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Russian Eurobonds —the Endangered Species (ja];)i[;_;ﬂ

Chart 1: RU Eurobonds market structure

m Sovereign = Corporate = Finance

The volume of RU Eurobonds has been constantly declining for
the past 5 years, shrinking by around 35% vs 2017 to $132bn. W

The volume of local ruble-denominated bonds in contrast has

been on the rise since 2016 as the sanctioned corporate $132bn

borrowers (such as Rosneft, Gazprom Neft, state-owned banks)

were switching from the international to the local debt market.

Now, the local debt market’s volume exceeds $330bn (which is Source: Bloomberg

almost three times as big as the RU Eurobonds market).

Chart 2: Local debt market structure

Any further squeeze of the RU Eurobonds market, which = OFZ = Municipal
currently looks unavoidable, is affordable given its modest size. = Corporate = Finance

$331bn

Source: Bloomberg
2



Local investors — core investment base on Russian debt market

As of March 1, the share of foreign investors in the OFZ market
declined to 17.8% (its lowest since March 2015).

Russian Finance Ministry’s OFZ auctions have been put on hold
since late February.

Trading in OFZ on MOEX was resumed on March 21, but it
didn’t cause strong selling pressure as foreign holders still
cannot participate (OFZ yields hover around 13-17%)).

As of late 2021 foreign investments in RU Sovereign Eurobonds

stood at $20bn (making up 51% of the market). These bonds are
still tradable via Euroclear and their prices have so far collapsed

to 15-25% below par. Concerns with regard to Russia Sovereign

default remain in place despite successful coupon repayments.

As for the corporate Eurobonds, any current problems in
servicing this debt are caused by sanctions rather than the
companies’ insolvency. However, these issues and concerns
have not deflected interest from local investors for high-quality

corporate Eurobonds given their attractive yields of above 30%
(e.g. NorNickel).
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Chart 3: Foreign investors share in OFZ
market
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Chart 4: Foreign investors share in
Russian Sovereigh Eurobonds
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CIS+ Eurobonds Under Pressure

Strong correlation between the Russian and CIS+ Eurobonds
highlights the fact that for many investors the CIS+ credit risk is
still linked with Russia. Sovereign Eurobonds of Kazakhstan,
Uzbekistan, and Georgia have experienced massive sell-off,
thought these countries are not involved in the current conflict.

Modest price recovery in late March indicates some decrease of
fears, though yields remain elevated if compared to the debt of
other EM countries with comparable credit rating (Indonesia,
Brazil) — current yield premiums amount to 100-200 bps.

The hike in commodity prices is supportive for some CIS+
economies (Kazakhstan, Uzbekistan) due to a high share of

commodities (oil, gas, metals, soft commodities) in their exports.

Most of CIS countries have accumulated sufficient reserves and
don’t depend on financing from Russia (excl. Belarus), and they
don’t have to face big external debt repayments in 2022-2023.

We highlight AGARVI 26 Eurobond, issued by the Moldovan
cooking oil producer and grain trader Trans-Oil (-/B-/B). The
military operation in neighboring Ukraine has driven this bond’s
yield to 15%. The issuer is supposed to benefit from the recent

spike in soft-commaodity prices while high yield protects investors

from increasing market risks.
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Chart 5: CIS Sov Eurobonds yield
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Chart 6: ARAGVI 26 Price Chart
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Global bonds under pressure as risk appetite subsides (j::'l]')ilijll

Chart 7: EM USD Aggregate Total

Accelerating inflation in US and the economic growth Return Index

slowdown increase the recession risks. UST 10 yield have

reached 2.5% while the inversions along the US Treasuries 1010 - o
curve indicate the market’s concerns about a looming g?g I
economic downturn 950 |
Since early January 2022 fixed income instruments have 838 I
become far less attractive for market participants than equity 89,0 -
as investors seek to protect their portfolios from inflation. 871.0 _ ~ ~ ~ ~ ~
Bond indexes have posted sizable losses YTD and we don't £ 0 E 3 3
expect a rebound in the near-term as the US Fed has just L - T
recently begun to tighten its monetary policy Source: Bloomberg
Barclays US Corp HY Index (which reflects an average yield Chart 8: BarCap US Corp HY YTW -
premium of US HY bonds over UST 10) has been on the rise UST10 spread
since January and have moved above 3.5% while UST 10 90
yield has also been on the rise. The growing cost of funding 80
for HY US corporates is a bad sign — it means that default 70 ¢
risks are increasing. 28 i
Recent data indicate that the consumer sentiment is falling 4,0 M

3,0

both in US and EU, whereas the new COVID restrictions in
China add to the concerns about post-covid recovery

20 r

1,0
Global market conditions indicate rising risks of stagflation

which is hard to ignore, so, risk-off mood is likely to prevail
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I Commodities prices hike adds to the inflation risks increase

Chart 11: Aluminium

Chart 9: Brent
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Chart 12: Wheat

Chart 10: Zinc
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KEY TAKEAWAYS

Russian debt market remains a black box due to its political exposure. Still, massive defaults due to issuers’
insolvency in the near future are unlikely.

Going forward, Russian borrowers will have to concentrate on the local debt market. Withdrawal of the
international credit ratings by the major global providers have become an additional restriction for the
Russian corporates eyeing to tap the international public debt market.

Progress in negotiations between Russia and Ukraine (if at least they manage to agree on a ceasefire) can
be positively viewed by the global markets. However, any rebound (if any) is likely to be short-lived as the
accelerating inflation in US combined with the economic growth slowdown will bring global recession risks
high on the agenda.

Certain CIS+ sovereign and corporate Eurobonds (Kazakhstan, Uzbekistan, Georgia) look relatively
attractive as the currently wide spreads should be viewed as a hedge against any further sentiment
downturn, whereas the issuers’ credit quality is acceptable.

Overall, we expect the risk-off mood to persist in the next 2-3 months and believe that further deterioration is
probably more likely than substantial improvement. So, we view building up one’s positions in bonds at the
moment as a rather risky exercise. At the same time, we think it would be reasonable and cost-effective to
hedge one’s current positions via CDS (Mexican, Brazilian and Indonesian CSD-spreads are still narrow).
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DISCLAIMER

This document is for information purposes only. The information presented herein does not comprise a prospectus of securities for the purposes of EU Directive 2003/71/EC or Federal Law No. 39-FZ of 22 April
1994 (as amended) of the Russian Federation "On the Securities Market". Any decision to purchase securities in any proposed offering should be made solely on the basis of the information to be contained in the
final prospectus published in relation to such offering. This document does not form a fiduciary relationship or constitute advice and is not and should not be construed as an offer, or a solicitation of an offer, or an
invitation or inducement to engage in investment activity, and cannot be relied upon as a representation that any particular transaction necessarily could have been or can be effected at the stated price. This
document is not an advertisement of securities. Opinions expressed herein may differ or be contrary to opinions expressed by other business areas or groups of Renaissance Capital as a result of using different
assumptions and criteria. All such information and opinions are subject to change without notice, and neither Renaissance Capital nor any of its subsidiaries or affiliates is under any obligation to update or keep
current the information contained herein or in any other medium.

Descriptions of any company or companies or their securities or the markets or developments mentioned herein are not intended to be complete. This document and/or information should not be regarded by
recipients as a substitute for the exercise of their own judgment as the information has no regard to the specific investment objectives, financial situation or particular needs of any specific recipient. The application
of taxation laws depends on an investor’s individual circumstances and, accordingly, each investor should seek independent professional advice on taxation implications before making any investment decision. The
information and opinions herein have been compiled or arrived at based on information obtained from sources believed to be reliable and in good faith. Such information has not been independently verified, is
provided on an ‘as is’ basis and no representation or warranty, either expressed or implied, is provided in relation to the accuracy, completeness, reliability, merchantability or fithess for a particular purpose of such
information and opinions, except with respect to information concerning Renaissance Capital, its subsidiaries and affiliates. All statements of opinion and all projections, forecasts, or statements relating to
expectations regarding future events or the possible future performance of investments represent Renaissance Capital’s own assessment and interpretation of information available to them currently.

The securities described herein may not be eligible for sale in all jurisdictions or to certain categories of investors. Options, derivative products and futures are not suitable for all investors and trading in these
instruments is considered risky. Past performance is not necessarily indicative of future results. The value of investments may fall as well as rise and the investor may not get back the amount initially invested.
Some investments may not be readily realisable since the market in the securities is illiquid or there is no secondary market for the investor’s interest and therefore valuing the investment and identifying the risk to
which the investor is exposed may be difficult to quantify. Investments in illiquid securities involve a high degree of risk and are suitable only for sophisticated investors who can tolerate such risk and do not require
an investment easily and quickly converted into cash. Foreign-currency-denominated securities are subject to fluctuations in exchange rates that could have an adverse effect on the value or the price of, or income
derived from, the investment. Other risk factors affecting the price, value or income of an investment include but are not necessarily limited to political risks, economic risks, credit risks, and market risks. Investing in
emerging markets such as Russia, other CIS, African or Asian countries and emerging markets securities involves a high degree of risk and investors should perform their own due diligence before investing.
Excluding significant beneficial ownership of securities where Renaissance Capital has expressed a commitment to provide continuous coverage in relation to an issuer or an issuer’s securities, Renaissance Capital
and its affiliates, their directors, representatives, employees (excluding the US broker-dealer unless specifically disclosed), or clients may have or have had interests in the securities of issuers described in the
Investment Research or long or short positions in any of the securities mentioned in the Investment Research or other related financial instruments at any time and may make a purchase and/or sale, or offer to
make a purchase and/or sale, of any such securities or other financial instruments from time to time in the open market or otherwise, in each case as principals or as agents. Where Renaissance Capital has not
expressed a commitment to provide continuous coverage in relation to an issuer or an issuer’s securities, Renaissance Capital and its affiliates (excluding the US broker-dealer unless specifically disclosed) may act
or have acted as market maker in the securities or other financial instruments described in the Investment Research, or in securities underlying or related to such securities. Employees of Renaissance Capital or its
affiliates may serve or have served as officers or directors of the relevant companies. Renaissance Capital and its affiliates may have or have had a relationship with or provide or have provided investment banking,
capital markets, advisory, investment management, and/or other financial services to the relevant companies, and have established and maintain information barriers, such as ‘Chinese Walls’, to control the flow of
information contained in one or more areas of Renaissance Capital, into other areas, units, groups or affiliates of the Firm.

The information herein is not intended for distribution to the public and may not be reproduced, redistributed or published, in whole or in part, for any purpose without the written permission of Renaissance Capital,
and neither Renaissance Capital nor any of its affiliates accepts any liability whatsoever for the actions of third parties in this respect. This information may not be used to create any financial instruments or products
or any indices. Neither Renaissance Capital and its affiliates, nor their directors, representatives, or employees accept any liability for any direct or consequential loss or damage arising out of the use of all or any
part of the information herein.



