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ABSTRACT

Strengthening cooperation of the Eurasian Economic Union member-countries is the best solution to mitigate trade wars,
unfair competition and worsening of international economic relations. The article reveals the significant correlation of the
stock indices based on the analysis of the Eurasian Economic Union (EAEU) stock markets. The objective of the article is
to introduce recommendations aimed at optimising cooperation of EAEU member-states and expanding their interaction
in the financial sphere. Bloomberg data for 2000-2017 together with Excel tools have been used which allowed to prove
the hypothesis of interdependence between the most developed stock markets: Moscow and Kazakhstan. The graphical
analysis of the research has showed that a correlation between the indicators of these stock trading floors appeared in
2008, when the effects of the global financial and economic crisis were being overcome. There was no interdependence
between the indices of the Moscow and Kazakhstan marketplaces until 2007. The research has showed that the EAEU
stock market indices depend significantly on the production of raw materials and commodity prices. In the conditions of
the financial relations development, the EAEU has proposed to use the world experience of strengthening the economic
cooperation of European countries and their methods to overcome the crisis phenomena of the 1950s. The EAEU has
to harmonize financial policies and financial relations, simplify entrepreneur access to lending, improve tax breaks for
exporters of manufactured goods and grant subsidies to new sectors of the economy. The European experience can help
the EAEU to overcome difficulties and solve cooperation problems.
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AHHOTAUUSA
YkpenneHue coTpyaHuyecTsa cTpaH EBpasmitckoro 3kOHOMMYECKOro Cot3a — ydllee pelleHne o CMAryeHns nocnencT-
BWI TOProBbIX BOWH, HEAO6POCOBECTHOM KOHKYPEHLMM U YXYLLLIEHUS MEXAYHAPOLHbIX SKOHOMUYECKMX OTHOLEHWIA. B cTa-
Tbe NpeACTaB/ieHbl pe3ynbTaTbl aHaM3a MHAEKCOB GOHAO0BbIX PbIHKOB EBpa3mnickoro akoHommyeckoro coto3a (EAIC), Ha
6a3e KOTOpbIX BbISIBNEHA MX 3HAuUWUTeNbHas Koppensaums. Llenb ctatbn — pa3paboTka pekoMeHAaLMii, HanpaBAeHHbIX Ha
ONTUMM3ALMIO COTPYAHMYECTBA CTpaH — yneHoB EASC u paclumpeHve B3anMonencTamns CTopoH B puHaHcoBor cdepe. Mc-
nosb30BaHbl AaHHble Bloomberg 3a nepunoa 2000-2017 rr. u TexHonorus Excel, yto no3sonunno Ha 6aze nybamMKyeMbix UH-
[ekcoB ToproBbix nnowanok EASC noatsepauTb rmnoTtesy 0 B3aMM0O3aBUCMMOCTU Hanbonee pa3BuTbiX GOHA0BbIX PbIHKOB:
MOCKOBCKOIO M Ka3axCTaHCKoro. (paduyecknin aHanms uccnefoBaHMs Nokasan, Yto Koppensuus nokasartenen ykasaHHbIX
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TOProBbIX MAOLWAfoK Bo3HMKAA B 2008 r.— B nepuon NpeoLonieHnst NocnencTBuin rnobanbHOro GMHaHCOBO-3KOHOMMYE-
ckoro kpusuca. [lo 2007 r. B3aMM03aBMCMMOCTU MHLOEKCOB MOCKOBCKOW M Ka3axCTaHCKOM TOProBbixX NAOLWAA0K He Habnto-
nanoce. [NpoBeneHHOe McCnenoBaHMe NoKasano, YTo MHAEKCH GOHAO0BbIX PbIHKOB EASC B 3HAUMTENbHONM CTENEHM 3aBUCAT
OT NPOM3BOACTBA CbIPbsl U LLEH HA CbipbeBble TOBapbl. B ycnoBusax pa3suTus GuHaHCOBbIX OTHoweHui EASC npepnoxeHo
MCNoNb30BaTb MUPOBOW OMbIT YKPENIEHUS1 SKOHOMUYECKOTO COTPYAHNYECTBA EBPONENCKUX CTPaH M METOAbI NPEOA0NEHUS
UMUK KpM3UCHbIX sBneHni 50-x rr. XX B. EASC Heobxoamma rapMoHm3aLnms GUHaAHCOBOM MOMUTUKM U PUHAHCOBBIX OTHOLLE-
HWIA, ynpoLleHue foCTyna NpeanpuHUMaTeneit K KpeauToBaHMI0, COBEPLLEHCTBOBAHME HAIOMOBbIX JIbFOT 3KCNopTepaM npo-
MbILLUNEHHbIX TOBAPOB M NOPsAKa NPefoCcTaBAeHNs Cy6Cuanii HOBbIM OTPaCaSIM 3KOHOMMKU. Micnonb30BaHMe eBponenckoro

onbiTa B EADC MoxeT cnocobcTBOBaTb NPeooNeHU0 MpoBAEM M pELIEHNIO 33434 COTPYAHMUYECTBA.
Knroueeble cnoea: EBpasninckmii 3KOHOMUYECKMI COO3; POHAOBBIN PbIHOK; MHAEKCHI; 3KOHOMUYECKOE COTPYAHUYECTBO

Ana yumuposarus: SpbirvHa W.3., Manosa I.C., Jlykawenko W.B., Pyurpok K. Bbi30Bbl pOHA0BbLIX pbIHKOB EBPa3MiCKOro 3KOHOMUYECKOro Cot3a:
aHanuTMyeckuit nopaxon. @uHarcsl: meopus u npakmuka. 2018;22(6):82-94.DOI: 10.26794/2587-5671-2018-22-6-82-94

INTRODUCTION

When establishing the Eurasian Economic Union, the
member-states had simple and noble aims. They joined
forces, their knowledge and capabilities to protect
their sovereignty and independence more efficiently,
to strengthen their roles international and global af-
fairs, and to foster their internal economic, political
and social development based on mutual respect and
recognition of the specificities. These are legitimate,
fair and logical tasks, compatible with the aims and
principles of contemporary international law. Member-
countries have proved that it is possible to achieve
these goals. Coordination of efforts, activities and
policies of the member-countries on a many issues has
had a positive impact on the international economy
and finance. However, the results could have been more
impressive if the cooperation of the members of the
Eurasian Economic Union were stronger.

Today, the Eurasian Economic Union is an economic
union consisting of the following states: Armenia, Be-
larus, Kazakhstan, Kyrgyzstan and Russia. The treaty
came into force on the 1t January 2015. This Union
provides a single market for the 183 million inhabit-
ants of the countries. This region has a gross domestic
product of $ 4 trillion according to The World Bank.
The single market provides free movement of goods,
capital, services and people. It also allows each member
to use common policies for their macroeconomic sec-
tors such as transport, industry, technical regulation,
agricultural, energy, foreign trade and investment and
competition.

Provisions for a single currency and greater integra-
tion are envisioned for the future [1]. The daily work
of the Union is performed by the Eurasian Economic
Commission, similar to the European Commission. The
main objective of the Union is to establish economic de-
velopment between the countries. The great attention
is paid to the stock markets and the possible alliances.

According to the experience, development of
companies exporting and importing their goods and
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services to and from of the Eurasian Economic Un-
ion countries is the basis for the mutual influence

of these countries stock indices. Therefore, we have

started with the dynamics assessment of the trade

volumes between the EAEU countries and researched

how the macroeconomic indicator has changed. Then
we compared the stock indices of Russia, Armenia,
Belarus, Kazakhstan and Kyrgyzstan. We have started

from the year of 2000.This year preceded the creation

of the Eurasian Economic Community. Even though
Armenia was first not included in the EAEC, we have

mentioned it in our statistics. Armenia has the status

of the observer from 2003. We wanted to make the

statistics more representative. We chose 2017 as the

last year for the statistics. The research considers the

trade turnover of goods and services between all five

EAEU countries. If the data is available, the indices of
2018 will also be presented.

Since there is no data available on the Armenian,
Belarus and Kyrgyzstan stock markets, the research
paper contains the data of the last two countries; the
analysis of one minor Eurasian stock market the KASE
(Kazakhstan Stock Exchange, Kazakhstan) and one
major stock market the MCX (Moscow). Strengthening
relations between the stock markets is important for
some reasons. The relationship can have both positive
and negative effects on fiscal and monetary policies.
According to Gavin, a fast developing stock market can
have positive effect on total demand [2]. This proves
the relevance of this research.

The two neighbour countries have high trade level
with each one another. Russia is the second largest
receiver of exports from Kazakhstan consisting of
11.8% while Kazakhstan is the 10t largest receiver of
exports from Russia consisting of 3.1%. Furthermore,
the market capital size of the MCX index is reported
by Bloomberg to be $ 9.97 trillion, while the KASE in-
dex (KZKAK: IND) is $ 346.59 billion. It suggests that
the MCX is the major index while KASE is the minor
index. The study has been conducted to establish the
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relationship between the two countries and their in-
terdependence of one another. The stock markets have
been compared along with the major groups in each
market to understand the structure of the indices and
to explain a high correlation between the two markets.
The project begins with a brief literature review to
identify previous researches conducted in this area fol-
lowed by the methodology. Then, there is a graphical
analysis containing a detailed analysis of the Eurasian
markets. It is followed by a separate external analysis
that has used a European and United States index to find
external impacts on the Eurasian markets. Further, the
calculations have been presented, an economic recom-
mendation for the non-developed markets of Armenian,
Belarus and Kyrgyzstan followed by the conclusion.

LITERATURE REVIEW

Researchers, Jochum, Kirchgassner and Platek performed
a study on the consequences of the financial crisis of
1998 relating to the Eastern European stock markets,
including Russia (ROS). They concluded that there was a
striking difference between the stock markets of Eastern
Europe and Asian economies. The research has revealed
that this happened due to significant influence from
political and economic shifts in Russia.

When investigating the volatility of eastern Euro-
pean countries, Rockinger and Urga used stock markets
of the Czech Republic (PX50), Poland (WIG), Hungary
(BUX) and Russia (ROS) [3]. They used a comparative
analysis with FTSE 100 of the United Kingdom as a
benchmark. They found out that shocks in FTSE 100
were mostly positively related to the markets in the
Czech Republic and Poland. The shocks were not re-
sponsive to the Russian or Hungarian markets.

In a more recent study, the long relationship be-
tween the stock markets using daily data of the US
(S&P), Germany (DAX), Russia (MCX), Hungary (BUX),
Czech Republic (P150) and Poland (WIG) was conducted
by Yang, Hsiao, Li and Wang [4]. This study concen-
trated on the Russian crisis of 1998, where the results
showed strengthening of the Russian market afterwards.

A favourable exchange rate can be the cause of in-
creased exports out of a country. Economic theory
suggests that when one country exchange rate declines
in value against the currency of another country, this
may increase the demand for goods from a country with
the weakening currency. Therefore, as exports increase,
higher revenue intake from exporting companies may
reflect higher stock trends due to stronger balance
sheet performances. Neih and Lee have explained that
exchange rates and stock markets can play an important
role in the development of an economy [5]. In case of
Russian economy, ruble suffered two major weaken-
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ing in 2008 and 2014. There exists an argument that
external forces were the major factor of this decline as
the foreign sanctions had caused a decrease in Russian
oil exports. It increased domestic goods prices and
declined the country’s GDP [6]. Although this study
may reveal some interesting developments, it should be
noted that some economists have found out that there
is no significant relationship between exchange rates
and equity prices [7]. Therefore, the exchange rates for
each country ought to be excluded from this analysis.
There are many studies available that have previ-
ously observed the stock markets of the Eastern Euro-
pean countries and Russia. However, a gap remains in
the research of the stock markets of Eurasian countries.
As there is no available information for Belarus, this
research has focused primarily on the Russian stock
market (MCX) and the Kazakh stock market (KASE).

METHODOLOGY

The collected data consist of daily data of the prices on
the internal study of Kazakhstan (KASE) and Moscow
(MCX) stock indices and include an external study
of the German (DAX), United Stated (S&P500) stock
indices. The daily data belong to the period of 12 July,
2000 (when the Kazakh stock market started), to No-
vember 2017. The combination of the Bloomberg data
and the data pooled by Excel tools has produced the
most accurate and correct results.

The initial equation for the study is as follows:

MCX =, +pB, x KASE +¢,. 1
Where:
€= ErrorTerm .
t = Time Series Daily Data.

Each variable has been concluded to be stationary
in returns. Hence, an Ordinary Least Squares (OLS)
regression has not been adequate due to the use of
data in levels.

Testing of the hypothesis:

To prove that there is interdependence between
the Moscow stock market as the major index and the
Kazakh stock market as the minor index®. To prove
that this statement is correct, the following condition
should be satisfied, where a correlation:

But: Corr (M, K) >0.7

0.7 is taken as correlation, if the figure above can
be deemed to have a strong uphill (positive) linear
relationship.

* Sberbank. Credit Ratings. 2017. URL: http://www.sberbank.
com/investor-relations/debt-profile/credit-ratings (accessed
16.08.2018).
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Fig. 1. Values (prices), traded volumes, the correlation coefficient of Moscow and Kazak stock indices

Source: Bloomberg terminal.

GRAPHICAL ANALYSIS:

INTERNAL ANALYSIS
The first step is to interpret and analyse the graphs
used for identifying the behaviour and trends of the
data during the chosen period. Graphs are good to get
the general idea of data behaviour. Bloomberg provides
several types of graphs to identify facts faster and in
a more logical way. As the most suitable tool for this
kind of data, this research consists of line charts alone
(Fig. ).

We have started with the stock indices that are
the primary focus othe study between Russia (MCX)
in solid and Kazakhstan (KASE) in the long dash. It
is clear, that the markets are independent of one an-
other until mid-2016. The major factor of this is the
significant fact that the KASE index only consisted of
seven company groups before 2006. The initial accel-
eration of the KASE index is a result of the inclusion
of a new group, KAZ Minerals PLC, that now accounts
41.09% of the weighted share of the index (Tabl. I).
The indices were at high levels from 2006 until the
beginning of the Great Recession in 2008. The high
levels corresponded to the global stock markets that
went up before their eventual collapse. The global
recession had a contagion effect, evident in the North
stock markets. In this period, there was a decline in
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MCX by 73.74% and the KASE by 78.28% as investors
lost faith in the markets. After this period, the two
indexes remained highly correlated as can be seen
in Figure 1.

The Flash Crash of 2010 indicated on the above
graph is an event that affected stock markets across
the world, starting with the US markets. The event
had a substantial impact on both the MCX reducing
its value by 20% and the KASE by 29.45% [8].

Another significant drop of both indices was hit-
ting lows on 25 May, 2012, when the price of oil hit a
7-month low, two days before [9]. The MCX dropped
by 22.94% and the KASE dropped by 23.15% during
this period.

The movement of the stock markets from the begin-
ning of the Ukrainian political crisis in February 2014
followed by the sanctions in the beginning of March
is of further interest. The events and sanctions of this
period have had a long-term impact.

The final peak in each variable on 8 November, 2016,
was the response to the result of Trump’s victory at
the US presidential election. The election result was
a response to the potential softening of relations be-
tween the US and Russia. It caused the MCX increase
by 14.48% and the KASE by 21.23%. Eventually, the
optimism seized with the MCX declining in January
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Table 1
The industrial structure of the KASE index
Sector Mining oil Banking Communications Electricity
Weight of shares (%) 41.09 21.66 14.24 16.57 6.45
Source: Bloomberg Terminal.
Table 2
The industrial structure of the MCX
Sector Mining Oil Finance | Communications Retail Steel Electricity
Weight of | 4023 4335 20.25 5.23 773 3.78 3.3
shares (%)
Sector Transport | Beverages | Chemical Construction Conglomerate | Manufacturing | Agriculture
Weight of |5 45 0.88 0.99 0.95 0.44 0.53 0.22
shares (%)
Source: Moscow Stock Exchange.
Table 3
Correlations of price movements
LR DT, Nornickel Gazprom Sberbank
Kazakhstan Groups .
KAZ Minerals -0.1124
KAZ MunaiGas 0.4082
Halyuk Savings Bank 0.7183

Source: Bloomberg Terminal. Data processed by use of Excel.

2017 and the KASE remained stagnant. Both indexes
reacted positively to the election.

The figure above shows the information retrieved
from Bloomberg, containing the members of the KASE
index. It has revealed interesting facts that help to
determine the movements of the stock market. The
most interesting fact is that 21.66% of the stock market
share depends on oil companies that are mostly pri-
vately owned. With the inclusion of the copper mining
company Kaz Minerals, the total weight for companies
involved in the production of raw materials is 62.75%.
This statistic reflects how changes in oil or copper
prices impact on the movement of the KASE index,
before considering macroeconomic reasons.

Today, the MCX is made up by 50 companies. We
present the division of the index by industrial sectors
in Table 2.

This information has been retrieved from the
Moscow Stock Exchange, which released this data on
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22 September, 2017 (Moscow Exchange, 2017). From the
groups listed above, oil-based groups represent 43.35%
of the index. In February 2017, Russia was suggested to
be the biggest oil producer in the world [10]. Including
the mining industries, this figure further increased to
55.06% of the market weight. This figure was just below
20% of the KASE index but still represented a strong
dependence on the production of raw materials where
the price changes in commodities might impact the
movement of the market.

For relevance, it is important to find the relation-
ship between the largest groups in each index and
to compare them by correlation using Excel (Tabl. 3).
Three largest sectors in each index are oil, finance
(banking) and mining. Therefore, the three largest
companies in each sector of each index have been
used in a comparative study. These companies are
the Kazakh mining company KAZ Minerals PLC and
Russian Mining company Nornickel, Kazakh oil and
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Mutual trade turnover of countries- members of EAEU
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Fig. 2. Mutual trade turnover of EAEU member-countries
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Source: the authors’ calculations based on the Bloomberg data and analytics system. The date of the reference is 01.09.2018.

gas company KAZ MunaiGas and Russian oils and gas
company Gazprom, Kazakh banking group Halyuk
Savings Bank and Russian banking group Sberbank. It
is important that the companies rely on each another.
The table below represents the correlation results of
the company’s price movements from major industrial
groups, followed by the analysis.

First, the mining companies KAZ Minerals from
the KASE index and Nornickel from the MCX index
have been analyzed. As it can be seen from the table,
the two groups have a negative correlation. It can be
determined by the fact that KAZ minerals is a copper
mining operation, while Nornickel is predominately a
nickel and palladium mining operation. Although they
are in the same operating sector, both companies most
likely rely on the price movements of their relevant
metal markets for revenue. It explains the negative
correlation between these two groups’ stock prices.

The second correlation concerns the oil industry. It
features KAZ MunaiGas from the KASE and Gazprom
from the MCX. The two groups have a moderately
positive relationship. It is a consequence of the fact
that they both produce oil and gas to the same markets.
The reason why they are not as positively correlated
as expected may be that each company has different
contracts with different countries.

The final correlation is in the banking sector. The
groups include Halyuk Savings bank from the KASE in-
dex and Sberbank from the MCX. The banks are shown
to have a strong linear relationship. The reasoning
for this strong correlation can begin by observing the
banks credit ratings by the credit agencies. The Halyuk
bank has a BB rating, while the Sberbank rating is Bal.
Both ratings fall in the speculative grade with noth-
ing dividing them. It suggests that the investors have

no incentives to pick one over the other, regarding
a return, which may be the cause for their relatively
close price movements.

From this analysis, we have concluded that the
largest mining companies are negatively correlated as
they produce different raw materials. The two largest
oil and gas companies from each market are moder-
ately correlated as they produce the same outputs. The
two largest banking groups are strongly correlated as
they have the same credit ratings which make them
inseparable to each other for investors.

GRAPHICAL ANALYSIS:
EXTERNAL ANALYSIS
Our external analyses consider the trade turnover of
goods and services of all five member-countries. The
graphical result of this study is shown in Fig. 2.

Where abbreviation of KzKr means Kazakhstan-
Kyrgyzstan, BKr means Belarus-Kyrgyzstan, A means
Armenia, R means Russia.

Due to the great difference in the turnovers of
the countries (in millions of the US dollars), it is
reasonable to consider in one graph only relatively
close to each other countries indicators. Thus, the
group of RKz and RB trade turnovers has been re-
ceived (Fig. 3).

As it is clear from the figure above, the dynamics of
mutual trade between Russia and Kazakhstan, Russia
and Belarus was almost the same with a slight differ-
ence in magnitude. There are two declines caused by
the crisis of 2008 and the introduction of the anti-
Russian sanctions in 2014. There is a certain time lag.
The EAEU foundation can explain the further rise of
considered indicators, but the number of the observa-
tions is insufficient for such a conclusion.

FINANCETP.FA.RU @
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Fig. 3. The highest trade turnover for the group of countries (mln, $)

Source: the authors’ calculations based on the Bloomberg data and analytics system. The date of the reference is 01.09.2018.
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Fig. 4. The second trade turnover for the group of countries (mln, $)
Source: the authors’ calculations based on the Bloomberg data and analytics system. The date of the reference is 01.09.2018.

Another group of interest is a group, consisting
of figures of trade turnover between Kazakhstan and
Kyrgyzstan, Belarus and Kazakhstan, Russia and Kyr-
gyzstan, Russia and Armenia (Fig. 4).

The graph shows the same interdependence, the
rises and falls and the value growth in the last two
years. It is only the relationship between Kazakhstan
and Kyrgyzstan that lacks the tendency. As for the
turnovers between Armenia and Kyrgyzstan, Arme-
nia and Kazakhstan, there was no correlation in their
development.

A position in the list of trading partners has a big
growth potential. It is only Russia that holds the first
places in its partners’ list (except Kyrgyzstan, where
Russia is the second in the list). The other countries
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are on third, or even seventieth places in their trad-
ing partners’ lists (Kyrgyzstan is the 76" partner for
Armenia; Armenia is 80" in the list for Kazakhstan).
Of course, it can be partly explained by the size of the
countries’ economies. However, the positions were
higher in previous years.

All indicators show the need for closer cooperation,
recovery of the companies’ integration level that will
lead to a deeper stock indices correlation of the EAEU
member-countries.

The analysis of the Eurasian indexes including the
two indices from the USA (S&P500) and Germany (DAX)
focuses on the events which caused large movements
in the external markets and determines if they had a
contagion effect on the Eurasian markets. Figure 5 shows
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the MCX in solid line and the S&P500 in long dash line.
First, the MCX index had greater fluctuations compared
to the S&P while they were heavily correlated at all times.
As seen in the first shaded area of the solid lanes graph
on the upper screen of Fig. 5, the S&P is on a downward
trend reflecting the crash of the dot-com bubble, when
the stock markets in the US suffered from excessive
speculation due to the extreme internet development.
The MCX was not affected by this event since it included
a few technological companies. It continued going up
while the S&P was declining.

Both indices were affected by the financial crisis,
which began with the collapse of the Lehman Brothers
in September 2008. Initially, the MCX had been on a
downward trend before the crisis caused the S&P col-
lapse. This situation is reflected in the second shaded
area of the upper screen in Fig. 5.

Some economists have determined the recent strong
upward trend in the S&P by the American companies
buying back their own stock as the borrowing costs
were ultra-low [11]. The figure reported from the shares
buyback was about $ 4 trillion [12]. It was not the same
for the MCX as some of the groups were predominantly
state-owned and the borrowing costs were not as cheap.
Therefore, it is difficult to analyse the data.

Figure 6 shows the KASE index in solid line and the
S&P in long dash line. It is clear that the KASE index was
not affected by the dot-com crash as it is a relatively new
index and had no technological companies listed on their
index. Before the financial crisis, the indices were nega-
tively correlated. This changed, however, as both indexes
decreased significantly with global indexes during the
financial crisis. The shocks and highs of each index did
not follow the significant trend. Except the beginning
of 2016, when both indexes fell down due to a drop in
Chinese equities and oil prices at 12-year lows [13].

Fig. 7 displays the MCX index in solid and the DAX
index in the long dash. The both indices had a similar
trend. Their correlation was high throughout the entire
period. Similarly, the dot-com crash was observed at
the beginning of the period with the DAX in a down-
ward trend and the MCX remaining largely unaffected.

Fears of the US recession (Landler and Timmons,
2008) caused a shock in both indexes in January 2008,
before the ultimate decline of both markets which had
a greater impact on the DAX. It caused the MCX drop
by 18.49% and the DAX by 20.18%.

After the financial crisis, both indices were gradu-
ally increasing before they both were impacted by the
European sovereign debt crisis. The credit rating agen-
cies then warned about the downgrade of credit ratings
in 15 European countries [14]. The MCX dropped by
17.25% and the DAX by 23.57%.

FINANCETP.FA.RU @

The next significant drop that affected both markets
took place in October 2014. As the fears were growing
with the falling inflation and disappointing US eco-
nomic data, the shares were falling across the EU and
the US [15]. Again, in August 2015 the indices suffered
a contagion effect, when a large drop in Asian Equities
caused panic in the markets in Europe and the US [16].

Figure 8 at the previous page presents the data of
the KASE index in solid line along with the DAX index
in long dash line. The KASE index was not affected by
the DAX until January 2006, similarly to the S&P. The
correlation was rather weak in the pre-crisis period
but it strengthened afterwards.

Both indices suffered from the financial crisis. There
were few shocks from the DAX index that went to the
KASE index, but for the European sovereign crisis. A
significant drop in both affected the KASE by 21.87%
and the DAX by 237%.

CALCULATIONS
This section includes the percentage changes obtained
for the graph analysis. The equation of the index’ value
change for the Tabl. 4, given below is:

AMCXZ(Vf_Vi)/Vi @)

Where:
Vf = Indexvalue at the end of the considered period.
Vi = Indexvalue at the begining of the considered period.

The calculations show that, when an external shock
occurs in any stock market, the markets will decrease
at a substantially close level, indicating that there is a
strong case for contagion effects between the relevant
markets.

The final calculation represents the correlation
result of the two main indices, the MCX and KASE. The
sought coefficient is 0.785943. As the high correlation
is above the hypothesis of 70%, the null hypothesis can
be accepted. It indicates that the two stock markets
are interdependent. The data values, taken from the
Bloomberg, have proved this correlation. Weekends,
holidays and non-matching figures have been removed
by means of Excel tools. In the research, the daily data
has been used. The period under consideration is: from
the beginning of the KASE index on 12 July, 2000, until
November 2017: the data for 17 years. No lags have
been used in the calculation since they are not relevant
to this research method. The industries represented
in the KASE include energy, banking, electricity and
mining companies, while the MCX’s — include energy,
banking, mining, retail, technology, transport, electric-
ity and steel. The KASE index represents nine groups
while the MCX index represents 50 groups.
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Table 4
Changes of the MCX and KASE indices influenced by the external shocks (%)
S0t Recession b Oil price .US . Fears of US Europe.an
shock decline crash 7-month low Presidential Recession Sovereign
Stock index 2010 Election crisis
MCX 73.74 20 22.99 14.48 18.49 21.87
KASE 78.28 29.45 23.15 21.23 20.18 23.57

Source: Bloomberg Terminal.

RECOMMENDATIONS
FOR DEVELOPING ECONOMIES

It may be reasonable to use the European Union as
an example of how countries can work together to
strengthen and develop their economies. To be exact,
the case study of the Republic of Ireland, that was
a very under-developed country in the 1950s. It re-
lied heavily on its agricultural sector which had slow
growth. The country was characterized by a closed
economy of protectionism and self-sufficiency. Over-
dependence, reliance on one economic sector and
lack of trade have resulted in a stagnant economy,
for example, the position of Belarus and Kyrgyzstan
in the Eurasian Economic Union.

To break the economic deadlock, Irish economy,
had to introduce many economic policies to turn to
the economic development. These policies included
the following steps:

o better access to loans for commercial;

 the courting of foreign investment;

e improved government grants to new
industries;

o tax relief for manufactured exported goods.

The tax relief facilitated major advances in the
industrial sector, responsible for the overall economic
growth of 23% by 1963. This new strategy resulted in
80% of investment coming through foreign capital by
1965. During the 1960s, this attracted 350 new foreign
companies. It helped to raise employment with well-
paid jobs which also increased domestic demand. A
critical factor of the Eurasian Economic Union is the
free trade that enables the development of involved
countries. Not being the EU member, Ireland would
have been of little interest to investors.

Similarly, an economic union for the EU members
may be a vital component of the future development.
A part of the Irish economy development was the mass
turnover of public enterprises into private sector. The
commercialisation of 21 state-owned enterprises
helped to increase efficiency of operations and gen-
eral competition in the companies and their markets.
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Another important factor for the development
of Ireland was the loosening of structural rigidities
including trade unions, farming interests and gov-
ernment wage levels. O’Donnell (1998) described in
details how the government determined that moderate
wage growth was important for international competi-
tiveness and how to achieve control of public finances.
These factors, along with free secondary education,
were the foundation of the 1950’s underdeveloped
economy that transformed into a developing economy
in the 1960s and a developed economy by the 1990s.

CONCLUSION

The graphical analysis of this research concludes that
the Kazakh index had a relatively weak relationship
with the Moscow Index until 2007. The financial cri-
sis, affected both indices, resulted in their high cor-
relation. The correlation results are reflected in the
graphical analysis. Moreover, we have discovered that
the Moscow index has a stronger relationship with
external indices, including the DAX and the S&P500.
It can be the reflection of the high volumes of export
to European countries. Germany is the second largest
recipient of Russian goods. It can represent a conta-
gion effect which may occur in the European stock
market and spread to the MCX stock market. At the
same time, the KASE index may be more dependent
on the MCX, due to a large number of exports go-
ing to Russia. The analysis shows that the two Eura-
sian countries depend significantly on raw materials
production, while the S&P500 is a diversified index
including a strong mix of technology, construction,
pharmaceutical and energy companies.

Thus, the integration of the countries in the new
Eurasian Union will have to develop a harmonised
economic policy to create growth in economic sec-
tors. The development of new branches along with
deregulation will stimulate growth. For Armenia,
the support that they receive from the International
Monetary Fund, World Bank and European Bank for
Reconstruction and Development helps to stabilise
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their heavily inflated currency and develop private
business. The support is currently upgrading vari-
ous branches, including, energy, agricultural, food
processing, transportation, health and educational
sectors. The research presented in this analysis can be
further developed by some econometric modelling to
determine the short run and long run relationships of
the KASE and MCX, and also to find out which index
leads the other. The research has revealed that both
indexes still rely heavily upon the production of raw
materials and depend on the price movements of

commodities more than any other factor. A further
study could discover the relationship between the
KASE market and the oil and copper price movements.
It could determine if the KASE index also depends
on the price movements of commodities more than
any other factor.

Finally, it is worth mentioning, that the EAEU
members face the world changes and possess the
power to make it better. Thus, it is appropriate to
consider international experience in improving ef-
forts to solve mutual problems and meet challenges.
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