June 20th 2022

Russia Briefing
Business Backdrop and Risk Assessment
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Overview
❑ While the prevailing view in the west is that the Ukraine conflict may drag on “for years” – with no
sanctions relief – there is a sense of optimism in Moscow is that the end of the military phase is
“close,” and this will end sanctions momentum

❑ But powerful forces in the Kremlin oppose any cease fire until an “acceptable” victory is achieved
or can be claimed. Either way, peace talks (and eventual sanctions relief) will be protracted and
very difficult
❑ Government ministers are very focused on efforts to keep foreign investors in Russia or to help
those who are leaving to transfer ownership in an orderly manner. The objective is to minimize
risk of job loses or disruption to critical parts of the economy. Ministers also hope that departing
investors will return when conditions and perception improve
❑ It is accepted that the ruble exchange rate is too strong – the target is to get it to the mid-70s
versus the US dollar. But the CBR is wary of easing restrictions too fast and will not allow company
transfers until there is, at least, the prospect of sanctions easing

❑ Russia will not be able to pay a sovereign debt payment, due on June 23rd in US dollars. A
technical default may result 30 days later
❑ There are big question marks over the Russia-Kazakhstan relationship after President Tokayev’s
comments at SPIEF last week. How this plays out may also affect the Eurasian Economic Union
www.macro-advisory.com
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Conflict Sitrep
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Current Position

❑ Redacted…see separate bi-weekly updates
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Current Position

❑ Redacted…see separate bi-weekly updates
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Current Position

❑ Redacted…see separate bi-weekly updates
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Conflict-Sanctions Scenarios

Reference slide 29 for the notes and explanation for this table
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Business Environment
Current and Possible/Probable Changes
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Current Position
❑ Most multinationals are still in a waiting mode. Having announced temporary closures or
suspension of new investment in Russia, the majority are waiting
❑ But there has been a pick-up in the number of (high-profile) companies announcing either a
sale to a local partner (Renault) or a full closure (Coca-Cola)
❑ Government ministers have made it clear that they will help companies to transfer ownership
(Renault) or to exit in an orderly manner
❑ The government has also allowed foreign owners to build-in a buy back option which will be
enforceable under Russian law
❑ Foreign companies appear willing (and encouraged by the government) to supply the market
from other locations (Coca-Cola) or via parallel imports (Renault)
❑ The priority for the government is to preserve jobs and incomes. It is also to try and ensure
the continuation of key supplies and services and, eventually, to keep open the possibility of
exiting companies to return
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Expected Changes
❑ The draft legislation which will allow the government to appoint local administrators
to foreign owned business or to force a sale to a new owner (where the existing
foreign owner has declared the intention to close or sell) continues to be postponed
❑ The government is clearly nervous about pushing investors into making a decision or
doing anything that makes it more difficult for them to stay or continue waiting
❑ The draft law which would make it a criminal offence to enforce western sanctions
inside Russia or in any way that would damage Russian interests, also appears to be
under review and will be delayed

❑ There are no current proposals for economic or trade counter-sanctions. Measures
taken, or expected, are focused on personnel sanctions, such as travel bans for
unfriendly journalists and government officials
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View of Foreign Companies
❑ The government wants to retain as many foreign companies as possible
❑ The priority companies are:
▪ Large employers
▪ Those which contribute to the domestic supply chain
▪ In the so-called strategic sectors or provide services to others in these sectors

❑ The carrot and stick approach is being used:
▪
▪
▪
▪

Provide assistance to those that want to stay
Improve the business environment – the so-called regulatory guillotine
Allow companies to transfer ownership or sell with a “buy-back” clause
Draft legislation in progress which will allow the state to take over strategic companies
where there is a danger they may exit

❑ Promoting/supporting parallel imports
❑ The government prefers to work with “western” industry partners but is now more
actively engaging with Asian, Middle-Eastern and African partners
www.macro-advisory.com
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CBR Study
CBR study of the impact of actions by multinationals. The CBR issued a study of the actions of
foreign companies in Russia since February 25th:

▪

More than 5,000 foreign companies are now operating in the country

▪

another 30.000 foreign companies supply products to the Russian market through dealer and
distribution centers

▪

8 million people work in companies that are somehow connected with foreign capital

▪

about 90% of foreign companies originate from the so-called. unfriendly countries, and they reacted
differently to the events.

▪

More than half of the organizations did not announce any restrictions on their work and continued
their activities as usual.

▪

46% of the 600 largest foreign firms have decided to reduce their work in Russia

▪

90 foreign firms have finally left the Russian market.

▪

Businesses from Spain, Sweden, Japan, Poland, and Switzerland were the most active in limiting
their presence

▪

the least active were businesses from Austria, France, Canada, the Netherlands, Denmark,

and Italy.
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Putin’s Comments at SPIEF - 1
❑ About business inspections. The president proposed to cancel the majority of planned inspections of
Russian companies. Specific parameters of the reform should be defined by the government in the near
future
❑ On penalties for economic crimes. Putin called to change the criminal law on economic crimes. "It is
necessary to revise the corpus delicti of large and especially large amounts of damage in economic crimes.
Reconsider the threshold for criminal liability for customs and other payments," the president urged
❑ On Russian businessmen. Putin reminded businessmen that they should associate their future with
Russia. "It is more reliable at home," he stressed. Those who did not hear this message earlier lost
"hundreds of millions, if not billions of dollars" in the West, the president stated
❑ On the modernization of the housing and utilities sector. The President proposed to launch a
comprehensive program to modernize the housing and utilities sector. Putin proposed to synchronize it
with other programs for the development of infrastructure

❑ On inflation in Russia. The inflation target of no more than 4% remains
❑ On additional capitalization of VEB.RF. Putin announced allocation of RUB120 bln from the National
Welfare Fund for the "Factory of project financing" of the state corporation VEB.RF. This measure will
provide additional crediting of in-demand initiatives
www.macro-advisory.com
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Putin’s Comments at SPIEF - 2
❑ On sanctions. Western countries believe that their dominance in global politics and economics will last
forever, but this is not true, Putin said. "They are trapped by their own delusions about countries outside the
so-called 'golden billion’: they consider everything else peripheral, their backyard, still treat them as a
colony, and consider the people living there second-class citizens
❑ On West's responsibility for the global crisis. The deterioration in the global economy is not the result of
recent months or Russia's special operation in Ukraine, Putin said. In his view, the world is in this situation
because of "many years of irresponsible macroeconomic policies of the so-called G7 countries, including
uncontrolled emission and accumulation of unsecured debts.” The special operation in Donbass allows the
West to "blame its own miscalculations on others," he said
❑ On grain exports. Russia, while ensuring its domestic food security, can also significantly increase exports of
food and fertilizers, Putin said
❑ About the new world order. According to Putin, the U.S. has "declared itself to be God's ambassadors on
Earth, who have no obligations, but only interests, and these interests are declared sacred. Although, in
recent decades, new powerful centers of influence have emerged in the world.”
❑ On Russia's special military operation. The president reiterated that Russia's decision to conduct the special
military operation in Ukraine was forced: "Difficult, no doubt, but forced and necessary. It is the decision of a
sovereign country that has an unconditional right, based on the UN Charter, to defend its security.”
www.macro-advisory.com
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Minister’s view of Future Relations
❑ Ministers were asked, at the end of SPIEF, about their expectations for future relations with the
West, and under what conditions:
▪

Anton Siluanov, Minister of Finance. "I think this is inevitable. It's beneficial for the West, it's also beneficial for
Russia. Therefore, this is a matter of time. I think that this will be solved on the basis of mutual consent“

▪

Maksut Shadaev, Minister of Digital Development. "It will happen someday for sure, but under what conditions - I
don't know. But I don't think it will happen in the foreseeable future“

▪

Alexei Sazanov, Deputy Minister of Finance. "Relations between Russia and the West will be restored when there is
mutual understanding, when we learn to see the world through the eyes of our Western colleagues and they through
ours. Then there will be relations, and their quality will depend on the level of mutual understanding. Each person
must take the interests of the other into account“

▪

Alexei Kudrin, Head of the Accounts Chamber. "I am absolutely sure that there will be a recovery. Of course, there
will be some new rules. But they will bring back normal trade, relations, and including exchange, not only of tourists,
but also of technology, scientific knowledge and in education. We will come back to this anyway, it's just that the
rules themselves are being restructured now. The rules will be defined“

▪

Alexei Likhachev, CEO of Rosatom. "I am an optimist. I think it is necessary to strive to restore relations. It is obvious
that it will not be like in the 1990s. It should be a relationship of equals. This will probably require a major correction
of the European elite's position".

www.macro-advisory.com
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Macroeconomy
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Economy – Overview
❑ The economy has stabilized after the initial shock from sanctions, the drop in consumption and
the budget adjustment
❑ The economy benefited from an important “breathing space” as lower domestic demand
allowed for an extension of stocks of now-sanctioned products and components while logistical
and supply chains are reshuffled
❑ The departure of many foreign businesses also turned out to be a much longer process, not
least because of the introduction of capital controls and new government regulations that
made the exit a much more complicated and costly venture than ever before
❑ Many of Russia’s economic and financial indicators have been classified and are no longer
available for open analysis means that in their research many economists have now to rely
upon information that is presented by officials. This leaves significant room for
misinterpretation and wrong judgements
❑ The structure of the economy (with the state sector so large) tends to reduce headline
volatility. The SME portion (less than 25% of GDP) is much more volatile
www.macro-advisory.com
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Entering a Twilight Zone
❑ The economy is quickly entering a “twilight zone” in which many key trends and
underlying processes are now hidden from curious eyes, statistical evidence is
increasingly scarce, and severe limitations on economic activities are presented as signs
of stability
❑ Under these circumstances a better-than-expected performance of the economy in the
initial phase of the conflict should not be taken as evidence of a shorter and milder crisis
facing the country
❑ The big changes that took place in Russia’s external environment mean that the country
will experience a “creeping” and protracted crisis: while the economy will likely escape a
rapid and deep contraction in many of its sectors, stabilization of output and a return to
growth is not going to be an easy task
❑ This has forced us to change our view on Russia’s medium-term prospects: we have
upgraded our estimate of a fall in 2022 GDP to -5.8% YoY but we downgraded our GDP
forecast for 2023 from +1.8% to -1.8% YoY

www.macro-advisory.com
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Economy - Trend
❑ April was the first month the Russian
economy
faced
the
full
consequences of the changes to its
macro environment
❑ Surprisingly, the data suggests that
the effects of the crisis are much
milder than expected
❑ This, however, does not mean that
the crisis will be softer; rather it
means that it will be more gradual
and protracted
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Economy - Sectors
❑ The effect of the changes to the macro
environment has been very uneven. Some
segments of the economy have received
significant opportunities -the defense industry,
energy exporters and agricultural sectors
❑ Local services and tourist industries have also
received a boost as many foreign tourist
destinations have been effectively closed
❑ Others have been devastated. The biggest losers
include parts of the manufacturing industry with
a high dependence on imports of components
(automotive, civil aircraft and electronics’), air
transportation, construction, and certain
segments of retail trade
www.macro-advisory.com
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Federal Budget
❑ The Finance Ministry is restricting budget
information due to sanctions risk:
▪ The Ministry of Finance reported that for
five months budget revenues* amounted
to RUB12.043 trln, or 48.1% of the total
revenue for the year
▪ Expenses - RUB10.547 trln, or 44.5% of
the total expenses for the year
▪ The surplus in January-May, according to
preliminary data, amounted to more than
RUB1.49 trln (US$24.5 bln)

www.macro-advisory.com
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Inflation
❑ Inflation has peaked. Annual inflation for the
week ended June 3rd was down to 17.02%.
Rosstat reported that deflation of 0.01% was
recorded in the period

Headline Inflation, % Change YoY

❑ From the beginning of the year to June 3rd,
the price increase was 11.8%
Source: Tradingeconomics.com, Federal State Statistics Service

❑ According to the CBR’s forecast, given the
current monetary policy stance, annual
inflation will total 14.0–17.0% in 2022,
decline to 5.0–7.0% in 2023 and return to 4%
in 2024
❑ The inflation drivers today are very different
to those in 2014 – e.g. Russia no longer
imports basic food or other basic
goods/services

Headline Inflation, % Change YoY. 10 Years

Source: Federal State Statistics Service
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Central Bank Actions
Key Rate, %

❑ On June 10th, the Bank of Russia (CBR) cut the
key rate by 150 bps to 9.50%. The cut was
slightly more aggressive cut than expected by
the consensus (100bps) but is also not a
surprise
❑ Three months into the crisis, the CBR has
managed to bring key rate to single digits. This
(political messaging) appears to have been a key
factor

Source: Central Bank of Russia

❑ The CBR is under pressure to keep the cost of
debt low – it can do this as the rate has now
little to do with either inflation control or
currency stability
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Ruble Impact
❑ The ruble is too strong. The ruble continues to
strengthen and is back where it was in mid-2018
and early 2015

❑ The rate is no longer set by the market but is a
consequence of ultra-strong surpluses in Russia's
external
accounts,
which
result
from sanctions, high commodity prices, the
collapse in imports and the actions of the
CBR/Government.
❑ The Finance Ministry wants a more competitive
rate, but the CBR is reluctant to remove
restrictions – under current conditions – because
of the risk of a steep decline.
❑ The First Deputy Prime Minister called for the
rate to return to the 70-80 range versus the US$

www.macro-advisory.com
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Future
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Known Variables
❑ Three factors frame the current macro situation. The current macroeconomic
situation in Russia is framed by three main factors:
▪ Structural impediments with roots in the Soviet economic system that
include a large share of the state in the economy, a heavy reliance on low
value-added commodity exports, monopolization, and a high level of
dependence on imports in consumer-related sectors

▪ Sanctions that halted most of the financial and capital flows into Russia, cut
the availability of components, goods, and spare parts for many local
industries and the population, and led to severe disruptions in areas of
transportation and logistics
▪ Conflict in Ukraine forced the state to reshuffle its spending and to
reallocate more resources towards defense procurements and military
spending in general
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Summary
❑ For now, the government is very focused on reducing pressure on foreign companies
❑ Officials are helping those who which to exist and in a manner which would allow them to
return when conditions change
❑ Legislation, aimed at criminalizing sanctions enforcement, appears to be delayed as
government officials try to prevent any measures which could force western companies to
accelerate their exit from the country

❑ The priority is to preserve jobs/income, to minimize any possible disruption to the domestic
economic and industrial supply chain and to ensure continuity in strategic industries
❑ At the same time, it is being made clear that companies that leave, without an agreed buy back
or return arrangement, may not be allowed return and will lose access to the market
❑ The main economic indicators show a relatively more stable situation than had been expected.
This year the economy will not decline as much as feared but the prospects for recovery, i.e.
anything beyond a stagnation scenario, for several years, appear dim
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Appendix
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Scenarios Table- Notes
Reference the table on slide 8
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Economic Phases
❑ The economy will be affected in several distinct phases
▪ Phase 1:
o

o

There was no financial or economic crisis, despite the huge wave of sanctions, because of the preparations and changes put in
place since sanctions started in 2014
The increase in export receipts and the decline in imports/demand helped the economy

▪ Phase 2:
o
o

2023-2025

A period of stagnation (growth between 0.0 and 2.0%) seems unavoidable as a legacy from this crisis.
Investors (foreign and domestic) will stay cautious
Government will stick with a conservative fiscal stance so as not to run a large deficit and to preserve financial resources

▪ Phase 4:
o
o
o
o
o

To end 2022 or early 2023

The economy should be stable as the state is able to fund the military operation, employment and social supports and some key
industry subsidies
Legislation and administrative changes to help remove business obstacles and to try and keep foreign owned business in
strategic sectors

▪ Phase 3:
o
o
o

Immediate effect

Longer term

Depends on how long sanctions – and which sanctions – remain
Whether the government will successful in switching the economy from export orientation to domestic demand driven
Depends on what financial resource the state has available (export revenues, etc.)
Depends on Russia’s international image and geopolitics – the willingness of foreign investors to return/engage
The key issue maybe technology – Russia can sustain a basic level economy but the technology and efficiency gap with the rest
of the world will grow if the technology sanctions remain
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CBR Governor Comments*
❑ The benefits of exports need to be rethought; a large part of production needs to work for the domestic market
❑ The external environment has changed for Russia for a long time, if not forever
❑ The resilience of the financial system is absolute

❑ Russia's financial system is facing the rather urgent task of creating a partner system for international settlements
❑ Banks should be encouraged to finance economic transformation projects, not profits
❑ Most currency restrictions should be lifted as the financial system stabilises
❑ Inflation in Russia in 2022 cannot be ruled out at the lower end of the 14-17% forecast range

❑ The Central Bank of Russia is not currently considering other options for the sale of Otkritie, other than a sale in
favour of VTB
❑ The Central Bank of Russia is prepared to sell Otkritie at a market valuation
❑ The CBR does not yet see any prerequisites for a return to currency purchases under the budget rule
❑ In the context of sanctions, it cannot be said that all currency restrictions will be lifted

❑ Russian authorities will not confiscate foreign currency deposits or ban foreign currency
❑ We need to systematically and qualitatively improve the protection of private investors in the financial market
*at SPIEF on June 16th
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Economy Ministry Forecasts
Economy Ministry issued updated assumptions. The main indicators of the forecast of the
Ministry of Economic Development for 2022-25, which will be used in the drafting of the federal
budget 2023-25, are as follows:
▪
▪
▪
▪
▪
▪
▪
▪
▪
▪
▪
▪
▪
▪

Decline of GDP in 2022 is projected at 7.8%, and in 2023 at 0.7%
GDP growth in 2024 is projected to be 3.2% and, in 2024, at 2.6%
Economy will have the biggest downturn in the third quarter of 2022
According to data from May and April, there are risks of a cyclical crisis in Russia
Russia's trade surplus will rise to US$230 bln in 2022
Inflation forecast for 2022 (average) is 17.5% and, for 2023, it is down to 6.1%
Unemployment will peak in 3Q22
Decline in fixed capital investment in Russia will reach 19.4% in 2022
Value of retail trade will drop by 8.7% YoY in 2022
Decline of the services market will be 7.9%
Exports of goods in real terms are projected to decline by 14% in 2022, in nominal terms by 2%
Average annual ruble-U.S. dollar exchange rate in 2022 is expected to reach RUB76.7/US$1
By the end of the year the currency will grow to RUB76/US$1
Average Urals oil price in 2022 will be US$80.1, it is expected to decrease starting from 2023
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Strong Cash Flow
Current Account Balance, US Million

❑ The current account surplus reached
US$110.3 bln in 5M22. The balance of
trade reached US$124.3 bln in 5M22
❑ In May, the current account surplus
amounted to US$14.5 bln (vs US$37.6
bln in April) and the trade surplus was
US$17.8 bln (US$40.2 bln in April) as
new trade routes have opened (via
Turkey, Kazakhstan and China) and
Russian factories are again being
resupplied

Source: Central Bank of Russia
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Commodities Boost

❑Russia is benefiting from
high commodity prices
and, for now, unrestricted
export volumes in most
areas
See Slide 36 for comment about future
commodity-based cash flow risk
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Cash Flow Will be Critical
❑ Russia will start to suffer a drop in
export revenues as the European ban
on oil and oil products kicks in
❑ The key question will be how much of
this volume will be exported elsewhere
and at what price?
❑ Russia has already made big progress in
developing Asian markets and is now
targeting much larger sales

❑ Export infrastructure will be critical –
ships, TAPI, other land routes

www.macro-advisory.com
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Sentiment
PMI Manufacturing Survey, Monthly (50.8 in May…..just in expansion territory )

❑ Domestic
business
and
sentiment will also be critical

investor
Source: S&P Global

❑ Manufacturing sentiment has recovered
to just over 50 – but remains fragile
❑ Services, which represents the broader
economy and end customer demand, is
still below 50

PMI Services Survey, Monthly (48.5 in May…..still in contraction )

Source: S&P Global

Business Confidence: Hurt By Sanctions and Uncertainty

Source: Federal State Statistics Service
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Summary Macro Trends
Note: Adjustments will be made after the full sanctions
impact and response is known and can be assessed
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Detailed Macro Trends
Note: Adjustments will be made after the full sanctions
impact and response is known and can be assessed
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What’s Next?
❑ June 26-27:

G7 Summit in Germany

❑ June 29-30:

NATO Summit in Madrid

❑ June 29:

Employment and wage data for May

❑ June 29:

Retail sales data – May

❑ June 29:

Industrial Production and Preliminary GDP - May

❑ June 30:

Business Confidence – Rosstat

❑ July 1:

PMI Manufacturing Survey - June

❑ July 5:

PMI Services Survey - June

❑ July 6:

Final Duma Spring Legislative session

❑ July 7:

Inflation report for June and YTD

❑ July 8:

Rosstat Consumer Confidence Report Q2

❑ July 8:

Current Account Q2

❑ July 12:

Trade Statistics - May
www.macro-advisory.com
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+7 916 349 2039
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