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➢ Russia’s invasion of Ukraine can only have negative consequences 

for the world at large. This includes China although the direct impact 

is clearly more limited than that of Europe.

➢ The key direct channel for the Ukraine war to affect China is the 

spike in energy and commodity prices more generally 

➢ Western economic/financial sanctions – as well as Western 

companies’ voluntary sanctions on Russia – also having a bearing 

on China, all the more so the closer China is perceived to stand in 

its relationship with Russia 

➢ Beyond China, the war in Ukraine has consequences for all Asia 

with some relative winners and losers, both geographically and 

sector-wise.



C2 - Internal Natixis

3

WHERE DOES THE 

CHINESE ECONOMY 

STAND

5

2



C2 - Internal Natixis

Omicron outbreak has already reduced China’s mobility quite 
substantially, getting close to that of early 2020 during the first Covid 
outbreak. Consumption growth has been poor recently, even for online 
sales and this sharp drop in mobility will not help
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Incoming data much better than expected for fixed asset investment, 
still dominated by manufacturing sector. However, data on electricity 
consumption shows a decelerating picture
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The impact of the Omicron wave on the Chinese economy is massive 
and could be extended over time

Obvious impact on consumption of services

Housing transactions also stagnant against the backdrop of mobility restriction

JJ MOIS AAAA TITRE DE LA PRÉSENTATION8
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Exports momentum subdued since the beginning of 2022. This is 
already the case since 2021 if we consider how much price increase 
have been behind the export boom (rather than volume)
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The immediate impact through the trade channels is the soaring energy 
price, but China’s regulated electricity prices could cushion the short-
term impact. Over longer term, the strategical relationship between 
China and Russia as regards energy and other resources is key. 
Russia is bound to continue to substitute imports away from the EU for 
Chinese ones
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The Ukraine crisis may also affect certain food products which China 
relies on Ukraine/Russia, but these products comprise a very small 
portion, so the macroeconomic impact is limited, all the more so given 
China’s recently low CPI inflation
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China seems like a safe haven when Russia started its invasion of 
Ukraine but the situation changed radically in the second week of 
March with massive outflows, as shown in the FX payment. The RMB 
has since weakened slightly
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China’s role in the Ukraine crisis depends on many factors

15

➢ The duration, depth, and potential expansion of Western 

sanctions and China’s response

➢ The US-EU-China long-term economic relationship after 

the Ukraine crisis

➢ China’s strategical relationship with Russia, especially as 

regards energy cooperation
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A valid question is, whether China will help Russia in the short run

➢ The most likely scenario is that China will abide to the “letter of the law” 

(Chinese banks no longer offering LCs for Russian operations) but not 

necessarily the “spirit of the law” (China increasing imports of wheats from 

Russia)

➢ The question is whether that will be enough for Russia at the current juncture 

since sanctions are clearly biting

▪ Bans on exports of semiconductors quite important as they constraint Russia’s military 

capability 

• Is there scope for SMIC?

▪ Trade in RMB not enough of a solution, particularly if secondary sanctions are imposed. 

CIPS still runs on SWIFT

16
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China’s financial infrastructure needs evolver to offer a respite to 
Russia: not an immediate answer
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CIPS still underdeveloped even if it were to introduce its own messaging system: 

not enough counterparties or volume even if growing fast. As for the E-CNY, 

Russia might not be keen to have it circulating further weakening the ruble, all 

the more so being non-convertible
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One potential immediate line of help is the use of Russia’s RMB 
reserves at the PBoC
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But this might only be used to pay imports from China, not to serve debt or pay other 

imports. If PBoC were to convert RMB into USD, it would probably imply bypassing 

sanctions 
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Three net exporters of commodities – Australia, Indonesia and 
Malaysia; Everyone else imports so they will pay more
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Current account surplus countries can offset with manufactured 
exports and sizeable surplus; irrespective, households will pay more & 
those with a higher share of the CPI basket will see pressure; Beyond 
trade, Thailand faces pressure from a weaker ruble and China’s longer 
than expected closed borders
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The spillover from Russia into Asia’s financial sector is limited, 
including the credit spread in USD bonds
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The energy exposure to Russia varies in Asia also with limited export 
share, but a key risk is if Asia can find alternatives for raw materials
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Some sectors to suffer particularly strongly from the Ukraine-Russia 
conflict
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Important for Asia

Sector Sub-sector
Share of Russia and 

Ukraine in Global 

Production (%)

Key Implication

Energy
Oil 12%

Oil and gas prices will surge with the concern in future supply
Natural Gas 17%

Technology

Palladium 37% Palladium is used in making memory chips (DRAM, NAND Flash) and sensors

Nickel 9% Nickel is used in ternary lithium batteries for electric vehicles

Rare Gases Neon Gas (70%)
Neon gas, krypton gas and xenon gas are used in lithography processes for 

semiconductors

Agriculture Wheat 13% Food price may surge

Shipping - Sea and air routes affected
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Asia can feel the heat of inflation from higher commodity prices and 
transportation costs

25

0

100

200

300

400

0

100

200

300

400

21 22

Global Shipping Cost (2021=100)

Dirty Tanker Dry Bulk Container

N,B. Data as of 3rd March 2022.

Source: Natixis, Baltic Exchange, Freightos, Bloomberg

90

100

110

120

130

140

90

100

110

120

130

140

01/22 02/22 03/22

Selected Commodity Price (End 2021=100)

Palladium Oil Nickel

Natural Gas Wheat

N,B. Data as of 3rd March 2022. 7-day moving average.

Source: Natixis, Bloomberg



C2 - Internal Natixis

Some Asian economies can benefit from the rising commodity prices, 
such as Australia, Malaysia and Indonesia
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Key Commodities with Implications on Asia
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Conclusions

➢ A struggling Chinese economy needs to deal with a War in Ukraine.

➢ The immediate impact comes from higher commodity prices but the ongoing Omicron wave is 

increasing the pressure.

➢ China’s position regarding the conflict is pro-China on the narrative but very cautious on the 

essence. China’s goal is to support Russia at the lowest economic cost (certainly without 

trespassing sanctions). The medium-term gains from this strategy are threefold: 

➢ Enhance China’s energy security

➢ Strengthen military capabilities thanks to Russia

➢ Continue to push for a change in the global order

➢ The final question is whether China will continue to support Russia if the related cost increases 

(higher risk of sanctions, whether secondary or even directed to China if it were to support Russia 

militarily). My tentative answer is that  China will be very careful but will still support if there is a 

risk of a change in regime in Russia

➢ For our business this increases the risks of being caught between two fires but we are still better 

off than banks with larger exposure in Russia.

➢ The impact on the rest of Asia is mixed: very positive for Australia, followed by Malaysia but quite 

negative for Japan as well as India.

➢ Some sectors are also hit more than others with special attention to potential energy and food 

shortages as well as supply chain disruption. Shock clearly inflationary for all

28
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