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For the week ending May 14, 2004

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

Highlights 

· Announcement of MOF Department Heads and FFMS Deputies

· CBR Revokes Sodbiznesbank’s license

Key Economic Indicators

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

	RUB/USD (MICEX UTS) (changes in %)
	RUB 29.0608
	-0.38
	0.86
	6.20

	RUB/EUR – official (changes in %)
	RUB 34.5030
	1.75
	6.30
	3.32

	Monetary Base* (changes in %)
	RUB

1497 bn
	-0.3
	-7.5
	48.4

	CPI**


	1
	NA
	4.6
	10.35

	International Reserves*

(USD billions) 
	83.4 
	0.7
	5.6
	22.6

	RTS Index

(changes in %)
	596.87
	-0.7
	5.2
	32.5

	Urals Crude (changes in %)*
	USD 33.2
	8.2
	21.1
	52.9

	JPMorgan EMBI+ RUS spread (changes in bp)
	318
	-31
	61
	10

	CBR Time Deposits

4-week term

(changes in bp)
	2.16
	16
	N/A
	N/A

	Stabilization Fund (RUB billions)***
	171.3
	N/A
	171.3
	N/A


*For one week prior.

**For the month of April 2004

***As of May 1, 2004

Economic Developments

According to Finance Minister Aleksey Kudrin, the stabilization fund may finish the year above RUB 384 billion. High world oil prices contribute to the fast accumulation of the funds.

On May 13 Minister Kudrin approved the new organizational structure of his agency.  From now on it will consist of 11 new departments.  Four departments will be responsible for the unified budget policy: the Department of Budget Policy, headed by Aleksey Lavrov, the Department of Budget Policy in the Branches of Economy and Social Sphere, headed by Vladimir Belov, the Department of Budget Policy in the Spheres of State Military and Law Enforcement Services and State Defense Order, headed by Vera Chistova and the Department of Inter-budgetary Relations, headed by Anton Siluanov.  The Department of Tax, Customs and Tariff Policies, headed by Mikhail Motorin, will be dealing with tax policy as well as the policy in the sphere of customs duties, including customs assessment of goods and vehicles.  The Department of Financial Policy (acting head Andrey Vorontsov) will be in charge of monetary policy, financial markets and regulation of insurance industry.  The Department of International Financial Relations, Government Debt and Government Financial Assets, headed by Sergey Kolotukhin will be responsible for the policy in the sphere of state debt, both domestic and foreign, as well as financial assets.  (Former Deputy Minister in charge of domestic debt Bella Zlatkis will quit from the Ministry, having worked there for over 30 years, at the end of May and join Sberbank as Deputy Chairman).  The Department for Regulation of State Financial Control, Auditor Activities and Accounting (acting head Tatyana Kulkina) will be responsible for policies in the spheres of accounting, financial and budget oversight, audit and financial monitoring.  The Department of the Federal Treasury, headed by Tatyana Nesterenko, will be in charge of budget execution.  (Effective 2005 it will become a separate Federal Service.)  Finally, the Administrative Department, headed by Sergey Vyazalov, and the Legal Department (acting head Sergey Mironchenko) will be supporting functioning of the Ministry.

The Head of the Federal Financial Markets Service (FFMS) Oleg Vuygin has proposed 2 candidates for the Deputy Head positions. Sergey Kharlamov was a member of the FCSM, while Bembya Khulkhachiev also was a member of the FCSM and back in 2002 left to work as the Head of the Expert Council of the stock exchange "RTS".  Currently, the Government considers the proposed candidates.  Earlier in April, the former president of the stock exchange "RTS" Vladislav Streltsov was approved in the new position of the FFMS Deputy Head.
Banking sector

According to Sergey Kamburov, Deputy Director of the Balance of Payments Department of the CBR, real effective ruble appreciation over the first four months of the year amounted to 6.1%.  This figure “does not quite well correspond” with the 7-% real effective appreciation target from the monetary policy strategy for 2004, Kamburov said.  He also reminded that real effective appreciation of the national currency unit attracts much attention at highest levels, since it has substantial impact on competitiveness of domestic producers, and expressed confidence that current changes in exchange rate policy would allow not to exceed the 7-% limit for 2004.  Kamburov also mentioned that monetary base increased over four months by just about 7%.  He considers it a big success given the exceptionally high oil prices.

Effective May 13, the CBR revoked Sodbiznesbank’s license and tried to introduce temporary administration in the bank (take it into receivership), but, for the first time after 1998 crisis, bank managers did not let CBR’s receivers in.  According to CBR's press release, the license was revoked because of incompliance with Federal banking legislation and CBR's regulations, repeated violations of the anti-money laundering law and taking into account submission by the Procuracy of Tatarstan.  In an interview, CBR First Deputy Chairman Andrey Kozlov said that “significant infringements” at the bank were discovered already at the end of 2003.  In particular, the bank performed a large volume of transactions that are usually used for tax avoidance, illicit export of capital and money laundering.  Moreover, according to Kozlov, the major part (RUB 1.85 billion) of the total bank equity (RUB 2.30 billion) was made of "improper assets".  As of April 1, 2004, Sodbiznesbank 's authorized capital was RUB 2.0 billion (unchanged since Nov. 2002), equity - RUB 2.317 billion, liabilities - RUB 4.8 billion, private deposits - RUB 2.27 billion (increased more than tenfold over 13 months) and balance sheet totaled RUB 7.1 billion.  Nominally, the bank belongs to six shell companies, but the CBR still does not know who are the ultimate beneficiary owners.  Finally, Viktor Zubkov, head of the Federal Service for Financial Monitoring, said on May 15 that about ten other banks were likely to lose their licenses soon for money laundering, but declined to give any specific name.
According to Vedomosti, within a month President Putin will sign a decree dismissing Vnesheconombank Chairman Vladimir Chernukhin.  Acting Finance Minister Kudrin wants his close friend and lately First Deputy Sergey Vyazalov to chair the bank, the newspaper claims, but there are at least three other contenders to the post.  However, on May 14 Minfin announced that Vyazalov had been appointed Director of the Administrative Department of the Ministry.

Fitch has assigned long-term national scale ratings to 13 Russian banks.  MDM Bank received an “A”, Eurofinance-Mosnarbank and Nomos Bank received “BBB”, Zenit got a “BBB-“, Absolut, Avangard, Moscow Bank of Reconstruction and Development, Probusinessbank and Uraltransbank receieved “BB+”, Ak Bars got a “BB”, BIN-bank – a “BB-“, and Centrokredit and Credittrust – “B+”.
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Financial markets

Forex Market

The dollar, driven by the appreciation against major world currencies, firmed against the ruble through most of the holiday-shortened week of May 10.  On Tuesday, May 11, the first banking of the week, the CBR prevented the dollar from surpassing the RUB 29/USD level with a bid at RUB 29.02.  However, the next day and through the rest of the week the CBR was not present in the market and the dollar gained about 5 kopeks on Wednesday, another couple on Thursday and stabilized around RUB 29.08 on Friday. For the week, the UTS dollar firmed 0.38% against the ruble on total MICEX volume of USD 2448 million.
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Eurobonds

ALROSA, one of the leading world diamond extractors and sellers, has announced plans to issue up to $800 million worth of 10-year Eurobonds this year. For the first time, ALROSA borrowed abroad last year by issuing 5-year Eurobonds. The money raised from this year issuance would be aimed at lowering the overall cost of borrowing of the company.  ALROSA is a closed stock company, 37% of which belongs to the Federal Ministry of State Property, 32% - to the Ministry of State Property of the Sakha Republic, 8% - to Sakha municipalities and the remaining 23% are in the hands of ALROSA employees.

After a sharp fall in the beginning of May, the Russian Eurobonds segment corrected upwards last week. The most liquid Russian Euro-30 yield was down from the 8.6% p.a. seen a week before to 8.25% p.a. last week. The EMBI Russia spread narrowed by 31 point down to 513 points.

	COMPONENT
	COMPONENT SPREAD & DATE
	SOVEREIGN RATING

	JPMorgan’s
	05/14/04
	05/07/04
	04/14/04
	05/09/03
	S&xP
	Moody’s
	Fitch

	EMBI Russia
	318
	349
	251
	328
	BB+
	Baa3
	BB+

	EMBI+
	512
	541
	435
	574
	N/A
	N/A
	N/A

	EMBI Brazil
	706
	757
	593
	809
	B+
	B2
	B+

	EMBI Mexico
	211
	230
	177
	231
	BBB-
	Baa2
	BBB-

	EMBI Turkey
	517
	516
	319
	771
	B+
	B1
	B+
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Interest/Bond Market

Bonds/Bills

There were no government bond auctions or additional placements during the week.

The yields on the secondary OFZ/GKO market continued to increase last week. The selling pressure came as a result of the weakened ruble. Trade volumes were low throughout the week.

Overnight rates

The ruble liquidity lowered further down during the last short week. The sum of banks’ balances on correspondent accounts with the CBR fluctuated in the narrow range of RUB 154-165 billion. The average balances dropped from RUB 172 billion a week before to RUB 161 billion last week. The rates on the overnight ruble market remained on average levels throughout the week with the MIACR being in the range of 4.3-5.9% p.a.
Stock Market
The Morgan Stanley Capital International has announced that starting from May 28, 2004, the shares of Sberbank will be included in the MSCI Russian index. The share of each company in the index is determined by the company's free-float shares' market value. The total number of companies in the index would increase to 12 with Sberbank. The inclusion of the company in the index is in most cases considered to be a positive event as the demand for such shares increases for index based investors. Following the announcement, the Sberbank share price increased by 8.8% on Wednesday. 

The Russian stock market started the week down and on Tuesday the RTS index closed at 577 points - the level at the end of 2003. During the next 3 trade sessions the market slightly corrected upwards on lower than average trade volumes. The RTS index was down by 0.7% for the week, which contributed to the 5-week market slide.
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International Reserves and Monetary Base

After a six-week decline, Russia’s international reserves were able to gain USD 700 million or 0.9% and totaled USD 83.4 billion as of May 7, 2004.

The monetary base was slightly down, losing RUB 3.8 billion (0.3%) and stood at RUB 1496.5 billion as of May 11, 2004.


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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