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Thursday, April 21, 2016

Liza Ermolenko, Emerging Market Economist at Capital Economics Ltd, on Russian Economy and RUB

There is a number of the possible factors that could prevent the current recession from being even
deeper...
Recently, the World Bank revised downwards its forecast for Russia’s economic growth for the year 2016, predicting the Rus-

sian economy will shrink by 1.9% instead of the 0.7% due to weaker oil market. In your opinion, is there a possibility that the
Russian economic growth this year will surpass these expectations and will register a better result?

-

- -

To my mind, it is certainly possible; however, given the information we have so far, it looks quite unlikely. | believe that the

overall picture is that whatever happens, it is going to be a pretty bad year for Russian economy. Nevertheless, it is likely that

the recession will not be as deep as it is now expected to. There is a number of the possible factors that could prevent the cur-

f. . rent recession from being even deeper, for instance, one of the scenarios where oil prices rise or the sanctions on Russia are
lifted could help the economy to surpass very pessimistic expectations for growth.
’ Russia’s inflation rate demonstrated a faster-than-expected slowdown in March, nevertheless, analysts remain sceptical and
forecast that the rate will begin to rise again in the near future. Meanwhile, the Russian Central Bank considers the inflation
target of 4% to be practical and necessary for the country in 2017. To your mind, is it possible for the country to achieve this

goal in view of the current situation?

Liza Ermolenko
Emerging Market
Economist

| share the same opinion; as even though the inflation is falling quite sharply, it looks like most of that has been due to the so-

called base effect.

Capital Economics Ltd In terms of the Central bank’s target, | suppose there is a number of factors why it could be possible for them to reach the 4%
UK inflation target; however, not by the end of 2017, though. For instance, one of the most important factors would be the fact

that following the recession last year and also this year some spare capacity has opened up in the economy, which can poten-
tially drag inflation down over the next few years, so it is possible that inflation could fall quite sharply in the foreseeable fu-

ture.
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The main factor is definitely the price of oil that will definitely determine the performance of the
currency and result in big movement of the Ruble.
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Liza Ermolenko
Emerging Market
Economist
Capital Economics Ltd
UK

Currently, the Ruble is trading at around 68 against the US Dollar. What other factors besides oil could determine the perfor-
mance of the currency in the nearest future and what are your forecasts for USD/RUB for the end of 2016?

The main factor is definitely the price of oil that will definitely determine the performance of the currency and result in big

movement of the Ruble.

In addition to this, there is another factor - the general investor sentiment - that has impacted the Ruble over the past few
months and will continue to do so. Moreover, political situation and already mentioned sanctions are something that change

the fund, which could potentially have a significant impact on the Ruble as well.

From our part, we do not expect sanctions do be lifted and we do not expect oil prices to rise significantly; therefore, our fore-
cast for the Ruble for the end of the year, which is based on our expectations for oil prices and sanctions, is that the Russian

currency will certainly weaken a bit, to 70 against the US Dollar.
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Disclaimer

Everything in this article, including opinions and figures, is provided for informational purposes only and may not be interpreted as financial advice or solicitation of
products. Dukascopy group assume no responsibility for the completeness or the accuracy of any data contained in this article. Financial figures indicated in this
article have not been verified by the Dukascopy group. Views, opinions and analyses are those of the author of the article, and are not endorsed by the Dukascopy
group.

- Dukascopy group waive any and all warranties, express or implied, regarding, but without limitation to, warranties of the merchantability or the fitness for a
icular purpose, with respect to all information in this article. Dukascopy group shall under no circumstances be responsible for any direct, indirect, consequential,
entor any other damages sustained in connection with the use of this article.
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