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Russia 

Russian government sector finances improved fur-
ther last year. Revenues to the consolidated budget (fed-
eral, regional and municipal budgets plus state social funds) 
increased by about 20 % in 2018. The ratio of revenues to 
GDP climbed to over 35 % – the highest level in ten years. 
Nearly half of the increase in revenues came from oil & gas 
tax earnings (BOFIT Weekly 2019/06), which now account 
for almost a quarter of total consolidated budget revenues. 
The share hit 28 % in peak oil price years. 

Other budget revenues were up by nearly 14 %. Revenues 
from corporate profit taxes and value-added taxes rose most 
swiftly and at the fastest rate since 2011. Other key categories, 
particularly revenues from mandatory payroll social contri-
butions and labour income taxes, showed substantial in-
creases. This reflects further improvements in tax collection. 

After a few lean years, consolidated budget spending was 
up by about 6 % last year, i.e. a couple of percentage points 
higher than inflation. The ratio of spending to GDP fell to 
around 33 %, about the same level as in the early years of the 
current decade. The biggest spending increases were seen in 
health care (18 %) and education (12 %). Much of the higher 
spending came as these sectors received large wage increases 
last year based on earlier state decisions. The increases in ed-
ucation spending were focused on preschool, primary educa-
tion and vocational training. The rise in spending on civil ad-
ministration accelerated to nearly 10 %, focused, among oth-
ers, on funding tax, customs and financial market supervisory 
authorities. Spending on the economy increased only slightly, 
although brisk spending increases on roads continued. 
 
Major items of Russia’s consolidated budget, 2011–2018 

Sources: Ministry of Finance and BOFIT. 
 
Housing sector spending rose last year on housing-related 

infrastructure, whereas spending on housing specifically 
again turned to decline with the slowdown in the boost of ma-
jor projects in Moscow and continued drops in housing con-
struction almost throughout the country. Growth in social 
spending, including pensions, slowed to a couple of per cent 
reflecting targets set for coming years. Spending on domestic 

security continued to increase rather slowly, while defence 
spending contracted slightly even in nominal terms. 

After running a deficit for years, Russia’s consolidated 
budget showed a surplus equivalent to as much as about 3 % 
of GDP last year. The most recent consolidated budget sur-
plus before that was in 2012. 
 
Nord Stream 2 gas pipeline construction continues; 
EU reaches preliminary agreement on gas directive 
changes. The first Nord Stream natural gas pipeline was 
completed in 2012. The Nord Stream 2 pipeline largely paral-
lels the existing one and runs from Russia to Greifswald on 
the German coast. Like its older counterpart, the Nord 
Stream 2 will have an annual transmission capacity of 55 bil-
lion m³. Over 800 kilometres of the 1,220-km pipeline have 
now been laid beneath the Baltic sea bottom. The pipeline is 
scheduled for commissioning at the end of this year. 

The Nord Stream 2 pipeline venture was initially owned 
by Russia’s Gazprom and five European energy companies. 
Due particularly to opposition from the Polish competition 
authority, the European companies pulled out of the venture 
as stakeholders in August 2016, although they continued as 
financial investors of the project. Uniper, Wintershall, Shell, 
OMV and Engie each have committed to provide 10 % of the 
project’s estimated 9.5-billion-euro funding.  

While the participating energy companies seek an eco-
nomically efficient import route that runs directly to their 
core markets, the pipeline has met opposition for environ-
mental reasons (increased import capacity may increase hy-
drocarbon use) and geopolitical reasons (increased pipeline 
capacity may increase dependence on Russia). The new pipe-
line is also likely to substantially reduce the flow of gas to Eu-
rope coming through Ukraine, and thereby reduce Ukraine’s 
income from transit fees. 

The United States has several times threatened to impose 
sanctions on the company building Nord Stream 2 to block 
construction. EU countries have sought to agree on how reg-
ulations of EU gas markets should be applied to new gas pipe-
lines from outside the EU area. A provisional political agree-
ment on new rules was reached on February 12. The agree-
ment calls for amending the EU gas directive so that its key 
elements (tariff regulation, transparency, third-party access 
and unbundling ownership of production and distribution 
functions) affect also Nord Stream 2. Once the European Par-
liament and Council approve the proposal, member countries 
need to integrate the rules into their own legislative frame-
works. National authorities are responsible for implementing 
the directive. It is still too early to judge the practical implica-
tions of the new rules on future pipeline use. 

In the event both Nord Stream pipelines can be operated 
at full capacity in the next decade, over half of the gas im-
ported from Russia to EU countries could flow via the under-
sea Baltic route. Slightly over 40 % of the gas imported by EU 
countries comes from Russia, with another third from Nor-
way and about 10 % from Algeria. LNG accounted for 14 % of 
EU gas imports from outside the EU in 2017. 
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China 
China’s National People’s Congress starts with warn-
ings on economy, but new growth targets still ambi-
tious. At the opening of the National People’s Congress 
(NPC) on Tuesday (Mar. 5), premier Li Keqiang presented the 
governmental work report and goals for this year to the nearly 
3,000 NPC representatives. Li noted that, while economic 
conditions were challenging, the government was still com-
mitted to an ambitious GDP growth target of 6.0–6.5 %. The 
NPC delegates should formally approve the target with little 
debate.  

To help the government reach its growth targets, the eas-
ing of fiscal and monetary policy will continue. Taxes and fees 
are planned to be cut by nearly 2 trillion yuan (300 billion 
dollars). The cuts include a reduction in the VAT rate from 
16 % to 13 % for manufacturing firms, a cut in the VAT rate 
from 10 % to 9 % for construction and transport firms, as well 
as lower employer contributions to social security and lower 
rates for electricity and data transmission. Despite signifi-
cantly larger revenue cuts than last year, the government still 
expects the budget deficit to only amount to 2.8 % of GDP.  

To finance infrastructure projects, local governments have 
been granted permission to issue 2.15 trillion yuan (320 bil-
lion dollars) in special purpose bonds. Last year’s budget 
capped special purpose bond issuance at 1.35 trillion yuan. 
China does not treat special purpose bonds as public debt be-
cause the projects as planned should be self-financing. Media 
reports say the working agenda mentions possible reductions 
in interest rates and reserve requirements, as well as signifi-
cant increases in bank lending, especially to small firms.  

As in last year, the government expects inflation to be 3 %, 
while urban unemployment holds at about 5.5 %. In addition, 
one of the goals is to raise another 10 million Chinese out of 
poverty as in earlier years. 

While governmental work agenda’s remarks on the diffi-
cult economic situation are hard to dispute, the targets set for 
economic growth, budget and gaining control over indebted-
ness raise serious doubts. China continues to obsess on GDP 
growth targets that lead to fabrication of statistical data and 
excessive debt levels. Despite a 2018 budget deficit target of 
2.6 % of GDP, the realised official budget deficit exceeded 
4 %. Many observers believe the actual deficit was at least 
double that. If the deterioration of economic conditions this 
year, large revenue cuts and large spending increases are in-
cluded, it seems certain that the budget deficit will rise. In ad-
dition, plans to increase corporate borrowing regardless the 
risks will further aggravate the debt problem.  

Official growth targets have distorted economic policy 
throughout the current decade, increasing the country’s vul-
nerability to economic shocks. The current economic policies 
hardly match the image of China as a country with a strong 
long-term strategic view.  

 

Chinese tourism abroad continues to soar. According 
to China’s culture and tourism ministry, Chinese last year 
made 150 million trips abroad, a 15 % increase from 2017. 
Balance-of-payments figures show Chinese tourists spent 277 
billion dollars on their travels, an upsurge of 8 % y-o-y.  

The Chinese are now the world’s biggest tourist group. Top 
destinations include nearby Hong Kong, Macao, Taiwan, Thai-
land, Singapore and other Asian neighbours. The Hong Kong 
Tourism Board reports that mainland Chinese made 51 million 
visits to Hong Kong last year, an increase of 15 % y-o-y. Most 
visits were day trips.   

Statistics Finland reports that 203,000 Chinese travellers 
spent at least one night in a Finnish inn or hotel last year, a 3 % 
decline from 2017. However, Chinese tourist total overnight 
stays increased by 6 %, while total overnight stays of foreign 
visitors were up just 1 %. 6 % of all foreign visitors staying in 
Finnish inns & hotels were Chinese. The number of Chinese 
tourists and overnight stays this January grew rapidly.   
 
Healthy increase in Finnish exports to China last 
year. Finnish Customs values Finland’s goods exports to 
China last year at 3.5 billion euros, an increase of 4 % from 
2017. Exports set a nearly 6 % growth trend in the first 11 
months of the year, only to stumble badly in December (down 
15 % y-o-y). Nearly all of the drop was in pulp exports. Some 
5.5 % of Finnish exports went to China last year, making it 
Finland’s fifth-most-important export market after Germany, 
Sweden, the US and the Netherlands. Goods imports totalled 
4.6 billion euros (up 1 %). China supplied 7 % of Finnish 
goods imports, making it the number-four import source af-
ter Germany, Russia and Sweden. 

Finnish exports to China consisted mainly of pulp, ma-
chinery & equipment, refined metals, ores and wood prod-
ucts. Despite China granting of an ever-increasing number of 
import permits to Finnish food companies, they only repre-
sented slightly more than 1 % of Finnish exports to China. 
Finland’s main Chinese imports were machinery & equip-
ment, clothing, footwear, textiles and metals. 

Finland’s roughly 1-billion-euro goods trade deficit with 
China was partly offset by a large services trade surplus. Sta-
tistics Finland reports that services exported to China in the 
first nine months of 2018 were worth roughly 1 billion euros, 
while Finland bought about 600 million euros in services 
from China. Most of the services earnings came in the form of 
IPR, telecommunications, data technology and data services 
royalties or payments. Chinese tourism, however, has also be-
come a major income source for Finland. Most of the services 
Finns bought from China involved R&D services. 

In December, the OECD published its updated value-
added-based figures for output and trade. The figures show 
that in 2015 China was fourth-largest consumer of Finnish 
value added. The US was clearly the largest followed by Swe-
den. Germany only placed slightly ahead of China. Value-
added-based figures include value added from goods and ser-
vices, including value added passing through third countries. 
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