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I. Loss of access to external financial markets/financial stability risks 

II. Scale of economic activity has decline & current stage of adjustment 

III. Inflationary pressure and monetary policy stance 

IV. Impact on fiscal buffers and international reserves  

 

Common wisdom and the state of economy 

 



Debt redemptions manageable, set to decline Less than 50%  of external corp debt is foreign. 
ccy denominated debt to non-direct investors 

Source: CBR, VTB Capital Research Source: CBR, VTB Capital Research 

 Total foreign debt has come down from USD680.1bn to USD521.6bn in 1yr 

 Headline estimates of debt are misleading: for corporates significant part of the 

debt is due to direct investors (“thin capitalization”), related parties 

 CBR supports smoothening of debt redemptions by extending access to FX 

liquidity through repo, loans backed by credit to key exporters 
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I. Dealing with a capital flow sudden stop: scale of the challenge 



Current account/GDP is expected to exceed 5% in 
2015 

World Bank expects Russia to sustain robust CA 
in  the medium term 

Source: CBR, Rosstat, VTB Capital Research Source: World Bank, VTB Capital Research 

 External adjustment comes primarily through imports contraction, down 40-50% 

YoY with approximately equal fall in both consumption and investment goods 

 Total current account is expected to reach USD62-65bn in 2015 or >5% GDP 

 Share of non-oil&gas exports to remain 30-40% 
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I. Dealing with a capital flow sudden stop: rapid external 

adjustment 



GDP declines -4.6% YoY in 2Q15 vs -11.2% YoY in 
2Q09 

Profit rates were supported by ruble weakness 
reaching 38% YoY in 1H15 

Source: Rosstat, VTB Capital Research Source:  Rosstat, VTB Capital Research 

 Real exchange rate depreciation that was brought about by the transition to floating 

exchange rate decreases stress on real economy: output and employment 

 Main gauges of economic activity are relatively stable comparing to the previous slowdown 

episodes: IP bottomed out at -5.5% in March recovering to -3.7% YoY in September, GDP 

passed the lowest point in the mid-3Q15 recovering to -3.8% YoY in September 
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II. Floating exchange rate cushions the blow from commodity 

prices decline 



The bulk of inflation shock has been incurred 
during late 4Q14 –1Q15, normalizing since then 

Nominal wages growth converge to inflation 
target providing for sustainable disinflation 

Source: Rosstat, VTB Capital Research Source: Rosstat, VTB Capital Research 

 Inflation has picked at 16.9% in March and since than has been on a downward trend 

 Modest pace of disinflation is mostly optical as most of the current inflation has been 

accumulated during late 2014 – early 2015 thus a rapid decline of the headline inflation is 

expected on the back of the high base effect 

 Other factors weigh on price growth: public sector wage indexation freeze , declining real 

income 
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III. Exchange rate pass-through to prices has run its course and 

weak household demand pushes inflation lower 
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Sovereign funds and international reserves Sovereign funds spending does not affect 
volume of int. reserves … 

Source: CBR, Rosstat, VTB Capital Research Source: World Bank, VTB Capital Research 

 The fiscal policy stance remains tight: federal deficit/GDP at 3% for 2017 and declining 

 The bulk of the deficit is financed from the sovereign funds, local net issuance is expected at 

RUB390bn (USD6.3bn). 

 Fiscal consolidation on many fronts: civil employees wages frozen for 2nd year in a row, 

pension indexation at the level of inflation target materially below actual inflation rate 

 Pension system reform on the agenda: means-tested payments, adjusting pension age  
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IV. Fiscal policy outlook and reserve fund mechanics 

CBR’s assets CBR’s liabilities 

… … 

international 

reserves  

sovereign funds 

MinFin’s RUB 

account 

…it changes ccy composition 

 of CBR’s liabilities 



25.10.2015 Page 8 Alexander Isakov 

Disclosures 

Important Disclosures 

The information and opinions contained within VTB Capital Research are prepared by JSC VTB Capital. As used in this disclosure section, "VTB Capital" includes JSC 

VTB Capital, VTB Capital Plc and their affiliates as necessary. 

VTB Capital and/or any of its worldwide affiliates which operate outside of the USA (collectively, the “VTB Group”) do and seek to do business with companies covered in 

their research reports. Thus, investors should be aware that the VTB Group may have a conflict of interest that could affect the objectivity of this research report. Investors 

should consider this research report as only a single factor in making their investment decision. 

Where an issuer referred to in this report is not included in the disclosure table, the issuer is either considered not to be covered by VTB Capital Research, or the reference 

is considered to be incidental and therefore the issuer is not a subject company within this report. 

Issuer Specific Disclosures 

Important disclosures and equity rating histories regarding the company (companies) that is (are) the subject of this report can be found at 

http://research.vtbcapital.com/ServicePages/files/VTB+Capital+Research+Issuer+Specific+Disclosures20150930.pdf 

Analysts Certification  

The research analysts whose names appear on research reports prepared by VTB Capital certify that: i) all of the views expressed in the research report accurately reflect 

their personal views about the subject security or issuer, and ii) no part of the research analysts’ compensation was, is, or will be directly or indirectly related to the specific 

recommendations or views expressed by the research analysts in research reports that are prepared by VTB Capital. 

The research analysts whose names appears on research reports prepared by VTB Capital received compensation that is based upon various factors including VTB 

Capital’s total revenues, a portion of which are generated by VTB Capital’s investment banking activities. 

Investment Ratings  

VTB Capital uses a three-tiered recommendation system for stocks under coverage: Buy, Hold, or Sell. 

BUY: 12-month target price exceeds the market price by 20% or more (as of the publishing date) 

HOLD: 12-month target price is no less than the market price but does not exceed it by more than 20% (as of the publishing date) 

SELL: 12-month target price is below the market price (as of the publishing date) 

RESTRICTED: In certain circumstances, VTB Capital is not able to communicate issuer ratings due to internal policy and/or law and regulations. 

UNDER REVIEW: In the event that significant information about an issuer is due to be announced or is expected to become public in the foreseeable future, an analyst 

might place the relevant issuer Under Review. This means that the analyst is reviewing, but not currently altering, the previously published rating while waiting for the 

impending information. 

http://research.vtbcapital.com/ServicePages/files/VTB+Capital+Research+Issuer+Specific+Disclosures20150930.pdf


25.10.2015 Page 9 Alexander Isakov 

Disclosures 

Price Targets 

VTB Capital Research employs a Discounted Cash Flow (DCF) model as its principal valuation framework for estimating the fair and target prices of stocks. The central 

metric is fair current Enterprise Value (EV), which is obtained on the basis of Free Cash Flow to Firm (FCFF) discounted at a constant company-specific Weighted 

Average Cost of Capital (WACC). 

Conflicts Management Arrangements 

VTB Capital Research has been published in accordance with our conflict management arrangements, which are available at 

http://research.vtbcapital.com/ServicePages/Files/CoI+Arrangements+Research.pdf. 

VTB Capital Ratings Distribution 

Source: VTB Capital Research as at 30 September 2015 

Investment Rating Distribution   Ratings Distribution for Investment Banking Relationships 

Buy 50 29%   Buy 8 53% 

Hold 75 43%   Hold 2 13% 

Sell 44 25%   Sell 3 20% 

Restricted 1 1%   Restricted 1 7% 

Not Rated 0 0%   Not Rated 0 0% 

Under Review 4 2%   Under Review 1 7% 

  174       15 

Notwithstanding the above, VTB Capital may from time to time issue recommendations predicated on a different time horizon (such as short term trading 

recommendations) to that which is described above. Where VTB Capital issues such a recommendation, the use of an alternative time horizon for the purpose of 

formulating such recommendation, may result in differences between such recommendation and any investment rating published in accordance with the 

recommendation system described above. 

The below table details the distribution of VTB Capital’s Investment Ratings on the basis of the three-tier recommendation system described above. 

http://research.vtbcapital.com/ServicePages/Files/CoI+Arrangements+Research.pdf


25.10.2015 Page 10 Alexander Isakov 

VTB Capital Offices 

Moscow Research London Research 

Phone: +7 495 660 4253 

research@vtbcapital.com 

Phone: +44 (20) 3334 8557 

research@vtbcapital.com 

VTB Capital Offices 

JSC VTB Capital VTB Capital plc VTB Capital plc 

Federation Tower West 

12, Presnenskaya emb. 

Moscow, 123100, Russia 

Phone: +7 495 960 9999 

www.vtbcapital.com 

14 Cornhill 

London EC3V 3ND 

Phone: +44 (0) 20 3334 8000 

Fax: +44 (0) 20 3334 8900 

www.vtbcapital.com 

9 Battery Road #27-01 

Straits Trading Building 

Singapore 049910 

Phone: +65 6220 9422 

Fax: +65 6225 0140 

www.vtbcapital.com 

VTB Capital Hong Kong Limited VTB Capital plc VTB Capital Inc. 

Unit 2301, 23/F  

Cheung Kong Center 

2 Queen’s Road Central 

Hong Kong 

Phone: +852 3195 3688 

Fax: +852 3195 3699 

www.vtbcapital.com 

Office 403 

Currency House, Tower 2 

DIFC 

P.O. Box 482088 

Dubai, UAE 

Phone.: +971 (4) 377 0777 

www.vtbcapital.com 

452 Fifth Avenue, 23rd Floor 

New York, NY 10018 

Phone: +646-527-6300 

Fax: +646-527-6301 

www.vtbcapital.com 

VTB Capital Research 

mailto:research@vtbcapital.com
mailto:research@vtbcapital.com
file://corp/Workgroups/Research/_Publishing/adminfolder/New Templates/RC/Word/www.vtbcapital.com
file://corp/Workgroups/Research/_Publishing/adminfolder/New Templates/RC/Word/www.vtbcapital.com
file://corp/Workgroups/Research/_Publishing/adminfolder/New Templates/RC/Word/www.vtbcapital.com
file://corp/Workgroups/Research/_Publishing/adminfolder/New Templates/RC/Word/www.vtbcapital.com
file://corp/Workgroups/Research/_Publishing/adminfolder/New Templates/RC/Word/www.vtbcapital.com
http://www.vtbcapital.com/


25.10.2015 Page 11 Alexander Isakov 

Disclaimer 

VTB Capital and/or any of its worldwide affiliates which operates outside of the USA (collectively, the “VTB Group”) do and seek to do business with companies covered in their research reports. Thus, investors should be 

aware that the VTB Group may have a conflict of interest that could affect the objectivity of this research report. Investors should consider this research report as only a single factor in making their investment decision.  

This research report is for information purposes only and does not constitute nor is it intended as an offer or solicitation for the purchase or sale of securities or other financial instruments. Neither the information 

contained in this research report nor any future information made available with the subject matter contained herein will form the basis of any contract. Information and opinions contained herein have been compiled or 

arrived at by VTB Group from publicly available information and sources that VTB Group believes to be reliable. Whilst every care has been taken in preparing this research report, no research analyst, director, officer, 

employee, agent or adviser of any member of the VTB Group gives or makes any representation, warranty or undertaking, whether express or implied, and accepts no responsibility or liability as to the reliability, accuracy 

or completeness of the information set out in this research report. Any responsibility or liability for any information contained herein is expressly disclaimed. All information contained herein is subject to change at any time 

without notice. No member of the VTB Group has an obligation to update, modify or amend this research report or to otherwise notify a reader thereof in the event that any matter stated herein, or any opinion, projection, 

forecast or estimate set forth herein, changes or subsequently becomes inaccurate, or if research on the subject company is withdrawn. Furthermore, past performance is not indicative of future results.  

The investments and strategies discussed herein may not be suitable for all investors or any particular class of investor. Investors should make their own investment decisions using their own independent advisors as 

they believe necessary and based upon their specific financial situations and investment objectives when investing. Investors should consult their independent advisors if they have any doubts as to the applicability to 

their business or investment objectives of the information and the strategies discussed herein. This research report is being furnished to certain persons as permitted by applicable law, and accordingly may not be 

reproduced or circulated to any other person without the prior written consent of a member of the VTB Group. This research report may not be relied upon by any retail customers or persons to whom this research report 

may not be provided by law. Unauthorised use or disclosure of this research report is strictly prohibited. Members of the VTB Group and/or their respective principals, directors, officers and employees (including, but not 

limited to, persons involved with the preparation or issuance of this research report) may own, have positions or effect transactions in the securities or financial instruments referred to herein or in the investments of any 

issuers discussed herein, may engage in securities transactions in a manner inconsistent with the research contained in this research report and with respect to securities or financial instruments covered by this research 

report, may sell to or buy from customers on a principal basis and may serve or act as director, placement agent, advisor or lender, or make a market in, or may have been a manager or a co-manager of the most recent 

public offering in respect of any investments or issuers of such securities or financial instruments referenced in this research report or may perform any other investment banking or other services for, or solicit investment 

banking or other business from, any company mentioned in this research report. Disclosures of conflicts of interest, if any, are found at the end of the text of this research report. Members of the VTB Group may have 

acted upon or used the information or conclusions contained in this research report, or the research or analysis on which they are based, before publication of this research report. Investing in the Russian Federation, its 

markets and in Russian securities and financial instruments involves a high degree of risk, and many persons, physical and legal, may be restricted from dealing in the securities markets of the Russian Federation. 

Investors should perform their own due diligence before investing. It is particularly important to note that securities and financial instruments denominated in foreign currencies and ADRs and other investments discussed 

herein are subject to exchange rate fluctuations that may adversely affect the value of the investment. The value of investments may fall as well as rise and investors may not get back the amount invested. Prices and 

availability of securities, financial instruments or investments are also subject to change without notice. The views and opinions expressed in this research report accurately reflect the personal views of the authors of this 

research report about the subject investments, securities and financial instruments and issuers and do not necessarily reflect the views of any member of the VTB Group. No part of the compensation of the authors of 

this research report was, is or will be directly or indirectly related to the specific recommendations or views contained in the research report. By accepting this research report, you agree to be bound by the foregoing 

limitations. This material is not intended for the use of private investors.  

In the United Kingdom this report is approved and/or communicated by VTB Capital plc London, a member of the London Stock Exchange and authorized by the Prudential Regulation Authority and regulated by the 

Financial Conduct Authority and the Prudential Regulation Authority. This report is intended for those persons that would be classified as Eligible Counterparties or Professional Clients under the Financial Conduct 

Authority’s Conduct of Business rules.” 

In connection with distribution of this material in the United States by any VTB Group affiliate other than VTB Capital Inc: VTB Group and/or its affiliates is NOT a member of SIPC or FINRA and is not registered with the 

US Securities and Exchange Commission. This material is intended solely for persons who meet the definition of Major US Institutional Investor under Rule 15a-6. This material should not be construed as a solicitation or 

recommendation to use VTB Capital to effect transactions in any security mentioned herein. 

In connection with distribution of this material in the United States via VTB Capital Inc. VTB Capital Inc., a US registered broker-dealer, accepts responsibility for this Investment Research and its dissemination in the 

United States. This Investment Research is intended for distribution in the United States only to certain US institutional investors. US clients wishing to effect transactions in any Designated Investment discussed should 

do so through a qualified salesperson of VTB Capital Inc.  VTB Capital Inc., is a broker-dealer registered with the SEC and is a FINRA member firm. Nothing herein excludes or restricts any duty or liability to a customer 

that VTB Capital Inc. has under any applicable law. Analyst(s) preparing this report are resident outside the United States and are not associated persons or employees of any US regulated broker-dealer. Therefore the 

analyst(s) may not be subject to FINRA Rules restrictions on communications with a subject company, public appearances and trading securities held by a research analyst account.  For important disclosures and equity 

rating histories regarding companies that are the subject of this report, please see the VTB Capital Research Website: http://research.vtbcapital.com/ServicePages/Disclosures.aspx, or contact your research 

representative. 

This research report is distributed in Singapore by VTB Capital plc to accredited investors, expert investors or institutional investors only (as defined in the applicable Singapore laws and regulations and is not intended to 

be distributed directly or indirectly to any other class of person). Recipients of this report in Singapore are to contact VTB Capital plc, Singapore branch in respect of any matters arising from, or in connection with, this 

report. VTB Capital plc, Singapore branch is regulated by the Monetary Authority of Singapore. 

This research report is distributed in Dubai by VTB Capital Plc Dubai Branch to Professional Clients only, as defined by the DFSA, and is not intended to be distributed directly or indirectly to any other type or category of 

client. Recipients of this report in Dubai are to contact VTB Capital Plc, Dubai Branch in respect of any matters arising from, or in connection with, this report. VTB Capital Plc Dubai Branch is regulated by DFSA.  

This research report is distributed in Hong Kong by VTB Capital Hong Kong Limited, a licensed corporation (CE Ref: AXF967) licensed by the Hong Kong Securities and Futures Commission to “professional investors” 

(as defined in the Hong Kong Securities and Futures Ordinance and its subsidiary legislation) only. 

Copyright © 2015 by VTB Capital. All rights reserved. Please cite source when quoting. 

http://research.vtbcapital.com/ServicePages/Disclosures.aspx
http://research.vtbcapital.com/ServicePages/Disclosures.aspx
http://research.vtbcapital.com/ServicePages/Disclosures.aspx
http://research.vtbcapital.com/ServicePages/Disclosures.aspx
http://research.vtbcapital.com/ServicePages/Disclosures.aspx
http://research.vtbcapital.com/ServicePages/Disclosures.aspx
http://research.vtbcapital.com/ServicePages/Disclosures.aspx
http://research.vtbcapital.com/ServicePages/Disclosures.aspx
http://research.vtbcapital.com/ServicePages/Disclosures.aspx

