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In December, the Russian industrial sector registered an intense fall in effective demand. As far as the post-default period is concerned, it was only January 2001 that demonstrated such a fall. Production also reacted to the contraction in demand: the output growth rate in the industrial sector on the whole slid by 21 balance point over the month.

Business Survey Results of 908 Enterprises.

December 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
	34
	36
	28
	2
	+6

	Average prices
	12
	83
	5
	0
	+7

	Volume of order-books level (effective)
	18
	54
	27
	1
	-9

	Volume of order-books level (barter)
	5
	49
	20
	26
	-15

	Volume of order-books level (others)
	7
	57
	14
	22
	-7

	Your market share
	17
	43
	12
	28
	+5

	Sales of Russian goods
	8
	39
	10
	43
	-2

	Sales of import goods
	5
	29
	6
	60
	-1

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

	Your present production
	5
	33
	62
	0
	-57

	Your order-books level (effective)
	1
	29
	69
	1
	-68

	Your export order books
	1
	25
	46
	28
	-45

	Your present stocks of finished goods
	36
	38
	20
	6
	+16

	Accessibility of credits
	1
	47
	35
	17
	-34

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

	Volume of output
	43
	43
	13
	1
	+30

	Average prices
	42
	49
	5
	4
	+37

	Volume of order-books level (effective)
	23
	59
	13
	5
	+10

	Volume of order-books level (barter)
	7
	49
	15
	29
	-8

	Volume of order-books level (others)
	9
	59
	11
	21
	-2

	Your market share
	18
	56
	3
	23
	+15

	Sales of Russian goods
	9
	46
	7
	38
	+2

	Sales of import goods
	4
	35
	7
	54
	-3


The share of output is sold for money, %
	
	2001

	
	01
	02
	03
	04
	05
	06
	07
	08
	09
	10
	11
	12

	Electrical energy
	85
	91
	90
	90
	87
	97
	94
	82
	95
	91
	95
	88

	Ferrous metals
	74
	74
	84
	84
	85
	79
	64
	76
	68
	86
	82
	89

	Non-ferrous metals
	77
	85
	71
	83
	82
	83
	74
	67
	72
	85
	67
	45

	Chemicals & petrochemicals
	64
	64
	74
	68
	71
	72
	74
	73
	79
	73
	73
	70

	Machine building
	62
	69
	71
	67
	68
	71
	71
	70
	76
	72
	69
	74

	Wood and timber
	65
	67
	66
	64
	70
	63
	68
	69
	61
	64
	62
	69

	Construction material
	51
	49
	55
	56
	57
	54
	63
	57
	69
	60
	62
	65

	Light
	68
	76
	72
	73
	75
	80
	78
	78
	82
	77
	80
	79

	Food and drinks
	81
	72
	68
	76
	75
	80
	77
	82
	76
	79
	79
	84

	Industry as a whole
	66
	71
	72
	71
	73
	75
	74
	73
	73
	75
	73
	76


Source: IET Business Surveys.

Assessment of current situation

December 2001 also showed intensification of negative trends related to dynamics of cash sales of industrial products. Given that in November the shares of responses concerning rise in sales and their decline appeared roughly equal, in December the latter grew sharply and became substantially higher than the former one. As a result, the balance of responses over the last two months fell by 20 points and became negative-i.e. effective demand began to shrink. Notably, the intensity of decline in sales appeared roughly the same as in the beginning of year when business activity stands still over Christmas time, however, this was noted yet in December, while the holidays in January have just been over. An absolute rise in demand was reported by the non-ferrous metallurgy, forestry, wood-working, paper and pulp and food-processing sectors.

Volumes of barter, promissory-note and off-set deals continued their decline in December. The decline rates of promissory-note and off-set deals have remained unchanged across the industrial sector as a whole and proved to be lowest since August 2000. The decline rates of barter deals across the industrial sector as a whole grew by 4 points. It is only the coal industry and non-ferrous metallurgy that reported  growth in direct barter deals. So, the national industrial sector reports contraction in all kinds of demand for its products.

The index characterizing substitution of non-cash kinds of demand with effective one slid by another 12 points in December, but still retains positive value, i.e. still non-cash transactions are supplanted by regular deals. However the intensity of this process has proved to be lowest since August 2001. Despite clearly negative trends of change in effective demand, enterprises have managed to retain a high share of cash in their settlements for products sold. According to preliminary estimates, in December this index accounted for 76%.

Production has also reacted to decline in demand, and the output growth rate across the industrial sector as a whole fell by 21 balance point. In December, the surveys registered rise in output only in the sectors for electricity, fuel, machine building, forestry, wood-working and paper and pulp industries, while the others reported fall in their output.

The stock of finished products in the national industrial sector has remained excessive since March 2001, and in December it grew by another 5 points. This appears logical, considering contraction in all kinds of demand. However the existence of excessive stock along with the growth in effective demand over the previous months shows that in 2001 the behavior of this crucial indicators was likely to undergo cardinal changes. During several prior years the national industrial sector showed rather an evident correlation: rise in decline rates of effective demand would lead to growth in excessive stock of finished products, while with slowdown of the decline and a consequent rise in sales enterprises changed their estimates for opposite ones (see Fig.). The default in August 1998 changed the situation drastically in the industrial sector on the whole and specifically in terms of the stock of finished products. The basis for such a phenomenon appeared the growth in effective demand for the national producers’ output. As a result, industrial enterprises had gotten rid of excessive stock of finished products and by mid - 1999 had the highest rate of insufficiency with storage reserves (-24%). Despite fluctuations of the effective demand growth rates such a situation has been in place until mid-2000, when enterprises began to gradually increase their stock and reached a sufficient level of that in 2001. This level exceeded the excessive stock noted in 1998 when sales were falling intensively. This allows assumption that in 2001, similar to producers of the countries with of steady market economies, the national industrial enterprises began to use their stock of finished products as a buffer to smooth down sharp fluctuations of demand and/or offer. For example, the stock of finished products is always excessive in the European countries. The amount of the excess fluctuates depending on phases of economic cycle, but the stock is always there, because consumers do not want to wait.
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Predictions and expectations

Forecasts across all kinds of demand improved by several points in December. After the three-month decline the enterprises showed a greater optimism in terms of envisaged changes in sales, and in December the balance of this index grew by 3 points. It was the sectors for metallurgy, chemicals, petrochemicals, construction, and the light industry that retained negative balances (i.e. forecasted decline in their cash sales), while it was the sector for machine building that reported the most optimistic forecasts of changes in effective demand. The forecasts of changes in barter “improved” by 2 points over the past two months, and in early 2002 the enterprises expected just slightly less intense decline in such deals, while forecasts of deals involving promissory notes and off-sets remained unchanged. The actual stability of forecasts of changes in barter, promissory notes and off-sets under the conditions of transition from growth in effective demand to its decline testifies to the fact that the national industrial sector is most unlikely to wish the comeback of non-cash deals.

The contraction of actual output in December and a gradual lowering of optimism of forecasts of output showed that enterprises were ready to react to decline in sales with production reduction. In the 1st quarter 2002 the decline in output may become possible in the sectors for coal, metallurgy, and light and food industries, while the most intense growth in forecasted in machine building.

The major part of industrial enterprises (56%) hopes to retain their shares in the sales markets in early 2002. Possible changes of this particular index have a positive balance with forecasts of increasing the respective market shares dominating among them.
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Sergey Tsukhlo,
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