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For the week ending January 16, 2004

Treasury Attache’s office, U.S. Embassy Moscow

Highlights 

· CBR alters capital reserve requirements for banks
 

· CBR lower refinance rate to 14%

· MinFin to expand domestic debt issuance in 2004

Key Economic Indicators

	Indicators
	Level
	chg 1 week
	chg since Jan. 1
	chg 12 months

	RUB/USD (MICEX) UTS (changes in %)
	RUB 28.8057
	1.17
	1.73
	10.47

	RUB/EUR (changes in %)
	RUB

36.5846
	0.40
	1.40
	-8.38

	Monetary Base* (changes in %)
	RUB 1371.9 bln
	-1.91
	-1.45
	48.78

	CPI


	NA
	NA
	NA
	NA

	International Reserves*

(billions)
	USD 78.9 
	 USD 1.8
	  USD 1.1
	31.1

	RTS Index (changes in %)
	593.35
	-0.67
	4.60
	64.42

	Urals Crude (changes in % )*
	USD 28.61
	4.3
	4.3
	-1.5

	JPMorgan EMBI+ RUS spread (changes in bp)
	237
	5
	-20
	-175

	CBR Time Deposits 

Two-week term

(changes in bp)
	1.35%
	-15
	-15
	


*For one week prior

Economic Developments

The Finance Ministry's plan for issuance of domestic government debt for 2004 was approved by the government. The MOF announced plans to attract up to RUB 259 billion (as specified in the 2004 Budget Law) through debt issuance in 2004; of which up to RUB 118 billion for refinancing maturing domestic debt and up to RUB 141 billion in new cash. The announcement also included the restructuring of debt owed to the CBR into marketable securities in the amount of RUB 70 billion and the introduction of savings bonds.

	Security Type
	Nominal

(RUB billion)
	Maturity
	Comment

	GKO
	41
	12 months (
	Discount

	OFZ
	220
	5 yr ( 18 yr
	Coupon

	GSO
	30
	TBD
	Savings Bonds

	Restructured
	70
	TBD
	Debt to CBR


  The main purpose of this new debt, given the current and expected budget surpluses, is to continue to develop and deepen the domestic debt market.  Ruble-denominated government bonds currently only make up 15% of total state borrowing, but by 2006 their share is projected to increased to 25% of total debt.  The GSOs are designed for investors (primarily the Pension fund) who plan to hold the debt securities in their portfolios for the prolonged periods of time or till the maturity.   More specific details about these new instruments will be available from MinFin in a few weeks.  The issued OFZs will be weighted toward longer-term bonds, primarily maturing in 2012 and 2018. 

At the same time, the Government has ordered the Finance Ministry and the CBR to come up with a plan for the further development of the domestic government debt market by March 15.   This plan would likely include proposals to increase liquidity in short and medium-term bonds as well as to increase the attractiveness of this market to the different groups of market players.  Currently, the market is dominated by large institutional investors such as the State Pension Fund and banks with partial state ownership, such as Sberbank and Vneshekonombank.

The Russian Federal Property Fund announced a planned sale of the 2.05% stake (568,777 shares) in the Avtovaz company (the largest car manufacturer in Russia).  The bidding process will last from January 27 to February 20, with a mandatory opening bid price of USD 27.66/share.  The results will be announced on March 12, 2004.  The process of state disinvestment from major Russian companies is usually perceived as a positive development, but in the short-term, the increased supply of shares can have a negative impact on secondary market prices.

The rating agency Moody's has increased the foreign debt rating of the city of Moscow up by one step from "Ba2" to "Ba1" last week, explaining the decision by the increased growth rate of the city's economy.  However, the decision brought slight disappointment to the optimists who were counting on a two-notch increase to the Russian sovereign "Baa3" level, which is the lowest investment grade.  Nevertheless, the rating increase is good news for the city, as it plans to issue Eurobonds later this year. (See Eurobonds section) 

The Central Bank decreased the Refinancing Rate last week from 16% to 14%.  The last time the rate was cut was June 2003, also by two percentage points.  In Russia, this rate is not the market rate: it is the interest rate that the CBR uses for crediting banks in the form of refinancing.  Market rates are more affected by the CBR deposit rates.  However, the decrease does reinforce the trend toward lower interest rates throughout the financial system.  

Banking sector

On January 14, the CBR’s Board of Directors approved amendments to the Instruction No1 (On Mandatory Norms for Banks).  The main change is to require banks to compute the capital adequacy norms on a daily basis, instead of monthly.  (The monthly system was seen as open to abuse in the 30-day period between mandatory reports.)  In addition, a range of specific norms will be changed in such a way as to reduce mandatory amounts of capital and lower the degree of associated risk in certain categories.  This is seen as compensating somewhat for the greater burden of daily calculations.  Taken as a whole, these changes bring the CBR's oversight system closer to international practice.  The detailed changes in the new  instructions follow: the "N" designations are simply the identifying numbers of each norm.

1) Maximum risk per creditor/depositor (N8), maximum risk per shareholder (N9), maximum risk per insider (N10), maximum liability to nonresident bank/financial organization (N11.1), the use of capital for purchase of a stake in single legal entity (N12.1), risk of own veksels (N13) and liquidity for operations with precious metals (N14) norms have been eliminated.

2) The norm for instant liquidity (N3) was lowered from 20% to 15%, and the norm for current liquidity – from 70% to 50%.

3) When calculating capital adequacy norms, claims on banks from “the group of developed countries” with term up to 90 days are placed into the III risk category, with term longer than 90 days – into the IV category.  Credits and deposits and other funds (precious metals included) placed in resident banks for up to 30 days, as well as credits secured with a contracting party’s deposit, are attributed to the IV risk category.  The risk coefficient for the IV category is lowered from 70% to 50%.  There is a clarification for syndicated loans, which will be broken down into three categories.  Risk related to claims of persons affiliated with the bank is assessed with a coefficient 1.3.

4) Demand deposits are taken into account when calculating “highly liquid” and “liquid” assets, while demand credits are excluded from this calculation.  Only those assets that, according to CBR’s regulation regarding loss provisioning belong to I or II quality categories, may be considered  “highly liquid” or “liquid”.  Assets and liabilities are subject to netting with counterclaims of correspondent organizations on NOSTRO and LORO accounts.  When calculating the N6 norm (maximum risk per single borrower or a group of affiliated borrowers) for correspondent banks, funds in correspondent accounts in these banks are accounted for.  Besides the loans given to a borrower, securities from trade and investment portfolios issued by the borrower are taken into account when calculating N6, if only these securities were not excluded from capital calculation.  Risks on direct and reverse REPOs are also accounted for in mandatory norms calculation.

Banks will have to do these calculations on a daily basis and report to the CBR every single case of non-compliance with every single norm.  The CBR may apply sanctions to the bank, which was not compliant with any of the mandatory norms in any five or more days within a period of 30 consecutive banking days.  The instruction will come into force on April 1, 2004 (provided it passes registration at the Ministry of Justice).

Also on January 14, the CBR’s Board approved a directive regarding the assessment of financial soundness of banks seeking to enter into the new deposit insurance system.  In assessing financial soundness, the CBR will look at the following groups of norms and indicators: capital (adequacy and quality), assets (quality of loans and assets; the share of delinquent loans; loss provisioning; credit risk concentration), quality of management (ownership structure transparency; risk management system and internal controls, including the function of combating money laundering and terrorist financing) and liquidity (the ratio of highly liquid assets to attracted funds; instant, current and total liquidity; the structure of attracted funds; dependence on interbank market, own veksels, non-bank loans and mandatory reserves risks; risk per large creditor/depositor).  An applicant bank will be awarded points (from 1 to 4, 1 being the best) for each group of norms.  If bank gets not more than 2.3 points average for each group, it will be considered sound enough for admittance into the deposit insurance system.

The other document approved by the CBR’s Board on that date describes the procedures related to entry into the deposit insurance system (application, second application for those not admitted from the first attempt, etc.).

On January 6 the GOR issued a decree appointing the Board of Directors of the new Deposit Insurance Agency.  It will include the following officials: Aleksandr Braverman, First Deputy Property Minister; Anton Danilov-Danilyan, Chief of the Economic Department of the President of the Russian Federation; Arkady Dvorkovich, Deputy Economics minister; Bella Zlatkis, Deputy Finance minister; Anton Siluanov, Deputy Finance minister; Aleksey Ulyukaev, First Deputy Finance ministry; Sergey Shulgin - Deputy Tax minister, Sergey Ignatiev, CBR Chairman; Andrey Kozlov, First Deputy CBR Chairman; Gennady Melikian, Deputy CBR Chairman and Head of Chief Inspectorate for Credit Organizations; Mikhail Sukhov, Director of CBR Licensing and Financial Rehabilitation Department; Mikhail Golubev - Director of CBR Legal Department.  Ulyukaev is nominated to chair the Board, Aleksandr Tourbanov, currently General Director of the Agency for Restructuring Credit Organizations, - to become General Director of the Deposit Insurance Agency.

Meanwhile, Kommersant-Daily reported that Anton Danilov-Danilyan, head of the President’s economic department had sent a letter to the GOR proposing to amend the recently-passed deposit insurance law so that the maximum fully-insured deposit goes down from R100 thousand to R20 thousand, with deposits between R20 thousand and R100 thousand to be insured at 90%.  If this report is true, the GOR is likely to be opposed to such a proposal.  Instead, as we wrote before, the GOR promised to draft an amendment that would exclude deposits opened in Sberbank after the new law came into force from full coverage.

Effective January 12, just few a days before the CBR announced the new reduction of the refinancing rate, Sberbank lowered its rates on ruble deposits by 1-2 percentage points.  The rate on demand deposits went down from 2% to 0.1% p.a.  Rates on dollar deposits remained unchanged.  Other commercial banks are likely to follow Sberbank. 

The CBR has registered Vneshtorgbank’s fourth ruble bond issue, worth RUB 5 billion at face value.  The term of this issue is 1,820 days (five years), and the bonds have 10 semiannual coupons.  The rate on the first coupon will be determined at the placement auction, the rate on the second will be the same as the first, and the rates on all the rest will be set by VTB.  VTB placed its first ruble bond issue worth RUB 1 billion in May 2000, the second, worth also RUB 1 billion, was placed in April 2002 and is still in circulation.  The third issue, worth RUB 2 billion, was placed in February 2003.
[image: image2.emf]RTS weekly

0

5

10

15

20

25

1/12/2004 1/13/2004 1/14/2004 1/15/2004 1/16/2004

USD mln

588

590

592

594

596

598

Trading Volume RTS Index


Financial markets

Forex Market

The dollar retreated by a few kopeks at the beginning of the week, and through Thursday was traded in a narrow band around RUB 28.8680 -- RUB 28.8900 per USD, close to where the CBR kept its bid, although without the need to intervene much.  On Thursday, though, the dollar slightly strengthened, supported by the announcement about the refinancing rate reduction to 14%, which makes ruble-denominated assets less attractive.  However, on Friday, CBR Deputy Chairman Vyugin said that in future the CBR would limit its interventions on the currency market focusing on inflation rather than the exchange rate, and although this statement revealed nothing new, it, along with the absence of the CBR in the market (probably only because due to MLK holiday observed in the U.S. on January 19 there was no UTS-tom session where the official rate for the next day is set, so it would have remained unchanged anyway) had a significant impact on trades, so the dollar weakened by another 8-9 kopeks.
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Prices 

No new data available this week.

[image: image4.emf]EMBI+ Spreads

100

200

300

400

500

600

700

800

11/29/2002 12/29/20021/29/2003 2/28/2003 3/29/20034/29/2003 5/29/20036/29/2003 7/29/20038/29/20039/29/2003 10/29/2003 11/29/2003 12/29/2003

bps

EMBI+ EMBI+ Mex EMBI+ Rus

.


Eurobonds

Gazprombank successfully completed the additional issuance of USD 300 million of Eurobonds last week.  The bonds mature in 2008 and the par coupon rate was 7% p.a.  The initial placement of this bond issuance took place in October 2003 on the total amount of USD 750 million.  This was the first corporate Eurobond placement this year.

Following Gazprombank, the AFK (Joint Stock Financial Corporation) "Sistema", which owns more than 50% of the major mobile telephone service provider MTS, placed USD 350 million of Eurobonds with a coupon rate of 8.875%.  The bond is puttable in 2007 and matures in 2011.  The placement was done successfully and demand considerably exceeded supply.  The placement was done for the purpose of refinancing the short-term debt of the company.

The City of Moscow announced that it plans to make a Eurobond placement for a total amount of Euro 400 million in the second half of 2004 for the purpose of refinancing its older debt papers.

The Russian Eurobonds market was stable last week.  Prices were stable in a narrow range. 

	COMPONENT
	COMPONENT SPREAD & DATE
	SOVEREIGN RATING

	JPMorgan’s
	01/16/04
	01/09/03
	12/15/03
	01/06/03
	S&P
	Moody’s
	Fitch

	EMBI Russia
	237
	232
	258
	412
	BB
	Baa3
	BB+

	EMBI+
	404
	388
	433
	709
	N/A
	N/A
	N/A

	EMBI Brazil
	436
	406
	495
	1274
	B+
	B2
	B+

	EMBI Mexico
	191
	187
	211
	300
	BBB-
	Baa2
	BBB-

	EMBI Turkey
	308
	300
	318
	699
	B+
	B1
	B
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Interest/Bond Market

Bonds/Bills

After a week of impressive growth at the beginning of the year, the secondary OFZ/GKO market stabilized last week. The longest OFZs yields were up to 7.7-7.8% p.a. compared to 7.65-7.7% p.a. which they showed a week before. The Finance Ministry has made the additional placement of several OFZ issues on the total sum of RUB 857.6 million.
Overnight rates

Balances on banks' correspondent accounts at the CBR went down over the week from RUB259.8 million to RUB216.4 million, spilling over into CBR deposits, such that the overall “snowball” of idle ruble liquidity overhanging the money market remained at around RUB450 million.  Overnight ruble loan rates were low all through the week (the rate on actual interbank deals, MIACR, fluctuated around 0.5-0.9%). 

Stock Market
There was no clear-cut trend on the stock market last week. The RTS index fluctuated in a narrow range of 1.5% throughout the week, while trading activity remained at moderate levels.  Market participants showed an interest in second-tier shares instead of the overheated blue chips.  The RTS index was down by 0.67% in dollar terms for the week.
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International Reserves and Monetary Base

The international reserves of the CBR and Finance Ministry were up by 2.34% and reached a new maximum of USD 78.9 billion as of January 9, 2003.  Taking into account the three-month time lag of the return of the export proceeds as well as rather high world prices of oil during the 4Q of last year, the continued increase in the reserves is not surprising.

After a five-week period of growth, the monetary base decreased by RUB 26.7 billion, to RUB 1371.9 billion. After the seasonal boost at the end of the year the quantity of rubles in circulation decreased.

EXPLANATORY NOTES

1. EXCHANGE RATES: SELT - "System of Electronic Lot (currency) trading" -- a computer based OTC-style trading system organized by the Moscow Interbank Currency Exchange (MICEX).  MICEX Unified Trading Session (UTS) is the one in which exporters have to sell repatriated currency. Minimum lot size for each of the dollar instruments is USD100,000.  Average price is quoted as the weighted average of all actual deals entered into the system by various banks.

2. INTEREST RATES: Moscow InterBank Actual Credit Rate is calculated as the average-weighted rate on the volume of actual transactions in interbank loans by commercial banks.

3. STOCK INDICES: The RTS index is the only official indicator of the Russian Trading System.  It is calculated every 30 minutes of the RTS trade session, starting at 12:00.  It comprises 60 shares of 35 leading companies.  These shares are included in so-called Category "A" listings.  The index indicates over-the-counter stock prices.  The index represents the ratio of the total market capitalization of the shares of the companies selected for the index to the total market capitalization of the same shares as of the initial date multiplied by the index value as of the initial date (31 December 1997) using a base of 100 beginning September 1, 1995.  The ruble-adjusted index is a derivative of the main dollar index, using the same base.  The MICEX index is calculated by the stock section of the Moscow Interbank Currency Exchange and is based on the price fluctuations of 17 shares of the MICEX's first and second listings.

4. INTERNATIONAL RESERVES OF THE RUSSIAN FEDERATION represent the amount of reserve assets of the Bank of Russia and Finance Ministry.  Those reserve assets are comprised of monetary gold, special drawing rights, the reserve position in the IMF and other liquid foreign assets.  The latter include short-term deposits in non-resident and resident banks, balances in current accounts, foreign government securities, repo agreements with these securities made with non-residents, and other liquid assets (accrued interest on these assets is not included).  Monetary gold is evaluated at a floating rate, revised periodically, but not always reported immediately.  Foreign currency assets are converted into U.S. dollars on the basis of the cross rates of foreign currencies to the dollar, calculated using the official rates of the ruble to these foreign currencies, as set by the CBR.

5.  MONETARY BASE (M1) is comprised of cash and reserves of commercial banks on deposit in the CBR.  It is the basic part of the money supply (M2).

6. Lombard Credits, distributed through auctions, are aimed to provide liquidity to the banking sector.  These credits are extended to banks on the basis of collateral.

7. JPMORGAN EMERGING MARKETS BOND INDEX PLUS (EMBI+) tracks total returns for traded external debt instruments in the emerging markets. The instruments include external-currency-denominated Brady bonds, loans and Eurobonds, as well as U.S. dollar local markets instruments. The EMBI+ may be separated into individual components (such as by sovereign issuer). The source of all EMBI+ data in this publication is JPMorgan.

8.  CBR TIME DEPOSIT RATE  is set by periodic auctions held by the CBR that allow banks to hold money there at fixed terms for interest.  The interest rate is set by the auction process, but the CBR sets the terms, which range from one week to several months and are not always the same at each auction.  The benchmark time-deposit rate we will try to use is the shortest one.  These auctions are not necessarily held on a regular weekly basis, so some data related to this indicator may not always appear in the Financial Weekly.  
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