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ADR/GDR leaders/laggards last week* 
   Price, $ w!o!w     YTD

Top 15
Pharmstandard 20.40 8.2% 21.6%
MD Medical 14.60 8.1% 17.1%
RusPetro (GBP) 53.50 8.1% !32.3%
PhosAgro 14.24 6.7% 4.7%
Highland Gold Mining (GBP) 117 5.7% 20.7%
CTC Media 10.65 5.4% 36.9%
Surgutneftegaz 10.36 5.4% 17.7%
Ros Agro 7.15 5.1% 10.1%
AFI Development 0.63 5.1% 10.3%
Sberbank 14.52 4.5% 18.0%
NCSP Group 8.26 4.3% 20.6%
PIK Group 2.22 3.7% 0.9%
MegaFon 27.95 3.5% 17.4%
Yandex 24.70 3.1% 14.7%
Kernel Group (PLZ) 68.40 2.9% 2.5%

Bottom 15
Mechel 6.72 !1.5% !3.0%
Polymetal (GBP) 1,095 !1.9% !6.8%
Petropavlovsk (GBP) 360 !2.8% !0.4%
Gazprom 9.46 !2.9% 0.0%
TMK 14.82 !3.5% !3.2%
Rosneft 8.78 !3.5% !1.5%
NLMK 21.30 !3.6% 5.2%
VTB 3.74 !3.6% 8.1%
MMK 4.57 !3.6% 4.6%
Severstal 12.43 !3.8% 2.1%
US RUSAL (HKD) 4.65 !4.5% !5.1%
RusHydro 2.45 !4.6% 6.1%
Eurasia Drilling Company 37.84 !5.4% 6.0%
Avangard 11.28 !5.6% !0.4%
Kazkommertsbank 2.45 !17.6% 44.1%

RTS Index 1,627.9 0.6% 6.6%
MICEX Index 1,547.2 0.2% 4.9%
FTSE Russia IOB Index 937.0 0.0% 6.1%
RDX Index 1,500.7 !1.6% 1.9%
MSCI Russia Index 862.5 0.6% 6.8%
Kazakhstan KASE Index 1,074.3 0.1% 10.8%
Ukraine UX Index 1,002.2 8.9% 5.4%
Turkey ISE 100 Index 80,221.7 !5.3% 0.7%
MSCI EM Index 1,072.8 0.3% 1.7%
MSCI World Index 1,416.8 0.8% 5.8%
S&P 500 1,513.2 0.7% 6.1%
Copper, $/lb 378.5 3.6% 3.6%
Brent, Fwd, $/bbl 116.8 3.1% 5.1%
Gold, $/oz 1,667.4 0.5% !0.4%
RUB/USD 39.961 0.2% 1.5%
USD/EUR 1.364 !1.3% 3.3%

* as of close on February 8 

Source: Bloomberg 
  

 Russia in Context 
Russia Suffers Collateral Damage 

“Schopenhauer was right. Life without pain 
has no meaning. Gentlemen, I am here to 
give your lives… meaning.” 

Dr Lindstrom (Red Dwarf) 

 

ɨ Down w!o!w despite positive global dynamics. Russian equity indexes
drifted lower last week in contrast with modest gains for the S&P 500, Chinese 
equities and the Brent price. 

ɨ Off the table until reforms, forecasts bear fruit. Russia will remain a marginal 
theme in global markets until there is more visible progress in reforms and investors
are more convinced that forecast economic growth and earnings can be delivered. 

ɨ Russian equities are set to follow this week’s global events. This week, the 
equity indexes are more likely to play catch up if global markets climb further,
while a weaker trend in the S&P 500 could push Russian equities lower. 

ɨ Brent up, evoking caution. The Brent price breached the technical target of 
$118/bbl we highlighted last week. Saudi Arabia is expected to warn against a 
higher price and promise to add supply to bring the price back toward $110/bbl.  

ɨ Quiet in emerging markets. Activity and news flow in emerging markets is 
expected to remain low this week due to the long Chinese New Year holiday 
and Carnival in Brazil. 

ɨ US politics, US and EU macro in focus. The main global market events this 
week will be the State of the Union address in Washington, US retail sales and 
industrial production updates and flash GDP reports in the EU. 

ɨ US, Spanish and Italian debt events are the main risk. The main risks to the 
fragile net!positive global market sentiment are that US debt and budget talks may 
break down or that Spain and/or Italy may move into crisis. Spain’s 10y Sovereign 
yield climbed to 5.52%, while the Italian equivalent reached 4.63% last week. 

ɨ Tuesday’s Central Bank meeting the main domestic story. Benchmark 
rates are not expected to change, but the bank is again expected to warn 
about inflation dangers. 

ɨ Currency wars? The issue of competitive currency management, or the feared 
“currency wars”, is expected to dominate the meeting of G!20 finance 
ministers and central bank heads when they meet in Moscow on Friday. 

ɨ MSCI QIR on Wednesday. MSCI will announce the results of its Quarterly Index 
Review late Wednesday. Our recently published “MSCI February Rebalancing”
highlights the possibility of E.ON Russia and Pharmstandard being added in this 
review. The inclusion of Aeroflot is also a possibility, while Rosneft’s weighting may 
be downgraded. 
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ɨ Is there something we are missing? Last week, the S&P 500 rose 0.3% (to within 3% of its all!time 
high), the Shanghai Composite Index added 0.6% and Brent crude finished the week up 1.8%. 
However, the RTS Index lost 2.3%, the MICEX Index gave up 1.8% and the ruble fell 0.7% against the 
US dollar. This is not supposed to be the way the market works, nor is it the way the market usually 
moves. Investors’ natural inclination is to ask what they are missing, specifically whether there is 
something Russia!specific about to be revealed to justify the underperformance. The short answer is 
that, apart from the ever present “unknown unknowns” that have been a recent theme, there is 
nothing obvious or material in play. 

ɨ Russia is a side issue for global investors at present. The big state!owned sector companies 
(VTB, Gazprom and Rosneft) pulled the indexes lower last week for three separate, unrelated 
reasons. There is no major negative Russia theme other than the fact that the country is again not 
much more than a derivative play in global markets. As such, there is no significant domestic story 
and no reason for foreign investors to be particularly interested in Russia right now. It is in these 
types of periods that the absence of a significant domestic investor base really hurts the Russia story. 
Year to date, the EPFR Global data (see the table at the end of this note) shows that Russia retail 
funds have lost $145 mln (1.1% of AUM in the survey sample), while Turkey funds have attracted 
$180 mln (7% of AUM) and China funds have added $3.8 bln (6.8% of AUM). The bulk of 
investor money has gone into GEM Balanced funds, which have attracted $18.9 bln (4.5% of 
AUM), and Russian equities have seen at least a 7% indirect allocation from these funds. 

ɨ A quiet week ahead for emerging markets. That said, if global markets drift higher again this 
week, the Russia indexes are more likely to play catch up from last week’s underperformance. We 
keep our tactical indicator in the bullish segment of the market sentiment gauge because we see 
the modestly positive trend in global markets continuing, providing a positive driver for Russian 
indexes. This week may, however, be even quieter than usual in emerging markets broadly, as the 
Chinese markets will be closed all week for Chinese New Year and many regional markets will 
consequentially have a quiet week as well. It is also Carnival in Brazil. Hence, the danger is that this 
is another week where it may be convenient for investors to largely ignore Russia. 

ɨ Consumer!driven sectors remain the best market theme. In the medium to longer term, we 
remain bullish on the market’s prospects as we believe that the global risk backdrop will improve in 
2Q13 and we should see more momentum in several domestic reform initiatives leading up to the 
St Petersburg International Economic Forum in June and the G!20 leader summit in early September. 
We repeat our market view that investors with a full!year performance outlook should take 
advantage of such periods of weakness to add on the better!placed domestic names (see the table 
of our key BUY recommendations below). Our major study on the domestic consumption story, last 
Tuesday’s “Consumer Speed Kings”, looks at the existing trend and growth prospects for this part of 
the market in great detail and sets out the investment case for the domestically focused sectors. 

ɨ Global risks remain short!term. The main risks to the still positive global market momentum are 
that the negotiations between the White House and Congress may turn more belligerent and 
evoke concerns of a US economic slowdown or Spain or Italy may send more signals of financial 
instability. The former may be in focus after President Barack Obama delivers the annual State of 
the Union address Tuesday evening, while the latter issue may hang over the Eurozone through 
the Italian elections later this month. 

Currency wars: and then the other guy blinked… 
ɨ Currency management will dominate Friday’s G!20 meeting. One of the reasons why Russia 

has taken collateral damage within global markets is because of the considerable uncertainty 
hanging over currency risk. The deputy chairman of Russia’s Central Bank recently warned of the 
dangers of a currency war, and since then this has become a major talking point and market 
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driver. This issue is expected to dominate discussions at Friday’s meeting of G!20 finance 
ministers and central bank heads in Moscow. 

ɨ The ECB and the Fed are playing currency chess. Since the Japanese government made clear that it 
wanted a cheaper yen to play a role in the country’s plan for economic recovery, there has been much 
greater scrutiny of so!called competitive currency management. No one wants to be left with the last 
strong currency when the music stops. The US Federal Reserve has played its part by emphasizing 
support for QE3, sending the dollar to a 14m weak point against the euro of $1.371/EUR1. This move 
was countered by European Central Bank President Mario Draghi last Thursday when he implied that 
rates may still be cut in Europe as the economic risks in the region are still on the “downside”. This move 
pushed the dollar!euro rate back up to $1.336/EUR1 by Friday’s close. The Fed’s countermove is 
expected when it publishes the minutes of the last FOMC meeting in the middle of next week. 

ɨ Greater volatility in EM currencies. Meanwhile, emerging market currencies are all over the 
map as governments remain concerned that their currencies may attract speculative inflows. 
South Korea talked down economic prospects a few weeks ago to counter the strengthening won. 
India’s government did the same thing last week, the rupee then falling almost 1% against the 
dollar. Brazil’s real was the odd one out among EM currencies, gaining 0.8%. Hence, expect some 
negative comments from Brasilia in the coming week. 

ɨ In Russia, the issue is more complicated. As we heard in January, the Central Bank is worried 
about the increase in inflation and is becoming more inclined to raise rates. In turn, the cabinet is 
horrified at the prospect, as it wants lower rates to help sustain positive economic momentum. 
Since then, there has been a lot of to!and!fro between the two sides. Inflation looks set to peak at 
close to 7% annualized this month, but the consensus is that it should then ease and end the year 
at 5.5% (our forecast). Thus, while the Central Bank is likely to again warn of inflation pressure at 
this Tuesday’s policy meeting, the existing rate structure is expected to remain unchanged.  

ɨ A weaker euro is better for Russia. The ruble fell 0.7% against the dollar last week, while rising 
1.1% against the euro. This is the right combination for Russia as exports are mainly priced in 
dollars, while consumer goods (i.e. inflation pressure) are more often priced in euros. 

Oil outlook: Russia disconnects 
ɨ Russia has decoupled from oil. Last week, we said that the indicators pointed to Brent reaching 

$118/bbl by week end. The contract closed Friday at $118.9/bbl. Iran concerns, better Chinese 
trade data and a weaker US dollar all helped push the oil price higher. As mentioned, this did not 
help either the ruble or sentiment toward Russia generally. 

ɨ The following chart shows that the historic relationship between oil and the Russian equity market 
has broken down since late 2010. Previously, the RTS Index and Brent (multiplied by 20 for 
comparative purposes) had a close visual correlation which, if sustained through to the present, 
would mean that the RTS Index should trade at approximately 2,380. There are several reasons 
why the relationship no longer works. 

` No longer a pure oil play. The economy is broadening away from being a pure oil theme. Our 
“Consumer Speed Kings” published last Tuesday highlights that 80% of GDP growth over the 
past five years was from domestic drivers rather than extractive industries. 

` The risk premium is not seen as sustainable. Investors see that there is currently a risk 
premium of approximately $15!20/bbl in the price of Brent/Urals, and this may evaporate 
quickly depending on political events or compromises in the Middle East. This is not a factor that 
is considered a sustainable longer!term driver. 
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` Saudi Arabia may boost supply to cool Brent. Saudi Arabia supports an average oil price 
closer to $100/bbl (Brent), and in the past Oil Minister Ali al!Naimi has regularly threatened 
higher supplies to cool the market whenever the price approached $100/bbl. Such an event 
occurred at almost exactly this time last year. 

` Iran is uncertain, but the status quo seems to be continuing. While an act of terrorism in 
any oil!producing country, especially in North Africa or the Middle East, is always possible, 
there is no reason to assume that the threat of a military strike against Iran is any closer. The 
next meeting between the UN and Iran is set for February 25 in Astana, and the US has delayed 
sending a carrier battle group to the Gulf as earlier planned. The expert consensus is that the 
threat may only step up after the next Iranian president takes over in the autumn. 

` Skyrocketing oil amid economic uncertainty brings back bad memories. Investors have a 
crystal!clear memory of getting sucked into the Russia story in 2Q08 as oil raced to a record 
high. The RTS Index hit a record closing high of 2,487.9 on May 19, 2008, only to hit a low of 
498.2 on January 23, 2009, after oil collapsed and plunged the economy into a debt crisis and 
recession. “Once bitten, twice shy” seems to be the motto. 

 
The RTS Index versus Brent 
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Source: Bloomberg, Sberbank Investment Research  
 

Economy update: is 2013 a mirror image of 2012? 
ɨ Slow growth in late 2012 will extend into early 2013. The government has revealed that 

4Q12 GDP growth was a low 2.1% y!o!y, bringing the growth rate for 2H12 to 2.5% y!o!y 
compared with a growth rate of 4.5% y!o!y in 1H12. This resulted in an annualized growth rate 
of 3.4% for 2013 versus 4.3% for 2011 and 4.5% for 2010. Our economics team has slightly 
reduced its 2013 forecast to 3.4%, with the weaker period expected to be 1H13 and a 
subsequent pickup in 2H13. This would suggest a mirror image of 2012 (see our latest Russia 
Economic Monthly, “Ineffective Public Sector Slowing Growth,” published last week). We expect 
inflation to fall to 5.5% by year end, allowing for rate cuts in 2Q13 or 3Q13. Our economists 
forecast year!end exchange rates of R30.9/$1 and R40.3/EUR1. 

ɨ January car sales grew 5% y!o!y. The January vehicle sales data shows little reason for concern. 
Sales of new cars and LCVs rose 5% y!o!y to 162,077 units according to the Association of European 
Businesses’ data. This is consistent with our view that sales growth this year will be lower than the 
double!digit growth rates recorded in previous years. We find this hardly surprising given that we now 
have almost the largest new vehicle market in Europe (just a little behind Germany) and thus a 
markedly dissimilar base effect. However, the inaugural Sberbank CIB Ivanov Consumer Confidence 
Tracker (published last Tuesday) showed that a majority of Russia’s middle class is planning to buy a 
new car over the next 18 months. This is all very consistent with the continuing strong consumer 
theme expected to drive the economy and the stock market this decade. 
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Quick glance sentiment indicators 
ɨ Weekly indicators. These indicators, appearing each week on the cover of Russia in Context, are 

designed to show at a quick glance how we view the market’s prospects over the short term 
(tactical view: one to two weeks) and over the longer term (strategic view: six to 12 months). 

TACTICAL VIEW 

ɨ Short!term view. In this calculation, we will take into account current market momentum and 
investor sentiment and how this may change given the scheduled events over the next two weeks, 
e.g. macro reports, policy events and corporate actions. We will also take into account the 
expected trend in other asset classes, e.g. oil and the dollar, which usually have an impact on 
Russia sentiment, plus the expected trend in investor fund flows. 

ɨ Down on neglect. We were wrong last week. Having moved the tactical indicator into the bullish 
segment, the RTS Index ended the week off 2.3% and the MICEX Index closed the five days off 
1.8%. There were two problems. First, investors in global markets did not use the quiet news week 
to consolidate the optimism of January but rather ramped up concerns that problems in the 
Eurozone are about to reemerge. Second, the relative news vacuum in global markets coupled with 
the unwinding to the Chinese New Year holiday meant that there was more of a tendency toward 
risk avoidance, and thus commodity theme EMs like Brazil and Russia fell almost by default. There 
was no bad news or negative events, the market rather falling almost through neglect.  

ɨ More modest expectations. This week, we keep the tactical indicator in the bullish segment. As 
mentioned above, there was no specific reason for the weakness in Russia other than that the market 
was not in focus. Clearly, the trend in global markets will dictate in which direction Russian equities 
trade, and the general mood in the US and Europe, notwithstanding the wobble over Spain and Italy 
last week, remains overall positive. Hence, we take the view that last week was one of those “buy the 
dip” opportunities rather than the start of a major reversal. Investors clearly need a positive catalyst to 
push markets strongly upward, and that seems elusive for the coming week. Rather, we foresee more 
of a modest uptick on the back of an equally modest move in the US and Europe.  

STRATEGIC VIEW 

ɨ Longer!term view. This indicator should change infrequently as it will be based on our 6!12m view 
of market prospects, taking into account expected economic trends, political developments, corporate 
earnings, the oil price trend and the global macro backdrop. 

ɨ Trending positive. The strategic indicator remains in the bullish segment of the scale as a 
reflection of the improved optimism in global markets for 2013 and in keeping with our positive 
outlook for domestic Russia trends. We still expect market volatility in 1Q13 as a result of the 
several battles over budget and debt issues still to be resolved in Washington and the ever present 
pallor of new threats emerging in the Eurozone. However, we expect that the debt issues in the 
US will be resolved by the new deadline of May 19 and that the Eurozone concerns are 
containable for most of this year. The growth indicators in the major economies are still trending 
positive, which supports the optimistic case for the full year. 

ɨ Add top stock picks in any dips. Our base!case view therefore is that the volatility in 1Q13 
should give way to calmer markets in the spring and early summer, when we expect to see the risk 
premium in Russian equity valuations decline. We recommend adding to portfolio positions during 
any periods of weakness and again highlight our top stock picks below. 
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Current BUY recommendations with market caps above $1 bln, free float above 10% 

Ticker MCap Price Target Upside Free Yield Return
$ mln  $ price* float 2012E 2013E 2012E 2013E 1y

Bashneft BANE RX 14,423       66.68          68.00             8% 10.7% 8.5 7.8 4.4 4.3 4.8% 26%
LUKoil LKOD LI 56,371       67.50          80.00             19% 48.2% 4.4 4.1 3.4 3.2 3.6% 10%
KazMunaiGas EP KMG LI 8,012          17.99          28.00             56% 22.8% 5.0 4.9 1.5 1.4 7.8% 19%
Eurasia Drilling Company EDCL LI 5,645          37.84          42.00             11% 31.9% 14.5 14.2 7.3 6.8 1.2% 45%
Transneft TRNFP RX 16,794       2,365          3,500            49% 21.9% 2.8 2.4 2.4 1.9 1.0% 23%

CTC Media CTCM US 1,608          10.65          12.85             21% 37.1% 11.3 10.3 6.3 5.7 8.0% !2%
MegaFon** MFON LI 15,902       27.95          31.90             14% 14.8% 13.4 11.4 5.5 5.0 0.0% 40%
MTS MBT US 19,690       19.75          24.11             22% 37.6% 12.4 12.2 5.2 5.1 5.1% 14%
Sistema SSA LI 9,410          22.00          30.54             39% 24.0% 8.2 8.1 4.6 3.7 0.9% 4%
Yandex YNDX LI 7,934          24.70          27.90             13% 27.9% 29.8 23.1 17.7 13.3 0.0% 14%

E.ON Russia EONR RX 5,984          0.095          0.119             30% 17.7% 11.3 10.6 6.6 5.9 0.0% 6%
Federal Grid Company FEES RX 8,903          0.007          0.009             31% 16.8% 6.5 6.3 3.8 4.6 1.0% !40%
InterRAO UES IRAO RX 8,064          0.0008       0.00100       25% 12.9% 14.3 8.7 4.0 3.8 0.0% !31%
Mosenergo MSNG RX 2,094          0.0527       0.06500       15.0% 8.9 6.0 2.1 1.7 0.0% !20%
MRSK Holding MRKH RX 4,279          0.071          0.078             7% 35.0% 7.5 17.7 4.3 5.5 0.0% !29%
RusHydro HYDR LI 8,834          0.0240       0.0410          64% 38.6% 9.2 8.9 3.7 3.4 0.9% !37%

Aeroflot AFLT RX 2,052          1.85            2.51               20% 26.5% 12.7 7.1 6.1 5.2 0.0% 9%
Global Ports GLPR LI 2,540          14.55          18.57             28% 25.0% 17.8 13.7 9.6 8.2 2.1% 15%
Globaltrans GLTR LI 2,942          16.05          25.36             58% 54.5% 8.5 8.1 6.0 5.3 2.2% 7%
NCSP Group NCSP LI 2,237          8.26            9.94               20% 29.9% 6.9 6.8 7.0 6.9 0.3% 22%

Dixy Group DIXY RX 1,824          14.32          18.00             26% 36.6% 48.9 26.5 9.4 7.4 0.0% 21%
Kernel Holding KER PW 1,678          21.06          26.48             20% 61.8% 9.3 7.7 7.8 6.0 0.0% !12%
M.Video MVID RX 1,566          8.70            11.00             24% 29.7% 12.9 11.3 5.4 4.7 1.5% 13%
Magnit MGNT LI 21,640       46.11          47.00             2% 51.0% 27.0 21.7 15.2 12.0 0.3% 68%
MHP MHPC LI 1,898          17.24          17.75             3% 33.5% 6.0 5.8 5.7 4.8 0.0% 35%
Pharmstandard PHST LI 3,132          20.40          19.10             !6% 46.8% 12.4 13.9 8.6 8.7 0.0% 23%
X5 Retail Group FIVE LI 4,517          16.95          23.50             39% 32.1% 20.1 15.0 7.2 6.5 0.0% !27%

Acron AKRN LI 1,906          4.70            5.66               22% 13.3% 5.6 6.8 3.4 4.0 12.5 !1%
Evraz EVR LN 6,815          4.52            4.39               0% 22.2%      n/m 21.6 6.9 6.0 11.9% !36%
MMK MMK LI 3,677          4.57            6.24               37% 11.2%      n/m 16.2 4.9 4.5 0% !31%
TMK TMKS LI 3,176          14.82          19.14             29% 22.4% 10.2 9.2 6.4 5.9 3.1% 22%
Petropavlovsk POG LN 1,036          5.52            9.26               67% 85.4% 6.5 6.3 3.3 3.5 2.1% !55%
Polyus Gold PGIL LN 10,852       3.58            4.73               33% 13.7% 12.6 11.6 8.3 7.7 1.1% 15%
Raspadskaya RASP RX 1,518          2.16            2.64               21% 16.2%      n/m 20.1 11.0 7.0 7.9% !43%
Polymetal POLY LN 6,331          16.54          24.95             47% 45.6% 10.8 9.0 7.7 6.3 1.2% !10%

Etalon Group ETLN LI 1,578          5.04            9.00               79% 27.9% 8.9 7.2 7.0 5.5 0.0% !1%
LSR Group LSRG LI 2,503          5.06            10.61             110% 33.0% 13.7 8.1 8.2 5.8 0.1% !1%
PIK Group PIK LI 1,074          2.22            4.06               83% 43.7% 52.2 13.8 10.6 8.1 0.0% !21%
Mostotrest MSTT RX 1,802          6.39            8.66               38% 34.6% 11.5 8.6 5.4 4.4 3.5% !1%

Halyk Bank HSBK LI 2,124          8.00            10.00             25% 24.5% 6.0 5.9 1.1 0.9 0.0% 48%

P/E EV/EBITDA

P/BV

* as of close on February 8 

** 1y return is from IPO issue price 

Source: Companies, Bloomberg, Sberbank Investment Research 
 

This week – international: global nerves 
ɨ More hard data for investors to review. After last week’s relatively quiet news cycle in the US, 

the next five days will have more data points and events for investors. Hopefully, these data points 
will confirm the positive trend in the US economy and help boost market optimism as we saw in 
January. President Obama will deliver the State of the Union address on Tuesday evening and 
undoubtedly will refer to the coming debate with Congress over the budget and debt issues. Retail 
sales, industrial production and housing data will be among the reports to which investors usually 
react. In Europe, the finance ministers’ meeting will focus on the various threats hanging over the 
region, while all major EU countries will report flash GDP numbers on Thursday. 

ɨ Many EMs will be on vacation. Emerging markets face another quiet week as China remains closed 
for the New Year holiday all week and Brazil celebrates Carnival. Many other Asian markets will close 
for one or two days at the start of this week. Hence, we have a backdrop on which investors can again 
ignore the EM asset class while focusing on the US and EU for at least another week. 
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ɨ This week’s key events: 

` Today. EU finance ministers meet for two days to review the main issues in the region, with a 
particular focus on Spain and Italy. Any comments will have an impact on where markets and 
the euro trade. 

` Tuesday. Obama will deliver the State of the Union address at 21:00 Washington time. Spanish 
Prime Minister Mariano Rajoy is expected to make a policy speech at 9:00 Madrid time. 

` Wednesday. The US will report January retail sales and the EU will update December industrial 
production. Italy plans to sell bonds, and the International Atomic Energy Agency team will 
meet with officials in Tehran. MSCI will announce the results of its quarterly equity index review 
later in the evening. 

` Thursday. All major EU countries will report flash GDP numbers for 4Q12. The weekly jobless 
claims number will be reported in the US. 

` Friday. The US industrial production report for January will be released along with the monthly 
Empire State Manufacturing figure and the University of Michigan Consumer Sentiment Index. 

` Weekend. US markets will be closed on Monday (February 18) for President’s Day. The minutes 
of the January FOMC meeting will be published at mid!week, having a direct impact on the dollar. 

This week – domestic: the G!20 comes to town 
ɨ G!20 meeting on Friday. This week will be busier than last in Russia, with the Central Bank 

holding its monthly policy meeting on Tuesday (see comments above) and the G!20 finance 
ministers and central bank heads meeting in Moscow on Friday to discuss the issue of competitive 
currency management and global debt concerns. 

ɨ Etalon Group update. On the corporate front, Etalon Group will report Jones Lang LaSalle’s 
valuations and the company’s own 2013 outlook this week. The stock rallied 9.5% last week 
(although now up only 1.3% YTD) as some investors are clearly hopeful the report will go a long 
way toward countering concerns that hit the stock in 4Q12. 

Trading last week: low news volume 
ɨ US markets drifted higher for a sixth week. Markets suffered from a lack of positive economic 

news and an end to the positive 4Q12 earnings reports that had been driving buoyant sentiment. 
Most markets drifted last week against a backdrop of Eurozone concerns and general optimism. 
The S&P 500 hovered around both sides of the line, but Friday’s 0.6% gain kept the index above 
1,500 and delivered a 0.3% w!o!w increase. This was the sixth straight weekly gain, and the 
index is now only 3% off its all!time high of 1,565.15 set in October 2007. European stocks also 
moved close to the neutral line but ended the five days down 0.3% as investors there worried 
about the risks from Spanish and Italian banks. Across Asia, investors unwound for the long 
Chinese New Year holiday, interest levels clearly falling toward week end. The MSCI Asia!Pacific 
Index, excluding Japan, fell 0.5%, while the Nikkei lost 0.3%. The net result for the MSCI World 
Index was a loss of 0.4% to cut the YTD gain to 5.4%. 

ɨ Investor interest in EM has all but evaporated. Emerging markets fared worse last week as 
commodity themes slipped with the dollar rally and growth warnings in some economies evoked 
caution. Brazil’s Bovespa Index lost 3.1% on the week as part of the weaker commodity country 
theme. India’s BSE lost 1.5% after the government warned of an economic slowdown. In China, 
the approaching one!week holiday had an impact on volumes and investor interest, but the 
Shanghai Composite Index managed to gain 0.6% following positive economic indicators. In 
Russia, the RTS Index and the MSCI Russia Index fell 2.3% and 2.5%, respectively, as the ruble 
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weakened and extractive industries, on balance, fell due to risk concerns. The MICEX Index was 
relatively better with a 1.8% loss, while the RDX Index slipped only 0.3% as the euro weakened. 
The MSCI EM Index dropped 1.1% to cut the YTD gain to 0.5%. 

ɨ Etalon Group attracted buyers ahead of this week’s update. NOMOS Bank was the best 
performer last week due to a low!volume bounce of 26.7% on Friday (only 15,500 DRs traded). 
Kazkommertsbank has been on a speculative run since the start of the year and, despite some 
weakness the previous week, the DRs rose 14.3% last week to restore the YTD gain to 65%. In 
Ukraine, Ukrnafta was spectacularly volatile last week due to speculation about state privatization 
in the sector. The local stock ended the week up 14.7% despite a collapse of 16.3% on Friday, 
while the GDR gained 35% for the five days. Global Ports was one of the better Russian domestic 
names, rising 10.7%, while Etalon Group recovered 9.5%. The ports theme remained in demand 
for a second week, NCSP Group up 5.3%. At the other end of the table, the steel names lagged 
on global economic worries, and CTC Media fell on profit!taking (5.4%) to cut its YTD rise back 
to 29.6%. VTB (down 5.7%) and Gazprom (down 4.3%) led the blue chips lower. 

ɨ Industrial metals rose Friday with the China data. Copper rose 0.9% on Friday after the positive 
Chinese trade data update to cut its five!day loss to 0.7%. Gold was relatively inactive last week and 
ended the five days unchanged. The main agriculture products fell again last week after the USDA 
updated its global yield and stockpile outlook for wheat and corn. The reports have been widely varied 
in recent months and have contributed to a lot of volatility in the most actively traded contracts. The 
most recent report suggested that demand will be lower this year and inventories higher than 
previously expected. Corn lost 3.7%, wheat fell 1.1% and sugar dropped 4% for the week. We may 
see higher prices this week for wheat after a report said that Russia will consider abolishing a 5% grain 
import duty because of a lower crop yield in 2012!13E due to drought conditions.  

 
Retail fund flows, 2012 and 2013 YTD* 

1Q12 2Q12 3Q12 4Q12
  $ mln   % of AUM   $ mln   % of AUM   $ mln   $ mln   $ mln   $ mln   $ mln   % of AUM

EM balanced funds 16,093 3.8% 5,925 1.9% 20,358 902 6,747 16,652 44,559 14.6%
Asia region 7,655 3.0% 1,619 0.9% 1,680 (6,199) (634) 12,475 7,600 4.0%
LatAm region 467 1.1% 179 0.5% 9 (1,986) 700 1,036 (240) !0.6%
EMEA region 160 40.0% (219) !0.7% 651 (1,401) (25) (748) (1,517) !5.0%
Total EM funds 24,374 3.2% 7,505 1.3% 22,699 (8,684) 6,799 29,414 50,403 8.9%

China country funds 3,118 5.9% 1,150 3.2% 1,055 (2,884) 270 7,042 5,484 !14.6%
India country funds 11 0.0% 92 0.5% 376 (653) (476) 69 (683) !3.8%
Brazil country funds (247) !1.4% 18 0.1% (471) (919) 955 801 367 2.1%
Russia country funds (66) !50.0% 3 0.0% 1,264 (486) 147 (458) 466 4.4%
Turkey country funds 259 10.0% 18 1.3% 63 (70) 147 96 237 17.4%

January '12 Full!year 2012January '13*

 
* as of February 1 

Source: EPFR Global 
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