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Russia: Consumption recovery stalls in
September

The 3.0% YoY drop of retail trade in September underpins the halt in the
post-Covid recovery, which we also observe on the corporate side. The
good news is that the hiccup in consumption likely reflects a higher
savings rate rather than a deterioration in the income trend. The bad
news is that consumers may remain cautious well into 4Q20
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down from -2.7% YoY in August

Worse than expected

Consumption recovery keeps stalling

In September, retail trade was down 3.0% year-on-year, which is a deterioration compared to
the 2.7% YoY drop seen in August, and a disappointment relative to both the -2.1% YoY
consensus and our more cautious -2.5% YoY outlook. Here are the main observations:
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* We do not take the deepening retail trade drop in September as a sign of material
deterioration in consumer strength. To remind, the opportunity to travel to Turkey and
several other resort destinations has been reopened to Russians since mid-August,
which may have resulted in a 2-4 percentage point drag on the local demand.

e Income trend remains in check, with the unemployment rate dropping unexpectedly by
0.1ppt to 6.3%, with the number of officially employed staying flat at 70.5 million. Real
wage growth in September disappointed but remained positive at +0.1% YoY after
+2.9% YoY in August (the latter number has been upgraded from 2.3%). The real
disposable income drop recovered from -8.0% YoY in 2Q20 to -4.8% YoY on massive
social support: non-pension social benefits were up 40-45% YoY in 3Q20, and the overall
budget fulfillment despite moderation in spending growth remains socially focused.
Overall social benefits (including pensions) account for around 22% of the household
income structure. We suspect that income from entrepreneurship (SMEs) and property,
which normally accounts for 10% of household income, remained a drag on the
statistics.

e Consumption remains supported by the banking sector. Retail lending continued to
accelerate in September, largely driven by the mortgage segment, but consumer loans,
according to Bank of Russia data, are also growing, which should be supportive of retail
trade.

e In part, the September hiccup in retail trade may reflect an increasing savings rate.
Retail funding base also did not deteriorate, with ruble deposit growth accelerating from
10.5% YoY in August to 10.8% YoY in September, and overall retail deposits growing
6.8% YoY (net of FX revaluation), in line with August. Households sold around US$0.6
billion of FX in September amid RUB weakness, but at the same time bought around
US$0.8bn of equities, exceeding the August number. Overall, Russian households bought
around US$5.0bn worth of equities in the last 12 months (vs. around US$0.7bn for the
whole 2019) suggesting excess savings in the affluent household segment. According to
our estimates, around US$37bn this year will be saved by local households on the lack
of outward tourism, with only 50-70% of that sum channeled into local consumption,
with the rest saved or invested.



https://think.ing.com/snaps/russian-consumption-recovery-stalls-on-reopening-of-foreign-tourism/
https://think.ing.com/snaps/russia-9m20-budget-fulfillment-hints-at-moderation-in-economic-recovery-in-4q20/
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Figure 1: Consumption recovery stalls in September
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Source: Rosstat, Bank of Russia, ING

Figure 2: Retail loans and deposts growing steady
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Source: Bank of Russia, ING

The key concerns regarding consumption are forward-looking, as the jitters related to
the second wave of Covid and gloomy mood in the corporate sector may keep
pressuring consumer confidence in 4Q20. With a 4.8% YoY drop for 9M20, our -4.0%
expectations for the full-year is at a moderate risk of underperformance. Uncertainties
regarding the medium-term growth trend should be an argument for the Bank of
Russia to maintain its dovish stance at the upcoming 23 October meeting.
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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 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 www.ing.com.
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