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Russia’s NASDAQ

Soon Russia will have its own NASDAQ: the MICEX is launching a special floor for securities of domestic hi-tech companies. The MICEX President Konstantin Korischenko talks about the main features of the Exchange’s technopark. 

Mr. Korischenko, recently the MICEX has broadly announced the launch of a new floor, the Market for Innovations and Investments. But the MICEX already has the Sector for Innovation and Growth Companies. What is new about the new market? 

- First of all, the project to create the Market for Innovations and Investments is outside the scope of the MICEX Group: we are launching it jointly with The Russian Corporation of Nanotechnologies (RUSNANO), whose task is encouraging the development of innovation businesses. This includes two aspects: the ideas and technologies themselves and, second, the financing of their implementation. This cannot always be done with the help of loans, especially under today's conditions. Another approach is attracting investment capital. It is cheaper and allows you to share the risks and future revenues between the developers of the technology and investors. This approach forms the basis of the existing IGC Sector. But it is built, let's say, on general market principles: companies, developing in an evolutionary way, themselves reach the stage when they enter the stock market. We want to expedite the process and make it more focused. 

- But not quite market-based? 

- You can say so. Evolutionary development is good under the conditions of the "quiet" market. The current situation, however, requires a more active role of the state. As the world practice shows, there are special venture capital funds that investing in high technologies. Usually these funds are not connected with exchanges, as these assets are rarely traded in the stock market. But today the gap between ideas and money is too great. The main task of our project is bringing together investors and potential investment objects on one floor. The state corporation will offer promising investment projects from among those that RUSNANO now has. Then this “raw material” will pass into the hands of the Committee on Innovation and Venture Financing under the Coordinating Council of the Market for Innovations and Investments. The task of the Committee, which will consist of members of the business community, will be analyzing and selecting projects that can be admitted to the Market for Innovations and Investments. 

- But the innovation business is not limited to nanotechnologies. What about technologies that do not have the "magic" prefix "nano"? 

- Well, you can not grasp the immensity, you can not take a stab at all sorts of innovations. You have to start with something, and thanks to RUSNANO we won’t have to start from scratch: a preliminary screening has already been carried out. If our project proves successful enough it will undoubtedly attract companies from other sectors of the economy. There won’t be any discrimination. 

- All this, however, does not explain why shares in innovation companies must be traded separately from other issuers’ securities. What is the meaning of this high-tech "ghetto"? 

- The rules regulating the Market for Innovations and Investments will be quite different from the rules of the rest of the exchange. For example, only qualified investors will be able to participate in trading in the Market for Innovations and Investments, at least in the sector for private placements. This is due to high risks associated with investments in such assets. We focus on professional participants, those who can properly assess risks and who do not need being lectured on "safety engineering". 
- The existing IGC Sector does not have such restrictions. However, there are only four issuers. What, by the way, is its future? Will it be abolished? 

- No, it will be one of the elements of the Market for Innovations and Investments. In a sense, the IGC Sector is our bright future: it will start developing when financial markets start working, let’s say, at full capacity. 

- That is, if you use computer terminology, the IGC Sector is a public demo and the new part of the Market for Innovations and Investments is a “professional edition”? 

- Well, you can draw different analogies. The main thing is that, on the one hand, we impose additional restrictions in the Market for Innovations and Investments, but, on the other hand, we give participants certain preferences. In effect, we will be “manually” helping companies to raise capital. But this, I think, is normal practice for any new process in the economy. 

- When can one expect the launch of the Market for Innovations and Investments? 

- I think that the before the end of the year all preparatory measures will be completed and the first innovation projects will enter the stock market. 

- How many of them will there be? 

- The question is not in the number of projects - Russia has quite a number of ingenious people - but in their market “package” by which I mean the preparation of appropriate documents, market appraisal and the evaluation of the commercial viability of the product. As far as I know, RUSNANO has dozens, if not hundreds, of potential investment objects. 

- Another problem is where to find investors. Today, even investments in "blue chips" seem to be risky. 

- The question whether to invest in well-publicized assets or try to find new ones has always been important, before, during and after crises. The potential profitability of "blue chips" is estimated fairly easily, so the behavior of the general body of investors is quite predictable. When oil prices grow, the demand for shares in oil companies grows, when metals go up, the demand for securities of metallurgical enterprises increases. With innovation companies it is not that simple. Here one has to assess not only, and not so much the macroeconomic situation as the particular business. It is hardly advisable to buy shares in, say, a company manufacturing microcircuit chips on the sole ground that the demand for electronics is growing. With the general rise or fall in the industry, this company can show both good and bad results. That is, we are talking about a very special class of investors, less numerous but less dependent on the fluctuations of the standard market. 

- The present, alas, is so severe that the project smacks of a utopia. 

- I am sure there is nothing utopian about it. We are not reinventing the wheel; we are borrowing the best of international experience and trying to transplant it onto our soil. In many countries this scheme has been implemented and works great. Of course, no one is immune from failure, not all innovation projects placed in our market will succeed. But there certainly will be those that will repay the investments made in them many times. 

- To what extent will your Market for Innovations and Investments be like the US NASDAQ? 

- Today, the NASDAQ is not much different from the NYSE and other "traditional" exchanges: in fact, it is a combination of quote-drive and the more familiar order-driven market. But the NASDAQ was conceived as a quote drive market where one could comfortably make the initial offering of lowly liquid assets, as conventional floors are less suitable for that. This approach enabled to promote the market for shares in high-tech companies in the United States in the 1990s. And in this sense, our project is quite analogous to the NASDAQ. 

- Perhaps, taking into account the fact that in our country the role of the government is much more significant. 

- I would not say so: in the USA, too, the state actively intervenes in the economy. But if you want a more accurate analogy, consider Poland’s experience. There the state did exactly what our project provides for: the Polish state undertook to finance the preparation of IPOs. And the results were soon apparent: in the midst of the crisis several dozen innovation companies placed their securities on the Warsaw Stock Exchange. 
- According to recent data, government organizations account for 85 percent of investments in Russia's innovation sector. Can it happen so that, eventually, the state itself will create the demand for shares in companies that it supports by purchasing them through state- owned funds or state-owned banks? 

- Launching this project we did not expect that the state itself would invest in these companies. This, of course, is not forbidden, but this is not the main driving force. Those government investments that have already been made are usually linked with large infrastructure projects. Here we are talking about something entirely different, selective investing in specific companies. Considering their potential number, this requires very large financial resources. Meanwhile, today, the state has to spend money on performing its social obligations. The development of technologies requires the attraction of private capital. But it would also be wrong to say: "Guys, this is your problem, look for the money yourselves". As a result, I believe we have found the golden mean.
