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Russia: Recovery sluggish so far

Russian economic activity showed very modest improvement in May,
with macro and banking data pointing at restraint by households and
corporates despite increasing fiscal and monetary support. Even
though the income trend does not seem to be broken, economic
recovery in 2H20 may still be pressured by demand-side uncertainties
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Russian activity remained weak in May on lockdowns in major
cities, risk-off by some households

Following the release of the full set of Russian data for May, including estimates of GDP growth,
metrics of economic activity by households and corporates, as well as banking statistics, it appears
that having passed the low point in April, Russia is now showing some signs of improvement,
though at a very modest pace.

e According to preliminary estimates by the government, GDP dropped 10.9% year-on-
year in May, suggesting a minor improvement vs. the -12.0% YoY seen in April. While the
nation-wide lockdown introduced at the end of March was officially lifted in mid-May, the
largest cities maintained significant movement restrictions for the rest of the month, which
seems to be the primary obstacle to a more rapid recovery. With restrictions largely lifted,
June activity data should be noticeably better, however our initial -7.5% YoY GDP
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expectations for 2Q20 still appear too optimistic.

e Consumption remained a drag on the overall activity, as the retail trade drop narrowed
from -23.2% YoY in April to -19.2% YoY in May, worse than consensus and our forecasts.
With real salary data lagging by one month (the latest available is -2.0% YoY for April) it
remains unclear to what extent consumption was pressured by physical restrictions
imposed by the lockdown and how much of it was income driven. Meanwhile, there are
indirect signs that the income trend is not under strong pressure yet, including modest
growth in unemployment from 4.7% in March to 6.1% in May (meaning the number of
officially employed dropped by 1.4 million in two months, or by 2%), increased fiscal
support to household income seen in April-May, continued growth in retail deposits by 8%
YoY in May (by 10% YoY in the RUB segment), and continued net portfolio inflows into the
Russian equity market in May (+RUB30bn in May, +RUB150bn in 5M20), reported by the
Moscow Exchange.

 The intensity of households' deleveraging is declining: retail loans saw 0.2% month-on-
month growth in May after a 0.7% YoY drop in April. In annual terms, the slowdown in retail
lending continued from 14.7% YoY in April to 13.1% YoY in May (see Figure 1). The changed
attitude to and availability of retail loans assured around 18 percentage points out of the
23.2% YoY retail trade drop in April and around 9.5 pp out of the 19.2% YoY retail drop in
Mauy. Preliminary data for June suggests an acceleration of retail lending to +0.3% during
the first half of June, however it seems to be mostly driven by subsidised mortgage rather
than consumer lending.

Figure 1: Consumption remains sluggish on both physical
constraints and financial risk aversion
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Corporate side more resilient - so far

e Corporate activity was also weak in May, however the scale of the drop was not as
significant as in consumption. The drop in construction deepened from -2.3% YoY in April to
-3.1% YoY in May, and the drop in industrial production worsened from -6.6% YoY to -9.6%
YoY, respectively. As we mentioned earlier, around 5.0 pp of the latter was caused by the
cut in oil production under OPEC+ requirements (and the latter will keep pressuring the
output in the coming months), while the drop in manufacturing (the key industrial sector in
terms of output and employment) actually narrowed from -10.0% YoY to -7.2% YoY.
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e Financially, the corporate sector remains risk-averse, with corporate loan growth (adjusted
for the FX revaluation) remaining sluggish at around 5% YoY in May (see Figure 2), and
corporate funding growth still elevated at 10% YoY (14% YoY in the RUB segment),
exceeding the 2019 dynamic.

e The producer side seems to have weathered the lockdown better than the services sector,
however the investment activity in 2H20 may be hampered by uncertainties regarding
consumer demand and budget support, which may be diverted from some of the initially
planned National Projects into social support to the 41% of the population whose income is
directly dependent on the state through pensions, other social benefits, and salaries.

Figure 2: Producer activity under smaller pressure than
consumption - so far

15%  |P, construction, corporate loans, 3%
% YoY % YoY

10% 6%
5% 3%
0% 0%

5% -3%

-10% Corporate loans, % YoY (net of FX revaluation) 6%

Construction, % YoY (lhs}

Industrial output, % YoY (lhs) 9%
D09 900 000D DN D S BDBED DD 00099 B

\‘\o‘% B N e A N I 2 GRS RO R

Source: Rosstat, Bank of Russia, ING

-15%

June data should be better, but a recovery in 2H20 may still
be sluggish

June economic activity should be free from most of the lockdown restrictions and should be
better than May, especially on the consumer side. At the same time the corporate activity is
likely to remain under pressure of OPEC+ commitments and uncertainties related to
medium-term consumer demand expectations. Based on this, the Russian fiscal and
monetary authorities may experience calls for further support.
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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
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 BR0O00341) 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.
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