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Outlook #MARKETBEAT
BRIEFING: CONSUMER MARKET IS UNDER PRESSURE

A dull fall after a warm and vibrant summer

In September Sergey Sobyanin started his next 5 In Q3 the consumer optimism index fell significantly,
year term as the Mayor of Moscow. This means that particularly among Millennial generation, whose
heavy transport infrastructure investments will optimism fell from -4 to -10 points. Pension reform
continue and the city will be improving public spaces could be one of the reasons as this generation

and will focus on the quality of life. understands now that they will have to save for

Vladimir Putin had signed a pension reform that retirement themselves.

extends the retirement age by 5 years. This move has Another reason for the recession in the consumer
already escalated social tension and will also have a  market, especially in larger cities, is growing

long term impact on the labor force and mortgage debt.

unemployment. Russian citizens will begin to
prepare for retirement themselves, primarily by
allotting less money to consumption, and dedicating
more funds to pension accounts.

Trends of Q4:

A High leasing activity in office and
W&I markets.

We expect consumer activity to remain low in Q4

2018. As a result consumer inflation will not escalate

A Consumer activity is decreasing.

as rapidly as it was expected. A Rising CPl is a threat.
A Additional pack of sanctions.

The Central Bank raised the Key Rate by ,25 p.p. as a
reaction to 10% Ruble devaluation.

The Central Bank also revised the target for 2019
inflation from 4% to 5.5%.
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Section'l

MACROREVIEW

Growth rate will slow down in Q4 2108.

High GDP deflator in 2018 will lead to CPI escalation in
2019.

The consumer market in 2018 will perform worse than
expected originally, due to an income recession in H2
2018.

Mortgage growth and residential construction are driving
the economies of major Russian cities.
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MACRO INDICATORS

2017 2018 2019 2020 2021
GDP growth, % 1.6 1.9 i3 1.2 1.2
RUB/USD 58.3 62.9 65.3 65.5 65.5
CPIl, % 3.7 2.9 5.1 4.1 4.0
GDP deflator,% 7.6 10.2 5.1 3.7 3.7
Interest rate, % 10.55 9.1 9.6 9.4 8.6
gLIJDrFr)ent Balance, % of 15 08 0.9 03 0.2
Private consumption, % 3.3 2.6 2.8 2.6 2.3
Government spending 0.4 0.6 0.6 0.6 0.8
Capital outflow, bn USD 12.28 -34 -125 -113 -107
Unemployment rate, % 5.20 4.8 4.8 4.9 5.0
BRENT crude oil price 54.2 74.1 76.5 73.0 732

Source: Oxford Economics 12/ 10/2018



Macroreview

2018 IS THE BEST YEAR OF THE PREVIOUS FIVE

After good results in 2018 growth will slow down.

1.9

GDP Growth forecast for 2018
Oxford Economics

5.0 %

CPIl target
By the Central Bank
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GDP Growth, %

3,1%

-0,2%

2016 2017 F2018 F2019 F2020 F2021
BGDP Growth [t tsfyls 111, %
«Official Base case forecast |1 OL 59 " 2 fttsedsL [ dda ¢ tsdatsdste
= Oxford Economics (10/2018)

The Russian government is rather pessimistic about
its 2019 outlook as it revised GDP forecast down to
1,3%.

Higher numbers for 2020 -2021 reflect the task
assigned by Vladimir Putin to ensure an economic
growth rate above the world average. As of yet there
is no official plan as to how this can be achieved.
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The Consumer Price Index, %

5,1%

3,7%

| M% ?;,8%

3,7%

W4 0%

74 4,3%

2016 2017 F2018 F2019 F2020 F2021
BCPI[RVA, %

= Oxford Economics (10/2018)

> Official Base case forecast |1 OL so " 2 ftotscdatst [ ddzt CsdatsdsteOL o

Tightening sanctions, accelerated inflation and weak
consumer market will be major challenges for the
Regulator in 2019.

Also VAT increase from 18% to 20% will drive prices
and inflation in 2019.



Fundamentals

CONSUMER MARKET BOOMING

The August 2018 increase of household debts is the highest in 5 years 2,7%. Consumer credits are growing faster than mortgage

loans.

15 «

Growth of
Jan-Aug 2018

Mort gage HoU

O «

Share in GDP
Of the mortgage debt

Source: Central Bark, Cushman & Wakefield calculations
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From Jan-Sept 2018 the household debt increased by
14%, the highest growth rate in the last 5 years.

Despite rapid growth, mortgage loans are still low
volume relative to GDP, with Russia showing the
lowest rate in Europe. In Central and Eastern
Europe, mortgage loans account for 1520% of GDP,
with the indicator in Western Europe closer to 70 -
100%
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Growth Rate of Household Debt
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Fundamentals

CORPORATE DEBT

#MARKETBEAT

Corporate debt was actively growing throughout Q3 2018. Wholesale and retail are the most dynamic segments. Construction and

real estate are stagnating.

1.5 %

Key Rate
Increased by 0,25 in Sept 2018

23

Overdue Debt
In Real Estate sector

mp) Power Bl

Source: The Central Bank of Russia
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Corporate debt continues growing. Wholesale and
retail sectors showed an expansion of the assortment
and credits due to growing consumer optimism in Q3
2018. However, the negative trend of consumer
confidence will most likely lead to termination of the
sector growth.

Credits in construction and real sectors have not
grown since 2015. The share of overdue debts in these
sectors are still relatively high: 23% for real estate

and 18% for construction.

Corporate debt and overdue debt, mn RUB
Total debt

32M 8M

Construction and real estate

Overdue debt

5.5M

30M ™ 5.0M
28M 6M \//\/A\\/—W e
26M 5M

4.0M

24M 4M
3.5M

22M 3M
20M 2M 3.0M
18M 1M 2.5M
BM oM L 2 0M

2014 2015 2016 2017 2018 2014 2015 2016 2017 2018 2014 2015 2016 2017 2018
Construction Real estate ‘RUB . .
@ In Rubles (RUB) @ In foreign currencies (F.C.) @FcC. RUB  @FcC. @ RuUB F.C


https://app.powerbi.com/groups/b6a9043a-1676-4c2a-82cb-c9eb3cd66095/reports/5ca57a73-b39e-4141-9f3b-44f91c1f225f/ReportSection1?pbi_source=PowerPoint
https://app.powerbi.com/groups/b6a9043a-1676-4c2a-82cb-c9eb3cd66095/reports/5ca57a73-b39e-4141-9f3b-44f91c1f225f/ReportSection1?pbi_source=PowerPoint
http://intranet.cushwake.com/connect/EMEA/default.aspxhttps:/app.powerbi.com/view?r=eyJrIjoiNjBlMTdjMWQtN2M2MS00NDg2LWEzMWQtZTQyOWYzN2UxYzAwIiwidCI6IjQ2YzUxNzhlLWEwZjQtNGY0ZC04YzQwLTk1OThlM2QxMTg2MCIsImMiOjN9

Fundamentals

PUBLIC RETAIL AND DEVELOPMENT COMPANIES

Stock Market Indicators from 12/ 08/18 to 12/ 10/2018 as compared to the MICEX index

+2.6 %

The growth leader over the past 90
days

-31.1 «

Lenta
The largest fall for the period of
90 days

Source: MICEX, Yahoo Finance
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M.video

MVID -5.1%

20%

O%M

-20%

-40%

aer 2018 cen 2018 okt 2018

LSR Group

LSRG -16,7%

20%

0%

-20%

-40%

aer 2018 cex 2018 okt 2018



Section 2

CAPITAL
MARKETS

A Slow start for 2018.

A Decrease of capitalization rate stopped due to the
weakening ruble and increase of the key rate.
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732 mn EUR

Total investment volume in Russia
In Jan-Sept 2018

1.2 bn EUR

Total investment volume in Russia
Forecast for 2018

9.5 «

Capitalization rate, prime office segment
October 2018

'9 mn EUR

Foreign investments outflow
In 2018
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Capital Markets

TOTAL INVESTMENTS DROPPED SIGNIFICANTLY ,
WHILE FOREIGN INVESTMENT OUTFLOWS SHOW
LOW FIGURES .

We expect investment activity to increase in 2019-2020.



Capital Markets

#MARKETBEAT

EASTERN EUROPEAN INVESTMENT IN COMMERCIAL REAL ESTATE

Poland retains its position as the strongest investment market in the region. InJan-Se p t
recorded investments accounted for 52% of all investments in commercial real estate across Eastern Europe.

8 «

The share of Russia in CEE
By the total investment in the commercial real estate

4.8 bn EUR

Investment volume in Poland
The largest investment market in CEE region in
Jan-Sept 2018

R= ALANA Vrics

Source: Real Capital Analytics

12 | #MARKETBEAT Q3i 2018

Investments on the core CEE markets,
bn EUR

20bn

2014 2015 2017 2018, YTD
®Bulgari #Czech Republic ® Hungary Poland ®Romania ®Russia ® Slovakia *Tu

Poland malntalned a leading posmon in the regional
investment market. In Jan -Sept 2018 only Poland
and Slovakia showed higher levels of investment
activity compared to the last year. Investment
volumes in Hungary, Czech Republic, Romania,
Russia and Bulgaria are behind indicators of 2017.
However, results for 2018 will be comparable to the
previous year.

2018, Pol andbés share

Investments in Russia, bn EUR

a -

4bn

3bn
1bn
Obn

2016 2017 2019
Segmant ®Qther ®Office  Retail ®Industiial @Hotel ®

The Russian investment market is in the weakest
position in the history of the real estate market. We
expect only 1.2 bn EUR of investments in 2018.

The foreign investment outflow was 800 mn EUR
last year while it is only 9 mn EUR in Jan-Sept 2018.
The exit of foreign investment from the Russian
market is almost completed. We expect an increase
in investment activity in 2019 -2020.



Capital Markets

CAPITALIZATION RATES

12,0%

10,0%
9.5 « |
Office 8,0%
Capitalization rate, October 618
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75 % o

The key rate

The Central Bank of Russia 2,0%
Central Bank Key Rate

m |nflation

= Office

- Shopping Centers

=\Narehouse

13 | #MARKETBEAT Q3i 2018

2016Y
10,00%
7,04%
10,50%
11,00%
12,75%
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2017Y
7,75%
3,70%
10,25%
10,75%
12,50%

2018 Oct  2018F
7,50% 7,00%
2,90% 2,90%
9,50% 9,00%
9,50% 9,25%

| 11,50% 11,00% |

4

2019F
6,75%
5,10%
8,00%
9,00%
10,50%

2020F
6,50%
4,10%
7,75%
8,50%
10,00%



Capital Markets

INVESTMENT STRUCTURE

#MARKETBEAT

Foreign investment continues to account for a relatively small share of the Russian market. This situation is expected to remain

unchanged in the upcoming years.

73«

The share of foreign investments
The Central and Eastern Europe, Jan-Sept 2018

20 o

The share of foreign investments
Russia, Jan-Sept 2018

R= AL Vics

Source: Real Capital Analytics
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Central and Eastern Europe
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Investments in Eastern Europe are relatively evenly

100%

distributed, with similarly -sized shares originating from
within the domestic market, as well as from both regional

(European) and external sources (The United States, Asia,

Africa etc.). In 2018, the share of Non European

investments increased. From a broader perspective, as the

market continues to open itself up to new participants, it is

the external investment market that shows the most
positive signs of growth.

Russia

The Russian market continues to be dominated by
domestic investors. This situation has been observed since
2009, whereas prior to 2009, particularly between the
years of 2004 and 2007, European investors represented
the majority of market players.

We predict that the share of international investment in

the Russian market in the upcoming years will not exceed
20%, until the market becomes more open to international
capital.


















































































































