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�
The State of the Budget


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


Table 1. Execution of Russia's budget ( % to GDP)�
�
�
1.02.97 �
1.03.97�
1.04.97�
1.02.98�
1.03.98�
1.04.98�
�
Revenue�
�
�
�
�
�
�
�
Profit tax�
0,59�
0,67�
0,88�
0,8�
0,81�
1,09�
�
Personal income tax�
0,20�
0,20�
0,17�
0,01�
0,01�
0,01�
�
VAT, special tax and excises�
4,21�
4,57�
5,44�
5,88�
5,66�
5,86�
�
Taxes on foreign trade and foreign economic activities�
0,55�
0,71�
0,83�
0,92�
1,04�
1,11�
�
Other taxes, levies and payments�
0,15�
0,37�
0,22�
0,22�
0,22�
0,25�
�
Overall taxes and payments�
5,70�
6,52�
7,54�
7,83�
7,74�
8,32�
�
Non-tax revenues�
1,59�
1,91�
1,35�
1,54�
1,67�
1,80�
�
Total revenues�
7,29�
8,43�
9,22�
9,37�
9,41�
10,13�
�
Expenditure�
�
�
�
�
�
�
�
State administration�
0,17�
0,18�
0,21�
0,27�
0,29�
0,32�
�
International activity�
0,36�
0,34�
0,60�
0,13�
0,0�
0,00�
�
National defense and law enforcement activity�
2,92�
3,37�
4,46�
2,83�
2,91�
3,03�
�
Fundamental research�
0,05�
0,11�
0,23�
0,18�
0,21�
0,30�
�
Services to national economy�
0,86�
0,89�
1,43�
0,35�
0,61�
0,57�
�
Social services�
0,52�
1,70�
2,19�
1,51�
1,64�
1,87�
�
Servicing  state debt�
1,24�
1,32�
1,94�
2,51�
2,98�
4,74�
�
Other expenditure�
2,88�
1,19�
1,66�
1,89�
2,09�
2,30�
�
Overall expenditure�
8,42�
9,10�
12,72�
9,67�
10,73�
13,13�
�
Loans less repayments�
0,60�
0,94�
0,35�
4,05�
0,33�
0,33�
�
Expenditure and loans minus repayments�
9,02�
10,04�
13,07�
13,72�
11,06�
13,46�
�
Budget deficit�
1,73�
1,61�
3,84�
4,36�
1,65�
3,34�
�
Total financing, of which�
1,73�
1,61�
3,84�
4,36�
1,65�
3,34�
�
domestic�
1,20�
0,38�
1,95�
1,08�
0,07�
2,40�
�
foreign�
0,52�
1,23�
1,89�
3,27�
1,58�
0,93�
�
GDP (from the beginning of the year)�
201�
401�
605�
201,8�
393,1�
591,2�
�



�
According to the final data of execution of the federal budget in the first quarter of 1998, tax revenue significantly increased (by a half of percent of GDP) as compared to the January-February level, as well as to the first quarter of 1997 (almost 1% of GDP). Due to a parallel rise in non-tax revenue the increase in overall revenue consisted of 0,7% of GDP.


Overall expenditure grew by more than 2,4% GDP in comparison to the previous month. That a growth in budgetary expenditure resulted in an increase of budgetary deficit and certain changes in a structure of financing. Slightly more than 70% of budget deficit were covered by domestic resources, in which the most part was GKO emission.


Execution of local budgets is represented in Table 2.


As one may see from the presented data dynamics of revenue and expenditure of local budgets was rather rising. However overall expenditure grew faster and thus deficit of local budgets by the end of the quarter was half as much again than at the beginning.


�
Table 2.  Execution of Russia’s local budgets (% of GDP)�
�
�
�
�
�
1.02.98�
1.03.98�
1.04.98�
�
Taxes and payments�
7,10�
8,32�
8,74�
�
Non-tax  revenues�
2,21�
2,16�
2,50�
�
Overall revenue�
9,31�
10,48�
11,24�
�
Overall expenditure and loans minus repayments�
9,84�
11,08�
11,99�
�
Budget deficit�
0,53�
0,60�
0,75�
�
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�
As may be seen from Figure 1, there was a minor increase in the volume of tax arrears into federal budget in April. The volume of arrears to the federal budget made up RUR119 bln.


The sum of arrears collected by the State Fiscal Service from the beginning of the year amounted for RUR 24 bln.





Fiscal Policy.





By its Decree №417 of May 4, 1998, “On Additional Measures on Ensuring of Entire Payments of Taxes by Oil Companies” the Government of the Russian Federation sets, that starting from July 1, 1998, access to magistral pipelines and terminals at seaports, which are used on oil exporting purposes, is granted only to those companies, which have no tax arrears to the federal budget or bind themselves to transfer all the foreign currencies receipts from realization of oil beyond the custom territory of the Russian Federation.


Besides, a supplement to the governmental Decree №1446 of December 31, 1994, “On Export of Oil and Oil Products” is introduced. According to this supplement no cession of access to oil pipelines or seaports terminals is allowed to companies which have tax arrears to the federal budget of the Russian Federation.


The fact of existence of tax arrears to the federal budget is determined as on the first day of the second month of the quarter preceding the quarter in which the export of oil will take place.


Due to adoption by the Constitution Court of the Russian Federation of the Ruling №111-O of 06.11.97, explaining, that the indisputable collection of amounts of fines and of amounts of hidden or understated revenue is contradicts the Constitution of the Russian Federation, the State Tax Service by its letter № ВП-6-18/252 of 17.04.98 changed the order of collection of amounts of fines and hidden or understated revenue. From now on the amounts mentioned below are levied only if a taxpayer didn’t pay them in a period set by an act (decision) of the state tax inspection on implementation of measures of financial responsibility to a taxpayer for violation of tax legislation. An amount of tax on hidden or understated revenue is levied as previously in an indisputable order.


S.Batkibekov


�
Monetary Policy


�
The pace of inflation was quite stable at the low level between April to May 1998 (see fig.1). In April the consumer prices grew by 0.4%. That corresponds to 4.91% annualized. In all, during the first four months of 1998 the inflation was 3.44%. According to our estimations, in May the increment of consumer prices will be about 0.33 – 0.43% (4.03 – 5.28% annualized).


�
Figure 1.


�


�
Such a low level of inflation during the last months practically did not influence the investment attractiveness of the Russian financial markets as one of the major economic indicators. In April – May 1998 the risks of ruble devaluation and further growth in the GKO-OFZ's yield to maturity played a more important part. Many investors' expectations of a growth in securities' prices after the Russian Government crisis observed between March 23 to April 24, 1998 have not proved. As a reason for the decrease in prices after the Government crisis some experts consider the current stage of crisis at the South-Eastern Asian financial markets. However, in our view, the genuine reasons for the slump in prices at the Russian financial markets are as follows: firstly, this is the problems accumulated in the Russian economy, which are related to a big tax debt to the Federal Budget, non-payments among a large number of companies, the debt to 'budgetary' employees, etc. For instance, up to March 1, 1998 the total tax debt to the Federal Budget was about 107.43 billion. roubles (56.16% GNP). The total tax debt of only ten biggest debtors exceeded 10.667 billion. roubles (5.58% GNP).


Secondly, large Western investors are still unaware of the professional level and a capability to reach the real progress in the economy of the majority of newly appointed members of the new Government. One month of the work of S. Kirienko's Government did not demonstrated any new methods to solve current economic problems. Moreover, the sharp slump in prices at the government securities market showed a lack of coordination in the affairs of the Russian Government, the Ministry of Finance, the Russian Central Bank and Sberbank. Hence, it should be noted that formally after the dismissal of the V. Chernomyrdin's Government the country risk estimation of Russia grew.


Thirdly, the sharp exhaustion of the Russian Central Bank’s international reserves resulted in an intensification of expectations of rouble devaluation in 1998. Between late June 1997 to early April 1998 the total international reserves of the RCB decreased from 24.55 billion dollars to 16.8 billion dollars, or by 31.6%. Moreover, according to some estimations, between April to late May the RCB's international reserves dropped yet by 0.7 – 1.0 billion dollars. More data on factors, which resulted in a fall in the international reserves, see at the part on foreign exchange market.


The last stage of crisis at the Russian financial markets and an intensification of pressure on the rouble exchange rate made the Russian Central Bank increase the refinancing rate and the rate on pawnshop loans twice (see tab.1 and fig.2). At the same time the last values of these rates (150% annualized) mean prohibitive position of the Russian Central Bank in issuing loans to commercial banks.


�
Figure 2.


�


S. Arkhipov


Financial Markets.


�
The market for GKO-OFZ. There were sharp fluctuations on the market for government securities in May 1998. A miserable situation in tax collection and quite a high level of political risk in Russia resulted in an investors' pessimistic mood with regard to GKO-OFZ market. That affected the state of affairs at the market. In particular, the yield to maturity of issues with term to maturity less a half year exceeded the level of 100% annualized. The yield to maturity of long issues up to late May was about 65 – 80% annualized (see fig.1). It should be noted that the growth in the level of yields on the GKO-OFZ market continued against the stable negative slope the yield curve. That testifies to the fact that the increase in the level of yields in May 1998 was also resulted from the decreased ratio of commercial banks' liquidity.


The high level of yield on the government securities market observed in May 1998 means a presence of the following risks: risk of ruble devaluation, which can result in a sharp drop in the real level of yields on the GKO-OFZ; risk of the situation, in which the Russian Ministry of Finance does not implement its obligation as it was provided by the general conditions of issuing the government securities (the risk of freezing of a part of the government debt, or a partial redemption, etc.); the risk of extremely low commercial banks' liquidity, which resulted in a growth of rates on the interbank ruble loan market. The situation was influenced by the Russian Central Bank which rose the level of the refinancing rate and the rate on pawnshop loans. That resulted in commercial banks had a deficit of roubles.


In May 1998 the Russian Ministry of Finance held four primary auctions on government securities. At these auctions six issues of GKO № 21124 – 21128 and additional tranche №21082) and two tranches of OFZ with fixed coupon payments № 25020 and 25023 (two additional tranches) were placed. The total volume of supply of new securities on the auctions on the part of the Ministry of Finance amounted to 45 billion roubles by face value, the placed volume – 31 billion roubles by face value (68% from the initially stated demand). The demand for securities (48 billion roubles by face value) was at 6% superior to the supply of those. The gain of the Russian Ministry of Finance was about 23 billion rubles. That was inferior to the volume of matured government securities. Between May 5 to May 22 on the secondary GKO-OFZ market the Ministry of Finance placed the additional tranches totaled to 3.6 billion rubles by face value and buy off tranches on 1.7 billion rubles. That corresponded to 3 and 1.7 billion rubles by the market prices, respectively. Thus, the net profit of the Ministry of Finance up to May 22 was negative and equaled 1 billion rubles. In March and April 1998 these figures were 5.5 and 0.5 billion roubles accordingly. The miserable demand for the government securities did not allow to reinvest assets on the auctions. That resulted in a significant increase in the auction premium.


�
Figure 1. 


�


�
Stock market. In May 1998 the Russian stock market has demonstrated a sharp drop in equities' prices. That drop one is comparable only to the recent price downfall observed between October to November 1997, or that noted in January 1998. As tab.1 shows, in May the situayion on the foreign stock markets. However, not these ones have mostly resulted in the last financial crisis in Russia.


�
Table 1.


 Dynamics of the stock indicies.


up to May 29, 1998�
value�
the change in value during the last week (%)�
the change in value during the last month (%)�
�
The Dow Jones Industrial Average (USA)�
8899.95�
-2.35%�
-0.58%�
�
Bovespa Index (Brazil)�
9847�
-3.84%�
-14.58%�
�
IPC Index (Mexico)�
4530.01�
-2.55%�
-9.92%�
�
Nikkei-225 (Japan)�
15670.78�
-0.83%�
+0.19%�
�
DAX-30 (Germany)�
5569.08�
+0.09%�
+9.02%�
�
CAC-40 (France)�
4041.16�
-0.21%�
+8.23%�
�
�
As a main reason for the Russian financial crisis one should single out a lack of foreign investors' trust to the new Russian Government' ability to resolve the current economic problems. This factor has resulted in an outflow of non-residents' capital both from the government securities market and the Russian stock market. In May 1998 the drop in the RTS-1 index made up about 38.77% (see fig.2). In all, in 1998 the RTS-1 index dropped by 51.88%. The reduction in the RTS-1 index since October 6, 1997� exceeded 66.5%.


The further prospects of the Russian stock market are closely connected with a reclamation of the drop in the foreign investors' trust in the Russian Government. One should expect any appreciable growth in stocks' quotations after reduction of the risk of ruble devaluation and a stabilization of the situation on the government securities market.


The changes in prices for the most liquid stocks of the Russian corporations in May 1998 are represented in fig. 3.





�
Figure 2.


�


Figure 3.


�


�
Interbank loan market. Between April to May 1998 the turmoil on the government securities market and exchange currency market observed had an impact on the situation on the interbank loan market. During the last two months rates on the dominating overnight loans ranged within 30 – 40% annualized (see fig.4). Only during late May the sharp increase in the RCB's refinancing rate and the rate on pawnshop loans aimed at the target to reduce a tension under the rouble rate on the exchange currency market change a state of affairs on the interbank loan market (see the section 'Monetary Policy'). In particular, these RCB's measures has resulted in a deficit of roubles on the market and increase in a worth of overnight loans to 60 – 70% annualized. Nevertheless, between April to May 1998 the daily volumes of issued loans have basically remained at the level of 2 – 2.5 billion rubles. Between March to April 1998 the share of the 'overnight' loans slightly grew. In May it was equaled to about 77.9% of the total volume of issued loans.


�
Figure 4.


�


�
Foreign exchange market. Between April to May 1998 the state of affairs on the Russian exchange market was very strained. Nevertheless, despite the appreciable pressure, the rouble exchange rate was kept within the inclined currency target zone. The expectation of many investors concerning rouble devaluation expected have not been happened. What were the factors resulted in the growth in the demand for foreign currency? In our view, those factors were as follows: firstly, it is a negative change in the structure of the Russian foreign trade balance. In particular, during the first quarter of 1998 the total volume of Russian export dropped by 14.5% compared to the first quarter of 1997 to 17.6 billion dollars. At the same time the total volume of Russian import in the first quarter of 1998 was about 13 billion dollars. That is at 20.7% superior to its respective index noted in the first quarter of 1997�. That change caused in decrease in a supply of foreign currency on the Russian financial markets and a growth in importers' for foreign currency.


Secondly, to some extent, the crisis on the government securities market was caused by non-residents' sales of GKO-OFZ in order to convert their assets into a dollar form. Both non-residents and Russian investors sold the government securities because of the panic atmosphere on the financial markets, which was inspired by numerous publications in mass-media, and the appreciable drop in the RCB's international reserves (for details 'Monetary Policy' section).


It should be noted that results of the stage of financial crisis happened between late April to May would be more appreciable in the case then the Premiere of the Russian Government and the Central Bank's Head did not strongly confirm the current targets of the Monetary policy. A stability of the national currency under the conditions of the crisis on financial markets is a necessary point to make investments return on the government securities market.


In April 1998 the official dollar exchange rate grew from 6.106 roubles/$ to 6.133 roubles/$, i. e. by 0.44% or 5.44% annualized. In April the dollar exchange rate on the Moscow Interbank Currency Exchange grew from 6.089 roubles/$ to 6.1095 roubles/$, i.e. by 0.34% a month (4.12% annualized). However, as fig.5 shows these results are not presentable, because in April the dollar rate on the MICEX mostly ranged within 6.12 – 6.14 roubles/$.


In May 1998 the growth of the official dollar exchange rate was insignificant. In particular, the official rate grew from 6.133 roubles/$ to 6.166 roubles/$. That corresponds to 0.54% a month, or 6.65% annualized. In May there are sharp fluctuations (from 6.109 roubles/$ to 6.182 roubles/$) in the dynamics of the dollar rate on the MICEX. In all, during May the MICEX dollar exchange rate grew from 6.1095 roubles/$ to 6.13 roubles/$, i.e. by 0.34% a month (4.10% annualized).


The dynamics of the official and MICEX dollar exchange rates between April to May 1998 are represented on fig. 5.


�
Figure 5.


�


�
In April 1998 the official exchange rate of German mark grew from 3.3425 roubles/DM to 3.4156 roubles/DM. That corresponds to 2.19% a month, or 29.64% annualized. In April the growth rate in DM exchange rate on the MICEX was superior to the increment in the official DM rate. In particular, the DM rate grew from 3.325 roubles/DM to 3.417 roubles/DM. That corresponds to 2.77% a month (38.75% annualized).


In May 1998 the official 'Deutsche mark/rouble' exchange rate grew from 3.4156 roubles/DM to 3.466 roubles/DM (1.48% a month, or 19.22% annualized). During May the Deutsche mark exchange rate on the MICEX was practically following the official DM exchange rate. However, in late May the MICEX DM rate dropped (see fig.6). In all, during May the MICEX DM exchange rate decreased from 3.417 roubles/DM to 3.401 roubles/DM. Thus, the reduction in Deutsche mark rate equaled to 0.47% a month, or 5.48% annualized.


�
Figure 6.


�





�
In April 1998 the volume of trading on the MICEX by the US dollar and the Deutsche mark totaled 11579.6 and 121.3 million denominated roubles, respectively. In May 1998 due to holidays the volume of trading on the MICEX declined slightly: it amounted to 10381 million roubles by the US dollar and about 66.95 million rubles by the Deutsche mark.


�
Table 2. Indicators of Financial Markets.�
�
month�
January�
February�
March�
April�
May*�
�
inflation rate (a month)�
1.5%�
0.9%�
0.6%�
0.4%�
0.33 - 0.43%�
�
annualised inflation rate by the month’s tendency�
19.56%�
11.35%�
7.44%�
4.91%�
4.03 - 5.28%�
�
the RCB refinancing rate�
28%�
36%�
30%�
30%�
150%�
�
auction yield on GKO (end of the month)�
41.38%�
32.25%�
32.75%�
34%�
45%�
�
auction yield on OFZ (end of the month)�
31.44%�
32.79%�
40%�
41%�
42%�
�
auction yield on OGSZ (end of the month)�
19.00%�
19.80%�
19%�
20%�
20%�
�
annualised GKO yield to maturity:�
�
�
�
�
�
�
less than 1 month�
29.57%�
29.83%�
21.87%�
27%�
95%�
�
1-6 months�
33.02%�
33.83%�
24.40%�
32%�
80%�
�
more than 6 months�
34.18%�
38.79%�
27.31%�
33%�
65%�
�
average yield on all issues�
32.63%�
35.01%�
25.76%�
32.4%�
75%�
�
annualised yield to maturity on OFZ issues�
33.30%�
39.25%�
35.34%�
35%�
90%�
�
volume of trading in the secondary GKO-OFZ market a month (billion roubles)�
42733�
65422�
78724.8�
64038�
54000�
�
INSTAR rate (annual %) on loans by the end of the month (at the interbank loan market):�
�
�
�
�
�
�
overnight�
27.97%�
39.32%�
32.8%�
33.8%�
65%�
�
1 week�
28.00%�
25.00%�
25.0%�
25.7%�
30%�
�
2 weeks�
33.00%�
33.00%�
38.0%�
19.4%�
60%�
�
1 month�
36.15%�
35.00%�
30.0%�
30.0%�
28%�
�
volume of trading at the interbank loan market a month (billion roubles)�
31362�
39564�
46780.5�
51577�
37000�
�
official exchange rate of rouble per US dollar by the end of the month�
6.023�
6.070�
6.106�
6.133�
6.166�
�
official exchange rate of rouble per DM by the end of the month�
3.3536�
3.3407�
3.3425�
3.4156�
3.466�
�
average annualised exchange rate of rouble per US dollar growth�
13.45%�
9.34%�
7.35%�
5.44%�
6.65%�
�
average annualised exchange rate of rouble per DM growth�
-2.58%�
2.36%�
0.65%�
29.64%�
19.22%�
�
volume of trading in MICEX by USD and DM a month (billion roubles)�
9564.7�
6969.0�
9080.6�
11580�
10448�
�
volume of trading at the stock market in the RTS for the month (millions of USD)�
1269�
1268�
1838.7�
1236.2�
1230�
�
the value of the RTS-1 Index by the end of the month�
284.35�
309.56�
325.50�
312.37�
191.29�
�
growth in the RTS-1 Index (% a month)�
-28.35%�
8.87%�
5.15%�
-4.03%�
-38.76%�
�
*/ estimation


Arkhipov S.A., Lougovoy O.V.


Investment to the real sector of the economy.


�
The share of gross accumulation in the national GDP continues to fall and made up 11.8%  since the beginning of 1998. Between January to April 1998 the investment to the capital assets reduced by 5.8% compared to its respective period of the prior year. The decline in investment  has been determined by limited possibilities to finance investment expenditures at the expense of both companies’ own and borrowed resources.


The process of accumulation of enterprises’ own capital,  which they need  to carry out their investment programs is constrained by a deterioration of the economic performance indices: systematic growth in production costs, drop in profitability rate and growing  volume of  mutual arrears.


In the conditions of an extremely unstable situation in the financial markets and growth in investment risks  the national commercial banks do not show their interest in issuing long- term credits to the real sector. The political factors related to the  recent government reshuffles have also had a significant impact on the process of making strategic decisions.


The trend to  reduction in investment activity  on the part of the government intensifies. In the structure of investment to capital assets by sources of financing the share of  the investment expenditures financed from the Federal budget dropped almost ten times compared to its respective period of 1997 and made up 0.3%. The lack of  the government financing  of investments since  the beginning of 1998 constrains an implementation of the Federal targeted programs and support  to  those single industry branches and regions the steady work of which is crucial for providing this country’s economic security and social and economic stability.


In the Ist quarter 1998 the volume of   the construction work at the objects of the social sphere  was insignificant. Lacking the government support, those objects were financed mostly at the expense of the region’s own resources. A major destabilizing factor in the construction sector still remains the problem of untimely financing, arrears and customers’ permanent   indebtedness to the construction companies for their complete work. Such a situation has determined a low level of   accomplishment of the state and regional investment programs related to placing into operation the most important objects of the social sphere and production capacities.


The compulsory measures aimed at strengthening the national currency’s exchange rate and stabilization of the situation in the financial market, including the increase in refinancing rate and amount of  compulsory reserves have resulted in  the deterioration of the parameters of the credit and finance market’s performance for the real sector  of the economy, and it is most likely that the said factors will initiate a decline in  business and investment activity.


The sharp increase in the refinancing rate ( from 30% up to 50% and, consequently, up to  the current rate of 150%) and,  accordingly, the price rise for credit resources, intensification of the budgetary crisis due to the reduction in the budgetary  gains from export and underfulfillment in the field of tax collection  will make the  financing of the budgetary expenditures on investment needs especially sharp.


O. Izryadnova





�
Situation in industry


�
According to enterprises’ estimates, in May the intensity  of the reduction in solvent demand grew by 11 points and became the worst index noted for the last 14 months. The share of responses of  an unchanged demand, however,  practically has not changed: it makes up a. 60% since the beginning of this year. An absolute rise in demand ( positive balance) was registered in May only in the industry of construction materials. As to other industry branches, they experience a drop in demand which was most intensive in the light ( - 33%), machine- building (-32%), and wood- working ( - 26%) industry sectors.


� LINK Excel.Sheet.5 "C:\\TS\\BS\\TEXT\\1998\\TAB.XLS" "GRAPHS![TAB.XLS]GRAPHS Диагр. 19" \a \p ���


The estimates of the demand deteriorated by 5 points since the beginning of the year. In May 91% of enterprises considered the respective volume  to be “below norm”. In the chemical and petrochemical industry this index reached 98%, in machine building- 97%, in  construction industry- 94%. The “best” values were reported by the wood- working industry- 73%.


� LINK Excel.Sheet.5 "C:\\TS\\BS\\TEXT\\1998\\TAB.XLS" "GRAPHS![TAB.XLS]GRAPHS Диагр. 18" \a \p ���In May the growth in industrial output, which was registered by our surveys since 1997, stopped. The share of answers concerning a reduction in output  grew up to 34% and was substantially superior to the share of reports concerning  its growth. At the same time the share of reports regarding an unchanged level of output practically  has not changed  and makes up between 43- 49% since the beginning of the year. The growth in output ( positive balance) remained only in metallurgy and construction industry.


It is for the second month running that the surveys register a surplus of stocks of finished goods in the national industry. In May, however, the balance of estimates made up +1%, while the share of normal estimates reached 41%. The surplus of stocks ( positive balance) was registered only in machine building and industry of construction materials, while in other indusry branches the balances are either zero, or negative.


� LINK Excel.Sheet.5 "C:\\TS\\BS\\TEXT\\1998\\TAB.XLS" "GRAPHS![TAB.XLS]GRAPHS Диагр. 20" \a \p ���


An absolute decrease in prices continues in the industry for  the fourth month running. The share of  reports concerning a price rise makes up 4- 6%, while the majority of enterprises ( between 81 to 84%) do not change their prices. An absolute price rise remains only in the construction industry. In other industry branches the responses concerning a decrease in prices prevail. The most intensive reduction in prices was registered in the light industry.


Since January 1998 the estimates of enterprises’ sufficiency in terms of  raw materials improved by 10 points. The balance. however., remains negative- obviously, enterprises lack respective stoks. The deficit was most intensive in the light industry ( -73%), non- ferrous metallurgy (-69%), and petrochemical industry ( -68%). The enterprises in the food industry find themselves in the most favorable position, and 67% of them consider their stocks of raw materials to be normal.


The forecasts of a change in output continue to deteriorate. For the last three months the respective index dropped by 16 points. However, by the industry as a whole the balance of forecasts remains positive. In May negative balances were registered only in non- ferrous metallurgy and light industry. It is envisaged that the growth in output should be  most intensive in the construction industry ( +68%) and petrochemical sector ( +27%).


For the first time in the course of  holding 72 surveys the forecasts of a price change became negative- the expectations of their decrease prevaile in the industry. A decrease in prices is most probable in the light and food industries, and less probable - in machine- building and petrochemical sectors. The price rise in the forthcoming months is possible in metallurgy, industry of construction materials and wood- working sector.


The forecasts of a change in demand deteriorated by 17%  for the last month and  are almost  equal to zero level-  hopes for a growth in demand are counterbalanced with expectations of a drop of that. Negative balances of reprots were registered in the light, food and machine- building industry branches, while the most optimistic forecasts were reported by the construction industry.


S. Tsoukhlo





�
Situation in the agrarian sector


�
In May 1998 there were two major events which determined  the state of affairs in the national agrarian sector:  an appointment of a new Minister and the current sowing campaign.


Mr. Victor Semenov ( 40 years) was appointed as a new Minister of Agriculture in the recently  formed government. Mr. Semenov previously has been a head of a modern vegetable- growing enterprise in the Moscow Oblast. The new Minister’s resoluteness is proved by his intention within the forthcoming future to change the Ministry’s structure and functions and focus the Ministry on managing the market processs:  in this connection one should expect a reduction in both  apparatus functioning costs  ( approximately at 26%) and the apparatus itself (at up to 70%). At the same time the first  statements of the new Minister show some dualism. The Minister intends to introduce substantial corrections to the currently pursued government policy of support to agriculture with a simultaneous increase in the volume of financing of the sector. In his view, it is necessary to reduce practically all the  ongoing  Federal programs aimed at support of the national agriculture with the exception of two of them: the program  for the support of elite seed- breeding and  cattle breeding. The Minister supports the concept of using the fund for privileged credits and leasing fund, and  he also advocates for a necessity of encouraging commercial banks to issue credits to the agrarian sector. The new Minister is strongly in favor  of the concept of land turnover, however, he assumes that the agrarian producers are not ready yet for   private property for land. Hence,  in the  forthcoming future it will become clear in which direction this country’s agrarian policy would evolve.


The experts’ attention is drawn by the sowing campaign the results of which will determine the situation in the market next year. This year the campaign started with a 10- 12 -day delay because of the cold and  snowy winter and due to the  traditional fact that the agricultural machinery has not been arranged  for the sowing campaing on time.  When compared to the prior year, the stock of tractors in the agricultural enterprises dropped by 7.6% ( 74 thous. units), seeding machinery- by 9.3%, ploughs- by 10-1%. At the same time the agrarian enterprises reported a high level of sufficiency in terms of qualitative seeds. This year the enterprises’ sufficiency in terms of mineral fertilizers and pesticides is high, too, which is  proved by the data on the level of the respective stocks in the enterprises. At the same time the reported problems are mostly related to supplies of fuel and lubricants. The regional authorities continue to issue seasonal credits to agrarian producers, and  still the most popular form of such credits is commodity credit. The agricultural producers consider  such a credit to be the only  vehicle for a successful accomplishment of the sowing campaign in the situation in which they lack alternative sources of credit, regardless of the fact that usually the terms and conditions for such a credit are not in their favor.


This year it is envisaged to increase the volume of the fund of privileged credits up to Rb. 4 bn. ( against Rb.2.7 bn. in the prior year). However the problem of the non- recovered loans still exists at the regional level. Despite the fact  that in April 1998  Agroprombank paid off   400 mn. denominated Rubles, yet Rb. 800 mn. have not been yet paid off by the regions, which makes it impossible to use that sum for  financing the current sowing campaign.


The delay with the start of the sowing campaign determined its low  pace. As of 5 May, the  sowing area for spring crops was approximately at 30%  down compared to  the prior year’s level. The area sowed with grain crops is yet smaller. This year the situation is  especially hard in the Urals: in that region, because of a very high level of snow and higher humidity rate, the start of the sowing campaign was postponed until late April.. As a result,  compared the situation to that in early May 1997 only 5% of the sowing area was sowed with grain crops in the region.�
Table 1


Sowing of spring crops in the agricultural enterprises, thous. hectares


�
1995�
1996�
1997�
1998�
1998 в % к 1997 �
�
Spring crops�
23493�
10853�
12876�
9087�
71�
�
grain and pulses ( corn exclusive)�
17236�
7354�
9446�
6204�
66�
�
        wheat�
3954�
972�
1947�
972�
50�
�
  corn�
413�
512�
257�
432�
168�
�
  sugar beet�
671�
527�
517�
459�
89�
�
sunflower�
1288�
730�
654�
826�
126�
�
  vegetables�
75�
57�
47�
36�
77�
�
   seasonal grasses�
2694�
1152�
1483�
771�
52�
�
Source: the data of Goskomstat


�
This year the state of  winter grain crops after winter is generally good. At the same time the share of the crops suffered  in the wintertime relative to the overall sowing area of winter crops  is  very low and makes up 6% against 8% reported last year and the avreage level of 15% reported  many years. The favorable situation with regard to  winter crops gives certain grounds to assume that the food wheat harvest should be good, which would improve the situation in the grain market.


According to the preliminary data of the Ministry of Agriculture and Food, this year the output of grain should make up  not less than 70 mn.t. ( 88.5 t. last year), sugar beet- 18 mn.t. ( 13.8 mn.t.), sunflower- 3.5 mn.t. ( 2.8 mn.t.)


I. Khramova





�
Foreign trade


�
In the Ist quarter 1998 Russia’s foreign trade  turnover made up USD 33.5 bn.: that is at 4.6% down compared to its respective index reported last year.


In the Ist quarter 1998 the Russian export dropped by 14.4% compared to its respective period last year and made up USD 17.9 bn.


Despite the 8.9%  increase in physical volume of  crude oil supplies  which reached 32.1 mn.t. in the Ist quarter 1998 against 29.5 mn.t. supplied between January- March last year. In the Ist quarter 1998 the Russian oil export dropped by 24.5% compared to its respective period 1997 and did not exceed USD 2.9 bn. The looses have been determined by a drop in average contracting prices for oil which reduced from USD 128.4/t. in January- March 1997 to USD 89.1/t. in the Ist quarter 1998.


In the Ist quarter 1998 the Russian export of natural gas dropped by 15.2% in value equivalent compared to its respective period last year which was a result of  the 15.5% drop in average contracting export prices. In contrast to that,  the physical volume of gas supplies grew by 1 % and reached 60.7 bln. cub.m.. That, however, was not enough to compensate for losses from the price drop. As a result, according to the customs statistical data,  in the Ist quarter the gains from the gas supplies  abroad made up USD 4.3 bn. against USD 5.07 bn. reported in January- March 1997.


In the Ist quarter 1998 the Russian import grew by 9.9% compared to its respective period in the prior year and made up USD 16.5 bn.





�



�


�
In March 1998 Russia’s foreign trade turnover with the CIS states made up USD 2.9 bn and remained at the level of the prior year. At the same time, however, this is for  the second year running that the trend to a prevailing growth in export manifests itself: the export grew by 7% while the import supplies, on the contrary, dropped by almost 8%. The value volume of the xport made up USD 1.6 bn. and import- 1.3 bn. One may forecast a further advancing growth in  exports in 1998. The basis for such an assumption is the fact that Russia’s largets trading partners  within the Commonwealth, particularly, Belarus, continue to increase their import of the Russian goods, thus increasing a significant amount  of their foreign trade balance ( USD 170 mn.). It is also envisaged to keep a high level of the Russian supplies of natural gas ( over 16 bn. cubic m.), oil ( 14 mn.t.), petroleum derivatives and electric energy, regardless of the fact  that as of 1 April 1998 the Belarus’ debt to Gasprom only made up USD 225 mn. At the same time Belarus stil uses barter supplies of machinery, fertilizers and chemical fiber products in the settlements  with Russia.


N. Volovik, N. Leonova





�
Banks of the Kursk Oblast


�
The process of establishing banks in the Oblast  has not been as intensive, which, by the way, is also characteristic for the neighbouring Oblasts. The maximum number of banks operating in the Oblast was “just” five, and by early 1993 only three of them survived (see Fig.1). At the same time several times the Oblast have managed to dictate a general fashion in the Russian banking sector. Thus, for example, Kurskbank ( currently subsidiary of Mosbusinessbank) once had become a pioneer in the sphere of transformation of  regional banks into subcidiaries of  the Moscow banks and  even merger of two joint- stock banks. The merger was  made through the conversion of  common  shares  into Mosbusnessbank’s  securities. Kursk Gubernsky Bank became one the first examples of  the small Moscow banks’ exodus to  the Russian province. The Oblast’s leader has fairly good chances to support the current trend through initiating inreregional banking mergers, should its merger with “Voronezh” bank and establishment of a headquarter in Moscow happen ( which  has been already announced).


So far Kurskprmbank, though being somewhat  pressed by the Moscow bank, still keps a dominating position in those segments of the local market of banking services which are still controlled by the local banks. By the amount of its assets ( as of 1 January 1998- Rb. 253 mn.) Kurskprombank holds the third position among the banks of the Central- Black Soil region, while by the amount of its capital ( about ECU 15 mn.) that is the largest bank of the economic region concerned. The assets of Kursk Gubernsky Bank also met the ECU 5 mn. requirement. In addition to the three local banks there are subcidiaries of seven Moscow banks, including Mosbusinessbank, Rossiysky Credit, SBS- Agro, Tocobank  operating in the Oblast, and Agroprombank’s and Sberbank’s subcidiaries are also  broadly represented in the Oblast. Such a combination of the subcidiary network of Moscow banks with a small number of local banks turned the Oblast into one of the most open  regions for penetration from outside ( in early December 1997  the “banking closeness” index, Sberbank’s affiliates exclusive, was 0.09, and with the account of the latter- 0.05).


By early 1998, the share of Kurskprombank was as follows: 94% of credits issued by the Oblast’s banks to companies in the non- financial sector, almost 99% of the attracted population’s deposits, over 80% of deposits at legal entities’ current and settlement accounts. However, considering the local banks’ aspiration to changing their   operational locations and the regional authorities’ aspiration to experiments in the banking sector, it would be prematurely to regard the structure of the market of banking services in the Oblast as a stable one.


The strategy pursued by the Oblast’s leader during recent years raised a number of serious problems before the bank. By early 1997 the mobility rate of the bank’s managing  of its assets was very low: over 30% of its assets were invested into facilities, equipment and other non- financial assets, which is substantially superior to both an average  level obesrved by the banks of the Central- Black Soil region and the respective index of an average regional bank ( see Fig. 4). Given  that in the conditions of a drop in the profitability rate by major financial instruments, the share of outstanding credits  is not as high, the bank  has to undertake yet more efforts to maintain its profitability. To a certain extent the task is facilitated by a very high share of the bank’s own capital in its resource base ( 45% as of the beginning and 39% as of late 1997), since in this country, as a rule, that is a cheap source of resources, and  dividends make up relatively small share of the bank’s profit. In 1997 the payment in a form of dividends for the use of those resources made up a. 3% of the amount of the capital as per balance sheet, while the borrowings costed the bank over 20% of the average annual amount of its liabilities, while the population’s depositis attracted by the bank costed over 50%.


In 1997 the bank managed to decrease the price for attracted resources ( according to the results  of the first half 1997, expenditures on paying off interest rate made up 16% of the annual amount of liabilities, including the drop in the “price” for the population’s deposits to 32%). In addition to that, the bank managed to slightly re-group the structure of the attracted resources  through increasing a share in the liabilities by settlement and current accounts and decreasing the share of the population’s deposits. In all, however, acording to the results of the year, the profitability rate  dropped four times: from 20.4%  calculated per assets as of the end of the year in 1996 to 5% in 1997.


Fig.1


Dynamics of the number of the banks �in the Kursk Oblast
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1. Banks continued to operate as of 18 May 1998


2. The overall number of operating banks as of the respective period


Fig. 2


The level of concentration of the assets of the Region’s banks ( the share of the bank in the amount of assets of the Oblast’s banks)
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1. Kurskprombank


2. Kursky Gubernsky Bank


Fig. 3


Structure of liabilities
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1. -deposits	2. - market liabilities


3 -  banks’ resources


4- current and settlement accounts


5- other liabilities


�Fig. 4


Structure of assets not gaining interest
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1. Fund of Compulsory Reserves


2. Corresponding accounts ( nostro)


3. Fixed assets


4. Other immobilized assets


Fig. 5


Structure of assets gaining interest
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1. Loans issued to non- financial sector


	( factoring and leasing inclusive)


2. Discounted promissory notes


3   Placed interbanking credits


4. Securities


A  	Kursk Oblast


B  	Central- Black Soil region


C 	Regional banks


Notes:


 the indices of the structure of the regional banks’ aggregated balance were calculated as of 31.12.97  by the banks operated as of 1.01.1998 ( Sberbank of RF and Agroprombank  exclusive)


The correlations are calculated as average weighed values.


M.Matovnikov, L.Mikhailov, L. Sycheva, E. Timofeev


�
Banks of the Irkutsk Oblast


�
By late 1997 there were 16 banks operating in the Irkutsk Oblast’s territory. Their overall assets totaled a. 40% of the overall assets of the banks operating in the East- Siberian economic region. The leader of the banking community in the Oblast is Vostsibcombank (VSCB). As of mid- 1997 the leader’s  assets made up Rb. 620 bn., and by that index the bank held  the second position in the East- Siberian economic region. Its share  in the overall amount of assets of  the East- Siberian banks was 14%, while  the respective  share of the largest bank in the region- Enisey ( Krasnoyarsk)  was 21%. In addition to the above- mentioned banks, there were  yet three banks in Irkutsk Oblast wich were included in the Top Ten largest banks in the region: Ircomsotsbank, BANKB and Vostsibtranscombank. Those banks, though  notably  lagging behind the leader,  are of a sufficient size to make VSCB not feel an absolute monopolist. The distribution of market forces  among the Oblast’s banks is represented in Fig. 2. The level of concentartion by the share of the three largest banks in the Irkutsk Oblast is also relatively low: as of mid- 1997 it was 60.5%, and by that index  the Oblast held the 60-th place among the Russian regions. This structure, however, is not stable- during the third quarter 1997 the number of banks operating in the Oblast reduced, due to a cancelation of two banks’ licenses.


VSCB is also a leader in the main regional markets of banking services: as of mid 1997, its share in the total amount of credits issued by the Oblast’s banks to the non- financial sector made up almost 50%, the bank controlled about 40% of the market of banking services provided to legal entities, and over 40% of physical persons’ depositis, thus being  2.3- 4. times superior  to its competitors, depending on a specific market.  One may attribute a well- developed subcidiary network to the bank’s competition advantages: the basis for such a network were the territorial structures of the former Promstroybank of the USSR, on the basis of the territorial HQ of which VSCB was established. In all, in the Oblast’s territory ( but beyond the city of Irkutsk in which the head office was registered) the bank has, according  to our data, 21 subcidiary office. VSCB is followed by Irkomsotsbank with its 7 subcidiaries. hence in the local markets ( and the  problem of the borders of such markets- given  that the Oblast’s territory is very large- should be subject to a single research, at least, there are certain grounds to assume that there are several local markets of the population’s deposits  in the territory of the Irkutsk Oblast) the rate of the competition environment may  differ substantially. The level of competition is unquetsionably higher  in Irkutsk city in which 7 of 16 Oblast’s  banks are registered. At the same time, for example, in Bratsk ( the city in which the third largest, by the amount of assets, Oblast’s bank -BANKB- operates) VSCB, which has its affiliate office there, can compete with BANKB in the territory of the latter, while BANKB’s chances to compete with VSCB in the markets of banking services are constrained by a lack of susbcidiaries of BANKB beyond Bratsk. In addition to the local banks,  in the territory of the Oblast there are yet 44 subcidiaries of the banks the HQs of which are registered in other regions, including 10 Moscow banks, such as Agroprombank, Vneshotorgbank RF, Incombank, Inturbank, Conversebank, Promstroybank RF, Rossiysky Credit, Electrobank.


The structure of assets of the Oblast’s banks differs from that of an average regional bank, primarily thanks to a higher proportional weight of credits issued to the non- financial sector and a lower share of securities ( see Fig. 5). As of mid- 1997  investment in Rouble government  bonds- which  is a basis of    a securities portfolio of the majority of the Russian banks- was 11% on average by regional banks, while in the Irkutsk Oblast’s banks the respective index made up only 4%. At the same time loans issued to the non- financial sector in the non- Moscow bank made up 44% on average, while in the Irkutsk bank- 51% of the overall amount of assets. Even with the account of the fact that the share of outstanding loans in Irkutsk banks is somewaht higher compared to the average level: 10.6% against 8.8%, the share of non- outstanding loans is still higher compared to the average all- Russia regional level: 46 and 41%, respectively. To a certain extent, such a difference is determined by an active credit policy of the leader- VSCB- in the balance of which the non- outstanding loans issued to the non- financial sector made up 60%, but   that was not a sole factor. BANKB is focused on issuing credits  to enterprises yet to  a higher extent, and the bank holds the second position among the Oblast’s banks. In the assets of BANKB the non- outstanding loans to the non- financial sector made up 61% ( as of mid- 1997). At the same time  in the current situation the views of the management of the banks concerned on issuing long- term Rouble credits are absolutely opposite: judging the BANKB’s balance, the bank does not issue such credits at all, while the VSCB’s management seems to be more optimistic: in the first half 1997 the share of long- term Rouble loans in bank’s credit portfolio grew sharply and  by mid- 1997 reached 13% of the overall amount of credits issued to the non- financial sector.


It should be noted, however, that the leader  has its gains not only  resulted from issuing credits: the bank’s commission fees’ share in its operational gains is unusually high. Given that the gains resulted from interest rate ( in per cent to the bank’s assets)  only slightly differ from the results reported by the leaders  of other territories covered by the present research ( 11.6%), thanks to non- interest gains from other operations in the financial markets ( commission fees received and gains from transactions in the currency market) the bank got its gains by financial operations totaled 15.5% of its assets. Combined with relatively small expenditures   related to financial operations ( 5.4%), that provided  high net  gains by such operations ( 10.1%). Hence in spite of the fact that other current expenditures of the bank were relatively large, the pre-tax profit rate made up 2.8% of assets for the half year, and upon payment taxes that was 1.1%. Nevertheless, in order to keep the profitability rate noted during the first half 1997, VSCB needs a strategy wich should intensify the banks’ dynamism.
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Dynamics of the number of the banks in the Irkutsk Oblast
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1. Banks continued to operate as of 18 May 1998


2. The overall number of operating banks as of the respective period�Fig. 2


The level of concentration of the assets of the Region’s banks�( the share of the bank in the amount of assets of the Oblast’s banks)
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1. Vostsibcombank


2. Ircomsotsbank


3. BANKB


4. Vossibtranscombank


5. Angarsky


6. Bratskgesstroy


7. Others 
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Structure of liabilities
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1. -deposits


2. - market liabilities


3 -  banks’ resources


4- current and settlement accounts


5- other liabilities
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Structure of assets not gaining interest
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1. Fund of Compulsory Reserves


2. Corresponding accounts ( nostro)


3. Fixed assets


4. Other immobilized assets
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Structure of assets gaining interest
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1. Loans issued to non- financial sector


	( factoring and leasing inclusive)


2. Discounted promissory notes


3   Placed interbanking credits


4. Securities





A  	Irkutsk Oblast


B  	East- Siberian region


C 	Regional banks








Notes:


calculated as of 30.06.97  by the banks operated as of 5.12.1997 ( Sberbank of RF and Agroprombank  exclusive); the correlations are calculated as average weighed values.


M.Matovnikov, L.Mikhailov, L. Sycheva, E. Timofeev
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� The maximal value of the RTS-1 Index (571.66) observed on October 6, 1997.


� The source: The Russian Ministry of Trade and Industry.
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