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Russian industry: hoping for a better
2020

Even though overall industrial production growth softened in 2019,
some investment-driven sectors outperformed, including those
focused on agriculture, oil downstream, chemicals, construction and
transportation. For 2020 we continue to expect acceleration given the
budget stumulus that had already been planned and potential extra
injections

2019 industrial production

2.4% YoY o

including 2.1% YoY in December

Worse than expected
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Industrial production in 2019: pressured by OPEC+, weather, and
pessimism over local consumer demand

Russian industrial production accelerated from 0.3% year on year in November to 2.1% YoY in
December, somewhat below our 2.7% YoY expectations. We note, however, that both November
and December data have been distorted by calendar effects: November 2019 had 1 workday less
than November 2018, while December 2019 had 1 workday more than December 2018. Moreover,
December data benefited from the splurge in year-end budget spending, which further
complicates forecasting and lowers the indicative power of year-end statistics.

In full-year terms, industrial production (around 23% of the Russian GDP) decelerated from 2.9%
YoY in 2018 to 2.4% YoY in 2019, which came in slightly below our 2.5% expectations. We don't
take it as a sign of material deterioration of the industrial output trends for the following reasons:

e The two key sectors that assured up to 80% of the slowdown were commodity extraction
(37% of industrial output, growth decelerated from 4.1% in 2018 to 3.1% in 2019) and
electricity&heat distribution (11% of industrial output, growth decelerated from 1.6% to
0.4%). This was a result of Russia's OPEC+ commitments to limit oil production and warm
weather conditions that lowered local demand for electricity&heat (and therefore for gas
production as well).

e Manufacturing (50% of industrial output), the key portion of Russian industry, posted only a
modest slowdown from 2.6% in 2018 to 2.3% in 2019, which is still an impressive figure
given that for most of the year budget policy was not supportive, with the VAT hike
pressuring consumer demand and budget spending dynamics improving only at the very
end of the year.

¢ Looking at the composition of the manufacturing output, the slowdown was driven by
consumer-focused sectors (light vehicles, household appliances, office supplies, clothes),
while others stand out as showing improved dynamics in 2019 vs. 2018, including oil
downstream (7% of total industrial output), chemicals (4% of total), construction materials
and metals (8% of total), and machinery and equipment focused on the agricultural sector.

Overall, the 2019 industrial output data points at a very limited negative reaction to adverse
external and internal factors.

Budget policy will matter more in 2020

Looking into 2020, we see scope for acceleration in the industrial output growth, mainly
thanks to the expected increase in the budget support.

¢ Even before the recent government reshuffle, the overall size of National Projects
(state spending on hard infrastructure and human capital) was supposed to increase
from 2.7% GDP in 2019 to 3.3% GDP in 2020.

e The composition of the new government suggests that the issue of spending backlog
will be addressed. For example, the federal budget underspent around RUB150 bn on
National Projects in 2019 (RUB1.60 tr was spent vs. a planned RUB1.75 tr), and this
sum may be carried over to 2020, adding to the existing plan of RUB2.0 tr. Higher
confidence in the government's ability to fulfil spending plans will be key in
supporting optimism in the investment-driven industries.

o The presidential address from last week suggests that social policy will be an
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important priority as well, which means that the overall spending backlog
accumulated over the previous years and totaling RUB1.1 tr (or 1.0% of GDP) might
be repositioned in favour of additional support to household income, which may
boost confidence among consumer-focused industries.

For now, we keep our previous expectations of industrial output accelerating to 2.7% in
2020 and see some upside risks to this forecast if the government confirms plans to
accelerate spending. Amendments to the budget plan (which even before the reshuffle,
assumed 7% nominal growth in federal budget expenditure in 2020) are expected to follow
by 11 February.

Meanwhile, if higher budget spending will not be accompanied by systemic measures
aimed at promoting broad-based business climate, its effect on economic growth might be
limited, and the higher dependence of growth on state-driven sectors will remain a longer-
term concern.

https://think.ing.com/articles/russia-fiscal-spending-ing-pm-government-putin/

Timeline of the National Projects
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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.

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 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 http://www.ing.com.
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