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Russia: CB cut the rate by 50 bps, making
official shift to dovish monetary policy

KEY TAKEAWAYS

¢ The CBR has cut the rate by 50 bps, to 5.5% (the lowest level since before 2014
sanctions) and will continue further easing, officially shifting from neutral to dovish
policy despite the risks of an inflation pick-up this year due to the rouble weakness.

¢ We believe that after a bigger than usual 50-bps cut the CBR will continue monetary
easing with gradual cuts in line with our estimates, bringing official benchmark rate to
4.5% by the year-end.

¢ The CBR's rate policy will depend on factual and expected inflation, macroeconomic
trends and global volatility.

IMPACT ON MARKETS

Yields on the long end of the curve dropped by 10-12 bps, implying a 1 pp price
growth. The rouble rallied by 1.2% to 74.24 per dollar.

We think that at the current oil prices the Russian rouble is overvalued vs USD, which
means there's an opportunity to OW USDRUB.

¢ Russia's current real rate has declined to 3%.

THE KEY REASONS FOR A SHIFT IN MONETARY POLICY

e Stabilisation of global financial markets since March

¢ Significant economic risks for Russia and global economy implying disinflationary
pressures due to fading consumer demand which will offset temporary inflationary
spikes as a result of the rouble devaluation due to a slump in oil prices

e The CBR is concerned that a slump in household disposable income may increase
disinflationary pressure

¢ Recent increase in inflation expectations will be offset by a drop in consumption

OUR TAKE

The Bank of Russia has cut the key rate by 50 bps to 5.5%, sending a dovish signal to
the markets. Bank of Russia Governor Elvira Nabiullina said another percentage point
of interest rate cuts is possible in 2020. Such tone is clearly extremely positive for
the rouble debt market, which immediately went up. The current OFZ prices do not
yet reflect a possible rate cut to 4.5%, so we expect a bonds purchases ramp-up in
the near future.

The new parameters that were announced last Friday by the CBR are very close
towards our estimates from an inhouse macro model that we published a week
before the CBR release.
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BELOW ARE THE KEY HIGHLIGHTS FROM THE PRESS CONFERENCE:

The Bank of Russia has substantially reviewed its baseline scenario parameters. The
forecast was reviewed due to such important factors as the global economic
downturn, oil rout and restrictive measures around the world.

Against this backdrop, the CBR has adjusted its macroeconomic forecast for 2020
and beyond. The regulator put a conservative view on oil prices in the forecast. The
CBR assumes oil prices slow increase from an average of $15/bbl in the second
quarter to $24/bbl in the fourth quarter. The CBR's baseline scenario now assumes
an average annual price for Urals crude of $35/bbl in 2021 (instead of the $50 it
predicted in February) and $45/bbl in 2022 (in place of its previous prediction of
$50). Russia's GDP will reduce in annual terms at least until the 3Q20, when a
gradual economic recovery may begin, and the GDP may grow g-o0-g. Russia's 2020
GDP is forecast to decrease by 4-6% primarily due to the decline in exports and
capital investment. GDP growth is seen at 2.8-4.8% in 2021.

The regulator expects that annual inflation will amount to 3.8-4.8% in 2020 and
will stabilize near 4% in the future (the CBR's target).

CPI growth is projected to slow down amid disinflation factors. There's a high
probability that the CBR's inflation control will help Russia avoid stagflation.
Developing the monetary policy, the CBR will rely on the leading indicators, rather
than the upcoming statistics. Due to the extraordinary conditions, the regulator has
act more decisively. Thus, it reasonably switched to a wider-than-expected cut. Pre-
emptive steps will also be taken in the future to normalize the situation. It cannot be
ruled out that the CBR will deliver yet another 100-bps cut (bringing the rate to 4.5%)
by the year-end. Therefore, another cut, which is seen more likely, will coincide with
lifting the lockdown (to drive demand). The range of the neutral rate, in turn, will not
be reviewed yet, and a wider range is not likely to hamper dovish monetary policy.
The CBR expects that the current account balance will decline to negative values
in 2020 (to -$35 biIn) and return to positive territory on the back of projected
export recovery. Russia's budget deficit may amount to around 6% of GDP in 2020
amid lower revenues and higher stimulus spending.

The CBR expects household disposable income to decline by 1.6-3.6% and savings to
fall by 7-13%.

The Central Bank expects capital adequacy ratios for commercial banks to drop to
3-8% from 10% in 2019.
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REAL INTEREST RATE IN LOCAL CURRENCY, %
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GLOBAL CENTRAL BANK RATES, %

30

25

20

15

10\

— o e\

0Z-%e4
6L-%2Q
61100
6L-Bny
6L-unr
6L-1dy
61-0o4
8L-29(
81120
8L-bny
gL-unp
8L-Jdy
8L-094
/L-98Q
/120
[L-Bny
LL-unp
L1-1dy
JARCEE
9L-%8Q
91120
gL-Bny
gl-unr
9L-1dy
9L-0e4
GL-98@
G120
GL-Bny
GL-unp
GL-idy
GL-0e4
¥1-%8Q
71420
yL-Bny
yL-unp
yL-1dy

Japan

USA ——EU

Russia

Mexico

Brazil

Turkey

Source: Bloomberg, ITI Capital


https://iticapital.ru/

I III I
! II III CAPITAL

BANK OF RUSSIA'S MEDIUM-TERM FORECAST

Key forecast parameters of the Bank of Russia's baseline Baseline

scenario (growth as % of previous year, if not indicated 2019 (actual)

otherwise) 2020 2021 2022
Urals price, average for the year, $/bar. 64 27 35 45
Inflation, as % in December year-on-year 3 3.8-4.8 4 4
Inflation, average for the year, as % year-on-year 4.5 3.1-3.9 4 4
GDP 1.3 —(4-6) 2.8-4.8 1.5-3.5
Final consumption expenditure 2.4 —(0.6-2.6) 2.3-4.3 0.8-2.8
- Households 2.5 —(1.6-3.6) 3.2-5.2 1-3
Gross capital formation 3.8 -(7-13) 2.3-6.3 1.8-5.8
- Gross fixed capital formation 1.5 —(5.6-9.6) 2.2-6.2 2.2-6.2
Exports -2.3 -(10.6-14.6) 3.7-7.7 2.3-6.3
Imports 3.4 —-(5.6-11.6) 4.9-8.9 2-6
Money supply in national definition 9.7 6-1 6-1 6-1
%?érir; ocrsjrorre%acr;llsatlons and households in rubles and 101 3_8 6-11 6-1
- On organisations 7.1 4-9 5-10 5-10
— On households 19 (-2)-2 9-14 10-15
Russia'.s balance of payments indicators in the baseline

scenario

Current account 65 -35 -18 5
Balance of trade 164 43 66 101
- Exports 419 250 295 363
- Imports 254 207 229 262
Balance of services -36 -34 -39 -49
- Exports 63 46 50 54
- Imports 99 80 89 103
Balance of primary and secondary income -64 -44 -45 -47
Current and capital account balance 64 -35 -18 5
Financial account (excluding reserve assets) -5 11 2 2
- Government and the central bank -23 -4 -8 -8
- Private sector 18 15 10 10
Net errors and omissions -2 -1 0 0
Change inreserve assets ('+'-increase, '-' - decrease) 66 -47 -20 4

Source: Bank of Russia
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ITI Capital Ltd. (hereinafter, the “Company”) is not responsible for
and does not give any warranties in connection with the transfer of
marketing materials. This marketing document is for information
purposes only. Any information in this document is based on data
obtained from sources believed by the Company to be reliable, but
no representations, guarantees or warranties are made by the
Company with regard to the accuracy, completeness or suitability
of the data. The information contained herein does not constitute
the provision of investment advice. It is not intended to be nor
should it be construed as an offer or solicitation to acquire, or
dispose of, any of the financial instruments and/or securities
mentioned in this document and will not form the basis or a part of
any contract or offer.

Neither the Company, nor its affiliates, principals, directors,
employees or agents accept any liability for any direct or
consequential loss arising from any use of this marketing
document and any accompanying materials. Investors should
make their own investment decisions using their own independent
advisors, as they believe necessary and based upon their specific
financial situations and investment objectives when investing. This
material is not intended for the use of Private Customers as that
term is defined under the Financial Services and Markets Act 2000
in the United Kingdom. This material has been approved for
publication in the United Kingdom and European Union by ITI
Capital Limited, authorised and regulated by the Financial Services
Authority and a member firm of the London Stock Exchange.
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