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Uncertainties on a global scale
Russian equity market dynamics
Russian equities fell last week amid a global sell-off in stocks and a fall
in oil prices. The MSCI Emerging Markets and MSCI World indices fell by 3.3%
and 3.9%, respectively, in US dollar terms. Brent crude fell by 3.6% in US dollar
terms. The Saudi Arabia governor working with OPEC warned of potential
oversupply in the oil market by the end of this year, as demand seems to be
weakening.
The Russian equity market outperformed its emerging market peers.
After a meeting with Vladimir Putin, US National Advisor John Bolton said that the
US has not been considering any further sanctions against Russia. However, he was
less clear on the topic of sanctions during the rest of his trip to other countries. In
addition, the strong fundamentals of many Russian companies continued to
support the market.
The consumer goods sector outperformed the market, mainly thanks to X5
Retail Group, whose stock price surged by 6.7% in rouble terms. The company
reported better-than-expected financial results over the third quarter. Its revenues
rose by 17% YoY, while its EBITDA surged by 23.7% YoY. X5 Group also held an
investor day during which it shared its expectations that its revenues could rise by
15%-20% in 2019.
Companies in the financial services sector lagged the market due to
Moscow Exchange and VTB, whose stock prices fell by 7.9% and 3.1%,
respectively, in rouble terms over the week despite a lack of corporate news to
justify the underperformance.
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Main Russian news
The Central Bank of Russia (CBR) held its key rate at 7.5%. Inflation
remains a concern for the regulator. It is gradually heading towards the CBR’s
long-term target of 4% (3.4% YoY in September). However, inflation
expectations remain higher due to the risk of rouble depreciation and an
expected increase in Value-Added Tax to 20% from the current 18%. The risks
for the rouble include: further US interest rate rises, capital outflows from
emerging markets and geopolitical risks. The CBR expects inflation to reach
4.2% by the end of 2018 and 5%-5.5% by the end of 2019. CBR thinks that
inflation will return to 4% in 2020.
Moody’s made several statements in respect of Russia:


It may re-rate Russia at investment grade in 2019. Moody’s is the only
agency which still maintaining its Russia rating below investment
grade. The decision could be backed by positive views on Russian
corporate profits, a more transparent banking system and prudent
budget policy. However, there is a possibility that there will be no
rating upgrade by the agency should the US impose severe sanctions
against Russia. If that happens, Moody’s would pause to see how the
Russian economy adapts to the changes.



It lifted its outlook on Russia’s banking sector to positive from stable,
on the basis of an improvement in the quality of banks’ assets. The
analysts expect the share of non-performing loans to fall to 9.6% from
11%. New loans are undergoing a process of stricter due diligence
before being granted. Meanwhile, the macroeconomic situation in
Russia is supporting lending activity: the agency expects banks’ credit
portfolios to rise by 10% in 2018.

Author: Maria Rybina, investment specialist

To watch...
Yandex, RusHydro, Enel Russia and MMK are due to publish their financial results for Q3
2018.

Sources: Vedomosti, cbr.ru, VTB Capital, Interfax, TKB Investment Partners (JSC); as of October 2018
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Quarterly results: Actual vs. consensus for EPS, adjusted (US
dollars) *
Major RTS index
constituents

Q1 ‘18

Q2 ‘18

Q3 ‘18

Lukoil

9%

1%

Gazprom

9%

-12.3%

Sberbank

12%

-4%

Novatek

13%

6%

Tatneft

8%

33.7%

Magnit

-12%

-19%

MTS

-8%

-8%

VTB

170%

7%

Alrosa

64%

13%

Severstal

-14%

14%

0.0%

NLMK

-4%

14%

19.8%

Moscow Exchange

-7%

-8%

Inter RAO

53%

52%

Magnitogorsk Iron & Steel

-22%

6%

Phosagro

-31%

-45%

* based on Bloomberg consensus
TBA – to be announced
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 October 26, 2018

20.5%

4

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. 040-09042001000 as of 11 April 2006 (validity of license – unlimited). Phone: +7 (812) 332-7332, fax: +7 (812) 346-6557.

