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B U S I N E S S  C O N D I T I O N S  

INDUSTRIAL ENTERPRISES 

WHO IS AFRAID OF GOING BANKRUPT? 
(based on results of the 5 REB surveys conducted from July, 
1992 to July, 1993; 120-160 industrial enterprises in the Russian 
Federation) 

In the market economies, crisis is certain to be accompanied by a wave of 
bankruptcies. The case with Russia is quite different. Even after the 
corresponding Law "On Bankruptcy (Insolvency) of Enterprises" has been 
enacted, bankruptcy cases are still very rare, notwithstanding the deep decline 
in production. At the same time, "bankruptcies' potential" of the Russian 
industry is extremely high. For the enterprises, having got used to the rules of 
the planned economy, it is hard to adapt to the new circumstances — many of 
them may simply fail to do it. 

Using data of the REB survey, let us attempt to answer but two questions. 
First, to what extent do misgivings, expressed by the managers in respect of 
bankruptcy, reflect the actual state of affairs. And second, how do potential 
bankrupts differ from the more financially healthy enterprises. 

For the purpose, two groups of the enterprises have been distinguished, 
named symbolically "bankrupts" (B) and "non-bankrupts" (NB). The first one 
consists of enterprises, whose managers have assessed the threat of bankruptcy 
in the nearest 1 or 2 years as real (on the average over 5 surveys, they make 
about 23% of the sampled enterprises), together with those, whose managers 
failed to give a distinct answer (46% of the sampled enterprises). The second 
group includes enterprises, whose managers have confidence in their future and 
do  
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not consider the threat of bankruptcy to be real for at least the nearest 1 or 2 
years (31%). 

1. Expectations of Insolvency and Actual State of Affairs. 

To begin with, can we assume that in the group of enterprises, "expecting" 
bankruptcy, economic indicators are really worse than in the alternative one? 
For Russia, it is not an idle question. Under the planned economy, there were 
no bankrupts (in the conventional sense of the word). Consequently, while 
estimating reality or unreality of the enterprises' bankruptcies in the nearest 1 or 
2 years our respondents had to rely on the idea of bankruptcy they managed to 
conceive from films, books, and newspapers rather than on their own 
experience. It is therefore important to find out exactly what is the background 
of the two distinguished groups: either it is a division of the insolvent enter-
prises from the solvent ones, or that of managers-pessimists from the managers-
optimists. 

As the Table 1 shows, the B group is steady in being inferior to the NB 
group in every economic indicator of basic importance. Every month of the 5 
surveyed, the output and number of employed reduced more rapidly at the B-
group enterprises than at the NB-group ones (in certain cases, the latter did 
record no reduction at all). The capacity utilization rate in the B group was kept 
by 7-10 percentage points lower. In the middle of 1993, their order-book level 
was approximately by 1/3 lower and stocks of finished products — by 1/3 
higher than those of the NB group. 

All of this witnesses the fact that estimates by the managers, considering the 
bankruptcy of their enterprises to be real, truly reflect the actual state of affairs: 
on the average, the B enterprises' conditions are worse than those of the NB 
enterprises, the gap between them being both substantial and stable. 
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TABLE 1. MAIN ECONOMIC INDICATORS OF THE 
TWO GROUPS OF ENTERPRISES (on the average 
over each group in %) 
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Comparison of financial conditions of enterprises of the two groups provides 

one more evidence that the NB ones are better off (see Table 2). In January and 
April, 1993, bad financial conditions of the NB enterprises were reported 3 
times less often, and in July — 2 times less often than of the enterprises of the 
alternative group. 
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TABLE 2. FINANCIAL CONDITIONS OF ENTERPRISES (on the 
average over the 3 surveys, % of respondents in each group). 

  FINANCIAL CONDITIONS 
1993  bad  normal  good 
January B 68 31 1 
 NB 23 66 11 
April  B 69 29 2 
 NB 23 74 3 
July B 69 31 0 
 NB 35 65 0   

 
Moreover, the question on financial conditions may be regarded as a test on 

correspondence between "expectations" of bankruptcy by the respondents and 
their own estimates of the current situation at their enterprise. As the Table 2 
illustrates, such correspondence does exist. 

Finally, there is still another indirect way to check if the estimates of the 
bankruptcy probability are correct — by comparing them with the terms of 
obtaining the bank credit. The worse are the enterprise's financial conditions, 
the more rigid — other things being equal — are the terms it manages to get 
credit under. Though this scheme is true mostly for the commercial loans: 
"bankrupts" as clients are less attractive for banks than "non-bankrupts". 
Concerning centralized loans provided via commercial banks by such powerful 
creditor as the Central Bank, they are, for the time being, given on the base of 
completely different, non-commercial criteria. Still on the whole, one might 
assume that in the case the managers' estimates of their enterprises' well-being 
are really fair, the "non-bankrupts" do receive credits on more favorable terms 
than the "bankrupts". 

On the whole, the surveys' data at our disposal confirms those assumptions. 
As shows the Table 3, during the last year only 30% of the NB enterprises 
complained of the terms of credit deterioration, while  
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70% reported them unchanged or improved. In the B group, the similar 
proportion looks by far worse: 49 against 51% correspondingly. 

TABLE 3. CHANGES IN TERMS OF BANK LOANS IN THE TWO 
GROUPS OF ENTERPRISES (as compared with the month preceding the 
survey, % of respondents in each group) 

 TERMS OF BANK LOANS WERE 
 worse the same better 
 B NB B NB B NB 
1992        
July 57 50 37 50 6 0 
October 33 22 56 70 11 9 
1993       
January 36 25 57 70 7 5 
April 48 22 48 78 5 3 
July 73 32 27 68 0 0 
On the average over 5 surveys  49 30 45 67 6 3 

It should be noted that data in the Table 3 pertains to the monthly 
CHANGES in the terms of credit. This makes the test still more indirect, but in 
our opinion, does not undermine the general conclusion: the estimates of 
possibility of the Russian enterprises going bankrupt, suggested by their 
managers, reflect the actual state of affairs and should not be considered as 
mere indicators of the extent of respondents' either pessimism or optimism. 

2. How Do Insolvent Enterprises Differ from the Solvent Ones? 

What reasons might possibly constitute the basis of the "bankrupts'" worse 
financial conditions? 

The level of demand seems to be one of the most significant ones. Judging 
by a number of indirect indicators (presented in theTable 1), demand for the B-group 
products is lower than for that of the NB-group. In particular, it is proved by the 
lower order-book level and capacity utili- 
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zation rate on the one hand, and by the greater volume of stocks of finished 
products as against the NB group on the other hand. 

As another factor, one might consider the unfavorable changes in the prices' 
structure. The Table 4 demonstrates that respondents from the group of 
potential bankrupts approximately twice more often complained of 
deterioration of the prices structure in respect of their enterprises than their 
colleagues from the solvent group did (60% against 34%). The latter, however, 
very rarely reported the improvement of the prices ratios; in most of the cases, 
they were characterized as unchanged but, under the current circumstances, this 
is quite significant. 

TABLE 4. RATIOS OF OUTPUT AND INPUT PRICES  
(as compared with the month preceding the survey,  
% of respondents in each group) 

 worsened   remained practically the 
same 

improved 

 B NB B NB B NB 
1992       
July 56 28 41 69 3 3 
October 54 36 45 55 1 9 
1993       
January 59 33 38 58 3 9 
April 61 36 35 64 4 0 
July 69 35 33 55 2 10 
on the average over 5 
surveys 

60 34 38 60 2 6 

 
Direct estimates of the rate of growth of input and output prices sustain our 

conclusion at least in respect of the first part of 1993, when the gap between the 
rates of growth of the two indicators in the B group became progressively wider 
if compared with the similar difference in the NB group (see Table 5). 
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TABLE 5. OUTPUT AND INPUT PRICES' BEHAVIOR IN THE TWO 
GROUPS OF ENTERPRISES (as compared with the month preceding the 
survey, %) 

 rates of growth difference in the  
rates of growth 

 input prices output prices (5)=(1)-
(3) 

(6)=(2)-
(4) 

 B NB B NB B NB 
 (1) (2) (3) (4) (5) (6) 
1992       
July 25 23 11 9 14 14 
October 39 43 18 22 21 21 
1993       
January 61 35 33 9 28 26 
April 39 32 18 13 21 19 
July 33 33 13 27 20 6 
on the average over 5 
surveys 

39 33 19 16 20 17 

 
Besides, the Table 5 shows that comparatively greater worsening of the 

prices ratios in the B group was, in the first place, caused by the quicker growth 
in the input prices. On the average over the month, at the typical B enterprise 
they increased by 6 percentage points more rapidly than at the typical NB one 
(39% against 33%). It might be of interest to point out that output prices in the 
B group surpassed those of NB (on the average, by 3 percentage points per 
month), but failed to compensate for the growth in production costs. 

It would be only natural to suppose that for the potential bankrupts, the lack 
of opportunities to compensate for the growth in production costs by increasing 
their own output prices is connected, first of all, with their limited freedom in 
pricing. However, data of surveys testifies of the contrary: in this respect, 
"bankrupts" feel themselves obviously more independent than the solvent 
enterprises do (Table 6). On the average over 5 conducted surveys, only 13% of 
the insolvent enter- 
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prises complained of having no opportunity to independently price their 
products, which is twice as less as in the solvent group. 

TABLE 6. FREEDOM IN PRICING BY THE TWO GROUPS OF 
ENTERPRISES (% of respondents in every group) 

 PRICING IS FREE PRICING IS 
NOT 

 for the greater 
share of 
products 

for the lesser 
share of 
products 

FREE 

 B NB B NB B NB 
1992       
July 81 67 9 12 10 21 
October 65 53 15 19 20 28 
1993       
January 81 63 6 10 14 27 
April 81 73 9 10  10 18 
July 76 59 14 7  11 34 
on the whole over 5 
Surveys 

77 63 11 12  13 26 

At first sight, one may be puzzled by the fact that limitation of the pricing 
freedom conduced to improvement in the enterprises' financial conditions. 
Nevertheless, it should be born in mind that this limitation is often linked with 
the fulfillment of state orders, under which products are purchased by the state 
at fixed but still relatively high prices. Moreover, enterprises executing the state 
orders are granted certain advantages like subsidized credits, supplies of raw 
materials at fixed prices, etc. 

Generally speaking, the data of surveys confirms this assumption. The share 
of "obligatory products" (i.e. state ordered — SO) in the overall volume of 
output was 1.5-3 times greater at the enterprises of solvent group than at those 
of the insolvent one (15-19% against 5-13%). Such orders are certain to exercise 
an appreciable impact on the enterprise's performance, since they guarantee some 
steady income. This fact sheds light on a number of other salient features of the 
"non-bank- 
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rupts": more favorable terms of credit, slower growth in input prices, better 
financial conditions. 

And finally, still another curious issue connected with the SO-products. 
"Non-bankrupts" appear to produce not only more of them than the "bankrupts" 
do, but perform it more profitably (Table 7). 

TABLE 7. PROFITABILITY OF STATE ORDERED PRODUCTS IN 
THE TWO GROUPS OF ENTERPRISES  
(% of respondents in each group, April,1993) 

 SO-PRODUCTS ARE SHARE OF SO-PRODUCTS SHOULD 
BE 

 profitabl
e 

neutral unprofitab
le 

increased unchanged reduced 

B 37 44 19 48 22 30 
N
B 

55 41 5 46 39 15 

Only 5% of the respondents of NB group reported unprofitability of the SO-
products for their enterprises, while 55% reported their profitability. In the B 
group, similar indicators are significantly worse — 19% and 37% 
correspondingly. It is considered expedient to reduce the share of SO-products 
at their enterprises by almost equal parts of respondents in both groups — 46-
48%, while in favor of reduction of this share the B respondents spoke up twice 
more often than the NB ones — 30% against 15%. This may serve as another 
evidence of the fact that on the average, SO-products are profitable for the 
"bankrupts". 

3. Attitude Towards Reforms. 

It is quite natural to suppose that the managers' perception of reforms 
essentially depends on the situation on their enterprises. The worse is the 
situation, the cooler is the attitude towards reforms. This circumstance is 
reflected in answers to the question concerning attitude to the governmental 
economic policy and its both short- and long-term consequences. 

On the average over 5 surveys, positive answer to the question "DO YOU 
COMPREHEND THE CURRENT ECONOMIC POLICY OF THE 
GOVERNMENT?" was given by only 29% of the "bankrupts", and the  
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negative one — by 50%, while the corresponding figures for the "non-
bankrupts" were 39% and 41% (the rest failed to give a distinct answer). 

This result is natural enough: measures leading to well-being seem more 
comprehensible and justified than those that draw towards bankruptcy. Besides, 
we can not exclude the possibility of this policy being shaped by "non-
bankrupts" (who are more successful in lobbying than the "bankrupts" are). 

Similar results were yielded by the answers to the question: "DO YOU 
CONSIDER THE CURRENT ECONOMIC POLICY OF THE 
GOVERNMENT TO BE PROPER?" Among the managers of the enterprises-
"bankrupts", the positive answer was given only by 17%, while the negative 
one — by 47% (on the average over 5 surveys). The prospering enterprises 
divided in quite a different way — 30% and 32% correspondingly (the rest 
failed to give any clear estimate). 

Among the "bankrupts", the share of managers confident that AS A 
RESULT OF CURRENT POLICY HIS ENTERPRISE HAS LOST IN 
COMPARISON WITH THE OTHER RUSSIAN ENTERPRISES is also 
visibly higher, making 56% (on the average over 5 surveys). Similar indicator 
for the alternative group is 2 times lower — 24%. And vice versa, the share of 
those, who believe that their enterprise has comparatively gained, is 3 times 
less among the "bankrupts" than among the "non-bankrupts" — 7% and 23%. 

And finally, difference in the enterprises' conditions manifests itself in the 
forecasts produced by their managers in respect of possible results of the 
market reform and their comparison with the hypothetical results of the return 
to a centrally planned system. As is seen from the Table 8, 1/5 of the B group 
still considers the planned economy bringing back to be profitable for them in 
the short-term prospect, and about 2/5 does not suspect what will prove to be 
better — plan or market. Along with this, 4/5 of the respondents in the NB 
group prefer the reforms to be developed. 
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TABLE 8. COMPARISON OF POSITIVE EFFECTS OF CARRYING 
ON THE MARKET REFORM AND RETURNING BACK TO A 
CENTRALLY PLANNED SYSTEM (% of respondents in each group) 

 WHAT IS TO EXERCISE THE GREATER POSITIVE EFFECT  
ON THE ECONOMY OF THIS COUNTRY 

 carrying on the market 
reforms 

return to the former planned 
system 

hard to 
say 

 IN THE 2-3 YEARS TO COME 
B 43 18 39 
N
B 

82 5 13 

 IN THE 10-15 YEARS TO COME 
B 61 6 33 
N
B 

81 3 17 

However, when the question is reformulated and emphasize is made on the 
long-term prospect, the overwhelming majority in both groups decides the 
question in favor of the market, while proponents of the planned economy 
remain in minority (only 3-6%). 

 

INVESTMENT BEHAVIOR IN 1992-93 
(based on the results of the REB surveys conducted throughout 
May, 1992-August, 1993; 100-150 industrial enterprises in the 
Russian Federation) 

The Russian economy appears to have no chances to develop marketwise in 
case producers do not modify their economic behavior and adapt to the market 
criteria and incentives for pricing, determination of production volume and 
structure, for capital investments. Since the reforms had been initiated, one had 
ample opportunities to observe significant changes in the area of pricing as well 
as in factors determining production output. As regards capital investments, 
changes in the line are by far less swift. 
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The reason — and quite an intrinsic one — lies in the graveness of the 

current crisis. Against the background of large excess of fixed capital and high 
inflation, the effect of market incentives — even in the event they were already 
efficient enough — could have probably demonstrated itself in postponing the 
investment projects for the best times. While under current circumstances, the 
low level of investments in Russian industry is conditioned by completely 
different reasons. HABIT to invest, having been formed during years and years 
of the centrally planned economy existence, is far from being replaced by an 
INCENTIVE to invest, which should be only natural under the market 
economy. And if nowadays a typical Russian enterprise hardly makes any 
investments, it is not because of the absence of incentives (that are, for the time 
being, really scarce), but because of the lack of money. 

And still, the investments mechanism shows certain signs of promising 
shifts. 

First of all, let us consider the constraining factors' rating (Table 1). Two 
chief reasons constraining investments — namely, the high prices of investment 
goods and the lack of financial resources — were holding firm the two first 
places throughout 1992-93. However, while the frequency of complaints of the 
high prices did not tend to change (on the average, remaining at the level of 
73%), the number of respondents having recorded the lack of resources 
gradually increased from 58% in May, 1992 to 70% in August, 1993. 
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TABLE 1. INVESTMENTS CONSTRAINING FACTORS  
(% of respondents) 

 1992 1993 
Factors May  Aug. Nov. Febr May Aug. 
1. High prices of equipment 
and construction 

75 77 69 70 72 75 

2. Lack of financial resources 58 65 64 65 64 70 
3. High interest rate on bank 
credits 

26 17 16 20 30 39 

4. Excess of production 
capacities 

5 5 5 4 5 12 

NOTE: It was required to mark no more than 3 factors among 12 ones 
presented in the questionnaire.  

 
Nevertheless, the most significant shifts are likely to be reflected in the 

lower part of the table. Throughout 1992, "the weight" of interest rate on bank 
credit declined from 26 to 16%, while in 1993 it grew up to 39%. The two chief 
reasons for such upward turn seem to be: nominal market rates having soared 
up to heavens (200% per annum!) and changes in mentality of the managers of 
the enterprises having, at last, comprehended that the times of low-interest 
credits had sunk into oblivion. In any case, the actual enhancement of the bank 
interest's influence on investments should be assessed as positive. 

The same considerations regard the factor of excessive capacities. It is hard 
to believe (and still it is true) that under the constant 25-30% underutilization of 
equipment during the last year this factor produced no material impact on 
investment decision making. Since we started our observations, the August 
(1993) survey was the first to record its growth in significance — from 5 to 
12%. And though the growth per se is comparatively small, it might be — 
along with the enhancing role of bank interest — an evidence of important pro-
market shifts taking place in the investment area. 

It is particularly interesting to compare data on constraining factors with 
estimates by the respondents of the structure of capital invest- 
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ments at their enterprises (obtained in the course of the same surveys). Shifts, 
observed to take place in the structure of investments financing, conform to 
changes overviewed in Table 1. Indeed, while in 1992 the ratio of internal and 
external (attracted) resources was 81:19, in 1993 the corresponding proportion 
was 75:25. Thus, the growing attention to the rate of bank interest might be 
explained not only by its high level, but also by the fact that the growing share 
of capital investments is financed from external resources. 

At the same time, shifts in the reproduction structure of capital investments 
are not that appreciable, particularly when compared with earlier changes. 

TABLE 2. REPRODUCTION STRUCTURE OF  
NONRESIDENTIAL INVESTMENTS (1980-1993, %) 

   THE PURPOSES OF CAPITAL INVESTMENTS:  
 for expansion  for replacement 
 over Russia on the whole*) 
1980 72 28 
1985 63 37 
1990 43 57 
1991 42 58 
 over the REB sample 
1992 36 64 
1993 34 66 

 *) Source: Narodnoe Khozyaistvo Rossiiskoi Federatsii. Statistical Annual, 
Moscow, 1992. 

 
On the average over the Russian economy, the share of investments for the 

purpose of expansion of capacities and construction of new enterprises fell 
from 72% in 1980 to 42% in 1991. Against the background of this clearly 
pronounced trend, fall in the share of investments for the expansion, recorded 
by the REB surveys in recent years, appears to be nearly immaterial. 
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It looks as if in the course of development of profound economic crisis and 

formation of the excess of fixed capital in Russia, re-orientation of the capital 
investments flow from the expansion of capacities to their replacement and 
modernization has not speeded up (as would be naturally expected in the 
market economy), but, on the contrary, slowed down. This paradox may be 
partially accounted for by the fact that under crisis the chief part of the 
enterprises, showing investment activity, is represented by those that are 
relatively better off and for whom expansion of capacities is economically 
expedient. Nevertheless, the main reason lies elsewhere: impetus to permanent 
expansion, inherited from the centrally planned economy, is far from dying 
away, and — as formerly — brings confusion both into the estimates by the 
managers of investment prospects of their enterprises and into the investment 
decisions. 

Under the existing circumstances, modifications in economic behavior are 
closely connected with gaining the economic independence. In 1993, the extent 
of independence in investment decision making by the Russian enterprises was 
extremely high: about 2/3 of the enterprises-respondents assessed it as complete 
(Table 3). 

TABLE 3. "IS IT POSSIBLE TO ASSERT THAT NOWADAYS YOUR 
ENTERPRISE IS INDEPENDENT IN DETERMINATION OF LINES 
AND VOLUMES OF CAPITAL INVESTMENTS ?" (% of respondents) 

Variants of answers  1993 
 May  Augus

t 
1. Completely independent 64 68 
2. Independent on the whole 27 23 
3. Independent as concerns the lesser share of capital 
investments 

4 5 

4. Virtually not 5 4 
 
The data of surveys shows that corresponding estimates of the extent of 

independence, concerning prices and output, are visibly lower than those 
presented in the Table 3. Up to now, it is in the area of in- 
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vestment that decentralization of the decision making in the Russian industry 
has reached its maximum. Moreover, it develops — in quite a paradoxical 
manner — along with appreciable lag in shaping the new behavioral 
stereotypes in the area. 

Still more complete picture of investment behavior may be obtained by 
comparative study of different enterprises. Let us consider two groups of them: 
a) FREE enterprises — those that estimated the extent of their investment 
independence as "complete", and b) NOT FREE — comprising all the rest. The 
comparison proves to be useful in revealing reasons for limitations of 
investment freedom (although the main distinction between the two formed 
groups comes to the difference between but the two first lines in the Table 3). 

First of all, it should be mentioned that reduction in the capital investments 
(as against the previous year) in the group of the free enterprises was somewhat 
less than in that of the not free ones: by 39 and 46% correspondingly. By some 
other indicators, conditions of free enterprises were also more favorable: in 
both surveys, their order-book level was respectively higher, the wages grew 
more rapidly, and capacity utilization rate was greater. 

As regards the structure characteristics of capital investments, they, too, 
differed essentially in the two groups. 
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TABLE 4. STRUCTURE CHARACTERISTICS OF CAPITAL 
INVESTMENTS IN 1993 (%) 

  FREE ENTERPRISES NOT FREE ENTERPRISES 
 reproduction structure*) 
in expansion 37 31 
in replacement 63 69 
 technological structure*) 
equipment 56 40 
structures 44 60 
 financial structure**) 
internal sources 79 66 
external sources 21 34 

*) Production capital investments  
**) Overall capital investments 

 
On the average over the two surveys, share of investments in the expansion 

of production was larger in the group of the free enterprises than in that of the 
not free ones. As against the previous year, the capacities reduced on the whole 
only by 6% at the former and by 13% at the latter. 

Discrepancy observed in the technological structure was even more 
significant: proportions of the two elements of investments (i.e. expenditures on 
equipment, on the one hand, and on structures, on the other hand) were almost 
reverse (Table 4). 

Differences in financial structures of capital investments were also 
considerable enough: the not free enterprises used external financial resources 
to the greater extent than the free ones (Table 4). To put it the other way, 
limited in their investment decisions, the not free enterprises obtained more 
credit resources (up to now, other external sources of financing are negligible). 
This apparent paradox is not hard to be explained, if one bears in mind that in 
1993, the greater share of  
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credit injections into the Russian economy was of a centralized and directed 
character. 

And finally, let us consider how the extent of investment freedom influences 
the rating of chief investments constraining factors. 

TABLE 5. INVESTMENTS CONSTRAINING FACTORS FOR 
ENTERPRISES OF THE TWO GROUPS (% of respondents in each 
group, average data of the two surveys of May and August, 1993) 

Factors a) FREE 
ENTERPRISE
S 

b) NOT FREE 
ENTERPRISE
S  

1. High prices of equipment and 
construction 

73 74 

2. Lack of financial resources 71 62 
3. High interest rate on bank credits 40 27 
4. Necessity to repay debts 19 27 
5. Excess of production capacities 10 8 

NOTE: It was required to mark no more than 3 factors of 12 ones offered in 
the questionnaire.  

 
The most appreciable distinction between the two groups concerns the third 

item. How can one interpret the fact that the interest rate seems to produce far 
lesser impact on the capital investments of the not free enterprises than on those 
of the free ones? 

One of possible reasons lies in different rates of return of capital ex-
penditures by the two groups. In the course of the May, 1993 survey, re-
spondents were invited to estimate THE MAXIMUM BANK INTEREST RATE 
ON 2-3 YEARS INVESTMENT CREDIT ACCEPTABLE FOR THEIR 
ENTERPRISE. The average estimate by the managers of the free enterprises 
happened to equal 47% per annum, and that of the not free ones — 65%. Of 
course, those estimates are most probably too rough and, if allowed for 
inflation (20-30% per month), appreciably understated. However, they bear in 
themselves no contradictions to the hypothesis of different rates of return of 
capital expenditures as a  
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cause of discrepancy between the two groups by the third item of Table 5. 

On the other hand, different "ratings" of interest rate are connected with the 
nature of credit. Enterprises, not free in investment decision making, have 
certain advantages in getting subsidized credits being up to now provided on 
symbolic interest rates. Hence their comparatively lesser concern about the 
level of the bank interest as an investments constraining factor. 

More immediate access to the low-interest credits for the not free enterprises 
implies no contradiction to their above mentioned readiness to get long-term 
investment credits on interest rates higher than those acceptable for the free 
enterprises. For the former, loans obtained on credit market are no more than 
marginal ones in the total volume of attracted credit resources. Low interest 
payments on the bulk of their debts allow them to attract small amount of 
additional credits on high interest rates. While for the latter (free enterprises), 
the credit market constitutes the most important external source of capital 
investments financing. 

To discern one more appreciable discrepancy between the two groups, let us 
study the fourth item of Table 5 — necessity to redeem debts. What lies behind 
the comparatively closer attention of the managers of the not free enterprises to 
the problem? Indeed, necessity to repay credits to the state is, for the time 
being, a pure abstraction, and in this respect, the situation is not likely to 
change. While answering this question, one should account for the following 
circumstances. Having been provided with more immediate access to the 
subsidized credits, by now the not free enterprises have accumulated an 
enormous amount of debts. As formerly, they use to consider credits, given by 
the state, to be non-refundable subsidies. As a result, the significant share of 
those debts is bad. And the burden of bad debts serves indeed as a hindrance in 
getting new loans; therefore, it produces a constraining influence on 
investments. 
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In general, data on the legal status of the enterprises-respondents confirms 

conclusions having been made in the course of the analysis presented above. In 
the group of "free" enterprises, the majority was constituted by the privatized 
(juridically) ones — 59% on the average, while in the group of the "not free" 
ones — only 45%. Discrepancies in the respondents' personal considerations on 
the legal status were still more visible: answers to the question if they consider 
their enterprise to be state, non-state, or of some intermediate character are 
distributed as follows (Table 6). 

TABLE 6. PERSONAL CONSIDERATIONS ON THE LEGAL STATUS 
OF ENTERPRISES (% of respondents in each group, on the average over 
the data of the May and August of 1993 surveys) 

 a) FREE ENTERPRISES  b) NOT FREE 
ENTERPRISES 

1. State 29 50 
2. Non-state 49 19 
3. Intermediate 22 31 

 
On the whole, the main conclusion suggested by the undertaken analysis 

may be formulated in the following way: pro-market modification of 
investment behavior of the Russian enterprises is developing slowly but is 
undoubtedly taking place. As one could have expected, those enterprises that 
have torn (voluntarily or not) away from the breast of the state are the first to 
be involved in the process. 
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COMMERCIAL BANKS 

BANKS' INVOLVEMENT IN THE ENTERPRISES' 
PRIVATIZATION: INTENTIONS AND RESULTS 
(on the base of surveys of 50 commercial banks from Autumn, 
1992 through Summer, 1993) 

From the end of 1992, the process of mass privatization of large industrial 
enterprises and shaping of the market of industrial shares started in Russia 
(according to the data of Goskomimuschestvo of Russia, from December, 1992 
through July, 1993 3.5 thousand large and medium state enterprises were 
privatized, the total paid-up share capital of which exceeds 35 billion rubles). 

Throughout this period, banks had enough time to assess the prospects of 
their participation in the industrial enterprises' privatization and to make certain 
practical steps in this direction. 

In Summer, 1993, "The Russian Economic Barometer" conducted a special 
survey of the bankers in order to keep an eye on those steps. It is particularly 
interesting to compare the survey's results with the intentions of banks declared 
in Autumn, 1992, before the mass privatization of state enterprises started (see 
"the Russian Economic Barometer", 1992,  Vol.I,  No 4, p.16-19). 



24 The Russian Economic Barometer  
WAYS OF THE BANKS' PARTICIPATION IN THE ENTERPRISES' 
PRIVATIZATION (% of respondents) 

  Anticipated* 
(October, 
1992) 

Actual*  
(July, 1993) 

1. Lending for privatization 67 32 
2. Buying vouchers 48 40 
3. Securities transactions (at least one of 3.1-
3.3) 

62 36 

3.1. Acquisition of shares of the enterprises 38 24 
3.2. Placing of shares of the enterprises 38 16 
3.3. Establishment of an investment fund 24 16 
4. Other steps 19 20 
5. No participation at all 5 16 

* Respondents were asked to mark all the intended and actual steps being of 
importance for them. 

 
As the table illustrates, virtually in every sphere the actual participation of 

the banks in privatization appeared to be less active than it had been expected. 
Moreover, for the time being the number of respondents not participating in 
privatization at all is significantly greater than the number of respondents who 
did not intend to do this (16% against 5%). 

BUYING VOUCHERS. In this line of the banks' privatization activity, the 
gap between expectations (48% of answers) and results (40%) proved to be the 
smallest (for information on the initial actions of Russian banks on the market 
of privatization cheques in Winter-Spring of 1993 see "REB", 1993,  Vol.II,  
No 2, p.21-23). 

There are no doubts that growing activity of banks on the market of 
vouchers was to a great extent promoted by the Decree of the President of the 
RF of May 8, 1993 No 640 sanctioning a mandatory sale of 29% of the shares 
of enterprises under privatization through cheque auctions in three months at 
the most from the date of registration of the joint-stock society (for details on 
the privatization legislation  
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adopted in Winter-Spring of 1993 see "REB", 1993, Vol.II,  No.2, p.31-41). 
Since the term of privatization cheques was prolonged till July 1, 1994, 
transactions in vouchers will continue to constitute an important sphere of the 
banks' activity. 

LENDING FOR PRIVATIZATION. The less visible, as against the 
expected one, activity of the banks in this sphere might be explained, first of 
all, by the fact that while defining their intentions in Autumn of 1992 the 
bankers overestimated their incentives to grant privatization credits. The term 
of those credits is, as a rule, longer than the average term of bank loans that, 
under the high inflation, goes on shrinking (in Autumn of 1992, on the average 
over the sample it amounted to 4 months while in Summer of 1993 it reduced to 
3 months). Simultaneously, as the enterprises change their status from the state 
to non-state one, the credit risk rises. 

It appeared that demand for privatization credits was also far less (as against 
the expected one) on the part of the enterprises most of which needed 
practically no external financing to conduct privatization. The matter is that 
more than 60% of the enterprises under corporatization have chosen the second 
benefit option which enables the enterprise's personnel to become the owner of 
51% of the share capital at, in essence, negligible price (see "REB" 1993, 
Vol.II, No 2, p.36-37). In the course of closed subscription, the members of 
workers' collective may acquire the controlling stake of shares at the price of 
1.7 of their nominal value. Taking into account that nominal value of shares is 
determined on the base of fixed assets evaluation in pre-liberalization prices of 
1991, it becomes clear that 1.7 of the nominal value is not in the least an 
unbearable financial burden for the personnel of the enterprises. Besides, it is 
allowed to pay up to 80% of the value of those shares in vouchers, including 
those the employees of an enterprise have received free. 

SHARES TRANSACTIONS. Russian legislation proves to be soft enough 
in regard of the banks' transactions in securities of enterprises (see Official 
Documents "Banks and Privatization…", this issue); 
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nonetheless, banks are far from expanding their activities in this sphere. 

Under high inflation and underdeveloped secondary securities market, 
shares cannot serve as the source of any significant income. By the results of 
1992, the overall profitability of the shares (capital gains plus dividend paid) in 
Russia has not exceeded 300% per annum (under the inflation rate of 2500% 
per annum!). 

The low liquidity of shares is chiefly caused by the fact that in Russia only 
registered shares are allowed to be issued. Trading in them can be performed 
only by making records in the register of shareholders. While to carry out the 
distance trading in registered shares, high-speed communications systems are 
needed along with inter-regional nets of electronic depositories that are, for the 
time being, absent in most regions of Russia. That is why most of industrial 
shares, after their primary placement, do not appear on the secondary market. 

Being not attractive because of their low profitability and low liquidity, 
industrial shares still could be of remarkable interest for banks in case they 
could provide them with the opportunity to exercise control over the privatized 
enterprises. The significance of control is further on enhanced by the fact that 
banks-creditors of the enterprises soberly estimate the possibility of bankruptcy 
of the latter as extremely high, since they are rather well informed on their 
actual insolvency and high extent of obsolescence of fixed assets in industry. 

However, at present opportunities for banks to influence the enterprises' 
activities are seriously limited. As has been already stated, the personnel of the 
enterprise becomes majority shareholder at most former state enterprises under 
corporatization. And what is more, a stake of shares significant enough is left 
— for a certain period — at the disposal of local departments of the Russian 
Fund of Federal Property (RFFP). The actual influence on enterprises activities 
on the part of those two principal shareholders — the personnel and RFFP — is 
extremely passive. Quite often, it is confined to the participation in the election 
of a general director. The director in his turn becomes virtually  
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the only person in charge of making economic decisions and does not consider 
it necessary to pay attention to recommendations and claims of the other 
shareholders. And even if he does, he would rather take into account the 
opinion of shareholders-enterprises of related industries, than that of 
shareholders-banks. 

The situation is likely to change as a result of the sale of shares by the initial 
owners to the subsequent ones — when the part of personnel and local 
departments of the RFFP start to sell their shares and banks obtain the 
opportunity to buy them. However, even in the case the banks manage to take 
possession of significant stakes of shares, their opportunities to exercise an 
efficient control of the enterprises' activities may stay as limited as before. 

The point is that Russian legislation does not envisage the creation of a body 
capable to represent the interests of block shareholders in the routine of every-
day activity of the joint-stock society (something like supervisory boards in 
Germany authorized to take part in making the most important financial and 
investment decisions). In the absence of such a body, personal relations 
between bank management and director of an enterprise will play the decisive 
role. As for the mechanism of collective decision making which could give the 
banks-block shareholders firm guarantees of effective control over the joint-
stock society activities, it can not be shaped under the circumstances. 

*  *  *  
In the context of the problems considered, it is even more interesting to find 

out which banks still perform, under the current extremely unfavorable 
conditions, shares transactions. By the results of the July, 1993 survey, the 
whole sample was divided into two groups: that of the banks carrying out at 
least one type of enterprises' shares transactions (dealing with shares — DS), 
— and that of the banks not dealing with shares at all (NDS). 

As one could have expected, shares transactions are performed mostly by 
larger banks with relatively more stable financial position. 
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The size of banks in the DS group substantially exceeds the size of the NDS 

group banks: their assets were greater by 5 times, their paid-up share capital — 
by more than 2 times, and the number of employed — by 1.6 times. 
Furthermore, the gap in the size of banks of the two groups continues to grow: 
for the DS banks, the average monthly growth rate of assets amounted to 51% 
in the end of Spring – the beginning of Summer, 1993, and the expected growth 
rate for the 2nd half-year of 1993 — 133%, while for the NDS banks — 18 and 
79% respectively. 

The DS banks' liabilities were more long-term ones: time deposits play a 
relatively more important role in the resources attracted by the former. Assets 
of the DS banks were less risky: in this group, only every 10th bank had 
enterprises-borrowers with debts overdue by more than three months (that 
enables the bank to bring an action to court under the Russian Law on 
Bankruptcy), and in NDS group it concerned every third bank. 

The DS group banks played the leading role on the market of vouchers: 
acquisition of the latter was carried out by 78% of respondents from this group 
against 19% of the NDS group banks. This fact is quite natural — it is precisely 
via the privatization cheques, being converted into shares at the cheque 
auctions, that the shares transactions become profitable to be carried out (banks 
bought vouchers at the price amounting to 0.4-0.6 of their nominal value in 
Spring-Summer of 1993). 

In this context it is hardly surprising that the respondents of the two groups 
assess the advantages of privatization for them as well as the governmental 
economic policy on the whole in quite a different way. The results of the 
industrial enterprises' privatization were reported as advantageous for their own 
bank by 56% from the DS group and only by 31% from the NDS group (the 
majority of the rest gave a neutral estimate). At the same time every third of DS 
banks gave negative estimate of the governmental policy, while in the NDS 
group the share of the banks dissatisfied with it is twice greater. 
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* *  *  
On the whole, the results of the survey revealed that commercial banks' 

actual involvement in privatization process proved to be much more passive 
than it had been initially expected by them. However, the reasons for this are 
likely to be quite different for the large banks, on the one hand, and medium 
and small ones, on the other. For the latter, the decisive constraints are 
constituted by low profitability of industrial shares, scarcity of funds, absence 
of skilled personnel and lack of experience in conducting shares transactions. 
As regards the large commercial banks, the problem lies elsewhere: their 
activity on the market of industrial shares is limited, in the first place, by the 
absence of de jure and de facto guarantees of the effective control over the 
enterprises' activities. 



O F F I C I A L  D O C U M E N T S :   
S U M M A R Y  &  C O M M E N T S  

PRIVATIZATION IN RUSSIA: RECENT EXPERIENCE  
(May — October 1993) 
I. Changes in the Legislation for Privatization 

By the beginning of the period under review, the whole process of 
privatization in Russia reached its critical stage, a real point of no-return or 
collapse. Hence, the changes in the legislative base reflected, on the one hand, 
dramatic political struggle in the sphere and on the other — after the eventual 
victory of the course of the State Committee for the Management of State 
Property (Goskomimuschestvo — GKI) over that of the Supreme Soviet — the 
gradual shift towards elaboration of the regulations on securities markets and 
post-privatization issues. The most important documents adopted during the 
period in question include the following ones (in chronological order): 

— Order by the GKI of 17 May 1993, No.837-ð "On Execution of the 
Decree by the President of the RF of May 8, 1993 "On State Guarantees for the 
Right of Citizens of Russia to Participate in Privatization"" detalizes and 
strengthens (as far as responsibility of the executive bodies is concerned) the 
provisions of the respective Presidential Decree, which was aimed at radical 
speeding up of voucher privatization in Russia (see "REB", 1993, Vol.II, No.2); 

— Letter by the GKI and Ministry of Finance of 25 May, 1993 "On the 
Order of Evaluation of Net Assets, Peculiarities of Costs Structure and 
Accounting in the Investment Funds" sets up more strict procedures of 
accounting in the investment funds including the specialized cheque funds; 

— Decree by the Supreme Soviet of the RF of July 1, 1993 "On Introduction 
of Amendments and Additions into Some Decrees by the Supreme Soviet on 
the Issues of Privatization of State and Municipal  
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Enterprises" authorizes the creation of holding companies without the consent 
of the workers' collectives and allows to contribute into the statutory capital of 
a holding being created on governmental decision more than 20% of shares of 
other joint stock companies, thus canceling the 20%-limit established by the 
State Privatization Program for 1992 and restraining market-type 
transformation in the process of privatization; 

— Decree by the Supreme Soviet of the RF of July 20, 1993 "On 
Submission to Constitutional Court of the Russian Federation of Application 
for Examination of Constitutionality of Decree by the President of the RF "On 
State Guarantees… " of May 8, 1993 No.640" rules that the implementation of 
the Decree in question should be suspended until the respective decision of the 
Constitutional Court; 

— Decree by the Supreme Soviet of the RF of July 21, 1993 "On 
Introduction of Amendments and Additions into Decree by the Supreme Soviet 
of the Russian Federation of December 27, 1991 No. 3020-1 "On Distinction of 
State Property in the Russian Federation between Federal Property, State 
Property of Republics within the Russian Federation, of Territories, Regions, of 
Autonomous Region, Autonomous Territories, of the Cities of Moscow and St. 
Petersburg, and Municipal Property" and on Procedure of Disposing of Objects 
of Federal Property on the Territory of the Russian Federation" deprives GKI of 
its exclusive right to fulfill the functions mentioned and delegates it to the 
respective ministries; 

— Decree by the President of the RF of July 26, 1993 No.1108 "On 
Additional Measures for Protection of the Right of Citizens of Russia to 
Participate in Privatization" almost word by word repeated the Presidential 
Decree No.640 suspended by the Decree of the Supreme Soviet of July 20, 
1993; 

— Decree by the Supreme Soviet of the RF of August 6, 1993 suspending 
the Decree by the President of the RF "On Additional Measures …" of July 26, 
1993, No.1108" in fact for the second time prohibited the implementation of the 
critically important Decree No.640 until the decision of the Constitutional 
Court; 

— Decree by the President of the RF of August 10, 1993 No.1238 "On 
Protection of the Right of Citizens of the Russian Federation to Participate in 
Privatization" was the third attempt to introduce measures first mentioned in 
the Presidential Decree No.640. This time it was accompanied by the Decree by 
the Government of August 10, 1993  
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No.757 "On Implementation of Additional Measures for Protection of the Right 
of Citizens of Russia to Participate in Privatization" which repeated and 
detalized all the principal provisions of the three Presidential Decrees, and at 
the same time, formally resolved the controversy between the President (in fact 
GKI) and the Supreme Soviet in favor of the former, as the Supreme Soviet was 
not authorized to cancel Governmental Acts without the agreement of the 
President. The Decree by the President No.1238 also charged the GKI with the 
task to present the draft of the State Program of Privatization for 1993 only 
after its approval by regional authorities; 

— Decree by the Government of the RF of August 10, 1993 No.786 " On 
Sale of Shares at Inter-Regional Specialized Cheque Auctions" establishes that 
all the shares of enterprises under privatization with the book value of fixed 
assets exceeding 250 million rubles are to be sold only through specialized 
inter-regional auctions (in order to increase the supply of shares in the regions 
with limited production capacities); 

— Decree by the President of the RF of August 19, 1993 No.1267 "On 
Peculiarities of Privatization and Additional Measures of State Regulation of 
the Activity of Enterprises in the Branches of Defense Industry" determines the 
specific and privileged procedure of privatization in the defense sector: the 
Government is instructed to approve the list of enterprises not to be privatized 
(approximately 1/3 of 1700 units); the board of directors of a joint stock 
company is given the right to represent the interests of the state within the stake 
allotted to the federal property; privatization of defense sector enterprises is 
conducted only by regional privatization bodies and only through inter-regional 
auctions; 

— Order by the Government of the RF containing a "Statute on 
Interdepartmental Commission for Promotion of Organization of Industrial 
Joint -Stock Companies and Financial and Industrial Groups " of August 25, 
1993. This Commission is designed to promote the creation of different forms 
of associations of privatized enterprises in order to preserve the existing 
technological links between them; 

— Decree by the President of the RF of October 6, 1993 No.1591 "On 
Extension of the Term of Privatization Cheques of the 1992 Issue Validity" 
prolonged in fact the whole program of mass privatization through vouchers for 
another half of a year; 
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— Order by the GKI of October 10, 1993 No.1730-p "On Presenting the 

Accounts of the Conduct of Specialized Cheque Auctions" is aimed at 
eliminating the possibility of repeated use of cheques already exchanged for 
shares of enterprises under privatization; 

— Decree by the Government of the RF of October 11, 1993 "On 
Governmental Commission on Use of Funds from Privatization Support 
Program and Structural Reforms in the RF". This Commission to be headed by 
the Prime-Minister is designed to elaborate measures of governmental support 
of the most important privatized enterprises; 

— Decree by the President of the RF of October 19, 1993 No.1662 "On 
Improvement of Payments System in the Economy and Increase in 
Responsibility for their Timely Execution" authorizes the conversion of 
enterprises' debts into bills of exchange and sanctions mandatory privatization 
in the course of bankruptcy; 

— Decree by the President of the RF of October 27, 1993 No.1769 "On 
Measures to Ensure the Rights of Shareholders" establishes the procedure of 
conducting the register of shareholders and authorizes creation of the institute 
of independent registrars of registers on the commercial basis. The Decree also 
requires maximum transparency of the registration procedure. All these 
measures are of vital importance for the proper functioning of JSS and 
especially of those created in the process of privatization. 

II. Privatization Process 

First of all, it should be noted that vigorous political controversy and 
uncertainty over the general course of privatization during the period under 
review (repeated bans of the Supreme Soviet on Presidential Decrees aimed at 
support of voucher privatization; attempts to introduce privatization accounts 
instead of vouchers; controversy over privatization policy inside the 
Government) practically have not affected the steady pace of privatization on 
micro-level (excluding certain fluctuations of voucher market price). This 
means that, in a sense, privatization in Russia acquired the features of a self-
sustaining process. 

By September 1, 1993, 77810 enterprises were privatized, which made the 
ratio between them and the total number of state enterprises by the same time 
equal to 43%, whereas by January 1, 1993 this indicator was equal to 23% and 
by April 1 — to 32% (calculated on the base of Table 1). It should be noted 
also that while in the course of 1992 the number of state enterprises having 
independent financial ac- 
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counts grew steadily (primarily because of the commercialization of the trade 
and services sector), in 1993 this trend was reversed as a result of rapid 
expansion of privatization process. In 1993 as compared to 1992, the share of 
corporatized both large and medium enterprises in the total number of 
privatized units increased considerably. 

The "technical" speed of privatization process also increased. By September 
1, 1993, the ratio between submitted and implemented applications amounted 
to 64%, whereas by January 1 this indicator equaled 46% and by April 1 — 
54%. 

As far as receipts from privatization are concerned, the results do not need 
any additional comments: while by January 1, 1993 the sale price of all the 
state property privatized throughout 1992 amounted to 157 billion rubles and its 
total book value — to 193 billion rubles, during the period of January — 
August 1993 these indicators increased by three times. It is important to 
emphasize that by September of 1993 the sale price (543 billion rubles) for the 
first time exceeded the book value of privatized enterprises (531 billion rubles). 
This can be undoubtedly explained by the development of cheque auctions 
system and the enhancement of competition at them. 

At the same time, one should take into account that high rates of 
privatization in the second and third quarters of 1993 were conditioned not only 
by the "enthusiasm" of the micro-level and the GKI activities, but also by the 
slowing down of the process of submitting applications, which, naturally 
resulted in higher rates of their implementation. In other words, by September 
of 1993 the critical point of "voluntary" privatization on micro-level was 
already reached, the rest of enterprises are most likely to remain passive. 

III. Results of Implementation of  
the Russian Mass Privatization Program 

The salient features of the Russian mass privatization program 
(corporatization of state enterprises — conduct of cheque auctions — creation 
of a network of cheque investment funds) were described in detail in "REB", 
1993, Vol.II, No.2, pp.35-39. Here we shall overview the latest developments 
in this area. 

By September 1, 1992, the register of state enterprises subject to mandatory 
privatization comprised 4452 units and only 2 joint-stock  
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societies were actually registered, whereas by September 1, 1993, the 
corresponding figures were 5056 and 2118, the registered share capital 
amounting to 365.5 billion rubles. On the whole by September 1, 1993, more 
than 20,000 large and medium enterprises and their structural subdivisions were 
at different stages of mass privatization process (see Table 2), including 
111,000 enterprises which entered the program voluntarily. 

***  
On the whole, the short overview of the present stage of privatization 

process enables us to conclude that the key task of the future privatization 
policies is not to accelerate its rates "for rates' sake", but rather to render 
versatile assistance to those enterprises that have already entered the process of 
privatization. 

Table 1. Main Indicators of Privatization Process in the  
Russian Federation in August 1992 — September 1993 

Outstanding by the 1st of August 
1992  

April  
1993  

Septembe
r 1993  

1. State enterprises on independent balance 
(units) 

221,189 194,190 180,837 

2. Applications for privatization submitted 
(units) 

56,167 114,725 120,991 

3. Applications rejected (units) 2,982 6,879 9,011 
4. Applications under implementation (units) 31,851 42,788 35,234 
5. Applications implemented (units) 12,015 61,810 77,810 
6. Receipts from privatization to be transferred 
to the budgets of various levels (mln.rubles) 

10,295 297,230 542,763 

7. Value of enterprises assets on implemented 
applications (mln. rubles) 

19,208 405,177 531,219 

8. a) Leased enterprises (units) 17,924 19,435 17,735 
b) Including lease-buy-out arrangements 
(units) 

10,464 10,850 14,504  

The source: GKI database  
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Comments to the Table 1 

(1) All the state enterprises being the independent economic units. An 
enterprise is excluded from the present list since the moment of registration of 
the open JSS or since the moment the first deal of sale is recorded (in the other 
forms of privatization).  

(2) Total number of enterprises having submitted applications for 
privatization to the regional city committees for the management of state 
property or to the territorial agency of GKI of the RF. The application 
presentation is an obligatory condition of formal start of the privatization 
process of any form (sale through the auction or contest — commercial or 
investment, buy-out of a leased enterprise, transformation into JSS of the open 
type with subsequent sale of shares).  

(3) The application may be rejected by the corresponding committee if it is 
not of the conventional form or the present enterprise is exempt from 
privatization in compliance with the State Program of Privatization.  

(4) Applications submitted but not yet implemented  
(5) The application is considered to be implemented after the first deal of 

sale has been recorded or the open JSS has been registered, i.e. since the 
moment the enterprises has left (1). (3)+(4)+(5) is smaller than (1) as a part of 
applications are currently under consideration.  

(6) Including actual receipts and those that are due after the term of 
installment will have elapsed.  

(7) The value of the enterprises assets is defined by the acts of property 
evaluation as of January 1, 1992 for the open JSS, while for the rest — by the 
actual sale price.  

(8a) The indicator included all the enterprises on lease there comprised those 
that do not have the right of a buy-out according to their lease contracts i.e. 
they may be privatized in the frame of procedures common for all the 
enterprises.  

(8b) Lease -buy-out arrangement envisages automatic buy-out of an 
enterprise by a lease holder. Concluding of new agreements of this type is 
forbidden by the State Program of Privatization for 1992 in order not to endow 
the lease holders with the exclusive privileges in the course of the enterprise 
privatization. 
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Table 2. Results of Corporatization of State Enterprises in the Russian 
Federation (According to the Procedure Set up by the Presidential Decree 
No.721) 

 Type of enterprise 
 Subject to 

mandatory 
privatizatio
n (large)  

Transforme
d 
voluntarily 
(medium) 

Subdivision
s 
reorganized 
as separate 
JSS 

 1st of 1st of 1st of 
 April 

1993 
Sept. 
1993 

April 
1993 

Sept. 
1993 

April 
1993 

Sept. 
1993 

1. Number of enterprises subject 
for corporatization (units) 

4786 5056 – – – –   

2. Number of committees decisions 
on conversion (units) 

2458 3120 4736
* 

7447
* 

1225 1261  

3. Number of adopted privatization 
plans and acts on assets evaluation 

1919 2629 3622 6269 622 775 

4. Number of registered JSS 1387 2118 2560 4990 447 592  
5. Registered capital (bln.rubles) 214.

5 
365.
5 

60.4 208.
2 

1.6 9.7 

6. Value of assets transferred by 
benefit options to employees and 
managers (3 options) (bln.rubles) 

72.5 119.
5 

19.1 36.0 0.53 7.29 

  
* — All in all, working committees designed to prepare the privatization plans 
were created at 9020 enterprises by the 1st of April and at 11229 enterprises 
by the 1st of September, 1993. The source: GKI database. 
Comments to the Table 2 
(1)-(4) reflect the successive stages of privatization. 
(4) corresponds to the indicator of "the number of applications implemented" 
from Table 1.  
(5) the statutory capital is determined on the base of acts of assets evaluation 
as of 1.01.1992. 
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Table 3. Monthly Results of Cheque Auctions in the  
Russian Federation (December 1992 — September 1993) 
 (1) (2) (3) (4) (5) (6) (7) (8)* 
1992:         
December 18 8 3.0 41 0.51 16.9 0.16 3.8 
1993:         
January 105 19 5.7 175 0.60 10.6 0.15 4.8 
February 191 30 6.0 164 1.37 22.6 0.50 3.9 
March 430 51 22.4 520 5.35 23.8 2.28 5.1 
April 605 61 30.5 792 7.12 23.4 4.34 3.7 
May 582 53 20.1 495 4.25 21.1 3.39 2.8 
June 851 69 29.3 721 6.66 22.7 3.54 4.3 
July 805 57 36.9 611 9.03 24.5 5.25 4.0 
August** 649 54 25.9 433 – – – 5.1 
September*
* 

250 27 10.0 199 18.5 – – – 

Total: 4486 79 189.8 4151 53.39 18.7 19.61 4.1 
 
* (1) — number of enterprises put up for auctions; 

(2) — number of regions where auctions took place; 
(3) — total registered capital of the enterprises put up for 
auctions(bln. rub); 
(4) — number of employed at the enterprises (thousands pers.); 
(5) — total registered share capital sold through auctions 
(bln. rub.); 
(6) — average weighted share of registered capital sold 
through auctions (%); 
(7) — number of vouchers accepted (mln. units); 
(8) — average auction rate (number of vouchers per one 
enterprise share of 1000 rubles nominal value).  

** — incomplete data  
The source: GKI and Russian Privatization Center database 
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COMPLETE LIST OF LAWS AND REGULATIONS ON 
PRIVATIZATION (continued and complemented)*  
1. Decrees and Laws by the Supreme Soviet of the Russian Federation. 
Decrees by the Presidium of the Supreme Soviet of the Russian Federation.  

(The list includes all decrees and laws on privatization adopted by the 
Supreme Soviet throughout May, 1993-September, 1993 (up to enactment of the 
Presidential "Decree on Stages of Constitutional Reform" of September 21, 
1993 No.1400, having abolished the Supreme Soviet) along with by-laws to the 
earlier adopted laws.) 

 
1.4.1. On Enforcement of Decree by the Supreme Soviet of the Russian 

Federation "On Distinction of State Property in the Russian Federation between 
Federal Property, State Property of Republics within the Russian Federation, of 
Territories, Regions, of Autonomous Region, Autonomous Territories, of the 
Cities of Moscow and St. Petersburg, and Municipal Property". Decree by the 
Presidium of the Supreme Soviet of the Russian Federation of December 28, 
1991 // Vedomosti Siezda Narodnyh Deputatov Rossiiskoi Federatsii i 
Verkhovnogo Soveta Rossiiskoi Federatsii, 1992, No.6, A.249. 

1.4.2. On Introduction of Amendments and Additions into Decree by the 
Supreme Soviet of the Russian Federation of December 27, 1991 No. 3020-1 
"On Distinction of State Property in the Russian Federation between Federal 
Property, State Property of Republics within the Russian Federation, of 
Territories, Regions, of Autonomous Region, Autonomous Territories, of the 
Cities of Moscow and St. Petersburg, and Municipal Property" and on 
Procedure of Disposing of Objects of Federal Property on the Territory of the 
Russian Federation. Decree by the Supreme Soviet of the Russian Federation of 
July 21, 1993 // Ibid., 1993, No.32, A.1261.261. 

1.6.1. On Introduction of Amendments into State Program of Privatization 
of State and Municipal Enterprises of the Russian  

* See the beginning of the list in "REB", 1992, Vol.I, No.4 and 1993, Vol.II, No.2. 
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Federation in 1992. Decree by the Supreme Soviet of the Russian Federation of December 
25, 1992 // Ibid., 1993, No.2, A.79. 

1.6.2. On Procedure of Application of Item 5.4 of State Program of Privatization of 
State and Municipal Enterprises in the Russian Federation for 1992. Decree by the 
Supreme Soviet of the Russian Federation of June 18, 1993 // Ibid., 1993, No.27, A.1024.  

1.16. On Decision of Tomsk Regional Soviet of People's Deputies of January 17, 1992 
"On Draft Statute on Commercialization and Privatization of Property under Management 
of Soviets of People's Deputies of Tomsk Region". Decree by the Presidium of the 
Supreme Soviet of the Russian Federation of February 17, 1992 // Ibid., 1992, No.9, 
A.420. 

1.17. On Russian Academy of Sciences. Decree by the Supreme Soviet of the Russian 
Federation of April 1, 1993 (enjoining privatization of the Russian Academy of Sciences 
enterprises, institutions and scientific organizations) // Ibid., 1993, No.16, A.560. 

1.18. On Succession of Corporation Names of State Enterprises under Corporatization. 
Decree by the Supreme Soviet of the Russian Federation of April, 15, 1993 // Ibid., 1993, 
No.17, A.614. 

1.19. On Draft Decree by the Council of Ministers — Government of the Russian 
Federation "On Items of Expenses Being Included in Cost of Sales of Goods (Works, 
Services) of Joint-Stock Societies of Energetics and Electrification. Decree by the 
Supreme Soviet of the Russian Federation of June 18, 1993 // Ibid., 1993, No.27, A.1020. 

1.20. On Introduction of Amendments and Additions into Some Decrees by the 
Supreme Soviet of the Russian Federation on the Issues of Privatization of State and 
Municipal Enterprises. Decree by the Supreme Soviet of the Russian Federation of July 1, 
1993 // Ibid., 1993,. No.28, A.1073. 

1.21. On Peculiarities of Corporatization of Enterprises, Organizations, and 
Associations thereof in Agroindustrial Complex Being in State/Co-operative (Co-
operative/State) Ownership. Decree by the Supreme Soviet of the Russian Federation of 
July 1, 1993 // Ibid., 1993, No.29, A.1120. 

1.22. On Submission to Constitutional Court of the Russian Federation of Application 
for Examination of Constitutionality of Decree by the President of the Russian Federation 
of May 8, 1993 No.640 "On State Guarantees for the Right of Citizens of Russia to 
Participate in Privatization". Decree by the Supreme Soviet of the Russian Federation of 
July 20, 1993 // Ibid., 1993, No.32, A.1259. 

1.23. On Privatization of State Publishing Houses, Printing and Publishing Complexes 
and Printing-Houses. Decree by the Supreme  
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Soviet of the Russian Federation of July 23, 1993 // Ibid., 1993, No.32, A.1275. 

1.2.4. On the 6th of August, 1993 the Supreme Soviet of the RF suspended 
the Decree  by the President of the RF of July 26, 1993 "On Additional 
Measures for Protection of the Right of Citizens of Russia to Participate in 
Privatization" until the decision on constitutionality of provisions thereof (for 
information on joint session of the Supreme Soviet Chambers on the 6th of 
August, 1993 see Rossiiskaya gazeta, August 7, 1993, p.1.) 

 
(Continuation of the List of Decrees and Orders by the President and the 

Government of the RF, Documents by Ministries and State Committees will be 
published in 1994, Vol.III, N 1.) 

BANKS AND PRIVATIZATION: 
LEGAL FRAMEWORK 

The success of mass privatization programs to a great extent depends upon 
the role played in their implementation by commercial banks — as institutions 
having at their disposal large financial resources and potentially required 
technical expertise. Their participation, in its turn, is conditioned by the 
sophistication and applicability of the corresponding legal framework. 

In the Russian Federation, there does not exist any single act regulating the 
conditions of the commercial banks' participation in the privatization process. 
Various aspects of such participation are envisaged by quite a number of laws 
and regulations adopted at different times and pertaining to different areas of 
economic legislation — on commercial banks vs. non-bank financial 
institutions, on placing of securities and trading in them, on privatization 
proper, etc. 

I. Among the BASIC LEGISLATIVE ACTS determining the conditions 
and lines of the commercial banks' involvement in the privatization process in 
Russia, the following ones should be named in the first place (in chronological 
order). 

1) Law "On Banks and Banking Activity in the RSFSR" of December 2, 
1990. 

By the types of banking operations enumerated in Article 5 of the Law, the 
banks' participation in the privatization process may be diversified enough, i.e.: 
a) providing loans; d) financing capital invest- 
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ments; e) issue, acquisition, sale, and keeping custody of securities; j) trust, 
brokerage and consultatory services. The only essential limitation mentioned in 
the Law (Article 24) concerns the use of deposited resources for acquisition of 
shares from juridical persons. This limitation was introduced to ensure the 
liquidity of the banks. 

2) The RSFSR Law "On Privatization of State and Municipal Enterprises in 
the RSFSR" of July 3, 1991. 

Article 1.1 giving the definition of privatization imposes no limitations on the 
banks to purchase the enterprises under privatization. However, Article 9.1 specifies 
that juridical persons, in whose statutory capital the share of the state, the local 
Soviets of People's Deputies, public organizations (associations), charitable and other 
public funds exceeds 25 %, cannot act as purchasers in the process of privatization, 
i.e. take part in a contest, an auction, buy shares of corporatized enterprises. This 
limitation directly applies to commercial banks, since in the statutory capital of many 
of them the state share still exceeds the limit mentioned. 

Article 10 of this Law states that "during the privatization, sellers and 
purchasers may act through their representatives (agents) and with assistance of 
intermediaries under the legislation of the RSFSR and the republics — RSFSR 
members". This provision extends to the area of privatization the banks' right to 
perform intermediary, trust, and consultatory activities having been already 
authorized in the Law "On Banks and Banking Activity". 

3) "Statute on Issues and Circulation of Securities and on Stock Exchanges 
in the RSFSR" approved by the Decree of the RSFSR government of December 
28, 1991 No.78. 

In this document, the item of fundamental importance for the subject of our 
interest is the permission granted to the banks to operate as "investment 
institutions"* on the securities market, i. e. to acquire shares  

* "Investment institution" is the term being used in Russian legislative documents, 
which has practically the same meaning as "institutional investor" in conventional market 
terminology. In the legislative acts on privatization one can also come across the term 
"investment intermediary" which is mainly applied to one of the types of investment 
institutions, namely conventional and specialized privatization cheque funds. 
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of the enterprises without any limitations. Taking into account the above mentioned 
provisions of the Law "On Privatization…", this means that banks are fully endowed with 
the right to purchase shares of enterprises under privatization (for more details see: "The 
Russian Economic Barometer", 1992, Vol.I,  No.2). 

4) Law "On Pledge" of May 29, 1992 . 
The Law contains provisions regulating the types of collaterals for the banks' loans. In 

respect of lending for privatization, Article 4 is of special interest; it points out that 
securities may serve as a collateral of a bank loan, thus enlarging opportunities for the 
banks to grant loans for corporatized enterprises. 

5) Law "On Introduction of Amendments and Additions into the Law of the RSFSR 
"On Privatization of State and Municipal Enterprises in the RSFSR"" of June 5, 1992. 

This act contains the point concerning privatization of commercial banks themselves. 
It allows to acquire into private property the shares in the capital of joint-stock societies 
and partnerships (including banks) belonging to the enterprises under privatization. 

6) "State Program of Privatization of State and Municipal Enterprises for 1992" 
approved by the decision of the Supreme Soviet of the RF of June 11, 1992 (effective up 
to the adoption of a similar document for 1993, which has not yet taken place). 

Along with detalization of the provisions of the Law "On Privatization…", the State 
Program contains an issue directly related to lending for privatization. Chapter 6 "Terms 
of Granting Credits for Privatization" states that commercial banks "may credit 
privatization transactions without any limitations. The Central Bank of the Russian 
Federation is not authorized to provide credit resources for the purpose". 

As far as privatization of commercial banks themselves is concerned, the "State 
Program…" has undergone positive changes in comparison to the "Guidelines of the 
Privatization Program…" enacted by the Decree of the President No.341 of December 29, 
1991. In distinction to the Guidelines which completely prohibited privatization of 
commercial banks, the finally adopted variant of the "State Program…" puts them into the 
category of units and enterprises the privatization of which is allowed upon decisions of 
the Government of the Russian federation or the Governments of the republics-members 
of the Federation (depending upon the level of state property). Similar provisions con-
cerning privatization of commercial banks are preserved in the Draft State Privatization 
Program for 1993. 

(To be continued in 1994, Vol. III, No.1). 



S U R V E Y  S T A T I S T I C S  

OUTLINE OF REB SURVEYS 

A. COVERAGE OF SURVEYS  

Since December 1991 Economic Tendency Surveys Group of the "Russian 
Economic Barometer" has been conducting monthly panel surveys of Russian 
enterprises managers and quarterly surveys of bankers.  

Industrial enterprises selected for the sample are situated rather evenly on 
the territory of Russia, including the former autonomous republics. The size of 
the sample varied in the range of 140-180 enterprises.  

The majority of the surveyed enterprises belong to manufacturing. 
Distribution of manufacturing enterprises in the sample roughly corresponds to 
that in Russia as a whole.  

The overwhelming majority of the survey participants are medium-scale 
enterprises (by Russian standards), with the number of employed from 250 to 
2000. The average number of employed varied during the surveys in the range 
of 950-1100.  

During 1992 and the first three quarters of 1993 the status of many surveyed 
enterprises changed: the share of state enterprises among them decreased from 
82% to 34% . 



 

Distribution of the manufacturing enterprises by branches, classification of 
Eurostat (% of the total number).  

I. Consumer goods 38 
1. textile industry 4 
2. leather, footwear and clothing industries 7 
3. wooden furniture, paper products,  
printing & publishing industries 6 
4. plastics processing industry 1 
5. fine ceramics & glass industry 2 
6. food, drink & tobacco industries 18 
II. Investment goods 34 
7. metals processing industry 4 
8. mechanical & precision engineering  
industries 18 
9. electrical engineering, office & data-processing  
machinery manufacturing industries 9 
10. motor vehicles & other means of transport  
manufacturing industries 3 
III. Intermediate goods  28 
11. woodworking & paper manufacturing  
industries 10 
12. ferrous & non-ferrous metals  
   manufacturing  industries 3 
13. construction materials, industrial ceramics & 
      glass manufacturing industries 12 
14. oil-processing, chemical, man-made fibers & 
     rubber products manufacturing industries 3 
Manufacturing industry on the whole  100 
Agricultural enterprises selected for the sample are from over 30 regions of 
Russia. The size of the sample varied in the range of 60-120 enterprises. The 
sample includes mainly medium-scale enterprises with  
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the number of employed in the range of 100-500. 2/3 of the surveyed 
enterprises specialized in plant-growing and 1/3 — in animal husbandry.  
Banks selected for the sample are situated in 34 out of 87 regions of Russia. 
The size of the sample varied in the range of 40-60 banks. Most of them are 
medium-scale banks. The average size of the surveyed banks' assets amounts 
to 32 bln rubles and the average size of their statutory capital — to 590 mln 
rubles as of September 1993.  
Almost half of the sampled banks are represented by the so-called "new 
commercial banks" which emerged in the recent 1-3 years. The others were 
formed on the basis of regional branches of the former state specialized banks. 
B. CONTENTS OF QUESTIONNAIRE  
The polled managers reported the main performance characteristics of their 
enterprises and banks as well as gave their answers to a number of specialized 
questions concerning the impact of governmental economic policy, 
privatization process and influence of overall changes in economic 
environment on their activities and prospects, etc. 
C. DATA  AGGREGATING METHODS  
In the majority of cases the respondents were asked to select the most 
appropriate interval for the indicator to be measured. When treating the survey 
data the mean value was chosen for each interval. In case of extremes the 
continuation of the adopted gradation was assumed and on this basis the same 
method was used.  
In other cases, when respondents were to choose one situation among several 
ones, the results represent simple addition of reports from individual units.  



 

DIFFUSION INDEXES 
The following tables are based on the results of monthly surveys of Russian 
enterprises conducted by the "REB".  
 
Year Jan. Feb. Mar. Apr. May June July Aug. Sept Oct. Nov. Dec. Annual 

1. DIFFUSION INDEX OF OUTPUT PRICES, ACTUAL  
(PERCENT RISING OVER 1-MONTH SPANS) 
1992 94 67 69 60 63 62 66 55 67 75 87 74 70 
1993 83 81 81 81 75 76 81 82 84     
2. DIFFUSION INDEX OF INPUT PRICES, ACTUAL  
(PERCENT RISING OVER 1-MONTH SPANS) 
1992 10

0 
95 87 88 89 88 86 81 87 91 91 91 90 

1993 94 92 94 96 94 93 92 94 96     
3.DIFFUSION INDEX OF OUTPUT AND INPUT PRICES COMBINED, 
ACTUAL  
(PERCENT RISING OVER 1-MONTH SPANS) 
1992 97 81 78 74 76 75 76 68 77 83 84 82 79 
1993 88 86 88 88 84 84 86 88 90     
4. DIFFUSION INDEX OF WAGES, ACTUAL (PERCENT RISING OVER 
1-MONTH SPANS) 
1992 95 82 75 63 68 76 67 62 68 71 68 74 72 
1993 76 76 77 83 81 80 81 76 76     
5. DIFFUSION INDEX OF EMPLOYMENT, ACTUAL  
(PERCENT RISING OVER 1-MONTH SPANS) 
1992 45 39 39 40 34 31 32 28 30 29 33 31 34 
1993 32 32 37 33 35 34 40 34 38     
6. DIFFUSION INDEX OF OUTPUT, ACTUAL (PERCENT RISING OVER 
1-MONTH SPANS)  
1992 35 41 41 47 39 36 39 29 32 44 34 46 39 
1993 34 47 52 48 46 44 45 41 46     
7. DIFFUSION INDEX OF ORDER-BOOK LEVEL, ACTUAL  
(PERCENT RISING OVER 1-MONTH SPANS) 
1991            64 — 
1992 47 24 31 34 29 33 30 34 36 42 40 48 36 
1993 40 48 45 42 46 44 37 39 46     
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Year Jan. Feb. Mar. Apr. May June July Aug. Sept Oct. Nov. Dec. Annual 
8. DIFFUSION INDEX OF STOCK OF FINISHED PRODUCTS, ACTUAL  
(PERCENT RISING OVER 1-MONTH SPANS) 
1992 45 76 68 65 67 66 73 66 62 59 52 48 62 
1993 55 51 55 54 57 56 50 63 59     
9. DIFFUSION INDEX OF SHARE OF BARTER TURNOVER, ACTUAL  
(PERCENT RISING OVER 1-MONTH SPANS) 
1992  60 51 44 46 47 44 47 47 48 44 46 — 
1993 48 49 51 45 46 49 45 47 50     
10. DIFFUSION INDEX OF OUTPUT/INPUT PRICES RATIO, ACTUAL  
(PERCENT RISING OVER 1-MONTH SPANS) 
1992  42 42 39 25 29 25 29 26 27 25 31 — 
1993 26 29 27 21 24 19 20 22 27     
11. DIFFUSION INDEX OF CREDIT TERMS, ACTUAL  
(PERCENT IMPROVING OVER 1-MONTH SPANS) 
1991            32 — 
1992 15 17 15 15 11 19 26 32 35 41 32 43 25 
1993 38 30 33 31 31 26 20 22 24     
12. DIFFUSION INDEX OF CAPACITY UTILIZATION RATE, ACTUAL  
(PERCENT RISING OVER 1-MONTH SPANS) 
1991            41 — 
1992 30 — 32 35 31 34 32 26 33 39 37 43 — 
1993 38 43 45 43 40 42 35 33 43     
13. CAPACITY UTILIZATION RATE (PERCENT) 
1992   70 78 73 77 75 73 74 73 78 76 — 
1993 76 76 79 77 77 73 75 76 74     
21. DIFFUSION INDEX OF OUTPUT PRICES, ANTICIPATED  
(PERCENT RISING OVER 3-MONTH SPANS) 
1992 — — — — — — 73 86 72 78 82 90  
1993 94 93 92 93 91 91 89 91 94 89 95 93 92 
22. DIFFUSION INDEX OF INPUT PRICES, ANTICIPATED  
(PERCENT RISING OVER 3-MONTH SPANS) 
1992 — — — — — — 90 93 87 94 91 97  
1993 99 96 98 98 97 97 97 96 98 93 99 99 97 



 

 
Year Jan. Feb. Mar. Apr. May June July Aug. Sept Oct. Nov. Dec. Annual 
23.DIFFUSION INDEX OF OUTPUT AND INPUT PRICES 
COMBINED,ANTICIPATED (PERCENT RISING OVER 3-MONTH 
SPANS) 
1992 — — — — — — 80 89 79 86 87 94  
1993 96 95 95 96 94 94 93 93 96 91 97 96 95 
24. DIFFUSION INDEX OF WAGES, ANTICIPATED  
(PERCENT RISING OVER 3-MONTH SPANS) 
1992 — — — — — — 73 79 74 82 79 86  
1993 85 80 86 86 86 93 92 89 90 84 91 86 87 
25. DIFFUSION INDEX OF EMPLOYMENT, ANTICIPATED  
(PERCENT RISING OVER 3-MONTH SPANS) 
1992 — — — — — — 37 32 28 29 23 25  
1993 23 23 32 30 32 34 34 36 35 33 30 30 31 
26. DIFFUSION INDEX OF OUTPUT, ANTICIPATED  
(PERCENT RISING OVER 3-MONTH SPANS) 
1992 — — — — — — 42 39 37 35 30 28  
1993 32 34 42 43 45 46 46 46 47 41 35 37 41 

NOTE. The diffusion index (D) was calculated as the sum of the number of en-
terprises who reported the growth of an indicator(A) and 1/2 of the number of enterprises 
who did not mark the changes (B) (% of all polled enterprises N):  

( )[ ] %1005.0 ×+= NBAD  
The volume composition of the sample grew from 63 enterprises polled in 

December 1991 to 160-200 enterprises in 1992-93. The structure of industrial 
branches remained relatively stable. As a rule, the proportion of agricultural 
firms, manufacturing and mining industry enterprises, construction units and 
enterprises of certain branches in the sphere of services was roughly 
corresponding to their real significance. The following sectors were not 
included: trade, transport, communications, financial sector, communal 
facilities. (For details see Outline of "REB" Surveys in this issue). 
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