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Russian household and corporate
activity remain sluggish
May data on household income and consumption is slightly better than
expected although this could be down to one-off factors. Corporate
activity is clearly subdued but may see some support from the
scheduled pick up in state spending in the second half of the year

Russian President, Vladimir Putin, answers questions on a live TV call-in programme

+1.4% Russian May retail trade, YoY
+1.7% YoY for 5M19

Better than expected

Household income and consumption better than expected, but
we're still not too optimistic
The May Russian retail trade growth of 1.4% YoY and a real salary increase of 2.8% YoY are
both better than expected. Combined with an upward revision of April data by 0.4 pp and 1.5
pp respectively it may appear as a positive sign. However, we remain cautious for several
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reasons:

The spike in real salaries to 2-3% YoY in April-May vs. 0-2% YoY growth in 1Q19 (amid
relatively stable CPI growth at c.5% YoY) seems to be driven by the oil extraction and
financial sectors (they account for 4.6% of those employed), which may reflect annual
bonus payments or other sector-specific factors;
For the broader population, retail lending growth seems to be the primary source of
financing consumption, however it started decelerating from May, and the publicly
expressed concerns with the pace of consumer lending growth by the Bank of Russia
(CBR) and the president suggest little room for further support to consumption from
lending in the medium-term;
The structure of retail trade suggests continued deceleration of growth in the sales of
non-food items from 2-3% YoY in 1Q19 to 1-2% YoY in April-May, possibly reflecting
the continuing effect of a VAT hike amid income growth concerns;
Today's comments by the president during the annual call-in session with the general
public suggests, in our view, that the government is not looking to adress the issue of
income and poverty with additional social spending but would rather aim at higher
labour efficiency. This message is positive for the macro stability framework, but
suggests that any fast and easy support to household income is unlikely.

Overall, with a lack of obvious income drivers, likely deceleration in retail lending and limited
scope for deceleration in inflation from the current levels, we continue to expect subdued
consumption growth this year.

Key indicators of the Russian consumer trend

Source: State Statistics Service, Bank of Russia, ING
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Corporate activity weak, but may recover in 2H19 thanks to
budget seasonality
The virtually nonexistent 0.2% YoY growth in construction in May, combined with the 0.9% YoY
increase in industrial production (we commented on it earlier this week) and lack of any
noticeable acceleration in corporate lending - suggest there's little recovery in the corporate
sector from its stasis mode. However, we reiterate there is a hope for some recovery in 1H19,
as state spending on direct support to the economy is scheduled to accelerate from -19% YoY
in 1Q19 to the drafted +16% YoY for the full year, as the 'National Projects', which are
70% capex, gain traction, and overall budget spending accelerates from 6% YoY in 1Q19 to the
13% YoY drafted for the full-year.

As for the longer-term debate on whether to allow investing part of NWF, the sovereign wealth
fund, into the local projects from 2020, the president's position in the debate between  Minfin
(in favour) and the CBR (concerned) has yet to be clarified. Today's call-in session on the one
hand started with highlighting the importance of the National Projects (we believe the idea to
invest part of NWF into the local projects is at least partly linked to the search of sources to
finance the massive RUB26 trln programme), but on the other hand there were no clear signs
that the president is comfortable with sacrificing the conservative approach to the budget
policy.

Key indicators of the Russian producer trend

Source: State Statistics Service, Bank of Russia, ING
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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.
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