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Tenge strengthened on higher oil prices

Last week, USDKZT strengthened by 2.47% 319.42/USD on 16 February, while Russian ruble saw a 3.47%
increase, reflecting a rebound in the US equity market as well as increased oil prices. However, an uncertainty
on the global market remains, as evidenced by still elevated VIX index. The 60-day historical correlation between
USDKZT and oil prices rose to 0.20 on 16 February, up from negative 0.06 on 2 February, implying the growing
impact of oil prices on USDKZT. The yield on Kazakhstan bond due 2025 stood at 3.7% on 16 February, having
increased by 25.7bps in the last two weeks.
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1. FX market

USDKZT strengthened significantly by 2.47% to 319.42/USD on 16 February during the last week.
Meanwhile, USDRUB strengthened by as much as 3.47% to 56.42/USD. Concurrently, Brent crude rose by
3.3% to settle at USD64.84pb, partially wiping out a more than 8% decline during the week ended 9 February.
30-day historical volatility in USDKZT was at 6.18%, having changed marginally from 9 February. It is worth

noting that sovereign five-year credit default swaps were at 86.175bps, the lowest level since end-August
2007.
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The 60-day historical correlation between USDKZT and oil prices was at 0.20 on 16 February, having
increased from negative 0.06 on 2 February. This implies an elevated impact of oil prices on USDKZT.
However, the indicator is still lower compared to the 60-day historical correlation between USDRUB and oil
prices of 0.46. The correlation between USDKZT and DXY index was at -0.24 (USDRUB: -0.50).
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On the international financial market, the US equities rebounded during the last week with the S&P 500
gaining 4.3%, its biggest weekly advance since January 2013 (Dow Jones: 4.25%, Nasdagq: 5.31%). However,
the market views the US stocks are unlikely to return to “the unusually calm conditions seen last year” (Reuters,
2018). The VIX slipped to 17.60 on 16 February after reaching a 2.5-year high of 50.30 on 6 February.
However, the indicator is still well above the record low of 8.56 in November.

Cboe Volatility Index VIX* (Dec 2016 — Feb 2018)
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Source: Bloomberg, Samruk-Kazyna
* The CBOE Volatility Index is the most widely followed barometer of expected near-term volatility in the S&P 500. Value
of VIX at 15 implies a daily move of approximately 0.8% in the S&P 500 (at USD2,744).

The rebound in the US equity market, as well as weak US dollar, underpinned oil prices with Brent oil
gaining more than 3% last week. However, Brent crude oil is still lower compared to USD68.6pb on 2
February. A record high concentration of hedge fund long positions poses a risk of abrupt decline in oil prices.
That said, money managers reduced their long positions on ICE Brent crude oil futures to 554 min barrels in
the week to 13 February from 583 min barrels on 5 February.

FX rates (Feb 2017 — Feb 2018)

Per 1 US dollar 16-Feb-18 1D A 1WA 2W A M A 6M A 1Y A
Kazakh tenge 319.4 0.31% 2.47% 0.69% 2.40% 4.19% -0.68%
Russia ruble 56.4163 -0.04% 3.47% 0.22% 0.79% 4.50% 1.79%
Chinese renminbi 6.3415 0.00% -0.60% -0.64% 1.46% 5.19% 8.55%
Euro 0.8060 -0.79% 1.27% -0.40% 1.81% 5.50% 17.75%
British pound 0.7124 -0.44% 1.52% -0.59% 1.47% 9.04% 12.54%
Swiss franc 0.9270 -0.54% 1.25% 0.47% 4.20% 4.06% 8.92%
Czech koruna 20.4410 -0.83% 1.38% -0.89% 1.87% 8.49% 25.45%
Turkish lira 3.7471 0.46% 1.92% 0.59% 1.91% -6.10% -3.38%
Canadian dollar 1.2558 -0.61% 0.18% -1.03% -0.96% 0.22% 4.64%
Japanese yen 106.2100 -0.08% 2.44% 3.73% 4.78% 2.80% 7.03%
Mexican peso 18.5249 -0.13% 0.95% 0.38% 1.03% -4.40% 8.04%
Brazilian real 3.2311 0.02% 2.17% -0.37% -0.27% -2.60% -4.17%
South African rand 11.5960 0.21% 3.43% 4.24% 6.06% 13.47% 13.30%
DXY Index 89.1000 0.57% -1.48% -0.11% -1.59% -4.64% -12.10%

Source: Bloomberg, Samruk-Kazyna
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Market risk appetite rose last week, supporting emerging currencies. Meanwhile, the US dollar is on track for
its fifth weekly loss out of seven weeks this year. Last week DXY Index saw a 1.48% decline and settled at
89.1 on 16 February. This could be attributable to the market concerns over the US current account and budget
deficits. The latter is expected to inflate to approximately USD1tIn in 2019 (Reuters).

Favorable external conditions and forthcoming tax payments by exporters are expected to support the ruble.
The most of tax payments are due on 26 February (MET, VAT and excise taxes) and 28 February (income
tax). However, the Ministry of Finance’s budget rule and remained uncertainty on the international market limit
the potential upside of the ruble. The Ministry of Finance purchases FX currency in the amount of RUB298.1bin
in the period of 7 February — 6 March (16 January — 6 February: RUB257.1blin).

On 12 February, the Central Bank of Russia cut its key interest rate by 25 bps to 7.5% from 7.75%, as (1)
annual inflation remains sustainably low at 2.2% in January and (2) inflation expectations are diminishing
progressively. “This year annual inflation is much less likely to exceed 4%. In this environment, the Bank of
Russia will continue to reduce the key rate and may complete the transition from moderately tight to neutral
monetary policy in 2018” (CBR, 2018).

2. Fixed income market
The yield (which move inversely to bond price) on Kazakhstan bond due 2025 stood at 3.7% on 16
February, having increased by 25.7bps in the last two weeks. The recent global stock sell-off triggered an
increase in yields on the emerging markets’ bonds. On the global front, the US Treasury yields hit four-year
highs and the US inflation was stronger-than-expected in January, bolstering expectations that the Federal
Reserve might increase interest rates four times in 2018.

Yields on the government bonds, % (Feb 2017 — Feb 2018)

Issuance 16-Feb-18 1D A, bps 2W A, bps 1M A, bps 6M A, bps 1Y A, bps
USD Kazakhstan'25 5.125% 3.7 -6.3 25.7 34.2 15.0 -22.6
USD Kazakhstan'44 4.875% 4.8 -5.0 35.9 50.1 7.0 -26.2
EUR Germany'28 0.5% 0.7 -5.7 -6.1 14.3 29.0 40.5
USD Russia'47 5.25% 5.0 -7.5 13.2 14.7 -8.5 n/a
USD Russia'27 4.25% 4.1 -4.3 19.5 36.1 14.5 n/a
RUB Russia‘28 7.05% 7.0 -5.0 -15.0 -37.0 -72.0 -112.0
EUR France'28 0.75% 0.9 -5.5 -6.5 11.3 24.0 -13.2
CNY China'27 3.82% 3.8 n/a -5.0 -9.4 24.2 49.4
EUR ltaly'27 2.05% 2.0 -8.1 -5.8 -1.1 -4.7 -24.2
EUR Netherlands'27 0.75% 0.7 -4.7 -4.7 15.7 20.8 12.8
GBP UK'27 4.25% 1.6 -6.5 0.4 27.3 49.3 34.6
TRY Turkey'27 10.5% 11.6 -6.0 24.0 -14.0 113.0 107.0
CZK Czech'28 2.5% 1.8 -0.5 -4.4 -3.5 90.1 123.6
USD US'27 2.375% 29 -3.3 5.2 31.0 70.0 n/a

Source: Bloomberg, Samruk-Kazyna
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Disclaimer & Disclosures

The Research and Knowledge Management Sector Strategic Development Department of JSC “Samruk-
Kazyna” (hereinafter referred to as “the Research Team”) is responsible for the analysis of this report. The
Research Team certifies that all views expressed in this Research report (hereinafter referred to as “Report”)
reflect the Research Team’s personal views.

The Report is based on the information taken from the sources which the Research Team considers reliable
and takes every care and precaution to ensure that information related to the Report published on the
corporate website of JSC “Samruk-Kazyna” is accurate and regularly updated, but neither the Research Team
nor JSC “Samruk-Kazyna” make no guarantee, warranty of any kind, express or implied, or make no
representation as to the accuracy or completeness of the information contained in the Report or otherwise,
and it should not be relied on as such. The Research Team may change the information contained in this
Research at any time without notice.

Neither the Research Team nor JSC “Samruk-Kazyna” or any of its officers, employees shall be liable for any
losses or damage that may result from use of the information contained in the Report as a consequence of
any inaccuracies in, errors or omissions, if any, from the information which the Report may contain or otherwise
arising from the use and/or further communication, disclosure, or other publication of the information contained
in the Report.

This Report is solely intended for general informational purposes and is provided for internal distribution within
JSC “Samruk-Kazyna”. This Report is not in any sense a solicitation or offer of the purchase or sale of
securities or any assets in any jurisdiction.

No part of this material may be copied or duplicated in any form by any means or redistributed without any
prior written consent of JSC “Samruk-Kazyna”. Additional information is available upon request.




