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Russia: 2Q GDP drop not too deep, but
broad-based

Official estimates for the 2Q20 GDP drop have been improved to 8.0%
YoY, close to our initial expectations, as sectors hit most by the
pandemic played a relatively small role. However, the broad-based
nature of the drop suggests that the recovery may still face
challenges, and our above-consensus -2.5% forecast for 2020 is still
under pressure
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Better than expected
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2Q20 GDP drop narrower than initially expected, but more
broad-based

According to the State Statistics Service (Rosstat), Russian GDP dropped 8.0% year-on-year in
2Q20. This is better than Rosstat's own initial -8.5% and the preliminary estimates by the Central
Bank and the government of -9-10%. Conversely, this is closer to our initial forecast of -7.5%. In
addition to the updated headline estimate, Rosstat provided a breakdown by industry, which
confirmed a moderate contribution of the most-hit sectors to the overall drop, but also

suggested that the negative reaction has been rather broad-based. Here are the key observations:

e The sectors most hit by the pandemic and quarantine were, as expected, hotels and
restaurants (-56.9% YoY output drop in 2Q20), entertainment, sports, and recreation
(-28.0% YoY), and other services (-28.6% YoY). Due to the low share of those in the overall
GDP structure, however, they contributed only 0.9 percentage points out of the total 8.0%
YoY GDP drop. Since the de-facto quarantine has been eased throughout 3Q20, these
sectors should be seeing a rebound, however it is also unlikely to play a major role in the
improvement in the overall GDP trend.

e The primary contributors to the 2Q20 drop were industrial production (-2.1ppt), trade
(-1.7ppt), transport and communication (-1.3ppt), caused by a combination of reduced
foreign trade and local quarantines. Russia's continued compliance with OPEC+
commitments and reduced travel should restrain the recovery in industrial production,
wholesale trade, and transportation at least until the year-end.

e Public sectors contributed around 1.0ppt of the GDP drop in 2Q20 despite a material
acceleration in budget spending from 18% YoY in 1Q20 to 35% YoY in 2Q20. Meanwhile, the
room for further expansion of fiscal support appears limited at this point.

e Sectors that showed a defensive performance include financials (+0.3ppt), agriculture (zero
contribution), and construction & real estate (-0.2ppt). While the first two are not surprising,
the lack of drop in the construction sector is positive. Meanwhile, the postponement of the
National Projects (mainly public spending on infrastructure) deadline from 2024 to 2030 is a
risk factor to the mood in the construction sector going forward.

A smaller than expected GDP drop in 2Q20 combined with a continued recovery in 3Q20 are
addling credibility to our above-consensus GDP expectations for the full year 2020 and serve
as an additional argument for a pause in the key rate cut cycle in the near term. Meanwhile,
the broad-based nature of the GDP drop suggests that the continued recovery could still be
facing challenges. We see the upcoming finalisation of the three-year budget parameters
as an important catalyst for local economic confidence.
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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
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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