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For the week ending May 28, 2004

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

Highlights 

· GOR approves limits for natural monopoly price increases for the next 2 years

· CBR revokes the license of Novocherkassk City Bank

· RTS index down by 7% for the week

Key Economic Indicators

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

	RUB/USD (MICEX UTS) (changes in %)
	RUB 28.9756
	-0.06
	1.15
	5.39

	RUB/EUR – official (changes in %)
	RUB 35.2689
	-2.04
	4.22
	3.02

	Monetary Base* (changes in %)
	RUB

1515 bln
	0.6
	8.8
	45.2

	CPI**


	1
	NA
	4.6
	10.35

	International Reserves*

(USD billions) 
	83.2 
	0.5
	5.4
	20.1

	RTS Index

(changes in %)
	583.17
	-7.0
	2.8
	24.9

	Urals Crude (changes in %)*
	USD 36.6
	4.6
	33.3
	41.8

	JPMorgan EMBI+ RUS spread (changes in bp)****
	292
	-1
	35
	1

	CBR Time Deposits

4-week term

(changes in bp)
	2.5
	13
	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

**** As of May 26, 2004

Economic Developments

According to the Head of the Macroeconomic Forecasts Department of the Ministry of Economic Development and Trade Andrey Klepach, the GOR will consider the increase of the official GDP forecast on June 10, 2004. Currently, the forecast is 6.4% GDP growth for the year. According to Mr. Klepach, the forecast would still remain quite conservative which would allow to take into account the potential risks. At the same time, Mr. Klepach announced that preliminary GDP growth, y-o-y, during the period January-April was up at 8%.

The GOR approved the limits for natural monopoly price increases for the next 2 years. The limit for electricity tariff increase is set to 9.5% for 2005 and 7.5% for 2006; for the natural gas - to 20% in 2005 and 11% in 2006; the railroad tariffs may increase by 8.5% next year and by 7.5% in 2006. The official forecast of inflation is 6.5-8.5% for 2005 and 5.5-7.5% for 2006.

According to the Minister of Finance Aleksey Kudrin, the Government may consider making prepayments of the external debt when the Stabilization Fund increases above RUB 500 billion. The government planned to accumulate the desired amount in the fund in the course of 2-3 years, however, the prolonged period of the high world oil prices may allow the fund to reach this level next year. As of May 1, 2004, the Stabilization Fund totaled RUB 171.3 billion.

Banking sector

According to CBR First Deputy Chairman Andrey Kozlov, about 350 banks have applied for participation in the Deposit Insurance System.  The CBR has completed auditing about a dozen applicants and about 90 are currently being audited.  The first round of audits should be finished in December of this year, after which those banks that have not passed will have an opportunity to reapply.  The second round might last until the fall of 2005, Kozlov said.

On May 27, exactly two weeks after the CBR’s decision to revoke Sodbiznesbank’s license and introduce temporary administration, the receivers physically entered the bank.  It became possible only after bailiffs and police stormed the headquarters executing the Moscow court of arbitration ruling to arrest Sodbiznesbank’s assets.  Meanwhile, rumors that Kredittrust bank has the same ultimate owner as Sodbiznesbank, Aleksandr Slesarev, resulted in closing of interbank lending limits on Kredittrust by a number of larger banks.  Kredittrust’s management denies that Slesarev has anything to do with their bank and called upon the CBR to appoint an individual curator.  (A curator is a CBR representative working closely with a given bank on a day-to-day basis and to a certain extent responsible for its performance).

Effective May 28, the CBR revoked the license of Novocherkassk City Bank (Rostov region).  As in the case of Sodbiznesbank, violation of anti-money laundering legislation is given by the CBR among the reasons for revocation.

On May 27 President Putin by a decree dismissed Vladimir Chernukhin from the post of Vnesheconombank Chairman and appointed Vladimir Dmitriev, lately Vneshtorgbank Deputy Chairman.  Dmitriev already worked in Vnesheconombank in 1997-2002 as First Deputy Chairman and before that he was deputy head of Foreign Credits and Debt Department of the Ministry of Finance.

The merger of Financial Corporation NIKoil and UralSib banking group is completed.  The new entity emerged as a result of this merger is called Financial Corporation UralSib.  Nikolay Tsvetkov is its major shareholder and the President.
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Financial markets

Forex Market

Last week the CBR actively supported the dollar with a firm bid of RUB 28.9750 per USD.  On Tuesday, May 25, intervention was noticeable; MICEX daily trade volume surged to USD 1421.5 million, the highest in 12 weeks. For the week, the UTS dollar was essentially unchanged against the ruble on a total MICEX volume of USD 4277 million.
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Prices 

No data release.
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Eurobonds

Russian Eurobond prices increased in the first half of the last week; however, later on the YUKOS affair pushed the yields up and as a result the market finished almost flat for the week.

	COMPONENT
	COMPONENT SPREAD & DATE
	SOVEREIGN RATING

	JPMorgan’s
	05/26/04
	05/21/04
	04/29/04
	05/30/03
	S&P
	Moody’s
	Fitch

	EMBI Russia
	292
	293
	309
	291
	BB+
	Baa3
	BB+

	EMBI+
	508
	517
	489
	553
	N/A
	N/A
	N/A

	EMBI Brazil
	715
	744
	673
	799
	B+
	B2
	B+

	EMBI Mexico
	211
	211
	214
	236
	BBB-
	Baa2
	BBB-

	EMBI Turkey
	495
	517
	389
	715
	B+
	B1
	B+
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Interest/Bond Market

Bonds/Bills

The secondary OFZ/GKO market finished the week practically on the same level as a week before. The main factor affecting the market was the tense situation with the ruble liquidity.  There were no primary auctions or additional placements last week.

Overnight rates

Ruble liquidity continued to decrease last week - the average sum of banks’ balances on correspondent accounts with the CBR slid to RUB 139 billion from RUB 153 billion recorded a week before. The overnight ruble loan rates remained above 10% p.a. throughout the week. The decrease of the banks' balances is explained by the mandatory tax payments at the end of the month.
Stock Market
The Russian stock market was depressed by the negative news about YUKOS last week. The tightened ruble liquidity was another reason for the downward pressure. The RTS index dropped below the 600-points level by the end of the week stopping at 583 points on increased trade volume. The RTS index was down by 7% for the week. 
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International Reserves and Monetary Base

Russia’s international reserves increased by USD 500 million or 0.6% and totaled USD 83.2 billion as of May 21, 2004.

The monetary base continued to increase at a slightly higher pace and was up by 0.6% or RUB 9.4 billion totaling RUB 1515 of May 24, 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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