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Weaker rouble pressures Russian equities
Russian equity market dynamics
Last week, the Russian equity market declined, underperforming the broader
emerging markets (EM) index. The RTS index lost 0.9%, while the MSCI EM
index gained 3.7% (all figures in USD terms). While positive news on lower-thanexpected unemployment figures in the US and China’s apparently speedy economic
recovery supported EM, the Russian market came under pressure from the rouble
weakening due to several factors:
 Capital outflows amid dividends payments and profit-taking in OFZ – couponbearing federal government bonds. In June, the total sum of dividends paid
was around USD 12 billion. The OFZ market has returned 6% in the year to
date in rouble terms, outperforming equities by 12.7% and inflation by 3%.
This triggered profit-taking.
 Lower export-oriented sales. Russian exports of oil, which account for 50% of
total exports, fell by 15.3% in June, according to CDU TEK.
 The risk of potential sanctions. The New York Times reported that Russia
offered Taliban-linked militants bounties to kill US troops in Afghanistan. The
US officials claimed this information was not credible, but Trump’s opponents
demanded the imposition of sanctions on Russia. However, we continue to
believe that the potential boomerang effect should dramatically limit the risk
of material new sanctions as the Russian economy is deeply integrated into the
global economy. Russia is the world’s second largest net oil exporter and the
largest external gas supplier to Europe. Any sanction that would limit Russia’s
ability to export oil and gas and other key commodities will likely have a
devastating effect on commodity markets and the world economy.
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The power utilities sector outperformed the broader market, mainly thanks to
Unipro, RusHydro and InterRAO, whose share prices rose by 3.9%, 3.5% and
2.4%, respectively, in rouble terms. There were talks of possible acquisition of
Unipro by InterRAO that caused shares price increase of the companies. RusHydro
rose despite the lack of fundamental news.
The oil and gas sector was the worst performer overall, mostly due to Tatneft
and Rosneft, whose shares declined by 0.8% and 0.5%, respectively, in rouble
terms. Companies contracted despite the lack of market-moving news.

Main Russian news
Russia held a referendum on the constitutional reforms proposed by
President Vladimir Putin in his address to the Federal Assembly in January.
Voting, originally scheduled for 22 April but delayed due to the coronavirus
pandemic, took place from 25 June to 1 July. The main amendment to the
constitution gives Vladimir Putin the right to participate in presidential
elections two more times – in 2024 and in 2030. Other important
amendments include provisions for the Russian constitution to take over
international law, the banning of foreign citizenship or residency to individuals
occupying high government positions, and setting the minimum wage no lower
than the subsistence minimum. According to official results, 77.9% of voters
supported the changes. The referendum was not obligatory under Russian law
but Vladimir Putin insisted that the changes must be accepted nationwide.

The rating agency Fitch lowered its forecast for Russian GDP for 2020.
The agency expects Russian economic growth to fall by 5.8% in 2020. This
was the third downgrade since April 2020. Previously, Fitch had forecast
Russia’s GDP to fall by 5%. The International Monetary Fund expects
the Russian economy to decline by 6.6% this year, while the Central
Bank of the Russia forecasts a 4%-6% fall in GDP by the end of the year,
and the Ministry of Economic Development expects a fall of 5%.

Author: Marina Tsutskiridze,
Junior Investment Specialist

To watch...
Rosstat is due to publish inflation figures for June.
Sources: Vedomosti, Bloomberg, TKB Investment Partners (JSC); June 2020
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Quarterly results: actual vs. consensus for EPS
(earnings per share), adjusted, (US dollars) *
Major RTS
index
constituents

Q2 ‘19
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Magnitogorsk Iron
& Steel
Phosagro

Q3 ‘19

Q4 ‘19

Q1 ‘20

32.4%
2.3%
0.5%
-0.9%
-1.3%
-7.8%
-9.1%
-11.2%
0.3%
12.8%

40.1%
15.6%
24.3%
-48.5%
6.8%
24.3%
-11.5%
-43.6%
1.4%

-1.3%
18.0%
17.1%
-23.4%
154.4%
-12.8%
12.6%
12.8%
-33.5%
14.3%

-9.4%
-40.6%
23.4%
-12.5%
64.1%
-81.6%
46.4%
9.7%

-83.2%
22.3%

-14.3%
11.8%

0.1%

-87.9%
-33.6%

* based on Bloomberg consensus

Actual figure is better than consensus by more than 5%
Actual figure is worse than consensus by more than 5%
The deviation of actual results from consensus is between -5% and +5%
Source: Bloomberg, TKB Investment Partners; data as of 3 July 2020

These companies are mentioned for illustrative purpose only; this is not intended as a solicitation of the purchase
of such securities. It does not constitute any investment advice or recommendation.
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For more information:
TKB Investment Partners (JSC)
69/71, lit. A, Marata Street
Saint Petersburg, 191119, Russia
Tel: +7 812 332 73 32
Fax: +7 812 324 65 57
info@tkbip.ru
www.tkbip.com

This material is issued and has been prepared by TKB Investment Partners (JSC).
This material is produced for information purposes only and does not constitute:
1. an offer to buy nor a solicitation to sell, nor shall it form the basis of or be relied upon in connection with any
contract or commitment whatsoever or
2. any investment advice.
Opinions included in this material constitute the judgment of TKB Investment Partners (JSC) at the time specified
and may be subject to change without notice. TKB Investment Partners (JSC) is not obliged to update or alter the
information or opinions contained within this material. Investors should consult their own legal and tax advisors in
respect of legal, accounting, domicile and tax advice prior to investing in the Financial Instrument(s) in order to
make an independent determination of the suitability and consequences of an investment therein, if permitted.
Please note that different types of investments, if contained within this material, involve varying degrees of risk
and there can be no assurance that any specific investment may either be suitable, appropriate or profitable for a
client or prospective client’s investment portfolio.
Given the economic and market risks, there can be no assurance that any investment strategy or strategies
mentioned herein will achieve its/their investment objectives.
This material shall not be considered as any kind of a guarantee or a promise of the future effectiveness
(profitability or break-even) of investment activity. Results of investments in the past shall not be considered as a
guarantee of such results in future. All past performance date have documental confirmation. There are no
guarantees of profits or returns from financial instruments unless otherwise clearly indicated in respective
prospectus or fund's legal documentation.
Returns may be affected by, amongst other things, investment strategies or objectives of the financial instrument(s)
and material market and economic conditions, including interest rates, market terms and general market conditions.
The different strategies applied to the financial instruments may have a significant effect on the results portrayed in
this material. The value of an investment account may decline as well as rise.
Investors may not get back the amount they originally invested.
The performance data, as applicable, reflected in this material, do not take into account the commissions, costs
incurred on the issue and redemption and taxes.
TKB Investment Partners (JSC) is the legal entity registered under laws of Russian Federation with principal state
registration number (ORGN) 1027809213596, having its registered address at: 69/71, lit. A, Marata street, SaintPetersburg, 191119, Russia, holding the license issued by FFMS of Russia to carry out asset management of
mutual funds & non-state pension funds Nr. 21-000-1-00069 as of 17 of June 2002 (validity of license –
unlimited), and the license of FFMS of Russia of professional securities market participant to carry out the trust
management activity Nr. 040-09042-001000 as of 11 April 2006 (validity of license – unlimited). Phone: +7 (812)
332-7332, fax: +7 (812) 346-6557.

