
MANAGER UPDATE: 

 

November has been a negative month for Central Asian assets. As investors shunned risk, yields on 

treasury decreased and commodity prices drifted lower. Global equities ended the month flat and regional 

equities fell substantially, with the RENCASIA index losing -6%. 

 

MARKET OUTLOOK: 

 

We continue to view the current environment as a conflict between two opposing trends. On the one hand, 

the US and Europe are undergoing a long and painful deleveraging process that is pushing asset prices 

lower and is acting as a drag on nominal GDP. On the other hand, and directly opposed, we observe that 

monetary authorities in the world’s largest economies are easing to unprecedented levels and pursuing 

unconventional policies in order to placate or at least reduce the effect of the deleveraging which is taking 

place. In addition, some countries have shifted excess debt, particularly from the financial sector, on to the 

public sector, in some cases generating concerns over sovereign balance sheets. 

  

While the US, with its “fiscal cliff” dilemma, and the EU with the “European periphery” issue remain 

engaged in this polarised struggle, elsewhere, and particularly in emerging markets, the development of 

more positive secular trends continues to unfold.    

 

In particular, population growth, a shift in consumption patterns, and infrastructure upgrades are providing a 

positive contribution to the world’s growth prospects. As this process is likely to play out over several years, 

we believe that a few secular trades are likely to emerge. Although Inflation will probably take more time to 

“kick in” than many market participants seem to be expecting, we believe that currency debasement will 

eventually succeed going forward, with time clearly and obviously the key variable. 

 

We also see limited upside potential in the bond market, whereas equity as an asset class, either due to the 

prospect of capital appreciation or strong dividend yields appears to offer more substantial upside (albeit at 

a higher risk). 
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LISTED EQUITY:  

 

With regard to more company-specific themes, November was marked by a very weak month for miners of 

both gold and base metals. The sector is now clearly out of favour and trading at very low valuation 

multiples. Any encouraging signs from China (we have already seen a few) or a general increase in risk 

appetite should prove to be enough for a substantial rebound. 

  

Oil & Gas:  

In this month’s newsletter we wanted to briefly focus on the Oil  & Gas sector. Oil is a key driver of both the 

wider economics of the region. Oil prices have remained strong over the month. On-going tensions in the 

Middle East coupled with continued concerns on the supply side have driven Brent prices marginally higher 

over the month of November.  We also like to mention two stocks, without any indication whether (still) in 

the portfolio, or not. 

 

Dragon Oil has its key operations in Turkmenistan but has, over the past years, looked for assets in other 

countries, mainly in Iraq and Afghanistan. The company enjoys a healthy cash reserve, but in the past 

couple of months has seen its share price slide as a result of the end of the company’s share buy back 

programmes. We view the company as both cheap and defensive. Through its position in Turkmenistan 

and recently awarded licenses in Iraq and Afghanistan the company has some promising assets for further 

growth. In addition, we view future use of the large cash pile as an interesting potential catalyst (increased 

buy backs, dividends or M&A).  

 

Zhaikmunai is an oil and gas company focused on North West Kazakhstan. We recently attended an 

investor event held by the company in London and were happy with the progress being made. The 

company will be at capacity production by year end 2012, and plans to begin work on its second self-

operated Gas Treatment Unit (GTU) in 2013. The company also successfully placed a new $560 million 

bond at around 7.5%, retiring more expensive outstanding debt and ensuring the second GTU construction 

is fully funded. In addition, the company acquired 3 additional licenses in North West Kazakhstan for US$16 

million. Whilst we remain bullish on the stock, we are keen to see a full listing in London in order to make 

the stock more visible. 

 

 

PRIVATE EQUITY:  

 

Stopharm:  

Stopharm will post its best year to date for fiscal 2012.  While the Company expects a decrease in central 

government business for 2013--somewhat offset by a late tender award of 3Bn KZT in November--they 

forecast robust growth in all other business lines.  Looking ahead, our mission is to drive for improvements 

to EBITDA / Revenue rates to boost value to potential buyers.   

 

Lucent Petroleum:  

Lucent is engaged in interpretation of the seismic data it shot this summer and in negotiations with potential 

‘farm in’ partners to enable further drilling.  We are actively participating at the board level to ensure all 

options are adequately considered for the Lucent block. 



PERFORMANCE: 

Important information  

The content of this report has been issued for information purposes only. It does not constitute an offer or solicitation to any person in any jurisdiction to purchase or sell any investment or any securities in the Fund. 

No information in this document should be construed as providing financial, investment or other professional advice. The information and opinions in this document are subject to change without notice. The 

information in this document is for the sole use of the intended recipients and may not be copied, published or otherwise distributed. The Company makes no guarantee, representation or warranty and accepts no 

responsibility or liability as to its accuracy and completeness.  

Investment Risks  

Investment in the Fund carries substantial risks and persons considering investing in the Fund should read the risk disclosures in the admission document dated 3 May 2007. Investment results may vary substantially 

over time and there can be no assurance that the investment objectives of the Fund will be achieved. Investments in the Fund and the contents of this report are intended for experienced investors who are able to 

understand and accept the risks involved. The Fund is not intended to provide a complete investment program for any investor. The value of all investments and the income derived therefore can decrease as well as 

increase. This may be due, in part, to exchange rate fluctuations in investments that have an exposure to currencies other than the base currency of the Fund. Past performance is no guide to or guarantee of future 

performance. The value of commodity and derivative investments such as options and futures can be extremely volatile. The Fund may invest in higher risk securities of distressed companies, illiquid securities and 

non - publicly traded securities.  

Copyright and other rights  

Except where explicitly stated the copyright, trademarks and all similar rights of this report and the contents, including all information, graphics, code, text and design, are owned by the respective parties mentioned 

throughout this document where applicable.  

Tau Jan. Feb. Mar. Apr. May June July Aug. Sept Oct. Nov. Dec. Year

2007 -3.39% -3.25% -2.41% 2.60% 6.09% -5.15% 2.45% -3.5%

2008 3.12% 2.37% -4.04% -4.06% 2.58% -1.96% -8.52% -7.46% -13.17% -18.64% -2.91% 0.20% -43.1%

2009 0.86% -2.31% -0.07% 5.02% 2.43% -1.57% 0.21% -0.38% 3.38% 4.39% 10.21% -0.15% 23.6%

2010 0.49% -0.35% 2.18% -2.78% -8.63% -0.60% 1.57% -0.31% 5.01% 4.21% 4.07% 6.44% 10.9%

2011 5.79% 1.06% -7.81% -0.16% -3.46% -3.49% 2.22% -8.73% -6.35% 6.80% -1.78% -4.00% -19.3%

2012 5.56% 6.29% -3.54% -4.68% -9.01% -0.39% -1.82% 1.36% 3.95% -1.64% -3.03% -7.7%
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