The full note, with this week’s market diary, stock watch, Russia update (economy, social, politics, market reforms), oil comment, weekly funds flow analysis, and tables showing the best and worst share performance of last week and year to date, is in the attached word formatted file.

A Bellerophonic Message


“Try not to worry…take each day just one 
anxiety attack at a time”










     Anon

There continues to be only one key event in global markets and that is the US debt deal. As this note goes out, there is optimism that a deal will be reached either this evening or tomorrow. That should allow for a modest relief rally in global markets, albeit the long drawn out process has severely undermined confidence and exposed more serious issues in the US. Along with continuing threats in the eurozone sovereign debt market, investors have little reason to be cheerful and most will be fearful that the same concerns will dominate market sentiment in the autumn-winter period. The relief rally, therefore, will be more of a "the patient didn't die but remains in critical care"

Regardless of the debt deal, there is still a high risk that S&P, and other rating agencies, will cut the US credit rating from AAA status. S&P placed the rating on Creditwatch on July 14th and said that apart from a debt deal it needs to see a "credible solution to the rising U.S. government debt burden". A rating cut will not come as a surprise to the markets but it will act as a restraint against any early optimism that recent problems can be left behind when the new "investment season" starts after US Labor Day in early September. 
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Russian equities and the ruble performed relatively better than either developed or developing market peers during the last month of crisis (see below for numbers). It is understandable that investors avoided all but so-called haven assets while the threat of mayhem hung over global financial markets. But now that this (hopefully) has been avoided, investors will start to look more critically at where to invest through to the end of the year. Fiscally, Russia has benefited from higher oil revenues and the economy is making steady progress. Asset valuations are cheap and the perception of political risk is clearly overdone. Russian equities, and the ruble, are well placed to attract more investor cash once this period of uncertainty has eased and investors get time to reflect on relative opportunities and risks. 

The price of Brent has been well supported between $115 and $120 p/bbl and, at least over the short-term - and assuming that US legislators beat the deadline - that price support should hold. The main threat of Brent tracking back below $115 p/bbl is that the economic indicators, due over the first week of the month, disappoint and lead to a lowering of global growth, i.e. oil demand, forecasts. If Brent does threaten a move back above the $120 p/bbl level it would be because of further weakening of the US dollar, i.e. if the ratings downgrade threat increases, and/or the threat of an escalation of violence in the Mid East as Ramadan starts. News of increased violence in Syria, the assassination of the Libyan rebel group's military leader and spreading unrest in Israel should all help support the oil price this week. 

The outlook for oil sustains a generally a positive backdrop for the Russia investment case in the autumn.

The price of one month Brent closed Friday at $116.74 p/bbl and WTI was at $95.7 p/bbl. Both are down from Friday’s close of $118.67 p/bbl (Brent) and $99.87 p/bbl (WTI). The price of oil has essentially traded in a very tight band through July and that is unlikely to change much in August unless the US defaults. That of course would be a game-changer for most assets. 

The ruble traded 10 basis points better than the dollar last week to finish Friday's MICEX session at 27.7247. Again the euro, the ruble gained 0.8% to end at 39.913. Year to date, the ruble is up just over 9% against the US currency and just over 2% against the euro.

The dollar-euro rate finished the week at $1.4360, a gain of 0.3% for the euro. Both currencies are, however, firmly in the sick-ward over debt concerns and that has favoured the safer currencies of, e.. the yen and the Swiss Franc.
United Russia has postponed its annual congress from early September to the weekend of September 23-24. Prime Minister Putin will address the congress and will declare whether he will again lead the party into the election. One obvious reason for the postponement is because United Russia's popularity has slipped significantly in national opinion polls since the start of the year.
A survey carried out by Levada showed that a majority of people – 75% - support the reinstatement of the “against all” option on ballot papers. The survey also showed an increase in cynicism amongst the population. 59% of those polled said that they see the Duma elections as no more than “a struggle between bureaucratic clans for access to the state budget”.

The head of Russia’s delegation to the WTO General Council meeting, held  in Geneva last week, said that the plan is to have all remaining issues relating to Russia’s entry into the organization wrapped up by the next meeting in mid December. Discussions between Russia and Georgia, which can block a unanimous vote to admit Russia, are continuing with Switzerland as mediator. Prime Minister Putin is reported to have discussed some of the outstanding issued with the EU Commission President on Thursday, i.e. a measure of just how eager the government is to wrap up the seventeen year dialogue before the next government is put in place.

Moscow's bourses, as was the case for most market, were little more than spectators to the Washington show last week. But, because of Russia's strengthening fiscal position, steady economic recovery and relatively cheap valuations, the Russia equity indices fared better than the developed and peer developing markets. The RTS closed down 0.6%, at 1,965, and MICEX lost 1.4% to close Friday at 1,705.2. The FTSE IOB Index of Russian GDRs lost 0.9%. That compares with a loss of 1.3% for the MSCI EM Index, a loss of 2.4% for Brazil's Bovespa, a loss of 2.5% for the Shanghai Composite and a 2.8% drop in India's Sensex Index. Turkey was one of the few markets to post a positive gain with a rise of 4.25.

The RTS and IOB GDR Indices are up 11.0% and 10.4% respectively year to date while MICEX is up a modest 1.0%. The strength of the ruble relative to the dollar this year (+9.2%) makes up most of the difference. Those gains compared with a loss of 1.2% for the MSCI EM index. Brazil and India indices are amongst the worst performers, losing 15.1% and 10.8% respectively in local currency terms. 

Note: tables showing the performance of the key indices and Russian ADR/GDRs last, week, in July and Year to date, are at the end of this note.. 

Yandex closed the down only 1.9% and that was despite a near 10% fall over the last two days because of weaker than expected numbers. But the stock was well up ahead of those numbers in Monday & Tuesday trading. The stock is the best performing Russian name in 2011, up almost 40% from the IPO listing price. Uralkali and Novatek are nest best with YTD gains of 34% and 30% respectively. retailer O'Key Group and gold producer Petropavlovsk are at the bottom with respective losses of 34% and 30%.  

Global market sentiment was completely dominated by the debt talks in the US last week. The FTSE All-World Index closed down 2.9% for the five days, led by US markets. The Wall Street indices fell for the five straight days with a worse than expected GDP report on Friday doing nothing to calm nervousness. The S&P closed Friday off 0.7%, to bring the loss for the week to 3.9%. Year to date the S&P is now up only 2.8%.

The total volume of money invested into emerging market (EM) funds last week was relatively low, even for mid summer, as investors prudently remained on the sidelines while waiting for a resolution of the US debt talks. But, although low, the net flow remained positive as a majority of investors expect a deal ahead of the default deadline. Russia funds reported a small ($13 mln) outflow for the week bring the net loss for July to a modest $158 mln. Year to date, Russia funds are still well ahead of other big EM country funds with a net inflow of approx $3.2 bln while others are still showing net redemptions. 

Industrial metals fared well last week. Copper had an extra boost with news that the strike at the Escondida mine in Chile, the world's biggest producing mine, looks like extending well into this week as unions rejected the latest offer. The price of copper rose 1.6% for the five days and should move higher this week as the strike has now spread to another of Chile's big mines in Collahuasi.  

The price of gold was the clear winner from the US government delay in reaching a debt deal and the continuing cloud of uncertainty hanging over eurozone debt. The price of gold gained 1.9% for the week to end Friday at a record high of $1,631.2 per ounce. Silver ended flat for the week, albeit the price is up almost 30% year to date while gold is almost 15% higher. Through the month of July, gold rose 10% and silver gained 19%.

The agriculture market was again very volatile as the end of the growing season approaches and various speculations and weather patterns have an immediate impact on prices. Having been very strong in recent weeks, the price of grains rose more modestly last week with corn up 2.5% and wheat up 0.5%. Year to date, corn is off 10% while wheat is up almost 10%. The price of sugar fell 4.7% for the five days and is down 7% YTD. In July, Corn jumped 15.4%, wheat rallied 16.9% and sugar is up 9.4%.

Stock Watch: Privatization new to dominate 

Early August is one of the quietest periods in Russia and few major companies are expected to make any announcements or to report new actions over the next couple of weeks. Market activity is also usually lighter than average in this period and most active traders are more likely to stick to the most liquid names.

Privatization
The government is expected to reveal its revised, and greatly expanded, privatization programme this week. The draft plan was submitted to the President late last week and calls for a new programme to raise approximately $120 mln over the next five years. Stocks that are added to the list should find relatively good investor support. Aeroflot, Rostelecom, INTER RAO, Transneft and MRSK Holding may be amongst the new entrants according to Bloomberg reports.

Uralkali
Potash Corp of Saskatchewan issued a very bullish assessment of the outlook for the price of potash for the 2nd half of this year and guided analysts towards increased earnings forecasts when it issued its 2nd Qtr report last Thursday. 

INTER RAO
MSCI announced that it will add INTER RAO (IRAO RX) to its large cap index 


from the close on August 4th (Thursday). That should provide good support for 


the stock this week as index funds add the name. 

CTC Media
CTC Media (CTCM US) is scheduled to release 2nd Qtr earnings on Friday. 

Gazprom
London's Sunday Times carried a story that Gazprom (OGZD LI) is in talks with 


RWE to buy a big equity stake in the British power plants owned by RWE. 


According to the report, the British government has already cleared the deal. 


RWE is in a weak debt position and that puts Gazprom in a relatively good 


negotiating position. An entry into the UK electricity market, plus the implied entry 

into other European markets alongside RWE, would improve investor perception 


of Gazprom's value and growth prospects. 

Norilsk Nickel
The spreading strikes in Chile should provide good support for the price of 


copper at the start of this week and that may help support Norilsk Nickel's 


(MNOD LI) share price.

This Week - International

US Payroll report on Friday. The first week of the month is always the most important for current trend macro indicators in all major economies. In general, economists expect to see a small decline in most data points over the previous month but also expect confirmation that growth remains positive. The most important, i.e. likely the most influential for market sentiment, is expected to be the payroll update on Friday. After last month’s very disappointing gain of only 18,000 jobs, economists expect to see a gain of 100,000 for July and the unemployment rate to stay at 9.2%.

ECB rates decision on Thursday. Before that, there are plenty of other events and updates to keep investors focused. The ECB will hold its monthly interest rate meeting on Thursday and while the refinance rate is not expected to change from the current 1.5%, currency traders will be very sensitive to the wording used in the post-meeting statement. The dollar-euro market will respond to any indications of when the rate may next change. 

Manufacturing indicators on Monday. The week starts with a broad overview of manufacturing in all economies, from China, Russia, EU and the US. The EU PMI and US ISM Manufacturing Indices are forecast to be unchanged from last month. On Tuesday the personal income and spending update will be published in the US. On Wednesday the US ISM non-manufacturing and EU retail sales reports will be released. 

This Week – Russia: Holding Interest rates

Inflation held at +0.2% in July. Last week was uneventful in the economy with no new news other than the weekly inflation and Forex reserves updates. The weekly inflation rate was again unchanged at zero and the year to date increase remains at 5.1%. The July inflation report will be published later this week and is expected to show that the rate increased by only 0.2% over the month. Year to date core inflation is expected to be up 3.8%.

Central Bank expected to hold rates on Monday. Finance Minister Kudrin said that he expects the full year inflation rate to end between 7.0% and 7.5%. If that target is achieved then the Central Bank will be able to avoid rising interest rates further this year. The Bank will meet to review rates on Monday and is widely expected to retain its benchmark refinance rate at 8.25%.

Euro gain boosts FX value. The value of Russia’s Gold & Foreign exchange reserves rose by $2.4 bln last week (same as the week prior) and now total $530.9 bln. The main drivers of the increase were the appreciation of the euro against the dollar and the increase in the price of gold to a new record high. This week three years ago, the value of Russia’s reserves was just shy of $600m bln. 

Politics: Voters Losing Interest 

United Russia needs more time. United Russia has postponed its annual congress from early September to the weekend of September 23-24. The congress is when the party selects its list of candidates for the December 4th Duma elections and approves the election programme. Prime Minister Putin will address the congress and will declare whether he will again lead the party into the election. One obvious reason for the postponement is because United Russia's popularity has slipped significantly in national opinion polls since the start of the year. The party, and its leadership, is expected to mount a very intense campaign over the next two months to try and reverse that slide. Putin is the leader of the party but is not actually a member. Hence, it is his decision whether to sponsor the party at the Duma elections or not. In early May Putin announced the formation of the All-Russia Popular Front as a mechanism to bolster support.
 
Little interest in available political choices. A survey carried out by Levada showed that a majority of people – 75% - support the reinstatement of the “against all” option on ballot papers. This option was removed in 2006 but people say that they are so fed up with party politics in Russia that they want to register a protest vote. Several web sites have been set up to suggest create ways for people to register a protest vote rather than simply abstain. There is no minimum voter turnout required to validate the elections in Russia.

Voters remain cynical. The survey also showed an increase in cynicism amongst the population. 59% of those polled said that they see the Duma elections as no more than “a struggle between bureaucratic clans for access to the state budget”. 49% of people said that they would prefer to see the current 7% minimum threshold lowered so that more parties may be represented in the parliament. Parties that get between 5% and 6% of the vote can take one Duma seat and parties that get between 6% and 7% can take two Duma seats. Below 5% you get nothing. 
UR is slipping in the opinion polls. The latest opinion poll from state-run VTsIOM polling company asked people about their Duma voting intentions if the elections were held this month. United Russia would win 58.3% of the vote (compared to a 64.3% share at the last election). The Communist party would get 14.7% (11.6%), LDPR would get 9.8% (8.1%) and A Just Russia would get 7.3% (7.74%). None of the other three registered parties would get more then the threshold 7% to allow them take a proportionate amount of seats in the Duma. The wild card for the Duma election is how A Just Cause (or Right Cause) will fare under its new leader Mikhail Prokhorov. Undoubtedly the party will be a lot more active from now and will pick up a bigger share of the vote than current opinion polls suggest.
Oil Week: Short-term nervousness but solid underlying support

The price of oil (Brent) looks a little shaky right now but there is strong underlying price support. The dollar rally towards the end  of the week, the worse than expected US GDP number and still unresolved concerns about the US default knocked $2.5 p/bbl off Brent on Thursday and Friday. But, the underlying supports (see below) are strong and suggest that, after a US debt deal, we should see Brent track back towards $120 p/bbl and WTI head back towards $100 p/bbl. No real reason to expect those levels to be breached over the short-term except in the case of some additional supply-side events. 

The outlook for oil sustains a generally a positive backdrop for the Russia investment case in the autumn.

WTI is more likely to come under fresh pressure, i.e. relative to Brent, because of the well-publicized increase in supply heading to Cushing over the next 12 –18 months. New pipelines to take the crude to the refineries further south are not expected until late 2012 or early 2013. Traders are already increasing the bets for an even wider spread between WTI and Brent from this winter and through 2012.

The price of Brent has been well supported between $115 and $120 p/bbl and, at least over the short-term - and assuming that US legislators beat the deadline - that price support should hold. The main threat of Brent tracking back below $115 p/bbl is that the economic indicators, due over the first week of the month, disappoint and lead to a lowering of global growth, i.e. oil demand, forecasts. If Brent does threaten a move back above the $120 p/bbl level it would be because of further weakening of the US dollar, i.e. if the ratings downgrade threat increases, and/or the threat of an escalation of violence in the Mid East as Ramadan starts.

The price of one month Brent closed Friday at $116.74 p/bbl and WTI was at $95.7 p/bbl. Both are down from Friday’s close of $118.67 p/bbl (Brent) and $99.87 p/bbl (WTI). The price of oil has essentially traded in a very tight band through July and that is unlikely to change much in August unless the US defaults. That of course would be a game-changer for most assets. 

The main drivers of oil over the next few weeks may include;

US Dollar. US dollar weakness has been a big factor in supporting the price of oil in 2011. There has always been a very close correlation between the dollar and oil so where the dollar trades after the US debt resolution will be an important influence. The oil market pays more attention to the dollar-euro rate than, e.g. the dollar-yen rate (Arab producers buy more imported goods priced in euros) so the very recent rally in the dollar has cut just over $1 p/bbl from Brent. However, it is difficult to assume that this rally will extend too far as neither the US nor eurozone have the underlying strength to justify either currency. Its like two people with broken legs trying to muscle each other out of the doorway. 

Ramadan. The Holy Month of Ramadan covers August this year and while being the most important religious period in the Muslin calendar, it can often be very political. People attend prayer sessions much more frequently and that gives the opportunity for political gatherings almost every day instead of the usual post mid Friday prayers. Any escalation of violence or contagion to new countries will have an instant reaction in the oil market. That may already have started with the latest news in Syria while unrest in Israel will only add to market tension. 

Libya. No real sign that this conflict is nearing the end-phase and, therefore, no immediate prospect for a resumption of Libya’s missing (approx) 1.3 million barrels. Saudi Arabia is unlikely to push its average daily production much higher because, to do so, would require a step-up in capex that would be “wasted” when Libya returns and Saudi would be expected to cut the recent increase. However, the recent assassination of the rebel military leader suggests that this conflict is nowhere near a resolution. 

Demand. While the dollar and the Mid East conflicts are the primary driver of oil over the short term, the trend in supply-demand is more important long-term. Oil remains somewhat sensitive to the weekly US oil inventory report and to the macro indicators in the US and China. But, despite a much worse than expected weekly inventory report in the US this week (crude stocks rose by 2.3 mln barrels instead of the expected fall of 2.0 million barrels) the price of Brent/Urals held reasonably steady. The IEA forecast is for average daily oil consumption of 89.5 million barrels in 2011, rising to 91.0 million barrels in 2012. Unless that changes, the weekly variations should have only a knee-jerk impact.

Traders. Reflecting that mix of stable growth, a weakening dollar and the threat overhang in the Mid East, oil traders are reported to have pushed up their bets for higher oil in the 4th Qtr. The Commodity Futures Trading Commission said that net long futures and options positions grew by over 8% last week, the third increase in a row. Traders on Nymex are now betting aggressively on $120 p/bbl WTI by year-end from a current price of $96.8 p/bbl. The $120 p/bbl “bet” marks a major shift in sentiment on Nymex from April when the most popular contract was for $80 p/bbl WTI. 

Russia. Energy Minister Shmatko said that the government may introduce the 60-66 export tax formula “soon”. The formula sets the crude oil export tax at 60%, down from 65%, and the export tariff for refined products at 66% of the crude level. The rationale being to boost investment in oil production. The Minister also said that Russia will soon start to build a national strategic oil reserve with an initial 2 million tons of winter-grade diesel. 

Currency: Both the Dollar and Euro is the sick ward

Longer term consequences may undermine the dollar. The eurozone and US debt problems have already placed a considerable question mark over the role of the dollar, and the euro, as the mainstays of global trade and financial reserves. The most important legacy of the crisis is that the G20 may well move to create a more diversified global currency base with a role for the fiscally strong currencies of the major developing economies. President Medvedev’s call to create a new global reserve currency in 2009 was early. But, in the wake of recent events, he will find a more receptive audience next time. 

Ruble edged higher. The ruble traded 10 basis points better than the dollar last week to finish Friday's MICEX session at 27.7247. Again the euro, the ruble gained 0.8% to end at 39.913. Year to date, the ruble is up just over 9% against the US currency and just over 2% against the euro. 

Yen and Swiss Franc attracted most money. The dollar-euro rate finished the week at $1.4360, a gain of 0.3% for the euro. Both currencies are, however, firmly in the sick-ward over debt concerns and that has favoured the safer currencies of, e.. the yen and the Swiss Franc. The yen gained another 2.3% against the dollar to finish the week at 78.542. The Swiss franc closed at a record high against the dollar and the euro having rallied by the most, and longest, for the past seventeen years. 

Trading last week: Russia

Moscow followed the global trend. Moscow's bourses, as was the case for most market, were little more than spectators to the Washington show last week. But, because of Russia's strengthening fiscal position, steady economic recovery and relatively cheap valuations, the Russia equity indices fared better than the developed and peer developing markets. The RTS closed down 0.6%, at 1,965, and MICEX lost 1.4% to close Friday at 1,705.2. The FTSE IOB Index of Russian GDRs lost 0.9%. That compares with a loss of 1.3% for the MSCI EM Index, a loss of 2.4% for Brazil's Bovespa, a loss of 2.5% for the Shanghai Composite and a 2.8% drop in India's Sensex Index. Turkey was one of the few markets to post a positive gain with a rise of 4.25.

Year to date, Russia is faring relatively well. The RTS and IOB GDR Indices are up 11.0% and 10.4% respectively while MICEX is up a modest 1.0%. The strength of the ruble relative to the dollar this year (+9.2%) makes up most of the difference. Those gains compared with a loss of 1.2% for the MSCI EM index. Brazil and India indices are amongst the worst performers, losing 15.1% and 10.8% respectively in local currency terms. 

Note: the table showing the performance of the key indices and Russian ADR/GDRs in July is at the end of this note. Uralkali, Novatek and Polymetal are at the top of the performance table while O'Key Group and Transcontainer are at the bottom. 

The table of best and worst share performances for last week, and a separate table showing the year to date positions, are also at the end of this note. There is no particular theme in the weekly table, more a case of slight stock moves that reflected some individual stories. Yandex closed the down only 1.9% and that was despite a near 10% fall over the last two days because of weaker than expected numbers. But the stock was well up ahead of those numbers in Monday & Tuesday trading. 

Trading last week: International

US debt concerns dominated all markets. Global market sentiment was completely dominated by the debt talks in the US last week. Average reported volume was typically light for summer but until the US issue is resolved few investors or traders had any inclination to open new positions. The FTSE All-World Index closed down 2.9% for the five days, led by US markets. The Wall Street indices fell for the five straight days with a worse than expected GDP report on Friday doing nothing to calm nervousness. The S&P closed Friday off 0.7%, to bring the loss for the week to 3.9%. Year to date the S&P is now up only 2.8%.

Asia fared relatively better. It was much the same story in Europe and Asia. No positive news from any other source allowed for any distraction from events in Washington. The E300 Index closed 2.4% lower in Europe where concern is again growing about Spanish debt and new worries emerge about Cyprus. That measure is down 3.5% year to date. In Asia, the MSCI Asia-Pacific Index fared a little better, partly because it closed before the disappointing US GDP report and because of some very strong earnings reports from big regional corporations. 

Commodities: Gold and Silver dominate - Chile strike helps Copper.

Cooper gained with Chile strike. Despite a wobble on Friday, industrial metals fared well last week. The weak dollar for most of the week provided good support while optimism that the US debt issue will be resolved meant that traders simply sat on positions. Copper was further boosted with the news that the strike at the Escondida mine in Chile, the world's biggest producing mine, looks like extending well into this week as unions rejected the latest offer. The price of copper rose 1.6% for the five days and is again just above break-even year to date. Copper gain 4.1% through July.

Gold hit a new record. The price of gold was the clear winner from the US government delay in reaching a debt deal and the continuing cloud of uncertainty hanging over eurozone debt. The price of gold gained 1.9% for the week to end Friday at a record high of $1,631.2 per ounce. Silver ended flat for the week, albeit the price is up almost 30% year to date while gold is almost 15% higher. Gold was also boosted by a report from Goldcorp Inc, the world's 2nd largest producer, that forecast higher sales to China will soon overtake those to India, the world's biggest gold consumer. Through the month of July, gold rose 10% and silver gained 19%.

Recovery in agriculture prices. The agriculture market was again very volatile as the end of the growing season approaches and various speculations and weather patterns have an immediate impact on prices. Having been very strong in recent weeks, the price of grains rose more modestly last week with corn up 2.5% and wheat up 0.5%. Year to date, corn is off 10% while wheat is up almost 10%. The price of sugar fell 4.7% for the five days and is down 7% YTD. In July, Corn jumped 15.4%, wheat rallied 16.9% and sugar is up 9.4%.

Weekly Equity Fund Flows: Investors Remain Optimistic and Sidelined. 

The total volume of money invested into emerging market (EM) funds last week was relatively low, even for mid summer, as investors prudently remained on the sidelines while waiting for a resolution of the US debt talks. But, although low, the net flow remained positive as a majority of investors expect a deal ahead of the default deadline. Russia funds reported a small ($13 mln) outflow for the week bring the net loss for July to a modest $158 mln. Year to date, Russia funds are still well ahead of other big EM country funds with a net inflow of approx $3.2 bln while others are still showing net redemptions. 

Investors are on the sidelines. The weekly equity fund flow report from EPFR Global showed that a total of $266 mln was invested into the EM asset class for the week ended Wednesday. That is a big improvement over the net redemption of $1.1 bln the previous week but still a relatively modest sum compared to the average weekly intake. Investors are clearly hopeful that the US debt default will be avoided but are taking the prudent approach while waiting. The total invested into EM in July was $1.39 bln, down from the $1.87 bln invested in June and the $11.1 bln invested in the best month, which was April. 

Playing the fund selection safely. Investors continue to adopt a safety first approach and are concentrating most new money into the EM Balanced fund category. Last week these funds attracted $388 mln. That was better than the $484 mln redemption of the previous week but less than the $1.13 bln the week before that. Through July, the total invested in this category was $1.8 bln, down from the $2.1 bln of June. BRIC theme funds are almost dead as an asset class having reported redemptions in every week of 2011 bar one. 

Russia's relative strength provides little comfort. Amongst the country specific funds, Russia funds reported a small outflow of $13 mln. That was, however, the third straight week of redemptions and the fifth out of the past six weeks. The improving macro backdrop, high oil revenues and cheap valuations provide no comfort against the threat of global recession should the US default on its debt. The hope is that, once the debt issues are resolved, investors will again focus on the fiscally stronger and faster growing developing economies, such as Russia, and inflows will resume. For now, we wait on the sidelines. Russia funds lost $158 mln in July and that was better than the net redemption of $470 mln in June. 

Flows elsewhere were equally modest. China funds lost $99 mln last week (inflow of $188 mln in July and +$684 mln in June) and India funds lost $98 mln (-$251 mln in July and -$484 mln in June). Brazil country funds reported a positive flow for the first week in six, attracting $73 mln last week to cut the net loss in July to $135 mln. Turkey funds were almost flat last week with a net inflow of $3 mln to cut the net redemption for July to $15 mln (-$115 mln in June).
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	Uralkali 
	
	$49.26
	
	12.2%
	

	Novatek 
	
	$155.80
	
	9.0%
	

	Polymetal
	
	$20.75
	
	7.6%
	

	GazpromNeft
	
	$25.29
	
	7.3%
	

	Hydraulic Machines
	
	$7.50
	
	7.1%
	

	Petropavlovsk
	
	£799.50
	
	6.9%
	

	Cherkizovo Group
	
	$19.75
	
	6.5%
	

	Evraz
	
	$33.40
	
	6.0%
	

	X5 Retail Group
	
	$41.77
	
	5.7%
	

	Mail.Ru
	
	$35.72
	
	5.1%
	

	Pharmstandard 
	
	$23.20
	
	4.0%
	

	LUKoil 
	
	$66.80
	
	3.8%
	

	Highland Gold
	
	£178.25
	
	3.3%
	

	Severstal 
	
	$19.44
	
	2.6%
	

	Rus Hydro 
	
	$5.00
	
	2.5%
	

	
	
	
	
	
	

	RTS
	
	1,965.0
	
	1.4%
	

	MICEX
	
	1,705.2
	
	0.4%
	

	IOB GDR Index
	
	1,090.3
	
	0.8%
	

	MSCI EM
	
	1,137.7
	
	-1.3%
	

	S&P 500
	
	1,292.3
	
	-3.5%
	

	
	
	
	
	
	

	Raven Russia
	
	£0.56
	
	-3.5%
	

	Magnitogorsk 
	
	$11.10
	
	-3.5%
	

	Ros Agro
	
	$13.50
	
	-3.6%
	

	LSR Group
	
	$7.55
	
	-3.8%
	

	Nomos Bank
	
	$18.45
	
	-3.9%
	

	VTB
	
	$6.01
	
	-4.3%
	

	AFI Development
	
	$0.87
	
	-4.9%
	

	Global Ports
	
	$16.65
	
	-5.4%
	

	CTC Media
	
	$21.06
	
	-5.5%
	

	Novorossiisk Seaport
	
	$8.47
	
	-5.7%
	

	TMK 
	
	$17.62
	
	-6.3%
	

	Polyus 
	
	$29.00
	
	-6.5%
	

	Novolipetsk 
	
	$37.45
	
	-8.4%
	

	Transcontainer
	
	$11.55
	
	-9.6%
	

	O'Key Group
	
	$9.10
	
	-18.0%
	

	
	
	
	
	
	

	Source: Bloomberg
	
	
	
	
	

	* as at close July 29th 
	
	
	


	ADR/GDR Leaders & Laggards last week**
	

	
	
	
	
	
	
	
	

	
	
	   Price**
	
	Last Week
	
	Year to Date**
	

	
	
	     $ p/s
	
	    % 
	
	     %
	

	
	
	
	
	
	
	
	

	Hydraulic Machines*
	
	$7.50
	
	8.2%
	
	-7.2%
	

	Ros Agro*
	
	$13.50
	
	5.9%
	
	-10.0%
	

	Rus Hydro 
	
	$5.00
	
	4.5%
	
	-8.3%
	

	Polymetal
	
	$20.75
	
	4.0%
	
	13.3%
	

	Severstal
	
	$19.44
	
	3.1%
	
	15.4%
	

	Etalon Group*
	
	$7.00
	
	2.9%
	
	0.0%
	

	LSR Group
	
	$7.55
	
	2.1%
	
	-18.0%
	

	MTS
	
	$18.78
	
	2.0%
	
	-10.0%
	

	GazpromNeft
	
	$25.29
	
	2.0%
	
	21.6%
	

	PIK Group
	
	$3.89
	
	1.8%
	
	-4.0%
	

	Integra
	
	$3.15
	
	1.6%
	
	-11.3%
	

	Cherkizovo Group
	
	$19.75
	
	1.3%
	
	9.7%
	

	Evraz
	
	$33.40
	
	1.2%
	
	-6.9%
	

	GlobalTrans
	
	$18.25
	
	1.1%
	
	7.4%
	

	Nomos Bank*
	
	$18.45
	
	1.0%
	
	5.4%
	

	
	
	
	
	
	
	
	

	RTS
	
	1,965.0
	
	-0.6%
	
	11.0%
	

	MICEX
	
	1,705.2
	
	-1.4%
	
	1.0%
	

	IOB GDR Index
	
	1,090.3
	
	-0.9%
	
	10.4%
	

	MSCI EM
	
	1,137.7
	
	-1.3%
	
	-1.2%
	

	S&P 500
	
	1,292.3
	
	-3.9%
	
	2.8%
	

	
	
	
	
	
	
	
	

	Global Ports*
	
	$16.65
	
	-2.9%
	
	11.0%
	

	Transcontainer
	
	$11.55
	
	-2.9%
	
	21.6%
	

	Mechel
	
	$24.88
	
	-3.0%
	
	-14.9%
	

	Novatek
	
	$155.80
	
	-3.2%
	
	30.4%
	

	Tatneft 
	
	$41.83
	
	-3.3%
	
	26.4%
	

	Phos Agro*
	
	$14.20
	
	-3.7%
	
	1.4%
	

	Novolipetsk 
	
	$37.45
	
	-3.9%
	
	-21.5%
	

	Highland Gold
	
	$178.25
	
	-3.9%
	
	-5.3%
	

	Magnitogorsk 
	
	$11.10
	
	-4.0%
	
	-21.3%
	

	Petropavlovsk
	
	$799.50
	
	-4.4%
	
	-30.1%
	

	Pharmstandard 
	
	$23.20
	
	-4.6%
	
	-18.6%
	

	Mail.Ru
	
	$35.72
	
	-4.7%
	
	-0.8%
	

	Raven Russia
	
	$0.56
	
	-6.3%
	
	-10.8%
	

	O'Key Group
	
	$9.10
	
	-18.0%
	
	-33.9%
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Source: Bloomberg
	
	
	
	
	
	
	

	* YTD is from IPO issue price
	
	
	
	
	

	** as at close July 29th 
	
	
	
	
	

	ADR/GDR Leaders & Laggards Year to Date**

	
	
	
	
	

	
	
	   Price**
	
	  Year to Date**

	
	
	     $ p/s
	
	           %

	
	
	
	
	

	Yandex*
	
	$34.98
	
	39.9%

	Uralkali 
	
	$49.26
	
	34.2%

	Novatek 
	
	$155.80
	
	30.4%

	IRC (HK$)
	
	$1.81
	
	27.5%

	Tatneft 
	
	$41.83
	
	26.4%

	GazpromNeft
	
	$25.29
	
	21.6%

	Transcontainer
	
	$11.55
	
	21.6%

	Rosneft 
	
	$8.53
	
	19.1%

	LUKoil 
	
	$66.80
	
	18.2%

	Severstal 
	
	$19.44
	
	15.4%

	Polymetal
	
	$20.75
	
	13.3%

	Norilsk Nickel 
	
	$26.74
	
	13.0%

	Global Ports*
	
	$16.65
	
	11.0%

	Cherkizovo Group
	
	$19.75
	
	9.7%

	Sberbank**
	
	$3.66
	
	7.4%

	
	
	
	
	

	RTS
	
	1,965.0
	
	11.0%

	MICEX
	
	1,705.2
	
	1.0%

	IOB GDR Index
	
	1,090.3
	
	10.4%

	MSCI EM
	
	1,137.7
	
	-1.2%

	S&P 500
	
	1,292.3
	
	2.8%

	
	
	
	
	

	RusAl (HK$)
	
	$10.68
	
	-10.4%

	Raven Russia
	
	$0.56
	
	-10.8%

	Integra
	
	$3.15
	
	-11.3%

	TMK
	
	$17.62
	
	-14.7%

	Mechel
	
	$24.88
	
	-14.9%

	Novorossiisk Seaport
	
	$8.47
	
	-15.3%

	Vimpelcom
	
	$12.40
	
	-17.6%

	LSR Group
	
	$7.55
	
	-18.0%

	Pharmstandard
	
	$23.20
	
	-18.6%

	Polyus 
	
	$29.00
	
	-20.4%

	Magnitogorsk
	
	$11.10
	
	-21.3%

	Novolipetsk 
	
	$37.45
	
	-21.5%

	AFI Development
	
	$0.87
	
	-23.7%

	Petropavlovsk
	
	$799.50
	
	-30.1%

	O'Key Group
	
	$9.10
	
	-33.9%

	
	
	
	
	

	Source: Bloomberg
	
	
	
	

	* YTD is from IPO issue price
	
	

	** as at close July 29th 
	
	
	
	


