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GLOBAL IMPACT OF RUSSIA’S RUBLE CRISIS
e The Russian Central Bank (CBR) raised its main interest rate from 10.5% to 17% on December
15th, citing concerns about the recent devaluation of the ruble and rising domestic inflation.

¢ Over the past two months, the ruble has declined sharply in response to Western sanctions

over Russian interference in Ukraine and falling oil prices. Geopolitical tensions have stepped

up in recent days following votes by U.S. lawmakers approving more sanctions against Russia

and the delivery of military equipment to Ukraine. However, the heart of the problem is

plunging oil prices, as half of Russia’s revenues comes from oil & gas.

e This is clearly not good news for the world economy, as the CBR’s actions risk pushing Russia

closer to recession. Nonetheless, the links between Russia and the rest of the world remain too
small to have major global implications. For two reasons:

* First, Russia accounts for only 2.7% of world GDD, and its share of world

trade is approximately 1.7%."

* Second, financial institutions in the world’s leading economies have minimal exposure

to Russia. According to BIS data, U.S. bank lending to Russia accounts for only
0.1% of U.S. GDD, while figures for Japan, the U.K., China, and Germany are all
below 1% of GDP.'!

e While Russia is not large enough to make a difference to global economic prospects, four

further points are worth making:

e First, Russia is just the most recent and extreme example of the negative effects of

lower oil prices. As we discussed in “The Effect of Falling Oil Prices on the Current
Economic Landscape” published in late November, the risks are significant.

Second, the incentive for Russia to keep producing and exporting commodities has
only increased. As a result, we would not expect Russia to cut its oil production, and
thus any upward pressure on oil prices is unlikely to come from the world’s second
largest producer.

‘Third, President Putin must choose whether to escalate the conflict in Ukraine as a
distraction from his domestic problems, or reach out to the U.S. and Europe in an
effort to calm the tension. As Stratfor wrote in a recent memo, “Putin is well aware of
the impacts of major economic crisis on past Russian governments, as it was Russia’s
1998 financial crisis that ushered in the downfall of former President Boris Yeltsin
and facilitated Putin’s own rise to power. At the same time, the United States and
European Union understand that pushing a nuclear-armed country as large and
powererful as Russia towards full-scale collapse can have serious unwanted
consequences, and such aim ultimately may not be in their interest. *
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GLOBAL IMPACT OF RUSSIA’S RUBLE
CRISIS, CONTINUED

e It is important to note that the selloff in emerging market
currencies and assets over the last week has as much to
do with concerns about future interest rate increases in
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the risk of currency losses. The most memorable examples

of this phenomenon include the early 1980s Latin Amer-
ican debt crisis and the late 1990s “Asian contagion” that
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sent emerging market economies, currency values, and eq-
uity values into a deep downward spiral. This is why you
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and back into the U.S., with potentially violent impacts
on credit-dependent emerging market growth. If there are
significant capital outflows from these emerging markets,
their governments are likely to substantially raise interest
rates and restrict credit expansion further stifling econom-
ic growth. Given that emerging markets are home to the
strongest economic growth rates in the world, the rever-
berations from this scenario could be felt in the U.S. and
around the world.
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