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ADR/GDR leaders/laggards last week* 

   Price, $ w!o!w     YTD

Top 15
Raven Russia (GBP) 0.72            10.2% 13.4%
Rusagro 7.00            8.5% 7.8%
MD Medical 17.25        8.2% 38.3%
Sistema 21.20        7.8% 5.0%
Pharmstandard 21.88        7.5% 30.5%
Gazprom 9.50            6.5% 0.4%
MegaFon 31.48        4.9% 32.3%
X5 Retail Group 18.32        4.7% 2.6%
PhosAgro 14.57        4.1% 7.1%
Global Ports 15.10        3.9% 7.1%
Kernel Holding (PLN) 61.60        3.3% !7.7%
NCSP Group 8.86            3.1% 29.3%
AFI Development 0.69            2.9% 20.7%
Globaltrans 15.65        2.8% !5.2%
Kazkommertsbank 2.65            2.4% 55.9%

Bottom 15
Petropavlovsk (GBP) 239            !5.2% !33.8%
Yandex 23.57        !5.4% 9.4%
Integra 0.39            !5.8% !7.1%
NLMK 17.71        !5.8% !12.5%
Ferrexpo (GBP) 206            !6.3% !14.6%
PIK Group 1.97            !6.4% !10.6%
TMK 13.47        !6.5% !12.0%
RusPetro (GBP) 22.00        !7.4% !72.2%
Severstal 10.23        !7.4% !15.9%
NOMOS Bank 13.05        !7.7% !3.7%
TransContainer 12.50        !8.4% !12.3%
Evraz (GBP) 243            !9.2% !6.2%
IRC (HKD) 0.95            !9.5% !18.8%
Highland Gold Mining (GBP) 83.50        !18.9% !13.5%
Ukrnafta (EUR) 93.33        !19.9% 46.3%

RTS Index 1,537.7      0.4% 0.7%
MICEX Index 1,495.1      0.3% 1.4%
FTSE Russia IOB Index 889.3          !0.6% 0.7%
RDX Index 1,492.0      !1.2% 1.4%
MSCI Russia Index 820.1          1.3% 1.6%
Kazakhstan KASE Index 1,034.5      !0.2% 6.7%
Ukraine UX Index 982.0          !4.5% 3.3%
Turkey ISE 100 Index 83,115.5   !0.5% 4.4%
MSCI EM Index 1,042.2      !2.2% !1.2%
MSCI World Index 1,444.5      1.1% 7.9%
S&P 500 1,560.7      0.6% 9.4%
Copper, $/lb 352.1          0.3% !3.6%
Brent, Fwd, $/bbl 109.8          !0.9% !1.2%
Gold, $/oz 1,592.1      0.8% !4.9%
RUB/USD 30.688       0.2% !0.9%
USD/EUR 1.308          !0.5% 0.9%  

* as of close on March 15 

Source: Bloomberg 
  

 Russia in Context 
Between a Rock and a Hard Place

If you don’t know where you are 
going you’ll end up someplace else.

Yogi Berra 

ɨ The equity market continues to be driven by external events and news flow. 
Russia, like many other EMs that are deemed to be most at risk from slowing 
global growth, is considered a fringe investment theme and will remain so 
until the threats overhanging the US and EU are reduced. 

ɨ This week, the main focus will again be external, with the next phase of the 
budget debate in the US and the US Federal Reserve’s monthly FOMC meeting 
likely to provide the major talking points, and have the greatest influence on 
investor attitude toward risk assets. Before that, however, the Cyprus deposit 
protection proposal has hit markets hard in Moscow and across Europe this 
morning as investors worry that this issue may escalate into a bigger political 
and economic crisis to destabilize the Eurozone. 

ɨ The weekly fund flow data from EPFR Global shows that investors, who had 
added over $30 bln to EM equity funds in January and February, have become 
much more cautious since the start of March. Last week, they withdrew 
money for only the second time since the first week of September. 

ɨ The domestic talking point this week will likely be provided by Russia’s 
February macro report, which is expected to again show a weaker economic 
performance than seen over the same period last year.  

ɨ While equity indexes are currently mostly influenced by global events and 
subject to risk phobia, there remains plenty of scope for individual stock 
volatility and variable price performance. For example, companies that report 
2012 IFRS numbers are subject to close scrutiny, often resulting in a knee!jerk 
share move. The high dividend payers are expected to be a strongly positive 
investment theme over the next few months. 

ɨ We again highlight Gazprom: the heavyweight index stock has underperformed 
the MSCI Russia Index for four out of the last five years but has started to 
outperform since earlier this month. Although the valuation is attractive, at a 
2012E P/E of 3.0 and a dividend yield of close to 6%, the reasons for the recent 
stock gain remain speculative in nature. Still, the momentum may continue as 
big investment funds, which have benefitted from remaining underweight 
relative to benchmarks, may now be tempted to cut that weighting gap. 

ɨ We also highlight the continuing weak trend in the gold sector shares and 
highlight the attractive valuations that have resulted. The price of gold bullion 
stabilized last week and, if it repeats again this week, there may be a trading 
opportunity in the gold sector shares. 
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ɨ Russia is between a rock and hard place. Russian equity markets are between the proverbial rock 
and hard place right now; a position unlikely to change in the foreseeable future. Global equity funds 
are now much more focused on events in developed economies and have taken the view that it is 
better to direct investment exposure to these markets for now. The view is that growth in most 
emerging economies, such as Russia, is a derivative of what happens in the US and Europe, so best 
to play the lead rather than secondary theme. The trend in fund flows shows that retail funds 
covering markets such as Brazil and Russia have either been ignored or have suffered redemptions 
since early last autumn. Those redemptions have picked up recently as concerns about China’s 
growth outlook have further reduced the appeal of the EM equity asset class. 

 
GEM and regional retail funds 

Total, $ mln % of AUM   ETFs, $ mln Total, $ mln % of AUM   ETFs, $ mln  Total, $ mln % of AUM   ETFs, $ mln

GEM and BRIC funds 22,487 5.37% 6,800 16,652 4.37% 8,620 48,422 12.75% 19,643
Asia region** 9,756 3.87% 3,240 12,475 5.61% 9,687 14,907 6.45% 11,946
LatAm region** (360) !0.83% (749) 1,036 2.54% 1,506 (1,063) !2.20% 276
EMEA region** (929) !2.23% (206) (748) !1.91% (329) (2,888) !6.73% (341)

Total EM funds 30,954 4.10% 10,101 29,414 4.30% 19,484 59,378 8.46% 31,523

Emerging Europe (276) !1.78% (51) (337) !2.30% 19 (1,503) !9.13% (35)
Russia (347) !1.44% (41) (458) !3.29% (324) (811) !5.08% (162)
Turkey 46 1.78% 24 96 4.65% 45 236 13.61% 172
Brazil (1,296) !7.18% (1,405) 801 4.74% 709 (923) !4.40% (741)
India (351) !1.49% (41) 69 0.30% 415 (1,516) !6.04% 243
South Korea 55 0.41% 175 1,249 10.60% 1,411 964 7.70% 1,578
China*** 2,455 4.80% 1,133 7,042 17.40% 6,079 6,524 14.80% 7,523

1Q13 to date* 4Q12                Aggregate 12m flows*

 
* as of close on March 13 

** regional funds include country funds below 

*** China includes Greater China 

Source: EPFR Global 
 

ɨ Consistent with view that 2H13 will be better. We restate our view that the directional drivers of 
Russian equities through most of 1H13 will be external. In particular, the progress in Washington to 
resolve the budget and debt threats; in Europe to contain the still dangerous stability and financial 
threats; and in China’s macro trends. We remain hopeful that these issues will be deemed at least 
safer coming into 2H13, which should coincide with when we expect to see a more favorable trend 
emerging in Russia’s domestic economic indicators and a pickup in government reform initiatives 
ahead of the June economic forum and the September G!20 summit.  

ɨ But plenty of scope for individual stock price variation. Meanwhile, there remains considerable 
scope for individual stock performance volatility and variation. Our underlying advice is to use periods 
of volatility to add to the well!positioned domestic theme stocks (see table of BUY recommendations 
later in this report), as we expect these names and themes will lead the anticipated 2H13 market rally. 
Over the next couple of months, the strongest themes should be the high dividend payers plus those 
stocks that validate an expected favorable underlying earnings trend with their 4Q12 and 2012 IFRS 
numbers. We expect the following stocks and themes to be in focus this week. 

` Gazprom. We highlighted this story last week by showing that most funds have been 
underweight the name relative to benchmarks for several years and, with the exception of 
2011, that has been a winning strategy for the past five years. Since early March, though, 
Gazprom DRs have gained 7.5%, while the MSCI Russia Index is up 3.3%.  

 
Gazprom relative to MSCI Russia Index 

MSCI Russia Gazprom Gazprom versus MSCI Russia

2008 !74.2% !74.9% !0.7%
2009 100.3% 79.5% !20.7%
2010 17.1% !1.6% !18.7%
2011 !20.9% !15.9% 5.1%
2012 9.6% !11.2% !20.8%
2013* 1.6% 0.4% !1.2%

* as at close on March 15 

Source: Bloomberg 
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ɨ Underweighted funds are feeling pressure to buy some stock. In recent weeks, there has 
been much talk (unsubstantiated) that the company may be the subject of restructuring or 
other initiatives to improve operational and financial efficiency, as well as that the newly 
installed Chinese president may agree on a gas export contract when he visits with Russian 
President Vladimir Putin soon. But all of this is still purely speculative. The stock is cheap with a 
P/E rating of 3.0 for 2013 and a projected dividend yield of 5.8%. Because it is under!owned, 
any momentum will naturally tempt many underweight funds to close the weighting gap 
somewhat, “just in case”, which we are seeing now. This momentum certainly has the potential 
to carry the stock forward on a relative basis. 

` Vozrozhdenie Bank. The stock fell 10.5% on Friday and is off almost 20% since mid!January. 
The reason is because of its demotion from the MICEX Index. But the bank’s operations are 
unaffected and it remains our only BUY in the sector, trading at a 2013E P/E of 4.4 and a P/BV 
of 0.6. Last week’s move was simply a trading reaction and the strong fundamentals should 
allow the stock to recover. 

` Gold producers. Gold stocks have generally been under pressure again this year because of fears 
that the bulls are now capitulating and the price of bullion may fall sharply. In particular, since 
several high!profile hedge fund managers are reported to be selling, there is a fear that the big ETF 
holders may soon follow. But last week the price of bullion held more firmly than expected, as 
there is still considerable uncertainty over the outlook for the dollar and euro, nudging bullion up 
0.8%. Russia’s gold stocks continue to fall sharply, albeit Highland Gold Mining’s 9.7% collapse 
on Friday on reported volumes of over 8 mln shares (Bloomberg) was very exceptional.  

ɨ US Fed comments may have a big influence. What happens to gold this week will depend, to a 
large extent, on what happens to the dollar!euro rate after US Fed Chairman Ben Bernanke 
comments on Wednesday, when the two!day FOMC meeting concludes. The sector is speculative 
but on attractive valuations, including yields, that go a long way to cover any further associated 
bad news. The upside is, however, considerable if there is either sector stability or some positive 
catalysts. We have BUY recommendations on all four London!listed Russian gold names. 

` Reporting companies. We again saw last week that when companies validate the positive 
earnings trend, there can often be a quick knee!jerk spike in the share price. Raven Russia, for 
example, reported last Monday and its stock jumped over 10% in response. This week, 
Global Ports, MTS and AFI Development are among those slated to issue numbers. 

` Dividend season. We highlighted this theme in our recent Russia Strategy Quarterly (issued 
March 6). The table below shows the expected biggest dividend payers (in yield terms) through 
this payment season with the expected dates. 
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Forecast high dividend yields 

Bloomberg
Ticker

Sberbank 
Investment 

Research

Bloomberg 
consensus

Estimated ex 
dividend date 
based on 2012

Estimated 
payment 
date

Nakhodka BAMR pref NBAMP RU 12.2% n/a Apr 6, 2013 Jul 15, 2013
Nizhnekamskneftekhim pref NKNCP RX 10.5% 10.7% Apr 27, 2013 Jul 21, 2013
KazMunaiGas EP KMG LI 9.9% 7.1% Jun 7, 2013 Aug 31, 2013
Nizhnekamskneftekhim NKNC RX 9.2% 9.3% Apr 27, 2013 Jul 21, 2013
Nakhodka BAMR NBAM RU 9.1% n/a Oct 18, 2013 Jan 11, 2014
Kazanorgsintez pref KZOSP RX 8.9% n/a May 4, 2013 Jul 28, 2013
Kazanorgsintez KZOS RX 8.8% 9.5% May 4, 2013 Jul 28, 2013
Surgutneftegaz pref SNGSP RX 8.1% 7.3% May 15, 2013 Aug 8, 2013
Bashneft pref BANEP RX 7.7% 10.1% May 16, 2013 Aug 9, 2013
Tatneft pref TATNP RX 7.6% 7.1% May 15, 2013 Aug 8, 2013
Metafrax MEFR RU 7.0% 8.4% Sep 25, 2013 Dec 19, 2013
Norilsk Nickel MNOD LI 7.0% 4.3% May 22, 2013 Aug 15, 2013
MegaFon MFON LI 6.9% n/a Feb 28, 2013 n/a
Halyk Bank HSBK LI 6.1% 5.0% May 15, 2013 Jun 24, 2013
Gazprom GAZP RX 6.0% 5.9% May 11, 2013 Aug 4, 2013
VimpelCom Ltd VIP US 5.8% 6.4% May 30, 2013 Jun 29, 2013
Polymetal POLY LN 5.8% 3.4% Apr 25, 2013 Jun 4, 2013
Rostelecom pref RTKMP RX 5.4% 5.8% May 2, 2013 Jul 26, 2013
Bashneft BANE RX 5.4% 6.4% May 16, 2013 Aug 9, 2013
MTS local MTSS RX 6.2% 6.7% May 11, 2013 Aug 4, 2013
MTS MBT US 5.2% 5.6% May 8, 2013 Aug 1, 2013
CTC Media CTCM US 5.1% 5.2% Nov 28, 2013 Feb 21, 2014
Gazprom Neft SIBN RX 5.0% 4.8% Apr 25, 2013 Jul 19, 2013
Highland Gold Mining HGM LN 4.9% 4.7% Sep 28, 2013 Dec 22, 2013

Estimated dividend yield

Source: Bloomberg, Sberbank Investment Research 

Oil outlook: Brent will be sensitive to Obama’s comments 
ɨ US and EU budgets will again dominate the policy agenda. Iran is likely to be near the top of 

issues in the Brent oil market this week. The US and group of Western countries will meet with 
Iranian officials in Istanbul later today. The talks are, however, only to discuss how to proceed from 
here and so should have little direct impact on the oil market today. Our view is that this issue will not 
really move up to the expected, if not inevitable, more serious phase until the autumn. The Iranians 
will initially seek to delay the more serious talks until after their New Year, which starts later this 
week, followed by the Presidential election (June 14), and then will likely want to wait until the new 
president takes office later in the summer. In reality, these are just distractions as the real power lies 
with the country’s religious leadership.  

ɨ US president’s trip to Israel may affect the risk premium. The real headlines are likely from 
Wednesday, though, when US President Barack Obama visits Israel for the first time. Israel will 
surely look for a US commitment to prevent Iran from acquiring or manufacturing nuclear 
weapons!grade material. For most oil traders, this means a military attack. The only question 
seems to be how forcibly Obama makes any such commitment and, especially, if he sets any 
specific deadlines. Either way, Brent is likely to be very sensitive to any comments during Obama’s 
Middle East trip and it is unlikely that any of those comments will be accommodating to Tehran. 

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 take into account current market momentum and 
investor sentiment, and how this may change given the scheduled events over the next two 
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weeks, e.g. macro reports, policy events and corporate actions. We will 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 A very neutral week. Last week, we set the tactical indicator between the neutral and bullish 
segments. Our underlying assumption was that sentiment in global markets remains noncommittal in 
terms of action but generally optimistic in terms of outlook. Hence, any positive or encouraging news 
might push markets higher, while there is generally good resistance to most bad news, albeit the 
Cyprus news is worse than had been expected as it stands on Monday morning,; on balance, the 
sequence of good news was balanced with less positive items, e.g. the US macro reports and the 
decisions agreed at the EU summit. Over the week, Moscow’s local indexes rose less than 0.5%, while 
the FTSE Russia IOB Index lost just over 0.5%.  

ɨ Many variables this week. This week’s agenda is much busier as legislators in the US and 
Europe step up efforts to resolve the remaining budget issues that are outstanding. The news from 
Cyprus will also be very unsettling for markets at the start of this week. The outcome of the debate 
in the US Congress will have an impact on sentiment, as will the comments from the US Fed 
chairman when he holds his quarterly press conference on Wednesday. There are also several 
usually sentiment!impacting macro reports to be released this week. All told, it will be a tough 
week to call as there are quite a few variables. The prudent call is to place the tactical indicator in 
the neutral position. 

STRATEGIC VIEW 

ɨ Longer!term view. This indicator should change infrequently as it is 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. Our strategic indicator remains in the bullish segment of the scale as a 
reflection of the improved optimism in global markets for the full year, albeit while still biased 
toward 2H13. We also remain optimistic that the expected market catalysts in Russia will 
generally be more positive from the late spring and into summer (see the spring edition of our 
Russia Strategy Quarterly, which was issued on March 1). Hence, while we still expect market 
volatility to last through 1Q13 and into much of 2Q13 as a result of the budget and debt battles 
that are still to be resolved in Washington, as well as 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 
(or soon after) 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 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 (MCap >$1 bln, free float >10%) 

Ticker MCap Price Target Upside Free Yield Return
$ mln  $ price* float 2013E 2014E 2013E 2014E 1y

Bashneft BANE RX 14,860 68.13 68.00 0% 10.7% 8.1 9.4 4.4 4.8 5.1% 10%
LUKoil LKOD LI 55,291 65.00 80.00 23% 48.2% 4.0 4.4 3.2 3.2 4.2% 0%
KazMunaiGas EP KMG LI 8,243 19.42 28.00 44% 22.8% 5.0 5.8 1.5 1.5 9.9% !3%
Eurasia Drilling Company EDCL LI 5,487 37.50 42.00 12% 31.9% 13.8 10.4 6.6 5.1 1.9% 25%
Transneft TRNFP RX 16,236 2,294 3,500 53% 21.9% 2.3 2.8 1.9 1.7 1.0% 17%

CTC Media CTCM US 1,914 12.01 12.85 7% 37.1% 12.3 10.8 6.9 6.0 4.2% 11%
MegaFon** MFON LI 17,800 31.48 31.90 1% 14.8% 12.6 12.1 5.5 5.2 6.0% 57%
Mail.ru Group MAIL LI 7,164 34.40 43.34 26% 35.8% 26.6 22.2 12.5 9.8 0.0% !12%
MTS MBT US 20,685 20.56 24.11 17% 37.6% 12.8 11.8 5.3 5.0 5.1% 14%
Sistema SSA LI 9,805 21.20 30.54 44% 24.0% 8.4 7.5 3.8 3.5 1.2% 10%
Yandex YNDX LI 7,814 23.57 31.58 34% 47.6% 21.8 17.3 12.5 9.5 0.0% !1%

E.ON Russia EONR RX 5,843 0.093 0.119 28% 17.7% 10.3 9.8 5.7 5.0 2.3% 3%
Federal Grid Company FEES RX 7,391 0.0053 0.0092 74% 16.8% 5.2 4.5 4.1 3.9 1.8% !52%
InterRAO UES IRAO RX 6,757 0.00068 0.00100 47% 12.9% 7.3 6.8 3.0 2.8 0.6% !40%
Mosenergo MSNG RX 1,752 0.044 0.065 48% 15.0% 5.0 5.8 1.3 1.3 0.7% !29%
MRSK Holding MRKH RX 3,711 0.061 0.078 28% 35.0% 15.3 10.6 5.2 4.9 0.0% !49%
TGK!1 TGKA RX 886 0.0002 0.0003 19% 22.5% 3.7 3.1 3.7 3.3 0.9% !35%
RusHydro HYDR LI 7,889 0.0216 0.0410 90% 38.6% 7.9 6.3 3.0 2.3 0.5% !46%

Aeroflot AFLT RX 1,969 1.78 2.53 42% 26.5% 6.7 6.5 4.8 4.5 3.0% 6%
Global Ports GLPR LI 2,373 15.10 18.57 23% 25.0% 13.1 11.2 7.8 6.5 3.3% !5%
Globaltrans GLTR LI 2,796 15.65 24.05 54% 54.5% 8.7 7.3 5.6 4.7 3.6% !17%
NCSP Group NCSP LI 2,298 8.86 9.94 12% 29.9% 7.6 7.2 7.3 6.5 0.3% 26%

Dixy Group DIXY RX 1,788 14.33 18.00 26% 36.6% 25.9 17.9 7.3 6.0 0.0% 10%
Kernel Holding KER PW 1,541 19.33 25.02 29% 61.8% 9.8 8.0 7.1 5.7 0.0% !8%
M.Video MVID RX 1,594 8.83 11.00 25% 29.7% 11.5 10.8 4.8 4.5 1.9% !2%
Magnit MGNT LI 21,710 45.90 47.00 2% 51.0% 21.4 17.8 11.9 10.0 0.8% 48%
MHP MHPC LI 1,900 18.65 19.29 3% 33.5% 7.4 6.1 6.3 4.9 0.0% 40%
Sollers SVAV RX 856 25.78 30.51 18% 42.0% 5.8 4.9 4.6 3.8 4.4% 65%
Pharmstandard PHST LI 3,301 21.88 27.00 23% 46.8% 9.0 8.7 6.0 5.3 0.0% 17%
X5 Retail Group FIVE LI 4,966 18.32 22.50 23% 32.1% 20.8 13.3 7.3 6.1 0.0% !29%

Acron AKRN LI 1,830 4.50 5.66 26% 13.3% 6.8 12.8 4.0 6.0 4.4% 11%
ENRC ENRC LN 6,815 5.24 6.65 27% 18.6% 8.6 5.5 6.2 4.3 1.6% !50%
Evraz EVR LN 5,514 3.66 5.41 48% 21.8% 25.6 11.7 6.0 5.1 8.4% !42%
MMK MMK LI 3,279 3.83 5.77 51% 11.2% 19.4 12.2 4.4 3.8 3.0% !39%
TMK TMKS LI 2,906 13.47 18.11 34% 22.4% 11.9 10.2 6.6 6.0 2.4% !5%
Petropavlovsk POG LN 680 3.62 8.88 145% 85.4% 4.3 4.4 2.9 2.8 3.3% !65%
Polyus Gold PGIL LN 9,745 3.21 4.78 49% 13.7% 10.6 11.5 3.7 3.6 3.0% 4%
Raspadskaya RASP RX 1,531 2.20 2.64 20% 16.2% 20.2 7.1 7.0 4.0 0.0% !43%
Polymetal POLY LN 5,302 13.86 24.95 80% 45.6% 7.6 6.2 5.5 4.5 6.1% !11%

Etalon Group ETLN LI 1,496 5.06 9.00 78% 27.9% 6.8 4.9 5.2 3.7 0.0% !27%
LSR Group LSRG LI 2,398 4.72 10.61 125% 33.0% 7.7 5.3 5.6 4.1 0.1% !19%
PIK Group PIK LI 971 1.97 4.06 107% 43.7% 12.9 7.2 7.8 6.3 0.0% !25%
Mostotrest MSTT RX 1,339 4.74 8.66 83% 34.6% 6.5 6.5 3.3 2.8 3.4% !32%

Vozrozhdenie Bank VZRZ RX 420 17.42 30.28 74% 34.0% 4.4 3.6 0.6 0.5 0.1% !20%

P/E EV/EBITDA

P/BV

* as of close on March 15 

** 1y return is from IPO issue price 

Source: Companies, Bloomberg, Sberbank Investment Research 

This week – international: US budget talks will dominate 
ɨ US and EU budgets will again dominate the policy agenda. Although last week’s EU summit 

did allay some fears over a possible deepening of the crisis in the region, outstanding issues are far 
from resolved. The budget issues in the Eurozone and across the Atlantic are expected to be atop 
the respective agendas this week and any actions agreed or statements made will have a direct 
impact on global equity market sentiment. The US Senate starts to debate the 2014 budget 
parameters this week against the backdrop of the March 27 deadline, when funding approval for 
government spending is set to expire. In Europe, the German chancellor and French president will 
hold talks over how to move forward in the Eurozone. 

ɨ FOMC meeting and mid!month manufacturing updates. On the macro front, the US Fed will 
hold its monthly FOMC policy meeting and Chairman Bernanke will hold a quarterly press briefing 
afterward on Wednesday. Comments made at that event usually have a very direct impact on 
where the dollar trades, as well as on market sentiment. But the impact on sentiment will not last 
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for long in isolation as, starting early Thursday morning, the mid!month flash manufacturing 
indicators will be printed across all major economies.  

KEY EVENTS 

ɨ Today. China publishes data covering February property prices. German Chancellor Angela 
Merkel and French President Francois Hollande will meet to discuss regional issues. The US Senate 
starts the debate over the 2014 budget and plans to extend the funding approval for government 
spending. The UN!Iran talks over the latter’s nuclear program will resume in Istanbul. 

ɨ Tuesday. News should flow from a finance summit in Frankfurt at which several finance ministers 
and the head of the IMF will speak. The macro data will include Germany’s ZEW investor 
confidence survey and US house prices. The two!day US Fed FOMC meeting starts. 

ɨ Wednesday. The major event will be the US Fed chairman’s press conference, which is scheduled 
to take place immediately after the end of the FOMC meeting. Obama starts a three!day visit to 
the Middle East that is expected to highlight the Iranian threat and generally be a net positive for 
the oil risk premium. 

ɨ Thursday. A very busy day for macro updates starts with the China flash manufacturing update, 
followed by similar reports across other economies throughout the day. Spain is set to sell bonds. 
The busy US macro update list includes the weekly jobless numbers, the leading economic 
indicator and existing home sales. 

ɨ Friday. In a quieter end to the week, the only macro update with any market significance will be 
German’s Ifo Business Climate Index. 

ɨ Next week. The US Congress starts its spring recess next week (covering Easter), which runs 
through April 8. MICEX moves to T+2 Settlement from Monday, March 25. 

This week – domestic: inflation versus growth debate 
ɨ Macro data to show weakness. The February macro report will be published this week and 

inevitably will again focus attention on the role of the Central Bank and the policy priorities. The 
data, which includes industrial production, retail sales, employment and investment, are again 
expected to show a generally weak picture. This is consistent with our view that 1Q13 (if not 
1H13) will show a weaker macro trend than expected for 2H13. Over the course of the past two 
months, there have been calls for the Central Bank to cut interest rates as a stimulus to growth, 
while the Bank’s stance has been that controlling inflation is more important. The consensus view 
currently is that the Central Bank will cut rates sometime in 2Q13, assuming that inflation heads 
lower from the peak of more than 7% recorded recently. 

ɨ Corporate news this week. Results season continues and, as was seen recently, investors quite 
often react to the confirmation of positive numbers or dividend indications. Global Ports (BUY) 
publishes 2012 IFRS numbers today, and MTS (BUY) and AFI Development (BUY) are scheduled 
to release their respective numbers tomorrow. ENRC (BUY), which was the subject of media 
speculation about a possible rights issue late last week, will issue its IFRS numbers on Wednesday.  

Trading last week: positive bias – but only just 
ɨ Still positively biased. Investors are behaving as if they believe that the budget and debt issues in 

both the US and Europe will be resolved, but they are maintaining a more cautious strategy until 
that optimism is validated with actual events. Meanwhile, market catalysts are coming from the 
series of economic updates in the US, mainly, as well as from other big economies. Last Friday was 
a good case in point, as it saw a positive reaction to the industrial production data in the US only 
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to have that neutralized with a lower reading for the University of Michigan Consumer Sentiment 
Index. The S&P 500 remains tantalizingly close to the October 2007 record, edging within 
2 points of it on Friday before ending the session down 0.2% to close the week with a 0.6% gain. 
In Europe, the STOXX Europe 600 rose for a fourth straight week on optimism that the crisis in the 
Eurozone can be contained; the index gained 0.7% despite falling 0.4% on Friday. It was a very 
similar story across Asia, where the MSCI Asia!Pacific Index added 0.8%, also recording a fourth 
straight winning sequence. The aggregate effect on the MSCI World Index was a gain of 1.1% to 
extend the YTD rise to 7.9%. 

ɨ Investor interest in EMs has fallen sharply. Sentiment toward EMs is all over the shop. Plenty 
of explanations have been offered but, for now at least, investors are much more focused on 
events and trends in developed markets, leaving most EMs sidelined. Against that backdrop, even 
small local concerns are amplified to contribute to the weakness. China worries are also growing, 
leading to a fall of 1.7% for the Shanghai Composite Index over the past week. Investors, having 
added over $30 bln to EM retails funds through January and February, have pulled back over the 
past three weeks, including an outflow of almost $600 mln in the most recent week. This loss of a 
positive catalyst has also contributed to the weaker trend in EM indexes. In the past week, the 
MSCI EM Index lost 2.2% and is now also showing a 1.2% YTD decline.  

ɨ Russian indexes reflected global trends. Russia’s local bourses bucked the negative trend in other 
major indexes only because of the strong gain on Monday, as they played catch!up from the 
previous Friday’s close. The FTSE IOB Russia Index of London!traded DRs fell 0.6% for the week, still 
better than the MSCI EM Index average but reflecting the lack of interest in the EM equity asset class 
currently. Ukraine’s UX Index shed 2.7% for the week, while Kazakhstan’s KASE Index fell 1.3%. 

ɨ Steel and gold sector fell as Gazprom picked up further. Raven Russia was the best 
performing Russian name, rising 10.2% after reporting results on Monday. Dividend stories also 
gained, Sistema adding 7.8%, as did some transport sector names. Global Ports was up 3.9%. 
Gazprom was the main talking point as the heavyweight index constituent picked up on good 
volumes. It closed 6.5% higher last week. Mechel was the big mover on Friday, rising over 10% 
after reports emerged of a possible asset sale. But that just balanced out an otherwise bad week 
as the stock closed the five days with a net gain of less than 1%. At the other end of the ledger, 
Highland Gold Mining had very large volumes on Friday, with the stock off 9.7%, bringing the 
name down 18.9% for the week. Petropavlovsk was also hit hard again last week, ending down 
5.2%. TransContainer fell 5.2% on Friday to end the week off 8.4%, probably as investors wait 
to see the valuation range for the next listing in the sector. The steel names also closed the week 
lower, Evraz dropping 9.2%, on concerns over the global outlook.  

ɨ Gold edged higher as the dollar slipped slightly. It was a quiet week for most commodities as 
traders reflect the uncertain outlook for the dollar and global economic activity. Copper fell 0.5% 
on Friday to end the week up 0.3%. Gold traded sideways with a gain of 0.8% as the greenback 
lost 0.5% against the euro. The agricultural commodities were a little better with wheat up 3.7% 
and corn rising 1.9%. Still, activity remains relatively quiet, as usual for this time of year, while 
traders wait for a better indication of this year’s crop yields.  
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