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Russia: Consumption shows
improvement, but income trend
uncertain
The retail trade drop narrowed in June, possibly supported by the lack
of international travel. Income fundamentals appear solid at first
glance but mask a higher share of grey income and increased
dependence on state support

Crowds at the
Moremoll shopping
centre in Sochi, Russia

-7.7% June retail trade, % YoY
after -19.2% YoY in May

Better than expected
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Retail trade drop narrows noticeably in June, uncertainties
remain
Russian retail trade drop narrowed from -19.2% year-on-year in May to -7.7% YoY in June,
outperforming the consensus forecast of -11.0% and our -11.5% expectations.

The improvement was seen in both the food and non-food retail segments, and support
factors include the wide lifting of lockdowns ahead of the constitutional voting in the last
week of June, combined with persistent foreign travel restrictions. The latter may soon be
somewhat relaxed to a limited extent, which means that local consumption may continue
to see some boost during the summer months. In 3Q last year Russians spent US$16.5bn on
foreign travel, which means that this quarter the consumption of goods and services might
receive around a 5-10% boost.
State injections to household income were another support factor. As we mentioned earlier,
the acceleration of the federal budget spending growth in 1H20 was headlined by an 80%
YoY increase in non-pension social payments (funding the unemployment benefits and
childcare support), 109% YoY increase in healthcare expenses, and 64% YoY increase in
transfers to regional budgets. Following the current fiscal stimulus package, the share of
spending on household income (through state sector salaries, pensions, and other social
benefits) in the consolidated budget is likely to increase from the already high 56% in
2019 to around 60% in 2020. The share of state support in household income may jump
from 33% in 2019 to 35-36% in 2020.
The current indicators of income trend, including a very modest increase in unemployment
to 6.2% in June (vs. 6.3% consensus) and increase in real salaries by 1.0% YoY in May (vs.
-4.6% YoY consensus and -2.0% YoY drop in April) may seem benign, however we
have several concerns. First, the low unemployment in Russia may mask a higher level of
underemployment. Second, the May improvement in salary growth seems to be driven by
payments (most likely one-off) in the oil&gas and financial sectors (with salaries 2-3 times
higher than the Russian average) and increase in salaries in the state-driven education and
healthcare for reasons mentioned above. The four sectors account for only 22% of Russia's
labour force, while the rest of the sectors showed no material improvement in salary
dynamics, and in some cases, including construction, trade, transport, hospitality, IT
(combined 36% of the labour force) saw a deterioration. Third, the -1% YoY average drop in
real salaries in April-May clash with the 8.0% YoY drop in the real disposable income
reported for 2Q20, suggesting a widening of the role of the grey income.
Retail lending growth somewhat recovered to 1.0% month-on-month in June, mainly on
subsidised mortgages, but continued to decelerate in annual terms to 12.6% YoY in June
(vs. 18.5% at the end of 2019 and 17.8% YoY at the end of 1Q20), suggesting modest
support to consumption, if any. Interestingly, retail deposit growth totaled 9.4% YoY in June,
virtually in line with the dynamic since the beginning of the year. Combined with
accelerated inflows into private brokerage accounts (to +RUB65 billion in June from
+RUB30-35 billion in April-May), this suggests diverging income trends between the high-
and low-income households.

We expect retail trade dynamics to continue improving in 3Q20 thanks to travel restrictions
and state support. Meanwhile, given the uncertainties regarding the income trend, our
target of just a 4.0% real trade drop for the full year (after -6.4% YoY in 1H20) looks like a
challenge at this point.

https://think.ing.com/snaps/russia-industry-still-sluggish-signals-weak-investment-trend/
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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 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.

Additional information is available on request. For more information about ING Group, please visit http://www.ing.com.
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