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Egor Kiselev, Head of International Business & Investment Marketing
Marina Tsutskiridze, Junior Investment Specialist

BNP Paribas Russia Equity fund and VanEck Vectors Russia ETF are the
largest funds in their categories. Their assets under management each total
slightly more than USD 1 billion. Each calendar year from 2008 to 2018,
BNP Paribas Russia Equity outperformed VanEck Vectors Russia ETF1. In
2019, for the first time in both funds’ history, the ETF outperformed
the equity fund over a full calendar year. Was this a sign of a systematic
deterioration in the fund investment team’s2 ability to capture
mispriced stocks on the Russia equity market?
Excess return of BNP Paribas Russia Equity fund over VanEck Russia ETF
(in USD terms, net of fees)
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Note: Both funds were launched in spring 2007; for institutional share class of BNP Paribas Russia Equity fund
Source: Bloomberg, TKB Investment Partners; Data as at 18 September 2020
Past performance is not indicative of future performance

“Usual suspects” for bad performance are not relevant
Portfolio manager. Norges Bank Investment Management manages the
largest sovereign wealth fund in the world with assets of more than USD 1
trillion. Part of this portfolio has been managed by various external
managers for 20 years. Norges Bank Investment Management terminated
one of its mandates with an external asset manager after two weeks. They
did so because the portfolio manager responsible for their mandate left the
asset management company3.

1. For institutional share class of the BNP Paribas Russia equity fund
2. Investment team of TKB Investment Partners has been advising the fund since its inception in 2007
3. From “Investing with external managers” Page 124
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The key person for BNP Paribas Russia equity fund performance is Vladimir
Tsuprov. He has been the lead investment advisor for the fund since its
inception in February 2007. Vladimir still remains in this role.
Investment team. There were changes to the team in 2019 and 2020. Were
they crucial? The team retained its top rating for pillar “Team” from
Morningstar in its Analyst Rating assessment.
Morningstar wrote in its fund reports:


“One of the best-resourced, most experienced teams” November 2018



“One of the best-resourced and most-experienced teams in the
category” August 2019



“We continue to hold TKB's investment team in high regard. Positive
aspects include experience, overall tenure at the firm, dedication to the
Russian equity market, and the local presence in St Petersburg, which
gives the team an edge, in our view.” August 2020.

Investment process. There were no crucial changes to the investment process
during 2019-2020. The investment process also retained its top score for
pillar “Process” from Morningstar.
Morningstar assessment of pillars “Team” and “Process”*
Date

Team

Process

November 2018

Top rating

Top rating

August 2019

Top rating

Top rating

August 2020

Top rating

Top rating

* In 2018 and 2019 it was “Positive”, in 2020 it was “Above Average” as there was a change in Morningstar
pillars rating grade.
Source: Morningstar

Morningstar wrote in its fund reports:


“Fundamental research is the core of this effective and thorough
process” November 2018



“A strong fundamental bottom-up process” August 2019



“The thorough and well-structured approach has been executed in a
disciplined fashion, earning it a Process rating of Above Average”
August 2020.

So, the problem is not with the team or the process. Perhaps the team
made mistakes in its views on the investment cases of companies?
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Key detractors from the excess return in 2019: Norilsk Nickel and the
ordinary shares of Surgutneftegas.
These two positions detracted around 600bp from the fund vs. the ETF’s
excess return in 20194:


5% underweight in Norilsk Nickel. The stock price rose by 89%
mainly on the back of a 31% rise in its commodities basket price. This
was mainly due to palladium prices rising by 55% (all figures in in USD
terms)



4% underweight in Surgutneftegas ordinary shares.
Surgutneftegas’s ordinary shares rose by 116% in USD terms. This was
mainly due to rumours: 1) In August, that the company may start to use
its USD 50 billion cash reserves to buy its ordinary shares; 2) In
October, that the company was planning to purchase a stake in Lukoil.
These rumours were unconfirmed by any reliable source.

Can we consider these two positions as mistakes by the fund investment
team? We do not think so.
Norilsk Nickel. The strong rise of the company commodities basket was an
unlikely event. At the end of 2018, the probability of Norilsk Nickel’s
commodities basket price rising by no less than 31% over 2019 was
4%5. We rarely make strong out-of-consensus calls on a particular
commodity price change as we do not consider ourselves experts in
commodities price predictions.
From a company-specific perspective, ESG issues have for many years put
pressure on the fair price of the company, in our view. Was it fair to punish
the company’s valuation for ESG issues? At the end of May 2020, there was
a material environmental accident – 21 000 tonnes of fuel oil spilled into a
river, which resulted in Norilsk Nickel being fined USD 2 billion. The
company’s stock price subsequently underperformed the market, dropping
by 16% in June vs. a fall of 2% for the market (all figures in USD terms).
Surgutneftegas ordinary shares. We do not make investment decisions
based on speculative rumours. We check the credibility of stories. If there is
evidence that a particular rumour is genuine and important, we include it in
the investment case of a company. We did not find this to be so with the
rumours about Surgutneftegas. We kept the underweight in the stock. In
2020, Surgutneftegas’s ordinary shares underperformed the market as the
speculative demand faded way. The fund’s underweight has led to a positive
contribution to the excess return vs the ETF from the start of 2020 to 18
September 2020.

4. We used Bloomberg’s PORT function for the performance attribution analysis for BNP Paribas Russia Equity vs. VanEck Russia ETF
5. We used Bloomberg’s scenario analysis function to calculate this probability
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Does this mean the investment team made no errors in 2019? No.
The largest misjudgment was the overweight position in diamond producer,
Alrosa, whose stock suffered from lower diamond prices in 2019. This
detracted around 100bp from the fund vs the ETF’s excess return. The
situation is different from the position with Norilsk Nickel as we should
have been more cautious in our projections of Alrosa’s business at the
end of 2018: 1) In retrospect, diamond prices in 2018 appear to have been
higher than the cyclical average; 2) In our projections, we failed to take
account of the favourable gem mix in 2018. We later adjusted our model and
saw an upside potential in Alrosa’s stock, so we have kept it in our portfolio,
although now it is not an overweight position.
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The above-mentioned companies are for illustrative purpose only, are not intended as solicitation of the purchase of such securities, and does not constitute any investment
advice or recommendation.
The value of investments and the income they generate may go down as well as up and it is possible that investors will not recover their initial outlay.
Investing in emerging markets, or specialised or restricted sectors is likely to be subject to a higher than average volatility due to a high degree of concentration, greater
uncertainty because less information is available, there is less liquidity, or due to greater sensitivity to changes in market conditions (social, political and economic conditions).
Some emerging markets offer less security than the majority of international developed markets. For this reason, services for portfolio transactions, liquidation and conservation
on behalf of funds invested in emerging markets may carry greater risk.
Data Source - © 2020 Morningstar, Inc. All Rights Reserved. The information contained herein: (1) is proprietary to Morningstar and/or its content providers; (2) may not be
copied or distributed; and (3) is not warranted to be accurate, complete or timely. Neither Morningstar nor its content providers are responsible for any damages or losses arising
from any use of this information.
Past performance is no guarantee of future results. All Morningstar ratings shown in this document as of end of August 2020

TKB Investment Partners (JSC) is the source for all data in this document as at end of August 2020, unless otherwise specified.
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 document is not a personalized investment recommendation. Any financial instruments or other transactions mentioned in this communication may misfit your investment
profile. It is upon the investor to determine whether a financial instrument or a transaction fits his investment objectives, investment horizon or risk tolerance. TKB Investment
Partners (JSC) shall not be liable for any possible losses incurred by an investor having invested into the financial instruments mentioned herein.
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, Saint Petersburg, 191119, Russian Federation, 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.078-09042-001000 as of 11 April 2006 (validity of license – unlimited). Phone: +7 821 332-7332, fax: (812)
346-6557.
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