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For the week ending June 11, 2004

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

Highlights 

· Credit Bureau Law Update

· Banking System Nerves

Key Economic Indicators

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

	RUB/USD (MICEX UTS) (changes in %)
	RUB 29.0424
	0.14
	1.01
	5.10

	RUB/EUR – official (changes in %)
	RUB 35.0193
	1.39
	4.90
	2.33

	Monetary Base* (changes in %)
	RUB

1516 bln
	1.5
	8.9
	43

	CPI**


	0.7
	NA
	NA
	10.24

	International Reserves*

(USD billions) 
	85.6 
	0.2
	7.8
	21.3

	RTS Index

(changes in %)
	566.83
	-0.1
	-0.1
	21.9

	Urals Crude (changes in %)*
	USD 35.8
	-0.1
	30.4
	36.8

	JPMorgan EMBI+ RUS spread**** (changes in bp)
	288
	-4
	31
	7

	CBR Time Deposits

4-week term

(changes in bp)
	2.27
	18
	N/A
	N/A

	Stabilization Fund (RUB billions)***
	199.1
	N/A
	199.1
	N/A


*For one week prior.

**For the month of May 2004

***As of June 1, 2004

****As of June 9, 2004

Economic Developments

The State Duma passed the law "On the Credit Bureaus" in the first reading. This law provides the basis for the creation of the credit bureaus and credit history databases. It is stipulated that the information would be released to the banks only with the consent of the borrower. Currently, the absence of such system is an impediment to the development of the low-risk and effective mortgage and consumer credit system.

The Federal Financial Market Service (FFMS) announced that it would conclude the creation of the new department on control over the investment of the pension resources in 2 weeks.

The State Duma didn't pass the law "On the insider trading" in the first reading last week. The text of the law has been proposed by the old Duma. At the same time, the Head of the FFMS Oleg Vyugin declared the creation of this law as one of the priorities of the Service. 

Banking sector

Effective June 15, the CBR reduced the refinancing rate from 14% to 13%.  In addition to this mostly symbolic move the CBR extended its “lombard” list, i.e. the list of securities accepted as collateral in repo deals, to include sub-Federal bonds with at least BB rating from S&P and Fitch or at least Ba2 – from Moody’s.  Most importantly, the mandatory reserve norms for ruble deposits of legal entities as well as both corporate and retail deposits in foreign currency were cut from 9% to 7%.  This is expected to free up about RUB 20 billion.  Finally, the CBR lowered the rate on its overnight loans as well as overnight currency swaps to 13%.  All the above steps were taken in order to ease the tension in the interbank ruble loan market.

On June 11, right after the above mentioned measures had been taken, CBR Chairman Ignatiev met with President Putin.  Chairman Ignatiev told the President that while combating legalization of illicit proceeds the CBR often has to take strong measures.  Thus, in May the CBR had to revoke a banking license, which, “unfortunately”, caused “certain nervousness on the Moscow interbank loan market”.  That was a purely psychological phenomenon, Ignatiev asserted.  President Putin in response called upon Chairman Ignatiev “to act cautiously”, adding that he hoped the CBR would not conduct any instantaneous mass “cleaning out” of the banking system.  Ignatiev informed that the same morning the CBR Board approved all the regulations supporting the new currency regulation bill, and that most of those regulations would come into effect simultaneously with the bill, on June 18.  He also assured the President that even if the outflow of speculative capital increases after interest rates on the world market rose that might not have substantial negative impact on Russia’s financial system.

As of June 9, 424 out of about 1300 in total banks operating in Russia had applied to the Deposit Insurance System, the CBR announced on its website.

On June 8 Master-bank, a representative of the second tier of Russian banks, successfully made a coupon payment and bought back RUB 338 million-worth of its two-year bonds maturing in June 2005.  The total volume of the issue, organized by IBG Nikoil (now merged into UralSib Financial Corporation) is RUB 500 million.  According to the public offer, buyback orders were to be submitted May 18-23, but a number of investors decided to sell after the deadline, amidst the liquidity squeeze.  “Master-bank evinced good will by accepting the late orders,” Oleg Yelshin, Managing Director of UralSib stressed.

On June 9 Probusinessbank placed in full the fourth bond issue worth RUB 800 million at face value.  The demand for the issue totaled RUB 897 million, the bank reports.  The rate on the first coupon was set at the auction at 13.05%, which translates into 13.7% p.a. yield to the 9-month put.  According to the prospectus, the bond matures in 548 days; the rates on the second and third coupons are equal to the rate on the first one, i.e. 13.05%, and the rates on the 4-6-th coupons will be 12.05%.  Probusinessbank says the proceeds will be used for SME lending.
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Financial markets

Forex Market

The RUB/USD rate remained virtually unchanged for the week thanks only to the CBR’s support, as the liquidity squeeze prompted banks to sell foreign currency. For the week, the “tod” UTS dollar inched down 0.14% against the ruble on a total MICEX volume of USD 3806 million.

[image: image3.emf]INFLATION, 12-month rolling average

10

11

12

13

14

15

16

17

JUNJULAUGSEP

OCTNOV

DECJANFEBMARAPRMAY

current 12 months previous 12 months


Prices 

No data release.
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Eurobonds

After falling during the previous week, the Russian Eurobond market was able to post some gains last week. EMBI Russia narrowed to 288 from 292 recorded a week prior. 

	COMPONENT
	COMPONENT SPREAD & DATE
	SOVEREIGN RATING

	JPMorgan’s
	06/09/04
	06/04/04
	05/14/04
	06/13/03
	S&P
	Moody’s
	Fitch

	EMBI Russia
	288
	292
	318
	281
	BB+
	Baa3
	BB+

	EMBI+
	484
	493
	512
	523
	N/A
	N/A
	N/A

	EMBI Brazil
	650
	667
	706
	727
	B+
	B2
	B+

	EMBI Mexico
	210
	213
	211
	226
	BBB-
	Baa2
	BBB-

	EMBI Turkey
	456
	478
	517
	705
	B+
	B1
	B+
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Interest/Bond Market

Bonds/Bills

The tense situation with ruble liquidity forced market players to sell OFZ issues from their portfolios.  The sales were not aggressive however - trade volumes were at very low levels throughout the week. There were no government bond auctions last week.

Overnight rates

Ruble liquidity dropped last week and the sum of banks’ balances on correspondent accounts fluctuated on the low level in the range of RUB 142-163 billion. The average sum of balances was down from RUB 166 billion a week prior to RUB 153 billion during the last week. The overnight rates were up in the beginning of the week with the MIACR being on the level of 12.14% p.a. on Tuesday but later on the week the situation eased and MIACR dropped down to 6.32% p.a. – still a higher than average level. 

Stock Market
The Russian stock market traded higher at the beginning of the week, but later gave back all of its gains. The stock market was again mostly affected by the uncertainty with the YUKOS case and the concerns with liquidity in the banking system. The RTS index decreased by 0.12% for the week on lower than average volumes.
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International Reserves and Monetary Base

Russia’s international reserves continued to increase but at a slower pace - the reserves were up by USD 200 million or 0.2% for the week to total of USD 85.6 billion as of June 4, 2004.

The monetary base increased by 1.5% and totaled RUB 1515.6 as of June 07, 2004.


EXPLANATORY NOTES

1. EXCHANGE RATES:  There are 3 dollar instruments traded at the Moscow Interbank Currency Exchange (MICEX): USD/RUB_UTS_TOD, USD/RUB_UTS_TOM and SWAP_USD/RUB_UTS_TOD_TOM.   Minimum lot size for the first two is USD 1,000 and for the latter - USD 100,000.  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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