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Russian CPI spike creates case for
another 50bp key rate hike

Higher-than-expected CPI of 6.0% YoY in May amid a strong recovery in
consumer activity should reinforce inflationary concerns of the central
bank. We raise our year-end 2021 CPI forecast to 5.0% and 11 June key
rate forecast to 5.50%. With the CBR’s macro assumptions for 2021 still
intact, the most likely key rate ceiling should be in the 5.5-6.0% range

Inflationary pressure in Russia exceeds expectations

Russian CPI spiked by 0.5 percentage points to 6.0% year-on-year in May (Figure 1), whichis a
4.5 year high. Last month's result exceeds the preliminary data by 0.1ppt and market
expectations by 0.2ppt. The pick-up was assured not just by the lower base effect in the food
segment, but also due to broad-based pressure in the non-food products segment, which
contributed 2.1ppt to the overall CPI (Figure 2), the highest contribution in 4 years. The
strongest price pressure was seen in construction material, related to the construction and
renovation boom supported by the subsidised mortgage programme that has recently been
prolonged. In addition, the services segment also saw some increased price pressure, mostly
related to the local tourism expenses. The local tourism is likely to remain a pro-inflationary
factor into the summer, as the outward tourism to Turkey is not available. Eqgypt is conjectured
to be re-opening soon, which is unlikely to matter much given the off-season there.
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Taking into account strong local consumer recovery, spiking PPI (Figure 3), and global context
of elevated inflationary expectations related to supply-side constraints (including those in
semiconductor production), we raise our CPl expectations for the year-end 2021 to 5.0%.

Figure 1: CPI hit a new high of 6.0% YoY in May, consumers’
inflationary expectations stable but elevated
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Figure 2: Contribution of non-food CPI is the highest since
2017, suggesting broad-based pressure
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Figure 3: Corporate inflationary expectations at historical
highs, PPI close to 30% YoY
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CBR is now probably leaning towards another 50bp hike
this Friday, medium-term signal remains under question

The higher-than-expected CPI trend combined with a rebound in consumer lending
growth amid still weak deposit dynamics should reinforce the Central Bank of Russia’s
resignation to exit the loose monetary stance sooner rather than later. While until the
end of last week we took a 25 basis point hike as our base case for the 11 June
meeting, now we believe a jump to the 5.50% level in one 50bp step to be a more likely
scenario.

The medium-term key rate target, which we have so far seen at 5.50%, is now also
under upward pressure. But we would not exclude that this Friday the CBR will
accompany the rate decision with a softer medium-term signal. The current CPl and
GDP dynamic is so far in line with the CBR's forecasts for 2021 (4.7-5.2% and 3.0-4.0%,
respectively), and those assume that the most likely nominal key rate ceiling for this
year is within the 5.5-6.0% range. Assuming the eventual stabilisation of the global
agro prices (Figure 4), CPI should return to 4.0-4.5% by mid-2022, keeping the current
real rate (based on expected CPl in 12 months) comfortably within the designated
1-2% range. This should keep Russian real rates among the highest in the peer space
(Figure 5). Meanwhile, the balance of risks to that view is again leaning towards higher
rates in case of continued negative surprises on CPI locally and in the EM space.


https://think.ing.com/articles/key-events-in-emea-next-week-040621/
https://think.ing.com/forecasts/
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Figure 4: Globhal food price growth is still high, but is no longer
accelerating
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Figure 5: Russian real rate is top-3 among peers, and is within
the CBR’s neutral 1.0-2.0% range
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