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Russia keeps accumulating foreign assets

April balance of payments confirms the corporate preference to
convert export proceeds into international assets, making foreign
inflows into local state bonds the only support factor for the ruble
exchange rate

Source: Shutterstock

Preliminary balance of payments (BoP) data released by the Bank of Russia (CBR) indicates

a 4M19 current account surplus of US$45.5 billion and net private capital outflow (reflecting the
accumulation of foreign assets) of US$39.4bn. In addition, c.US$18bn of FX was purchased by the
CBR over that period to fulfil the budget rule.

On a monthly basis, April brought an increase in both the current account surplus (to US$12.7bn
from US$10.5bn a month earlier) and net private capital outflow (to US$9.5bn from US$6.6bn).
Combined with a persisting US$5-6bn monthly FX purchase by the CBR, the current account is
routinely channelled into an accumulation of foreign assets, which is more or less neutral for the
ruble exchange rate.

The key reason for the appreciation in the local currency YTD has been the mounting inflow of
foreign portfolio investment into local state bonds (OFZ). According to the latest data, this inflow
accelerated from US$1-2bn per month in January-February to US$2bn in March and over
US$2.5bn in April thanks to the improvement in the global EM risk appetite and no negative
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developments on the Russia-specific risk perception.

Monthly balance of payments and USDRUB
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Going forward, we expect the monthly current account surplus to decline due to both seasonality
and the outages in the Druzhba pipeline throughput. The latter, according to our estimates, could
have a negative short-term impact on the export revenues within US$2bn. This should not cause
an immediate negative impact on the RUB exchange rate, as the accumulation of foreign assets
should be cut accordingly.

Given the planned US$5.4bn FX purchases by the CBR in May, the current account surplus will
remain fully sterilized by the CBR and the private sector outflow, and the RUB exchange rate will
remain dependent on the OFZ flow. The near-term trend appears favourable, with preliminary data
on auctions hinting that another US$2bn foreign inflow is possible in May. However, in the longer
term, we still consider the ruble to be vulnerable to global market volatility and adverse BoP
seasonality related to the approaching dividend season in June.
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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.
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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 requlation 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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