This note is also in the attached word format file. Detailed below is the usual commentary on what may drive the market/ruble/oil this week, Stock Watch, Market Diary, economy update and a brief review of last week's performance. 

Taking It To The Wire

All markets will open Monday nervously and weaker after the news of a breakdown in the US debt talks. Investors in Russia and Europe will wait to see how the US markets open before making any major decisions. That said, weakness should be relatively modest as there is a strong consensus that a debt deal will be agreed before the August 2nd deadline and while that almost certainly will only be a stop-gap measure, it should still allow for a better market backdrop in August. Asia's markets are down, on average, by 1.0% at mid session today partly as those markets had already closed on Friday when concerns started to hit western markets. 

The price of gold is up 0.8%, at $1,614.6 per ounce - a new record high - and silver is up 1.2% as investors reflect the US debt uncertainty in haven assets. Good for Polymetal (PMTL LI) this morning. The dollar-euro rate is at $1.4368, i.e. almost unchanged from Friday's $1.4360. One month Brent is down 95 cents to $117.72 p/bbl while WTI is at $98.82 p/bbl. Copper is trading 0.8% lower. 

All defensive reactions while investors wait to see what happens in the US later.

Continuing talks between the US Administration and Congress over a debt deal will provide the main backdrop to all markets this week. Investors reacted positively to the Greek debt bailout last week and while the consensus is that a US debt deal will be (i.e. has to be) reached before the August 2nd deadline, until it is actually in place nervousness will remain. Most investors also expect that even with a debt deal by the deadline, the rating agencies are still more likely to downgrade US sovereign debt. That's probably mostly, but not fully, priced in. The news shouldn't cause too much of a knee jerk reaction albeit it will generate screaming headlines and will have implications for asset allocation in some big funds.

For equity, currency and commodity markets al of that implies further tight-range price volatility and low volumes over the near term. Typical of mid-summer. 

But, while few investors are willing to bet heavily on even the consensus debt talks outcome, the background mood in markets is more positive than negative. Clearing the US debt issue out of the way would more likely set all markets up for a modest relief rally in August, albeit the expected ratings downgrade would restrain even that. The recent US macro indicators have been more or less in line and the 2nd Qtr earnings season is also generally positive. This week's 2nd Qtr advance US GDP number and next week's weeks payroll report will of course be important but there is more obvious stability, more stoicism, in markets since April.  

In Russia the news flow is continuing net positive. The June macro report showed that the expected steady, if unspectacular, recovery in economic activity remains on track and the higher-for-longer oil revenues have greatly improved the budget and fiscal position (see below). But Russia is also approaching the peak vacation weeks and investors remain - justifiably - wary of the potential for game-changing events in August. The drought of last August, for example, cut around 1.0% off full year growth and helped undermine the ruble and equities in the closing months of the year. This year investors are again more hopeful of a strong autumn/winter period and should start to reflect that in the stock and currency markets as we (hopefully) go through August without major incident and global market sentiment improves. 

The price of gold hit a record of $1,610.7 per ounce earlier last week as investors added more protection against the treat of default in the US and Greece. The eurozone deal halted the price rise but gold finished Friday still above the $1,600 level at $1,601.5 per ounce. That is a gain of 0.7% last week and 12.7% year to date. Silver rose 2.7% last week (3% on Friday) to extend its 2011 run to 29.7%. The outlook for both metals is for further gains as the threat posed by both US or eurozone debt problems will go away this year and both the dollar and euro will remain vulnerable. Gold and silver should be strong beneficiaries - as is the case in early trade today - of the threatened sovereign debt rating downgrade in the US.

The euro rallied for the first week in three against the dollar last week after the Greek bailout deal was announced. Friday's closing rate was $1.436, up 1.4% for the week. Investors appear to be unwilling to bet in favour of either currency over the medium term as the threat posed by each regions respective debt problems alternate. This week, assuming that the US debt talks drag all the way to the August 2nd deadline, the euro is more likely to be the stronger of the two. 

The ruble has edged up slowly against both the dollar and the euro in recent weeks (+0.5% and +1.3% respectively since the start of the month) but with relatively little conviction. More often the main driver of the market is the reflection of the daily trend in the dollar-euro market. On Friday, for example, the ruble gained 18 basis points against the dollar, to close at 27.724, and lost 18 basis points against the euro to end the MICEX session at 39.912. This week the ruble should again be stronger against the dollar as the US currency is expected to lose further ground against the euro. Support for the ruble should also come from the expected strength in the oil market and a recovering trend in Asian currencies as investors move away from the troubled US and EU regions and rediscover their appetite for so-called risk assets.

The price of oil also rose on Friday as the dollar weakened and as the IEA confirmed that it would not release further crude stocks at this time. One-month Brent rose $1.16 p/bbl to close at $118.67 p/bbl and WTI ended just below $100 at $99.87 p/bbl. The Holy Month of Ramadan starts in one week that can often be a period when political tensions rise across the Mid East and North Africa. The price of Brent looks well supported around the $120 p/bbl level over the short-medium term and that is a positive backdrop for the ruble and investor sentiment towards Russia generally. 

Russia's Central Election Commission has confirmed that the date of the presidential election will be Sunday March 4th 2012. That is exactly three months after the Duma elections, which will be held Sunday December 4th(more below).

Russian equities moved with the global trend again last week, reflecting both the mid-week relief of the Greek deal and Friday's concern over the US debt talks. MICEX lost 1 basis point on Friday but added 1.8% over the five days. The RTS gained 2.0% last week and the IOB Index of Russian GDRs closed 1.8% better. The RTS is up 11.7% YTD while MICEX is up a more modest 2.4%.

The MSCI Emerging market index rose 1.6% with Russia leading the way. The index is up only 0.2% YTD. China's markets continue to be the main drag amongst the major indices because of concerns that further tightening is necessary and may slow growth. The Shanghai Composite fell 1.8% for the five days. Turkey's ISE 100 lost 1.8% on Friday alone after Fitch warned that there is uncertainty over the status of the country's investment-grade rating. 

The FTSE All-World equity index rose 2.6% last week as a consequence of the Greek debt bail out. US equity markets rose 2.2% as the eurozone deal raised hopes for the US deal. Investors were, however, already more fearful by Friday's close and the S&P 500 only added 9 basis points for the session. European markets added 2.0% and the MSCI Asia-Pacific Index gained 2.5% - all for similar reasons. 

This Week: US Debt and GDP

As mentioned, the big news focus this week will be the continuing talks between the US Administration and Congress over a revised debt deal. The prevailing consensus view is that a deal will have to be agreed but that it will be a temporary solution. That will allow for a relief rally in the equity market but one that will be constrained by the likelihood that ratings agencies will cut the US sovereign debt rating soon afterwards. Global investor concern over both US debt and deficits and eurozone debt risks are far from over and will undoubtedly return before the end of the year. 

Investors are more likely to take a sanguine view of the US debt issue and the subsequent threat of a ratings downgrade, if the economic indicators continue to show a positive trend in the economy. The big number in the US this week will likely be the advance reading of the 2nd Qtr GDP on Friday. The consensus is for YoY growth of +1.9%. Before that there are several indicators that investors also pay attention to; Monday's Chicago Fed Activity Index, Tuesday's Conference Board consumer sentiment survey, Wednesday's Durable Goods update and, on Thursday, the weekly jobless claims number. This week will also bring some housing activity update and the Fed's Beige Book release on Wednesday. 

There are no major updates dues in China, i.e. until next weekend's PMI update, while economic reports in Europe and Japan tend to more of an impact on the currency markets than on equities. The major updates this week will include the preliminary 2nd Qtr UK GDP number on Tuesday followed, on Wednesday, with Japan's June macro report. 

The 2nd Qtr earnings season in the US is nearly over as far as stock market impact is concerned and numbers to date have generally been as expected or better. This week the big theme will be oil as the oil majors all publish numbers. BP will be first on Tuesday, Conoco Philips comes on Wednesday, Exxon Mobil and Shell on Thursday and Chevron on Friday. Amazon and Deutsche Bank (both Tuesday) are amongst the important non-oil reports this week. 

Stock Watch: Gold Stocks as Haven Assets

Polyus Gold

Polyus Gold (PLZL LI) shares fell 4.4% on Friday after MSCI said 


that the company will be excluded from its indices from Monday. 



There may be further selling pressure early in the week as index 



tracker funds sell their remaining stock. The reverse take-over of 



Polyus Gold by Polyus Gold International (formerly KazakhGold) is 


scheduled for completion mid week. 

Gold


Gold and silver shares should continue to benefit from the steadily 


rising price of both metals. The outlook for both metals is for further 


gains as the threat posed by both US or eurozone debt problems will 


go away this year and both the dollar and euro will remain 



vulnerable. Gold and silver should be strong beneficiaries of the 



threatened sovereign debt rating downgrade in the US. 

TNK-BP

BP PLC and TNK-BP are both scheduled to report on Tuesday. 



There may be reference to the continuing dispute between BP and 


AAR or, to prospects of a deal to allow a revised BP/BP-




TNK/Rosneft Arctic deal to go ahead. AAR last week started 



proceedings against BP for several billion dollars of alleged damages 


from the original BP-Rosneft deal while the rumour mill in Moscow 


still believes that this is just the latest step in ongoing 




negotiations that will eventually see AAR selling out and a revised 


BP-Rosneft deal back on the table. 

Raven Russia

The lightly traded stock (RUS LN) may benefit from having been 



"tipped" in a weekend Financial Times stock pick column 



(http://www.ft.com/cms/s/2/bcb10782-b2eb-11e0-86b8-




00144feabdc0.html#axzz1T1TPEG8o)

Pharmstandard
Pharmstandard (PHST LI) will publish a 1st half trading update mid 


week. 

Rostelecom 

Rostelecom (RTKM RX) shares on MICEX will merge into one class 


of share on MICEX by the end of this week. That is a further step in 


the consolidation process and should help further improve liquidity in 


the stock. Earlier last week, Moscow's RBC Daily reported that the 


government has decided to fully privatize Rostelecom shares, save 


for a golden share, within two or three years. The full list of the 



expanded list of state owned stocks to be privatized over the next 


three to five years is expected to be completed early next week. 



Stocks on that list should get at least a short-term boost on the stock 


market. 

Politics: Election Date Confirmed

Russia's Central Election Commission has confirmed that the date of the presidential election will be Sunday March 4th 2012. That is exactly three months after the Duma elections (Sunday December 4th). 

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. 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. 

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.

Economic Trends: Steady Improvement in June

The federal budget recorded a surplus of Rub 640.2 bln ($23 bln) for the first half of this year due to the higher than expected price of oil. That is equal to 2.7% of GDP according to the Finance Ministry. The surplus in June reached 5.9% of GDP. Prime Minister Putin said on Thursday that he expects this year's full year deficit will be minimal or even that there maybe a surplus. Whether than can be achieved will depend on a) where oil trades for the rest of the year and b) how much extra election year spending the PM approves.

The Economy Minister said that preliminary data shows that economic growth over the 1st half year was 3.9%. growth in the 1st Qtr was 4.1% so a half year figure of +3.9% suggests much slower growth inn the 2nd QTR. However, preliminary data is usually materially different when final numbers are reported.

The 1st half trade balance was a surplus of $101.7 bln according the preliminary data. That is an increase of 18.2% over the same period last year.

The June macro report showed a strong gain in real disposable income and a steady gain across most categories. Disposable income grew 11.4% month-on-month and is now up 0.7% YoY. Retail sales grew 5.6% YoY, cargo movements rose 7.2% YoY,, Industrial production grew 5.7% YoY and unemployment fell to 6.1% of the working population. 

The average bribe to a government or corporate official rose to Rub 293,000 ($10,573) in the 1st half of this year according to the Interior Ministry. Russian citizens paid at least Rub 164 bln ($5.8 bln) last year to settle everyday issues such as fixing a traffic ticket, up from Rub 84.8 bln ($3 bln) in 2001, according to an Economy Ministry report issued in June.

