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The CBR cut rates, S&P upgraded its Russian ratings outlook and the MoF conducted a successful

Eurobond issue. IP growth returned to positive territory but wage and retail sales were

disappointing.

¢ Russia’s central bank (CBR) cut its key interest rate by 50bps down to 10% and announced that there would be no
further monetary easing until next year.

e S&P upgraded Russia’s outlook to stable citing decreased external risks and the relatively strong external position.
Russia’s government issued $1.25bn of Eurobonds to help to cover the widening fiscal deficit.

e While industrial output returned to positive growth of 0.7%Y/Y in August, retail sales fell by 5.1%Y/Y.

e The labour market is continuing to tighten as the drop in the unemployment rate in August to 5.2% has shown. But
wage growth remained negative at -1.0%Y/Y following a significant downside revision in July.

The Central Bank of Russia cut rates by 50bps

At its regular board meeting on monetary policy on 16 September the CBR decided to cut its key interest rate (one-week repo
rate) by 50bps to 10%. And while the decision was in line with the Bloomberg consensus forecast, the Bank subsequently
made an unusually straight forward announcement that it is going to keep this rate at least until next year, which means that
there will be no monetary easing at the scheduled regular board meetings in October and December.

The decision to lower the key interest rate was made due to the continuing disinflationary trend while the CBR also alluded to
the unstable pace of economic recovery. The CBR forecasts inflation to fall to 4.5%Y/Y by around September next year and to
reach the inflation target of 4%Y/Y at the end of 2017. The CBR also predicts a return to positive economic growth in the
second half of 2016. However, growth is expected to remain low — less than 1% - next year under the assumption that oil
prices will be sustained at the level of $40pbl for the relevant period.

S&P upgraded its Russian outlook to stable

In mid-September, S&P announced an upgrade of the outlook on its Russian rating (BB+) from negative to stable. The
decision was based on the view that external risks have decreased significantly, which reflects the fact that the Russian
economy is proceeding relatively smoothly through the adjustment process related to lower oil prices and has been able to
maintain a relatively strong external position. Moderate government debt was also a positive, providing cause of optimism for
continuing economic recovery and a better investment outlook.

Ministry of Finance issued $1.25bn of Eurobonds

On 22 September, the Russian Finance Ministry issued $1.25bn of Eurobonds in an attempt to raise the additional funds
needed to cover its widening fiscal deficit. The lower-than-expected oil price and relatively slow pace of economic recovery
suggest that the government will exceed its budget deficit target of 3% of GDP, perhaps by around 0.3ppt, requiring additional
sources of funding. While the issuance of Eurobonds was a normal practice for Russia in recent years, until earlier this year it
had not borrowed from the international bond market since 2013 given the unfavourable geopolitical situation, not least
sanctions. But following that pause, the Russian government decided to re-start its Eurobond issuance in May this year when
it offered investors $1.75bn of sovereign bonds — out of the $3bn limit determined by this year Budget Law. But while the issue
was successful and even oversubscribed, the cold shoulder from western investment banks which refused to participate and
two long months of uncertainty during negotiations with Euroclear, which began to re-accept Russian bonds only in July, had
suggested that this source of funding might be relatively unstable and complicated.

Nevertheless, the positive decision made by Euroclear to accept Russian bonds and the “window” before the possible Fed
rate hike later this year encouraged the government to act this time. As in May, Russia’s state-owned VTB Capital was the
sole organizer and the issue was heavily oversubscribed to leave the yield at 3.82%, almost 1% lower compared to the
previous offering. And while there appears no room for additional issue this year, this successful return to the international
stage suggests that Russia may gradually increase its self-imposed limits for Eurobonds issuance to bring the scale of
borrowing close to $6-7bn a year as it was before the Ukrainian crisis of 2014.
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Industrial production in August returned to positive territory, but retail sales surprised on downside

In August, industrial production returned to positive territory and increased by 0.7%Y/Y compared to the negative growth of
0.3%Y/Y in the previous month and the Bloomberg consensus forecast of 0.6%Y/Y. Over the first eight months of the year IP
increased by 0.4%Y/Y compared to the figure of -3.2%Y/Y for the same period one year earlier. The Russian mining sector
has shown stable growth this year around 2%Y/Y and this trend continued in August with growth of 1.8%Y/Y (0.8%M/M). For
the first eight months mining output rose by 2.4%Y/Y compared to growth of only 0.1%Y/Y over the same period a year ago.
Manufacturing sector growth in the second quarter was positive, albeit less than 1%, and slipped to -1.5%Y/Y in July before
moving back slightly into positive territory at 0.1%Y/Y in August. Over the first eight months of the year, manufacturing output
decreased by 0.8%Y/Y (a year earlier it fell by 5.2%Y/Y over the same period) suggesting that Russian manufacturing is
indeed stabilising but the recovery process is slow and the road is bumpy. Electricity, gas and water output rose 1.3%Y/Y
(1.8%M/M) in August and 0.6%Y/Y in the first eight months of the year (down 0.3%Y/Y during the same period of 2015).

While they rose 3.2%M/M, retail sales fell 5.1%Y/Y in August, a downside surprise, albeit a touch better than the revised
reading of the previous month of -5.2%Y/Y (4.3%M/M). And the rate of decline has almost halved compared to a year ago,
when retail sales dropped by 9.4%Y/Y in August and by 8.2%Y/Y in the first eight months of the year.

Unemployment continues to fall, but the latest wage data were disappointing

Unemployment decreased further to 5.2% in August and declined by 0.1ppt compared to a month ago suggesting that the
government’s aim to keep the unemployment rate below 6% this year is achievable. And while the labour market is continuing
to tighten, this is still not enough to push real wages up. In August, real wages dropped by 1.0%Y/Y and July’s reading was
revised to the downside from the preliminary estimate of growth of 0.6%Y/Y to a decline of 1.3%Y/Y.

The ruling United Russia party won a constitutional majority in lower house of parliament

While the turnout was less than 50% and revealed a mixed picture of declining interest in politics alongside satisfaction with
the status quo — underpinned by an 80% approval rate for President Putin — the ruling party, United Russia, for which Prime
Minister Dmitry Medvedev is a leader, won the elections securing a solid 54% of votes. This allowed the party to obtain 343
seats (compared to 238 seats previously in 2011) out of a total of 450 in the lower house of state Duma and therefore gain a
constitutional majority for which two thirds of all seats are required. The Communist party and the Liberal Democrats came
second and third respectively, each with 13% of the vote, while Just Russia received 6% and no other political party could
overcome the hurdle of 5% of votes needed to be passed to qualify for representation in parliament.
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This publication is intended for investors who are not Retail Clients in the United Kingdom within the meaning of the Rules of the FSA and should not therefore be distributed to such Retail Clients in
the United Kingdom. Should you enter into investment business with Daiwa Capital Markets Europe’s affiliates outside the United Kingdom, we are obliged to advise that the protection afforded by
the United Kingdom regulatory system may not apply; in particular, the benefits of the Financial Services Compensation Scheme may not be available.

Daiwa Capital Markets Europe Limited has in place organisational arrangements for the prevention and avoidance of conflicts of interest. Our conflict management policy is available at
http://www.uk.daiwacm.com/about-us/corporate-governance-and-regulatory. Regulatory disclosures of investment banking relationships are available at
https://daiwa3.bluematrix.com/sellside/Disclosures.action.


http://www.uk.daiwacm.com/blog
https://twitter.com/DaiwaEurope
file://Daiwaeurope/GRPData/FixedIncome/Bondrese/COMMENT/MACROECONOMIC%20RESEARCH/z%202014-15%20Report%20redesign/201411%20Final%20version%20from%20Tokyo/201501%20Final%20report%20templates%20-%20adapted%20&%20kerned/www.uk.daiwacm.com/about-us/corporate-governance-and-regulatory
https://daiwa3.bluematrix.com/sellside/Disclosures.action

EM Russia Economic Review 29 September 2016

Daiwa

Capital Markets

Additional notes for Japanese-based investors
Explanatory Document of Unregistered Credit Ratings

In order to ensure the fairness and transparency in the markets, Credit Rating Agencies became subject to the Credit Rating Agencies’ registration system based on the Financial Instruments and
Exchange Act.

In accordance with this Act, in soliciting customers, Financial Instruments Business Operators, etc. shall not use the credit ratings provided by unregistered Credit Rating Agencies without informing
customers of the fact that those Credit Rating Agencies are not registered, and shall also inform customers of the significance and limitations of credit ratings, etc.

The Significance of Registration

Registered Credit Rating Agencies are subject to the following regulations:

1) Duty of good faith.

2) Establishment of control systems (fairness of the rating process, and prevention of conflicts of interest, etc.).

3) Prohibition of the ratings in cases where Credit Rating Agencies have a close relationship with the issuers of the financial instruments to be rated, etc.
4) Duty to disclose information (preparation and publication of rating policies, etc. and public disclosure of explanatory documents).

In addition to the above, Registered Credit Rating Agencies are subject to the supervision of the Japanese Financial Services Agency (“JFSA”), and as such may be ordered to produce reports, be
subject to on-site inspection, and be ordered to improve business operations, whereas unregistered Credit Rating Agencies are free from such regulations and supervision.

Credit Rating Agencies
[Standard & Poor’s]

The Name of the Credit Rating Agencies group, etc

The name of the Credit Rating Agency group: S&P Global Ratings ("Standard & Poor’s ")
The name and registration number of the Registered Credit Rating Agency in the group:
Standard & Poor’s Ratings Japan K.K. (JFSA commissioner (Rating) No.5)

How to acquire information related to an outline of the rating policies and methods adopted by the person who determines Credit Ratings
The information is posted under “Unregistered Rating Information” (http://www.standardandpoors.co.jp/unreqgistered) in the “Library and Regulations” section on the website of Standard & Poor’s

Ratings Japan K.K. (http://www.standardandpoors.co.jp)

Assumptions, Significance and Limitations of Credit Ratings

« Credit ratings assigned by Standard & Poor’s are statements of opinion on the future credit quality of specific issuers or issues as of the date they are expressed and they are not indexes which
show the probability of the occurrence of the failure to pay by the issuer or a specific debt and do not guarantee creditworthiness. Credit ratings are not a recommendation to purchase, sell or hold
any securities, or a statement of market liquidity or prices in the secondary market of any issues.

Credit ratings may change depending on various factors, including issuers’ performance, changes in external environment, performance of underlying assets, creditworthiness of counterparties and
others. Standard & Poor’s conducts rating analysis based on information it believes to be provided by the reliable source and assigns credit ratings only when it believes there is enough information
in terms of quality and quantity to make a conclusion. However, Standard & Poor’s does not perform an audit, due diligence or independent verification of any information it receives from the issuer
or a third party, or guarantee its accuracy, completeness or timeliness of the results by using the information. Moreover, it needs to be noted that it may incur a potential risk due to the limitation of
the historical data that are available for use depending on the rating.

« This information is based on information Daiwa Securities Co. Ltd. has received from sources it believes to be reliable as of May 13" 2016, but it does not guarantee accuracy or completeness of
this information. For details, please refer to the website of Standard & Poor’s Ratings Japan K.K. (http://www.standardandpoors.co.jp)

[Moody’s]

The Name of the Credit Rating Agencies group, etc

The name of the Credit Rating Agency group: Moody's Investors Service, Inc. (‘MIS”)
The name and registration number of the Registered Credit Rating Agency in the group:
Moody’s Japan K.K. (JFSA commissioner (Rating) No.2)

How to acquire information related to an outline of the rating policies and methods adopted by the person who determines Credit Ratings
The information is posted under “Unregistered Rating explanation” in the section on “The use of Ratings of Unregistered Agencies” on the website of Moody’s Japan K.K. (The website can be

viewed after clicking on “Credit Rating Business” on the Japanese version of Moody’s website (https://www.moodys.com/pages/default ja.aspx)

Assumptions, Significance and Limitations of Credit Ratings

« Credit ratings are Moody'’s Investors Service, Inc.’s (“MIS”) current opinions of the relative future credit risk of entities, credit commitments, or debt or debt-like securities. MIS defines credit risk as
the risk that an entity may not meet its contractual, financial obligations as they come due and any estimated financial loss in the event of default. Credit ratings do not address any other risk,
including but not limited to: liquidity risk, market value risk, or price volatility. Credit ratings do not constitute investment or financial advice, and credit ratings are not recommendations to purchase,
sell, or hold particular securities. No warranty, express or implied, as to the accuracy, timeliness, completeness, merchantability or fitness for any particular purpose of any such rating or other
opinion or information, is given or made by MIS in any form or manner whatsoever.

« Based on the information received from issuers or from public sources, the credit risks of the issuers or obligations are assessed. MIS adopts all necessary measures so that the information it
uses in assigning a credit rating is of sufficient quality and from sources MIS considers to be reliable. However, MIS is not an auditor and cannot in every instance independently verify or validate
information received in the rating process.

This information is based on information Daiwa Securities Co. Ltd. has received from sources it believes to be reliable as of May 13", 2016, but it does not guarantee accuracy or completeness of
this information. For details, please refer to the website of Moody’s Japan K.K. (https://www.moodys.com/pages/default ja.aspx)

[Fitch]

The Name of the Credit Rating Agencies group, etc

The name of the Credit Rating Agency group: Fitch Ratings (“Fitch")

The name and registration number of the Registered Credit Rating Agency in the group:
Fitch Ratings Japan Limited (JFSA commissioner (Rating) No.7)

How to acquire information related to an outline of the rating policies and methods adopted by the person who determines Credit Ratings
The information is posted under “Outline of Rating Policies” in the section of “Regulatory Affairs” on the website of Fitch Ratings Japan Limited (https://www.fitchratings.co.jp/web/)

Assumptions, Significance and Limitations of Credit Ratings

« Ratings assigned by Fitch are opinions based on established criteria and methodologies. Ratings are not facts, and therefore cannot be described as being “accurate” or “inaccurate”. Credit
ratings do not directly address any risk other than credit risk. Credit ratings do not comment on the adequacy of market price or market liquidity for rated instruments. Ratings are relative measures
of risk; as a result, the assignment of ratings in the same category to entities and obligations may not fully reflect small differences in the degrees of risk. Credit ratings, as opinions on relative
ranking of vulnerability to default, do not imply or convey a specific statistical probability of default.

 In issuing and maintaining its ratings, Fitch relies on factual information it receives from issuers and underwriters and from other sources Fitch believes to be credible. Fitch conducts a reasonable
investigation of the factual information relied upon by it in accordance with its ratings methodology, and obtains reasonable verification of that information from independent sources, to the extent
such sources are available for a given security or in a given jurisdiction. The assignment of a rating to any issuer or any security should not be viewed as a guarantee of the accuracy, completeness,
or timeliness of the information relied on in connection with the rating or the results obtained from the use of such information. If any such information should turn out to contain misrepresentations
or to be otherwise misleading, the rating associated with that information may not be appropriate. Despite any verification of current facts, ratings can be affected by future events or conditions that
were not anticipated at the time a rating was issued or affirmed.

« For the details of assumption, purpose and restriction of credit ratings, please refer to “Definitions of ratings and other forms of opinion” on the website of Fitch Rating Japan Limited.

This information is based on information Daiwa Securities Co. Ltd. has received from sources it believes to be reliable as of May 13", 2016, but it does not guarantee accuracy or completeness of
this information. For details, please refer to the website of Fitch Rating Japan Limited (https://www.fitchratings.co.jp/web/)
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