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Russia: Budget spending plays catch up

Russian state spending significantly accelerated in January, fulfilling
the unusually high proportion of annual spending plan for that month.
This shows that the government is capable of even more intra-year
spending and of catching up on the spending backlog accumulated
from previous years - both being positive for economic activity this
year
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According to preliminary data from the Finance Ministry, the Russian federal budget was in
RUB160 bn deficit, vs. consensus of RUB200 bn and our below-consensus expectations of a RUB120
bn surplus. At the same time, we do not take the budget report as negative for the following
reasons:

¢ Non-oil revenue growth remained strong at 17% year on year (vs. 18% in 2019), in line with
expectations. We note that most of the key transparent non-oil revenue items, such as
profit tax, VAT, and imports duties, posted a YoY decline, and the positive result was brought
by other less transparent components, which will hopefully be disclosed later. However, the
first month of the year may not be fully indicative of the full-year trend for seasonal
reasons.

e Expenditure growth accelerated strongly to 53% YoY from the low base of January 2019. In
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terms of spending breakdown, acceleration took place across the board, with spending on
hard infrastructure and industrial support (National Economyj), regional transfers to
education, and communal housing maintenance leading in terms of growth rate. As a
result, the Russian government fulfilled 8.8% of the annual spending plan in January 2020,
which is much higher than the 6.1% in January 2019 and is the highest share since 2015.

We take the January budget data as a sign of a potentially more even distribution of
spending thoughout the year and as confirmation of our view that the recent government
reshuffle has raised the likelihood of higher overall budget support to the economy this
year, with spending on hard infrastructure, human capital and social support being the key
focus.

Given the pace of spending at the beginning of the year we do not exlude that some portion
of the RUB1.1 tr (1% of GDP) spending backlog accumulated from the previous years will be
added (up to 50% of it, in our view) to this year's budget spending plan. The updated budget
draft was supposed to be submitted on 11 February, meaning the public release may take
place very soon.

An additional implication of the January spending splurge is that the January activity data
to be released next week may surprise on the upside, especially on the producer side.
Meanwhile, later into the year some negative effects from the coronavirus outbreak may
start to kick in as well.

Faster budget spending also means less downward pressure on CPI, which seems to have
stabilized at 2.4% YoY in the first half of February, based on preliminary weekly data. At the
same time, given the recent dovish shift in the Bank of Russia's stance and the potential
reduction of pressure on RUB thanks to the design of the Sberbank ownership transfer, we
continue to see scope for a further reduction in the key rate in 1-2Q20.

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
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.

Snap | 12 February 2020 2


https://think.ing.com/%7Bpage_8298%7D
https://think.ing.com/%7Bpage_8270%7D
https://think.ing.com/%7Bpage_8431%7D
https://think.ing.com/%7Bpage_8495%7D
https://think.ing.com/%7Bpage_8523%7D
mailto:dmitry.dolgin@ing.de

THINK economic and financial analysis

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 requlation 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.

Snap | 12 February 2020 3


http://www.ing.com

