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Russia: Industry still sluggish, signals
weak investment trend
Russian industrial output dropped in June due to the sluggish
performance in intermediary and investment sectors. With fiscal
priorities shifting towards social spending, consumer demand-driven
sectors are less of a concern in the near term

-9.4% June industrial production, % YoY
up from -9.6% YoY in May

Worse than expected

Manufacturing sector underperforms despite favourable
calendar effect and recovery in consumer-driven sectors
Russian industrial production dropped 9.4% year-on-year in June, showing little improvement vs.
the 9.6% YoY drop in May. The June result is worse than the -7.2% consensus and is even further
away from our more optimistic expectations of -6.0%.
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The negative result comes despite the favourable calendar effect. Even accounting for the
extra day-off related to the constitutional vote (Wednesday, 1 July), the number of working
days in June 2020 was still exceeded by that of June 2019 by 1 day, while the calendar
effect for May was exactly the opposite. July and August will be facing adverse calendar
effects of 1 lost working day each.
The June 14.2% YoY drop in commodity extraction (after -13.5% YoY in May) contributed to
the overall performance, however, it was not a surprise given Russia's OPEC+ commitments,
which persist in the current form until August, when some relaxation seems to have been
agreed upon recently.
The primary reason for the worse-than-expected industrial performance in June was the
very modest improvement in the manufacturing dynamic from -7.2% YoY in May to -6.4%
YoY in June. Looking at subsectors, the main drag on the latter was caused by intermediary
and investment sectors, including chemicals, semiconductors, construction materials, while
consumer-focused segments, such as food, clothes, household appliances and electronics,
car manufacturing posted a healthy recovery.
The overall industrial result may seem to clash with the mounting fiscal support, as the
federal budget deficit widened massively to RUB0.7 billion in June and RUB1.0 trillion in
1H20 on both a decline in revenues and acceleration of spending to 48% YoY in June and to
28% YoY in 1H20. However, looking at the structure of 1H20 spending, the picture becomes
more consistent, with just 26% YoY growth of spending on the corporate economic activity
vs. an 80% YoY increase of 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. 

With the 5.2% YoY drop in industrial output in 1H20, our -4.5% expectations for the full-year
are still achievable. The June industrial output data combined with the budget
fulfillment eases some of our concerns regarding the near-term consumer trend, while
putting construction and investment activity on the spot.

Longer-term fiscal policy may also feed into the potential divergence of consumption and
investments: while the RUB4.0 trillion (3.5% of GDP) cash portion of the announced fiscal
stimulus package for this year seems to be evenly split between support to corporates and
households, the longer-term budget priorities seem to shifting towards the social sphere.
First, the deadline for the fulfillment of the RUB26 trillion (around 3.5% GDP per year)
National Projects programme (mainly state infrastructure investment) has been pushed
back by 6 years to 2030. Second, 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 will increase from the already high 56% in 2019 to
around 60%, which will be difficult to reverse. This means that following the eventual
budget consolidation, the state investment spending is more likely to face reduction than
other items. This may contribute to a fragile mood in the state-driven sectors in the
medium term.

https://think.ing.com/articles/opec-cuts-set-to-ease/


THINK economic and financial analysis

Snap | 16 July 2020 3

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
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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.
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for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
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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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