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Abstract
This paper studies the dynamic relationship between returns in the Russian stock market
and global equity markets in the aftermath of the 2014 Ukrainian crisis. We apply dynamic
JRRGQHVVRI¿W DQG ERRWVWUDSSHG UHJUHVVLRQ DSSURDFKHV WR VWXG\ WKHEHKDYLRU RI JOREDO
HTXLW\ LQGLFHV2XUUHVXOWVUHYHDODVLJQL¿FDQWIDOOLQWKHGHJUHHRIV\QFKURQLFLW\ EHWZHHQ
the Russian and global equity returns after the crisis outbreak. The Russian stock market
clearly decoupled from both developed and emerging markets, as shown by a 30–50%
decline in returns correlation. In view of dramatic increase in synchronicity across
the Russian sectoral stock indices after the sanctions were introduced, our results suggest
that the economic sanctions imposed on Russia during that period have effectively isolated
the Russian equity market from the rest of the world and triggered extensive portfolio outÀRZVIURPWKH5XVVLDQPDUNHW$VDUHVXOWRIWKHHFRQRPLFVDQFWLRQVDQGWKHOLPLWHGFKRLFH
of investments in Russia, the decreased co-movement between the Russian and global
HTXLW\ UHWXUQVLVXQOLNHO\WRSURYLGHLQYHVWRUVZLWKVXSHULRUGLYHUVL¿FDWLRQRSSRUWXQLWLHV
whilst the returns of the Russian market in the medium-term will likely continue to be predominately driven by idiosyncratic news.
1RQSUR¿WSDUWQHUVKLS³9RSURV\(NRQRPLNL´+RVWLQJE\(OVHYLHU%9$OOULJKWV
reserved.
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1. Introduction
This paper is concerned with the effect of the ongoing Ukrainian crisis, and
the resulting Western sanctions imposed on the Russian Federation, on the Russian
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stock market. Recently, Castagneto-Gissey and Nivorozhkin (2015) studied the effects of the political and security crisis in Ukraine on the co-movement between
the Russian equity market and a large sample of international markets. Contrary to
expectations, the results of this study did not reveal any increased co-movement
between the Russian stock market return and returns in countries with relatively
close economic ties to Russia. In fact, the decrease in returns correlation with
the Russian stock market occurred rather uniformly across developed, emerging,
and frontier markets, regardless of the strength of economic links with Russia.
The degree of co-movement between developed, emerging, and frontier stock
PDUNHWV DQG WKH5XVVLDQ VWRFN PDUNHW GHFUHDVHG VLJQL¿FDQWO\ LQ DERXW  RI
FDVHVZLWKWKHGHFUHDVHLQFRUUHODWLRQUDQJLQJIURPWR6XFKRYHUZKHOPing evidence, obtained using a range of advanced time-series techniques, indicated that the Russian equity market had largely decoupled from global equity
markets in the aftermath of the Ukrainian crisis.1 In relation to the stock market, it
appeared that the political and economic sanctions imposed on Russia were successful in generating idiosyncratic shocks for the country whilst yielding limited
repercussions on the rest of the world.
This paper provides further insights into the issue of the Russian stock market
decoupling from global markets in the aftermath of the Ukrainian crisis by adoptLQJWKHFRHI¿FLHQWRIGHWHUPLQDWLRQ R-squared) of the market model as a measure
of synchronicity of stock price movements. We further check the robustness of
our results by applying a bootstrapped regression approach to the market model.
Earlier results indicate that R-squared statistics of the market model tended to
EHLQYHUVHO\UHODWHGWRWKHOHYHORI¿QDQFLDOGHYHORSPHQWRIWKHFRXQWULHV0RUFN
et al. (2000) show that the average R-VTXDUHGDWWKH¿UPOHYHOWHQGVWREHKLJKHU
LQFRXQWULHVZLWKUHODWLYHO\ORZSHUFDSLWD*'3DQGOHVVGHYHORSHG¿QDQFLDOV\Vtems. The authors suggest that the leading explanation for the observed phenomenon is the relatively low number of informed traders relative to noise traders in
the countries with poor protection of investors’ property rights, which could make
WUDGHVEDVHGRQ¿UPVSHFL¿FLQIRUPDWLRQOHVVXVHIXO$VH[SHFWHGZHREVHUYHG
a higher R-squared in models of emerging markets than developed markets, preVXPDEO\GXHWR³KHUGLQJ´EHKDYLRURILQYHVWRUVZKLFKPDNHVWKHPPRUHOLNHO\WR
IRFXVRQFRXQWULHVUDWKHUWKDQLQGLYLGXDOVWRFNVLQWUDGLQJDFWLYLWLHV-LQDQG0\HUV
  H[WHQG WKHDUJXPHQW RI 0RUFN HWDO   DQG DVVHUW WKDW VRPH GHJUHH
RIRSDTXHQHVVRUODFNRIWUDQVSDUHQF\DWWKH¿UPOHYHODQGLPSHUIHFWSURWHFWLRQ
for investors are mutually reinforcing as, for example, one would not expect perIHFWSURWHFWLRQRILQYHVWRUVLQDQRSDTXH¿UP$VH[SHFWHGWKHDXWKRUV¿QGWKDW
the R-squared statistics were higher in more opaque countries.2
2IFRXUVHDVDUJXHGLQ-LQDQG0\HUV  WKHLQYHUVHUHODWLRQVKLSEHWZHHQ
¿QDQFLDOGHYHORSPHQWDQGR-VTXDUHGLVQRWQHFHVVDULO\UHÀHFWLYHRIFRUSRUDWHJRY1 7KHDXWKRUVDOVR¿QGWKDWWKHWXUPRLOSHULRGZDVDVVRFLDWHGZLWKODUJHWUDQVPLVVLRQVRIYRODWLOLW\DVVRFLated with the Russian stock market, which coincided in many cases with the appearance of asymmetric effects.
2
+XWWRQHWDO  LQYHVWLJDWHWKHUHODWLRQEHWZHHQWKHWUDQVSDUHQF\RI¿QDQFLDOVWDWHPHQWVDQGWKHGLVWUL
EXWLRQRIVWRFNUHWXUQV8VLQJHDUQLQJVPDQDJHPHQWDVDPHDVXUHRIRSDFLW\WKH\¿QGWKDWRSDFLW\LVDVVRFLDWHG
with higher R2V LQGLFDWLQJ OHVV UHYHODWLRQ RI ¿UPVSHFL¿F LQIRUPDWLRQ 0RUHRYHU RSDTXH ¿UPV ZHUH IRXQG
WREHPRUHSURQHWRVWRFNSULFHFUDVKHVFRQVLVWHQWZLWKWKHSUHGLFWLRQRIWKH-LQDQG0\HUV  &KDQDQG
+DPHHG   XVHG WKHR-squared statistics of the market model to examine the relation between the stock
price synchronicity and analyst activity in emerging markets. They found that securities covered by a larger
QXPEHURIDQDO\VWVLQFRUSRUDWHGJUHDWHU OHVVHU PDUNHWZLGH ¿UPVSHFL¿F LQIRUPDWLRQ
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HUQDQFHIDFWRUV+LJKHUPDFURHFRQRPLFULVNRUODFNRIGLYHUVL¿FDWLRQDFURVVLQGXVtries could also explain the observed patterns in smaller or less-developed markets.
This paper does not attempt to explain the cross-sectional variation in the degree of synchronicity, focusing instead on explaining the variation of this measure over time in a single country, Russia. Using the equity market indices proYLGHG E\ 0RUJDQ 6WDQOH\ &DSLWDO ,QWHUQDWLRQDO ,QF 06&,  DQG 'DWDVWUHDP
*OREDO (TXLW\ ,QGLFHV ZH VKRZ WKDW WKHLQÀXHQFH RI WKHZRUOG VWRFN PDUNHWV
on the Russian stock market had considerably decreased in the aftermath of
WKH8NUDLQLDQ FULVLV 7KHGHFOLQH LQ WKHGHJUHH RI FRPRYHPHQW RI WKH06&,
5XVVLD,QGH[86GROODUUHWXUQVRIWKHPDJQLWXGHRI±LVREVHUYHGQRWRQO\
ZLWKUHVSHFWWRWKH06&,$&:RUOGEXWDOVRZLWKUHVSHFWWRWKH06&,(PHUJLQJ
0DUNHWVDQG06&,%5,&ZKLFKEHORQJWRWKHVDPH³HPHUJLQJPDUNHWV´DVVHW
class as the Russian market. Our results are consistent with the hypothesized effect of economic sanctions imposed on Russia, which produced an idiosyncratic
shock and effectively isolated the Russian market.
While still being regarded as a major emerging market, the Russian stock marNHW¶VGHFOLQLQJFDSLWDOL]DWLRQDQGIUHHÀRDWOHGWRDGUDPDWLFIDOOLQ5XVVLD¶VZHLJKW
LQLQYHVWDEOHHTXLW\LQGLFHVVXFKDVWKH06&,(PHUJLQJ0DUNHWV,QGH['HVSLWH
the attractive valuations in the Russian equity market,3 the choice of available
investments remains limited due to the sanctions imposed on the country, as reFHQWO\VXJJHVWHGE\0DUN0RELXV([HFXWLYH&KDLUPDQRI7HPSOHWRQ(PHUJLQJ
0DUNHWV*URXS4$VDUHVXOWWKHGHFUHDVLQJFRPRYHPHQWRIWKH5XVVLDQVWRFN
market with the rest of the world is unlikely to provide international investors
ZLWKVXSHULRUGLYHUVL¿FDWLRQRSSRUWXQLWLHV2QWKHRWKHUKDQGLIWKHVDQFWLRQVDUH
OLIWHGDODUJHÀRZRIHTXLW\SRUWIROLRLQYHVWPHQWVLVOLNHO\WREHREVHUYHG
The rest of this paper is structured as follows: section 2 introduces the main
details related to the Ukrainian crisis, section 3 depicts a preliminary analysis of
the data and is followed by a presentation of the empirical methodology used in
WKHSDSHULQVHFWLRQ6HFWLRQSUHVHQWVWKHPDLQUHVXOWVWKHUHDIWHUGLVFXVVHGLQ
section 6. Finally, concluding remarks are presented in section 6.
2. The Ukrainian crisis and the Russian stock market
From the perspective of Russia’s involvement in Ukrainian affairs and its effect on the Russian economy and capital markets, the Ukrainian crisis can be
WUDFHGEDFNWR0DUFKZKHQWKH5XVVLDQ3DUOLDPHQWDSSURYHG3UHVLGHQW
3XWLQ¶VUHTXHVWWRXVHDUPHGIRUFHVLQ8NUDLQHWRSURWHFW5XVVLDQLQWHUHVWV6KRUWO\
afterwards, Crimea’s secession referendum on joining Russia, widely viewed
DVLOOHJLWLPDWHZDVFRQGXFWHGRQ0DUFKDQGRQ0DUFKDELOOWRDEVRUE
3
The valuation of Russian equities looks arguably attractive relative to other emerging and developed marNHWV$VRI'HFHPEHU06&,5XVVLDLQGH[KDGDIRUZDUGSULFHHDUQLQJV 3( UDWLRRI[IDUEHORZ
LWVKLVWRULFDODYHUDJHDQGEHORZ[IRU06&,(PHUJLQJ0DUNHWVDQG[IRU06&,$&:RUOGLWRIIHUHG
DGLYLGHQG\LHOGRIDERYH06&,(PHUJLQJ0DUNHWV¶DQG06&,$&:RUOG¶VDQGLWZDV
SULFHGRQDSULFHWRERRN 3% EDVLVDW[FRPSDULQJWR06&,(PHUJLQJ0DUNHWV¶DQG06&,:RUOG¶V
1.96x.
4
³5XVVLDQVWRFNVDUHYHU\YHU\FKHDSULJKWQRZ7KHSUREOHPLVVDQFWLRQV0DQ\RIXVDUHQRWDEOHWRJRLQWR
the companies we would like to go into, simply because of the sanctions. Once they are lifted, then I think you
ZLOOVHHDORWRIPRQH\FRPLQJLQ´²0DUN0RELXV([HFXWLYH&KDLUPDQ7HPSOHWRQ(PHUJLQJ0DUNHWV*URXS
&1%&)HE 
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&ULPHDLQWRWKH5XVVLDQ)HGHUDWLRQZDVVLJQHG6LQFHWKHQWKHHFRQRPLFGHYHOopment of the Russian Federation was heavily affected by the consequences of
WKHSROLWLFDODQGVHFXULW\FULVLVLQ8NUDLQH$OUHDG\LQ0DUFKWKH8NUDLQLDQ
crisis prompted a number of governments to apply sanctions against individuals,
EXVLQHVVHVDQGRI¿FLDOVIURP5XVVLDIROORZHGE\VHYHUDOURXQGVRIHYHUWLJKWHU
VDQFWLRQV DSSURYHG E\ WKH8QLWHG 6WDWHV WKH(XURSHDQ 8QLRQ DV ZHOO DV RWKHU
countries and international organizations. In addition to diplomatic actions,
WKHPHDVXUHVLQFOXGHGWUDYHOEDQVDQGDVVHWIUHH]HVDJDLQVW5XVVLDQRI¿FLDOVLQcluding a broad set of measures targeting sectoral cooperation and exchanges
with Russia, as well as additional measures concerning general economic cooperation. In particular, Russian state banks were excluded from raising long-term
loans, bans were implemented on arms deals, exports of dual-use equipment for
PLOLWDU\XVHDQGDQ(886EDQWDUJHWHGH[SRUWVRIVRPHRLOLQGXVWU\WHFKQRORJ\
and services, to name a few.
8QVXUSULVLQJO\ WKHXQGHUGLYHUVL¿HG DQG KLJKO\ FRQFHQWUDWHG QDWXUH RI
the Russian economy, characterized by pervasive state control, led to a devastating effect of sanctions beyond the targeted sectors. The effect of the sanctions on
the Russian economy was exacerbated by reciprocal sanctions and embargos, which
the Russian government imposed on most of the agricultural products whose counWU\RIRULJLQKDGHLWKHU³DGRSWHGWKHGHFLVLRQRQLQWURGXFWLRQRIHFRQRPLFVDQFWLRQV
LQUHVSHFWRI5XVVLDQOHJDODQG RU SK\VLFDOHQWLWLHVRUMRLQHGVDPH´5
7KHVDQFWLRQVDJDLQVW5XVVLDQLQGLYLGXDOVFRPSDQLHVDQGRI¿FLDOVZKRKDYH
been instrumental in the Russian threat to Ukraine’s sovereignty can be subdiYLGHGLQWRWKUHHURXQGV7KH¿UVWURXQGRIVDQFWLRQVZDVLPSRVHGLQ0DUFK$SULO
WKHVHFRQGURXQGEHJDQRQ$SULOZKLOHWKHWKLUGURXQGRIVDQFtions dates from July 2014 to the present day.
The sanctions imposed on Russia and the list of countries joining the sanctions
kept on increasing in each round. International organizations, such as the European
%DQN IRU 5HFRQVWUXFWLRQ DQG 'HYHORSPHQW (%5'  IUR]H DOO QHZ SURMHFWV LQ
5XVVLDZLWKDQXPEHURIFRXQWULHVMRLQLQJWKLVSROLF\5XVVLD¶V¿QDQFLDOHQHUJ\
and defense sectors were subjected to increasingly tougher international sanctions
and a large number of Russian companies became limited in their ability to access
LQWHUQDWLRQDOGHEWPDUNHWVDQGLQWHFKQRORJ\FRRSHUDWLRQ%\)HEUXDU\
the sanction list of the EU covered 151 individuals and 37 entities.
:KHQ LW FRPHV WR WKH5XVVLDQ VWRFN PDUNHW WKH06&, 5XVVLD ,QGH[ KDG
DOUHDG\ EHHQ GRZQ E\ DOPRVW  DW WKHEHJLQQLQJ RI  ZKHQ WKH¿UVW
round of sanctions was introduced and actually recovered some of the losses
in the period until the beginning of November 2014 (see Fig. 1). The negative
PRQWKO\UHWXUQVRILQ0DUFKDQGLQ$SULOZHUHIROORZHGE\SRVLWLYH
UHWXUQVRILQ0D\DQGLQ-XQHEHIRUHWXUQLQJQHJDWLYHIRUWKHUHVW
of the year.6 This could be interpreted as either evidence of limited effect of
sanctions on the Russian stock market or the investors effectively anticipating
the consequences of the Ukrainian crisis, thus the effect of sanctions prior to
0DUFK7KHDFFHOHUDWHGGHFOLQHLQRLOSULFHVDQGGHSUHFLDWLRQRIH[FKDQJH
5 3UHVLGHQWLDO'HFUHHRI$XJXVW1R³2QWKHDSSOLFDWLRQRIFHUWDLQVSHFLDOHFRQRPLFPHDVXUHVWR
HQVXUHWKHVHFXULW\RIWKH5XVVLDQ)HGHUDWLRQ´ZZZJDUDQWUX LQ5XVVLDQ 
6
7KHUHSRUWHGUHWXUQVDUHLQ86GROODUWHUPVXQOHVVPHQWLRQHGRWKHUZLVH
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Fig. 1.&XPXODWLYHGDLO\LQGH[UHWXUQ WRWDOUHWXUQLQ86'WHUPV RIWKH06&,$&:RUOG,QGH[
06&,(PHUJLQJ0DUNHW,QGH[06&,%5,&,QGH[DQGWKH06&,5XVVLD,QGH[
LQWKHSHULRG-DQXDU\±6HSWHPEHU
6RXUFHV7KRPVRQ5HXWHUV'DWDVWUHDP$XWKRUV¶FDOFXODWLRQV

rates against the ruble, which started in July 2014 together with the third wave
of sanctions introduced in July, consequently led to steadily negative monthly
UHWXUQVRILQ-XO\LQ$XJXVWLQ6HSWHPEHULQ2FWREHUDQG
LQ1RYHPEHU1HYHUWKHOHVVWKH06&,5XVVLDLQGH[UHPDLQHGHIIHFWLYHO\
ÀDWE\ODWH1RYHPEHUUHODWLYHWRWKHEHJLQQLQJRI0DUFKUHYHDOLQJRQFH
again a lack of any profound effect of sanctions in terms of valuation. In the subsequent period, the stock market fall reached dramatic proportions, returning
QHJDWLYHLQPLG'HFHPEHUIURPWKHVWDUWRIWKH\HDUDQG¿QLVKLQJWKH\HDU
62% down (see Fig. 1).
This casual observation cannot rule out the negative effect of Western sanctions on the Russian stock market but the timing of the stock market decline
seems to be more consistent with the negative effect of deteriorating macroecoQRPLFLQGLFDWRUVWKHRLOSULFHGHFOLQHDQGWKHVHOILPSRVHG³IRRGHPEDUJR´
In 2015, the recovery of the Russian equity market, which lasted until mid0D\PDGHLWRQHRIWKHEHVWSHUIRUPLQJVWRFNPDUNHWVLQWKHZRUOGEXWWKHJDLQV
effectively disappeared by the end of summer 2015, with the market remaining
about 52% down relative to the start of 2014. Nevertheless, from a historical
SHUVSHFWLYHWKH5XVVLDQPDUNHWVWLOOSHUIRUPHGEHWWHUWKDQWKH06&,$&:RUOG
WKH06&,(PHUJLQJ0DUNHWVDQGWKH06&,%5,&UHWXUQLQJLQH[FHVVRI
in dollar terms since the beginning of 2001 (see Fig. 2).
3. Data and descriptive statistics
:H HPSOR\ WKHHTXLW\ PDUNHW LQGLFHV SURYLGHG E\ 0RUJDQ 6WDQOH\ &DSLWDO
,QWHUQDWLRQDO,QF 06&, 7 Thousands of organizations worldwide currently use
WKH06&,LQWHUQDWLRQDOHTXLW\EHQFKPDUNVIRULQYHVWLQJWULOOLRQVRIGROODUVWKXV
the choice of indices can be viewed as appropriate for the aims of this paper.
7
06&,LVDOHDGLQJSURYLGHURIHTXLW\¿[HGLQFRPHDQGKHGJHIXQGLQGLFHV7KHGHVLJQDQGLPSOHPHQWDWLRQ
of the index construction is based on a broad and fair market representation.
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Fig. 2.&XPXODWLYHGDLO\LQGH[UHWXUQ WRWDOUHWXUQLQ86'WHUPV RIWKH06&,$&:RUOG,QGH[
WKH06&,(PHUJLQJ0DUNHW,QGH[WKH06&,%5,&,QGH[DQG06&,5XVVLD,QGH[
LQWKHSHULRG-DQXDU\±6HSWHPEHU
6RXUFHV7KRPVRQ5HXWHUV'DWDVWUHDP$XWKRUV¶FDOFXODWLRQV

7KHLQGLFHVXVHGLQWKLVSDSHUDUHWKH06&,$&:, DQDOOFRXQWU\ZRUOGLQGH[ 
06&,5XVVLD,QGH[06&,(PHUJLQJ0DUNHWV,QGH[DQGWKH06&,%5,&,QGH[
7KH06&,:RUOG,QGH[ 06&,$&:, FDSWXUHVODUJHDQGPLGFDS¿UPVDFURVV
23 developed and 23 emerging market countries. With 2,477 constituents, the inGH[FRYHUVDSSUR[LPDWHO\RIWKHJOREDOLQYHVWDEOHHTXLW\RSSRUWXQLW\VHW
7KH06&,5XVVLD,QGH[LVGHVLJQHGWRPHDVXUHWKHSHUIRUPDQFHRIWKHODUJH
and mid-cap segments of the Russian market. With 21 constituents, the index covHUVDSSUR[LPDWHO\RIWKHIUHHÀRDWDGMXVWHGPDUNHWFDSLWDOL]DWLRQLQ5XVVLD
7KH06&,(PHUJLQJ0DUNHWV,QGH[FDSWXUHVDODUJHDQGPLGFDSUHSUHVHQWDWLRQDFURVV(PHUJLQJ0DUNHW (0 FRXQWULHV:LWKFRQVWLWXHQWVWKHLQGH[
VLPLODUO\FRYHUVDSSUR[LPDWHO\RIWKHIUHHÀRDWDGMXVWHGPDUNHWFDSLWDOL]Dtion in each country.
7KH06&,%5,&,QGH[LVDIUHHÀRDWDGMXVWHGPDUNHWFDSLWDOL]DWLRQZHLJKWed index that is designed to measure the equity market performance across
WKH(PHUJLQJ0DUNHWVFRXQWU\LQGLFHV%UD]LO5XVVLD,QGLDDQG&KLQD:LWK
302 constituents, the index covers approximately the same proportion of free
ÀRDWDGMXVWHGPDUNHWFDSLWDOL]DWLRQLQHDFKFRXQWU\
The data on the sectoral indices is from the Datastream Global Equity Indices.
This family of indices forms a comprehensive, independent standard for equity
research and benchmarking. For each market, a representative sample of stocks
FRYHULQJDPLQLPXP±RIWRWDOPDUNHWFDSLWDOLVDWLRQHQDEOHVPDUNHWLQGLces to be calculated. Within each market, stocks are allocated to industrial sectors
XVLQJWKH,QGXVWU\&ODVVL¿FDWLRQ%HQFKPDUN ,&% MRLQWO\FUHDWHGE\)76(DQG
'RZ-RQHV6HFWRULQGLFHVDUHWKHQFDOFXODWHG
We construct daily continuously compounded return series based on the total
return indices, which account for reinvested dividends (see Fig. 1 and Fig. 2).
The observation period starts at the beginning of 2001 when the daily returns for
WKH06&,5XVVLD,QGH[EHFDPHDYDLODEOH
Table 1 reports the descriptive statistics and the unit root test results for
WKH06&,LQGH[UHWXUQVXVHGLQWKLVVWXG\7KH$XJPHQWHG'LFNH\)XOOHU $') 
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Table 1
Descriptive statistics for daily index returns.
0HDQ

6WGGHY

$')

Pre-crisis Period
06&,$&:RUOG
06&,(0
06&,%5,&
06&,586

0.000673
0.000027
–0.000044
–0.000223

0.00611


0.01135

P < 0.001
P < 0.001
P < 0.001
P < 0.001

Crisis Period
06&,$&:RUOG
06&,(0
06&,%5,&
06&,586

–0.0000619
–0.0003949
–0.0003401
–0.0009649

0.00670

0.01120
0.02400

P < 0.001
P < 0.001
P < 0.001
P < 0.001

6RXUFHV7KRPVRQ5HXWHUV'DWDVWUHDP$XWKRUV¶FDOFXODWLRQV

WHVWVWDWLVWLFFRQ¿UPVWKHDEVHQFHRIXQLWURRWVLQWKHHPSOR\HGWLPHVHULHVGDWD
7KHFRPSDULVRQRIWKHPHDQGDLO\UHWXUQVDQGWKHLUYRODWLOLW\EHWZHHQWKH³SUH
FULVLV´ SHULRG  $XJXVW  WR  )HEUXDU\   DQG ³WKHFULVLV SHULRG´
 0DUFK  WR  6HSWHPEHU   UHYHDOV D GHFUHDVH LQ WKHIRUPHU DQG DQ
increase in the latter for all indices.
The next section examines the empirical methodologies employed in this paper
to disentangle the dynamic relation between returns in the Russian market and
the global equity markets considered.
4. Empirical methodology
In order to understand the impact of world stock market returns on Russian
stock market returns we employ two distinct empirical procedures, described in
WKHIROORZLQJVHFWLRQV6HFWLRQGHVFULEHVWKHPDUNHWPRGHODQGWKHPHWKRGR
ORJ\XVHGWRDQDO\]HWKHG\QDPLFSUR¿OHRIWKHJRRGQHVVRI¿W R-squared) for
WKHPDUNHWPRGHO6HFWLRQGHVFULEHVWKHERRWVWUDSSHGPRGHOHPSOR\HGWRIXUther investigate the change in co-movement between the Russian stock market
and global equity markets in the aftermath of the Ukrainian crisis.
 '\QDPLFJRRGQHVVRI¿WDQDO\VLV
2XUPHDVXUHRIVWRFNSULFHV\QFKURQLFLW\IROORZV0RUFNHWDO  :HHVtimate the linear regression equation (1)
Rt ȕ0 + ȕ1 Rm,t + İt

(1)

where Rt LV WKHUHWXUQ RI WKH06&, 5XVVLDQ VWRFN LQGH[ RQ GD\ t and Rm,t is
the global market return, m, at day t.
$VLQ0RUFNHWDO  V\QFKURQLFLW\FDQEHGH¿QHGE\HTXDWLRQ  DV
SYNCHt = log

(

R2
1 – R2

)

(2)

where R2LVWKHFRHI¿FLHQWRIGHWHUPLQDWLRQIURPWKHHVWLPDWLRQRI  IRU06&,
Russia on day t. SYNCHt is measured for a market based on the daily return ob-
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VHUYDWLRQVRIWKH\HDU$KLJKSYNCHt indicates that the Russian market is highly
correlated with global markets.
4.2. Bootstrapped analysis
In order to provide a more accurate measure of the impact of global equity markets
on the Russian market, we complement the previous analysis with a bootstrapped reJUHVVLRQSURFHGXUH%RRWVWUDSSLQJLVDVLPXODWLRQPHWKRGXVHGIRUIUHTXHQWLVWLQIHUence and is based on random sampling with replacement, which enables the estimation of the properties of an estimator when sampling from an approximate distribution
(Efron and Tibshirani, 1994), which may be optimal in this case given the relatively
short sample period in our case. It is convenient to employ this technique because
it does not require distributional assumptions, including normally distributed errors.
Furthermore, the bootstrap is able to deliver more accurate results when the data are
QRWZHOOEHKDYHGDVLQRXUFDVHRUZKHQWKHVDPSOHVL]HLVVPDOO$OWKRXJKWKHSRVW
crisis period used in this paper is longer than the one used by Castagneto-Gissey and
Nivorozhkin (2015), the sample may still not be considered large, thus indicating
RXUPHWKRGDVDMXVWL¿HGDSSURDFKWRRYHUFRPHWKLVLVVXH7KHDGRSWHGDSSURDFKDOlows us to avoid a number of assumptions of parametric models made in Castagneto*LVVH\DQG1LYRUR]KNLQ  ZKRXVHGGLIIHUHQWW\SHVRI*$5&+PRGHOV:H
XVHWKHSHUFHQWLOHPHWKRGWR\LHOGWKHFRQ¿GHQFHLQWHUYDOVRIWKHHVWLPDWRUDV
[ș Į/2, ș 1– Į/2]

(3)

where ș p is the pth quantile of the bootstrap distribution (șƹ1, ..., șƹk :HVSHFL¿HG
z0 as
z0 =

{

–1

[ nn (i)(i)(șƹișƹ )]
N

1

k

}

(4)
n (i)

where n is the number of elements of i,  n1N(i) (șƹișƹ ) represents the number of
elements in the bootstrap distribution which are less than or equal to the observed
statistic,  stands for the standard cumulative normal and z0 is the median bias
of șƹ0RUHRYHUOHW
n

a=

 i =1(șǊ(.) – șƹ(i) )3

(5)

n

6[ i =1(șǊ(.) – șƹ(i) )2]3/2

where a is the jack-knife acceleration estimate for șƹ, șƹ(i) are the leave-one-out, or
jackknife, estimates of șǊ(.), and șƹ(i) represents the estimates’ mean value. In addition,

{
{

p1  z0 +

z0 – z1– Į/2
1 – Į(z0 – z1– Į/2 )

p2  z0 +

z0 + z1– Į/2
1 – Į(z0 – z1– Į/2 )

}
}

where z1– Į/2 represents the (1 – Į/2)th quantile of the normal distribution.

(6)
(6)
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:HXVHWKHERRWVWUDSSHGUHJUHVVLRQLQZKLFKWKH06&,5XVVLD,QGH[UHWXUQLV
a function of the global index return series. The regression is estimated with data
IURPWKHSUHFULVLVSHULRG $XJXVWWR)HEUXDU\ DQGWKHFULVLV
SHULRG  0DUFK  WR  6HSWHPEHU   2XU DLP LV WR GHULYH WKHUHODWLYH
FRHI¿FLHQWVRIYDULDWLRQWRSURYLGHLQIHUHQFHVUHJDUGLQJWKHFKDQJLQJLPSDFWRI
global equity markets returns on Russian stock returns over the two periods.
5. Results
This section provides the results of our investigation. The dynamic goodness
RI ¿W SUR¿OH RI WKH5XVVLDQ HTXLW\ LQGH[ UHWXUQ DV H[SODLQHG E\ JOREDO HTXLW\
indices returns is presented hereafter (section 5.1), and is complemented by our
bootstrapped regression analysis (section 5.2).
 '\QDPLFJRRGQHVVRI¿WDQDO\VLV
7KHFRHI¿FLHQWRIGHWHUPLQDWLRQ R2 RIWKHPDUNHWPRGHOVSHFL¿HGLQ  LV
HVWLPDWHGXVLQJDVLPSOHOLQHDUUHJUHVVLRQIUDPHZRUN6LPLODUO\WRRWKHUVWXGLHV
(e.g., De Nicolo and Kwast, 2002), the dynamic R2 series were calculated using
a rolling 262-day, or one year, window starting on 31 December 2001 to calculate the daily R2.9
The R2DQGRXUPHDVXUHRIV\QFKURQL]DWLRQ6<1&+t GH¿QHGLQ  UHODWLYHWR
WKHZRUOGHPHUJLQJDQG%5,&PDUNHWVDUHUHSRUWHGLQWKH¿JXUHVEHORZ )LJV± 
The degree of synchronization of the Russian stock market with the rest of
the world reveals a dramatic decline in the level of co-movement between
WKH06&,5XVVLD,QGH[DQGWKH06&,$&:RUOGWKH06&,(PHUJLQJ0DUNHWV
DQGHYHQWKH06&,%5,&LQGLFHVVLQFHWKHEHJLQQLQJRIWKH8NUDLQLDQFULVLV VHH
Figs. 3–6). The average monthly R2 RIWKH06&,5XVVLDDQGWKH06&,$&:RUOG
indices daily returns declined by almost 50% from the peak of 39% in February
2014 to the throw of 19% in December 2014. The average monthly R2 remained in
the range of 19–22% since July 2014 until the end of the sample period.
7KHIDOOVLQWKHGHJUHHVRIV\QFKURQLFLW\RIWKH5XVVLDQPDUNHWZLWKWKH06&,
(PHUJLQJ 0DUNHWV DQG WKH06&, %5,& ZHUH DOVR YHU\ VLJQL¿FDQW 7KHDYHUage monthly R2 RIWKH06&,5XVVLDDQGWKH06&,(PHUJLQJ0DUNHWVGROODUUHturns declined by 40% from the peak of 50% in January and February 2009 to
the throw of 30% in December, remaining in the range of 30–36% until the end
of the sample period.
The average monthly R2 RIWKH06&,5XVVLDDQGWKH06&,%5,&GROODUUHturns declined by over 40% from the peak of 47% in January and February 2009
WRWKHWKURZRILQ'HFHPEHUUHPDLQLQJLQWKHUDQJHRI±XQWLOWKHHQG
of the sample period.
The decline in all of the R2 statistics in the crisis period is strongly statistically
VLJQL¿FDQWUHODWLYHWRWKHPHDQYDOXHLQ7KHGHFOLQHZDVDOVRVLJQL¿FDQWLQ
the period before July 2014, when the oil price began declining and the Russian
macroeconomic indicators began deteriorating.
 
9

1RWHWKDWZHHNHQGVDUHQRWLQFOXGHGLQWKH06&,GDWD
The results of the paper remain qualitatively similar when alternative rolling windows were used.
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Fig. 3.5ROOLQJGD\ZLQGRZHVWLPDWHVRIFRHI¿FLHQWVRIGHWHUPLQDWLRQ R-squared)
RIWKHPDUNHWPRGHOIRUWKH06&,$&:RUOG,QGH[DQG06&,5XVVLD,QGH[
in the period -DQXDU\±6HSWHPEHU.
1RWHV:25/' /& DUHWKHORFDOFXUUHQF\HVWLPDWHVZKHUHDV:25/' 86' DUHWKHHVWLPDWHVLQ86GROODUV
7KH06&,$&:RUOG,QGH[DQG06&,5XVVLD,QGH[DUHWRWDOUHWXUQLQGLFHVLQ86'WHUPVDQGORFDOFXUUHQFLHV
6RXUFHV7KRPVRQ5HXWHUV'DWDVWUHDP$XWKRUV¶FDOFXODWLRQV

Fig. 4.5ROOLQJGD\ZLQGRZHVWLPDWHVRIFRHI¿FLHQWVRIGHWHUPLQDWLRQ R-squared)
RIWKHPDUNHWPRGHOIRUWKH06&,(PHUJLQJ0DUNHWV,QGH[DQG06&,5XVVLD,QGH[
in the period -DQXDU\±6HSWHPEHU.
1RWHV(0 /& DUHWKHORFDOFXUUHQF\HVWLPDWHVZKHUHDV(0 86' DUHWKHHVWLPDWHVLQ86GROODUV7KH06&,
(PHUJLQJ0DUNHWV,QGH[DQG06&,5XVVLD,QGH[DUHWRWDOUHWXUQLQGLFHVLQ86'WHUPVDQGORFDOFXUUHQFLHV
6RXUFHV7KRPVRQ5HXWHUV'DWDVWUHDP$XWKRUV¶FDOFXODWLRQV

The low level of synchronicity of the Russian stock market with the rest of
the world is striking and had not been observed for an extended period of time.
The R2 RIWKHGROODUUHWXUQVRIWKH06&,5XVVLDDQGWKH06&,$&:RUOGKDVQRW
EHHQEHORZVLQFH7KHR2 RIWKHGROODUUHWXUQVRIWKH06&,5XVVLDDQG
WKH06&,(0DQGWKH06&,%5,&KDVQRWEHHQEHORZVLQFHWKDWLV
EHIRUH<XNRV¶VEDQNUXSWF\
,PSRUWDQWO\KRZHYHUWKHGHFOLQHLQV\QFKURQLFLW\RIWKH06&,5XVVLDEHJDQORQJ
prior to the Ukrainian crisis. For example, the R2 ZLWK06&,$&:RUOGZDVRQDGHclining trend since December 2011 when it reached its maximum value of 66%.
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Fig. 5.5ROOLQJGD\ZLQGRZHVWLPDWHVRIFRHI¿FLHQWVRIGHWHUPLQDWLRQ R-squared)
RIWKHPDUNHWPRGHOIRUWKH06&,%5,&,QGH[DQG06&,5XVVLD,QGH[
in the period -DQXDU\±6HSWHPEHU.
1RWHV %5,& /&  DUH WKHORFDO FXUUHQF\ HVWLPDWHV ZKHUHDV %5,& 86'  DUH WKHHVWLPDWHV LQ 86 GROODUV
7KH06&,%5,&,QGH[DQG06&,5XVVLD,QGH[DUHWRWDOUHWXUQLQGLFHVLQ86'WHUPVDQGORFDOFXUUHQFLHV
6RXUFHV7KRPVRQ5HXWHUV'DWDVWUHDP$XWKRUV¶FDOFXODWLRQV

Fig. 6.5ROOLQJGD\VZLQGRZHVWLPDWHVRIV\QFKURQLFLW\ 6<1&+t EHWZHHQWKH06&,$&:RUOG,QGH[
WKH06&,(PHUJLQJ0DUNHW,QGH[WKH06&,%5,&,QGH[DQG06&,5XVVLD,QGH[
in the period -DQXDU\±6HSWHPEHU.
1RWHV6<1&+:25/'6<1&+(0DQG6<1&+%5,&DUHWKHHVWLPDWHVLQ86GROODU$OOLQGLFHVDUHWRWDO
UHWXUQLQGLFHVLQ86'WHUPV
6RXUFHV7KRPVRQ5HXWHUV'DWDVWUHDP$XWKRUV¶FDOFXODWLRQV

Overall, it appears that, although the Ukrainian crisis cannot be ruled out as
a contributing factor affecting the synchronicity of the Russian stock market,
there are clearly other factors at play.
Given our use of daily equity returns, it is not feasible to test the effect of
macroeconomic and institutional indicators on the behavior of the Russian stock
market. Therefore, we look at the behavior of the sectoral stock indices. Global
equity indices from Thomson Reuters are available for nine Russian indusWULHV QDPHO\ %DVLF 0DWHULDOV GHQRWHG %0$7 LQ )LJV D DQG E  &RQVXPHU
*RRGV &160* &RQVXPHU6HUYLFHV &160 +HDOWK&DUH +/7+ )LQDQFLDOV
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),1$1  ,QGXVWULHV ,1'86  2LO DQG *DV 2,/*  7HOHFRP 7(/&  DQG
8WLOLWLHV 87,/ $OOLQGLFHVDUHGDLO\WRWDOUHWXUQVGHQRPLQDWHGLQ86GROODUV
Our hypothesis is that the effect of the Ukrainian crisis and the Western sanctions
on the synchronicity of the Russian stock market would be indirectly revealed
through the increase in co-movement of the sectoral index returns. This would
DOVREHFRQVLVWHQWZLWKD³ÀLJKWWRTXDOLW\´SKHQRPHQRQRFFXUULQJZKHQLQYHVtors sell what they perceive to be higher-risk investments and turn to safer investments (see e.g., Eichengreen et al., 2001).
The results in Fig. 7 and Table 2 reveal a dramatic change in the behavior
of the sectoral stock indices. The wildly varying and often negative correlation
across stock indices in 2013 (Fig. 7b and Table 2b) changed to uniformly posiWLYHFRUUHODWLRQLQH[FHVVRIDFURVVYLUWXDOO\DOOVHFWRUDOLQGLFHVLQWKHFULVLV
(a)

(b)

Fig. 7. The Thomson Reuters sectoral indices for the Russian stock market
LQWKHSHULRG D -DQXDU\±6HSWHPEHUDQG E -DQXDU\±'HFHPEHU
1RWHV7KHVHFWRUDOVWRFNLQGLFHVDUH%DVLF0DWHULDOV %0$7 &RQVXPHU*RRGV &160* &RQVXPHU6HUYLFHV
&160 +HDOWK&DUH +/7+ )LQDQFLDOV ),1$1 ,QGXVWULHV ,1'86 2LODQG*DV 2,/* 7HOHFRP 7(/& 
DQG8WLOLWLHV 87,/ 
6RXUFHV7KRPVRQ5HXWHUV'DWDVWUHDP$XWKRUV¶FDOFXODWLRQV
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Table 2
&RUUHODWLRQFRHI¿FLHQWVRIWKHVHFWRUDOLQGLFHVIRUWKH5XVVLDQ6WRFN0DUNHW
(obtained from the Thomson Reuters Datastream global equity indices)
LQWKHSHULRG D -DQXDU\±6HSWHPEHUDQG E -DQXDU\±'HFHPEHU
(a)
Index

%0$7

&160

&160* +/7+

),1$1

,1'86

2,/*

7(/&

87,/

%0$7
&160
&160*
+/7+
),1$1
,1'86
2,/*
7(/&
87,/

1.00

0.37
1.00

0.13

1.00

0.25

0.95

1.00


0.93
0.92
0.94

1.00

0.39

0.94
0.90
0.96
0.94
1.00

0.21

0.97
0.94
0.97
0.94
0.96
1.00

0.31
0.90
0.96
0.93
0.97
0.97
0.99
0.97
1.00

Index

%0$7

&160

&160* +/7+

),1$1

,1'86

2,/*

7(/&

87,/

%0$7
&160
&160*
+/7+
),1$1
,1'86
2,/*
7(/&
87,/

1.00

–0.71
1.00

0.95
–0.75
1.00

0.93
–0.53
0.92
0.50
1.00

0.73
–0.42
0.66
0.21
0.74
1.00

0.51
0.07

±
0.54
0.55
1.00

–0.37

–0.44
–0.64
–0.21
–0.13
0.52
1.00

0.92
±
0.90
0.50


0.37
–0.53
1.00

0.12

0.96
1.00

(b)

0.46
–0.67
0.63
1.00

1RWHV7KHVHFWRUDOVWRFNLQGLFHVDUH%DVLF0DWHULDOV %0$7 &RQVXPHU*RRGV &160 &RQVXPHU6HUYLFHV
&160*  +HDOWK &DUH +/7+  )LQDQFLDOV ),1$1  ,QGXVWULHV ,1'86  2LO DQG *DV 2,/*  7HOHFRP
7(/& DQG8WLOLWLHV 87,/ 
6RXUFHV7KRPVRQ5HXWHUV'DWDVWUHDP$XWKRUV¶FDOFXODWLRQV

period (Fig. 7a and Table 2a). Importantly, the increase in the index co-movement
was particularly consistent, with strong positive correlation persisting in the period before July 2014, when the oil price started to decline and ruble exchange
rates began to weaken.
The behavior of the basic materials sector represents an important exception
and sheds further light on the impact of sanctions. The basic materials sector
represents the stocks of companies involved in the discovery, development and
SURFHVVLQJRIUDZPDWHULDOV7KHVHFWRULQFOXGHVWKHPLQLQJDQGUH¿QLQJRIPHWDOVFKHPLFDOSURGXFHUVDQGIRUHVWU\SURGXFWV$FFRUGLQJWRDQXPEHURIH[SHUWV
the probability of any sanctions directly impacting the Russian metals and mining sector is very low.10 Even if further sanctions are introduced, Russian companies are likely to be able to diversify their exports to other markets and may even
EHQH¿WEHFDXVHPDUNHWSULFHVFRXOGULVHVLJQL¿FDQWO\LQVXFKVLWXDWLRQ0RUHRYHU
GHVSLWHWKHUHVWULFWLRQRQDFFHVVWRWKH(XURSHDQDQG$PHULFDQHTXLW\PDUNHWV
Russian mining and metallurgical companies are likely to be able to successfully
UDLVH¿QDQFHVYLDLQWHUQDWLRQDOEDQNLQJV\QGLFDWHORDQVDQGSRWHQWLDOO\LQ$VLDQ
10

,QWHUID[5XVVLD &,6%XVLQHVVDQG)LQDQFLDO1HZVZLUH-XO\
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stock markets.11 Unlike other sectoral indices, the basic materials sectoral index
UHPDLQHGHIIHFWLYHO\ÀDWGXULQJWKHFULVLVSHULRGDQGLWVFRUUHODWLRQZLWKRWKHU
sectoral indices was in the range of 12–37%.
2YHUDOOWKHLQFUHDVHGV\QFKURQLFLW\LQRXWRI5XVVLDQVHFWRUDOVWRFNLQdices is consistent with the negative impact of sanctions, which triggered wideVSUHDGSRUWIROLRRXWÀRZVIURPWKHPDUNHWRUD³ÀLJKWWRTXDOLW\´SKHQRPHQRQ
mentioned earlier and frequently observed during the emerging markets crisis
(Rösch and Kaserer, 2013).
$FFRUGLQJWR)LJWKHYRODWLOLW\RIGDLO\UHWXUQVLQWKH5XVVLDQVWRFNPDUket has been steadily increasing from the beginning of the Ukrainian crisis but
remained rather moderate from a historical perspective, despite increasing at
the end of the observation period, particularly in dollar terms. Using the standard
DSSURDFK HJ'HUUDELDQG/HVHXUH )LJGHFRPSRVHVWKHWRWDOYDULDQFH
of daily returns into systematic and residual (unsystematic) components. The systematic risk component is a proportion of the total variance of daily stock returns
RIWKH06&,5XVVLDH[SODLQHGE\WKHPDUNHWPRGHOZLWKUHVSHFWWRWKH06&,$&
World Index, and unsystematic risk refers to the unexplained part of the variance
WKHUHVLGXDO YDULDQFH  6WULNLQJO\ WKHOHYHO RI XQV\VWHPDWLF ULVN RYHUWRRN WKDW
of systematic risk in July 2014 and the wedge between the two risk components
kept on increasing during the observation period. With the exception of the globDO¿QDQFLDOFULVLVSHULRGVXFKKLJKPDJQLWXGHRIXQV\VWHPDWLFULVNZDVRQO\REserved in 2001–2002 when the Russian stock market was hardly on the radars of
international portfolio managers. The timing of the relative increase in the idiosyncratic risk component is also considerably similar to the changes in synchron-

Fig. 8.5ROOLQJGD\VZLQGRZHVWLPDWHVRIGDLO\UHWXUQVYRODWLOLW\RIWKH06&,5XVVLD,QGH[
LQWKHSHULRG-DQXDU\±6HSWHPEHU
1RWH7KHLQGH[LVWKHWRWDOUHWXUQLQGH[LQ86'WHUPVDQGORFDOFXUUHQF\
6RXUFHV7KRPVRQ5HXWHUV'DWDVWUHDP$XWKRUV¶FDOFXODWLRQV

11
5HFHQW VXFFHVVIXO UH¿QDQFLQJ RI (95$= IRU 86'  PLOOLRQ FDUULHG RXW E\ LQWHUQDWLRQDO V\QGLFDWH RI
'HXWVFKH%DQN$*5DLIIHLVHQ%DQN,QWHUQDWLRQDO$*,1*%DQN191RUGHD%DQN6RFLpWp*pQpUDOHDQG
Rosbank can be interpreted as a proof that sanctions against mining and metals industry as a whole and individual companies in Russia seem to be ineffective.

(1LYRUR]KNLQ*&DVWDJQHWR*LVVH\5XVVLDQ-RXUQDORI(FRQRPLFV  í

37

Fig. 9. Rolling 262-days window estimates of the proportions of systematic and unsystematic risk of
WKH06&,5XVVLD,QGH[ZLWKUHVSHFWWRWKH06&,$&:RUOG,QGH[
in the period -DQXDU\±6HSWHPEHU.
1RWH7KHLQGH[LVWKHWRWDOUHWXUQLQGH[LQ86'WHUPV
6RXUFHV7KRPVRQ5HXWHUV'DWDVWUHDP$XWKRUV¶FDOFXODWLRQV

icity of the Russian market with the rest of the world. Consistent with the crossVHFWLRQDOHYLGHQFHIURPWKHSUHYLRXVVWXGLHV 0RUFNHWDO WKHORZGHJUHH
RI V\QFKURQLFLW\ WHQGV WR EH DVVRFLDWHG ZLWK WKHODUJHU DPRXQW RI XQYHUL¿DEOH
(idiosyncratic) risk. In fact, if we delete from the sample two years of the global
¿QDQFLDOFULVLV ± WKHFRUUHODWLRQEHWZHHQWKHDPRXQWRILGLRV\QFUDWLF
ULVNRIWKH06&,5XVVLDDQGV\QFKURQLFLW\ 6<1&+ EHWZHHQWKH06&,5XVVLD
DQGWKH06&,$&:RUOGLV±12
$VV\QFKURQLFLW\LVOLNHO\WRFDSWXUHWKHH[WHQWRIWKH5XVVLDQVWRFNPDUNHW¶V
LQWHJUDWLRQZLWKWKHUHVWRIWKHZRUOGLWVHHPVWKDWWKHFXUUHQW³GHFRXSOLQJ´RI
the Russian market had been associated with the appearance of trends similar to
WKHRQHVREVHUYHGLQWKH³SUHLQWHJUDWLRQ´SHULRG
$FFRUGLQJ WR +VLQ DQG 7VHQJ   VWRFN SULFH V\QFKURQLFLW\ PD\ YDU\
DV\PPHWULFDOO\GHSHQGLQJRQPDUNHWFRQGLWLRQV7KHDXWKRUV¿QGWKDWSULFHV\Qchronicities tend to be stronger in bearish markets and interpret this as being
consistent with the hypothesis that investors have increased loss aversion in bear
PDUNHWVZKLFKIXUWKHUOLPLWVLQIRUPHGDUELWUDJH7KHUHVXOWVIRUWKHJOREDO
¿QDQFLDOFULVLVSHULRGVHHPWREHFRQVLVWHQWZLWKWKDW¿QGLQJ2QWKHRWKHUKDQG
the decreased synchronicity of the Russian market during the Ukrainian crisis accompanied by large negative returns highlights the importance of controlling for
exogenous factors, in our case represented by the economic sanctions imposed
on Russia.
7KHV\QFKURQLFLW\ RI WKH06&, 5XVVLD UHWXUQ WHQGV WR EH KLJKO\ FRUUHODWHG
with the cumulative return of the index. In fact, the correlation was in excess
of 50% for the period since 2001, as well as for the more recent period since
the beginning of 2014, associated with the Ukrainian crisis. The volatile portIROLR FDSLWDO ÀRZV WR WKH5XVVLDQ VWRFN PDUNHW DQG WKHHPHUJLQJ PDUNHWV LQ
12

Otherwise, the correlation for the whole sample is –5%.
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JHQHUDO DUH OLNHO\ WR EH UHVSRQVLEOH IRU WKH¿QGLQJ ,Q WKHWLPH RI ERRPV IDYRUDEOH YDOXDWLRQ GXH WR D SRWHQWLDOO\ GLYHUVL¿DEOH FRPSRQHQW RI XQV\VWHPatic risk of the market, drives returns up, leading to an increased integration of
the Russian market with the rest of the world, thereby increasing the synchronicity of the stock returns as the marginal investor is likely to become represented
E\DIRUHLJQHQWLW\KROGLQJDQLQWHUQDWLRQDOO\GLYHUVL¿HGSRUWIROLR,QWKHWLPHRI
bust, as in the current period, the opposite situation emerges, with the Russian
market effectively decoupling from the rest of the world and returns predominately being driven by idiosyncratic news.
This evidence is consistent with literature on the implications of partial segPHQWDWLRQZKLFKLVGH¿QHGDVWKHVLWXDWLRQLQZKLFK³WKHUHDUHVRPHHTXLW\ÀRZV
WKDW WDNH SODFH HLWKHU LQ RU RXW RI D FRXQWU\ DOWKRXJK WKHVH ÀRZV DUH OLPLWHG
because of explicit constraints on, or because of barriers to, international investPHQW´ .DURO\L DQG6WXO] 7KHFRQFOXVLYHHPSLULFDOHYLGHQFHRQWKHGLIference between global pricing of assets to local pricing exists for a number of
countries where some of the barriers to international investment are known exSOLFLWO\ HJ(UUXQ]DDQG/RVT+LHWDOD%DLOH\DQG-DJWLDQL 
7KHFRPPRQUHVXOWVRIWKHSDSHUVDUHWKDWPDUNHWVHJPHQWDWLRQVLJQL¿FDQWO\DIfects valuation of equities and that the premium of shares available to foreign
investors varies over time.
5.2. Bootstrapped analysis
The bootstrapped analysis unveils the impact of world stock market returns on
Russian stock returns before and after the Ukrainian crisis. Table 3 depicts the results of our bootstrapped regression analysis. The results in Table 3 once more
FRQ¿UPDVXEVWDQWLDOGHFOLQHLQWKHGHJUHHRIV\QFKURQLFLW\EHWZHHQWKH5XVVLDQ
stock market and a representative set of global equity markets. The results are
UREXVWWRVSHFL¿FDWLRQVLQORFDOFXUUHQFLHVDQGWRDOWHUQDWLYHWLPHSHULRGVSHFL¿FDWLRQV$GHFOLQHRIWKH06&,5XVVLDV\QFKURQLFLW\ZLWKWKH06&,%5,&DQG
WKH06&,(PHUJLQJ0DUNHWVZKLFKEHORQJWRWKHVDPH³HPHUJLQJPDUNHWV´DVset class as the Russian market, appear to credibly indicate the idiosyncratic effect of the Ukrainian crisis and a broad decoupling of the Russian market from
the rest of the world.
Table 3
Pseudo R2RIWKHERRWVWUDSSHGUHJUHVVLRQVRIWKH06&,5XVVLDRQWKH06&,$&:RUOG
WKH06&,(PHUJLQJ0DUNHWVDQGWKH06&,%5,&
Pseudo R2

t

¨Pseudo R2 (%)

06&,$&:RUOG

Pre-crisis
Crisis


0.1229***

14.27
14.41

±

06&,%5,&

Pre-crisis
Crisis

0.2456***
0.1659***

9.01


–32.45

06&,(0

Pre-Crisis
Crisis

0.2432***
0.1759***




–27.67

1RWHV$OOLQGLFHVDUHWRWDOUHWXUQLQGLFHVLQ86'WHUPV7KHSUHFULVLVSHULRGLV6HSWHPEHU±)HEUXDU\
WKHFULVLVSHULRGLV0DUFK±6HSWHPEHU7KHOHYHORIVLJQL¿FDQFH  

6RXUFHV7KRPVRQ5HXWHUV'DWDVWUHDP$XWKRUV¶FDOFXODWLRQV
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6. Conclusions
This paper studies the dynamic relationship between the Russian stock market and a representative sample of global markets in the aftermath of the 2014
8NUDLQLDQFULVLV%\DSSO\LQJG\QDPLFJRRGQHVVRI¿WDQGERRWVWUDSSHGUHJUHVVLRQ
DSSURDFKHVZHVKRZWKDWWKHLQÀXHQFHRIWKHZRUOGVWRFNPDUNHWVRQWKH5XVVLDQ
stock market considerably decreased in the aftermath of the Ukrainian crisis.
The decrease in co-movement of Russian equity market returns in the magnitude
of 30–50% is observed not only with respect to global equity returns, but also
ZLWKUHVSHFWWRHPHUJLQJDQG%5,&PDUNHWVZKLFKEHORQJWRWKHVDPH³HPHUJLQJ
PDUNHWV´DVVHWFODVVDVWKH5XVVLDQPDUNHW,QYLHZRIGUDPDWLFLQFUHDVHLQV\Qchronicity across the Russian sectoral stock indices after the sanctions were introduced, our results are consistent with the effect of economic sanctions imposed on
Russia, which have apparently isolated the Russian equity market from the rest of
WKHZRUOGDQGWULJJHUHGZLGHVSUHDGSRUWIROLRRXWÀRZVIURPWKHPDUNHWRUD³ÀLJKW
WRTXDOLW\´SKHQRPHQRQIUHTXHQWO\REVHUYHGGXULQJHPHUJLQJPDUNHWVFULVHV
Our results are in line with the evidence presented in Castagneto-Gissey and
1LYRUR]KNLQ  ZKRORRNDWWKH³GHFRXSOLQJ´RIWKH5XVVLDQHTXLW\PDUNHW
LQWKHDIWHUPDWKRIWKH8NUDLQLDQFULVLVRQDFRXQWU\E\FRXQWU\EDVLV6LPLODUO\
WR RXU UHVXOWV WKHVWXG\ ¿QGV D VWURQJ GHFUHDVH LQ LQWHUGHSHQGHQFH EHWZHHQ
WKH5XVVLDQHTXLW\PDUNHWDQGRIPDMRUGHYHORSHGIURQWLHUDQGHPHUJLQJ
markets.13 Using a longer sample period, our results show that the correlation
ZLWKWKH%5,&DQG(PHUJLQJ0DUNHWVJURXSVDVDZKROHGHFUHDVHGVLJQL¿FDQWO\
providing further support to the evidence of tangible effects of Western sanctions
on the Russian equity market.
Our results also reveal a strong positive correlation between the cumulative return of the Russian equity index and the synchronicity of the Russian market with
WKH:RUOG,QGH[7KHV\QFKURQLFLW\RIWKH06&,5XVVLDLVDOVRQHJDWLYHO\FRUUHlated with the level of the idiosyncratic risk derived from the market model. Our
UHVXOWVDOVRVHHPWRLQGLFDWHDVLJQL¿FDQWYDULDWLRQLQWKHGHJUHHRIWKH5XVVLDQ
stock market’s integration with the rest of the world, as the current decoupling
of the Russian market had been associated with the appearance of trends similar
WRWKRVHREVHUYHGLQWKH³SUHLQWHJUDWLRQ´SHULRGLQWKHHDUO\SDUWRIWKHSUHYLRXV
decade. This evidence is consistent with literature on the implications of partial
VHJPHQWDWLRQVXSSRUWLQJWKHVW\OL]HGIDFWVWKDWPDUNHWVHJPHQWDWLRQVLJQL¿FDQWly affects valuation of equities and that the premium of shares available to foreign
investors is time-varying.
While still being regarded as a major emerging market, the Russian stock
PDUNHW¶VGHFOLQLQJFDSLWDOL]DWLRQDQGIUHHÀRDWOHGWRDGUDPDWLFIDOOLQ5XVVLD¶V
ZHLJKWLQLQYHVWDEOHHTXLW\LQGLFHVVXFKDVWKH06&,(PHUJLQJ0DUNHWV,QGH[
)RUH[DPSOHWKHZHLJKWRI5XVVLDQVWRFNVLQL6KDUHV06&,(PHUJLQJ0DUNHWV
ETF,14 ZKLFK WUDFNV WKH06&, (PHUJLQJ 0DUNHWV ,QGH[ GURSSHG WR 
13 6RPH HYLGHQFH RI LQFUHDVHG LQWHUGHSHQGHQFH ZDV H[FOXVLYHO\ IRXQG LQ WKH%UD]LOLDQ PDUNHW +RZHYHU
%UD]LODQG5XVVLDZHUHQRWDEO\DPRQJWKHWHQZRUVWSHUIRUPLQJPDUNHWVLQWKXVWKHLQFUHDVHLQFRUUHODtion between these markets’ returns in the crisis period could be explained by the idiosyncratic downside risk
factors occurring simultaneously across both markets as well as by similar exposure of both countries to the declining oil price.
14 https://www.ishares.com/us/products/239637/ishares-msci-emerging-markets-etf.
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(1LYRUR]KNLQ*&DVWDJQHWR*LVVH\5XVVLDQ-RXUQDORI(FRQRPLFV  í

ODJJLQJEHKLQGPDUNHWVVXFKDV0H[LFR6RXWK$IULFDDQG%UD]LO$OEHLWWKHDWtractive valuations in the Russian equity market, the choice of available investPHQWVUHPDLQVOLPLWHGGXHWRWKHHFRQRPLFVDQFWLRQVLPSRVHGRQWKHFRXQWU\$V
a result, the decrease in co-movement of the Russian stock market with the rest of
WKHZRUOGLVXQOLNHO\WRSURYLGHLQWHUQDWLRQDOLQYHVWRUVZLWKVXSHULRUGLYHUVL¿FDtion opportunities. On the other hand, the lifting of sanctions is likely to result in
DODUJHSRUWIROLRLQYHVWPHQWVLQÀRZWRZDUGV5XVVLD
$V LW LV KDUG WR IRUHFDVW ZKHQ WKHVDQFWLRQV ZLOO EH OLIWHG WKHUHWXUQV RI
the Russian market in the medium-term could continue to be predominately driven by idiosyncratic news and the effective decoupling of the Russian market from
the rest of the world is likely to persist.
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