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Russia 

Ruble rise halted in 2017. After appreciating for a few 
months early last year, the ruble’s exchange rate generally 
slid down. While the ruble’s December average rate was up 
6 % y-o-y against the US dollar, it was down against the euro 
by over 5 % y-o-y. The ruble’s nominal effective exchange rate 
(trade-weighted basket) was largely unchanged from Decem-
ber 2016. Relative to its 2016 lows on average, the ruble last 
year was up by nearly 15 % against the euro, dollar and the 
trading-partner currency basket. The strong recovery in Rus-
sian imports was driven by ruble appreciation. 

Compared to previous years, the ruble’s exchange rate oc-
casionally diverged more from the courses of oil prices. In the 
early months of 2017, a strong current account surplus sup-
ported the ruble. This is typical as imports are low in the early 
months. In addition, the financial account rather exception-
ally showed a surplus, i.e. net inflows of capital into Russia. 
The final months of 2017, however, witnessed a slight drop in 
the ruble’s exchange rate despite rising oil prices and a cur-
rent account surplus because the net outflow of private capi-
tal increased (preliminary estimate from the central bank), 
which observers note was due e.g. to expectations of tighten-
ing by the US Fed and the announcement of new US sanc-
tions. 

Besides these market flows, the finance ministry’s forex 
market purchases through the central bank were small in the 
total volume of forex trade, and their impact on the ruble has 
been considered insignificant. The new budget rule permits 
more forex buying if oil prices significantly exceed the rule’s 
basic calculation price (Urals USD 40/barrel). 
 
Urals oil price and ruble exchange rate, 2015–17 

Source: Reuters. 
 
Russia doubles oil pipeline transmission capacity to 
China. This week saw the commissioning of the expanded 
China extension of the Eastern Siberia–Pacific Ocean (ESPO) 
oil pipeline. The Russia-China leg’s transmission capacity is 
now at 30 million metric tons a year, but much oil is also 
shipped by sea to China. China and Russia last year became 

each other’s largest individual markets for oil. China ac-
counted for about 20 % of Russian oil exports, but still about 
60 % of Russian oil exports went to EU. Russia’s share in Chi-
nese oil imports was about 14 %, while about 40 % of imports 
came from countries in the Middle East and about 20 % from 
Africa. 

Preliminary figures suggest Russia’s total oil exports were 
up about 1 % last year to 257 million metric tons. Russia’s 
economy ministry expects exports this year to remain roughly 
at the 2017 level. Export growth may be restricted e.g. by Rus-
sia’s agreement with OPEC to adhere to production caps. 

While no natural gas pipelines yet run from Russia to 
China, Gazprom reports that slightly over half of the first 
phase of construction of the Power of Siberia gas pipeline has 
been completed. Transmission of pipeline gas is slated to 
start in December 2019. The Yamal Peninsula LNG project 
that got underway last month is, however, likely to supply 
first LNG deliveries to China already this year. 
 
Uneven growth outlooks for countries in CIS region. 
The latest IMF forecasts predict GDP growth for nearly all 
countries in the CIS region this year. The rates of growth, 
however, are expected to vary much across countries. Low oil 
prices in recent years have depressed growth in energy-pro-
ducing countries with knock-on effects to neighbour coun-
tries. Weakness in the Russian economy, for example, has 
spilled over to Belarus, which trades considerably with Russia 
(48 % of Belarussian exports went to Russia in 2016). From 
other energy-producing countries in the region, particularly 
Azerbaijan’s economic development has been weak. 

Ukraine has recovered somewhat from its economic crisis. 
Growth has still been sluggish, especially taking into account 
that the level of 2016 GDP was about 14 % lower than in 2012. 

Even with crude oil accounting for over half of its exports, 
Kazakhstan has managed in recent years to sustain a moder-
ate GDP growth despite low oil prices. Kazakhstan has bene-
fited from the recovery in many EU economies, China’s high 
growth and increased global demand for commodities. Last 
year about 19 % of Kazakhstan’s exports went to Italy, 12 % to 
China, 10 % to the Netherlands and 10 % to Russia. Central 
Asian countries have benefited from China’s rapid growth 
and more recently the recovery in Russia. 
 
Annual GDP growth in selected countries of the CIS region, % 

 2016 2017f 2018f 2019f 

Russia −0.2 1.8 1.6 1.5 

Ukraine 2.3 2.0 3.2 3.5 

Belarus −2.6 0.7 0.7 0.9 

Azerbaijan −3.1 −1.0 1.3 3.0 

Kazakhstan 1.1 3.3 2.8 2.8 

Turkmenistan 6.2 6.5 6.3 5.1 

Uzbekistan 7.8 6.0 6.0 6.0 

Source: IMF WEO. 
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China 
 
Yuan strengthened against the dollar and weakened 
against the euro in 2017. Depreciation pressures on the 
yuan increased in the wake of the August 2015 mini devalua-
tion, with the yuan-dollar exchange rate weakening through 
late 2016. To halt the yuan’s slide and stem capital outflows, 
China cracked down on capital exports and stabilised the 
yuan’s external value. In 2017, the yuan gained 6.7 % against 
the dollar, weakened 6.2 % against the euro, and remained 
fairly stable against a basket of currencies of China’s main 
trading partners (nominal effective exchange rate or NEER). 
The yuan’s appreciation against the dollar reflected the gen-
eral weakness of the dollar against other currencies. The sta-
bility of the yuan’s real effective exchange rate (REER) sug-
gests that there was little change in China’s price competitive-
ness in 2016. On Thursday (Jan. 4), one dollar bought 6.49 
yuan and one euro 7.84 yuan. 
 
Yuan exchange rate vis-à-vis the US dollar, euro and a weighted 
basket of currencies of China’s main trading partners (NEER) 

Sources: Reuters, J.P. Morgan, BOFIT. 
 
Weakness in mainland China stock markets last year 
relative to stock markets globally. In 2017, the FTSE 
All-World Index climbed 25 %, the MSCI Asia Index (exclud-
ing Japan) soared 39 % and the MSCI Emerging Market In-
dex rose 34 %. In contrast, stock exchanges in mainland 
China lagged the global development, with the Shanghai 
Composite Index ending the year up 7 % and the Shenzhen 
Composite Index down 4 %. 

Share prices of large Chinese firms significantly outper-
formed prices of small firms last year. The CSI300 Index of 
the stock exchanges’ 300 largest firms rose 22 %, while Shen-
zhen’s index of small high-growth firms, the ChiNext Index, 
fell by 11 %. This partly reflected the convergence in prices af-
ter the bursting of the stock price bubble. Shares of Chinese 
companies listed outside mainland China generally fared bet-
ter than shares traded on domestic exchanges. For example, 
the share index of mainland Chinese firms listed in Hong 
Kong rose by 25 % last year. The shares of firms listed on both 
mainland China and Hong Kong exchanges, however, are still 
on average 30 % cheaper in Hong Kong than in China. The 

Hang Seng, Hong Kong’s main share index was up 38 % last 
year. 

With well over 400 IPOs in mainland China last year, the 
pace of IPOs nearly doubled from 2016, and hundreds of 
firms still await listing dates. 
 
Recent trends in China’s main stock indices: Shanghai Compo-
site, Shenzhen Composite and Hong Kong Hang Seng 

Sources: Macrobond, BOFIT. 
 
Reduced sales tax discount on small vehicles cools 
car sales in 2017. China has become the world’s largest car 
market in recent years as Chinese have been keen to adopt the 
driving lifestyle. The stock of passenger cars rose from 
around 90 million in 2012 to 160 million in 2016. And there 
is still plenty of room for growth: car ownership was only 0.35 
cars per urban household in 2016. For example, Finnish 
households own about one car per household (rural and ur-
ban areas combined). 

Despite the appeal of driving, car sales slowed in 2017. 
Passenger car sales were up just 2 % y-o-y in the January-No-
vember period (in the same period in 2016, sales were up 
16 %). Annual sales of new cars in China today have reached 
nearly 25 million passenger cars and over 4 million commer-
cial vehicles.  

Much of the high growth in 2016 car sales reflects a tax 
incentive in which the government temporarily halved the 
10 % sales tax on cars with engine volumes of less than 1.6 
litres. The sales tax was then increased to 7.5 % in 2017, and 
this year restore to 10 %. Given the reinstatement of the sales 
tax at its old level, the outlook for car sales this year is modest 
at best, even if people in inland towns and cities are wealthier 
and financing of car purchases by loans is increasing. 

Domestic car makers held on to a 43 % market share in 
January-November 2017. China aggressively protects its do-
mestic car industry to the detriment of foreign carmakers. 
Foreign carmakers face such requirements as having to enter 
into joint ventures with Chinese firms to be allowed to oper-
ate in China. 

Sales of electric and hybrid vehicles in China last year 
reached 500,000, which corresponds to about half of global 
sales of electric and hybrid vehicles. Despite the high growth, 
sales of such vehicles represent only a few per cent of total 
passenger car sales. 
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