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Exposure to long-term growth in commodities
It is possible that commodities prices will continue to rise for the next 5-10 years on the back
of:
 Monetary and fiscal stimulus in the largest countries (1-2 years)
 The post-pandemic rise in spending (1-2 years)
 Underinvestment in various commodities sectors for many years (2-5 years)
 Global population ageing (decades)
 Growth of economies in Asia and Africa (decades).
Graph 1. Bloomberg commodity spot index (in USD; index points; log scale)
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Source: Bloomberg, May 2021
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Monetary and fiscal stimulus in the largest countries
Economic stimulus could continue for another one to two years. Trillions of US dollars have been
injected and spent by authorities in numerous countries, with further trillions on the way,
according to recently announced measures. Major central banks are in no rush to hike interest
rates. All this is likely to be pro-inflation, which is good for commodities prices.1 2
Table 1. COVID-19 response in top-5 largest economies
Fiscal
(USD bn, announced
during 2020-2021)

Monetary policy rate
(%)

Central bank balance
growth since end 2019
(USD bn)

5 739

0-0.25

3 657

China

992

3.85

575

Japan

1 754

-0.1

1 327

Germany

594

0 (EU)

3 879 (EU)

India

250

4

178

Total

9 330

Country
United States

9 616

Top-5 largest countries based on 2019 GDP in US dollars, representing 53% of world GDP.
Changes in central bank balance growth are up to the most recent figure as at 18 May 2021
Sources: IMF3, BIS4, TKB Investment Partners, May 2021

The post-pandemic rise in spending
Many experts predict this to happen. JPMorgan expects a USD 1 trillion rise in consumer
spending per year once people return to post-COVID ‘normal’5. McKinsey’s research suggests
that “more than 50 percent of US consumers expect to spend extra by splurging or treating
themselves”6. Experts from the McKinsey Global Institute believe there is likely to be a rapid
rebound of consumer spending once the world returns to normal.7
Underinvestment in various commodities sectors for many years
Experts from Shroders see the current situation as resembling that at the start of the century8.
Underinvestment in commodities sectors in the 1990s was one of the key factors for commodities
growth during the period from 2000 to 2007.
Graph 2. Global capex metals &
mining (USD bn)

Graph 3. Global capex in energy sector
(USD bn)
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Population ageing
Charles Goodhart and Manoj Pradhan in their book “The Great Demographic Reversal: Ageing
Societies, Waning Inequality and inflation revival”9 argue that future demographic trends will be
pro-inflationary. The intuition behind their argument is that once the number of dependents (who
do not work but do spend) grows faster than the number of workers, the environment becomes
inflationary, and vice versa. In the coming decades, the dependency ratio (dependents to workers)
is likely to grow mainly due to population ageing and slow work force growth.
Growth of economies in Asia and Africa
The expansion of Asian and Africa economies can help boost demand for commodities, just as the
expansion of China’s economy did in the period 2000-2007.
Table 2. Expected expansion of India’s and Sub-Saharan Africa’s share of world GDP in 2019-2026
vs. increase in China’s share of world GDP in 2000-2007
Country

2000

2007

China’s share of world GDP

3.5%

6.1%

2019

2026

5.3%

5.9%

India and Sub-Saharan Africa
Share in nominal GDP
Sources: IMF10, TKB Investment Partners, May 2021

Long-term commodities price growth should be great for commodities producers. From 2000
to 2007, the MSCI Russia index returned a cumulative 700%+ in US dollar terms vs 200% for the
MSCI EM index and 30%+ for the MSCI World (DM) index.
Graph 4. Russian market performance vs EM and DM during the 2000-2007 period of commodities
price growth
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For MSCI indices; in USD terms; from end-1999 to end-2007; EM – emerging markets; DM – developed markets
Source: Bloomberg, TKB Investment Partners; May 2021

We believe there is huge potential for a re-rating of commodities producers’ stock prices. The new
commodities super-cycle is far from being the consensus view: we are seeing backwardation on
the commodities futures market. A re-rating of commodities producers’ stock prices could
occur if the futures market turns out to be wrong.
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Graph 5. Brent oil price future curve
(USD per barrel)

Graph 6. Copper price future curve
(USD thousands per tonne)
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The Russian equity market has a 50% overweight in commodities compared to the broader
EM index. This overweight in commodities is more diverse than in the past: 22% in materials and
28% in energy now vs. 4% in materials and 30% in energy 10 years ago.
Graph 7. Overweight in commodities Russia vs EM*
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* MSCI Russia 10/40 index vs. MSCI EM index
Source: Bloomberg, TKB Investment Partners; May 2021
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Strong fundamentals
Sustainable macroeconomic situation. In 2020, Russia came through the COVID-19 test
‘relatively well’ despite the 36% YoY drop in average oil prices. This is comparable to what
happened in the 2008-2009 Global Financial Crisis. The main reasons for such resilience include a
decade of efforts by the Russian authorities to limit the exposure of the Russian economy to
external shocks through inflation targeting, tight control of budget spending, its budget rule and
low debt in the corporate and government sectors.
Table 3. The Russian economy has weathered the COVID-19 shock relatively well
2020

2015

2009

Average YoY oil price drop

-36%

-46%

-35%

Russia GDP change

-3.1%

-1.9%

-7.8%

World GDP change

-3.5%

+3.5%

-0.1%

Maximum Inflation change

From 2.3% to 5.8%

From 6.1% to 16.9%

From 11.9% to 15.1%

Central bank actions during
crisis peak

Rate cut by 200 bp
from 6.25% to 4.25%

Rate hike by 900 bp
from 8% to 17%

Rate hike by 300 bp
from 10% to 13%

Source: Bloomberg, IMF, CBR, TKB Investment Partners; May 2021

‘Cash cows’ dominate the Russian market. The expected free cash flow (FCF) yield for the
Russian market is 11% on average for the next three years with an expected dividend yield of 8%.
This is far above the expected average inflation of 4%-4.5%.
Graph 8. Expected dividend and FCF yields for the equity market
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Potential for some evaporation of sanctions risk
The market believes that the risk of material sanctions has increased with Joe Biden
becoming US President. Since August 2020, this has cost the Russian market around 10% in
relative underperformance vs. the broader EM index. Biden has always talked tough in relation to
Russia.
Graph 9. Cumulative Russia-specific effect on excess return of Russia vs. EM after sanction riskrelated events
Skripals poisoning
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Rusal, EN+ added to SDN
list (6 April 2018)

Military involvement in Crimea with
subsequent annexation (1 March
2014)

0%
Biden becoming US president and other factors (since 17
August 2020)

Country-Specific effect

-5%
-10%
-15%

Nemtsov murder (27
February 2015)

-20%
-25%
MH17 crash (17 July 2014) + financial sanctions against Russia
(16, 29 July, 12 September 2014 - US; 31 July, 12 September 2014
-30% - EU) + end of the year panic
Complete rebound in roughly 189 days

-35%
-40%
-1

8

17

26

35

44

53

62

71

80

89

98 107 116 125 134 143 152 161 170 179 188

Days
Note: The cumulative country-specific effect is demonstrated from the day before the sanctions risk-related event until the effect
evaporates. Based on net return figures, in USD terms.
Source: Bloomberg, TKB Investment Partners; May 2021

Contrary to the market consensus, we believe the risk of material sanctions against Russia has
not changed with Biden becoming president. So far, Biden’s actions have been much softer than
Trump’s.
Table 4. Key actions towards Russia/its allies during first months of the Trump and Biden
presidencies
Trump

Biden

Launched 59 missiles into government-controlled
airbase in Syria

Agreed to extend New Strategic Arms Reduction
Treaty until 2026 (Trump opposed this)

Lifting of sanctions became subject to
Congressional approval

Invited Putin to virtual climate summit

New sanctions on state debt. Immaterial
Sources: Vedomosti, Andrei Illarionov, Kommersant, FT, May 2021
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Overall, the main reason why there have been no material Iran-style sanctions against Russia since
2014 is the fear of a ‘boomerang effect’. This is still in play. Russia is much more integrated into
the global economy than Iran.
Table 5. Global market share
Commodity

Russia (2019)

Iran (2011)

Oil

12%

5%

Gas

17%

5%

Steel

4%

1%

Nickel

10%

<1%

Aluminium

6%

1%

Data for Russia for 2019 – pre pandemic, Data for Iran 2011 – pre first round of material sanctions
Source: BP, Word Steel, Statista, World Aluminum, Nation Master, TKB Investment Partners; May 2021

The launch of the Nord Stream-2 gas pipeline could be a trigger for the market to realise
that Biden’s election has not changed the risk of material sanctions. As of the end of March
2021, around 95% of the Nord Stream-2 gas pipeline was completed. The pipeline is likely to be
fully completed this year.
Graph 10. Construction of Nord Stream-2 (% of the total plan)
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Source: Gazprom, FT, Andrey Illarionov, TKB Investment Partners; May 2021
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Conclusion
With a 50% overweight in commodities compared to the MSCI EM index, the Russian equity
market gives exposure to possible global commodities market growth. During the previous growth
trend in the commodities markets – 2000-2007 – the Russian equity market rose by more than
700% in USD terms. The Russian market’s overweight in commodities is more diverse than in the
past: 22% in materials and 28% in energy now vs 4% in materials and 30% in energy 10 years
ago.
In addition, the Russian market is likely to benefit from high dividend yields, resilience to
economic shocks and likely partial evaporation of sanctions risks.
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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.
TKB Investment Partners (JSC) is the source for all data in this document as at end of January 2021, 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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