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Russia Balance of Payments: increasingly
reliant on portfolio inflows
The only reason for the rouble's 6% appreciation to the US dollar in 1Q19
was the US$7.5 billion gross portfolio inflows into the state bond market,
as Russia's expectedly strong current account was fully offset by the
government and the private sector's preference to accumulate
international assets

$32.8bn

1Q19 current account
surplus
vs. $30.1bn in 1Q18

Better than expected

1Q19 current account expectedly strong...
Russia's current account surplus of US$32.8bn in 1Q19 came in slightly above our US$32.0bn
expectations and US$31.0bn consensus. The key observation is that the negative effect of the
weakening non-oil exports growth (flat YoY in 1Q19 vs. a 14% increase in 2018) is offset by the
positive effect of weakening merchandise imports (-3% YoY in 1Q19 vs. a 5% increase in 2019). The
latter, while being positive for the current account surplus, is an indirect sign of softening
investment activity, as 45% of Russia's merchandise imports (2018 data) represent investment
and intermediary goods.
Provided oil prices remain at the current levels and the non-oil exports and overall import trends
continue, the seasonality of the trade balance, debt servicing expenses, dividend payments and
other non-trade items should result in the shrinking of the quarterly current account to US$1218bn in 2Q and 3Q19 each.

$25.2bn

1Q19 net private capital
outflow
incl. $28.9bn increase in foreign
assets

Higher than expected

...and fully converted into foreign assets by the local private sector and
the government
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At the same time, the strong current account did not find its way into the Russian economy, as
the local banks and other sectors accumulated US$28.9bn of international assets, which was the
key component of the net private capital outflow of US$25.2bn seen over this period. This figure is
very close to the US$30bn we expect for the entire year. While supportive of Russia's positive net
investment position, the large outward investment flows are also a sign of weak local corporate
demand for capital.
The accumulation of the international assets by the government, ie, budget rule-mandated FX
purchases, totalled US$13bn, and as a result the rate of current account sterilization by corporate
capital outflows and FX interventions went up from 67% in 1Q16 to 87% in 1Q17, 97% in 1Q18,
and 118% in 1Q19.
Based on seasonality, the private current account should be close to zero in 2Q and 3Q19, while
the FX purchases should total around US$15-18bn per quarter.

Portfolio flows - key factor for RUB
With the current account surplus balanced by the accumulation of foreign assets by corporates
and the government, the importance of portfolio flows to the FX market increases. The 1Q19 data
suggests that the last three months were a success. The government sector saw gross portfolio
inflows of US$7.5bn, including the placement of US$3.0bn Eurobonds, which was bought
predominantly by non-residents, and the return of non-residents to the OFZ market at a US$4-5bn
scale. Those flows were the key reason behind the RUB appreciation by 6% to USD, outperforming
its EM peers.
In the coming two quarters, RUB performance will be increasingly dependent on both the global
risk appetite and Russia-specific newsflow, mainly on sanctions, which means a potential increase
in volatility vs. a more clear direction seen in 1Q19. Meanwhile, we reiterate our expectation of
USDRUB range of 65-67 for 2-3Q19, based on balance of payments fundamentals and seasonality.
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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 NV 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. The producing legal entity 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
subject to limited regulation by the Financial Conduct Authority (FCA). ING Bank N.V.,
London branch is registered in England (Registration number BR000341) 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.
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