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Russia: consumers got the Black Friday
boost, producers still in gloom

We take November's unexpected 'spike' in the retail trade to 2.3%
year-on-year as a response to the 'Black Friday' sales. Russians' high
sensitivity to discounts combined with disappointing industry data
may lead to stronger calls in favour of looser budget policy soon

Source: Shutterstock
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Better than expected

Spike in retail trade suggests high sensitivity to discounts

At the first glance, November growth in retail trade by 2.3% YoY looks like a very positive result
compared to 1.4% consensus and October's 1.7% figure. Moreover, it may appear to be supported
by the income trend, as real wage growth accelerated to 3.8% YoY in October (this datapiece
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comes with a 1-month lag), also beating expectations, and the number of employees spiked by 0.6
million MoM in Novmeber to this year's high. Nevertheless, we do not take it as a sign of
sustainable improvement in the consumption trend: rather it looks like a sign of high sensitivity to
price.

¢ According to our estimates, 0.6-0.9 percentage points out of 2.3% YoY retail trade growth in
November reflected a spike in sales in the second half of November in response to the 'Black
Friday' sales. Summarizing various anectotal reports we conclude that the sales of
household appliances and consumer electronics, which account for around 3% of the total
retail trade in Russia, went up by 20-30% in November 2019.

e October's acceleration in the real salary growth reflected mainly the annual 4.3% increase
in the public sector salaries (20-25% of the employed). At the same time, we do not exclude
some further acceleration in real terms in November-December and 1Q20 thanks to the
deceleration of CPI from 3.8% YoY in October to 3.5% YoY in November and the likely drop to
2.3-2.5% YoY in 1Q20.

e Increase in the number of employees (amid an unchanged unemployment rate of 4.6%)
looks like a compensation for the sharp drop in the beginning of the year, and it remains
unclear if this improvement reflect actual increase or changes in methodology. Average
number of employees for 11M19 at 72.7 million people is still 0.6 million below the 11M18
number. This is happening despite that fact that the increase in the retirement age, which
commenced this year, was supposed to increase the number of employees by around 0.6
million people vs. 2018.

Income/consumption growth fundamentals
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Corporate activity disappoints again

On the corporate side, there is even less to be excited about, as the very disappointing slowdown
of industrial output growth from 2.6% YoY in October to 0.3% YoY in November (vs. 2.6%
consensus forecast) mainly on negative manufacturing performance, was accompanied by the
deceleration in construction growth from an already unimpressive 1.0% YoY in October to 0.2%
YoY in November. This takes place amid the much expected acceleration in the budget spending
growth to 15% YoY in October-November, which however is not strong enough to guarantee a
100% fulfillment of this year's plan. We do not exclude that this year's underspending may total
around RUBO.3 trillion, adding to the already existing backlog of RUBO.8 trillion from 2018.
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Overall, the corporate sector data suggests that the producer trends remain unstable amid

uncertainties regarding future consumer demand and the government's ability to ramp up
investment spending.

Key indicators of the Russian producer trend
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Budget policy may come into focus soon

November macro statistics did not boost our confidence in the prospects of consumption
and pointed at continued fragility of the producer trends. Meanwhile, the list of
conventional support measures available to the authorities appears limited, as the scope for
key rate cuts following this year's 150 bp cut is now limited. We therefore do not exclude
that calls to intensify budget spending may now increase. President Putin's annual press-
conference scheduled for December 19 is a watch factor in this regard. Possible mentioning
of the large RUBL trillion spending backlog and criticism of administrative hurdles to
spending release could be a sign of growing concern with the weak investment growth,
which was only 0.7% YoY in 9M19, and that the next year's spending plan, which currently
assumes only modest 5% spending growth, could be outperformed. However, in any case,
acceleration in the GDP growth, currently at around 1.3% YoY, is unlikely to see any
material improvement until later into 2020.

Author

Dmitry Dolgin
Chief Economist, CIS
dmitry.dolgin@ing.de

Disclaimer
This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information

purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an

Article | 18 December 2019 3


mailto:dmitry.dolgin@ing.de

THINK economic and financial analysis

investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BRO00341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit http://www.ing.com.

Article | 18 December 2019 4


http://www.ing.com

