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Going Through Ups And Downs


The second phase of the crisis is only a matter of time, as all the “detonators” are still in place, says the MICEX President Konstatin Korischenko. Nevertheless, Russia's macroeconomic prospects are fairly good. 

- Mr. Korischenko, given today’s economic pressures, let’s not beat around the bush. Let me ask you directly: do you expect the second wave of the crisis? 
- As is well known, the crisis that we are now going through is linked with the “virtualization” of the economy. We have a market with a huge number of financial investors who are out of all relation to manufacturing and who have free scope for their activities. Investments are made regardless of how effective these or those companies are or how they function. Combined with the availability and cheapness of money, this generated excess demand in some sectors of the economy and, ultimately, was the primary cause of the crisis. However, I am afraid that proper conclusions from what happened have not been made. Yes, there are talks about the need to change the regulatory system in order to prevent professional market participants from assuming excessive risks. And the proposed measures are, in principle, correct. But, first, it takes too long to implement them. And, second, they do not exhaust the problem. Yes, you can establish control over banks, insurance and investment companies, pension funds, even hedge funds and offshore jurisdictions. But there is still a huge part of the economy represented by individuals. If you want to control the market you need to control all market participants. If we leave even a small part of the economy unregulated we are almost guaranteed to have high concentration of risk there. 


- And is there any other way? 
- The second way is regulating the market through taxes. If investment activities bring an income exceeding, let us say, 50 per cent per annum, then this is super profits to which progressive taxation must be applied. There are two approaches - rigid, total regulation and seizure of investors’ super profits - which may limit risks. But unfortunately, today, both are unlikely to be realizable. And, in general, very little has been made in this sphere: all the "detonators" of the crisis are still in place. The majority of market participants who used to engage in risky activities have survived. Yes, Lehman Brothers and several other banks and companies have collapsed. But the rest are still alive and kicking. Why should they revise their strategy? This means a new wave of the crisis (or a new crisis) is only a matter of time. It is difficult to say when and where the new phase of the crisis will break out, but, alas, there is no doubt that it will break out. 

- When you talk about the poor job made of correcting mistakes do you mean our country as well? 
- Unfortunately, the Russian economic model depends to a great extent on external sources of money supply. This is due to the fact that the value of money outside Russia is much lower. And if this is combined with a stable or strengthening exchange rate of the ruble, the gap is even greater. Therefore, it is quite difficult to influence the economy using monetary means. 

- So, it only remains to wait and pray? 
- We have no choice but to equalize our internal loan interest rates with external rates. This is like a gateway: if you want the ship to move forward, the water level in your compartment should be the same as in the next one. And the value of money is determined primarily by the level of inflation. Not long ago, an unplanned experiment was set in our country: almost all the factors affecting the inflation were suppressed: the growth of wages, the growth of money supply and so on. The only exception was the growth of state-regulated prices (the tariffs charged by monopolies). The experiment showed that today this is the main factor provoking inflation. And if nothing changes here, we will continue to have the situation we have now. I can not give you the precise figure of the inflation rate - 10, 13 or 15 per cent - but certainly not 2 or 3 per cent as in Europe and America.

- So, what are we supposed to do? Freeze the state-regulated prices? 
- We should ponder over everything and decide what is better: to chop off the tail bit by bit, I mean, to bring the tariffs of monopolies in line with market values, which is a long and painful process, or to get rid of it in a single stroke and turn over a new leaf. 

- According to a number of Russian and Western analysts, in the second half of this year, Russia will face with a sharp deterioration in its manufacturing sector. This will result in massive bankruptcies, including bankruptcies of banks, and a new devaluation of the ruble. This will be the Russian version of the "second wave" of the crisis. How justified are these fears? 
- Any country feels comfortable or uncomfortable depending primarily on the state of its public finances. In this regard, the projections for the current year and the next year are positive. The state of the budget is directly linked to prices for our export commodities, and these prices can only go up. Their behavior is a direct reflection of the cheapness and availability of money. Today, most world currencies are losing value. People are trying to save their money, but there are few possibilities to do it. The main option is investing in such “timeless values” as raw materials, precious metals, land or works of art. However, if the state finances are in more or less good shape, the state will be able to help other economic entities. Therefore, I think, massive bankruptcies or something of the kind can not happen in principle. Yes, there will be some problems, but problems occur all over the world. 

- The decline of industrial production in Russia, shown by Rosstat’s recent data, provokes more sombre thoughts. 
- The real sector accounts for a large part of the structure of the Russian economy, and this sector is much more inertial than the financial sector. Take, for example, a bicycle: it takes only a few seconds to put on the breaks. And try to stop a roller that has picked up some speed! Besides, it is not entirely correct to make predictions about the prospects of the economy on the basis of statistical data, even the most recent ones. Statistics always show the past. They can help you understand what happened, but they are, in a sense, useless when we try to predict the future. 

- The strengthening of the ruble is cited as one of the factors that caused the failure of industrial production. It is said that the effect of the devaluation, which improved the competitiveness of domestic producers, was reduced to nothing. How true is this logic? 
- This debate has been going on for, I think, fifteen years. What ruble, strong or weak, does our economy need? Should we support its rate or should we let it fluctuate freely? I think this dispute is quite pointless. We can influence the nominal exchange rate of the ruble, but in real terms we will still get what we get. The main factor that affects the weight of the currency is, again, inflation. If you want to prevent the excessive strengthening of the ruble, you must first cope with rising prices. In the face of high inflation, it is inevitable that your currency will actually be strengthening. 

- In other words, the nominal weakening of the ruble will not help domestic producers? 
- No, we will only accelerate inflation, which in six months or in a year will again exhaust the effect of the devaluation. After that, no doubt, the question of devaluation will arise again. 

- You said that our macro-economic prospects are more or less okay. Then, what caused the rollback of Russian stock market indices from their peak values in May? 
- First, we are witnessing correction taking place after a prolonged growth of the market. Second, investors are being cautious, studying signals sent by different central banks. For example, the U.S. Federal Reserve and the U.S. Government are talking about the need to tighten their monetary policy. Europe, by contrast, is dishing out money. The Swiss National Bank is weakening the exchange rate of the franc. That is, serious changes in proportions are taking place in the sphere of world finances. These changes, in one way or another, are affecting the availability of money. Today, it is this factor, rather than the state of our companies or the economy as a whole, that is crucial for the Russian stock market. 

- Some experts focus on the behavior of the Scandinavian investment funds, linking their withdrawal from Russian securities with the abuse of the interests of their fellow countrymen in our market. I am talking about Telenor, the Norwegian company that had to pay nearly two billion dollars under the decision of a Russian court. Do you think this is somehow connected with the investment climate? 
- Foreign investors have been present in the Russian stock market since the time of its creation, increasing or decreasing their presence. This is a normal process. If someone wants to explain these inflows and outflows of the capital by changes in the investment climate, they are welcome to do that. But I think the climate has nothing to do with it: it is the same as it was before. There is no sufficient reason to believe this is an argument for serious players.

