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�
December 1997: economic and political outlook





�
The continuation of the global financial crisis became the major factor which determined  the economic and political situation in this country in December 1997.


The efficient measures undertaken by the government  have assisted to avoiding a destabilization of the national currency. Russia still remains  one of the two countries with the same investment rating which  have not  devaluated their national currenciy. The problem of the government’s  firm polcy pusrsued with regard to maintaining a stable national currency becomes crucial in general-  for the  prospects of economic growth. Any refuse related to the current course   may be equal to  a retreat to the situation which had taken place before the financial stabilization, with the problems of inflational expectations, lack of investment, etc. inherent in that.


At the same time, in the light of the political situation’s  development, two key points related to the financial crisis should be singled out:


Firstly, in spite of all the pain of the anti- crisis measures, they were very much timely and rather decisive, and the government, together with the Central Bank, managed to  keep the situation in the country under control.  That has become  the government’s  demonstration of its independence from the powerful economic interest groups- it is obvious that the measures undertaken by the monetary authorities  must have  resulted in  the consequences being rather painful for  many of such pressure groups.


Secondly, the efficiency of the policy pursued by the monetary authorities in the conditions of   current instability in the global currency and securities markets has led to some  strengthening of  the economic block in the government, both within the cabinet and in their  dialogue with the legislative power.


The opposite trend, i.e. weakening of the government’s positions may be illustrated with the December round of the struggle  for  the division of spheres of activity between the government and business. It is privatization ( of VNK) and  ownership rights problems and the servicing of the government bodies’ and agricultural complex’s  banking  accounts which once again   became the center of the conflict.


The analysis of the situation’s  development  allows to make a number of conclusions. Firstly, the shortcomings of the legislative base, primarily, of the “background” base, clearly manifested themselves: the legislative  acts adopted a few years ago turned out to be  hardly compatible with even thoroughly elaborated mechanisms,  designated for preventing   possible “informal” relationships between the government and business. Secondly, an open confrontation, forms of discontent expressed  by some representatives of the national business show that the government is still capable of maneuvering among representatives of various interest groups. At the same time, thirdly, the methods of getting out of the scandals ( introduction of changes to the lists of winners, revision of the Emergency Commission’s decisions) testify to the fact that the crisis of the government and weakening of its positions, which  began in the middle of 1997, are still in place.


While analyzing the third point in more details, one may single out a few factors  the influence of which is indisputable. The first  factor is the government’s weakening position, by and large, in its dialogue with the legislative branch. The change in the situation was reflected in the appointment of  Mr. M. Zadornov, Chairman of the State Duma Budget, Finance and Banks Committee, as Minister of Finance, and some other cabinet reshuffles. As we have already noted, by the end of 1997 the economic problems are  increasingly becoming  merely political problems of dividing the responsibility. In such a situation, the  opposition majority in the Duma  becomes more aggressive, since they would like to separate themselves from the policies pursued by the executive power. The other factor, or more precisely, the block of such factors, may be called “ internal” factors: they comprise President’s illness, which provoked  the situation of political uncertainty, and growing  contradictions within the government itself (The indicator of which is the development of  the situation related to  signing  the Trust Agreement with Gasprom or revision of the Emergency Commission’s decision on Angarsk and Omsk plants.). Finally, the third factor, is the indisputable intensity of the pressure on the part of the interest groups, which is increasingly stimulated by the financial crisis.


In general terms, the crucial political lesson taught by 1997 is an understanding  of the fact that at the painful stage of overcoming the depression and start of growth one should have the Duma not interested in sharp confrontation, which is a mandatory, though insufficient,  provision for creating a  window of opportunity. The current stage is the period, during which real variants of perspective development take shape,  structuring of economic interests takes place, and, consequently, the struggle  among business- groups  for influencing the state bodies’ activity intensifies. That is why a real pursuance of the policy of post- stabilization stage of economic reform (  transformation in social field,  in the sphere of ownership rights and budgetary transformations) may become possible only if the efforts of all the branches  of  the state power are consolidated. At the same time, the  parliamentary elections in the forthcoming future and growth in the interest groups’ pressure allow to assume that the opposition majority in the State Duma will  intensify their activity. At the same time, in the conditions of delayed demand, the government’s position in its dialogue with the Duma tends to  weaken. Therefore, the intensification of the confrontation between the executive and legislative branches seems probable. In addition to this, it is probable that in the period between the beginning and the first half of 1998 the erosion of the team government  may happen (This process has already started  with  the appointment of Mr. M. Zadornov as Minister of Finance.), and  there may be a coalition government,  not  from the viewpoint of the cabinet members’  party membership, but  in terms of  representation of various interest groups.


T. Khokhlova





�
The State of the Budget


Table 1. Execution of Russia's budget ( % to GDP)�
�
�
1996 �
1.02.97�
1.03.97�
1.04.97�
1.05.97�
1.06.97�
1.07.97�
1.08.97�
1.09.97�
1.10.97�
1.11.97�
�
Revenue�
�
�
�
�
�
�
�
�
�
�
�
�
Profit tax�
1,44�
0,59�
0,67�
0,88�
1,13�
1,30�
1,29�
1,16�
1,17�
1,11�
1,2�
�
Personal income tax�
0,23�
0,20�
0,20�
0,17�
0,12�
0,12�
0,10�
0,10�
0,09�
0,08�
0,08�
�
VAT, special tax and excises�
6,74�
4,21�
4,57�
5,44�
6,30�
6,64�
6,28�
6,19�
6,06�
5,75�
5,8�
�
Taxes on foreign trade and foreign economic activities�
1,01�
0,55�
0,71�
0,83�
0,86�
0,88�
0,93�
0,94�
0,94�
0,95�
0,93�
�
Other taxes, levies and payments�
0,28�
0,15�
0,37�
0,22�
0,23�
0,25�
0,14�
0,24�
0,25�
0,23�
0,18�
�
Overall taxes and payments�
9,70�
5,70�
6,52�
7,54�
8,64�
9,19�
8,74�
8,63�
8,26�
8,12�
8,19�
�
Non-tax revenues�
2,80�
1,59�
1,91�
1,35�
1,57�
1,54�
1,55�
1,71�
1,45�
2,49�
2,51�
�
Total revenues�
12,50�
7,29�
8,43�
9,22�
10,20�
10,73�
10,29�
10,34�
11,05�
10,61�
10,7�
�
Expenditure�
�
�
�
�
�
�
�
�
�
�
�
�
State administration�
0,24�
0,17�
0,18�
0,21�
0,21�
0,24�
0,24�
0,29�
0,32�
0,33�
0,38�
�
International activity�
1,18�
0,36�
0,34�
0,60�
0,69�
0,69�
0,73�
0,71�
0,31�
0,29�
0,29�
�
National defence and law enforcement activity�
4,10�
2,92�
3,37�
4,46�
4,69�
4,91�
4,28�
4,31�
4,51�
4,44�
4,40�
�
Fundamental research�
0,29�
0,05�
0,11�
0,23�
0,28�
0,31�
0,31�
0,36�
0,37�
0,34�
0,37�
�
Services to national economy�
1,84�
0,86�
0,89�
1,43�
1,53�
1,62�
1,47�
1,63�
1,78�
1,74�
1,78�
�
Social services�
1,22�
0,52�
1,70�
2,19�
2,28�
2,36�
2,38�
2,30�
2,13�
1,95�
1,85�
�
Servicing  state debt�
1,51�
1,24�
1,32�
1,94�
1,85�
1,91�
1,74�
1,69�
1,69�
1,48�
1,38�
�
Other expenditure�
1,94�
2,88�
1,19�
1,66�
1,55�
2,04�
2,21�
2,32�
3,23�
3,12�
3,30�
�
Overall expenditure�
14,37�
8,42�
9,10�
12,72�
13,09�
14,08�
13,36�
13,61�
14,35�
13,68�
13,56�
�
Loans less repayments�
1,04�
0,60�
0,94�
0,35�
0,80�
0,19�
1,03�
0,89�
0,71�
0,55�
0,49�
�
Expenditure and loans minus repayments�
15,33�
9,02�
10,04�
13,07�
13,89�
14,28�
14,39�
14,51�
15,05�
14,24�
14,19�
�
Budget deficit�
2,83�
1,73�
1,61�
3,84�
3,69�
3,55�
4,10�
4,17�
3,90�
3,63�
3,56�
�
Total financing, of which�
2,83�
1,73�
1,61�
3,84�
3,69�
3,55�
4,10�
4,17�
3,90�
3,63�
3,56�
�
domestic�
1,36�
1,20�
0,38�
1,95�
1,84�
1,66�
1,48�
1,92�
1,79�
1,59�
1,56�
�
foreign�
1,47�
0,52�
1,23�
1,89�
1,85�
1,89�
2,62�
2,26�
2,11�
2,04�
2,00�
�
GDP (trln rubles)�
2256�
201�
401�
605�
812�
1019�
1226�
1454�
1640�
1933�
2173�
�
*Preliminary data


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


According to the final data by November 1, the trend of dropping of tax revenues continued. At the same time the amount of non-tax revenue remained relatively high. Furthermore there was a decrease in the level of the federal budget expenditure. Thus the level of federal budget deficit fell.


The structure of financing remained the same as during previous six months and foreign sources still compose the major part of it.


Execution of the consolidated budget is represented in Table 2.





�
Table 2.  Execution of Russia’s consolidated budget (% of GDP)�
�
�
�
�
�
1996�
I�
II�
III�
IV�
V�
VII�
VIII�
IX�
X�
XI�
�
Taxes and payments�
20,97�
12,99�
14,15�
16,07�
18,39�
19,70�
19,43�
19,73�
19,93�
19,33�
19,45�
�
Non-tax  revenues�
2,83�
2,32�
2,65�
2,51�
2,43�
2,51�
2,64�
2,84�
3,64�
3,60�
3,79�
�
Overall revenue�
24,9�
15,31�
16,80�
18,58�
20,82�
22,21�
22,07�
22,56�
23,67�
22,93�
23,24�
�
Overall expenditure and loans minus repayments�
29,07�
18,22�
20,11�
23,50�
25,31�
26,21�
26,76�
27,20�
27,96�
26,91�
26,92�
�
Budget deficit�
4,17�
2,91�
3,31�
4,92�
4,49�
4,00�
4,69�
4,64�
4,29�
3,99�
3,68�
�
�


�
As can be seen from Figure 1, there was a minor increase in the volume of tax arrears into federal budget in November as well. Thus total volume of arrears made up 110 trillion rubles.


A sum of arrears collected by the State Fiscal Service has  amounted for RUR 61 trln. since the beginning of the year.


Tax Policy Review


Amendments to an instruction of the SFS of 29.06.95 #35 “On the Implementation of a Federal Law “On the Profit Tax” were adopted. Those amendments account for a Federal Law “On Amendments and Supplements to the Federal Law “On the Profit Tax” adopted on June 26 this year. According to the instruction new forms of declaration of revenue were introduced, particular for each group of revenue. Also from now on, expenses of acquisition of securities of physical bodies, duly documented,  will be offset at the moment of receiving gains at a source of this revenue. 


By its letter of December 1 #01-15/23120 the State Custom Service expounded an order of remittance of funds, deposit on an account of an excise custom post as a coverage of further payment of customs, VAT and excises, if needed. In the case of violation of requirements, concerning the reporting of use of excise marks, of a temporary instruction “On the Order of Marking of Certain Goods, brought in the territory of the Russian Federation”, those funds should be transfer in favor of federal budget.


A joint letter was issued by the Central Bank of Russia, the Ministry of Finance and the SFS, which allow banks to cover negative differentials ensued of a revaluation of state bonds in 1997 with gains from a revaluation of certain issues of state bonds during 1998. This letter has to be registered at the Ministry of Justice.


S.Batkibekov





�
Monetary Policy





�
The increase in the pace of consumer price's growth in the end of 1997 was caused by two main reasons. Firstly, seasonal factors play certain role as it was in 1995 and 1996. Secondly, the coming ruble denomination enforces inflation expectations of economic agents.


In November 1997 the inflation amounted to 0.6%. That correspondents 7.44% annualized. Totally, the consumer prices grew up by 9.9% for this year (see fig. 1). It is expected, that in December 1997 the consumer price index will increase up to 100.9 – 101.2 (11.35 – 15.39% annualized).





�
Figure 2.


�





�
The strengthening of inflation processes in the end of the year effected the dynamics of the real exchange rate of the Russian currency. Let us suppose, that the official exchange dollar rate in the end of December 1996 (5560 rubles/dollar) is 100. Then the real rate of the American currency dropped to 95.86 for the first half of 1997 (see fig. 3). This means that during the same time the real rate of ruble went up by 4.14%. In the second half of the year the real exchange rate of ruble came by about one percentage point below the level of June.





�
Figure 3.


�


Figure 4.


�








�
In the end of December the Russian Central Bank published the main indicators of the Monetary Program implementation on November 1, 1997 (see tab.3). In particular, the increment of monetary base since the beginning of 1997 equals to 30.2%. That corresponds to 2.67% of average monthly rate. The increment of cash (M0) equals to 30.7% (2.72% in average a month), the broad monetary aggregate M2 increased by 29.5% (2.62% in average a month). This reflects the decrease in money multiplier from 2.4 in January 1997 to 2.24 in October 1997. The growth in the real money balances amounted to 18.56% for the same period (see fig. 4).





�
Table 3.





1996 – 1997�



Money Base (MB)�



Cash (Ì0)�



Broad Money (Ì2)�
Money Multiplier�
�
�
trln. rubles�
change in %�
trln. rubles�
change in %�
trln. rubles�
change in %�
Ì2/MB�
�
December�
103.8�
8.35�
295.2�
4.57�
130.9�
4.72�
2.26�
�
January�
96.3�
-7.23�
297.4�
0.75�
123.9�
-5.35�
2.40�
�
February�
102.0�
5.92�
307.6�
3.43�
130.2�
5.08�
2.36�
�
March�
105.2�
3.14�
315.0�
2.41�
136.3�
4.69�
2.31�
�
April�
115.2�
9.51�
328.4�
4.25�
145.7�
6.90�
2.25�
�
May�
120.4�
4.51�
339.4�
3.35�
148.2�
1.72�
2.29�
�
June�
136.8�
13.62�
363.8�
7.19�
167.0�
12.69�
2.18�
�
July�
140.3�
2.56�
375.5�
3.22�
171.4�
2.63�
2.19�
�
August�
141.6�
0.93�
377.7�
0.59�
174.7�
1.93�
2.16�
�
September�
134.8�
-4.80�
376.2�
-0.40�
169.8�
-2.80�
2.22�
�
October�
135,7�
0,67�
382,3�
1,62�
170,4�
0,35�
2,24�
�
November�
125.0�
0.81�
95.8�
1.48�
282.3�
1.26�
2.26�
�
December�
130.9�
4.72�
103.8�
8.35�
295.2�
4.57�
2.26�
�
January�
123.9�
-5.35�
96.3�
-7.23�
297.4�
0.75�
2.4�
�
Financial Markets.





�
The market for GKO-OFZ. The crisis at the world financial markets caused a capital outflow from emerging markets and, in particular, from Russia came as a main reason of pattern change at the GKO-OFZ market. Since November 1997 there was a persistent growth in the cost of public debt attendance (see fig. 5). The dynamics of yield rates led to fluctuations of trade volumes at the market. As the yields to maturity reached 32 – 35% annualized, the trade volumes increased sharply. The most of investors perceived this level as the last opportunity to place their capitals at the most favorable terms with the minimal risk of investments.





�
Figure 5.


�





�
Despite of existing limits on profit repatriation for non-residents, according to our opinion, the dynamics of yield rates at the government securities market was dictated by their actions. The consequence is the following. After the beginning of the crisis at world financial markets in the end of October 1997, during the first week of November non-residents applied for the RCB to repatriate their profits by the current exchange rate. That is why the crisis at the GKO-OFZ market increased the yield rates up to 40 – 45% a year was lagged by one month. That means the crisis came in the first decade of December.


In December 1997 the Russian Ministry of Finance held four primary auctions on government securities. On the first three of them were placed two issues of GKO (¹ 21103, 21104) and two additional tranches of GKO (¹ 21093, 21100). The total volume of supply of new securities from the side of the Ministry of Finance amounted to 30.5 trillion rubles against the claimed demand equaled to 29080.87 billion rubles. The total volume of placed bonds is equal to 20.613 trillion rubles with average yield to maturity 35.48% a year. The gain of the Russian Ministry of Finance reached 18045.98 trillion rubles.


Stock market. In November – December 1997 the index of the Russian stock market did not significantly fluctuate. That was caused by the continuing crisis at the Asian stock and exchange markets and driving to fix profits in 1997 both.


However, in the end of December 1997 there was some increase in quotations by the most liquid shares (RAO UES Russia, LUKoil, Sberbank, Rostelecom, Kolenergo) (see fig. 6). The main reason for the December growth one can note an expectation of opening of limits to buy stocks of the Russian companies in January 1998 from the side of foreign investment funds.





�






Figure 6.


�





�
Interbank credit market. The crisis at financial markets led to a significant change in conjuncture. In particular, the rate on dominating ‘overnight’ credits increased from 12 – 17% annualized which was at the market for the last six months to 30% annualized in the beginning of December. The reasons of a such serious growth in rates were as follows. First, there was the effect of lagged crisis at the government securities market (see section ‘GKO-OFZ market’). Second, there was a deterioration of confidence among commercial banks. The latter caused closing of limits for interbank credits (see fig. 7).


�



Figure 7


�





�
In November – December 1997 the total volume of given loans at the interbank ruble credit market dropped significantly (see table 1). It was caused to much extent by a decrease in financial liquidity of some big Russian commercial banks closing limits for intrebank credits. As a notable fact, one can consider a sharp slump of the share of ‘overnight’ credits in the total volume to 48 – 50%.


Foreign exchange market. In November 1997 the official dollar exchange rate increased from 5887 to 5917 rubles per dollar, i. e. by 0.51% or 6.29% annualized. The dollar rate on the Moscow Interbank Currency Exchange grew up from 5900 to 5928 rubles per dollar, i.e. by 0.47% a month (5.85% a year). According to preliminary estimates, in December 1997 the official exchange dollar will grow up from 5917 to 5960 rubles per dollar. That equals to 0.73% a month (9.08% annualized). On the MICEX the ruble exchange rate will increase from 5928 to 5965 rubles/$, i.e. by 0.62% a month, or 7.75% a year. During the last month the MICEX exchange rate was below the official exchange rate. That was caused by an increase in supply of dollars from the side of non-residents investing into the government securities market.


The dynamics of the official and MICEX exchange rates of dollar for November – December 1997 depicted on the fig. 8.


In November – December 1997 the exchange rate 'Deutsche mark/ruble' decreased gradually (see fig. 9). So, in November 1997 the official 'Deutsche mark/ruble' exchange rate dropped from 3413.74 rubles/DM to 3356.59 rubles/DM. It corresponds to -1.67% a month, or -18.34% annualized. On MICEX this rate went down from 3424 to 3380 rubles/DM (the monthly increment amounted to -1.29%, or -14.38% annualized). In December 1997 it is expected some stabilization of 'Deutsche mark/ruble' rate. According to our estimates, the official Deutsche mark vs. Ruble exchange rate will amount to 3340 rubles/DM (by -0.49% in monthly terms, -5.77% annualized). On MICEX the 'Deutsche mark/ruble' exchange rate will decrease to 3360 rubles/DM, i. e. by -0.59% a month, or -6.87% annualized.


�
Figure 8.


�


�
In November 1997 the gross turnover on the MICEX by the US dollar and the Deutsche mark amounted to 3991 and 98 billion rubles correspondingly According to preliminary estimates, in December the gross turnover on the MICEX by the US dollar will be equal to 9.5 trillion rubles and to 120 billion rubles by the Deutsche mark.


�
Figure 9.


�








Table 4. Indicators of Financial Markets.�
�
month�
August�
September�
October�
November�
December*�
�
inflation rate (a month)�
-0.1%�
-0.3%�
0.2%�
0.6%�
1.1%�
�
annualised inflation rate by the month’s tendency�
-1.19%�
-3.54%�
2.43%�
7.44%�
14.03%�
�
the RCB refinancing rate�
24%�
24%�
21%�
28%�
28%�
�
auction yield on GKO (end of the month)�
18.75%�
18.44%�
19.91%�
28.20%�
33.85%�
�
auction yield on OFZ (end of the month)�
18.17%�
17.91%�
18.81%�
25.67%�
25.67%�
�
auction yield on OGSZ (end of the month)�
18.22%�
18.22%�
19.00%�
19.00%�
19.00%�
�
annualised GKO yield to maturity:�
�
�
�
�
�
�
less than 1 month�
18.33%�
19.27%�
21.49%�
14.45%�
30%�
�
1-6 months�
19.03%�
19.52%�
19.71%�
23.00%�
36%�
�
more than 6 months�
18.93%�
18.57%�
18.44%�
24.93%�
30%�
�
average yield on all issues�
18.61%�
18.99%�
19.60%�
22.37%�
33%�
�
annualised yield to maturity on OFZ issues�
28.13%�
28.38%�
21.67%�
30.82%�
37%�
�
turnover of GKO-OFZ market a month (billion rubles)�
59869�
–�
81660�
91882�
60000�
�
IBC – INSTAR rate (annual %) on loans by the end of the month:�
�
�
�
�
�
�
overnight�
10.25%�
26.81%�
6.57%�
21.47%�
20.0%�
�
1 week�
17.00%�
20.74%�
20.45%�
25.88%�
30.0%�
�
2 weeks�
14.50%�
17.00%�
25.00%�
30.00%�
28.0%�
�
1 month�
21.92%�
21.00%�
22.00%�
24.00%�
30.0%�
�
turnover of IBC market a month (billion rubles)�
99239�
88843�
100262�
109866�
100000�
�
official exchange rate of ruble per US dollar by the end of the month�
5830�
5860�
5887�
5917�
5960�
�
official exchange rate of ruble per DM by the end of the month�
3256�
3327�
3414�
3457�
3340�
�
average annualised exchange rate of ruble per US dollar growth�
6.83%�
7.23%�
5.67%�
6.29%�
9.08%�
�
average annualised exchange rate of ruble per DM growth�
43.21%�
50.82%�
36.31%�
-14.38%�
-5.77%�
�
gross turnover on the MICEX by USD and DM a month (billion rubles)�
2094�
2183�
3077�
4099�
9600�
�
turnover at the stock market in the RTS for the month (millions of USD)�
1625.45�
1398�
2693�
926�
1400�
�
*/ estimate


Arkhipov S.A., Drobyshevsky S.M.


Investment into the economy’s real sector





�
The  growth in the share of investment to construction, extension, reconstruction and modernization of production facilities in the overall volume  of investment spending from 60.0% between January- November 1996 up to 63.0%   between January- November 1997 became characteristic of this year. With the overall volume of investment dropped by 6.3% comparing to last year, the investment to production construction reduced by 2.1%, and during the IInd quarter of 1997, for the first time in the last five years, one notes  a steady growth in the respective index, compared to the same period of 1996.


The revision of tax benefits in favor of stimulating production investment in capital assets has not resulted in a cease of the decline in capital construction business. The rise in the share of investment to production construction is not at all an indicator of a change  in investment attractiveness of this  sphere  of business. Such a rise may be attributed to the intensification of the crisis in social and civil construction and, primarily, house  building.


In the social sphere, investment dropped by 13.2%  compared to January- November 1996. With the general stabilization of macroeconomic process,   the volume of house building reached critically low values ever observed during the last three years- enterprises and  institutions of all forms built up housing at 4.6%  less  compared to  the last year’s level. The crisis in house building may not be regarded as an unexpected phenomenon in the Russian economy.


�



Table 5


Dynamics f investment in capital assets in 1997


in % to the respective period of the preceding year


�
I


quarter�
II


 quarter�
III


quarter�
January- September�
January- October�
January- November�
�
Investment in capital assets�
91,2�
91,7�
97,8�
93,1�
93,4�
93,7�
�
including by objects:�
�
�
�
�
�
�
�
production�
98,1�
  96,0�
102,8�
98,3�
98,1�
97,8�
�
non- production�
80,3�
  85.0�
89,6�
84,5�
85,5�
86,8�
�
Placement of housing into operation�
88,2�
80,3�
110,4�
92,1�
93,9�
95,4�
�
Source: Goskomstat of RF





�
The trend to the decrease in the share of house building in the volume of investment to social and cultural construction was observed during the last five years.  The share of investment in house- building in the investment to non- production sphere reduced from 57.7% in 1991 to 53.3%  in 1996 and 50% in the Ist half of 1997.


The dynamics of house building have been affected by the population’s narrowing solvent demand. Low level of income  of the major part of the population, remaining high level of backwages and unpaid social transfers,  lack of the population’s trust to banking and financial institutions influence the lowering incentives to “organized” forms of savings. With rather a high level of population’s  desire to save,  the savings themselves are not yet available for investing.


With the narrowing  of solvent demand, the volume of sales of finished apartments is reducing, even though the prices for new apartments dropped  by almost 30% during this year, and currently the convergence between the population’s level of income and price for housing is observed in the national economy. With the current level of income and savings, the major part of potential consumers are incapable of resolving the problem of  improving their housing conditions. A possibility of  renewal of the respective demand are constrained by the lack of a developed system of long-term  housing  loans.


Financial state of the construction companies sharply deteriorates, due to rising costs for maintenance and  temporary closing- down of  finished  objects.  It is most likely that enterprises will start 1998 with attempts to resolve their financial problems accumulated during the preceding years.


O.Izryadnova





�
Situation in industry





�
In December the reduction in solvent demand slowed down by 3 points. However, the final balance remains negative- the  industrial enterprises  reporting decreasing demand for their products  dominate. The most intensive reduction in demand is registered by the surveys in the construction materials industry ( -61%) and petrochemical industry ( -26%). In December no positive balances ( rise in demand) were received.


The estimations of the volume of demand are steadily negative. The share of “below norm” answers was always over 80%  in 1997.


The growth in industrial production happens for the fifth month running. In December the positive balance was received for all the industry branches, but construction industry. The most intensive  growth in output happened in ferrous metallurgy ( +34%) and petrochemical industry ( +22%). In the other industry branches the balances have been in the interval between +1...+6%.


The estimations of the volume of output in December showed the best values in 1997. The share of “below norm” answers for the first time has been under 80%. The majority of  normal estimations was reported by metallurgy (37%), wood- working ( 18%) and petrochemical ( +17%) industry branches.


�
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�
For the third month running the industry experiences the reduction in lacking stocks of finished products. The balance of estimations grew from - 16 up to - 7%. Its negative values, however, still testify to the  domination of the enterprises with insufficient volume of stocks. In December the positive balance (  stocks surplus ) was registered only in the construction materials industry.


In the IVth quarter  the intensity of the price rise for  industrial products grew. The respective  balance reached +5% against +1% registered in the IIrd quarter. The absolute price drop ( negative balance) in December  remained only in non- ferrous metallurgy. In the other branches the prices were  rising, and most intensively- in food ( +22%), wood- working ( +12%) industry branches and ferrous metallurgy ( +14%).
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�
The forecasts of the change in output deteriorated by 18 points in the IVth quarter. Only 23% of enterprises expect  production growth in early 1998. This is the worst index of the last year. However, the balance, by and large, remains positive- enterprises expecting growth in production dominate in the national industry. In December the optimistic forecasts were registered only in wood- working ( +12%) and  machine- building ( +9%) branches, and in ferrous metallurgy ( +5%), while the other industry branches  mostly reported  the envisioned decrease in output.


In December the forecasts of change in prices grew up to +12%. This is the maximum value observed for the period of the last nine months. The negative balances of forecasts (absolute price drop) were reported by non- ferrous metallurgy (-17%), wood- working industry (- 6%) and construction materials industry ( -4%). The most intensive price rise is possible in petrochemical industry ( +21%).
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�
The forecasts of change in demand in December deteriorated by 18 points and became negative for the first time in 1997. None of the industry  branches reported a positive balance of expectations. The most intensive reduction in demand is forecasted in the construction industry (-57%), wood- working ( -23%) and food (-23%)  industry branches.


S. Tsoukhlo





�
Foreign trade





�
In 1997 the situation in the global market was rather unfavorable for Russia. The recent financial crisis in the South- Asian  countries, which are the major consumers of non- ferrous metals, has resulted in the drop in  international prices for the metals of industrial group. At the same time the recent decision of OPEC states  to increase their oil extraction quotas  by 10%, accompanied by the information of a possible increase in  the Iraqi export quota in compliance with the UN “ Oil for Food” program  has resulted   in the drop  of international prices for oil. Such a price drop means serious losses for Russia, since the  share of the export of energy resources makes up 60% of this country’s exports.


On the whole the Russian foreign trade turnover  grew  only by 0.9%  for the eleven months of 1997 and made up USD 138.6 bln. For the first time over the period of the last four years the rise in foreign trade turnover has been determined by the growth in imports, which made up USD 60.6 bln. for the eleven months, or showed 6.5% growth compared to its respective index in 1996.


It is  non- CIS states which remain  Russia’s major trade partners:  between January- November  1997 their share in the overall Russian goods turnover  grew up to 77.4% against 75.9%  registered between January- November 1996.


According to the preliminary reports, between January- November 1997 the Russian foreign trade turnover with non- CIS states , including  non- organized trade, made up USD 107.3 bln. and grew by 2.4% compared to its respective period of 1996. At the same time over the period in question import grew by 12.7% ( USD 45.0 bln.), while export dropped for the first time   over the period of the last five years by 3.9% ( USD 62.3 bln.)


�
�


Source: Goskomstat of RF





�
In 1997  Russia’s  balance in the trade with the CIS states was being positive. Between January- November the balance made up 0.1% ( between January- November 1996 the balance was negative and had made up  - 1.2%.


For the eleven months of 1997 the Russian export to the CIS states grew by 0.4%  compared to its respective period of 1996 and made up USD 15.7 bln.  Because of the ongoing crisis and reduction in solvent demand in the CIS countries, the physical volume of export ( the data for the period between January- October 1997) of oil dropped by 22.6%, coal- 41.4%, ferrous metals- 24.9%,  round timber-16.4%. At the same time, the export of gas grew by 7%, due to the partial resolution  of the payment and settlements problem with regard to already performed supplies.


According to the reported results of the eleven months of 1997, the import of the CIS states’ goods to Russia dropped by 8.0% in value equivalent and made up USD 15.6 bln.  The reduction in supplies was observed, primarily, with regard to those goods  the need in which was met  mostly at the expense of their importation from the neighboring states: for example, given that the import needs in sugar  in 1996 were met at the expense of the respective import from the CIS states at 89.5%, this year the respective index made up only 65.3%; with regard to ferrous metals, the respective indices were: in 1996- 68.9%, in 1997- 79.4%.


On the whole, during this year the volume of mutual trade within the Commonwealth continued to  decline: only for the first half of 1997 the respective index dropped by 10- 12%. At the same time, the CIS states’ trade with Far Abroad countries grew by 2- 3% for the respective period.


In December 1997 at the WTO’s HQ in Geneva  the Russian delegation  presented the Russian tariff propositions. The document reads that the RF government does not  accept any tariff restrictions with regard to some goods, which make up approximately 8% of the list of the goods assortment  of foreign trade ( first of all, oil and petroleum derivatives, arms, information bases, airplanes and watches). The Russian producers of the goods attributed to the aforementioned circle will be protected from competition by import duties at any rate. As to other import tariffs, Russia will fix them, but at rather a high level. Thus, for example, it was proposed that the maximum  rate of 30% imposed on agricultural goods should be increased three times. The duty for spirit will grow up to 185%, while all other rates of import duties may be increased  1.2 times. Russia dispute its right  to strengthen the protection of the domestic market, should it be deemed necessary. At the same time partners of Russia, on their part, are going to  argue the majority of the proposed tariff rates, and they are ready to open their markets only in exchange for the analogous measures to be undertaken by Russia. As a result, the date  of Russia’s  accession to  WTO- late 1998- may be postponed for  and remains uncertain.


N. Leonova, N. Volovik
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