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Russia runs a low level of macro risk
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State debt, % of GDP » Russia has a low level of macroeconomic risk: it runs
250% 1224% one of the world’s lowest debt-to-GDP ratios, a modest
200% - budget deficit, and its leverage is under control
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Sources: Bloomberg, CIA, OECD, Russian Economy Ministry, Alfa-Bank 5



A Alfa-Bank

Budget breakeven to oil to decline to $50/bbl

Budget breakeven oil price is projected to go to $50/bbl » The current budget breakeven oil price is still $67/bbl,
justifying the necessity for tax reforms through (1) tax
collection improvements and (2) tax rate hikes
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Low inflation may support growth

Ruble exchange rate and inflation in Russia > Due to tight CBR monetary policy, 2017 inflation decelerated
120% - ~ub A " 18% to just 2.5% y/y and remains below target. For the moment it's
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» Policy rate cut cycle ended at 7.5% 0%

» The external environment plays against a
hike in local rates — sanctions risk boosts -2% -
risk premium and rising US rates reduce
the rate differential

Sources: CBR, Rosstat, Alfa-Bank
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Russian growth story by phase

GDP, investment and consumption, 2008=100

» Russian economy up only

] 7% from 2008 levels,
+12% reflecting a potential growth
constraint

110 -
+7%

» At the moment we estimate
100 - -1% the potential growth rate for
Russia at 0.7-1.2%, the low
level due to demographic

90 - and investment constraints

» Russian growth case
remains driven by
consumption; investments
are just recovering to 2008
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Consumption growth to come under pressure

Real salaries in 2011-2013 and 2017-2019F, % yly Number of pensioners is projected at 34 mn by 2034
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Mortgage and non-mortgage retail lending growth, % yly
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;g;" | ——Mortgage, % yly > Electoral cycle is over, which will lead to a
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Sources: Rosstat, CBR, Alfa-Bank
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Concluding comments

» Russia is back to a consumption-driven cycle, with a very weak potential growth rate,
assessed at around 0.7-1.2% per year

» The cabinet is focused on maintaining budget stability: a reduction in the budget’s oil-price
breakeven to $50/bbl will be implemented by optimizing tax collections, increasing the tax
burden and tightening control over expenditures

» Consumption remains the driving force of growth, however in 2019 consumption growth will
not be as strong as previously expected due to the VAT increase and pension reform

» Unlike a number of EM countries, local financial markets are protected by stable
macroeconomic policy ...

» ... however, new sanctions may bring additional cost




