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Clutching at the ruble

by Andrei Kamkin 

According to the MICEX President Konstantin Korishchenko, for the stock market to develop stably, investors must be insured against currency risks. In other words, the state should not allow further devaluation of the ruble. 

- Mr. Korishchenko, how would you describe the current situation on Russian stock exchanges? Are we trying to push off from the bottom or are we just slowing down our dive? 

- The state of the stock market has been heavily affected by the stopping of the devaluation of the ruble. Speculators realized they could no longer expect big profits in the foreign exchange market and migrated to the share market. Foreign capitals are beginning to return. Statements made by top government officials and financial authorities about the expected stabilization of the exchange rate stimulated investments in Russian assets. 

- What’s next? 

- Stable growth of the stock market requires effective mechanisms of hedging against currency risks. There are two of them. The first one is state hedging. It is when the Government says “This is what is going to happen to the exchange rate of the national currency” and maintains this policy. The second one is market hedging. People buy assets denominated in their country’s national currency and, at the same time, futures, options or forward contracts denominated in foreign currency. But, unfortunately, in our country, the derivatives market is still underdeveloped. 

- So, do we have to hope that the Central Bank will keep its promise to retain the ruble within the “corridor”? 

- Well, yes. But the Central Bank has all the possibilities to control the behavior of the exchange rate. I do not see any economic prerequisites for a new spiral of devaluation. 

- How does the current state of the stock market correlate with the overall economic situation? 

- I have heard the following statement several times: "You must urgently buy shares in Russian companies, as they cost less than the net asset value." At first glance, this is safe business. However, this is an accounting-based illusion. Today, it is simply inappropriate to say that certain stocks are undervalued or overvalued. At present, such notions as "fair" price or “net” asset value are quite vague, as the main elements of economic activity - raw materials, real estate, franchises, and so on - vary greatly in price. Low stock-exchange quotations are a defense reaction of investors in the context of this uncertainty. They show that investors are unable to assess the value of companies and are, therefore, prepared to buy assets only with a large discount. But as prices for raw materials stabilize, the stock market will recover. 

- But this is still a matter for the future, isn’t it? 

- I think that the acute phase of the crisis is behind us.

- What is your optimism based on? 

- Let me clarify: I do not mean any numbers that characterize the rate of growth of the GDP of some countries, the volume of money supply, interest rates and so on. Macroeconomic statistics is very important, but it has one major drawback: it always reflects what has already happened. And the future is determined by such an intangible thing as market sentiment. Whether you like it or not, speculative capital plays a very important role in the world, and its behavior is the best indicator of the course the economy is moving along. Investors’ activity is becoming more brisk: parties are beginning to restore interrupted agreements and investors begin to buy stocks and debt instruments. Of course, I am talking about the financial market only. This market responds to changes in the trend more promptly and flexibly. As far as manufacturing and the economy as a whole are concerned, reconstruction is a much more lengthy and complicated process. 

- It is perhaps too early to talk about the reconstruction of the economy: in January, industrial production in Russia fell by 16 percent year on year. 

- Negative trends in the real economy are simply "catching up" with the state of the stock market. However, as we can see, the real sector has fallen to a much lesser degree than the stock market, and the worst expectations have not been realized. A certain balance has been reached, and the current situation inspires cautious optimism. The economy can begin to grow on the first positive pieces of news. 

- As against comparable economies of the world, the Russian stock market has experienced the strongest decline. 

- It is wrong to say that during the crisis the Russian stock market is demonstrating some unusual behavior. The difference is actually not that great. First of all, when calculating the degree of the fall one should take not peak points but average values. Secondly, one needs to take into account the effect of devaluation and the scale of the market. And thirdly, one should take into account the fact that our stock market is very much dependent on commodity prices, and these prices, as you remember, went up with a leap and then fell. Imagine you are driving a car: the turning radius is directly proportional to the speed. We were moving very fast, that’s why we swerved so strongly. 

- To what extent does the infrastructure of the Russian stock market meet the challenges facing the Russian economy today, including the ambitious task of creating an international financial hub in Moscow?

- Our infrastructure is certainly not among the worst in the world. I think we meet average world standard. Such unpleasant things as suspensions of trading or defaults on certain bonds are not the problems of the exchange infrastructure. Rather, these are the problems of the economy as a whole. Nevertheless, there is potential for further development. Appropriate measures have been envisaged in the strategy of development of the financial market and in the plans to create an international financial hub. But if right now you are ill, you don’t talk about achieving records in sports. The current crisis is an illness. First we need to get over it, and then we can get down to improving the infrastructure. 

 - According to many experts, the simultaneous existence of two stock exchanges, the MICEX and the RTS, has no economic sense. What are the chances of their merger? 

- I am not the person to answer this question. This decision should be made by shareholders of the two exchanges. By the way, who says that Russia has only two exchanges? There are many exchanges specializing in different markets. Moreover, new exchanges are being created which target new markets. If today we merge two exchanges, then tomorrow we will have to talk about merging them with the third exchange, the day after tomorrow - the fourth and fifth exchanges, etc. The problem goes beyond discussing the prospects of merging the MICEX and the RTS. The question is: which is preferable, a single universal exchange or a multitude of specialized exchanges? I have no answer yet. There are strong arguments in favor of the first and the second models. 

- It is well known that the coming of investors to the Russian stock market is hindered by the absence of a central depository. This is an old problem, yet it seems to be hard to solve. Do you have any explanation for that? 

- Yes, but I'm afraid it is beyond the scope of a public discussion. I can only express my hope that in the nearest future, a law on the central depository will be adopted, as it is one of priority measures intended to improve the financial market. The package of these measures, by the way, includes draft laws on clearing, on-exchange trading and inside information. The latter document has better prospects than others, although, in my opinion, it is not the most important document in this list. 

- The idea that Russia lifted restrictions on capital movement too early and that it is necessary to restore currency control is becoming increasingly popular. What is your opinion on this subject? 

- In my opinion, the restoration of currency control will not bring good results. Such measures are useless against the outflow of capital. Well, maybe except for a complete ban on foreign currency transactions, but it is difficult to call that “control”. Currency control may be effective in preventing excessive capital inflows. But most market participants do not really see it as a problem. On the contrary, they want to see more capital inflow: why, they say, should investments in the Russian economy be discouraged? 

- Do you agree with the majority? 

- It's not only that. There is a good aphorism: you can not go forward with your head turned back. If we are building a normal economy, then we should deal with external shocks using monetary and fiscal methods. These include the stabilization of the national currency, increase in the capitalization of the banking system and further developing of the financial market. Perhaps the imposition of bans would help to achieve short-term stability, but it would be a big step back.

