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Interview with the MICEX President K. Korishchenko 

Host: Elena Shchedrunova 

Host: Good morning, Mr. Korishchenko. 

Konstantin KORISHCHENKO: Good morning. 

Host: My first question will be about the work of the Stock Exchange. The MICEX has a stock market section, a currency market section; I hope we will have enough time for currency issues. Nevertheless, let’s start with the stock market, which is now the focus of virtually the entire population’s attention. Most people in this country don’t play with equities, however everyone knows about the stock market, not only in Russia but in all European countries. Today, the main news is what is going on in the stock market. In our stock market, people watch prices rising or falling, they also pay attention to periodic suspensions of trading. What do you think about suspension of trading as a way to combat panic in the market? Trading is suspended not only when prices fall and there is panic, but also when they go up, as it happened last Friday. So, what is the idea of this technical method of combating panic? 

Konstantin KORISHCHENKO: First of all, it happens in a number of other countries, not only in Russia. 
Host: This method is universal, of course. 

Konstantin KORISHCHENKO: There are two reasons. First, it enables market participants to cool down a bit and repress the fever which may occur as a result of rapid growth or collapse of the market. Over the last few months we have seen strong fluctuations. The second reason, which is quite serious, is that in order to carry out their transactions, market participants reserve a certain amount of money or securities, that is, they set them aside to secure the execution of their obligations. This number of securities or amount of money depends on corresponding prices. If prices change rapidly, then, respectively, the participant has to either add or withdraw something, and it takes some time, these are purely technical actions. Therefore, suspensions of trading, if they are not prolonged, are technically useful and important. 

Host: You want to say that this is not only a measure to prevent panic, but also a technical respite for players so that they would be able to prepare for further trading, right? 

Konstantin KORISHCHENKO: This is very well illustrated by comparison with markets that are not regulated, the so-called OTC markets. Perhaps many have heard about the so-called margin calls, this is a demand that more money or securities be deposited. In fact, many of our borrowers have faced margin calls. Unfortunately, lack of regulation in this sphere and the inability to periodically adjust the amount of money or securities are the reason why many borrowers now have problems, as they are unable to fulfill their obligations.

Host: When such suspensions are short-term they are probably helpful for players. But when trading interrupts for a day or more, you can’t quote some technical problems as an explanation. Many experts say that such frequent suspensions in the Russian market force many players to migrate to Western floors. Has this trend changed? It was quite visible a month ago, what about today? Have everyone become accustomed to what is going on in the Russian stock market? 

Konstantin KORISHCHENKO: I think that the topic of prolonged suspensions of trading has exhausted itself, as suspensions themselves are history and our regulator, the Federal Financial Markets Service, has adopted a document which substantially softens regulation in this area. So, I think that in future we may have only short-term suspensions of trading which are needed to control risks. Most likely, there will be no long-term suspensions. 

Host: By the way, when you became the Acting President of the MICEX, you said that your main task was building a system of risk insurance. Am I right? What has been done in this sphere? 

Konstantin KORISHCHENKO: The time was too short to actually do something, but we have revised our approaches to repurchase agreements, which caused problems in September. We have changed the level of deposits, which guarantee the fulfillment of obligations in the derivatives market and the currency market. Now we are considering changes in the structure of limits on participants so that, depending on the size of the capital, participants would receive larger or smaller limits and would not be, let's say, equal in the markets. 

Host: Soon, the Central Bank is going to enter the stock market. In what capacity is it going to participate in trading, if it is going to participate in trading at all? 

Konstantin KORISHCHENKO: I think it certainly is, but one should understand what kind of trading the CB is going to be involved in. The amendment to the law that enabled the Central Bank to participate in trading on the stock exchange was aimed at increasing the collateral against which the Central Bank provides its funds and simplifying the technology of the operations which the Central Bank carries out, but not at enabling the Central Bank to come and buy up huge .... 

Host: I think that’s what everyone hopes for. 

Konstantin KORISHCHENKO: Well, they are probably going to be disappointed, because the Central Bank has not received the right to freely purchase stocks, so these expectations are ungrounded. What is really going to happen, the Central Bank will be able to provide liquidity not only against today's collaterals, namely bonds, but also against shares. This will significantly enhance the ability to channel money into the economy and ease the lives of those who try to develop production and other business activities.  
Host: Some experts say that the weakness of the Russian stock market is in the absence of the leading player. That is, everyone is guided by anything and, strictly speaking, anyone may lead the market any day. Is this indeed the problem of our market? The absence of a player which, sort of, determines the trend and leads the market?

Konstantin KORISHCHENKO: This is our long-time problem, like, there must be a “master” who will come and sort out everything. Speaking seriously, the trend in financial markets is determined by the fact that today there are many so-called international players who have large resources and who have access to large volumes of credit. They place their funds in many markets or withdraw their funds from many markets simultaneously. So, when the Russian market was falling, along with other markets, in September and October it was not the problem of the Russian market but the problem of those players who had to close their positions. Statistics confirm that in September-October, there was a very large capital inflow to the USA. This was the closure of positions of those who faced problems in the American market. Russia acted as some sort of donor. Similarly, today, when the situation is, in my view, slowly quieting down and some participants are beginning to see opportunities to buy cheap assets, I think that, together with other markets, the Russian market can also begin to grow slowly. 

Host: Before the New Year people usually talk about the so-called pre-New Year rally in December. Do you think we will have it this year?
Konstantin KORISHCHENKO: I do not think there will be some significant rally. This year, I think, there are few participants in the financial market who think about bonuses, therefore there is no need to boost the value of assets in some "artificial" way. Moreover, speaking frankly, new employees who have replaced those dismissed for some oversights in their work or losses in financial markets are, in a sense, interested in not-so-good results, because their next year’s bonus will depend on the results they will receive next year, and the worse today’s performance is, the more they will get next year. 

Host: That is, the lower the starting point is, the more impressive their success will look next year. But will there be any success? 

Konstantin KORISHCHENKO: I think, yes, undoubtedly, because financial markets are mainly ruled by greed. Today, there are a lot of cheap assets across the world. The only question is how soon these major players will introduce proper order in their own backyard and turn to more aggressive investments. 
Host: Now, let’s talk about the MICEX Currency Section. This Section of the Exchange attracts even more attention than the stock market. Everyone is interested in the exchange rate of the US dollar, the euro and other currencies. Everyone is watching, with surprise, the Central Bank widening the limits of the bi-currency basket, the “currency corridor”. What is your opinion of the Central Bank’s policy? Was it worth maintaining the exchange rate of the ruble or did it make more sense to retreat? 

Konstantin KORISHCHENKO: It’s very easy to give advice, but I’ll probably refrain from trying to evaluate what the Central Bank is doing, because to do that, one needs to understand the whole set of available data. Unfortunately, or fortunately, this set of data is usually not available to the general public; therefore, many views are sometimes quite superficial. At the same time, I would like to support the opinion of the head of the Bank of Russia and those experts who say that one should not overestimate the current trend towards the weakening of the ruble. Yes, there is capital outflow, there is drop in oil prices, there are many other factors that affect the situation. But, look at what is happening to the US dollar. You may remember comments that were heard one month ago about the return of the dollar, but it is weakening again. My feeling is it is going to continue weakening against the euro. I do not rule out that as a result of ongoing negotiations, within OPEC or some other measures, we will see measures to reduce oil output that will balance demand and supply. And the financial market is not independent in this sense, it just intensifies the trend. When the markets are falling, it intensifies the trend towards drop in oil prices, when the markets are growing, it intensifies the trend towards growth, and if there are first signs that oil goes up, the financial market will immediately make a U-turn and start growing again. This, in turn, will lead to increase in budget revenues and cause the inflow of capital which, in turn, will change the dynamics of the ruble. But, as different from what was, say, three or four months ago, today, if we look back at the lower limit of the corridor, it is already much further, and all those who purchased foreign currency expecting it to grow against the ruble may have problems, as it happened some time ago. It is therefore my opinion that you need to have a balanced position, regardless of whether you are a commercial bank or an individual or an industrial company, and not distort it in favor of the dollar, the euro or the ruble. 

Host: After becoming President of the MICEX, you said that you (I mean your team) were preparing a number of projects related to extending the time of trading in currency pairs and that you were considering the possibility of introducing additional currency pairs, for example, euro-dollar. So, what has been done and what are you going to do in the nearest future or before the end of the year?

Konstantin KORISHCHENKO: If you look at the statistics, you will see that the volume of the market for the euro-ruble pair is growing very rapidly. The volume of trading in swaps has become almost equal to the volume of trading in the ruble-dollar pair, and for spot transactions, the volume of trading is approaching that for the US dollar. Well, the word “approaching” is probably an exaggeration, but it is growing very rapidly. And with the closure of foreign markets, market participants have a great need for dollar-euro conversion, particularly those market participants who are either not prepared or are unwilling to take risk dealing with foreign counterparties. Therefore, they have a great interest in extending these operations inside the country. In this regard, we are extending the time of trading in the ruble-euro pair to make the market more active, and, beginning from January, we are launching the euro-dollar pair. This is as good as done, because all the plans have been technically prepared and now we only have to perform certain technical procedures. 

We do not stop here. Today, we are holding negotiations with our counterparties about involving at least two currencies, the Kazakhstan tenge and the Belarus ruble, in trading on the MICEX, because trade turnover with these countries has traditionally been large but has been dollar-based. Given the current situation and the intention to create a financial hub in Russia and transform the ruble, the importance of using these pairs, the Russian ruble-the Kazakhstan tenge and the Russian ruble-the Belarusian ruble, is really great. And these projects can be implemented in the foreseeable future, I think that soon we will be able to say what will be done and when. 

Host: Speaking about “soft” currencies. Have you assessed the need of the market for these currencies? Contracts are concluded, but they are concluded on the basis of cashless transfer of funds. Will people feel the need to buy everything on the exchange? Will it be more convenient to count directly than through US dollars? 
Konstantin KORISHCHENKO: First of all, common people do not buy foreign currency on the exchange. It is usually banks that sell and buy currency on the exchange, not even enterprises... 

Host: And then effect payments for their clients. 

Konstantin KORISHCHENKO: Yes, the need is now quite evident, but it all depends on the concept of “the glass is half empty or half full”, and so on. Let me give you an example: a little over a year ago, when euro-ruble market began to grow it accounted for tenths of one percent of the ruble-dollar market, and people would say: "Why the euro-ruble market? We have the dollar. It is not going to work." But today, the ruble-euro market accounts for, at least, 10 per cent of the ruble-dollar market or even more if you include the market for swaps. Yes, it took only one year, because there is a need to diversify currencies, there is a need for practical contracts. Today, Russian, Belarusian and Kazakhstan enterprises, including banks, can and want to conclude contracts, bypassing the dollar, but the problems they face is that they, first, must be able to make payments and, secondly, they need to obtain refinancing and place their money somewhere. In the absence of market, they will always invest either in dollars or in euros. Accordingly, our task is to give them markets where they can use their national currencies instead of using foreign currencies. 

Host: In these difficult times, again, one can hear talks about merging the two Russian trading floors, the MICEX and the RTS, into a single system. Like, there are too many exchanges in Russia. Vladimir Milovidov, head of the Financial Markets Service, has said that in the nearest future, the MICEX and the RTS would probably merge into some sort of holding company. What you have heard about it and what is your opinion? 

Konstantin KORISHCHENKO: Well, first of all, let’s see how many exchanges we have in Russia today. Certainly, not two. Only two weeks ago, the prime ministers of Russia and Kazakhstan discussed the issue of the oil exchange and the possibility of opening its branches in Kazakhstan.

Host: But this is a commodity exchange, and we are talking about stock exchanges. 

Konstantin KORISHCHENKO: Why? The Moscow Interbank Currency Exchange, or to be more precise, its subsidiary, the National Mercantile Exchange is the main, if not the only, floor for grain interventions. Over the last six months, this market has grown very rapidly. So, it is difficult to say where we have a commodity exchange and where we have a non-commodity exchange. Exchanges are places where people buy and sell goods under certain rules. This business activity has its visible part and its invisible part. The invisible part is what is called post-trade procedures. These include settlements in the securities market, the currency market or the ruble market, clearing, risk management and so on. Usually, these activities are performed not by exchanges but by organizations that work close to exchanges: clearing organizations, settlement houses or depositories. So, it would not be reasonable to discuss the merger between the exchanges without discussing the entire infrastructure. All these organizations have different ownership structures. Some organizations have the state as an owner, some don’t, some organizations have members who used to be market participants but have terminated their participation in the market, and so forth, that is, the situation is quite dynamic. Therefore, in order to reach certain decisions, you must first make sure that shareholders, including the state, understand what they want from their infrastructure. Perhaps this is a matter of tactics in the implementation of strategic tasks. So I think that first of all we need to solve long-standing problems. These include legislative problems, capitalization problems, supervision problems, etc. I can say that today, exchanges are probably not at the top of the list of problem institutions that you must reform. 

Host: Nevertheless, the future merger between the two exchanges seems to be highly probable. You have just said that you should first understand what the overall infrastructure should be like and only then take a decision about the merger - is this process going on or is it only words? Or does someone say “Let’s merge and then we’ll resolve problems as they arise”, so to say, “let’s cross the bridge when we come to it.”
Konstantin KORISHCHENKO: It is difficult for me to say, as I am not a shareholder and I do not represent any shareholder. I am now the manager of one of the exchanges, so I understand that the Exchange itself has problems (we have talked about improving the risk management system and developing the market in this or that area) that need to be addressed urgently. There are problems of capitalization of the clearing organization, there are problems of technological services. Any reorganization, any restructuring is like a surgery, it puts a great deal of stress on the organism. 

Host: It only worsens the situation. 

Konstantin KORISHCHENKO: It doesn’t really worsen the situation, but it distracts from the current daily problems. It is therefore necessary to understand what we are going to receive. 

Host: I thank you, Mr. Korishchenko.
