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Alexander Abramov, Alexander Radygin, Maria Chernova

3.1.The Russianfinancial market:

3.1.1.The stockmarketin 2020andQ1 2021

In 2020, afterthe suddenfinancial shockin March causedy salesof risky
assetdy investorsagainstthe backdropof therising coronaviruspandemic stock
marketsin manycountriesrecoveredasterthandid the economicindicators.The
traditionalhypothesighatthe valueof financialassetslependsnorestronglyon
futureinvestorexpectationghanon pasteventshasbeenconfirmed.

As shownin Fig. 1, in 2020,amongthe 36 monitorednationalstockindexes
denominatedn differentcurrenciesthe positive movementpatternsof their
returnsin perannumtermsweredemonstratedy the stockindex portfolios
of only 23 countries.In this connectionthe highestreturnswerelinked to the
tech-heavystockindexes:thus,NASDAQ Comp.(CIF) climbed43.6%;Shenzhen
Compositelndex (China),35.2%;andNASDAQ OMX CopenhageliScandinavian
countries), 28.5%. The poorest performancepatternswere typical of those
economiegshatwerehit hardesty the pandemicaswell asby the UK economy,
which wasexperiencingthe additionaldifficulties asa resultof Brexit. Over
theyear,the SpainStockMarketIndexlost 15.5%;FTSE 100 (UK), 14.3%;the
CyprusStock Market Index, 13.0%,the StraitsTimes Index (Singapore),11.8%;and
Gr e e AtledGompositeindex,11.7%.

Although, in 2020, Ru s s iG®B plunged significantly less than the
correspondingndicesof manydevelopedanddevelopingeconomiesthe RTS
Index,whichis denominatedn US dollars,fell by 10.4%,thusmakingRussiaone
of the six countrieswith the worst-performingstockmarkets.This happened
primarily dueto the sharpdropin oil pricesandthe Russiane ¢ 0 n o strpry s
1 Thissectionwaswritten by Abramov,A. , Candidateof EconomicSciencespPirectorof the Center

for InstitutionsAnalysisandFinancialMarkets,IAES, RANEPA; Radygin,A., Doctor of Economic

SciencesHeadof the Centerfor InstitutionalDevelopmentOwnershipandCorporateGovernance

of the Gaidarlnstitute, Director of the RANEPA Instituteof EMIT; Chernova M., researcheat the
Centerfor InstitutionsAnalysisandFinancialMarkets,|AES, RANEPA.
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Fig. 1. Thereturnsof 36 world stockindexeson majorexchanges

2020and2021,asof March5, as% perannum

Source:own calculationshasedon datareleasedy The Wall StreetJournal.
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dependencen exportsof raw materials.During the first two monthsof 2021,
R u s s bothdationalstockindexesweregrowingataboveaveragerates.As
of March5, 2021,thereturnof the RTS Index stoodat 4.3%,andthatof MOEX
Russialndex, at 3.8%, which wasthe upshotof the fastergrowth of oil pricesin
responseéo the globaleconomicrecoverycoupledwith theinfluenceof OPEC+
onoil production,aswell astherelativestabilizationof theruble exchangeate.

Overthe 10-yeartime horizonfrom 2010to 2020,the geometricmeanreturn
oninvestmentsn Russianstocksdenominatedn US dollarsturnedoutto be
amongtheworstin thegroupof 36 world stockindices(Fig. 2). Theaverage
annualreturnof the RTS Indexamountedo -2.4%,i.e. it wasslightly betterthan
the correspondingndexesof the countriesthathadbeenexperiencindong-term
financialcrises- Gr e e Atlee® Gompositelndex,with its annualreturnof -5.4%,
andCyprusStockExchangeGenerallndex (CSE),which on averagedeclinedby
25.4%overtheyear.Thelong-run negativereturnof the RTS Index hasto do
with to thelow returnson materialsstocksin faceof the protractedstagnationn
the growthrateof pricesfor thoseraw materialsthattheissuersof thosestocks
export,aswell astheruble weakening.

Overthe sameperiod,the averageannualreturnof MOEX Russialndexroseto
6.9%,which happenedn the mainin responseo theruble weakeningandnotto
the performanceof the stockissuers.

As shownin Fig. 3, in 2020the Russiarruble exchangeateagainstthe US dollar
fell by 16.2%,thusdemonstratingneof the deepesplungesamongthe national
currencienf the 27 countriesandregionsincludedin our sample.Considering
that,comparedwith manyothercountriesof the world, the financial stability
indicatorsthat Russiahadbeendisplayingwere quite high, the fact of theruble
hoveringnearthe nationalcurrenciesof the countriesexperiencingan unstable
financial situation(Argentina,Brazil, TurkeyandUkraine)canbe explainedin the
main by theimpactof the oil andgasmarketshocks.This happenedargelydue
to suspensionfrom H2 2020, of the measureslesignedo supporttherublein
theform of foreigncurrencysaleson the exchangey the RF Ministry of Finance.
Overthefirst two monthsof 2021,theruble exchangeatefurtherdepreciatedy
0.4% (dataasof March5, 2021);however, this declineturnedout to belessthan
thatof the other18 nationalcurrenciesoverthe sameperiod.

During thecrisisin 2020,world gold pricesroseby 25.1%,reflectingthe desire
of globalinvestorsto find afi s ehfaev dontbeir assetsn faceof low government
bondyields.However,in thefirst two monthsof 2021 alone,gold pricesdeclined
by 10.3%,which wascausedby theincreasingattractionof investorstowards
riskier assetsn responseo the positiveinformationconcerninghe high economic
recoveryratesandthe launchof vaccinationcampaignsBesidesthe discussions
ontheissuethatthedeclinein gold pricescould be causedy a shrinkingdemand
for thatparticularassetbecauseasa storeof value,it wasbeingreplacedby the
increasinglypopulardigital financialassetsywerebecomingmoreintenses

1 VignaPaulBi t ¢ ¥alue® all intheEyeofthed Bi t h dlleWalrStreetJournalon-line,
Feb.20,2021;GallagherTyler. Will CryptoReplaceGold As The Go-To Inflation Hedgeln 20217
Forbeson-line, Feb.20,2021.
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Theyear2020wasa time of trial for manynationaleconomiesandfinancial
marketsaroundthe world dueto the coronavirusepidemic.Many of thementered
this crisiswhile notyet havingfully recoveredrom the2008crisis, with low key
rates,overvaluedcentralbankbalancesheetsasaresultof their quantitative
easingpolicies,andsignificantgovernmentdebt.

Academicstudieshaveelaboratedlifferentcriteriafor defining financial crises.
In our case we applythe simplestcriterionsuggestedn the worksby Barroand
Ursua; Reinhartand Rogoff. wherebya financial crisisis definedasa declineof
stockprices(stockindices)by 25% or more.

Overthepast25 years the RTSIndexfour timesdemonstrateanorethan25%
plunges:in 1997 1998;in 2008;in 2014;andfrom 2020onwards(Tablel). Each
of the four financial criseswasfollowed by decliningoil pricesanddevaluation
of theruble. The oil price shocksworsenedhe financial stability parameter®f
companiesandthe statebudget,while the ruble devaluationtriggeredurgent
foreigninvestmentutflow from Russianstocks.

With eachnewcrisis,the shocksexperiencedy the RTS Indexwerebecoming
increasinglylesspronouncedWhile in the late 1990sits maximumdeclinefrom
July 1997amountedto 91.3%,overthe first threemonthsof 2020it lost only
34.5%relativeto its peakvalueof December019.Somesimilar patternswere
followed by theruble-denominatedOEX Russialndex, exceptthatstartingfrom
January2020,it lost 18.5%,i.e. slightly morethanit did in 2014,whenits decline
amountedo 13.2%.Thedepthof price shocksin the oil market,onthe contrary,
overtheyearshasbeenincreasing-58.3%from Decemberl996vs -72.7%from
January2020.

Thisis indicativeof thefactthatR u s s écandmsicpolicy, in abroadsense,
while failing to achievethe necessarystructural changesin the economy,
nevertheleseverytime demonstratedts betterandbetteradaptabilityto the
globalmarketsshocks.Thus,for example,in 1997-1998,the crisisof emerging
marketswasaggravatedn Russiaby theinternalproblemsin the form of an
unbalancedudgetanda lack of sufficientgold andforexreservesHowever,
duringthe 2020crisistriggeredby the coronavirus,Russia,on the contrary,
implementeda proactivefinancial sustainabilitypolicy by relying on the fiscal
rule, cooperatiorwith OPEC+memberstatesandthe resource®f the National
WealthFund;all thesemeasuresnadeit possibleto significantly mitigatethe
impactof the externalshockon the domesticfinancial market.

At the sametime, without structuraltransformationsthe generallysuccessful
financial stability cannotsecurea sustainableeconomicandfinancial market
growth. With eachnewcrisis, oil pricesrarely returnedto their pre-crisislevel,
which happenedn partdueto changedn technologyandthe structureof the
globaleconomy.Therecessiorconsequencewereespeciallyseverefrom July
2008onwards,whenBrentcrudeoil pricesstayedwell belowtheir pre-crisis
valuesfor 151 consecutivenonths,andasof February2021stoodonly at46.5%

1 Barro, Robertand JoseF. Ursua StockMarket CrashesandDepressionsNBER Working Paper14760.
NationalBureauof EconomicResearchCambridge Mass.February,2009.
2 Reinhart,C.M., Rogoff,K.S This Time Is Different: Eight Centuriesof FinancialFolly, 2009.
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of their pre-crisislevel. Moreover,after June2014,therewasa newglobalwave of
oil pricedecline;80 monthslater,the price of Brentcrudeoil reachednly 55.7%
of its June2014level. Oil andnaturalgasproductionis graduallylosingits role of
adriver of the Russianeconomy.

Anotherupshotof the existingstructureof the economyhasbeentheregular
weakeningof theruble, with its negativeinfluenceson the attractivenes®f
Russianstocksfor non-residentinvestorsandthelong-termsavingstrategieof
domesticinvestors.During the four financial crises,the depreciateduble never
returnedto its original pre-crisis values.

Tablel

The main parametersof financial crisesin Russiaover the period
from July 1997through February 2021

" : Current value
Market peak: Mar ket Maximum ngg\?e?;;?grenx Complete ofnon-
index value, bottom period decline. % its pre-crisis recovay _recovered
month and year (months) ’ index, %
peak, months (peak=100%)
RTS Index:
July 1997 14 -91.3 73 Yes
May 2008 8 -78.2 153 No 57.4
February2014 13 -48.9 72 Yes
December2019 3 -34.5 12 No 89.6
MOEX Russia:
August1997 12 -79.1 21 Yes
May 2008 6 -68.2 95 Yes
February2014 4 -13.2 11 Yes
January2020 2 -185 10 Yes
Priceof Brent:
Decemberl996 24 -58.3 37 Yes
July 2008 5 -68.9 151 No 46.5
June2014 19 -72.6 80 No 55.7
December2019 4 -72.7 14 No 92.5
Exchangerate growth (Rb/$) asof March 5, 2021, relative to:
May 1998 No 12.0times
May 2008 No 3.1times
June2014 No 2.2times
December2019 No by 19.9%

Source:own calculationshasedon datareleasedy the MoscowExchangethe Bank of Russia,and
dataavailableat http://www.eia.gov/dnav/pet/hist/LeafHandler.ashx?n=pet&s=rbrte&f=m
As shownin Fig. 4,in 2020,comparedwith its behaviorduringthe four
financial crisesin Russiathe RTS Index (valueof Russianstocksin US dollars)
demonstratedhe smallestdecline.lt amountedo only -34.5%vs -91.3%during
the1997-1998crisis,-78.2%in 2008,and-48.0%in 2014.With a high degreeof
certainty,it maybe assumedhatits recoveryin 2021will happenmuchearlier
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1.March2020.The RTS Indexhitsits recordlow, followed by a renewedrecoveryafterthe conclusion
of a new OPEC+ail price dealon April 12,2020.

2. October2020.The startof anewindex growth waveafterthe US presidentialkelectionandthe
releaseof positivenewsabouta globaleconomicrecoveryandprogressn thedevelopmenof
vaccinesagainstthe coronavirus.
Fig. 4. Themovemenwf the RTS Indexon atime horizonof up to 73 months
relativeto its peaksof July 1997,May 2008, February2014,andDecember2019,
asof February2021,as% (peakvalue= 100%)

Source:own calculationsbasedon datareleasedy the MoscowExchange.

thanit usedto happerbefore.As of earlyMarch2021,within just 12 months,the
RTSIndexclimbedto 89.6%of its pre-crisispeakvalue.

In spiteof therecorddeclineexperiencedy manyeconomieguringthe
coronaviruspandemica considerablemumberof themdemonstrated recovery
of their stockindexesevenbeforethe endof 2020(Fig. 1), becausehe movement
patternsof stockindexeswerelargely determinedoy the expectation®f a quick
economicrecoveryandsuccessfulvaccinerollout. A specificfactorthathelpeda
rapidrecoveryof the RTS Indexwasthe OPEC+agreemenbn oil pricereachedn
April 2020.

As shownin Fig. 5, MOEX Russialndex (valueof Russianstocksin rubles)
recoveredbeforetheendof 2020,in just 10 months.lts fasterrecoverycompared
with thatof the RTS Indexresultedfrom the ruble weakeningwithin the rangeof
20%overthe sameperiod.During the otherthreefinancial crises(in 1997 1998,
in 2008,andin 2014),the MoscowExchangdndexhadalsorecoveredaster,for
asimilar reason.
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Fig. 5. Themovemenwf the RTS Indexon atime horizonof up to 95 months
relativeto its peaksof August1997,May 2008,February2014,andJanuary2020,
asof February2021,as% (peakvalue= 100%)

Source:own calculationsbasedon datareleasedy the MoscowExchange.

In 2020,anacceleratedecoveryof stockmarketsrelativeto the paceof
economicrecoverywastypical of manycountries.US economistPaulKaplan
showedthat,amongthe 18 mostseriousfinancial crisesin the US historyover
the 150-yearperiodfrom 1870to 2020rankedby the depthanddurationof stock
pricedecline,the 2020crisistriggeredby the Covid-19 pandemicwvasthe shortest
andshallowestone.After a plungeby 20% (in realterms)overthe periodfrom
December019throughMarch2020,the US stockmarketfully recoveredn just
four months,returningto its pre-crisislevel in July 2020.The expertcameto
theconclusionthataftereachof the 18 crises,the marketfor US stocksalways
recoveredo its pre-crisislevel, but thatthe actualspeedof marketrecovery,
includingin 2020,is impossibleto predict.

Althoughthe downfall of the price of Brentcrudeoil in 2020wasthe deepest
comparedwith the previousthreecrises,it is likely that,in 2021,its recoveryto
its pre-crisislevel will occurfasterthanit did on the previousoccasionsAs of
earlyMarch2021,price of oil alreadystoodat 89.6%of its peakof December

1 KaplanPaul In Long History of Market CrashesCoronavirusCrashWasthe ShortestMorningstar

on-line, March 9.2021.URL: https://www.morningstar.com/articles/1028407lang-history-of-
marketcraskescoronaviruscrashis-short.
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1. March2020.Thecollapse,on March 6, 2020,0f the old OPEC+dealon theoil pricecap.
2. Resumeail pricegrowth afterthenew OPEC+agreemenbn oil pricesreachedon April 12,2020.
3. October2020.The startof a newwaveof oil price growth afterthe US presidentialelectionand
thereleaseof positivenewsabouta globaleconomicrecoveryand progressn the developmenbf
vaccinesagainstthe coronavirus.
Fig. 6. Themovementbof Brentcrudeoil priceonatime horizonof upto 36
monthsrelativeto its peaksof Decemberl996,July 2008,June2014,and
Decembe2019,asof February2021,as% (peakvalue= 100%)

Source: own calculationsbasedon data available at URL: http://www.eia.gov/dnav/pet/hist/
LeafHandler.ahx?n=pet&s=rbrte&f=m

2019(Fig. 6). This happenegrimarily dueto therapid paceof globaleconomic
recoverythathadbegunfrom H2 2020onwards.

The oil priceshockin the springof 2020wasintensifiedby the unexpected
breakdownof the OPEC+ail pricedealon March6, 2020triggeredby the conflict
betweerSaudiArabiaandRussia.However,the promptachievementon April 12,
2020,0f anewagreemenbn oil productioncut conducedo arecoveryin oil
prices.A newimpetusto oil price growthfrom November2020wasprovided
by the positivenewsof globaleconomicrecoveryandthe coronavirusvaccine
rollout.

Against the backdrop of a rapid recoveryin oil pricesin early 2021,
representativedf a number of global investmentbanks (e.g., JP. Morgan)
announcedhe startof anewlong-run cyclein theupwardmovementof prices
for oil andotherraw materialsin the contextof anincreasedlemandfor these
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productsandthe soft monetarypoliciespursuedby the centralbanksof many
countries

The 2020financial crisiswasfollowed by a moremoderatedepreciatiorof
therublecomparedo the shocksof 1997 1998,2008,and2014 (Fig. 7). Overthe
periodfrom January2020throughMarch2021,theruble exchangeateagainsithe
US dollar gained20.2%.Backin 1998,overthe samel4-monthperiod,theruble
exchangeatejumped3.9times;from June2014,- 2.0times;while in 20082009,
duringtheA ma n a graddaldevaluationof theruble,the US dollar climbed
33.8%.In 2020,the RF Ministry of Financeandthe RF CentralBank safeguarded
theruble exchangerateagainstany excessivéluctuations.During the shock
triggeredcollapseof financial marketsin March 2020,the stability of theruble
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1. March2020.Thelaunchof foreigncurrencysalesin the market,by the RF Ministry of Finance
within theframeworkof thefiscal rule, andby the Bank of Russiaaftersellinga stakein Sberbank.
2.July 2020.Thedaily volumeof foreigncurrencysalesin the marketby the RF Ministry of Finance
is reducedon averageao Rb6bnin July,andto Rb 3 bnin August.

3. October2020.Thedaily volumeof foreign currencysalesby the RF Ministry of Financeis increased
onaverageto Rb8bn.

4. FromJanuary2021,the RF Ministry of Financebeginsto buy foreign currencyin the market.

Fig. 7. Themovementpveratime horizonof up to 15 months,
of the USD-to-ruble exchangeaterelativeto its peaksof May 1998,May 2008,
June2014andDecember2019,asof February2021,as% (peak= 100%)

Source:own calculationshasedon thedatareleasedy the Bank of Russia.

1 GoldsteinSteve Thefifth commoditysupercycle hasstarted,sayshighly regarded]P Morgan
strategistMarket Watchon-line, Feb.11,2020.
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exchangeaatewassustainedy the RF Ministry of Financethroughapplying
thefiscal rule, wherebyit wasobligedto sell someof its forex resourcesn the
marketwhenevelit wasnecessaryo drawfrom the NWF in orderto coverbudget
expenditureswhile the Bank of Russiawasrequiredto sellin the forex marketits
proceeddrom the saleof a stakein SberbankLateron, the RF Ministry of Finance
would periodicallyreduceor increasethe daily volume of foreign currencyto be
tradedon the MoscowExchangeasa resultof which theruble would weakenor
strengther(Fig. 7).

Sofar, no straightforwardexplanationhasbeenofferedasto why the sudden
financialmarketcollapse especiallyin the USA, happenedpecificallyon Monday,
March 16, 2020.An article publishedin The Wall StreetJournal (2020) reconstructs
the eventsthathadbeentaking placeoverthe 2-3 daysbeforethatcollapse.

On SundayMarch15,at5 pm, US FederalReserveChairmanJeromePowell,
in anemergencymove,announcediroppingthe benchmarknterestrateto zero
andlaunchinga newroundof quantitativeeasing,which would entail$700bn
worth of assefpurchasesn the stockmarket. Marketshadbeenexpectingthe
ratecutissueto bediscussedin accordancevith the F e dpdass,notearlierthan
WednesdayMarch18th.TheF e ds@dslendecision,announcedhreedaysahead
of scheduleputthe marketon the alert,andin manywaysplayedtheroleof i o i
pouredintothef i r e 0 .

TheF e ddedsionwascausedoy the simultaneousharpsurgein multiple
i nv e sdenmandfricash,while atthe sametime, dueto regulatoryrestrictions,
major banksobviouslylackedliquidity reserveghattheycould usewithout
violating the establishechormsandtheir capitaladequacyequirementsOn
themorningof March 16,2020,the fearsof animpendingeconomicdownturn
triggereda massiveexodusof investorsfrom the moneymarketfundsandbond
mutualfunds.In orderto properlysettlewith their shareholdersthe fundsneeded
to sellalargeamountof bondson the market,wheretheywerefacedwith the
reluctanceof banksto spendmoneyon purchasinghonds.

A numberof municipalitiesexperiencederiousdifficulties in the municipal
bondmarketwhentheyattemptedo launchadditionalbondissuesandrefinance
their old debtsagainstthe backdropof therapidly deterioratingcoronavirus
infection statistics.

Thus,it canbeassumedhatthe eventsof March 16,2020representegrimarily
aliquidity crisisproducedby the suddenawarenes®f marketparticipantsof the
risksassociatedvith theimpendingcoronavirusepidemicandits consequences,
coupledwith thebankings y s t elocbascepecausef the excessiveegulatory
requirementsto actasatemporarystabilizerof liquidity shortageThatis why
the US FederalReservefrom thenonwards hadto shoulderthe responsibilityto
dealwith theliquidity shock.

1 BaerJustin The Day CoronavirusNearly Brokethe FinancialMarkets// The Wall StreetJournal
on-line, May 20.2020.

2 TimiraosNick. FedSlashesRRatesto Fight CoronavirusSlowdown// The Wall StreetJournalon-
line, March 15, 2020.
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Sofar, out of the five BRICS membersthe stockindexesafterthe 2008crisis
havenot recoveredo their pre-crisislevel only in RussiaandBrazil (Fig. 8, Table2).
Overthe 153 monthsthathavepassedsinceMay 2008,the RTS Indexrecovered
to only 57.4%0f its pre-crisislevel, andthe MSCI Brazil Index,to only 34.6%.The
RTSIndex,which is calculatedwith dueregardfor reinvestmenbf dividends,
recoveredo the pre-crisislevel within 140 months.The stockmarketcrisisthat
occurredin March2020,at the onsetof the pandemicjn manywayshinderedthe
recoveryof the stockindicesof Russiamand Braziliancompanies.

Thesstockindexesof the otherthreeBRICS memberamanagedo recovermore
quickly to their pre-crisislevelsof 2008:the MSCI India Index, within 22 months;
the MSCI SouthAfrica Index, within 28 months;andthe MSCI Chinalndex, within
82 months.The stockindicesof ChineseandIndiancompaniedikewiserecovered
morerapidly aftertheir downfallin March2020:thus,asof earlyMarch2021,the
MSCI Indiaindexstoodat 141.1%,andthe MSCI Chinalndex,at 163.1%,of their
pre-crisislevelsof 2008.1n 2020,the MSCI SouthAfrica Indexwasalsorecovering
moresuccessfullythanits RussianandBrazilian counterparts¢limbing by early
Marchto 95.9%of its pre-crisislevel of 2008.

Thedifferentratesof recoverydemonstratedy the stockindexesof the two
groupsof BRICS membersobservedafterthe 2008and2020criseshaveto do
with a greaterdiversificationof the nationaleconomie®f India, China,andin part
of thatof SouthAfrica, comparedwith the structureof the nationaleconomies
of RussiaandBrazil, aswell asa numberof specificfeaturesof thelatter. The
slow paceof recoveryof R u s s stomldnarkethasbeenshapedy the economic
sanctionghatrestricttheinflow of foreigninvestment;andin Brazil, by the
increasednmacroeconomicgnstability, which hasbeenfurtherenhancedy the
COVID-19 epidemic.

Table?2
The recovery of BRICS stockindexesdenominatedin USdollars
after the 2008crisis, asof February 28,2021
Index Index recovery period from End of Current indexvalue,
May 2008,months recovay % (May 2008=100%)
RTS 153 No 574
RTSTotal Return 140 Yes 96.3
MSCI Brazil 153 No 34.6
MSCI SouthAfrica 28 Yes 95.9
MSCI India 22 Yes 1411
MSCI China 82 Yes 163.1

Source:own calculationsbasedon datareleasedy the MoscowExchangeandBloomberg.

Whenanalyzingthe history of the US stockmarketfor the periodfrom 1870
t0 2020, Kaplan identified 18 major stockmarketshocks,anddemonstratedhat

1 KaplanPaul In Long History of Market CrashesCoronavirusCrashWasthe ShortestMorningstar
on-line, March 9. 2021.URL: https://www.morningstar.com/articles/1028407lang-history-of-
marketcrashescoronaviruscrashwasthe-shortest.
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—a—MSCI MXCN Index (China) =g MSCI MXIN Index (India)
MSCI MXER Index (Brasil) —mRTS Index
—RTS Total Return Index eeees MSCI MXZA Index (South Africa)

Fig. 8. Thedepthanddurationof theimpactof the 2008crisison BRICS
stockindexesdenominatedn US dollars,asof February28,2021
(peakin May 2008= 100%)

Source:own calculationsbasedon datareleasedy the MoscowExchangeandBloomberg.

afterall thosefinancial crises,stockindicesalwaysrecoveredo their pre-crisis
level. It is noteworthyin this connectionthat,in 2020,the periodof the US stock
marketrecoverywasthe shortestrelativeto thoseafterall the previous18 crises.

However,sometimes full recoveryof a stockmarketis a very slow process,
andin alimited numberof historicexamplesthatprocesshasnot yetbeenover
evennow, manyyearsafterthe crisis. The mostprotractedcrisesin the modern
history of stockmarketsweretherecessiornn the US stockmarketduringthe
GreatDepressiorof 1929 1933,andthe downfall of the Japanesstockmarket
after1989.Therecoveryof Dow JonedndustrialAverage(DJIA) in the USA after
the GreatDepressionasted303 months,or 25.3years(Fig. 9 and Table 3). In 2015,
thisrecordwasbrokenby the Japanes&IKKEI -225index, which asof March 5,
2021,hadfailed to recoverin 374months,i.e. morethan31 years.lts valuein
March2021amountedo only 74.4%of its peakachievedn 1989.

The somewhafasterrecoveryof the Japanesstockmarketin 2017 2020was
possiblethanksto the quantitativeeasingmeasuresmplementecdby the Bank of
Japansince2016,which entailedthe acquisitionof sharesn privateexchange
tradedfunds(ETFs),to the valueof up to 06 trillion (about$55bn)in perannum
terms.In 2020,this limit wasdoubled;from March 9, 2021,the Bank of Japan
announcedhatit would beginto reducethe limit.1

1 FujikawaMegumi Bankof JaparDrops StockBuying TargetAfter Ma r k RisedThe Wall Street,
March19,2021.
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Againstthe backdropof thosecrises,the recoveryof R u s s RT& hdex andthe
MSCI Brazil Indexto thelevelsof 57.6%and34.6%,respectivelywhich haslasted
153 months,is still closerto thetrajectoryof marketrecoveryin a mediumterm
crisis. After the 1989financialcrisisin SouthKorea,the KOSPIIndexrecovered
over 183 months,andafterthe dotcombubbleburstin the USA in 2000,the
NASDAQ Compositereturnedto its pre-crisislevelin 177 months.

Table3
The longestrecovery periods of national stock indexesas of February 28,2021
Period of index Current valueof
Country (index - year of crisis onset) | recovery from its End of recovery |unrecoveredindex,
peak value, moths % (peak=100%)
Japan(Nikkei i 1989) 374 No 74.4
USA (DJIAT 1929) 303 Yes
SouthKorea(KOSPIi 1989) 183 Yes
USA (NASDAQ1T 2000) 177 Yes
Russia(RTS (USD) - 2008) 153 No 57.4
Brazil (MSCI (USD) 2008) 153 No 34.6
China(MSCI-Shangha{(USD) - 1997) 122 Yes
China(MSCI-Shangha(USD) - 2008) 82 Yes
USA (DJIAT 1907) 64 Yes

100 R
80
74.4
60 | Ar N ks ! f J"
40 | 1Y \ D \/\/\ '/\_//\[\‘r'
20 Lot b
Manths
0
O o R
DD N MM T N DO
N MmN N
USA -1929 — Japan -1989 - Korea 1989
—o=—Brasil (MSCI MXBR) - 2008 —— USA-NASDAQ-2000 —a— China (MSCI MXCN) - 1997

—Russia (RTS)-2008

Fig. 9. Thedepthanddurationof thelongeststockindexrecoveriesasof
February28, 2021 (pre-crisis peak= 100%)

Source:own calculationsbasedon datareleasedy the MoscowExchangeandBloomberg.
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Typically, financial criseswith longer(mediumandlong run) recoveryperiods
aretypical of the economieswith severestructuralproblems.In the caseof
Russiathesehaveto do with the strongdependencef the nationaleconomyand
stockmarketon the companieperatingin the raw materialssector,investment
climateproblemsthat preventthe emergencef newleadingcompaniesn the
nonresourcesectorsandthe highrisks associatedvith geopoliticalfactors.

3.1.2.Equity risk premium

For domesticandforeigninvestorsalike, the equityrisk premiumis oneof the
key characteristicef ac o u n tstockndagket.lt is the maincomponenbf the cost
of capitalto be consideredvhenassessingnvestmentprojects,andit alsoserves
asauniversalcorporategovernanceerformanceandicatoranda benchmarkof
as t o attractveness$or foreigninvestors.The essencef the problemis that
thereexistseveraldifferentequity risk premiumindicatorsof Russianstocks,
andtherelevantinformationconcerningtheseindicatorsis providedby foreign
agenciesQurreviewrelieson our own estimateof theseindicators.

In this connectionseveralmostpopularapproacheso assessinghe market
risk premiumof Russianstockscanbe pointedout (Fig. 10). Fernandeztal.
estimatethe averageequityrisk premiumbasedon opinion polls of scientistsand
businescommunitiesin differentcountries,who wereaskedaboutthe particular
equityrisk premiumsandrisk-free ratestheyhadappliedin their studiesoverthe
pastyeari Dimson,Marsh,andStainton,in theirbooké Tr i wfithe@pt i mi st s 6
andtheirinvestmentreturnreportsreleasedy Credit Suisses calculatethe

1 Fernandez., AguirreamalloaJ., CorresL. Market Risk PremiumUsedin 56 Countriesin 2011.URL:
http://ssrn.com/abstract=18221&011;Fernandez., Aguirreamalloal., CorresL. MarketRisk Pre
mium Usedin 82 Countriesin 2012.URL: http://ssrn.com/abstract=2084212)12;Fernandez.,
Aguirreamalloal., LinaresP. Market Risk PremiumandRisk FreeRateUsedfor 51 Countriesin
2013:A Surveywith 6,237Answers.URL: http://ssrn.com/abstract=914162014;Fernandez.,
LinaresP., FernandezA.l. MarketRisk PremiumUsedin 88 Countriesin 2014:A Surveywith 8,228.
URL: http://ssrn.com/abstract=245045214;Fernandez’., PershinV., FernandeZzA.l. Discount
Rate(Risk-FreeRateandMarketRisk Premium)Usedfor 41 Countriesin 2015.URL: https://ssrn.
com/abstract=2598102015;Fernandez., Ortiz A., FernandeZA.l. Market Risk PremiumUsedin
71 Countriesin 2016:A Surveywith 6,932.URL: https://ssrn.com/abstract=277662816; Fernan
dezP., PershinV., FernandeZA.l. DiscountRate(Risk-FreeRateand Market Risk Premium)Usedfor
41 Countriesin 2017:URL: https://ssrn.com/abstract=295412917;Fernandez., PershinV., Fer-
nandeZzA.l. MarketRisk PremiumandRisk-FreeRateusedfor 59 Countriesin 2018:URL: https://
ssrn.com/abstract=3155702)18;Fernandez’., MartinezM., FernandeZA.l. Market Risk Premium
andRisk-FreeRateUsedfor 69 Countriesin 2019:URL: https://ssrn.com/abstract=33589@D,19.

2 DimsonE., MarshP., StaintonM., GarthwaiteA.Triumph of the Optimists:101 Yearsof Global Invest
mentReturns.PrincetonUniversity Press2002.

3 DimsonE., MarshP., StaintonM., WilmotJ. Credit SuisseGlobal InvestmentReturnsYearbook
2009// Credit SuisseResearchnstitute, Switzerland,2009;DimsonE., Marsh P., StaintonM., Wil-
motJ. Credit SuisseGlobal InvestmentReturnsYearbook2010// Credit SuisseResearcHnstitute,
Switzerland2010; DimsonE., Marsh P., StaintonM., Holland D., MatthewsB. Credit SuisseGlobal
InvestmentReturnsYearbook2011// Credit SuisseResearcHhnstitute, Switzerland,2011; Dim-
sonE., MarshP., StaintonM., WilmotJ., McGinnieP. Credit SuisseGlobal InvestmeniReturnsyear
book2012// Credit SuisseResearchnstitute, Switzerland 2012;DimsonE., Marsh P., StaintonM.,
GarthwaiteA. CreditSuisseGlobal InvestmentReturnsYearbook2013// Credit SuisseResearch
Institute, Switzerland 2013;DimsonE., Marsh P., StaintonM., MauboussinM. Credit SuisseGlobal
InvestmentReturnsYearbook2014// Credit SuisseResearcHhnstitute, Switzerland,2014; Dim-
sonE., MarshP., StaintonM., Holland D., MattenwsB., RathP. Credit SuisseGlobal InvestmenRe-
turnsYearbook2015// Credit SuisseResearcHhnstitute, Switzerland 2015;DimsonE., MarshP.,
StaintonM., WilmotJ. Credit SuisseGlobal InvestmentReturnsYearbook2016// CreditSuisse
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long-termequityrisk premiumsfor differentcountries,including Russia,asthe
differencebetweenthe estimatedreal returnon stocksandthe estimatedreal
returnon governmensecurities Accordingto their methodologythe equityrisk
premiumis the geometricdifference betweenthe returnon stocksandthe return
onrisk-free assetsFor thelatter,the authorsusetwo benchmarksshortterm
governmenbondsand10-yeargovernmenbonds.Thelong-run averagefor each
equityrisk premiumis calculatedoverthe periodstartingfrom 1900,andthe
mediumrun averagepverthe past40-50 years.Dimsonet al. disclosetheir data
for Russiaonly in the Credit SuisseYearbooksfor 2014-2018;no dataareavailable
for otheryears.

A moresophisticatecapproachs usedby Damodaranwho estimatesountry
risk premiums(CRP) by addingcountrypremiumsto arisk-free ratecalculated
usingtheindicatorsof returnon governmensecuritiesandthe volatility of shares
issuedby local companies.

15%
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5%
0%

-5%

-10%
2012 2013 2014 2015 2016 2017 2018 2019 2020
—fr— Dimsan: equity risk premium (vs long-term boands) frarm 2000
—a— Dimson: equity risk premium {vs short-term bonds) from 2000
— Fernandez et al.: geometric mean of equity risk premium based on expert surveys
« Damodaran: equity risk premium based on country default spreads
—— Damodaran: equity risk premium based on COS spreads

= = Bloomberg: equity risk premium vs 10-year bonds (yield to maturity)
Fig. 10. The equityrisk premiumson Russiarnstocks,based
onthemostcitedinternationalsourcesas%, 2012 2020

Source:own compilationbasedon datafrom the studiesby Dimsonetal., Fernandezt al., Damodaran,
andBloomberg

Researchnstitute,Switzerland 2016;DimsonE., Marsh P., StaintonM. Credit SuisseGloballnvest
mentReturnsYearbook2017 (SummaryEdition) // Credit SuisseResearchnstitute, Switzerland,
2017;DimsonE., Marsh P., StaintonM. Credit SuisseGlobal InvestmentReturnsYearbook2018
(SummaryEdition) // Credit SuisseResearchnstitute, Switzerland,2018;DimsonE., MarshP.,
StaintonM. Credit SuisseGlobal InvestmentReturnsyYearbook2019 (SummaryEdition) // Credit
SuisseResearcHhnstitute, Switzerland,2019.

1 (1+Premium)= (1 + Returnon stocks)/(1+Returnonbonds)in annualterms.

2 Damodaran,Aswath,CountryRisk: DeterminantsMeasuresandImplicationsi The 2020Edition
(July 14,2020).NYU SternSchoolof BusinessURL: https://ssrn.com/abstract=36535a2http://
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Accordingto the latestsurveyby Fernandezpublishedat the end of March
2020,therisk premiumof Russianstocksfell from 8.5%to 7.8% (Fig. 11). The data
summarypublishedby Fernandeoffersa sociologicalpicture of how different
specialistgerceivethe equityrisk premiumsin oneor othercountry.

Accordingto datareleasedy the BloombergTerminal,the premium,whichis
calculatedasthe differencebetweenthereturnof a stocksindexandtheyield to
maturity of 10-yearruble-denominatedjovernmentbonds,increasedrom 6.32%
attheendof 2019to 8.59%atthe endof 2020.Sucha benchmarks oftenusedin
practiceasa guidefor investors.

D a mo d a indicatdr sipdatedasof Januaryl, 2021,showa declineof the
equityrisk premiumsof Russianstocksfrom 7.4%to 6.85%basedon country
defaultspreadsandthisc o u n tcredjti@teng; andfrom 6.2%to 6.08%basedon
creditdefaultswaps.

The methodologyappliedby Bloombergfor calculatingcountryrisk premiums
is basedon the differencebetweenthe expectedmarketrate of returnof stocks
andtherisk-freerate,whichis understoodo betheyield to maturity of zero
couponlO-yeargovernmenbondsdenominatedn thelocal currency.For Russia,
the MICEX RussiaZeroCpn 10 Yearindexis appliedastherisk-freerate.The
marketyield is determinedusingthe dividenddiscountmodel(DDM), whichis
similarto D a mo d a approadhsgt is calculatedasa capitalizationweightedex
anteinternalrate of returnfor eachstock.The modelis evaluatedbasedon a
5-yearconsensugorecastfor earningsper-sharegrowthrates.

It is noteworthy that the country risk premium data are posted by the
BloombergTerminalto the speciallyassignednformationpagestogetherwith
dataondividendyieldsanddividendpayoutratios(Fig. 11). All theseindicators
aretheweightedaveragedor all the stocksandstockissuersncludedin MOEX
Russialndexa

Overthe periodfrom August2018throughFebruary2021,the dividendyield on
Russianstocksremainedrelatively high, at anaveragdevel of 61 6.5%.According
to theyearendresultsof 2020,it amountedo 5.9%, while thetemporarysurge
in March-April 2020 (whenthisindexjumpedto 8.1%)canbeexplainedby the
decliningstockprices.The movementpatternof dividendpaymentshadbeen
displayinganupwardtrendsinceAugust2018.Theaveragedividendindex for
2020amountedo 53.7%of netprofit, while prior to 2020it stoodat45% only
in May 2019.This meansthatoverthe courseof 2020,in orderto maintaintheir
investmentattractivenesshig public companiedried to maintainhigh dividend
yields, althoughit wasbecomingincreasinglydifficult for themto do so,andso
theyhadto noticeablyincreasethe shareof their netprofit allocatedto dividends.

In suchcircumstancesgquityrisk premiumgrowth calculatedaccordingto the
BloombergmethodologyimpliesthatinvestorsexpectRussiancompaniego pay
themprogressivelysubstantiaddividends,eventhoughsuchpaymentsmposean

dx.doi.orgl0.2139/ssrn.3653512/.

1 Thehistoricaldatafor all threeindicesaresmoothedusinga 21-day moving averaggapproximately
1 month),sothefinal risk premiumvaluesin Bloombergdatafor theyearendof 2019and2020
slightly differ from the valuesof thesameindexin Fig. 10.
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ratio (right-handside axis) basedon datareleasedy the BloombergTerminal,

as%,movingaverage2013to February2021

Source:own calculationshasedon datareleasedy the BloombergTerminal.

everincreasingourdenon their netprofit. However,the actualdividend payout
reflectedin B1 o o mbdéscogndedcashflow modelis volatile, which alsoresults
in the high volatility of the expectedequityrisk premium.Overtheyear,the
equityrisk premiumaccordingto Bloombergincreasedrom 6.7%in 2019to 8.1%
in 2020.However,duringthe yearits valuevariedfrom 15.5%to 4.7%.In February
2021,it onceagaindeclinedto 4.7%.

Foreignsourcesdo not alwayspromptly disclosetheir assessmentsf Russian
stockrisksanddo not publishin full their calculationmethodology.Therefore,
basedon the methodsthey use,we havedecidedto publishour own equity risk
premiumestimateswith dueregardfor our own historicaldataon the movement
of financial instruments.

Thefirst groupof indicators,predict risk premiums, or PRP, arecalculated
basedontheapproachessuggestedy Damodaran,to determiningfuture returns

1 Accordingto Damodaran(2019),the projectrisk premiumfor Russianstocksis calculatedasthe
sumof the currentdefaultspreadandtheimplied risk premiumfor the basecountry. Theimplied
premiumfor the basecountry (USA) is calculatedastherateof returnin atwo-stagegrowth
modelof dividendpayoutsto investors(dividends+ sharebuybacks)wherethefirst stagelasts5
yearswith volatile growth ratesadjustedby datain the currentconsensus$orecastsandS & P500
Earnings;andthe secondstagelasts6 i n d e f forralongéirheywdth incomegrowth ratesequal
to thecurrentrisk-freerate. Thus, predictivepowerbecomegartof the calculationof the equity
risk premiumcomponentsThe defaultspread(or countryrisk premium)canbe calculatedasthe
spreadbetweenRussianandUS 10-yeargovernmenbonds,or RussiaCDS. In our calculations,
we introducedan additionalfactor, which is theratio betweenthe standarddeviationof stocks
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andmarketexpectationestimates. It is theseindicatorsthathavebeenmost
frequentlyusedby investorsto calculatethe costof capitalandthe expected
effectivenes®f futureinvestmentprojects.The equity risk premiumaccording
to Damadorarconsistsof thefi p r e mm abasedevelopedna r k @utsthe
countryrisk premium(specificof the stocksissuedby a companyin a given country.
The basemarketpremiumis calculatedasthe discountrateappliedto the cash
paymentgo shareholdersn the form of dividendsandstockbuybackswhich
grow overamediumtermperiodof 3-5 yearsaccordingto marketexpectations
(basedon the consensugorecastseleasedy newsagenciesge.g.,Bloomberg,
ThomsonReutersetc.),andthereafterat a growthratethatequalsthe current
risk-freerateon 10-yeargovernmentondsissuedin the basecountry.The
countrypremiumin this approachis determinedusingthe spreaddetweenlO-
yeargovernmengurobondsssuedby a givencountryandthe bondsdenominated
in the samecurrencyfor the basecountry,or by usingCDS spreadsln addition,in
our calculationsthe methodologyis augmentedy the factor of relativevolatility
of stockreturnscomparedo bondreturnsin the domesticmarketof the country
underconsiderationywherebythe countryrisk premiummay be adjustedfor the
relativeequity risk premium.

This group consistsof four indicators:PRP1lis countryrisk premium,determined
onthebasisof yield spreadof RF andUS sovereignbondsdenominatedn US
dollars;PRP2is countryrisk premiumcalculatedon the basisof creditdefault
swap(CDS) premiumson RF sovereignbondsdenominatedn US dollars;PRP3
is countryrisk premiumestimatedoy adjustingP RP 1for the volatility of Russian
stocks;and PRP4is countryrisk premiumcalculatedby adjustingP RP 2for the
volatility of Russianstocks.PRP3andPRP4aretheindicatorsthatmostadequately
determinethe predictedvalue of equityrisk premiumon Russianstocks.

During crisisperiods,the equityrisk premiumspreadsespeciallythosebased
onindicatorsthattakeinto accountstockvolatility, becomequite significant.In
December018,PRPlandPRP2amountedo 19.05%and19.25%,respectively,
while thoseindicatorsthatwereadjustedby stockvolatility (PRP3andPRP4)
increasedo 33.83%and34.52%.During anothercrisisperiodwith anincreased
ruble volatility in January2015,while PRP1land PRP2stoodat 12.39%and 13.11%,
respectivelyPRP3andPRP4roseto 15.34%and16.46%,respectively.

As shownin Fig. 12, duringthe periodsof relativestability in the stockmarket,
thevaluesof all the four indicatorsof predictedequity risk premiumon Russian
stocksbecomecloseto the samelevel. Anothersituationwhereall the premiums
canconvergeis directly opposite whenstocksandbondssimultaneoushjbecome
highly volatile, as it happenedin 2020. The market downfall coupled with
increasedisksin March2020pushedthe premiumsupwards:PRP3to 11.32%,
PRP4t0 11.22%, PRP1to 10.23%,andPRP2to 10.17%.By the yearendof 2020,
the premiumsdeclinedto their levelsof late 2019:t0 6.12%(PRP1)and6.5%

andthecoefficientof variationof governmentbonds.Thus,the premiumalsoaccountsor the
additionalrisk associatedhot only with therisk of stockscomparedwith thatof bondsinaé b a s e 6
developedcountry,or with countryrisk, but alsowith stockvolatility in a givenfinancialmarket.

1 DamodaranA. Equity Risk PremiumgERP):DeterminantsEstimationandImplications,2019.URL:
https://ssrncom/abstract=3378246
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Country risk premium based on bond yield spreads (FRP1)
""" Country risk premium based on CDS premium (PRP2)
—— Country risk premium estimated as PRP1 adjusted by stock volatility (PRP3)

—— Country risk premium estimated as PRP2 adjusted by stock volatility (PRP4)

Fig. 12. The currentandhistoricalequityrisk premiumson Russianstocks,
adjustedfor theirrelativevolatility in the domesticmarket,
as%, 2006- January2021

Source:own calculationshasedon datareleasedy Bloomberg.

(PRP4andPRP2).Their declinewascausedoy thereducedvolatility of stocks
andbonds,aswell asby the shrinkageof spreadg¢hathadsoaredatthe peak
of thecrisiseventsin everycountry.The spreadin the valuesof all the four risk
indicatorstowardsthe endof 2020onceagainbecamevery insignificant.

Thelow risk premiumaccordingto Damodaranall otherthingsbeingequal,is
a positivesignalto foreigninvestorsthatthey shouldbuy Russianstocks.

The secondgroupof equityrisk premiumindicatorsconsistsof the historical
risk premiums (HRP) on Russianstocksdenominatedn US dollarsrelativeto
short andlong-term portfolio yieldsof RF eurobondsThe methodologyapplied
in calculatingthesespreadswithout muchdetail,wasdescribedn the book
ATr i whne@pt i mandthe eevdiewsreleasedy CreditSuisseTheproblem
with the datafor Russiaappliedby Dimsonetal. is thattheyarepublicly available
only for alimited numberof years,andrely on a calculationmethodologythatis
not entirelytransparentFor thesereasonswe decidedto calculateHRP1and
HRP2onour own; thesearethe historicalrisk premiumsthatwe calculatedon
alongertime horizonrelativeto thelong- andshorttermyields of RF eurobond
portfolios, respectivelyandrevisedon a monthly basis:

1 Therisk premiumon stocksis calculatedasthedifference(clearedof inflation) betweenthe
returnof a stockindexandthereturnof bonds.This estimates historical,andnot predictive.The
stockreturnson long historicalhorizonsare calculatedakinginto accounthe exchangeateand
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The calculationof historicalequityrisk premiumsis of practicalimportance
for predictingthe movementof premiumsandstockreturns,evaluatingthe cost
of capitalfor companiesaswell asusingit asabenchmarlfor therequiredrate
of returnoninvestmentsA positivelong-termequityrisk premiumis indicative of
therelativesafetyof long-terminvestmentsn stockscomparedwith arisk-free
rate (theauthorshavecometo the conclusionthatstocksmoststablyoutperform
bondsoveratleasta 40-yearhorizon).A comparisorof premiumsacrossmany
countriesmakesit possibleto drawreliableconclusionsasto the feasibility of
globalor regionalportfolio diversification.

Fig. 13 presentdong-termpremiumsasthe differencebetweenthe geometric
meansof thereturnsof the main assetclassesTheresultingpremiumvalues
arecomparedwith the valuesfrom the Credit Suissereports,wherea similar
techniqueis used.Whencalculatingour indicators,we managedo obtainsimilar
results.The stockreturnis comparedwith thatof shorttermeurobondgthe most
0 ¢ o r praxyfdr therisk-freerate)andlong-termeurobondgthe mostcommonly
usedproxy for therisk-freerate). The premiumon relatively shortbondsdeclined
on 2019,amountingto 4.6%overthe 21-yearperiodfrom 2000through2021.The
equityrisk premiumthatsince2008hasbeenpersistentlynegativerelativeto the
premiumon long-termbonds,whosenegativevalueincreasedsomewhafurther
in 2020,representanadversdrendthatpointsto the factthatforeigninvestors
do not seeany sufficientvaluegrowth potentialin Russianstocksoverlong-term
horizons.The prevalenceof bondsover stocksin termsof yields createssome
additionalrisks for the domesticstockmarketin view of the forthcomingmassive
risein interestrateson the global stockmarketsin the mediumterm. This usually
triggersa sell-off of bondsby investorsin emergingmarkets,anda switchover
to investmentsn local stocks.However,Russianstocksin this particularcase
may fail theirrole of a hedgingassetbecausef their low returnto-risk ratio
comparedwith bonds.

From 2017 onwards, Credit Suisse has no longer included Russiain its
consolidatedeports,so here,our own extendedime seriesareusedinsteadof
the classicalcalculationsby Dimsonetal. For the period2000' 2021, the equity
risk premiumrelativeto long-termbondsdeclinedon 2019,to -2.7%,which
meanghatRF governmenbondshavebecomemoreattractivefor investorsthan
Russianstocks.

~dividendyield of agivenc 0 U n SibcKkmasketindexdenominatedn the basecurrency,andthus
it becomegossibleto comparetheindicesof differentcountries for example,in US dollar terms.
Oneexampleof suchanindexis MSCI Russia,which hasbeenfollowed sinceDecemberl994.
As aproxy for therisk-freerate,Dimsonetal. usedboth shorttermandlong-termgovernment
bonds.Shorttermbonds,accordingto theauthors,aremore consistentwith the conceptof a
risk-freeassetandtheir volatility is lower. However,duringthe periodsof a suddensurgein
inflation or otherextremeconditions,their costvariessignificantly. On the otherhand,long-term
bondsareoftenusedasa benchmarkfor calculatingequity risk premiums.The benchmarkn
this caseshouldbetheyield of thenationaleurobondpriceindexdenominatedn US dollars.In
Russiathereis no eurobondindexdenominatedn US dollarswith a sufficienthistoricaldepth.
All theavailableindexes,asarule, arecompiledeitherby Cbondsor by foreign agencieqe.g.,
Bloomberg),andhavebeenfollowed from the mid-2000s.0Our own calculationsof eurobondprice
indexenableusalsoto calculateour own valuesof historicalrisk premiumfor Russianstocks
(HRP1andHRP2).

104



Section3
Financialmarketsandfinancialinstitutions

10

2005 2006 2007 2008 2009 2010 2011 2012 201% 2014 2015 2016 2017 2018 2019 2020

= Stock premium (vs long-term bonds) - own calculations
—— Stock premium (vs short-term bonds) = own calculations
=== 5tock premium (vs long-term bonds) - Dimson et al.
=== Stock premium (vs short-term bonds) - Dimson et al

Fig. 13. Thelong-term historical equity risk premiumsvs shortandlong-term
eurobondgin US dollars),2000 2020

Source:own calculationshasedon datareleasedy Bloomberg.

As canbegleanedrom CreditS u i srepertsaverseveralyears,mostof
the majorstockmarketsarecharacterizedon along-termhorizon,by positive
equityrisk premiumson stocksrelative not only to shortterm governmenbonds,
butalsoto long-termones,andsoin our study,the negativepremiumon stocks
calculatedrelativeto long-term debtinstrumentson the domesticstockmarket
pointsto the existenceof somestockmarketproblemsthat preventinvestorsfrom
receivingtheir expectecamountof equity risk premium on theirinvestmentsn
morerisky assets.

3.1.3. Thefundamentatharacteristicef the stockmarket

Fig. 14 showsdataon the parametersf returnsandrisks of 31 stockindexes
from 27 countries;for the sakeof datacomparability, the stockindicesare
recalculatedn US dollars.Thereturnandrisk assessmentsf eachc o u n t
index portfolio weredonefor 2020,the 5-yearperiodfrom 2016through2020,
andthe 12-yearperiodfrom 2009through2020.

After the successfuyear2019,duringwhich the RTS Index, with its dividend
yield of 44.9%perannum,wassecondonly to onecountryin the sample the
year2020turnedoutto belessfortunate.Thatyear,thedividendyield of the
RTSIndexamountedo -10.4%,while thes a mp &verégsstoodat17.7%;only
the stockindexesof Argentinaand Colombiademonstratetbwer forex dividend
yieldsthandid Russianstocks.Therisk index (standarddeviation)of the RTS
Indexamountedo 40.4%,while the corresponding a m p averdgavas35.9%.
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Higherrisk scoreswerenotedonly for 5 out of 31 nationalstockindexesin the
sample.Thus,in 2020,thevolatility of the RTS Indexonceagainwasamong
the highestrelativeto the nationalindexesof othercountrieswith biggeststock

markets.

On a 5-yeartime horizon (2016 2020),the RTS Indexdemonstratedome
decentresultsin termsof profitability-risk criteria (Fig. 14b). Its dividendyield of
12.9%perannumturnedout to be almosttwice ashigh asthe averagereturnfor
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€) 2009-2020 (12 years). Average values: risk 24.44%, return 5.72%
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theX andY axes.
Fig. 14. Thegeometricmeanvaluesof returnandrisk parameteref 31 national
stockindexesfor the periodfrom January2009throughDecember2020,
in US dollars,ontime horizonsof 1,5, and12 years,as% perannum

Source:own calculationsbasedon datareleasedy the MoscowExchangeandBloomberg.

thatgroupof countries(6.5%).1t wassecondonly to the correspondingndices
for US stocks(S&P 500andNASDAQ), aswell asthoseof Brazil andVietnam.
However,therisk indicatorof the RTS Index, which stoodat 24.2%perannum,
turnedoutto beabovethes a mp lavwer@ageof 23.5%;0n this mediumterm
horizon,only 9 out of 31 countryindexeshada higherrisk indicatorthanthe
Russianstockindex.

Onthe12-yearhorizonfrom 2009through2020,the averageannualreturn
of the RTS Index,which amountedo 6.7%,turnedout to beslightly higherthan
thes a mp hveragereturnof 6.0%,while its risk ratio of 30.1% significantly
exceededhe corresponding a mp hveragsof 24.4%(Fig. 14¢). Thecountries
with anunstablefinancial situationlike Argentina,Brazil, Greeceand Turkey
displayedrisk indicatorsthatwerehigherthanthoseof the RTS Index.

Thus,by comparisonwith the othercompetingcountries,Russianstocksand
theirindexfrequentlyoffer relatively high returns,but theyarealsocharacterized
by increasedisks of yield volatility.

While demonstratindiigherfinancial indicatorsof netreturnon capitaland
dividendyield comparedwvith manyothernationalstockindexes,aswell asone
of thelowestleverageratiosin our sample Russianstocksarepricedlower than
their foreign counterpartsandthis underestimatiorhasbecomea persistent
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phenomenonAs shownin Fig. 15, out of the 26 nationalstockindexes, the price-
to-book (P/BV) ratioz of the constituentcompanief the RTS Indexwasamong
thelowestin theworld. In 2020,it amountedo 1.0; accordingto the periodend
results,duringthe 5-yearperiod2016 2020its averagevaluewas0.8.

The stockpricesof RussianPJSCsarealsolower comparedo their competitors
in othercountries,eventhoughtheir returnon equity (ROE) ratio is significantly
abovethatof the companiedradingin othermarketss As shownin Fig. 16, in
2020,amongthe 26 nationalstockindexesthe ROE of 8.0%for the RTS Index
wasinferior to only sevennationalstockindexes(USA, India, China, Turkeyand
Vietnam.).TheaverageROE of Russiancompanie®n a 5-yeartime horizon(2016
2020)stoodat 11.8%,beingbelowonly two out of 26 stockindexes.

In the contextof economicsanctionsthatrestricta capitalinflow from
externalsourcesandtherelatively high domestickey ratecomparedwith the
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Fig. 17. Thefinancialindicator6 d e b t / oepaer r na{ DAEGISEHA)
asof Decembei31, 2020andits meanvaluefor the period2016 2020
basedon 26 nationalstockindexes

Source:own calculationshasedon datareleasedy Bloomberg.

1 Hereinafterthe sampleappliedin our calculationsdiffers from the sampleof 31 stockindexes
presentedn Fig. 14, in thatit doesnotincludethe nationalstockindexesof VenezuelaJndonesia,
Italy, Colombia,andPortugal,aswell asRussell2000Index, becausef the anomalousraluesof
theirfinancialfactors.

2 TheP/BV ratio alsodescribegherelativecapitalizationlevel of companieslt is the pershare
ratiobetweenac o mp a marktsapitalizationandthe book valueof its networth, including
chartercapital,reservesaandretainedearnings.

3 ROEis calculatedastheratio betweenthec o mp a neypdo§it andthebookvalueof its net
worth, which shouldnot be confusedwith thec o mp a oapifalszation,becausehe latter
dependon thenumberof ordinarysharesoutstandingandtheir marketprices.
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othereconomiespnecharacteristideatureof R u s s biggestpublic companies

is their low debtburden.In 2020,amongthe 26 nationalstockindexesRu s s i a 0 s
RTSIndexconstituenttompaniehadthe lowestD/EBITDA Ratio of 0.8; only
Argentinaand SouthAfrica hadlower valuesof this particularindicator.On
averagefor the period2016 2020,thatconstituentof the RTS Indexwasthe
lowestin the sample,amountingto 0.7 (Fig. 17).

Oneof the positivetrendsin the domesticstockmarketobservedafterthe
2008crisishasbeena significantincreasean the dividendyield on Russianstocks,
from 1.56%in Q4 2009t0 8.12%in Q1 2020,i.e.5.2times(Fig.183). Thedecline
in dividendyield in Q4 2020,t0 5.40%,turnedout to be atemporarymeasure,
typical of manycountrieswhere,on therecommendatiomf nationalregulators,
major stockissuersdecidedto reducetheir dividendpaymentgo shareholdersn
orderto preservegobsin the situationof waningbusinessactivity in faceof the
coronaviruspandemic.

Accordingto our studies; the mainfactorsbehindthe growth of dividend
yieldsduringtheseyearswerethe desireof issuersto keepup theinvestment
attractivenessf their securitiesin the eyesof investors;the pressureut by the
RF Ministry of Financeon the biggeststateownedcompanie{SOE)to makethem
pay atleast50% of their net profit in the form of dividends;andalso,in part,the
desireof major stakeholderso receiveadditionalpaymentsfrom companiesn
the form of moneythattheyhadnotinvested.

Neverthelessin 2020,thedividendyield of R u s s RT&&fndexconstituent
stocks,aswell astheir averagedividendyield for the period2016 2020,were
amongthe highestin the sampleof 26 nationalstockindexes(Fig. 18b).

In theory,the dividendyield is consideredo bethe quotientof the dividend
payoutratio (asa percentag®f net profit) divided by the price-to-earnings(P/E)
ratios This meansg.g.,thatthe growth of dividendyield canresultnotonly from
anincreasingdividendpayoutratio, which is a positivefactorfor shareholders,
butalsofrom a decliningP/Eratioin responséo ac o mp afalyng ssockprices
relativeto its netprofit, which pointsto negativeconsequencefor investors.

The period2018 2020sawanunusualtrendin the behaviorof Russianstocks,
whenthe growthrateof the P/Eratio wasabovethat of the dividendpayout
ratio (Fig. 18¢). From2018through2020,the averageP/E ratio of the RTS Index
increasedrom 4.4to 13.3,0r 3 times,while the averagedividend payoutratio
increasedrom 31.9to 81, 6%, or 2.6times.In 2020,theacceleratedrowth of the
P/Eratio relativeto thatof the dividendpayoutratio evenresultedin a dividend
yield declinein Q2-Q4 of 2020,ascanbeseenin Fig. 18a.

Theacceleratedyrowth of boththeseindicatorscanprobablybe explainedby
thelow netprofits of the stockissuersandtheir desireto divert the bulk of their

1 TheD/EBITDA istheratioof c 0 mp a debtbud®@nto their operatingearningsbeforeinterest,
taxes,depreciationand amortization,thusreflectingtheir ability to covertheir debtby the
amountof incomegeneratedandavailableannually.

2 AbramovA., RadyginA., ChernovaM., EntovR. Thefi d i v ip di & radidéheRussianstockmarket//
VoprosyEkonomiki.2020.No. 1. Part1. P.66i 92; No. 2. Part2. P.59i 85.

3 Thisfinancialratio describegherelativeamountof c o mp a wapiglidtion,.e., for how many
yearstheamountof netprofit per sharepaysoff its marketprice.
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netprofits to the paymentof dividends,ratherthaninvestingit. However,in any
case thistrendin the movementof the two indicatorsthatwasobservedn 2018
2020reflecteda changein the acceleratedlividendyield growth modelthatwas
typical of RussianPJSCsafterthe 2008crisis,whenhigh dividendyields hadbeen
theresultof amoderategrowth rateof dividendpaymentgthelineartrendline
in Fig. 18¢) alongsidestablylow P/Eratios.

Thechartin Fig. 18d explainsthe phenomenorof high dividendyieldson

Russianstocksobservedoverthe period2016  2020,settingthe P/Eratio and
dividendyield constituentof the RTS Indexagainstthoseof the other25 national

a) Dividend yield of RTS Index in 2008-2020, % per annum
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c) Dividend payout and P/E Ratios of RTS Index over period 2008-2020
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Fig. 18. Analysisof dividendyield on the RTS Index, as% of marketstockprice,
asof Decembei31, 2020,including the following charts

a)thedividendyield of the RTS Indexin 2008-2019calculatedon a quarterlybasis,% perannum,;
b) thedividendyields of 26 broadstockmarketindexesof differentcountriesin 2020andtheir mean

valuesoverthe2016:2020,% perannum

c) thedividendpayout(%) and P/E Ratiosof the RTS Index calculatedon a quarterlybasisoverthe

period20082020;

d) themeanannualdividendpayoutandP/E Ratiosof 26 stockmarketindexesin differentcountries

overtheperiod2016-2020.

Source:own calculationshasedon datareleasedy Bloomberg.
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stockindices.As shownin Fig. 18d, on a5-yeartime horizon,the averageannual
P/Eratio of the RTSIndexwasthes a mp loweétsvith belowaveragedividend
payouts.This meansthatsofar, the higherdividendyields of Russianstockscan
be explainedby theirlow P/Eratio, ratherthanhigh dividend payoutratios.

Overthe period2008 2020,the cumulativeequityrisk premiumon Russian
stocks amountedo 186%for the MOEX Total Returnindex, andto 289.7%for
our calculatedcbroadmarketportfolio index (RMRF) (Fig. 19).

Theissuesof tradableRussianstocksandtheir issuershavetheir own specific
characteristicsln our classificationof stocks,we appliedthe following criteria:
capitalizationindex; liquidity on the secondarymarket;P/BV ratio; dividend
yield; the size of stateownedstakes;andstockreturnsoverthe previousperiod.
Thesewereaugmentedy a new factor, P/Eratio. A separatestockportfolio
wascompiledfor eachof thesecriteria,to bereviewedon a quarterlybasis.This
approachmakesit possibleto evaluate on a monthlybasis,thereturnson stocks
issueshy differentgroupsof companiesgachgroupsharingoneor otherspecific
features Besides|t becomegossibleto evaluatetheir corporatestrategiesonthe
basisof thesefinancialindicators,aswell asto plot factorinvestingstrategies,
which arewidely usedby institutionalinvestorsall overtheworld.s

Thedatain the chartshowthatthe useof threeout of sevenstrategiedor
selectingstockissues the companycapitalizationindex, the absencef the State
asashareholderandthedividendyield for the previousperiodi makesit possible
for investorsto increasereturnson their stockportfolios. Over the periodfrom
December007throughDecember2020,asaresultof their orientationto stocks
issuedby smallercompaniesandby joint-stockcompanieswvith minor statestakes
in their chartercapital,aswell asto stockswith higherdividendyields, investors
receivedl3-yearaccruedpremiumsof 226.5%,137.7%,and61.3%,respectively,
comparedwith the premiumson stocksissuedby big companiescompanieswith
largestakesheld by the State,andstockswith low dividendyields.

Wheninvestingin lessliquid stocksor in stockswith higherreturns,the
investorswerenotrewardedwith premiumsin the amountthatthey usually
expectedo receiveon low-liquidity financialinstrumentsandwhentheyrelied

1 Thedifferencebetweentheyield on a marketstockportfolio andon arisk-free assetAs market
portfolios,we usedin our calculationghe MOEX RussiaTotal Returnindex (MCFTR) andabroad
marketportfolio (RMRF) thatwe compiledusingall the stockstradedon the market,whereeach
stockwasweightedby the marketcapitalizationindex of its issuer(with weightcap of 15%).
Unlike the MOEX Index, a broadmarketportfolio is adjustedby survivorshipbias,i.e. theyields
on stocksno longertradedon the stockexchange.

2 Hereinafterthetotal returnson the MOEX andRMRF Indicesareunderstoodasthesumof a
proportionalrisein the marketvalue of stocksincludedin theindexportfolio andtheir dividend
yield.

3 We publishtheregularlyupdatedhistoricalseriesof returnsfor eachof thesestockmarketfactors
attheofficial websiteof the Centerfor InstitutionsAnalysisandFinancialMarkets(RANEPA IAES)
athttps://ipei.ranepa.ru/en/capmu. Similar calculationsfor US stocksareavailableat the data

sourcesupportedoy US economistKennethFrench,at https://mba.tuck.dartmouth.edu/pages/

faculty/ken.french/data_library.html

4 Formoredetailson theuseof factorpricing modelsin the Russianstockmarket,seeAbramov,A.,
Radygin,A., Chernova,M. Pricing modelsof sharesn Russiancompaniesandtheir practical
application// VoprosyEkonomiki.2019.No. 3. P.48i 76.
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Note.The MOEX Indexis the marketequityrisk premiumon stocks,calculatedasthe difference
betweenthereturnof the MOEX Index,including dividendyields (startingfrom January2009)and
thereturnof arisk-freeassetthe RMRF indexis the marketequityrisk premiumon stocks,calculated
asthedifferencebetweenthereturnon abroadmarketportfolio, including dividendyields,andthe
returnon arisk-freeassetSMB is a sizeandvaluefactor, calculatedasthe differencebetween
theweightedaveragereturnon smallcapstockportfoliosandthaton large-capstocks(including
dividendyields). Onceeveryyear,the companiesveregroupedinto 6 s ma & pnilé | ac¢ a gné@s,
with the marketcapsetatthemedian.HML is a costfactorcalculatedasthe differencebetween
theweightedaveragereturnon portfolios of valuestocksandthaton portfolios of growth stocks
(includingdividendyields). The stockswereregroupednto the categorieof growth andvaluestocks
onceayearaccordingto their book-to-marketratio. MOM is amomentum(inertia) factor calculated
asthedifferencebetweenthereturnson portfolioswith high andlow total returnsin the previous
11 months(includingdividendyields). The stockswereredistributedbetweenportfolios with high
andlow total returnsonceayear,with thequantilecapssetat 30%and70%.LIQ is a liquidity factor
calculatedasthedifferencebetweenthe weightedaveragereturnon low-liquidity stockportfolios
andthaton high-liquidity stockportfolios,includingdividendyields.DY is adividendyield factor
calculatedasthedifferencebetweenthe weightedaveragereturnon high-dividend stockportfolios
andthaton low-dividendstockportfolios. The dividendyield is understoodasthe ratio of the sum
of all dividendspayablefor a calendaryearto the stockpriceatyearbeginning.PRIV is a state
ownershipfactorcalculatedasthedifferencebetweenthe weightedaveragereturnon stocksissued
by privateenterpriseandthaton stocksissuedby stateownedenterpriseSOE).A companywas
treatedasa SOEIf in its quarterlyreportsfor the previousyearthe stakeheld directly or indirectly
by the Stateamountedo morethan10% of its chartercapital. PE is a growth factor calculatedas
thedifferencein theweightedaveragereturnon portfolios of stockswith high andlow P/Eratios
(includingdividendyields).[Forfurther detailsconcerningthe methodologyappliedin calculating
eachreturnfactor,seethe CAPMi RU projecton the official websiteof the RANEPA. URL: https://ipei.
ranepa.ru/ru/capmu/metodikaraschetafaktorov]
Fig. 19. The cumulativereturnson the MOEX Index, the broadmarketportfolio
index(RMRF), andtheinvestmenfactorsthatwereinfluencingthemfrom

Decembe2007throughDecembe2020

Source:own calculationsbasedon datareleasecdoy CAPM-ru (RANEPA, IAES). URL: https://ipei.
rangpa.ru/capraru.

onand i n e mvestraentétrategy.No obviousbenefitscould be derivedfrom
investmentin valuestocksor growth stocks,either.

114



Section3
Financialmarketsandfinancialinstitutions

Private companies;
102.7

Companies with high
dividend yield, 646.7
Growth stocks
{by P/E); 504.6

lop growth stocks;
485.5

Value stocks; 442.0

Broad-based index;
425.0
High liquidity stocks;

4232
[ T S = T T T T T S A L Y - B - B N NS S« N = S = MOEX Russia
SE8s88c585c358g8g8cccc208cg3¢c o (Total Return);
ISR SR = R SRR I S I TR S o o B o O T SR SR o B = S A R o B S o1 (fotal Return);
P 39§ 82552583 Yy3PoeaEESTHRE 3048
é—.‘:‘.}:<2EE;;o§5‘—.“"l;;<2:—“:{ro
W MOEX Russia (Total Retura)  weeees Value stocks
=+ Top growth stocks == High liquidity stocks
=== Companies with high dividend yield == Private companies
=== Growth stocks {by P/t) = Broad-based index

Fig. 20. The cumulativereturnson the portfolios of bestperformingstock
categoriecomparedvith MOEX Russialndex (Total Return)over the periodfrom
DecembeR007throughDecembe020;Decembe2007= 100%

Source:own calculationsbasedon datareleasecdy CAPM-ru (RANEPA, IAES). URL: https://ipei.
ranepa.ru/capreru.

Fig. 20 showsonly long positionsin stockswith the correspondingalue of
eachfactor,whosereturnis higherin the pair of portfolios usedto calculatethe
premiumfor thatparticularfactor. Thefigure doesnot showsmallcompanies,
which overthe periodfrom DecembeR007throughDecember2020demonstrated
agrowthof 1,682%.The growthratesof all the otherportfolios wereslower
thanthoseof smallcompaniesput fasterthanthe growthrateof the MOEX
RussiaTotal Returnindex. The portfolio of privatecompaniesncreasedsixfold,
andthebroadstockindexrose3.29times.The MoscowExchangeRussialndex
demonstrate@ returnof 200%over 13 years.

Thus,an analysisof the fundamentakharacteristicof Russianstockshas
revealedtheir significantunderestimationwhich is manifestin their chronically
low P/BV andP/Eratios.Meanwhile,by someof their key financialindicators,such
asreturnon equity, dividendyield, andlow debtburden,Russiancompanieso just
aswell or evenbetterthantheir foreign competitors.The increasedrolatility risks
notwithstandingon mediumtermtime horizons,thereturnsof Russianstocks
alsoexceedthoseof manyothernationalstockindices.Moreover,the popular
stockrisk premiumindicatorsdiscusseckarlieralsoindicatethat, in spiteof the
economicsanctionsthe countryrisksandinvestmentrisks of the stocksissued
by RussianPJSCsareattheir historiclows dueto the domesticmacroeconomic
situationstability. Againstthis backgroundthe underestimatiorof their value
by investorshaslargelybeenanupshotnot so muchof the poorperformance
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of stockissuersor of the macroeconomicisks peculiarto Russia but ratherof
theinvestmentlimateissuesandthelow domestidnvestmentbasedueto the
insufficientdevelopmenbf institutionalinvestors.

3.1.4.Theorganizatiorof the stockmarket

In 2020,thetotal valueof tradedstockson the stockexchangenarket
continuedto displaya positiveupwardtrend,which primarily hadto do with an
inflow of individual investors.Thetotal volumeof markettradesin shareon
the MoscowExchangdancreasedo $309bn, from $187bnin 2019,0r by 65.2%
(Fig. 21). However,the growing demandfor Russianstockson the partof individual
investorswasnot sufficientenoughto increasahe total marketcapof stock
issuersn thetricky situationcausedoy the pandemicThis index plungedfrom
$792bnin 2019to $695bnin 2020,0r by 12.2%.

For 8 yearsalready,startingfrom 2013,therehasbeena trendtowards
reducingthe numberof listed stockissuerson the MoscowExchangeg(Fig. 22).
In 2020,the numberof listedissuerg213) remainedthe sameasin the previous
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M Stock market capitalization B 5tock market trading volume

* Markettransactionsreunderstoodastheauctiontransactiongarriedon in ananonymousnode
ontheMoscowExchange.

Fig. 21. The capitalizationandvolume of marketstocktransactionson the
MoscowExchangan 2013 2020, billions of US dollars

Source:own calculationshasedon datareleasedy the World Federatiorof Exchanges.
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* Thefiguresfor theperiod2006' 2011 arebasedon thelisting datareleasedy the MICEX; for the
period2012 2020,0n thelisting datareleasedy the MoscowExchangePJSC.
Fig. 22. Thenumberof companiedisted onthe MoscowExchange
in 2006/ 2020

Source calculationshasedon datafor 2006 2008takenfrom N A U F O RRussianNational Association
of SecuritiesMarket Participantsfactbookdé R u s staoclknmarket:2015.Eventsandf a c ansldn;
datafor 2009 2020releasedy the World Federatiorof ExchangegWFE).

year.The mainproblemin this connectionis the weakinflow on the exchangeof
new Russiancompanieswhich is manifestin thelong-term stagnatiorin the IPO
market.

Fig. 23 showsdataon IPO-SPOsby Russiancompanieslosedon the Russian
stockexchangesn 201012020, lessthoseclosedby offshorecompaniesoing
businessn Russiaon foreignstockexchangesAfter the surgein IPO-SPOsin 2011
to thetotal value$10.7bn, overthe nextfew yearstheir valuerarely exceeded
$1bn;andin 2014and2018,no suchtransactiongook place.Meanwhile,the
surgesin public offering of equitysharesn 2011and2019werecausedot by
aninflow of newcapital,but by salesof stocksby their previousownersin a
secondaryublic offering procedureln 2020,two IPOswerelaunchedon the
MoscowExchangeby Sovcomflotand Samoletto thetotal valueof $587mn.

Thelow marketactivity in the segmenbf public offering of equity sharedn
Russiahadto do bothwith thelow investmentsupply(by stockissuers)andthe
low investmentdemand(on the partof investors).In the presenceof sufficient
liquidity in the bankingsystem,it waseasierfor new stockissuersto borrow
from banks,which is somewhaimoreexpensiveputthentheyarenotrequired
to publicly discloseinformationon their activities.Besides jn the contextof an
outflow of nonresidentinvestorsandunderdevelopedomesticinstitutional
investors,stockissuersseefeweradvantagesn attractingcapitalthroughan
exchangeamarketin termsof lower borrowingcosts.

Throughmergersandacquisitions(M&A), stockmarketscontributeto the
ongoingstructuralchangesn theeconomy.Over the pasttwo years,there
hasbeenaglobaldeclinein M&A transactiongFig. 24), causedhot only by the
2020pandemicbutalsoby the constraintson globalizationimposedby the
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ERSPO, blocks of shares sold by owners JSPQ, attraction of capital
I IFO, blocks of shares sold by owners W PO, attraction of capital
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* An IPOis aninitial public placemenbf stockson the market.In the WFE statistics an IPO transaction
is understoodastheinitial saleon a stockexchangeof newly issuedstocksor bundlesthereofowned
by theirissuer.A SPO(secondarypublic offering) is a dealof saleof stocksissuedby listed public
companie®n astockexchangeThis type of transactiormay alsoinvolve newly issuedstocksor
bundlesthereof,which duringa SPOalreadybelongedto their previousowners.

Note. Thedatafor 2019releasedy the World Federatiorof ExchangegWSE) on the volumeof IPO-
SPOtransactionsverereducedby thevalueof SPOof sharesn PIJSCGazprom,soldon May 25,2019
andNovember21,2019to thetotal valueof $5,067mn, becauseéhesewerenon-marketdeals.The
WS E d@latafor 20200n thevolumeof IPO-SPOswasadjustedby addingthe valueof IPOsof equity
sharesn SovcomflotPJSCand SamoletPJSC.

Fig. 23. Thevalueof differenttypesof IPO and SPOtransactionson the Moscow

Exchangan 2013 2020, billions of US dollars

Source:own calculationsbasedon datareleasedy the WSE.

deterioratingtraderelationsbetweensomecountriesandregions.The value of
M&A dealsshrankfrom $4.1trillion in 2018to $2.8trillion in 2020,0r by nearly
athird. In Russiathevalueof closedM&A dealsplummetedrom $42bnin 2019
to $28bnin 2020,0r by 33.3%.

In addition,in Fig. 24 and 25, we presentcomparativedatadescribingthe
domesticstockmarketin termsof its competitivenesswheretheindicesof
thebaselineyear2013(prior to theintroductionof economicsanctionsandthe
creationof a financial marketmegaregulator)aresetagainstthe corresponding
indicesfor 2020andtheir averageperannumvaluesfor the period2013 2020.

Overthe sevenyearssince2013,thevalueof M&A dealsinvolving Russian
companiegdeclinedfrom $156bnin 2013to $28bnin 2020,0r by 82.1%.The
averageperannumvalueof mergersandacquisitionsoverthe period2013 2020
was$56.3billion, whichis 63.9%lower thanthe correspondingndexfor 2013.
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Fig. 24. The costof mergersandacquisitiondM&A) in theworld andin Russia
in billions of dollarsandthe shareof M&A transactionsn Russiain thetotal
valueof similar transactionsn the world (%), in 2013 2020
Source:own calculationsbasedon datareleasedy Merger.ru(URL:http://mergers.ru/)Cbonds

Group,andthe Instituteof Mergers,AcquisitionsandAlliances(IMAA). URL: https://imadinstitute.
org/mergersand acquisition$ statistics/.

Theshareof the Russiarsegmentin the globalM&A marketshrankfrom 6.2%in
2013t0 1.0%in 2020,andby 1.7%on averageoverthe period2013 2020.

Thelevel of developmendf R u s s stogkinarketdoesnot matchthe scaleof
thedomesticeconomy Accordingto World Bank statistics,Russiarankssixthin the
world by the volumeof national GDP assesseth termsof purchasingpower parity.
By the key stockmarketdevelopmentndices,Russialagsbehinda muchgreater
numberof economiesandoverthe past8 yearsthis lag hasbeenfurtherincreasing.

As seenfrom the analysisof theWS E @atapresentedn Fig. 2 5, @eMoscow
Exchangejn 2013,wasbehind36 foreign stockexchangedy the numberof
listed companieswhile its sharein the total globalnumberof listed companies
was0.51%.In 2020,in termsof listing, the MoscowExchangewasinferior to 37
nationalstockexchangesandits sharein the world listing stoodat 0.47%.

By the capitalizationindexof listed companiesn 2013,the MoscowExchange
wasbehind23 foreign stockexchangesandits sharein the global capitalization
index was 1.03%(Fig. 25b). In 2020,in termsof the capitalizationindex of its stock
issuersthe MoscowExchangerankedsecondonly to 21 foreign stockexchanges,
butits sharein the global capitalizationindex shrankto 0.63%.

In termsof its stockexchangdradingvolumein 2013,the MoscowExchange
wasinferior to 27 foreign stockexchangesits sharein the global stockexchange
tradingvolumeamountingto 0.33%(Fig. 25¢). In 2020,by its volume of market
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stocktransactionsthe MoscowExchangealsolaggedbehind27 foreign stock
exchangeswhile its sharein the global stockmarketliquidity index shrankto
0.22%.

By its valuevolumeof IPOsandSPOsin 2013,the MoscowExchangeranked
28w in the world, andits sharein the correspondinglobalindexwas0.17%
(Fig. 25d). In 2020,in termsof public offering value volume, the MoscowExchange
wasbehind39 foreign stockexchangeswhile its sharein the globalvaluevolume
of IPOsandSPOsdeclinedto 0.06%.

Thus,in 2020,the domesticstockmarketcontinuedto lag behindthe national
stockmarketsof othercountries,andin termsof capitalizationof listed companies
andthevaluevolumeof public offerings,thislag increasecevenfurther. These
processefiavebeenshapedy avariety of factors,suchaseconomicgrowth
slowdown, economic sanctions,heavy regulatory burden, and weaknessof
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* The2019dataon the IPO-SPOvolumereleasedy the World Federatiorof ExchangefWSE) were
reducedby thevalueof a SPOof sharesn GazpromPJSC soldon May 25,2019andNovember21,
2019to thetotal valueof $5,067mn, becausehesewerenon-marketdeals.The WS E @atafor 2020
onthevolumeof IPO-SPOswasadjustedo includethevalueof IPOsof equitysharesn Sovcomflot
PJSCand SamoletPJSC.

Fig. 25. The competitivenesindicatorsof the Russianstockmarket
in 2013 2020

a) the numberof foreign stockexchangesvith morelistedissuersthanthoselisted on the Moscow
Exchangeandthe share(%) of MoscowExchangen thegloballisting index;

b) thenumberof foreign stockexchangewith a highercapitalizationindex of their listed issuers,
andthe share(%) of the MoscowExchangen the global capitalizationindex;

c) thenumberof foreign stockexchangesvith a highertradingvolumeindexthanthatof theMoscow
Exchangeandthe share(%) of the MoscowExchangen the global stockmarkettradingvolume;

d) thenumberof foreignstockexchangesvith ahighervaluevolumeindexof all typesof IPOsand
SPOsthanthatof the MoscowExchangeandthe share(%) of the MoscowExchangen theglobal
valuevolumeof IPOsand SPOs.

Source:own calculationshasedon datareleasedy the WSE.
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institutionalinvestors.So far, the massiveentry on the marketof individual

investorsby itself hasproducedno significantimpacton the trendsthatcreated
thelag betweenthe domesticstockmarketandits foreign competitors The stock
marketneedssomeprofoundchangedo increasdts attractivenessor different
categorieof investors.

The Russianstockmarketis characterizedyy a high concentratiorof stock
issuersin termsof their capitalizationindex; moreover thisindexhasbeen
demonstratingan upwardtrendsincethe early2010s(Fig. 26 and Table5). The
combinedshareof thetop 10 PJSCsin thetotal marketcapitalizationindex
increasedrom 61.7%in 2011to 64.4%in 2020,andthatof thetop 20 stock
issuersof sharesfrom 77.0%to 80.0%,respectivelyUnlike the USA andChina,
wherehi-techcompaniesaredominantdriversin marketcapitalization,in Russia
thetop 10 companiedy their marketcapindexoperatein thefuel andenergy
complex,metallurgyandthe bankingsector.The hi-techsectoris representedhy
justonecompany,Yandex.Lately, five companies Gazprom,SberbankRosneft
Oil Company,Lukoil, andNovateki havebeencompetingfor thefirst placein the
marketcapranking.ln 2020,Sherbankhadthe highestmarketcapindex.

In 2020,the concentratiorlevel of the largeststockissuersdeclinedon the
previousyear:from 82.9%to 80.0%for thetop 20 PJSCsandfrom 70.1to 64.4%for
thetop 10 companiesThis meanghat,in the contextof financial crisisandoil and
gasprice shocks,jit wasthe stockissuersoperatingin otherindustries suchasgold
mining, telecommunicationgetail, energyand someothers,thatdemonstratea
highermarketstability. This canberegardedasa signalthatin faceof the expected
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Fig. 26. The domesticstockmarketcapshareof biggestPJSCsas%

Source:own calculationsbasedon datareleasedy the MoscowExchange.
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long stagnatiorof oil andgasprices,a steadygrowthin the marketcapof Russian
companiesanbe achievedonly throughstructuralchangesacrossthe national

economyandthe emergencef newleadersfrom the technology pharmaceutical,
chemicalretail, transportationfinance,andothersectors.

In 2020,therewasa changein the upwardmovementpattern,observedn
the2014i 2019,0f the marketcapshareof stateownedcompanieSOE).That
indexdeclinedfrom 53.2%in 2019to 49.4%in 2020(Fig. 27). Its plungedoesnot
meanthat,in 2020,somesignificantchangesccurredin the ownershipstructure
of thelargestcompaniesthe IPO by Sovcomflothadno influenceonits status
of a stateownedcompany.This hadmoreto do with the fact that stateowned
companiegrevailedin the fuel andenergycomplex,the energy,transportation,
andbankingsectorswhich weremore proneto be affectedby financial crises
anddeterioratingworld commoditymarkets.After the 2008crisis, the marketcap
shareof SOEstypically increasediuring the periodsof rising oil prices(in 2010
2012and2016 2018),anddeclinedalongsidefalling oil prices(in 2013 2014,
andin 2020)(Fig. 27). Prior to the 2008crisis, this patterndid not work, possibly
becausebesideclimbing oil prices,the marketcapindexof Russianstockissuers
wasalsostronglyinfluencedby aninflow of foreign portfolio investmentsaswell
asby structuralreforms,suchasthereorganizatiorof RAO UES of Russiaandthe
creationof governmentdevelopmeninstitutions.
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* Thedatafor 20200n the marketcapshareof SOEsarepreliminary.

Fig. 27. Therelativeshareof stateownedcompanie{SOE)in the domesticstock
marketcapindexandthe perbarrelprice of Brentcrudeoil in 2005 2020

Source:own calculations.

125



RUSSIAN ECONOMY IN 2020
trendsandoutlooks

100

90

80

."0

78.0

60 82.4( |816| |ag 4| 7.6 [a7.4 [BO0| [723

50

40

30

20 1

: o o e 2
s [¥=] [y o o = = (] [ - el el [ o2 o = - ﬁ
(= =] [=] [=] = — — — — — — — — — — e~ T
= o = = = = = = =l o = = = = o = 3 '
™ ™~ ™~ ™ ™~ ™ ™~ ™~ ™ ™~ ™ (] ™ ™~ ™~ ~ 1 rl;

B Auction {market) mode B Negotiated trades mode 0O Repa made

Fig. 28. The structureof stockstradesonthe MoscowE x ¢ h a MaireMarket
from 2005throughFebruary2021,as%
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The statusof a stateownedcompanyenjoyedby R u s s largeétstockissuers
operatingin the fuel andenergycomplexandthe bankingsectorcanbe an
obstacleto theimplementatiorof structuralreformsin theeconomy,becauseén
the contextof a favorableexternaleconomicenvironmentthe governmenthas
lower incentivesto changethe structureof the nationaleconomy while duringa
crisis, stateownedcompaniedeel moreentitledto receivegovernmentsupport
measureshanprivatecompanies.

In 2020andoverthefirst two monthsof 2021,therole of individual investors
in boostingstockmarketliquidity becamenoticeablymoreprominent.investors
beganto moreactively carry out exchangdransactionsisingtheir own funds,
which ledto anincreasedshareof markettransactionsn the structureof trades,
from 20.0%in 2019to 33.1%in 2020,andto 1.8%in JanuaryFebruary2021(Fig. 28
andTable6). This bringsdownthelevel of leveragefor tradingparticipantsand
increaseshe stockpricing mechanisntransparencysincestockmarketpricesare
predominantlyshapedyy dataon stocktradesin the auctionmode.

Individual investors,in their role of the mainliquidity drivers,gainedaboutthe
sameimportanceasnonresidentg Table6). Thus,for example the shareof non
residentsn marketstockstradesshrankfrom 47.5%in 2019to 44.6%in 2020, while
thatof individual investorsincreasedpverthe sameperiod,from 36.7%to 44.1%:
Forreferencein 2020,the shareof privateinvestorsin the US stockexchangenarket
wasabout20%;in 2019,10%: this meanghatin Russiathe shareof individualsin
exchangedradesis about2 timeshigherthanin the US market.

1 TheBankof Russiaestimatedhe shareof individualsin the turnoverof equitiesanddepositary
receiptson the stockexchangeo be evenhigher.Accordingto its datafor 2020,their share
amountedo 47% comparedo 34% ayearearlier.(Bank of Russia.Reviewof Key Indicatorsof
ProfessionaBecuritiesMarket Participants2020.Informationandanalyticalcommentary2021.
P.16).

2 WattsWilliam. Will individual investorsstick aroundafterp a n d e (mimc-d Id o w stacktrading
surgeMarketWatchon-line, March25,2021.
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Table6

The structure of investors participating in market stockstrades on the Moscow
E x ¢ h a Mgire Masket from 2017through February 2021

2017 2018 2019 2020 February 2021
Non-residents 475 512 475 44.6 45.2
Individuals 35.3 34.7 36.7 44.1 42.8
Deakers 8.9 8.2 8.1 5.8 5.7
Legal entities 5.1 3.8 4.7 3.3 4.7
TrustManagers 3.2 2.1 3.0 2.0 1.6

Source:own calculationsbasedon datareleasedy the MoscowExchange:

At the sametime, the creationof a stableliquid stockexchangemarketwould
beimpossiblewithout an activeinvolvementof domesticinstitutionalinvestors.
Thatis why the datapresentedn Table 6, which demonstrateéhatthe shareof
legal entitiesin the structureof investorson the MoscowExchangedeclinedfrom
15.8%in 2019to 11.1%in 2020, point to the existenceof significantrisks there.

3.1.5.Thegenerakreviewof thedomestidbondmarket

Theyear2020wasfavorablefor domesticbondmarketgrowth facilitated
largely by monetarypolicy easmgwhlch wasappliedprobablyfor thefirst timein
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Fig. 29. The volumesof outstandinguble-denominatedonds,
1998- February2021,billion rubles

Source:own calculationsbasedon the dataof the RF Ministry of FinanceandCbonds.

1 URL: https://www.moex.com/s2184?fbclid=IwAR1XI1wazyliXc5_77Q7usAilbS4BwecrqgBWQ8Xtd|
HJ78fvocObejFDTLA
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Bankof Russiakey ratefell from 6.25%perannumto 4.25%perannum.Further,
owingto the budgetdeficit amid the pandemicstartingfrom H2 2020the RF
Ministry of Financeincreasedsharplyits netborrowingplans(with previousdebt
redemptiontakeninto account)from Rb1.7trillion ayearto Rb4.5trillion ayear;
thusfacilitating a quick pickupin the federalloanbondmarket.

In 2020,thevalueof bondissuesin Russiakeptgrowingandamountecdo
Rb31.8trillion, anincreaseof 24.2%ascomparedwvith 2019 (Fig. 29).2Therewas
growthin thevalueof corporatebonds(CB), includingnonmarketabléssuesrom
Rb13.6trillion to Rb16.2trillion or 19.6%;federalgovernmenbonds(OFZs (federal
loanbonds),GSO(statesavingbonds)andotheri from Rb9.3trillion to Rb14.1
trillion or 50.6%;regionalbondsi from RbO0.7trillion to Rb0.9trillion or 23.9%.
In the meantime the valueof the RF CentralB a n Istiortermbonds(KOBR)
fell from Rb1.9trillion to RbO0.6trillion or 70.6%.Amid governmenborrowings
growth, banksreducediquidity cushionin termsof KOBR in favor of higheryield
federalloanbonds.

Owing to low interestrates and growth in federal and regional budget
expenditureandc o mp a wkastsircd@redamidthe pandemicjn 20200FZs,
regionalandcorporatebondplacementsncreasedsubstantially(Fig. 30). So,there
wasa pickupin the volumesof outstandingcorporatebondsfrom Rb2.6trillion
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Fig. 30. Thevolumesof ruble-denominatedondplacements
in 1993 2020, billion rubles

Source:own calculationshasedon the dataof the RF Ministry of Financeandthe MoscowExchange.

1 ThecCentralBankof Russia.The FinancialStability Reviewfor 2020Q2-Q3. Informationand
Analytical Review.2020.p. 3.

2 Notethatapickupin thevalueof outstandinguble-denominatedondsin Fig. 29 andthevalue
of the placedissuesthereofin Fig. 30 is substantiatedo a certainextentby a 16.2%depreciation
of the Russianruble againstthe US dollarin 2013.
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in 2019to Rb4.2trillion in 20200r growth of 61.1%;federalloanbondsi from
Rb2.1trillion to Rb4.3trillion or 106.0%;regionalbondsi from Rb111.8billion
to Rb264.9trillion or 137.0%.However,the placement®ftheRFCentralBa n k 6 s
shorttermbondsdecreasedo Rb5.5trillion from Rb7.9trillion in 20190r 30.1%.

Theoverallvalueof marketdealson the secondarybond marketdeclined
from Rb4.23trillion in 2019to Rb4.16trillion in 20200r 1.8%.This waspatrtially
compensateby a pickupin thevalueof dealstransactedn a negotiatingmode
from Rb6.4trillion in 2019to Rb6.9trillion in 20200r growth of 7.8%.0n the
contrary,the volumeof the moneymarketwheresomeparticipantsextendloans
to othersagainstpledgedbond (REPOmarketdeals)increasednuchmore,thatis,
from Rb227.2trillion in 2019to Rb283.4trillion in 20200r 24.7%.

So, the secondarymarket of government,regional and corporate bonds
performslessandlesstherole of the mechanisnof redistributionof long-term
borrowedresourcedrom lessefficient borrowersto moreefficientonesand
formationof the bondmarketvalue,but becomesncreasinglythe marketplace
wherebondsareheldtill the dateof redemptionwith a prospectof receiving
by bondholdersof anadditionalpremiumowing to a commercialuseof short
termmoneyloansreceivedagainstpledgedbonds.As seenin Fig. 31, theshare
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Fig. 31. The patternof dealswith bondsatthe MoscowExchange
in 2005 February2021,%

Source:own calculationsbasedon the dataof the MoscowExchangeandthe VFB.
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of marketdealsin the overallbondtradevolumesdecreaseffom 1.8%in 2019
to 1.4%and1.3%in 2020andFebruary2021,respectivelyThe shareof deals
transactedn a negotiatingmodedecreasedpo, from 2.7%to 2.3%and1.7%,
respectivelylt is noteworthythatthe shareof REPOdealsincreasedrom 95.5%
in 2019to 96.2%in 2020andtherecordhigh level of 97.0%in February2021.

ThebondmarketwhereREPOdealsdominateresembleso a greatextent
motortraffic withoutanyrules.REPOdealsdo notforms e ¢ u rmarkdtvalise 6
which sendsnormally a signalabouti s s wreditdsks andrisksrelatedto
intertestratechanges.A lack of anoptionto sell bondsin the secondarynarket
doesnot allow bondholdersandsecuritiesssuersto reactin a timely fashionto
marketchangesln the pastfew years,the majorbondvolumesemergedn the
marketamid excessivecashliquidity andfalling interestrates.Changesn market
trends for example a pickupin theinflation rateandarisein the key ratemay
createseriousproblemsto bondholdersf they cannotsell bondspromptlyin the
market.

3.1.6.Thebasiccharacteristic®f corporatebonds

Latein 2019,thedomesticcorporatebondmarketexperienced success
euphoriaHowever,asearlyastheendof March2020,M o o d yardirgernational
ratingagencyissueda warningthata collapseof pricesof oil anddepreciation
of the ruble might affectthe capitalof Russianbankswhich hada hugevolume
of debtsecuritieson their balancesheet This situationillustrateshigh volatility
andcorporatebondrisksto investors.

Presentedh Fig. 32 is the comparisorof the parametersf yield andrisk
(standarddeviation)of corporatebondindicesof 12 different countries,ncluding
the RussianFX Index,ontime horizonsof 1 year,5 yearsand12 yearsin 2009
20202 Specifically,in orderto ensurecomparabilityof resultshistoricyield series
andrisks wereadjustedwith the Russiarruble/USdollar exchangeatetakeninto
account.

On all time horizonsreviewed,the IFX indexwasnormally characterizedby
the highestrisk level which is relatedprimarily to high volatility of the Russian
rubleexchangeate,ratherthanthelevel of yield of theindexbondbasket.In
2020,thelFX indexforeignexchangeield wasequalto -8.7% perannumwith the
averageyield onthe sampleamountingto +6.6%;standarddeviationon Russian
C 0 mp a hondparttblio amountedo 20.2%with the averageisk of 9.6%.

Onthe5-yearhorizonfrom 2016to 2020,the IFX Indexaverageannualyield of
10.6%perannumsurpassethe averageyield of 5.7%on the sample but therisk
of 15.1%o0f the Russianbondportfolio exceededyy nearlytwo-fold the average
risk of 7.6% on the sample.Onthe 12-yearhorizonfrom 2009to 2020,the IFX
Indexaverageannualyield of 3.2% annuallywasbelowthe averageyield of 4.2%

1 KazarnovskyP., KoshkinaYu. SecuritiesAdd Vulnerability// The RBK Daily BusinessNewspaper.
March20,2020.IssueNo0.33(3200).

2 A relativelylimited sizeof the sampleis substantiatedy thefactthatintheB|l o omber g6 s
informationandanalyticalresourcethe historic seriesof corporatebondindicesarepresentedn
respectof arelatively smallrangeof countries.
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onthesampleof countries,while thelevel of risk exceededy two-fold againthe
averageisk, thatis, 16.6%against8.6%.

As regardsyield-risk parametersn foreign currency,long-terminvestmentsn
Russianc o0 mp a mublede@ominatedondsaremuchinferior to competitors
from othercountrieshothdevelopedanddevelopingones.The downsideof

a) Year 2020: average yield of 6.63%, risk of 9.56%
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€) 2009-2020 (12 years): average yield of 4.21%, risk of 8.62%
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* For the purposeof comparability,theseyield seriesof respectivecountryindicesweretranslated
in USdollars.
Fig. 32. The parameter®f geometricmeanreturnandrisk of 12 corporatebond
indicesof differentcountriesin the periodfrom January2009till December
20200n 1-year,5-yearand12-yeartime horizons,% perannum

Source own calculationbasedon the dataof the BloombergandCbonds.

investmentsn ruble-denominatedondsis the volatility of the ruble exchange
ratewhoserecurrentdepreciationrmakessuchinvestmentdessattractiveto
investors. High volatility of corporatebondsreducegheir attractivenesso
foreigninvestors By estimateof the MoscowExchangejn 2020the shareof non
residentholdersof corporatebondsdid not exceedl10% of their total volume:
Anotherfactor preventingforeigninvestmentsn ruble-denominatedcorporate
bondsis thelack of creditratings- recognizedy globalinstitutionalinvestorsi
of suchbondissuesasopposedo the situationwith OFZs.Startingfrom 2021,a
newfactorhinderinginvestmentdy individualsin publicandcorporatecoupon
bondsis theintroductionof the personalincometax of 13% on couponincome.
Also, from theyear2021nonresidentswill haveto paya 30% tax on coupon
incomeof public andcorporatebondsissuedafter2017.

As seenin Fig. 33, afterthe 2008 crisistheyield of theindex of ruble-
denominateg¢ JFX-Cbondsgrewnow andthenonthebackof depreciatingil
pricesandi n v e sconcernsamid geopoliticalrisks andinternationalsanctions.
It is noteworthythatfrom 2014 corporatebond marketgrowth hasbeenlargely

1 URL: https://naufor.ru/tree.asp?n=20436
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drivenby a pickupin non-marketablebondissues without stockexchange
guotations.In 2020,out of the overallvalue (Rb16.3trillion) of outstanding
ruble-denominatectorporatebonds,marketablebondissuesaccountedor Rb8.3
trillion or 51.1%,while non-marketablebondissuesfor Rb8.0trillion (48.9%).
The corporatebond marketenteredthe year2020with recordlow yield to
maturity which for the IFX index portfolio thatincludedtop-classi s s uberds 6
wasequalto 6.11%perannum.During the acutephaseof the crisisin March
2020,theyield grew, butata moderaterate,to 7.65%which canbe justified
by sufficientliquidity in the market;measuresakenby the RF CentralBankto
stabilizethe bond market(for example the introductionof a specialtemporary
procedurefor accountinglliquid bondsonfinanciali n s t i tbalanceshaes),6
aswell asdeclaredstatesupportmeasuregor backbonecompaniesLater,asthe
key ratewasdecliningin April, JuneandJuly from 6.0%to 4.25%,the IFX index
yield decreasedo 5.96%in July 2020.From August,asinflation expectations
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Fig. 33. Thevalueof outstandinguble-denominatedorporatebondsandyield
to maturity of the IFX-Cbondscorporatebondportfolio,
December2003- February2021

Source:own calculationsbasedonthedataof# b ond s .

1 Asdefinedby the RF CentralBank,deemedasanon-marketabldssueis the situationwherethe
entireplacedissueor a largerportion thereofis purchasedy theleadbankor companiexlose
to theissuer(The RF CentralBank. The Reviewof the RussianFinancialSectorand Financial
Instruments2019.Analytical material.2020.p. 37).
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increasedgcorporatebondyield startedto pick up andamountedo 6.51%per
annumin February2021.

As shownin Fig. 34, CB yield to maturity closelycorrelateswith their duration
calculatedwith embeddedgut optionstakeninto account.In expectatiorof cuts
in theBankof Russiakeyrate,i n v e sdenmandomllongertermbondspicksup
and,onthecontrary,in caseof arisein the key rateinvestorsprefershorterterm
bonds.Forthesereasonsfrom mid-2015till theendof 2018the averageduration
of the IFX indexbondswasexplicitly growing, while startingfrom H2 20180n
thebackof amoderaterisein the key ratethe durationof bondsbecamevolatile.
FromH2 2019till the outbreakof thecrisisin March2020,durationusedto pick
up again.However,afterthecrisistill February2021,the durationof corporate
bondsdecreasedrom 3.14yearsto 2.20years.It canbe explainedby the fact
thatamid uncertaintiesoroughtaboutby the pandemicand subsequenthhigher
expectation®f theupturnin therateof inflation marketparticipantspreferred
to investin moreliquid assetsincluding shorttermdurationcorporatebonds.

3.1.7.CB portfolio factorincome

On the corporatebond market, factor strategieshave somewhatless
advantageascomparedwith the equity market,however,a numberof investment
strategiesuggestinghe selectionof securitiesbasedon specificparameters
providedpotentiallong-termexcesgeturnto investors(Fig. 35). So,the maximum
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Note. All constructedyields of the portfoliosaretheindicesof yield to maturity for relevant
investmenttrategiesvhich takeinto accountparvaluepaymentsamortizationof bonds,aswell as
couponpaymentsthe selectionof bondsfor the portfolios wasbasedon thethresholdvalueequal
to eachindexmedian.
Fig. 35. Yield of the maininvestmentfactor strategies
onthedebtmarket,20107 January2020
(December2009= 100%)

Source:own calculationshasedon the dataof the BloombergandCbonds.

diversificationof corporatebondsin the portfolio representedby the broadindex
calculatedby ourselvesvould havemadeit feasibleto receivea returnof 180.9%
in 2010 January2020ascomparedwith theyield of 155.4%and147.1%of the
standardndexof 30 corporatebonds(IFX-Cbonds)andthe MoscowExchange
GovernmenBond Index (RGBI-TR), respectively.

Smallc o mp a ban@sappreciatedhe most(220,6%)which indicatesthe
importanceandweight of smallcompaniesn termsof risksto investorsnotonly
onthe equity market,but alsoon the debtmarket.High-yield bonds(HYB) or
bondswith afi j u ratingearnedl98.3%,while bondsof issuerswith a highrisk
of default,190.7%.Interestrisk-basedselectionof bondsin favor of higherrisk
onesis lessadvantageougheyield wasequalto the mere174%.

It is noteworthythatnot all factor strategies/ieldedsignificantpremiumsin
2010January2020.The sizeof excesgeturnfor corporatebondsis measuredy
the differencebetweenaverageannualreturnof two factor strategieswhile the
risk premium,by the spreadof yield to maturity (Table 7). Premiumsdynamicsare
shownin Fig. 36.
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Note. The marketpremiumis equalto the differencebetweenmonthly markupsin theaggregate
returnindex of a broadsampleof corporatebondsandthat of governmenbonds(RGBItr). TheCB
creditrisk premiumis equalto thedifferencebetweenmonthly markupsin theaggregateeturnindex
of bondswith a highercreditratingandthatof bondswith alower creditrating. The CB interest
risk premium(for duration)is equalto the differencebetweenmonthly markupsin the aggregate
returnindex of bondswith high durationandthatof bondswith low duration.The premiumfor CB
of smallcompaniess equalto the differencebetweenmonthly markupsin the aggregateeturn
indexof bondsof issuerswith a smallsizeof assetandthatof bondsof issuerswith alargesizeof
assets.The premiumfor CB of smallcapitalizationcompanieds equalto the differencebetween
monthly markupsin theaggregateeturnindex of bondsof smallcapitalizationcompaniesandthat
of bondsof high capitalizationcompaniesThe HYB premiumis equalto the differencebetween
monthlymarkupsin theaggregateaeturnindexof HYB againstthatof investmentgradebonds.
The Bloombergcreditrating scalewasused.For calculationpurposespnly liquid domesticruble-
denominatedondissueswereused.

Fig. 36. Premiumacrossthe mainfactor strategies

onthe CB marketin Russia, 20101 January2020

(December2009= 100%)

Source:own calculationshasedon thedataof Cbondsandthe Bloomberg.

Therisk premiumfor investmentsn CB amountedo 1.47%perannumin the
10-yearperiod,while the averagencomespreadof corporateand government
bondswasequalto 1.19%(Table7).

CB creditrisk premiumamountedo 1.1% perannumandthe spreadof high-
risk bondswasquite small,too (0.2 p.p.).It canbe explainedby the fact that
unbiasedevaluationofi s s uceeditgbality playeda supplementaryolein
i nv e sappooacsidselectionof bondsfor the portfolio, sotherewasvirtually
no requestfor a higherreturnfor risk.
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Table7
Premium and spreadsin terms of bond factors, 2010 2019*
Premium onfactor, % per Spread betweenfactor
annum portfolios, %

CB marketpremium 1.4696 1.1938
CB creditrisk premium 1.0658 0.1973
CB durationpremium -0.3207 0.3152
Premiumfor CB of smallcompanies 1.9584 0.7666
Prer'mu'mfo_r CB of sma_ll 0.0903 0.635
capitalizationcompanies

HYB premium 1.0888 0.6257

*Seenoteto Fig. 36.
Source:own calculationshasedon thedataof Cbondsandthe Bloomberg.

Durationasa simplerindicatorof bondinterestrisk givesa promptsignalthat
thei n v e Portéolioexdso bereviewedandrevaluatedDurationhigher
valuesmeanthata bondis sensitiveto interestratechangesndconsequentlyts
interestrisk is high. Higher durationbondson developednarketsgive premiumto
investorsthuscompensating higherrisk. However,on the Russianmarket,there
is no premiumfor interestrisk or duration;investorsprobablyoverlookimportant
informationon risksin price setting.

Thepremiumfor CB of smallcompaniess the highestoneandis equalto
1.96%perannum,while the spreadof bondsof smallcompaniesto 0.77p.p.In
their turn, corporatebondsof small publicly tradedcompaniesio not providea
significantpremium.This pointssoonerto the existenceof the premiumfor non-
publiccompaniesasini n v e sviewopuldiody tradedcompaniesentaila much
lower risk. This canbe explainedby a greatertransparencyf publicly traded
companiesa hugearrayof updateinformationon themanda morestrategic
approacho reputebuilding on the stockmarket.

Theaggregateeturnpremiumfor investmentsn HYB amountgo 1.1%per
annumin the 10-yearperiod,while the spreadfo 0.63p.p. This factoris identified
moreclearlythanthe creditrisk factorwherethe creditrisk floating margin
betweernthe portfoliosis used.This clearly showsthatin the pastfew years
investorsstartedto pay attentiontoi s s wreeditsat@gsthoughtheydo not
takeinto accountactualcreditrisk targetvalues;in otherwords,risk evaluationis
rathersuperficialwithout examinationof securitieswithin the creditrating.

3.1.8.Corporateébondmarketorganization

Thenumberof issuersatthe MoscowExchangecorporatebondmarketexceeds
largelythatof companiesn thelisting of securitiesThe corporatebondmarketis
actively usedfor raisingnew fundsandrefinancingformerdebtsby issuersrom
variouseconomicsectors.

During quite along period,the Moscow Exchangesawthe reductionin the
numberof issuersof corporatebondsfrom 467 issuersin the pre-crisis 2007to
198issuersn 2018(Fig. 37). Thatcanbe explainednot only by modificationof
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Fig. 37. Thenumberof issuersof marketablecorporatebondissues
onthe MoscowExchangen 2006 2021

Source:basedon the dataof the Cbondsbulletin.

borrowingschemesvherefor issuingcorporatebondslargeissuersusedtheir
subsidiarieswhile now theyissuethemdirectly, but alsothe fact thatlargebond
issueshadadvantagesn termsofi s s ucestsandlisting requirements.

In 2018,amendmentsvereintroducedin the securitiesmarketlegislationto
simplify the corporatebondsissuingprocedureasregardsdecisionmakingin
respectof bondissuesreductionin thelengthof the bondissuesregistration
period,easingof therequirementgdo thereportingon bondissueresultsand
lifting of limitations on the deadlinedor placemenif securities. The Stock
Exchangetook further measureso attractsmalland mid-sizedbusinesseso the
stockmarket.As aresult,in 2019the numberof corporatebondissuerson the
StockExchangestartedto grow.Ini s s wiew, atéendof downturnin the Bank
of Russiakey rateobservedrom the mid-2015till March2021 (exceptfor a short
periodin 2018 2019)consolidateccorporateb o n thgeétmentappeal.

So, marketablecorporatebondissuesof 319issuersfloatedon the Stock
Exchangen February2021,ascomparedwith 198issuersin 2018,thatisa 1.6-
fold increase.

As perthe Cbondsdata,theyear2020sawsustainableggrowthin the segment
of high-yield bonds.The volume of this marketvirtually doubledin 2020and
amountedo Rb40bn againstRb21bnin the previousyear.It is noteworthythat
smallcompaniesvithout creditratingsaccountfor 70% of newHYB issues.

Theformationof the marketof ESG-financingbecamea newtrendin the
corporatebondsdevelopmentThe newversionof the securitiesssuestandards
which cameinto effecton May 11, 2020includedthe standard®f issueof three
newtypesof bonds:green,socialandinfrastructureones.By December7, 2020,
the MoscowExchangeupdatediisting rulesfor the specifiedtypesof bonds.

1 Cbonds(2020).ROK T 20207 Despitethe PandemicConferenceReview.URL: http://review.
cbonds.info/articlehagazines/5431/
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Accordingto the dataof the MoscowExchange hineissuesof greenandsocial
bondsworth Rb23bn wereplacedasof thatdate:

OnJune26,the RZhD placedthefirst issueof irredeemableorporatebonds
worth Rb30bnin the history of the marketof Russianpublicly tradeddebts.The
overallvolumeof theirredeemabléondseriesamountedo Rb313bn.

Like the domesticequity market,the primary marketof corporateborrowings
is a highly concentrate@ne (Fig. 38, Table8). During the coronaviruspandemic,
the shareof top-10 corporatebondsissuersincreasedrom 53.5%in 2019to
68.3%in 2020,while in the sameperiodthe shareof top-20 issuersgrewfrom
68.3%t0 78.6%.Largeissuerssoughtto takeadvantagef the situationto borrow
fundsamidlow ratesto compensateevenuelossescausedby the pandemicand
low pricesof oil, gasandotherprimary products.Top-10 corporatebondsissuers
includedsevencompaniesvith stateparticipation.

Our own calculationsbasedon the broadcorporatebondssampleprovidedby
Cbondspoint to sustainableyrowth in the shareof companieswith stateparticipation
(CSP)in thevalueof outstandingcorporatebonds(Fig. 39). If atthebeginningof
formationof the corporatebondmarketin January2003the shareof CSPwasequalto
themere22.2%,by DecembeR020it increasedo 71.0%andthisis theevidenceof the
domesticstockma r k evoludianinto a mechanisnsupportingprimarily stateowned
companiesratherthanperforminga key marketfunction of financingthe fasttrack
developmenbf private companiesandbusinesses.

As illustratedby steadygrowthin the shareof CSPin corporatebonds
capitalization,it is easierfor stateownedcompaniego receiveanaccesdo
fundingon the partof banksandNPF wheregovernmentcontrolledentities
preval.

1 Cbonds.The Upsideof the ECG Bond Issueis Large.CbondsReview, IssueNo.1.2021.URL: http://
review.cbonds.info/article/magazines/B3¥
2 URL: http://ru.cbonds.info/news/item/1320403
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Source:own calculationsbasedon the dataof Cbondsandthe MoscowExchange.

In 2018 2020,despitesanctionRussiancompaniesncreasedheir placements
onthe Eurobondanarket.The valueof newissuesof corporateEurobondswas
equalto $10.9bn, $13.7bnand$17.1bnin 2018,2019and 2020, respectively;
indexgrowthin 20200n the previousperiodamountedo 24.8%.
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However, a pickup in the value of corporate Eurobondsissueswas not
accompaniedby changesn thevalueof outstandingeurobondsof Russianssuers
(Fig. 40); it wasin therangeof $102bn-$104bnin 2018 2020. Thisindicates
thatnewissuesof foreignexchangedebtinstrumentswereusedby companies
primarily for refinancingtheir formerdebts.

In 20182020,the volumeof the domesticdebtmarketof Russiancompanies
still exceededy two-fold the valueof their debton Eurobondsln US dollar
terms,the valueof domesticcorporatebondsappreciatedrom $210bnin 2019
to $226bnin 20200r 7.6%, while the capitalizationof corporateEurobonds
depreciatedrom $103bnto $102bn or 1.0%.However,in JanuaryFebruary2021
the valueof Eurobondsemainedunchangedwhile thatof domesticcorporate
bondsfell to $216bn or by 4.4%r elativeto theindexof 2020.

Overall,a pickupin the shareof domesticsourceof funding Russiancompanies
in the nationalcurrencyamid highersecuritiesmarketvolatility is a positivetrend
reducingi s s wardi % & e giskeamisl @ossibleglobalfinancial marketsshocks
leadingto dramaticoutflows of foreign portfolio investmentsfrom developing
countries.

3.1.9. The Governmentbondsmarket

In 2020,0n the OFZ marketthe RF Ministry of Financeraisedtherecordhigh
sumof netborrowings(Rb3.8trillion) in the pastfew yearsequalto the total
valueof netborrowingsin 2016 2019.As of February2021,the overall OFZ
volumeamountedo Rb13.9trillion ascomparedwith Rb9.0trillion in 2019,a
50%increasdFig. 41).

Suddengrowthin the volumesof borrowingson the domesticmarketstarted
from H2 2020;it wasdrivenby the needof financingthe budgetdeficit amid the
suspensiomf thefiscal rule implying the funding of the budgetdeficit by means
of saleof foreignexchangeout of the NationalWelfare Fund.A pickupin the
domesticmarketof governmensecuritieswasfacilitatedby cutsin the Bank of
Russiadiscountrate,excessivdiquidity in the bankingsectorandthe RF Ministry
of Fi n a meadingsto offer amarketpremiumon bondsto be placed.

As themaininvestorsof the newly issuedgovernmentondswerebanksand
partially non-bankingfinancialinstitutions,it wasnecessaryo modify the pattern
of OFZsto beissuedin favor OFZswith a floating coupon(OFZ-PK), ensuring
banksgreaterflexibility in liquidity andinterestrisks managementAs regards
OFZ-PK, thecouponsizeis peggedto RUONIA, amoneymarketratewhichis
linked to the Bank of Russiakey rate.Earlier,thesebondswerepopularwith nor+
residentspbut with time asthe key ratedeclined,they becameéessattractiveto
foreigninvestors.The overallvalueof OFZ-PK issueincreasedrom Rb1.7trillion
in 2019to Rb4.7trillion asof February2021;accordingly their sharein the overall
value of OFZsgrew from 19.1%to 33.9%.

Thelargestsegmenibf the OFZ marketis representedy OFZ-PDswith
constanttouponincome.As the sizeof their couponincomeis knownin advance
till maturity, thesebondsarean attractivefinancialinstrumentfor varioustypes
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Source:own calculationsbasedon the dataof the RF Ministry of FinanceandCbonds.

of investors primarily, nonresidents. The valueof OFZ-PDsincreasedrom Rb6.5
trillion in 2019to Rb8.3trillion in February2021;however,their sharein the
overallvalueof OFZsin the specifiedperioddecreasedrom 72.2%to 59.5%.

OFZ-ADs with amortizationof the principaldebtamountarea convenient
instrumentfor investingpensionsavingson a volatile market,but createdifficulties
for the RF Ministry of Financein public debtmanaging As pensionsavingsgrowth
sloweddownstartingfromthefi f r e eof pemsrsavingsin 2014,demandfor
thisinstrumentdroppedvirtually to zero.The valueof OFZ-ADs keptfalling from
Rb345bnin 2019to Rb253bnin February2021;within 14 monthstheir sharein
theoverallvalueof OFZsdeclinedfrom 3.8%to 1.8%.

With takinginto accountgrowinginflation risks, a lucrativeinstrumentof the
governmensecuritiesmarketis OFZ-INs envisagingthe indexationof their par
valuedependingon the level of therateof inflation measuredn the basisof the
consumerpriceindex. Owing to thesecharacteristicsthesebondsarein demand
with domesticinstitutionalinvestorsandprivate personsThe valueof OFZ-INs
increasedrom Rb371bnin 2019to Rb627bnin February2021;their sharein the
overallvalueof OFZsincreasedrom 4.1%to 4.5%.

In 2020,0FZ-n bondsoftencalledii p e o b lo &1 Ghecauseheyareoriented
at privateinvestorsandpositionedlargely by the RF Ministry of Financeasan

1 LuY.,YakovlewD. Exploringthe Role of Foreigninvestorsin R u s s lioeafCsirrencyGovernment
Bond (OFZ) Market.IMF Working Paper, WP/17/28 February2017,tc 10.
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off-Exchangeinstrument meant for promoting h o u s e hfindnadas lderacy
accountedor the smallestshare(0.3%) of the OFZ market: On July 16,2020,
investorswereofferedan OFZ-n issueworth Rb15.0bn. SinceOFZ-n bondsare
soldvia largeretail banks,they haveto competefiercely with bankbondsand
structuredproductsofferedby the samebanksto their customersFurther,as
perthe estimatef the MoscowExchangejn 2020theyield of OFZ-n wasbelow
thatof OFZs2 As aresult,the value of OFZ-n bondskeptdecliningfrom Rb64bn
in 2019to Rb43bnin February2021;within 14 monthstheir sharein the overall
valueof OFZ decreasedrom 0.7%to 0.3%.

With introductionof the personalincometax of 13% on couponincomeof
all bondsfrom Januaryl, 2021,0FZ investmentappealdiminishedfor individual
investors.In new OFZ-n issuesthe RF Ministry of Financeoffersinvestorsan
additionalpremiumfor compensatiomf personaincometax-relatedlosses:

Within along periodafterthe financial crisis startingfrom the mid-2000s,
the RussianFederatiompursuedthe policy of advancedyrowthin borrowingsin
rubleson the domesticmarketascomparedwith the buildup of debtsin foreign
currency(Fig. 42). In 2006,thevalueof the RussianF e d e r adibmestitahd
externaldebtsbecamethe sameandamountedto Rb38bn each.After thatthe
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Fig. 42. Thevolumesof outstandingdomesticpublic bondsandEurobonds
of the RussianFederation,19981 February2021,billion USD

Source:own calculationbasedon the dataof Cbondsandthe MoscowExchange.

1 Butrin D., KassinP. Purchasingf ExperienceThe Ministry of FinancehasMade OFZ-n a Partof the
Systemof Family FinancialPlanning// The KommersantDengi. SeptembeR5,2019.IssueNo.39.

2 URL: https://place.moex.com/useful/dohodnadtligatsij?list=vsepro-obligatsii#a3

3 URL: https://minfin.gov.ru/ru/perfomance/public_debt/internaltofzurrent/?id_65=132412
informatsionnoe_soobshchenie_o_nachale_razmeshcheniya_ofz_dlya_fizicheskikh_lits_
vypuska__5300imfs
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valueof ruble-denominatedlomesticbonds(OFZ) startedto grow fasterthan
thatof externalborrowings.

Amid the pandemicthe valueof outstandingOFZ increasedrom $144bn to
$195bn or by 35.4%,while the RussianF e d e r adehltom Eusobondsshrank
from $41bnto $38bn or by 7.3%. As aresult,the shareof ruble-denominated
instrumentdn the overallvalue of the public debtincreasedrom 78.0%in 2019
to 83.6%in 2020;this measurgoromotedsustainabilityof governmentborrowings
amidhighervolatility on globalfinancial markets.

A favorableinterestratessituationfacilitatedthe implementatiorof the large
programof public borrowingson the domesticfinancial marketin 2020(Fig. 43).
At first, the acutephaseof thefinancialcrisisled to suddengrowthin 10-yearOFZ
yield from 6.25%asof the beginningof theyearto 8.57%asof March 18, 2020;
overthatperiodshortterm OFZ yield increasedrom 5.27%to 7.14%.However,
owingto thekey ratecutsin April andJuneby 1.75p.p.outright10-yearOFZ yield
fell to 5.63%.

In the periodof implementationof the programof massborrowingsin H2
2020,10-yearOFZ yield increasedrom 5.63%to0 6.22%asof theendof 2020
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Note. 1* is afinancialshockcausedyy the outbreakof COVID-19 andliquidity shockon global
financialmarkets;2* is growthin the programof governmenborrowingswith emphasin domestic
investors;3* is apickupin marketp a r t i cinflgtianrexpsctationsn theworld amid newpackages
of stimulusmeasuresn the US andRussiawith the statisticaldataon therateof inflation takeninto
accountithe RF Ministry of Financestartedto buy foreignexchangeon the MoscowExchange.

Fig. 43.Yield to maturity of 1-yearand10-yearOFZ in percentag@erannum
andthe spreadbetweentheyield of 10-yearOFZ and1-yearOFZ in percentage
pointsfrom January3, 2020till 23 March2021

Source:own calculationsbasedon the dataof the RF CentralBankandthe MoscowExchange.
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andthis canberegardedasa premiumpayableto domesticinvestorsfor large
investmentsn OFZ. Onthecontrary,theyield of shorttermgovernmensecurities
remainedrecordlow (4.08%at the endof 2020),while the spreadof 10-yearOFZs
andl-yearOFZsincreasedn thatperiodwhich factorindicatessufficientliquidity

with financialinstitutionsastheyarepreparedo keepsurpluscashfundsin short

termOFZ atalow rateof return.

Unlike quantitativeeasingmeasuresn the US wherein 2020the Federal
Reserveboughttreasurybondson a monthly basis,thusactuallyfinancingthe
budget,in RussiaadditionallyissuedOFZsfor financingthe budgetdeficit were
boughtby banksprimarily atthe expenseof their own liquidity cushion,rather
thanwith fundsreceivedfrom the RF CentralBankin termsof refinancing.For this
purpose bankshadto reducetheirinvestmentsn the Bank of Russiashortterm
debts(KOBRs).

Shownin Fig. 43 is thealarmingtrendof an explicit pickupin 10-yearOFZ
yield from 6.22%in 2020to 7.39%in February2021andshortterm OFZ yield from
4.08%t0 5.38%.This trendreflectsi n v e sconoernabdutrisksof inflation on
globalmarketsandthis situationmay promptcentralbanksof differentcountries,
including Russiajo raisekeyinterestrates:

After foreignclearingandsettlemenbrganization®openednomineeaccounts
atthe RussianCentralDepositaryin February2013,the domesticpublic debt
marketsawinvestmentdanflow growth. Theshareof nonresidentson the
secondaryOFZ marketincreasedrom 6.5%in July 2012to 28.1%in May 2013
(Fig. 44).z2Later,nonresidentsheld on averagenearlya quarterof OFZs.However,
thisratio changeddramaticallyundertheimpactof nonr e s i dta&shflows @ith
financialandgeopoliticalrisks takeninto account.For example,amid concerns
overintroductionof sanctionson globalinvestorsfor buying Russiangovernment
securitiesjn April 2018the shareof nonresidentdn the OFZ ownershippattern
fell from 33.1%in 2017to 24.4%in 2018.However,afterit becameclearthat
no sanctionsweregoingto beappliedto OFZ buyersandconditionfor such
investmentchangedor the better,in 2019foreigni n v e sfundsretudedto
this marketsegmentandthe shareof foreigninvestorsin the OFZ ownership
patternamountedo therecordhigh level of 34.9%in February2020.

During the financial crisiscausedyy the pandemic the shareof non-residents
in OFZ ownershipstartedto fall dramaticallyfrom 34.9%in February2020to
23.3%in January2021.However,this time suchareductionwasnotaccompanied
by the withdrawalof portfolioi n v e sfiandsfren®OFZs;theseinvestments
remainedstable.Thedecreasén nonr e s i kamrewashoughtaboutby steep
growthin the RF Ministry of F i n a OFZ esfuesandplacementhereofprimarily
amongdomesticinstitutionalinvestors.

1 OnMarch23,2021,theRF CentralBankraisedits key ratefrom 4.25%perannumto 4.5%.

2 Inourview, beforetheliberalizationof the OFZ marketin February2013,the actualshareof
non-residentinvestorsin OFZswashigherthanthe official ratio of 6.6%becauserior to opening
of Clearstreanand Euroclearsecuritiescorrespondenaccountsat the National Settlement
Depositorytherewasthe custodianaccountingsystemwhich did not takeinto accountnon-
r e s i dneastmentin OFZsvia variousindirectschemes.
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Source:own calculationsbhasedon the dataof the RF CentralBankandCbonds.

As shownin Fig. 45, the valueof foreigninvestmentsn OFZsincreasedrom
Rb3.0trillion in January2020to Rb3.2trillion in January2021.Specifically,b a n k s 6
investmentsn OFZsincreasedy morethan100%:from Rb3.6trillion to Rb7.6
trillion. Within the sameperiod,investmentof otherinvestorsincludingthe NPF
andinsurersincreasedrom Rb2.3trillion to Rb2.8trillion or by 21.7%.
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So,duringthe crisisthe OFZ marketwasone of the mostdynamicallygrowing
segment®f the domesticfinancial marketby meansof which the RF Ministry of
Financesolvedsuccessfullythe objectiveof raisinga substantiahet financing
volumeto replenishthe budget.With the public debtfinancedin the national
currency,it becomesnoresustainableéo globalfinancial marketsshocks However,
if suchsubstantiagovernmentorrowingson thefinancial marketcontinue,
investmentresourcedor the privatesectorof the economymay becomeimited.

3.1.10.The derivativesmarket

Theimportanceof the derivativesmarketin economictermsconsistsin
the promotionof transparencyf assetricing, aswell asprovisionof market
participantswith anoptionto hedgetheirinvestmentsfrom suddenchangesn
pricesof their assetsn future.

In 2020, high income volatility of foreign exchangeand financial and
commodityassetdacilitated,asexpectedderivativesmarketgrowth on the
MoscowExchangeg(Fig. 46). The futuresmarkettradingvolumesincreasedrom
Rb77.4trillion in 2019to Rb124.5 trillion in 20200r by 60.9%,while in 2019they
decreasedby 6.1%.The optiontransactionwolumesincreasedhe leastfrom
Rb5.0trillion in 2019to Rb 5.3 trillion in 20200r 7.1%;atyearend2019theyfell
by 27.3%.

Thelagin thedevelopmenbf the optionsmarketobservedn the pastfew
yearscanbeprobablyexplainedby low activitiesof foreigninvestorson this
marketandweaknes®f domesticinstitutionalinvestors.In Russialargebanks
which offer brokerageservicesto the bulk of individual investorsdid not carry
outaggressivanarketingto attractcustomerson the domesticderivativesmarket
unlike, for example the US marketwhich sawvigorousgrowthin optiondeals
transactedy individualsin 2020.
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Fig. 46. The valueof futuresandoptiondealson the MoscowExchange January
20097 February2021,billion rubles.

Source:own calculationsbasedon the dataof the MoscowExchange.
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Thederivativesma r k mgufficscentdevelopmenmanifestsitself in a weak
analyticalsupportit receivesfrom the professionatommunity:Russianacademic
journalsandbusinesanediapublishrarely materialsdealingwith the analysisof
the domesticderivativesmarketsituation.

Theyear2020sawno breakthroughsn termsof new productson the futures
stockexchangamarket.It is noteworthythatcurrencyforward contractsplay the
mainrole onthe MoscowExchangduturesmarket;in 2020the foreignexchange
volatility broughtaboutadvancedyrowthin this marketsegmentFig. 47). The
volume of foreign exchangduturesincreasedrom Rb29.0trillion in 2019to
Rb63.4trillion in 2020;accordingly,the shareof forex dealson the futuresmarket
increasedrom 40.1%in Decembe2019to 51.6%in February2021.

The secondmostimportantfuturesmarketsegments stockindexfutures
contractswvhosevolumeincreasedrom Rb16.5trillion in 2019to Rb29.8trillion
in 2020;the shareof indexfuturesrosefrom 24.2%in December2019to 25.3%
in February2021.

Thecommodityfuturestradingvolume (contractsfor Brentoil, gold andother
commoditiesdecreasedomewhatrom Rb27.5trillion in 2019to Rb27.4trillion
in 2020;the shareof commodityfuturesdecreasedrom 29.9%in December
2019t0 19.7%in February2021.This segmentf the derivativesmarketwas
lessattractiveto marketparticipantsbecauseunlike the forex market,for most
companieghe dealson this markethavenormally nothingto do with hedging,
nor arerelatedto their mainbusinesoperationsFurther,marketp ar t i ci pant
trustin this MoscowExchangemarketsegmenwasunderminedoy theabnormal
situationwith futurescontractsfor Light SweetCrudeOil whenthe downfall of
oil priceson April 20 andApril 21 resultedin individuali n v e sldssesowirty
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Fig. 47. The MoscowExchangeuturesmarketpattern.January2009i February
2021,% of thedealvalue

Source:own calculationsbasedon the dataof the MoscowExchange.
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to forcedclosureof their contractsworth $1.5bn - $1.7bnasestimatedby the
NAUFOR (the National Associationof StockMarketParticipants).

Thevolumesof tradingfuturesfor sharesandbondsdecreasedrom Rb4.3
trillion in 2019to Rb4.0trillion in 2020;their sharein the overall volumeof the
futuresmarketdeclinedfrom 5.8%in December019to 3.4%in February2021.
Thelow capacityof this derivativesmarketsegmentasrelatedto low liquidity
of mostissuesof underlyingassets.

As in the previousfew years,demandfor interestrate futuresandoptionsstill
leavesmuchto be desired.In thesemarketsegmentsthe volumesof dealsare
actuallyequalto zeroalthoughamid the volatile financial marketandgrowing
inflation risksinterestrateshaveanevergrowingimpactonlegale nt i &nd
i ndi v ifidanctaldeciBions.The maindifficulties in thisrespectarerelated
to thelack of reliableinterestratemoneymarketindicatorsandlargeinvestors
which arepreparedo takerisksrelatedto interestratechangesThoughnumerous
financialinstitutionsand non-financial companiesneedhedgingtheir contactsa
lot in caseof apickupin interestrates,therearevirtually no marketparticipants
which arepreparedo payfor suchrisks.

As the optionsmarketwasprobablyusedthe leastfor hedginginvestment
assetsit predeterminedh relatively moderatesizeof its liquidity on the Exchange.
Theoptionsma r k mdstactivesegmenis indexinstrumentsontractswhich
volumeincreasedrom Rb3.1trillion in 2019to Rb3.3trillion in 2020;their share
in the total volumeof optionsincreasedrom 57.2%in December2019to 64.8%
in February2021 (Fig. 48).

Thevolumesof optionsfor foreignexchangenstrumentsncreasedrom
Rb1.5trillion in 2019to Rb1.7trillion in 2020;their sharein the overallvolumeof
optiondealsdeclinedfrom 34.7%in Decembe2019to 28.6%in February2021.

Othersegment®f the optionsmarketarevery small. Optionsfor commodity
instrumentsdecreasedrom RbO0.4trillion in 2019to Rb0.3trillion in 2020;their
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sharein the overall volume of the optionsmarketdeclinedfrom 6.9%in December
2019to 5.8%in February2021.Thevalueof optionsfor equityinstrumentss
insignificantandhasvirtually no effecton overall performanceéndicators.

Probably the MoscowExchangederivativesmarketneedsa newadministrative
impetusfor activedevelopmentbothin termsof attractionof newinvestorsand
motivationof financialintermediariesvhich may enhanceahis markets e g me nt 6 s
liquidity, particularly,asregardssquity andinterestratederivativesinstruments.

3.1.11.Financialintermediariemandthe exchange

In 2020andearlyin 2021,the numberof professionakecuritiesmarket
participants(PSMP) and licensesto carry out various types of professional
activitieskeptdecreasindFig. 49). Therewasa decreasén the numberof licenses
to brokerageactivity from 290in 2019to 261in February2021or by 10%; licenses
to dealeractivitiesfrom 319to 291 or by 8.8% andlicensego trustmanagement
from 201to 1850r 8.0%.

Thereductionin the numberof the licensesof PSMPon thelong-termtime
horizonstartedfrom the 2008crisis andreflectedboththe overall downturn
economictrendandthe diminishingrole of the stockmarketin the economy.
The establishmenof the financial megaregulatorin Septembe013spedup
this processlittle becausef a pickupin marketp a r t i cadngnéstnative 6
costs.The mainreasorfor cancellationof licenseso professionahctivitieswas
| i c e reclaratisndf their exit from the business.
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Fig. 49. The numberof licensego carry out brokeragedealingandsecurities
trustmanagemenactivities (left-handaxis) andthe numberof licenses
issuedto professionakecuritieanarketparticipantyright-handaxis)
from 2007till March2021

Source:own calculationshasedon the dataof the NAUFOR andregistersof the RF CentralBank.
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A moreseriousproblemconsistan a dramaticreductionin the numberof new
professionaimarketparticipantswhich could underpinthe economy ratherthan
the cancellationof licenses A substantiadownturnin theinflow of new market
participantsstartedfrom 2012.The numberof newlicensesissuedto PSMPsin
2019,2020andin JanuaryFebruary2021wasequalto 12,10 and1, respectively.

The concentratiorof activitiesof financialintermediarieds areasonable
strategyof upgradingtheir businessfficiency; it takesplaceto onedegreeor
anotherin lots of countries.However,the specificof the domesticmarketof
financial servicesis the existenceof administrativebarriersfor implementation
of independenfintech-projects,dominationof a few largeretail banks,primarily,
stateownedbanksandactiveoperationshy the RF CentralBank which carries
out oftenits own projectsthatcompetewith the privatebusiness.Facingsuch
challengesasthe violation of i n v e gights andldw efficiency of private financial
businessthe RF CentralBank doesnot focusits attentionon the establishmenof
thefi g a me | te solveoneor anotherproblemandlegalenforcementhereof,
but createdts own servicesaimedat solvingtheseissuesin fintech, thereareno
mandatoryrequirement$indinglargefinancialinstitutionsto comply with the
i o p e n b astakdarhgduseopenAPI| addressesimilarto the 2nda Services
PaymenDirective (EU) 2015(PSD2).

With arelativelyliberal foreign exchangdegislationandregulationof global
financial i n s t i topdrationsoe the domestic financial market, Russiais
still the countrywith limitationsfor foreigndirectinvestmentdn financialand
bankingactivitiesdueto geopoliticalrisks, slow andinconsistendevelopmenbf
the domesticsavingssystemandan unfavorableinvestmentclimate.

Promotionof the competitionon the financial marketcould be facilitated
by legislativemeasurestimulatingthe competitionof investmentplatforms;
creationof conditionsfor implementatiorof privatefintech projects;reductionof
administrativebarriersfor newc o mp a eriteeirgthe market;introductionof
fiduciary standardof saleof financeandinvestmentproducts; morecomplete
orientationof importantinfrastructuredevelopmenprojectsto the needsof
financialintermediariesandtheir customers.

Themergerof the MICEX andRTSin 2011spedup thedevelopmenbf
exchangerelatedtechnologiesandfacilitatedthe concentratiorof the liquidity
intradingp ar t i cadcgoanbtswith the singleclearingandtradingsystem.
However,alongwith positivechangesthe mergerof the RTSandthe MICEX
broughtaboutambivalentconsequencedost importantly,afterthe mergerof
the exchangeshereis no longercompetitionwhich usedto be a powerful driver
of thedevelopmenbf exchangerelatedactivitiesin theinterestsof domestic
investorsandfinancialintermediariesand,consequentlythe developmenbf the
equity marketandderivativesmarketsloweddown to someextent.

1 Thesestandardsmply limitations on the conflict of interestswith financialintermediariesn
selling of financial productsto customers.

2 Onthedevelopmenbf investmentplatformsandfintech,seeAbramové¢ .To Claim a Platform//
The Expertmagazine)ssueNo. 44, October28i November3, 2019.pp. 64i 68.
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Source:own calculationsbasedon the dataof the Moscow Exchangeandthe SaintPetersburg
Exchange.

In 2020,the spedup developmenbf the SaintPetersburgexchange(SPB-
Exchange)which tradesequities of foreign issuersrevived the competition
betweenexchange®n the equity market.As shownin Fig. 50, the shareof SPB-
Exchangeon the domesticspotmarketof equitiesof Russianandforeignissuers
increasedrom 12.6%in Q4 2019to 46.4%in Q4 2020andby 52.3%in January
February2021.So,earlyin 2021the SPB-Exchangewasaheadof the Moscow
Exchangeon the equity marketfor thefirst time.

The competitionbetweenthe stockexchange®n the marketof equities
of foreigncompanieded to investmentdemandshift - it concerngprimarily
individual investorsi from equitiesof domesticpublicly-tradedcompanie{PAO)
to foreignequities.As shownin Fig. 51, the shareof equitiesof foreigncompanies
in the overallequitytradingvolume of thetwo Russianexchangesncreasedrom
16.9%in Q4 2019to0 53.6%in Q4 2020and59.6%in JanuaryFebruary2021.The
bulk of tradingoperationswith equitiesof foreigncompaniess carriedoutatthe
SPB-Exchame.

With equitiesof foreign companiedecomingwidely availableto domestic
individual investorsiit is feasiblefor themto upgradethe diversificationof their
portfoliosandprotecttheir savingsfrom therisk of theruble depreciation.The
localizationof servicesasthetradingauthorityandbrokerageserviceswith
foreignfinancialinstrumentgromotesthe competitivenes®f Russianfinancial

1 From2020,the MoscowExchangestartedto includein thelisting equitiesof foreignissuerstoo;
in its turnthe SPB-Exchangedeclaredits intensionto includein its listing equitiesof Russian
PAQs.
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Fig. 52. The overallauctionvolumesof all instrumentsat the MoscowExchange,
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Source:own calculationsbasedon the dataof the MoscowExchange.

intermediaries.However, this processcreatesthe risks of transfer of global
financialma r k extessivevolatility to the domesticmarket.Suchrisks should
bedealtwith not by prohibitive measureshut throughthe speedup of theratesof
developmenbdf the marketof equitiesof Russianissuersandgrowthin the share
of exchangdradedfunds(ETFs)- which makeit possibleto buy on exchanges
sharesn diversifiedsecuritiesportfolios - in exchangeauctions.

In 2020,the MoscowExchangéried to maximizeits advantagesn the market
asthe generalorganizerof auctionsof variousinvestmentfinancialassetsThe
MOEX succeededn overcomingthe trendof downturnin overallon-exchange
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transactionwolumesseenin 2018 2019 (Fig. 52). Overallvolumesof exchange
auctionsincreasedrom Rb798trillion in 2019to Rb947trillion in 20200r by
18.7%.

Oneof theadvantage®f the MoscowExchangeascomparedwith global
competitorsis the diversificationof marketsegmentst servesHowever,such
abusinesanodelof the Exchangecreatesadditionalrisks of reducingmarket
basedncentivesto developlessmarginalsegmentsAt presentjt manifeststself
in adecreasen the weight of the stockmarketandthe derivativesmarketin
overallexchangetradedvolumes.As shownin Table9, in 2010-2018the shareof
the stockmarketin the overallvolume of exchangdransactionslecreasedrom
13.2%to 4.4%andthenstartedto grow slowly again,but failed to recoverto the
previouslevel. Within the past14 months,thisindexrosefrom 5.1%in 2019to
5.5%in JanuaryFebruary2021.

The share of derivatives market was growing faster. In JanuaryFebruary
2021,it becameequalto 17.4%andapproachedhe 10-yearmaximumof 19.1%
registeredn 2011.It is noteworthythatforex derivativeswerethe maingrowth
driver of thissegmenin 2020andearlyin 2021.

Table9
The pattern of the Moscow Exchangemarket,
201071 February 2021,%

21 3| S 3 3 S 2| 5| & 2] & | 20z,

S| | Q| 8| | &| & | & & | & |Fedouay
Stock market 13.2| 103| 65| 52 | 36 | 3.0 | 28| 40| 47| 51| 58| 55
including:
equities,RDR and
equity units 8.0 6.6 3.1 1.9 1.8 1.4 1.1 1.0 1.3 1.6 2.5 3.3

Bonds 52 | 37| 34 3.3 1.9 16 | 17| 30| 35| 35| 3.2 2.2
Seconday

it 34 ] 29| 2.8 2.7 1.5 12 | 11 |12 |12 13| 12 0.9
Offeringsmarket 1.8 0.8 0.6 0.6 0.3 04 06 17 23 22 21 13
Forex market 72.0| 70.6 | 80.0| 84.3 | 85.6 | 83.3| 83.6| 86.5| 84.8| 84.5| 80.5 77.0
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Money market 33.9| 41.3| 48.3| 50.7 | 45.7 | 38.0 | 44.8| 47.3 | 44.3| 459 | 45.7 42.6
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Swapdeals 2041—434115-6 24326313031 26:2130-3130-41 3021245236
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3.1.12.Investors
Privateinvestors

In 2019-2020,the financial marketsawtheinflux of numerousndividual
investorsandit wasthe majorevent.The overallnumberof brokerageaccounts
of the MoscowExchangeregisterednvestorsincreaseb.2-fold from 2.0 mnin
2018t0 10.3mnin February2021(Fig. 53). Within the sameperiod,the number
of accountsf activecustomerdransactingat leastonedeala monthincreased
from 190,000to 1,619,0000r 8.5-fold. Also, the numberof unit holdersof tradable
mutualinvestmentfundsgrewconsiderablyfrom 467,000in 2018to 848,000in
2020o0r 1.8-fold.

Themaindriversof theinflow of millions of newindividual investorsto the
stockmarketwereasfollows: a long-termdecreasen the Bank of Russiakey
ratewhich reducedbankd e p o snvestmentappeal;newtechnologiesvhich
simplifiedi n v e satcesderisk assetginvestmentplatformsof the Tinkoff
Bank, Sber,VTB andotherlargefinancialinstitutions,the SPB-Exchangeservices
andother);largeretailb a n Rggréssivenarketingof brokerageservices;more
sparetime with someindividualsduringthe pandemic,growthinh ous e hol ds 6
savingsamid economicuncertainty.

By theN A U F O Rétimatesjn 2020the balancesf brokerageaccounts
andi n di v itrdstnaahag@menaccountsamountedio aroundRbé6 trillion,
including: Rb4.8trillion on ordinarybrokerageaccountsRb0.8trillion on trust
managemenaccountsandRb0.4trillion on personainvestmentaccountyPIA)

12 000

O Unit helders of mutual investment funds {FIFs) 10 296

B Brokers' customers B Brokers' active customers

& 000
A 000

4 000

*The dataon the numberof marketunit holdersof mutualinvestmentfundsin JanuaryFebruary
2021is notavailable.

Fig. 53. The numberof marketretail customersandbrokers

Source:own calculationsbasedon the dataof the MoscowExchangeandExpertRA.
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(Fig. 54). As comparedwith 2018,the volumeof individuali n v e sfundswith 6
brokersandtrusteeqwithout pooledinvestmentgakeninto account)increased
by 200%.

Thoughin 2020Rb6.0trillion worthofc u s t o aseetssith brokersand
trusteesvasdefinitely lower thanthevalueof h o u s e hdeplositsvibh banks
(Rb63.6trillion), it wascomparablewith suchforms of savingsasthe overall
valueof pensionsavingsandreservesvorth Rb6.3trillion; insurancec o mpani es 6
reservesvorth Rb2.4trillion, aswell asglobalportfolioi n v e sRbA8triflidn
worth of investmentsn equitiesof Russiancompanies.

Thedistributionof thesefundsini n d i v iadcauatEsshi@hly uneven;by
theN A U F O Rdlimatesasof themid-20200nly 36% of brokerageaccountsvere
i f u n @tretdspreplenishedvith assets).

An upsurgein the competitionbetweenlarge Russianretail bankson the
marketof brokerageservicesfor the massmarketcustomerstartedin May 2018
whenthe Tinkoff Bank enteredthis marketsegmentasanindependenmarket
player(Fig. 55). Othercompetitorbanks(the SberbankyTB andOtkrytie) adopted
quickly the newtechnologieof attractingcustomersn the stockmarketand
this spedup furthergrowthin b r o k @ist@mérmbase. Thisphenomenorcanbe
explainedby b a n kletedminatiorto makeup for revenuelossesby sellingto
customerdighly marginalproducts,suchasconventionabankbonds,structured
products,insuranceproducts,unit investmentundsandother.

As of February2021,threelargebanksi the Tinkoff Bank,the Sberandthe
VTB i accountedor 58.4%of theregisteredorokerageaccountsTheir sharein
the overallnumberof accountsvasequalto 58.4%,including 25.6%of the Tinkoff

1 Theestimateof Russianequitiesportfolios of globalinvestmentfundsis basedthe dataof
ThomsonONE andtheruble exchangeateasof theendof 2020.
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with Big-3 brokersatthe MoscowExchangethousandaccounts

Source:own calculationsbasedon the dataof the MoscowExchange.

Bank.The numberof Tinkoff Bankbrokerageaccountincreasedrom 286,000in
2018to 4.3mnin February2021or 15-fold.
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Exchange.

The maintenanceof active c u st o rhomkesageaccountsis a more
concentratedusinesgFig. 56). The Tinkoff Bank,the Sberandthe VTB account
for 94.6%o0f the overallnumberof accountsijncluding 65.1%of the Tinkoff Bank.
Thenumberof the Tinkoff B a n kaétigebrokerageaccountsancreasedrom
33,000in 2018to 1.1 mnin February2021or 31.9fold.

Theincreasingcompetitionbetweenthe MoscowExchangeandthe Saint
Petersburgexchangeed to growthin the numberof activecustomerson the
SPB-ExchangeThenumberof b r o k activecoistomersatthe SPB-Exchange
increasedrom 87,000in 2019to 769,000in February2021or 8.8-fold (Fig. 57).
The shareof the SaintPetersburg=xchangen theoverallnumberofbr ok er s 6
activecustomeron boththe exchangesosefrom 18.1%in 2019to0 32.2%in
February2021.

Theintroductionof personainvestmentaccountgPIA) with personaincome
tax privilegesandno seriouslimitationson investmentof fundsfrom such
accountswasthe mostremarkableeventin thefield of privatesavingsin the
pastsix years.As perthe dataof the MoscowExchange asof February2021
thenumberof brokerageP1As amountedo 3.7 mn (Fig. 58). This growthin the
numberof brokerageP1As wasmainly driven by bankscarryingout brokerage
activities.In December2018-February2021,their sharein the overallnumberof
specifiedaccountgosefrom 73.9%to 89.5%,while the shareof non-bankfinancial
institution-brokersshrankfrom 26.1%to 10.5%.

In the busines®f openingandmaintainingPlA, the Tinkoff Bank,the Sberand
the VTB accountfor 83.5%of the overallnumberof accountsjncluding 65.1%of
the Sberbankthe unchallengedeaderin this segmen{Fig. 59). The numberof
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PIAs maintainedwith the Sberbankncreasedrom 291,000in 2018to 1.8 mnin
February2021or 6.3-fold.

As perthedataof the NAUFORy, in 2020individuali n v e ssavimgsia BIA
balancesincluding brokerageandtrustmanagemenaccountbalancesamounted
to aboutRb375bn;ascomparedwith 2018,their valueincreased.1-fold. By the
estimateof the RF CentralBank,in 2020the averageP|A balanceswithin the
brokerageserviceframeworkamountedo Rb88,000(Rb92,000a yearbefore),
while within the trustmanagemenframework,to Rb263,000(Rb301,000a year
before):

Accordingto theoutputsof theN A U F O Burwey,in 202028.0%of assets
in brokeragePlAs wereheld by their ownersin equitiesof public joint-stock
companies(PAOSs); 21.2% in money market instruments,19.0% in ruble-
denominatedcorporate bonds, including structuredand bank bonds; 13.7%
in foreignequities;6.8%in OFZs;6.2%in ETFsandexchangetradedmutual
investmenfunds(exchangeradedPIFs);1.5%in mutualinvestmentfunds(PIFs)
and3.6%in otherassets.

Thefundsweredistributedin trustmanagemenPlAs asfollows: 37.0%in
exchangedradedPIFsandETFs;25.4%in unitsof PIFs;16.1%in corporatebonds,
includingbankbonds;7.0%in OFZs;6,0%in monetaryfunds;1.4%in foreign
equitiesand7.1%in otherassetsthatis, ascomparedwith brokerageP|As these
accountswverelargely meantfor pooledinvestments.

In 2020,thedistributionof the portfolio in termsof brokerageP1As changed
considerablyascomparedwith the previousyear.Investmentsn equitiesof
foreigncompaniesncreasedrom 4.0%in 2019to 13.3%andthosein foreign
currencydenominatedonds,primarily, Eurobondsfrom virtually the zerolevel
to 17.1%.At the sametime, investmentslecreasedn equitiesof RussianPAOs
from 30.0%t0 18.3%;0FZsfrom 12.0%to 3.9%andruble-denominateatorporate
bondsfrom 11.0%to 4.9%.

In 2020,perceptiblechangegsook placein the distributionof the PIA portfolio
in termsof trustmanagemenaccountsascomparedwith the previousyear.The
shareof investmentsn exchangetradedPlIFsandETFsincreasedrom 10% to
37%andthatof investmentsn ruble-denominatedtorporatebonds,from 10.0%
to 16.1%.At the sametime, investmentsn PIF decreasedrom 51.0%to 25.4%and
thosein OFZs,from 10.0%to 7.0%.

So,thoughactive PIAs havefailed to becomea long-term privatesavings
instrumentandassetdn suchaccountsaremuchsmallerthanin conventional
brokerageaccountsaandtrustmanagemenaccountspersonalinvestmentaccount
holderstook moreinterestin instrumentswhich makeit feasibleto diversify
bettertheir portfolio and protectit from the risk of the volatile ruble. A pickup
in PlIAsresultsin increaseddemandfor effectivepooledinvestmentproducts,
primarily, indexlinked ETFsandexchangeradedPIFs.

1 NAUFOR.TheAnnualSurveyofl n d i v iAdiutied os the StockMarket. February24,2021.
2 TheRF CentralBank. The Reviewof Key Indicatorsof ProfessionaBecuritiesMarket Participants.
2020.AnalyticalandInformationReview.IssueNo0.4,2021.
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Domesticinstitutional investors

Theinflux of individual investorsto the domesticmarketmadeup partially for
theoutflow foreigni n v e sfunadsrHewiever,no suchbreakthroughsook place
in the segmenbf domesticpooledinvestmentsn 2019 2020.Growthin pension
savingswith the PensionFund of the RussianFederatiomrandfund managersvere
restrainedby theil f r e e df thexsgséemof mandatorypensionsavingssince
2014.No alternativesolutionsasregardscorporateandindividual planshavebeen
made.Owing to low interestrateson depositsand high volatility on the equity
market,thereis a sustainablénflow of i n v e sfunds/hew@ver,thiss e g me
growthwashinderedby i n v e shiglocosts@bsoleteunit distributionsystem
andinsufficienttransparencyf theinformationonf u n dcsviies.

In 2020,vigorousgrowthin exchangetradedPIFscombiningthe advantages
both of low costsandsaleof unitson exchangecanbe attributedto the most
positiveeventsin the segmentof pooledinvestmentsThe value of exchange
tradedPIFsandETFsincreasedrom Rb39bnin 2019to Rb146bnin 20200r
3.7-fold.

The shareof bankassetsn GDP increasedrom 87.8%in 2019to 106.0%in 2020
(Fig. 60), andthis canbelargelyexplainedby appreciatiorof the valueof financial
instrumentsownedby banksandbanklendinggrowthamidthe decliningkey
rate.Apart from depositspanksuseactively otherfundinginstrumentsjncluding
bondissues.
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Fig. 60. The shareof bankassetg%, right-handaxis), pensionreservesand
savings,jinsurancec 0 mp a neseevesindthevalueof netassetof openend
andinterval PIFs (%, left-handaxis)in GDPin Russiain 2000 2020

Source:own calculationsbhasedon the dataof the RF CentralBank,the PensionFundof the Russian
Federatiorandthe Rosstat.
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Theshareof pensionsavingsandreservesn GDP increasedrom 5.6%in 2019
t0 6.0%in 2020.The shareof thevalueof netassetof openendandinterval
PIFsin GDProsefrom 0.4%to 0.6%andthatof insurancec o0 mp a reseevasid
GDP,from 1.9%to 2.3%.

Someimportantandinterestingtrendsin the developmenbdf openendmutual
investmenfunds(OPIFs)canbeseenin Fig. 60. As shownin Fig. 6 1, dividual
i nv e sbehaviosndespecbf PIF equitieswasnormallyof a procyclicalnature:
adropin theRTSindexbroughtaboutsalesof units of suchmutualinvestment
funds,while indexgrowthfacilitatedtheinflow of i n v e sfundsrDesspitethe
RTSindexnegativereturnof -10.4%in 2020,thenetinflow of i n v e sfundsr s 6
in PIF equitiesamountedto Rb38.4bnascomparedwith Rb18.0bnin 2019.
Thisi n v e sbehaviosidin harmonywith a wide-spreadbehavioralfinance
assumptiorthatinvestorsmostcommonlypreferto investnew fundson bull
market,but withdrawthemmorereluctantlyon bearmarket.ExpectingRTS index
growthbasedon economicrecoveryin 2021,only in JanuaryFebruaryinvestors
investedRb16.9bn in OPIFequities,thatis, a bit lessthanin theentire2019.

Onmid-termhorizons,i n v e scashfloves @ OPIFbondsdependon interest
rateson bankdepositqFig. 61h). In 2020,thereductionin interestratesfrom 3.6%
perannumto 5.1% perannumon bankdepositsfor thetermof 181 days-1 year
led to avigorousinflow of newcashfundsin OPIFbonds. Thisindicatorgrew
from Rb17.2bnin 2019to Rb72.9bnin 2020.In JanuaryFebruary2021,these
fundsreceivedadditionalRb11.8bnworthofi n v e anorey.However,in future
if afterthe RF CentralB a n ldécisionof March2021to raiseits keyrateby 0.25
p.p.thistrendcontinuesunit holdersof PIF bondsarelikely to withdraw their
moneyfrom thesefunds.

As shownin Fig. 61b,amidthe outflow of fundsof privateinvestorsof foreign
mutualinvestmentfundsspecializingin equitiesof RussiancompaniegRussia
EMEA-Equity), theaccumulated/olumesof domestici n v e Sundsin Russian
OPIF equitiesarebecomingcomparablewith thoseof the specifiedforeign
investmentfunds.In December20041 February2021,i n v e saccomusated
fundsin RussiaEMEA-Equity amountedo $1.1bn, whichis almostcomparable
with theindicatorof $1.0bn worth of investmentdn RussianPIF equities.And
yet, thistrendcanhardlyberegardedaspositivebecausehis equalitywas
achievedmainly owing to the stableoutflow of foreigni n v e ssavingsBain
fundsinvestingin Russianequities,ratherthantheinflow of largeamountsof
fundsin PIF equities.

Finally, shownin Fig. 61dis thedifferencein behaviorof foreignanddomestic
privateinvestorsasregardstheirinvestmentdn the sameequitiesof Russian
companieghroughinvestmentunds.The pointis thatforeign privateinvestors
soughtto investwhenRussianequity priceswerelow andwithdrew at thefirst
signsof risks of their equitiesbeingovervaluedandweakeningof the national
currency.

In termsof therateof returnon long-terminvestmentsthe Russianequity
marketis cyclic andfor this reasoninvestorshaveto pay moreattentionto global
diversificationof suchindividual portfolios.
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B ) Difference in investors' behavior as regards investments
in Russian QilPIF equities and Russia-EMEA-Equity foreign funds
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Fig. 61. The specificsof behaviorof privateinvestorsin variousmechanisms
of pooledinvestmentsn equitiesandbonds
of Russianissuersjncluding:
O) n v e sntomthlysetcashflows in openendPIF (OPIF) equities,billion rubles(left-handaxis)
andRTSindex, points(right-handaxis);
b)i n v e anbrahlyseicashflows in OPIFbonds billion rubles(left-handaxis)andaveragenterest
ratesonh o u s e hepbsiswith banksfor thetermof 181 days- 1 year,% perannum(right-hand
axis);
c)i n v e snionthlynétcashflows in openendandinterval PIF (OilPIF) equitiesandequities
of foreign equity fundsspecializingin equitiesof Russiancompaniescumulative,million USD
(DecembeR004= 0);
d)i n v e sntormthlysiét cashflows in RussianOilPIF equities(right-handaxis) andforeign equity
fundsspecializingin equitiesof Russiancompaniegleft-handaxis), million USD.
Source:own calculationshasedon thedataof Investfunds.rtand EmergingPortfolio FundResearch
(EPFRGIobal)web resourcqURL: https://www.epfrglobal.com/].

So,theyear2020sawdifferenttrendsin the segmenbf pooledinvestments.
Thedevelopmenbf pensionsavingsandreservess hinderedby relevantkey
legislativeissueswhich remainunsolvedIn the segmenbf tradedunit investment
funds,thereis moderategrowthin domesticsavingswhich unlike brokerage
accountds notaccompaniedy largeretailb a n kggressivesales.However,
the segmenbf retail PIFsremainsrathersmall with high costsfor investorsand
insufficientinvestmentappealto a wide rangeof investors.

Foreign investors

Onvariousemergingmarkets foreign portfolio investorsoften follow similar
scenariosTheytakedecisionsto investor withdraw from suchfundsbasedon
the generalcyclic patternandweightof oneor anothercountryin global stock
indices,ratherthantheindividual specificsof economiesandissuersof different
countriesy

1 Formoredetailsabouttheinvestmentstrategyof suchfundsin termsof Russiareferto Abramové.
Differencesin Behaviorof DomesticandForeignPrivatelnvestorson the RussianStockMarket//
R u s s EcandnsicDevelopment)ssueNo.11,2014.
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Source:own calculationsbasedon the dataof the EPFRweb resource.

Accordingto the dataof the EPFRwebresourcethe Russianequity market
hasfacedlarge-scalewithdrawalof foreigninvestmentfundssincethe mid-2011
(Fig. 62). The comparisornwith otherfive largeemergingequity marketsi Brazil,
India, China,SouthKoreaandIndonesia revealsthattheyall encountered
similar phenomenorat the sameperiodof time. As theyear2020wasquite
complicatedfor emergingcapitalmarkets foreigninvestorswerewithdrawing
fundsfrom them:$18.8bnwerewithdrawnfrom fundsof 8 developingcountries,
including $0.3bn from RussiaEMEA-Equity funds.

Thebehavioralspecificof investorsin RussiaEMEA-Equity fundsascompared
with othersevenemergingmarketsconsistsin the fact thatin the past20 years
thelargestamountof fundswaswithdrawnfromfi Ru s $ iu @ wlrs20D17
February2021,$8.6 bn werewithdrawnfrom funds;within completel0 years
onthe2011 2020time horizon, positivecashflow wasseenonly in 2012and
2015 2016.

Further,investorshavebeenwithdrawingconsistentlyfrom RussiaEMEA-
Equity fundssincethe mid-2011which indicatestheir pessimisnoverinvestments
in equitiesof Russiancompanies.

Further,investorshavebeenwithdrawingconsistentlyfrom RussiaEMEA-
Equity fundssincethe mid-2011which indicatestheir pessimisnoverinvestments
in equitiesof RussiancompaniesProbably,suchpessimisnof foreigninvestorsis
thereasonfor consistentlylow risk premiumfor equitiesof Russianissuers.
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By estimatesof the Thomson ONE web resource,the overall value of
investmentof largeglobalinvestmentfundsin equitiesof Russiancompanies
decreasedrom $83.3bnin 2019to $65.6bnin 2020.

So, despite macroeconomicstability achievedby 2020 and risk premium
reduction,the Russianmarketof equitiesandbonds,exceptfor OFZ, still lacked
investmentappealandthe outflow from foreigninvestmentfundsspecializingin
equitiesof Russianissuersprovesit.

3.1.13.Russianfinancial marketrisks

Onthe mid-termtime horizon,investorson the domesticfinancial marketmay
encounteiseriousrisks: suddenoutflow of investmentfrom emergingmarkets
if it is declaredthatmonetaryandbudgetpoliciesaregoingto betightened;
domesticinvestorsflight from marketsof risk investmentassetspartiallosses
of thevalueof investmentdn rubleedenominatedassetowing to considerable
depreciatiorof theruble; stagnatiorof the equity marketin caseof the scenario
of stabilizationor declineof pricesof oil, gasandotherprimary productson global
financial markets;stockmarketstagnationin caseof increasinggovernment
dirigismein theeconomy financesandsocialpolicy.

According to the Bank of America Fund Manager Survey carried out on
March5, 2021,therisksrelatedto Covid-19 epidemicgaveway to newconcerns
aboutinflation growthandrepetitionoffit atp& m t of May®013onthebond
market: It is noteworthythat37% of therespondentsotedthattheinflation
ratewasthe mainproblemand35% of therespondentéearediit atp@&mt rau m, 0
bondmarketstrongreactionin casethe FederalReservegaveup unexpectedlyts
monthlybuying of assetsCoronavirusrelatedrisks causeconcernwith only 15%
of therespondentshalf asmanyasin February:

Countrieswith high debtsin foreign currencyanda tradebalancedeficit
aremoreproneto suddenoutflow of global portfolio investors.Expertsof the
Economist magazinebelievethatsuchcountriesincludeBrazil, India, Indonesia,
Mexico, Turkey and SouthAfrica. In thisregard,the maintenancef financial
stabilityin Russia- in termsof low public debtandits financingby meansof ruble-
denominatediebtinstrumentsmoderateforeign debtof Russiancompaniesand
tradebalancesurplusi is instrumentalin preventingfinancial shocksin caseof
anewi t atp&mt whicmglobalinstitutionalinvestorsbelieveis highly likely
onemergingmarkets.

Takinginto accountthe fact that privateinvestmentsaarenormally procyclical,
it is importantto pay attentionto the risk of suddensalesof assetdy domestic

1 Thedefinitionfit atp & m t denatigfinancialmarketp a r t i csuddenh ys Ot emeligeds o
in May 2013whenthefirst statementdy FederalReserverepresentativesn gradualtightening
of themonetarypolicy afterthe 2008crisisin termsof reductionin the Fedbalanceandinterest
rateriseled to a suddenoutflow of foreign portfolio investmentdfrom emergingstockmarkets
andtriggeredfinancialassetrice shocksandlocal currencyexchangeateshocks.

2 CoxJeff Investorsnow fearinflation andthe FedmorethanCovid, Bank of Americasurveyshows.
CNBC news,March16.2021;Bruno Valenting ShinHyun Song CapitalFlows andthe Risk-Taking
Channelof MonetaryPolicy. SSRN.July 6. 2012;HofmannBoris, Par Taejin. The broaddollar
exchangdareasan EME risk factor.BIS QuarterlyReview,December,2020P. 13i 24.

3 TheEconomistFreeexchangeThe fragile four. March6th.2021.P. 72.
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investors.n future, suchrisks mayariseon the bondmarketin caseof upturnin
inflation and,consequentlyBank of Russiakey rate.lIt is noteworthythatsales
may affectthe marketof foreignc o mp a equites,®o.

The Russianmarketproblemconsistsin the fact thatthe bulk of individual
investmentsis made beyond the framework of pooled investmentschemes
andcorporateandindividual pensionplanswhich makeit feasibleto investon
amorediversifiedbasisanduseprofessionainvestmentgrotectionmethods
recommendedby pensionplan managers.

In 2019-2020,exponentialgrowthin the numberof brokerageaccountsand
activitiesof holdersthereofwasdrivenby 3i 4 largeretailb a n laggiessive
marketingaimedat reorientatingheir customerdo brokerageservice.Specifically,
banksgavepreferencdo directinvestmentsratherthanbeginneri n v e slds®
risky pooledinvestmentsSuchpracticewasnotaccompaniedy substantial
upgradingof the standardof salesof financial productsandinstrumentsfor
example utilization of the openarchitectureorinciplesof salesaswell asfiduciary
standarddor sellersandinvestmentadvisors.Thesefactorsentailedhigherrisks
of unscrupulousalesof financial productswhich may materializein the mid-
term.

Recurringrisks of depreciatiorof the nationalcurrencyareakey obstacleon
theway to formationof domesticsavingsin RussiaMost commonly,depreciation
of theruble proceedsalongoneandthe samescenario A declinein pricesof oil
andcapitaloutflow give rise to depreciatiorof theruble followed by a period of
6-8 yearswhentherubleremainsstableandevenappreciates little (Fig. 63).
Depreciationreducesdomesticsavingsmotivation. Thoughthe exchangerate
liberalizationmeasuresndthefiscal rule introducedin the pastfew years
facilitated reduction in depreciationrisks, structural economic changesare
requiredto managethemin full.

Russiahasseenfour wavesof depreciationof theruble sinceSeptember
1995.During the first wave (from Septembed, 1995till August31,1998)the
averageexchangeateamountedo Rb5.7per$1. After the crisis of August1998
till August2008,the averageexchangeatewasequalto Rb27.5per$1. Starting
from the 2008crisisandduringthe subsequenperiodof lower pricesof oil till
SeptembeR014,the averageexchangeaateremainedat thelevel of Rb31.1per
$1. Thecurrencycrisisof 2014andthe subsequentong-termdepreciationof
pricesof oil up till now led to the stabilizationof the exchangeateatthelevel
of Rb61.7per$1l. Finally, asaresultof the financial crisisof 2020the average
rubleexchangeaateamountedo Rb74.2per$1 startingfrom the beginningof
this year.

Russianc o mp a requéyspéices dependlargely on prices of oil. From
Septembed 995till February2021,the determinationcoefficient(Rz) between
monthlyvaluesof the RTSindexandBrentoil priceswasequalto 0.75(Fig. 64),
which indicatesclosecorrelationbetweentheseindicators.The price of oil still
hasa considerableffectonthe exchangeate,too, particularly,in caseof oneor
otherprice shockson the market.
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Substantiakisksto the financial marketare still posedby sanctionghough
theirimpacton marketp a r t i chelpasioris ratberlimited atthe moment.
Themainchannelnfs a n ¢ timpactendhe financial marketarelimitations
onthe volumesof borrowingsby Russiancompaniesappreciatiorof the costof
borrowedfundsandoutflow of foreigninvestmentsrom the equity market.The
existingsanctionsand currentexpectation®f toughersanctionspreventlarge
companiesandthe governmento borrowon globalmarketsandconsequently
hinderinvestmentactivity of the business.

Finally, oneof therisks of the Russianstockmarketis anincreasen theload
of stateregulationof the marketwhenh o u s e hnmmin slagirfgsareusedfor
fundinginvestmentprojectsselectedby variousagenciesandadirectbanis
imposedonindividuali n v e sinvestmerisn foreignassetsOn the backof
thesemeasureshouseholdsnayloseinterestin investmentsand paternalisnof
individualsasregardsfinancingof their own pensionschemewill increase.




