rates have determined a reactivating of decline in metallurgy and chemical industry ( Table 7, Figure 9). The fall of investment activity in the economy determined further reduction in  output of both machine- building goods and construction materials. The reduction in output of consumer goods is  consequent to their progressing substitution with respective imported ones.


In 1997 one should expect completion of crisis restructurization of Russian industry and regeneration of rather a stable growth in some sectors, primarily, in electroenergetics, gas industry, and metallurgy. At the same time, an additional production reduction may happen in machine building, light, and food industries


Yu. Bobylev


�
Industrial Juncture





�
According to enterprises’ estimations, the intensiveness rates of  solvent demand reduction decreased by 6 points over the last two months. The  balance increase ( rise- fall) is noted in all branches, except ferrous metallurgy (-58% after - 41% observed in November) and food industry ( -38% after  -35%). The most intensive demand reduction rates were noted in construction industry ( -64%), while the most moderate  ones happened in non- ferrous metallurgy ( -7%).


In general, estimations by the scale “above- below norm” did not change by industry in December. The share of “below norm” responds has been over 90% for the last months in all branches, but non- ferrous metallurgy and wood- working industry.


The December rise of balance of changes  in output volumes testifies to a slowdown of industrial production decline. The balance was decreasing over the preceding three months. Balance increase is currently registered in all branches, but ferrous metallurgy, petrochemical and food industries.


Estimations of production volumes in the fourth quarter remain unchanged by industry as a whole. The share of “below norm” responds fluctuates by branches around 90%.  


The rise of producer price was slightly more intensive in December. Comparing with  last November, the respective balance increased by 2 points. Absolute price decrease ( negative balance)  was registered in metallurgy. It happened for the first time over the last 11 months that the responds on price rise became dominating in wood- working industry. The most intensive price rise happened in food ( + 33%) and machine- building ( +18%) branches.


In last December, the balance of estimations of finished products stocks became negative- enterprises consider their stocks insufficient. It was the fall of 1994 when such a situation  was registered for the first time ( -3...-2%). At the time, the balance dropped to -9%. Enterprises of all branches, but petrochemical industry, reported a lack of stocks. The most intensive deficit of stocks is observed in non- ferrous metallurgy ( -34%), light ( -31%), and food ( -23%) industries.


Forecast on change of output improved by 5 points and became positive again: the number of enterprises expecting rise of their output is superior to those companies who envision an output decline. Improvement of forecasts is registered in all the branches, but wood- working industry.


Forecasts on changes in producer price in the fourth quarter are within the limits of + 22...+ 25%. It could be food, machine- building, and petrochemical industries in which the most intensive price rise may happen at the beginning of 1997- at +38%, +34%, and + 27%, respectively. The most moderate rates of price rise are expected in non- ferrous metallurgy and wood- working industry.


The forecast of change in solvent demand grew by 10 points over the last month. Rise of optimism was noted in all branches, except light and food industries.


S. Tsoukhlo


�
Foreign Trade





�
Lack of positive shifts in domestic demand along with the remaining favorable situation at international market of fuel and energy goods condition high growth rates of Russian exports. The latter made up USD 80.3 bln. over January- November 1996. Export  grew by 9% comparing to the preceding year. The value of import supplies grew by 7% (USD 58.1 bln.)


The goods turnover between Russia and the C.I.S. countries made up USD 33.7 bln. over the eleven months of 1996. At the same time the trend to a prevailing  growth of imports was observed over the whole year ( with the exception of September and October). Last November, imports made up USD 1.64 bln. and increased by 17.4% as compared with October, while exports, on the contrary, shrunk by 3%: from USD 1583 mln. in October to USD 1534 mln. in November. Thus,  again, the negative balance reactivated, which was inherent in  the Russia- the C.I.S. countries trade over 1996.


�
Figure 10


� EMBED Excel.Chart.5 \s ���





�
Despite of the fact that volumes of Russia- the C.I.S. countries goods turnover increased by 17%  in value equivalent as compared with January- November 1995, physical volumes of exports decreased notably. At the same time, the growth of goods turnover is mostly determined by a rise of export- import prices. According to calculations made by experts of the RF Ministry for Cooperation, in the course of converging with international prices the above ones grew 1.4- 1.5 times over last year .Western experts forecast further reduction in physical volumes of the C.I.S. countries’ mutual trade. Thus, in particular German experts in their report on the 5th anniversary of the C.I.S. noted that the trade within the Commonwealth had dropped by 2/3 for the said period, and Russia’s goods turnover with the former USSR Republics reduced by 20%. Western experts also note the Newly Independent States’ growing aspiration to lean upon their own strategic natural resources. The experts also emphasize that resolutions adopted by the C.I.S. countries in the sphere of economy  are rather weak, in terms of their practical implementation.


S. Prikhodko, N.Leonova, N. Volovik
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�



�The estimate of regression model which includes the aggregated yields, the overtaking smoothed by moving-average rate of inflation and the rate of the real volume of GKO issues gives the result:


� EMBED Equation.2  ���


where rt - the nominal aggregated yield of GKO (%) a month for a week t, xt,t+8 - the average rate of the real GKO issue (% a month) during the eight next weeks, (t,t+8 - the rate of the CPI (% a month) during the same period. t-statistics are given in parenthesis; coefficient R2 equals 0.43 (the regression is estimated on 90 weekly observations for 1995 – 1996).
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