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The slowdown of the growth rate of monetary sales in October forced enterprises to lower their rates of output. At the same time the combination of the decrease in the volume of the stock of finished goods with their continuos excess testifies to the fact that producers are pessimistic about the prospects of the rise in sales over the forthcoming months and have begun to adjust their production programs.

Business Survey Results of 962 Enterprises.

October 2001 (percentages of total answers)

	What has been the trends over the PAST 2-3 months:
	Up
	Same
	Down
	N/A
	Balance

	Volume of output
	40
	40
	19
	1
	+21

	Average prices
	22
	74
	3
	1
	+19

	Costs of unit
	37
	56
	5
	2
	32

	Volume of order-books level (effective)
	15
	76
	7
	2
	+8

	Volume of order-books level (barter)
	2
	63
	16
	19
	-14

	Volume of order-books level (others)
	4
	70
	9
	17
	-5

	Volume of stocks of  finished goods
	16
	43
	30
	11
	-14

	Do you consider that in volume terms:
	Above normal
	Normal
	Below normal
	N/A
	Balance

	Your present production
	3
	40
	56
	1
	-53

	Your order-books level (effective)
	0
	45
	53
	2
	-53

	Your order-books level (barter)
	15
	41
	11
	33
	+4

	Your order-books level (others)
	11
	49
	11
	29
	0

	Your export order books
	1
	27
	41
	31
	-40

	Your present stocks of finished goods
	27
	47
	16
	10
	+11

	Your present stocks of raw materials
	7
	48
	41
	4
	-34

	What are the expected trends for the NEXT 2-3 months:
	Up
	Same
	Down
	N/A
	Balance

	Volume of output
	46
	44
	9
	1
	+37

	Average prices
	32
	63
	3
	2
	+29

	Costs of unit
	43
	46
	9
	2
	+34

	Numbers employed
	20
	69
	10
	1
	+10

	Volume of order-books level (effective)
	17
	71
	9
	3
	+8

	Volume of order-books level (barter)
	3
	54
	14
	29
	-11

	Volume of order-books level (others)
	5
	59
	10
	26
	-5

	Volume of export order books level
	10
	51
	40
	35
	-16

	Stocks of finished goods
	27
	62
	11
	0
	+16


May the enterprises official reports to government
 agencies be used to evaluate the actual situation
in the Russian industrial sector, %.
	Types of report and sectors
	Yes
	No
	N/A

	Output and delivery
	85
	6
	9

	Employment and wages
	65
	19
	16

	Finance
	44
	27
	29

	   Ferrous metals
	34
	51
	15

	   Chemicals & petrochemicals
	40
	31
	29

	   Machine building
	48
	23
	29

	   Construction material
	40
	29
	31

	    Light 
	50
	29
	21

	    Food and drinks
	60
	18
	22

	Investment
	66
	10
	24

	   Ferrous metals
	80
	5
	15

	   Chemicals & petrochemicals
	56
	21
	23

	   Machine building
	70
	7
	23

	   Construction material
	49
	12
	39

	    Light 
	68
	6
	26

	    Food and drinks
	68
	11
	21

	Capital distribution
	43
	19
	38


Source: IET Business Survey (September, 2001).

Assessment of current situation

In October, the growth rates of monetary sales of industrial produce slid from 12 to 8 per cent points, which proved the results of the prior survey which registered the enterprises’ forecast of a slowdown of the growth in effective demand. The slowdown in the growth in sales was registered in all the sectors except the machine building and the construction industry, while the respective report balances became negative for the metallurgical sector and the oil sector and chemicals that already showed a drop of the volume of their sales.

After the three-month growth, the rates of decline of barter operations began to slowdown, and, given the fall in the intensity of sales it appears quite natural – barter would help the national industrial sector survive. The analogous trend takes place with regard to transactions using promissory notes and offsets. The decline rate in the volume of the noted transactions increasingly slows down from month to month. At present, the share of non-monetary deals in the Russian industrial sector roughly accounts for 25%, while in 1997 it used to reach 60%.

The last survey registered a sharp fall in the volume of finished products in stock. After zero growth rate of this index in mid- 2001, in early 4th quarter the enterprises began intense sales of their stock. The fall in this index was noted in all the sectors, while the most intense one took place in the metallurgical sector and in the forestry. However, while estimating their stocks, the enterprises still demonstrate the excess of the ‘above norm’ reports. Such a combination testifies to the aforementioned fact that the enterprises are pessimistic regarding a growth in their sales in the nearest future and started to adjust their production programs to avid an excessive accumulation of their stock, as it was noted in 1994 or 1996.

The slowdown of the growth rate in their monetary sales compelled the enterprises to decrease their growth rates of output. Having peaked its maximal value over the past six months in September, the growth in output slowed down roughly by one-third in October. The increase in output took place only in the sectors for electricity, construction, and the light industry, while in others sectors the growth in output slowed down, while the metallurgical sector has already reported an absolute fall in output. However, the situation appears more favorable when compared with the beginning of the 3rd quarter. First, the capacity loading rate is higher: in October, it reached 58%, which has proved to be the best value since 1994. Secondly, the share of enterprises with excessive capacities and employment dropped, and currently only 10% of enterprises have an excessive number of employees, while 27% have excessive capacities (see the Fig. Below). Thirdly, the share of enterprises that envisage a growth in the number of their employees began to grow once again.
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At the same time, the enterprises’ sufficiency with orders testifies to an unsteady industrial growth. In October, the respective index fell to 4.7 months, which is the worst value since early 1999.

Predictions and expectations
The forecasts of the change in effective demand continued to deteriorate in October. The envisaged growth rates in monetary sales fell by another 4 points and became minimal over the past 23 months. The lowering of optimism was registered in all the sectors, except those for chemicals, petrochemicals, and the food industry. An absolute contraction in sales may become possible only in the non-ferrous industry and the construction industry. The volume of non-monetary kinds of demand is likely to continue its contraction over the forthcoming months, and according to enterprises’ estimates, the this process should intensify.

Having reached their maximum in August, the forecasts of change in output have been declining over the past tow months and, considering the forecasts of all kinds of demand, their chances to become a reality are high. It is only the industry of construction materials that forecasts an absolute fall in output over the forthcoming months. The industrial sector conceives the lack of liquid capital and a low domestic demand for their products as major impediments to production growth, while non-payments sank to the second position, along with the lack of raw materials and personnel (see Fig. Below).
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Erratic forecasts
To analyze the accuracy of enterprises’ forecasts, let us employ the same natural indicator that was used to describe the accuracy of forecasts. Let us then calculate the share of enterprises whose forecasts did not justify in the month following the surveyed one. All the erratic forecasts, in turn, can be split into those that prove to be overoptimistic compared with the actual situation and those that proved to be too pessimistic. The difference between the proportion of optimistic and pessimistic forecasts is called the forecast errata balance. Once negative, it testifies to the excess of pessimistic mistakes, while, accordingly, a positive one shows the prevalence of optimistic ones.

On the average the enterprises’ forecasts prove to be more optimistic compared with the consequent actual changes. The minimal value of the errata balance was the one related to the forecasts of barter demand: the average index through all the surveys accounted for 1%. Hence, optimistic and pessimistic mistakes in forecasting this index practically compensate for each other in the generalized results of our surveys. At the same time the forecasts errata balances output, pricing and effective demand substantially differ from zero value, and their average values through all the surveys account for 11, 10, and 13%, respectively. Notably, after the 1998 default the forecast errata balance has improved greatly and, for example in 2000 accounted just for 5%.

October 29, 2001

Sergey Tsukhlo,
Chief, Business Surveys Department
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