
Part 1. Monetary and Credit Sphere 
and Budget Sphere

1.1. Monetary and Credit Policy and 
International Monetary Policy

Analysing the monetary and credit sphere processes and policies of the Central Bank of the Russian Federation in 2001 one should first of all point out that this sector of the economy is relatively stable compared to the situation of several recent years. The bank of Russia had practically a complete control both of the inflation behaviour (at least in its part that is determined by money supply) and the foreign exchange and money markets. At the same time the range of monetary instruments grew still more narrow: in 2001 the refinance rate remained unchanged, the obligatory export revenues sale rate was reduced from 75% to 50%, the state securities market role remained negligible. The emission of bonds placed on the market by the Bank of Russia in autumn 2001 was rather a pilot project. In particular, the auctions for flotation of two bond issues by the Bank of Russia for 4 billion roubles held on September 6, 2001 showed that these securities were practically unwelcome on the market. Slightly more that 21% of the securities offered with an average 9.8% income were floated. The auctions for floating the Russian Bank’s bonds held in the period from December 19 to 21 were declared invalid, as the volume of bonds floated did not exceed 5% of the issue. 

The monetary authorities used practically only one instrument, intervention on the foreign exchange market. Though in 2001 the Central Bank of Russia thanks to considerable gold and foreign currency reserves had a possibility to be more flexible, buying and selling dollars as the situation prescribed. 

On the whole one can single out the following key features in the monetary and credit sphere and foreign exchange policy typical of year 2001:

· Stabilisation of inflation processes with a concurrent growth of non-monetary factors’ influence on the inflation behaviour (advance in regulated prices of natural monopolies);

· Smooth changes in the nominal rouble exchange rate, preservation of the low revaluation tempo of Russia’s national currency;

· Accumulation of all-time high gold and foreign currency reserves;

· Foreign exchange control liberalisation start;

· Slower money demand and economy monetization growth rate;

· Bank system capitalization growth and more popular confidence in bank deposits;

· Solving the “redundant liquidity” problem of the banking system by means of promoting investments into foreign assets and accounts of state bodies;

· Wider money supply provided by the banking system by means of bank loans to the private sector, lesser credit rationing.

The above-mentioned issues are discussed in more detail further.

Inflationary Processes

The inflation rate in Russia in 2001 (by the consumer price index) amounted to 18.8% (20.1% in 2000), the second lowest for the whole observation period (11% in 1997). Compared to year 2000 the consumer prices growth rate was lower by 1.3 percentage points. Meanwhile, the CPI fluctuations in 2001 were much wider than in 2000. (See Figure 1)

Consumer prices growth in January 2001 equalled to 2.8% (nearly 40% annualised), which was the highest since June 1999. Quick growth of consumer prices continued also in February (2.3%). The highest growth rate had prices of consumer services (by 4.6% and 4.3% accordingly). In 2001 the seasonal price fluctuations were accompanied by a number of specific factors that contributed to a higher price growth both in January and the following month, which contradicts to the seasonal consumer price index trends registered in 1994 – 2000 that showed quick price reductions already in February after the inflation upsurge in January.

Firstly, the gap between consumer and manufacturers’ prices growth rate was getting bigger during 2000 and the beginning of 2001 witnessed a usual attempt to reduce it. Secondly, the seasonal growth of consumer services prices and tariffs of natural monopolies in 2001 was higher than in the preceding years. In the third place, increase of prices and tariffs for services and goods of natural monopolies was performed during a period of several months, which to a great extent explains high inflation rates also in February. In the fourth place, the fact that there was an uncertainty about execution of the federal budget in view of debts servicing and acquittance of foreign loans according to the original schedule of payments, sharpened expectations of devaluation of the rouble and accordingly the inflationary expectations. 

Consumer prices growth rate started falling only in the second part of February and in March 2001. Nevertheless, inflation in the first quarter of 2001 reached the level of 7.2% (annualised rate: 30%). For comparison: in the first quarter of 2000 the consumer prices grew by merely 4%. Inflation in the first quarter was distributed by category groups as follows: foodstuffs’ index equalled to 7.3%, non-foods’ index grew by 4.0% (non-foods’ index growth was to a considerable degree connected with introduction of new customs rules and a temporary reduction of TV and radio goods’ imports.); services rose by 12.9% (including a 19.6% increase in housing and communal services and a 10.5% increase in passenger traffic prices). A goods price index analysis shows that the major factors for price increase in the first quarter were the seasonal effects (for foodstuffs) and the increase of prices for services of natural monopolies (the housing and communal sector and transport).

In the second quarter the monthly consumer prices increase remained stable at the level of 1.6 – 1.8% (Figure 1). The constraint that kept the inflation at lower rates at that was the stable nominal rouble exchange rate that ensured lower rates for nonstuff prices’ increase. In this period the influence of regulated price started growing smaller, while the role of seasonal factors increased. In that way in the first six months in 2001 the inflation reached the level of 12.7% (27% annualised). It is noteworthy that though the individual price indices ratio in 2001 remained practically unchanged compared to 2000, the absolute inflation rate showed to be higher (9.5% in 2000). 

Starting in July 2001 there was registered a drastic slowing down of the inflation rate. In June the consumer price index grew by merely 0.5%, in August the consumer goods index growth rate came down to the zero-point, in September the CPI equalled to 0.6%. Lower than these inflation rates were registered in the summer of 1998. Lower inflation rates were greatly influenced by seasonal factors; specifically fruit and vegetables prices came down by 14.8% in August. In that way price growth by the results of the three quarter of 2001 showed to be equal to the same period of the previous year (14.1%).

Inflation started growing again at the end of September 2001. Higher growth rates were caused both by weaker seasonal factors and by a money emission performed in April – July 2001. A reminder: in October 2000 there was registered a local maximum of CPI growth. In October 2001 the consumer index growth equalled to 1.1%. Besides, in the fourth quarter services prices growth rates accelerated (1.9% in October, 1.5% in November).

Summing up the year’s results one can single out the following three major features that characterize the inflation processes in the Russian economy of 2001:

- in the first place, the role of nonmonetary factors connected with price administration (price increase) of tariffs and services of natural monopolies for the population have grown. The CPI analysis shows that foodstuffs price index grew by 17.1%, non-foods by 12.7%, while service price index grew by 36.9% (including price index in housing and communal services, which grew by 56.8%). At the same time manufacturers’ price index in 2001 grew by merely 10.6%;

- in the second place, the within-year inflation cycle connected with Russia’s foreign debt repayment schedule got broken. In particular, foreign currency requirements of the Ministry of Finance of the Russian Federation to repay the debts to the Paris Club became clear already in February – the beginning of March, not in April and May as before. In this way the issuing activity of the Central Bank and “return” to the market of funds from the federal budget accounts with the Central Bank slowed down the inflation reduction  in the second quarter;

- in the third place, when inflation rate gets lower seasonal factors acquire greater significance, in particular, lower price increase in summer and the beginning of autumn and higher inflation rates at the end and the beginning of the year. In August 2001 the consumer prices growth rate was equal to 0%, when in October – December 2001 the CPI grew by approximately 1.5% per month, which is higher that the average for the year (1.4%).

Foreign Currency Policy and Rouble Exchange Rate Dynamics

In 2001 the official rouble exchange rate dropped by 7.03% from 28.16 to 30.14 roubles for one US dollar. The exchange rate dynamics during practically the whole of the year was quite smooth. (Figure 2). Foreign currency market speculators’ activity was only registered in short periods. 

In April 2001 Russia’s Bank chose a more active policy in accumulating its gold and foreign currency reserves. This gave commercial banks an opportunity to speculate for the rise hoping that the Central bank playing the role of currency buyer will accelerate rouble depreciation. But the Central Bank managed to repel the aggression and the rouble exchange rate was changing rather smoothly. According to our estimates total dollar intervention by the Bank of Russia to protect rouble in April could amount to 400-500 million dollars. But the Central bank managed to increase its reserves that month by 2 billion dollars. 

In June 2001 the rouble exchange rate practically stabilized at the level of 29.1 roubles/$. It is evident that foreign currency supply on the market grew due to higher export sales revenues thanks to oil prices that rose in May 2001. In particular dollar auctions volumes at SELT that month were tripled compared to April and May 2001. 

In July 2001 dollar exchange rate growth continued. The major factor for rouble depreciation that month, as wee see it, were the increase of free liquidity in the banking sector (correspondent balances of commercial banks in the Central Bank) and a more active policy of the Central Bank in accumulating gold and foreign currency reserves. Besides, it is necessary to take into consideration the influence of exchange rate expectations and information effects. In particular, the State Duma of the Russian Federation took a decision in July on lower norms for obligatory foreign currency revenues sales from 75% to 50%. This measure didn’t have any serious influence on the rouble exchange rate dynamics in the subsequent months, as far as the actual part of export revenues sold at exchanges did not exceed 50% and foreign currency earnings received by the country due to a permanently high level of oil prices exceeded the demand (deducting the demand from monetary administrators). This information in near-term outlook, though, could cause attempts to speculate for a fall of rouble’s exchange rate, and with the aim of flattening the exchange rate the Central Bank performed several interventions in July. 

The official exchange rate growth tempo slowed down already in August 2001 in spite of the fact that the Ministry of Finance of the Russian Federation and the Bank of Russia needed more foreign currency. Lowered from 75% to 50% norms of obligatory export revenues sales affected mainly the morning sessions on the foreign currency exchange when the turnover was 1.5 times lower, that is proportionate to lowered foreign currency sales norms (total turnover on the foreign currency market remained unchanged).

At the beginning of autumn the foreign currency market went trough a period of certain turbulence related to external shocks (after the acts of terrorism in the USA to ensure an undisturbed dollar trade the settlement account of the MMVB in US dollars was transferred to the Chase Manhattan Bank). But the Russian Bank had a complete control of the situation, the main affect of the temporary increase of instability being a reduction of the reserves of the Central Bank, while dollar rates remained practically unchanged (the exchange rate growth didn’t exceed 10 kopecks, that is 0.3%) and in a couple of days the dollar exchange rate returned to the level of 29.4 roubles. 

However, the nominal rouble to US dollar exchange rate drop speeded up considerably in October and November 2001. Rouble fell in price by 0.4% already in the first week of October and by 0.54% in the period between the 24th and 31st of October. As wee see it such a considerable rouble drop is explained both by fundamental macroeconomic changes and changes in economic agents’ expectations and seasonal factors: in October – December rouble was getting cheaper to dollar quicker than on average during the year. A possible long-term fall of oil prices to the level of 15 dollars per barrel can prejudice forecast for next year’s industrial growth rates, GDP and the balance of payment, this will also give grounds to expectations about lower foreign currency supply on the market. The latter in its turn will promote demand for currency from banks. Should the unfavourable scenario prove to be realistic, there will be a higher probability of rouble devaluation both to support price competitive capacity of Russian goods and help the Bank of Russia to accumulate gold and foreign currency reserves. The latter was indirectly confirmed by statements of the chairman of the Central Bank V.Geraschenko who said that in the present situation the priority task for the bank is building-up of gold and foreign currency reserves as opposed to rouble exchange rate maintenance. The November interventions were mainly aimed at flattening exchange rate fluctuations during the day, rather than at containing the tendency towards a lower nominal exchange rate of Russia’s national currency. 

Moreover, one can make a supposition that in case of oil prices fall and payment balance deterioration the Central Bank will not prevent the quicker nominal devaluation of rouble hoping for a real devaluation of Russia’s currency.

A considerable positive balance of current operations ensured a stable growth of the gold and foreign currency reserves of the Bank of Russia in the past year (Figure 3). At the end of May 2001 by the volume of its gold and foreign currency reserves Russia entered the top-twenty countries of the world. The temporal reduction of the gold and foreign currency reserves was connected mainly with the fact that the Bank of Russia sold foreign currency to the Ministry of Finance of Russia to make payments to service foreign debts. For example, in the second part of August there was registered a reduction of gold and foreign currency reserves by 600 million dollar connected with sale of foreign currency to the Ministry of Finance to make payments to service foreign loans of the Russian Federation. In particular in August 2001 there were made payments for a total sum of 1.3 billion US dollars. 

Year 2001 witnessed very important events in foreign currency administration and foreign currency control. In particular, as we have already said, in September the lowered norms for obligatory sale of foreign currency revenues of exporting companies from 75% to 50% entered into force. Moreover, private persons who are Russian residents got their right to make portfolio investments abroad (for sum of up to 75000 US dollars), there was also introduced a new order of informing the Ministry of Taxes and Duties about private accounts opening in foreign banks. These measures are within the framework of the process of liberalization of foreign currency administration and foreign currency control.

It shall be noted that the lower norms for obligatory sale of foreign currency revenues did not have any detrimental effect upon the dynamics of gold and foreign currency reserves. In particular, the third week in September witnessed an increase of the reserves by 700 million dollars. Though the increase of gold and foreign currency reserves of the Bank of Russia in three weeks in October was noticeably smaller (about 300 million US dollars), which is explained by temporary external factors: after the acts terrorism in the USA and failures in the world financial system the Central Bank of the Russian Federation was forced to use up a total of 500 million dollars to support liquidity on the market. 

Considerable changes in the diagram of the gold and foreign currency reserves of the Bank of Russia happened only in the second part of October and in November 2001. The gold and foreign currency reserves peaked at the end of October (38.8 billion US dollars) and stopped growing. The situation change in that period was explained by a coincidence of several important factors, sometimes interrelated: lower supply and higher demand for foreign currency on the market and considerable payments to service foreign debts. In particular, in November the Ministry of Finance of the Russian Federation paid out 1.1 billion dollars including retirement of the first tranche of Russian European bonds for a total sum of one billion dollars and 46.25 million dollars of coupon payments on them.

Fall in oil prices both decreased the countries’ export revenues (foreign currency supply) and provoked an increase of depreciation expectations and higher foreign currency demand on the part of economic agents. Thus in November 2001 the Bank of Russia in spite of the fact that the dollar exchange rate grew more rapidly used up according to our estimates up to 500 million dollars to stabilize the market. Nevertheless, gold and foreign currency reserves accumulated by the end of the year (36.6 billion dollars) were enough to keep the foreign currency market stabilized and to ensure a monetary base. Gold’s share in the total gold and foreign currency reserves by the 1st of January 2002 was  approximately 11%.

Tendency of the real rouble exchange rate growth was preserved in 2001 (Figure 4). In the first four month the real rouble to US dollar exchange rate (calculated on the basis of data about the nominal rouble to US dollar exchange rate and consumer price indices in Russia and in the USA) grew by 5.4%, while the real rouble to the German mark exchange rate grew by 10,2%
.

A quicker inflation in Russia in spring 2001 caused changes of trends in the real rouble exchange rates dynamics to the most important world currencies. The real rouble to US dollar exchange rate of the post-crisis period peaked in June 2001 and went down slightly later. By the end of October the real rouble to US dollar exchange rate equalled 116.0% compared to September 1998. Consequently in ten months of the past year rouble rose in its price by 6.64%.

In the middle of 2001 the real rouble to the German mark exchange rate underwent serious fluctuations connected with fluctuations of the nominal rate of exchange of the European currency to US dollar and, hence, to rouble. The overall trend of changes in the real rouble to the German mark exchange rate though corresponds to the dynamics of the real rouble to US dollar exchange rate: after peaking in June (167.3% compared to September 1998) rouble cheapened in the following months; in November the real rouble/mark exchange rate equalled to 159.1%. In eleven months of 2001 rouble grew compared to European currencies by 12.67%.

The real effective rouble exchange rate curve (calculated considering the export pattern) was in fact moving between the rouble exchange rates to dollar and the German mark. According to this index rouble got stronger in the first three quarters of 2001 by 6.83% (in 2000 the real effective rouble exchange rate grew by 22.0%).

Changes in Money Demand

Changes in money demand in 2001 are characterized by two major trends: 1) slower growth of money demand and the level of monetization of the economy; 2) growth of capitalization of the banking system and return of public faith in bank deposits.

According to the Central Bank of the Russian Federation money stock М2 by the end of 2001 reached the level of 1602.6 billion roubles, which is 40.05% higher than on the 1st of January 2001 (in 2000 the М2 growth equalled to 62.4%). In real terms by the end of October money stock М2 equalled to 119.0% of the December 1997 level. Money stock М1 in 2001 grew by 35.63% (about 14.15% in real terms). Economy monetization (a ratio of М2 to GDP) by the end of the third quarter of 2001 equalled to 16.6%.

An М2 pattern analysis (Figure5) shows a slower growth of balances of rouble accounts that belong to companies, while private bank deposits in commercial banks were growing. By the end of 2001 real balances of rouble accounts that belonged to companies equalled to 163.4% of the December 1997 level (141.6% in December 2000) growing in 2001 by 15.3%. A slower growth of real balances of accounts that belong to companies (real balances of accounts of companies remained at the level of the end of 2000, the December calendar effect excluded) in our opinion can be explained by a supposition that the highest possible level of economy monetization in the present situation is reached. According to results of market polls by IET starting in May 2001 the share of money payments remained practically unchanged or was even lower in certain branches. In this way against the background of a slow development of financial markets and a low level of interaction between the financial and real sectors of economy real money demand on the part of the agents of economy is being stabilized.
At the same time real personal account balances in the same period grew by 22.2% reaching the level of 87.0% of December 1997. This trend can be an evidence of both bigger cash resources accumulated by private persons and return of faith in the banking system. We think that both processes are present. As far as the foreign currency purchase share of expenses in 2000 and 2001 remained permanently low (5.7-7.0% of expenses) and the consumer spendings’ share and the share of obligatory payments to the budget diminished, it becomes evident that the share of money accumulated privately and personal savings in form of bank deposits is growing bigger. 

An analogous pattern is registered in the economy as a whole. The pattern of commitments in the banking system of Russia (Figure 6) testifies to the effect that the share of foreign commitments was getting smaller (to 10-11%) while the total share of deposits grew to the level of 50%. It is noteworthy that the highest growth is registered in call deposits represented by balances of settlement and current accounts; in 2000-2001 their share grew from 16% to 19-20%. Important factors that promote return of popular faith in the banking system are both the growth of capitalization of banks (share of capital exceeded 20%) and negotiation of aftermath of the banking crisis. In particular, the share of credits with the Central Bank of total commitments of the banking system fell to the level of 8% and the share of deposits with a temporally restricted access (i.e. deposits in problem banks) does not exceed now 1%.

It is noteworthy that in the first hours after news about the acts of terrorism in the USA in the evening of the 11th of September there was registered a growth of sale of foreign cash by citizens through exchange offices and the current purchase rate fell to the level of 20-22 roubles to 1 dollar. Concurrently no growth of demand for any other foreign currency (i.e. the German mark or the British pound) was registered, which attests to a popular faith in the rouble as a better quick asset and a reliable currency (in a short-term outlook) in case of an economic crisis in the USA. There was neither registered a flow-out of money from private foreign currency accounts, in other words, transaction expenses connected with withdrawal and exchange of dollars from bank accounts were assessed higher than gains of a change-over for rouble even in case the situation for dollar would prove to be unfavourable. The next day, though, the foreign currency market stabilized and the purchase/sale rate spread grew narrow. 

Payments Settlement Situation for Enterprises and Organizations 

The trend of reduction of real accumulated past-due debts in the economy that started in 1998 continued also in 2001 (Figure 7). The new (of 1998) trend and its later continuation were furthered by several factors simultaneously. The first one was connected with devaluation of debts accumulated, which was caused by a higher inflation rate in the post-crisis period. The second one was writing off post-due debts and charging them to financial results of enterprises and organizations. It should be noted that volumes of theses writings off compared to the total volume of debts were relatively small, though they are a considerable part of new debts’ increase (Table 1). 

It is noteworthy that writing off accounts receivable is done in comparatively bigger volumes and shares, than accounts payable. Though absolute volumes of accumulated post-due accounts receivable are smaller, than that of accounts payable
 (3.3 billion roubles compared to 4.4 billion roubles as of September 2001, Figure 8). It shows that enterprises and organizations rather admit their partners’ insolvency
, than their own. Apparently the fact that writing off accounts receivable is performed in a more active way is related to the following: though the tax load is not reduced
, at least the volume of accrued taxes does not grow. Accounts payable written off and charged to the financial results do not abate the taxable profit.
Figure 7

Dynamics of Post-Due Debts of Enterprises and Organizations Percentage Wise to GDP
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Note: The total of post-due debts of enterprises and organizations include post-due accounts payable and post-due debts to the banking system. The accounts payable in their turn are comprised of debts to suppliers, to budgets of all levels, non-budget funds, arrears of wages and debts to other creditors. Before 1998 the State Statistics Committee of the Russian Federation published non-payment statistics for four major branches of the economy (industry, agriculture, transport, civil construction). Since 1998 the total of post-due debts has been calculated for all branches of the economy.

Source: The State Statistics Committee of Russia, calculations by IET

The third and, as we see it, the most important factor of decrease of the accumulated debts’ level is the lower increase itself, which led to a stabilization of the nominal level of debts
 (Figure 8). Starting in 1999 the average nominal debts’ increase level has been distinctly diminishing and started more frequently showing negative values (Figure 9).

Another positive effect that continued in 2001 is a decrease of non-money settlements in relations between units of economy (Picture 10). Increase of money transactions implies a greater demand for real cash balances. But the experience of previous years shows that an increase of money stock (even of a real one) is not necessarily accompanied by lower non-payments and non-money contracts. Moreover, right up to the crisis of 1998 the non-payments increment dynamics and cash balance dynamics were codirectional
. Non-payments and money grew and fell simultaneously. In the post-crisis period a distinct correlation between these two indices is not traced.

The situation will develop further under the influence of the following factors. Firstly, the trend of ousting non-money settlements resulting from a favourable economic situation that had been formed earlier and institutional reforms (restructuring of enterprises, strict treatment of non-payers by monopolists , changes in the legislative sphere), is not over yet, and will in all probability continue. It should be noted that strict budget restrictions, establishment of contract enforcement are the necessary conditions to reduce deliberate debts. In conditions when non-payments are possible (cost of non-performance of commitments is minimal), non-performance of commitments can become a rational behaviour strategy for enterprises.
.

Secondly, accumulation of debts will be influenced by the world markets conditions on the raw material and energy supply markets. Export prices changes have a double effect on accumulation of debts: changing on-budget expenditures and influencing the real rouble exchange rate. Consequently the expected fall in oil prices (see the macroeconomic forecast for 2000), the main component of the Russian raw materials sector on the one hand will reduce budget revenues, on the other hand reduction of the black ink side of the trade balance will promote a fall in the real rouble exchange rate. The effect of the first factor is going to be a considerable one if it leads to non-performance of planned on-budget expenditures. That kind of situation will be possible in case prices will fall below the expected level (planned in the budget). As our previous empirical tests show
, non-performance of planned on-budget expenditures is one of the major factors for accumulation of debts. 

A possible drop of the real rouble exchange rate
 because of fall of oil prices as our calculations show
, on the contrary promote reduction of non-payments. Mechanism of this influence is probably based on reduction of external competitive influence for home market oriented branches (imports substituting), a better financial situation for them and a better financial situation for exporters.
. A growth of export raw material prices has the reverse influence on the real rouble exchange rate and non-payments. 

The ongoing restructuring process (probably not a very active one), extinction of outdated ineffective branches promote a reduction of accumulation of new overdue debts. The political certainty against this background as an indication of stability, no doubt, has a positive influence on the investment situation and can also contribute to a reduction of overdue debts.
.

Solving the Problem of “Redundant Liquidity”, 
Credit Rationing Degradation

In the annual survey for 2000
 we wrote about the problem of “redundant” liquidity and the “enigma” of money multiplier, which become major key-trends in the monetary and credit sphere in 2000. The situation development analysis for 2001 shows that in the past year these two problems were to a certain degree solved. 

In 2001 the narrow monetary base increase amounted to 36.35%, the reserve money increased by 28.70%. Thus, money supply as well as demand for it increased at a much slower pace. Monthly fluctuations of money supply increase rates were typical of the past three years and related to seasonal fluctuations of foreign currency export revenues and accumulation of gold and foreign currency reserves by the Bank of Russia on the threshold of foreign debts payments by the Russian Federation. 

A money supply structural analysis (“reserve money” aggregates) in 2001 (Figure 11) shows that the negative tendencies of 2000 were mastered. In particular, the share of idle reserves (balances of correspondent and deposit accounts of commercial banks in the Central Bank) by the end of the third quarter was brought to the level of 22.5% of reserve money (compared to 24.6% in June 2001 and about 35% in 2000) . Its growth in the fourth quarter to the level of 24.5% is explained mainly by calendar effects of the end of the year (balance growth of correspondent accounts on the eve of new-year banking holidays). The compulsory reserve fund got stabilized and in the course of 2001 equalled to 14-14.5%. Cash demand changes exert more influence on the monetary base. At present the share of cash in reserve money exceeds 60%, the М0 to М2 ratio is 36–37%. In fact, the structure of money aggregates has returned to the pre-crisis level. Taking into consideration the fact that gold and foreign currency reserves of the Bank of Russia have been growing rapidly during the whole of the year, one can say that the sterilization policy of the money administrators has become more effective.

Among possible instruments to solve the problem of “redundant liquidity” used by the Bank of Russian in 2001 one can name stimulation of foreign currency demand using negative real rates for the majority of financial rouble assets, accumulation of funds on budget accounts and a more extensive private crediting by the banking system. 

In particular, balances under the general government in the Central Bank of the Russian Federation by the beginning of December 2001 reached the level of nearly 412.1 billion roubles, an increase by 71.4% compared to the beginning of the year (as of the beginning of the year these balances decreased to 295 billion roubles, it was related to the main part of on-budget expenditures during the last month of the year). In other words, money withdrawn from the economy through taxes constitute up to 47-48% of the total amount of the reserve money. It is evident that in order to reach stability in the money sphere one needs, at least, a coordination of actions between money and fiscal administrations. Otherwise, releasing such huge money (e.g. in form of interest-free budget expenditures) means for the market that it can have serious inflationary consequences and put stability of the rouble exchange rate into jeopardy. At the same time it should be noted that the current Government of the Russian Federation keeps strict budget policies, using money to buy foreign currency to pay off foreign debts directly from the Bank of Russia (which is testified by fluctuations of the gold and foreign currency reserves) and prevents in this way shocks on the money and foreign currency markets. Budget account balances used in this way are analogous to an accumulation in some kind of a stabilization fund, but kept on the account in the national currency and, thus, making no profit they are not protected against risks of inflation and exchange rate fluctuations. 

Another non-traditional instrument to sterilize the redundant emission caused by purchase of foreign currency by the Central Bank on the market was to induce demand of foreign currency by commercial banks keeping negative percentage rates for liquid financial assets in the national currency. In this way yields of state bonds (GKO and OFZ) during the whole of the past year were between 15% and 18%, annual rates on the inter-bank market and for deposits in the Central Bank were brought down to the level of 2-5% per year. It is evident that with the present inflation rate investing into foreign assets is more profitable even taking the nominal rouble exchange rate growth into consideration. In spite of the fact that in 2001 total share of foreign assets in assets of the banking system fell from 25% to 18% (Figure 12) more and more of foreign assets were transferred to balances of current accounts and deposits in foreign banks (their share in the first half of the year grew from 13.2 to 16.9 billion US dollars, and it was only in the third quarter that it went down to 15.2 billion dollars). In other words, banks preferred just keeping their assets in foreign banks and get a low rent (in foreign currency), than investing them into even less profitable assets in roubles. 

At the same time as one can see from Figure 12 in 2001 there was a considerable growth of credits given by banks to the private sector and their share in the total of assets of the banking system increased from 38% to 47%. Accordingly, the multiplier growth trend (Figure 13) was preserved, that is commercial banks were expanding their credit operations increasing money supply to the economy. 

By the end of August 2001 the money multiplier (ratio of money stock М2 to reserve money) grew compared to the beginning of the year approximately by 10% (from 1.55 to 1.70) and by 19.5% compared to the minimal value (July 2000). The level achieved (about 1.7) corresponds to the level of the end of 1998 – the beginning of 1999. At the same time it should be noted that during practically the whole of 2001 (since April) the multiplier remained unchanged. As we view it this is connected with the fact that a certain maximum level of monetization of economy in the present situation was reached, which we mentioned in our August 2001 survey.
 At the same time the share of idle assets of commercial banks in the monetary base was continuously falling. In the second half of 2001 the share of assets of commercial banks on correspondent and deposit accounts in the Central Bank reduced to the level of 22-23% of reserve money as compared to 27.5-28.5% in the first and second quarters of 2001. 

The ratio of cash money and the volume of the required reserves remains unchanged (cash money is about 80% of the narrow monetary base). Thus, in spite of the increased amount of credits given by banks to the economy they are still to a great extent being turned into cash money (e.g. in form of wages and salaries) and “money multiplication” chains in Russian economy remain short. 

*   *   *

The above analysis of processes in the money sphere of Russian economy in 2001 gives grounds to make the following conclusions that concern the nature and particular features of the money and credit policies:

· Intensity of inflation processes in 2001 continued to reduce, the registered CPI increment was about 18.6%, which is the second annual inflation minimum since the beginning of reforms in Russia. At the same time fluctuation and dispersion of indices for different groups of goods remain, which is explained first of all by the prevailing influence on inflations dynamics of non-monetary factors (rise in regulated prices of natural monopolies). 

· Changes in the nominal rouble exchange rate remained smooth during practically the whole of the year (excluding the last 1.5 months), during the year the rouble devaluated by approximately 7%. Consequently, a third year running there are preserved moderate (about 10%) rates of revaluation of Russia’s national currency. 

· In 2001 the Bank of Russia accumulated all-time high gold and foreign currency reserves (over 38 billion dollars) in spite of growing payments to settle foreign debts and reduction of the positive balance of the current account and the beginning of the foreign currency liberalization process (in particular the lowered norms for obligatory sale of foreign currency revenues from 75% to 50%, permission to private persons who are Russian residents to open accounts in foreign banks and invest into foreign securities for sums of up to 75000 US dollars).

· In the past year the Central Bank of the Russian Federation solved the problem of “redundant liquidity” in the banking system. Among solution instruments one should mention first of all promotion of investments into foreign assets by supporting negative real interest rates for assets in roubles and accumulation of assets on accounts of state bodies. At the same time one can also mention stabilization of money supply growth rates by the banking system by means of private sector crediting and a certain credit rationing degradation.

· In the second half of 2001 a slower growth rate of demand for money and stabilization of the level of economy monetization became obvious. At the same time downtrend for non-monetary settlements and non-payments between enterprises continued. Starting in the second half of 2001 demand for money increased mainly because of capitalization growth in the banking system and return of popular faith in bank deposits, while balance accounts of enterprises remained practically unchanged. 

Table 2 (А)

Money and Financial Markets Indicators’ dynamics in 2000 – 2001 

	
	Narrow monetary base, billion roubles
	Narrow monetary base growth rate
	NDA, billion roubles
	NIR, billion roubles
	Reserve money, billion roubles
	Reserve money growth rate
	М0, billion roubles
	М0 growth rate

	Jan 00
	297,8
	-3,15%
	355,4
	-57,6
	430,7
	-2,06%
	232,9
	-12,64%

	Feb 00
	309,2
	3,83%
	334,3
	-25,1
	449,4
	4,34%
	242,0
	3,95%

	Mar 00
	318,9
	3,14%
	284,6
	34,3
	491,0
	9,25%
	251,5
	3,92%

	Apr 00
	349,6
	9,63%
	259,7
	89,9
	513,8
	4,65%
	279,1
	10,95%

	May 00
	365,0
	4,41%
	207,9
	157,1
	558,4
	8,70%
	289,3
	3,66%

	Jun 00
	397,2
	8,82%
	194,9
	202,3
	602,8
	7,94%
	321,8
	11,23%

	July 00
	417,3
	5,06%
	141,5
	275,8
	654,7
	8,61%
	334,0
	3,81%

	Aug 00
	427,6
	2,47%
	122,9
	304,7
	648,2
	-1,00%
	341,6
	2,27%

	Sept 00
	437,6
	2,34%
	97,8
	339,8
	671,1
	3,53%
	350,9
	2,72%

	Oct 00
	449,0
	2,61%
	78,9
	370,1
	662,5
	-1,27%
	349,7
	-0,36%

	Nov 00
	455,2
	1,38%
	48,3
	406,9
	684,2
	3,27%
	358,4
	2,48%

	Dec 00
	519,6
	14,15%
	83,3
	436,3
	739,2
	8,04%
	419,3
	17,00%

	Jan 01
	486,4
	-6,39%
	54,6
	431,8
	683,6
	-7,58%
	380,3
	-9,33%

	Feb 01
	493,5
	1,46%
	52,2
	441,3
	680,2
	-0,51%
	388,0
	2,06%

	Mar 01
	499,6
	1,24%
	10,2
	489,4
	702,5
	3,28%
	399,4
	2,95%

	Apr 01
	531,1
	6,31%
	-11,2
	542,3
	717,2
	2,10%
	435,4
	9,00%

	May 01
	550,1
	3,58%
	-45,6
	595,7
	741,7
	3,41%
	438,3
	0,68%

	Jun 01
	583,1
	6,00%
	-57,4
	640,5
	773,6
	4,31%
	474,7
	8,30%

	Jult 01
	609,6
	4,54%
	-68,1
	677,7
	784,8
	1,45%
	490,6
	3,35%

	Aug 01
	621,6
	1,97%
	-80,4
	702,0
	808,0
	2,95%
	507,1
	3,37%

	Sept 01
	649,8
	4,54%
	-74,8
	724,6
	838,1
	3,72%
	531,0
	4,71%

	Oct 01
	663,5
	2,11%
	-100,9
	764,4
	863,1
	2,98%
	531,5
	0,10%

	Nov 01
	651,3
	-1,84%
	-110,2
	761,5
	837,0
	-3,02%
	527,3
	-0,79%

	Dec 01
	708,5
	8,78%
	-22,5
	731,0
	951,3
	13,66%
	584,3
	10,82%


Table 2(A) (cont'd)
	
	Balance of correspondent accounts of commercial banks in the Central Bank, billion roubles
	Money (М1), billion roubles
	М1 growth rate
	М2, money stock billion roubles
	М2 growth rate
	Broad monetary base , billion roubles
	Broad monetary base growth rate
	Money multiplier (М2 / broad monetary base)

	Jan 00
	61,4
	508,1
	-3,55%
	695,0
	-1,38%
	1000,6
	1,60%
	1,61

	Feb 00
	64,6
	529,9
	4,29%
	726,6
	4,55%
	1065,0
	6,43%
	1,62

	Mar 00
	72,2
	546,4
	3,13%
	751,4
	3,41%
	1090,4
	2,39%
	1,53

	Apr 00
	72,2
	576,4
	5,48%
	787,9
	4,86%
	1123,2
	3,01%
	1,53

	May 00
	73,2
	611,2
	6,04%
	831,6
	5,55%
	1170,3
	4,19%
	1,49

	Jun 00
	77,7
	6620,7
	8,42%
	892,2
	7,29%
	1242,8
	6,20%
	1,48

	July 00
	83,2
	692,4
	4,48%
	931,2
	4,37%
	1301,7
	4,74%
	1,42

	Aug 00
	 81,9
	718,0
	3,69%
	960,1
	3,10%
	1327,3
	1,96%
	1,48

	Sept 00
	90,0
	747,4
	4,11%
	992,4
	3,36%
	1388,4
	4,61%
	1,48

	Oct 00
	77,7
	750,7
	0,43%
	1001,2
	0,89%
	1415,9
	1,98%
	1,51

	Nov 00
	93,9
	777,1
	3,53%
	1036,4
	3,52%
	1457,3
	2,92%
	1,51

	Dec 00
	107,3
	879,3
	13,15%
	1144,3
	10,41%
	1560,0
	7,04%
	1,55

	Jan 01
	79,4
	810,5
	-7,82%
	1079,3
	-5,68%
	1530,8
	-1,87%
	1,58

	Feb 01
	69,1
	829,2
	2,30%
	1109,7
	2,82%
	1615,8
	5,56%
	1,63

	Mar 01
	80,4
	858,4
	3,52%
	1149,5
	3,59%
	1632,3
	1,02%
	1,64

	Apr 01
	78,9
	918,2
	6,97%
	1210,0
	5,26%
	1683,4
	3,13%
	1,69

	May 01
	95,0
	938,5
	2,21%
	1233,7
	1,96%
	1730,0
	2,77%
	1,66

	Jun 01
	79,6
	987,9
	5,26%
	1294,3
	4,91%
	1798,7
	3,97%
	1,67

	Jult 01
	78,7
	1015,1
	2,75%
	1330,2
	2,77%
	1842,3
	2,43%
	1,69

	Aug 01
	90,3
	1040,8
	2,53%
	1365,5
	2,65%
	1870,4
	1,52%
	1,69

	Sept 01
	79,9
	1074,9
	3,28%
	1414,4
	3,58%
	1925,5
	2,95%
	1,69

	Oct 01
	86,4
	1084,4
	0,88%
	1441,2
	1,89%
	1974,7
	2,55%
	1,67

	Nov 01
	79,6
	1058,1
	-2,42%
	1439,1
	-0,15%
	1984,9
	0,52%
	1,72

	Dec 01
	122,9
	1192,7
	12,71%
	1602,6
	11,36%
	2122,7
	6,95%
	1,68


Table 2 (B)

Money and Financial Markets Indicators’ Dynamics in 2000 – 2001

	
	CPI (% per month)
	Official rouble exchange rate (Rbl./$)
	Rouble rate growth Rbl./$
	Gold and foreign currency reserves (million $)
	Foreign currency reserves (million $)
	Gold (million $. on the basis of 300$ / 1 oz tr)

	Jan 00
	2,3%
	28,55
	5,74%
	12948
	8911
	4035

	Feb 00
	1,0%
	28,66
	0,39%
	13657
	9606
	4051

	Mar 00
	0,6%
	28,46
	-0,70%
	15532
	11456
	4076

	Apr 00
	0,9%
	28,40
	-0,21%
	17091
	13410
	3682

	May 00
	1,8%
	28,25
	-0,53%
	19570
	15878
	3692

	Jun 00
	2,6%
	28,05
	-0,71%
	20996
	17685
	3312

	July 00
	1,8%
	27,80
	-0,89%
	23302
	19955
	3347

	Aug 00
	1,0%
	27,75
	-0,18%
	23731
	20289
	3442

	Sept 00
	1,3%
	27,75
	0,00%
	25007
	21474
	3533

	Oct 00
	2,1%
	27,83
	0,29%
	25880
	22290
	3590

	Nov 00
	1,5%
	27,85
	0,07%
	27667
	24035
	3632

	Dec 00
	1,6%
	28,16
	1,11%
	27951
	24264
	3687

	Jan 01
	2,8%
	28,37
	0,75%
	29638
	25888
	3749

	Feb 01
	2,3%
	28,72
	1,23%
	28345
	24591
	3754

	Mar 01
	1,9%
	28,74
	0,07%
	29709
	25942
	3767

	Apr 01
	1,8%
	28,83
	0,31%
	31650
	27868
	3782

	May 01
	1,8%
	29,09
	0,90%
	33550
	29749
	3801

	Jun 01
	1,6%
	29,07
	-0,07%
	35053
	31251
	3801

	Jult 01
	0,5%
	29,27
	0,69%
	36502
	32694
	3807

	Aug 01
	0,0%
	29,37
	0,34%
	37493
	33686
	3807

	Sept 01
	0,6%
	29,39
	0,07%
	37957
	34044
	3913

	Oct 01
	1,1%
	29,70
	1,05%
	38002
	34016
	3986

	Nov 01
	1,4%
	29,93
	0,77%
	37288
	33277
	4011

	Dec 01
	1,6%
	30,14
	0,70%
	36622
	32542
	4080


Table 2(b) (cont'd)

	
	RTS-1 index
	RTS-1 index growth rate (% per month)
	Volume of transactions on RTS (million $)
	GKO and OFZ mean yield (% per year)
	GKO and OFZ secondary market turnover (million roubles)
	Real rouble to US dollar exchange rate (Dec 1997=100)

	Jan 00
	172,31
	-3,04%
	489,51
	45,50%
	8521,8
	95,3

	Feb 00
	170,93
	-0,80%
	441,48
	33,13%
	19457,7
	95,3

	Mar 00
	231,88
	35,66%
	810,76
	30,53%
	17914,9
	97,1

	Apr 00
	226,87
	-2,16%
	499,39
	27,71%
	14694,9
	98,1

	May 00
	190,21
	-16,16%
	417,20
	27,02%
	11221,0
	104,3

	Jun 00
	171,40
	-9,89%
	411,96
	20,78%
	20411,1
	105,3

	July 00
	194,09
	13,24%
	396,46
	22,58%
	20628,4
	109,8

	Aug 00
	239,99
	23,65%
	628,95
	19,51%
	21304,4
	114,1

	Sept 00
	1–,08
	-17,05%
	443,59
	19,76%
	16428,7
	117,2

	Oct 00
	189,00
	-5,06%
	414,07
	18,76%
	16969,2
	120,1

	Nov 00
	143,42
	-24,12%
	353,91
	20,85%
	13003,5
	121,8

	Dec 00
	143,29
	-0,09%
	247,18
	20,94%
	10773,6
	120,3

	Jan 01
	173,53
	21,10%
	339,51
	20,12%
	11818,9
	119,2

	Feb 01
	164,76
	-5,05%
	420,53
	19,52%
	12290,0
	121,7

	Mar 01
	169,46
	2,85%
	363,49
	20,38%
	10829,6
	124,7

	Apr 01
	180,68
	6,62%
	329,14
	16,33%
	15142,9
	127,2

	May 01
	208,80
	15,56%
	405,67
	17,11%
	7979,6
	128,8

	Jun 01
	216,11
	3,50%
	490,42
	17,03%
	7923,5
	131,8

	Jult 01
	196,12
	-9,25%
	436,82
	17,19%
	11668,6
	132,1

	Aug 01
	205,41
	4,74%
	231,95
	16,13%
	7444,2
	129,8

	Sept 01
	180,25
	-12,25%
	249,87
	15,33%
	8894,2
	128,5

	Oct 01
	204,04
	13,20%
	279,00
	15,07%
	9136,8
	–

	Nov 01
	226,49
	11,00%
	394,25
	14,91%
	12560,1
	–

	Dec 01
	260,05
	14,82%
	277,04
	15,84%
	10202,4
	–


Note: NDA – net domestic assets. NIR – net international reserves.

Sources: The state Statistics Committee of Russia, The Central Bank, Russian Commodities Exchange (RTS), information agency “FinMarket”, RECEP, International financial statistics.

1.2. Balance of Payment

In this chapter we will examine the status of the balance of payment in 2001 and major change trends for its indices. In should be noted that trends of key items of the balance of payments drastically changed in the past year as compared to 1999 and 2000. First of all current operations payment balance stopped growing, bringing a corresponding growth of deficit of capital and financial instruments operations account. During the year as a whole the balance of current payments reduced practically by half: in the first quarter its figure amounted to 11.5 billion dollars, in the fourth quarter of 2001 according to estimates of the Bank of Russia the balance of current payments was reduced to the level of 5.7 billion dollars. As before the major factor that determined the balance of current payments was the balance of trade, which in its turn was chiefly defined by changes in prices for energy carriers and other major commodities that Russia sells on the world market. Figure 1 shows the dependence of Russia’s trade balance on world oil prices that manifested itself in 1995 – 2000 and was clearly visible also in 2001
. 

It should be noted that decrease of the balance of trade happened both because of reduction of Russian exports and due to higher cost of imports to the Russian Federation.  The trade balance of Russian in the fourth quarter of 2001 equalled to 9.2 billion dollars, which is 7 billion less than in the analogous period of the previous year. While export of goods went down from 29.5 billion dollars to 24.4 billion dollars, imports increased from 13.4 billion dollars to 15.3 billion dollars. 

Besides a reduction of trade balance during 2001 the payment balance of current operations was considerable influenced by the “nonfactorial services” item values. Its negative value (i.e. imports excess over exports) grew by nearly 3 billion dollars and this change was solely caused by the growth of import of services. 

Viewing the payment balance change trends by its different components one may see that in spite of the fact that the black ink part of the balance of trade was being reduced foreign currency assets of residents in 2001 were growing mainly due to exports excess over imports. In other words, it was due to the income side of the trade balance that all payments to non-residents were performed to finance operations that were not connected with imports and exports, as well as changes in foreign assets and commitments of residents. Here we deal first of all with financing the red ink part of payments for labour and capital services (payment of wages and salaries to non-residents and repayment of debts), making portfolio investments abroad, increasing foreign assets of Russian residents and payments to reduce Russian residents’ debts to non-residents. Meanwhile, attention should be drawn to flow-out of capital transfers by non-residents of Russia in the third quarter of 2001. As compared to the previous quarters when capital transfers by non-residents varied between 200 and 600 million dollars per quarter, the balance of the above mentioned transfers in July – September 2001 was 10.3 million dollars. According to the Bank of Russia this sum of capital transfers was a result of an irregular operation of a gratuitous writing down (remission) of foreign debts of the world’s poorest countries to Russia in part of their commitments to the former USSR within the framework of the Paris Club of Creditors for a total sum of 9.9 billion dollars. The above sum is a cumulative result of a long negotiation process, which was finally legalized in the third quarter of 2001.
.

If we view the aggregated figures of the balance of payment of Russia in 2001 the balance situation of Russian assets can be described in the following terms: due to trade operation with non-residents Russian foreign currency assets grew by 49.5 billion dollars (the balance of trade in January – December of 2001). Besides, sources of Russian foreign assets increment were direct investments in Russian (2.9 billion dollars), portfolio investments attracted by non-financial enterprises (500 million dollars), acquisition of credits by state governmental bodies against their security (960 million dollars), credits acquired by Russian banks and loans taken by non-financial enterprises, deposits and loans (3.7 billion dollars) as well as reinvestment of returns on securities issued by federal state administrative bodies and accumulation by them of past-due debts (3.4 billion dollars).

The abovementioned increment of foreign assets was balanced by changes in the following items: net imports of non-factorial services (10.5 billion dollars), payment of dividend on direct and portfolio investments to Russia (5 billion dollars), payment of security debts by federal authorities and repurchase of these securities on the secondary market (5.2 billion dollars), repayment of the IMF credit by the Central Bank of the Russian Federation (2.8 billion dollars), direct and portfolio investments abroad (3.1 billion dollars), other investments in foreign assets for a total sum of 10 billion dollars (increment of balance on foreign accounts and deposits, granting of trade credits and advances, increase of post-due debts by non-residents and debts made by non-residents in form of delayed export revenues and existing advances), as well as accumulation of reserve assets (8.2 billion dollars). Besides, in the third quarter 2001 in the “capital transfers” item there were performed transactions for a total sum of 10 billion dollars by non-residents, the red ink side of the “pure mistakes and omissions” item was equal to 8.5 billion dollars. 

Thus, in spite of the fact that the black ink side of the balance of trade and current operations was decreasing, 2001witnessed a ratio of assets and commitments typical of the previous two years: increment of foreign assets due to bigger balance of the balance of trade in the absence of considerable loans was the source of repayment of debts to non-residents that had been accumulated in previous years and the source to increase Russian assets abroad and other forms of capital flow-out. 

Among operations that were mainly financed by means of the trade balance sufficiency (surplus) one should not only note a decrease of debts to non-residents, but also an increment of foreign assets of Russian residents which in several years has been actively used for application of funds received as a result of a favourable balance of current operations: when the net decrease of Russian debts to non-residents by results of the year equalled to 1.9 billion dollars, net assets of Russian residents abroad grew by 5.2 billion dollars (at the same time assets of state governmental bodies decreases by 8.1 billion dollars, but foreign assets of banks and non-financial enterprises grew by 13.3 billion dollars). Main types of Russian assets abroad that grew most rapidly in 2001 were balances on current accounts and deposits (increment here reached the level of 2.6 billion dollars), increase of post-due export revenues and existing advances (total of 6.7 billion dollars) and direct and portfolio investments (3.1 billion dollars).

In connection with increase of Russian assets abroad one should also mention the problem of outflow of capital from Russia. As is well known, parts of funds of residents placed abroad in such types of assets as post-due debts, post-due export revenues and outstanding imports advances as well as parts of funds shown in the balance under the item “Pure mistakes and omissions” can be labelled as nonregistered export of capital. In this connection one can assume that when the balance of the mentioned items becomes persistently outstanding for a prolonged period of time it can testify to the dynamics of nonregistered export of capital from Russia. In 2001 if one accepts the abovementioned figures, nonregistered export of capital from the country went down slightly: in 2000 the total sum under the “pure mistakes and omissions” item amounted to 10.3 billion dollars, by the results of 2001 the figure was 8.5 billion dollars. An analogous situation is revealed when we analyse totals of pure mistakes and omissions, post-due debts and outstanding export revenues: the figure for 2001 is estimated at the level of –9.9 billion dollars (due to a decrease of post-due debts of non-residents to residents), compared to the previous year when this sum was –21.8 billion dollars. In connections with the above estimates one should accentuate in the first place that the analysed figures can only be viewed as indirect indicators of dynamics, not as absolute volumes of illegal outflow of capital, secondly, that increase of both post-due debts and pure mistakes and omissions could have happened in consequence of a drastic increase of export values which quite naturally could entail a proportional growth of outstanding return of export revenues and higher statistical deviations in making calculations of basic balance figures.

In making an analysis of the balance of payment of Russia in 2001 one should pay attention to the fact that just like in the previous year the favourable balance of trade was that substantial that though big payments to reduce Russian commitments to non-residents were made and Russian assets abroad grew rapidly, reserve assets grew simultaneously: in twelve months of 2001 they grew by 8.2 billion dollars (a maximum increments of 5.2 billion dollars was registered in the second quarter, meanwhile in the fourth quarter the reserve assets decreased by 1.4 billion dollars). Nevertheless, reserve assets turned out to grow practically two times as slow as in the same period of 2000, when gold and foreign currency reserves grew by 16 billion dollars. 

Speaking about future trends of the balance of payment, there are grounds to suppose that in 2002 the situation for the Russian balance of payment will be somewhat worse than in year 2000. For the first, judging by the already mentioned interrelation between the balance of trade and world oil prices one can assume that increase of foreign assets by residents from this type of export will be proportionally lower. If we take as a starting point the prognosis according to which world oil prices will be at a level slightly higher than the one in the fourth quarter of 2001, other things being equal, a favourable balance of trade can decrease to the level of 35-40 billion dollars annualised. Though it is worth noting that the balance of payment will be also influenced by other factors, such as the nominal and real rouble exchange rate, inflation rate, prices on other groups of commodities and goods of Russian export, imports growing rates etc.

Secondly, it is necessary to take in consideration foreign creditors’ claims about repayment of Russia’s debts. According to the Federal Law on the budget of 2002, expenses of the Russian Federation to cover and service its foreign debts will amount to 14.2 billion dollars. This amount is slightly smaller than the actual payments in 2001, to pay off and to service debts of state the government and the Central Bank of the Russian Federation channelized approximately 17 billion dollars (not counting the 1.8 billion dollars, spent to take out Russian bonds on the secondary market). In this situation one can presuppose that in 2002 Russian authorities like in previous years will be able to settle and service debts due to comparatively high values of the favourable balance of trade. In addition to that one should note that the trend of slower growth of the real rouble exchange rate can have a positive effect on the Russian balance of payment, which will allow just like in the previous year to make forward payments to settle and service Russian foreign state debts.
Table 3

Balance of Payment of the Russian Federation in 2000 – 2001 (in billion US dollars)

	
	Year 2001
	Year 2000 (for reference)

	
	First
 quarter
	Second quarter
	Third quarter
	Fourth quarter
	Total
	

	Account of current operations 
	11,5
	9,4
	7,6
	5,6
	34,2
	46,3

	 Balance of trade
	14,4
	13,2
	12,8
	9,2
	49,5
	60,7

	  Exports
	25,5
	26,8
	25,9
	24,4
	102,7
	105,6

	  Imports
	-11,1
	-13,6
	-13,2
	-15,3
	-53,1
	-44,9

	 Balance of nonfactorial services
	-2,1
	-2,7
	-3
	-2,7
	-10,5
	-7,7

	  Exports
	2
	2,6
	3,1
	2,6
	10,2
	9,7

	  Imports
	-4,1
	-5,2
	-6,1
	-5,2
	-20,7
	-17,4

	 Balance of labour payment
	0,1
	0,1
	0
	0,1
	0,2
	0,3

	 Balance of returns on investments (interests, dividends)
	-0,8
	-1,2
	-2,1
	-0,9
	-5
	-7


Table 3 (cont'd)
	
	Year 2001
	Year 2000 (for reference)

	
	First
 quarter
	Second quarter
	Third quarter
	Fourth quarter
	Total
	

	  Receivable incomes 
	2,6
	0,9
	0,9
	0,8
	5,1
	4,3

	  Payable incomes 
	-3,4
	-2,1
	-3
	-1,7
	-10,1
	-11,3

	   Federal administration bodies
	-0,8
	-0,9
	-2,1
	-0,9
	-4,7
	-6,1

	    Receivable incomes
	1,9
	0,3
	0,3
	0,2
	2,7
	2,3

	    Payable incomes
	-2,7
	-1,2
	-2,4
	-1,1
	-7,4
	-8,4

	   Local administrative authorities (payable incomes)
	0
	0
	0
	0
	-0,1
	-0,2

	   The Central Bank (payable interests on IMF loans)
	0
	0
	0
	0
	-0,1
	-0,2

	   Banks
	0,6
	0,5
	0,5
	0,4
	1,9
	1,2

	    Receivable incomes
	0,6
	0,6
	0,5
	0,5
	2,3
	1,7

	    Payable incomes
	-0,1
	-0,1
	-0,1
	-0,1
	-0,4
	-0,5

	   Non-financial enterprises
	-0,5
	-0,7
	-0,4
	-0,4
	-1,9
	-1,8

	    Receivable incomes
	0
	0
	0,1
	0,1
	0,2
	0,3

	    Payable incomes
	-0,6
	-0,7
	-0,4
	-0,4
	-2,1
	-2

	 Balance of current transfers
	0
	0,1
	-0,1
	0
	0
	0,1

	Account of operations with capital and financial instruments 
	-7,5
	-2,5
	-2,8
	-4,8
	-17,5
	-21

	Account of operations with capital (capital transfers)
	-0,1
	-0,2
	-10
	-0,1
	-10,4
	11

	Financial account (except reserve assets)
	-7,4
	-2,3
	7,2
	-4,6
	-7,1
	-32

	Debts
	-0,5
	1,4
	-1,4
	-1,4
	-1,9
	-11,4

	 Federal administrative bodies 
	-1,2
	-0,5
	-2,8
	-1,5
	-6
	-13,9

	  Portfolio investments (bonds and securities)
	0,1
	0,1
	-1,6
	-0,9
	-2,2
	-10,3

	   Issue
	0,1
	0
	0
	0
	0,1
	21,5

	   Retirement (scheduled)
	-0,6
	-0,5
	-0,8
	-1,5
	-3,4
	-32,9


Table 3 (cont'd)
	
	Year 2001
	Year 2000 (for reference)

	
	First
 quarter
	Second quarter
	Third quarter
	Fourth quarter
	Total
	

	   Reinvestment of interest
	0,7
	0,7
	0,7
	0,7
	2,9
	3,8

	   Secondary market
	-0,1
	-0,1
	-1,6
	0
	-1,8
	-2,6

	  Loans and grants
	-1,8
	-0,7
	-1,4
	-0,7
	-4,6
	-2

	   Usage
	0,1
	0,1
	0,1
	0,2
	0,5
	1,1

	   Settlement (scheduled)
	-1,9
	-0,7
	-1,6
	-1
	-5,1
	-6,5

	   Restructuring 
	0
	0
	0
	0
	0
	3,4

	  Post-due debts
	0,4
	0
	0,2
	0,2
	0,8
	-1,6

	  Other debts
	0
	0
	0
	0
	0
	0

	 Local administrative bodies 
	-0,2
	-0,5
	-0,1
	0,5
	-0,2
	-0,8

	 The Central bank (operations with IMF credits)
	0
	0
	-0,7
	-2,1
	-2,8
	0

	 Banks
	0,6
	1,7
	1,2
	-0,3
	3,3
	1,5

	  Direct investments
	0,1
	-0,1
	0
	0
	0
	0,2

	  Loans and deposits
	0,9
	1,7
	0,5
	0,1
	3,1
	0,3

	  Other debts
	-0,3
	0,1
	0,8
	-0,4
	0,2
	0,9

	 Non-financial enterprises
	0,2
	0,7
	1
	1,9
	3,7
	1,8

	  Direct Investments
	0,5
	0,7
	0,8
	0,9
	2,9
	2,5

	  Portfolio investments
	-0,1
	0,2
	0,2
	0,2
	0,5
	0,3

	  Loans and grants
	-0,3
	-0,2
	0,3
	0,7
	0,6
	-0,9

	  Other debts
	0,1
	0
	-0,4
	0
	-0,3
	0

	Assets, except reserves
	-6,9
	-3,7
	8,7
	-3,2
	-5,2
	-20,6

	 Federal administrative bodies
	-1,9
	0,1
	9,9
	-0,1
	8,1
	-1,6

	  Loans and grants
	0,9
	0,9
	-1,3
	2
	2,4
	5,8

	  Post-due debts
	-2,7
	-0,9
	11
	-2,1
	5,3
	-7,5

	  Other assets
	0
	0,2
	0,3
	0
	0,4
	0,1

	 Banks
	-3,7
	-1,9
	1,5
	1,3
	-2,8
	-3,5

	  Direct Investments
	0
	0
	0
	0
	0
	-0,3


Table 3 (cont'd)
	
	Year 2001
	Year 2000 (for reference)

	
	First
 quarter
	Second quarter
	Third quarter
	Fourth quarter
	Total
	

	  Loans and grants
	-3,7
	-2
	1,7
	1,3
	-2,6
	-3,6

	  Other assets
	-0,1
	0
	-0,2
	0
	-0,3
	0,4

	 Non-financial enterprises and private persons 
	-1,3
	-1,9
	-2,8
	-4,4
	-10,5
	-15,5

	  Direct and portfolio investments
	-0,8
	-0,7
	-0,9
	-0,7
	-3,1
	-3,4

	  Foreign currency in cash 
	-0,7
	0,6
	0,9
	-0,6
	0,2
	-0,3

	  Trade credits and advances 
	1,4
	-0,9
	-0,1
	-1,1
	-0,6
	-4,2

	  Debts for shipments on the basis of intergovernmental agreements
	0,2
	0,2
	-0,2
	0,1
	0,3
	-0,5

	  Post-due export revenues and outstanding import advances 
	-1,6
	-0,8
	-2,3
	-1,9
	-6,7
	-5,3

	  Other assets
	0,3
	-0,3
	-0,2
	-0,3
	-0,6
	-1,8

	Pure mistakes and omissions
	-2,2
	-1,6
	-2,3
	-2,3
	-8,5
	-9,2

	Changes in foreign currency reserves 
	-1,8
	-5,3
	-2,4
	1,4
	-8,2
	-16


Source: The Central Bank of the Russian Federation

1.3. Government Finance

1.3.1. State Budget 

The year of 2001, just like the previous one, was a successful year for the state budget. One can single out several specific features, though, that are typical of budget execution at all levels in 2001. 

For one thing it should be noted that budget revenues growth rates were slower compared to two previous years (Table 4). This can be explained by the fact that market conditions for traditional goods and commodities of Russia’s export stabilized and were no longer the only major factor of revenues growth in the budget system. Secondly, tax revenues of the consolidated budget as a whole somewhat dropped (by 0.2 points of GDP) which reflects major changes in the tax system that entered into force at the beginning of 2001. This fall happened due to changes on the level of local budgets, which showed a decrease in tax receipts compared to the previous year by 1.4 points of GDP (because of centralization of VAT, cancellation of public housing and social amenities upkeep tax and reduction of way-users’ tax rate), while federal budget tax revenues grew by 1.2 points of GDP. In the third place, expenditures of the consolidated budget continued to decrease. In 2001 expenditures of the consolidated budget dropped by nearly 2.2 points of GDP (from 26.6 % of GDP to 25.6 of GDP
), which to a great extent was caused by strict budget policies. In the fourth place, there was a considerable decrease in increment of debts to the budget system; debts to the federal budget in 2001 practically didn’t grow. (Table 5). In 2001 increment of balanced tax debts was negligible
. In particular, increment of balanced debts to the consolidated budget amounted only to 0.5% of GDP, while it didn’t even reach 0.1% of GDP for the federal budget. 

Table 4 

Execution of Receipts and Outlays by the Federal Budget and Budgets of Territories (in % to GDP)

	
	1992
	1993
	1994
	1995
	1996
	1997
	1998
	1999
	2000
	2001

	The Federal Budget

	Tax receipts *
	16,6
	12,4
	11,5
	11,6
	11,0
	10,9
	9,6
	12,6
	15,0
	16,2

	Revenues
	16,8
	14,0
	13,1
	14,3
	12,7
	12,5
	11,2
	13,7
	16,0
	17,5

	Expenditures
	44,8
	23,2
	25,2
	19,2
	20,1
	18,5
	14,4
	14,8
	14,5
	14,8

	Deficit
	-28,0
	-9,2
	-12,1
	-4,9
	-7,4
	-6,0
	-3,2
	-1,1
	1,5
	2,7

	Budgets of Territories

	Tax receipts *
	12,0
	13,5
	13,5
	12,2
	11,8
	13,0
	12,1
	12,0
	12,2
	10,8

	Revenues
	12,3
	16,9
	18,2
	14,8
	14,7
	16,0
	14,8
	14,5
	15,2
	14,2

	Expenditures
	12,0
	13,1
	17,9
	15,2
	15,6
	17,3
	15,1
	14,5
	14,7
	14,2

	Deficit
	0,3
	3,8
	0,3
	-0,4
	-0,9
	-1,3
	-0,3
	0,0
	0,5
	0,0

	Consolidated Budget **

	Tax receipts *
	18,6
	25,9
	25,0
	23,8
	22,8
	23,9
	21,7
	24,6
	27,2
	27,0

	Revenues
	29,2
	28,4
	27,7
	27,3
	25,1
	26,6
	24,4
	26,8
	29,3
	29,5

	Expenditures
	54,7
	36,5
	39,5
	32,1
	33,0
	32,3
	27,9
	28,0
	26,6
	25,6

	Deficit
	-25,6
	-8,1
	-11,8
	-4,8
	-7,8
	-5,6
	-3,6
	-1,2
	2,7
	3,9


Increase of non-balanced debts to the budget system in 2001 was appreciably lower than in 2000. Its growth rate equalled to 3% (25% in 2000), its increment share in GDP – 0.1% (1.2% in 2000). 

Table 5

Tax Debts to the Consolidated and the Federal budgets 

	
	1996
	1997
	1998
	1999
	2000
	2001

	Debts to consolidated budget (in billion roubles) 
	120
	181
	259
	290
	326
	283

	Balanced debts growth rate 
	100%
	46%
	24%
	9%
	10%
	-11%

	Balanced debts growth rate in points of GDP 
	3,0%
	2,4%
	2,9%
	0,7%
	0,5%
	-0,5%

	Debts to the federal budget (in billion roubles) 
	70,5
	103,6
	160
	198,7
	204,0
	206,9*

	Balanced debts growth rate 
	41%
	42%
	30%
	18%
	2%
	1%

	Balanced debts growth rate in points of GDP 
	1,1%
	1,3%
	2,1%
	0,8%
	0,1%
	0,0%


* Estimate 

Source: The Ministry of Taxes and Dutie of the Russian Federation, calculations by IET.

Analysis of Major Tax Receipts

As may be seen from Table 3 receipts of major taxes, except taxes in foreign trade and assessments to off-budget funds, had similar dynamics: lower receipts in 2000 and growth in 2001. Flexibility of major taxes in relation to GDP is shown in Table 7. It follows from it that GDP growth was accompanied by a smaller comparative growth of revenues from four taxes. Drops were registered also in real terms only for VAT and excise-duties. 

Table 6

Receipts of Major Taxes in the Budget System of the Russian Federation 

	
	In % of GDP
	In real terms

	
	1999
	2000
	2001
	2000 к 1999
	2001 к 2000

	Profit tax
	6,6%
	5,7%
	5,7%
	109%
	132%

	Income tax
	3,0%
	2,5%
	2,8%
	105%
	149%

	VAT
	11,2%
	6,5%
	7,1%
	74%
	143%

	Excise-duties 
	4,2%
	2,4%
	2,7%
	72%
	148%

	Foreign trade taxes 
	1,9%
	3,3%
	3,6%
	221%
	146%

	Assessments to off-budget social funds 
	7,6%
	7,7%
	6,4%
	129%
	110%

	Total taxes 
	33,9%
	37,6%
	34,5%
	141%
	121%


Table 7

Flexibility of Major Taxes in Relation to GDP 

	
	Nominal figures
	Real figures

	
	2000
	2001
	2000
	2001

	Profit tax
	0,85
	1,00
	1,00
	1,26

	Income tax
	0,83
	1,13
	0,97
	1,42

	VAT
	0,58
	1,08
	0,69
	1,36

	Excise-duties
	0,56
	1,12
	0,66
	1,41

	Foreign trade taxes
	1,74
	1,10
	2,04
	1,39

	Assessments to off-budget social funds
	1,01
	0,83
	1,19
	1,04

	Total taxes
	1,11
	0,92
	1,30
	1,15


Profit tax. Receipts of profit taxes grew in real terms in 2001 compared to 2000 by 32%. The financial result balance of enterprises and organizations at that according to the statistics of The State Statistics Committee as of December 1, 2001 in 2001 compared to 2000 decreased by 10% and net profit by 7%. Moreover, the share of money settlements in the economy grew by 4%. 

Profit tax receipts growth against a background of the 2001 profit dynamics is in many ways connected with the 5% municipal profit tax introduced to compensate for the abolished tax for upkeep of housing and communal services. In this connection the share of the profit tax in GDP remained unchanged as compared to 2000: 5.7% of GDP.

Income tax. Income tax receipts in 2001 grew in real terms nearly by half. At the same time it should be taken into consideration that in 2000 nearly 90% of taxpayers paid their income tax based on the lowest rate (12%), that is why increase of the tax rate for them by 1 point led to income tax receipts growth by 0.1% of GDP. Reduction of the marginal tax rate for taxpayers that were paying their taxes at higher rates in 2000 led according to our estimates to a decrease in revenues by nearly 0.05% of GDP. Moreover, taxpayers’ number was extended by the military, which provided an increase in income tax receipts by nearly 0.06%. In this connection an approximate 0.2% GDP increase of income tax receipts in 2001 compared to 2000 happened due to augmentation of the tax base.

The elasticity value of net remuneration in real GDP is quite low (0.13)
. In this connection growth of real GDP in 2001 by 5-5.5% could lead to an increase of tax receipts by 0.02% of GDP. In this way more than 1.5% of GDP of income tax receipts increment according to our assessments happened in all probability due to legalization of incomes. 

It should be noted that in 2002 income tax rate will be changed due to the use of social and property deductions, while extra tax charges because of the single tax rate will not be charged. In this connection one can expect a “lapse” of income tax receipts of 2001 due in the middle of 2002 which nevertheless shall be counted as receipts of 2002. 

VAT. According to the data provided by The State Statistics Committee retail trade turnover increased compared to the previous year by 10%. Moreover, there happened considerable changes in the legislation on the value added tax in connection with adoption of the corresponding chapter of the Internal Tax Code. In particular on the 1st of July there was made a transition to payment of VAT according to the “destination country” principle in relations with CIS-countries, some of preferences were reduced. In aggregate all these factors caused an increase of VAT revenues in real terms by 43% compared to 2000. At the same time it should be noted that compensations of VAT in 2001 grew by 0.9 points of GDP (from 1.4% GDP to 2.5% GDP), which in its turn had a negative effect on the level of VAT revenues. 

Excise-duties. It should be noted that a considerable increase of excise-duties in real terms by 48% happened mainly due to introduction of new excises (on diesel oil and motor oils) and increase of excises on petrol (approximately 3 times). In aggregate these measures helped to increase excise-duties revenues in 2001 as compared to 2000 by more than 0.25 points of GDP.

Changes in the alcohol excise collection order (establishment of excise-warehouses since July 1, 2001) helped to inconsiderably increase this type of excise revenues calculated in GDP shares. 

Foreign trade taxes. Foreign trade taxes receipts of 2001 exceeded the level of 2000 by 46%; the previous year’s import duties revenues were exceeded by 62%, export duties revenues by 36%. Increase of import duties revenues was connected with a better collection situation, measures against smuggling and underdeclaration of prices, growth of imports and new higher customs tariffs on imports introduced by Governmental Regulation Nr. 866 of November 27, 2000. Analogous reasons caused a growth of export duties: following the increase of oil prices customs oil export duties were being adjusted accordingly through the year. 

Social tax. Social tax revenues in real terms compared to other taxes in 2001 grew to a lower extent in comparison with year 2000, only by 10%, in shares of GDP they decreased by 1.3 points. One should always take the following fact into account: about 7% of revenues were settlement of debts to social budget funds that had accumulated before 2001. 

This kind of dynamics is in many ways explained by a reduction of the total rate of payments to state social off-budget funds used before 2001 from 38.5% paid by employers and 1% paid by employees to 35.6% (i.e. by 10%) and to 22.8%
 for self-employed (by 43%). Concurrently The State Employment Fund was desegregated with the federal budget and stopped its independent existence.

As follows from table 8 the share of receipts in each of the off-budget funds corresponds on the whole to the share of payments to this fund in total payments. It should be pointed out that the provided data don’t take into account differences in shares of debts paid-out to corresponding funds in sum total of paid-out debts, which leads to considerable distortions in the pattern of receipts. 

Moreover, one should take the following into consideration: starting in 2001 there exists, firstly, a regressive tax schedule, secondly, for self-employed in agriculture and lawyers there is a lowered tax rate. According to the data for the first six months the social tax paid by employers that don’t belong to categories that lower tax rates are applied to (that is to self-employed, agricultural enterprises and lawyers) made up 95% of the whole of the social tax base. At the same time more than 10% of this tax base were taxed using the regression (that is at rates of 20%, 10% and 2% of amounts exceeding 100,000 roubles, 300,000 roubles and 600,000 roubles of the tax base correspondingly). 

Table 8

	
	Rate in 2000
	Share in the total rate
	Pattern of receipts in 2000
	Rate in 2001
	Share in the total rate
	Pattern of receipts in 2001

	The Pension Fund
	28%+1%
	71,1%
	71,2%
	28%
	78,7%
	75,7%

	The Social Security fund
	5,4%
	13,2%
	15,7%
	4%
	11,2%
	14,4%

	The State Employment Fund 
	1,5%
	6,9%
	4,0%
	–
	–
	–

	The Compulsory Medical Insurance Fund and territorial funds of compulsory medical insurance 
	3,6%
	8,8%
	9,5%
	3,6%
	10,1%
	9,9%


 The 2001 Budget Act Execution Analysis 

In 2001 the income side of the 2001 budget was exceeded by more than 30%. The foreign trade receipts level planned by the budget was surpassed by 70%. Among taxes the smallest execution share belongs to indirect taxes, in particular, the VAT control figures were surpassed by 24%, the excise-duty figures by no more than 8%. An important role at that is played by the fact that compensation of the VAT paid to suppliers of material resources used for production of export goods exceeded the figures stated in the budget almost twice. 

According to estimates made by the Ministry of Finance the fact that income side of the federal budget exceeded the planned figures was coursed by several reasons.  Firstly, the exceed of the GDP volume, inflation rate and foreign trade turnover brought to income increase in comparison with planned figures by 0.7 points of GDP. Secondly, the favourable world export prices situation and introduction of higher tariffs also brought about a considerable exceed of planned figures (0.6 points of GDP). A third substantial factor that caused tax receipts increase is a better tax collection situation, also due to restructuring of debts and new customs duties thanks to the effective measures against underdeclared customs prices and smuggling (0.4 points of GDP).

The share of execution of the expenditure side of the federal budget is traditionally smaller and doesn’t exceed 111% of cash balance values, planned in the budget. Among the biggest budget expenditures one should single out transport expenditures that were ovefulfilled compared to the voted budget figures for 2001 by 21%, international activities expenditures by 34% and media expenses by 21%. Defence, agricultural and law-enforcement expenditures were overfulfilled by nearly 15%, educational expenditures by 11%.

It should be noted that all social expenditures of 2001 were financed in full and funds assigned by the Ministry of Finance of the Russian Federation to budget disponents and further budget funds’ receivers corresponded to fixed budget quotas. Federal educational institutions got a full coverage of bills payable for public utilities. Moreover, a considerable expenditures excess against the ones planned in the budget for educational purposes is explained by revenues received from letting out of immovables that belong to educational institutions. 

Table 9

Execution of the Federal Law “On the Federal Budget for 2001” 

	
	Budget Act for 2001
	Execution in the first six months
	Execution in thee quarters
	Year  Execution
	Execution in the first six months
	Execution in three quarters
	Year Execution

	
	
	Cash 
performance
	By actual financing
	Cash Execution
	By actual financing
	Cash Execution
	By actual financing
	Cash performance

	
	In % of GDP
	In % of the Budget Act for 2001
	

	1
	2
	3
	4
	5
	6
	7
	8
	9
	10
	11

	Tax receipts
	14,39
	16,54
	15,57
	16,07
	
	59,3
	
	91,9
	
	131,0

	Profit (income) tax, increase of capital
	2,26
	2,61
	2,48
	2,40
	
	59,6
	
	93,3
	
	124,5

	Taxes on goods and services. License and registration taxes.
	9,13
	9,26
	8,62
	9,30
	
	52,4
	
	80,3
	
	119,5


Table 9 (cont'd)
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10
	11

	Total return taxes
	0,04
	0,05
	0,05
	0,05
	
	71,1
	
	110,1
	
	157,8

	Property taxes
	0,01
	0,01
	0,02
	0,02
	
	116,6
	
	284,8
	
	374,8

	Natural resources duties 
	0,48
	0,50
	0,50
	0,55
	
	53,7
	
	88,7
	
	133,7

	Foreign trade and foreign-economic operations duties
	2,46
	3,95
	3,77
	3,65
	
	82,9
	
	130,2
	
	173,9

	Other taxes, duties and tallage 
	0,02
	0,16
	0,13
	0,11
	
	369,5
	
	507,8
	
	597,4

	Non-tax incomes 
	0,83
	1,08
	1,11
	1,24
	
	67,6
	
	113,9
	
	175,1

	Returns on state or municipal property or state or municipal activities 
	0,35
	0,56
	0,60
	0,66
	
	84,3
	
	147,0
	
	224,0

	Returns on sales of land or intangible assets
	0,00
	0,00
	0,00
	0,00
	
	66,4
	
	244,8
	
	363,7

	Administrative payments and duties 
	0,01
	0,01
	0,01
	0,01
	
	53,6
	
	79,0
	
	103,9

	Punitive damages, and reparation of damages
	0,02
	0,02
	0,02
	0,02
	
	38,6
	
	55,8
	
	85,0

	Foreign-economic activity revenues 
	0,00
	0,45
	0,43
	0,49
	
	
	
	
	
	

	Other non-tax revenues
	0,04
	0,04
	0,05
	0,06
	
	53,7
	
	107,0
	
	153,4

	Funds received by reciprocal settlements 
	0,00
	0,00
	0,00
	0,03
	
	
	
	
	
	

	Receipts of budget fund-in-trusts 
	0,18
	0,14
	0,15
	0,16
	
	41,0
	
	69,9
	
	104,4

	The fund of the Ministry of Nuclear Power of the Russian Federation 
	0,18
	0,14
	0,15
	0,16
	
	41,0
	
	69,9
	
	104,5

	TOTAL INCOME 
	15,40
	17,76
	16,84
	17,50
	
	59,6
	
	92,9
	
	133,3

	Public administration and local self-government 
	0,53
	0,39
	0,38
	0,46
	53,1
	38,7
	83,3
	61,8
	108,6
	103,1


Table 9 (cont'd)
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10
	11

	Judicial authorities 
	0,15
	0,10
	0,10
	0,13
	48,1
	36,7
	79,9
	60,1
	107,3
	104,2

	International activities 
	0,29
	0,22
	0,23
	0,33
	40,8
	39,4
	69,0
	67,5
	135,0
	133,8

	National Defence
	2,77
	2,67
	2,57
	2,71
	54,0
	49,7
	89,0
	78,9
	121,4
	114,9

	Law-enforcement activities and national security 
	1,70
	1,43
	1,38
	1,64
	54,2
	43,4
	83,6
	69,1
	114,4
	113,0

	Internal affairs’ authorities 
	0,46
	0,42
	0,39
	
	57,4
	46,8
	83,9
	71,6
	110,0
	109,3

	Internal troops
	0,13
	0,15
	0,14
	
	77,3
	59,4
	117,4
	93,9
	160,0
	156,8

	Criminal punishment system 
	0,31
	0,24
	0,24
	
	48,4
	40,7
	74,1
	64,6
	110,5
	109,9

	Tax police bodies 
	0,05
	0,04
	0,03
	
	49,9
	37,8
	75,8
	60,8
	100,9
	100,1

	State security bodies 
	0,27
	0,23
	0,22
	
	53,1
	43,6
	84,0
	69,8
	117,4
	115,0

	Frontier bodies
	0,15
	0,12
	0,12
	
	50,3
	38,8
	87,9
	66,3
	117,5
	116,6

	Customs bodies
	0,13
	0,09
	0,10
	
	49,3
	36,3
	76,6
	63,3
	100,4
	98,7

	Public Prosecutor’s bodies 
	0,08
	0,06
	0,06
	
	48,9
	38,3
	77,8
	62,5
	108,8
	108,5

	The State fire fighting service 
	0,07
	0,05
	0,05
	
	49,3
	40,0
	73,3
	60,7
	100,7
	98,2

	Justice bodies 
	0,04
	0,02
	0,02
	
	49,3
	32,8
	84,7
	55,8
	110,0
	104,8

	The state special messengers’ service 
	0,00
	0,00
	0,00
	
	48,1
	39,2
	72,4
	58,4
	97,3
	96,2

	Basic research and promotion of scientific and technological advance 
	0,29
	0,21
	0,22
	0,26
	50,3
	38,7
	80,1
	65,9
	108,0
	107,2

	Industry, power and civil engineering 
	0,58
	0,37
	0,38
	0,49
	43,6
	32,9
	72,4
	55,7
	106,1
	98,9

	Fuel and energy complex 
	0,10
	0,06
	0,06
	
	41,5
	29,9
	64,4
	51,3
	101,0
	84,9


Table 9 (cont'd)
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10
	11

	Extractive industry (excluding fuel industry) 
	0,00
	0,00
	0,00
	
	
	
	
	
	
	

	Civil engineering and architecture 
	0,38
	0,24
	0,25
	
	43,9
	33,2
	74,2
	55,6
	0,2
	0,2

	Mineral and raw-material reproduction 
	0,07
	0,04
	0,05
	
	42,0
	30,3
	73,3
	57,9
	9,0
	8,9

	Agriculture and fisheries 
	0,27
	0,17
	0,18
	0,26
	42,1
	32,8
	66,8
	55,8
	132,4
	114,0

	Agricultural production (including the Fund of preferential crediting of the agricultural complex)
	0,12
	0,04
	0,07
	
	25,4
	18,2
	51,6
	44,7
	167,7
	129,5

	Land resources 
	0,09
	0,06
	0,06
	
	47,5
	35,6
	77,5
	60,5
	102,0
	100,7

	Fisheries 
	0,03
	0,01
	0,02
	
	45,3
	26,8
	69,4
	49,6
	103,7
	101,0

	Other enterprises in agriculture
	0,03
	0,05
	0,03
	
	98,7
	98,3
	99,4
	99,0
	100,1
	100,1

	Preservation of the environment and natural resources, hydrometeorology, cartography and geodesy
	0,06
	0,05
	0,05
	0,05
	50,9
	42,9
	74,1
	65,5
	104,3
	103,5

	Transport, public roads, communications and information services
	0,39
	0,29
	0,35
	0,41
	57,1
	38,4
	84,5
	75,7
	124,8
	121,3

	Motor transport 
	0,00
	0,00
	0,00
	
	42,2
	42,2
	70,0
	70,0
	100,0
	100,0

	Railway transport 
	0,00
	0,00
	0,00
	
	
	
	
	
	
	

	Air transport 
	0,01
	0,01
	0,01
	
	82,2
	75,0
	115,6
	113,5
	376,8
	147,3

	Water transport 
	0,02
	0,02
	0,02
	
	61,7
	53,9
	87,7
	80,5
	107,5
	107,4

	Other means of transport
	0,00
	0,00
	0,00
	
	
	
	
	
	
	

	Public roads *
	0,37
	0,26
	0,32
	
	56,4
	37,0
	83,8
	74,9
	122,0
	121,8

	Communications
	0,00
	0,00
	0,00
	
	49,0
	48,2
	79,9
	77,3
	100,1
	100,0


Table 9 (cont'd)
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10
	11

	Information (dataware)
	0,00
	0,00
	0,00
	
	47,6
	47,6
	76,2
	76,2
	100,0
	100,0

	Development of market infrastructure 
	0,00
	0,00
	0,00
	0,00
	50,0
	25,0
	59,0
	25,0
	100,4
	100,0

	Accident control and elimination of extraordinary situations and acts of God 
	0,08
	0,07
	0,07
	0,08
	49,9
	44,0
	76,2
	68,4
	110,0
	109,5

	Education 
	0,63
	0,50
	0,49
	0,60
	62,2
	41,3
	84,0
	66,1
	112,9
	111,7

	Infant education 
	0,01
	0,00
	0,00
	
	61,7
	28,5
	83,6
	66,8
	115,7
	114,5

	General education 
	0,01
	0,01
	0,01
	
	59,3
	33,6
	77,9
	62,9
	104,9
	103,4

	Primary vocational training 
	0,14
	0,10
	0,10
	
	52,5
	38,0
	76,5
	57,8
	104,0
	103,0

	Secondary vocational education 
	0,09
	0,06
	0,07
	
	60,5
	38,5
	84,3
	63,5
	113,1
	110,4

	Retraining and additional professional training 
	0,01
	0,01
	0,01
	
	59,6
	40,4
	82,0
	60,5
	111,9
	108,6

	Higher professional training 
	0,37
	0,31
	0,29
	
	63,2
	43,7
	82,0
	67,2
	110,3
	109,4

	Other expenses of learning 
	0,01
	0,01
	0,02
	
	215,2
	43,1
	322,8
	199,8
	406,7
	405,4

	Culture, arts and cinema 
	0,08
	0,06
	0,06
	0,07
	50,8
	39,6
	84,5
	66,5
	107,0
	105,5

	Public mass media 
	0,08
	0,07
	0,08
	0,08
	56,2
	48,0
	102,5
	89,7
	120,9
	120,8

	Public health and sports 
	0,29
	0,21
	0,21
	0,25
	50,9
	37,4
	77,2
	61,5
	104,6
	104,0

	Public health 
	0,24
	0,17
	0,17
	
	51,1
	37,4
	77,4
	61,3
	104,1
	103,4

	Sanitary-and-epidemiologic control 
	0,03
	0,03
	0,03
	
	50,1
	38,2
	77,2
	66,1
	109,4
	109,2

	Physical culture and sports 
	0,01
	0,01
	0,01
	
	47,0
	35,5
	74,1
	52,7
	99,1
	99,1

	Social policies 
	1,39
	1,27
	1,19
	1,24
	52,6
	47,1
	78,9
	72,8
	107,9
	104,2

	Social welfare bodies
	0,04
	0,03
	0,03
	
	69,8
	35,6
	91,5
	59,5
	143,5
	123,0


Table 9 (cont'd)
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10
	11

	Social aid 
	0,54
	0,52
	0,48
	
	50,2
	48,9
	76,0
	74,7
	101,5
	101,0

	Youth politics 
	0,00
	0,00
	0,00
	
	50,0
	27,5
	77,7
	45,8
	102,5
	102,3

	Pensions to the military 
	0,40
	0,38
	0,34
	
	49,0
	49,0
	73,6
	73,6
	97,1
	97,1

	Pensions to employed in law-enforcement 
	0,18
	0,19
	0,17
	
	53,5
	53,5
	80,1
	80,1
	107,1
	107,0

	Other social-political arrangements 
	0,21
	0,15
	0,16
	
	63,4
	37,2
	93,8
	64,3
	140,3
	121,1

	State grants to citizens that have children 
	0,00
	0,00
	0,00
	
	
	
	
	
	
	

	Migration politics 
	0,02
	0,01
	0,02
	
	36,6
	29,8
	74,4
	59,1
	96,6
	94,7

	State debt servicing 
	3,09
	3,15
	3,17
	2,54
	52,6
	52,6
	87,0
	87,0
	96,4
	96,4

	State domestic debt servicing 
	0,73
	0,55
	0,58
	
	39,0
	39,0
	67,7
	67,7
	81,9
	81,9

	State foreign debt servicing 
	2,36
	2,60
	2,59
	
	56,8
	56,8
	93,0
	93,0
	100,8
	100,8

	Replenishment of state reserves 
	0,01
	0,00
	0,00
	0,00
	57,1
	30,8
	82,2
	45,5
	102,9
	68,6

	Financial aid to budgets of other levels 
	2,41
	2,74
	2,58
	2,53
	59,9
	58,8
	92,9
	91,0
	123,3
	123,2

	Reclamation and destruction of weapons, including performance of international treaties 
	0,08
	0,07
	0,07
	0,07
	50,1
	45,0
	78,4
	73,4
	110,2
	108,6

	Economy preparedness activity 
	0,01
	0,01
	0,01
	0,01
	50,8
	45,3
	94,8
	86,4
	189,0
	188,2

	Research and use of outer space
	0,06
	0,07
	0,07
	0,08
	62,5
	62,5
	105,2
	103,4
	151,9
	151,8

	The military reform 
	0,05
	0,07
	0,05
	0,06
	75,2
	62,1
	88,5
	73,4
	133,7
	130,6

	Other expenditures 
	-0,05
	0,14
	0,10
	0,07
	-162,0
	-142,5
	-171,5
	-162,4
	-157,9
	-156,7


Table 9 (cont'd)
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10
	11

	Reserve funds 
	0,05
	0,00
	0,01
	
	6,1
	2,4
	12,0
	9,0
	19,1
	18,2

	Elections and referendum expenses 
	0,02
	0,02
	0,01
	
	39,1
	39,1
	49,6
	49,6
	30,6
	30,6

	Budget loans 
	-0,15
	0,10
	0,06
	0,02
	-38,4
	-36,0
	-35,7
	-35,5
	-14,0
	-14,0

	Other expenditures not referred to other expenses 
	0,02
	0,01
	0,01
	0,05
	48,9
	30,5
	62,6
	51,0
	173,3
	172,9

	Road services 
	0,00
	0,00
	0,00
	
	
	
	
	
	
	

	Targeted budget funds 
	0,18
	0,12
	0,13
	0,16
	39,3
	35,1
	64,1
	62,5
	104,6
	104,6

	The fund of the Ministry of Nuclear Power of the Russian Federation 
	0,18
	0,12
	0,13
	
	39,3
	35,1
	64,1
	62,5
	
	104,5

	TOTAL EXPENDITURES 
	15,40
	14,46
	14,12
	14,58
	54,5
	48,5
	85,8
	77,9
	113,8
	111,1


Table 10

Execution of the Federal Law “On the Federal Budget for 2001” by Expenditures Including Distribution of Extra Receipts

	
	Total expenditures by corresponding expense items of the budge for 2001 including distributed extra receipts
	Execution of the budget in 2001
	Execution to planned figures ratio, %

	State government and local self-government 
	40816
	41971
	102,8

	Judicial authorities 
	11867
	11807
	99,5

	International activities 
	23148
	29688
	128,3

	National defence
	234582
	246712
	105,2

	Law enforcement and state security 
	145833
	148705
	102,0

	Basic research and promotion of scientific and technological advance 
	22820
	23689
	103,8


Table 9 (cont'd)
	
	Total expenditures by corresponding expense items of the budge for 2001 including distributed extra receipts
	Execution of the budget in 2001
	Execution to planned figures ratio, %

	Industry, power and civil engineering 
	49695
	44154
	88,8

	Agriculture and fisheries 
	25136
	23712
	94,3

	Environmental and natural resources control, hydrometeorology, cartography and land-surveying 
	4933
	4941
	100,2

	Transport, road industry, telecommunications and information services 
	31625
	37122
	117,4

	Accidental control and elimination of extraordinary situations and Acts of God 
	6806
	6934
	101,9

	Education 
	52389
	54498
	104,0

	Culture, arts and cinema 
	6537
	6734
	103,0

	Mass media 
	6234
	7526
	120,7

	Public health and sports 
	22757
	23086
	101,4

	Social politics 
	110665
	112281
	101,5

	Replenishment of state stocks and reserves 
	440
	298
	67,6

	Financial aid to budgets of other levels 
	204546
	229989
	112,4

	Research and use of outer space 
	5691
	6970
	122,5

	Military reform 
	5937
	5533
	93,2


Execution of the budget’s expenditures side in 2001 exceeded the figures in the budget even taking into consideration distribution of extra receipts that were stated in article 120 of the law on the budget. The excess figures were getting lower, but nevertheless were still considerable for mass media and international activities. At the same time defence expenditures were exceeded by only 5%, law enforcement expenditures by 2%, educational expenditures by 4%.

Dynamics of Execution of the Consolidated 
and State Budget

Federal budget tax receipts peaked in May and equalled to 16.6% of GDP, at the beginning of the year and in October tax receipts amounted to 15.5% of GDP. Federal budget receipts as a whole also peaked in May and equalled to 17.8% GDP. Situation with tax receipts of the consolidated budget was analogous: in May they mounted to 26.4% GDP, revenues as a whole equalled to 30.5% GDP. These dynamics are in many ways connected to changes in profit tax receipts that reached their peak exactly in the middle of the year (2.6% GDP for the federal budget and 6.1% GDP for the consolidated budget). 

Federal budget revenues varied in 2001 between 16.2% GDP in January and 17.8% GDP in May – June. The end of the year was characterized by a high receipts level of 17.5% GDP. The consolidated budget receipts varied between 25.9 GDP in January and 30.5 GDP in the middle of the year. Expenditure dispersal both of the federal and consolidated budget was much narrower. Not counting January the minimal expenditure level of the federal budget was registered in October – November at 13.9% GDP, the highest level in December (14.6% GDP). The lowest expenditure level of the consolidated budget (not counting January) was 22.5% GDP in February, the highest level of 25.6% GDP in June.

Table 11

Execution of the Federal Budget of the Russian Federation in 2001 (in % of the GDP)

	
	January
	February
	March
	April
	May
	June
	July
	August
	September
	October
	November
	December

	Profit tax 
	1,4
	1,5
	1,9
	2,4
	2,6
	2,6
	2,5
	2,6
	2,5
	2,4
	2,4
	2,4

	Income tax of natural persons 
	0,0
	0,0
	0,0
	0,0
	0,0
	0,0
	0,0
	0,0
	0,0
	0,0
	0,0
	0,0

	Value added tax 
	6,7
	6,8
	6,7
	6,7
	6,7
	6,7
	6,7
	6,5
	6,4
	6,5
	6,7
	7,0


Table 11 (cont’d)

	
	January
	February
	March
	April
	May
	June
	July
	August
	September
	October
	November
	December

	Excise-duties 
	2,3
	2,4
	2,2
	2,4
	2,5
	2,5
	2,4
	2,2
	2,1
	2,1
	2,1
	2,2

	Natural resources duties 
	0,5
	0,5
	0,5
	0,5
	0,5
	0,5
	0,5
	0,5
	0,5
	0,5
	0,5
	0,5

	Taxes in foreign trade and foreign economic operations 
	3,6
	4,1
	4,1
	4,0
	3,9
	3,9
	3,9
	3,9
	3,8
	3,7
	3,7
	3,6

	TOTAL OF TAXES AND DUTIES 
	15,2
	15,7
	15,7
	16,3
	16,6
	16,5
	16,4
	16,0
	15,6
	15,5
	15,8
	16,1

	TOTAL OF NON-TAX RECEIPTS 
	1,0
	1,1
	1,1
	1,2
	1,3
	1,2
	1,3
	1,3
	1,3
	1,3
	1,3
	1,4

	TOTAL INCOME 
	16,2
	16,9
	16,9
	17,5
	17,8
	17,8
	17,7
	17,3
	16,8
	16,8
	17,1
	17,5

	State government 
	0,1
	0,2
	0,3
	0,3
	0,4
	0,4
	0,4
	0,4
	0,4
	0,4
	0,4
	0,5

	Judicial authorities
	0,0
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1

	International activities 
	0,3
	0,3
	0,2
	0,2
	0,2
	0,2
	0,2
	0,2
	0,2
	0,2
	0,2
	0,3

	National defence 
	1,3
	2,0
	2,2
	2,5
	2,7
	2,7
	2,7
	2,6
	2,6
	2,6
	2,6
	2,7

	Law enforcement and security 
	0,7
	1,1
	1,3
	1,4
	1,4
	1,4
	1,4
	1,4
	1,4
	1,4
	1,5
	1,6

	Basic research and promotion of scientific and technological advance 
	0,0
	0,1
	0,2
	0,2
	0,2
	0,2
	0,2
	0,2
	0,2
	0,2
	0,2
	0,3

	Industry, power and civil engineering 
	0,1
	0,1
	0,2
	0,2
	0,3
	0,4
	0,4
	0,4
	0,4
	0,4
	0,4
	0,5

	Agriculture and fisheries 
	0,0
	0,0
	0,1
	0,1
	0,1
	0,2
	0,2
	0,2
	0,2
	0,2
	0,2
	0,3

	Environmental and natural resources controls, hydrometeorology, cartography and land-surveying 
	0,0
	0,0
	0,0
	0,0
	0,0
	0,1
	0,1
	0,0
	0,0
	0,0
	0,0
	0,1

	Transport, public roads, telecommunications and information services 
	0,0
	0,1
	0,2
	0,2
	0,3
	0,3
	0,4
	0,4
	0,4
	0,4
	0,4
	0,4

	Development of market infrastructure 
	0,0
	0,0
	0,0
	0,0
	0,0
	0,0
	0,0
	0,0
	0,0
	0,0
	0,0
	0,0

	Accidental control and elimination of extraordinary situations and Acts of God 
	0,0
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1


Table 11 (cont’d)

	
	January
	February
	March
	April
	May
	June
	July
	August
	September
	October
	November
	December

	Education 
	0,1
	0,3
	0,4
	0,4
	0,5
	0,5
	0,5
	0,5
	0,5
	0,5
	0,5
	0,6

	Culture and arts 
	0,0
	0,0
	0,0
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1

	Mass media
	0,0
	0,0
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1

	Public health and sports
	0,0
	0,1
	0,2
	0,2
	0,2
	0,2
	0,2
	0,2
	0,2
	0,2
	0,2
	0,3

	Social politics 
	1,1
	1,2
	1,2
	1,4
	1,3
	1,3
	1,2
	1,2
	1,2
	1,2
	1,2
	1,2

	Expenditures of targeted budget funds 
	0,0
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1
	0,2
	0,2
	0,2

	Financial aid to authorities of other levels 
	3,2
	2,8
	2,6
	2,6
	2,7
	2,7
	2,6
	2,6
	2,6
	2,5
	2,5
	2,5

	Other expenses 
	3,3
	5,7
	4,9
	3,9
	3,6
	3,5
	3,3
	3,5
	3,5
	3,2
	3,0
	2,8

	EXPENDITURES AND LOANS EXCLUDING REPAYMENT OF DEBTS 
	10,4
	14,4
	14,2
	14,2
	14,2
	14,5
	14,2
	14,2
	14,1
	13,9
	13,9
	14,6

	RECEIPTS’ EXCESS OVER EXPENDITURES AND LOANS EXCEPT REPAYMENTS OF DEBTS 
	5,8
	2,5
	2,6
	3,4
	3,7
	3,3
	3,5
	3,1
	2,7
	2,9
	3,2
	2,9

	TOTAL OF INTERNAL FINANCING 
	-3,7
	-0,8
	-0,6
	-1,1
	-1,7
	-1,3
	-1,1
	-1,2
	-0,9
	-0,6
	-0,9
	-0,1

	TOTAL OF EXTERNAL FINANCING 
	-2,1
	-1,7
	-2,1
	-2,3
	-2,0
	-2,0
	-2,4
	-1,9
	-1,8
	-2,3
	-2,3
	-2,8

	TOTAL OF FINANCING 
	-5,8
	-2,5
	-2,6
	-3,4
	-3,7
	-3,4
	-3,5
	-3,1
	-2,7
	-2,9
	-3,2
	-2,9


Table  12

Execution of the Consolidated Budget (in % of the GDP)

	
	January
	February
	March
	April
	May
	June
	July
	August
	September
	October
	November
	December

	Profit tax 
	3,6
	3,6
	4,4
	5,3
	6,1
	6,0
	5,8
	6,1
	5,8
	5,6
	5,8
	5,7

	Income tax of natural persons 
	2,4
	2,6
	2,6
	2,6
	2,7
	2,7
	2,8
	2,7
	2,7
	2,7
	2,7
	2,8


Table  12 (cont’d)

	
	January
	February
	March
	April
	May
	June
	July
	August
	September
	October
	November
	December

	Value added tax 
	6,8
	6,8
	6,7
	6,7
	6,7
	6,7
	6,7
	6,5
	6,4
	6,6
	6,7
	7,1

	Excise-duties 
	2,7
	2,8
	2,6
	2,8
	2,9
	2,9
	2,8
	2,7
	2,5
	2,5
	2,6
	2,6

	Natural resources duties 
	1,2
	1,3
	1,3
	1,3
	1,3
	1,3
	1,3
	1,3
	1,3
	1,3
	1,4
	1,4

	Taxes in foreign trade and foreign economic operations 
	3,6
	4,1
	4,1
	4,0
	3,9
	3,9
	3,9
	3,9
	3,8
	3,7
	3,7
	3,6

	TOTAL OF TAXES AND DUTIES 
	22,7
	23,3
	23,8
	25,3
	26,4
	26,3
	26,0
	25,8
	25,0
	24,8
	25,4
	25,7

	TOTAL OF NON-TAX RECEIPTS 
	3,2
	6,2
	3,5
	3,9
	4,0
	3,8
	3,8
	3,8
	3,4
	3,4
	3,4
	3,5

	TOTAL INCOME
	25,9
	26,7
	27,3
	29,3
	30,5
	30,1
	29,8
	29,6
	28,3
	28,2
	28,8
	29,1

	EXPENDITURES 
	
	
	
	
	
	
	
	
	
	
	
	

	State government 
	0,6
	0,9
	1,0
	1,1
	1,1
	1,1
	1,1
	1,1
	1,1
	1,1
	1,1
	0,1

	Judicial authorities
	0,0
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1

	International activities 
	0,3
	0,3
	0,2
	0,2
	0,2
	0,2
	0,2
	0,2
	0,2
	0,2
	0,2
	0,3

	National defence 
	1,3
	2,0
	2,2
	2,5
	2,7
	2,7
	2,7
	2,6
	2,6
	2,6
	2,6
	2,7

	Law enforcement and security 
	1,0
	1,5
	1,7
	1,7
	1,8
	1,8
	1,8
	1,8
	1,8
	1,8
	1,8
	2,0

	Basic research and promotion of scientific and technological advance 
	0,1
	0,1
	0,2
	0,2
	0,2
	0,2
	0,2
	0,2
	0,2
	0,2
	0,3
	0,3

	Industry, power and civil engineering 
	0,3
	0,4
	0,6
	0,8
	1,0
	1,3
	1,3
	1,4
	1,4
	1,5
	1,5
	1,8

	Agriculture and fisheries 
	0,1
	0,3
	0,5
	0,5
	0,6
	0,6
	0,6
	0,6
	0,6
	0,6
	0,6
	0,8

	Environmental and natural resources controls, hydrometeorology, cartography and land-surveying 
	0,0
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1

	Transport, public roads, telecommunications and information services 
	0,5
	0,6
	0,7
	0,8
	0,8
	0,8
	0,9
	0,9
	0,9
	1,0
	1,0
	1,1

	Development of market infrastructure 
	0,0
	0,0
	0,0
	0,0
	0,0
	0,0
	0,0
	0,0
	0,0
	0,0
	0,0
	0,0


Table  12 (cont’d)

	
	January
	February
	March
	April
	May
	June
	July
	August
	September
	October
	November
	December

	Housing and communal services 
	2,3
	2,3
	2,5
	2,6
	2,5
	2,5
	2,5
	2,5
	2,4
	2,4
	2,5
	2,6

	Accidental control and elimination of extraordinary situations and Acts of God 
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1

	Education 
	1,9
	2,4
	2,7
	2,8
	2,9
	3,2
	3,2
	3,0
	2,9
	2,9
	3,0
	3,1

	Culture and arts 
	0,2
	0,3
	0,3
	0,3
	0,4
	0,4
	0,4
	0,4
	0,4
	0,4
	0,4
	0,4

	Mass media 
	0,0
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1
	0,1
	0,2
	0,1
	0,2
	0,2

	Public health and sports 
	1,4
	1,6
	1,8
	1,9
	1,9
	2,0
	2,0
	2,0
	1,9
	1,9
	2,0
	2,1

	Social politics 
	1,8
	2,0
	2,1
	2,3
	2,2
	2,3
	2,3
	2,3
	2,2
	2,2
	2,3
	2,4

	Financial aid to authorities of other levels 
	0,8
	1,1
	1,2
	1,4
	1,5
	1,3
	1,3
	1,3
	1,3
	1,3
	1,3
	1,3

	Other expenses 
	4,0
	6,4
	5,7
	5,0
	4,8
	4,6
	4,5
	4,6
	4,4
	4,1
	3,9
	3,6

	EXPENDITURES AND LOANS MINUS REPAID DEBTS 
	16,8
	22,5
	23,6
	24,6
	25,1
	25,6
	25,5
	25,5
	24,9
	24,7
	25,0
	25,2

	RECEIPTS’ EXCESS OVER EXPENDITURES AND LOANS EXCEPT REPAYMENTS OF DEBTS 
	9,1
	4,2
	3,7
	4,6
	5,4
	4,4
	4,4
	4,1
	3,5
	3,5
	3,8
	4,0


Budget of the General Government

Analysis of execution of the budget of the general government for 2001 gives grounds to point out several major features.

Firstly, the volume of tax receipts by budgets of territories in 2001 equalled to 10.8% of GDP, which is appreciably lower than in 2000, when it reached 12.2% of GDP. Meanwhile, the amount of financial aid to regions redistributed through the federal budget grew essentially from 1.4% of GDP in the previous year to 2.7% of GDP
 – in 2001. Total level of receipts by territorial budgets in this connection slightly reduced from 14.6% of GDP in 2000 to 14.2% GDP in 2001. 

Secondly, total amount of expenditures of the general government in 2001 equalled to 37.1 of GDP, which is higher than in 2000 (36%). Taking into consideration that the amount of receipts of the general government as of November 1, 2001equalled to 31.9% of GDP, the trend of considerable changes in these figures during the last quarter of the year got once again confirmed. In this way execution both of the federal budget as of November 1, 2000 (15.3% of GDP) and of territorial budgets (12.2% of GDP) was considerably different from final results (16% GDP and 15.2% GDP correspondingly). 

Thirdly, payments to social off-budget funds (the Pension Fund of the Russian Federation, the Social Security Fund of the Russian Federation, the Fund of Compulsory Medical Insurance and territorial funds of compulsory medical insurance) dropped from 7.5% GDP in 2000 to 6.4%
. At the same time social expenses of these funds (not taking their administrative and other expenses into consideration) remained practically unchanged (6.5% in 2001) as compared to 6.7% of GDP in 2000.

Fourthly, both receipts and expenditures of territorial off-budget road funds dropped appreciably from 2.4% of GDP (of which taxes entered to territorial road funds equalled to 2.2% of GDP) in 2000 to 1.2% of GDP (1% of GDP were taxes and compulsory duties). Adding them up to territorial targeted budget road funds (i.e. road funds consolidated into the budgets of territories of the Federation) increased the gap: 2.6% GDP in 2000 and 2.2% GDP in 2001. Meanwhile the amount of expenditures of territorial budget funds (the budget and off-budget ones) in 2000 equalled to 3.3% of GDP and with an addition of transport and public roads expenditures of territorial budgets it amounted to 4% of GDP, while in 2001 the level of total transport, public roads and telecommunications expenditures of territorial budgets and budget road funds equalled to 1.6% of GDP.

Fifthly, there were no considerable changes in the budget expenditure pattern of the general government in 2001. Visible changes only dealt with the “State Debt Service” item: expenditures were reduced from 3.7% of GDP in 1999 to 2.7% of GDP in 2001.

Sixthly, neither there were any considerable changes in budget receipts, with the exception of a certain increase of receipts from foreign trade taxes (from 3.2 GDP in 2000 to 3.6% GDP in 2001) and from VAT (from 6.4% GDP to 7.2 GDP). Increase of income tax receipts equalled to 0.2 points of GDP (from 2.5% GDP to 2.8% GDP).

Analysis of the budget situation in 2001 allows drawing several major conclusions:

- new tax provisions that entered into force as part of the tax reform in 2001 together with intensified administrative control aimed at a better tax collection had a general positive influence on tax collection situation in 2001 for all levels of the budget system;

- there was a considerable decrease in budget tax debt accumulation rates;

- expenditures of budgets of all levels remained at the level of 1999 and 2000, which allowed keeping a surplus in the federal budget and an absence of deficit in territorial budgets; 

- the share of social expenditures in the total volume of expenditures (not counting social expenditures included into other budget items) grew in 2001 by more than 10% compared to 2000 and by 5% compared to 1999. 

Table 13

Execution of the Budget of the General Government in 2001
	
	Federal budget
	Local budgets
	Off-budget funds 
	The budget of the general government 

	
	billion roubles
	% of GDP
	billion roubles
	% of GDP
	billion roubles
	% of GDP
	billion roubles
	% of GDP
	% Receipts/Expenditures

	Items
	
	
	
	
	
	
	
	
	

	RECEIPTS 
	217880,7
	2,4%
	553347,7
	6,1%
	
	
	771228,5
	8,5%
	22,9%

	1. Profit (income) tax, capital growth tax 
	214284,0
	2,4%
	299932,2
	3,3%
	
	
	514216,2
	5,7%
	15,3%


Table 13 (cont’d)

	
	Federal budget
	Local budgets
	Off-budget funds 
	The budget of the general government 

	
	billion roubles
	% of GDP
	billion roubles
	% of GDP
	billion roubles
	% of GDP
	billion roubles
	% of GDP
	% Receipts/Expenditures

	  1.1. Profit tax 
	2758,3
	0,0%
	252845,2
	2,8%
	
	
	255603,5
	2,8%
	7,6%

	  1.2 Income tax (natural persons) 
	838,1
	0,0%
	570,3
	0,0%
	
	
	
	
	

	  1.3. Gambling 
egistry tax 
	0,4
	0,0%
	0,0
	0,0%
	
	
	
	
	

	  1.4. Single social tax
	845403,4
	9,4%
	89362,3
	1,0%
	
	
	934765,7
	10,3%
	27,8%

	2. Taxes on goods and services. License and registration taxes.
	638851,5
	7,1%
	2159,8
	0,0%
	
	
	641011,3
	7,1%
	19,0%

	2.1. Value added tax
	200013,2
	2,2%
	40061,5
	0,4%
	
	
	240074,7
	2,7%
	7,1%

	2.2. Excise-duties on excisable goods and certain types of minerals, produced and extracted on the territory of the Russian Federation 
	
	
	
	
	
	
	
	
	

	      Oil, including hydrocarbon condensate 
	3081,7
	0,0%
	
	
	
	
	3081,7
	0,0%
	0,1%

	2.2. Excise-duties on excisable goods and certain types of minerals, imported to the territory of the Russian Federation 
	1720,0
	0,0%
	843,7
	0,0%
	
	
	2563,7
	0,0%
	0,1%

	2.4. License and 
egistration taxes 
	1733,5
	0,0%
	1171,4
	0,0%
	
	
	2904,8
	0,0%
	0,1%

	2.5. Tax on purchase of foreign banknotes and means of payments in foreign currency 
	0,0
	0,0%
	45119,9
	0,5%
	
	
	45119,9
	0,5%
	1,3%

	2.6. Sales tax 
	3,6
	0,0%
	5,9
	0,0%
	
	
	9,5
	0,0%
	0,0%

	2.7. Other taxes and duties on goods and services 
	4851,5
	0,1%
	20497,0
	0,2%
	
	
	25348,5
	0,3%
	0,8%

	3. Total income taxes 
	1499,4
	0,0%
	88102,8
	1,0%
	
	
	89602,2
	1,0%
	2,7%


Table 13 (cont’d)

	
	Federal budget
	Local budgets
	Off-budget funds 
	The budget of the general government 

	
	billion roubles
	% of GDP
	billion roubles
	% of GDP
	billion roubles
	% of GDP
	billion roubles
	% of GDP
	% Receipts/Expenditures

	4. Property taxes
	49718,0
	0,5%
	79482,7
	0,9%
	
	
	129200,6
	1,4%
	3,8%

	5. Payments for use of natural resources 
	16607,6
	0,2%
	49891,3
	0,6%
	
	
	66499,0
	0,7%
	2,0%

	5.1. Payments for use of mineral resources 
	0,2
	0,0%
	636,4
	0,0%
	
	
	636,6
	0,0%
	0,0%

	5.2. Payments for use of continental shelf 
	1117,9
	0,0%
	1807,6
	0,0%
	
	
	2925,5
	0,0%
	0,1%

	5.3. Payments for use of forests 
	1048,9
	0,0%
	1525,0
	0,0%
	
	
	2573,9
	0,0%
	0,1%

	5.4. Payments for use of water bodies 
	1443,0
	0,0%
	0,0
	0,0%
	
	
	1443,0
	0,0%
	0,0%

	5.5. Payments for normative and supernormative discharges and dumping of hazardous substances, deployment of these 
	4159,5
	0,0%
	11932,8
	0,1%
	
	
	16092,3
	0,2%
	0,5%

	5.6. Tax on land 
	38,6
	0,0%
	59,3
	0,0%
	
	
	98,0
	0,0%
	0,0%

	5.7. Payments for use of animals and living water resources 
	25302,2
	0,3%
	13630,2
	0,2%
	
	
	38932,4
	0,4%
	1,2%

	5.8. Other payments for use of natural resources 
	331494,9
	3,7%
	
	
	
	
	331494,9
	3,7%
	9,8%

	6. Taxes on foreign trade and international economic operations 
	328829,3
	3,6%
	
	
	
	
	328829,3
	3,6%
	9,8%

	6.1. Customs duties 
	2665,6
	0,0%
	
	
	
	
	2665,6
	0,0%
	0,1%

	6.3. Other taxes and duties, collected in connection with international economic operations 
	10100,9
	0,1%
	40678,5
	0,4%
	
	
	50779,4
	0,6%
	1,5%

	7. Other taxes, duties and payments 
	1180,8
	0,0%
	1790,6
	0,0%
	
	
	2971,4
	0,0%
	0,1%

	7.1. State dues 
	8523,6
	0,1%
	
	
	
	
	8523,6
	0,1%
	0,3%

	7.2. Other federal taxes 
	0,0
	0,0%
	3126,1
	0,0%
	
	
	3126,1
	0,0%
	0,1%


Table 13 (cont’d)

	
	Federal budget
	Local budgets
	Off-budget funds 
	The budget of the general government 

	
	billion roubles
	% of GDP
	billion roubles
	% of GDP
	billion roubles
	% of GDP
	billion roubles
	% of GDP
	% Receipts/Expenditures

	7.3. Taxes of the territories of the Russian Federation 
	2,6
	0,0%
	25708,2
	0,3%
	
	
	25710,8
	0,3%
	0,8%

	7.4. Local taxes and duties 
	393,9
	0,0%
	10053,6
	0,1%
	
	
	10447,5
	0,1%
	0,3%

	7.5. Other levied payments and duties 
	
	
	
	
	673657,4
	7,5%
	673657,4
	7,5%
	20,0%

	8.  Payments to off-budget funds 
	
	
	
	
	578614,2
	6,4%
	578614,2
	6,4%
	17,2%

	8.1. Payments to off-budget social security funds 
	
	
	
	
	438137,0
	4,8%
	438137,0
	4,8%
	13,0%

	         The Pension Fund 
	
	
	
	
	83637,7
	0,9%
	83637,7
	0,9%
	2,5%

	         The Social Security Fund 
	
	
	
	
	
	
	
	
	

	         The Employment Fund 
	
	
	
	
	56839,5
	0,6%
	56839,5
	0,6%
	1,7%

	         The Fund of Obligatory Medical Insurance and territorial funds of obligatory medical insurance 
	
	
	
	
	89098,6
	1,0%
	89098,6
	1,0%
	2,6%

	8.2. Payments to territorial road funds 
	
	
	
	
	5944,6
	0,1%
	5944,6
	0,1%
	0,2%

	8.3. Payments to other off-budget funds 
	14511,5
	0,2%
	112966,3
	1,2%
	
	
	127477,8
	1,4%
	3,8%

	9. Revenues of targeted budget funds 
	-2,1
	0,0%
	91837,1
	1,0%
	
	
	91835,0
	1,0%
	2,7%

	The Federal Road fund, territorial road funds as parts of the budgets of the territories of the Federation 
	
	
	5373,1
	0,1%
	
	
	5373,1
	0,1%
	0,2%

	The Federal Ecology fund, territorial ecology funds as parts of budgets of territories of the Federation 
	
	
	15756,1
	0,2%
	
	
	15756,1
	0,2%
	0,5%


Table 13 (cont’d)

	
	Federal budget
	Local budgets
	Off-budget funds 
	The budget of the general government 

	
	billion roubles
	% of GDP
	billion roubles
	% of GDP
	billion roubles
	% of GDP
	billion roubles
	% of GDP
	% Receipts/Expenditures

	The Fund of reproduction of mineral and raw materials resources 
	14513,7
	0,2%
	
	
	
	
	14513,7
	0,2%
	0,4%

	The targeted fund of the Ministry of atomic energy 
	1475460,2
	16,3%
	984437,2
	10,9%
	673657,4
	7,5%
	3133555
	34,7%
	93,0%

	TAXES AND DUTIES, TOTAL 
	
	
	
	
	
	
	
	
	

	NON-TAX RECEIPTS 
	60093,0
	0,7%
	64071,3
	0,7%
	
	
	124164,3
	1,4%
	3,7%

	1. Revenues from state property or activities 
	0,0
	0,0%
	0,0
	0,0%
	
	
	0,0
	0,0%
	0,0%

	2. Revenues from sales of state property 
	0,0
	0,0%
	0,0
	0,0%
	
	
	0,0
	0,0%
	0,0%

	3. Revenues from sales of government reserves 
	120,0
	0,0%
	1065,8
	0,0%
	
	
	1185,9
	0,0%
	0,0%

	4. Revenues from sales of land and intangible assets 
	808,0
	0,0%
	2857,3
	0,0%
	
	
	3665,3
	0,0%
	0,1%

	6. Administrative payments 
	1549,0
	0,0%
	4872,9
	0,1%
	1421,0
	0,0%
	7842,9
	0,1%
	0,2%

	7. Punitive payments, payments of damages 
	44911,6
	0,5%
	0,0
	0,0%
	
	
	44911,6
	0,5%
	1,3%

	8. Revenues from foreign-economic activities 
	5059,5
	0,1%
	13493,2
	0,1%
	14225,9
	0,2%
	32778,6
	0,4%
	1,0%

	9. Other non-tax revenues 
	2691,3
	0,0%
	229938,6
	2,5%
	
	
	x
	x
	x

	10. Grants from other administrative levels 
	0,0
	0,0%
	143222,6
	1,6%
	
	
	x
	x
	x

	10.1. State subsidies 
	0,0
	0,0%
	82199,3
	0,9%
	
	
	x
	x
	x

	10.2. Subventions 
	2691,3
	0,0%
	4516,6
	0,0%
	
	
	x
	x
	x

	10.3. Means transferred as mutual payments 
	0,0
	0,0%
	0,0
	0,0%
	
	
	x
	x
	x

	10.4. Transfers 
	0,0
	0,0%
	0,0
	0,0%
	
	
	x
	x
	x

	10.5. VAT transfers 
	0,0
	0,0%
	4402,2
	0,0%
	
	
	4402,2
	0,0%
	0,1%

	11. Other gratuitous revenues 
	0,0
	0,0%
	9888,3
	0,1%
	
	
	9888,3
	0,1%
	0,3%


Table 13 (cont’d)

	
	Federal budget
	Local budgets
	Off-budget funds 
	The budget of the general government 

	
	billion roubles
	% of GDP
	billion roubles
	% of GDP
	billion roubles
	% of GDP
	billion roubles
	% of GDP
	% Receipts/Expenditures

	12. From state off-budget funds 
	0,0
	0,0%
	5852,6
	0,1%
	
	
	5852,6
	0,1%
	0,2%

	13. Revenues from state organizations 
	
	
	
	
	65940,1
	0,7%
	x
	x
	x

	14. Means transferred to non-budget funds 
	
	
	
	
	43581
	0,5%
	x
	x
	x

	   14.1. Federal budget’s means 
	
	
	
	
	22359,0
	0,2%
	x
	x
	x

	   14.2. Local budgets’ means 
	
	
	
	
	3254,2
	0,0%
	x
	x
	x

	   14.2. Means belonging to off-budget funds 
	
	
	-27839,1
	-0,3%
	
	
	x
	x
	x

	15. Means transferred to targeted budget funds 
	115232,5
	1,3%
	308603,2
	3,4%
	81587,0
	0,9%
	234691,7
	2,6%
	7,0%

	NON-TAX REVENUES, TOTAL 
	1590692,7
	17,6%
	1293040
	14,3%
	755244,4
	8,4%
	3368247
	37,3%
	100,0%

	REVENUES, TOTAL 
	
	
	
	
	
	
	
	
	

	EXPENDITURES 
	41971,2
	0,5%
	69439,2
	0,8%
	
	
	111410,4
	1,2%
	3,7%

	1. Public administration 
	11807,0
	0,1%
	812,5
	0,0%
	
	
	12619,5
	0,1%
	0,4%

	2. Judicial authorities 
	29687,9
	0,3%
	0,0
	0,0%
	
	
	29687,9
	0,3%
	1,0%

	3. International activities 
	246712,1
	2,7%
	0,0
	0,0%
	
	
	246712,1
	2,7%
	8,1%

	4. National defence 
	148705,4
	1,6%
	36025,4
	0,4%
	
	
	184730,7
	2,0%
	6,1%

	5. Law enforcement activities and national security 
	23689,4
	0,3%
	1638,2
	0,0%
	2672
	0,0%
	27999,4
	0,3%
	0,9%

	6. Basic research and promotion of scientific and technological advance 
	116954,0
	1,3%
	471007,6
	5,2%
	86717,1
	1,0%
	671683,7
	7,4%
	22,2%

	7. State services to the economy, including:
	44154,0
	0,5%
	115105,5
	1,3%
	
	
	159259,5
	1,8%
	5,3%

	7.1. Industry, energy and civil engineering 
	23712,2
	0,3%
	45407,0
	0,5%
	
	
	69119,2
	0,8%
	2,3%

	7.2. Agriculture and fisheries 
	4941,4
	0,1%
	8434,7
	0,1%
	1389,8
	0,0%
	14501,9
	0,2%
	0,5%


Table 13 (cont’d)

	
	Federal budget
	Local budgets
	Off-budget funds 
	The budget of the general government 

	
	billion roubles
	% of GDP
	billion roubles
	% of GDP
	billion roubles
	% of GDP
	billion roubles
	% of GDP
	% Receipts/Expenditures

	7.3.  Environmental and natural resources controls, hydrometeorology, cartography and land-surveying 
	
	
	264,1
	0,0%
	
	
	x
	x
	x

	means, transferred to territorial ecology funs 
	37122,4
	0,4%
	59718,1
	0,7%
	85327,2
	0,9%
	180934,3
	2,0%
	6,0%

	7.4. Transport, public roads, telecommunication and information services 
	
	
	1233,4
	0,0%
	
	
	x
	x
	x

	means, transferred to territorial road funds 
	90,0
	0,0%
	2436,0
	0,0%
	
	
	2526,1
	0,0%
	0,1%

	7.5. Development of market infrastructure 
	
	
	233343,6
	2,6%
	
	
	233343,6
	2,6%
	7,7%

	7.6. Housing and communal services 
	6934,0
	0,1%
	5065,2
	0,1%
	
	
	11999,2
	0,1%
	0,4%

	7.7. Accidental control and elimination of extraordinary situations and Acts of God 
	204124,4
	2,3%
	538036,2
	6,0%
	590804,3
	6,5%
	1277680
	14,1%
	42,1%

	8. Social services 
	54498,3
	0,6%
	230592,9
	2,6%
	1,8
	0,0%
	285093,0
	3,2%
	9,4%

	8.1. Education 
	6734,0
	0,1%
	29670,9
	0,3%
	
	
	36404,9
	0,4%
	1,2%

	8.2. Culture and arts 
	7525,7
	0,1%
	7043,6
	0,1%
	
	
	14569,3
	0,2%
	0,5%

	8.3. Mass media 
	23085,6
	0,3%
	166237,6
	1,8%
	69662,3
	0,8%
	238124,0
	2,6%
	7,9%

	8.4. Public health and sports 
	
	
	20861,5
	0,2%
	
	
	x
	x
	x

	means, transferred to territorial funds of obligatory medical insurance from budgets 
	
	
	
	
	2979,1
	0,0%
	x
	x
	x

	means, transferred to territorial funds of obligatory medical insurance from the Federal fund of obligatory medical insurance 
	112280,9
	1,2%
	104491,2
	1,2%
	521140,2
	5,8%
	703488,8
	7,8%
	23,2%


Table 13 (cont’d)

	
	Federal budget
	Local budgets
	Off-budget funds 
	The budget of the general government 

	
	billion roubles
	% of GDP
	billion roubles
	% of GDP
	billion roubles
	% of GDP
	billion roubles
	% of GDP
	% Receipts/Expenditures

	8.5. Social politics, including:
	34423,5
	0,4%
	
	
	
	
	x
	x
	x

	means, transferred to The Pension Fund, The Employment Fund and the Social Insurance Fund 
	14526,7
	0,2%
	107365,6
	1,2%
	
	
	121892,3
	1,3%
	4,0%

	9. Expenditures of the targeted budget funds 
	14526,7
	0,2%
	107365,6
	1,2%
	
	
	121892,3
	1,3%
	4,0%

	The targeted budget fund of the Ministry of atom energy 
	231085,0
	2,6%
	12677,4
	0,1%
	
	
	243762,4
	2,7%
	8,0%

	10. Foreign debt service 
	273115,5
	3,0%
	60588,0
	0,7%
	
	
	333703,4
	3,7%
	11,0%

	11. Other expenses 
	248254,0
	2,7%
	2691,3
	0,0%
	
	
	x
	x
	x

	11.1. Financial aid to administrations of other levels 
	49012,7
	0,5%
	0,0
	0,0%
	
	
	x
	x
	x

	   - State subsidies 
	82199,3
	0,9%
	0,0
	0,0%
	
	
	x
	x
	x

	   - Subventions 
	9157,7
	0,1%
	
	
	
	
	
	
	

	Including state support to road industry 
	94209,9
	1,0%
	0,0
	0,0%
	
	
	x
	x
	x

	   -  Transfers 
	0,0
	0,0%
	0,0
	0,0%
	
	
	x
	x
	x

	   - VAT transfers 
	4516,6
	0,0%
	2691,3
	0,0%
	
	
	x
	x
	x

	   - Means transferred as settlement of mutual payments 
	24861,5
	0,3%
	57896,7
	0,6%
	22672,9
	0,3%
	105431,0
	1,2%
	3,5%

	11.2. Other expenses, not referred to other items 
	1342378,5
	14,8%
	1297590,0
	14,4%
	702866,0
	7,8%
	3033609,3
	33,6%
	100,1%

	EXPENDITURES, TOTAL 
	1625,2
	0,0%
	-1837,7
	0,0%
	
	
	-1837,7
	0,0%
	-0,1%

	CREDITING MINUS REPAYMENTS 
	1625,2
	0,0%
	-1837,7
	0,0%
	
	
	-1837,7
	0,0%
	-0,1%

	Loans from the budget 
	17864,7
	0,2%
	0,0
	0,0%
	
	
	x
	x
	x

	   Loans to budgets 
	16239,5
	0,2%
	0,0
	0,0%
	
	
	x
	x
	x


Table 13 (cont’d)

	
	Federal budget
	Local budgets
	Off-budget funds 
	The budget of the general government 

	
	billion roubles
	% of GDP
	billion roubles
	% of GDP
	billion roubles
	% of GDP
	billion roubles
	% of GDP
	% Receipts/Expenditures

	   Repayment of loans by budgets 
	0,0
	0,0%
	42892,7
	0,5%
	
	
	42892,7
	0,5%
	1,4%

	   Loans from the budgets, granted to ministries, departments, enterprises and organisations of state 
	0,0
	0,0%
	44730,4
	0,5%
	
	
	44730,4
	0,5%
	1,5%

	   Repayment of loans by ministries, departments, enterprises and organisations of state 
	1344003,6
	14,9%
	1294254,9
	14,3%
	702866,0
	7,8%
	3031771,6
	33,5%
	100,0%

	EXPENDITURES AND LOANS MINUS REPAYMENTS, TOTAL 
	246689,0
	2,7%
	-1214,5
	0,0%
	52378,5
	0,6%
	336475,0
	3,7%
	

	REVENUES’ EXCESS OVER EXPENDITURES MINUS REPAYMENTS 
	
	
	
	
	
	
	
	
	

	FINANCING, TOTAL 
	
	
	
	
	
	
	
	
	

	1. Internal financing 
	1797,3
	0,0%
	-2812,3
	0,0%
	-52827,7
	-0,6%
	-53842,7
	-0,6%
	

	1.1. The budget’s balance of accounts changes on bank accounts in roubles 
	89659,8
	1,0%
	55582,0
	0,6%
	
	
	145241,7
	1,6%
	

	   Balances for the beginning of the period 
	87862,5
	1,0%
	58394,3
	0,6%
	
	
	146256,8
	1,6%
	

	   Balances for the end of the period 
	15062,5
	0,2%
	0,0
	0,0%
	
	
	15062,5
	0,2%
	

	1.3. Short-term debts by the State 
	42446,9
	0,5%
	0,0
	0,0%
	
	
	42446,9
	0,5%
	

	  - Debt means 
	27384,3
	0,3%
	0,0
	0,0%
	
	
	27384,3
	0,3%
	

	   - Repayment of the major sums of debts 
	-5,1
	0,0%
	0,0
	0,0%
	
	
	-5,1
	0,0%
	

	1.4. Federal public bonds – variable return on bonds 
	-1,2
	0,0%
	0,0
	0,0%
	
	
	-1,2
	0,0%
	


Table 13 (cont’d)

	
	Federal budget
	Local budgets
	Off-budget funds 
	The budget of the general government 

	
	billion roubles
	% of GDP
	billion roubles
	% of GDP
	billion roubles
	% of GDP
	billion roubles
	% of GDP
	% Receipts/Expenditures

	  - Debt means 
	4,0
	0,0%
	0,0
	0,0%
	
	
	4,0
	0,0%
	

	   - Repayment of the major debt sum 
	1229,2
	0,0%
	0,0
	0,0%
	
	
	1229,2
	0,0%
	

	1.5. State nonmarket bonds 
	11500,0
	0,1%
	0,0
	0,0%
	
	
	11500,0
	0,1%
	

	  - Debt means 
	10270,8
	0,1%
	0,0
	0,0%
	
	
	10270,8
	0,1%
	

	   - Repayment of the major sums of debts 
	0,0
	0,0%
	6601,4
	0,1%
	
	
	6601,4
	0,1%
	

	1.6. State (municipal) securities 
	0,0
	0,0%
	15123,8
	0,2%
	
	
	15123,8
	0,2%
	

	   - Debt means 
	0,0
	0,0%
	8522,3
	0,1%
	
	
	8522,3
	0,1%
	

	  - Repayment of the major sums of debts 
	31,3
	0,0%
	0,0
	0,0%
	
	
	31,3
	0,0%
	

	1.7. Other state securities 
	31,3
	0,0%
	0,0
	0,0%
	
	
	31,3
	0,0%
	

	   - Debt means 
	0,0
	0,0%
	0,0
	0,0%
	
	
	0,0
	0,0%
	

	  - Repayment of the major sums of debts 
	-40822,0
	-0,5%
	0,0
	0,0%
	
	
	-40822,0
	-0,5%
	

	1.8. Federal state bonds – permanent coupon rate interest 
	5759,8
	0,1%
	0,0
	0,0%
	
	
	5759,8
	0,1%
	

	   - Debt means 
	46581,8
	0,5%
	0,0
	0,0%
	
	
	46581,8
	0,5%
	

	   - Repayment of the major sums of debts 
	14759,9
	0,2%
	0,0
	0,0%
	
	
	14759,9
	0,2%
	

	1.9. Federal bonds – permanent coupon rate interest 
	14759,9
	0,2%
	0,0
	0,0%
	
	
	14759,9
	0,2%
	

	   - Debt means 
	0,0
	0,0%
	0,0
	0,0%
	
	
	0,0
	0,0%
	

	   - Repayment of the major sums of debts 
	0,0
	0,0%
	3985,5
	0,0%
	
	
	3985,5
	x
	

	1.10. Budget loans, granted by budgets of other levels 
	0,0
	0,0%
	15697,4
	0,2%
	
	
	15697,4
	x
	

	   - Debt means 
	0,0
	0,0%
	11711,9
	0,1%
	
	
	11711,9
	x
	


Table 13 (cont’d)

	
	Federal budget
	Local budgets
	Off-budget funds 
	The budget of the general government 

	
	billion roubles
	% of GDP
	billion roubles
	% of GDP
	billion roubles
	% of GDP
	billion roubles
	% of GDP
	% Receipts/Expenditures

	 - Repayment of the major sums of debts 
	-2982,5
	0,0%
	0,0
	0,0%
	
	
	-2982,5
	0,0%
	

	1.11. State savings-bonds 
	0,0
	0,0%
	0,0
	0,0%
	
	
	0,0
	0,0%
	

	   - Debt means 
	2982,5
	0,0%
	0,0
	0,0%
	
	
	2982,5
	0,0%
	

	   - Repayment of the major sums of debts 
	9744,4
	0,1%
	7093,5
	0,1%
	
	
	16838,0
	0,2%
	

	1.12. Revenues from sales of state or municipal properties 
	217,5
	0,0%
	4461,2
	0,0%
	
	
	4678,8
	0,1%
	

	   - Revenues from privatisations
	9526,9
	0,1%
	2632,3
	0,0%
	
	
	12159,2
	0,1%
	

	   - Revenues from sales of shares 
	569,1
	0,0%
	20,0
	0,0%
	
	
	589,0
	0,0%
	

	1.13. State reserves of precious metals and stones 
	7786,4
	0,1%
	20,0
	0,0%
	
	
	7806,4
	0,1%
	

	   - Sales revenues 
	7217,3
	0,1%
	0,0
	0,0%
	
	
	7217,3
	0,1%
	

	   - Expenses of financing 
	-11517,8
	-0,1%
	-10868,3
	-0,1%
	
	
	-22386,1
	-0,2%
	

	1.14. Other internal loans 
	0,0
	0,0%
	70472,7
	0,8%
	
	
	70472,7
	0,8%
	

	  - Debt means 
	11517,8
	0,1%
	81341,0
	0,9%
	
	
	92858,8
	1,0%
	

	   - Repayment of the major sums of debts 
	0,0
	0,0%
	0,0
	0,0%
	449,2
	0,0%
	449,2
	0,0%
	

	1.15. Credits and loans to off-budget funds 
	0,0
	0,0%
	0,0
	0,0%
	1540,1
	0,0%
	1540,1
	0,0%
	

	   - Debt means 
	0,0
	0,0%
	0,0
	0,0%
	1090,9
	0,0%
	1090,9
	0,0%
	

	   - Repayment of credits and loans 
	-12133,6
	-0,1%
	4019,8
	0,0%
	-52378,5
	-0,6%
	-56197,0
	-0,6%
	

	INTERNAL FINANCING, TOTAL 
	
	
	
	
	
	
	
	
	

	2. External financing 
	-29502,9
	-0,3%
	-610,0
	0,0%
	
	
	-30112,8
	-0,3%
	

	2.1. Credits from international financial organizations 
	12754,9
	0,1%
	304,8
	0,0%
	
	
	13059,7
	0,1%
	


Table 13 (cont’d)

	
	Federal budget
	Local budgets
	Off-budget funds 
	The budget of the general government 

	
	billion roubles
	% of GDP
	billion roubles
	% of GDP
	billion roubles
	% of GDP
	billion roubles
	% of GDP
	% Receipts/Expenditures

	Credits received:
	42257,7
	0,5%
	914,8
	0,0%
	
	
	43172,5
	0,5%
	

	Repayments of the major debt sums:
	-138055,1
	-1,5%
	0,0
	0,0%
	
	
	-138055,1
	-1,5%
	

	2.2. Credits form governments of foreign countries granted to the Russian Federation 
	6197,6
	0,1%
	0,0
	0,0%
	
	
	6197,6
	0,1%
	

	Credits received (used) 
	144252,8
	1,6%
	0,0
	0,0%
	
	
	144252,8
	1,6%
	

	Repayment of the major debt sums 
	-32875,1
	-0,4%
	8720,0
	0,1%
	
	
	-45237,4
	-0,5%
	

	2.3. Credits by foreign commercial banks and companies granted to the Russian Federation 
	0,0
	0,0%
	0,0
	0,0%
	
	
	0,0
	0,0%
	

	Credits received (used) 
	33242,0
	0,4%
	11995,4
	0,1%
	
	
	45237,4
	0,5%
	

	Repayments of the major debt sums:
	-26689,4
	-0,3%
	-12109,9
	-0,1%
	
	
	-43414,1
	-0,5%
	

	2.4. Other external financing 
	0,0
	0,0%
	0,0
	0,0%
	
	
	0,0
	0,0%
	

	Credits received (used)
	26689,4
	0,3%
	16724,6
	0,2%
	
	
	43414,1
	0,5%
	

	Repayment of the major debt sums 
	-28126,6
	-0,3%
	-1597,3
	0,0%
	
	
	-29723,9
	-0,3%
	

	2.5. Changes in balances of bank accounts of the budget in foreign currency 
	77292,4
	0,9%
	769,5
	0,0%
	
	
	78061,9
	0,9%
	

	   Balances for the beginning of the period 
	105419,0
	1,2%
	2366,8
	0,0%
	
	
	107785,8
	1,2%
	

	   Balances for the end of the period 
	2375,7
	0,0%
	17,6
	0,0%
	
	
	2393,3
	0,0%
	

	Exchange rate difference 
	-252873,5
	-2,8%
	-5579,6
	-0,1%
	0,0
	0,0%
	-284150,1
	-3,1%
	

	EXTERNAL FINANCING, TOTAL 
	-265007,1
	-2,9%
	-1559,9
	0,0%
	-52378,5
	-0,6%
	-340347,1
	-3,8%
	


1.3.2. Macroeconomic Forecast for 2001 and Comment on the Federal budget for 2002 

Comment on the Major Figures of the Macroeconomic Forecast Used for Federal Budgeting for 2002
Analysis of the adjusted Forecast of socio-economic development of the Russian Federation in 2002, the results of which were used to draft the federal budget for 2002, to forecast budget revenues in particular, gives us grounds to make several conclusions that contradict to each other to a certain degree:

- firstly, GDP prognosis for 2002 (10700 – 11000 billion roubles) that exerts major influence on budget revenues assessments are adequately realistic and coincide with out assessments; 

- secondly, the Forecast contains certain items (e.g. in parts that concern the prognosis for the balance of payment) that can, as we see it, call into question the correctness of calculations by the government; 

- thirdly, an important flaw of the Forecast is a lack any of kind of reference points for the nominal and real roubles exchange rates dynamics. Substituted data (foreign trade figures prognosis) give ground to suppose that an invariable or a dropping (according to the first scenario) roubles exchange rate was used; 

-fourthly, the expected character of the inflation process and rouble exchange rate dynamics make assessments of interdependence of major macroeconomic variables in 2002 depending on oil prices less unambiguous, which is practically not studied in the Forecast;

- fifthly, our calculations show that federal budget revenues assessments are close to the upper bound of possible values (taking actual execution of the budget in the first six months of 2001 and most important changes in the tax legislature into account). Thus, predicted revenues can appear to be overestimated (e.g. if market situation for other, than oil and gas export goods and commodities, i.e. metals, timber etc., becomes worse) and the planned reserve funds will be lower, than the expected. 

Further we will look in detail upon the following major items:

1. Forecast by the government;

2. Expected dynamics of oil prices;

3. External factors’ influence analysis (using situation with the balance of payment);

4. Inflation processes in the economy’

5. GDP prognosis reasonings;

6. Assessment of tax receipts of the federal budget. 

1. Forecast by the government. The 2002 forecast is worked out in two variants. Figures of the conservative (1) and the optimistic (2) variants depend on a combination of internal and external factors. An important point here is a supposition that repayment of foreign debts of the Russian Federation can be made in full, according to the current schedule of payments and the prerequisite about accumulation of reserves for 2003. 

Table 14

Basic Factors of the Socio-Economic Forecast for 2002, in % to the Previous Year

	
	Year 2001г.
	Year 2002г.

	
	
	Optimistic 
	Conservative

	
	
	Variant 2
	Variant 1
	А
	Б

	World oil prices, Urals, dollars/tonne
	22,9
	23,5
	18,5
	16,5
	14,5

	Consumer price index 
	118,6
	112,0-113,0
	113,0
	
	

	GDP
	105,0
	104,3
	103,5
	103,1
	102,8

	Industry output 
	104,9
	104,0
	103,0
	102,8
	102,6

	Agricultural output
	106,8
	103,0
	102,0
	102,0
	102,0

	Retail trade turnover 
	110,8
	106,0
	105,2
	104,8
	104,5

	Paid services provided to the public 
	100,8
	103,0
	102,5
	102,2
	102,0

	Turnover in transport 
	103,1
	104,0
	103,0
	
	

	Investments to fixed capital 
	108,7
	108,0
	106,0
	105,0
	104,0

	Real money income available to the public 
	105,9
	106,0
	105,0
	104,7
	104,5

	Exports
	97,3
	104,2
	91,8
	87,8
	84,4

	Imports 
	118,9
	106,5
	104,6
	103,0
	102,0


Principal differences are caused by external development conditions. The deciding factor was the level and dynamics of world oil prices: the average contract price in the first variant equals to 18.5 dollars per barrel, in the second variant 23.5 dollars. Both variants’ calculations were based upon equal suppositions about energy resources (oil and gas) export dynamics and performance of obligations to repay and service foreign debts. In connection with changes in external economic situation in the adjusted forecast within borders of the conservative variant there are studied consequences of a drop of the world oil prices to the level of 16.5 – 14.5 dollar per barrel (Variants A and B). Internal development conditions are determined by a growth of investments and consumer demands. 

The GDP growth rate considering the factors and conditions of economic development are defined within the limits of 3.5 – 4.3% by variants. The GDP production pattern is determined on the background of accelerated growth rates in civil construction and services in trade. Industrial output growth is predicted at the level of 3 – 4%. The predominant trend in changes in the pattern of the GDP in use remains the situation when the final domestic demand outruns the external demand in its growth rate. 

The domestic demand pattern will be defined by the fact that the investment demand growth rate will outrun that of the final public consumption. In connection with growing expenses to settle foreign debts of the state the domestic gross accumulated resources will slightly diminish, which will tell upon the investment expenditure rate. Fixed capital investment increment in 2002 is predicted at a level of 6.0 - 8.0%, their share in the GDP will equal 18.1% against 17.7% in 2001. 

According to the forecast real money income growth in 2002 will be 5 – 6%. Real income of the population, though, will not reach higher than 84.4% of year 1997 (before the crisis).

If one uses figure dynamics for real income provided in the forecast, the growth rate of the final consumption by the population in the GDP will be equal to 103.8 – 104.6% against 107.4% in 2001. The present level of income and spendings of the population and consumer prices growth gives grounds to predict a slower savings growth rate in the private homes sector. 

Table 15

GDP In-Use Elements Dynamics, in % to the Previous Year 

	
	Year 2001г.
	Year 2002г.

	
	
	Variant 1
	Variant 2

	GDP
	105,0
	103,5
	104,3

	Final consumption of goods and services, total expenses 
	106,2
	103,8
	104,6

	    including 
	
	
	

	private homes 
	108,7
	104,7
	105,6

	Gross savings, total  
	117,0
	106,7
	107,4

	Including 
	
	
	

	fixed capital 
	106,5
	105,9
	107,7

	Net exports of goods, commodities and services 
	89,9
	97,4
	93,3


Consequently, the factor that limits growth of final demand is a lower share of gross savings in the GDP on the one hand, and changes in their use on the other. The share of gross savings in the economy in the GDP will remain according to different variants within the limits of 30.9 – 32.4% compared to 34.8% in 2001. Due to the fact that extra revenues will be used with fiscal aims to increase budget surplus and expenses to repay the state debt, the gross domestic savings growth rate will fall from 17.0% in 2001 to 6.7 – 7.4% in 2002.

In spite of the fact that the positive dynamics of investment growth will remain, due to the present technological, reproduction and age pattern of fixed capital, investments given in the forecast will be inadequate to promote active industrial policies. 

A slower industrial growth rate is accompanied by a relative fall in the share of investments to development of this sector of the national economy. Most exposed are the branches that have capacity shortages: oil-refining and chemical industry, ferrous and non-ferrous metallurgy, machine-building, food industry.

Situation in the investments sphere is aggravated by the fact that the economy needs investments on a higher scale; moreover it is also in need of a determined strategy to attract investments to branches that want competitive capacities. If one takes into account a high concentration of revenues within export-oriented branches of the raw material sector and lack of mechanisms of inter-industry capital transfer, one can hardly expect a higher investment rate and drastic changes in the pattern of fixed capital reproduction. Against a background of a slower production growth rates and low revenue increase for enterprises the forecast for 2002 envisages prolongation of existing trends. In the situation when internal funds of the real sector of the economy are limited and there are no possibilities for long-term loans for the Russian economy, the situation that provokes narrowing of investment demand will be reproduced. 

2. World oil prices forecasts. World oil prices forecasts are worked out by a number of international organizations. According to the basis variant of the latest (December 2001) forecast by the US Department of Energy world oil price defined as the average price of oil imported by the USA in 2002 will be 18.69 dollars/barrel or 15% lower, than the average world oil price in 2001.
. According to the prognosis of the International monetary fund the world oil price in 2002 will average 18.5 dollars/barrel 

Table 16
	
	1998
	1999
	2000
	2001
(estimate)
	2002
(prognosis)

	Price of oil imported by the USA (dollars per barrel)
	12,08
	17,22
	27,72
	21,98
	18,69


Source: U.S. Department of Energy/Energy Information Administration.

Prognoses for world oil prices dynamics beyond year 2002 are appreciably different depending on starting points of their authors as for forecasts for world oil production and demands. According to the basis prognosis variant provides by the US Department of Energy world oil price in year 2005 will be equal to 20.83 dollars/barrel. Quite close to this forecast are prognoses by the OECD International Energy Agency (19.83 doll./barrel), Natural Resources Canada (21.24 dollars/barrel) and Standard & Poor’s Platt’s (19.47 dollars/barrel). A number of organizations give lower forecasts for 2005: WEFA Group – 18.39 dollars/barrel, Gas Research Institute – 18.17 dollars/barrel, Deutsche Banc Alex. Brown – 17.08 dollars/barrel, Petroleum Economics – 15.63 dollars/barrel. It should be noted, though, that the above values are given in 1999 prices and are adjusted for inflation. The nominal oil price by year 2005 will be 1-2 dollars higher. 

Thus, one expects that in year 2002 oil price for Urals will not be lower than 18 dollars/barrel, i.e. it will correspond to the forecast price for Russian oil on the world market, used for the expenditures side of the budget. For a period beyond there is a considerable scatter of predicted prices. At the same time the majority of prognoses give  prices at the level of 18 – 21 dollars/barrel.

3. Influence of external factors and the balance of payment situation. The scenarios, suggested in the Forecast are calculated with their starting points in the average oil prices for one barrel Urals $17 – 18.5 and $22 – 23.5 correspondingly. In both scenarios oil prices are below the average world level in 2000 – 2001. It is envisaged, though, that the exports as compared to exports in 2000-2001 will be even higher (108.5 against 105.5 billion dollars). 

Simple econometric estimates made by our Institute based on data from 1996-2001 give the following export values: for the first variant (17-18.5 dollars/barrel) 82 - 86 billion rubles and for the second variant (22-23.5 dollars/barrel) 95-100 billion rubles accordingly. The 96.1 and 108.5 billion rubles given in the Forecast envisage an industrial growth. Admitting these export values when the assumed oil prices will be lower than the current ones one should bare in mind that mineral raw materials, ferrous and non-ferrous metals and goods made of them correspond to a half of the exports and physical volume of exported commodities and goods changes slowly. All this gives us grounds to suppose that the figures given in the Forecast are very optimistic, that is exports estimates don not quite correspond to the basic values of world oil prices used in the Forecast, export value of 108.5 billion roubles cannot be reached if world oil prices remain approximately on the current level. 

In 2000 and the first quarters of 2001 a considerable positive balance of trade and good export revenues together with the condition of obligatory sale of a part of export revenues caused a situation when the Central Bank was forced to increase money supply while its capacity to sterilize it by operations on the open market were next to nothing. All this created monetary preconditions for inflation. In 2002 this problem will be partially smoothed over due to the following:

1. Due to lower oil prices exports (the positive side of the balance of trade) will most likely be lower than is stated in the Forecast; 

2. If situation remains favourable (there will no critical fall of oil prices) the nominal exchange rate in 2002 will most likely be slightly lower (by approximately 5-7%), its direct influence on the inflation by means of more expensive imported goods will be small. Should oil prices drop considerably which will shortly after entail export cuts to keep the balance of trade positive there will be a possibility of devaluation of the national currency, the government will be forced to restructure foreign debts and to resort to new loans;

3. Should oil prices remain on the level lower than 18 dollars per barrel, a continuation of the real exchange rate strengthening can be expected, which will promote further increase of imports and decrease of the positive side of the balance of trade, cutting foreign currency revenues of the country (seen together with par. 1 above); 

4. Should the nominal rouble exchange rate change slightly strengthening of rouble in real terms will become a major problem, because it worsens positions both of export-oriented extracting industries by lowering their competitive capacities and of a number of other branches that produce traded goods because of higher imports (see under par. 3 above); 

5. Reduction of the norm of export revenues sales in September 2001 from 75% to 50% allows to be more flexible in 2002 when fixing volumes of foreign currency bought on the market and to make money supply growth rate by the Central Bank lower.

6. In case of a favourable situation of world oil prices the surplus of the federal budget accumulated in form of financial reserves for repayment of foreign debts will allow the Central Bank to partially sterilize money supply growth by purchase of foreign revenues and use of the financial reserves to settle foreign debts (if payments are made according to the schedule), which will lead to a growth of the debit capital balance and reduction of the credit balance in a favourable situation of the balance of payment; 

7. If foreign debts’ repayments will be performed using a gradual buying-up of foreign currency by the government through the Central Bank and its agents maintaining the nominal exchange rate constant, this can cause a non-speculative fluctuations of the gold and foreign currency reserves without changes in the monetary base and money stock (buying-up of revenues from foreign trade causes a greater money supply, concurrently tax receipts that are accumulated by the financial reserves on accounts with the Central Bank and later converted into foreign currency sterilize this money supply increase).

4. Factors that can influence inflation in 2002. Foreign policies, exchange rate policies and monetary management are influenced chiefly by the situation of the world market of natural resources and the policy of the Central Bank. The government when providing inflation reference point for the budget can influence price changes by the following:

1. Reforms and changes in tariffs of natural monopolies.

Rise in prices as a result of changes in tariffs of natural monopolies (the maximum allowed increase index approved is 35%) in year 2002 will to a certain degree be more controllable, it is assisted in particular by creation of a common tariffs agency. One of variants of tariffs increase can be a controlled indexation (e.g. using the pattern applied to specific excise-duties). When increasing tariffs one should remember that electric power, gas and railway transport are resources and services that are used by practically all branches of the economy, thus increase of tariffs can lead to higher expenses and changes in the structure of costs reflecting on manufacturers’ and consumer prices (according to estimates by IET elasticity of CPI related to electric power tariffs in 1995-2000 equalled to 0.2, elasticity related to housing and communal services about one).

2. Reforms in housing and communal services.

Prices in the housing and communal services sector largely depend upon tariffs of natural monopolies, chiefly on power and gas prices. Moreover a higher share of payments for housing and communal services by the population can cause an extra increase of consumer price index (statistically inflation can make itself visible, for example, when there will made a transfer from direct share of payments by the population to targeted subsidies through higher service prices at the same level of effectiveness for the state). Here it is also worth noting that against the background of considerable wear of basic assets in the housing and communal infrastructure the heating season can bring forward unexpected maintenance costs as well as possible rehabilitation expenses. 

3. Indexing of pensions, wages of employees of budget institutions, use of extra budget revenues to increase non-interest-bearing expenditures. 

When extra budget revenues are not used for repayment of foreign debts but for indexing of pensions and wages it leads not only to a higher money supply but also to a higher demand and consumption (a long-term increase with a shift in assessment of receivers’ constant incomes). As far as the number of receivers of pensions and wages according to the tariff scale is quite large, a general increase of demand for consumer goods can cause an increase in consumer prices. In particular, use of extra revenues in 2000 for increase of non-interest-bearing expenditures (principally for social expenses) is often called one of the main reasons for high inflation rates at the beginning of 2001. For year 2002 this problem is less important, as far as extra revenues will in all probability be used to accumulate financial reserves for repayment of foreign debts in 2002-2003. As far as extra revenues of the government to a great degree are rental income, decrease of tax burden for the amount of these revenues will not cause inflation prerequisites by increasing the demand, but will add up to capital outflow. 

On the whole it should be noted that the inflation and inflationary anticipations are quite inertial, that is why in the present situation judging by the above mentioned one can hardly expect a considerable decrease of inflation. This is the reason why the guidelines suggested by the government in the Forecast for 2002 can be viewed as understated estimates. Allow us to remind that in the Forecast of socio-economic development according to the first scenario inflation for 2002-2003 remains at a permanent level of 10-13% and in 2004 falls to 8-10%. According to the second scenario, the optimistic one, inflation decreases and in 2002-2003 is equal to 9-12% and 7-9% in 2004. 

Taking into consideration the inflationary inertia (in 2001 increase of CPI equalled to 18.8%) and expected institutionary changes that can cause at least on a short-term basis (in January 2002 the increase of CPI equalled to 3.1%) a rise in prices of natural monopolists (electric power, gas, railroad transport, housing and communal services), we view an estimate of inflation rate at the level of 15-17% as a more realistic one. In case actual world oil prices will be close to the scenario values, as has it already been said, exports can be lower than planned, and tax receipts will be lower accordingly. In such a situation inflation higher than the given reference points will on the contrary promote an increase in revenues and will allow to partially compensate the decrease. 

Here it should also be noted that the Forecast in both variants suggests equal inflationary reference points, monetary inflationary factors being stronger in the second scenario accompanied by higher world oil prices. If actual oil prices will be even higher (at the level of 2000-2001) these factors will have a still stronger influence and the inflation can be even higher. 

Nevertheless this kind of inflation forecast also has a positive side, showing a slower development of inflationary processes because its underestimation in the Forecast assists lower inflation expectations both in the current year and in future. 

4. Prognosis for the GDP volume. In spite of the differences in inflation rate estimates (and the GDP deflator indexes accordingly) estimates of the nominal GDP for 2002 (10950 billion roubles) are viewed by us as realistic. This result is achieved by an overestimated GDP for 2001, as we see it. According to preliminary estimates the nominal GDP in 2001 will reach approximately 9040 billion roubles (against 9130 billion roubles in the Forecast). Thus a slightly overestimated GDP in 2001 (by 1%) allows giving a realistic prognosis for GDP in 2002 using underestimated price growth rates.

6. Estimates of the federal budget tax receipts. To make our estimates of tax receipts of the federal budget in 2002 we proceeded from the following:

· nominal volume of GDP in 2002 will be equal to 10950 billion roubles;

· estimates of tax receipts in 2001 in shares of GDP are calculated on the basis of GDP equalling 9040 billion roubles;

· estimates of tax receipts by types of taxes for 2002 are made in two stages:

· at the first stage estimates of tax receipts by types of taxes for 2002 are calculated on the basis of the respective effective tax rate to the basis of 2002 (in accordance with the draft budget) adjusted to changes in the GDP pattern;

· at the second stage results of initial calculations are adjusted according to changes in nominal tax rates.

It should be noted that our assessments are relative in that respect that we are not taking influence of the tax reforms on changes in the tax base for each type of taxes into account and they can deviate from actual values in both directions. In particular, in making calculations for the profit tax we disregarded increment of the tax base due to cancellation of privileges, but took into account the low nominal tax rate. Thus, our estimates of profit tax receipts are in all probability underestimated. 

Table 17

	
	2000
	2001
	2002 (draft)
	2002
 (estimates)

	
	In % to the GDP

	Profit tax 
	2,53%
	2,38%
	1,96%
	1,82%

	Income tax
	0,39%
	0,03%
	–
	–

	VAT
	5,26%
	7,07%
	7,06%
	7,00%

	Excise-duties 
	1,86%
	2,25%
	2,02%
	2,00%

	Taxes in foreign trade and foreign-economic operations 
	3,25%
	3,67%
	2,99%
	2,78%

	Payments for use of natural recourses 
	0,26%
	0,55%
	1,68%
	1,58%

	Other taxes, duties, dues and fees
	0,12%
	0,22%
	0,06%
	0,10%

	Tax receipts, total 
	13,67%
	16,16%
	15,77%
	15,28%


Nevertheless the results of our calculations proved to be close to the reference points. As we see it, the level of tax receipts estimated by the government as 15.77% is closer to the highest possible level of tax receipts when oil prices are within the range of 17 to 20 dollars per barrel, while our estimates are more likely to be close to the lowest level.

Hence, we estimate the total of federal budget tax receipts in 2002 as equal to 15.5% of GDP or 1700 billion roubles. This is approximately 26 billion roubles less, than planned in the draft budget. Thus, if oil prices will fall to the level of 17-18 dollars per barrel the initial surplus of the federal budget can be lower, though budget revenues will be enough to make all payments concerning foreign debts. The volume of the reserve fund, though, can appear to be appreciably lower than planned. According to our estimates the level of the planned tax receipts (15.77%) and increment of the reserve fund as planned in the draft budget can be reached if the annual average of oil prices for Urals will not be lower than 20 dollars per barrel. 

As a result of the third reading of the draft federal budget for 2002 there were made amendments that regulate formation of the financial reserve, investments and spending of its means as well as management and control of the financial reserve means. It is also envisaged that in case of an unfavourable market situation in 2002 financing of a part of federal budget expenditures, a total of 68.6 billion roubles, can be put off to a later period. Introduction of such a mechanism gets the financial reserve of the Government of the Russian Federation closer to the presently discussed idea of establishing a stabilization fund. Meanwhile the adopted mechanism contains a number of drawbacks, the most serious one is that the rules of forming a financial reserve (a stabilization fund) shall be adopted as long-term provisions not as part of a budget law and be ruled by a separate federal law or a Budget code. Moreover, the adopted wording of the rules of formation and spending of the fund’s means are inaccurate and need additional definitions and interpretations. 

Assessment of expenditures of the federal budget. Federal budget expenditures in 2002 are planned at the level of 17.8% of GDP. Especially expanded in shares of the GDP as compared to budget laws of previous years are social expenses (2.5 times compared to the planned figures for 2001 and more than three times as compared to the plan for year 2000). This increase is explained by inclusion into the expenditures of the federal budget of a part of the social tax receipts that are transferred to the Pension Fund, a total of 257 billion roubles (2.4% of planned GDP).

A certain increase of expenditures is envisaged for public roads expenses (from 0.37% of planned GDP in the 2001 budget to 0.6% of the planned GDP in the 2002 budget). 

A decrease in GDP share is envisaged for the servicing of the state debts item (2.6% of planned GDP in the budget of 2002 as compared to 3.1 of planned GDP in the budget of 2001 and the analogous level of actual execution of the budget in the first six months of 2001, as well as 4.3% of planned GDP in the budget for 2000), also for defence and law enforcement (a decrease by 0.2 point and 0.1 points in the budget of 2002 as compared to the budget of 2001). It should be noted that the performed financing (that is means transferred by the Ministry of Finance of the Russian Federation to receivers of budget funds) of expenditures under the last two items in the first six months of 2001 exceed the level, envisaged in the draft budget for 2002 (2.9% of GDP and 1.8% of GDP for the first six months of 2001 accordingly as compared to 2.6% GDP and 1.6% GDP in the draft budget for year 2002). 

On the whole without taking the single social tax into account the level of expenditures of the federal budget for 2002 and its pattern did not undergo any considerable changes as compared to reference points in the budget law for year 2001.

In constant prices the expenditures side of the 2002 budget was increased by 41% as compared to the budget of 2001 and 64% as compared to the initial law on the budget of 2000 (38% as compared to the budget adjusted to extra revenues). This increase compared to the budget of 2001 can be traced by such important expenditure items as international activities (by 67%), transport and public roads (by 113%), including public roads (by 108%), education (by 41%), culture and arts (by 39%), state administration (by 20%), public health (by 24%). Increase of national defence and law enforcement expenditures as compared to the budget for 2001 was no more than 14%.

Table  18

Budget Laws and Execution of the Federal Budget in 1999-2002
in Shares of the GDP

	
	1999
	2000
	2001
	2002

	
	Budget Law *
	Execution by financing
	Execution by cash
	Budget Law *
	Budget Law of 12.25.00
	Execution by financing
	Execution by cash
	Budget Law *
	Execution by financing in the first six months
	Execution by cash in the first six months
	Budget Law *

	1
	2
	3
	4
	5
	6
	7
	8
	9
	10
	11
	12

	Administration of the state and local governments 
	0,3%
	0,3%
	0,3%
	0,5%
	0,5%
	0,4%
	0,4%
	0,5%
	0,5%
	0,4%
	0,5%

	Judicial power
	0,1%
	0,1%
	0,1%
	0,2%
	0,2%
	0,1%
	0,1%
	0,1%
	0,1%
	0,1%
	0,2%

	International activities 
	0,9%
	1,3%
	1,3%
	1,1%
	0,8%
	0,2%
	0,2%
	0,3%
	0,2%
	0,2%
	0,4%

	National defence
	2,3%
	2,6%
	2,5%
	2,8%
	4,1%
	3,0%
	2,8%
	2,8%
	2,9%
	2,6%
	2,6%

	Law enforcement and state security 
	1,3%
	1,2%
	1,2%
	1,6%
	2,2%
	1,6%
	1,5%
	1,7%
	1,8%
	1,4%
	1,6%

	Basic research and promotion of scientific and technologic advance 
	0,3%
	0,3%
	0,2%
	0,3%
	0,3%
	0,2%
	0,3%
	0,3%
	0,3%
	0,2%
	0,3%

	Industry, power and civil engineering 
	0,4%
	0,4%
	0,4%
	0,4%
	0,7%
	0,5%
	0,5%
	0,6%
	0,5%
	0,4%
	0,5%

	Agriculture and fisheries 
	0,2%
	0,2%
	0,2%
	0,2%
	0,3%
	0,2%
	0,2%
	0,3%
	0,2%
	0,2%
	0,2%

	Environmental and natural resources controls, hydrometeorology, cartography and land-surveying 
	0,1%
	0,1%
	0,1%
	0,1%
	0,1%
	0,1%
	0,1%
	0,1%
	0,1%
	0,1%
	0,1%

	Transport, public roads, telecommunications and information services 
	0,0%
	0,0%
	0,0%
	0,0%
	0,0%
	0,0%
	0,0%
	0,4%
	0,4%
	0,3%
	0,1%

	Accidental control and elimination of extraordinary situations and Acts of God 
	0,2%
	0,2%
	0,2%
	0,2%
	0,2%
	0,1%
	0,1%
	0,1%
	0,1%
	0,1%
	0,1%

	Education
	0,5%
	0,5%
	0,5%
	0,6%
	0,7%
	0,5%
	0,5%
	0,6%
	0,7%
	0,5%
	0,7%


Table 18 (cont’d)
	
	1999
	2000
	2001
	2002

	
	Budget Law *
	Execution by financing
	Execution by cash
	Budget Law *
	Budget Law of 12.25.00
	Execution by financing
	Execution by cash
	Budget Law *
	Execution by financing in the first six months
	Execution by cash in the first six months
	Budget Law *

	1
	2
	3
	4
	5
	6
	7
	8
	9
	10
	11
	12

	Culture, arts and cinema 
	0,1%
	0,1%
	0,1%
	0,1%
	0,1%
	0,1%
	0,1%
	0,1%
	0,1%
	0,1%
	0,1%

	Mass media
	0,1%
	0,0%
	0,0%
	0,1%
	0,1%
	0,1%
	0,1%
	0,1%
	0,1%
	0,1%
	0,1%

	Public health and sports 
	0,3%
	0,2%
	0,2%
	0,3%
	0,3%
	0,2%
	0,2%
	0,3%
	0,3%
	0,2%
	0,3%

	Social politics 
	1,0%
	1,1%
	1,1%
	1,2%
	1,3%
	1,0%
	1,0%
	1,4%
	1,4%
	1,3%
	3,9%

	Servicing of foreign debts 
	4,2%
	3,6%
	3,6%
	4,3%
	3,7%
	3,7%
	3,7%
	3,1%
	3,1%
	3,1%
	2,6%

	Financial aid to budgets of other levels
	1,1%
	1,4%
	1,4%
	1,4%
	1,9%
	1,5%
	1,5%
	2,4%
	2,8%
	2,7%
	2,4%

	Salvage and liquidation of weapons, including performance of international treaties 
	0,0%
	0,1%
	0,1%
	0,0%
	0,1%
	0,1%
	0,1%
	0,1%
	0,1%
	0,1%
	0,1%

	Research and usage of outer space 
	0,1%
	0,1%
	0,1%
	0,1%
	0,1%
	0,1%
	0,1%
	0,1%
	0,1%
	0,1%
	0,1%

	Military reform 
	
	
	
	
	
	
	
	0,1%
	0,1%
	0,1%
	0,2%

	Other expenditures 
	-0,2%
	-0,1%
	-0,1%
	0,1%
	0,1%
	0,1%
	0,1%
	-0,1%
	0,2%
	0,1%
	0,0%

	Public roads 
	
	
	
	
	
	
	
	
	
	
	0,6%

	Targeted budget funds 
	1,1%
	1,3%
	1,2%
	1,2%
	1,9%
	1,4%
	1,4%
	0,2%
	0,1%
	0,1%
	0,1%

	EXPENDITURES, TOTAL 
	14,4%
	14,8%
	14,7%
	16,8%
	19,9%
	15,1%
	14,8%
	15,4%
	16,1%
	14,3%
	17,8%


* in  % of estimated GDP;

** including expenditures for public roads (part 26 of budget expenditures classification)

Table  19

Budget Law for Year 2002 in Percent of Budget Laws and Budget 
Executions in 1999-2001 (in Constant Prices)

	
	1999
	2000
	2001

	
	Budget Law
	Execution by financing
	Execution by cash
	Budget Law
	Budget Law of 12.25.00
	Execution by financing
	Execution by cash
	Budget Law
	Execution by financing
	Execution by cash

	Administration of the state and local governments 
	246%
	224%
	228%
	157%
	152%
	155%
	163%
	120%
	77%
	81%

	Judicial power 
	235%
	216%
	229%
	169%
	160%
	167%
	166%
	145%
	94%
	97%

	International activities 
	70%
	44%
	43%
	55%
	78%
	272%
	283%
	167%
	85%
	86%

	National defence 
	181%
	146%
	147%
	145%
	97%
	98%
	107%
	114%
	65%
	69%

	Law enforcement and state security 
	202%
	183%
	187%
	157%
	112%
	113%
	119%
	114%
	69%
	70%

	Basic research and promotion of scientific and technological advance 
	156%
	156%
	160%
	137%
	127%
	126%
	125%
	118%
	76%
	76%

	Industry, power and civil engineering 
	236%
	178%
	201%
	207%
	109%
	120%
	118%
	111%
	73%
	78%

	Agriculture and fisheries 
	172%
	182%
	181%
	167%
	125%
	127%
	144%
	111%
	58%
	68%

	Environmental and natural resources controls, hydrometeorology, cartography and land-surveying 
	201%
	201%
	201%
	188%
	172%
	170%
	171%
	176%
	117%
	118%

	Transport, public roads, telecommunications and information services 
	465%
	443%
	446%
	308%
	266%
	267%
	273%
	213%
	11%
	11%

	Development of market infrastructure 
	
	
	
	
	29%
	29%
	29%
	19%
	13%
	13%

	Accidental control and elimination of extraordinary situations and Acts of God 
	71%
	70%
	69%
	69%
	65%
	65%
	66%
	118%
	74%
	75%

	Education 
	229%
	224%
	228%
	179%
	153%
	151%
	151%
	141%
	87%
	88%

	Culture, arts and cinema 
	201%
	200%
	213%
	158%
	137%
	142%
	142%
	139%
	90%
	91%


Table 19 (cont’d)
	
	1999
	2000
	2001

	
	Budget Law
	Execution by financing
	Execution by cash
	Budget Law
	Budget Law of 12.25.00
	Execution by financing
	Execution by cash
	Budget Law
	Execution by financing
	Execution by cash

	Mass media 
	294%
	294%
	307%
	129%
	120%
	122%
	121%
	142%
	81%
	81%

	Public health and sports 
	186%
	186%
	188%
	143%
	135%
	136%
	136%
	124%
	82%
	82%

	Social politics 
	213%
	180%
	181%
	170%
	160%
	157%
	158%
	119%
	221%
	229%

	Servicing of state debts 
	102%
	105%
	104%
	93%
	108%
	79%
	79%
	102%
	74%
	74%

	Replenishment of state supplies and reserves 
	323%
	323%
	337%
	226%
	199%
	203%
	229%
	105%
	70%
	106%

	Financial aid to budgets of other levels 
	365%
	252%
	252%
	276%
	196%
	188%
	189%
	123%
	69%
	69%

	Salvage and liquidation of weapons including performance of international treaties 
	355%
	170%
	171%
	358%
	202%
	193%
	213%
	147%
	93%
	94%

	Preparedness activities in the economy
	66%
	48%
	50%
	72%
	43%
	46%
	56%
	86%
	32%
	32%

	Research and usage of outer space 
	195%
	174%
	174%
	204%
	148%
	148%
	162%
	183%
	83%
	83%

	Military reform 
	
	
	
	
	
	
	
	337%
	174%
	178%

	Other expenditures 
	19%
	36%
	29%
	-45%
	-34%
	-63%
	-32%
	68%
	-30%
	-30%

	Public roads 
	
	
	
	
	
	
	
	
	
	

	Targeted budget funds 
	19%
	15%
	15%
	16%
	10%
	10%
	10%
	86%
	57%
	57%

	EXPENDITURES, TOTAL 
	202%
	172%
	174%
	164%
	138%
	133%
	136%
	141%
	86%
	88%


* including public roads expenditures (part 26 of budget expenditures classification)

** payments made to the Pension Fund of the Russian Federation from single social tax receipts are not taken into account 

The draft budget introduced by the government to the State Duma was adjusted. Differences in the federal budget’s expenditures in the first and second readings are given in table 20.

Table 20

	
	Difference

	
	In shares of GDP

	State administration and local governments 
	-0.02 points

	Judicial power 
	0.00 points

	International activities 
	-0.04 points

	National defence 
	-0.07 points

	Law enforcement and state security 
	0.02 points

	Basic research and promotion of scientific and technological advance 
	0.00 points

	Industry, power and civil engineering 
	0.06 points

	Agriculture and fisheries 
	0.03 points

	Environmental and natural resources controls, hydrometeorology, cartography and land-surveying 
	0.00 points

	Transport, public roads, telecommunications and informational services 
	0.02 points

	Accidental control and elimination of extraordinary situations and Acts of God 
	0.00 points

	Education 
	-0.02 points

	Culture, arts and cinema 
	0.00 points

	Mass media 
	0.00 points

	Public health and sports 
	0.00 points

	Social politics 
	0.10 points

	Servicing of state debts 
	-0.13 points

	Replenishment of state supplies and reserves 
	0.00 points

	Financial aid to budgets of other levels 
	0.08 points

	Salvage and liquidation of weapons, including performance of international treaties 
	0.00 points

	Research and usage of outer space 
	0.00 points

	Military reform 
	0.00 points

	Other expenditures 
	0.00 points

	Public roads 
	0.11 points

	Targeted budget funds 
	0.00 points

	EXPENDITURES, TOTAL 
	0.13 points


As was said before in the third reading of the draft budget in the State Duma there were made amendments that envisage that in case of an unfavourable market situation and a decrease of federal budget receipts in 2002 financing of some parts of federal budget expenditures in 2002, a total of 68.5 billion roubles, can be put off to a later period. This sum’s breakdown into expenditure items is given in corresponding sections of table 8. 

Table  21

	
	Billion roubles 
	% of the GDP 

	State administration and local governments 
	2,8
	0,03%

	International activities 
	5
	0,05%

	National defence 
	10
	0,09%

	Law enforcement and state security 
	5,5
	0,05%

	Basic research and promotion of scientific and technological advance 
	1,8
	0,02%

	Industry, power and civil engineering 
	5,2
	0,05%

	Agriculture and fisheries 
	4,5
	0,04%

	Environmental and natural resources controls, hydrometeorology, cartography and land-surveying 
	0,5
	0,00%

	Transport, telecommunications and informational services 
	1,4
	0,01%

	Accidental control and elimination of extraordinary situations and Acts of God 
	0,6
	0,01%

	Education 
	2,6
	0,02%

	Culture, arts and cinema 
	0,6
	0,01%

	Mass media 
	0,6
	0,01%

	Public health and sports 
	1,9
	0,02%

	Social politics 
	2
	0,02%

	Financial aid to budgets of other levels 
	15,7
	0,14%

	Salvage and liquidation of weapons, including performance of international treaties 
	0,7
	0,01%

	Research and usage of outer space 
	0,6
	0,01%

	Public roads 
	6,5
	0,06%

	Total 
	68,5
	0,63%


1.3.3. Inter-Budgetary Relations and Sub-National Finances 

The past year as distinct from previous years did not witness any thoroughgoing reforms in the inter-budgetary sphere and regional finances. Though a great number of changes in the current legislation that regulate tax collection and distribution of tax receipts to different levels of the budgetary system, such as the system of distribution of financial aid to subnational budgets, the Programme for development of budgetary federalism in the Russian Federation for the period until year 2005 adopted by the Government shall in the nearest future have a considerable influence both on budget situations of territories of the Federation and municipalities and financial relationships of budgets of different power levels. 

In this section we will take a closer look on principal trends of inter-budgetary relationships and sub-national finances in year 2001 and make an analysis of cardinal decision adopted in this period. The matter concerns first of all innovations in the tax and budget legislation and the Programme for development of budgetary federalism in Russia. 

Inter-Budgetary Relationship Trends of Budgets of Different Levels in the Russian Federation

To make an analysis of main trends of 2001 in the sphere of relationship of budgets of different levels let us consider the make-up of the consolidated budget of the Russian Federation and changes it underwent recently. Table 22 provides data that describe shares of tax receipts, receipts and expenditures of budgets of territories of the Federation in the consolidated budget of the Russian Federation.

Table 22

Shares of Certain Figures of Budgets of Territories of the Federation in the Consolidated Budget of the Russian Federation in 1992-2000 (%)

	
	1992
	1993
	1994
	1995
	1996
	1997
	1998
	1999
	2000
	2001

	Tax receipts 
	44,2%
	53,1%
	53,4%
	47,6%
	49,5%
	53,1%
	54,0%
	48,9%
	43,5%
	37,4%

	Revenues
	44,0%
	58,0%
	53,9%
	52,6%
	53,8%
	57,5%
	56,6%
	49,2%
	50,6%
	48,8%

	Expenditures 
	34,0%
	40,3%
	37,7%
	43,4%
	45,4%
	48,1%
	48,4%
	46,9%
	54,4%
	56,6%


As the table indicates the share of tax receipts of territories of the Federation in the consolidated budget of Russia has been steadily decreasing in the past four years, at the same time the share of amounts of budget revenues of territories (including financial aid from the federal budget) in total revenues of the budget system in 1999 – 2001 remained practically unchanged (about 50%). The expenditures pattern of the consolidated budget in the past two years changed towards increase of the share of expenditures of territorial budgets of the Federation in expenditures of the budget system of Russia. 

A lower share of tax receipts of territorial budgets of the Federation in total tax receipts in the budget system is a direct consequence of changes introduced to the Russian budget legislation in 2000, namely transition to the new order when all value-added tax receipts are entered in the federal budget, a lower road-users’ tax rate (only 1%), abolished housing, social and cultural establishment upkeep tax, other decisions in the sphere of tax reforms (including a lower tax rate on incomes of natural persons). As a result tax receipts of regional budgets in 2001 decreased by 1 point of GDP as compared to the previous year (from 10.5% GDP in 2000 to 9.6% GDP in 2001). Tax receipts of the federal budget in the same period grew from 13.7% GDP to 16.1% GDP. These reference values show that the share of tax receipts of regional budgets in the consolidated budget of the Russian Federation in 2001 lowered not merely because of redistribution of tax receipts to the federal budget, but also because of increased receipts in the federal budget. 

An increased share of expenditures of budgets of territories of the Federation in the consolidated budget is explained first of all by growth of surplus in the federal budget to the level of 3% of GDP while excess of receipts of regional budgets over their expenditures in 2001 remained at the level of the previous year. 

An analysis of data about granting federal financial aid to budgets of lower levels in 2001 (see Table 23) shows that trends of changing volumes and patterns for granted means correspond to the proclaimed lines of reforms of inter-budgetary relations in Russia and also follow from the measures adopted in the sphere of tax system and budget reforms policies. First of all one should note a considerable increase of the volume of federal financial aid to territories of the Federation (by 1 point GDP) which is directly connected with the process of tax receipts centralization in the federal budget (including establishment of the Compensation fund due to centralization of value-added tax receipts and a greater volume of subventions and subsidies for road construction because of the lower rate of the rode-users’ tax).

At the same time transfers from The Fund of financial support of regions remain the principal source of federal financial aid to the regions: in 2001 through this channel of financial aid there was redistributed more than 1% of GDP. If transfers from this fund are added to subventions and subsidies from the Compensation fund (because of the fact that expenditures financed in this way were previously taken into account when means from The Fund of financial support of regions were granted) one can draw a conclusion that in 2001 about 60% (1.5% of GDP) of the total of federal financial aid was granted through formalized channels. 

Among other types of federal financial aid one should also name the means that are granted within the limits of “Subsidies and subventions” item which in 2001 amounted to 0.54% GDP (21% of the total federal financial aid) and showed a considerable growth as compared to the previous year, when means granted from this item equalled to 0.15% GDP. Such growth is explained by the following: in the first place within the framework of settlement of inter-budgetary relations with the republics of Tatarstan and Bashckortostan (among other things transition to the mutually established norms of distribution of federal tax receipts acquired from the territories of these republics) the abovementioned territories of the Federation were granted a total of 18.9 billion roubles of subsidies. Secondly, there was performed a redistribution of subsidies among regions that are envisaged in the federal budget law to compensate for losses in connection with changes in volume and the order of formation of The Compensation fund (8.35 billion roubles) and at the end of the fourth quarter regions were granted subsidies to partially compensate for their expenses in connection with raising salary for the first grade of the Uniform wages tariff scale (2.3 billion roubles). As a result subsidies and subventions in 2001 among sources of federal financial aid to territories of the Federation came second after means originating from The Fund of financial support of regions and the Compensation fund. 

The third in size channel of federal means distribution among territories of the Russian Federation in 2001 were subventions, subsidies and grants for construction and maintenance of public highways in the regions of the Federation (0.27% of GDP or 11% of the total of federal financial aid). As mentioned before as the principal reason of higher volumes of federal financial aid in this respect can be mentioned lower regional budget receipts caused by the reduction of the road-users’ tax rate to 1% (maximum tax rate before being 2.75% of a given enterprise’s revenues). 

Among other trends of changes in distribution of federal financial aid to territories of the Federation in 2001 one should point out lower volumes of means distributed in form of mutual settlements (from 0.28% GDP in 2000 to 0.05% GDP in 2001), bigger amounts of financing of state programmes for regional development and a favourable balance of budget loans to subordinate powers registered by the results of the year. 

Should one consider main figures of distribution of federal financial aid to territories of the Federation from the point of view of regions one should note that regional budgets become much more dependant on federal financial aid as compared to previous periods, which is explained by the abovementioned process of centralization of tax receipts in the federal budget. The total share of federal financial aid in revenues of consolidated budgets of territories of the Federation in 2001 equalled to 17% as compared to 9% the year before; the share of expenditures of consolidated regional budgets financed by federal means in the same period grew from 8% to 15%. At the same time the list of regions that have budgets most dependant on federal financial aid (the so called “highly granted regions”) as compared to previous years has hardly changed: on that list as before (in addition to the Chechen republic) are The Republic of Tyva, Ust-Ordynsky Buryatsky autonomous okrug, the Republic of Dagestan, Komi-Permyatzky autonomous okrug, the Republic of Ingushetiya, the Jewish autonomous okrug, Aginsky-Buryatsky autonomous okrug, the Karachayevo-Cherkesskya Republic, the Koryak autonomous okrug, the Kabardino-Balkarian republic, the Republic of Northern Osetiya, the Republic of Adygeya, Bryansk oblast, the Amur oblast, Ivanovo oblast. Meanwhile, as compared to the previous year when the share of expenditures of the twenty most dependant regions financed by federal means varied between 43% and 87%, the dispersion in 2001 varied in range from 48% to 86%.

On the whole the analysis of quantitative showings in the sphere of inter-budgetary relations and regional finances allows us to make a conclusion that the process of centralization of budget revenues is accompanied by an adequate growth of the size of federal fianancial aid to the regions, which hightens the role of the federal budget as a mechanism of inter-regional redistribution of budget revenues. In case this tendency is accompanied by a better objectivity in distribution of federal financial support to the regions, that is volumes of granted means correspond to the revenue potential and (or) budget expenditure requirements of territories of the Federation, the mentioned process shall lead to a higher degree of inter-territoral levelling of abilities of public authorities of the territories of the Federation to provide public benefits on their respective territories. 

Tax Reforms and Inter-Budgetary Relations 

In 2001 there were adopted a number of changes in the tax and duties legislation which to a considerable degree influence distribution of tax receipts to budgets of different levels and in this way influence inter-budgetary relations in Russia. Among the most important legislative innovations should be mentioned the adopted chapters of the Tax code about profit tax, tax on mining operations and sales tax. Let us take a closer look at the mentioned changes from the point of view of their influence on public finances in regions. 

Inter-budgetary distribution of profit tax receipts from organizations. The procedure of profit tax fixing and distribution of tax receipts among budgets of different levels was established and started functioning on January 1, 1994: the profit tax paid to the republican budget was fixed at the rate of 13%, while it was allowed to the corresponding public authorities to fix the rate of the profit tax paid to the budgets of territories of the Federation at the highest level of 25% for enterprises and organizations and 30% for banks and insurers. New profit tax rates started functioning in the Russian Federation in the second quarter of 1999: the 11% rate for taxes received by the federal budget and a maximum of 19% for taxes paid to the budgets of territories of the Federation. At the same time public authorities of the territories of the Federation were allowed to establish extra profit tax allowance for taxes paid to their respective budgets. 

Starting in 2001 pursuant to article 8 of the Federal law “On enactment of the second part of the Tax Code of the Russian Federation and introduction of changes to certain tax legislative acts of the Russian Federation” local governments were given the right to fix profit tax rates for enterprises registered on their territories at a level that does not exceed 5% and legislative (representative) bodies of territories of the Russian Federation and representative bodies of local administrations were allowed to fix extra tax allowances for certain categories of taxpayers in profit tax for organizations within the limits of tax amounts payable to their respective budgets. 

In 2001 a new chapter of the Tax Code of the Russian Federation, chapter 25 “On profit tax paid by organizations” was adopted, it will enter info force on January 1, 2002. Pursuant to the new part 1 of article 284 of the Tax Code the procedure of fixing tax rates and tax allowances by public authorities of different levels is changed: regional authorities get their right to fix profit tax rates for organizations within tax amounts credited budgets of territories of the Federation within the limits between 14.5% and 10.5%, the federal budget will receive revenues from this tax collected at the rate of 7.5%, local budgets at the rate of 2%. At the same time all allowances on this tax will be abolished, disbursements accepted as deductions from the taxable base will be determined in the Tax Code of the Russian Federation. It is evident that such considerable changes of tax rates and conditions of taxation cannot but influence the pattern of distribution of tax receipts among budgets of different levels. Though due to the reason that the changes introduced to the laws are substantial, it will be quite a problem to make forecasts about directions and scopes of changes of tax receipts pattern of distribution. 

Inter-budgetary distribution of tax receipts arising from taxation of natural resources. Receipts from all control taxes collected on the territories of autonomous okrugs are entered to their budgets according to fixed norms and are not subject for redistribution among budgets of okrugs and krais (territories) and oblasts that they are parts of. Payments for use of natural resources are no exception in spite of the fact that several autonomous okrugs (Yamalo-Nenetz, Khanty-Mansi and Taimyr in particular) possess stocks of hydrocarbons and other mineral resources of national importance. Payments for extraction of hydrocarbons and other mineral resources are entered into budgets of autonomous okrugs pursuant to a singe norm equal for all regions. To avoid conflicts arising from these tremendous income sources between autonomous okrugs and territories (oblast) that they are parts of, federal authorities adopted a decision that okrugs shall transfer to the budgets of corresponding krais (oblast) half of the share of revenues from mining operations payable to the federal budget. 

Thus, pursuant to article 42 of the Law of the Russian Federation “On natural resources” in its wording that was valid until the beginning of 2002 there existed the following patter of distribution of revenues from mining operations. According to the singe rule payments for extraction of hydrocarbons were distributed between budgets in the following way: local budget – 30%, regional budget – 30%, the federal budget – 50%; payments for other mining operations were distributed as follows: local budget – 50%, regional budget – 25%, the federal budget – 25%. But in case of mining operations on the territory of an autonomous okrug that is a part of a krai or an oblast payments for mining operations were entered into budgets of the krai or oblast as a half of revenues received by the federal budget. Reasoning from the above mentioned one can state that equality of budgetary rights of all territories of the Russian Federation in this respect was ensured at the expense of the federal budget. 

On January 1, 2002 pursuant to federal law Nr. 126-FZ “On introduction of changes and additions to part two of the Tax Code of the Russian Federation and several other legislative acts of the Russian Federation, on cancellation of several legislative acts of the Russian Federation” there was introduced a new tax on extraction of natural resources (the tax that substitutes the presently collected payments for mineral resources, oil and gas condensate excise-duties and payments for reproduction of sources of minerals and raw materials). In connection with that there are established new rules for distribution of tax receipts between the Russian Federation, krai (oblast) and autonomous okrug as its part. First of all tax receipts arising from extraction of hydrocarbons will be distributed according to the following proportion: 74.5% to the federal budget, 20% to the budget of the autonomous okrug, 5.5% to the budget of the krai or oblast. 80% of tax receipts generated on a territory of the Federation that is not an autonomous okrug that is a part of an oblast or krai shall be entered into the federal budget, 20% shall be credited the budgets of the territories of the Federation. Secondly, the amount of mining operations tax generated by extraction of generally found natural resources shall be entirely credited budgets of territories of the Federation.

As a result of adopted changes one retains the situation when extra tax revenues of the budget of a territory of the Federation arising from extraction of hydrocarbons on the territory of an autonomous okrug that is a parts of this territory are ensured at the expense of means actually meant to be paid to the federal budget. But in contrast to the situation before 2002 losses of the federal budget that equalled to a half of its share of total revenues are now limited to a sum, which is equivalent to 7% of tax receipts (on the other hand it should be noted that this figure is not completely comparable to previously valid proportions, because the new tax was introduced instead of three taxes that were collected before). 

It is also worth noting that tax payments for mining operations to the budget of the krai or oblast of the total sum of tax receipts originating on the territory of an autonomous okrug that is a part of an oblast or krai at the expense of the federal budget’s share are only made in case of extraction of hydrocarbons. In case of other types of mining operations (excluding generally found natural resources tax receipts from which are entirely credited budgets of territories of the Federation) the federal budge since 2002 is credited 40% of receipts from mining operation taxes, budgets of territories of the Federation get 60% of receipts, while the procedure of distribution of tax receipts between budgets of territories of the Federation and budgets of their autonomous okrugs shall be established by agreements between the autonomous okrug and the territory of the Federation. 

Revenues of regional budgets and sales tax. As we have already pointed out in our survey “Russian Economy in 2000: Trends and Outlooks” at the beginning of year 2001 the Constitutional court ruled that certain provisions of the federal law “On the frame of tax system in the Russian Federation” related to the sales tax were inconsistent with the Constitution of the Russian Federation. 

In its ruling the Constitutional Court said that starting on the 1st of January 2002
 in case provisions of the law “On the frame of tax system” declared inconsistent with the Constitution they shall be abolished. This provision induced the Government to present a draft of Chapter 27 of the Tax Code “On the sales tax” which didn’t contain the provisions that had been declared invalid by the Constitutional Court. At the same time the law on introduction of this new legislative act envisages that the sales tax shall be abolished as of the 1st of January 2004
. By results of year 2001 sales tax receipts amounted to 5.2% of tax receipts in consolidated regional budgets. Obviously federal authorities in 2002–2003 will face the task of working out means to outweigh revenues lost by regional budgets due to abolition of the sales tax.

Inter-Budgetary Relations: the Law 
on the Federal Budget for 2002

The law on the federal budget for 2002 envisages a number of changes in the system of financial aid from the federal budget to budgets of territories of the Federation, which don’t have such a decisive character as in previous years. The law envisages allocation of 275.2 billion roubles (3% of GDP) for financial aid to budgets of other levels, which exceeds the amounts of financial aid to budgets of other levels planned for year 2001 (the law on the federal budget for 2001 envisaged total allocations of 210 billion roubles or 2.4% GDP for sub-national budgets). It should be pointed out to a growth of federal financial aid to budgets of other levels in the laws on federal budgets for latest years: in this way the law on the federal budget for 1999 envisaged allocation of means equal to 1.1% GDP to budgets of other levels (by the year’s results it was financed 1.3% GDP), for year 2000 these spendings were planned at the level of 1.3% GDP and executed in the amount of 1.4% GDP.

It should be pointed out that the planned growth of financial aid in question in the latest laws on the federal budget as compared to previous periods is caused both by a direct increase of amounts of financial aid distributed among regions as a result of centralization in the federal budget of certain types of tax receipts (mainly value-added tax and income receipts) and accumulation under the item “Financial aid to budgets of other levels” in the law on the federal budget of means that had never been planned and distributed among regions in a budget act before. 

Under the item “Financial aid to budgets of other levels” the law on the federal budget for 2002 envisages the following types of financial support:

- transfers from the Fund of support of territories of the Russian Federation (including financial support of “Northern deliveries” and subventions to compensate for electric power tariffs for the territories of The Far East and Arkhangelsk oblast;

- subventions and subsidies from the Compensation fund; 

- subsidies from the Fund of Co-Financing of Social Expenditures:

- subsidies from the Fund of Reformation of Regional Finances;

- financing of federal programmes of regional development at the expense of the Fund of Regional Development;

- grants and subventions to budgets of closed administrative-territorial units;

- financial support of the resort of the city of Sochi;

- financial development programme for “science cities”;

- financing of the National contest “The most comfortable city in Russia”;

- financing of works of collection and reclamation of radioactive waste;

- financing of expenditures for upkeep of housing and social utilities transferred under jurisdiction of local governments; 

- subsidies to stabilize budget revenue bases of territories of the Russian Federation in connection with adoption of the second part of the Tax Code of the Russian Federation and wage rise for the first class of the Single tariff scale for those employed in organizations of the state budget sphere. 

As before the main part of financial aid to budgets of other levels is comprised of subsidies from the Fund of Financial Support of Regions and targeted financial aid from the Compensation Fund. Total amount of means planned to be distributed through these channels in 2002 equals to 68% of the total volume of federal financial aid, which is somewhat higher than the analogous figures of 2001 (the law on the federal budget for 2001 envisaged that in connection with distribution of extra revenues shares of financial aid types in question in the total amount of federal financial aid to sub-national budgets will amount to 66%). This tendency is a positive fact, because means of the mentioned funds in contrast to the majority of other types of financial aid are calculated with the help of methods common to all territories of the Federation in accordance with factors that determine objective requirements of regional budgets for funds. 

Considering the law on the federal budget for 2002 and the financial aid allotted as subsidies from the Fund of Financial Support of Regions and means from the Compensation Fund one should point out that in 2001 methods of distribution from these funds were improved. For example the method of assessment of budget tax potential of territories of the Federation was adjusted to take a complete account of composition of industrial branches of territories. Starting in 2002 two extra federal expense commissions are financed from the means of the Compensation Fund: in addition to subventions to implement the law “On state grants to citizens that have children” and subsidies to implement the law “On social protection of the disabled in the Russian Federation” the Compensation fund allots subsidies to budgets of territories of the Russian Federation to compensate for payment allowances in housing and communal services, telecommunication services, use of public transport by citizens who had been exposed to the radioactivity of Chernobyl, the accident on the “Mayak” factory and nuclear tests on the proving ground near Semipalatinsk, also subsidies to compensate for payment allowances in housing and communal services and telecommunication services for the military, militia officers, employed by the internal affairs’ authorities, the tax police, customs functionaries. Amounts of the new types of subsidies are calculated on the basis of the number of receivers of the named allowances living on the territories of the Federation, the minimal subsidy per one receiver and federal standards for housing and communal services costs on the given territory of the Federation. 

When making an analysis of the 2002 federal budget law item that allots amounts of financial aid to sub-national budgets one should note that in spite of the fact that a number of financial aid allotments to sub-national budgets is viewed as well-grounded in their amounts, aims and distribution criteria (transfers from the Fund of Financial Support of Regions, means form the Compensation fund), other forms of financial aid transfers to budgets of lower levels are a subject of certain controversy. 

In this way allotment of subsidies to compensate for electrical power tariffs to the regions of the Far East and Arkhangelsk oblast in the form of targeted subsidies as a separate item cannot be viewed as obviously grounded. In all probability these means should be distributed as parts of transfers from the Fund of Financial Support of Regions in the form of non-targeted subsidies, because objectives of the federal government do not include levelling of electrical power tariffs on the whole of the country’s territory, but rather building up of regional authorities’ potential to provide state services of unified quality. Including the electrical power tariff factor into the formula of calculation of subsidies from the Fund of financial support to regions will allow regional authorities to compensate for high power expenses charged to private homes by giving targeted grants to low-income groups of the population. On the other hand, if public authorities of a certain territory of the Federation mean that other types of expenses are more preferable compared to compensation of power charges, they will have an opportunity to use the received funds for other purposes. Analogous reasoning can be used for funds allotted as federal support of “Northern supplies”. In this connection it should be noted that the Programme of development of budget federalism in the Russian Federation, which will be discussed below, envisages that targeted allocation of funds as part of subsidies from the Fund of Financial Support of Regions will be abandoned. 

At present the procedure of subventions distribution from the Fund of Co-Financing of Social Expenses is not completely clear. According to the plans of the Government means from that fund are supposed to be allotted as share subsidies for co-financing of regional authorities’ expenses to provide housing allowances for citizens, which shall promote the housing and communal services reform in regions. But the practical side of implementation of this suggestion, the system to control the effectiveness of regional housing subsidies and the procedure of share subsidies allocation itself are not worked out by the Government properly. 

As for the means from the Fund of Regional Development it should be noted that financing from this Fund of the Federal target programme “Socio-economic development of the Republic of Tatarstan” is viewed as ineffective. In spite of the fact these means are allotted to compensate for deficient republican budget revenues because the republic is going over to the tax and duties payment procedure envisaged by the federal law (the previous year the budget of the republic, as stated above, due to the same reasons was allotted a total subsidy of 11 billion roubles), it its viewed as inexpedient to give federal means to this territory of the Federation taking its high revenue potential into consideration, the released funds should be rather given to needy regions. On the other hand, it should be admitted that financing of this programme from the federal budget is a sort of payment for the republic’s “return” to the common zone of federal budgetary legislation. 

In addition to the above-mentioned one should point out the ineffectiveness of several items of the federal financial aid of sub-national budgets, envisaged by previous years’ decisions. It is viewed as inexpedient subsidies to the resorts of the city of Sochi (850 million roubles) as far as untargeted support of separate municipalities that are not “closed” municipalities is not one of the objectives of the federal budget. As an alternative one can suggest that a special federal target programme for development of the resorts of the city of Sochi is established and these expenses are financed by means from the Fund of Regional Development. Also ineffective, as we see it, is the financial aid to the budget of the city of Moscow aimed at a partial compensation of its expenses as the capital of the Russian Federation (this support is given in from of a transfer of stocks belonging to the Federation for a total nominal value of 6 billion roubles). When federal means were allotted to this territory of the Federation as an annual procedure (though in form of stocks and shares in recent years) there were not produced any calculations of expenses and benefits arising from the city’s performance of its functions as the capital. 

It is still unclear what kind of procedure will be used when distributing subsidies to stabilize revenue bases of territories of the Russian Federation that are allotted to those territorial budgets that sustain heaviest losses due to innovations in the federal legislation and were not envisaged when other types of federal financial aid were distributed. The government shall work out a procedure for distribution of these means. The procedure, as we see it, shall be supported by demands to regional authorities in the sphere of budget policies. In particular, allocation of such subsidies can be accompanied by conclusion of contracts with public authorities of the territories of the Federation – receivers of federal funds – that will oblige the corresponding regional authorities to take measures to improve and reform their regional finances. 

As before big amounts of means in form of subsidies and subventions are transferred to closed municipalities and to the budget of the city of Baikonur. Calculation procedure for this type of financial aid remained secret due the specific character of the receivers of this financial aid, but as in previous years the federal budget law imposes stringent requirements on the closed municipalities. In particular, provisions of the law restrict possibilities of authorities of the closed units to grant extra tax allowances. 

On the whole provisions of the 2002 federal budget law about financial aid to budgets of other levels should be viewed as aimed at a higher effectiveness of federal financial aid to sub-national budgets by means of a bigger share of financial aid distributed in accordance with a procedure regulated by different legislative acts and by demands to the receivers of financial aid intended to ensure control of an effective and correct use of federal means. 

Programme for Development of Budget Federalism in the Russian Federation until Year 2005

The Russian Federation budget federalism development programme for the period until year 2005 was adopted in summer 2001
. This document was adopted as a part of inter-budgetary relations reform started in 1998 when the Concept of improvement of inter-budgetary relations in the Russian Federation in years 1999-2001 was approved. This Concept posed for public authorities of different levels primary tasks of developing such key elements of multi-layer budgetary relations as distribution of tax receipts and tax authorities and reform of the system of federal financial support of territories of the Federation. Summing up achievements of the concept one can positively state that the main goals in the sphere of reform of the system of federal financial support of territories of the Federation were secured. At present the main source of non-targeted financial aid to regional budgets is the Fund of Financial Support of Regions; means of the fund are distributed among territories of the Federation according to a common for all regions method that is based upon figures of tax potentials and expenses requirements of regional budgets. Funds aimed at investment support of regions and their financial invigoration are accumulated in the Fund of Regional Development and the Fund of Regional Finance Development. 

Federal authorities in developing the system of federal financial support to territories of the Federation reached beyond the tasks put by the Concept of improvement of inter-budgetary relations in the Russian Federation: within the federal budget there were established the Compensation Fund and the Fund of Co-Financing of Social Expenses. Their tasks are financing of certain federal expenditure assignments on the regional level and allocation of means to territories of the Federation with the object of a quicker transition to the target payment system of housing subsidies accordingly. 

The task of improving inter-budgetary relations from the point of view of tax policies set in the Concept was not performed in full. It should be noted though that this state of affairs was caused by objective reasons, namely by the fact that perfection of inter-budgetary relations is one of many tasks of the present tax reform. As a result it is not always possible to introduce changes to tax legislation, only in cases when these changes meet the requirements of effectiveness in improving inter-budgetary relations. 

The new Programme adopted by the Government in 2001 sets for public authorities a greater scope of problems in the sphere of inter-budgetary relations reforms, regional and municipal finances. The Programme envisages the following reforms in the sphere in question: regulation of budget arrangement of territories of the Federation, distribution of tax powers and revenues sources of authorities at different levels of power, improvement of financial support to subordinate budgets and improvement of public finance controls on the level of regional and municipal administrations. 

The programme of development of budgetary federalism for the first time officially set the problem of budget arrangement regulation on the regional level. Causes of this problem lie in the fact that the federal legislation at present describes only one level of local administration that has budgetary rights. At the same time legislative provisions allow establishment of local governments in accordance with settlement pattern as well as several municipal units on a single territory. Pursuant to the present legislation all municipalities including those located on the same territory have equal budgetary rights. At present the problem of co-existence of different municipalities is solved differently on different territories of the Federation. To solve this problem on the federal level the document in question suggests to legislators to permit establishing municipalities of different levels and to fix the procedure of discrimination of expenses and tax powers between municipal units of different levels. 

The Programme separately examines ways to solve problems of non-financed expense powers, i.e. decisions of local authorities about budget expenses of subordinate authorities not accompanied by decisions on corresponding financing of the expenses. This problem is caused by the fact that the current budget legislation refers the majority of types of budget expenses to “co-financed” expenses. As far as there is no legally adopted pattern of discrimination of expense powers among authorities of different levels, there exist no obstacles for federal and regional authorities to impose new expenses on budgets of lower levels, the more so since the requirements of the Budget Code to accompany expense demands by decisions on corresponding financing are not followed anywhere in Russia. 

To solve the problem of unsupported expense demands the Budget federalism development programme suggests to introduce a new legislative term: “expense powers” of authorities, which implies a combination of rights and obligations in the following three dimensions: legislative regulation of budget expenses, support of expenses by financial means and administration of budget expenses.

The Programme says that one of its aims is to legally provide public authorities at each level with expense powers, while distribution of expense powers shall be accomplished in compliance with given criteria. It also said in the document that all three elements of expense powers shall be provided to one and the same authority level if possible simultaneously. When the powers cannot be given simultaneously one should be guided by the principle that prescribes that decisions on expenses paid by subordinate authorities shall only be taken simultaneously with a decision on transfer of financial resources that correspond to the expenses. 

The budget federalism development programme also views ways to reform the system of distribution of tax powers and tax receipts among public authorities of different levels. In particular it says that an effective inter-budgetary relations system that distributes tax powers shall include a higher level of independence of regional and local budgets in questions of taxation, to achieve that budget receipts that originate from their own taxes on different levels shall be considerably increased. Concurrently the stability of the system of distribution of tax receipts and tax powers shall be ensured for public authorities of different levels and one should give up the customary differentiation of norms of payments originating from control tax revenues to local budgets when an adopted differentiation method is lacking. 

At the same time the document in question does not provide any concrete ways to solve the issue of increasing revenues share of own taxes in total tax amounts of sub-national budgets. In spite of the fact that the text provides certain principles of tax powers distribution among public authorities of different levels and some changes in the tax and budget legislation in the period until year 2005 that presumably will help to make the current system of tax powers and tax sources distribution more effective, it is viewed as highly improbable that such measures can have a considerable influence on the revenue base pattern of regional and especially local budgets. It is quite evident that substitution of the currently collected property taxes on organisations and natural persons for a local real estate tax could considerably influence both revenues of local budgets and their tax powers. It should be admitted though, that at present there are no preconditions for an effective real estate tax and it is quite improbable that such conditions will appear before year 2005. One more measure suggested in the Programme is a transfer of a considerable part of powers and revenues from taxation of small-scale business to the local level. On the one hand, if considerable restrictions on revenues of self-employed and enterprises as a criterion of transfer to imputed earnings tax were introduced, this kind of measure could be effective. On the other hand, though, its effectiveness lies in lower administration costs of the current tax regime and an incentive to build up a more profitable business climate in municipalities, while this measure’s budget effect is not that evident (taking into consideration both the amount of revenues from the imputed earnings tax in budgets of all levels at present and the total amount of expenses obligations of municipal budgets). In this connection we think that a higher level of budget independence of municipal units shall be reached by both taking decisions in the sphere of redistribution of tax powers and a simultaneous revision of the expenses powers distribution pattern. 

A separate section of the Budget federalism development programme deals with the problem of how to make the financial support system of other power levels more effective. As was said before effort to reform the system of inter-budgetary relations in the past years concentrated on giving a higher effectiveness to federal financial aid to budgets of territories of the Federation, which ensured that at present there exists a sufficiently effective mechanism of distribution of subsidies from the Fund of Financial Support of Regions. That is why the adopted Budget federalism development programme makes only qualitative demands to the system of federal financial support to budgets of lower levels. In particular, the Programme points out that it is necessary to legalize the currently used procedure of distribution of means from the Fund of Financial Support of Regions, to refrain from using budget expenses returns and revenues of support receivers when making calculations for amounts of financial aid, but to use assessments of objective differences in revenue possibilities and expense requirements of territories of the Federation and (or) municipal units. It is also necessary to make calculations of financial aid amounts based upon verifiable methods equal for all calculations’ participants and to build up rigid budgetary restrictions for receivers of financial aid. Moreover the present document envisages that granting and calculation of financial aid also to budgets of municipal units from budgets of territories of the Federation shall be based on the abovementioned principles as well. 

Besides the financial aid calculation requirements the Programme also makes demands to the pattern of financial aid to territories of the Federation. On the whole one can say that this pattern is already built up in the federal budget law for year 2002 discussed above and we will not dwell on it here. On the whole assessing the Programme section on financial aid one should say that its objectives represent the facts in this sphere of today and correspond to the possibilities of changing the legislation in the nearest years. 

A new subject for documents in the sphere of budget federalism in Russia is control of public finance (budget management) on sub-national level. The Programme of budget federalism development contains a separate section on it. It defines objectives in the field of legislative handling of the system of public finance control for medium-term future. Among the most important provisions in this section of the Programme can be named the suggestions about introduction of restrictions on use of their tax and budget authorities by government bodies of highly subsidised regions and territories of the Federation (municipalities) that fail to follow requirements of the federal budget legislation and their budget commitments to the population and other budget means receivers. The public finance control provisions of the Programme also pose the problem of working out of obligatory and recommended federal norms in public finance control, budget services quality requirements, interrelations of sub-national governments and federal government bodies on territories of the Federation etc.

Summing up the results of studying the Programme of development of budget federalism in the period until year 2005 one should note that implementation of its objectives will promote solving of many problems in the sphere of effectiveness of the system of public finances on the federal, regional and local levels. At the same time though one should take into account the current political and economic conditions that will influence implementation of the Programme. In particular the current conditions of the tax and budget reforms will not allow implementation of a number of key issues of the Programme in the sphere of tax and expense authorities distribution among different levels of the budget system. The majority of suggestions on legislative changes shall be implemented taking into account decisions in other spheres. Thus, assessing the Programme as a rather far-reaching one, one cannot but mention that large-scale planning is not quite relevant to the current situation, it would be more correct to make a plan of specific acts for a medium-range outlook that would be associated with other programmes and plans of the Government in the sphere of reforms of the budget sphere, taxation policy, social policy etc. 

1.4. The Russian financial markets 

1.4.1. The public debt market 

The external debt market

There was a clear-cut trend toward declining yields on all security types in the market of Russia’s external debt obligations in 2001 (see fig. 17 and 18). The plummeting OVVZ yields were most significant in this respect: specifically, while the yields on tranche IV (maturing in May 2003) dropped within a year from 32 to 10 percent per annum, the yield on the eurobonds maturing in 2003 declined from 15 to 6.5 percent per annum. Thus, the yield range on the Russian Government forex bonds narrowed in 2001 from 11-32 percent to 5-13 percent per annum while the prices for the Russian forex bonds reached historically maximal values.

In our view, growing quotations for the Russian securities in 2001 were explained by a number of positive factors, mainly complementing each other, though the impact of certain factors became more significant during some periods. 

Specifically, declining yields on the Russian bonds early in the year were to a great extent explained by the effect of a deferred demand for the Russian securities in the portfolios of major international investors. It is obvious that, despite the good indicators of Russia’s economic development in 2000, the quota for this security type in the portfolios was changed only since January 1, 2001. This fact could ensure growing prices for the Russian bonds, despite a worsening world economic situation (a high degree of uncertainty in the US capital markets, declining oil prices) and internal problems of Russia’s economy (a breakdown of the talks on the restructuring of the Paris Club debt).

Taking into account a relatively unfavorable market situation (a currency crisis in Turkey, declining exchange rates of the currencies of developing and developed economies against the US dollar, a mounting financial crisis in Argentina, falling crude prices), one can point out that, overall, the interest of the world financial market participants to the Russian forex-denominated securities remained fairly high during the year. Similar external negative shocks in 1999-2000 caused a significantly bigger quotation volatility and an increased interest spread between the yields on the Russian bonds and the basis rates.

At the same time, continued relatively high oil prices (practically during the whole year) made it possible to assess the situation in Russia’s economy as more sustainable compared with other developing countries. Against this backdrop, a worsening situation in Argentina, one of the major developing financial markets, was one more positive factor for Russia, promoting the movement of capital flows between developing markets toward the Russian obligations. The fact of rising attractiveness and reliability of the Russian securities was confirmed by an upgrading of Russia’s sovereign rating to B+ (Standard & Poor’s and Fitch IBCA) and Ba3 (Moody’s). 

The cuts in the basis interest rates in the USA and Europe also positively impacted on the quotations for the Russian bonds, exerting a downward pressure on the yields on all debt instruments denominated in US dollars and euro. 

Lower yields on the Russian debt instruments at the end of the year may be explained, among other, by a political factor: improved relations between Russia and the USA and the European countries is a serious signal for international investors to increase the share of Russian assets in their portfolios. In addition, redemption of the first eurobond tranche on November 27,2001 became a factor which positively impacted on the prices.

The temporary fluctuations of the bond prices were caused mainly by external factors. Thus, the currency crisis in Turkey at the beginning of the second decade of February, which triggered off a capital outflow from all emerging markets, led to a drop in the OVVZ and eurobond quotations by approximately 2 percentage points of the face value. However, already a day or two later the price growth resumed and by the end of the month the prices for the Russian securities had come back to the previous level. 

The market of Russia’s foreign obligations suffered strong swings in July 2001 due to a worsened situation in Argentina where a threat of default on the sovereign and municipal debt had increased. This triggered off a capital outflow from all emerging markets, though the macroeconomic situation in Russia and its external financial position had been among most favorable and sustainable for the last years. At the same time the scale of price drops demonstrated that investor confidence in the Russian obligations is somewhat higher than in the securities of other countries with the same international rating.

The upheavals in the international financial system in the second week of September (suspension of trading in the USA and at the London Stock Exchange, a drop in most stock indices) as might be expected, had a negative influence and the prices for the Russian obligations continued to decline till the end of September. 

The domestic debt market

2001 witnessed a smooth decline of the bond yields with relatively low trading volumes being retained (fig. 19). Overall, during the year, the weighted average yield to maturity on GKO/OFZs declined from 20 percent to 14-15 percent per annum. An average weekly trading volume stood at about 2-2.25 billion rubles. During the whole year the effective yield to maturity on GKO/OFZs remained negative with a demand for these securities being rather low. 

There were few significant developments in this segment of the Russian financial market in 2001. Thus, the RF Ministry of Finance in April 2001, for the first time since May 1998, made an early redemption of bonds for the total value of about 1.4 billion rubles (OFZ #25030 issue maturing in December 2001). 

The situation in the RF domestic debt market in the second half of the year was determined, firstly, by the movements in the balances on the commercial banks’ corresponding accounts at the RF CB and, secondly, by a reduced issuing activity of the RF Ministry of Finance. Thus, bonds of only one 6-months GKO series were placed in October for the value of about 1.3 billion rubles (out of 5 – billion worth that were floated) with an average yield at an auction of 14.03 percent per annum. With the US dollar exchange rate growth accelerating in December, attractiveness of GKO investments dropped while the yields surged to 18 percent per annum. 

It should be noted that most transactions in November-December 2001 were in OFZs #25030, GKOs #21156 and OFZs #27016 which the bonds issued during the restructuring of GKO/OFZs frozen in August 1998 had been converted to. Obviously, conversion of such a big bond volume (up to 12 billion rubles) under the existing low yields was a success scored by the RF Ministry of Finance in the current market situation. 

In 2001 the RF Ministry of Finance, overall, held. 18 auctions for the placement of fresh securities, including three auctions for conversion of OFZs #25030 to new securities. The investors were offered 13 GKO series (with the maturities ranging from 4 to 12 months) and four OFZ series (maturing from 2 to 3.5 years). The fresh securities offer totaled 80 billion rubles with a stated demand of about 79.2 billion rubles. Thus, the RF Ministry of Finance placed about 61 percent of the total issued amount, generating 45 billion rubles (over $1.5 billion) in proceeds. The weighted average rate of return at the auctions (net of the issue for non-residents) stood at about 15.81 percent. So, taking into account the actual inflation rate, the effective cost of borrowing in the domestic market was a negative value for the RF Ministry of Finance. 

It should be noted, however, that the situation at the auctions changed through the year. Thus, the RF Ministry of Finance held three auctions in late January-February 2001 for the placement of Government short-term bonds for the total value of 9 billion rubles, with one of the issues intended for non-resident owners of “C” type accounts. The yield at the auctions amounted to 13.5-14 percent per annum, and on GKOs for non-residents – to minus 1.37 percent
. At the same time, the weighted average bond yields in the secondary markets were at the level of 19-20 percent per annum.

On the other hand, the RF Ministry of Finance failed to float a fresh issue of 6-months GKOs at an acceptable price with only about 22 percent of the issue (about 670 million ruble- worth out of 3 billion) having been placed. However, already on the next day the main part of the issue was placed in the secondary market. 

The RF Ministry of Finance held two auctions in 2001 floating government bonds. For the first time after the 1998 crisis, the investors were offered OFZs with 3-year maturities. The results of both auctions should be considered favorable for the Minfin, since the yields on the bonds being floated did not exceed the market values (19.5 percent per annum on OFZs and 15.96 percent on 6-months GKOs), insofar, about 60 percent of the offered volume was placed (including 40 percent of the OFZ issue volume).

At subsequent auctions floating fresh bonds (June 27, July 11 and 25), the RF Ministry of Finance had to consent to a premium with respect to the yields of the secondary market. However, only the offers of the short 4-5 months GKOs were a relative success, while only a quarter of the 30-year OFZ issue was placed. 

Two bond issues –5-months GKOs #21153 and 3-year OFZs #27015 were floated in August. The auctions should be considered successful for the Government, since about 75 percent of the offered volume were placed at the interest rate not exceeding the market one.

But already in September the RF Ministry of Finance failed to successfully place fresh securities (5-months GKOs and 4-year OFZs) for a total value of 10 billion rubles. Thus, the auction for OFZ placement was deemed not to have taken place, since the RF Ministry of Finance considered the yields announced by the investors too high, with only 48 percent of the GKO volume on offer were placed at the weighted average yields of 13.9 percent per annum. 

In summing up the results of the GKO/OFZ market development in 2001, it should be noted that the market’s role in the Russian financial system remains low. The negative effective interest rates and a limited range of outstanding securities make investments in bonds unattractive, reducing the number of potential investors. In the conditions of a significant surplus of the federal budget the role of new issues, as might be expected, should lie in providing assistance to the RF CB in the implementation of the monetary and credit policy. However, the main part of the GKO and OFZ issue, allowed by the Law on the 2001 budget, was, in fact, offered in the market in the first half of the year. At the same time, in autumn with the pressure on the ruble exchange rate mounting and the balances in the correspondent accounts of the commercial banks at the RF CB increasing, the potential investors were offered only the bonds which OFZs #25030 had been converted to. 

In our view, such issuer behavior may be explained both by a desire to prevent a rate growth in the market (the RF Ministry of Finance was comfortable with a negative effective price of borrowing) as well as the RF Central Bank’s low interest in coordinating the monetary and credit policy pursued through transactions in the open market. As pointed out in the section on monetary and credit and exchange rate policy, maintaining a negative rate on the ruble assets allowed the monetary authorities to a significant extent resolve the “excess liquidity” problem. In addition, on the basis of a comparison between the GKO/OFZ market volume and the balances in the Government accounts at the RF CB, a supposition may be made that the latter played a much more significant role in pursuing monetary and credit policy, while transactions in the GKO/OFZ market required higher transaction costs and more careful decisions.

1.4.2. Municipal and subfederal debt market 

In 2001, the consolidated regional budget balanced with a surplus of 1.487 bln. RF Rubles, accounting for less than 0.12% of the budget expenditures and less than 0.02% of the GDP. 

Over the year, the surplus amount had diminished almost thirty times against the consolidated regional budget expenditures: in 2000 it amounted to 33.994 bln. RF Rubles, or 3.41% of the budget expenditures. (Table 24). 

Table 24

Net debt of regional and municipal budgets (% of GDP)

	Year 
	1995
	1996
	1997
	January-August 1998
	January-December 1998
	1999
	2000
	2001

	Including in RF Rubles
	Including in foreign currency

	Loans of subfederal and local authorities, including :
	0,38
	0,87
	1,43
	0,71
	0,33
	0,15
	-0,29
	-0,04
	0,00
	-0,04

	Repayable loans from budgets of other levels
	0,07
	0,23
	0,66
	0,05
	-0,09
	-0,11
	-0,03
	0,04
	0,04
	--

	Subfederal  (municipal)  bonds
	н.д.
	0,16
	0,22
	0,08
	-0,01
	-0,05
	-0,27
	-0,07
	0,07
	-0,14

	      Other loans
	0,31
	0,48
	0,55
	0,58
	0,43
	0,31
	0,01
	-0,02
	-0,12
	0,10

	Reduction of balances of budget accounts
	...
	0,03
	-0,18
	0,09
	0,02
	-0,19
	-0,30
	-0,05
	-0,03
	-0,02

	Deficit financing through loans and reduction of balances of budget accounts

	0,38
	0,9
	1,25
	0,8
	0,35
	-0,04
	-0,59
	-0,09
	-0,03
	-0,06


Data source: calculations performed by the Institute of Economies in Transition on the basis of data provided by the RF Ministry of Finance

With a surplus of regional budgets amounting to 8.948 bln. RF Rubles, or 0.98% of the relevant budget expenditures, the deficit of municipal budgets exceeded 15.191 bln. RF Rubles, or 2.63% of the respective expenditures.

In contrast with 2000, the relative deficit of municipal budgets (against the relevant budget expenditures) had increased over 1.5 times, while the surplus of regional budgets had quartered. These figures are indicative of the growing tension in the execution of the territorial budgets caused, among other factors, by the redistribution of the collection and disbursement powers, given the general cash balance of the consolidated regional budget (Table 25).

Table 25

Ratio of surplus (deficit) of territorial budgets to the relevant expenditures (%)

	
	Consolidated regional budget
	Regional budgets
	Municipal budgets

	2001 г.
	0,12
	0,98
	-2,63

	2000 г.
	3,41
	3,95
	-1,41

	Ratio of the 2001 index to the 2000 index.
	0,04
	0,25
	1,87


Data source: calculations performed by the Institute of Economies in Transition on the basis of data provided by the RF Ministry of Finance

As at 1 of January 2002, the consolidated regional budget of 46 territorial subjects of the Russian Federation had a total surplus of 20.2 bln. RF Rubles, or 2.6% of the respective budget revenues. The average budget surplus accounted for 1.6% of the respective budget revenues. The highest ratio of surplus to budget revenues was registered in St.-Petersburg (4.6%), in the Republic of Altai – 4.3%, in Moscow and Tatarstan – 3.8%. 

Over 71% of the total budget surplus was generated by four territorial subjects of the Russian Federation: Moscow, with 44.1% of the total budget surplus, or 8.9 bln. RF Rubles; St.-Petersburg, with an 11.4% budget surplus or 2.3 bln. RF Rubles; Tatarstan, with a 10.7% budget surplus, or 2.2 bln. RF Rubles; and Sakha (Yakutiya), with a 5.1% budget surplus, or 1.0 bln. RF Rubles. 

In 2001, the consolidated regional budget of 43 territorial subjects of the Russian Federation balanced with a deficit. The number of budgetary deficient subjects of the Russian Federation had increased over 1.5 times as compared to the 26 regions that showed the budget deficit in 2000. The aggregate budget deficit of these regions amounted to 15.0 bln. RF Rubles.

 The average budget deficit accounted for 1.4% of the budget revenues. The highest deficit rates were registered in the Evenki Republic at 89.9% of the budget revenues (it was financed by bank loans), in the Kamchatka oblast at 13.4% of the budget revenues, in the Koryak Autonomous District at 12.7%, and in the Tomsk oblast at 11.1%. (Table 28).

Changes in the structure of accumulated debt

The accumulated debt of the consolidated regional budget
 decreased in 2001 by 4.413 bln. RF Rubles, or by 0.04% of the GDP (in 2000 this amount diminished by 0.29% of the GDP). Nearly the entire amount of reduced liabilities was accounted for by the repayment of external debts (i.e. foreign exchange debts). The external liabilities of the regional consolidated budgets diminished by 4.0 bln. RF Rubles, and the domestic liabilities dropped by 413.0 mln. RF Rubles.

With the growth of debt on domestic securities by 6.6 bln. RF Rubles and on federal budgetary loans by 4.0 bln. RF Rubles, the domestic bank debts had declined by 11.0 bln. RF Rubles. 

Debts on foreign securities had diminished by 12.7 bln. RF Rubles, while the relevant foreign exchange bank debts had risen by 8.7 bln. RF Rubles.

Interest payments

The total interest payments from the territorial budgets amounted to 143.5 bln. RF Rubles, or more than 11.1% of the consolidated regional budget revenues, which was one-fifth less than in the year 2000 (13.8%). The cost of servicing foreign exchange debts within the aggregate expenditures related to interest payments also decreased from 27.7% to 22.2% (31.934 bln. RF Rubles).

Within the aggregate funds allocated for the repayment of foreign debts worth of 29.6 bln. RF Rubles, the share of Moscow accounted for 63.8%, the share of St.-Petersburg constituted 27.4%, the share of Yamalo-Nenets Autonomous District amounted to 2.9%, and the contribution of the Nizhny Novgorod Oblast was 2.7%. The Republic of Bashkortostan, the Tyumen and Moscow oblasts also contributed to the repayment of foreign debts.

Composition of loan proceeds

In 2001, the total loan proceeds within the consolidated regional budget accounted for 126.4 bln. RF Rubles, including 25.6 bln. RF Rubles worth of foreign loans. Only Moscow and St.-Petersburg had managed to raise foreign loans (in the form of bank credits) - 20.7 and 4.9 bln. RF Rubles respectively, which accounted for nearly five-fold increase (in foreign exchange equivalent) of regional foreign loans as compared to the year 2000, when the relevant proceeds amounted only to 4.7 bln. RF Rubles, with the share of St.-Petersburg being 94%.

The total domestic loans of regional and municipal authorities amounted to 100.8 bln. RF Rubles, with the major borrowers being Moscow (21.8 bln. RF Rubles), the Novosibirsk oblast (10.4 bln. RF Rubles), St.-Petersburg (6.8 bln. RF Rubles), the Moscow oblast (4.4 bln. RF Rubles), and the Krasnoyarsk Territory (3.1 bln. RF Rubles). 

Despite the fact that on the national level the net loan proceeds of the regional consolidated budget had come out negative, a number of regions opted for the further increase of accrued liabilities. The highest ratios of net loans to budget revenues were registered in the regions with distinct budget deficits, i.e. the Evenki Autonomous District, where the loan proceeds exceeded the budget revenues (transfers including) – 102.8%, and the Koryak Autonomous District – 14.4%, the Kamchatka Oblast and the Krasnoyarsk Territory– 5.7%, and the Novosibirsk Oblast – 5.2%.  

In the structure of aggregated domestic loans of the consolidated regional budget, issued securities accounted for 15.0%, federal budgetary loans made up 15.6%, and other loans (first and foremost, bank loans and credits) amounted to 69.4 %.

Table 26

Composition of internal loan proceeds within subnational budgets in 2001 (%)

	
	2001 г.
	2000 г.

	
	Regional consolidated budget
	Regional budgets
	Municipal budgets
	Regional consolidated budget
	Regional budgets
	Municipal budgets

	Total (mln. RF Rubles)
	100 803,9
	77 432,0
	54 113,2
	99152,9
	82667,1
	45959,2

	Issued securities
	15,0
	18,4
	1,7
	13,2
	12,2
	6,4

	Budgetary loans
	15,6
	20,5
	56,5
	12,2
	14,9
	63,7

	Other loans
	69,4
	61,1
	41,8
	74,7
	72,9
	29,9


In 2001, the total balances of budget accounts grew by 4.2 bln. RF Rubles, which in real terms signified an 8.8% reduction. At the same time, the statistical data of the Central Bank of the Russian Federation show that the subnational authorities continued to donate funds to the banking system: with 69.6 bln. RF Rubles of total balances of territorial budget accounts, the aggregate banking claims to the territorial authorities amounted to only 23.3 bln. RF Rubles. Thus, as at 1 of December 2001, territorial budgets were actually advancing credits to commercial banks to the extent of 46.3 bln. RF Rubles. (Table 27). 

Table 27

The financing of regional and local authorities by commercial banks (mln. RF Rubles)

	Dates
	Claims of commercial banks to local authorities *
	Deposits of local authorities with commercial banks
	Balance of claims and deposits

	01.01.98
	12 514,5
	8 467,1
	4 047,4

	01.04.98
	23 039,6
	10 015,8
	13 023,8

	01.07.98
	24 002,0
	9 401,8
	14 600,2

	01.10.98
	25 225,2
	8 987,9
	16 237,3

	01.01.99
	24 445,6
	10 145,9
	14 299,7

	01.04.99
	24 506,5
	13 640,8
	10 865,7

	01.07.99
	22 946,4
	18 723,6
	4 222,8

	01.10.99
	20 750,8
	21 490,2
	-739,4

	01.01.00
	19 870,5
	15 626,8
	4 243,7

	01.04.00
	21 680,5
	29 847,9
	-8 167,40

	01.07.00
	22 313,0
	41 893,5
	-19 580,50

	01.10.00
	23 385,7
	47 341,7
	-23 956,00

	01.01.01
	18 531,3
	36 641,8
	- 18 110,5

	01.04.01
	19 897,5
	43 353,7
	- 23 456,2

	01.07.01
	21 871,7
	58 267,1
	- 36 395,4

	01.10.01
	21 725,9
	64 162,1
	- 42 436,2

	01.12.01
	23 349,0
	69 619,8
	- 46 270,8


*Public authorities of territorial subjects of the Russian Federation and local authorities

Data source: calculations performed by the Institute of Economies in Transition basing on the data provided by the RF Central Bank.

Accounts payable

The reduction (in real prices) of accounts payable of territorial budgets started in 1999-2000 and continued throughout 2001, provoking the reduction of accounts payable of the relevant budget-funded institutions. As a result, between 1 of December 2000 and December 2002, the outstanding  liabilities of budget-funded institutions went down from 5.4% to 3.4% of the territorial budget expenditures (Table 28).

The arrears of wages due to a lack of funding of territorial budgets declined in real terms by over 34.4% from 3.97 to 3.07 bln. RF Rubles, accounting for less than 0.24% of the aggregate revenues of the consolidated regional budget.

At the same time, wage arrears still exceeded 4.4% of the budget expenditures of the Jewish Autonomous Oblast, 3.6% of same in Khakassiya, and 3.2% of the budget expenditures of the Republic of Maryi-El  (Table 29). It is worth mentioning that the 2001 decision of the federal authorities to raise significantly the wages and salaries of the staff of budget-funded institutions will objectively complicate the implementation of the regional consolidated budgets and may provoke a growth of wage arrears in some municipal entities.

Table 28

Debts of state-owned organizations funded from territorial budgets 
(mln. RF Rubles)
	 
	Accounts payable
	Accounts receivable
	Balance of accounts payable and accounts receivable
	Balance of outstanding accounts payable and accounts receivable

	
	 
	Including, outstanding debts
	
	
	

	01.12.98
	88 061
	63 508
	5 430
	82 631
	58 078

	% of annual expenditures in 1998
	22.64
	16.33
	1.40
	21.25
	14.93

	01.12.99
	92 853
	71 720
	8 102
	84 751
	63 618

	% of annual expenditures in 1999
	14.31
	11.05
	1.25
	13.06
	9.80

	01.12.00
	92 656
	70 814
	17 355
	75 301
	53 459

	% of annual expenditures in 2000
	9.29
	7.10
	1.74
	7.55
	5.36

	01.12.01
	94137
	67231
	22801
	71336
	44430

	% of annual expenditures in 2001
	7,30
	5,21
	1,77
	5,53
	3,44


* % of annual expenditures of the consolidated regional budget 

Data source: calculations performed by the Institute of Economies in Transition basing on the data provided by the RF State Statistics Committee

The economic growth, the unfailing debt servicing by the federal government, and the stable fiscal situation have advanced the international credit rating of the Russian Federation to the B+ level of Standard & Poor's ratings scale and further boosted the credit ratings of those territorial subjects of the Russian Federation that satisfy their financial obligations on time (Table 34). 

The higher credit ratings serve to improve the prospects of subnational authorities to raise loan reserves. However, one should bear in mind that the credit rating of the Russian Federation belongs to the "speculative" rating category and has yet to regain its maximum level of 1996-1997.

Table 29
Execution of consolidated budgets of territorial subjects of the Russian Federation (%)

	
	Budget revenues (thou. Rubles)
	Ratio of loans to revenues
	Ratio of interest payments to revenues
	Ratio of balances of budget accounts to revenues
	Ratio of budget surplus to revenues
	Ratio of wage arrears due to lack of funding of territorial budgets to revenues
	Ratio of changed balances of budget accounts to budget surplus
	Ratio of net loans to budget surplus
	Ratio of property sales proceeds to budget surplus

	1
	2
	3
	4
	5
	6
	7
	8
	9
	10

	The Central Federal Region

	Belgorod oblast 
	7224537
	8,08
	6,86
	1,07
	-4,45
	0,03
	-41,7
	-39,8
	-18,5

	Bryansk oblast 
	6081181
	0,90
	1,23
	2,63
	2,05
	0,03
	-104,4
	-0,4
	4,8

	Vladimir oblast 
	7346193
	3,61
	2,77
	3,97
	0,72
	0,11
	-266,6
	150,5
	33,6

	Voronezh oblast 
	9063639
	16,75
	15,13
	3,04
	-1,81
	0,65
	95,9
	-127,3
	-68,5

	Ivanovo oblast 
	5724530
	2,00
	1,70
	2,02
	0,25
	0,07
	-393,7
	132,6
	161,1

	Kaluga oblast 
	6640986
	2,85
	2,23
	1,89
	-0,80
	0,06
	10,9
	-105,4
	-5,4

	Kostroma oblast 
	3657884
	9,50
	10,75
	1,48
	-0,31
	0,74
	-42,8
	137,9
	-195,1

	Kursk oblast 
	5370549
	3,33
	4,36
	1,41
	1,05
	0,38
	-37,4
	-78,6
	15,5

	Lipetsk oblast 
	7858162
	1,55
	5,17
	2,59
	-2,93
	0,05
	-177,3
	80,3
	-3,1


Table 29 (cont’d)

	1
	2
	3
	4
	5
	6
	7
	8
	9
	10

	Moscow oblast 
	51133357
	8,52
	9,71
	4,74
	-0,92
	0,06
	-56,4
	-10,5
	-33,2

	Oryol oblast 
	5122768
	10,46
	2,40
	1,46
	-8,55
	0,14
	-5,7
	-94,3
	0,0

	Ryazan oblast 
	6093068
	4,12
	3,98
	4,47
	2,66
	0,18
	-132,5
	21,2
	11,3

	Smolensk oblast 
	5363719
	4,52
	3,12
	2,34
	-0,10
	0,15
	1561,1
	-1616,5
	-44,6

	Tambov oblast 
	4932501
	4,12
	5,16
	1,02
	1,25
	0,20
	-20,9
	-79,2
	0,1

	Tver oblast 
	7780002
	4,21
	4,25
	1,96
	0,44
	0,06
	-201,5
	85,9
	15,6

	Tula oblast 
	8481830
	9,89
	8,08
	3,10
	-1,44
	0,48
	96,9
	-155,8
	-41,1

	Yaroslavl oblast 
	9352792
	8,39
	8,39
	1,82
	-0,79
	0,03
	34,6
	-107,5
	-26,6

	Moscow
	232713860
	18,27
	22,74
	9,52
	3,82
	0,00
	-50,3
	-77,6
	27,8

	Total
	389941558
	13,70
	16,39
	6,94
	1,93
	0,06
	-62,2
	-77,6
	39,7

	The North-Western Federal Region

	Republic of Kareliya
	6112502
	6,89
	6,04
	1,78
	-1,38
	0,58
	1,8
	-93,3
	-8,5

	Republic of Komi
	12756684
	5,22
	8,38
	1,08
	1,97
	0,49
	-5,8
	-108,9
	14,7

	Arkhangelsk oblast 
	9811690
	3,74
	3,73
	1,05
	-0,84
	0,39
	-6,8
	-51,3
	-41,9

	Vologda oblast 
	10642760
	7,79
	2,95
	1,92
	-7,45
	0,15
	-22,2
	-73,1
	-4,7

	Kaliningrad oblast 
	5447327
	5,17
	5,73
	1,47
	-0,67
	0,03
	-94,2
	49,4
	-55,2

	Leningrad oblast 
	12491347
	9,85
	10,65
	5,81
	1,24
	0,24
	-220,7
	105,2
	16,3

	Murmansk oblast 
	7567372
	6,16
	5,43
	1,33
	-5,82
	0,17
	-64,7
	-17,3
	-18,0

	Novgorod oblast 
	4067582
	4,81
	3,83
	2,25
	-1,01
	0,09
	45,5
	-124,4
	-21,0

	Pskov oblast 
	4496564
	6,22
	7,61
	1,18
	0,40
	0,47
	-93,0
	-133,2
	126,2

	St.-Petersburg
	50087386
	23,36
	29,74
	4,89
	4,58
	0,01
	-51,2
	-55,5
	5,2

	Nenets Autonomous District
	2733602
	2,01
	0,00
	12,71
	-0,56
	0,00
	256,1
	-356,1
	0,0

	Total
	126214816
	13,07
	15,50
	3,49
	0,97
	0,18
	-90,2
	-44,3
	31,9

	The Southern Federal Region

	Republic of Adygeya
	2213642
	2,03
	0,56
	2,56
	-0,31
	0,19
	374,4
	-474,4
	0,0

	Republic of Dagestan
	11517614
	0,17
	0,17
	5,57
	0,30
	0,23
	-127,3
	0,0
	27,3

	Republic of Ingushetiya
	2372390
	1,92
	1,92
	0,54
	-2,15
	0,08
	-38,8
	0,0
	-61,2

	Kabardino-Balkar Republic
	4749035
	10,06
	14,35
	1,19
	1,71
	0,05
	-17,2
	-123,6
	40,8

	Republic of Kalmykiya
	1701699
	9,24
	10,08
	1,35
	-0,63
	0,10
	-2,9
	-64,8
	-32,3

	Karachaevo-Cherkes. Republic
	1932104
	3,52
	2,64
	2,98
	1,23
	0,55
	-191,3
	81,6
	9,7

	Republic of Northern Osetiya-Alaniya
	4502777
	9,97
	9,21
	5,67
	-1,21
	0,14
	177,8
	-256,8
	-21,0

	Chechen Republic
	3115018
	0,00
	0,00
	8,92
	8,91
	0,00
	-100,0
	0,0
	0,0


Table 29 (cont’d)

	1
	2
	3
	4
	5
	6
	7
	8
	9
	10

	Krasnodar Territory
	25161401
	1,50
	1,33
	3,07
	-0,10
	0,09
	165,6
	-203,0
	-62,5

	Stavropol Territory
	10945568
	6,20
	5,85
	5,15
	1,81
	0,09
	-171,4
	22,2
	49,2

	Astrakhan oblast 
	5062829
	3,80
	3,08
	3,20
	-0,14
	0,00
	629,1
	-630,7
	-98,4

	Volgograd oblast 
	12410834
	8,81
	10,77
	1,78
	1,59
	0,74
	-43,5
	-69,8
	13,3

	Rostov oblast 
	19760292
	5,65
	3,03
	2,60
	-2,17
	0,01
	59,5
	-145,7
	-13,8

	Total
	105445203
	4,48
	4,23
	3,43
	0,22
	0,17
	-549,2
	318,9
	130,2

	The Volga Federal Region

	Republic of Bashkortostan
	35445866
	2,76
	0,92
	3,36
	-2,45
	0,05
	-8,9
	-76,7
	-14,0

	Republic of Maryi-El
	3208633
	6,56
	7,97
	0,70
	0,76
	2,18
	-24,5
	-150,7
	75,2

	Republic of Mordoviya
	6454507
	9,79
	9,23
	0,79
	-1,20
	0,58
	34,8
	-95,3
	-39,5

	Republic of Tatarstan
	57115264
	3,01
	5,22
	3,80
	3,77
	0,02
	-69,4
	-33,9
	3,3

	Udmurt Republic 
	11910188
	0,74
	1,97
	3,79
	1,99
	0,03
	-59,7
	-42,7
	2,4

	Chuvash Republic 
	6294798
	5,85
	6,55
	2,38
	1,00
	0,15
	-114,5
	-36,0
	50,3

	Kirov oblast 
	7432490
	5,15
	5,37
	1,24
	0,40
	1,59
	-107,1
	7,1
	0,0

	Nizhni Novgorod oblast 
	19185579
	16,43
	22,22
	3,37
	1,80
	0,12
	64,6
	-214,0
	47,1

	Orenburg oblast 
	11984103
	2,09
	4,74
	1,22
	-0,78
	0,17
	-139,2
	92,0
	-52,7

	Penza oblast 
	5757400
	1,91
	3,18
	2,56
	2,21
	0,00
	-72,0
	-46,6
	18,3

	Perm oblast 
	24451523
	0,87
	0,70
	3,97
	0,58
	0,01
	-177,7
	38,8
	38,9

	Samara oblast 
	27245299
	1,90
	2,58
	5,07
	-0,51
	0,04
	-103,3
	34,5
	-31,2

	Saratov oblast 
	11697594
	7,72
	14,87
	0,61
	1,46
	0,46
	-2,8
	-109,7
	12,5

	Ulyanovsk oblast 
	5939096
	6,07
	6,93
	1,34
	0,09
	0,23
	-212,1
	-515,7
	627,7

	Komi-Perm Autonomous District
	1203116
	2,47
	4,53
	1,49
	2,28
	0,21
	-29,9
	-70,1
	0,0

	Total
	235325456
	4,21
	5,65
	3,23
	0,91
	0,17
	-72,9
	-58,7
	31,0

	The Urals Federal Region

	Kurgan oblast 
	4794193
	2,41
	5,09
	0,92
	2,53
	1,71
	-22,0
	-91,0
	13,1

	Sverdlovsk oblast 
	28711530
	2,23
	4,60
	2,91
	1,90
	0,36
	-33,5
	-88,1
	21,6

	Tyumen oblast 
	18106313
	6,64
	7,45
	8,39
	1,17
	0,10
	-563,9
	32,0
	431,9

	Chelyabinsk oblast 
	19219431
	2,12
	2,31
	1,73
	-0,93
	0,01
	-37,8
	13,6
	-75,7

	Khanty-Mansiysk Autonomous District
	84658540
	0,68
	0,43
	8,31
	-8,04
	0,00
	-95,1
	-3,6
	-1,4

	Yamalo-Nenetsk Autonomous District
	35436740
	16,01
	17,69
	1,60
	1,11
	0,14
	2,8
	-101,7
	7,0

	Total
	190926747
	4,51
	5,23
	5,41
	-2,99
	0,13
	-90,1
	12,3
	-22,8


Table 29 (cont’d)

	1
	2
	3
	4
	5
	6
	7
	8
	9
	10

	The Siberian Federal Region

	Republic of Altai
	2491080
	9,88
	13,58
	1,57
	4,31
	0,40
	-18,3
	-81,7
	0,0

	Republic of Buryatiya
	7496478
	27,59
	30,13
	0,85
	0,68
	0,29
	-50,9
	-49,2
	0,0

	Republic of Tyva
	3184337
	7,28
	10,31
	0,64
	3,15
	3,61
	-4,4
	-96,3
	0,8

	Republic of Khakassiya
	2960538
	7,65
	8,82
	1,46
	0,48
	2,30
	-63,1
	-147,9
	110,3

	Altai Territory
	12877548
	14,21
	12,23
	0,83
	-2,04
	0,35
	11,0
	-96,8
	-14,2

	Krasnoyarsk Territory
	28817666
	10,85
	5,63
	4,58
	-8,00
	0,49
	-23,4
	-70,9
	-5,7

	Irkutsk oblast 
	18689392
	5,52
	4,86
	4,12
	0,67
	0,59
	-330,8
	112,6
	118,2

	Kemerovo oblast 
	18468506
	3,82
	8,43
	3,28
	1,11
	0,95
	-84,4
	-384,9
	369,3

	Novosibirsk oblast 
	16236775
	64,09
	61,92
	1,48
	-5,67
	0,32
	2,6
	-91,6
	-11,1

	Omsk oblast 
	11378097
	13,00
	18,33
	1,29
	1,84
	0,46
	16,4
	-125,4
	9,1

	Tomsk oblast 
	7765491
	29,91
	24,53
	0,72
	-11,13
	0,13
	-25,3
	-70,1
	-4,5

	Chita oblast 
	7703359
	1,51
	2,53
	2,49
	2,43
	0,77
	-59,5
	-40,5
	0,0

	Aginski Buryatski Autonomous District
	584445
	1,85
	3,58
	1,42
	1,59
	0,24
	9,0
	-109,0
	0,0

	Taimyr (Dolgano-Nenetski) Autonomous District
	3650961
	2,19
	2,19
	14,15
	-0,37
	0,00
	-100,0
	0,0
	0,0

	Ust-Ordynski Buryatski Autonomous District
	1082331
	7,11
	4,11
	1,00
	-2,33
	0,28
	29,2
	-129,2
	0,0

	Evenki Autonomous District
	1002940
	134,90
	42,97
	15,41
	-89,87
	2,13
	14,3
	-114,3
	0,0

	Total
	144389944
	17,53
	16,39
	2,97
	-2,97
	0,61
	3,4
	-74,1
	-29,3

	The Far-East Federal Region

	Republic of Sakha (Yakutiya)
	33101223
	10,04
	12,62
	4,74
	3,09
	0,76
	-69,0
	-31,1
	0,1

	Primorsk Territory
	15876250
	8,81
	11,11
	0,82
	2,11
	1,45
	-14,8
	-86,5
	1,3

	Khabarovsk Territory
	17920992
	4,24
	4,19
	1,39
	-0,71
	0,20
	84,4
	-6,3
	-178,2

	Amur oblast 
	8003113
	4,58
	5,80
	1,76
	1,52
	1,48
	-55,4
	-46,0
	1,3

	Kamchatka oblast 
	4790225
	11,59
	6,45
	1,65
	-13,36
	1,23
	-57,2
	-43,0
	0,2

	Magadan oblast 
	5122598
	4,74
	3,26
	0,78
	-2,22
	1,53
	-23,6
	-71,9
	-4,5

	Sakhalin oblast 
	7180392
	9,53
	6,92
	4,35
	-3,37
	0,06
	-21,8
	-77,4
	-0,9

	Jewish Autonomous Oblast
	1860952
	2,31
	2,09
	5,21
	3,72
	4,33
	-113,4
	10,4
	3,0

	Koryak Autonomous District
	1113841
	35,80
	22,22
	3,07
	-12,73
	0,12
	13,3
	-113,3
	0,0

	Chukotka Autonomous District
	4018379
	4,85
	5,57
	2,54
	2,01
	0,81
	-64,4
	-35,6
	0,0

	Total
	98987965
	8,05
	8,73
	2,78
	0,37
	0,90
	-174,4
	7,6
	66,8

	Total of Federal Regions
	1291231689
	9,79
	11,11
	4,65
	0,12
	0,24
	-284,3
	-296,7
	479,8


Data source: calculations performed by the Institute of Economies in Transition basing on the data provided by the RF Ministry of Finance

Domestic bond issues

In 2001, 11 territorial subjects of the Russian Federation and 3 municipal entities floated bond issues. The issuers included Moscow, St.-Petersburg, the Volgograd oblast, the Irkutsk oblast, the Leningrad oblast, the Tomsk oblast, the Republic of Kareliya, the Republic of Komi, the Republic of Bashkortostan, the Stavropol Territory, the Chuvash Republic, Volgograd, Novocheboksarsk, and Ekaterinburg (Table 30).

Table 30

Subfederal and municipal securities issued in 2001 

	Territorial subjects of the Russian Federation
	Issued value (thou. RF Rubles)
	Ratio of issued value to internal loan proceeds (%)
	Share in total issued value (%)

	Voronezh oblast 
	165 517
	10,90
	1,09

	Kostroma oblast 
	7 668
	2,21
	0,05

	Lipetsk oblast 
	40
	0,03
	0,00

	Smolensk oblast 
	500
	0,21
	0,00

	Moscow
	6 683 451
	30,67
	44,19

	Republic of Kareliya
	15 834
	3,76
	0,10

	Republic of Komi
	9 912
	1,49
	0,07

	Leningrad oblast 
	377 608
	30,67
	2,50

	St.-Petersburg
	5 283 325
	77,93
	34,93

	Kabardino-Balkar Republic 
	20 000
	4,19
	0,13

	Stavropol Territory
	109 917
	16,18
	0,73

	Volgograd oblast 
	375 541
	34,35
	2,48

	Republic of Bashkortostan
	971 800
	99,49
	6,43

	Republic of Mariy-El
	1 454
	0,69
	0,01

	Chuvash Republic 
	115 010
	31,23
	0,76

	Sverdlovsk oblast 
	70 236
	10,95
	0,46

	Khanty-Mansiisk Autonomous District
	138 736
	24,06
	0,92

	Yamalo-Nenets Autonomous District
	100 208
	1,77
	0,66

	Republic of Khakassiya
	24 445
	9,96
	0,19

	Altai Territory
	323 619
	17,69
	2,14

	Krasnoyarsk Territory
	499
	0,02
	0,00

	Tomsk oblast 
	350 000
	15,07
	2,31

	Chita oblast 
	1 500
	1,29
	0,01

	Amur oblast 
	1 400
	0,38
	0,01

	Total 
	15 123 785,00
	15,00
	100


Data source: calculations performed by the Institute of Economies in Transition basing on the data provided by the RF Ministry of Finance

With the general post-crisis decline in the amount of loan proceeds secured by regional and local authorities, the value of floated municipal and subfederal securities fell more than 4 times, from 0.77% of the GDP in 1997 to 0.17% of the GDP in 2001. The number of securities issues also went down as compared to 1997-1998, actually returning to the level of 1992 –1993.

Table 31

Issued value of subfederal and municipal securities (% of GDP)

	Year
	1996
	1997
	1998
	1999
	2000
	2001


	Issued
	0,63
	0,77
	0,47
	0,31
	0,19
	0,17

	Redeemed
	0,47
	0,56
	0,48
	0,36
	0,46
	0,23

	Net funds
	0,16
	0,22
	-0,01
	-0,05
	-0,27
	-0,07


Data source: calculations performed by the Institute of Economies in Transition basing on the data provided by the RF Ministry of Finance

In 2001, issuers from nine territorial subjects of the Russian Federation managed to raise in the subfederal and municipal securities market an amount exceeding the face value of domestic bonds liable for redemption this year, including the relevant interest. These issuers include Moscow, with the loan proceeds of 4,560.5 mln. bln. RF Rubles net of the cost of redemption and internal debt servicing, the Republic of Bashkortostan (971.8 mln. RF Rubles), St.-Petersburg (440.2 mln. RF Rubles), the Leningrad oblast (358.8 mln. RF Rubles), the Tomsk oblast (350.0 mln. RF Rubles), the Chuvash Republic (34.6 mln. RF Rubles), the Kostroma oblast (2.5 mln. RF Rubles), the Republic of Mariy-El (1.3 mln. RF Rubles), and the Krasnoyarsk Territory (0.4 mln. RF Rubles).

The aggregate value of municipal and regional bond issues remained virtually unchanged at 15.1 bln. RF Rubles in 2001 as compared to 13.0 bln. RF Rubles in 2000. At the same time, it is noteworthy that the volume of securities floated by municipal entities had significantly declined: while in 2000 they accounted for 22.6% of the territorial issues, in 2001 their share nearly quartered to 5.9% (Table 32).

Table 32

Net loan proceeds in the domestic subfederal and municipal securities market, in thousand RF Rubles

	
	Consolidated regional budget 
	Regional budgets
	Municipal budgets

	2001 
	
	
	

	Net loan proceeds
	6 601 447
	6 667 592
	-66 145

	Funds raised
	15 123 785
	14 226 931
	896 854

	Principal repaid 
	8 522 338
	7 559 339
	962 999

	2000

	Net loan proceeds
	- 1 877 328
	-2 286 175
	408 847

	Funds raised
	13 042 220
	10 090 208
	2 952 012

	Principal repaid
	14 919 548
	12 376 383
	2 543 165


Data source: the RF Ministry of Finance

Over the past three years, only 14 territorial subjects of the Russian Federation and 7 cities have availed themselves of the securities market instruments to raise the required funds. Through the entire post-crisis period, bonds were annually issued by Moscow, St.-Petersburg, the Republic of Chuvashiya, the Volgograd oblast and the city of Volgograd (Table 33).

Table 33

Subfederal and municipal securities issued in 1999 – 2001

	Issuer
	Issue registration

	Territorial subjects of the Russian Federation
	1999
	2000
	2001

	Moscow
	*
	*
	*

	St.-Petersburg
	*
	*
	*

	Chuvash Republic 
	*
	*
	*

	Volgograd oblast
	*
	*
	*

	Tomsk oblast
	
	*
	*

	Republic of Komi
	
	*
	*

	Republic of Bashkortostan
	
	
	*

	Stavropol Territory
	
	
	*

	Leningrad oblast
	
	
	*

	Irkutsk oblast
	
	
	*

	Primorski Territory
	
	*
	

	Kabardino-Balkar Republic 
	
	*
	

	Republic of Mariy-El
	
	*
	

	Novosibirsk oblast 
	*
	
	


Table 33 (cont’d)

	Issuer
	Issue registration

	Territorial subjects of the Russian Federation
	1999
	2000
	2001

	Municipal entities
	

	Volgograd
	*
	*
	*

	Ekaterinburg
	
	*
	*

	Novocheboksarsk
	*
	
	*

	Kostroma 
	*
	*
	

	Cheboksary
	*
	
	

	Arkhangelsk
	*
	
	

	Dzerzhinski
	*
	
	


Data source: the RF Ministry of Finance

External loans

In the October of 2001, Moscow became the first territorial subject of the Russian Federation to enter the Eurobond market after the financial crisis of 1998. Three-year Eurobonds worth of 300 mln. Euro were floated at a 10.25% APR. The loan was formalized as a credit issued by the German BHF-BANK AG to the Moscow authorities and funded through the issue of participation certificates. ING Barings and UBS Warburg jointly acted as the lead-managers of the bond issue. The demand for the Eurobonds exceeded the supply by almost 90 mln. Euro. 

Following the successful Eurobond issue, the Moscow authorities decided in November same year to raise a new five-year loan worth of 400 mln. Euro. That loan was also formalized as a credit from a pool of Western banks and funded through the issue of participation certificates. Investor applications were collected by BNP-Paribas and J.P. Morgan, the co-sponsors - Merrill Lynch and Dresdner Kleinwort Wasserstein, a member of the Dresdner Bank Group. As a result, within one month the Moscow authorities issued bonds worth of 700 mln. Euros. 

In December 2001, the Standard & Poor's agency raised the ratings of Moscow and St.-Petersburg, almost concurrently with the rating of the Russian Federation, to the В+ level. Thus, the two municipal ratings remained in line with the country rating (Table 34).

Table 34

International credit ratings of Standard&Poor’s

Russia: ratings by the international rating scale
	Issuer
	Date of assignment (latest change) of rating 
	In foreign currency / Outlook
	In local currency / Outlook

	Sovereign rating

	Russian Federation 
	22.02.2002
	B+/Positive
	B+/Positive

	Regional and local authorities

	Bashkortostan
	13.11.2001
	B/Positive
	--/--

	Irkutsk oblast 
	03.10.2001
	CCC+/Positive
	--/--

	Moscow
	22.02.2002
	B+/Positive
	--/--

	Nizhni Novgorod oblast 
	06.09.1999
	Rating recalled

	Rostov oblast 
	31.07.2000
	Rating recalled

	Samara oblast 
	13.11.2001
	B/Positive
	--/--

	St.-Petersburg
	22.02.2002
	B+/Positive
	B/Positive

	Sverdlovsk oblast 
	23.08.2001
	CCC+/Positive
	CCC+/Positive

	Tatarstan
	09.10.2001
	CCC+/Positive
	--/--

	Yamalo-Nenets Autonomous District
	08.05.2001
	CCC+/Positive
	--/--


Data source: Standard&Poor’s

The settlement of outstanding debts

The revival of operations in the external bonds market is possible, first and foremost, for the most stable and reliable of borrowers, including Moscow and St.-Petersburg which continued to service their debts even during the crisis of 1998. At the same time, the domestic market may be generally characterized by a relatively weak position of the creditors of territorial authorities, with the former often proving unable to get the territorial authorities to repay the debts despite the supporting court decisions.

One of the major barriers to the development of the market of subfederal and municipal debt instruments is the existing procedure for the recovery of funds from territorial authorities in the event of default. This problem is further aggravated by the fact that, even with the economic growth and favorable market conditions, a lot of the territorial subjects of the Russian Federation and municipal authorities have very few effective stimuli for the timely servicing of debts. 

The problems relating to the issue of subfederal securities floated prior to the default period still remain unresolved. According to the Rosbank depositary, as at 1 of November 2001, 11 territorial subjects of the Russian Federation did not even start to repay the first tranche of the "rural" bonds issued pursuant to Resolution # 224 of the Government of the Russian Federation "On the economic conditions of operations of the agricultural complex of the Russian Federation in 1997", dated 26.02.97, which matured in 1998-1999.

The economically successful Saratov oblast has satisfied less than 3% of its liabilities. The Arkhangelsk oblast, the Republic of Ingushetiya, the Kabardino-Balkar Republic, the Komi-Perm Autonomous District, the Magadan oblast, the Primorski Territory, the Taimyr Autonomous District, the Republic of Tyva, the Ust-Ordynski Buryatski Autonomous District, the Chukotka and Evenki Autonomous Districts have yet to start to honor their respective obligations.

Table 35

Consolidated data on the redemption of the par value of the first tranche of the «rural» bonds issued by territorial subjects of the Russian Federation (as at 1 of November 2001)

	Redeemed 100%

	Aginski Buryatski Autonomous District, the Republic of Altai, the Amur oblast, the Astrakhan oblast, the Bryansk oblast, the Republic of Buryatiya, the Vladimir oblast, the Vologda oblast, the Republic of Dagestan, the Ivanovo oblast, the Irkutsk oblast, the Kaliningrad oblast, the Karachaevo-Cherkessiya Republic, the Republic of Kareliya, the Kemerovo oblast, the Kirov oblast, the Komi Republic, the Krasnodar Territory, the Krasnoyarsk Territory, the Kursk oblast, the Leningrad oblast, the Lipetsk oblast, the Republic of Mariy-El, the Republic of Mordoviya, the Novgorod oblast, the Novosibirsk oblast, the Omsk oblast, the Orenburg oblast, the Rostov oblast, the Republic of Sakha (Yakutiya), the Samara oblast, the Tver oblast, the Tomsk oblast, the Tyumen oblast, the Chuvash Republic, the Khabarovsk Territory, the Republic of Khakassiya

	Redeemed from 1 to 100%

	The Volgograd oblast - 99.97%, the Penza oblast - 99.95%, the Nizhni Novgorod oblast - 99.86%, the Stavropol Territory - 99.55%, the Tambov oblast - 98.48%, the Udmurt Republic - 93.15%, the Jewish Autonomous District - 72.00%, the Chita oblast - 83.63%, the Altai Territory - 82.74%, the Republic of Kalmykiya - 62.45%, the Kaluga oblast - 60.35%, the Yaroslavl oblast– 57.11%, the Belgorod oblast - 57.47%, the Pskov oblast - 51.43%, the Kurgan oblast - 45.74%, the Voronezh oblast - 41.97%, the Yaroslavl oblast - 33.94%, the Republic of Northern Osetiya-Alaniya - 31.23%, the Republic of Adygeya - 28.04%, the Ulyanovsk oblast - 14.61%, the Saratov oblast - 2.74%

	Not redeemed

	The Arkhangelsk oblast, the Republic of Ingushetiya, the Kabardino-Balkar Republic, the Komi-Perm Autonomous District, the Magadan oblast, the Primorsk Territory, the Taimyr Autonomous District, the Republic of Tyva, the Ust-Ordynski Buryatski Autonomous District, the Chukotski Autonomous District, the Evenki Autonomous District


Data source:  Rosbank's Depositary

The available assets on the budget accounts of those regions that have not yet begun to discharge their financial obligations several times, or even dozens of times, exceed the amount of accumulated debts (Table 36). It is quite obvious that the Primorsk Territory and the Magadan oblast could quite easily redeem the respective rural bonds. 

Table 36

Outstanding liabilities on the rural bonds principal of the regions that have not started the redemption of rural bonds (thousand RF Rubles)*

	Issuer
	Balances of budget accounts **
	Outstanding liabilities on the first tranche of rural bonds ***
	Ratio of outstanding liabilities on the first tranche to balances of budget accounts, %
	Ratio of total outstanding liabilities on rural bonds to balances of budget accounts, %

	Arkhangelsk oblast
	180 145
	17 250
	9,6
	28,7

	 Republic of Ingushetiya
	132 991
	6 020
	4,5
	13,6

	 Kabardino-Balkar Republic 
	52 435
	44 030
	84,0
	251,9

	 Komi-Perm Autonomous District
	48 452
	4 380
	9,0
	27,1

	 Magadan oblast 
	169 462
	8 040
	4,7
	14,2

	 Primorsk Territory
	225 396
	6 640
	2,9
	8,8

	 Taimyr Autonomous District
	1 082 136
	7 210
	0,7
	2,0

	 Republic of Tyva
	140 670
	7 460
	5,3
	15,9

	 Ust-Ordynski Buryatski Autonomous District
	12 979
	19640
	151,3
	454,0

	 Chukotski Autonomous District
	464 276
	35 970
	7,7
	23,2

	 Evenki Autonomous District
	376 722
	2 950
	0,8
	2,3


* without account of outstanding liabilities on interest payments, penalties and fines.

** as at 1 of October 2001.

*** as at 1 of November 2001.

Data source: calculations performed by the Institute of Economies in Transition basing on the data provided by the RF Ministry of Finance and Rosbank's Depositary

The rural bonds are not the only financial instrument, which the territorial authorities have defaulted on (they are the most «transparent» instruments reflected in the public statistics of defaults committed y the territorial authorities). There are precedents of overdue bank loans to the territorial authorities, defaults on other issues of subfederal and municipal securities, overdue payments for commodity deliveries, and arrears of wages. Deemed as a possible motive for the non-repayment of the "rural" bonds may be larger outstanding debts on other financial instruments and obligations. 

Nevertheless, the weak position of the creditor, even in the event of judicial support, is quite obvious. The problem lies in the applicable procedure for the enforcement of judicial decisions to recover funds from budget accounts in the instances where allocations for the repayment of liabilities were not included in the budget expenditures or were sequestered during  the implementation of the relevant budget.

The need for infrastructural investment 

Over the past ten years, the majority of territorial entities have faced the problem of aging fixed assets and the deterioration of other facilities of social and economic infrastructure due to the lack of effective investment. The wear and tear of the heating networks and public utilities is increasing, provoking an ever growing number of failures and accidents, which, in turn, automatically boost up the maintenance and current repairs costs. 

In the past ten years, the construction of new public utilities has been steadily declining. In 2001 the tendency showed signs of deceleration. However, the rates of new construction have not yet retained the 1998 level, falling 5-8 times short of the 1990 construction rates (Table 37).

Table 37

Commissioned public utilities

	Year
	Water pipelines, km
	 % to 1990 
	Sewage, km
	 % to 1990 
	Heat networks, km
	 % to 1990 

	1990
	7524,3
	100,0
	984,5
	100,0
	1456,5
	100,0

	1994
	2397,1
	31,9
	515,9
	52,4
	800,4
	55,0

	1995
	2647,3
	35,2
	491,6
	49,9
	544,9
	37,4

	1996
	1330,1
	17,7
	417,3
	42,4
	634,3
	43,5

	1997
	1513,6
	20,1
	274,4
	27,9
	388,5
	26,7

	1998
	1340,7
	17,8
	249,6
	25,4
	205,0
	14,1

	1999
	841,8
	11,2
	130,3
	13,2
	193,9
	13,3

	2000
	929,5
	12,4
	147,1
	14,9
	153,8
	10,6

	2001
	1076,9
	14,3
	170,9
	17,4
	163,6
	11,2


Calculations performed by the Institute of Economies in Transition basing on the data provided by the RF Goskomstat

Investment in the public utilities infrastructure may prove effective only after the transformation of the institutional management structure in the sphere of housing and public services, including, as a matter of first priority, the reform of the tariff policy to enhance its transparency, the lack of which will make the implementation of commercially viable investment projects impossible. Once the aforementioned problems relating to the improvement of the creditworthiness of the regional and municipal authorities have been resolved, the market of subfederal and municipal debt instruments will be able to ensure the execution of a top priority task of restructuring the public utilities infrastructure.

At the same time, in the short-term perspective, the funding of the public utilities infrastructure may largely depend upon loans from multilateral financial institutions, including the World Bank loans guaranteed by the federal government. 

For instance, under the World Bank Loan to finance the project aimed at "Raising the effectiveness of energy use", 19.3 mln. US Dollars has been channeled for the reconstruction of district heating networks to the municipal enterprises and mayor's offices of the cities of Arkhangelsk, Kaliningrad, Ryazan, Semyonov, and Nizhni Novgorod.

The World Bank Loan to finance the project of "Transfer of departmental residential housing into municipal ownership" incorporates a component worth of 43 mln. US Dollars aimed at the retrofitting of the distribution public networks in the following cities: Ryazan, Vladimir, Orenburg, Cherepovets, Volkhov, Saratov and Izhevsk.

Currently pending conclusion is an agreement with the IBRD for a loan of 85 mln. US Dollars for the implementation of the project «Municipal heating networks». These funds will be allocated to the municipal authorities of the Moscow oblast, the Samara oblast, the Kostroma oblast, the Volgograd oblast, the Tambov oblast, the Krasnoyarsk Territory, the Republic of Sakha-Yakutiya and the Republic of Tatarstan for the implementation of investment projects involving the reconstruction of the relevant district heating utilities.

Regional components of loans from multilateral 
financial institutions

The loans to the Russian Federation provided, by agreement with the creditor, by multilateral financial institutions (i.e. the IBRD and EBRD loans) may be transferred by way of subloans to the participants in investment projects (territorial authorities, joint-stock companies, and the like). As at 1 of July 2000, total funds disbursed by the territorial authorities since 1994 by way of the IBRD subloans amounted to 985.0 mln. US Dollars.

The legal relations between the borrows and the lenders are regulated by contracts concluded on behalf of the RF Government by the RF Ministry of Finance with the regional and municipal authorities (by the general rule, in the instances where a municipal entity acts as the borrower, the relevant territorial subject of the Russian Federation must provide guarantees for the repayment and timely servicing of the loan to the federal government).

Apart from the repayment of the loan (principal debt), the sub-borrowers, pursuant to the contract, must transfer to the federal budget the pertinent interest payments, commission fees, and penalty interest (in the event of violation of the contractual terms and conditions):

- the interest payments include interest charged for the use of loan funds (the World Bank's regular APR is 5-7%) and the margin levied by the RF Ministry of Finance (from 0 to 2.5% APR);

- a commission fee for liabilities under the unused portion of the subloan (0.75% APR on the unused loan amount);

- penalty fines for every day of payments delay;

- other payments provided for by the contract (usually for the non-performance of specific requirements or terms and conditions stipulated in the contract, i.e. the borrower's violation of the commitment to use specific treatment for the loan account, the non-purpose use of the loan funds or equipment supplied under the subloan agreement, and etc.).

The federal government is allocating significant amounts while the subnational budgets are demonstrating insufficient financial stability (irregular tax receipts and significant non-performable obligations under non-funded mandates) on the one hand, and while the territorial authorities are lacking stimuli to effect the timely debt servicing and repayment, on the other hand. 

Under the circumstances, the borrowers are demonstrating a lack of responsible management of the loan proceeds, expecting that the RF Ministry of Finance would treat leniently their violations of the loan agreements. Given the objectively high tension within the subnational budgets, the RF Ministry of Finance is not filing lawsuits against the subordinate public authorities. The logical consequence of such policy is the accumulation of outstanding debts by the subnational authorities.

Viewed as an example of the remaining problems with the repayment of loans by municipal borrowers may be the World Bank Loan to finance the project «Municipal transport». Between 6 of October 1995  to 31 of December 2001, 14 municipal borrowers accrued 114.423 mln. US Dollars worth of liabilities relating to the serving and repayment of the loan, of which they discharged as at 1 of January 2002 only 52.730 mln. US Dollars, or 46%.

While the cities of Cherepovets, Vologda and Rostov-on-the-Don are running no debts under this project, and Ekaterinburg and Samara have partially repaid their liabilities, the cities of Velikiye Luki, Pskov, the Great Novgorod, Tver and Smolensk stopped discharging their respective liabilities in 2000, Nizhni Novgorod – in 1999, Omsk – in 1998, Kostroma – in 1996, and Saransk has completely defaulted on its obligations.

Table 38

Debt of end borrowers on loans from multilateral financial institutions (mln. US Dollars) as at 1 of July 2000

	Types of sub-borrowers
	Number of sub-borrowers 
	Amount payable
	Amount paid
	Overdue payments
	Share of overdue payments to amount payable

	City administrations (mayor's offices) 
	22
	58,78
	24,67
	34,11
	58,0

	Administrations of territorial subjects of the Russian Federation 
	34
	14,99
	12,03
	2,96
	19,75

	Total:
	56
	73,77
	36,70
	37,07
	50,2 


Data source: calculations performed on the basis of data provided by the RF Audit Chamber

To resolve the problem of enhancing the effectiveness of utilization of funds provided by multilateral financial institutions, it is necessary to develop and introduce a viable set of stimuli for the timely repayment of loans by the subnational authorities, i.e. the improvement of stability of the tax base of the subnational authorities, the resolution of the problem of non-funded mandates, as well as the amendment of applicable legislation so as to include therein detailed provisions on the procedures for the recovery of overdue debts from the regional and municipal authorities. 

1.4.3. The Russian stock market 

The Russian stock market posted fairly decent results in 2001, especially if account is taken of adverse external factors, such as an economic slump in the USA, Japan and the EU, financial crises in Turkey and Argentina as well as declining prices in the natural resources market. Continued growth of the Russian economy, timely external debt payments and upgrading of the RF ratings related thereto, improved relations with the USA and international financial institutions, further steps in reforming the Russian legislation in keeping with the demands of the market economy have, doubtless, attracted foreign investors to the Russian market. However, one cannot but point out some adverse factors as well. Redistribution of powers and corporate scandals significantly impacted on the quotations of some issuers’ shares and the investment climate as a whole.

The Russian market was one of the most profitable ones in the world in 2001. Thus, according to the results of the first quarter, the RTS index was third on the list of the world’s fastest-growing stock indicators published by the Merrill Lynch investment bank, topped only by the Shanghai B (China) and Taiwan Weighted Index (Taiwan). In the second quarter the Russian stock market climbed to the second rank topped by the Turkish one this time. As a result of the year the Russian stock indicator became almost twice as “heavy” (by 81.49 percent). For the sake of comparison, Table 1 shows the movements of stock indices in the developed and developing countries.

Within a year the RTS index changed by 129.03 points with the trading volume totaling about $4.5 bln. Let us point out that the turnover somewhat declined compared with the last year (by about $5.5 bln), which was determined by the impact of the external factors, specifically, the September 11 events and the unfavorable trends in raw materials markets. Several periods can be identified in describing the movements of the RTS index during the year. In January of last year the stock index grew by 21.4 percent and the trading volume – by 40.4 percent. This was followed by a three-month lateral trend within the 160-180-point band at moderate trading volumes. Growth became manifest in late April-early May, continuing into the second part of June. On June 22 the index reached 227.62 points with a record-high trading volume –over $50 million- registered on that day. The period of fast growth ended in stagnation. As a result of July the index dropped by 6 percent with the trading volume almost halved in August. Growth emerging later was followed a steep drop after the terrorist attacks on the USA. Within one day, on September 12, the index fell by 5.4 percent with the minimal value of 174.2 points (-15.5 percent compared with September 11) observed on October 3. By the year-end the index climbed to the pre-crisis level: on December 29 the stock indicator reached 206.05 points – the maximal value since May 14, 1998. 

As a result of the year, almost all Russian blue chips demonstrated positive movements. The highest-yield shares turned out to be those of Sberbank (+206.93 percent), YUKOS (+192.13 percent), and Sibneft (+173.6 percent). The quotations for RAO UES (+93.15 percent), Mosenergo (+70.83 percent), Surgutneftegaz (+51.5 percent), Tatneft (+45.1 percent) and LUKOIL (+31.93 percent) were less volatile. At the bottom of the list are the shares of Rostelecom (+4.55 percent) and GMK Norilsk Nickel (+2.27 percent since July 9, 2001). It should be noted that the highest yield instruments in 2001 were the shares of the “second echelon” enterprises. The absolute leaders yield-wise were the shares of the Volzhsk Automobile Plant which had become ten times as expensive (the ordinary shares went up by 1086 percent, while the preferred ones – by 966.67 percent). The Tulenergo shares (+330.23 percent) and preferred shares of Lenenergo (+325 percent) became almost three times as expensive. 

In the total RTS turnover the share of the RAO UES stood at 32.86 percent (40.0 percent in 2000), LUKOIL –16.65 percent (17.4 percent), YUKOS – 13.2 percent (1.2 percent), Surgutneftegaz – 9.02 percent (8.9 percent) and RAO Norilsk Nickel – 5.18 percent (4.6 percent). Thus, the total share of the five most liquid stocks amounted to 76.91 percent (77.2 percent in 2000) in the aggregate RTS turnover. 

The maximal number of deals – over 20,000 – were transacted in the RAO UES shares. The runner-up was the RAO Gazprom with over 17.5 thousand transactions done through the RTS terminals at the Saint Petersburg Stock Exchange. 

According to the data of the National Association of capital market participants (NAUFOR), the top five major Russian companies by capitalization as of the end of December were the following: OAO Surgutneftegaz ($12,585.5 mln.), OAO Gazprom ($12,349.67 mln.); OAO YUKOS oil company ($11,585.67 mln.), OAO LUKOIL ($10,319.9 mln.) and RAO UES ($6,664.89 mln.)

To explain the above-noted trends in share quotations, let us review the situation in the Russian stock market in 2001 in the context of the changing risk levels. Insofar, the impact of the following factor groups seems especially important:

· The domestic political situation;

· new instruments of the Russian capital market;

· relations with international financial institutions;

· the situation in the international financial markets;

· corporate news;

· trends in oil prices in the world markets.

We will cover the first five factor groups in this section, while the last (but not the least) - trends in oil prices in the world markets - will be analyzed in detail in section 2.1 of this review.

The domestic political situation

Strengthening political stability in the country, the Government’s consistent economic policy, adoption of key legal acts by the legislature, doubtless, played a positive role in a successful development of the Russian economy as a whole and the capital markets, in particular. 

These components led to an enhanced attractiveness of the Russian economy both for Russian and foreign investors. However, it should be noted that a power struggle between the old and the new elites, accompanied by flagrant scandals was a destabilizing factor which did not contribute to increased capital investments in domestic companies. Placement of “single team players” to key positions contributed to a speedy decision making on important issues, on the one hand, but on the other hand, this gave rise to questions about the efficiency of the officials appointed to various posts on the basis of their affinity to a political grouping, but not according to their professional achievements. 

Unfortunately, the role of the administrative factor in corporate dispute settlement continues to be high, testifying to the imperfect nature of the RF judiciary system. The level of institutional protection of investor rights, including those of foreigners, is also rather low in Russia. The confrontation between the procuracy and the “Most” group in the spring of last year as well as the legal proceedings against the TV6 television company in autumn, triggering off broad repercussions both at home and abroad, scared off investors from the Russian market. All these negative developments prevented growing investor optimism with respect to the prospects of the Russian economy and rehabilitation of the Russain investment climate.

The early spring witnessed several important developments in the Russian domestic and foreign policy areas. Specifically, there was some cooling off in relations between Russia and the USA. In mid-March the State Duma reviewed the issue of no-confidence vote in the Government. Despite the fact that the vote was not approved, the criticism leveled at the government went mostly unanswered. Such an uncertain situation did not contribute to growing quotations in the capital markets, so a lateral drifting of the prices was observed during most of the spring. 

As has already been mentioned, a number of important legislative acts were adopted in 2001, among them the Land Code, the Labor Code, the Law “On Investment Funds”, etc. As a result, obstacles to a civilized turnover of non-agricultural lands were removed, a legal framework for collective investments in Russia was created and the principles of managing joint stock and unit investment funds as well as those of supervising their activities were identified. Adoption of these important laws creates potential conditions for inflows of fresh funds to the Russian market.

To put a barrier to illegal capital flows in Russia (according to the FATE requirements has blacklisted Russia), the Committee for Financial Monitoring has been set up under the RF Ministry of Finance. Financial intelligence will monitor all transactions above 600, 000 rubles. The activities of the new agency are expected to enhance transparency of capital transactions in Russia, improve the investment climate with fresh funds of the Russian and foreign investors coming to the domestic capital markets. 

New instruments of the Russian capital market

Due to a conflict between the Moscow Stock Exchange - the main trading site for the Gazprom shares – and the Gazprombank, the core turnover of the transactions in the OAO Gazprom shares was moved to the Saint Petersburg Stock Exchange. The share trading is effected at the dedicated trading session with the RTS Stock exchange terminals used. The turnover of Gazprom share trading through the RTS terminals exceeded $210 million since July 6 (434 million securities).

It is necessary to mention the development of the Russian derivatives market and the emergence of new assets thereon. September 19 witnessed the opening of the RTS futures market (FORTS) in the framework of an agreement on creating a single market for trading in futures and options contracts by the RTS and the Saint Petersburg Stock Exchange. Transactions in 4 futures contracts for the quotations of RAO UES, Gazprom, LUKOIL and Surgutneftegaz shares are currently done at the FORTS, as well as options for futures contracts for the shares of the first two above-mentioned issuers. In the first of hour of the system’s existence, the trading volume exceeded 15 mln rubles (147 transactions and 5,206 contracts). 

As a result of 2001, about 53 thousand transactions were done in the futures market for the value exceeding 7.8 bln rubles (2 million contracts). The aggregate volume of open positions as of the end of the last trading day of 2001 exceeded half a billion rubles. 

The turnover in futures contracts amounted to 7.7 bln rubles (50.3 thousand transactions, 2 million contracts). A record-high turnover in futures at a trading session – 281.7 mln rubles - was recorded on November 26, while December 29 broke the record in the open position volume – 510 mln rubles. 

2.8 mln transactions totaling 71.3 mln rubles (24.5 thousand contracts) were concluded for options at the FORTS in 2001.

On November 12, the RTS launched computations of RUIX, the Russian investment index and RUIXOIL, the oil stock index (Chart 3). Computations of the former index include quotations of the seven most liquid ordinary shares: RAO UES, OAO Mosenergo, OAO Rostelecom, LUKOIL oil company, OAO Surgutneftegaz, OAO Tatneft and YUKOS oil company. Computations of the oil index include the shares of the four latter issuers. Futures trading for these indices commenced on December 3 by two contracts immediately with the execution on December 17, 2001 and March 15, 2002. 

After the end of the December 17 trading session came the date of the execution of the obligations under all contracts falling due in December 2001. The first execution of contracts in the history of the FORTS futures market was successful. Apart from the contracts to be executed in March, futures with the new execution date – June 2002 – are currently in circulation. 

Relations with international financial institutions

Made in January, the Russian Government’s declaration of intent to defer payments of the Paris Club debt in the first quarter of 2001 elicited a rather harsh reaction from the creditors. A possibility of restructuring payments of the Russian debt to the Paris Club became one of the widely discussed issues in the very beginning of the year. The total volume of Russia’s debt to the Paris Club amounts to about $40 bln. Ensuing statements by the German and Japanese officials about Russia’s membership in G-8 as well as the US harder stance on the issue of crediting the Russian Federation made the RF Government somewhat ease its position. The harsh stance of the creditors, confirmed at the meeting of G-7 ministers of Finance in Palermo, prevented the Russian Government from securing restructuring and debt write off in 2001. At the same time, the “not to pay” alternative, so widely discussed in the Russian political circles, could have led to the country’s investment isolation as well as to a domestic political crisis. At that moment the investors were not taking this scenario seriously, which may be borne out by the growing prices for the Russian assets in January (see above). February saw the introduction of amendments into the Law “On the 2001 Federal Budget” which allowed to reallocate part of additional revenue for external debt payments. The Government started payments of the Paris Club debt before the amendments to the budget were approved by the Federation Council. According to the payment schedule, Russia’s payments to the Paris Club of creditors in 2001 totaled $3.73 bln, with $2 bln payable to the IMF. 

In April the RF Government succeeded in finally overcoming tensions in its relations with the Paris Club of creditors: Russia had practically resumed payments to the Club according to the schedule after the disruptions in January. 

The relations between Russia and the International Monetary Fund progressed more favorably in 2001. The Minfin remitted $1.077 bln to the IMF between January and September. Russia’s debt to the IMF declined to $7.69 bln by the end of the elapsed year. Thus, the debt to the Fund will be less than the RF quota in the Fund’s Charter Capital. The total public debt of the Russian Federation reached 52 percent of GDP by the year-end, which is an “acceptable level” even for developed countries. 

Russia does not currently have a joint program with the IMF. However, Russia does not overrule the possibility of resuming talks with the International Monetary Fund on credit extension in the event of a sharp drop in oil prices.

At a meeting held in Moscow in early October with Horst Keller, Managing Director of the International Monetary Fund, RF President V. Putin announced an intent to make early repayment under the IMF credit amounting to $4.8 bln extended in the summer of 1998 to the Central Bank to support the gold and currency reserves. According to the Minfin data, the debt of Bank of Russia to the IMF as of mid-2001 totaled $2.8 bln. In addition, the RF Government plans to create a financial reserve in the amount of 109.8 bln rubles ($3.5 bln) intending to keep it for repaying part of external debt in 2003, when Russia is to pay a total of about $19 bln under its external debt. 

The world’s major rating agencies have noted positive changes in Russia’s economy. Fitch Agency has upgraded the long-term rating for forex borrowing to “B+” with the long-term rating in the local currency upgraded to “B”. The forecast for long-term rating changes is stable. Standard &Poor’s upgraded Russia’s long-term rating in forex and local currency from “B” to “B+” and has confirmed its “B” level in the short-term credit rating. Long-term rating projections have been reviewed from “positive” to ”stable”. S&P report says that Russia’s higher ratings reflect a continued improvement of the political climate in the country which has strengthened the RF economy and favorably impacted on the economic prospects and political flexibility. As a result, RF economy is becoming less dependent on the situation in oil markets currently going through an unstable period. Moody’s has upgraded the Russian Federation’s rating by two ranks in one go – from B2 to Ba3 in forex and from B1 to B3 in the local currency. The forecast for all ratings is stable.

The situation in the international financial markets

Negative movements of the US macroeconomic indicators, such as sales and industrial output, testifying to a declining economic growth rate of the world’s largest economy, have forced the US Administration to moderate its monetary and credit policy. The Federal Reserve cut the federal funds rate to 6 percent per annum in early January, also reducing the discount rate initially to 5.7 and later to 5.5 percent per annum. These steps, however, failed to produce expected results. On March 20, the Fed’s Board of Directors cut the basic interest rate on short-term bank loans by another 0.5 percent to 5 percent per annum. The investors had been expecting an interest rate cut, but under the existing economic conditions many of them thought that a reduction by half a percentage point was inadequate. 

Similar criticism was leveled at the Central European Bank which, on March 30, adopted a resolution on retaining the refinancing rate at 4.75 percent per annum. An unexpected announcement the US Federal Open Market Committee made on April 18 on slashing the federal funds rate from 5 to 4.5 percent pushed the world trading sites up. Thus, for example, NASDAQ grew by 8.1 percent immediately on the day the announcement was made. However, such actions failed to reverse the adverse trends and, to avoid the danger of recession, the Central Banks of developed countries continued to reduce indicative interest rates. The Federal Reserve once again, on May 16, reduced the interest rate by 50 basis points to 4 percent. On June 27 the FOMC further cut the rate by 0.25 percent to 3.5 percent Thus, the rate has declined during 6 months from 6.5 to 3.75 percent – the minimal value over the last 7 years. The US Federal Open Market Committee, at a session held on August 21, took a decision to reduce the basis interest rate for the sixth time since the beginning of the year. This time it was cut by a further 0.25 percent to reach 3.5 percent – the minimal value since April 1994. 

The collapse of the World Trade Center on September 11 and expectations of retaliation from the US Government led to a meltdown of the world’s key markets, while no trading took place at the NYSE from September 11 to 17. The week of September 17 to 21 witnessed a substantial drop of the US stock markets: DJ lost 7.68 percent, NASDAQ – 9.9 percent and S&P 7 percent, insofar, S&P closed below 1000 points level on September 20. On September 17 the Federal Reserve once again cut the federal funds rate by 50 basis points to 3.0 percent. To support the euro-zone economy, the ECB cut the interest rates by 0.5 percentage points to the level of 3.75 percent, with the Central Banks of other countries also reducing the key rates. The Bank of England also cut the key interest rate in Great Britain by 0.25 percentage points to 4.5 percent. 

On October 2, the US Federal Reserve once again reduced the key interest federal funds rate by another 50 basis points to 2.5 percent – the minimal level since 1962. In response to the rate cut - the ninth since the beginning of the year –the main stock indices went up: DJIA grew by 113.76 points (1.3 percent) to 8950.59, the NASDAQ composite –got heavier by 11.87 points reaching 1492.33. However, the expected reversal still failed to materialize. In November, the Central Banks of the countries playing the key role in the world economic system once again cut the interest rates. The US Federal Reserve took a decision on November 6 –the tenth during the year – to reduce the rate, this time to 2.0 percent. As a result of this, Dow Jones - the key stock index – got by 1.6 percent “heavier”, while NASDAQ – by 2.3 percent. The Bank of England cut the key rate in Great Britain by 0.5 percent to 4.0 percent. On the same day the ECB also cut the key rate from 3.75 to 3.25 percent. In response to these measures the All-European stock index FTSE Eurotop 300 went up by 1.17 percent reaching 1240.71, DJ Euro Stoxx 50 index – grew by 1.83 percent to 3699.62 points. FTSE 100 - the British stock index – increased by 0.18 percent to 5225.5 points, while the French CAC-40 gained 1.36 percent reaching 4554.56. DAX - the key German stock index – gained 1.32 percent reaching 4924.80 points. At the last FOMC session held in 2001 the federal funds rate in the US was further reduced by 25 basis points to the level of 1.75 percent. 

It should be noted that the European Central Bank did not make such dramatic interest rate cuts. The ECB eased its monetary policy with reluctance, fearing this could result in accelerated inflation. 

The announcement about Enron’s bankruptcy of – major US trader in the gas and electric power market – came as one more shock for the world market. The energy giant collapsed due to intra-corporate machinations as a result of which whole economic sectors – energy, banking, insurance and telecommunications - suffered. According to expert evaluations, the losses suffered by insurance companies alone shall amount to over $2 bln. Enron’s financial relations with other companies were so complicated that the exact amount of debt still remains unclear. 

The company balances show about $13 bln of debt, however, according to expert assessments, the total liabilities may be up to $40 bln. However, it should be noted, that the fact that the company had reached agreements with its key creditors on commencement of the company’s restructuring prevented the stock indices from collapsing.

Corporate news 

2001 was, overall, a favorable year for the Russian companies. Russia’s changed image and its higher ratings had a beneficial effect on the activities of national corporations. Many Russian companies floated their depositary receipts on the world’s major trading sites. It is noteworthy that the shares of the telecom and energy companies became the market’s “locomotive” at the year - end. The “oil” yielded its positions due to the unfavorable situation in raw materials markets. Among “negative” developments one should mention a big number of scandals and legal proceedings major Russian corporations were engaged in. 

Certain steps were made in 2001 to reform the natural monopolies – Gazprom and RAO UES. Thus, The RF President set up a commission designed to liberalize the domestic market of Gazprom shares. The liberalization measures are expected to include an increased share of foreign investors in the Gazprom charter capital, launching the company’s securities in the RTS and the MISEX. At that period the Moscow Stock Exchange (MSE) was practically the only site where this issuer’s shares were quoted (see above). The market took the news about the event with a lot of enthusiasm and a result of the second week in April the quotations for the gas concern’s shares surged at the MSE by about 21 percent. Insofar, the operators’ activity dramatically increased: the Gazprom shares turnover amounted to about $55 mln for one week, exceeding that of RAO UES – the most liquid company in the Russian securities market – by about two-fold. 

In May, the company’s Board of Directors elected a new Board chairperson –Alexei Miller, who had previously held the position of the deputy minister for energy. Launching of irreversible reforms at the gas monopoly was expected after the removal of Rem Vyakhirev, the head of the concern. The “fly in the ointment” proved to be a scandal related to the seizure of 2.3 percent of Gazprom shares owned by the UFG company and deletion from the voting ballots of four out of the five candidates nominated by the minority shareholders. These developments, coupled with the register closure on May 4, led to a drop in the quotations for the gas monopolist’s shares in mid-May.

A commission for reforming the RAO UES energy holding was also set up in spring. The company’s restructuring plan and that of creating a free market for electric power enhanced major producers’ interest in the shares of the regional energy joint stock companies. The Kubanenergo, Tomskenergo and Belgorodenergo shares have been actively bought up lately. And Mikhail Khodorkovsky, YUKOS’ head, has publicly stated his interest in the power sector. In addition, YUKOS has become one of the founders of the Trading System Administrator which is to manage the electric power market.

Computed according to the IAS, consolidated net profit of the RAO UES energy holding in the first half of 2001 grew from below 300 mln rubles (for the first six months of 2000) to 841 mln rubles. 

A conflict between Mosenergo and its major shareholder RAO UES led to a top management reshuffle at the regional energy company. However, excellent financial performance in the first half of the year prevented the Mosenergo shares from plummeting. According to the Russian Accounting Standards, at about 2.7 bln rubles, the corporation’s net profit increased 6-fold compared with the same period of the previous year. 

Sibneft on several occasions surprised market participants by its vague actions which generated many rumors and scared off potential investors. However, the rate of return on its shares in 2001 offset all the risks.  

In the first half of 2001 Sibneft posted a net profit of $613 mln, sales - $1.663 bln, EBITDA – 871 mln (according to GAAP). The company’s net profit for the year is expected to amount to $1.1 bln (before dividend payments) with EBITDA to climb to $1.6 bln and sales at $3.3 bln. The total amount of dividend was about $900 mln (to the tune of 80 percent of net profit). Thus, the oil company’s shares proved to be one of the most profitable instruments of the Russian capital market. The rate of return, taking into account the divided paid and the growth in quotations, exceeded 215 percent. For the sake of comparison: as a result of 2000 LUKOIL paid 19 percent of its net profit in dividend, Surgutneftegaz – 4.1 percent. In mid-October, YUKOS announced payment of interim dividend for 2001 amounting to 13.3 percent of the company’s net profit for the first half of the year. 

Computed according to the Russian Accounting Standards, net profit of OAO Rostelecom for 9 months of 2001 went up to 1.8 bln rubles compared with 0.9 bln. rubles for the same period of the preceding year. Sales during the above period increased from 12.5 bln rubles in 2000 to 14.3 bln. rubles. According to the company’s report, bigger sales are by 80 percent due to the expanded volume of the services provided and by 20 percent a result of the changes in tariffs. The EBITDA margin for the report period stood at 54.3 percent, which was 5.4 percent higher than for the same period of the preceding year. As a result of 2001, Rostelecom plans to increase its net profit to reach 2.0-2.5 bln rubles compared with 1.03 bln rubles in 2000. The company’s improved fundamental indicators were enthusiastically welcomed by the market. After the financial performance indicators were announced the prices of Rostelecom shares went up by almost 1.5 times in November.

One of Russia’s major metallurgical companies – Norilsk Nickel also completed restructuring in 2001, designed to enhance transparency and efficiency of the company management. As a result of the reform, the capitalization center was moved from RAO Norilsk Nickel to the Mining Metallurgical Combine (GMK) Norilsk Nickel by way of a share swap, as a result of which the GMK became owner of 96.5 percent of the RAO assets. The RAO’s cross holding of 17 percent of the GMK’s shares is to be removed by reducing the GMK Charter capital by 17 percent. The shares of GMK Norilsk Nickel are currently the key traded stock of the company. They are also included in the list of shares for computing the RTS index. It is necessary to mention the legal proceedings, related to restructuring, which nearly paralyzed trading in RAO Norilsk Nickel shares on the country’s main trading sites. Under a claim filed by a shareholder of three shares (!), a district court of the Kemerovo oblast forbade GMK to use the “Norilsk Nickel” brand name or perform any actions designed to include the shares of OAO GMK Norilsk Nickel in the listings of the Russian and foreign stock exchanges. One more instance of corporate blackmail has again emphasized the domestic companies’ legal vulnerability and adversely impacted on the image of Russian companies. 

In November, the Government approved and recommended for application the Code of Corporate Conduct elaborated by the FCSM. The Code is a set of rules which major joint stock companies, comprised of over a thousand shareholders, should abide by. The Code describes the rules of conducting shareholder meetings, the rights and responsibilities of the Board of Directors, etc. It is designed to improve corporate governance in the country.

Table 39 

Movements in stock indices

	Data as of December 28, 2001
	Value
	Change since the beginning of the year (percent)

	RTS (Russia)
	256.75
	81.49%

	Dow Jones Industrial Average (USA)
	10136.99
	-6.02%

	NASDAQ Composite (USA)
	1987.26
	-19.56%

	S&P 500 (USA) 
	1161.02
	-12.06%

	FTSE 100 (Great Britain)
	5242.40
	-15.75%

	DAX-30 (Germany)
	5160.10
	-19.79%

	CAC-40 (France)
	4624.58
	-21.97%

	Swiss Market (Switzerland)
	6417.80
	-21.11%

	Nikkei-225 (Japan)
	10542.62
	-23.52%

	Bovespa (Brazil)
	13578
	-11.02%

	IPC (Mexico)
	6467.09
	14.42%

	IPSA (Chili)
	109.10
	13.21%

	Straits Times (Singapore)
	1625.98
	-12.65%

	Seoul Composite(South Korea)
	693.70
	33.16%

	ISE National-100 (Turkey)
	13782.76
	45.59%

	Morgan Stanley Emerging Markets Free Index
	315.22
	-5.56%


1.4.4. The corporate bond market 
In 2001, the Russian corporate bond market went through a stage of intensive development. In the first place, the domestic corporate bond market had doubled, amounting to $2.5 bln by the year end. In the second place, the issue of corporate Eurobonds resumed for the first time after the 1998 default – Rosneft, Gazprombank and the telecommunications company MTS raised a total of $600 mln. through Eurobond issues. 

The domestic corporate bond market

As at the year end 2001, the value of the domestic corporate bond market accounted for 75 bln. RF Rubles ($2.5 bln). Over 100 issues of corporate bonds floated by 50 leading Russian companies were traded in the market.

The corporate bond yield exceeded by 4-6% the yield of government securities (GKO -"government short-term bonds" and OFZ - "federal loan bonds") with similar maturity dates, it was by 2-3% lower than the bank loan rates (except for the Sberbank's loan rates) and by 1-2% lower than the rates of floated bills.

Most bond issues had been placed through and were traded at the Moscow Interbank Currency Exchange, although barely a half of them were enjoying a fairly liquid market. According to estimates, the Moscow commercial banks made up 75% of investors in the corporate bond market, regional banks accounted for 15%, and the remaining 10% included insurance and pension funds, and other investor groups. The volume of the corporate bond market approximated 1/3 of the volume of the GKO-OFZ market, with a turnover ratio of 1/5. 
Prior to the August of 1998, the Russian market of domestic corporate bonds was underdeveloped. For a long time its development had been impeded by the high cost of internal loans dictated by the GKO-OFZ market. In addition, the market was affected by the discriminatory taxation rules applicable to corporate bond issuers, which did not allow (contrary to the cost of bank loan servicing) interest on corporate bonds in the cost. As a result, Russia's fairly high pre-default credit rating made foreign loans more attractive, including those acquired through the issue of Eurobonds.

In 1999, however, the situation changed. In the first place, due to a combination of fiscal and monetary political measures (the budget surplus, monetary expansion through the purchase by the Central Bank of exchange proceeds) the real interest rates went sharply down, even reaching negative values on the government loans. In the second place, Resolution № 696 of the RF Government, dated 26 of June 1999, allowed in the cost the interest (discount) paid by the issuer on its bonds (within the effective refinancing rate of the RF Central Bank upgraded by three points)
. And finally, the Eurobond market was closed for Russian borrowers until the second half of 2001.

An important factor that served to speed up the development of the corporate bond market was the scheme used for the restructuring of governmental obligations to non-resident GKO and OFZ holders. Under the proposed arrangement, the bulk of their receipts could not for a long time be repatriated and were instead to be accumulated on the so-called «С» accounts, with a possibility for investment in financial instruments denominated in the RF Rubles. As a result, the «С» accounts had accumulated some $5 bln, which became a major source of funds for the issue of Russian corporate bonds in 1999. The corporate bonds of the OAO «LUKOIL», the ОАО «Gazprom», the АК «Alrosa», the RAO «UES of Russia» and the OAO «Tyumen Oil Company», which were floated in the second half of 1999, were oriented towards these investor groups. 

Later, the issuers, which in 2000-2001 included natural monopolies, commercial banks, telecommunications companies, metallurgical and other sectoral enterprises, started to turn towards domestic investors.

The principal tendency in the changing financial arrangements of loan schemes was the transfer from the issue of indexed bonds, whose value was pegged to the Ruble-Dollar exchange rate, to the issue of Ruble-denominated instruments with fixed coupons or coupons linked to the Ruble rate (the OFZ rate of return, the refinancing rate of the RF Central Bank). 

In addition, the compromise between the issuer's penchant for long-term bonds and the investor's desire to raise the asset liquidity resulted in the issue of optional bonds or the issuer's offer of put options.
The issuers' policy aimed at enhancing the attractiveness of their securities gradually increased the number of relatively liquid bond issues. As a result, the number of exchange traded corporate bonds rose between December 2000 and December 2001 from 10 to 62, the number of monthly transactions also increased from 185 to 1 355, and the monthly sales rose from 0.3 bln. RF Rubles to 3.6 bln. RF Rubles. At the end of December 2001, MICEX accounted for 96.7% of the monthly trading operations with corporate bonds, the respective shares of SPCEX and RTS came to 1.2%, while the KBST and MSE made up 0.01% of the sales.

Market participants predict that the growth rates of the corporate bond market would remain high (in 2000 the market grew from 12 to 40 bln. RF Rubles, and in 2001 – from 40 to 75 bln. RF Rubles). The corporate bond market is estimated to amount to 150 bln. RF Rubles by the end of 2003, with the number of traded bond issues increasing to 200. The general outlook shows that within the next two or three years, given a favorable environment, this market may level with the   market of government securities.

The securitization of the corporate bond market hinges upon the intention of commercial banks to diversify and raise the liquidity of their assets, and the development of non-banking financial institutions, i.e. insurance, pension and unit investment funds. In the medium-term perspective, the introduction of accumulation pension schemes is expected to give a powerful boost to the corporate bond market. 

The revival of rating agencies is a sign and, at the same time, a positive factor of market development. 

In the first place, the major international rating agencies, apart from assigning international credit ratings in foreign and domestic currencies, begin to assign ratings according to the internal scale. Due to a higher differentiation of rating values available to domestic issuers, the internal credit rating scale is far more sensitive to the changes of their creditworthiness and, consequently, provides more information to investors.

At present, Russian issuers receive the internal credit ratings from the Russian agency EA-Ratings, which was purchased in December 2001 by the international rating agency Standard&Poors
. Besides, the Interfax rating agency is expected to raise its market profile in the aftermath of the cooperation agreement signed in October 2001 with the Moody’s international rating agency.
It is worth remembering that the operations of the corporate bond market are also affected by various unfavorable factors.

In the first place, the tax levied on the issuer at the time of registration of a corporate bond issue is still very high. Pursuant to the Federal Law «On tax levied on securities transactions», the tax rate accounts for 0.8% of the issued value, irrespective of the maturity dates of the floated securities or the placement results. For instance, with the bond yield of 10% APR, the existing tax rate increases the cost of loan proceeds up to 11.8% APR (for 6-month bonds) or up to 13.2% APR for 3-month bonds. In the event of partial placement, i.e. 50% of the stated value, the cost of loan proceeds under applicable legislation, which requires full advance payment of the tax, rises up to 16.5% (for 3-month bonds).

Thus, the existing mechanism actually precludes the possibility of floating short-dated bonds, increasing the cost of loan proceeds for enterprises and negatively affecting the liquidity of financial institutions. It is noteworthy that in the mature markets (i.e. in a number of Western European states) the issue tax is not levied, or the relevant tax rate is 30-50 time lower than in Russia (USA, Germany, South-East Asia).

Table 40

Issued corporate bonds
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Data source: The news letter «Corporate and bank bonds», 2002, №1.

 In addition, the FSCM registration procedure of issued bonds is too complicated. The preparation stage lasts, at best, from 2 to 4-5 months, defeating the purpose of the short-dated bond issue. The new «Standards for the issue of bonds and relevant prospectuses» approved by FSCM Resolution # 27 of 19 of October 2001, do not simplify or speed up the procedure. Under the circumstances, a possible venue of corporate bond market development should entail the creation in Russia of a sector of commercial securities, i.e. short-term bonds liable for fast-track registration procedures.

The Eurobond market 

The first period for the active placement of Russian Eurobonds happened in 1997-1998, when the aggregate value of foreign bonds issued by companies and banks amounted to $2.5 bln. At the time of default on some of the bank securities (i.e. SBS-AGRO, the «Rossiyski Kredit»), the restructuring of the UNEXIMBank's bonds, most issues were redeemed on or ahead of time (Table 41).  

The second phase of the market development began in the autumn of 2001. In November, virtually simultaneously with the Eurobond issue by the Moscow authorities, Rosneft floated bonds worth of $150 mln. In December 2001, two more companies made successful bond issues – MTS ($250 mln.) and Gazprombank (200 mln. Euro). At the same time, the Magnitogorski integrated metallurgical works and Sibneft completed the preparatory stage for the issue of bonds to the extent of 100 mln. Euro and $250 mln. respectively.

The cost of external loans went down due to the upgraded credit ratings of the Russian Federation and the VaZ Company, «В+» according to Standard&Poor's and Moody’s respectively, which also boosted the credit ratings of the corporate securities. (Table 42).

Table 42

International credit ratings by Standard & Poor's

	Russia: international ratings

	Issuer
	Date of latest rating assignment (latest rating change)
	In foreign currency / Outlook
	In local currency / Outlook

	Sovereign rating

	Russian Federation 
	22.02.2002
	B+/Positive
	B+/Positive

	Corporations

	ALROSA
	19.12.2001
	B-/Positive
	B-/Positive

	Vympelkom
	21.12.2001
	B/Stable
	B/Stable

	Gazprom
	20.12.2001
	B+/Stable
	B+/Stable

	Irkutskenergo
	28.06.2001
	CCC+/Stable
	CCC+/Stable

	LUKOIL
	19.12.2001
	B+/Stable
	B+/Stable

	MGTS
	14.12.2001
	CCC+/Stable
	--/--

	MMK
	14.11.2001
	B/Positive
	B/Positive

	Mosenergo
	28.06.2001
	B-/Stable
	B-/Stable

	MTS
	21.12.2001
	B+/Stable
	B+/Stable

	OMZ
	29.01.2002
	CCC+/Positive
	CCC+/Positive

	Rosneft
	23.10.2001
	B/Stable
	B/Stable

	Rostelekom
	28.07.2000
	CCC/Stable
	CCC/Stable

	North-Western Telekom
	11.12.2001
	CCC/Stable
	CCC/Stable

	Tatneft
	04.10.2001
	B-/Stable
	B-/Stable

	Uralsvyazinform
	17.12.2001
	B-/Stable
	B-/Stable

	Tsentr Telekom
	14.12.2001
	CCC/Stable
	CCC/Stable

	YuTK
	27.12.2001
	CCC+/Stable
	CCC+/Stable

	Financial institutions

	Alba Alians Bank
	29.05.2001
	CCC-/Stable
	CCC-/Stable

	Alfa-Bank
	13.02.2001
	CCC+/Stable
	CCC+/Stable

	Bank MFK
	26.02.2002
	CCC-/Positive
	CCC-/Positive


Table 42 (cont’d)

	Issuer
	Date of latest rating assignment (latest rating change)
	In foreign currency / Outlook
	In local currency / Outlook

	Bank Petrokommerts
	08.11.2001
	CCC+/Stable
	CCC+/Stable

	Bashkreditbank
	31.08.2001
	CCC+/Stable
	CCC+/Stable

	Impexbank
	04.02.2002
	CCC-/Stable
	CCC-/Stable

	Investment banking corporation
	15.03.2001
	CCC-/Stable
	CCC-/Stable

	Infobank
	04.05.2001
	D/--
	D/--

	MDM-Bank
	05.12.2001
	CCC/Positive
	CCC/Positive

	International Moscow Bank
	31.01.2002
	B-/Stable
	B-/Stable

	International Industrial Bank
	23.01.2002
	CCC+/Stable
	CCC+/Stable

	Insurance companies

	AIG Russia
	04.01.1999
	AAA/--
	--/--

	Investment and brokerage companies

	Renaissance Capital Holdings Ltd.
	08.11.2001
	CCC/Positive
	CCC/Positive


Data source: Standard&Poor's

Some of the Russian Eurobond issues involve "indirect" placement schemes, when the Russian borrower acts as the founder of a non-resident company registered abroad, which "formally" becomes the securities issuer. Under this scheme, bonds are actually secured by the guarantees of the Russian parent company, which can now freely and fully dispose of the acquired loan proceeds. 

For instance, the MTS subsidiary non-resident company Mobile TeleSystems Finance S.A. acted as borrower under the MTS Eurobond issue, and the Gazprombank subsidiary Dutch company Gazinvest Finance B.V. became the borrower under the Gazprombank Eurobond issue. 

Under the above scheme, the Russian corporate borrower saves in tax payments up to 0.8% of the issued value; the bond issue need not be registered with the FSCM; no license to perform foreign exchange operations is required from the RF Central Bank; and matters pertaining to the double taxation of the investors' incomes are resolved in a simplified manner. The procedure for receiving and repaying the loan proceeds raised under the "indirect" eurobond placement schemes was simplified by Instruction # 1030-Y of the RF Central Bank adopted on 10 of September 2001, which replaced the discretionary procedure for attracting long-term loans from non-resident investors with a notification procedure.

 At the same time, Russian investors find it difficult to enter the market of Eurobonds floated by Russian issuers through the aforementioned "indirect" scheme, because resident entities may only engage in the purchase and sale of Eurobonds, if they have a license of the RF Central Bank to engage in capital-flow operations. Regulation # 152-П of the RF Central Bank, dated 17 of September 2001, provides for an exception to that rule and allows for "the acquisition and alienation by residents in the organized securities market, through authorized banks and for foreign currency, of resident-issued securities denominated in a foreign currency». 

This exception applies to Russian government Eurobonds and corporate bonds in the instances where a resident company acts as direct borrower, but leaves out the Russian Eurobonds issued by way of the "indirect" schemes. Given the cautious liberalization of the foreign exchange market, it would be expedient to make sure that domestic investors get access to the entire range of Russian Eurobonds.




� The real rouble to Euro exchange rate grew in fact by the same value. But as far as there is no unified consumer price index value for Euro, we calculate the real rouble exchange rate value compared to the German mark.


� Volume of accounts payable is naturally bigger than that of accounts receivable due to the fact that the range of financial relations with contracting parties that are referred to in that column is wider; in addition to settlement of suppliers’ accounts (buyers are in the column with accounts receivable) the accounts payable also include debts to budgets, non-budget funds, arrears of wages. As per December 1st, 2001 post-due receivable accounts consist 82% of buyers’ debts, accounts payable consist 49% of debts to suppliers, by 20% and 19% of debts to budgets of all levels and state non-budget funds accordingly.


� Note: Writing off a debt charged to loss due insolvency of a debtor is not viewed as a repudiation. This debt shall be shown off-balance for five years since the day it is written off to make it possible to monitor the possibility to collect the debt should the debtor’s financial status get better. (Order of the Ministry of Finance of 07.29.98 Nr. 34n., altered on 03.24.00)


� Pursuant to the government regulation Nr. 817 of August 18th, 1995 “On measures of ensuring law and order in settlement of payments under contracts of delivery of goods (performance of works or services)”, par. 1, written off sums of debts do not decrease the financial result that is taken in account in calculating the taxable profit of the organization-creditor.


� The growth of the nominal accumulated level of debts is caused by new post-due debts for shipments less debts collected and old debts written off. In this way if new debts are equivalent to writing off old debts and their collection the nominal level gets stabilized. 


� Interdependence of money stock and non-payments is multidimensional. One of the mechanisms for this correlation through inflation and percentage was studied in “Development of the Financial Market in Russia and New Instruments to Attract Investments” by R. Antonov, A. Radygin, V. Maou, S. Sinelnikov-Mouryshev and others IET, 1998, p. 96-149. In this article both by means of theoretical and empirical analysis the authors show that higher growth rate of M in a short-term period promotes a lower percentage rate, in a long-term period will add to its growth that will be higher, than the original decrease (the liquidity effect and the price growth effect accordingly), influence of the rate of interest on non-payments is being strictly positive. 


It should be added that the codirectional non-payments and money dynamics in the pre-crisis period was in all probability caused by other factors, one of these can be the foreign currency exchange rate policy. The (quasi-) fixed nominal rouble exchange rate (the fixed corridor) diminished the probability of devaluation and inflation, which let to a higher demand for roubles and growth of real money. In other words the real money stock growth was not caused by a money influx to the real sector (the share of non-money settlements was constantly growing in the pre-crisis period) , but by the process of de-dollarization. At the same time growth of the real rouble exchange rate that took place in that period  promoted non-payments due to aggravation of financial situation of domestic manufacturers (non-payments related to ineffective production, see below). 


� See А.Entov, L.Lederman, O.Lugovoi, A.Zolotareva ‘Non-payments in the Russian Economy and Regions’, CEPRA, 2001. In this work non-payments depending on their source are divided into three groups. The first type are intentional non-payments that can become widespread due to ineffective and underdeveloped institutions of market economy and enforcement of contracts. This type of non-payments involves enterprise’s capability to meet its engagements, but nonperformance of its obligations is preferable (more profitable). The second and the third types presuppose a forced performance of commitments. The second one particularly presupposes temporary liquidity problems: the payment will be settled later (“delayed payments”). The third type presupposes accumulation of non-payments due to ineffectiveness (an unprofitable enterprise) and is characterized as “hopeless debts” (can be interpreted as concealed funding of ineffective production).


� See e.g. R. Entov, A. Radygin, V. Maou, S. Sinelnikov-Mouryshev and others. “Developments of the Russian financial market and new instruments of attracting investments”, IET, 1998, p. 96-149; O. Lougovoi, D. Semyonov “Non-Payments in the Russian Federation” IET with the help of USAID, 2000; R.Entov, L.Lederman, O. Lugovoi, A.Zolotareva ‘Non-payments in the Russian Economy and Regions’, CEPRA, 2001.


� One should make a reservation that at present the real rouble exchange rate continues to grow; it is too early to speak about a drastic change of the trend. That is why fall of export prices of raw materials can impede growth of the exchange rate, but not to a rate drop.


� See notes above (articles by IET, USAID and CEPRA).


� A better financial situation of the branches means a simultaneous growth of tax commitments, growth of tax receipts for the budget and everything that goes with it including reduction of non-payments by the state. 


� In " Developments of the Russian Financial Market and New Instruments of Attracting Investments" (R. Entov, A Radygin, V. Maou, S. Sinelnikov-Mouryshev and others, IET, 1998, p. 96-149), is shown that in periods of political uncertainty increase of non-payments accelerates as distinct from periods of relative political stability. 


� See “Russia’s Economy in 2000. Trends and Outlooks” (issue 22) – Moscow: IET, 2001.


� See “Russia’s Economy in August 2001. Trends and Outlooks” , Moscow, IET, 2001. Chapter “Monetary and Credit Policy” . 


� The assessments made for 1993-2001 showed that there is a statistically significant relationship between the balance of trade (TB) and world oil price index (P) at dummy-variable, equal to 1 for the third and the fourth quarters of 1998, when the trade balance of the Russian Federation was mainly influenced by other factors .


TB = –9.2 + 14.3∙P + 6.0∙Dummy�
�
�
(-4.8)�
(9.2)�
(3.3)�
�
R2=0.77�
�



� See "Вестник Банка России" (Russia’s Bank Bulletin), Nrs. 7-8 (585-586), February 4, 2002


� Without federal budget aid to regions and territories.


� Balanced debts are tax debts minus tax overpayments. Before 1999 The Ministry of Taxes and Duties provided statistics that contained only balanced debts.


� Tax statistics differentiate between income tax collected by fiscal agents and income tax collected by rating authorities. The latter refers to a greater extent to the self-employed, lawyers and public notaries and in the period before 2002 also referred to taxpayers that had more than one place of work. Taxes collected by rating authorities constituted less than 5% of total income tax receipts, though incomes declared by all categories of taxpayers referred to this group constituted nearly 15% of total declared taxable incomes of all taxpayers. Moreover, after all the necessary deductions were made (expenses of the self-employed etc.) this group’s tax base was reduced to about 7% of the taxable income base of all taxpayers. Taking into consideration that the self-employed are allowed to pay taxes on imputed earnings instead of the income tax their share of receipts gets even smaller.


� Previously total payments to state social off-budget funds were a block deduction: 38.5% +1%. The social tax was fixed at the level of 26.1% for agricultural enterprises and 17.6% for lawyers. 


� Among receipts of territorial budgets the receipts in form of transferred grants equalled to 2.5% of GDP.


� Estimates


� This figure is calculated as an average value for all types of oil that is imported by the USA. In the period of 1996–2000 the average oil price imported to the USA was approximately equal to the price of the Urals oil (excess in different years was between 0.1 and one US dollar), in this way this forecast is comparable to the budget prognosis.


� See Ruling of the Constitutional Court of the Russian Federation of January 30, 2001 Nr. 2-P, trial case of constitutional compliance of provisions of Article 20, part 1, item “d” and part 3 of the law of the Russian Federation “On the frame of tax system”, enactment of the federal law of July 31, 1998 “On changes and additions to article 20 of the law of the Russian Federation “On the frame of tax system in the Russian Federation”, provisions of the law of the Republic of Chuvashiya “On the sales tax”, the law of Kirov oblast “On the sales tax” and the law of Chelyabinsk oblast “On the sales tax” in connection with the inquiry by the arbitration tribunal of Chelyabinsk oblast, action brought by a limited liability company “Russkaya Troika” and a number of citizens.


� See Federal law of November 27, 2001 Nr. 148-FZ “On introduction of changes and additions to part two of the Tax Code of the Russian Federation and article 20 of the law of the Russian Federation “On frame of tax system in the Russian Federation””


� See The Russian Federation government regulation of August 15, 2001 Nr. 584 “On the programme of development of budget federalism in the Russian Federation in the period until year 2005” 


� A negative nominal yield on the GKO series for non-residents is due to the fact that their buyers obtain the right to repatriate the funds generated by the sale or redemption of the bonds, while the restrictions on the repatriation of funds from “C” type accounts remain in force.


� In the case of data for 2001, the value indicated in the 1st line of the table is not equal to the sum total of the values indicated in the 2nd, 3rd, and 4th lines due to the round-off errors.


� The amount of budget surplus is less than the total net loans (indicated negatively) and the increment of balances on budget accounts by the amount of state property sales, which represent a source of funds to finance the budget deficit and which accounted for 7.1 bln. RF Rubles, or nearly 0.08% of the GDP, in the 2001 consolidated regional budget.


� The surplus (deficit) of the consolidated regional budget is not equal to the total surplus (deficit) of regional and municipal budgets, because it does not include the interbudgetary loans provided by regional authorities to municipal entities. 


� Without account of the provided budgetary guarantees. The RF Ministry of Finance publishes incomplete data on the accumulated debt of regional consolidated budgets.


� Чистое финансирование не равно разнице между объем привлеченных и погашенных заимствований из-за ошибки округления


� To be liable for the specified privilege, the floated bonds had to be traded in the securities market through market-makers licensed by the FSMC of Russia, i.e. at stock exchanges.


� The market also makes use of the internal rating scale of corporate bonds, developed jointly by the Zenit Bank and the Kompaniya magazine. 


� Successfully placed in January 2002.
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