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Investment Summary
 AB-ICI posts growth for a fourth consecutive month, up 3.7% YTD


Russia’s financial markets are surprisingly strong despite geopolitical tension



Indexation of public-sector salaries focused attention on consumption and inflation trends

Fourth month of growth
for AB-ICI index

AB-ICI – fourth straight month of growth

The AB-ICI index increased for fourth straight month in February, advancing 2.3%
m/m and 3.7% YTD. That is a significant improvement on the previous year and
likely reflects an improved consumption trend in Russia:
 Economic confidence recovered in February, which saw retail deposits
Retail forex deposits
increase by 1.2% m/m after a seasonal drop in January. The strength in the
dropped in February
deposit trend can be seen through the contraction in dollar-denominated
retail deposits, which dropped by $2 bn in February after being flat at $94
bn for around two years. That said, the declining dollarization of deposits did
not prevent an acceleration of net capital outflows from Russia: outflows
soared to $9.8 bn in 2M18 vs. $4.4 bn in 2M17;
 Market confidence remained strong, however the latest spate of
The Russia market may
geopolitical tensions began to neutralize the positive effect of Russia’s
lose its appeal, especially
recent sovereign rating upgrade. Moreover, the spread between Russian
given the geopolitical
and US rates are narrowing: the US Fed recently raised its rate to 1.75%
tensions and narrowing
while the CBR decreased its key rate to 7.25%. The CBR also announced
spread between Russian
that it will move to a neutral monetary policy this year, which may reduce
and US rates
market appetite for Russian assets;

Foreign confidence continues to grow due to the increasing share of
The further banking
foreign banks in the Russian market – 7.9% of banking sector assets in
sector clean-up bodes
February were attributable to foreign banks, the highest share since August
well for foreign banks
2016. The CBR recently announced that it may revoke at least another 60
banking licenses this year, thus, the foreign banks may continue benefit
from the sector’s clean-up.
Fig. 1: AB-ICI and RTS Index: AB-ICI increased by 2.3% y/y in February 2018

Source: RTS, Alfa Bank

AB-ICI:
Consumption again under focus

Macro Insights
AB-ICI: Consumption again under focus
The beginning of 2018
was better than
expected for Russia

Acceleration in publicsector salaries may
support consumption
and salaries this year

Russia has performed quite well on the economic front since the beginning of
2018. The ratings upgrade by S&P came as a positive surprise and supported
market sentiment, which had been eroded by sanctions risk. Economic growth
was around 1.7% y/y in 2M18, according to Economy Ministry data. Vladimir Putin
was elected as the president for a fourth term, with a record high 77% of the vote.
The indexation of public-sector salaries may support the consumption trend this
year.
Consumer optimism due to higher salaries is gaining in importance. Recently
Rosstat significantly upgraded salary-growth figures for 2018: nominal salary
growth rose 12.9% y/y and real salaries increased 10.2% y/y in 2M18. Moreover,
robust growth of 4.4% y/y was reported in real disposable incomes in February,
the first positive figure since January 2017. We attribute the indexation of publicsector salaries for the substantial boost in salaries. For January, Rosstat reported
17.1% y/y average growth in the public sector salaries. Federal budget statistics
confirm this: expenditure growth in healthcare, education and national economy
increased by 47% y/y in 2M18. The strong acceleration in expenditure growth
contradicts MinFin guidance of 1% y/y federal budget spending growth for full-year
2018; thus, there is a risk that after a couple of months, the authorities may try to
limit the scale of salary growth. In the short run, public-sector salary growth is
likely to persist, placing the emphasis on salaries growth in the overall economy
and consumption patterns; that said it may lead to inflationary risks.

Consumption and
industrial production
growth in February was
below expectations

At the same time, the improved income trend yet did not spread optimism across
the whole economy. Macro statistics reflect that January’s acceleration was
temporary. GDP growth, according to Economy Ministry data, decelerated to 1.5%
y/y in February after 1.9% y/y in January. Retail trade decelerated to 1.8% y/y in
February, implying a slowdown from the 2.8% y/y growth recorded in January and
around 3.0% y/y expansion in 4Q17. Industrial production also decelerated in
February to 1.5% y/y from 2.9% y/y in January, despite the low base (-2.7% y/y in
February 2017) and one more working day (19 days in February this year vs. 18
days in 2017). Moreover, several economic institutions have recently raised
concerns over business investment activity, which has begun to show the signs of
deceleration since March.

Increase in taxes on
the agenda

After the presidential elections and Vladimir Putin’s comfortable victory, with a
record 77% of the vote, the government again returned to the forthcoming tax
manoeuver. The current proposals include a potential increase in personal income
tax (from 13% to 15%), an increase in VAT, as well as the introduction of sales
tax. All in all, it looks like the population will be the main focus of further tax
increase; however, we do not believe that a final decision on the exact tax
changes has yet been taken. We reiterate our view that the planned increase in
the tax burden (whether it be through a tax rate increase or/and through improved
tax collections) will impede economic growth; we reiterate our 1.0% GDP growth
forecast for 2018.

The new round of
geopolitical tensions
against RTS

The overall backdrop looks in favor of continued modest AB-ICI index growth:
strong salary growth and a potential subsequent acceleration in consumption;
possible retail loan acceleration, as the non-mortgage market is still not
overheated and high investor interest in the local market. As for the RTS index,
the latest geopolitical tensions between Russia, the US and the EU may pressure
it going forward.
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RATING DEFINITIONS
Alfa Bank applies a three-tier rating system for stocks under coverage. These ratings are based on the expected total stock return, which is the sum
of the return to the target price and the expected dividend yield.
The ratings are:
Overweight (O/W):

Expected total stock return > 15%

Equal Weight (E/W):

Expected total stock return < 15% and > 0%

Underweight (U/W):

Expected total stock return < 0%

Owing to price volatility and our policy of not changing our ratings in response to frequent, short-term misalignments with expected returns, our
ratings may sometimes not conform with the ranges indicated above.
In addition to the ratings above, we may occasionally assign the following classifications to stocks covered:
Restricted (R):

A rating, target price or financial forecasts are not disclosed owing to compliance or other regulatory
considerations.

Under Review (U/R):

In response to recent or pending news flow requiring a significant overhaul or amendment of a
company’s financial model, the previous rating and/or target price is temporarily not disclosed.

Coverage in Transition (I/T)

Due to changes in the research team, the disclosure of a stock’s rating and/or any other stock-specific
information is temporarily suspended. The stock stays in Alfa Bank’s coverage universe and usual
disclosures will be resumed in due course.

Not Rated (N/R)

The stock is not in Alfa Bank’s coverage universe at the time the research product referring to it is
published.

Target Prices
The Target Price reflects the research analyst’s informed opinion on the price which is likely to be attained by the stock within 12 months,
subsequent to the date of the Target Price determination.
IMPORTANT INFORMATION
The contents of this document have been prepared by Joint Stock Company Alfa Bank ("Alfa Bank"), as Investment Research within the meaning of
Article 36 of Commission Delegated Regulation (EU) 2017/565 supplementing the Markets in Financial Instruments Directive 2014/65/EU ("MiFID
II"). Alfa Bank is regulated by the Central Bank of the Russian Federation under general license number 1326. Alfa Capital Holdings (Cyprus)
Limited ("ACC") is distributing this document to its clients and accepts no responsibility towards any other classes of recipient. Alfa Bank and ACC
have in place appropriate conflicts of interest policies and procedures aimed at ensuring the objectivity of the information contained in this document.
Alfa Capital Holdings (Cyprus) Limited is owned by ABH Financial Limited and Joint Stock Company Alfa Bank , a subsidiary of ABH Financial
Limited. The information contained in this document is provided for information purposes only and is not a marketing communication, investment
advice or personal recommendation within the meaning of MiFID II. The information must not be used or considered as an offer or solicitation of an
offer to sell or to buy or subscribe for any securities or financial instruments. In the UK, this document does not constitute a Financial Promotion
within the meaning of section 21 of the Financial Services and Markets Act 2000 (as amended). ACC is regulated by the Cyprus Securities and
Exchange Commission under license number CIF 025/04. This document is not for distribution to retail clients as defined by MiFID II and may not be
communicated to such persons. This document is not for distribution or use by any person or entity in any jurisdiction where such distribution or use
would be contrary to local law or regulation or which would subject Alfa Bank, ACC or any other group entity to authorization, licensing or other
registration requirements under applicable laws. This document is not for distribution or use by European investment firms providing portfolio
management or other investment or ancillary services to clients, unless it is received in return for payment. The information contained in this
document is the exclusive property of Alfa Bank. Unauthorized duplication, replication or dissemination of this document, in whole or in part, without
the express written consent of Alfa Bank is strictly prohibited. Although the information in this document has been obtained from, and is based on,
sources Alfa Bank believes to be reliable, no representation or warranty, express or implied, is made by Alfa Bank, ACC or the authors. ACC and its
employees do not accept any responsibility as to the accurateness or completeness of any information herein or as to whether any material facts
have been omitted. All information stated herein is subject to change without notice. ACC makes no warranty or representation that any securities
referred to herein are suitable for all recipients and any recipients considering investment decisions should seek appropriate independent advice.
Nothing in this document constitutes tax, legal or accounting advice. Alfa Bank, ACC and their associated companies, directors or employees
(excluding any financial analysts or other personnel involved in the production of research), from time to time, may deal in, hold or act as market
makers or advisors, brokers or commercial and/or investment bankers in relation to the securities, financial instruments and companies mentioned in
this email, or may have been, or may be represented on the board of such companies. If such circumstances arise, Alfa Bank, ACC and their
associated companies have in place appropriate conflicts of interest policies and procedures to ensure that investment research remains
independent and objective. A summary of ACC's conflicts of interests policy, containing details relevant to investment research, is available upon
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