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Russia has one of the largest and most dynamic emerging stock markets. During the five years after the August 1998 crisis, the Russian stock market has been growing at an average rate of 60% per year, reaching the total market capitalization of $230 billion, as of March 2004. However, the relatively short history, high concentration, and low liquidity of the market have hindered its formal analysis.
The goal of this project is to analyze the financial policy of Russian corporations during the post-crisis period. The focus will be on factors explaining the choices made by the companies and subsequent reaction of the stock market.
 The analysis will be primarily empirical, employing standard financial econometrics methodologies applied to the developed and emerging markets (see Campbell et al., 1997, Bekaert and Harvey, 2003, and many others), although theoretical modelling is not excluded either. The data employed in the analysis include market-wide variables such as risk-free rates, oil prices, and exchange rates as well as company-specific credit and corporate governance ratings, accounting variables, stock prices and dividends coming from different sources, such as http://www.cbr.ru, http://www.rbc.ru, http://www.rts.ru, and http://www.finam.ru. 
Suggested topics for student papers
The impact of corporate governance on company valuations in Russia. It is well-documented that corporate governance (a set of mechanisms ensuring optimal coordination of different company stakeholders’ interests) is one of the most important determinants of firm performance. For example, Gompers et al. (2003) find that U.S. companies with stronger shareholder right protection have higher stock returns and higher market-to-book ratios than their peers. Rachinsky and Black (2002) find that market valuations of Russian companies are positively correlated with their corporate governance ratings. However, the key issue in the empirical studies of this type is a potential problem of endogeneity (firms with higher market valuations may be more likely to improve corporate governance). This project will study factors explaining the dynamics of companies’ corporate governance ratings and the subsequent reaction of the stock market. In addition, this study will compare company ratings issued by different institutions, such as Standard & Poors, Brunswick UBS Warburg, and the Institute of Corporate Law and Corporate Governance.

The IPOs of Russian companies. During the last decade, several Russian companies made initial public offerings (IPOs) of their shares. However, some of these companies (e.g., Vympelcom and Wimm-Bill-Dann) chose to make an IPO abroad, while others (such as RBC and Irkut) did it in Russia. Which factors motivated these choices? What explained the magnitude of the underpricing (the difference between the offering price and subsequent secondary market price) at the IPO? What are the consequences of the IPO for these companies; do they develop more rapidly afterwards? This study will try to answer these research questions, accounting for the specifics of Russia and relating the findings to the vast literature on IPOs in the developed countries (see Ritter and Welch, 2002, for an excellent survey on IPOs).

Comparative valuation of common and preferred stocks of Russian companies. The main objective of this project will be to explore the comparative dynamics of common and preferred stocks of a given company. The main difference between the two classes of stocks is that preferred stocks have limited voting rights and more stable dividend income, which by law may not be lower than dividend income for common stocks. However, in Russia preferred stocks are often traded with a large discount to common stocks. Goetzmann et al. (2002) and Muravyev (2004) investigated a number of potential explanations, such as difference in liquidity, premium for voting rights, and premium for potential expropriation, which however could hardly account for the whole picture. The current project will extend this analysis and study the up-to-date changes in the preferred-to-common stock discounts.
Comparative dynamics of returns on Russian stocks and their foreign depositary receipts. The stocks of many Russian companies are traded not only locally, but also abroad, in the form of American or global depositary receipts (ADRs and GDRs respectively). The objective of this project will be to investigate the spreads between local stock returns and ADR/GDR returns, their dynamics over time and differences across companies, relating the findings to those on other emerging markets (see, e.g., Rabinovitch et al., 2003, on Chile and Argentina). The most challenging task will be to analyze the lead-lag relationships between the two types of returns, using high-frequency (intra-day) data. This will shed light on the process of the information dissemination and price discovery at different stock markets. Another interesting problem will be to analyze the profitability of the trading strategies exploiting the potential price discrepancies between the local and foreign markets. 
The analysis of dividends paid by Russian companies. The practice of dividend payments in Russia is very distinctive from that in the West. In the developed countries, the shareholder meeting decides about the dividends and then, after the registration date that fixes the list of shareholders eligible for dividends, the stock price falls by the amount of tax-adjusted dividends. In Russia, the stockholders do not know the exact amount of dividends at the registration date; it is decided at the shareholder meeting, which takes place afterwards. Given this uncertainty, it is very interesting to study the magnitude of stock price changes at the registration and shareholder meeting dates and relate it to the actual amount of dividends and company characteristics. The anecdotal evidence suggests that large unexpected dividends are perceived very enthusiastically by the shareholders, which is in line with the signaling hypothesis also supported in the US (see, e.g., Asquith and Mullins, 1983).

Choice of the capital structure by Russian companies. This is a broader and more challenging topic compared to the previous ones. The goal of this project will be to study the dynamic policy of managing liabilities by Russian companies. The typical choices faced by the companies (see Megginson, 2001, for a survey) are between debt and equity, common and preferred equity, short-term and long-term debt, local-currency and foreign-currency denominated debt, bank credits and open market bond issues, etc. The stress will be on how changes in the capital structure (e.g., new bond issues and dividends) are related to developments in the local and international financial markets, in particular, changes in interest rates and taxation.
The value of experts’ recommendations at the Russian stock market. In a semi-strongly efficient market, one cannot earn abnormal profit based on publicly available information. This project will investigate whether the trading strategy based on publicly disclosed portfolio recommendations of leading Russian financial companies yields abnormal returns relative to the benchmark strategies (see Barber et al., 2001, for a similar study of US security analysts). A side result of this project will be the ranking of the portfolio managers based on the accuracy of their forecasts. 
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� The current project continues the last-year project on portfolio management in Russian stock market, which concentrated on the analysis of risk factors explaining the cross-sectional differences in returns, construction of an optimal portfolio of Russian financial assets, benefits from international diversification, and performance evaluation of Russian mutual funds.
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