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Abstract. The topic is time-relevant, since today there is a strong need to find indicators
showing a development path for countries after the pandemics of 2020 in specific regions
of the world. This paper makes an attempt to create an indicator that is different and more
representative of the BRICS than the indexes already in existence. The BRICS index offered
here is a capitalisation-weighted average of daily quotations for the listed stocks which
dynamics highly correlate with each other. The purpose of developing such an index is
to monitor a general growth pattern of the BRICS’ economies and their corporations on
the financial markets, both domestically and regionally, since they are at the core of the
regions, they are in. The introduction of the BRICS index to the financial market can help
increase investors’ appetite for the assets. It will make it easier to analyze the stock markets
of the BRICS as well. The significance of such a rating is that it may lay the foundation
for working out a trading strategy to deal in the stocks of the BRICS companies to get
optimal returns. The BRICS stocks index can also be an indicator of regional development
for countries dependent on the BRICS, as well as the product of financial engineering
which may help attract investors and other professionals working on the financial market
to accumulate growth and recovery funds for the trouble countries of the region.
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Qunancosviil yHueepcumem npu Ilpasumenscmee Poccuiickoil @edepayuu
Poccuiickaa @edepayus, Mockea

Annoranusa. Tema uccieloBaHUs akTyalbHa B CBA3M C TEM, YTO B HacTosllee
BpeMsI  CIOXXWIACh HEOOXOAUMOCTh  pa3pabOTKM  HHAUKATOPOB,  CIIOCOOHBIX
MIPOIEMOHCTPHUPOBATH TPACKTOPUHU PA3BUTHS SKOHOMUKH U 00IIECTBA CTPAH OTACIBHBIX
peruonoB nocie snuaemun 2020 r. B gaHHON cTarbe coBepllieHa IMOMbITKA CO3/1aTh
[I0Ka3aTellb, KOTOPbIA OTIMYAETCS OT aHAJIOIMYHBIX CYLIECTBYIOIIMX HHAMKATOPOB
OosplIei  PENPEe3eHTATUBHOCTHIO  CONMATIbHO-3KOHOMHMUYECKOTO PA3BUTUSL  CTpPaH
BPUKC u cTpaH peTHOHOB, B KOTOPBIX OHU UI'PAIOT POJIb JOKOMOTUBOB PETMOHAIBHOIO
pa3Butus. llpeanmoxennslii unaekc kommnanuii crpan BPUKC mpencraBnser co0oif
CPEIHEB3BELICHHYIO BEJIMYMHY I10 YPOBHIO KalWUTAJIMW3allMM JMHAMUKM KOTHUPOBOK
aKIM{ BeAyIIUX KOMIIAHUHM, KOTOPbIE HAXOAATCS B TECHOH KOppENsLMH ApPYyT
¢ npyroM. llens pa3paboTKH Takoro MHAEKCA COCTOUT B 3HAUMMOCTH MOHHTOPHHIA
oOmiel TeHaeHIMH pa3BuTHs 3koHOMHK cTpaH BPUKC Bkyme ¢ mx KopmopamusMu
Ha ()MHAHCOBBIX PHIHKAX KaK BHYTPH, TaK U B perHOHE. BBeaeHNe HHIeKCa KOMIaHUN
ctpan  BPMKC B nesarensHOCTh (DMHAHCOBOTO PBHIHKA MOXKET CIOCOOCTBOBATh
[IPUBJIEYEHUIO MHBECTOPOB M JOMOJHUTEIbHBIX JEHEKHBIX CPEICTB AJIs Pa3BUTHUS
HKOHOMHUKHU U 00IIecTBa, (JOHIOB SKOHOMHUYECKOTO OXKHUBIICHHS, 0COOCHHO B MEPHO
MIpeoAoIeHHs MocaeacTBri kopoHakpusuca 2020 r. PazpaboTaHHbIN HHIEKC TO3BOJIUT
YIPOCTUTH aHAJIN3 PIHKOB IIEHHBIX OyMar rpylIupOBKU CTPaH, HAXOIIIINXCS B PA3HBIX
peruoHax M INpUHAIIEKAUX K Pa3HbIM LUBWIW3ALMOHHO-KYJIBTYPHBIM TpaJAHLUAM
B PKOHOMHKE U OM3HEece. 3HAYMMOCTh TaKOTO MHAEKCA 3aKIIYacTcss B TOM, YTO OH
MOXET IOCIYKUTh OCHOBOH pPa3pabOTKH CTpaTerHu TOPTOBIN AKLUSMH BEIyNIUX
komnanuii crpad BPUKC nng onTuMu3anny HallMOHAJIBHOTO JTOXOA M MPUBJIEYEHUS
JIOTIOJHUTEIbHBIX CPEACTB Ul IIPEOAOJIEHUs MOCIENCTBUN KOopoHakpusuca. Munexc
Begymux komnanuii crpan BPUKC wmoxer paccMaTpuBarbCs M Kak HHAMKATOP
PETrHOHAIBHOTO Pa3BUTHS CTpaH, Haxojsumxcst B 3aBucumoctu oT bPUKC, a Taxxke
B Ka4eCTBE MPOAYKTA (PMHAHCOBOTO MHKUHUPHUHTA, CIIOCOOCTBYIONIETO MPUBICUCHUIO
MHOCTPAHHOTO KaluTasla Ha (UHAHCOBOM PBIHKE.

KiroueBbie caoBa: crpansl BPUKC, peiiTuHroHomMuka, WHAEKC LEHHBIX Oymar,
CPEIHEB3BEIICHHBII MO  YPOBHKO  KalmWTaJIM3allMd  OTPAcIE€BOM  WHIUKATOD,
WHBECTUIIMOHHBIA TOPTQENb, YCTOWYMBOE PETHOHAIBHOE pa3BUTHE, (HHAHCOBAS
OKOHOMHKA, (DUHAHCOBBIC WHHOBAIMH, (HHAHCOBBHIH WH)KUHHUPHHL, COIHAIBHO-
SKOHOMHUYECKHI KPHU3HC.

Crarhs MOATOTOBIICHA TT0 PE3Y/IbTaTaM HCCIISIOBAHIN, BEITOTHEHHBIX 32 CUCT OI0KETHBIX
CPEICTB 10 FOCYyAAPCTBEHHOMY 3aiaHu0 OUHYHUBEPCUTETY.

Hayunas cnennansaocts: 08.00.14 — MupoBast 95KOHOMUKA.
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Introduction

One of the identities of the new economy
is the variety of ratings, rankings, graded fi-
nancial products, indexes, indicators, etc. Re-
cent data by Cao & Wang (2020), Cheng (2019),
Dong et al. (2019), among others, show that
they have become an intrinsic and inherent part
of the world capital markets and international
finance, as well as social and economic devel-
opment. World famous stocks indexes include
Dow Jones (DJ30) of 30 most traded shares in
the US, S&P 500 (the index of 500 most traded
companies in the US), British FTSE100, Ger-
man DAX30, Japanese NIKKEI225, French
CAC40, etc. In Russia we also have indexes
such as RTS and MICEX. These indexes are
simple averages of share prices of the biggest
companies in a particular country.

Analysts like Alemany et al. (2020), Fu et
al. (2020) and Gao at. el. 2020 and professionals,
including Hou & Li (2020) and Hu at el. (2020),
use these indicators to monitor the internation-
al competitiveness of different countries of the
world, build forecasts based on them and try
to make predictions about future financial mar-
kets’ performance, especially after the corona-
crisis of 2020. However, these ratings are spe-
cifically country-oriented. The world, though,
is a globalized system. Therefore, it needs
cross-country ratings. They would be much
better at reflecting the actual economic devel-
opment across countries and regions. Countries
badly need good ratings, because they could
guarantee easy access to international loans,
foreign capital markets as well as low cost of
capital to help economic recovery. This is es-
pecially highlighted by Jain et al. (2020) and
Jankova & Dostal (2020). Bad ratings lead to
higher cost of capital and make it more difficult
to apply for loans from the IMF or the World
Bank during the government efforts in fighting
the consequences of the pandemics. Today this
is especially important during the coronavirus
crisis, when countries face a lot of uncertainty
and financial strain, which is proven by find-
ings of Khan et al. (2020), Sabilla & Kurniasih
(2020) and Salisu & Akanni (2020).

Many international organisations, non-
government bodies, industry groups, associ-
ations, think-tanks, banks, consultancies and

other related institutions predict that the 2020s
will be a period for economic, financial and po-
litical scientists across the globe to seek for po-
tential indices to assess various economic stim-
ulus plans introduced by governments to help
the recovery. Younsi & Bechtini (2020) say
that many countries in the world will be run-
ning enormous budget deficits and government
debt as a result of the economic, financial and
health-care crisis. The 2020s will be the era of
unprecedented debt burden, financial tsunami,
unemployment, unrecorded in the history of
mankind.

Global decisions today are impossible
without the far-reaching efforts of the BRICS
to fight the disease, economic, financial and
debt crises, climate change, to name the least.
That was true a decade ago, and this is still val-
id these days when you read Zou et al. (2020),
for example.

It is widely believed by, for example,
Zheng et al. (2020) that ratings are still upon
this day a byproduct of the information revo-
lution. You can find confirmation that the in-
formation revolution changed market competi-
tion. It transformed the industrial architecture
in many countries together with the rules of
competition. It had created a competitive edge
for many companies to outperform rivals. It
laid the foundation for new types of enterprise,
often within an existing niche of a single firm.
Digitisation followed. Finacialisation, digiti-
sation and financial engineering made ratings
their instruments in measuring performance
and efficiency. They started an era of complete-
ly new enterprises such as unicorns, fintechs,
techfins and many other startups and ventures.
Ratings neatly and seamlessly joined all these
processes and made it unthinkable to imag-
ine the world without the grades by Moody’s,
Standard and Poor’s, Fitch and other household
names.

The world financial crisis of 2008-2010
made economists question the methodology of
how ratings, rankings, indexes, indicators and
other measurements of economic activity are
created. Therefore, they said that there was a
need to rethink and review the old methodol-
ogy and develop a new one which would have
allowed to more accurately estimate the per-
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formance of companies, countries, regions and
country groupings. The industry that deals with
ratings came to be known as the economics of
ratings, or ratinomics (Sagim, Reis, 2020).

Creating a rating is an extremely difficult
and highly comprehensive, intellectual, smart
process which is connected with a very high
degree of risk, since, once published, it produc-
es specific incentives for arbitragers, traders
in commercial paper, debt obligations, gov-
ernment bonds, derivatives and commodities,
etc. to make financial deals and investment
decisions. In the world of huge debt caused by
the coronavirus the wrongs must be minimal.
So, ratings should be more specific, target-
oriented, reliable, close in touch with the realty,
credible and accurate.

Data and methodology

The creation of the BRICS corporate in-
dex involves a sequence of several specific it-
erations. A usual practice to calculate a stocks
index since Dow Jones created his in 1928 was
to take share prices on a given day and take
an average of them. This way stock exchanges
calculate DJ30 and NIKKEI, for example, until
this day:

n .
1= Z__l—”r;“ei M

where Price is the price of a share i and 7 is the
number of shares in the sample.

However, the problem with such simplicity
is that companies in a sample may have vary-
ing quantities of shares and weights in the in-
dustry. This may distort the very meaning of an
index to show specifically the growth pattern in
an economy. Generally, fewer shares may not
portray the structure of ownership in a compa-
ny’s capital as a proportion of each partner in
business. There is also a practice of disclosing
part of shares in circulation. So only free floats
appear in open trading. A company has a poli-
cy that rules free floats or how many shares ac-
tually go on to the market. Rarely, though, free
floats exceed 50 % of the capital. Since recent
decades show that more and more big compa-
nies disclose the actual quantity of shares, it is
worth taking a more precise measure of their
impact on the market, industry and economy.

Thus, a capital-weighted stock index can be of
a more theoretical and practical value to show
the real distribution in the industry, namely:

Y Capi+Capiiq (2)

=1
05 capo+Capiyq

where I is the previous value of the index, the
nominator is the total current capitalisation
(Cap,,) and the denominator is the previous
total capitalisation (Cap ). The approach also
takes an account for a possible exclusion or
inclusion of a company from or in the index,
because during the research we excluded some
companies to better understand the impact on
the economy. Thus, to make an adjustment in
the formula, there is no previous capitalisation
value, namely:

=] —2Cwi
= 0% capo+Capisy ®)

Approach to working out
the BRICS corporate index

First of all, the author delivered a list of
104 biggest and most promising companies of
the BRICS in 2019, one of the best years for
the BRICS’ stocks in the second decade of the
21 century. We decided to take data from 2019
because 2020 had serious fluctuations which
make it impossible to trustworthy estimate
the real impact of the index on the economy.
Secondly, the author combined the technical
analysis of individual companies of the BRICS
with the general or fundamental analysis of a
specific industry. Thirdly, to better understand
the growth patterns of the BRICS shares repre-
sented by the index, the author calculated the
correlation between their dynamics.

Once the author created the representative
collection of the most correlated BRICS stocks,
he took the calculated coefficients and put them
into a hierarchical matrix (cluster plot) us-
ing the Seaborn package for Python. He then
placed the correlation coefficients vertically
and horizontally in the matrix.

The hierarchical cluster plot (matrix)
of the BRICS company stocks

Fig. 1 shows the short representation of
the cluster plot developed initially. It shows the
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in-country and inter-country correlation coef-
ficients of the BRICS corporate stocks dynam-
ics. In-country correlation coefficients stand
for the stocks’ combinations of only one of the
countries, for example, Brazil or Russia. Inter-
country correlation coefficients mean cross-
country stocks’ combinations, for example,
between Brazilian stocks and Russian stocks,
or Brazilian stocks and Indian stocks, etc. The
total number of correlation combinations in
the matrix equals to as many stocks pairs as
one can possibly find excluding the same-name
stocks’ combinations.

Thus, the 19 Brazilian companies picked
up for the BRICS corporate index made 170
correlation combinations. Of these, 30 combi-
nations, or 21.6 %, had correlation coefficients
of more than 0.7. 58 combinations, or 41.7 %,
had correlation coefficients varying between
0.4 and 0.6. And, finally, 51 combinations, or
36.1 % had weak correlation coefficients of be-
tween 0.0 and 0.3. The remaining combinations
had reverse correlations, i. e., their correla-
tion coefficients were negative. Of all the in-
country correlations, the Indian stocks combi-
nations had the highest correlation coefficients.
Here, 36 % of all coefficients had correlations
of more than 0.7.

It is quite understandable that the inter-
country corporate stocks’ dynamics correlat-
ed less than the in-country ones because the
matrix was dealing with the companies from
five different countries. Of the cross-country
stocks’ combinations, the correlation was the
highest in case of a China-India component
where over 18 % of the coefficients (or 168
combinations of the 918 positively correlated)
exceeded 0.7. Second went the Russia-Brazil
component where about 11 % of the coeffi-
cients, or 35 units out of 323 postings in the
matrix had the strongest correlation. In the
rest of the inter-country stocks’ combinations
observed, the number of the positions with
the highest degree of correlation was less
than 10 %. Since the general collection of the
BRICS stocks contained the combinations with
negative correlation, the estimation power of
the BRICS index got weaker and less represen-
tative of the grouping. To improve it we needed
to reduce the number of companies from the

initial aggregate collection. Therefore, at the
next stage of the BRICS index’s creation it was
wise to consider the stocks correlation combi-
nations of only the companies whose correla-
tion coefficients exceeded 0.5. In the matrix
built they made up 74 in number out of the ini-
tial 104 (Fig. 1).

Fig. 2 shows the dynamics of the BRICS
stocks index. The technical analysis of the dy-
namics shows that during the period in ques-
tion the most favourable moments to buy the
shares of the BRICS companies from the gen-
eral collection were as follows: January 4th and
23rd, March 9th, April 19th, May 5th, July 6th,
October 2nd and 27th and December 6th. As
we see, most of the dates fell on a month’s be-
ginning with some exceptions when the good
moments to buy the BRICS stocks moved
closer to a month’s end. The most favourable
moments to close the positions in the BRICS
stocks were as follows: January 22nd, February
22nd, March 20th, April 28th, June 6th, August
8th, September 18th, November 22nd, Decem-
ber 26th. Fig. 1 demonstrates that in most cases
the best moments to close the positions fell on a
mid or end of a month.

Methodological hypothesis

The hypothesis is that there must be some
kind of an indicator showing a general growth
path of the BRICS stocks. The narrower collec-
tion of the companies with a higher degree of
correlation is more representative of the group-
ing to identify a universal trajectory of the
BRICS companies’ performance and the per-
formance of its economy in general, although,
of course, there are deviations of some of the
stocks’ dynamics from the general growth pat-
tern both up and down.

The dates considered to be the best to buy
and sell the BRICS stocks are the moments
when it is most profitable to trade in all BRICS
stocks. More specifically and accurately, an
investor should choose the timing to buy or
sell the BRICS stocks based on the analysis
of each individual company. Despite the visi-
ble efficiency of the BRICS stocks index, the
actual best dates to buy or sell the stocks may
not coincide with the suggested ones, since the
BRICS index only shows a general direction
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Fig. 1. The hierarchical cluster plot of BRICS corporate shares’ quotations dynamics correlation.
Source: compiled by the author based on the data of the BRICS foreign exchange markets,
NYSE, Euronext
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of the stocks’ movements and does not give a
100 % guarantee that certain occasions really
occur.

Although the BRICS stocks have differ-
ent prices, face values and issuance volumes,
the BRICS index must show a general or uni-
versal trend. Therefore, the constructed index
must have a sort of a statistical weight, a basic
measure or a unit of reference which represents
all securities. This unit or measure can be ei-
ther the quantity of shares being traded on the
stock market or, which is more adequate and
representative, the capitalisation of the selected
companies picked up for the analysis.

Capitalisation is a superior indicator com-
pared to the number of stocks traded since it
generalizes trading activity and transactions
expressed in national currencies, especially
when the stocks are traded exclusively on the
stock markets of the BRICS. If the trades take
place on the European stock markets, the quo-
tations appear in the euros. In most other cases
the trades go in US dollars, especially when
the BRICS’s shares come as American deposi-
tary receipts on the market. Since we gathered
the statistics about the BRICS stocks for our
study using various stock market databases
and different trading systems, many BRICS
stocks may end up valued in various curren-
cies. The currency diversity, however, should
not disturb the technical analysis of the BRICS
stocks. This diversity makes it hard to produce
a universal indicator, i. e., the BRICS stocks
index. Therefore, to achieve the paper’s goal,
it was necessary to convert the face value of
the BRICS stocks expressed in currencies oth-
er than US dollars in US dollars, excluding the
stocks already expressed in US dollars.

The simulation of the BRICS corporate index

During the given year, the total number of
same-company capitalisation values must be
equal to the four prices of a stock on each trad-
ing day multiplied by the number of working
days in the year. Some authors like Kim (2019)
used a linear function. The underlying research
makes use of a polynomial one. Four capital-
isation values of the BRICS stocks measured
over the entire year give out the dynamics of
the index. The dynamics show the average

price of the BRICS selected stocks weighted by
the amount of total capitalisation. The BRICS
stocks index dynamics can also appear as a
mathematical equation or a system of equations

with four independent variables, namely (For-
mulas 4a—4d):

y=-9¢ —08x*+ 2¢ - 05x> —

—0,0015x + 0,0343x + 16,04 (4a)
y=—8E — 07x* + 0,0002x° —

~0,0171x2 + 0,6039x + 71,675 (4b)
y=-3E—-07x*+ 5E — 05x° -

—0,0051x* + 0,2003x + 65,544 (4c)
y=-2E —08x*+ 3E — 06x° —

—0,0003x* + 0,0089x + 6,4885 @d)

The four independent variables in the sys-
tem of equations above describe open, mini-
mum, maximum and close prices’ dynamics.
The equation of the BRICS stocks index dy-
namics is derived by means of simple arith-
metic addition of the four equations. The four
equations have homogenous members to sum
up, and the result is a single composite equation
that shows the dynamics of the BRICS compa-
nies’ stocks, namely:

y=-0,0000012x* + 0,00027x° —
—0,024x2 + 0,8474x + 157,7475 )

To make the BRICS stocks index look
more like the Dow Jones or S&P 500, it is nec-
essary to convert it into regular basis points.
To do that, we are to take a moment in time of
interest for us, replace x by that in the equation
and multiply the result by 1,000. Since a math-
ematical equation usually has an angle with a
specific degree of inclination, so does the equa-
tion of the BRICS stock index. Economically,
the greater this inclination is, the more optimis-
tic can an investor be about the future perfor-
mance of the BRICS stocks.

We already said above that there was no
real stock exchange in existence to trade in
the stocks listed in the BRICS index. Howev-
er, once created in the virtual environment,
the BRICS stocks index might be an import-
ant benchmark of the virtual stock market of
the BRICS. The specific feature of this shared
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stock market is that it may work in the virtual
space and time with no territorial or timely peg.
The BRICS stocks index is an indicator show-
ing the general growth pattern of the selected
stocks and their market value.

The projected market value of the BRICS
stocks listed in the index, once introduced to
the virtual stock market, could have amount-
ed to 4.2 trillion dollars. The equation of the
BRICS stocks index dynamics may also show
a prospective growth pattern of the stocks
listed in it as well as the capitalisation of the
virtual shared market of the BRICS stocks.
Since the equation of the BRICS stocks in-
dex dynamics is positively inclined or has
an increasing growth pattern, the prognosis
about its future performance based on it is
quite optimistic. The point here would be only
about the degree of being optimistic about
the BRICS stocks index dynamics, i. e., it is
going to vary from the least optimistic to the
most optimistic one. According to the least
optimistic prognosis, in a year’s time period,
the capitalisation of the BRICS stocks listed

in the index could amount to 5.2 trillion dol-
lars, which was almost a 24 % increase com-
pared to the initial valuation. According to the
model developed here, during the period in
question the average price level of the BRICS
stocks index would have varied between 4,063
and 5,248 basis points.

The correlation of economic growth
and the BRICS corporate stocks’ dynamics

Although the coronavirus crisis hit hard
most economies in the world, including the
BRICS, the IMF projects sustainable economic
growth in the BRICS later in the 2020s. The
dynamics of economic growth in the BRICS
and the BRICS stocks index movements are
shown in Fig. 3.

It is clear that the contours of the BRICS
stocks index curve very much liken the con-
tours of the economic growth curves of the five
countries. Most evidently, we can observe this
by the look of the BRICS stocks index curve
and the curves of economic growth in India
and Russia. These curves have minimums and

7
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Fig. 3. The GDP growth dynamics and the BRICS corporate index dynamics, 2019.
Source: compiled by the author based on the data of the IMF, the BRICS foreign exchange markets,
NYSE, and Euronext
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maximums which happen in the same time pe-
riods.

We can also confirm the hypothesis by
the correlation analysis of the monthly dynam-
ics of GDP growth rates of the BRICS and the
BRICS stocks index. According our analysis,
the BRICS GDP growth rates and the BRICS
stocks index correlated in most observations.
In some of the observations the correlation was
extremely strong, exceeding 0.7.

The results of the BRICS stocks index

The practical significance of the assump-
tions expressed in the paper comes down to the
economic benefit received from successful per-
formance of a would-be investment portfolio
comprised of the BRICS stocks. To determine
whether it is worth introducing the BRICS
stocks index to the practice of stock markets,
it is best to design a would-be investment port-
folio of some of the BRICS stocks. Basically,
an investment portfolio consists of the best-
performing stocks on the market. Usually, it
comes into being early in a particular year and
finishes its activities by the year’s end. For ex-
ample, the investment portfolio of the BRICS
stocks as proposed by the paper was estab-
lished on January 12th. We hypothesized that
an investor spent 1 million dollars on each of
the stocks he/she had picked up from the stocks
listed in the BRICS stocks index. On Decem-
ber 26th, they closed the positions and liquidat-
ed the portfolio. Thus, they acquired a number
of the stocks of the BRICS index and later took
profit.

To assess the performance of the BRICS
stocks index, we proposed the comparative

analysis of two different investment portfo-
lios (Table 1). Portfolio A, for example, con-
sisted of stocks chosen on the basis of the
technical analysis of each individual stock
listed in the BRICS index. This portfolio
started its life early in the year and ended
its activity by the moment when the current
price reached a supposed maximum. The
maximum did not have to necessarily coin-
cide with the day and time chosen according
to the dynamics pattern of the BRICS stocks
index. Portfolio B began working on the day
of the year which according to the index was
considered the most convenient. Unlike Port-
folio A, we liquidated Portfolio B later on
the day, also suggested by the BRICS stocks
index dynamics. Clearly, Portfolio A turned
with more profit than Portfolio B, since all
stocks’ quotations for the year had been
known in advance. In reality, investors never
know this, and they are difficult to predict.
Thus, it is precisely because of this that the
BRICS stocks index has such practical signif-
icance, for it may help identify the moments
of time to create and liquidate a portfolio of
assets which would ensure the optimal rate
of profit and the optimal performance of the
stocks chosen.

According to the author’s calculations, the
optimal profitability of the investment portfo-
lio comprised of the stocks listed in the BRICS
index could have amounted to about 19-20 %
p. a. in 2019. The proposed investment portfo-
lio was optimal and well-structured when filled
up with up to 15 % of the Russian and Brazilian
stocks each, 40 % of the Indian stocks, 23 % of
Chinese and about 8 % of South African ones.

Table 1. Designing the investment portfolio of the BRICS stocks

Indicatior, million dollars Brazil Russia India China SAR BRICS
Initial investment 11.0 13.0 28.0 16.0 6.0 74.0
A country’s share,% 14.5 14.7 39.9 233 7.7 100.0
The maximum profit 3.7 2.2 11.9 7.5 2.6 279
The BRICS portfolio on| 18.09.2019 2.3 0.1 6.4 3.6 0.1 12.5
specified dates 22.11.2019 15 0.1 73 5.1 0.5 14.3
26.12.2019 1.3 -0.6 8.1 4.9 1.0 14.8

Source: compiled by the author based on the data of BRICS foreign exchange markets.
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Table 2. The market value of the BRICS stocks index companies, 2019

Market Market Market value
Country value, year start, | Country share,% | value, year end, | Country share,%
billion dollars billion dollars growth,%

Brazil 173.1 7.4 199.1 6.5 13.1
Russia 339.3 14.5 320.6 10.4 -5.8
India 638.9 27.3 859.1 279 25.6
China 1136.5 48.6 1634.7 53.0 30.5
South Africa 50.1 2.1 70.5 2.3 29.0
BRICS 23379 100.0 3083.9 100.0 24.2

Source: compiled by the author based on the data of BRICS foreign exchange markets.

The analysis of the BRICS stocks index’s
dynamics showed that 2019 was not a very
good year to buy the stocks of the Russian com-
panies. Of the three optimal moments chosen
for that purpose and shown in Table 2 only one
was good enough to buy the stocks of Russian
companies, and even that one deal would have
generated only about 30 thousand dollars. The
two other moments to buy the stocks of the
Russian companies would have not turned with
profit at all. The falling profitability of the Rus-
sian companies’ stocks was mainly due to the
international sanctions and decreasing demand
on part of the investors operating on the Mos-
cow Exchange. This resulted in the decrease
in the capitalisation of the Russian companies
listed in the BRICS stocks index by almost 20
billion dollars.

The regional application
of the BRICS stocks index

Right at the start we said each of the
BRICS is the economic and industrial core in
a region. In case of Brazil the region would be
MERCOSUR, in case of Russia — the Com-
monwealth of Independent States and Eur-
asian Economic Union, India — South Asian
Association of Regional Cooperation, China —
Asia-Pacific, and South Africa — South Afri-
can Common Currency Area. Each country
in the regions in question heavily depends on
what happens in the economies of the BRICS.
Even a minor change in the stock markets of
the BRICS may lead to dramatic changes in
the neighborhood. For example, an importer
in MERCOSUR would find it much better to

buy goods in Brazil when the exchange rate of
the Brazilian real traded lower in the foreign-
exchange market than at the central bank. Then
a national currency in the region would buy
more reais and hence more goods from Brazil.
In the case of the research that means the re-
gional economy would drive higher the share
prices of Brazilian companies and thus the Bra-
zilian component of the BRICS index. Conse-
quently, if the real traded lower on the foreign
exchange markets of Venezuela, Uruguay, Par-
aguay and Argentina than at the central banks
of the region, then lower quantity of national
currency would buy reals. The importer and
the consumer in the region would benefit. Ven-
ezuela, Uruguay, Paraguay and Argentina may
find it interesting to acquire the shares of the
Brazilian companies as well and the Brazilian
currency to finance more imports from Brazil
or to accumulate foreign-exchange reserves. In
return, Brazil would get its own currency from
the countries of region bypassing the US dollar.
This may also drive the economic growth not
only in Brazil, but also in the region.

In case of Russia the region also takes an
important role in economic development. Mos-
cow Exchange is the place to trade Belarus ru-
bles and Kazakh tenge for the Russian ruble.
Though, the trade volume is not great, it is a
very significant element of economic growth in
the region, because again, national currencies
can buy goods and services in the countries
of the region and stimulate corporate growth.
Cross-border trade in the region in national
currencies is part of a more ambitious goal for
ever closer union in the Eurasian Economic
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Union, because exporters and importers may
use national currencies more frequently and
trade them more freely on the Moscow Ex-
change, driving the value of the Russian ruble
and thus the Russian component in the BRICS
index.

India has also a region to exert economic
power. Counties such as Bhutan and Bangla-
desh heavily depend on its economic perfor-
mance and buy many goods from India. Both
countries of the region use Indian rupees as a
currency at a fixed exchange rate to the national
currencies. It means no foreign-exchange-rate
volatility to profit by. However, more imports
from India to the countries of the region traded
for rupees may drive the share prices of Indian
companies and thus the Indian component in
the BRICS index.

China is more active in Asia than any oth-
er country of the region. Therefore, there can
be no talk of an integration grouping for China
to be of most importance to deal with. So, we
prefer taking Asia-Pacific as a region of eco-
nomic leadership and development in case of
China. Changes in China’s financial markets
immediately send shock waves across far and
wide. Even Australia and New Zealand feel
decision taken in China for example on steel
and coal production, gold purchase and semi-
conductor exports. In closer proximity, Russian
Far East and Russia as a whole depend much
on cooperation with China. Russian regions on
the border to China benefit much from trade
deals in national currencies. Russian rubles and
Chinese yuan trade on the Moscow Exchange
and in the China Foreign Exchange Trade Sys-
tem in Shanghai. Companies of both countries
may benefit much if they exchange goods in
national currencies away from the US dollar.
This will be a stimulating factor for business-
es and translate in more investor interest in the
corporate stocks. Here both Russian and Chi-
nese components would add much power to the
BRICS index to show economic development
in the region.

Finally, South Africa is at the core of the
South African Common Currency Area. Le-
sotho, Namibia and Swaziland joined the area
to convert their currencies for South African
rands for better economic cooperation and

development in the region. The Johannesburg
Stock Exchange is the powerhouse for all stock
treaded in Africa. The African component is a
very important addition to the BRICS stocks
index, especially from the regional standpoint.
Any change in this component would be an in-
dication of a general pattern for economic de-
velopment in the region as well. If Botswana
joins the monetary union, it will also benefit
from direct trade in national currencies. South
African companies are leading businesses in
regional economy. Their stocks are very popu-
lar with investors from other African countries
and abroad. Their performance also appears in
the BRICS index dynamics. On the balance, the
BRICS stocks index may become a very im-
portant indicator for the countries involved and
the countries in close proximity in terms of re-
gional economic development and internation-
al cooperation, which seems quite important,
especially in the period when the world tries to
go through the period of the corona-crisis and
return to normality.

Conclusion

With some of the weaknesses in mind,
the BRICS stocks index may still come as a
useful instrument to understand the work-
ings of the grouping’s industry and countries
of the region. For example, it may help reveal
the character of inclusive development of the
economies, member nations of the regional in-
tegration agreements. The research has found
that in many observations the BRICS stocks
index correlated with the GDP growth dynam-
ics of each country of the grouping. It means
that in fact it is an indication showing a certain
degree of inclusiveness of the BRICS within
itself. This inclusiveness and the ability to de-
velop side by side are perhaps what helped the
BRICS gain power in the world economy since
the start of the 21% century. There is a real eco-
nomic basis behind this inclusiveness which in
this case means that the BRICS may make col-
lective decisions on major issues on the agenda
for the world during regular summits to deal
with global challenges such as the coronavi-
rus crisis. Also, the identified correlation of
the stocks listed in the index leads to the con-
clusion that in terms of inclusive development
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and contrary to a currently wide-spread idea  economy and an established, holistic grouping
of deglobalisation, the economic model of the  comparable to the model of the newly industri-
BRICS may become a new form of integration  alizing nations, which also matters much for
and economic cooperation in the new world the economy of the region.
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