





























Corporate securities market in Russia:

General review and governmental policy�

�

1. Introduction. Major phases in the securities market development in the 1990-s



The formation of the contemporary securities market� in Russia began in 1991, following the adoption of Resolution No. 601 of the RSFSR Council of Ministers “On the Approval of Regulations on Joint Stock Companies”, dated December 25, 1990. By the beginning of 1992, all the principal market instruments and market infrastructure elements had been in place, and the formation of the initial legal framework to regulate the emerging market had been generally completed. Resolution No. 78 of the RSFSR Council of Ministers “On the Approval of Regulations on the Issue and Circulation of Securities and on Stock Markets in the RSFSR”, dated December 28, 1991 became the principal document in the sphere during the next 5 years (it did not apply only to those enterprises that were undergoing privatization).



	The second phase in the securities market development covers the period between 1992 and 1995. The principal landmarks of this period include the formation of a system of privatization laws in 1992-1994 and the development of an organized public securities market in 1993-1995.  This phase was opened by Decree No. 721 of the President of the Russian Federation “On Organizational Measures to Transform State-Owned Enterprises and Voluntary Associations of State-Owned Enterprises into Joint Stock Companies”, dated July 2, 1992, which had a most powerful effect on the development of the corporate securities market between 1992 and 1994. The voucher privatization methodology, in its turn, became instrumental for the emerging market infrastructure.



	According to expert estimates, it was in 1994 that the securities market in Russia began to seriously affect both the economic and political developments in the country. For instance, the upsurge of the market of government short-term zero-coupon bonds (GKOs) in 1994 made it possible to reduce to a certain extent the amount of free monetary resources that were having a negative effect on the rouble/dollar exchange rate and inflation rate. The sharply increased amount of people’s savings brought to life a significant number of securities issuers (albeit extremely unreliable) who were primarily focused on the population. It was in 1994 that securities were for the first time used to resolve the non-payment crisis (through the issue of treasury bonds (TB)). In 1994 foreign investors made first significant contributions in the shares of privatized enterprises in Russia.�



	The most significant result of this phase was the formation of a corporate economic sector (over 30,000 joint stock companies had been created on the basis of state-owned enterprises), a registered stock and over-the-counter markets (including the trading infrastructure and the secondary market of shares of privatized enterprises), a system (still transitional but already quite powerful) of institutional investors, a social stratum that, despite its heterogeneity and insufficient legal protection, may be called a stratum of owners (about 40 mln. Shareholders, according to the mass privatization results). All these factors played a significant role in shaping the subsequent market evolution. 



The modern, third phase of the securities market may be characterized by the following features:



the appearance in 1995 of first preconditions of financial stabilization in Russia, and of favorable macro-economic tendencies in 1996-1997;

the creation in 1995-1996 of a new legal framework for the securities market, with its subsequent legitimization in 1997-1998;

the creation in 1996 of an authoritative federal agency responsible for the securities market regulation, namely the Federal Commission for the Securities Market (FCSM);

positive qualitative changes generated by the developing market infrastructure;

the growing international recognition of the Russian securities market, and the entry of various types of Russian issuers into the world financial markets; and

the presence of objective conditions for the growth of the market capitalization and liquidity.



There is no doubt about the fact that the 1997-1998 world financial crisis has negatively affected the Russian securities market (in addition to the existing internal negative factors – to be discussed below). However, no negative tendencies in the international financial markets will be able to significantly affect the development of the Russian market. Paradoxically, the fact of a negative external influence on the Russian securities market demonstrates the latter’s increased integration into the international financial system.



	At the same time, the development of Russian economy is currently being impeded by a serious investment crisis, which manifests itself both in a drastic lack of investment resources in the market and a persistent reluctance of investors (domestic and foreign) to invest in the industrial (real) sector. The expectations of a powerful influx of foreign investments to Russia after the 1996 presidential elections have been deceived. There are several reasons to that, the main being the still high investment risks, including exchange, market, legislative risks, and so on.



	One cannot disregard the emerging and interim nature both of the national securities market model and of the corporate governance (control). However, it is quite obvious that Russia is going through a period of intensive formation of its own national securities market model that should incorporate the best of the world market achievements.



	Consequently, one cannot overestimate the necessity of an active and purposeful policy of the state with respect to the securities market and the formation of a market regulation model that would be adequate to the specific conditions of Russian economy, national interests and traditions. In view of the specified reasons of economic and social nature as well as the significance of that sector for economic development and stabilization, the securities market at present is regarded as a sphere requiring intensive regulation.



2. Development of the corporate securities market in 1996 -1998



	2.1. Contemporary legislation



	The adoption of several fundamental legislative acts in 1995 –1996 had a positive effect on the development of the securities market. These are the Civil Code of the Russian Federation and the Federal Laws “On the Securities Market” and  “On Joint Stock Companies”.



	The current legal framework regulating the activities in the securities market and ensuring investor protection also includes a number of Decrees of the President of the Russian Federation (A Comprehensive Program of Measures Aimed to Ensure Investor and Shareholder Rights approved by Decree No. 408 of the President of the Russian Federation, dated March 21, 1996; the Concept of the Securities Market Development in the Russian Federation approved by Decree No. 1008 of the President of the Russian Federation, dated July 1, 1997, and some others), normative acts issued by the FCSM, by the Central Bank of Russia, and by some other governmental agencies.



	For instance, the FCSM of Russia adopted between 1996 and 1998 some 100 Resolutions and Instructions concerning, in particular, the activities of issuers, of professional securities market participants, staff certification, and the operation of the collective investment system.



	By the middle of 1998, FCSM had drafted Federal Laws “On Introducing Amendments and Amplifications in the RSFSR Civil Code of Procedure”, “On Investment Funds”, “On Non-Government Pension Coverage”, and some others.



	The formation of the legal framework of the securities market has been generally completed by the middle of 1998 though some gaps still remained. Further development and specification of the legal framework as well as the task of ensuring effective coordination of law-drafting efforts and policies of different governmental agencies top the list of current priorities.



	2.2. The impact of the macro-economic factor



A review of the macro-economic situation



The period between 1995 and 1997 may be generally characterized by the following macro-economic tendencies: a relative stabilization of the rouble exchange rate, the slowing down of the inflation rate, and the reduction of the rate of return on government securities (Charts 1, 2, 4). With respect to the corporate securities market, the above tendencies signified a gradual formation of conditions for orientating participants in the Russian securities market towards corporate financial instruments.



	In 1997 the realization of the consistent and strict monetary policy launched in 1995 continued. While the consumer price index amounted to 2.3% in January 1997, in the second quarter it went down to 1% per month and practically remained unchanged till the end of the year (Chart 1). On the whole consumer prices grew by 11% in 1997.  The inflation rate through April – May 1998 remained quite low, growing during the first four months of 1998 by 3.44%.



	The decrease in the inflation rate in 1997 resulted in the growth of the real rate of the nation currency. During the first six months of 1997, the real rouble rate against the US dollar grew by 4.14% (Chart 2). During the second six months the real rouble rate declined by approximately one percentage point against the June level, while in 1997 on the whole it rose by 3.0%�.



	The situation in the currency market in April-May, 1998 was fairly tense. However, despite a powerful pressure, the rouble exchange rate remained within the exchange corridor, and the rouble devaluation, forecast by many investors, never happened. In May 1998 the official rouble/dollar exchange rate grew insignificantly from 6.133 RR/USD to 6.166 RR/USD or 0.54% (6.65% for the year).





The financial crisis of 1997-1998



The crisis that broke out in October, 1997 in the world financial markets was provoked by the fall of national currencies in South-East Asian states. The crisis entailed a considerable destabilization of the Russian financial markets�. It is possible to state, albeit with certain reservations, that the “Asian crisis” acted as a catalyst that provoked the first stage of the financial crisis in Russia (from October 1997 to January 1998).



	The internally controversial factor of financial stabilization was a mass influx of foreign capital into the market of government debt instruments. This controversy grew still more pronounced during the financial crisis in 1997 when non-residents started to withdraw their assets from the GKO market. The discharge of corporate securities, which occurred simultaneously, resulted in the slump of Russian shares.



	The mass-scale sale of government securities by non-residents seeking to repatriate their profits considerably pushed up the demand in US dollars. The fast reduction of the gold and currency reserves of the Central Bank of the Russian Federation (Chart 5) enhanced the threat of the rouble devaluation in November 1997 – January 1998�. Under the circumstances, the Central Bank of the Russian Federation adopted a number of measures aimed to prevent speculative attacks against the rouble and to support the government securities market. For instance, it raised the refinance rate starting from November 11, 1997 from 21% to 28% (Chart 3), and took some other measures.



	The specified measures made it possible to curb the crisis development. Unlike most countries to have suffered from the crisis, Russia at that stage managed to avoid the devaluation of the national currency coupled with the growth of interest rates. The macro-economic situation in Russia in 1997 could not of its own accord provoke the currency crisis. The monetary policy was not inflation-oriented, despite a considerable increase in the money stock, which was dependent on the increased demand and was secured by accumulations in the gold and currency reserves.



	Serious price fluctuations in the government securities market and currency market registered in January 1998 forced the Central Bank of the Russian Federation to introduced new stabilization measures, namely, on February 2, 1998 the annual refinance rate was raised to 42% (Chart 3).



	The following stabilization in the GKO-OFZ and currency markets made it possible for the Central Bank to temper the severe measures. Starting from February 17 the refinance rate was reduced by 3% to 39%. A considerable price rise in the government securities market coupled with the diminishing pressure on the rouble in March 1998 allowed the Central Bank of the Russian Federation to further mitigate its stabilization measures (on March 16 the refinance rate was reduced to 30%).



	Another phase of the financial crisis in Russia occurred between the end of March and May 1998. The low inflation rate over the past several months, a most important macro-economic indicator, failed to create a serious impact on the estimates of the investment attractiveness of the Russian financial markets. Risks related to a possible rouble devaluation and price decline at the government securities market and share market outweighed.



	A lot of experts connected the decline in prices on Russian securities that continued after the new Government formation with another lap of the crisis in the South-East Asian financial markets. However, this time the price fluctuations in the government securities market (that started a “chain reaction” in the other market segments) stemmed from internal� but not external causes.



	First, there accumulated economic problems related to budgetary debts, mutual non-payments between enterprises, arrears in salaries and wages for employees of state-owned enterprises.



	Second, investors still know little about the level of professional competence of most members of the new Government. For that reason, the assessment of Russia’s sovereign risk has gone up.



	Third, the fast reduction of the gold and currency reserves of the Central Bank of the Russian Federation in 1998 is again fraught with the rouble devaluation. According to some estimates, the gold and currency reserves decreased by another $ 0.7 – 1.0 bln. in April – May 1998.



	Fourth, potential (according to investors) devaluation could drastically aggravate the position of a number of major Russian banks, which secured large loans abroad between 1995 and 1998. That could, in its turn, provoke a serious crisis in the banking system.



	Fifth, in March 1998 data on Russia’s negative trade balance were officially published. Previously investors regarded the positive trade balance as a serious (at least from psychological point of view) guarantee of their investments, but the negative balance dynamics was regarded as a sign of unfolding “Asian” scenario. 



	All of the specified factors preconditioned the pessimism of investors who in May 1998 began to treat Russia as a region of high short- and medium-term risks. The possibility of a financial collapse sharply aggravated the investor estimates of political risks, too – up to left-wingers’ revanche during the 1999-2000 elections and subsequent property expropriations. This attitude lay the foundation for the permanent capital flight from the government and corporate segments of Russia’s securities market.



	In April-May 1998, serious developments occurred at the GKO-OFZ market, which is the most feasible indicator of “soundness” of the Russian financial market. The profitability of issues with maturity dates under six months exceeded in May 100%. The profitability of issues with longer duration amounted to 65-80% by the end of the month. 



	The crisis in the government securities market again provoked a mass-scale exodus of non-residents and conversion of assets into US dollars, which further increased the pressure of the Russian rouble. The next phase of the financial crisis in the Russian stock markets coupled with the increased pressure on the rouble exchange rate forced the Central Bank of the Russian Federation to raise twice during April 1998 the refinance and lombard credit rates (Chart 3). The latest rates (150%) are rather of a prohibitive nature with respect to the advancing credits to commercial banks.



	It is important to mention that the new lap of the financial crisis that occurred at the end of April through May 1998 could have been far more profound but for the statements of the Heads of the Government and Central Bank of the Russian Federation concerning their intention to pursue the current exchange policies. The exchange market stability at the time of an acute financial crisis is a requisite condition for bringing capital back into the GKO-OFZ market.



	The investors’ attitude should be improved by the measures proposed by the Government aimed to balance off the budget (namely, the reduction of budgetary expenditures, measures in the sphere of customs regulation, the restructuring of budget debts of enterprises, introduction of simplified bankruptcy procedures, the sale of the debtor indebtedness of enterprises, and etc.), as well as resolution of issues pertaining to IMF loans.



	2.3. The principal qualitative and quantitative tendencies in 1996-1998



General characteristics



Common shares issued by joint stock companies in the course of privatization of state-owned and municipal enterprises constitute the principal type of corporate securities currently circulating in the Russian stock market.



Despite some positive developments, the fundamental function of the corporate securities market – ensuring the access of enterprises to capital for investment purposes – is still very weak. At present the market is mostly concerned with (for obvious objective reasons) redistribution of privatized property and speculative venture investing in securities.



Nevertheless, the favorable macro-economic climate in 1996-1997 ensured a growing flow of funds to the corporate securities market.



The Russian market is still a market of major institutional investors dealing with considerable resources and large blocks of shares. Although restrictions with respect to retail investors obstruct the market liquidity, a market with major participants is far more stable.



According to estimates, most prominent roles in the market are played by private foreign capital (investment banks and funds) and Russian share-issuing enterprises. The role of Russian commercial banks is growing, too (it was especially noticeable in the summer of 1997), although their participation in the investment process remains insignificant.



Russian stock market is still characterized by a high level of concentration. In 1997 securities of 7 major corporate issuers accounted for more than 70% of the total volume of sales at the RTS-1 over the specified period of time (Chart 9).



A considerable portion of the market trade was taken up by the purchase by strategic investors of controlling stakes in privatized enterprises. At the same time, the period between 1996 and 1997 was characterized by the growing interest of portfolio investors to Russian shares. The interest was still focused on liquid blue chips, but in 1997 it became obvious that professional market participants were getting interested in the shares of companies regarded as the “second echelon”.



Estimates show that in 1997 preference was given to those shares of “second echelon” companies that met the principal criteria used to gauge investment attractiveness: the degree of information disclosure, the quality of services provided by the register-keeping depositary, the authorized capital distribution (a fairly stable capital structure very often reduced interest towards the company), the management’s attitude towards outside shareholders, the degree of maturity of the local stock market, and acceptability of financial and economic performance indicators.



The degree of the issuer’s openness in respect of company information ranks among most significant factors. As a rule a company that willingly discloses information to investors has a positive attitude to outside investors. For instance, a lot of regional power generating and telecom companies have foreign shareholders.



Generally, one could mention the following tendency: if previously investments were targeted at “Russia”, in 1996-1997 more attention was given to specific promising companies. This tendency signifies that, first, there exists a sound basis for the Russian market liquidity enhancement; second, specific data about the economic performance of various corporations (namely, profits, joint ventures, ADR issues, and etc.) are becoming instrumental for the stock market development.



The corporate bonds market also showed some progress. On the whole, between 1992 and October 1997 the Ministry of Finance and FCSM registered 259 issues of non-banking corporate bonds for an aggregate amount of some 6 trillion roubles. In terms of geographical sales, the bulk of corporate bonds (over 90%) sold in Moscow (Table 2). In 1997, FCSM and its regional divisions registered according to new securities issue standards 30 bond issues for a total amount of over 30 bln. roubles.



Domestic corporate issues received a chance of getting into the Eurobond market at the end of 1997, following the placement of Eurobonds by the Government of the Russian Federation in November 1997 and the receipt by Russia the BB- international credit rating from Standard @ Poor, the Ba2 rating from Moody’s Agency (which was reduced to Ba3 in March 1998), and BB+ from the IBCA Agency.



At the beginning of March 1998, the aggregate amount of Eurobond loans acquired by domestic corporate issues exceeded $ 2 bln., of which industrial enterprises raised $ 1125 mln., and commercial banks received over $ 1 bln. All bonds placed by corporate issuers were in the US dollar denomination (Table 3).



At the beginning of 1998, over 25 joint stock companies announced their plans to issues Eurobonds, among which were ALFA-BANK, AVTOBANK, VNESHECONOMBANK, INKOMBANK, MENATEP, MOSBUISNESSBANK, AND PROMSTROIBANK  of St.-Petersburg. Prombusinessbank, Bank of Moscow, the National Reserve Bank, the “Rossiysky Kredit”, the Savings Bank, SBS-AGRO, RAO “UES”, Kuzbassenergo, Sverdlovskenergo, LUKOIL, YUKOS, ROSNEFT, ROSTELEKOM, SVYAZINVEST, AO “Aeroflot”, AO “Almazy Rossii-Sakha” (ALROS), AO “GAZ”, AO “Krasnyi Oktyabr”, RAO “Highways”.



In 1994 Russian issuers started venturing into the Depository Receipts market. Among major Russian privatized enterprises first to go into the ADR market were the following: the LUKOIL oil company, Mosenergo, GUM, the Seversky Pipe Plant, and Tatneft.  By the beginning of 1997, the number of participants in the ADR program went up to 14. The aforementioned list was joined by GAZPROM ( Programs 144A; S), IRKUTSKENERGO (Level I), INKOMBANK (Level I), Bank MENATEP (Level I),  SURGUTNEFTEGAZ (Level I), Bank VOZRODENIYE (Level I), VYMPELKOM (Level III). At the turn of 1997-1998, 20 Russian companies were issuing ADRs.



Some Russian issuers regard ADR programs as very attractive instruments for market formation and capital raising. For instance, over 17% of LUKOIL’s all common shares and approximately the same amount of  the CHERNOGORNEFT shares were issued in the form of depository receipts. According to Reuters, GAZPROM had additionally raised $ 430 mln. since October 1996 through its programs of private share placement. According to some experts, in September 1997 some 40% of free float Russian shares were traded abroad in the form of depository receipts.



It is worth mentioning, that not all of the depository receipts for Russian shares have been issued in ADR form. Some of them have been issued in the form of Global Depository Receipts (GDR) and are being traded in the Berlin, Frankfurt, London and some other European stock exchanges. Issued in the GDR form  were some shares of LUKOIL, CHERNOGORNEFT, GUM, TATNEFT,  and the Seversky Pipe Plant. This enables brokers to perform remote arbitrage transactions by selling in the USA ADR market shares purchased in Russia or at European stock exchanges in the GDR form. Such transactions are turning into a new form of cooperation between Russian investment companies and their American customers. In the past months, the demand in Russian ADR/GDR has begun to determine the situation in the domestic securities market.



On the whole, the derivative securities market in Russia is just emerging. This market is characterized by the absence of any legislative or regulatory acts with respect to the traded instruments, types of trading and payments, taxation mechanisms, accounting  and reporting procedures.



The Russian derivatives market at this stage is characterized by the following features:

Among most popular traded instruments are futures for GKO of various series, rate of return futures with respect to a specific group of GKO series, and currency futures for the RR/USD exchange rate;

Lately appear futures for the exchange rate of some most liquid shares of Russian companies, as well as future options�;

Most derivative transactions are performed in Moscow;

The trade in derivative instruments is largely of speculative nature and is hardly used for insuring risks (hedging), which arise from operations with base securities in the slaughter market.



Quantitative dynamics of securities market development



Despite the investment risks that remained in 1996 –1997 (until October 1997), the Russian share market was quickly developing. That period may be generally characterized by the rising tendency (with noticeable fluctuations) in the share market development. This tendency manifested itself in the dynamics of share price ratios and volume of trade (Chart 6 ), on the one hand, and in the growing capitalization of the Russian market (the developments in this sphere can be traced by the RTS index, which is computed on the basis of capitalization of listed companies; Charts 6 and 7). 



According to the International Finance Corporation (IFC), the growth rate of the Russian stock index in 1996 accounted for 153% (25 issuers), which is far higher than the relevant indices of the nearest competitors (Venezuela – 114%, Hungary – 97%). Thus, the Russian corporate securities market in 1996 demonstrated the highest growth rates compared to all other emerging markets in the world. 



	Until August 1997, the quotations on virtually all liquid securities of Russian issuers were showing considerable increase. This growth was conditioned by various factors, including by the advent of new groups of Russian and foreign investors to the corporate securities market due to the ever-diminishing profitability of other segments of the financial market. The powerful upsurge of the market affected shares of enterprises in almost all sectors of economy.



	It was typical of that period that together with traditional highly liquid “blue chip” securities that are in great demand, the prices for the so-called “second echelon” shares were quickly going up. That was especially true with respect to regional power generating and telecommunications companies. This tendency was further supported by an active trade at the RTS-2 that lists a great number of regional companies, inclusive of those operating in the energy and telecom sectors.



	The dynamics of the Russian stock market in 1997 may be split into several stages (Charts 6 through 8): an active growth in January-March when the market raised considerable funds from domestic and foreign investors; then a decline in business activities in March-April (a decline in prices and market adjustment), and a new market boost in May-August. The upsurge in quotations in the Russian stock market was accompanied by the general escalation of business in the world stock markets. In summer, the trade dynamics were significantly affected by the declining profitability of  government securities, which helped attract to the stock market rouble resources of Russian commercial banks and investment companies.



	The adjustment of the market in August 1997 was conditioned by a considerable drop in the USA stock exchange indices. The volume of RTS-1 trade operations remained quite high due to the fact that foreign investors started actively selling their shares. Those Russian companies and banks that joined the market expecting further share price growth with a simultaneous reduction of the GKO-OFZ rate of return proved unable to maintain the existing level of share prices. In September most quotations seemed to have stabilized, but  the activities in the market remained slack. As before, the trends of the USA and Russian stock exchange indices remained coordinated (Chart 7)�.



	The active participation of foreign capital in the Russian financial markets preconditioned the scope and structure of the crises that erupted on October 23, 1997. In November 1997 in the wake of the world financial crisis, the Russian stock market demonstrated a considerable decline of quotations (Charts 6 through 8).



	The situation in the market required a prompt intervention of FCSM and introduction of special rules for suspending RTS trading activities as part of a whole anti-crisis package of measures. FCSM instructions issued in October 1997  envisaged a suspension of trade in securities in instances when prices drop by more than 5%. Later the figure was changed to 7.5%. Here the problem is to preserve the balance between arresting panic in the market and giving the latter a chance to independently find a new price level.



	The withdrawal by foreign investors of their assets from the market was one of the factors that provoked so serious a decline in Russian share prices. The prevalence of non-resident funds in the Russian stock market accompanied by a lack of significant barriers for profit repatriation under the circumstances of port-crisis adjustments of European and US stock market predetermined the price falling tendency of Russian shares. From October 24 (pre-crisis level) to December 19, the RTS-1 index dropped by 31.4%. On the whole, from October 6 (when the RTS index reached a maximum of 571.7) to December 19, the index fell by 37.8%, which considerably exceeded the decline rates in most other countries.



	Thus, the financial crisis of November-December 1997 affected the short-term prospects of the Russian corporate securities market. Summarizing the crisis-provoking factors, it is possible to identify a whole set of trends (which are quite controversial):



A general withdrawal of capital from emerging markets that was provoked by the Asian crisis;

The “internal” reaction to the dynamics of the Dow Jones index (the statistical correlation is quite obvious, however, there exist several explanations of the unidirectional dynamics of the USA and Russian indices);

A seasonal factor related to the standard fixation of profits by investors at the end of every fiscal year;

Withdrawal of funds from corporate securities conditioned by the general concern about the decline of the rouble exchange rate during the general critical situation in the Russian financial market;

The anti-crisis policy of the Government and Central Bank of the Russian Federation (the priority of the rouble exchange rate and government securities market), which, albeit necessitated by objective reasons,  could not take into account the interests of the corporate segment of the securities market;

The absence of restrictions on profit repatriation by non-residents from the corporate securities segtor of the Russian securities market (unlike the GKO-OFZ market);

The mass-scale reorientation of Russian banks in the spring-summer of 1997 towards most liquid corporate securities in the hope of obtaining fairly high margins preconditioned (according to some experts) the “overheating” of the market by November 1997;

The general psychological “chain reaction” factor (discharge of shares) aggravated by the general lack of stability and certainty.



In 1998 it possible to identify several phases of market development (this segment of the market is even more dependent on the aforementioned psychological factor and investor attitudes. For that reason it is difficult to identify dominant factors and, respectively, clearly defined phases of the crisis).

	

	The year 1998 began with a new decline in share prices. The “sagging” of the Russian corporate securities market again required suspension of the RTS trade and prolongation of the FCSM anti-crisis rules until July 1, 1998 (Instruction No. 1582-p of the Federal Commission for the Securities Market) .



	In January 1998, the RTS index fell by 28%. Among “external” reasons, one could mention the fast devaluation of currencies of South-East Asian states at the beginning of 1998, the decline of major Asian stock exchange indices, and the resultant weakening of the financial stability of those regional investment companies whose presence in the Emerging Markets, Russia including, had become quite tangible. Another unfavorable factor to affect the prices of shares issued by oil companies (whose role in the Russian stock market is quite prominent) was the reduction of oil prices in the world market. Share prices of some oil companies (Tomskneft, Surgutneftegaz, etc.) dropped drastically by 50-70%. Speaking of “internal” factors (economic and psychological), one should mention considerable fluctuations at the Russian exchange market and the market of government debt instruments.



	The acuteness of the crisis to a great extent represented the other side of the preceding market boom, and was provoked by the panic resulting from the fast dwindling of the currency reserves accompanied by a considerable overestimation of the USA dollar at the forward markets at the end of 1997, and especially so at the beginning of 1998. Analysis shows, that first to withdraw their funds from corporate securities were Russian investors and foreign foundations of speculative nature. The financial crisis was further aggravated by the growing competition among emerging markets for investment resources of multilateral agents.



	The situation in the GKO-OFZ and currency markets stabilized in February-March 1998. That stabilization had a positive effect on the Russian stock market. The RTS index demonstrated a growing tendency and rose in February by 8.87% and by 7.2% in March (Chart 6). However, the reduction of world oil prices that followed the resolution of the Iraqi crisis by diplomatic means continued to negatively affect the oil company share prices. The interest of portfolio investors shifted towards companies unrelated to the oil business causing a certain increase in their respective quotations (e.g. RAO “UES of Russia”,  AO “Irkutskenergo”, AO “Mosenergo”).



	Another characteristic of that period was the discrepancy in the assessment of current investment risks provided by the leading western rating agencies. For instance, Fitch IBCA left Russia’s rating unchanged, while Moody’s reduced the foreign currency loan rating  to Ba3 and the foreign bank deposits rating – to B1. It is also interesting to note that the Russian index showed no significant reaction to the fast growing Dow Jones Index, which was so typical of its behavior in 1997 –1998 (Chart 7).



	In April 1998, the political instability  (the governmental crisis that continued until the approval of the new Premier on April 24) as well as the generally unfavorable situation in the market caused the RTS-1 index to decline by 4%. In May the financial crisis entered a new phase. There are both internal and external reasons for that.



	The first lap of the crisis occurred in the middle of May (Chart 7). A lot of the reasons that provoked another share price slump are described in Section 2.2. herein. One can only add that the situation was aggravated by the uncertainty in respect of top executives of RAO “UES of Russia”, whose shares are among best traded instruments in the Russian stock market, the company’s suspension of the ADR issue that was announced by The Bank of New York, and the decision taken by the State Duma to limit the non-resident stake in the charter capital of “UES of Russia” to 25% (According to various estimates, western investors currently own a 27-33% stake in the company). These measures reduced the investment attractiveness not only of  RAO ‘UES of Russia”, but of the entire Russian stock market. The persistently low oil prices continue to negatively affect the Russian market, too (the demand in shares of LUKOIL, SURGUTNEFTEGAZ, TATNEFT and of some other oil companies, whose impact on the dynamics of the Russian stock market indices is quite significant, remain quite low). And, finally, the unfavorable tendencies in the Asian and world financial markets represent another external factor undermining the market stability.



	The slump of share prices in the Russian market in May 1998 can only be compared with the downfall of October-November 1997 and January 1998. The second phase of the May crisis (May 27-June 1, Chart 7) was provoked by the same fundamental factors as the previous phases. From Table 2 you can see certain price fluctuations in the foreign stock markets. However, these fluctuations did not incite the latest phase in the Russian stock market crisis. Some observers linked the new market collapse with the aborted auction of  a 75% stake in the oil company ROSNEFT (not a single application had been submitted for the stake whose initial price amounted in the aggregate to $ 2 bln.). This reason does not seem very convincing, though, since the auction failure was directly related to the situation in the financial and oil markets.



	The principal reasons for the market slump stem from the lack of confidence of western investors in the ability of the Russian Government to resolve in the near future  the existing economic problems, expectation of the forthcoming rouble devaluation, a dangerously high cost of servicing the state debt within the total budget expenditures (see Section 2.2.), and concern about guarantees of shareholder rights (the case of RAO “UES of Russia”). All these factors led to the withdrawal of western assets from the government securities and corporate securities markets. The RTS-1 index in May 1998 fell by 38.77% (Charts 6 and 7). Since the beginning of 1998, the Russian stock exchange index has fallen  by 51.88%, and since October 1997� the index fell by more than 66.5%.



	Future prospects of the Russian stock market are closely related to the revival of confidence of western investors in Russia. Any significant changes in the Russian corporate securities market may only be expected after the threat of the rouble devaluation has disappeared and the situation in the government securities market has stabilized.



	However, despite the aforementioned phases of the 1997-1998 crisis there is sufficient reason to draw the conclusion that there exist favorable conditions for the medium-term development of the corporate securities market. This conclusion is supported by a number of qualitative characteristics of the Russian market whose significance is not dependent on the day-to-day changes:



A considerable undervaluation of assets (this factor, however, may remain hypothetical without efficient management and increased transparency of issuers);

An influx of assets of major Russian investors  into the corporate securities market;

The advent of conservative western investors into the Russian market;

Increasing share of long-term investments from Global Funds into Russian corporate securities;

Favorable developments in the securities market infrastructure;

Increased transparency of the Russian market;

Elimination of political risk (another serious test for the stock market will be the parliamentary elections of 1999 and the presidential elections of 2000);

Elimination of the risk of ruble devaluation;

Cutting down of the risks related to taxation;

Lowering of the risks related to investor rights protection and anti-outsider policy of the managers of companies, consistent policies of the FCSM aimed at the investor rights protection;

Lowering the risks through the creation of a central depository connecting regional depositories;

Development of the collective investment system.



3.	The Market Infrastructure and the Major Professional Participants



	As the result of a market rapid growth in 1994 to 1996, the demands of the issuers and investors grew out of those possibilities which represent the infrastructure of the market.  If in 1992 - 1993 it was possible to say that the development of the infrastructure was ahead of the market development on the whole, in 1995 to 1996 the situation changed to the opposite.  The reasons for such a change in the situation are not simple and require special analysis.



	Yet in 1996-1997, over 5,000 investment institutions operated in Russia; mainly they were broker and investment companies ( in the terms and legal aspect of Resolution #78 of December 28, 1991.  In the same period about 50 exchanges (stock departments of commodity and currency exchanges) were operating.  In 1995-1996 the activity of the participants in the market on creating and development of the all-Russia (inter-regional) trade, depository and clearing and settlement systems was noticeably intensive.



	Federal Law #39-FZ of April 22 of 1996 On Securities Market introduced a new classification of the professional participants in the market.  For instance, Chapter 2 specifies 7 kinds of professional activity in the securities market: broker; dealer, activity on securities management�; activity on determining mutual liabilities (clearing); depository activity; activity on register maintenance of securities holders; activity on organizing trading in the securities market.  The major kinds of activity related to the securities market are considered below.



	To protect investors and create conditions for equal competition it is prohibited to combine certain kinds of activity. According to Article 18 of the law, execution of the register maintenance activity shall not be combined with other kinds of professional activity in the securities market.  Other limitations for combining  activity and operations with securities are established by the FCSM.  For instance, in 1998, clearing depositories (see below) were prohibited to engage in other kinds of activity in the securities market. Certain licenses are received by stock exchanges and investment funds, apart from the registrars.



	3.1.	Broker and Dealer Activity



Under the Law On securities Market, execution of civil law transactions in securities as an agent or a commissioner (broker) shall be deemed broker activity.  Executing purchase and sale of securities transactions in one's own name and at one's own expense through public announcement of purchase and/or sales price of certain securities with the obligation to purchase and/or sell these securities at prices declared bya person engaged in such activity ("dealer") shall be deemed dealer activity.  Only a legal person which is a commercial organization may be a dealer.



	Under the Law On Securities Market, starting with March 1996, the functions of regulation of the broker and dealer activity were transferred from the Ministry of Finance of the Russian Federation to the FCSM.  Between 1996 and 1998 the FCSM issued a number of resolutions regulating the issues of broker and dealer activity in the securities market, and the key principles for the accounting of the operations with securities �



	firstly, these are the major Moscow companies -dealers and brokers which account for almost 10% of the total number of the NAUFOR members and provide for 70% of the trading volume within the Russian Trading System.  They mainly exercise dealer activity, and as brokers they work with huge foreign clients through their off-shore companies. These companies offer a broad spectrum of services (including consulting and underwriting).



	Secondly, Moscow brokers and dealers having an average volume of operations, prefer not to take risks with their rather limited funds and form their own portfolio, as a rule, with government and high liquidity corporate securities.  Broker activity is exercised by these companies on "individual orders" of two or three major foreign clients, and operate for regional companies and individuals.



	Thirdly, dealers and brokers are Moscow commercial banks. This group disposes of money funds and actively operates in the government securities and negotiable instruments market.  As a rule, banks create independent affiliated legal entities exercising the activity of brokers and dealers.



	Finally, these are regional dealers and brokers.  In every major regional center (St. Petersburg, Yekaterinburg, Novosibirsk, Vladivostok) 2 or 3 companies may be identified which are the leaders in the volume of trading and borrowed funds at the scale of the region.  A considerable part of trading by such companies falls on  transactions with major Moscow dealers when regional companies resell to Moscow counter-agents "wholesale" blocks of securities of regional issuers formed as a result of operations in the local market.  These companies work with individuals and are interested in attracting foreign clients, however, the problems of the infrastructure and a certain monopoly position of the Moscow companies hinder the process.



3.2.	Trade Organizers



	Under the Law On Securities Market, providing of services directly contributing to the conclusion of civil law transactions in securities between securities market participants shall be deemed activity on organizing trade in the securities market.



	Domination of  over-the-counter trade is typical for the Russian market.  These are market transactions (within the framework of "organized" electronic trading systems through the "telephone" market) and direct transactions with considerable blocks of securities based on a mutual agreement of the parties which are not reflected in trading and information systems. At the same time, one could speak of a certain revival of stock exchange trading: the process of trading in corporate securities on MICEX has started, Moscow Stock Exchange has been established and started to operate.



A.	Stock Exchanges



	Between 1991 and 1993, with extremely low volumes of the market trading stock exchanges managed to survive only due to  organizing within their structure of auctions for placement of inter-bank loans and deposits. From 1993, till now on the main volume of stock exchange operations comes from government securities.



	The current stock exchange securities market in Russia is  represented by a considerable number of stock exchanges and stock departments within currency and commodities (universal) exchanges.  For instance, in 1997, 51 stock exchanges were operating.  Of this number 16 were specialized stock exchanges, 35 were stock departments of currency and commodity (universal) exchanges.  The greatest number of exchanges and the highest turnovers from trading in securities are registered in the most developed regions with stock and financial markets such as; Moscow, St. Petersburg, Sverdlovskaya, Novosibirskaya and other oblasts.



	Low volumes of market trading in shares to a great extent may be accounted for by the specifics in the current stage of development of the Russian stock market, including limited amount of liquid shares in the stock market; low level of activity of the Russian joint stock companies in issuing additional shares (secondary issues); "closed" nature of the Russian stock market related to the privatization process and redistribution of ownership to privatized enterprises�; undeveloped  infrastructure of the greatest part of stock exchanges and their inability to provide for any advantages while rendering services to the market participants (for instance, to conclude transactions promptly, make settlements, register and reregister rights of ownership to shares); low reputation of many stock exchanges in the eyes of issuers and investors, since "ill-quality" securities are often traded there.



	An important role should belong to the state policy with respect to stock exchanges which is only taking shape now. In January to march 1997 the FCSM adopted a number of documents (rules) in conformity with which the process of licensing stock exchanges started.  Specifically, by October 1, 1997 it was planned to exchange license issued previously by the Ministry of Finance  for the FCSM ones.  Insofar, more rigid requirements for the applicants were introduced, including the increase of the minimum of the own capital to 2 mln ECU (as compared to 600,000 ECU before).



	The stock exchanges listed below received the licenses: Moscow Stock Exchange (a joint project of the FCSM and the Government of Moscow), "St. Petersburg" Stock Exchange, Saratovskaya, Yekaterinburgskaya, Yuzhno-Uralskaya, Sibirskaya and Vladivistokskaya stock exchanges.



	The Moscow Stock Exchange was established in February 1997 (with over 100 financial companies and banks acting as founders).  On April 22, 1997 the MSE received the FCSM license and started trading.  Originally these were municipal bonds of Moscow, later -  RAO Gazprom shares (not anymore listed by the RTS).  The advantage of the MSE is the possibility to service small retail transactions.  By late 1997, MSE listed 29 shares, while the volume of trading reached 2.5 trillion rubles.



B.	Over-the-Counter Systems



	Today the Russian Trading System (RTS) created in 1995 is the largest and most actively used system of electronic over-the-counter securities trading. The partnership unites about 400 members from 30 regions of Russia.  Issues of control and development of RTS are the top priority of NAUFOR (the National Association of Stock Market Participants).  Only NAUFOR members may be users of RTS.  RTS operates in the on-line regime.



	In May 1998, RTS listed 107 shares, including 64 common and 43 preferred stock.  To list shares with the RTS it is necessary, specifically to meet the following requirements: a joint stock company should exist at least 3 years, there should be over 1,000 shareholders ("interested persons", in the terms of the Law On Joint Stock Companies, should not own more than 60% of common voting stock), capitalization or amount of the companies own capital should not be lower than 10 million ECU, the joint stock company's register should be maintained in conformity with the law, rules for information disclosure should be complied with, participants in the trading should be interested and have a possibility to freely trade a specific security.  The minimal volume of trading of the issuers securities on the average per month, upon the results of each calendar half a year should be no less than 40,000 ECU.



	Against the background of the general rise of the market in 1996-1997 the interest of investors increased to cheaper, but less liquid shares of the second echelon, which lead to the growing number of securities traded within the RTS and to the creation of the RTS-2. In May 1998 244 securities were quoted, while the daily turnover at the turn of 1997-1998 reached some 3-4 million dollars.  To get the RTS listing of shares it is necessary, specifically, to meet the following requirements: the joint stock company should exist for  at least 2 years, the number of shareholders should not be lower than 500, the amount of own company's capital  should be no less than 6 million ECU, the register of the joint stock company should be maintained in conformity with the legislation etc.  The minimal amount of sales of the issuer's securities issuers securities on the average per month, upon the results of each calendar half a year should be no less than 20,000 ECU.



	As for securities included into both Quotation Lists (of the first and  second level), market-makers within the trading system should constantly keep up at least two quotations. In May 1998 there were 57 companies in the list of market-makers of the RTS.



	The most actively traded shares in the RTS are the 15-20 blue chips shares, that is the highly liquid securities which are included into the list of market-makers (table 9).  Sales volumes are represented in Chart 6,  Trading is highly concentrated both with respect to securities and the participants in the sales. 



	Each 30 minutes the RTS calculates the RTS index which is the official index of the system (charts 6 and 7) and is most popular.  Nevertheless, in spring , 1998 the FCSM announced a tender for developing a new, more representative index (in May 1998 10 applicants were left).



	The further plans for the development of the RTS provide for the creation of a system to bring down the risks on major transactions with the value of over 500,000 dollars, establishment of the RTS-3 (a simplified and low-cost trading system through the Internet), uniting RTS and RTS-2 into one, etc.



	The RTS has become the first trading system which received the FCSM of Russian license in March 1997.  Also licenses of trade organizers were issued to the Moscow Interbank Exchange, St. Petersburg, Sibirian Interbank Currency exchanges.



	Electronic sales of  shares  within the MICEX started in March 1997 when the MICEX received an appropriate license from the FCSM.  From March 25 this system  traded the shares of 3 issuers (with the requirements set to listing and with market makers),  by late 1997 this list expanded to 9 shares, plus 18 shares were added without rigid requirements.  If in March the turnover f daily sales amounted to 200,000 dollars, by late 1997 it reached 20 million dollars.  



	There are also other less known systems in the market.

3.3.	Depositories, Custodians and Clearing and Settlement Activity



	Under the Law On Securities Market the depository activity shall be deemed the activity on providing services on the custody of securities and/or  record and transfer of rights to securities. A professional participant in the securities market engaged in depository activity is called a depository.  Only a legal entity may act as a depository.  The depository duties also include the registration of facts of encumbrances of depositor's securities with liabilities; maintenance of a  depositor's separate account and specifying the date and grounds of each operation on the account; transfer to the depositor of all the information on securities received by the depository from the issuer or securities holders register holder.



	The depository activity is subject to regulation and licensing by the FCSM (or a body which received the FCSM general license).  Issues of the depository activity are regulated in greater detail (with respect to emissive securities) in special regulatory acts of the FCSM.



	FCSM Resolution #36 of October 16, 1997 approved the provisions on the Depository Activity in the Russian Federation.  This document in conformity with the Law On Securities Market determines the conditions for executing depository activity in the Russian Federation, establishes requirements to depository activity, regulates general rules for depository accounting, and also determines the procedure for the state regulation and supervision over the depository activity.



	According to certain estimates, about 500 different organizations exist which exercise certain depository functions.



	From October 1997 a uniform license  for general depository activity is provided for depositories (non-bank organizations).  As of May 1998, 197 former licenses issued by the FCSM prior to June 1998 continued to be effective and 20 licenses of the new type were issued (by way of exchange).



The special nature of this activity was described in greater detail in the FCSM Resolution #3 of January 20, 1998 "On the Approval Jointly with the Central Bank of the Russian Federation of the Provisions on the Specifics of and Limitations on Combining Broker, Dealer Activity and Activity on the Trust Management of securities with the Operations on the Centralized Clearing, Depository and Settlement Servicing" (also approved by the Central Bank of the Russian Federation of January 22, 1998 # 16-P).



	Under this document, a securities market professional participant who combines on the grounds of an appropriate license depository activity in the securities market and/or clearing activity with the broker activity in the securities market, or dealer activity in the securities market, or with the activity on the trust management, from June 1998 cannot engage in operations of a clearing depository, clearing center, settlement center (for credit organizations). In other words, currently there is the following informal classification of the depository activity: 



	an "ordinary" depository (clients', custodian which is entitled to perform all profile operations and combine them with other kinds of activity: broker, dealer activity, trust management);



	"settlement" depository which under the contract with a certain trading site executes only depository and clearing functions (only centralized clearing) without having the right to combine this activity with other kinds of activity.



	The latter type may include the Depository and Clearing Company (contract with the RTS) in Moscow, the National Depository Center (contract with MICEX) and Depository and Clearing Union (Contract with the Moscow Financial Exchange). UNEXIMBank which used to have 2 licenses (of a settlement and custodial depository) and which is one of the major market participants providing these services, after the prohibition to combine these functions stopped servicing MICEX and may become an "ordinary" depository.



	A possible solution to the problem of depository services provided to investors is the creation of a central depository which, along with the international experience, would take into account the Russian specifics.  In particular, Decree of the President #1034 of September 16, 1997 "on Ensuring the Rights of Investors and Shareholders to Securities in the Russian Federation" provides for the creation of a national depository system.  Respective "technical" documents are prepared by the FCSM.  Possibly, such a structure will be created already in the late 1998 or early 1999.



	Insofar, despite differences in terminology, the top priority goal of any depository organizations (depository proper or o a custodian, safekeeper or agent, ordinary or settlement, centralized or specialized depository) is the same: lowering the risks and protection of the interests of investors, issuers or professional participant in the securities market.



	Under the Law On Securities Market, clearing activity proper is the activity aimed at determining mutual liabilities (collection, verification, adjustment of information on transactions in securities and preparation of accounting documents on them) and their clearing on the delivery of securities and settlements on them.



	In the very late 1997, Resolution #44 of the FCSM of December 30, 1997, approved the Temporary Provisions On the Clearing Activity in the Securities Market in the Russian Federation. This document establishes requirements to the execution of clearing activity in the securities market and determines the procedure for state regulation of and supervision over the clearing activity in the securities market.  It is relevant that it is applied to all organizations exercising clearing activity in the securities market in the Russian Federation including the government securities market.  At the same time, so far no license has been issued by the FCSM for the execution of clearing activity proper. For the purpose it is necessary to adopt special provisions on licensing respective activity.



	Despite certain progress, the problem of the clearing and settlement system remains unresolved for the securities market infrastructure.  Any decision is hindered by taxation issues and rules regulating operations in foreign currency, which makes persons who engage in trading operations execute off-shore settlements.



3.4.	Registrars



	The first independent register holders appeared as far as in the mid 1993.  By the late 1996, their number was over 600, out of which 30 entities were major register holders, that is serviced over 15 joint stock companies-clients or, in other terms, over 100,000 shareholders.  In 1997, on the average one Russian region is serviced by 2 or 3 licensed registrars, in Moscow there are 35 registrars, in St. Petersburg - about 10.  An average Russian registrar in 1997 serviced 15 to 30 issuers or about 150 to 250 thousand persons registered in the register.



	Decree of the RF President #1769 On Measures to Ensure the Rights of Shareholders of October 27, 1993 was the first legal act officially explaining the concept of an independent registrar.  This Decree introduced mandatory for all joint stock companies with over 1000 shareholders transfer of register maintenance to an independent registrar.  An independent registrar could be a "bank, any investment institution (with the exception of investment consultants), depository or specialized registrar"�. A register holder was defined as an organization engaged in independent maintenance of shareholders of one or more joint stock companies.



	Under the Law On Securities Market, the activity on the maintenance of the register of securities holders shall be deemed collection, record, processing, safekeeping and providing of data which comprises the system of maintenance of the securities holders register. Only legal entities may be engaged in maintaining the register of securities holders.  Persons exercising the maintenance of securities holders register are named register holders (registrars).  A legal entity exercising activity on the register maintenance of securities holders shall have no right to exercise transactions in securities of the securities holder of the issuer registered in the system of register maintenance.



	To hold the register shall be entitled an issuer or a securities market professional participant exercising activity on register maintenance on the grounds of the issuer's order.  If the number of holders exceed 500, an independent specialized organization which is a professional securities market participant and exercises register maintenance activity on the grounds of the FCSM license must be a register holder.



	Under the new legislation, in 199601998 the FCSM considerably enhanced control over the activity of professional register holders the number of which by the early 1996 reached 500 and encouraged the establishment of new registrars.  Today a whole number of the FCSM provisions regulates the activity and licensing procedure of specialized registrars.



	In 1996 (for the purpose of creating the necessary conditions for consolidating registers in the hands of efficiently operating registrars who are capable of providing reliable register maintenance, introduce advanced technologies, provide both the necessary access to information form the register for persons registered in it, as well as comply with confidentiality rules, lower costs) the FCSM set a requirement that the registrar to receive a license should keep at least 100,000 personal accounts and/or that means registers of at least 25 issuers with the number of accounts with each of them no less than 500.



	Decree of the President #1210 of August 18, 1996  established that by January 1, 1997 all issuers with over 500 shareholders should complete the transfer of registers to specialized registrars, and all specialized registrars should receive the FCSM license.  Having started in March 1996 the issuance of the licenses to registrars, the FCSM, by March 1997, had formed a system of licensed registrars counting over 180 organizations.  By late 1997 their number was 201.  About 90% of these registrars maintained over 100,000 accounts of ten or more issuers. As of April 1998, 239 licenses were issued on the whole (starting with march 19), 186 of which are effective.



	It should be noted that the documents of most registrars mentioned above ere examined prior to the FCSM issuing licenses to them by the professional organization uniting the major part of specialized registrars - PARTAD (Professional Association of Registrars, Transfer-Agents and Depositories).



	Finally, according to certain estimates, in 1996 to 1998 the specific Russian risk -"the registrar risk" considerable went down.  This is accounted for by both the gradual introduction of more detailed standards for the activity of registrars and by regular inspections of their activity.





�4.	Basic Types of Investors

	4.1.	Institutional investors

	There are three most general categories of financial institutions known in the world, namely: deposit vehicles, contract-based savings vehicles, and investment vehicles. Most of their types are in this or another form in evidence in Russia. Some are at a fairly advanced phase of maturity.�

	The role played by commercial banks is indisputably substantial, even though existing regulatory documents formally limit their investment activity. Under the State Privatization Program, for example, banks may not buy or own more than 10 percent of shares in any joint stock company, or have assets consisting more than 5 percent of joint stock company shares. Therefore, banks set up subsidiaries in order to make investments and deal on corporate securities markets.

	The more important reasons prompting banks to acquire corporate securities include the following:

-	the possibility of establishing control over specific promising enterprises;

-	stock purchases as a bridgehead to expand into this or another area of business;

-	predominant motive: purchases of shares in privatized companies for the benefit of major foreign or Russian investors (commission income or price spreads during the reselling of equities);

-	a redistribution (in their own favor) of a portion of proceeds from the sale of state-owned shareholdings (system of authorized banks);

-	the obtaining of a kind of “insurance stock” (considering that the government will not allow the bankruptcy of industrial giants and will, more likely than not, rather keep them afloat by means of subsidies and other benefits which outside shareholders will also be able to take advantage of);

-	the holding of interests in major industrial joint stock companies to acquire the image of a serious investor.

But it does not appear possible to speak of Russian banks as real strategic owners responsible for the long-term development of enterprises in the context of the European continental model whereby in addition to exercising control over enterprises, banks also finance them in various forms.

	The investment activity of insurance companies, which is involved in the allocation of insurance reserves, is regulated by the Russian Federation Law "On Insurance” and by a number of other acts. Permitted investment options in this case comprise: government securities, securities issued by sub-federal authorities and local self-governing agencies, and other securities; bank deposits; ownership interests in corporate capital; real estate, including apartments; currency valuables; and cash.

	The investment portfolios of insurers during 1994-96 consisted, for the most part, of government securities (GKO T-bills, OFZ federal loan bonds, and OGSZ savings loan bonds) as the highest-yielding and the most liquid and reliable financial assets. Investments in government papers swelled on average from 18 percent of allocated reserves in 1994 to 64 percent in 1996 (ranging, in different cases, all the way from 1 percent to 60-odd percent). The percentage of bank deposits (40 percent in 1994) dwindled visibly. Corporate securities are as yet poorly represented in insurers’ investment portfolios (12 percent in 1996). This pattern, however, may undergo changes owing to a potentially keener interest in the corporate segment of the securities market.

	Voucher investment funds (VIFs) were, according to plans of the State Property Committee (SPC), to play a tangible role in corporate governance in the post-privatization period. Principal results of the 690 VIFs (on record in the SPC register) were that more than 16 percent of Russia’s population (some 25 million people) became VIF shareholders and that VIFs accumulated 45 million vouchers, or 32 percent of all such bearer privatization checks issued countrywide. They also purchased more than 10 percent of privatized companies’ assets sold through shares-for-vouchers auctions.

	VIFs operate, for the most part, spontaneously, counting more on speculative profits than on participation in running those corporations whose equities they acquire. Only a small fraction of the major funds of this type chose to buy fairly large parcels of shares in production enterprises for long-term management purposes. As a rule, such VIFs are members of financial and industrial groups. By 1997, the number of VIFs actually in operation diminished (from July 1994) to 350, a development due both to a wave of VIF mergers and acquisitions and to reorganizations.

	According to FCSM estimates, the continued restructuring of VIFs is likely to result in their conversion into public joint stock companies, unit investment funds, and shareholder investment funds.

	Under Russian Presidential Decree No. 193 "On the Further Development of Investment Fund Activity,” dated February 23, 1998, investment funds are to exist in the form of public joint stock companies pursuant to the Federal Law "On Joint Stock Companies” and Russian presidential edicts. An investment fund may only act on the basis of a FCSM license. The FCSM is currently preparing 5 resolutions to lay down all essential procedures to implement Presidential Decree No. 193.

	Non-Governmental Pension Funds (NGPFs) in Russia have been developing fast. Their emergence has been facilitated by Presidential Decree No. 1077, dated November 16, 1992, which, however, only made it legal in principle to organize such investment institutions as NGPFs. According to the edict, pension funds are to function independently of the government system for pension coverage. They may be founded by both legal entities and individuals. Pension-oriented assets of NGPFs are invested by specialized asset management companies.

	NGPF founders mostly include large manufacturing or extracting enterprises (such as the Novolipetsky iron-making combine, LUKoil, the Mikoms meat packing plant, the Roslesprom lumbering association, and the Roskonversiya company for the conversion of defense factories to civilian uses), and commercial banks (Sberbank, Incombank, and Tokobank), as well as financial and industrial groups. Insurance companies, VIFs, regional labor unions, and local authorities have likewise demonstrated a high interest in the launch of NGPFs.

	In 1996, the latter’s average investment portfolio comprised government securities (68 percent), bank deposits (14 percent), and other issuers’ securities (13 percent). This type of institutional investor was among the more problem-ridden ones for a long time owing to the actual absence of applicable legislation and of efficient regulation. The issuance of the Law "On Non-Governmental Pension Funds” in 1998 has finally laid some groundwork for the continued and consistent advancement of NGPFs.

	High hopes are pinned on the development in Russia of unit investment funds (UIFs). Their activities are governed by Presidential Decree No. 765 "On Additional Measures to Increase the Effectiveness of Investment Policies of the Russian Federation,” dated July 26, 1995, and a package of other (over 20) regulatory documents issued in 1995-96. According to applicable legislation, an UIF represents the entirety of assets transferred by individuals and legal entities (investors) into the trust management of its management company for the accretion of said assets comprising the UIF. A unit investment fund has no separate legal identity. UIFs may be open-ended and interval funds. The two types differ in asset structures and, correspondingly, in the scope (time periods) of the management company’s obligations to redeem investment units from their owners.

	Hypothetically, these funds should become attractive for investors, as they have been delivered from double taxation and made subject to tight governmental oversight over all aspects of their operations – from licensing and advertising to asset structures, with express provisions made for the establishment of specialized depositories and specialized registrars for UIFs.

	In 1997, the number of such funds grew from 9 to 21 (including 16 open-ended and 5 interval UIFs, with 6 investing in GKO T-bills and 15 in corporate papers). A total of 17 of those completed their primary distributions of units. Licenses were also issued to 22 management companies and 5 specialized depositories. Of the 13 operational management companies, 7 manage the assets of 2 or more funds each. The net asset value (NAV) of UIFs at the end of 1997 amounted to Rub 250 billion. By May 1998, 24 UIFs were registered (including 18 open-ended and 6 interval funds), with 22 past their primary placements. Combined NAV on May 1, 1998, stood at Rub 287 million.

	In March 1997, the FCSM established special Collective Investment Centers (in Moscow, Novosibirsk, Omsk, and Irkutsk) to provide information support to investors. Such centers are also to be set up in other Russian cities.

	Yet, UIFs still are, in practical terms, at the initial phase of their development in Russia. This is because the emergence of collective investors as active players on the securities market hinges on the latter itself first achieving a fairly advanced stage of development and organization. Collective investors efficiently fulfill the task of consolidating funds made available by small-time investors, ensuring professional asset management, and diversifying risks on a relatively well-developed securities market.

	4.2.	Retail investors

	The bulk of household investments in corporate securities was made in 1993-94 when Russian nationals purchased shares in privatized companies mostly for vouchers and not for cash. The current phase in money-based privatization  (1994-98) is keynoted by low grassroots activity at special auctions arranged by federal and local property funds to sell federally-owned equities in privatized enterprises for cash.

	But the prerequisites for the de-dollarization of retail savings laid down in 1995-97 still make for the possibility of attracting pinpoint investments by individuals in corporate securities. What is presently in evidence is the securitization of retail savings, marked by an increasing share of investments in securities and by a shrinking share of bank deposits in overall household savings denominated in Russian currency. This is all the more important as, according to different estimates, Russian retail cash savings add up to between USD 20 billion and USD 30 billion.

	By February 1998, according to data of the State Statistics Committee of the Russian Federation, household investments in securities (predominantly government papers) came to Rub 32.1 billion, or 11.7 percent of all ruble savings. Over a period 12 months, investments of this type burgeoned by Rub 13.3 billion, while their share in combined ruble savings increased by 3.4 percentage points or by 1.4 times (Chart 10).

	Individuals’ investments specifically in securities of their own choice are generally among the more copious sources of resources on capital markets. In Germany, for example, retail investments in bonds in 1990 accounted for 40 percent of retail bank deposits. Therefore, it is advisable to ensure the development of a system to provide access for the general public to investments on the securities market. The most promising option is to enlist regional professional participants in the securities market, collective financial vehicles, and multi-service commercial banks in these efforts.

	Yet another overriding factor for bringing about gains in retail investments in the corporate sector is the restoration of grassroots trust in Russia in appropriate instruments, most notably through the provision of effective shareholder (investor) protection and the exercise of tight control over financial institutions. As yet, according to data of the TSIRKON think-tank (which polled 606 respondents in the fall of 1997), only 8 percent of Russian nationals take investments in corporate securities to be safe, with the acquisition of government securities and VIF units believed to be a safe investment option by 6 percent, that of UIF units by 4 percent, deposits with commercial banks 3 percent, and NGPF units 2 percent of the Russian population.

	4.3.	Foreign investors

	The aggregate amount of foreign investments in shares in Russian companies does not as yet lend itself to accurate assessment. This can be seen even from taking a look at data cited by the Russian State Statistics Committee and at expert estimates made by market makers (the latter figures being definitely more realistic) in Table 5.

	One key qualitative distinctive feature of the present juncture in the evolution of the Russian securities market is its international recognition in 1995-97 and the granting of access for Russian issuers of various types to world financial markets. The more important related developments included:

-	Russia’s admission to the International Organization of Securities Commissions (IOSCO);

-	the awarding of credit ratings simultaneously by Moody’s, Standard & Poor, and IBCA;

-	successful offerings of government and corporate Eurobonds;

-	the publication of the IFC Global Russia index and IFC Investment;

-	ADR/GDR issues by a number of companies;

-	the commenced listing of Russian companies by the New York Stock Exchange;

-	the recognition by the U.S. SEC of some Russian banks as dependable foreign depositories, etc.

	According to the findings of a survey performed by the FCSM among 200 management companies of Western investment funds operating on emergent markets (in January 1997), the year of 1996 saw changes in the pattern of existing and planned portfolio investments in favor of long-term financial inputs. This reflected a serious shift in investor motivation. As estimated by the FCSM, more than two-thirds of foreign investors acquiring Russian securities or intending to buy them within the following 6 months were at the time planning to keep such investments in place for over 2 years. Short-term speculations with Russian securities in 1996-97 were characteristic of less than one-third of foreign portfolio investors, compared with the lion’s share in 1994-95.

	The geographical diversification of interest shown in Russia on the part of foreign investors in 1996-97 was manifest in that the share of European financial institutions increased most substantially among existing and prospective investors in Russia and that this was especially true of British and German financiers. The latter circumstance is of particular significance, considering the traditional conservatism of German financial institutions.

	Portfolio investments of global funds, for their part, reveal a cyclical nature depending on the amounts of appropriations for Russia, the time periods of such allocations, and political considerations. The steep rise in Russian blue-chip quotations in July 1997, for instance, was due to global funds having summed up the results of their operations in the first half of the year and decided to boost their investment quotas in Russia as one of the fastest growing markets (but one should also not forget that the unrelenting growth of said quotes in the summer of 1997 was also virtually for the first time fueled by an influx of uncommitted domestic cash resources). At the same time, it was the large specific share of foreign investors active on the Russian market that was among the reasons why it caved in during the financial crisis in 1997-98 (see Section 2).

	According to information available for the 4th quarter of 1997, the assets of 20 major foreign investment funds represented by Russian corporate shares amounted to some USD 2 billion. The January 1998 fall-off in share prices alone made these assets USD 630 million cheaper in absolute terms. But even despite the January setback, these funds still derived profits equaling some 80-90 percent of their investments that year (and could have achieved a 100 percent rate of return but for the January losses), which makes the investments concerned most viable and the risks justified in the long-term perspective. Most of the funds in question, according to expert conclusions, concentrated on precisely long-haul investments rather than any short speculative wheeling and dealing. Month-by-month movements in such assets demonstrated, in particular, that many funds did not dump Russian securities in any substantial amounts, expecting the situation to stabilize and market capitalization to grow. The conclusion on their neutral role during the crisis is, therefore, justified.

	The high concentration of foreign funds’ assets on the Russian market can influence it in two ways. A total of 70 percent of 20 major funds’ assets in Russia falls on just five such vehicles, including the Hermitage Fund (USD 708 million), First Russian Frontiers (USD 201 million), Fleming Russian Securities (USD 192 million), the Russian Prosperity Fund (USD 168 million), and the Lexington Troika Dialog Fund (USD 140 million). On the one hand, this kind of asset amassing increases the market’s dependence on the internal decisions and problems of specific individual funds; on the other hand, it also makes the market more transparent.

	5.	Governmental Market Regulation

	The securities market regulation system being forged by the government is the principal tool for implementing state policies in this sphere. The main tasks of such regulation have been formulated in the Concept for the Development of the Securities Market in the Russian Federation, as approved by Russian Presidential Decree No. 1008 of July 1, 1996:

-	the creation and efficient operation of mechanisms to attract investments into the private sector of the Russian economy, including, most notably, the attraction of retail investments in privatized enterprises;

-	the furnishing of conditions for financing the government (primarily, federal) budget deficit by using those methods associated with the securities market which make it possible to provide funding to cover governmental expenditures in a non-inflationary fashion;

-	the creation of conditions and dependable arrangements for retail investments;

-	a restructuring of the system for the management of privatized enterprises, the cultivation of “efficiency-minded owners,” and enhancing the disciplining effect of the securities market on Russian corporate governance;

-	the prevention of social explosions and conflicts which may erupt in connection with transactions on the securities market by ensuring and protecting the rights of its participants, in the first place, investors;

-	the creation of a civilized market, the integration of the Russian securities market into the world financial market, and the ensuring for the Russian securities market of an independent place in the system of international capital markets;

-	the upholding of the interests and lawful rights of individuals, legal entities, and the State by combating surrogate securities and fraud and cutting short any illegal activities on the capital market.

	These tasks are of a strategic nature, and should be tackled in a comprehensive manner and in a linkage with one another. Their fulfillment should take account of the specifics of the securities market as a primary tool for the accumulation and redistribution of investment resources in the national economy: the functioning of the market is based on the voluntary parking by investors of their temporarily uncommitted funds in securities. For this reason, the linchpin practical task in government regulation, which is decisive to the very existence of the market, is to regain investor confidence in the market.

	5.1.	Market regulation system

	A.	Status and functions of FCSM

	In order to ensure governmental regulation for the securities market and arrangements arising during the circulation of securities and to prevent wrongdoing and infringements upon shareholder rights, Russian Presidential Decree No. 2063 "On Measures for the Governmental Regulation of the Securities Market in the Russian Federation,” dated November 4, 1994, has ordered the establishment of a special agency – the Federal Commission for the Securities Market. A subsequent presidential edict, No. 202 of February 27, 1995, has elevated the FCSM to the status of a federal ministry.

	A detailed description of its functions and rights is set out in the Federal Law "On the Securities Market” and the Regulations on the FCSM, as approved by Russian Presidential Decree No. 1009, “On the Federal Commission for the Securities Market,” dated July 1, 1996. The FCSM has become the successor to earlier launched regulatory bodies, and been delegated a portion of powers previously held by the Ministry of Finance (MoF) and the SPC.

	According to the Law “On the Securities Market” (Article 40), the FCSM is a federal executive agency for the implementation of state policies on the securities market, for the exercise of control over the activities of professional participants in the securities market by defining their operating procedures, and for the establishment of standards for the issuance of securities. Its powers do not extend to the issuance of debt obligations by the Government of Russia or securities by territorial subjects of the Russian Federation. The FCSM is entitled to qualify securities and determine their types pursuant to legislation.

	Under Article 42 of the Law, which enumerates the FCSM’s functions, the Federal Commission:

(1)	sets guidelines for the development of the securities market, and coordinates the activities of federal executive agencies in regulating the securities market;

(2)	approves standards for the issuance of securities, and for security offering prospectuses of issuers, including foreign issuers, issuing securities on the territory of the Russian Federation, as well as procedures for the registration of security issues and security offering prospectuses;

(3)	works out and approves uniform requirements regarding rules for the conduct of professional activities with securities;

(4)	establishes obligatory requirements regarding transactions with securities, norms governing the clearance of securities for public flotation, circulation, quotation, and listing, and settlements and depository activities. Rules for accounting and reporting by issuers and professional participants in the securities market are established by the FCSM jointly with the MoF;

(5)	establishes obligatory requirements for the procedure for the maintenance of registers;

(6)	establishes procedures for, and licenses, various professional activities on the securities market, and suspends or annuls such licenses for violations of legislation of the Russian Federation on securities;

(7)	issues general licenses to license the activities of professional participants in the securities market, and suspends and annuls such licenses. The annulment of a general license issued to an authorized agency does not entail the annulment of licenses issued by such agency to professional participants in the securities market;

(8)	establishes procedures for, grants licenses to, and maintains a register of self-regulatory organizations of professional participants in the securities market, and annuls such licenses for violations of legislation of the Russian Federation on securities and of standards and requirements approved by the FCSM;

(9)	sets standards for the activities of investment, non-governmental pension and insurance funds, their management companies, and insurance companies on the securities market;

(10)	exercises control over the observance by issuers, professional participants in the securities market, and self-regulatory organizations of professional participants in the securities market of requirements made by legislation of the Russian Federation on securities, and of standards and requirements approved by the Federal Commission;

(11)	ensures the disclosure of information about registered security issues, professional participants in the securities market, and the regulation of the securities market;

(12)	ensures the creation of a generally accessible system for the disclosure of information on the securities market;

(13)	approves qualifications requirements for persons and organizations engaging in professional activities with securities and for the personnel of such organizations, and organizes research regarding the development of the securities market;

(14)	drafts legislative and other legal acts related to the regulation of the securities market, the licensing of its professional participants, and self-regulatory organizations of professional participants in the securities market, and to control over compliance with legislative and other legal acts on securities, and makes expert assessments of such acts;

(15)	works out corresponding methodological recommendations on the practical application of legislation of the Russian Federation on securities;

(16)	exercises governance over regional branches of the Federal Commission;

(17)	maintains a register of issued, suspended, and annulled licenses;

(18)	establishes and defines procedures for the clearance for primary flotation and circulation outside the Russian Federation of securities offered by issuers registered in the Russian Federation;

(19)	lodges claims with courts of arbitration to liquidate legal entities violating legislation of the Russian Federation on securities and to subject offenders to those penalties which are stipulated by legislation of the Russian Federation;

(20)	exercises supervision over the correspondence of the amounts of emissive security issues to their quantities in circulation; and

(21)	establishes correlations between the amounts of authorized bearer share issues and the paid-in charter capital.

	The cornerstone underlying the regulation of all types of professional activity on the securities market and investment management is the licensing of such activities. Legislation provides for three types of licenses, namely: the license of a professional participant in the securities market, the license to maintain registers, and the license of a stock exchange. FCSM Resolution No. 26 of September 19, 1997, approved Regulations (which were subsequently amended in 1997 and 1998) on the procedure for licensing various types of professional activity on the securities market in the Russian Federation.

	In 1997, the FCSM and its regional branches issued 3,240 licenses to some 1,500 professional market participants (including 2,209 licenses to undertake brokerage and dealing). The Federal Commission’s branches granted 1,284 licenses.

	Licensing in the broad interpretation of the term is not reduced to the one-time issuance of a license to this or another market maker. It should also involve systematic audits of market participants for compliance with requirements associated with their holding of licenses to engage in specific professional activities. In 1997, the FCSM performed such checks on some 300 professional participants in the securities market (including the Clearance and Depository Union, the Russian Trading System (RTS), and the Moscow Stock Exchange), 16 parties to unit investment funds, and 230 issuers (the maintenance of registers, the observance of shareholder rights, etc.). The Russian Interior Ministry was supplied with information about 984 financial companies operating without obtaining proper licenses. Criminal proceedings were instituted in 600 such cases.

	Another important aspect of FCSM activities was the registration of new security issues and reports on their results (according to the applicable new standards enacted in 1996). In 1997, the FCSM and its regional branches registered 3,265 offering prospectuses and 2,231 related reports. The FCSM proper, which oversees 202 major Russian issuers, registered 47 prospectuses and 71 reports. The largest numbers of registrations were handled by regional branches in Moscow (1,185 and 361, accordingly), St. Petersburg (660 and 340), Irkutsk, Sverdlovsk, Primorye, and Samara.

	The direct regulation of activities by most market participants falls within FCSM terms of reference. The regulation of activities by a number of other market participants (for example, commercial banks, insurance companies, or NGPFs) is fully or partially (in respect of individual aspects of their operations) a responsibility for  other agencies.

	This is why the FCSM maintained a policy of delegating a portion of its powers to other governmental authorities through their provision with general licenses (July 1997: the general license granted to the Central Bank of Russia, using which the latter issued dealer licenses to 41 banks by the beginning of 1998). FCSM regulatory documents stipulate that such registering and licensing agencies should exercise control over the observance of legislation by those parties to which they have issued licenses, and over securities issues registered by said agencies. The FCSM, for its part, monitors the fulfillment by other governmental authorities of the functions of oversight and supervision vested in them.

	B.	FCSM regional branches

	Under Article 49 of the Law "On the Securities Market,” regional branches of the FCSM are established by its decision and by agreement with executive authorities of the respective territorial subjects of the Russian Federation in order to ensure the fulfillment of those norms, rules, and conditions for operations on the stock market which are stipulated by legislation of the Russian Federation, the practical implementation of FCSM decisions, and control over the activities of professional participants in the securities market.

	The principal functions of branches are to keep watch on the observance of legislation on the securities market, to register security offerings, license dealers, brokers, and registrars, and arrange and conduct qualifications tests for securities market professionals. Regional branches exercise control over the enforcement of legislation on the securities market by auditing the activities of issuers, professional participants in the securities market, and their self-regulatory organizations, as well as collective investors in business in such branches’ areas of responsibility.

	The FCSM currently has a total of 15 regional branches with a total staff of around 1,000 (compared with 210 employed by the FCSM head office).

	C.	Self-regulatory organizations

	The third tier of the regulatory system, complementing its federal and regional regulation levels, should be constituted by self-regulatory organizations of professional participants in the securities market (SROs). Their role is to work out, on the basis of experience gained directly by market participants, more detailed operating standards and requirements than the FCSM, monitor their observance and thereby bring market regulators closer to participants.

	Under Article 48 of the Law "On the Securities Market,” a SRO is a voluntary association of professional participants in the securities market, which acts in accordance with legislation and on the same principles as a not-for-profit organization. A SRO is established by professional participants in the securities market in order to ensure conditions for their professional activities, the observance of professional ethical standards on the securities market, the protection of interests of security holders and other clients of professional participants in the securities market who are members of the self-regulatory organization, and the making of such rules and standards for transactions with securities as ensure efficient activities on the securities market. 

	Rules and regulations adopted by a SRO should spell out requirements made on the self-regulatory organization and its members with respect to rules and standards for the conduct of professional activities; rules restricting price manipulations; minimum equity capital requirements; client protection; requirements for ensuring the availability of information for checks conducted on the initiative of the SRO, etc.

	In July 1997, the FCSM issued licensing rules for SROs. In August 1997, licenses were granted to the first of these – the NAUFOR national association of professional participants in the securities market and the PARTAD professional association of registrars, appraisers, and depositories.

	5.2.	Enforcement

	Since the moment of its inception, the FCSM has faced the exceptionally challenging task of fostering a rule-of-law environment on the Russian market and overcome the legal nihilism then prevailing in relations between its participants.

	The FCSM presently has the following administrative powers of enforcing legislation on the securities market:

-	to issue directives binding on issuers, professional participants, and their self-regulatory organizations;

-	to suspend or revoke licenses held by professional participants in the securities market and SROs;

	to go to court to invalidate securities issues, wind up legal entities, or void securities transactions;

-	apply disciplinary measures (including the withdrawal of a qualifications certificate entitling its holder to execute transactions with securities) to officials, professionals, and market participants.

	The practical experience of FCSM work in regulating the activities of participants in the securities market and in bringing offenders to juridical responsibility has demonstrated that the available array of powers to perform primary governmental functions on the securities market should be broadened. It is highly significant, for example, to provide the FCSM with powers to probe offenses, impose fines, and initiate investigative proceedings and administrative hearings against those violating legislation on securities.

	This is because the existing regulatory legal basis defining the liability of securities market participants is still fragmentary and does not augur for adequate protection for investors. The penalties which may be invoked to punish those acting without a license, issuing surrogate securities (going public with papers which have not undergone governmental registration), etc. still have to be clearly listed. Legal arrangements for ascertaining, averting, and terminating facts of fraud have as yet to be established. Available regulation for insider deals and price manipulations on the market is still extremely lax. Regulatory arrangements for transactions between affiliates are as yet only in the fledgling state. Success in fighting breaches in these areas is only possible by applying the leverage of administrative and criminal liability.

	In other words, the FCSM now is in a position to penalize issuers only by refusing to register their offering prospectuses, and professional participants only by denying or canceling licenses. Meanwhile, the most glaring offenses (including violations of shareholder rights) are committed when an issuer’s shares are already in circulation. Consequently, it is needed to make appropriate additions to the Laws “On Joint Stock Companies” and "On the Securities Market" on defaulters’ liability for the corresponding breaches.

	5.3.	Ensuring market transparency

	The legislation in effect during 1991-95 on information disclosures regarding issuing companies limited disclosure requirements to a comparatively narrow scope of corporate data. Today, the fundamental documents setting forth relevant requirements include the Laws "On Joint Stock Companies” and "On the Securities Market." Under the latter’s Article 30, the disclosure of information is understood to mean “the provision of access to such information for all interested parties, regardless of the purposes for which they may need it, in accordance with a procedure guaranteeing the location and receipt of such information.”

	In accordance with Article 92 of the Law "On Joint Stock Companies,” a public joint stock company is annually obliged to publish its report, financial statement, and profit and loss account for the corresponding year in those mass media which are accessible to all its shareholders.

	The Law "On the Securities Market" makes detailed requirements for decisions to issue securities, emissive security certificates, offering prospectuses, information subject to disclosure on a securities offering, and a report on the results of a securities offering. The Law’s Article 7 also makes general requirements regarding all cases of current information disclosures by securities issuers, owners of securities, and professional participants in the securities market.

	Specific information disclosure arrangements are governed by other regulatory acts, primarily FCSM resolutions.� Emphasis in FCSM efforts in this direction has so far been on expanding the scope of information required to be disclosed in offering prospectuses for publicly placed new securities so that the range of such data be in line with international standards. But the FCSM should also concentrate not only on the volume and regularity of such reporting, but only on the quality of information thus made available.

	In March 1997, it was decided to apply the most stringent information disclosure requirements to the 202 largest Russian issuers, most notably when it comes to revealing data concerning their financial and business standings and issue advertisements. Secondary offerings by such 202 issuers are registered directly with the FCSM, while those of other enterprises with its regional branches.

	As far as information about commercial transactions is concerned, most securities in 1993-96 were traded on the over-the-counter market in the absence of transaction accounting arrangements and technical means needed to announce asked and bid quotations. Even if quotes were made in this or other trading system, they were, at best, merely indicative (informative). The creation of the RTS in May 1995 (and the introduction of firm quotes) has lately resulted in marked increases in the amount of readily available information.

	Under Article 7 of the Law "On the Securities Market,” a professional participant in the securities market is, when offering and/or announcing bid and/or asked prices for emissive securities, required to disclose that information in public domain which is subject to disclosure by the issuer of such securities and which is at the disposal of said professional securities market participant, or to report the absence of such information at his disposal.

	Overall, one can speak of improvements in the information environment during 1996-97. But the problem of ensuring greater market transparency still remains acute.

	5.4.	Shareholder (investor) protection

	Basic documents regarding joint stock companies (Government Resolution No. 601 and Presidential Decree No. 721) in the first half of the 1990s provided only for a standard set of shareholder rights, including those to participate in general meetings, to receive dividends, and to be provided with a portion of assets of a company in liquidation. The SPC's recommendations on the application of the Basic Provisions of July 22, 1994, which accumulated key effective clauses from 1993-94 legislation, contained such bans in the interest of shareholders as were related to additional share issues, charter capital increases, and share (equity) sales, transfers, and exchanges between legal entities with a more than 25-percent stake owned by the government.

	The enactment of the Russian Federation Law "On Joint Stock Companies” has marked certain positive legal headway. From the standpoint of protection for the interests of shareholders (primarily minority outside shareholders), the most important new planks of the Law included the following:

-	the granting of the right to call an extraordinary general meeting to a shareholder(s) together representing at least 1 percent of the company’s voting shares (compared with the qualifying threshold of 10 percent in Poland, which, however, can be lowered by general meetings);

-	obligatory cumulative voting during the election of a board of directors at a company with more than 1,000 shareholders;

-	the right of shareholders together representing at least 1 percent of outstanding common shares (as well as the right of the company itself) to sue members of the board of directors or of the management council to compensate the company for damages caused to it through their culpable actions;

-	voting rights for preferred shareholders in certain cases;

-	the first-ever definition of “an independent director” (Article 83) as a board member who is neither a single-member executive body of the company nor a member of its collective executive body, provided that his close relatives do not serve on the company’s governing bodies;

-	the assertion, following the Civil Code (Article 100), of the preemptive right of voting shareholders to acquire additional shares distributed by a joint stock company in proportion to the number of voting shares in their ownership (Article 40) so that their percentage interests in the company’s charter capital remain intact, if this is provided for by the company’s charter and the offering is by public subscription with payment in cash;�

-	the right of shareholders to require that their company repurchase their shares at a “fair” market price (to be determined by an independent appraiser) in the event of company restructuring, the execution of major transactions, or such changes to the company charter as are bound to worsen the legal position of shareholders (Articles 75-76). Such repurchases are, however, limited to 10 percent of a company’s NAV;�

-	the introduction of the notion “major transactions” (Articles 77-79) involving property costing more than 25 percent of the book value of a company’s assets or providing for the flotation of common (convertible) shares equal to more than 25 percent of earlier distributed common shares (where the property in question is worth up to 50 percent of the company’s NAV, such transaction requires the unanimous consent of the board of directors, and where the value of the deal exceeds 50 percent of the company’s NAV, it must be Okayed by three-fourths of shareholders);

-	the first-ever requirement (invoked primarily to complicate the acquisition of a controlling interest in a company) that during the purchase of 30 percent or more common shares in a company, the buyer (together with his affiliates) must invite other shareholders to sell their common shares to him at a price not lower than the average weighted price at which the company’s shares were purchased over the 6 months directly preceding the purchase of said 30 percent or more shares (Article 80);

-	the introduction of the notion “interest in the execution of a transaction,” with a definition of “interested parties” (members of the board, of the management council, and others, including their affiliates), and of their obligations to the company (Articles 81-82);

-	stiffer requirements for information disclosures in the interest of shareholders and participants in the corporation.

	By itself, the above list of safeguards (designed primarily to forestall manager abuses, as well as wrongdoing during mergers and acquisitions) is consistent with generally accepted standards. It is much more difficult to uphold one’s rights in practice, even though the letter of the law does not lend itself to any ambiguous interpretations. In this connection, the common problem of fundamental importance to all transitional economies without exception is that of enforcement.

	In this connection, the FCSM views shareholder (investor) protection as a priority aspect of its activities. Its latest measures towards this end can conditionally be divided into two categories, namely: prompt operational responses to actions of specific issuers, and the preparation of special regulatory documents to govern these or other matters of shareholder protection.

	In February 1998, for example, the FCSM took a series of steps against the oil producer SIDANKO by invalidating a convertible bond issue which could have changed the structure of the company’s shareholders. The FCSM also demanded that Yuganskneftegaz and Samaraneftegaz, subsidiaries of another oil company, YUKOS, bring decisions by their general shareholder meetings (which failed to take into account rights of minority shareholders) into line with legislation, and passed some incriminating materials on to the General-Procurator’s Office. In addition, the FCSM adopted a number of measures against schemes attempted by other Russian joint stock companies to dilute their charter capital to the detriment of part of their shareholders.

	In 1998, it issued a number of new regulations aiming to uphold shareholder rights, including:

-	Resolution No. 8, dated April 20, 1998, “On the Approval of Regulations on the Procedure for Conducting General Shareholder Meetings by Mail-in Ballots, and on Changes and Additions to the Regulations on the Maintenance of Registers of Holders of Registered Securities” (which regulated issues relating to the participation in such meetings of preferred shareholders in the event that they have not been paid dividends, etc.);

-	Resolution No. 9, dated April 20, 1998, “On the Approval of Regulations on the Procedure for and the Scope of Information Disclosures by Public Joint Stock Companies During the Distribution of Shares and Securities Convertible Into Shares by Subscription, and on Changes and Additions to the Standards for the Issuance of Shares During the Establishment of Joint Stock Companies, Additional Shares, Bonds, and Their Offering Prospectuses, as Approved by FCSM Resolution No. 19 of September 17, 1996” (which pointed out the exclusive right of the general shareholders meeting to decide on the issuance of securities, specified the time period /one month/ during which shareholders may purchase shares being offered, and settled some questions regarding the regulation of major and interested-party transactions, as well as requirements concerning the provision of information to shareholders on decisions to issue securities and the results of such offerings).

The latter document aims to avert possible offenses during the placement by joint stock companies of their shares and other securities so as to avoid possible conflicts erupting even on the immediate results of such distributions. Newly-issued documents also block other possible ways of infringing upon the rights of small-time shareholders.

Under Russian Presidential Decree No. 1157, “On Some Measures to Protect the Rights of Investors and Shareholders,” dated November 18, 1995, a Federal Public-State Fund for Investor and Shareholder Protection has been set up. In 1997, it disbursed Rub 10 billion to whose defrauded by financial companies during 1994-95.

Considering the array of existing problems, a State Commission for Investor Protection was established in July 1997 (according to Russian Presidential Decree No. 730 of July 16, 1997, “On a State Commission for Investor Protection on Russia’s Financial and Capital Markets,” as amended on January 26, 1998). In March 1998, this Commission approved a special investor protection program comprising some 20 bills that are effectively all ready to be submitted to the State Duma.

5.5.	Tax problems

It is generally recognized that the existing taxation system is a major factor slowing down the development of the Russian securities market.

Overall, taxation problems in the securities market sphere can be conditionally divided into the following classes: problems related to the taxation of investors on the securities market, including all forms of collective investment vehicles; and those related to the taxation of professional participants in the securities market. This classification is conditional, because professional participants in the securities market may also be seen as investors when acquiring securities as their own expense, but it still makes it possible to obtain a clearer idea of the situation shaping as far as taxation on the securities market is concerned.

The related problems of investment funds are connected with the double taxation of dividends paid to their shareholders, since funds pay dividends out of their net profits, i.e. after taxes, while shareholders also pay taxes on dividend distributions coming their way.

The best solution so far has been achieved with respect to income derived by investors in unit investment funds from their investment units. Double taxation is this case is avoided because a unit fund per se is not a property complex without separate legal identity and, consequently, is not a taxpayer pursuant to Russian tax legislation.

The existing procedure for the assessment of individual income tax and for its payment into the budget in the course of a year presupposes that such tax is calculated and paid by legal entities which are the sources of the income concerned. The tax itself is levied according to a progressive rate schedule, meaning that legal entities in question must maintain a special register recording all income disbursements made during the year, as well as tax accruals and payments for each individual, and report such data to their local tax inspectorates. Apart from being most cumbersome and inconvenient for checking by tax authorities, these arrangements effectively compel collective investors to bear very high expenses for the creation of a special database and for the subsequent notification of tax authorities and investors of income calculations and tax withholdings.

Taxation problems of non-governmental pension funds likewise remain outstanding. Neither existing legislation nor the drafted special parts of the Tax Code of the Russian Federation provide for tax concessions regarding premiums paid towards NGPFs, regardless of whether such premiums are paid by employers or by employees. In addition, just as in the case of investment funds, no profit tax benefits are on offer with respect to investment income gained by NGPFs and distributed by them in the form of pensions.

The more urgent problems related to the taxation of professional participants in the securities market include the following:

-	the impossibility of subtracting losses incurred during transactions with securities from taxable profits;

-	the taxation of sales of securities by professional participants in the securities market.

	The FCSM took most vigorous action to ameliorate the tax climate on the securities market during the drafting of and hearings on the Tax Code, but the problem remains exceptionally formidable.

	Conclusion

	The development of the securities market in Russia is a vital condition for providing enterprises with access to investment resources. Without progress in the securities market sphere, the continued success of Russian economic reform may be in jeopardy. On the whole, the significance of the securities market as a tool for mobilizing investment resources will grow as qualitative headway is made in the advancement of the market itself.

	Yet, the Russian securities market will need a long time to evolve into a reliable, stable, and transparent financial mechanism. Even in highly-developed markets, regulating authorities continuously run into problems connected with new financial problems and the need to maintain efficient and impartial market regulation.

Important prerequisites for market development should be constituted by a felicitous general macro-economic and political climate; lower yields on government securities; the regulation of problems encountered in forex transactions during the acquisition of securities; corporate reform (the management of government-owned parcels of shares, the privatization of land plots, etc.); the realization of effective bankruptcy procedures; the development of the collective investor system, the tighter regulation of collective investment vehicles, and the exercise of control over their operations in the interest of primary investors; the systematization and further detailing of the regulatory and legal basis for the securities market, as well as corporate law; an overhaul of the taxation system with respect to investments in securities and other transactions with securities; the introduction of criminal liability for issuers’ officials committing infringements upon shareholder rights, as well as of class action arrangements in procedural law; the provision of market regulators with the right to impose administrative fines; the development of a system of self-regulatory organizations of professional participants in the securities market (on the one hand, owing to the obvious impossibility for regulating authorities to prevent all offenses and, on the other, due to the increasing need experienced by professional market participants themselves for self-organization and, correspondingly, for self-control in the interest of minimizing mutual risks).

	The FCSM is currently living through a watershed period in its history, which is marked by a change of priorities. At the initial phase in its development, the FCSM paid principal attention to laying down the required legal basis, licensing and re-licensing professional participants in the securities market, resolving organizational problems, and training personnel. In 1998, it is the tasks of practically establishing monitoring and supervisory arrangements to exercise oversight over the market, installing a system for information disclosures regarding issuers and professional participants, and achieving qualitative improvements in the enforcement of legislation on securities that are coming into the foreground.

	The principal aspects of FCSM activities this year include:

-	the updating of the regulatory basis for the protection of shareholder rights (bans on the use of insider information by market participants, etc.);

-	the completion of the development of a legal basis for clearing transactions;

-	the creation of a standing system for the performance of FCSM and SRO audits on professional participants in the securities market;

-	the provision of access for investors to information about registered offering prospectuses and to reports on results of securities issues;

-	the establishment of a national depository system and a central depository;

-	the continued development of the collective investor system;

-	improvements in the taxation system;

-	a changeover to the international accounting system.

�Annexes



Table 1. Financial Market Indicators in 1998��Month�january�february�march�april�may*��Monthly inflation�1.5%�0.9%�0.6%�0.4%�0.33-0.43%��Annualized inflation, calculated on the basis of the given month’s trends�19.56%�11.35%�7.44%�4.91%�4.03-5.28%��CBR refinancing rate�28%�36%�30%�30%�150%��GKO T-bill auction rate (end of month)�41.38%�32.25%�32.75%�34%�45%��OFZ federal loan bond auction rate (end of month)�31.44%�32.79%�40%�41%�42%��OGSZ savings loan bond auction rate (end of month)�19.00%�19.80%�19%�20%�20%��Yield to maturity (in percent per annum) for GKOs with maturity periods of:�������less than 1 month�29.57%�29.83%�21.87%�27%�95%��1-6 months�33.02%�33.83%�24.40%�32%�80%��more than 6 months�34.18%�38.79%�27.31%�33%�65%��Average yield rate for all issues�32.63%�35.01%�25.76%�32.4%�75%��Average yield to maturity (in percent per annum) for all OFZ issues�33.30%�39.25%�35.34%�35%�90%��GKO-OFZ market turnover for the month (bln. rub.)�42733�65422�78724.8�64038�54000��INSTAR inter-bank lending market rate (in percent per annum, end of month) for loans granted for:�������1 day�27.97%�39.32%�32.8%�33.8%�65%��1 week�28.00%�25.00%�25.0%�25.7%�30%��2 weeks�33.00%�33.00%�38.0%�19.4%�60%��1 month�36.15%�35.00%�30.0%�30.0%�28%��Inter-bank market  turnover for the month (bln. rub.)�31362�39564�46780.5�51577�37000��USD rate at MICEX (end of month, in rub.)�6.023�6.070�6.106�6.133�6.166��DM rate at MICEX (end of month, in rub.)�3.3536�3.3407�3.3425�3.4156�3.466��Average USD growth rate for the month (in percent per annum, based on the month’s trends)�13.45%�9.34%�7.35%�5.44%�6.65%��Average DM growth ra9564.7te for the month (in percent p1269er annum, based on the mo284.35nth’s trends)�-2.28%�2.36%�0.65%�29.64%�19.22%��USD and DM combined gross turnover at MICEX for the month (bln. rub.)�9564.7�6969.0�9080.6%�11580�10448��Capital market and RTS turnover for the month (mln. USD)�1269�1268�1838.7�1236.2�1230��RTS-1 index (end of month)�284.35�309.56�325.50�312.37�191.29��RTS-1 index for the month (in percent)�-2835%�8.87%�5.15%�-4.03%�-38.76%��*	Estimate, in denominated rubles.







Table 2. Stock Index Movements��As May 29, 1998�Index�Change over the preceding week�Change over the preceding month��The Dow Jones Industrial Average (USA)�8899.95�-2.35%�-0.58%��Bovespa Index (Brazil)�9847�-3.84%�-14.58%��IPC Index (Mexico)�4530.01�-2.55%�-9.92%��Nikkei - 225 (Japan)�15670.01�-0.83%�+0.19%��DAX - 30 (Germany)�5569.08�+0.09%�+9.02%��CAC - 40 (France)�4041.16�-0.21%�+8.23%��



Table 3. Corporate Bond Issues in Russia in 1992-97

Indicator

�1992�1993�1994�1995�1996�1997*��Number of issues

�24�43�41�75�39�37��Volume of issues��������bln. rub�1�115�490�2950�1160�1275��mln. USD�5�120�215�640�225�224��*/ january - october





	Table 4. Eurobond Issues by Russian Corporate Borrowers



Date�Borrower�Rating�Amount (mln. USD)�Term (years)�Spread (1), base points�Lead manager��11.96�Avtobank�-�25�0.5�LIBOR +3% (2)���01.97�ONEXIM bank�-�50�3�LIBOR +5.5% 2�Merrill Lynch��04.97�Incombank (3)�-�200�0.5�-�SBS Warburg��07.97�SBS - Agro�S&P: B+, Moody’s: B1, IBCA: BB-�200�3�42�J. P. Morgan��07.97�Alfa-Bank�S&P: B+, Moody’s: B1, IBCA: BB-�175�3�475�Goldman Sachs��07.97�ONEXIM bank�S&P: B+, Moody’s: B1, IBCA: BB-�200�3�400�Merrill Lynch��08.97�Sibneft�-�125�3�400�Salomon Brothers��09.97�Vneshtorgbank�-�200�2�LIBOR+2.2% (2)�Chase Manhattan Bank��10.97�Tatneft�S&P: B+, Moody’s: Ba2, IBCA: BB-�300�5�310�Dresdner Kleinwort Benson��10.97�Mosenergo (Moscow Energy System)�S&P: BB-�200�5�250�Salomon Brothers��10.97�LUK - Oil�-�350�5�coupon - 1%�SBS Warburg Dillon Read��03.98�MGTS (Moscow telephone Exchange)�-�150�3�coupon - 12.5%�Salomon Brothers, CSFB��1.	Spread indicated in percent of the U.S. T-bill yield rate over a comparable maturity period, as recorded on the Eurobond issuance date, unless expressly noted otherwise.

2.	Securities issued with a floating coupon rate, spread indicated with respect to the LIBOR rate.

3.	Eurocommercial papers.

4.	Convertible bonds.





	Table 5. Data Regarding Amounts of Foreign Portfolio Investments in Russia in 1994-97

�Russian State Statistics Committee�Estimates by market participants��1994�0�1.5-2.5 bln. USD��1995�30 mln. USD�1-1.5 bln. USD��1996�45.4 mln. USD�1.5-2 bln. USD��1997��USD 3-4 billion (estimates before the September 1997 crisis, exclusive of major privatization deals)��

�Chart 1.

Weekly Consumer Price Index in 1995-97.
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Chart 2.1.

Movements in USD Real Rate (December 1996 - 100)
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Dec.96, (2)Jan.97, (3)Feb.97, (4)Mar.97, (5)Apr.97, (6)May.9, (7)June 97, (8)July 97, (9) Aug.97, (10)Sep.97, (11)Oct.97, (12)Nov.97, (13)Dec.97.





Chart 2.2

Movements in USD Exchange Rate in 1997
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USD rate at MICEX
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Chart 3

CBR Refinancing Rate in 1997-98
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Chart 4

GKO-OFZ Market Dynamics in 1997
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�Chart 5

Movements in CBR Gold and Forex Reserves in 1997-98
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Chart 6.1
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The total volume of trading ($)
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Chart 6.3
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Chart 7. Movements in Dow Jones and RTS-1 Indices in 1997-98
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�Chart 8.1

Movements in Average Quotations of Better-Known Russian Shares Between October 29 and December 23, 1997
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Price changes (in percent),(2) RAO EES of Russia, (3) Ircutckenergo, (4)Kolenergo, (5)LUK-Oil, (6)Megionneftegaz, (7)Mosenergo, (8)Norilsk nickel, (9)Purneftegaz, (10)Rostelecom, (11)Sberbank of RF, (12)Surgutneftegaz, (13)Tatneft, (14)Tomskneft, (15)Yuganskneftegaz



Chart 8.2 Movements in Russian Blue-Chip Quotations Between January 6-28, 1998
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�Chart 8.3

Movements in Russian Blue-Chip Quotations Between January 30 and February 27, 1998
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Chart 8.4

Movements in Russian Blue-Chip Quotations Between February 27 and March 30, 1998
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�Chart 8.5

Movements in Russian Blue-Chip Quotations Between March 30 and April 29, 1998
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Chart 8.6

Movements in Russian Blue-Chip Quotations Between April 30 and May 27, 1998
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(1)Price changes (in percent), (2) RAO EES of Russia, (3) Ircutckenergo, (4)LUK-Oil, (5)Mosenergo, (6)Rostelecom, (7)Sberbank of RF, (8)Surgutneftegaz, (9)Tatneft, (10)Kolenergo, (11)Megionneftegaz, (12)Norilsk nickel, (13)Purneftegaz, (14)Yuganskneftegaz



�Chart 9

General Pattern of transactions at RTS-1 in 1997
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(1)EES of Russia 17.3%, (2) Mosenergo 12.0%, (3) LUK-Oil 11.8%, (4)Rostelecom 7.2%, (5) Surgutneftegaz 6.2%, (6)EES of Russia (preference shares) 3.5%, (7) Surgutneftegaz (preference shares) 3.4%, (8) Norilsk nickel 3.4%, (9) Ircutckenergo 3.3%, (10) LUK-Oil (preference shares) 2.4%, (11)Other companies 29.3%



Chart 10

Retail Investments in Securities (bln.rub.)

(1)May 1997, (2)June, (3)July, (4)August, (5)September, (6)October, (7)November, (8)December, (9)January 1998, (10)February
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� Prepared by Alexander Radygin, adviser to the Chairman, Federal Commission for the Securities Market, member of the board, Institute for the Economy in Transition

� Here and below the term is used in reference to the market of corporate securities, and primarily shares. Any reference to the governmental sector of the market will be clarified in the text.

� All the specified processes had a negative side, too. The active development of the government debt instruments market was limiting opportunities for investment in corporate securities and in the real sector as such. The emergence of hundreds of private financial companies, on the one hand, demonstrated the government’s inability to offer to the population debt instruments tailored for individuals, and, on the other hand, generated (due to the absence of any adequate government regulation) numerous social conflicts during the bankruptcy of said companies. Estimates reveal that the introduction of treasury bonds at the time seriously aggravated the inflation process and reduced the anti-inflation effect of GKOs.

� It should be mentioned that after the presidential elections and the elimination in June 1996 of restrictions with respect to the rouble convertibility on current operation, the flow of international finance considerably increased. That fact generated new problems in the sphere of currency regulation in 1997, similar to those the developing countries had faced earlier. “Sensitivity” to political events and a certain “gregarious” pattern of behavior that is so typical of western investors created a threat of speculation attacks that were not motivated by any fundamental factors (the so-called self-induced currency crises).

� The situation in the corporate securities market is reviewed separately in the next paragraph.

� From the end of June 1997 to the beginning of April 1998, the gold and currency reserves went down by 31.6 % from $ 24.55 bln. to $ 16.8 bln.

� Unless one regards as an “external” factor a high portion of  non-resident investments in GKO-OFZ instruments and corporate shares.

� Future options represent a secondary derivative instrument, which is usually traded at developed, highly liquid markets where the trade in primary derivatives has reached a certain level of liquidity.

� There is no doubt that foreign investors that redistribute resources among various emerging markets seriously affect the RTS-1 operations. At the same time, the orientation of many stock market operators at the Dow Jones Index generated the effect of “self-induced expectations”.

� On October 6, 1997 the RTS-1 index rose to its highest value of  571.66.

� 	Under the law (Article 5) shall be deemed activity on securities management the execution by a legal entity or an individual entrepreneur in their own name for remuneration within a certain term o the trust management of securities, monetary funds designated for investing into securities; money and securities received in the process of securities management,- transferred to him into possession and belonging to another person and for the benefit of that person, or for the benefit of third persons specified by this person

� "Temporary Provisions on the accounting Registers and Internal Accounting of  Securities Market Professional Participants" approved by the Resolution of the FCSM #21 of November 26, 1996. In November 1996 the Board of Directors of NAUFOR approved as mandatory from January 1, 1997 for members of association "Standards for internal accounting of operations with Securities for Broker-Dealer Companies -members of the NAUFOR". 

�  Till latest shares in Russia were purchased, as a rule, to receive a controlling block of shares of enterprises to establish control over them or to speculate on the change of securities rate.  For brokers who are engaged in purchasing considerable amounts of shares and who aim to minimize their expenses, over-the-counter market is more convenient, since it allows to manipulate the parameters of transactions and not to make this public.  From this aspect, a more "transparent' stock exchange market may prove to be more expensive than the over-the-counter one.

�  -For instance, in Russia  two latter kinds of activity had not been licensed till 1996, and respective institutions did not have the minimal required charter capital; in fact, practically any company could act as a register holder calling itself a depository or a specialized registrar.

� For details, see also the relevant sections of the report prepared by Russia’s Central Bank and Ministry of Finance.

� FCSM Resolution No. 9 of May 7, 1996, for example, defines information which a public joint stock company must publish annually in addition to that required by Article 92 of the Law “On Joint Stock Companies” and which includes the NAV-equity capital ratio, the number of shareholders, and data regarding the registrar. Based on the experience of the first securities issues by Russian enterprises, a new form of an offering prospectus was developed and approved for shares and bonds. In September 1996, FCSM Resolution No. 19 approved Standards for the issuance of shares during the establishment of joint stock companies, additional shares, bonds, and their offering prospectuses. In February 1997, FCSM Resolution No. 8 approved Standards for the issuance of shares and bonds and for their offering prospectuses during the restructuring of commercial organizations to replace MoF Instruction No. 2, "On Rules for the Issuance and Registration of Securities on the Territory of the Russian Federation,” dated March 3, 1992, which had previously governed related matters.

� This right was exercised, for instance, during increases in the charter capital through the issuance of additional shares (in connection with the 1995 fixed asset revaluation) by a number of energy companies, including Krasnoyarskenergo, Saratovenergo, Arkhenergo, etc.

� For the first time, this provision was introduced by Russian Presidential Decree No. 784 “On Additional Measures to Ensure Shareholder Rights,” dated July 31, 1995 (which also amended Decree No. 1769 “On Measures to Ensure Shareholder Rights,” dated October 27, 1993). There are no known cases of its practical application, even though this option was mooted, for example, by the Rossiisky Kredit bank during its conflict with the management of the Lebedinsky mining and ore-dressing combine.
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