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PROBLEMS OF THE SECURITIES MARKET REGULATION
IN THE COUNTRIES WITH TRANSITION ECONOMY

AHHOomauus. PaccMoTpeHbl Npobnembl 1 BO3MOX-
Hble MyTW PEerynupoBaHMs pbiHKa LiEHHbIX Oymar B
cTpaHax LleHTpanbHon n BoctoyHoi EBpornbl 1 LleH-
TpanbHoi Asuu. IMokasaHo, YTo Hapsdy € BHeAPEHUEM
MPUHLKUNOB aHIMo-aMEPUKaHCKON U KOHTUHEHTaNbHOM
€BPONEeNCKON Moferner perynmpoBaHns pblHKa LEHHbIX
Bymar Bo3MoxHa pa3paboTka COBCTBEHHbBIX MPUHLMMIOB
UMY COYETaHUe 3TUX NPUHLMMOB perynupoBaHus. JaHa
OLeHKa 3PdEKTUBHOCTU U LenecoobpasHocTu BHe-
APEHNS1 OCHOBHbIX MPUHLMMNOB aHrno-aMepuKkaHCcKom 1
KOHTWHEHTarNbHON €BPOMENCKON MOAEenen perynupo-
BaHWS pbiHKa LiEHHbIX Bymar B CTpaHax ¢ NepexogHom
9KOHOMMKOI. [peacTaBneHbl OCHOBHbIE MPUHLMMLI W
CTaHAapTbl PErynpoBaHus 1 KOHTPONS PbiHKA LEEHHbIX
Bymar, NpuHATLIE B MUAPE N PEKOMEHA0BAHHbIE MEXY-
HapOAHbIMU OpraHW3aumMsMu U PerynupyowmuMm opra-
HaMW, B CPaBHEHUW C PerynupoBaH1eM pbiHKa LieHHbIX
Oymar B cTpaHax C NepexoaHoi SKOHOMMWKOW. BbisiB-
NeHbl OCHOBHble HEeLOCTaTKU PeryrMpoBaHWs pbiHKa
LeHHbIx Bymar B pasHbIx CTpaHax. Ha ocHose npose-
[EHHOTO aHanuaa cqopMynnpoBaHbl NPeaIoXeHUs no
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Abstract. The article considers the problems of the
securities market regulation in the countries with transi-
tion economy. The article studies the main ways of the
securities market regulation in the countries of Eastern
and Central Europe and Central Asia. In the article case
studies were made, comparative analysis of the securi-
ties market regulation compliance to the main principles
accepted in the world was done, main shortcomings of
regulation in different countries were discovered.

Key words: securities market, securities regulation,
transition economy.
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[arnbHelLleMy COBEPLUEHCTBOBAHUIO perynnpoBaHns
pbIHKa LieHHbIX Gymar B cTpaHax ¢ nepexoAHoi 3KOHO-
MWKOW, B YaCTHOCTH, C UCMONb30BAHWEM MO3UTUBHOTO
onbiTa peopmMMpoBaHNA (OUHAHCOBOIO CeKTopa U pe-
rynupytoLei 6asbl OTAEMNbHbIX CTPaH.

Kntoyesble croga: pbIHOK LieHHbIX Gymar, perynupo-
BaHWe pblHKa, NepexoaHas 3KOHOMMKA.

Issues of regulation of the financial system as
a whole and regulation of the securities market
particularly are a great challenge for the countries
with transition economy. Current legal systems
regulating securities markets in the countries of
Central and Eastern Europe and Central Asia
began to develop since the time these countries
chose market economy. There were three ways of
setting legal systems: to adopt either principles
set in Anglo-American or Continental European
(sometimes called Romano-German system) sys-
tems, to develop own principles, or to make some
symbiosis of above-mentioned. Most of Central
and Eastern European countries preferred Con-
tinental European legislation system and/or sym-
biosis of this system with own principles. In this
system there is almost no limitation for banks
to operate in the securities market. Adoption of
these principles is mainly conditioned by near-
ness of Western European countries, especially
Germany and France. Besides, there is also one
essential factor—the securities markets in the
countries with transition economy were (and still
are) in stage of formation, whereas the introduc-
tion of Anglo-American model requires existence
of highly developed securities market [1; 2; 11;
12]. Although securitization is remarkable, the
dominating sphere of financial market in Conti-
nental European model is banking system. Banks
are big players in the securities market. The secu-
rities market in these countries, in contrast to the
USA, is a market of big participants and not small
shares [1; 2; 10]. The reconstruction and develop-
ment of financial sphere in Central and Eastern
European countries began from banking system.
Banking system should be reconstructed and de-
veloped, whereas the securities market—newly
established.

The IOSCO objectives and principles of se-
curities regulation and EU directives have been

viewed as general benchmarks for most countries
of Central and Eastern Europe and Central Asia.
The IOSCO offers the following groups of princi-
ples: principles relating to the regulator, principles
for self-regulation, principles for the enforcement
of securities regulation, principles for cooperation
in regulation, principles for issuers, principles for
auditors, credit rating agencies and other informa-
tion providers, principles for collective investment
schemes, principles for market intermediaries and
principles for secondary markets [9]. However, the
implementation of above principles was not on the
same level in different countries with transition
economy. In new EU member states the EU direc-
tives were almost fully adopted. In some countries
like Croatia, Serbia or Armenia activities have been
made to harmonize the securities legislation with
the EU directives while in other countries EU di-
rectives are not formally viewed as a benchmark.
The securities market legislation is considered fully
compliant with the IOSCO securities regulation
principles in all new EU member states (Estonia,
Lithuania, Latvia, Poland, Check Republic, Slova-
kia, Hungary, Slovenia, Romania and Bulgaria),
as well as Croatia, Serbia, Ukraine and Moldova.
In the Russian Federation, Macedonia, Armenia,
Montenegro, Bosnia & Herzegovina, Kazakhstan
and Kyrgyzstan the securities market legislation
has medium compliance with the IOSCO securi-
ties regulation principles. The securities market
legislation in Georgia, Albania, Azerbaijan and
Uzbekistan has low compliance and in Belarus,
Turkmenistan and Tajikistan — very low compli-
ance with the IOSCO securities regulation princi-
ples [5].

Main problems in implementing the IOSCO
principles in the countries with transition econ-
omy are connected with financial instruments
regulations. In most countries it is conditioned
with the low level of development or practically
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absence of derivative market and the regula-
tion thereof. Main problems in implementing
the IOSCO principles relating to the financial
instruments are observed in Georgia, Armenia,
Belarus, the Russian Federation, Moldova, Bul-
garia, Albania, Bosnia & Herzegovina, Montene-
gro and Lithuania.

Main problems in implementing the IOSCO
principles for collective investment schemes (CIS)
are observed in Armenia and Georgia. This is
conditioned by the actual absence in these coun-
tries collective investment schemes. However,
Armenia has been doing important steps towards
introducing funded pension system and the regu-
lation thereof. During the recent years a number
of laws, regulations and other legal acts have been
adopting which shall regulate the field. Moreover,
in 2014 Armenia is planning to introduce a multi-
pillar pension system two of the pillars of which
will use collective investment schemes (voluntary
and mandatory funded pension pillars).

Main problems in implementing the IOSCO
principles for secondary markets are observed
in Bosnia & Herzegovina, Belarus, Georgia, Bul-
garia, Azerbaijan and Albania.

Main problems in implementing the IOSCO
principles for market intermediaries are ob-
served in Armenia and Azerbaijan. Main prob-
lems in implementing the IOSCO principles for
clearing and settlement are observed in Belarus

and Albania. Main problems in implementing
the IOSCO principles for self-regulation are ob-
served in Montenegro and Azerbaijan.

The only country where essential problems of
implementation of the IOSCO principles relat-
ing to accounting and audit are observed is Al-
bania and the only country where problems of
implementation of the IOSCO principles relat-
ing to money laundering are observed is Belarus.

Estonia is one of the countries not only in East-
ern Europe but in the world that is in front of re-
forms in the securities market and harmonizing its
legislation to the EU directives and implementing
the IOSCO securities regulation principles. The
Russian Federation is the country with the big-
gest economy in Eastern Europe and is commonly
viewed as a benchmark for other members of the
Commonwealth of Independent States. Armenia
is leading in reforms of the financial system in
the South Caucasus where the securities market
is on the lowest level among Eastern European
countries. Taking into account mentioned above
and the main goals of the study, i.e. revealing the
problems of the securities market regulation in the
countries with transition economy, the compliance
of the securities market legislation with the IOSCO
Principles in Estonia, the Russian Federation and
Armenia was analyzed in more details.

The compliance of the securities market leg-
islation in Estonia with the IOSCO principles is
shown in pic. 1.
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pic. 1. Compliance of the Securities Market Legislation in Estonia with the IOSCO Principles [5]
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As it can be seen from pic. 1, securities mar-
ket regulation in Estonia is highly compliant
with IOSCO securities market regulation princi-
ples. Minor problems exist in the sphere of self-
regulation and issuers and disclosure regulation.
The level of compliance with the IOSCO prin-
ciples is approximately 100% in all fields of the
securities market regulation with the exception
of self-regulation and issuers and disclosure reg-
ulation. However, the level of compliance with
the IOSCO principles there is also higher than
80%. It should be also noted that after legislation
compliance assessment, amendments to the Se-
curities Market Act of Estonia were made. As a
result of this the Securities Market Act of Esto-
nia currently fully corresponds with the Market
in Financial Instruments Directive (MiFID), the
Takeover Directive and the Capital Adequacy of

Investment Firms and Credit Institutions Direc-
tive [5; 9].

Above analyses show that the securities mar-
ket regulation in Estonia is highly compliant not
only with the IOSCO securities regulation prin-
ciples but also with the EU directives. Thus, Es-
tonia may be viewed as a benchmark for securi-
ties market regulation in the countries of Easter
Europe and Central Asia. For further research
the models of the Russian Federation and Arme-
nia are analyzed. The securities market regula-
tion in the Russian Federation has been develop-
ing during the last decades. It is largely based on
the Continental European principles and on the
own legislation peculiarities.

The compliance of the securities market legis-
lation in the Russian Federation with the IOSCO
principles is shown in pic. 2.
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pic. 2. Compliance of the Securities Market Legislation in the Russian Federation with the IOSCO Principles [5]

As it can be seen from pic. 2, the main prob-
lems in the Russian Federation are connected
with the financial instruments, particularly with
the derivatives regulation. However, the other
fields of the securities market regulation, with
the exception of self-regulation, are also not
fully compliant with the principles of securities
market regulation of IOSCO. The level of com-
pliance with the IOSCO principles is more than
75% in the fields of money laundering, account-
ing, the securities market regulator, secondary

market, market intermediaries, issuers and dis-
closure regulation. The level of compliance with
the IOSCO principles is between 50% and 75%
in the field of clearing and settlement regula-
tion. The only field where the compliance with
the IOSCO principles is on 50% level is financial
instruments regulation.

As it was mentioned above, the current leg-
islation regulating the securities market in Ar-
menia is mainly based on Continental European
principles. In contrast to the Russian Federation,
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securities regulation in Armenia has been devel-
oping aiming full synchronization with EU di-
rectives. Estonian model was taken as a bench-
mark. This is mainly conditioned by the fact
Estonia has one of the most compliant with the
IOSCO principles and EU directives legislation
among Central and Eastern European coun-
tries. The activities of Estonian securities market
during the last decades are always on high level
and Estonia is always in the front of securities
market reforms. For choosing Estonia as a main
benchmark for securities market regulation in
Armenia is largely conditioned also by the fact
that both in Armenia and Estonia the organized
securities market as well as the settlement, clear-
ing and depository systems are operated by the
NASDAQ OMX.

Like in other counties with transition econ-
omy, changes in legislation began in banking
sphere. Several laws were changed, others—
newly adopted. The Republic of Armenia, like
most Eastern European countries, adopted Con-
tinental European legislation on banking sphere.
In 1993-2004 a great number of laws and other
legal act were adopted, particularly laws of the
Republic of Armenia on “Foreign Exchange Reg-
ulation and Currency Control”, on “The Central
Bank of the Republic of Armenia’, on “Banks
and Banking”, on “Bank Secrecy”, on “Bank-
ruptcy of Banks”, a number of Regulations of the
Central Bank of Armenia, which are mandatory
for banks, credit organizations, and even non-
bank organizations (in part of payments and
settlements) operating in the Republic of Arme-
nia. In 1998 the new Civil Code and in 2001 the
new law on joint stock companies were adopted,
which also emphasized Continental European
principles [3; 4]. Consequently, at the beginning
0f 2001, Armenia already had enough developed
legislation on banking and credit system, but
there was neither developed securities market
nor legislature regulating it. The legal acts regu-
lating the securities market also appertained to
Continental European model. So, the model set
in the financial area of Armenia - both in bank-
ing sphere and in the securities market — before
2000 could be considered to be a Continental
European model with some local adjustments.

However, in 2000 a new law regulating the se-
curities market was adopted, which changed the
way of development of the securities market of
Armenia. This was the “Securities Market Regu-
lation Law of the Republic of Armenia”. All main
principles of this law correspond with the Anglo-
American model. Some amendments were done
to adjust this law to the legal environment of
the financial sphere of Armenia, but there were
a lot of discrepancies between these laws. Thus,
since 2000 the situation in the area of regulation
of financial sector of the Republic of Armenia
became ambiguous: on the one hand—banking
system regulated by Continental European legis-
lation, on the second hand - the securities mar-
ket regulated by Anglo-American legislation. A
symbiotic model has been created. For example,
in accordance with the law of the Republic of
Armenia on “Banks and Banking Activities” of
1996, the banks, branches thereof, branches of
foreign banks operating in the territory of the
Republic of Armenia may deal in a broad range
of services in the securities market of Armenia:
issue, purchase (discount), sell and serve securi-
ties, payment documents, travelers’ checks, cards
and other instruments, implement investment
and subscription (underwriting) activities, pro-
vide services of financial agent (representative),
manage the securities and investments owned by
other persons (trust management). In addition,
law states that banks are not allowed to imple-
ment only industrial, trade and insurance activi-
ties [6]. Simultaneously the “Securities Market
Regulation Law of the Republic of Armenia” 8]
set a number of restrictions for banks to operate
in the securities market. First with adoption of
this law dual subordination was set in the finan-
cial sphere: banks continued to be accountable
to the Central Bank of Armenia, but for dealing
in securities market banks, as other organiza-
tions, should be accountable to the Securities
Commission of the Republic of Armenia. The
law defined professional activity in the securi-
ties market as activity which must be licensed
by the Securities Commission of the Republic of
Armenia. So, if banks wanted to deal in securi-
ties market they had to apply for licenses to the
Securities Commission.
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Nonetheless, some operations were allowed
for banks to execute without license of profes-
sional activity in the securities market. Thus,
the Securities Market Regulation Law provided
for that certain securities could be instruments
of brokerage activity for banks without the bro-
kerage license (a type of the securities market
professional activity). Above securities include:
a) securities issued or guaranteed by the state
bodies or the communities of the Republic of
Armenia; b) securities issued or guaranteed by
the Central Bank of Armenia. The same exclu-
sions were also provided for the trust manage-
ment and securities custodial activities, but not
for dealer activities. All these exceptions had
been done as amendments to the Securities
Market Regulation Law due to impossibility of
demanding banks to get licenses for operations
with these securities. Here must be remembered
that the banks are the main investors in these
types of securities and only banks participate in
the primary allocation of the ones.

In case banks anyway got licenses for the
professional activities in the securities market,
a number of obstacles existed for their activi-
ties. According to the Securities Market Regu-
lation Law stock exchanges and the central
depository (the only organization, which per-
forms the functions of a centralized custodian,
securities registry and clearing and settlement
in Armenia) in the territory of Armenia could
be formed only as self-regulatory organizations
(hereinafter—SRO). In accordance with the Se-
curities Market Regulation Law, only a person,
who had a license of professional activity in the
securities market, could be a member of SRO.
Moreover, the law provided for that only broker
and/or dealer might become members of stock
exchanges, and that only the members of stock
exchanges might directly participate in trading
in the securities and other stock commodities by
using the means of stock exchange. So, the banks
were eliminated from the exchange trades by
adopting the Securities Market Regulation Law
of 2000. In 2001 some amendments were made
to the law and banks formally got the right of
directly participating in trading in certain secu-
rities mentioned above, but only if this is provid-

ed for by the rules of the stock exchange. Thus,
due to the complicated legal field and a number
of discrepancies banks with their broad share
in trading were eliminated from the exchange
trades.

In 2005 - 2007 further changes to the legisla-
tion were made. First the regulation and super-
vision over the whole financial system, includ-
ing the securities market, was transferred to
the Central Bank of Armenia. Then a new law
regulating the securities market was adopted
which replaced the older one. The newly adopt-
ed Securities Market Law was fully based on the
Continental European principles of regulation.
Then the only operator of the regulated market
(Armenian Stock Exchange) and the only opera-
tor of settlement system (Central Depository of
Armenia) were transferred to one of the world’s
biggest stock market operators - NASDAQ
OMX. By changing the legislation and transfer-
ring key trading facilities and settlement and
depository systems to the NASDAQ OMQ the
process of changing appropriate trading, clear-
ing and settlement rules began which is largely
accomplished not but not fully finished yet.

Thus, in 2006 a mega-regulator of financial
system was created and since 2007 the regulato-
ry framework of the securities market has been
based on the Continental European principles.
These changes allowed to minimize the obstacle
for developing the securities market including
development of project of introduction of the
collective investment schemes and, particularly,
funded pension system. Funded pension system
needs especially detailed regulation because this
system is, to a great extent, to secure pension age
people’s livelihood.

The compliance of the securities market legis-
lation in Armenia with the IOSCO principles is
shown in pic. 3.
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pic. 3. Compliance of the Securities Market Legislation in Armenia with the IOSCO Principles [5]

As it can be seen from Pic. 3, the main prob-
lems in Armenia are connected with the financial
instruments and collective investment schemes
regulation. Weakness of financial instruments
regulation is mainly conditioned with the deriva-
tives market. The level of compliance with the
IOSCO principles is more than 75% in the fields
of accounting, clearing and settlement, securities
market regulator and money laundering regula-
tion. The compliance in the field of accounting is
about 90%. Here it should be noted that the level
of compliance is currently much higher since dur-
ing the recent years much efforts have been made
to introduce International Financial Reporting
Standards (IFRS) to the financial system of Arme-
nia. Beginning from 2011 all investment firms, in-
vestment funds, management companies, invest-
ments banks, organized market (stock exchanges)
operators, clearing and settlement companies, de-
pository companies as well as the reporting issu-
ers in the securities market shall present financial
statement in accordance with the IFRS. The level
of compliance with the IOSCO principles is be-
tween 50% and 75% in the field of self-regulatory
organizations, issuers and disclosure, second-
ary market and market intermediary regulation.
The level of compliance with the IOSCO princi-

ples in the field of financial instruments regula-
tion is on 25%. The level of compliance with the
IOSCO principles in the field collective invest-
ment schemes is 0% [5; 9]. However, the absence
of collective investment schemes regulation is not
matter in Armenia any more since the EBRD Se-
curities Markets Legislation Assessment was done
in 2007 and the most of the legislation has been
adopted after that. Nonetheless, there are a lot of
problems and inconsistencies within the legisla-
tion regulating collective investment schemes.
Both problems in the derivatives and collective
investment schemes regulation are to a great ex-
tent conditioned by the nonexistence of such in-
struments in Armenia at the moment.

The above analyses and case studies shows
that the most positive way of development of the
securities market regulation in the countries with
transition economy is introduction of the Conti-
nental European principles of financial system
regulation, as a whole, and the securities market
regulation, particularly. Research also shows that
harmonization of the securities market regula-
tion with the EU directives and implementation
of the IOSCO principles are of high importance
for the countries with transition economy but
are on different levels in different countries.
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