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Russia

PMI commentary

Service sector helps keep economy growing as manufacturing fades

B PMI surveys signal stronger service sector growth
compared to manufacturing expansion

B Business activity across monitored sub-sectors
increases steeply

B |ndustrial production rises at weaker pace towards
the middle of 2018

The recent football World Cup in Russia has provided
a boost to the Russian economy, with fans from all
over the globe descending on host cities to watch their
national team. The service sector saw the greatest
impact, according to IHS Markit's survey data, with
business activity and new orders expanding strongly in
the event’s build-up. However, the survey data have
also signalled the re-emergence of weaker underlying
domestic demand conditions, with panellists linking this
to a softer pace of economic expansion.

Manufacturers in particular have not fared well, with
industrial production growth easing throughout the
second quarter. Weaker official data was corroborated
by a third successive deterioration in the health of the
sector in July, as indicated by the IHS Markit Russia
Manufacturing PMI. The latest dip in overall
performance was exacerbated by a second
consecutive monthly fall in new orders.

Strong growth across services sub-
sectors

Despite the July PMI surveys recording the first
monthly deterioration in manufacturing performance
since April 2016, a rise in service sector activity during
the month helped the Russia Composite PMI Output
Index signal a moderate rise in overall activity.
However, the increase was the weakest for 26 months.

At the sub-sector level, growth in Transport & Storage
companies was particularly strong and drove the
overall services upturn.
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In each of the monitored services sub-sectors (which
include Transport & Storage, Consumer Services,
Information & Communication, Finance & Insurance
and Real Estate & Business Services) expansions
were largely solid throughout the second quarter and
at the start of the third quarter. Following a boost to
new orders during June, all sub-sectors reported an
increase in new business in July. The fastest
expansions were registered by firms in Transport &
Storage and Finance & Insurance.

That said, the rate of new business growth softened
across the Finance & Insurance and Real Estate &
Business Services segments in July. The latter
registered the most notable change following the World
Cup, with the pace of expansion easing for the third
successive month.

Manufacturing sector fails to keep pace

In manufacturing, the picture has been less buoyant.
Recent subdued trends in underlying domestic and
foreign demand for Russian manufactured goods have
weighed down on growth, with the issue exacerbated
by April’'s sanctions. Metal producers have been
particularly hard hit, with consumer goods producers
also reporting a solid fall in output since May. The
effects of this issue are expected to wane over the
second half of the year however, with IHS Markit
forecasting industrial production to grow 3.9% in 2018,
easing to 2.9% in 2019.

Proposed policy changes

That said, the service sector will not be without its
challenges over the coming year as new VAT rules
come into force. The current proposal for the change
will raise the sales tax from 18% to 20% on January 15t
2019. Consequently, inflation expectations have been
revised up for 2019, with many expecting a halt on
interest rate cuts as the tax hike is forecast to push
inflation above the 4.0% target.

Meanwhile, a controversial proposed increase in the
retirement age could impact part-time workers and
investment in on-the-job training in the medium-term if
phased in. July data signalled the second successive
month of job shedding across both the manufacturing
and service sector, despite a solid rise in services new
business. In an already challenging labour market
where redundancies have increased, and firms
prioritise  more  efficient business processes,

candidates will face greater pressure to stay fit and
skilled. However, a rise in the retirement age could
lead to greater economic growth and increase the level
of government investment in healthcare and education.

Forthcoming economic data releases:

®m  September 3 IHS Markit Russia Manufacturing PMI
(August)

®m September 5" IHS Markit Russia Services PMI
(August)
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The intellectual property rights to these data are owned by or licensed to IHS Markit. Any unauthorised use,
including but not limited to copying, distributing, transmitting or otherwise of any data appearing is not
permitted without IHS Markit's prior consent. IHS Markit shall not have any liability, duty or obligation for or
relating to the content or information (“data”) contained herein, any errors, inaccuracies, omissions or delays in
the data, or for any actions taken in reliance thereon. In no event shall IHS Markit be liable for any special,
incidental, or consequential damages, arising out of the use of the data. Purchasing Managers'Index™ and
PMI™ are either registered trade marks of Markit Economics Limited or licensed to Markit Economics Limited.
IHS Markit is a registered trade mark of IHS Markit Limited.
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