Itogi, April 20, 2009 

The MICEX launches the euro/US dollar currency pair 


The Moscow Interbank Currency Exchange is launching euro/US dollar operations. According to the MICEX President Konstantin Korishchenko, the emergence of a new currency pair in the assortment of the Exchange’s instruments will significantly lighten the burden of risks borne by Russian banks. 

- Mr. Korishchenko, first of all, what prompted you to introduce this innovation? 

- The euro/US dollar pair is a very interesting instrument, first of all, in terms of psychological perception. In the Russian market, the euro and the dollar are in fact commodities or financial assets bought and sold for rubles. In this case, it turns out that one commodity is put up against another commodity. As if aircraft were exchanged for, let’s say, tractors. This once again confirms the fact that the borderline between financial assets and currencies is becoming more and more blurred. As far as the euro/US dollar instrument is concerned, it was launched primarily for the convenience of participants in trading. Our ruble/US dollar and ruble/euro markets are sufficiently liquid, but we lacked “the third side of the triangle”. It was impossible to "close" the dollar and the euro and thus balance positions. 

- But dollars and euros can be exchanged outside the exchange, can’t they? 

- Yes, worldwide, the euro/US dollar market is almost totally inter-bank. In Russia, until the autumn of 2008, there were no big problems with exchanging dollars and euros. Banks could turn to major international players and very cheaply, in terms of the spread width, buy euros for dollars or dollars for euros. But when the crisis broke out, players began to close their limits on each other. Meanwhile, demand for conversion did not disappear. During the current period of crisis, exchanges have become a very attractive marketplace mainly thanks to their reliability. The exchange system provides centralized risk management, ensures the execution of transactions and solves the problem of short-term liquidity. 

- Was the "smooth" devaluation of the ruble, which caused rapid “foreign currency-zation” of Russia’s economy, one of the reasons for the emergence of the euro/US dollar instrument? 

- No, it had nothing to do with the devaluation of the ruble. We came up with this idea about nine months ago, and it was a reaction to the problems with conversion operations that Russian banks began to experience. By the way, I would like to note that the notorious “foreign currency-zation” is simply a rational behavior of market participants in the context of short-term devaluation of the ruble. Today, one can expect an equally rational behavior in the context of the expected strengthening of the ruble. In particular, this means massive shift towards much more profitable ruble-denominated instruments. 

- Before, euros and dollars were exchanged for each other in the on-exchange market via the ruble. Now, this kind of agency is no longer needed. Can this lead to reduction of demand for the national currency? 

- One should not forget that the exchange rate of the ruble is now targeted on the basket of currencies consisting of the US dollar and the euro in almost equal proportions. If your positions in these currencies are not balanced you don’t feel confident enough. The launch of euro/US dollar instruments significantly reduces risks. In fact, it enables you to carry out transactions “the ruble against the basket of currencies." This will result in the expansion of the market: cheap and simple exchange of currencies will enable players to carry out more transactions for the same money. So, instead of reduction of demand for rubles we will have increase in the volume of transactions which are served by rubles. By the way, in terms of risk management, today, these are three different markets: ruble/US dollar, ruble/euro and euro/US dollar. But in the near future, we intend to have a single market with unified security and a unified position. 

- Could this lead to a decrease in spread between the selling and buying rates of foreign currency that we see in our banks? 

- The spread is actually determined by the specialization of the bank or the exchange office. There are those which are engaged in speculation. They actively sell and buy currency, making money on volumes of business, so they offer a narrow spread. And there are those which follow a different strategy: they usually either buy or sell currency. I do not think that the launch of the euro/US dollar pair will change this situation. But it will certainly lead to the leveling of spreads in ruble/US dollar and ruble/euro pairs. Until now, the average "gap" between the selling and buying rates of the euro was higher because the dollar was considered to be a more liquid currency. The existence of the euro/US dollar market actually eliminates this difference.

- I can hardly imagine that one can easily exchange, say, yens for dollars on some European exchange. Trade in another country’s money is perhaps typical of countries whose own currencies are not fully developed. 

- Let me start by saying that currency trading on an exchange is generally the exception, not the rule. Our case is almost unique. In fact, a very small number of countries have adopted this approach. And the launch of the euro/US dollar pair is a very significant step in the development of this institution. Technologically, this is a much more complex procedure than trade in currency issued by your own central bank, first of all, in terms of risk management. The RF CB exercises certain control over the exchange rate of the ruble to the US dollar. However, nobody restrains volatility in the euro/US dollar pair. 

- Isn’t our uniqueness just an anachronism, a consequence of the inadequate development of the inter-bank market? 

- Our strength is the continuation of our weakness. The organized currency market is not our disadvantage. On the contrary, it’s our competitive advantage. 

- By the way, will non-residents be admitted to trading? 

- Today, only Russian banks can participate in trading in any currency. But in terms of the law, there are no barriers to the admission of other organizations, including foreign ones. However, our own rules do not permit it. Perhaps, we will have to change them. 

- Why don’t you change them now? 

- The draft law on stock trading is now in the State Duma. If we change our rules now, but the adopted law will state something different, we will have to change them again. We would not like to do it. 

- Will the MICEX use the results of trading to set its own exchange rates of the euro and the US dollar that will be alternative to Forex quotes? 

- No. It is clear that, due to transaction costs, our exchange rates may differ from European or American quotes, but only by a fraction of one per cent. 

- But what if, say, in the course of trading, demand for the euro significantly exceeds the supply? Will it not drive up the price of the euro? 

- There will only be a short-term imbalance between supply and demand. There are local, closed markets in which such distortions do have a big impact on price. But the Russian euro/dollar market is a part of the global market: the “hard-to-get” currency will be bought somewhere else in the world in a matter of seconds.

- So, Forex is still over and above competition. 

- I'll say perhaps something heretical: the Forex market is a purely abstract thing. The very word simply means "foreign exchange". 

- But Forex quotes are real. 

- There is no formal procedure that would establish, for example, a single worldwide exchange rate of the euro to the US dollar or the rate of the dollar to the yen. In each case, participants in foreign exchange transactions determine the quotes. Participants may be guided by quotations published by such news agencies as Bloomberg, Reuter, Thomson and so on. But if you ask these agencies what they base their figures on, it will turn out that their data are usually the result of the survey of several banks. 

- So, maybe, one day, the MICEX will take its rightful place among these sources of information? 

- Why not? The question is how representative information is. The more euro/dollar operations we have, the more "fair" will our prices be. 
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