A CLOSER LOOK AT RUSSIAN EQUITIES
Often lost in the (not so inspiring) news cycle that dominates all things Russia is
the fact that its equity market has performed quite well. In fact, the MSCI Russia
Index has annualized 11.8% over the past half-decade, compared to 9.6% for
emerging markets equities broadly. Russian equities have outperformed global
indices and compare quite favorably to the much-hyped US and Chinese
markets. Take out the top technology related names in the S&P 500 and MSCI
China Index, and Russia becomes one of the best performing equity markets
globally. Russia does not have a single tech related holding in the top ten names
of the MSCI Russia Index. When one considers the conditions under which the
Russian market managed to succeed it is even more impressive. After all, Russia
has gone through painful adjustments in the last five years.
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*Calculated using constituent holdings of the SPY and MCHI ETFs. As of August 31, 2020

In mid-2014, Russia began to face the consequences of collapsing oil prices revenues from the sale of crude oil, petroleum products, and natural gas account
for about half of Russia’s federal budget. In addition, the passage of US and EU
sanctions after the invasion of Crimea in 2014 forced the Russian government to
focus its attention inward, undertaking a series of steps to make the difficult
adjustment to domestically led economic growth. These measures led the
Russian economy to contract significantly in 2015 and 2016. The country only
managed to return to growth in 2017. Fiscal and monetary authorities decided to
concentrate on a painful policy mix of import substitution, pension reform, and
controlled currency appreciation to weather the downturn. These adjustments
allowed GDP per capita to remain relatively stable from a purchasing power
parity perspective. Exports of commodities eventually rebounded even though
they have not come close to pre-2014 levels.
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Domestic policy adjustments coupled with the easing of some sanctions,
including the failure of the US government to pass the much feared and more
consequential financial sanctions, allowed Russian companies, particularly
energy conglomerates, to consolidate and renew capital expenditure. While
Russian authorities were busy shoring up the economy and maintaining stability,
one would have expected foreign investors to flee en masse. Herein lies the
paradox. In the last five years, the total value of foreign participation in the
Moscow Exchange has more than doubled. Against expectations, this increase in
foreign participation has been led by US institutional investors. In 2019, North
American institutional investors accounted for over half of the foreign capital
flowing into Russian stocks, according to the Bank of Russia. By comparison,
1
European investors accounted for only 26%. Moreover, among actively managed
global emerging markets strategies, Russian equities have remained a consensus
‘overweight’ versus industry benchmarks through 2020.
1
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Russian companies have managed to navigate the complexity of Russia’s role in
global geopolitics, the vagaries of the commodities markets, and the domestic
Russian consumer. They have maintained healthy balance sheets, adjusted their
growth strategies all the while maintaining one of the highest capital payout
ratios in the world. And they are cheap – very cheap. With a P/E of less than 9x
and a dividend yield more than 3x times that of emerging markets as whole, it is
little wonder Russian equities continue to attract investors. In the short term, the
country is also well positioned to benefit from a global recovery in commodity
demand post-Covid19.
Russia provides the highest dividend yields in 2020/21 among EM peers
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Russia is of course never really without its risks. Indeed, the fallout of Mr.
Navalny’s recent ghastly poisoning could well include new sanctions and the
suspension of the new Baltic Sea pipeline to Germany. Saudi Arabia’s recent push
to cut oil prices will put renewed pressure on the Russian budget. Structural
weaknesses remain. Russia ranks 31st in the World Bank’s ease of doing business
index and business confidence in the country’s legal system remains weak.
Intellectual property infringement is a real source of concern. Nevertheless, if
recent history is any indication, Russian assets can still be a source of attractive
risk-adjusted returns. Like with other asset classes, one must remain vigilant of
the risks and always know the location of the emergency exits.
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Legal Disclosures, Disclaimers and Acknowledgements
Confidential – Not for public disclosure. The information contained herein is for the recipient’s exclusive use only, and may contain
information that is proprietary, constitutes a trade secret and/or is subject to copyright. This information is confidential and may not be
reproduced, distributed, copied or used for any other purpose.
The contents herein are intended for informational purposes only. The information presented is based upon RockCreek’s interpretation.
There can be no guarantee that the information presented is accurate. The information presented does not constitute tax, legal, investment
or regulatory advice, and we encourage you to consult your legal and/or tax advisors should you have any questions relating to the
materials presented herein. Opinions expressed reflect the current opinions of the Rock Creek Group as of the date appearing in this
material only.
This material is intended only to facilitate your discussions with RockCreek; it is not intended to be used as a general guide to investing, or
as a source of any specific investment recommendations, and makes no implied or express recommendations concerning the manner in
which any client’s account should or would be handled, as appropriate investment strategies depend upon the client’s investment
objectives. Information included herein may be provided to discuss general market activity; industry or sector trends; or other broad-based
economic, market, or political conditions. Discussions herein concerning general economic conditions and political developments are not
intended to be used as a general guide to investing, or as a source of any specific investment recommendations, and RockCreek makes no
implied or express recommendations or warranties concerning the manner in which any account should or would be handled, as
appropriate investment strategies depend upon the investor’s unique investment objectives. This document does not constitute an offer or
solicitation with respect to the purchase or sale of any security in any jurisdiction in which such an offer or solicitation is not authorized or
to any person to whom it would be unlawful to make such offer or solicitation. As such, the information contained herein has been
prepared solely for general informational purposes. None of the Rock Creek Group or any affiliates or employees makes any representation
or warranty, express or implied, as to the accuracy or completeness of the information contained herein and nothing contained herein shall
be relied upon as a promise or representation as to the past or future performance. Information and opinions are as of the date of this
material only and are subject to change without notice.
Any information contained herein regarding a fund or manager is based upon information prepared by the underlying manager. RockCreek
has not verified and is not liable or responsible for the completeness or accuracy of such information (including but not limited to any
information relating to the past or future performance of such fund or manager, or any related vehicle).
The performance statistics herein, if any, have not been subject to audit by the underlying funds' independent accountants. Such
performance information will be subject to audit on an annual basis.
The volatility of any indices referenced herein may be materially different from that of an investor’s account’s portfolio. In addition, an
account’s holdings may differ significantly from the securities that comprise the indices. The indices have not been selected to represent
appropriate benchmarks to compare an account’s performance, but rather are disclosed to allow for comparison of the performance of
accounts and managers in general to that of well-known and widely recognized indices. Information contained herein regarding
performance of any index or security is based on information obtained from the indicated sources as of the specified dates, but there is no
guarantee as to the accuracy of such information.
The quantitative methods that may be included and described herein are tools used in selecting investments and controlling risk, but such
methods cannot alone determine investment success.
Discussions and calculations regarding potential future events and their impact on the account are based solely on historic information and
estimates and/or opinions, are provide for illustrative purposes only, and are subject to further limitations as specified elsewhere in this
report. No guarantee can be made of the occurrence of such events or the actual impact such events would have on the account’s future
performance. In addition, the opinions, forecast, assumptions, estimates and commentary contained in this report are based on information
provided to RockCreek on both a formal and informal basis. Further, any such opinions, forecasts, assumptions, estimates and commentary
are made only as of the date indicated, are subject to change at any time without prior notice and cannot be guaranteed as being accurate.
Please note that the investment outlook and opportunities noted above (and throughout this letter) are prospective and based upon the
opinion of RockCreek and there is no guarantee of success in our efforts to implement strategies that take advantage of such perceived
opportunities.
RockCreek, RockCreek Group, Rock Creek and the logo are unregistered trademarks of The Rock Creek Group, LP in the United States and
elsewhere.
Copyright © 2020 by The RockCreek Group, LP. All rights reserved.
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