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Russia: Economy contracts modestly in
2020, but challenges to recovery remain
Russian GDP dropped by 3.1% in 2020, faring relatively well thanks to
budget support, small services segment, and lack of prior overheating.
However, with fixed investments and household income at multi-year
lows, and limited room for further stimulus, GDP recovery beyond the
base effect would be a challenge. We reiterate our 2.5% GDP forecast
for 2021   

-3.1% 2020 GDP, % YoY
vs. 2.0% growth in 2019

Better than expected

Lack of prior overheating, small services sector, and support to
real estate cushioned the blow in 2020
The drop in GDP, according to the official first estimate, comes after 2.0% growth in 2019. This
decline is only slightly worse than our -3.0% expectations, but is better than market expectations
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of -3.5% to -4.0%. The State statistics service (Rosstat) has also provided the structure of annual
GDP by usage and production, which generally confirms our initial take on the reasons for the
Russian economy's defensive performance in 2020. We have the following observations and
takeaways.

Looking at the GDP by usage (Figure 1), it appears that lack of destocking was one of the
supporting factors, unlike in 2015 and 2009. This was largely due to the fact that prior to
2020 the overall GDP growth rate was within 2%, and there were no accumulation of
inventories. In other words, the lack of positive expectations before 2020 helped dampen
the blow of the sudden stop.
Another support factor (which may have partially contributed to prevent destocking) was
increased budget support, as state consumption increased by a historical high of 4% in
2020 in real terms, making a positive 0.7 percentage point contribution to GDP dynamics
and partially offsetting the negative effect of the 8.6% year-on-year drop in household
consumption.
GDP structure by production (Figure 2) illustrates the small share of services in Russia. For
example, hotels and restaurants, the sector most hit by the lockdowns, dropped 24.1% YoY,
but given its miniscule 0.7% share in the overall GDP, the negative contribution of that
sector to GDP dynamics was limited to 0.2ppt. Overall, the combined negative contribution
of the contraction in trade, transportation, telecoms, hospitality, and catering was only
1.2ppt in 2020. 
In addition, we note the stable positive contribution from the financial sector and lack of
any drop in construction and real estate. Those appear to be related to increased interest of
households to real estate, which in turn was a result of redustribution of savings by the high
net worth segment and subsidized mortgage for the rest. To remind, while overall retail
lending decelerated in 2020, the mortgage segment growth accelerated from 17% in 2019
to around 20% in 2020.
Industrial sectors have also fared relatively well, with manufacturing output staying flat
(with all the abovementioned factors likely preventing a decline), and the entire drop in
industrial output assured by the 10.2% YoY drop in commodity extraction amid OPEC+
restrictions on output. The latter contributed a negative 1.0ppt to the GDP growth dynamics
in 2020.

Figure 1: No destocking and state demand dampened the blow
in 2020

Source: Rosstat, ING
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Figure 2: Small services sector, and reliance on mortgages
helped too

Source: Rosstat, ING

Recovery challenged by weak investment and household
income amid limited room for fiscal support
The defensive performance of the Russian economy during the pandemic does not, however,
guarantee a robust recovery afterwards. We see at least a couple of challenges:

Fixed investment trend appears under persistent pressure, as following the 6.2% YoY drop in
2020, its level is now 21.2% of GDP, the lowest reading since 2007 and far below the 25% of
GDP previously targeted by the government. A material increase in invesment demand
would require expectations of a long-term consumer recovery, however at least in the near
term consumers are downbeat as a result of weak income, which slid over 10% since 2013
and is now lower than 10 years ago (Figure 3).
Meanwhile, the government's ability to boost investment and consumer demand with
conventional tools seems to be largely exhausted as following the 4% GDP fiscal support
package disbursed in 2020, the level of overall consolidated expenditures is already at
elevated levels close to 40% of GDP in our estimates, driven by both socially-focused and
other spending (Figure 4). We believe that with budget breakeven Urals at a high US$74/bbl
level (US$83/bbl net of one-off proceeds in 2020)  the fiscal room for extra spending is
limited to the 1% GDP spending backlog passed over from the previous years. This means
that more subtle measures aimed at improvement in the mood in the private sector would
be required to assure growth beyond the base effect this year.

https://think.ing.com/snaps/russia-consumer-confidence-takes-a-hit/
https://think.ing.com/snaps/russian-budget-modest-deficit-leaves-fiscal-room-for-2021/
https://think.ing.com/snaps/russian-budget-modest-deficit-leaves-fiscal-room-for-2021/


THINK economic and financial analysis

Snap | 1 February 2021 4

Figure 3: Weak income and investment trend since 2014
remains a challenge

Source: Rosstat, ING

Figure 4: Budget spending already close to historical high

Source: Finance Ministry, Rosstat, ING

Maintaining our below-consensus expectations for 2021
Weak investment and household income trends and the lack of easy economic policy tools
to address them make us skeptical of Russia's ability to post a recovery beyond the base
effect in 2021, in line with a number emerging market and commodity peers. We therefore
reiterate or below-consensus 2.5% growth expectations for 2021.
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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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