
 
 

Russian-focus ETFs  
Equity choices for 2020  
 
 Russian stock market prospects in 2020 are supported by a 

positive macro outlook, healthy corporate finances and the 
appointment of a new government. The stable macro conditions and 

political changes aiming to accelerate growth create a favourable background for 
equities. The inflation rate was 3.0% in 2019 compared to the 4.0% target and 
down from 4.3% in 2018, driving expectations of a further key rate reduction by 
0.5% to 5.75% by the end of 2020. The appointment of Prime Minister Mikhail 
Mishustin, known for his digital expertise in converting the Federal tax service into 
a modern service institution, aims to make amends between the state and the 
business sector. The Russian RTS Index gained 45% in 2019 after a 7.6% loss in 
2018, driven partially by local investors coming to the market. Moscow Exchange 
increased its number of retail accounts to 3.1mn in September 2019 from 1.3mn 
in 2017, while the share of retail investors reached 34% in secondary equity 
trading and 45% in derivative trading in October 2019. Retail investors’ access to 
FX and sovereign bonds, as well as tax benefits and individual investment 
accounts all contributed to market trading volumes and, to some degree, to 
performance. Local investors, representing c50% in trading of equity and 
derivatives, remain a strong driving force for the securities market, with the 
deposit rate cut to below 6% while the estimated dividend yield for the RTS Index 
companies is 6.7%. Chinese coronavirus risk raised concerns of slower growth, 
and China tightens measures that should give a result. Oil price correction to 
$58/bbl reflect the risk of lower oil consumption putting pressure on energy stocks 
that may provide a buying opportunity once the risk to decrease. For foreign 
investors, a stable exchange rate at 62-68 RUB/USD in 2019, an expected oil 
price at $58-67/bbl, and relatively high Russian equity discount of 46% to EM 
peers support the attractiveness of the Russian market.  

 

 Defensive assets prevailed in 2019, while a delayed recession 
may drive demand for risky assets and Emerging Markets. The 

trade agreement signed between the US and China and the approaching US 
Presidential elections give rise to cautious expectations for 2020. Despite cutting 
global growth rates, the IMF projects a stable environment with bottoming up 
manufacturing activity and global trade, as well as intermittent favorauble news 
on US-China trade negotiations, and diminished fears of a no-deal Brexit. The 
declining GDP growth rate, however, reflects the downside risk for the US and 
Chinese economies. Russian GDP growth may reach 1.9% in 2020 and 2.0% in 
2021, compared to 2.0% and 1.7%, respectively, for the US. After being strong 
last year, the performance of the stock market is likely to be more to be modest 
this year. More second-tier and Emerging Market choices will come under 
consideration in 2020. The Russian stock market with a 6.9x P/E’20 and 
estimated dividend yield of 7.3% looks attractive given the expected flat exchange 
rate and oil price. 

 

 ITI Funds RTS Equity UCITS ETF delivered 43% growth in US 
dollar terms to investors in 2019. Launched in February 2018 and 

traded on LSE, MOEX, ISE, and AIX, the ITI RTS Equity ETF (LSE: RUSE) 
replicates the RTS Index with a base of 39 stocks.   
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Description:  

ITI Funds RTS Equity UCITS ETF was launched in 
February 2018 with an aim of enabling low-cost 
access to the Russian security market via USD 
denominated instrument. The fund benefits from 
Moscow Exchange, LSE, AIX and ISE trading, and 
from Euroclear settlement. The ETF base includes 
39 Russian stocks. 

 

 

Important disclosures are at the end of this document. This research material is released by Hypothesis Research Ltd. 
Not for the distribution in the USA, Japan, Canada. 

ITI Funds is a research client of 
Hypothesis Research. 
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Figure 1. RTS Index – 10-year performance, ITI RUSE 
since launch 

Figure 2. RTS Index vs S&P500 (1/01/18=100) 

  
Source: Thomson Reuters Source: Thomson Reuters, Hypothesis Research 

 
Figure 3. Share of securities (equity, bonds, mutual funds) 
in retail investors’ portfolios 

Figure 4. Asset performance in 2019, % 

  
Source: Moscow Exchange, OECD (2016-2018) Source: Thomson Reuters, Hypothesis Research 

 
Figure 5. Russian market PER 12M FWD Figure 6. P/E’20 vs Dividend yield by country 

 

 
Source: Thomson Reuters Source: Thomson Reuters 
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Topics of the year 
 

The US–China Phase 1 trade deal ends the trade 

war between the two countries. According to the 

IMF, in 2019 the trade war cut global growth to its 

lowest level in three years.  

The Phase 1 deal halted the planned US tariffs on 

China-made cell phones, laptop computers and 

toys, as well as halving the tariff rate to 7.5% on a 

total $120bn imports of Chinese goods, including 

flat-screen televisions, Bluetooth headphones and 

footwear. However, the deal left in place 25% tariffs 

on $250bn of imports of Chinese industrial goods 

and components used by U.S. manufacturers, and 

China’s tariffs on over $100bn of US goods. Tariffs 

on imports from China have resulted in $46bn in 

extra costs for US companies. Despite the overall 

positive mood after the deal was signed, financial 

markets responded cautiously as many issues 

remain unresolved. 

 
Figure 7. The global GDP, % 

 
 
Source: IMF, United Nations 

According to the deal, China is to purchase at least 

extra $200bn worth of US farm products and other 

goods and services over two years, above the level 

of $186bn purchases in 2017. This means, China 

will redirect its import demands from other markets 

to boost US farmers, automakers and heavy 

equipment manufacturers sales. The deal also 

included strong protection of intellectual property 

rights.  

The Phase 2 trade deal negotiations will likely be 

segmented into multiple rounds, with more tariffs 

rolled back once an agreement is reached. 

According to the White House economic adviser 

Larry Kudlow, the Phase 1 agreement should add 

0.5 percentage point to US GDP growth in 2020 

and 2021. 

Figure 8. The US GDP, %  

 

 
Source: U.S. Bureau of Economic Analysis 

 

US industrial production is yet to bottom, but the 

main risk for manufacturers has been removed. The 

Conference Board economic forecast is for 2.1% 

GDP growth in 2020 after 2.3% in 2019. Those 

rates are both lower than for 2018, but quarterly 

growth in 2020 may be above the long-term growth 

of 2.0%. The drivers of growth in 2020 include a 

boost to business investment and a pick-up in 

housing. 

 
Figure 9. The Conference Board projections for the U.S.  

2018 2019 2020 

Real GDP 2.9% 2.3% 2.1% 

Real consumer spending 3.0% 2.7% 2.8% 

Residential Investment -1.5% -1.6% 4.6% 

Real Capital Spending 6.4% 2.3% 1.0% 

Exports 3.0% -0.1% 0.1% 

Source: The Conference Board 
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Figure 10. US ISM purchasing managers Index (MFG Survey) 
  

Source: 
Thomson Reuters 

Figure 11. CH NBS PMI Manufacturing – new order 
index 

 
Source: Thomson Reuters 

 
The US PMI remained at relatively low levels in the second 
half of 2019(47.2 ISM Manufacturing PMI in December 
2019), while positive signs came from initial jobless claims, 
Pending home sales, ISM non-manufacturing business 
activity and some other data in December 2019 – January 
2020. 

 
The Chinese PMI New order index showed a 
recovery in the last two months of 2019, supporting 
the positive effect of the US-China trade agreement 
on the economies of the two countries. 

 
 
The US Presidential elections are often 
accompanied by a mixed market performance, 
reflecting a cautious market approach. Strong  
growth of 29% in the S&P 500 Composite in 2019 
is another reason for investors to stay cautious, 
looking for undervalued options rather than 
expecting a general upswing.  
This year the main efforts of US President Donald 
Trump will be concentrated on re-election in 
November. The approaching elections may provide 
investors with a slow environment in 2020. 
 

Figure 12. S&P500 and GDP growth rate for the US 

 
Figure 13. US GDP (top, %) and S&P Q returns (bottom, %), red= 3 quarters prior to Presidential elections  

 

 
Source: bea.gov, Hypothesis Research, Thomson Reuters 
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Given the reduced risk of recession, 
projections for the US Fed rate are flat at the 
current level of 1.50-1.75% for 2020. The latest 
poll demonstrates that the Fed rate is expected to 
remain at this level for 2020 but may move higher 
in 2021-2022. However, the forecast for the US 
economic growth is still very cautious for 2021-
2022.  
 
We expect the next 12 months to be a relatively 
flat interest rate environment, which will make 
investors more inclined to look at second-tier 
stocks and undervalued Emerging Markets.   

Figure 14. U.S. Fed rate and US Treasury 10Y, % 

 
Source: Thomson Reuters 

 
The oil price is expected to be relatively flat at 
around $58-67/bbl in 2020. Geopolitical risks in 
the Middle East, extension of the OPEC+ deal, 
lower consumption growth due to slow economic 
development in the US, China and other Asia, will 
contribute to destocking. December 2019 figures 
have confirmed an oil stocks reduction in the US. 
However, the risk of lower growth rate due to the 
spread of Chinese coronavirus resulted in oil 
price correction in January 2020. Measures were 
taken to reduce this risk, and the oil price 
stabilisation above $60/bbl is the main scenario for 
this year.  

 

Figure 15. Crude oil Brent price, $/bbl 

 
Source: Thomson Reuters 
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Russia in 2020 
 

Several considerations, including the appointment 
of a new government, may affect the performance 
of Russian equities in 2020:  
- the new government economic and social 

policy, which may indicate potentially higher 
social spending as a stimulus for consumption 
growth;  

- faster-than-expected key rate cuts to stimulate 
the retail credit and real estimate market 
development; 

- oil price dynamics and the geopolitical 
situation which may affect it; 

- political changes related to the US presidential 
elections; 

- the government dialogue with business and 
government stimulus for businesses and 
individual entrepreneurs; 

- internal political risks; 
- the reduction of the deposit rates, which may 

bring more retail investors to the securities 
market; 

- development of digital solutions that 
contribute to consumer engagement in the 
equity market. 

 
The new technocrat government will focus on 
economic stimulus to accelerate economic 
growth for which the IMF estimate is as low as 
1.1% in 2019. The new government may focus on 
social politics and digitalisation, in addition to any 
other financial stimulus that it may provide to 
increase business activity and consumer spending. 
 
Assuming other factors are stable, the government 
is in a good position to increase GDP growth as 
well as support consumer and business confidence. 
This may result in another good year for the 
Russian equity market. 
 
On the subject of risks, sanctions against Russia 
were the major factor in the Russian market 
underperformance in 2014-2016. The imposition 
of new sanctions or lifting of the sanction 
regime are unlikely. The risk of a new political 
reaction in the US on the back of the Presidential 
elections may affect the market; however, a new 
anti-Russian wave is not a credible scenario. 
Russian stocks remain undervalued compared to 
international peers. The Russian market’s P/E’20 is 
6.9x, which is a 46% discount to major Emerging 
markets. 
 
The Russian ruble is expected to be flat versus 
the US dollar at 62-68RUB/USD, supported by a 
flat oil price and stable inflation. The low inflation 
rate of 3.0% in 2019 and relatively high real interest 
rates in Russia (over 3.0%) may force the central 
bank to cut the key rate by another 0.5% to 5.75%. 

Figure 16. Russian GDP, physical index QoQ, % 

 
Source: gks.ru 
 

Figure 17. Ruble/US dollar exchange rate 

 
Source: Thomson Reuters 
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The Russian stocks remain relatively undervalued 
compared to their Emerging and Developed 
Market peers despite good market performance in 
2019. 
The deleveraging in the corporate sector and 
relatively good global resources prices over the 
last two years all contributed to companies’ strong 
margins and increased dividend pay-outs.  
 
The top-10 companies by ROE in the RTS Index 
reported ROE of over 28%, while the 10 
companies with the lowest ROE were at 4.5-
14.5%. The top-10 companies by EBITDA margin 
reported margins of over 47% while the lowest 10 
had margins of 9% (retail) to 25%. The Top-6 
companies by last paid dividend yield provided a 
double-digit yield to investors.   
 
 
The Top-10 best performers among the 
constituents of the RTS Index showed share price 
growth of more than 35% over the last year.  
 
The constituents of the RTS Index mostly 
represent the Energy sector (over 47% in the 
index), Financials (18%) and Materials (16%). 
The financial performance of all three sectors 
may be stable during 2020, based on 
expectations of a flat oil price and ruble exchange 
rate forecasts. The Financial sector may meet 
challenges in a low interest rate environment; 
however, stimulus from a further key rate 
reduction and the economic policy of the new 
government should provide further opportunities. 
 
The estimated dividend yield for the Russian RTS 
Index constituents is 7.3%, while the P/E’20 is 
6.9x. 
 
 

 
Figure 18. Russian market PER 12M FWD 

 
Source: Thomson Reuters, Hypothesis Research estimates 

 
Figure 19. P/E’20 vs dividend yield by country 

 
Source: Thomson Reuters, Hypothesis Research estimates 

 
Figure 20. RTS Index top-10 best performers – 1Y Figure 21. RTS Index top-10 worst performers – 1Y 

 
Source: Thomson Reuters 

 
Source: Thomson Reuters 
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Figure 22. RTS Index companies with highest dividend 
yield latest 

 
Source: Thomson Reuters 

Figure 23. RTS Index top-10 companies with lowest 
dividend yield latest 

 
Source: Thomson Reuters 

Figure 24. RTS Index companies with highest ROE 

 
Source: Thomson Reuters 

Figure 25. RTS Index companies with lowest ROE 

 
Source: Thomson Reuters 

Figure 26. RTS Index companies with highest EBITDA 
margin 

 
Source: Thomson Reuters 

Figure 27. RTS Index companies with lowest EBITDA 
margin 

 
Source: Thomson Reuters 
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ITI Funds RTS Equity UCITS ETF  
 

Ticker RUSE 

ISIN LU1483649312 

Domicile Luxemburg 

Underlying index RTS$ 

Listings LSE, Moscow Exchange, ISE, AIX 

ISIN LU1283649825 

Base currency USD 
 

 
Number of holdings 39 

Industry diversification 13 

Estimated holdings dividend 
yield 

7.3% 

Holdings pay-out ratio 35.0% 

Holdings P/E 7.04 

Holdings MktCap, $bn 712 

Holdings ADV 6M (USDk)    31,529,052  

RUSE performance since 
3/01/2019 

54% 

Index performance since 
3/01/2019 

47% 

 

 
 

Figure 28. Relative ITI FDS UCITS ETF SICAV RTS NAV 
vs RTS Index performance (30/01/18=100) 

Figure 29. ITI ETF Equity RTSI holdings breakdown by 
sector  

 

 

Source: Thomson Reuters Source: ITI Funds, as of 22/01/2020 
 
 
Figure 30. Top-10 ITI ETF Equity RTSI $ holdings 

Security Weight as of 09/01/2020 Sector 

Sberbank of Russia 14.40% Financials 

Lukoil 14.01% Energy 

Gazprom 13.24% Energy 

Norilsk Nickel 6.98% Materials 

Yandex 4.60% Internet 

Rosneft Oil Co 4.50% Energy 

Novatek 4.16% Energy 

Tatneft 4.07% Energy 

Surgutneftegas 3.26% Energy 

MTS 2.42% Communication services 

Source: ITI Funds, as of 22/01/2020 
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Figure 31. ETF holding comparable multiples 

Company name Market 
Cap, $mn 

Enterprise 
Value, $mn 

P/E Fwd 
1Y 

P/E Fwd 
2Y 

P/E Fwd 
3Y 

EV/ 
EBITDA 
1Y fwd 

EV/ 
EBITDA 
2Y fwd 

EV/ 
EBITDA 

3 fwd 

Sberbank 92496 73265 6.5 5.9 5.4 NaN NaN NaN 

Gazprom 88106 142870 3.9 5.0 4.6 4.4 4.8 4.3 

Lukoil 75409 76666 7.1 7.6 7.5 3.9 4.2 4.3 

Norilsk Nickel 53805 58816 10.3 6.6 8.1 7.6 5.8 6.1 

Novatek 57568 56638 12.1 13.3 14.6 12.7 13.5 13.0 

Yandex 14648 13797 32.4 22.8 16.3 16.5 12.2 9.0 

Rosneft Oil 79976 134552 7.2 6.3 6.2 4.1 4.3 4.1 

Tatneft 29077 28108 7.6 7.7 7.2 5.5 5.5 5.1 

Surgutneftegas 31199 14941 8.6 4.6 5.1 2.0 2.4 2.2 

AFK Sistema 2718 14707 7.7 5.2 4.1 4.4 4.4 5.3 

Aeroflot 1981 10977 8.1 6.2 4.5 4.1 3.7 3.3 

Alrosa 10325 11189 10.5 8.7 7.7 7.0 6.1 5.5 

MCB 2785 -6156 10.7 5.8 5.3 NaN NaN NaN 

Severstal 12554 13862 6.9 8.3 7.6 4.9 5.4 5.1 

Detsky Mir 1381 2187 12.5 11.4 9.8 9.6 8.5 8.1 

FSK UES 4350 7271 2.8 3.0 NaN 3.2 3.2 3.2 

X5 Retail Group 9611 20271 19.6 15.2 14.1 10.2 9.4 8.7 

RusHydro 4804 6951 16.9 8.0 4.9 4.2 3.9 3.7 

InterRAO 9534 6556 5.8 5.5 4.9 3.2 3.1 3.2 

Lenta 1486 3576 19.9 12.4 8.9 7.0 6.3 6.4 

LSR Group 1474 1752 8.1 6.6 5.6 4.7 3.9 3.3 

MMK 7978 7921 7.4 8.1 6.4 4.3 4.5 3.8 

Magnit 6090 14450 19.5 13.2 10.9 9.1 7.3 8.0 

Moscow Exchange 4058 38674 12.5 12.3 11.4 81.9 86.5 78.3 

MTS 10522 17611 9.2 8.6 8.3 4.8 4.8 4.8 

NLMK 13826 15577 9.6 10.9 9.8 6.0 6.8 6.2 

PhosAgro 5063 6880 7.2 9.1 11.6 6.1 6.0 6.7 

PIK 4383 5092 9.6 7.7 7.6 6.7 5.8 5.6 

Polyus 16999 20269 10.8 10.0 9.4 8.1 7.7 7.2 

Polymetal International 7802 9557 13.9 10.5 11.2 9.3 8.0 8.3 

Rostelecom 5483 9092 10.9 9.2 7.7 5.4 5.1 4.9 

Rusal 8660 16017 5.9 4.5 NaN 15.0 11.4 NaN 

Sberbank Pref 92496 73265 6.0 5.4 4.9 NaN NaN NaN 

Surgutneftegas pref 31199 14941 5.7 3.8 3.8 2.0 2.3 2.3 

Tatneft pref 29077 28108 6.8 6.7 6.2 5.4 5.2 5.0 

TCS Group 4435 4726 7.5 6.0 5.4 NaN NaN NaN 

Transneft pref 4347 11142 7.1 6.2 5.8 1.5 1.4 1.4 

Unipro 2954 2829 9.7 7.3 7.3 6.1 4.7 4.6 

VTB Bank 9778 -2312 3.9 3.8 3.8 NaN NaN NaN 

Source: Thomson Reuters 
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