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Russian near-term CPI risks decline
Russian CPI in March was at the lower bound of the consensus range.
We see CPI growth as being close to its peak this year, however, the
longer-term risk profile still calls for caution on the part of the Central
Bank

Source: istock

5.3% YoY March CPI growth
up from 5.2% YoY in February

As expected

Russian CPI accelerated from 5.2% year on year (YoY) in February to 5.3% YoY in March, at the
lower bound of the narrow 5.3-5.4% consensus range and slightly better than our initial
expectations. 

The key reason for the very modest acceleration in CPI despite the recent VAT hike from 18% to
20% is that the food and services CPI stopped accelerating, staying at 5.9% YoY and 5.1% YoY,
respectively. The only segment that continued showing faster price growth was non-food, up from
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4.6% to 4.7% YoY, despite some slowdown in gasoline prices from 9.6% to 9.4% YoY.

The numbers come as a confirmation of lower near-term inflationary risks mentioned recently by
the Central Bank, as the better-than-expected CPI is supported by:

gasoline price freeze formally extended till 1 July  
confirmation of solid grain harvest expectations of 118 million tons for 2019
and some moderation in inflationary expectations by households and companies in March

Overall, all else being equal, we see CPI approaching the peak of c.5.5% YoY in the coming months,
with the balance of near-term risks skewed to the downside.

Russian CPI, inflationary expectations, and key rate

Source: State Statistics Service, Bank of Russia, ING

At the same time, the longer-term CPI risk profile remains uncertain. Mainly, we are surprised that
the initial reaction to the VAT hike was apparently very modest, estimated at 0.6-0.7
percentage point (ppt) by the Central Bank recently vs. its earlier expectations of 1.0 ppt and our
more pessimistic estimates of 1.0-1.5 ppt. While partially this effect may have been realized
already in 2018, the strong deviation may suggest that the pass-through has been slowed down
by retailers at the expense of their margins. The potential for further absorptions is under question,
as PPI growth (currently at 9.0% YoY) has been materially exceeding that of CPI since the
beginning of 2017.

Coincidentally, according to Rosstat, profits in the retail trade sector have been declining in the
previous two years - by 16% cumulatively in 2017-18. Our understanding is that should consumer
confidence improve later this year - as the state spending on social support, public sector salary
indexation and infrastructural projects kick in in 2H19 - it will translate in additional inflationary
pressure.

The same principle applies to the current gasoline price freeze, which has recently been extended
till 1 July. Our understanding is that at the current oil prices the sales of oil products on the local
market are less attractive for the downstream majors than exports, which makes the longevity of
the deal dependent on the government's readiness to subsidise the local price freeze from the
budget. The preference to do so may diminish if consumer confidence recovers in 2H19.
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Finally, the RUB performance, which may have been disinflationary in 1Q19, is now subject to
higher uncertainty given the likely shrinking of the current account, as we mentioned in our recent
note Russia: Lower FX purchases in April - small consolation to RUB.

https://think.ing.com/snaps/lower-fx-purchases-in-april-small-consolation-to-rub/

CPI, PPI, and consumer confidence

Source: State Statistics Service, Bank of Russia, ING

Overall, our short-term view on CPI is positive, with the peak likely seen at 5.5% or lower,
which may provide further support to the upbeat mood on the Russian FI market.
Meanwhile, the market should be mindful of the delayed pass-through of PPI, which may
prevent CPI's fast return to the targeted 4%.

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
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

https://think.ing.com/%7Bpage_5492%7D
mailto:dmitry.dolgin@ing.de


THINK economic and financial analysis

Snap | 5 April 2019 4

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.

Additional information is available on request. For more information about ING Group, please visit http://www.ing.com.

http://www.ing.com

