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The State of the Federal Budget
In 2002, the revenues of the state budget (cash execution) made 20.1 % of GDP, while expenditures made 18.7 % of GDP (see Table 1). Therefore, the federal budget surplus made 2.0 % of GDP.
Table 1
The monthly execution of the federal budget of the Russian Federation (in % of GDP
, in comparable prices)
	
	2001
	I’02
	II'02
	III'02
	IV'02
	V'02
	VI'02
	VII'02
	VIII'02
	IX'02
	X'02
	XI'02
	XII'02
	2002

	Revenues
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Corporate profit tax
	2,4%
	1,4%
	1,4%
	1,5%
	1,9%
	1,9%
	1,7%
	1,7%
	1,7%
	1,6%
	1,7%
	1,6%
	1,6%
	

	Personal income tax
	0,0%
	0,0%
	0,0%
	0,0%
	0,0%
	0,0%
	0,0%
	0,0%
	0,0%
	0,0%
	0,0%
	0,0%
	0,0%
	

	VAT, special tax and excises
	0,0%
	4,9%
	4,4%
	4,0%
	3,9%
	3,6%
	3,5%
	3,5%
	3,3%
	3,2%
	3,1%
	3,1%
	3,1%
	

	Tax on foreign trade and foreign trade operations
	9,4%
	9,3%
	9,1%
	9,3%
	9,3%
	9,3%
	9,3%
	9,3%
	9,1%
	9,0%
	8,9%
	8,9%
	8,9%
	

	Other taxes, duties and payments
	7,1%
	6,9%
	6,4%
	6,8%
	6,9%
	7,0%
	7,0%
	7,0%
	7,0%
	6,9%
	6,9%
	6,9%
	6,9%
	

	Total- taxes and charges
	2,2%
	2,4%
	2,6%
	2,5%
	2,4%
	2,3%
	2,3%
	2,2%
	2,1%
	2,0%
	2,0%
	1,9%
	2,0%
	

	Non- tax revenues
	3,7%
	3,2%
	3,3%
	3,2%
	3,0%
	2,9%
	2,9%
	2,9%
	2,8%
	2,8%
	2,8%
	2,9%
	3,0%
	

	Revenues, total
	0,6%
	9,7%
	9,1%
	8,7%
	8,7%
	8,4%
	1,8%
	2,0%
	2,0%
	2,0%
	2,1%
	2,1%
	2,1%
	

	Expenditure
	16,2%
	20,4%
	19,6%
	19,6%
	19,9%
	19,6%
	19,3%
	19,4%
	18,9%
	18,5%
	18,6%
	18,5%
	18,6%
	

	Public administration
	1,4%
	2,1%
	1,6%
	1,4%
	1,3%
	1,2%
	1,3%
	1,4%
	1,4%
	1,4%
	1,6%
	1,4%
	1,4%
	

	National defense
	17,6%
	22,4%
	21,2%
	20,9%
	21,2%
	20,9%
	20,6%
	20,9%
	20,4%
	20,0%
	20,2%
	20,1%
	20,1%
	21,4%

	International activities
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Judicial power
	0,5%
	0,1%
	0,2%
	0,3%
	0,4%
	0,4%
	0,4%
	0,4%
	0,4%
	0,4%
	0,4%
	0,4%
	0,5%
	

	Law enforcement and security activities
	2,7%
	1,0%
	1,5%
	1,9%
	2,3%
	2,4%
	2,5%
	2,5%
	2,5%
	2,4%
	2,4%
	2,5%
	2,7%
	

	Fundamental research
	0,3%
	0,4%
	0,4%
	0,4%
	0,4%
	0,4%
	0,4%
	0,4%
	0,3%
	0,3%
	0,3%
	0,3%
	0,3%
	

	Services provided for the national economy
	0,1%
	0,0%
	0,1%
	0,1%
	0,1%
	0,1%
	0,1%
	0,1%
	0,1%
	0,1%
	0,2%
	0,2%
	0,2%
	

	Social services
	1,6%
	0,6%
	0,9%
	1,0%
	1,2%
	1,2%
	1,3%
	1,4%
	1,4%
	1,4%
	1,4%
	1,5%
	1,7%
	

	Servicing of public debt
	0,3%
	0,0%
	0,1%
	0,2%
	0,2%
	0,2%
	0,2%
	0,2%
	0,2%
	0,2%
	0,2%
	0,3%
	0,3%
	

	Other expenditure
	1,3%
	0,1%
	0,3%
	0,4%
	0,5%
	0,6%
	0,7%
	0,8%
	0,8%
	0,8%
	1,2%
	1,3%
	1,5%
	

	Expenditure, total
	2,3%
	3,7%
	4,8%
	4,8%
	5,3%
	5,2%
	5,2%
	5,2%
	5,1%
	4,9%
	5,5%
	5,6%
	5,6%
	

	Loans, redemption exclusive
	2,6%
	2,0%
	3,4%
	3,4%
	2,6%
	2,5%
	2,4%
	2,3%
	2,4%
	2,4%
	2,2%
	2,0%
	2,0%
	1,7%

	Expenditure and loans, redemption exclusive
	3,0%
	2,9%
	3,3%
	3,6%
	3,9%
	4,0%
	4,0%
	4,0%
	3,9%
	3,8%
	3,9%
	3,9%
	3,8%
	

	Budget deficit (-)
	14,7%
	10,9%
	15,0%
	16,1%
	16,9%
	17,1%
	17,2%
	17,2%
	17,1%
	16,9%
	17,8%
	18,0%
	18,7%
	12,6%

	Domestic financing
	2,9%
	11,5%
	6,2%
	4,8%
	4,3%
	3,8%
	3,4%
	3,7%
	3,3%
	3,1%
	2,4%
	2,1%
	1,4%
	8,7%

	Other taxes, duties and payments
	-0,1%
	-11,2%
	-4,6%
	-2,7%
	-2,0%
	-1,8%
	-1,6%
	-1,8%
	-1,3%
	-1,2%
	-0,5%
	-0,2%
	0,6%
	-6,7%

	Total- taxes and charges
	-2,8%
	-0,4%
	-1,6%
	-2,1%
	-2,3%
	-1,9%
	-1,8%
	-1,9%
	-1,9%
	-1,9%
	-1,9%
	-1,9%
	-2,0%
	-2,0%

	Non- tax revenues
	-2,9%
	-11,5%
	-6,2%
	-4,8%
	-4,3%
	-3,8%
	-3,4%
	-3,7%
	-3,3%
	-3,1%
	-2,4%
	-2,1%
	-1,4%
	-8,7%


For more detailed information on the key trends relating to the parameters of the budget execution and major factors affecting the budgetary situation in 2002 see the IET annual report. However, it shall be noted the following.
As compared with the figures registered in 2001, the budget revenues increased by 3.5 p.p., while expenditures grew by 4.0 p.p. and budget surplus decreased by 1.5 p.p.
In 2002, VAT accounted for the major share of federal tax revenues -37 % of the total tax revenues, or 44 % of tax revenues without SST, what is at the level observed in 2001.
According to preliminary estimates, the cash execution of federal budget revenues made 21.4 % of GDP in January of 2003, what is below the respective level observed in January of 2002. At the same time the cash execution of expenditures made 12.9 % of GDP (10.9 % of GDP in 2002); therefore, the surplus made 8.7 % of GDP (11.5 % of GDP in 2002).
According to the preliminary estimates of the Finance Ministry, in terms of fulfilled funding
 the expenditures of the federal budget in January of 2003 made 16.9 % of GDP (see Table 2), while in January of 2002 this indicator was at 15.5 % of GDP. As a result, the surplus of the federal budget in terms of fulfilled funding in January of 2003 has also decreased in comparison with the figures registered in January of 2002 and made 4.5 % of GDP.
Monetary Policy
In January 2003 the Consumer Price Index amounted to 2.4 percent, that is its maximal value for the last twelve months (see Figure 1). The commodity structure of consumer price growth testifies to the assumption on seasonal reasons for price increase acceleration. E.g., prices for foodstuffs increased by 2.5 percent in January. However, without taking into consideration the fruit and vegetables group, the foodstuff price increase did not exceed 1.3 percent. Prices for paid public services have also substantial growth of 4.4 percent, including housing and communal services: 7.2 percent. The latter may be also referred to the seasonal factors, as traditionally the increase in administered prices takes place at the beginning of the year.
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FIGURE 1. CONSUMER PRICE INDEX GROWTH RATES IN 2002 – 2003 (PERCENT PER MONTH)
In January 2003 the volume of narrow monetary base reduced by 6.5 percent, from RUR 940 up to 879 billion, which is the most intense contraction of the money offer since 1998. However, in the first half of February, 2003, the narrow monetary base grew again, approximately by 2.5 percent, owing, first of all, to accumulation of gold and currency reserves of the RF Central Bank. Despite the substantial RF external debt payments (more than US$ 3 billion in the course of two months) and the weakening exchange market support (see Section "Exchange Market"), the Bank of Russia has been increasing its gold and currency reserves at more than one billion US$ per week during the second half of January and in February, 2003. Hence, the total reserves reached US$ 52.7 billion by February 23, 2003, exceeding the total as of January 01, 2003, nearly by US$ 5 billion (+10.3 percent).
As for the decisions in the monetary policy in February 2003, it is necessary to emphasize the decrease in the CB RF refinance rate down to 18 percent, which is a historic minimum for this index. However, it should be mentioned that the changes of refinance rate do not determine the dynamics of government bond yields and credit rates, but continue to follow them.
Financial markets
The Market for Government Securities
In February 2003 a substantial growth of quotations for Russian Eurobonds and Minfin bonds was observed. The quotations for the most of securities reached their historical maximum. Such factors as high oil prices, a substantial growth of gold and currency reserves, a favorable economical and political situation in Russia and positive development prospects determined investor interest in Russian bonds. News about the establishment of a joint venture between British Petroleum and the Russian TNK resulted in substantial increase in prices for Russian debts. The establishment of the new joint company is an evidence of positive changes in foreign investors' interest in Russian economy. The successful placement of Gazprom bonds has also made its favorable effect on Russian Eurobond prices. The following bonds should be named among the growth leaders: Minfin, the 7th tranche (5.33 percent), Minfin, the 5th tranche (3.17 percent), RUS-28 (6.70 percent), RUS-18 (5.70 percent), RUS-30 (3.97 percent).
The RF Ministry of Finance made external debt payments in the amount of US$ 1.99 billion in February. The RF Ministry of Finance reported that the exchange of the second tranche of the former USSR commercial debt is scheduled for May-July. In December 2002, the first tranche of this debt was exchanged for the additional RF Eurobond issue with maturities in 2010 and 2030. The commercial debt of the formerUSSR in the amount of US$ 200-400 billion can be offered for exchange within the second tranche. At thesame time, the RF Ministry of Finance would prefer that the largest possible volume of the remaining debt be exchanged in the second tranche.
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FIGURE 1. YIELD TO MATURITY OF MINFIN BONDS IN NOVEMBER
2002 - FEBRUARY 2003.
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FIGURE 2. YIELD TO MATURITY OF RUSSIAN EUROBONDS MATURING IN 2003, 2007 AND 2008 IN NOVEMBER 2002 - FEBRUARY 2003.
A sudden increase in market players' activity was observed during this month at the GKO-OFZ secondary market, which was caused by the free Rouble liquidity, as well as by statements of Central Bank representatives on the leveling strategy of internal and external market yields. Additional Rouble funds in the amount exceeding RUR 106 billion entered the market as a result of coupon payments and OFZ-FD 27007 issue redemption. On February 05 the Ministry of Finance issued a security with the longest term: OFZ 46002 with maturity in 2012. The placement of this issue gathered a record number of market participant orders: nearly RUR 21 billion, while the stated volume was RUR 11 billion. The yield of long-term OFZs dropped below 12 percent p.a. During the first week of February the yield of all government bonds decreased by 1 percent on average, which resulted in the similar yield decrease in sub-federal and corporate debt sectors. From the 3rd until the 7th of February the turnover in the Rouble bond market amounted to ca. RUR 16 billion. During the second week of February, having risen in price by more than 6 percent, the bonds of series N° 46002 became quotation growth leaders and provided the investors with a weekly income equal to 330 percent p.a. The market participants made 297 deals to the amount of RUR 2.1 billion with these securities, though the share of additional placement by the Ministry of Finance was only 9 percent of this amount. Altogether, during the week, the yield on these government securities amounted to ca. 72 percent p.a. The trade turnover reached RUR 12.7 billion from the 13th until the 17th of January. The total trade volume in Rouble government bonds doubled in February as compared to January, and amounted to RUR 64 billion.
Totally, on the 25th of February the nominal volume of GKO-OFZ amounted to RUR 246.906 billion, the money volume: RUR 259.054 billion, and the duration of market portfolio: 673.58 days.
The Market for Corporate Securities
The Stock Market.
In February the Russian corporate securities market demonstrated the long-expected growth. Adoption of a block of significant laws on reforms in power industry, large investments into the Russian company TNK made by British Petroleum, successful placement of Gazprom Eurobonds, as well as some other internal corporate news were the reason for the increase in the cost of Russian assets. The external news was mainly negative. The unsteady situation on the leading world trade floors was conditioned by political instability. The continued US - Iraq, as well as the US - North Korean conflicts make investors choose investment objects with greater caution and seek for more secure ways of investing funds.
At the end of the month, the RTS index increased greatly (9.43 percent), amounting to 378.14 points on 25 February. The trade volume also increased as compared to the previous month and amounted to US$ 235 million. The average annual volume amounted to $14.7 million. The RTS index dynamics can be subdivided into four periods: from the beginning of the month until 6 February the index was at the level of 347 points. Then the stock index started to rise sharply and reached 370.71 points (7.38 percent) by 11 February. Market players' growing interest in Russian assets was caused by the adoption in the 2nd hearing of a block of laws on reforms in the power industry, news on large BP investments into TNK, and Yukos' publications about positive financial results. After that and until 20 February the stock index fluctuated between 368 and 372 points, and at the end of the month again increased up to 378.14 points (2 percent), which was conditioned by the adoption in the 3rd hearing of a block of laws on reforms in the power industry and a successful placement of ten-year Gazprom bonds. The minimum turnover was registered on 17 February, $6.8 million, the maximum turnover was $26.1 million (11 February).
During the period under review the most of Russian blue chips demonstrated positive dynamics. As of 25 February the growth leaders were Mosenergo securities (12.05 percent), followed by Rostelecom stock (15.7 percent), RAO UES (14.66 percent) and Yukos (14.01 percent). More moderate increase in prices was observed for the following shares: Gazprom (13 percent), Sberbank (11.02 percent), Tatneft (10.56 percent) and Sibneft (10,42 percent). In the outsider group in February were Surgutneftegaz (6.21 percent), MMC Norilsk Nickel (2.74 percent) and Lukoil (1.61 percent). Such dynamics of Lukoil stock was conditioned by financial results of the company's activity, which turned out to be worse than investors had expected.
The proportion of RAO UES common stock in the total RTS trade volume in the considered period was maximal: 30.43 percent (28.18 percent in the previous month, correspondingly). These are followed by Yukos securities: their volume doubled and reached 16.44 percent (8.66 percent). The share of Lukoil common stock decreased up to 15.47 percent (18.59 percent); Surgutneftegaz: 7.69 percent (11.65 percent); MMC Norilsk Nickel: 5.53 percent (12.41 percent). The total proportion of the five most liquid stocks in the overall RTS February turnover slightly decreased, reaching 75.56 percent (79.55 percent in January).
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FIGURE 3.
At the end of February the five most capitalized Russian companies were as follows: Yukos: US$ 23.7 billion; Gazprom: US$ 19.2 billion; Lukoil: US$ 12.4 billion; Surgutneftegas: US$ 11.4 billion; and Sibneft: US$ 10.2 billion (all data according to RTS).
The Market for Term Contracts.
In February the FORTS market grew to new historic highs: on 19 February a record trade volume in open positions was observed: 393.7 thousand contracts (among them, the futures contracts fall at 342 thousand and options fall at 51.7 thousand) for the total of RUR 1.721 billion, which exceeds the maximal index as at January 13, 2003, by 13 percent. The total turnover in term contracts practically did not change within the period from 1 until 25 February as compared to the similar period in the previous month and amounted to RUR 7.74 billion (45.3 thousand deals, 1.84 million contracts); futures contracts accounted for RUR 7.55 billion (43.3 thousand deals, 1.84 million contracts) in that amount. The average daily trade volume was RUR 515.7 million, the number of deals: 3021.
Corporate bonds.
The decline of US$ rate and excess of short-term liquidity resulted in sharp quotation growth of Rouble instruments, including corporate bonds. This market segment experienced a sharp rise in trade turnover and quotation growth. For example, the average yield on corporate bonds was nearly 70 percent p.a. within the period from 10 until 14 February. For the first three weeks of February the turnover in corporate bonds amounted to RUR 9.19 billion. The following securities are in the highest demand on the secondary market: TNK 5vlt (RUR 685 million), Gazprom-2 (RUR 470 million), Gazprom (RUR 383 million), TNK 5vlt (RUR 215 million) and IRKUT-2 (RUR 152 million). The following initial placements in February are noteworthy: the 3 series of MGTS bonds (RUR 1 billion), Volga Telecom (RUR 1 billion), OAO Mechel (RUR 1 billion), Salavatnefteorgsintez (RUR 300 million).
External Factors of the Russian Stock Market Dynamics.
On the whole, black gold prices have increased by more than 7 percent during the month. As of 26 February the price for one barrel of Brent crude oil amounted to $33.63. The substantial reduction in Venezuela crude oil deliveries, the expectations of the forthcoming war in the Persian Gulf and the lowest ever industry oil reserves in the USA for the last 28 years resulted in futures price exceeding the level of US$ 33 / barrel for Brent oil (March) (IPE, London) on 13 February, up to US$ 33.06 / barrel, which became a new record maximum since November 27, 2000. The information about a strike of oil industry workers in Nigeria and fears of possible reductions in oil deliveries from this country contributed to oil quotation growth on 18 February. On the other hand, it should be noted that the long-term strike in Venezuela stopped and oil production gradually recovered. OPEC increased oil production by 1.5 million barrels per day from 01 February.
In its regular meeting, the US Fed Open Market Commission decided to keep the federal funds key interest rate on the same level of 1.25 percent. For the first time since November, 2001, the Bank of England decreased its interest rate by 0.25 percent up to the lowest level since 1995: 3.75 percent, which, according to the Bank's Monetary Policy Committee, shows increasing concerns about growth rates in the European and the world economies on the whole.
Foreign Exchange Market
Currency offer in February remained steadily high due to a substantial inflow of export revenues. However, against the background of unstable situation at the world markets, investments in the US currency became less attractive, and, therefore, banks are seeking for alternative financial instruments, for example, Rouble securities. The fact that banks refuse to buy currency even if there is surplus Rouble liquidity indicates the changing attitude of the market.
On the whole, in the period from 31 January until 21 February the Ruble-Dollar exchange rate decreased by 28.45 kopecks (0.89 percent), from RUR / US$ 31.8345 as of 31.01.2003 down to RUR / US$ 31.55 as of 21.02.2003. The first week of the month was rather quiet. The RUR exchange rate was near RUR / US$ 31.85, while the trade volume was moderate. Later, some massive currency sales followed. On 12 February, the trade volume was US$ 692 million, and the decrease of the US Dollar exchange rate was 7.4 kopecks, according to SELT results. On 21 February, the trade volume in the SELT was US$ 956 million. The SELT dollar trade volume will amount to RUR 144 billion in February, according to preliminary estimates.
Balances in correspondent accounts were within the range of RUR 80-100 billion in February. Overnight interbank deposit rates decreased from 3.5 percent - 3.4 percent to 1.7 percent -1.8 percent over the period.
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FIGURE 7. THE DYNAMICS OF THE OFFICIAL ROUBLE - DOLLAR AND ROUBLE -
EURO EXCHANGE RATE
In the international market, the Euro-Dollar exchange rate slightly decreased as compared to the last week in January. In the period from 31 January until 25 February the Dollar grew in price 0.17 cents (0.16 percent), and at the end of the period its exchange rate decreased to US$ / Euro 1.07980.
The change of Rouble - Euro exchange rate followed the world's leading trade floors. In February, the highest value was RUR / Euro 34.704 (a historic maximum) on 05 February 2003, and the lowest value was RUR / Euro 33.8422 on 17 February 2003. The Rouble - Euro exchange rate changed by RUR - 0.32, or -0/93 percent, in the course of the month, while the trade volume was RUR 3.4 billion.
Structure of inflation in the post-crisis period (1999 - 2002)
At present, researchers are more and more interested in the problem of the relationship between the contribution of monetary and non-monetary factors in the rates of growth in consumer prices in the post-crisis years. For instance, it is necessary to mention that in 2002, for the first time since the crisis of 1998, the growth in producers' prices outpaced the growth in consumer prices and made, according to preliminary estimates, 17.7%.
In order to evaluate the relative contribution of monetary and non-monetary factors in inflation rates observed in 1999 through 2002 there was constructed a cointegration relationship between the accumulated consumer price indices and the nominal money supply M2 (the level registered in the end of August of 1998 was taken as a unit). This formulation assumes that all components of inflation (i.e. increases in regulated prices and tariffs, changes in demand for real cash balances, and inflationary expectations) except the growth in money supply per se are non-monetary factors
.
The evaluation of the parameters of the cointegration relationship (assuming the presence of a constant term and linear trend) for monthly data demonstrated that 1 % of increase in money supply M2 results in an increase in CPI by 0.419 % (the standard error is 0.081 %), the slope of the linear trend is minus 0.057 % per month (the standard error is 0.008 %). The decomposition of the increase in the consumer price index taking into account the calculated contribution of monetary and non-monetary factors in 1999 through 2002 is presented in the table.
Contribution of monetary and non-monetary factors in the rates of growth in CPI in 1999 through 2002
	
	Increase in CPI
	Monetary factors
	Other (non-monetary) factors

	
	
	Increase in CPI
	share
	Increase in CPI
	share

	1999
	36,6%
	22,7%
	62,1%
	13,9%
	37,9%

	2000
	20,1%
	23,7%
	117,9%
	-3,6%
	-17,9%

	2001
	18,8%
	13,1%
	69,8%
	5,7%
	30,2%

	2002
	15,1%
	8,6%
	57,2%
	6,5%
	42,8%


As the results presented in the table demonstrate, the constraining impact of money demand on inflation, i.e. a growth in demand for money resulting from increasing economic activity and decreasing inflationary expectations was observed only in 2000, what led to a decline in CPI by 3.6 percentage points in comparison with the value calculated basing on the actual rates of expansion of money supply in this year. Besides, in 2000 there was observed the largest gap between the rates of growth in the aggregate consumer price index and prices and tariffs (electric energy, rail freight, communications, etc) regulated by the state.
On the contrary, in 1999 the tight monetary policy was the key factor constraining inflation in the situation of declining demand for Ruble denominated cash balances and persisting high inflation expectations after the Ruble devaluation in 1998. Therefore, according to our estimates, in the situation of low inflationary expectations and stable demand for real Ruble denominated cash balances the CPI would increase by 22 % to 25 % in 1999 (actual increase made 36.6%).
The calculations demonstrate that in 2001 and 2002 the expansion of the money supply per se resulted in a less significant increase in consumer prices in comparison with the observed values. From our point of view, it is the result of the frequent increases in tariffs and prices of services rendered by natural monopolies in these years. At the same time, the contribution of this factor in the resulting inflation values made about 30 % (5.7 percentage points) in 2001 and about 43 % (6.5 percentage points) in 2002.
Our results are an evidence that at the present time implementation of a consistent monetary policy per se is not sufficient to control inflationary processes. The share of increase in prices attributed to non-monetary factors (first of all, increase in regulated prices) becomes comparable with the share of the monetary component. In this connection, coordination of the policy pursued by the Central Bank of Russia with the RF government policies as concerns the regulation of tariffs and prices of services rendered by natural monopolies (electric power, Ministry of Railroads, natural gas), the reform of the system of subsidizing of social services prices (HPU, public conveyance, education, health care), tax policy (first of all, as concerns changes in the indexation of indirect taxes, for instance, excises), and customs policies with regard to imports (import duties) becomes more urgent.
The Real Sector: Factors and Trends
According to the Regulations governing the elaboration and presentation of data approved by RF Goskomstat, the Ministry for Economic Development preliminary estimated GDP in 2002, and more precisely calculated GDP in 2001. The adjustment of 2001 GDP primarily concerned the characteristics of the structure of production across sectors of the economy and GDP revenue formation. According to estimates, the amount of the RF GDP of 2002 made Rub. 10863.4 billion in current market prices and increased by 4.3 % in comparison with the figures registered in 2001.
The changes in the structure of GDP produced in 2002 were determined by outpacing rates of growth in services in comparison with dynamics of production of goods. The share of the sector of services made 53.5 % in 2002 and increased by 2.9 p.p. in comparison with the figures registered in 2001. The deceleration of the rates of growth in industrial output from 104.9 % in 2001 to 103.7 % in 2002 and construction from 109.9 % to 102.7 % resulted in the decrease in the share of production of goods in GDP by 1.9 p.p. Structural shifts in production of GDP may be explained both by dynamics of growth across different sectors of the economy and changes in relative prices. While producers' prices grew by 17.1 % in industry and by 12.6 % in construction in comparison with the figures registered in 2001, the index of tariffs on paid household services and freight increased 1.36 times and 1.18 times respectively. The GDP index deflator of 2002 in comparison with prices of 2001 made 115.2 %, including 110.8 % in the sector producing goods and 120.7 in the sector rendering services.
Table 1
GDP structure in 1995 through 2002, in current market prices
	
	1995
	1996
	1997
	1998
	1999
	2000
	2001
	2002

	Gross domestic product
	100
	100
	100
	100
	100
	100
	100
	100

	Production of goods
	41,3
	41,6
	39,4
	39,4
	40,2
	40,6
	37,3
	35,4

	Production of services
	50,9
	49,9
	51,9
	51,9
	49,4
	48,0
	50,6
	53,5

	Net taxes on products
	7,8
	8,5
	8,7
	8,7
	10,4
	11,4
	12,1
	11,1


Source: RF Goskomstat
A key specific feature of the development of the Russian economy over the last three years has been the outpacing rate of growth in domestic demand in comparison with external demand. In 2002, according to estimates the share of domestic demand in GDP increased to 90.0 % as compared with 87.2 % in 2001 and 79.9 % in 2000. The expansion of demand on the domestic market occurred at the background of decelerating rates of industrial development and initiated outpacing rates of growth in import of goods of final demand in comparison with dynamics of domestic production. While the deceleration of the rates of growth in volumes of export in 2001 through 2002 may be explained by fluctuations in the business situation on world raw materials markets, the intensive growth in imports observed over the last 2 years is exclusively related to internal problems. Besides, the real Ruble appreciation was a factor behind the growth in imports. Therefore, the outpacing rates of growth in imports in comparison with exports resulted in a decrease in the share of net exports in GDP by 2.1 p.p in 2002 as compared with the figures registered in 2001 and by 9.9 p.p in comparison with the respective indicator in 2000.
Table 2
GDP dynamics as broken down by components of utilization in 1997 through 2002, in % of the preceding year
	
	1997
	1998
	1999
	2000
	2001
	2002

	Gross domestic product
	100,9
	95,1
	105,4
	1090
	105,0
	104,3

	Including:
	
	
	
	
	
	

	Expenditures for final consumption
	103,0
	98,5
	97,6
	107,4
	107,2
	106,9

	Of households
	105,4
	97,6
	95,6
	109,3
	109,9
	108,5

	Of state agencies
	97,6
	100,6
	103,0
	101,4
	99,2
	102,4

	On not-for-profit organizations
	98,2
	98,4
	100,4
	100,2
	101,9
	104,6

	Gross accumulation
	96,4
	71,3
	108,5
	131,9
	119,3
	101,6

	Net exports
	91,2
	211,0
	172,3
	93,8
	85,0
	95,6


Source: RF Goskomstat
In 2002, the situation where rates of growth in GDP outpaced the dynamics of gross accumulation and investment in fixed assets was restored. While in 2001 gross accumulation of fixed capital increased by 10.5 %, in 2002 this indicator made only 2.9 %. As a result, the share of gross accumulation in fixed capital in GDP in 2002 made 17.9 % and decreased by 0.9 p.p in comparison with the figures registered in the preceding year, at the same time, the share of investment in fixed assets declined by 2.4 p.p. and made 15.3 %. It shall be noted that the decline in investment demand was not related to price factors. Index deflator of final consumption in 2002 made 117.4 %, gross accumulation of fixed capital - 112.3 % as compared with 122.2 % and 122.9 % respectively in 2001. Therefore, growth in final demand occurred at the background of increase in prices of consumer goods and services relatively to investment goods. Investment in fixed assets ceased to have the dominating impact on the rates of economic growth. The redistribution of resources from accumulation to final consumption reflects a decline in the future returns from investment for economic agents in comparison with current consumption. In spite of persisting positive dynamics relating to the growth in investment, they were apparently not sufficient given the current technological, reproduction, and age structure of fixed assets. Besides, because of the persisting significant scope of gross accumulation the problem of its transformation in investment became more urgent. In the situation of economic growth it became evident that investment management is not coordinated with the dynamic processes of restructuring of the Russia's economy. Taking into account the persistence of traditionally high concentration of profits in the export oriented industries sector and the lack of mechanisms of inter-sectoral flow of capitals and accumulation of gross savings for the development of competitive components of the economy it may be hardly expected that radical changes would occur in the nature of the reproduction of fixed capital.
The specifics of GDP formation in 2002 were determined by the outpacing rates of growth in final consumption as compared with the dynamics of gross accumulation and investment in fixed assets. The increase in the real amount of final consumption was by 6.9 % more than in 2001. There persist the dominating influence of the intensive expansion of final household consumption. The household expenditures for final consumption increased by 8.5 % in comparison with the figures registered in 2001. It shall be noted that in spite of the stable growth in expenditures for final consumption occurring over the last three years their share in the GDP structure made 68.3 % and was by more than 8 points below the pre-crisis level.
IET Business Survey: Industry
The stop of the decline in cash sales registered in February has an immediate positive effect on enterprises. The share of cash payments has increased up to 84 %, there was registered an increase in output, the excess of finished stocks has diminished. However, profits continue to decline, as well as purchase of machinery and equipment. At the same time, estimates of changes in sales and production demonstrate considerable optimism and, what is especially important, are closely interrelated.
The decline in effective demand registered over the last three months ceased in February. Therefore, the moderate optimism of January estimates of Russia's enterprises was confirmed. An increase in cash sales was registered across all industries except of light and food industries, power engineering, and construction industry. It is apparent that the decline in two latter industries is of seasonal nature. This fact gives certain hope that the difficult situation observed in the first six months of the preceding year will not recur. It shall be reminded that at that time surveys registered an absolute decrease in effective demand till June. The most intensive growth in sales is observed in chemistry, petro-chemistry, and metallurgy.
The dynamics of non-cash types of demand also changed in February. The intensity of change in barter operations (in terms of the balance) decreased from -11 % (the average value in the last six months) to -6 %. The survey even registered an absolute growth in amounts of such transactions in chemistry, petro​chemistry, and construction industry. The rates of decline in promissory notes and offset operations in the industry at large also decreased to the minimum (-1 %). A growth in the respective indicators was registered only in metallurgy and construction industry.
The negative trends of changes in cash sales registered in the end of 2002 did not make enterprises to shift to non-cash payments. In the 4th quarter, the share of cash transactions related to sales of products made 79 %, what was the maximum in the preceding year and over the whole period of monitoring. Power engineering has kept its leading position (95 %) and has been followed by ferrous metallurgy and food industry (89 %). The minimal amount of cash sales was registered in construction industry (72 %).
The enterprises gradually start to restore volumes of output as the decline in sales ceases and the share of cash payments grows. In February, the growth rate of production became positive again (+ 6 % in therms of the balance) and reached the level registered in November and December of 2002. Production still declined only in power engineering (-21 %) and metallurgy (-17 %). The most intensive growth was registered in the forestry complex (+ 33 %), chemistry and petro-chemistry (+ 24 %).
Evaluations of finished stocks also indicate that the standing of industry improves. In February, the excess in finished stocks decreased by 6 points to the average level registered in the last six months of 2002. At the moment, the most considerable excess in finished stocks is observed in chemistry and petro-chemistry (+ 30 %), construction industry (+ 20 %), and mechanical engineering (+17 %).
However, enterprises have failed to overcome the negative trends yet: real profits continue to decline. In February, the rate of decline in profits decelerated, however, it remains rather high. Profits continued to grow only in power engineering.
Investment pattern in 2000 through 2002 (in per cent of the total amount)
	
	2000
	2001
	2002

	Renewal of capacities
	40
	43
	42

	Creation of new capacities
	11
	13
	13

	Purchase of capacities from third parties
	1
	1
	1

	Non-productive investments
	3
	2
	2

	Investment in working assets
	14
	14
	16


Source: IET investment survey (12/02 - 02/03)
Purchases of machinery and equipment continue to decline. The balance of changes remains negative and equal for both domestic and imported equipment for the second quarter running. At the same time, 30 % of enterprises do not purchase domestic equipment, while about 40 % of enterprises do not purchase imported equipment. A growth in purchases is registered only in power engineering (domestic equipment), non-ferrous metallurgy and construction industry (imported equipment). Special surveys demonstrate that only 12 to 13 % of investments made by enterprises relate to creation of new production capacities. The major amount of investment in purchase of machinery and equipment is aimed at the renewal of existing assets (see the Table below).
Forecasts of changes in effective demand were at the absolute maximum. Only once (in July of 2000) there were registered more optimistic (by 3 points) estimates of growth in sales in the Russian industry. Over the last three months forecasts increased by 24 points and at the moment make + 22 %. The most optimistic estimates are registered in chemistry and petro-chemistry (+ 73 %), construction industry (+ 66 %), and mechanical engineering (+ 34 %).
At the same time, estimates of output remained in fact at the level observed in the preceding month. Output will grow across all industries with the exception of power engineering. The most intensive increase in output is expected in chemistry and petro-chemistry (+ 73 %), construction industry (+ 70 %), and mechanical engineering (+ 50 %), i.e. the same industries which expect the most rapid growth in sales. The comparison of all estimates of output and demand at the micro-level demonstrated that the same industries primarily plan their output in accordance with the expected dynamics of sales. The correspondence of these indicators in chemistry and petro-chemistry makes 100 %, fuel industry - 91 %, construction industry - 76 %, light and food industry and mechanical engineering - 70 %.
Forecasts of changes in prices lost 4 points of optimism; however, they remain at a most high level registered in the last 24 months. Enterprises planning an increase in prices still prevail across all industries, especially in chemistry and petro-chemistry (54 %), food industry and mechanical engineering (50 %), and construction industry (46 %).
In February, the most optimistic (since the beginning of the monitoring in February of 2002) plans of purchase of both domestic and imported equipment. Enterprises of food industry, ferrous metallurgy, and construction industry primarily plan to purchase domestic equipment, while planned purchases of imported equipment prevail in ferrous metallurgy, chemistry, petro-chemistry, and food industry.
Crediting of the real sector in 2002
In 2002, the relative increase in crediting of the non-banking sector (NBS) by banks persisted. As in 2001, the crediting of the real sector of the economy observed in 2002 increased at rates outpacing the general growth in assets. As a result, the share of loans to the non-banking sector in banks' assets has increased from 46.7 % in the beginning of the year up to 48.9 % in early December
; however, the rates of growth in terms of constant prices were somewhat below the level registered in 2001. In 11 months of 2002, the growth in the aggregate credit portfolio made 17.3%(18.9% over the year) as compared with 25.4 % registered in 2001. In 2002, similarly to 2001 figures, the dynamics of loans closely corresponded with dynamics of industrial output. The share of outstanding loans in banks credit portfolios slightly increased over the year (from 1.7 % in the beginning of the year up to 1.9 % in early December); however, it remained at a rather low level. 
In the case Sberbank is excluded, the trend towards a growth in the share of loans to NBS in banks' assets persist - in the beginning of the year loans to NBS made 44 % of assets, and 48 % in early December, while the share of outstanding loans in loans to NBS made 1.8 % both in the beginning of the year and by the end of November.
In 2002, the outpacing growth in credits to the non-banking sector (as compared to the total increase in assets) was accompanied by a relative decline in the share of financial resources deposited with the banking sector. The share of assets deposited with the banking sector in the total amount of assets declined from 31.4 % to 19.8 % in 11 months of 2002 (from 38.8 % to 34.4 % without Sberbank).
About 94 % of the banks engage in crediting of NBS. The share of Sberbank in the amount of loans to NBS makes about 30 %, more than fivefold exceeding the share of the second largest lender Alfa-bank. This ratio was formed due to the domination of Sberbank in the segment of Ruble denominated loans, where its share made 37.2 % as on December 1, 2002. In the segment of forex denominated crediting, the gap between Sberbank and its competitors is not so perceptible. The Sberbank share is 14.8 %, while Vneshtorgbank accounts for 9.9 %. The share of Sberbank in forex denominated credits is somewhat higher in the case only credits granted to resident enterprises are taken into account (16.8 %).
In contradistinction to 2001, in 2002 the growth in forex denominated loans outpaced increase in the Ruble denominated credit portfolio. Therefore, the share of forex denominated credit in the currency structure of loans to NBS has increased. While in the beginning of 2002 this share in the total amount of loans to NBS made 32 %, in December it was 34.3 %, correspondingly, the share of Ruble denominated loans decreased from 68 % to 65.7 % (without Sberbank the share of forex denominated loans in the credit portfolio increased from 39.5 % to 41.3 %). At the same time, changes in the ratio between Ruble and forex denominated loans occurred at the background of actively expanding crediting of both types.
Granting forex denominated loans, banks had more and more orient toward the resources of Russia's enterprises and individuals (see Fig. 1). While before the crisis of 1998 the total amount of bank liabilities related to non-residents exceeded the amount of forex denominated loans granted to resident non-banks, in the end of 1999 these indicators became equal, and by the end of 2002 banks' forex denominated liabilities related to non-residents made only 58 % of the amount of forex denominated loans to resident non-banks. In 2002, among factors allowing banks to expand forex denominated crediting of NBS it is necessary to singleout a growth in time forex denominated household deposits. The amount of forex denominated household deposits has increased by 49 % in US $ terms in 11 months of the preceding year.
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1- loans to resident enterprises

2- liabilities relating to non-residents

Fig. 1. Russian banks: forex denominated loans to resident enterprises and liabilities

relating to non-residents (US $ billion)

Since banks lack the possibility to attract sufficient resources from world financial markets, it inevitably results in more expensive credits for end borrowers. As Fig. 2 demonstrates, the level of interest rates on forex denominated deposits of individuals termed 6 months to 1 year fluctuated from 6.5 % to 8 % in 2002, while the LIBOR (up to 6 months) rate was below 2.5 %.
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1 - weighted average interest rates on forex denominated credits to enterprises (6 months to 1 year)

2 - weighted average forex denominated household deposit rates (6 months to 1 year)

3 - weighted average LIBOR interest rates (6 months)
Calculated basing on the data of CBR and Finmarket

Fig.2. Weighted average interest rates on forex denominated credits to enterprises (6 months to 1
year), forex denominated household deposits (6 months to 1 year), and LIBOR rates (6 monhts) in
2000 through 2002 (in %, taking into account refinancing).
Foreign Trade
Table 1
The average monthly world prices in December of the respective year
	
	1996
	1997
	1998
	1999
	2000
	2001
	2002

	Oil (Brent), USD / metric ton
	22,8
	17,8
	11,5
	24,1
	25,6
	19,0
	27,48

	Natural gas, USD / thous. m3
	3,093
	2,393
	2,251
	2,558
	8,713
	2,694
	4,873

	Gasoline, USD / metric ton
	0,6691
	0,5648
	0,3739
	0,6986
	0,7649
	0,5398
	0,836

	Copper, USD / metric ton
	2273,3
	1834,7
	1601,6
	1748,1
	1914,4
	1528,7
	1618,6

	Aluminum, USD / metric ton
	1459,9
	1535,5
	1305
	1470,7
	1562,5
	1346,3
	1376,2

	Nickel, USD / metric ton
	6920,0
	6099,0
	4202,0
	7984,2
	7315,4
	5219,5
	7255,0


Source: calculated in accordance to the data presented by London Metal Exchange (UK), International Oil Exchange (London)
The stable expansion of domestic demand in Russia, as well as cheaper food and agricultural imports, were factors behind the persisting high positive dynamics of the import of goods. In December of 2002, Russian imports reached the record high since March of 1998 - US $ 6.5 billion, what was by 16.1 % above the level registered in 2001.
As a result of higher rates of growth both in exports and imports, in December the Russian foreign trade turnover reached US $ 17.4 billion and exceeded the respective indicator of the preceding year by 26.1 %. It was the record high in the last 15 years.
The trend towards a decrease in the Russia's balance of trade observed over the last 2 years reversed in August. In December of 2002, the active balance of trade made US R 4.4 billion, what was by 69.2 % above the respective indicator of 2001.
In December of 2002, the amount of Russia's trade vis-a-vis CIS member countries made US $ 2.89 billion. Similarly to the situation of the preceding year, exports grew at a more rapid rate and by the end of the month reached US $ 1.65 billion thus exceeding the respective indicator of 2001 by 37.7 %. Imports grew by 17 % and made US $ 1.24 billion.
However, the dynamics of imports and exports vis-a-vis CIS member countries observed over the last months of 2002 permits to forecast that this year imports will grow at a faster rate (up to 5 % over the year), while in the preceding year the amount of Russia's imports declined by 5.5 %.
As concerns relations with Russia's CIS partners, it shall be noted that practical implementation of the Customs Union with Belarus is still braked due to disputes concerning customs duties.
Armenia and Russia singed the Agreement on customs cooperation in February of this year, what, no doubt, will positively influence the bilateral trade.
The creation of the common customs space in the framework of EvrAzEs is planned for year 2005, however, at the moment more than 60 % of customs duties are harmonized already. It shall be reminded that five countries - Belarus, Kazakhstan, Kirghizia, Tadzhikistan, and Russia - signed an agreement on the common customs space yet in 1999.
In the end of January, the Government submitted to the State Duma the draft law "On special protective, antidumping, and countervailing customs duties on imports." The new law shall replace the current law "On measures aimed at the protection of the RF economic interests relating to foreign trade with goods," which does not agree with the WTO regulations. The law, adopted in 1997, for instance stipulates that such definition as "heavy damage" may be applied not only in the case of dumping on the part of producers, but also if domestic producers are squeezed out of the market as a result of fair competition.
Moreover, the law fails to distinguish between state intervention measures depending on the concrete circumstances. At the same time, according to the basic WTO document - the General Agreement on Tariffs and Trade - antidumping measures shall be applied basing on the results of respective investigations, while protective measures (simple import duties) shall be introduced only in order to create more favorable conditions for residents.
Russia started to conduct investigations against undesirable imports (a usual practice of developed countries) in 2000; the first investigation concerned import of Ukrainian pipes. In 2002, there were introduced antidumping import duties on Ukrainian and Kazakh galvanized rolled products. The Ministry for Economic Development has found that in 2001 Ukrainian and Kazakh producers were selling rolled stocks at prices, which were 15 % to 16 % below world levels. Temporary antidumping duties were introduced with regard to these producers for the period of investigation. In the end of 2002 the Governmental commission on protective measures in foreign trade recommended the Government to turn temporary duties in permanent ones and set them at 24.3 % of the customs value of steel for Ukrainian producers and 13.6 % for Kazakh producers.
The new law sets forth certain definitions not stipulated previously by the Russian legislation, for instance, "similar goods," "dumping margin," "countervailing measures," since such definitions are necessary in order to conduct objective antidumping investigations.
The bill sets forth detailed regulations governing such investigations. An important innovation is fixed terms of investigation. For instance, according to the bill, the Government should take the decision on the introduction of protective measures within 14 days after the authorized agency (the Ministry for Economic Development) submits its report on the results of the investigation.
The draft law sets forth three types of reaction to undesirable imports. In the case import of a commodity sharply increases, there may be introduced special protective measures (special duties and import quotas). The term for which temporary special duties may be introduced for the period of investigation shall not exceed 200 days. In the case it is found that imports damage the Russian economy, duties or quotas may be introduced for a period up to 4 years.
In the case dumping is detected (export prices are below the respective price on the domestic market), there shall be introduced antidumping duties, which shall be added to the usual import duty. At last, in the case it is found that respective governments subsidize their importers there may be introduced so called countervailing duties set in accordance with estimated amounts of subsidies. The terms of antidumping and countervailing duties shall be 5 years.
Yet another law, which shall be approved in the framework of negotiation process relating to Russia's accession to WTO is the law "On the state regulation of foreign trade operations." The respective bill will be submitted to the State Duma in the nearest future.
The government bill contains a large number of innovations in comparison with the present version of the law. For instance, the draft law stipulates that no decisions concerning regulation of foreign trade operations shall not be approved without consultations with the business community. Besides, all respective decisions shall be made public before the approval. The new law defines the procedures governing the approval of retaliatory measures against discriminatory decisions on the part of RF foreign trade partners. A large section is dedicated to trade in services. This section shall fully correspond to the respective WTO regulations.
Therefore, Russia is practically ready to join WTO and made for it everything it could. All necessary laws are submitted to the State Duma. The market access terms are normal. However, Russia's opponents still adhere to the other point of view. Such problems as price determination relating to energy resources, levels of tariff protection and state subsidizing of agriculture, as well as the degree of the openness of the service market are still the stumbling blocks. It seems that the negotiations go on in circles. Opponents ask the same questions as a year or five years ago.
Report based on the materials of the Institute for the Economy in Transition and own research.
� Because of the estimated data on GDP, the indices maybe subject to revision.


� The execution of the budget in terms of fulfilled (actual) financing is equal to the sum of the funds transferred to managers of budget funds, while the cash execution of the budget is equal to the sum of funds spent by managers of funds (i.e. without account of funds remained on their accounts).


� Monetary aggregate M2 was chosen basing on the conclusions made in IET studies: Arkhipov S., Drobyshevsky S. Modelirovaniye dinamiki inflyatsii v 1992 — 1997 gg. (Modeling inflation dynamics in 1992 through 1997) // Ekonomika perekhodnogo perioda. Ocherki ekonomicheskoi politiki postkommunisticheskoi Rossii, 1991 — 1997. M. IET, 1998; Drobyshevsky S., Kotovskaya A. Vnutrenniye aspecty denezhno-kreditnoi politiki Rossii (Internal aspects of the Russia's monetary policy). Nauchnye trudy IET, No. 45R. M.: IET, 2002. Both series (of the price index and money supply) are integrated series of the first order. The Johansen test for cointegration is in favor of the hypothesis about the existence of one cointegration relationship between the observed variables (taking into account the linear trend). The evaluated relationship looks as follows: Pt = aM2t +bTrend


� Here and below without banks under ARCO management.





