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RUB: giving up gains in the evening. Wednesday was a relatively calm day
in terms of newsflow. Major equity markets continued edging upward on the
back of dovish comments from Fed Chair Jerome Powell and Vice Chair
Richard Clarida: the Nikkei 225 Index grew 1.8%, the DAX inched up 0.1%
and the S&P 500 rose 0.8%. In FX, DXY Index climbed 0.2% DoD amid solid
non-manufacturing PMI data. EM currencies mostly eased 0.1-0.4% vs. USD.
ZAR underperformed, softening 1.5% on local drivers. The UST curve
steepened further, with the 2Y yield down 3bp and 10Y closing flat.
RUB eased 0.4% to 65.34/USD, slightly underperforming EM peers. During
the day, it touched 64.96, which we believe was propelled by the international
bid in OFZs auctions. However, later it pared gains, with Brent closing 2.2%
in the red (WTI -3.4%) after the release of US crude inventory and production
data (both were markedly up). Meantime, we highlight that the majority of
tenors in USDRUB implied volatilities decreased 8-15bp yesterday despite a
weaker RUB. Currently, 3M, 6M and 1Y tenors are less than 1pp away from
their lows since the transition to a freely floating RUB in 2014 (vs. 4-5pp
higher in the beginning of 2019).
Yesterday, MinFin announced that it would conduct FX purchases in the
amount of RUB 310bn (excluding the catch-up component) over the period
from 7 June to 4 July. In daily terms, this corresponds to a RUB 16.3bn
purchase. This is a slight decrease from the RUB 16.7bn daily in 14 May-6
June period.
Today’s main focus for the financial markets is the ECB policy announcement
and the ECB’s press conference. The markets expect no change in the
ECB’s refinancing rate, extended ‘forward guidance’ i.e. any rate hike
deferred well into the future as well as a re-launch of the ECB’s TRTRO
programme (an ‘all-you-can-eat’ bank funding vehicle).
Money market: mixed dynamics. Overnight rates started the new averaging
period on a mixed footing. The overnight interbank rate rebounded, rising by
11bp to 7.65% in weighted average terms yesterday. At the same time,
weighted average overnight FX swap stayed unchanged at 7.86% on
Wednesday, but we highlight that the session was rather volatile yesterday.
In the morning, the overnight FX swap started to gradually move northward,
crossing the 8% mark in the middle of the day. However, the bid for liquidity
visibly subsided in the evening, with the rate falling to 7.19% by the close.
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Perhaps, the system enjoyed some budget spending flows yesterday, but overall we
believe that the budget factor was likely negative for liquidity on Wednesday. Banks
reduced their debt to Treasury by RUB 408bn yesterday, majorly due to the unwinding
of the overnight repo operations. Another RUB 67bn of liquidity should have been
sterilized through the primary OFZ auctions yesterday. We believe that the volume of
correspondent accounts will be around RUB 2.1-2.2tn as of this morning, which is
rather low level for the beginning of new averaging period, in our view.
Rates in other segments continued to narrow, driven by the recovery of risk sentiment
on the Russian market and continuous easing of monetary policy expectations for this
year. FRAs tightened another 3-5bp yesterday, with the 9x12 tenor being
outperformer (down 10bp to 7.45%). The IRS curve bull flattened a bit, as shorter
rates nudged 3-5bp downward and longer tenors slipping 6-8bp. The long end of
XCCY curve shifted down by 10bp, while other segments narrowed 5-8bp. We
highlight that the curve has become less inverted recently, with the 2s5s spread rising
to -28bp from its April levels of -40bp.
Local debt: global bond rally in action; trading ideas update. EM local debt
markets wrapped up yesterday's session in the black, with 10-year benchmarks
tightening 3-7bp in yield (and only a few exceptions). OFZs did not stay on the
sidelines of the rally, extending its weekly gains. Solid results at MinFin’s auctions
(see below) fuelled stronger sentiment. The bullet curve moved lower and flattened:
the long segment tightened 5-7bp in yield, the middle decreased 2-5bp and shorter
issues lowered 1-3bp. RFLB 28 (YTM 7.74%) was the top-performer across the entire
curve, having decreased 9bp in yield DoD. MOEX volume was RUB 46.5bn. RFLB 24
7.4 (YTM 7.63%) was the most active issue, recording RUB 8.6bn turnover.
MinFin placed a total of RUB 67.5bn of two bullet issues at its weekly auctions
yesterday. With a total demand of RUB 167bn, the bid-to-cover ratio was equal to
2.5x, in line with the auctions the previous two weeks. At the RFLB 24 7.4 auction,
MinFin allocated RUB 47.5bn, setting a cut-off yield at 7.64% with no price
concession. Demand for it was RUB 112.5bn. The share of non-competitive bids in
the allocation was high, at 81% this time (in line with the non-competitive share at the
previous RFLB 24 7.4 auction in May). Four bids accounted for 50% of the entire
placement, while there were 38 bids satisfied in total. At the new RFLB 25 auction,
MinFin allocated the entire offered RUB 20bn with a 7.74% yield cut-off. This was
equivalent to a 6bp yield premium to the outstanding bullet issues, on our estimates.
Demand totalled RUB 54.7bn. The share of non-competitive bids was 9%. The largest
accepted bid made up near 50% of the entire placed amount.
Separately, we highlight that our idea to buy RFLB 26 7.95 and RFLB 34, weighted in
a 0.6/0.4 proportion, is close to its target level after this week's rally. Such a
combination of OFZs is currently yielding 7.87%, which is just 7bp above our 7.80%
target. RFLB 29 (which is equal in duration to the aforementioned combination)
converged to 7.80% in yield, yesterday. In our view, the long-end of the curve might
see strong resistance at this level without further dovish hints from the CBR and/or
improvement of global risk-sentiment. We recommend taking profits here.
Our quantitative OFZ yield curve model puts the fair 10Y OFZ yield at 7.90% for the
current set of fundamentals. Meantime, RFLB 26 7.95 is also just a few basis points
from our target. The bond tightened 30bp in yield since we launched the idea. At the
same time, we still expect to see a flatter curve and thus keep our RFLB 29/RFLB 20
flattener open. The reason is that we expect MinFin to soon launch new-format
RUONIA-floaters, which would likely help unwind the current squeeze at the short-end
of the curve. Now the spread between them is exactly at our target of 40bp (vs. 63bp
at the idea’s opening in April). We revise it to 20bp for the horizon of six months.

6 June 2019

2

Russia

FX and Rates Comment

Fixed Income

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.
Disclosures on the companies covered by this report can be obtained by writing to the offices listed on the back page.

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

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.

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.

6 June 2019

3

VTB Capital Research
Moscow Research

London Research

Phone: +7 495 660 4253
research@vtbcapital.com

Phone: +44 (0) 20 3334 8557
research@vtbcapital.com

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 Offices

VTB Capital Hong Kong Limited
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

Xtellus Capital Partners Inc. (Sales and Research queries for US clients)
Xtellus Capital Partners Inc. Sales
452 Fifth Avenue, 23rd Floor
New York, NY 10018
Phone: +1646 527 6400
Sales@XtellusCapital.com

VTB Group entities 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.
VTB Capital is not providing either investment advice or individual investment recommendations to the recipients or any other persons either under Federal Law On Securities Market of
22.04.1996 No. 39-FZ (or related rules and regulations, each as amended) or otherwise.
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 Russia, this report is approved and/or communicated by JSC VTB Capital, a professional securities market participant regulated by the Central Bank of Russia.
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.”
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 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.
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.
Copyright © 2019 by VTB Capital. All rights reserved. Please cite source when quoting.

