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ADR/GDR leaders/laggards last week* 
   Price*    Last  YTD*

     $ week

Top 15
IRC (HKD) 1.09         18.5% 2.8%
Highland Gold Mining (GBP) 99.75      12.1% �46.9%
Eurasia Drilling Company 36.45      11.0% 55.1%
Severstal 12.50      8.8% 9.7%
Etalon Group 5.30         7.1% 12.8%
MD Medical** 12.00      6.7% 0.0%
Pharmstandard 16.38      6.1% 16.2%
Norilsk Nickel 18.61      5.4% 21.6%
Mail.ru Group 34.17      5.1% 31.4%
Gazprom 9.46         4.6% �11.3%
Global Ports 13.99      4.3% �0.1%
AFI Development 0.55         3.8% 31.0%
Yandex 22.15      3.6% 12.4%
TMK 15.18      3.6% 68.7%
HMS Group 4.03         3.3% �8.7%

Bottom 15
Globaltrans 16.40      �0.9% 19.3%
Surgutneftegaz 8.77         �1.0% 12.0%
Cherkizovo Group 11.98      �1.0% 8.9%
PhosAgro 13.25      �1.1% 57.0%
NCSP Group 6.90         �1.4% �7.9%
VimpelCom 10.85      �1.5% 14.6%
Evraz (GBP) 257.80    �1.5% �31.2%
MMK 4.36         �1.7% �10.4%
TransContainer 14.25      �1.7% 82.7%
CTC Media 8.09         �1.9% �7.8%
Mechel 6.62         �2.5% �22.1%
Gazprom Neft 23.37      �2.6% �0.6%
Uralkali 38.32      �3.0% 6.4%
Chelyabinsk Zinc 2.45         �7.5% 14.0%
RusPetro (GBP)** 72.25      �13.3% �46.1%

RTS Index 1,512.2   0.8% 9.4%
MICEX Index 1,477.4   0.8% 5.4%
FTSE IOB GDR Index 870.7       0.9% 11.8%
RDX Index 1,449.8   0.2% 10.8%
MSCI EM Index 1,043.0   0.0% 13.8%
MSCI World Index 1,341.1   1.2% 13.4%
S&P 500 1,430.2   1.2% 13.7%
Copper, $/lb 356.7       �3.1% 3.8%
Brent, Fwd, $/bbl 109.0       0.7% 1.5%
Gold, $/oz 1,657.2   �2.3% 5.8%
RUB/USD 30.010    �7.0% 0.3%
USD/EUR 1.319       �0.2% �1.8%

* as of close on December 21 
** YTD is from IPO issue price 
Source: Bloomberg 
  

 

 

Russia in Context
2012 in Review: A Year of 
Positives and Negatives 

An optimist stays up until midnight to see 
the New Year in. A pessimist stays up to 
make sure the old year leaves. 

Bill Vaughan

█ Russia takes a nine�day break from next Sunday. Trading will be very 

quiet everywhere this week because of the Christmas holiday and the lead up 

to the New Year break. Moscow’s bourses will trade normal hours all week 

and will also open for a session on Saturday, but trading is expected to be very 

light. Russia’s New Year holiday starts next Sunday and runs until January 9. 

█ US budget talks will dominate a quiet week. The normal seasonal lull this 

week will be interrupted by expected intensifying talks between the US 

presidential administration and Congress over terms to avert the 

consequences of higher taxes and spending cuts scheduled for January 1. 

Congress will return for a special session on Thursday. How investors view 

progress, or the lack thereof, will dictate how all markets close the year and 

the stance toward risk assets when trading resumes next Wednesday.  

█ Reviewing 2012. In this week’s Russia in Context, we review the positive and 

negative events that impacted the equity market in Russia in 2012, which also 

may affect how investors view the balance between risk and opportunity in 

2013. We also list the best and worst performing DRs in 2012 (to date) and 

how the market has performed overall.  

 
Markets in 2012* 

January to 
mid�March**

March high** 

to end May
June to 

mid�September***
Mid�September 

to date*
YTD*

RTS Index 24.6% �27.8% 18.4% 2.8% 9.4%
MICEX Index 14.6% �18.7% 12.9% 0.2% 5.4%
FTSE Russia IOB Index 25.8% �26.6% 19.1% 1.7% 11.8%
RDX Index 24.3% �21.8% 14.3% �0.3% 10.8%

MSCI EM  Index 15.7% �14.5% 6.9% 7.7% 13.8%
MSCI World Index 9.2% �8.8% 11.4% 2.2% 13.4%
S&P 500 9.0% �4.4% 11.3% �1.9% 13.7%

Copper, $/lb 12.3% �12.6% 8.1% �2.1% 3.8%
Brent, Fwd, $/bbl 17.3% �19.1% 12.2% �4.6% 1.5%
Gold, $/oz 9.2% �9.1% 11.9% �4.8% 5.8%

RUB/USD 8.2% �12.2% 3.8% 3.6% 4.5%
USD/EUR �1.2% 5.9% �3.8% �2.9% �1.8%

* as of close on December 21 

** market peak for 2012 was mid�March 

*** to September 10 

Source: Bloomberg 
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Positives and negatives in 2012 

There were quite a number of events last year, some represented positive developments while 

others can be considered negative. The list below breaks the more important events into several 

theme categories and lists the positives and negatives for each.  

ECONOMY – POSITIVES 

█ Headline growth will be close to that expected at the start of the year, i.e. between 3.5%�4.0%, 

meaning that Russian growth is relatively good in the EM asset class and better than DM economies. 

█ The current account surplus is not far off 2011’s level (expected around $90 bln) and the budget 

will be marginally on either side of breakeven (depends on level of spending in December). 

█ Consumer activity, service sector expansion and some manufacturing efficiency gains are driving 

the growth rather than extractive industries. This gives very good support for our earnings 

assumptions for these themes. 

█ Overall, Sovereign and corporate debt levels have not materially changed all year and, in total, 

average less than 30%. 

█ The change in the Central Bank’s approach to managing the currency has been much more 

obvious this year and the greater flexibility seen in counterbalancing the oil price move, in 

particular, is one of the reasons we have seen greater resilience in the economy to the slowdown 

and threat from Europe. 

ECONOMY – NEGATIVES 

█ Inflation has been higher than anticipated at the start of the year. We started out expecting less 

than 5.0%, but it will end the year close to 6.5%. This is partly a result of imported food inflation 

but a lot of it is linked with the election spending and higher public sector salaries. The Finance 

Ministry’s actions, often at odds with those of the Central Bank, tightened the market and made 

the cost of debt more expensive. 

█ The Central Bank hiked its benchmark rate as a result of the higher inflation rate, which was also 

unexpected. 

█ The government has run with a “rainy day” mentality, i.e. constantly preparing for a crisis to 

come, which means the Finance Ministry has conducted unnecessary money market operations 

that have squeezed the liquidity available to non�state sector borrowers. This has restricted some 

investment activity. 

POLITICS – POSITIVES 

█ Russian President Vladimir Putin had to engage in electioneering for the first time ever as a result 

of the protests – we got good insights into his key views about economic, social and reform 

priorities in the seven essays he published over January�February. 

█ The easier registration for political parties and the return to direct governor elections was directly 

forced by the protests. 

█ While active participation in the protests has now fallen off sharply, there is a very definite legacy 

from the protest actions. 

 Opinion polls show that a majority of people are now much more politically aware than they 

were before the protests. 
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 While public approval for Putin is now largely back where it was before September 2011 (at the 

mid�60% level in the Levada�Center poll and mid�40% in the FOM poll), over 50% of people 

want neither him nor Prime Minister Dmitri Medvedev to be the next president in March 2018. 

They want change even if they are prepared to wait for it for now. 

 The Kremlin is clearly more sensitive to issues that concern a majority of people. The opinion polls 

show the three main complaints to be rising costs, corruption and bad housing conditions. 

█ Mikhail Prokhorov has established his own political party. It will not join with the older opposition 

parties but promises to create a new form of opposition. It is yet in its infancy, but is nonetheless 

the first political innovation – in this case a well�funded party to cater to the middle class in 

Russia’s cities – to be seen in the country in a very long time. 

█ Last week, a Moscow court ruled that Mikhail Khodorkovsky and Platon Lebedev should have 

their sentences reduced by three years, making them eligible for release in 2014. 

POLITICS – NEGATIVES 

█ The process of registering political parties has been made so easy that over 60 have now 

registered, thereby diluting the effectiveness of the opposition for many years to come. 

█ The selection criteria to be added as a candidate for a gubernatorial election is very restrictive, 

making it almost impossible for an opposition candidate to take part. 

█ Leaders of the winter�spring protests are now almost all under criminal investigation, so that they 

have to be much more careful or risk a jail sentence. 

█ A single opposition leader/focal point has yet to emerge. 

█ Legislation has been introduced to greatly restrict the ease of organizing protests, to make it 

easier for the state to ban any web site or internet content it does not like, and the libel laws have 

been expanded to raise the risk of any comments against state officials or United Russia. 

GEOPOLITICS – POSITIVES 

█ Relations with Georgia have improved and a dialogue has been opened with the country’s new 

prime minister. 

█ Indications are that the new Japanese government will agree to finally negotiate a peace deal 

(WWII legacy) with Russia. This is no doubt prompted by Tokyo’s desire to expand its allies as 

relations with China deteriorate, but it could also bring in more money to Russia’s Far East. 

█ The APEC summit was deemed a modest success. 

█ Relations with Germany are solid and improved with the opening of Phase 2 of the Nord Steam 

gas pipeline. 

█ Mitt Romney was not elected US president. 

GEOPOLITICS – NEGATIVES 

█ Russia’s position on Syria has put it at odds with most Western governments. 

█ The Magnitsky case and Moscow’s (still unclear) response to the bill. 

█ Russia’s image (mis)management and international perception show no sign of improving. For an 

example, take the news headlines concerning the trial and conviction of the punk band. 

█ Russia has banned foreign�funded NGOs, unless they register as foreign agents. 
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REFORMS – POSITIVES 

█ WTO entry from August after nearly 19 years of negotiations – a positive reflection of the fact that 

the government understands it needs to bring in more foreign investment and active investors. 

█ The campaign against corruption – the jury is still very split on this, as are the people. The 

campaign is almost equally split between the view that this is a real response to people’s 

frustration expressed in the protests and the view that it is only a temporary action aimed at 

internal political score�settling. We will only start to understand which view is right when and if 

we see further actions in 2013. 

█ Financial sector reforms continue to roll ahead steadily – the Central Depositary is now in place, 

and Euroclear and Clearstream will gain access to the local debt market “early in 2013”. Some 

foreign custodians will get access for equities from April. 

█ All companies will have to have adopted IFRS accounting or its equivalent by end 2013. 

█ The government has adopted a new budget fiscal rule which will restrict spending increases based 

on ever�optimistic oil prices. The budget oil revenue assumption will now be based on a historic 

average price rather than an assumed future price.  

REFORMS – NEGATIVES 

█ Reform progress beyond that stated above is negligible. The current high average oil price has 

again slowed progress and there is no evidence that the agenda (pension reform and budget 

changes) will be more actively pursued until there is an economic need to do so. In other words, 

when and if there is a next crisis. 

█ The debate about pension reform continues to be avoided. This is one of the most serious issues 

facing the economy. 

CORPORATE/MARKET ACTIONS – POSITIVES 

█ The long standing battle between BP and AAR, which regularly led to very bad media headlines 

about Russia investment risk, is finally at an end. 

█ Similarly, the long�standing battle between Altimo and Telenor over VimpelCom Ltd is at an end. 

█ The start of the endgame in the shareholder battle within Norilsk Nickel has been seen. 

█ Management/owners appear to be more receptive to ideas about how to improve valuations, 

including free�float expansion or higher dividends. 

█ Dividend payouts have increased and there is more noise about raising the payout in many more 

companies. Dividends must also be paid within 60 days. 

█ We had more buybacks in 2012, including LUKoil and Uralkali. 

█ In 2012, $13 bln has been raised via IPOs, SPOs and strategic shareholder stake sales. This is up 

from less than $10 bln in 2011. 

CORPORATE/MARKET ACTIONS – NEGATIVES 

█ The government priority in targeting lower inflation has meant (and will mean) lower than 

expected tariff increases and tighter regulation. 

█ The state is still pursuing a policy of consolidation within strategic energy sectors. 

█ The domestic investor base remains far too small, sustains higher market volatility and is a big 

contributory factor to the unjustifiably high risk premium. 
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█ The structure of the stock market is skewed 70:30 toward the less interesting extractive industries 

and utilities. One third of the remainder is in banks. 

█ Rosneftegaz’ acquisitions in the utilities sector are a partial reversal of past privatizations. The actions, 

and plans to expand in 2013, have led to very obvious divisions at the top echelons of government. 

 
ADR/GDR leaders and laggards YTD* 

   Price*, $  YTD*    Price*, $  YTD*

TransContainer 14.25 82.7% Severstal 12.50 9.7%
Magnit 38.16 80.3% Cherkizovo Group 11.98 8.9%
TMK 15.18 68.7% Polyus Gold (GBP) 208 8.0%
O'Key 11.35 65.7% Polymetal (GBP) 1,176 7.5%
PhosAgro 13.25 57.0% Uralkali 38.32 6.4%
Eurasia Drilling Company 36.45 55.1% IRC (HKD) 1.09 2.8%
Tatneft 42.51 43.6% NLMK 20.19 2.8%
NOMOS Bank 13.54 42.5% MD Medical** 12.00 0.0%
Mail.ru Group 34.17 31.4% Global Ports 13.99 �0.1%
AFI Development 0.55 31.0% Gazprom Neft 23.37 �0.6%
Rosneft 8.52 29.0% UC RUSAL (HKD) 4.89 �0.6%
MTS 18.47 25.8% Ros Agro 6.50 �1.5%
LUKoil 65.25 23.2% VTB 3.46 �4.2%
LSR Group 4.12 22.0% NOVATEK 119 �4.6%
Raven Russia (GBP) 0.63 21.6% CTC Media 8.09 �7.8%
Norilsk Nickel 18.61 21.6% NCSP Group 6.90 �7.9%
MegaFon** 23.88 19.4% HMS Group 4.03 �8.7%
Globaltrans 16.40 19.3% MMK 4.36 �10.4%
Sberbank (RUB)*** 93.47 17.8% Gazprom 9.46 �11.3%
Sistema 19.57 16.4% Mechel 6.62 �22.1%
Pharmstandard 16.38 16.2% X5 Retail Group 17.60 �22.9%
VimpelCom 10.85 14.6% RusHydro 2.35 �23.1%
Chelyabinsk Zinc 2.45 14.0% PIK Group 1.89 �23.5%
Etalon Group 5.30 12.8% Evraz (GBP) 258 �31.2%
Yandex 22.15 12.4% Petropavlovsk (GBP) 351 �42.9%
Surgutneftegaz 8.77 12.0% RusPetro (GBP)** 72.25 �46.1%

Highland Gold Mining (GBP) 99.75 �46.9%

* as of close on December 21 

** YTD is from IPO issue price 

*** Sberbank is based on MICEX listing  

Source: Bloomberg 
 

Quick glance sentiment indicators 

█ 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 

█ Short�term view. In this calculation, we 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 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. 

█ Another slow grind. Last week was little different to the previous week and the one before that. 

Investors everywhere watched the US and reacted every day to the latest news flow concerning 

the budget talks. All markets fell on Friday as the talks stalled again, cutting the five�day gain for 

Moscow’s bourses back below 1.0%. The RTS and MICEX indexes each ended the week up 0.8% 

and the FTSE Russia IOB Index closed up 0.9%.  

█ Expect little this week. This week, we keep the tactical indicator on the neutral�bullish segment 

divide. If there is no progress in the US budget talks, then we will very likely see the markets slip 

into a modest reverse, while any indication of a deal before the deadline will see a knee�jerk 
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positive move in all markets. Either way, markets are all but done for the year as most Western 

investors will stay on vacation until January 2. 

STRATEGIC VIEW 

█ Longer�term view. This indicator should change infrequently as it is based on our view of market 

prospects over the coming six to 12 months, taking into account expected economic trends, 

political developments, corporate earnings, the oil price trend and the global macro backdrop. 

█ The mood is turning more positive. After many months of staying exactly in the neutral 

position, the indicator moves toward the bullish segment, albeit within the neutral category. The 

reason is because of the improving sentiment toward equities in the US and emerging markets. 

Investors have now allocated new money to EM retail funds for thirteen straight weeks and 

economic indicators in both the US and China have either stabilized or are showing modest 

improvements. The main reason for not moving the indicator further into the bullish segment is 

because the US still has several major issues to deal with between now and end March, and very 

few believe that the crisis in Europe has been resolved beyond the short term. However, the 

indicators and the mood have improved, which justifies a more optimistic six�month view. 

This week – international: not a creature was stirring, except… 

█ US Congress will return early to discuss the budget changes. Usually the week covering 

Christmas and the New Year is very quiet. Perhaps less so this time around, as the US budget talks 

will continue right up to the deadline and maybe even a little past it. Congress usually takes off the 

full week but is set to return on Thursday to deal with the budget issue. Hence, the latter part of 

the week will be busier than usual and any news flow, or a lack thereof, will have an impact on 

where the market closes the year. The key upcoming events follow. 

█ Today. Most markets will close early today because of the Christmas holiday. Gulf Cooperation Council 

leaders will hold their annual summit over two days in Bahrain. Saudi Arabia may issue the parameters 

of its 2013 budget.  

█ Tuesday. Christmas Day. Western markets will be closed and activity elsewhere will be light. 

█ Wednesday. Europe’s markets will remain closed and the US markets will open for a usually very 

light session. The only scheduled macro update is the Richmond Fed manufacturing index. 

█ Thursday. In the US, the November new home sales update, the weekly jobless claims report and 

the Conference Board consumer sentiment index will be issued. 

█ Friday. The Chicago PMI and pending homes sales in the US round off what is usually a very quiet 

week. 

█ Next week. Most markets will close early next Monday and all will be closed on Tuesday for the 

New Year holiday. The following three days will be very busy with the monthly manufacturing 

reports and the US payroll update to be published.  

This week – domestic: winding down for the New Year break 

█ Nine�day holiday starts next Sunday. President Vladimir Putin starts the week with an official 

visit to India, where defense equipment contracts valued at over $7 bln are expected to be signed. 

Moscow’s bourses will trade normal hours all week, including on Saturday, albeit as usual at this 

time of the year activity will remain quiet. Russia’s New Year holiday starts from next Sunday and 

runs through January 9. 
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Trading last week: modest moves while watching the US 

█ All markets fell on Friday. Equity markets drifted higher most of last week as investors 

awaited news on the US budget talks and in reaction to the continuing positive economic 

indicators. This changed on Friday as a consequence of the canceled tax vote. The S&P 500 lost 

0.9% for the last day of the week but still managed to close the five days with a gain of 1.2%. 

In Europe, the Stoxx Europe 600 added 0.6% for the week also after a Friday fall. This was the 

fifth week of gains for the index and is the longest stretch of gains for over four months. Asia’s 

markets also rose for a fifth straight week, the longest since March, with the outcome of the 

Japanese election providing a boost. The MSCI Asia�Pacific Index rose 0.7%, with the Nikkei up 

2.1%. The MSCI World Index rose 1.2% and is up 13.4% YTD. 

█ Russia’s indexes rose modestly. The MSCI EM Index fell 0.9% on Friday to bring the index back 

to flat for the week (up 13.8% YTD). Brazil’s Bovespa was one of the better movers with a five�

day gain of 2.4%. In Moscow, the RTS Index lost 1.1% on Friday and the MICEX Index fell 0.7% 

in response to the latest news concerning the US budget talks. This cut both indexes back to a 

five�day gain of 0.8% each. In the DR market, the FTSE Russia IOB Index added 0.9%, while the 

euro�denominated RDX Index edged up 0.2%. 

█ Steels lagged. Hong Kong�listed IRC was the best mover, adding 18.5%, partly in reaction to the 

more positive outlook for China’s economy in 2013. Highland Gold Mining was the best of the 

gold sector, rising 7.6% on Friday as the price of gold rose with the increased concerns from the 

US. Over the five days, the price climbed 12.1%. Etalon Group continued its recovery, adding 

7.1% for the week, and Norilsk Nickel is also being added by investors, rising 5.4%. At the other 

end of the table, the steel names lagged because of Friday’s fall. Evraz lost 3.5% for Friday and 

closed the five days off 1.5%. Mechel lost 4.2% on Friday to end the week off 2.5%.  

█ Gold had a late�week pick up. The ruble fared relatively well for the week, ending flat against 

the dollar as most other EM currencies lost toward week end amid renewed risk aversion. Most of 

Asia’s EM currencies fell between 0.2% and 1.0%. Against the euro, the ruble lost 0.8%. The 

euro gained 0.2% against the dollar. Gold rose on Friday for the first time last week as a reaction 

to the canceled US tax vote. The price of bullion edged up 0.6% for the last day of the week but 

still ended the five days 2.3% lower. Silver lost 7.0%. Copper rose 0.9% on Friday but lost 3.1% 

for the week. In the agriculture sector, it was much the same story with gains on Friday but a loss 

for the week. Wheat and corn fell 2.7% and 3.9%, respectively, while sugar rose 1.3% w�o�w.  
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