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How did Russian equities perform during October and what were the key drivers?

Russian equities rebounded strongly in October, paring back approximately half the losses 
incurred in the August to September period, whilst outperforming both wider GEM and BRIC.  As 
was the case for much of the year, the key drivers were external; encouraging growth data from 
the United States and hopes that policy makers in Western Europe would assemble enough 
ammunition in their battle against spiraling sovereign debt to reassure markets. The Russian 
market remains high beta and susceptible to risk appetite changes in the wider global arena; as 
such, it has followed sentiment back down again in November.

What effect is the global financial market turmoil having on growth and other macro-
economic indicators within Russia?

There is still scant evidence to suggest that global financial market dislocation has had a direct 
impact on macro-economic dynamics within Russia. Growth indicators continue to support recent 
trend-level growth of 4.5% to 5% - September’s Purchasing Managers’ Index moved up to the key 
50.0 level, retail sales increased 9.2% and unemployment was steady at 6.6%. However, 
industrial production fell slightly on a month-on-month basis, but this is thought to be a seasonal 
trend. System-wide loan growth also saw significant month-on-month increases, with the 
corporate sector rising by 5.0% and retail up 3.6%, with total 2011 growth comfortably positioned 
to end the year at about 20%. The oil price has held up remarkably well versus other global 
commodity prices since the onslaught of this year’s market turmoil, and this continues to support 
gross domestic product (GDP) and corporate earnings growth. Inflation continues to dissipate, 
with a 0% month-on-month figure for September bringing the year-on-year level down to 7.2%, a 
significant improvement on the 9.2% run-rate we saw back in January.
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Beyond economics, what other domestic factors will the market be focusing on in the coming weeks?

There have been developments recently that appear to be clearing the way for Russia finally to be joining the 
World Trade Organisation after years of stalled talks. Many market observers are now suggesting that a 
formal agreement will be concluded by mid-December. The key long-term implication of this would be the 
attraction of investment, with some analysts forecasting that this could add between 0.3% and 1% to annual 
sustainable GDP growth rates. In the short term, the effect would improve market sentiment.

At a corporate level, the key development over the month was a report that Gazprom’s management is 
considering a significant increase in its dividend payout in 2011 - perhaps even doubling last year’s record 
$3bn. A $6bn payout would equate to a 4.5% yield at current prices. If this happens, it would go some way to 
addressing one of the key corporate governance complaints on the company and the wider Russian market. 
The Russian market is trading on a price-earnings ratio of 5x forward earnings (versus an emerging market
average of 9x) and a price-to-book value of 0.85x (versus an emerging market average of 1.5x), near the 
bottom end of its 10-year average in both absolute and relative terms. Earnings are still forecasted to grow by 
over 30% this year, making the Russian market the cheapest and one of the fastest-growing in the world. 
Should companies begin to pay out bigger dividends, the discount compared to other emerging market peers 
may begin to fall.

Have you made any changes recently and how is the portfolio positioned currently?

Our investment style has a strong bias for value and we continue to focus the portfolio in companies that 
appear inexpensive given the returns they are generating. Our current positioning is similar to that of recent 
months with an overweight in energy and financial names. Following a sharp sell-off in mining and steel 
stocks in Russia, we have been adding slowly to this sector. At the sector level, we remain underweight in 
telecoms and utilities.

Disclaimer

This document is prepared for general information purpose only and the opinions expressed are subject to 
change without notice. The opinions expressed herein should not be considered to be a recommendation by 
HSBC Global Asset Management (Singapore) Limited to any reader of this material to buy or sell securities, 
commodities, currencies or other investments referred to herein. It is published for information only and does 
not have any regard to the specific investment objectives, financial situation and the particular needs of any 
specific person who may receive this document. Investors may wish to seek advice from a financial advisor 
before purchasing units in the fund. In the event that the investor chooses not to seek advice from a financial 
advisor, he should consider whether the fund in question is suitable for him. 

The past performance of any fund and the manager and any economic and market trends/forecast are not 
necessarily indicative of the future or likely performance of the fund. Value of investment and units may go 
down as well as up, and the investor may not get back the original sum invested. Investors and potential 
investors should read the Singapore prospectus (including the risk warnings) which is available at 
http://www.assetmanagement.hsbc.com/sg or its authorised distributors, before investing. Changes in rates 
of currency exchange may affect significantly the value of the investment. 

HSBC Global Asset Management (Singapore) Limited, or its ultimate and intermediate holding companies, 
subsidiaries, affiliates, clients, directors and/or staff may, at anytime, have a position in the markets referred 
herein, and may buy or sell securities, currencies, or any other financial instruments in such markets.

HSBC Global Asset Management (Singapore) Limited has based this document on information obtained 
from sources it believes to be reliable but which it has not independently verified. Care has been taken to 
ensure the accuracy and completeness of this presentation but HSBC Global Asset Management 
(Singapore) Limited and HSBC Group accepts no responsibility for any errors or omissions contained 
therein.
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