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RUSSIA: GEOPOLITICAL RISK REACHES
CRISIS POINT

As geopolitical tension mounts around Russia and Ukraine, our Global Emerging
Markets team shares some insights into what is happening, the risks and what it

means for the portfolio.
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What risk does the current
situation pose?

The build-up of Russian troops along the Ukrainian
border has been a growing source of tension in recent
months. With the entry of Russian troops into eastern
Ukraine this week, the threat to Ukraine’s sovereignty
has reached crisis point and this has led to extreme
levels of volatility in Russian stocks. Our Global
Emerging Markets team anticipates that Russia may
seek to occupy the Donetsk and Luhansk regions of
Ukraine and that this in turn will trigger a wave of
sanctions against Russia from foreign governments.

There are several sanctions which have been tabled as a
possible response to the current crisis. These range
from those directed at government-linked businesses or
individuals through to broad-based restrictions limiting
Russia’s international economic ties. Sanctions of
increasing severity are likely to be rolled out in
response to any escalation of infringements against
Ukraine's sovereign rights.

Despite its geopolitical challenges,
Russia is home to some highly
profitable and well managed
businesses which, in light of the ever-
present political risks, trade at much
lower valuations than their global

"

What does this mean for the
portfolio?

Russia represents a small but highly conspicuous part of
the emerging markets universe. As an investment
opportunity it is driven by political risk, given that the
country’s stock market is dominated by state-owned
national champions such as Gazprom, Rosneft and
Sberbank. The politicised nature of the Russian market is
exacerbated by the fact that much of Russia’s political
ideology is at odds with that of the US, UK and EU. Within
our Global Emerging Markets strategy we seek to allocate
portfolio risk to stock specific factors rather than to
macro-related factors. Macroeconomic and other top-
down factors are viewed as a source of risk to our
strategy, rather than as a source of alpha.

Since 2014, following Russia’s annexation of the Crimea,
we have maintained our Russian exposure at close to its
country weight in the MSCI Emerging Markets Index. We
have not been prepared to take more risk given the
unpredictable nature of Russian geopolitical risk. Despite
its geopolitical challenges, Russia is home to some highly
profitable and well managed businesses which, in light of
the ever-present political risks, trade at much lower
valuations than their global peers.

Consider the performance dispersion for MSCI Russia
compared to the MSCI Emerging Markets Index since
2014, when Russia invaded the Crimea (graph shown
overleaf): the dispersion on an absolute basis has
averaged 35% per annum’. Over the same period, the
standard deviation of monthly returns for the MSCI Russia
Index is almost double the MSCI Emerging Markets Index
at 7.8% (versus 4.7% for the latter)?. This marked a turning
point for Russian equities in terms of market volatility.

The information provided should not be considered a recommendation to purchase or sell any particular strategy/fund/
security. It should not be assumed that any of the security transactions discussed here were or will prove to be profitable.

Dispersion calculated as the arithmetic average of the absolute difference in annualised performance 2014-2021 for MSCI Russia and MSCI Emerging Markets, As at

January 2022. Source: MSCI.

2Standard deviation is calculated on the index monthly returns from 1 January 2014 to 31 January 2022. Source: MSCI.




Index performance of MSCI Russia compared
to MSCI Emerging Markets
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Source: MSCl to 31 January 2022. Index performance rebased to 100 from a start
date of 31 December 2013.

We have taken a cautious approach to the Russia-
Ukraine situation by limiting our overall exposure to the
region. As of 31 January 2022, we are underweight
Russia with 2.7% weight in the strategy’s representative
account, compared to the benchmark at 3.3%. We sold
one Russian stock in early January to remove any direct
state link from our investments. We view state-linked
businesses in Russia as being at greatest risk of equity
market sanctions.

We continue to own two private sector companies in
Russia, Lukoil and TCS Group. We retained energy
exposure, via Lukoil, to participate in the high oil price/
low ruble environment that would likely follow the
conclusion of the current situation. Our positioning in
both companies is intentionally private sector to avoid
exposure to state-directed sanctions.

We are ensuring that our overall exposure to Russian
geopolitics is carefully managed whilst staying invested
in standout companies. Currently, international sanctions
are imposed on individuals linked to President Putin or
the Russian government, as well as a ban on long-term
international financing for Russian companies. The main
sanction risk remaining to our positions would be an
outright ban on owning Russian equities. We have an
underweight exposure to this risk due to our
underweight country exposure relative to the index. Our
TCS position is also Cyprus-based/Russia exposed, so
may not be impacted if sanctions are applied specifically
to Russian registered companies.

In terms of Ukraine, we have risk exposure through our
investment in EPAM, a US-listed IT Services company
with approximately 50% of its staff based in Ukraine,
Russia and Belarus. The company has strong contingency
plans to ensure continuity of service and we are
comfortable that these would be effective in all but the
most extreme circumstances. EPAM is not expected to
be impacted by any sanctions and, while it may be
impacted by event-related sentiment, there is no
material, long-term threat to its business.

Despite the extensive available commentary, it is
very difficult to predict how the current crisis will
evolve. We are invested in excellent companies for
the long term that offer very attractive risk-reward
profiles and our portfolio has maintained a
measured exposure to Russia and Ukraine.

We believe this is the prudent approach to take

as long-term equity investors and with the
unpredictability of the geopolitical landscape,
especially in countries like Russia.

The information provided should not be considered a recommendation to purchase or sell any particular strategy/fund/
security. It should not be assumed that any of the security transactions discussed here were or will prove to be profitable.

Portfolio weights are for the Global Emerging Markets representative account, as at 31 January 2022. Benchmark index used is the MSCI Emerging Markets Index.
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Important information

This information is issued and approved by Martin Currie
Investment Management Limited (‘MCIM’), authorised
and regulated by the Financial Conduct Authority. It does
not constitute investment advice. Market and currency
movements may cause the capital value of shares, and the
income from them, to fall as well as rise and you may get
back less than you invested.

The information contained in this document has been
compiled with considerable care to ensure its accuracy.
However, no representation or warranty, express or
implied, is made to its accuracy or completeness. Martin
Currie has procured any research or analysis contained in
this document for its own use. It is provided to you only
incidentally and any opinions expressed are subject to
change without notice.

This document may not be distributed to third parties. It
is confidential and intended only for the recipient. The
recipient may not photocopy, transmit or otherwise share
this document, or any part of it, with any other person
without the express written permission of Martin Currie
Investment Management Limited.

This document is intended only for a wholesale, institutional
or otherwise professional audience. Martin Currie
Investment Management Limited does not intend for this
document to be issued to any other audience and it should
not be made available to any person who does not meet
this criteria. Martin Currie accepts no responsibility for
dissemination of this document to a person who does not fit
this criteria.

The document does not form the basis of, nor should it be
relied upon in connection with, any subsequent contract

or agreement. It does not constitute, and may not be used
for the purpose of, an offer or invitation to subscribe for or
otherwise acquire shares in any of the products mentioned.

Past performance is not a guide to future returns.

The distribution of specific products is restricted in certain
jurisdictions, investors should be aware of these restrictions
before requesting further specific information.

The views expressed are opinions of the portfolio managers
as of the date of this document and are subject to change
based on market and other conditions and may differ from
other portfolio managers or of the firm as a whole. These
opinions are not intended to be a forecast of future events,
research, a guarantee of future results or investment
advice.

Some of the information provided in this document has been
compiled using data from a representative account. This
account has been chosen on the basis it is an existing account
managed by Martin Currie, within the strategy referred to in this
document. Representative accounts for each strategy have been
chosen on the basis that they are the longest running account
for the strategy. This data has been provided as an illustration
only, the figures should not be relied upon as an indication of
future performance. The data provided for this account may

be different to other accounts following the same strategy. The
information should not be considered as comprehensive and
additional information and disclosure should be sought.

The information provided should not be considered a
recommendation to purchase or sell any particular strategy
/ fund / security. It should not be assumed that any of the
securities discussed here were or will prove to be profitable.

Risk warnings - Investors should also be aware of the following
risk factors which may be applicable to the strategy shown in
this document.

- Investing in foreign markets introduces a risk where adverse
movements in currency exchange rates could result in a
decrease in the value of your investment.

« This strategy may hold a limited number of investments. If
one of these investments falls in value this can have a greater
impact on the strategy’s value than if it held a larger number
of investments.

+ Smaller companies may be riskier and their shares may be less
liquid than larger companies, meaning that their share price
may be more volatile.

+ Emerging markets or less developed countries may face
more political, economic or structural challenges than
developed countries. Accordingly, investment in emerging
markets is generally characterised by higher levels of risk than
investment in fully developed markets.

For institutional investors in the USA

The information contained within this presentation is for
Institutional Investors only who meet the definition of
Accredited Investor as defined in Rule 501 of the United States
Securities Act of 1933, as amended (‘The 1933 Act’) and the
definition of Qualified Purchasers as defined in section 2 (a)
(51) (A) of the United States Investment Company Act of 1940,
as amended (‘the 1940 Act’). It is not for intended for use by
members of the general public.

For wholesale investors in Australia

This material is provided on the basis that you are a wholesale
client within the definition of ASIC Class Order 03/1099. MCIM
is authorised and regulated by the FCA under UK laws, which
differ from Australian laws.

Martin Currie Investment Management Limited, registered in Scotland (ho SC066107)

Martin Currie Inc, incorporated in New York and having a UK branch registered in Scotland (ho SFoo0300),

Saltire Court, 20 Castle Terrace, Edinburgh EH1 2ES

Tel: (44) 131 229 5252 Fax: (44) 131 222 2532 www.martincurrie.com

Both companies are authorised and regulated by the Financial Conduct Authority. Martin Currie Inc, 280 Park Avenue New
York, NY 10017 is also registered with the Securities Exchange Commission. Please note that calls to the above number and
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any other communications may be recorded.
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