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Collaboration Among OECD, APR Countries And Russia Regarding Capital Markets Integration Processes
1. Collaboration between the OECD and Russia
At present Russia is negotiating its accession to the Organization for Economic Cooperation and Development (OECD), this is an important step towards integration into the world community. The process of accession to the OECD implies a series of liberal economic reforms in order to harmonize national laws and international standards. During the joining process, it is allowed to gradually (step by step) adopt liberalization measures in accordance with the development characteristics of the national economy and financial market, to introduce reservations and transition periods.
Having ratified in 2012 the Protocol of Accession to the WTO, Russia has fulfilled one of the compulsory conditions for joining the OECD. In addition, Russia has taken a number of steps towards the liberalization of capital movement in the context of the OECD requirements [1-4]: the facilitation of foreign issuers’ access to the Russian market and that of Russian issuers’ access to foreign markets, the increase in the maximum limit of foreign participation in strategic business entities, etc.
At the same time, disagreements on foreign investors’ access to the local market and on the removal of restrictions on money and capital movement still remain between the Russian legislation and the OECD guidelines [3–5], because the unconditional acceptance of certain requirements may result in risks for the Russian economy. The objectives of our study are: to analyze foreign countries’ experience in entering into the discussable commitments and to elaborate the OECD accession roadmap which would take into account the achievement of the optimum level of financial depth to attain the global goals of economic development. For the analysis we selected EU and APR countries, mostly recently joined to the OECD and applicants for the accession (Russia, China).
2. Discussable OECD requirements on the financial market liberalization
2.1 Recommendation on the revision of the 50% quota for foreign participation in the total capital of Russian banks and on the repeal of the ban on establishment of foreign companies’ branches in the banking sector [6, 7]
The main risks of the entering into this commitment are: exclusion of national banks from the market by non-residents, an increase in the dependence from fluctuations in the world markets, the risk of establishment of foreign branches with the insufficient level of financial stability.
In a number of emerging financial markets (Poland, Czech Republic, Estonia) in the 1990’s (1992 – the liberal currency reform in Estonia, 1995–1996 – Czech Republic’s and Poland’s joining the WTO and the OECD) all the barriers to the foreign capital flow into the banking sector were removed: non-residents were allowed to establish branches and buy controlling stakes in domestic banks. This led to a rapid expansion of foreign banks: in 2009 the share of non-residents in the total banking assets ranged from 68% (Poland) to 99% (Estonia) [8, P. 34-36].
On the other hand, the APR countries (China, Japan, South Korea) used the model of gradual liberalization of capital movements. For example, China introduced the transitional periods for entering into this WTO commitment, the quotas for foreign participation in the banking capital, the bans on conducting retail business for foreign banks’ branches [9, P.331-334]. In fact, China still has two financial markets with different rules of operation and fiscal management - for residents and non-residents. In South Korea the purchase of domestic banks controlling stakes by non-residents was allowed only after the financial crisis of 1997, and the increased capital requirements to foreign banks’ branches are still in force [10, P.21, 23]. As a result, the non-residents’ share in the total banking assets in 2009 amounted to 1.2% for China and Japan and to 19% for South Korea [8, P. 34-36].
The latter approach is preferable for Russia, as it is aimed at improving the competitiveness of domestic banks and at the preservation of the national security.
2.2 Recommendation to remove restrictions on private pension funds investment in foreign securities [3]

Many developing countries use quantitative restrictions on foreign collective investment. In Russia, the total share of foreign securities has to not exceed 30% of private pension fund (PPF) [11]. For comparison, in Poland open PPF are allowed to invest in foreign equities no more than 5% of their funds. In South Korea it is not allowed to invest in the foreign currency assets more than 20% of individual pensions. [12, P.60-88]. In China, foreign investment of pension reserves is prohibited [13, P.7].
According to several studies, the PPF development positively affects the depth of domestic financial markets [14, P.59], and the promotion of investment in the local market prevents the capital outflow during crises. In this connection a gradual transition to removing current restrictions seems justified.

2.3 Recommendation to remove the ban on the placement and circulation of the Bank of Russia bonds among non-residents [3]

Central banks bonds are used in countries with an undeveloped public debt market or a budget surplus for regulation of the banking sector liquidity. For example, the National Bank of Poland and Czech National Bank issue short-term bills which purchase is only allowed to domestic banks and which volume depends on the level of liquidity. The Central Bank of China also issues its own bonds, but since 2012 non-residents have been allowed to buy them, and there are quotas for foreign investment [14, P.1].
On the base of the Bank of Russia statistics [15] on the use of various monetary policy tools in 2006-2012, we concluded that the Central Bank bonds were an effective tool for liquidity sterilization during the pre-crisis period and the period of economic recovery in 2010-2011: their share in the total volume of sterilization instruments was 30-50%. There are studies [16, С.12] confirming that the high (20%-50%) share of non-residents among holders of the Central Bank bonds adversely affects the effectiveness of this tool. Thus, the unconditional acceptance of this commitment is not desirable.
3. Diagnosing the levels of development of the financial system (the system of financial depth indicators) and the achievement of the optimum through capital market liberalization (comparison of the OECD countries and Russia)
In the research part there is an important question about the interdependence of the financial and real sectors development, and the assessment of the balance of financial market depth indicators for the compared countries. Is a membership in the OECD and the adoption of the relevant principles of economy regulation and capital market liberalization an evidence of the stability of the financial system, its ability to meet the needs of the real sector?
As the key indicators for the comparison of markets on the positive impact of the financial sector on the economic development (the level of this development and its dynamics can be diagnosed by such indicators as GDP per capita, the share of investment in GDP, net inflow of foreign direct investment, the level of financial institutions development, protection of the rights and freedoms) one can consider a set of indicators characterizing the level of monetization of the economy (the availability of liquidity), the velocity of money in the economy, the impact of the financial sector on the economic growth through the credit availability, the involvement of different investor groups in the equity of companies, artificial «freezing of liquidity» in reserves.

In this study we made a comparison of the OECD member countries and the applicants for the accession (Russia, China) by financial depth. Russia can be characterized as a country extremely unbalanced on the financial development. The external manifestations of this imbalance are: a sharp drop in the stock market during the financial crisis (2008-2009), when the fall from the end of 2007 to the end of 2008 was more than 70%, the highest decline in the stock index of developed and emerging markets; the stock market stagnation in 2010-2012; the high post-crisis inflation (6.8% in Russia, while in China, Japan, S. Korea inflation does not exceed 3% in 2009-2011 [17]) and expensive money in the economy (the real interest rate on loans), and as the result, the low rate of GDP growth. According to such an indicator of financial depth as monetization (calculated as «Money / GDP»), at the analyzed time interval (2009-2013) Russia ranks 60-70th in the world (for example, in Japan the «Money supply M2 / GDP» indicator was 161.8% in 2010, in Germany - 184.1%, in Poland - 55.4%, and in Russia - 43.3% [17]), according to loans saturation («Loans / GDP» indicator) Russia ranks 64-72th in the world. The economic regulation focuses on liquidity freezing: Russia is among 10% of countries having the highest "International reserves / GDP" indicator, the "Final consumption of government / GDP" ratio is also high. The share of shadow cash flow is significant: Russia is among 25% of countries with the highest share of cash in circulation («Cash / Money Supply» indicator). There is also a regional imbalance of liquidity. For example, it may be considered such an indicator as the proportion of banks in Moscow (or another region) on the correspondent accounts of the Bank of Russia. In 2013, for Moscow this ratio is 75% (in the beginning of 2005 it reached 85%), indicating a high concentration of liquidity in the country.
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