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TOP STORIES CREDIT 
1. EBRD says developing countries continue to lead trade growth  



EBRD 
17 May 2012 
 
Developing nations were the key drivers of growth in international trade for 2011, in 
spite of the volatility caused by the international financial crisis, according to a report 
launched today at the EBRD’s Trade Finance Forum in London. 
 
The Forum, attended by 250 trade finance professionals from major global market 
players, took place ahead of the EBRD’s Annual Meeting, on 17 May 2012. 
 
The report “Rethinking Trade and Finance” by the Paris-based International Chamber 
of Commerce, with contributions from the EBRD and other institutions, notes that 
despite a year of upheavals, annual trade volume growth for 2011 was 6.6 per cent, 
slightly above forecasts by the World Trade Organization. 
 
The survey, which provides some of the most important international data on trade 
finance, suggests the current environment is dampening prospects for 2012, with 
annual trade growth forecast at 5.2 per cent this year, increasing to 7.2 per cent in 
2013. 
 
The report – in which representatives of 229 banks in 100 countries (a sharp 
increase on last year) took part – reveals that growth is slowing down in major 
developing countries in the region due to a tightening of domestic policy initiatives 
introduced between late 2010 and early 2011 to combat high inflation. Still, 
developing countries continued to lead trade growth in spite of the slowdown 
towards the end of the year. 
 
The eurozone meanwhile was strongly affected by the financial and economic crises, 
with the highest annual decrease in export traffic of -5.85 per cent. 
 
Thierry Senechal, ICC Senior Policy Manager, Banking Commission, said, “The ICC 
Global Survey 2012: Rethinking Trade and Finance will be a useful tool for both 
policymakers and senior executives in financial institutions worldwide, enabling them 
to better understand the broad challenges that must be tackled to ensure that trade 
finance continues to play a vital role in the financing of global trade.” 
 
Rudolf Putz, Head of the EBRD Trade Facilitation Programme (TFP), added, “Many 
commercial banks in the eurozone are currently very cautious about increasing their 
exposure to private banks and importers and exporters in eastern Europe and the 
CIS countries. As a result, there is now increased demand for additional trade 
finance facilities of IFIs like the EBRD, particularly for trade finance transactions with 
longer tenors and larger amounts than foreign commercial banks can provide.” 
The TFP, launched in 1999, can guarantee any genuine trade transaction to, from 
and within the EBRD countries of operations. The Programme’s participants currently 
include 101 issuing banks in 21 countries of operations with limits exceeding €2 
billion in total, as well as more than 800 confirming banks throughout the world. 
 
Since 1999 the TFP has facilitated more than 12,000 cross-border trade transactions 
for a total of €7 billion. 
 
In 2011 the TFP supported a record 1,616 transactions for a total of €1.03 billion. 
The Programme was particularly active in the early transition countries, which 



accounted for 60 per cent of all recorded transactions in 2011. Banks in these 
countries will remain the key beneficiaries of the Programme. 
 
2. EBRD says emerging Europe remains under eurozone cloud, sharp growth 
slowdown due this year 
 EBRD 
 17 May 2012 
  
 Emerging Europe is continuing to be buffeted by the crisis in the eurozone despite 
improved economic fundamentals in much of the region. As a result, the EBRD is still 
predicting a substantial slowdown in growth in transition economies in 2012. 
  
 In its latest economic outlook for the transition region, which for the first time 
includes four countries in the Middle East and North Africa, the EBRD is forecasting 
expansion of 3.1 per cent in 2012, after 4.6 per cent in 2011. The Bank’s economists 
see only a modest pick up to 3.7 per cent for next year. 
  
 The report says: “The euro area crisis will continue to negatively impact those 
economies in the transition region that are the most intertwined with those of the 
eurozone.” Although recent data suggests that capital outflows from the region may 
be levelling off, negative real credit growth and declining exports will continue to 
impede expansion. 
  
 As a baseline scenario, the EBRD assumes that the eurozone will be able to contain 
its crisis but will not avoid a mild recession. 
  
 The eurozone slowdown will affect the EBRD via both trade and financial channels 
and also because of a downturn in remittances in some countries. 
  
 On the one hand exports are suffering. On the other hand output in the transition 
region will also suffer as western banks that play a significant role in many countries 
in emerging Europe continue to strengthen their balances sheets, partly by reducing 
lending and selling off assets. 
  
 “As European parent banks continue to deleverage, subsidiaries in the transition 
countries will see reduced cross-border funding and therefore extend less credit,” the 
report says. These bank-related capital outflows are expected to continue in the 
coming months, notwithstanding signs that equity and bond inflows may have 
returned to the region in the first quarter of this year. 
  
   
 The EBRD report predicts that economies in central Europe and the Baltic states will 
only grow by 1.6 per cent this year, slightly improving to 2.3 per cent in 2013. In 
addition to Slovenia, which already contracted in 2011, Croatia and Hungary are 
expected to see negative growth, as local factors exacerbate the impact of the 
eurozone crisis. 
  
 South-eastern Europe is expected to grow at an even lower rate of 1.0 per cent in 
2012, picking up to about 2.4 per cent a year later. While no SEE country is expected 
to re-enter recession, most of them will see anaemic growth, reflecting a big drop in 
investment in recent years and weak levels of confidence, in part as a reflection of 
their links to crisis-hit Greece. 
  



 Ukraine, whose economy is somewhat integrated with both the eurozone and 
Russia, will also see a slowdown in growth of about 2.5 per cent this year. 
Commodity exporters further east in the transition region will continue to be less 
affected by the eurozone crisis, as commodity prices, and oil prices in particular, are 
expected to remain high. Economic expansion in commodity-exporting countries in 
Central Asia will remain the fastest in the transition region. 
  
 In Russia, an already robust economy benefited from high oil prices in the first 
quarter of 2012. Growth is projected to reach 4.2 per cent in 2012 and 4.3 per cent 
in 2013, about in line with last year’s growth. 
  
 Turkey's economy continued to grow buoyantly throughout the end of last year, 
reaching an overall growth rate of 8.5 per cent in 2011, but is headed towards 
significant slowdown this year brought about by a drop in domestic demand and the 
worsening economic conditions of the eurozone. 
  
 The four countries in the southern and eastern Mediterranean region, where the 
EBRD expects to start investments this year, continue to face serious macroeconomic 
challenges and heightened uncertainty, especially in light of the current social and 
political changes. Fiscal and external current account deficits have significantly 
widened in the SEMED countries in 2011 and their external financial needs remain 
significant in 2012-13. 
  
 The economies in Egypt, Tunisia and Jordan have been hit to different degrees by 
declining tourism, foreign direct investment and trade. With risk perceptions high, 
many investors have for now adopted a wait-and-see approach to much of the 
region. At the same time, Morocco saw increases in tourism and agricultural output, 
delivering the highest growth rate of 4.8 per cent in the subregion in 2011 although 
a decline in agriculture in early 2012 is translating into a slowdown in growth this 
year. 
  
 The report also notes that while the growth performance of a typical transition 
country in 2011 was in line with other emerging market regions and overall 
macroeconomic fundamentals improved, their economies remain more vulnerable to 
external shocks. Indeed, because of the uncertainties facing the eurozone, 2012 and 
2013 growth may well turn out lower than currently projected. The risk that 
emerging Europe as a whole will re-enter recession within the next 12 months is 
viewed as high, according to the report. 
  
  
  
3. Euro crisis contagion confirmed as CEE tumbles into recession 
bne 
May 15, 2012 
 
The upturn in sentiment on CEE assets was little more than wishful thinking it seems, 
with GDP data released on May 15 extending the contraction in the Czech Republic, 
and sending Hungary and Romania to join it in recession. The only bright spot was 
Slovakia, which pushed against the tide to continue its robust performance so far this 
year. 
 
Following the depths of fear and despair seen in the final quarter of 2011, as 
industrial production figures fell off a cliff, the first three months of this year 



exhibited a far sunnier disposition. With Germany ñ the driver of much of CEE via its 
demand for the region's exports ñ putting in relatively robust performance, hope was 
sparked for much of CEE.  
 
However, the data illustrates that as they sail into the refreshed Eurozone storm, 
most CEE economies never actually managed to stabilize, let alone resume growth 
over the last three months, and fall short of consensus expectations. The numbers 
ignore Germany's relatively healthy growth of 0.5% through the period, leaving 
Slovakia as the single country apparently capable of taking advantage. 
 
"Thereís no getting away from the fact that todayís data paint a pretty downbeat 
picture," says Neil Shearing at Capital Economics. "This is perhaps surprising for two 
reasons. First, the survey data from quarter one ñ in particular the EC Economic 
Sentiment Indicators (ESI) ñ suggested that activity had stabilised in the first three 
months of this year. Second, data also released this morning showed that the 
German economy Ö performed surprisingly well." 
 
The Czech Republic was already in technical recession after recording contractions in 
the last two quarters, but a drop of a full 1% quarter on quarter reinforces that 
position concretely. The number was particularly disappointing given that analysts 
had anticipated the economy would return to growth with a 0.1% contraction. The 
Czech Statistics Office has attributed the surprisingly big drop to one-off effects from 
Januaryís indirect tax hikes, which pushed some activity into the end of 2011. 
 
Analysts at Komercni Banka worry that the Czech economy is now set to finish the 
year firmly in the red, even should it stage a recovery in the second quarter ñ which 
is the period that most suggest will mark the bottom of the crisis. "[I]f the final 
reading confirms the 1% quarter on quarter drop in GDP, and if we assume that 
much of the decline will be recovered during second quarter, then we would expect 
the Czech economy to decline by 0.4% on average over the full year." 
 
As Shearing points out however, "[a]t the very least, [the data] Ö suggests that 
Emerging Europe is already feeling the effects of the apparent downturn in Germany 
since the start of quarter two." 
 
Hungary underperformed expectations of a 0.5% contraction by an even wider 
margin, with the economic growth at -1.3% quarter on quarter. Meanwhile, growth 
for the final quarter of 2011 was revised down to 0.0%.  
 
The country's statistical office said that industry seems to have come to a halt in the 
first three months of the year, "which cannot be seen as reassuring, taking the 
better than expected German figures into consideration," worry analysts at Erste. 
 
"As for the growth prospects, today's reading did not change our predictions for Ö 
the real economy to contract by 0.5% in 2012. As for the second quarter, the start 
of the Mercedes plant may help the figure, but [will] be insufficient to push the 
yearly index into the positive territory in the second quarter. In [the second half of 
theyear], we hope that the euro area will show some revival, and this will affect the 
Hungarian growth figures positively, given the big share in exports." 
 
Meanwhile, Romania joined the recession club ñ technically at least - as it saw its 
economy contract by 0.1% on the quarter, seriously under shooting consensus 



expectations, although on a yearly basis it recorded 0.3% growth. Bulgaria just 
managed to keep its head above water with output flat on the quarter.  
 
Reflecting boisterous indicators through the start of the year however, including 
industrial production growth of over 12%, Slovakia followed up its impressive 
quarterly growth of 0.9% in the final three months of 2011 ñ the highest in the EU ñ 
with a 0.8% expansion. "Industry increased, according to our calculations, by 4%, 
adding more than 1pp to the quarterly growth rate," Erste says. 
 
"[The] Slovak case is special," the analysts add, "as there was continuing build-up of 
production at new car lines in the first quarter. In addition to higher demand from 
Asian markets, this helped the industry on the upward path." Erste joins a line of 
analysts on watch to join the European Commission in raising their full year forecast. 
Brussels raised its outlook from 1.1% to 1.8% on May 11.  
 
However, aside from the German numbers, Slovakia remains the sole bright spot 
within the region. "[T]he key point," insists Shearing, "is that much of the region was 
struggling to grow even before the latest escalation of the euro-crisis. Of course, 
much now depends on how the crisis itself pans out Ö [A]ny hopes that the region 
will remain immune to the problems in the single currency bloc have surely been 
extinguished by recent events."  
 
He also predicts that the numbers will only provoke further conflict in the debate 
between growth and austerity across the region. "But in truth," he suggests, "while 
there may be scope for some countries (notably the Czech Republic) to ease the 
pace of fiscal consolidation, there is not much room for either fiscal or monetary 
policy stimulus."  
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4. Eurozone industrial production drops 2.2% in March 
Eurostat 
May 14, 2012 
 
In March 2012 compared with February 2012, seasonally adjusted industrial 
production fell by 0.3% in the euro area (EA17) and by 0.4% in the EU27. In 
February production rose by 0.8% and 0.4% respectively.  
 
In March 2012 compared with March 2011, industrial production dropped by 2.2% in 
the euro area and by 1.9% in the EU27. 
 
These estimates are released by Eurostat, the statistical office of the European 
Union. 
 
Monthly comparison 
In March 2012 compared with February 2012, production of energy fell by 8.5% in 
the euro area and by 6.8% in the EU27. In both zones durable consumer goods 
decreased by 0.2%, while non-durable consumer goods rose by 0.8% and 
intermediate goods by 1.0%. Capital goods increased by 1.1% in the euro-area and 
by 0.9% in the EU27. 
 
Among the Member States for which data are available, industrial production fell in 
eleven and rose in twelve. The largest decreases were registered in the Netherlands 
(-9.0%), Estonia (-3.4%), Denmark (-2.8%) and Ireland (-2.7%), and the highest 
increases in Slovenia (+6.3%), Slovakia (+3.5%) and Lithuania (+3.1%). 
 
Annual comparison 
In March 2012 compared with March 2011, production of energy dropped by 7.3% in 
the euro area and by 6.3% in the EU27. Durable consumer goods fell by 6.7% and 
5.5% respectively. Non-durable consumer goods decreased by 3.8% in the euro area 
and by 2.4% in the EU27. Intermediate goods declined by 3.0% and 2.3% 
respectively. Capital goods grew by 2.3% in the euro area and by 2.0% in the EU27. 
 
Among the Member States for which data are available, industrial production fell in 
fifteen and rose in eight. The largest decreases were registered in Luxembourg (-
11.3%), Greece (-8.5%), Spain (-7.5%), Estonia and Finland (both -6.1%) and Italy 
(-5.8%), and the highest increases in Slovakia (+12.1%), Latvia (+8.5%) and 
Lithuania (+5.9%). 
 



 
 
5. Mongolia's GDP Accelerates 16.7% in 1Q2012 
Eurasia Capital  
May 14, 2012 
 
Accelerating economy. In 1Q2012, the Mongolian economy had its best first quarter 
in a decade. The economy registered an outstanding GDP growth rate of 16.7% y-o-
y in 1Q2012, the National Statistics Office of Mongolia data revealed on 10 May. In 
nominal terms GDP growth rate stood at 30.2% y-o-y. The growth is driven by the 
mining sector, commodity exports and government spending. Industry and 
construction expanded 8.4% y-o-y in real terms, services 18.6%, agriculture 13.6%. 
Economic growth in first quarter is traditionally somewhat slow as the activities are 
subdued in mining, construction, agriculture and some other sectors. In 2011, the 
economy expanded 9.8% in 1Q and accelerated to 17.3% y-o-y by the year end. 
 
Continued strength of mining sector. Industry and construction contributed 15.7% to 
GDP growth. Mining sector output, the largest component (68%) in industrial output 
advanced 10.1% y-o-y. Coal output surged 10.3% to almost 10 mn tonnes (Mt), 
crude oil +59.8% to 1.1mn barrels, iron ore +44% to 1.5Mt, zinc concentrate 24.6% 
to 43,100 tn. 
 
Resource exports hitting new peaks. Mongolia's export growth continued to be in line 
with our call that Mongolia is to benefit from strong demand for resources in major 
Asian economies, primarily China, and competitive commodity prices. Mongolia's 
mineral exports that reached 94% share of total exports surged 20% y-o-y (vs total 
exports +19.1%) and contributed a 98% y-o-y increase in total exports in 1Q2012. 
Coal exports jumped +81% in monetary terms, iron ore +43% and crude oil +63% 
while copper was down 18%. Coal exports in physical volume increased 466,300 tn 
to 3.4Mt and average export price surged 56% y-o-y to US$108/tn. China remained 
the largest export market for Mongolia. Exports to China surged +24% y-o-y 
representing 92% of Mongolia's total exports (vs 89% a year earlier). 



 
Rising government spending. The government budget revenue increased 20.9% y-o-
y to MNT1,474.7bn. Tax revenue increased 21.5% to MNT1,300.3bn. The 
government accumulated MNT8.9bn in Stabilisation fund. With expenditure growing 
at a faster 31.7% rate to MNT1,513.8bn, the general government budget registered 
MNT39.1bn or 1.7% of GDP deficit. Capital expenditure doubled to MNT255.4bn, 
including domestic investments of MNT248.3bn, government consumption increased 
27.2% y-o-y to MNT215.3bn. Wages and salary payments were up 28% to 
MNT322.4bn, one of the key reasons for the high inflation. 
 
Inflation remains a concern. Inflation reached outrageous 16% y-o-y in April. 
Inflation accelerated 8.2% y-t-d in 4M2012 vs 2.5% a year earlier. In supply side, 
meat price increase caused by decline in production has been significantly 
contributing to the inflation. Also, inflation has been imported through increased 
prices of oil products, construction materials and other products. In demand side, 
state cash handouts are permanently fueling consumer demand, and increasing state 
sector salary also has the same effect. The demand is expected further to increase 
as the State is giving every person a choice to receive MNT1mn in cash instead of 
1,072 shares of Erdenes Tavan Tolgoi. It is expected that the central bank may 
further tighten the monetary policy. 
 
New law on foreign investment may impact economic growth. We are increasingly 
concerned that the new draft law on regulation of foreign investment in business 
entities of strategic importance may negatively impact the foreign investment inflows 
to the country. Although the latest draft has been significantly softened from the first 
version, we expect that that there is a common consensus among MPs to impose 
additional regulation on foreign investments coming to the sectors and entities of 
"strategic importance" (mining, financial, media and communications). Although a 
number of key restrictive proposals (extensive list of "strategic industries", over 
MNT100bn worth company subject to the regulations) were removed, the business 
and investment community views the law as impediment (in particular the provisions 
that limit foreign ownership to 49% in business entities in the strategic industries) to 
bringing foreign investments to Mongolia and sustaining strong economic growth of 
the country. 
 
In our view, if the new law on regulating foreign investments in strategic industries is 
adopted in its current form (which is restrictive, in our view), this may impact inflows 
of foreign investments and economic growth as a whole. The new regulation may 
affect the current speed of output by key resource producing companies, the 
government revenues and private consumption, therefore, our estimate of 20% 
growth rate in 2012, articulated in Eurasia Capital Mongolia Outlook 2012 at the 
beginning of this year, may not be reached. We are also concerned that the recent 
arrest of the ex-president leads to increase in political risks in the country and 
negatively impacts investor sentiments toward Mongolia. We expect more clarity as 
to the business environment of the country after the lawmakers adopts the 
legislation and the Parliamentary elections are held in June this year. 
 
Mongolia Outlook 2012. World's Fastest Growing Economy 
 
6. Moody's downgrades Spanish banks; ratings carry negative outlooks or 
remain on review for downgrade  
Moody's 
May 18, 2012 



 
Moody's Investors Service has today downgraded by one to three notches the long-
term debt and deposit ratings for 16 Spanish banks and Santander UK PLC, a UK-
domiciled subsidiary of Banco Santander (Spain) SA. The rating downgrades 
primarily reflect the concurrent downgrades of most of these banks' standalone 
credit assessments, and in five cases also Moody's assessment that the Spanish 
government's ability to provide support to the banks has reduced.  
 
The debt and deposit ratings declined by one notch for five banks, by two notches for 
three banks and by three notches for nine banks. The short-term ratings for 13 
banks have also been downgraded between one and two notches, triggered by the 
long-term ratings changes.  
 
The outlooks on the debt and deposit ratings for ten of the 17 banks downgraded 
today are now negative. For the remaining seven banks affected by today's actions, 
their ratings remain on review for further downgrade, for reasons specific to each 
bank (as discussed separately below).  
 
Today's actions reflect, to various extents across banks, four main drivers:  
 
1.) Adverse operating conditions, characterised by the renewed recession, the 
ongoing real-estate crisis and persistent high levels of unemployment.  
 
2.) Reduced creditworthiness of the Spanish sovereign, which weighs on banks' 
standalone profiles and affects the ability of the government to support banks.  
 
3.) Rapid asset-quality deterioration, with non-performing loans to real-estate 
companies rising rapidly, and Moody's expecting other loan categories to deteriorate.  
 
4.) Restricted market funding access, with the ongoing euro area debt crisis 
contributing to persistent investor concerns about Spanish banks and the sovereign.  
 
Moody's recognises several positive trends that have limited the extent and scope of 
today's rating actions. These mitigants include (i) the strengthening risk-absorption 
capacity of banks, underpinned by stricter capital and provisioning requirements; (ii) 
liquidity support from the European Central Bank (ECB) and (iii) actual and 
prospective support from the Spanish government, within the constraints of the 
sovereign's own reduced creditworthiness. However, Moody's believes these positive 
factors are overwhelmed by mounting asset-quality challenges that weaken the 
earnings and threaten to erode the capital positions of many banks.  
 
Moody's debt and deposit ratings for publicly-rated Spanish banks now range 
between A3 and Ba3, with an (unweighted) average between Baa2 and Baa3. This 
average is below most Western European banking systems, reflecting the severe 
impact of both the difficult domestic environment and the ongoing euro area debt 
crisis on Spanish banks.  
 
7. Ukraine CDS Rise Sharply 
Art Capital 
May 18, 2012 
 
OVDP: 
 



 The FinMin sold the 1Y and 7Y hryvnia OVDP worth UAH 812.5mn (of which UAH 
800mn was made up by the 7Y papers) and index OVDP worth UAH 850mn in this 
week’s auction. 
 
 Correspondent account balances exceeded UAH 20bn. The NBU certificates in 
circulation stayed at the UAH 4bn level, highlighting a surplus of short-term liquidity. 
 
 The secondary market: yields on long government bonds went down; those on the 
short were unchanged. Turnover shrank 4-fold to UAH 0.6bn a day in the absence of 
deals among state-owned banks. 
 
Eurobonds: 
 
 The yield on Ukraine-12 rose 3.5pp on the news from the EU. Greece’s new political 
turmoil sent shockwaves through the short-term Sovereign bonds market, including 
Ukraine. 
 
 CDS of nearly all countries shot up on the news from the EU. Ukrainian CDS rose 40 
points over the week, hitting the 830 mark. 
 
 Ukraine restructured VTB Capital’s $2bn loan. The NBU board member Yuri 
Poluneyev said in an interview to the UNIAN the government had piled up enough 
cash to honor its financial obligations due in June. In particular, the government 
restructured VTB Capital’s loan and has enough cash in its accounts to redeem 
Eurobonds. 
 
 
 
 

CREDIT NEWS 
8. April 2012 Euro area annual inflation down to 2.6%; EU down to 2.7%  
Eurostat 
May 16, 2012 
 
Euro area annual inflation was 2.6% in April 2012, down from 2.7% in March. A year 
earlier the rate was 2.8%. Monthly inflation was 0.5% in April 2012.  
 
EU annual inflation was 2.7% in April 2012, down from 2.9% in March. A year earlier 
the rate was 3.3%. Monthly inflation was 0.5% in April 2012.  
 
These figures come from Eurostat, the statistical office of the European Union.  
 
Inflation in the EU Member States  
In April 2012, the lowest annual rates were observed in Sweden (1.0%), Greece 
(1.5%), Ireland and Romania (both 1.9%), and the highest in Hungary (5.6%), 
Estonia (4.3%), the Czech Republic and Poland (both 4.0%). Compared with March 
2012, annual inflation fell in sixteen Member States and rose in ten.  
 
The lowest 12-month averages up to April 2012 were registered in Sweden (1.2%), 
Ireland (1.5%) and Slovenia (2.2%), and the highest in Estonia (4.8%), Hungary 
(4.4%) and Slovakia (4.2%).  
 



Euro area  
The main components with the highest annual rates in April 2012 were alcohol & 
tobacco (4.7%), transport (4.3%) and housing (3.9%), while the lowest annual rates 
were observed for communications (-3.1%), education (0.7%) and recreation & 
culture (0.8%). Concerning the detailed sub-indices, fuels for transport (+0.34 
percentage points), gas (+0.12), tobacco and electricity (+0.08 each) had the 
largest upward impacts on the headline rate, while telecommunications (-0.18), cars 
and rents (-0.07 each) had the biggest downward impacts.  
 
The main components with the highest monthly rates were clothing (2.3%), 
transport (0.8%) and hotels & restaurants (0.6%), while the lowest monthly rates 
were observed for communications (-0.7%), education (-0.2%) and food (0.0%). In 
particular, garments (+0.10 percentage points) and fuels for transport (+0.05) had 
the largest upward impacts, while telecommunications and vegetables (-0.04 each) 
had the biggest downward impacts.  
 

 
 
9. CEE Growth Outlook Subdued, Most Ratings Stable at Current Levels  
Fitch 
May 16, 2012 
 
Fitch Ratings says in a newly-published report that the growth outlook for the ten 
east-central European countries that joined the EU in 2004-07 (CEE-10) is likely to 
remain subdued over the next 18 months. External and domestic growth drivers are 
largely constrained in the short to medium term.  
 
This will make it challenging to achieve ambitious public deficit reduction objectives 
in 2012-13, despite commitments to fiscal consolidation. Nevertheless, the 
prevalence of Stable Outlooks embodies Fitch's view that, in most cases, existing 
sovereign ratings across CEE are well supported at their current levels.  
 
Fitch forecasts that CEE-10 average weighted GDP growth will slow to 1.6% in 2012 
from 3.1% in 2011. The magnitude of the slowdown is expected to be similar to that 
of the eurozone, the region's main trade and investment partner. Fitch expects the 
global and regional economies to experience a far more moderate slowdown than in 
2009. Thus, eight CEE-10 economies are projected to grow in 2012. Although it can 
be argued that pre-crisis output levels were unsustainable in some countries (namely 
the Baltics), economies across the region are operating below potential.  
 
Fitch's baseline forecast for the German economy implies that export growth will 
slow markedly across CEE this year and recover only partially in 2013. Despite signs 
that China intends to deepen investment and trade ties with the region, CEE 



countries are unlikely to reap significant short-term benefits from diversifying foreign 
trade towards Asia and other more dynamic regions of the global economy.  
 
Private and government consumption will be constrained by fiscal austerity, 
stubbornly high unemployment, debt overhangs (in some countries) and banks' 
reluctance to expand their asset sheets as their western European parents remain 
under regulatory pressure to enhance their capital ratios. The imperatives of fiscal 
austerity, mitigated by the increased absorption of EU funds, will limit public 
investment spending.  
 
Despite a partial recovery in sentiment, construction output was still contracting in 
annual terms across most CEE countries as of Q112, and is unlikely to recover in 
most countries in the short term. Fitch does not expect foreign direct investment 
(FDI) inflows to the region to recover to pre-crisis highs in 2012-13. However, a 
summary analysis of industrial capacity utilisation rates relative to trend and 
domestic savings-investment balances suggests that some countries may be able to 
fund domestically needed expansion of industrial infrastructure. Nevertheless, this 
potential should be judged against structural impediments such as public and 
external debt ratios, which are high in some countries.  
 
10. CEE corporate sector lending diverging  
UniCredit 
May 18, 2012 
 
To date, bank lending to the corporate sector in the CEE region is holding up well, 
but a diverging performance among countries is likely to persist over the coming 
months. This is one of the key findings of a recent analysis on corporate lending in 
Central and Eastern Europe conducted by UniCredit's CEE & Poland Strategic 
Planning department. Larger economies such as Turkey and Russia saw strong 
double-digit growth in the demand for commercial loans until February 2012, 
whereas in smaller countries like those in the Baltics, corporate financing is more 
than lacklustre, with some countries even showing shrinking volumes.  
 
Improved business environment, but FDI is recovering slowly 
"As pointed out by the latest business climate indicator, the forward-looking business 
sentiment of companies has improved recently. Nevertheless, industry growth in the 
CEE region will be slightly negative in the first quarter of this year due to weaker 
external demand," said Gianni Franco Papa, Head of the CEE Division at UniCredit. 
Important elements of differentiation will remain in place, with short-term indicators 
pointing to still fragile growth particularly in SEE. Apart from that, cyclical sectors 
have lost some of their impetus since January. The only exception is machinery and 
equipment, which is benefitting from steady demand in China. "Overall, the business 
environment has improved significantly over the past few years, but regulation, 
thejudicial system, taxation and political factors are still reported as major obstacles 
to doing business in CEE," explained the top executive.  
 
Following the 2008 crisis, the CEE region experienced a large shift in the composition 
of capital flows. The portfolio component is now dominating in CEE, whereas FDI 
inflows have only marginally recovered from the trough compared to other emerging 
markets like Latin America or Asia and remain well below pre-crisis levels. Generally 
speaking, the trend is toward more short- term portfolio capital instead of medium- 
to long-term capital. In the end, fostering competitiveness remains a key challenge 



for the CEE region, which still enjoys more favourable production costs than the EU-
15 in the context of still lower productivity on average.  
 
Cost of credit and collateral perceived as major obstacles to the availability of credit 
Firm-level data suggests a strong positive relationship between bank credit and 
investment activity especially in the recovery phase, confirming that the availability 
of credit is an essential pre-condition for output to return to its long-term trend. At 
the same time, one must not neglect the important role of demand-side factors. 
Empirical evidence also indicates that the contraction in investment activity has been 
the largest in areas that experienced an accelerated or booming dynamic in lending 
in the pre-crisis period, such as Bulgaria or Romania.  
 
"The contraction in the availability of credit at the peak of the crisis led to a visible 
substitution in the sources of financing and the implementation of cost cutting 
measures," pointed out Fabio Mucci, Head of CEE & Poland Strategic Planning at 
UniCredit. Thus, many enterprises substituted bank loans with refinancing from 
parent companies and, to a lesser extent, with bond issuance. Companies that 
experienced the largest contraction in the availability of credit during the crisis were 
also the ones which recorded a significant adjustment in labour costs to overcome 
liquidity problems. In the aftermath of the crisis, investment activity of most 
leveraged sectors lagged substantially behind that of the least dependent ones.  
 
"According to a TNX survey conducted for UniCredit with over 12,000 companies in 
16 CEE countries, banks' willingness to give sufficient financing improved over 2011 
in the context of still low demand," stated Fabio Mucci, adding, "On a scale from 1 to 
5, where 5 is the best mark, interviewees rated banks 3.77 on average in 2011 
compared to 3.67 the previous year." In a complementary poll, however, the 
majority of enterprises reported a tightening of credit conditions in 2011, citing cost 
of credit and collateral requirements as major obstacles to the availability of credit. 
Demand-side factors are also playing a role, with 44 per cent of companies having 
reported "no need" among the major reasons not to apply for a loan.  
 
The corporate sector remains one of the most attractive business segments as the 
level of indebtedness is significantly lower than the Western European average with 
particularly high untapped potential related to cross-border business. In the EMU, 
corporate lending is about 50 per cent of the regional GDP, whereas in Turkey it 
accounts for 32 per cent, in Russia 28 per cent and in the Czech Republic 21 per 
cent, for example.  
 
11. Euro area and EU27 GDP stable in first quarter 2012  
Eurostat 
May 15, 2012 
 
GDP remained stable in both the euro area (EA17) and the EU27 during the first 
quarter of 2012, compared with the previous quarter, according to flash estimates 
published by Eurostat, the statistical office of the European Union. In the fourth 
quarter of 2011, growth rates were -0.3% in both zones.  
 
Compared with the same quarter of the previous year, seasonally adjusted GDP 
remained stable in the euro area and increased by 0.1% in the EU27 in the first 
quarter of 2012, after +0.7% and +0.8% respectively in the previous quarter.  
 



During the first quarter of 2012, GDP in the United States increased by 0.5% 
compared with the previous quarter (after +0.7% in the fourth quarter of 2011).  
 
Compared with the same quarter of the previous year, GDP rose by 2.1% in the 
United States (after +1.6% in the previous quarter).  
 

 
 
12. How much should we fear the RUB correction? 
Rencap, Ivan Tchakarov, Chief Economist Russia/CIS 



18 May 2012 
 
As the USDRUB has lost about 7.2% since the start of May, questions have (again) 
started to emerge about the possible macroeconomic effects and the policy actions 
that the CBR might undertake to stem the decline. 
 
·   To answer these questions, we polish up some analytical work we did last August 
when the currency was again under pressure. The first thing, however, is to run a 
‘keep-with-the-Jones’ test about how the USDRUB has fared since the beginning of 
the month. In this beauty contest, the RUB has actually done pretty well, with 
month-to-date fall of about 7.2% against the USD. As a comparison, the Polish zloty 
has lost 9.6%, the Hungarian forint 9.7%, the Czech koruna 7.4%, the South African 
rand 9.1% and the Turkish lira 4.9%. 
 
·   One possible reason why the RUB has done so well might be that BRENT oil price, 
despite the significant fall that it has experienced recently, is still holding up pretty 
well at above USD100bbl. Still, with sentiment not seeing a light at the end of the 
tunnel for now, we should not be surprised to to see the USDRUB catching up with 
currencies mentioned above in terms of percentage decline (USDRUB lost about 20% 
last summer). 
 
·   Of course, from a policy perspective, what the CBR is really looking at is the 
RUBBASK and it has month-to-date fallen by about 4.8% (it declined by 14% during 
the summer volatility of 2011). The central bank has already demonstrated, correctly 
in our view, that it will give priority to the inflation rather than the FX objective in its 
conduct of monetary policy. This is exactly the course of action the CBR took last 
summer and we fully anticipate a policy repeat. 
 
·   This is the right approach as, from a macroeconomic perspective, a weaker RUB is 
exactly what the doctor should order during such times of trouble. We have done 
some simulations, which show that, if the RUB were allowed to act as a shock 
absorber, it could limit any possible damage to GDP by about 40% (see chart below; 
YoY % decline in Russian GDP is relative to baseline and to a response to a 1% fall in 
global growth relative to baseline; quarters after the shock) 
 
·   We also don’t fear that a weaker RUB will fuel inflation as the global shock is 
deflationary by nature and both the Spring 2009 and Summer of 2011 episodes 
proved this point. In that sense, we think our months-old argument for the need to 
cut policy rates is assuming new urgency. 
 
·   Finally, the summer of 2011 has also shown that the Russian consumer has grown 
in maturity in the way it reacts to currency weakening. She/he no longer runs to the 
bank, converting RUB into FX deposits. This, in our view, is very much to the credit 
of the CBR, which has successfully sent the message that currency fluctuations are 
now a normal thing, so two-way currency behavior is just the order of the day. While 
the 2008/09 crisis saw the FX share in consumer deposits moving in tandem with the 
depreciating RUB, more recent episodes of currency weakening, including that in the 
of summer 2011, have broken this trend (see the chart below). This change in 
consumer behaviour has been largely driven by the successful transition to a more 
flexible exchange rate policy following the 2008/09 crisis. 
 
 



13. March 2012 Euro area external trade surplus 8.6 bn euro; 6.7 bn euro 
deficit for EU27  
Eurostat 
May 16, 2012 
 
The first estimate for the euro area (EA17) trade in goods balance with the rest of 
the world in March 2012 gave a 8.6 bn euro surplus, compared with +1.0 bn in 
March 2011. The February 2012 balance was +2.3 bn, compared with -2.9 bn in 
February 2011. In March 2012 compared with February 2012, seasonally adjusted 
exports fell by 0.9% and imports by 1.1%.  
 
The first estimate for the March 2012 extra-EU27 trade balance was a 6.7 bn euro 
deficit, compared with -11.8 bn in March 2011. In February 20122 the balance was -
12.0 bn, compared with -10.6 bn in February 2011. In March 2012 compared with 
February 2012, seasonally adjusted exports fell by 0.2% and imports by 0.9%.  
 
These data are released by Eurostat, the statistical office of the European Union. 
 
EU27 detailed results for January to February 2012  
The EU27 deficit for energy increased (-70.3 bn euro in January-February 2012 
compared with -61.6 bn in January-February 2011), as did the surplus for 
manufactured goods (+41.4 bn compared with +26.9 bn).  
 
EU27 exports to most of its major partners grew in January-February 2012 compared 
with January-February 2011, except for Turkey (-4%) and India (-1%), while exports 
to Norway remained stable. The most notable increases were recorded for exports to 
Switzerland (+29%), Russia (+22%) and Brazil (+20%). As regards EU27 imports, 
the largest increases were recorded for imports from Norway (+14%), USA and 
Russia (both +12%). Imports from Japan and Turkey fell (both -3%), while imports 
from India remained stable.  
 
The EU27 trade surplus increased with the USA (+12.0 bn euro in January-February 
2012 compared with +11.2 bn in January-February 2011) and Switzerland (+7.9 bn 
compared with +3.3 bn), and remained almost unchanged with Turkey (+3.2 bn 
compared with +3.3 bn). The EU27 trade deficit fell with China (-26.5 bn compared 
with -28.0 bn) and Japan (-2.0 bn compared with -3.5 bn), but increased with Russia 
(-17.9 bn compared with -17.2 bn) and Norway (-10.6 bn compared with -8.4 bn).  
 
Concerning the total trade of Member States, the largest surplus was observed in 
Germany (+27.8 bn euro in January-February 2012), followed by the Netherlands 
(+7.2 bn) and Ireland (+6.8 bn). The United Kingdom (- 23.7 bn) registered the 
largest deficit, followed by France (-15.6 bn), Spain (-7.1 bn) and Italy (-5.5 bn).  
 
14. OECD unemployment rate stable at 8.2% in March 2012  
OECD 
May 15, 2012 
 
The OECD area unemployment rate was stable at 8.2% in March 2012, the same 
level recorded since February 2011. This flatness is largely the result of increasing 
rates in some euro area countries being offset by declines in North America.  
 
The euro area unemployment rate rose by 0.1 percentage point to 10.9% in March, 
3.6 points higher than its all time low of 7.3% in March 2008. Within the euro area in 



March, the unemployment rate rose by 0.3 point in Portugal (to 15.3%) and Spain 
(to 24.1%, the highest rate in the OECD area), by 0.2 point in Italy (9.8%) and by 
0.1 point in the Netherlands (5.0%). It fell by 0.2 point in Ireland (14.5%) and 
Slovenia (8.5%), and by 0.1 point in Austria (4.0%) and the Slovak Republic 
(13.9%), while unemployment rates remained stable in all other euro area countries.  
 
Outside Europe, unemployment rates across the OECD area remained broadly stable. 
Korea experienced the largest fall in March 2012 (to 3.4%), with no country 
recording an increase. New data for April 2012 show that the unemployment rate fell 
in the United States (to 8.1%, down from its peak of 9.1% in August 2011) while it 
rose slightly in Canada (to 7.3%, up 0.1 point from the previous month).  
 
Around 45.0 million people were unemployed across the OECD area in March 2012, 
up 0.8 million from March 2011 and 14.1 million from March 2008.  
 
 

CREDIT OTHER NEWS 
15. Economic expectations for CEE brighten up  
Press release 
May 18, 2012 
 
Economic expectations for Central and Eastern Europe including Turkey (CEE) have 
increased by 9.2 points in May 2012. Consequently, the ZEW- Erste Group Bank 
Economic Sentiment Indicator CEE currently manoeuvres at 14.6 points. The 
economic sentiment indicator for the CEE region and further financial market data 
have been surveyed monthly by the Centre for European Economic Research (ZEW), 
Mannheim, with the support of Erste Group Bank, Vienna, since 2007.  
 
The assessment of the current economic situation for the CEE region has slightly 
decreased by 2.8 points to a level of 2.7 points in May.  
 
Economic sentiments for the Eurozone have remained almost unchanged at 9.1 
points after a slight increase by 2.4 points. However, experts' assessment of the 
current economic situation for the Eurozone has deteriorated. The respectiveindicator 
has decreased by 8.6 points to a value of minus 52.2 points in May.  
 
Information concerning further indicators of the CEE region, the Eurozone, 
individually analysed CEE countries or Austria can be found in the table at the end of 
the press release. The answers of all survey participants are taken into account for 
the calculation of the indicators for the CEE region, the Eurozone and Turkey. The 
answers of the Turkish survey participants are not taken into account for the 
calculation of the indicators for the individual CEE countries and Austria as their high 
participation share in the survey could cause significant biases in the survey results.  
 
Survey Procedure and Methodology  
The Financial Market Survey CEE is a survey carried out among financial market 
experts by the Centre for European Economic Research in Mannheim (ZEW) and the 
Erste Group Bank AG, Vienna. The target of this survey is to develop indicators 
describing the economic conditions in Central and Eastern Europe (CEE) as well as in 
Austria.  
 



The CEE region observed in the survey consists of Bulgaria, Croatia, the Czech 
Republic, Hungary, Poland, Romania, Serbia, Slovakia , Slovenia and since October 
2010 Turkey.The financial experts are questioned on their evaluations of the current 
business situation, the medium-term prospects of the respective 
economies and their expectations as to the development of the inflation rate, the 
short- and long-term interest rates, the exchange rates and stock prices on a six 
month time horizon. The analysts' assessments reflect the qualitative direction of the 
estimated changes. The monthly 'Financial Market Report CEE' contains the results 
for every Central and Eastern European country in detail.  
 
16. Fitch Downgrades Greek Banks to 'CCC' 
Fitch Ratings 
18 May 2012 
 
Fitch Ratings has downgraded National Bank of Greece's, Efg Eurobank Ergasias', 
Alpha Bank's, Piraeus Bank's and Agricultural Bank of Greece's Long-term Issuer 
Default Ratings (IDR) and Support Rating Floors (SRF) to 'CCC' from 'B-' and Short-
term IDRs to 'C' from 'B'. The Viability Rating (VR) of the five banks has been 
affirmed at 'f'. A full list of rating actions is at the end of this comment. 
 
The rating actions follow the downgrade of Greece's sovereign rating to 'CCC' from 
'B-' (see "Fitch Takes Negative Rating Actions on Greece" dated 17 May 2012 on 
www.fitchratings.com). State-guaranteed issues have been also downgraded to 'CCC' 
from 'B-'. 
 
The five Greek banks' Long-term IDRs remain on their SRF which has been 
downgraded to 'CCC' to reflect the heightened risk that Greece may not be able to 
sustain its membership of Economic and Monetary Union (EMU). 
 
In the event that the new general elections scheduled for 17 June fail to produce a 
government with a mandate to continue with the EU-IMF programme of fiscal 
austerity and structural reform, an exit of Greece from EMU would be probable 
and/or this could be followed by a withdrawal of international support to Greek 
banks. A Greek exit would likely result in widespread default on private sector as well 
as sovereign euro-denominated obligations. 
 
Following Greek banks' large losses in 2011, after impairing their Greek government 
debt exposure from the Private Sector Involvement (PSI) Plus, EUR18bn capital 
support through the Hellenic Financial Stability Fund (HFSF) as part of the IMF/EU 
support programmes has been committed to raise the four major Greek banks' total 
capital adequacy ratio to the required minimum 8%. However, such support has not 
yet been transferred to the banks and further capital injections will be needed to 
reach the minimum 9% core capital ratio required by the Bank of Greece by 
September 2012. 
 
The Bank of Greece and the ECB have continued to provide emergency liquidity 
assistance which has absorbed deposit outflows from the banking system to date. 
 
Greek banks' VR of 'f' reflects the banks' failure if they had not received external 
support. At the moment they effectively receive all capital needed, and if the 
situation in the country stabilises and liquidity is restored, Fitch will upgrade the 
banks' VR to a rating level commensurate with its post-supported financial strength. 
However, Fitch anticipates that the VR of Greek banks will, at best, remain at a 



deeply sub-investment grade rating level to reflect the numerous challenges they are 
faced with and their substantial weak credit fundamentals. 
 
As a result of the above rating actions and increased encumbrance assets, banks' 
senior unsecured debt ratings have been downgraded to 'CC'/'RR5' from 'B-'/'RR4' in 
line with Fitch's criteria. The 'RR5' reflects the increased levels of assets pledged as 
collateral by banks, reducing the recovery rate to below average (11%-30%) for 
senior unsecured creditors. Banks' subordinated and hybrid capital issues have been 
affirmed at 'C'/'RR6' and 'C', respectively. 
 
The rating actions are as follows: 
National Bank of Greece S.A. 
 
Long-term IDR downgraded to 'CCC' from 'B-' 
Short-term IDR downgraded to 'C' from 'B' 
VR affirmed at 'f' 
Support Rating affirmed at '5' 
Support Rating Floor revised to 'CCC' from 'B-'; 
Senior notes downgraded to 'CC'/'RR5' from 'B-'/'RR4' 
Short-term senior notes downgraded to 'C' from 'B'; 
Hybrid capital affirmed at 'C' 
State-guaranteed issues downgraded to 'CCC' from 'B-' 
Efg Eurobank Ergasias S.A. 
 
Long-term IDR downgraded to 'CCC' from 'B-' 
Short-term IDR downgraded to 'C' from 'B' 
VR affirmed at 'f' 
Support Rating affirmed at '5' 
Support Rating Floor revised to 'CCC' from 'B-' 
Senior notes downgraded to 'CC'/'RR5' from 'B-'/'RR4' 
Short-term senior notes downgraded to 'C' from 'B' 
Market-Linked Senior notes downgraded to 'CCemr'/'RR5' from 'B- emr'/'RR4' 
Commercial paper downgraded to 'C' from 'B' 
Subordinated notes affirmed at 'C'/'RR6' 
Hybrid capital affirmed at 'C' 
State-guaranteed issues downgraded to 'CCC' from 'B-' 
Short-term state-guaranteed issues downgraded to 'C' from 'B' 
Alpha Bank S.A. 
 
Long-term IDR downgraded to 'CCC' from 'B-' 
Short-term IDR downgraded to 'C' from 'B' 
VR affirmed at 'f' 
Support Rating affirmed at '5' 
Support Rating Floor revised to 'CCC' from 'B-' 
Senior notes downgraded to 'CC'/'RR5' from 'B-'/'RR4' 
Short-term senior notes downgraded to 'C' from 'B' 
Market-Linked Senior notes downgraded to 'CCemr'/'RR5' from 'B- emr'/'RR4' 
Subordinated notes affirmed at 'C'/'RR6' 
Junior subordinated notes affirmed at 'C' 
Hybrid capital affirmed at 'C' 
State-guaranteed issues downgraded to 'CCC' from 'B-' 
Short-term state-guaranteed issues downgraded to 'C' from 'B' 
Piraeus Bank S.A. 



 
Long-term IDR downgraded to 'CCC' from 'B-' 
Short-term IDR downgraded to 'C' from 'B' 
VR affirmed at 'f' 
Support Rating affirmed at '5' 
Support Rating Floor revised to 'CCC' from 'B-' 
Senior notes downgraded to 'CC'/'RR5' from 'B-'/'RR4' 
Commercial paper downgraded to 'C' from 'B' 
State-guaranteed issues downgraded to 'CCC' from 'B-' 
Agricultural Bank of Greece (ATEbank) 
Long-term IDR downgraded to 'CCC' from 'B-'; Removed from Rating Watch Negative 
(RWN) 
Short-term IDR downgraded to 'C' from 'B'; Removed from RWN 
VR affirmed at 'f' 
Support Rating affirmed at '5' 
Support Rating Floor revised to 'CCC' from 'B-'; Removed RWN 
State-guaranteed issues downgraded to 'CCC' from 'B-' 
The rating impact, if any, from the above rating actions on Greek banks' subsidiaries 
and covered bonds will be detailed in separate comments. 
 
In Fitch's rating criteria, a bank's standalone risk is reflected in Fitch's VR and the 
prospect of external support is reflected in Fitch's Support Ratings. Collectively these 
ratings drive Fitch's Long- and Short-term IDRs. 
 
17. PIK Group holds analyst day  
VTB Capital 
May 15, 2012 
 
– further comments on FY11 results, portfolio revaluation, and debt situation. 
 
News: On 14 May, PIK Group hosted an analyst day. For 2012, management guides 
for 600,000-650,000sqm to be transferred to customers, with cash collections at 
RUB 62-67bn. Further comments were given on the portfolio revaluation, debt 
repayment situation and expected profitability margins. The 2Q12 trading update is 
scheduled for the end of July. 
 
Our View: Management was represented by Artem Eyramdzhants (COO), Andrey 
Rodionov (CFO) and Viktor Szalkay (IR), who were open to questions, including 
those related to strained leverage, and also provided guidance for 2012. In addition 
to operational expectations, management stated that the notably lower margin than 
at public peers was mainly due to the over opportunistic strategy for building up the 
land bank before 2008 as upfront cash payments for land at peak pre-crisis prices 
affect project profitability. The gross margin guidance was given at 30% in the 
Moscow region, 25% in other regions and 15% for construction 
operations.?Management appreciates there is a lack of liquidity to service debt in 
2013, and unless there is a successful share offering to decrease debt, the most 
probable scenario is another round of repayment prolongation. According to PIK, key 
creditor Sberbank fully understands the situation and will not escalate the matter. 
Selected projects are also likely to be disposed of in order to improve leverage. 
Positively, the Group is servicing its interest payments in full; they are budgeted at 
USD 210mn per annum (1.5% of interest on Sberbank loan is under a grace 
period).?For more details, see our PIK Group: Analyst Day Takeaways, published 
today. 



 
 

RUSSIA macro news 
18. 1Q12 GDP growth at a robust 4.9% YoY  
VTB Capital 
May 16, 2012 
 
--- revealing strong investments and consumption performance at the beginning of 
this year --- unlikely to last long 
 
News: According to Rosstat’s preliminary estimate, GDP growth reached 4.9% YoY in 
1Q12, up from the official 4.8% YoY growth in 4Q11 and 4.3% YoY increase in 2011. 
The 1Q12 number is higher than the preliminary estimate of 4.0% YoY announced by 
the Ministry for the Economy. 
 
Our View: The recent data suggests that GDP growth slightly accelerated in 1Q12, 
despite the softer readings in March. The key growth drivers were likely the two-fold 
rise in fixed capital investments during January-February, explained mainly by the 
low base effect, and strong consumption, supported by the boost in retail lending 
growth and record low CPI. Besides, improved net exports also likely shored up the 
growth of the economy in 1Q12.?In 2Q12, we see GDP growth moderating due to the 
significantly slower (or even negative) growth in investments. In our view, the latter 
is derived from lower pace of credit growth, the limited hikes in regulated tariffs 
(which might affect natural monopolies’ capex plans) this year, and the strong 
performance of investments in 2Q11. The overall weaker industry stance that we 
expect highlights the necessity of structural reforms, as the Russian economy is 
operating at full capacity.?Meanwhile, it is highly likely that retail sales will improve 
further in 2Q12 (from 1Q12) on the back of the favourable labour market conditions 
(low unemployment) and higher budget spending on military salaries and pensions 
(1.2% of GDP). ?Hence, we are reiterating our full-year forecast of real GDP growth 
at 3.5% YoY. 
 
19. Capital outflows moderated in April  
VTB Capital 
May 15, 2012 
 
– pressure on RUB – supportive for low CPI – we see capital outflows at USD 40bn 
this year 
 
News: The Ministry for the Economy estimates capital outflows at USD 8bn in April 
(which is lower than the USD 13.5bn in January, USD 9bn in February and USD 
12.6bn in March, as calculated from the 1Q12 BoP data) and expects that this will 
continue in May. However, for the whole year the Ministry sees net private capital 
outflows slowing to USD 15-25bn in 2012, from USD 80.5bn in the previous year.?In 
addition, MinEconomy thinks that RUB is much weaker than it could be assuming 
such high oil prices: USD/RUB would be at 27-28 had capital outflows been more 
moderate in the first months of 2012. 
 
Our View: During 4mo12, private capital outflows were significant, but decelerating. 
We think that the CBR is likely to revise its January-February outflow estimates 
upwards, making March’s figure smaller, due to the released trade balance and the 
CBR’s interventions numbers for 1Q12.?Hence, even on a downwards trend, capital 



outflows will continue putting pressure on RUB and helping the CBR to contain 
inflation risks. ?Meanwhile, we are more conservative than MinEconomy and expect 
capital outflows at USD 40bn this year (and USD/RUB at 31.0) on strong CA and the 
CBR’s lower interventions. 
 
20. Federal budget was almost balanced in April – neutral for liquidity 
VTB Capital 
May 16, 2012 
 
News: According to the Ministry of Finance, the federal budget recorded a deficit of 
RUB 60bn, or 0.3% of GDP, in 4mo12. The monthly budget was almost balanced, at 
0.2% of GDP (RUB 10bn) in April, staying in positive territory for the second month 
in a row (March saw a budget surplus of 1.7% of GDP, or RUB 82bn). Monthly 
revenues increased 16.0% YoY (flat in MoM terms), with non-oil monthly revenues 
strongly up 26% YoY. Monthly expenditures were almost the same, at slightly above 
RUB 1tn during the first months of 2012. In April, budget outlays were up 13% 
YoY.?MinFin’s outstanding deposits in the banking system amounted to RUB 39.4bn 
at the end of April, down RUB 4.9bn from the end of March. The balance of MinFin’s 
accounts with the CBR increased RUB 259bn during the fourth month of this year. 
 
Our View: MinFin has persistently followed its path of regular budget execution (by 
RUB 1tn each month), bringing monthly budget balances close to zero. We estimate 
that the overall effect of MinFin’s operations on liquidity was a marginally negative 
RUB 30bn in April: its deposits in the banking system decreased (RUB 5bn), net 
domestic borrowings increased (RUB 34bn) and the budget was in surplus (RUB 
10bn), meanwhile net budget loans added RUB 22bn into the system. This partly 
offset the positive effect of the CBR’s interventions last month (USD 4.0bn). Hence, 
the CBR’s REPO auctions are currently a key source for providing liquidity 
(outstanding REPO in the banking system is RUB 1.1tn), with the CBR’s FX 
interventions also having an effect (USD 10.8bn in 4mo12). 
 
21. Inflation At 3.5% Y-O-Y 
Troika Dialog 
May 17, 2012 
 
The CPI rose 0.2% over the first two weeks of May, compared with 0.3% a year 
earlier. Thus, y-o-y inflation slowed from 3.6% at end April to 3.5%, which is still a 
historically low level. Although we expect the y-o-y figure to accelerate in July on the 
back of hikes in administratively regulated tariffs, the annual figure for 2012 will be 
below 5.0% thanks to macroeconomic policy (almost balanced budget and high really 
positive money market interest rates). We still forecast 4.5% inflation for this year.  
 
We also reiterate our view that it is premature to call for rate cuts in the coming 
months, as global uncertainty has increased and capital flight remains strong. 
Meanwhile, there is no shortage of liquidity in the banking system, which currently 
holds around R1.1 trln in correspondent accounts and deposits with the Central 
Bank. Economic growth remains relatively strong (GDP reportedly grew 4.9% in 
1Q12) and lending keeps expending. Depending on future developments, the 
regulator is unlikely to consider rate cuts before autumn. Should the global 
environment deteriorate dramatically, the Central Bank's reaction could even be the 
opposite. 
 



22. Ministry admits the authorities had made too optimistic estimates of oil 
and gas export prices  
bne  
16 May, 2012   
 
The actual average annual price of the Urals oil in 2012 may fall short of the 
government estimate of $115 per barrel.   The price of the Russian oil was $116.8 
per barrel on average from beginning to the middle of this year when the world oil 
prices started tending downwards.   At the same time, oil prices in 2013 and 2014 
are likely to be slightly higher than the official forecast and come to $110 instead of 
$97 and $101 respectively, Deputy Economic Development Minister of Russia Andrei 
Klepach said.  The official also considered possible a revision of estimated prices of 
gas for the period 2013-2015.   The effective forecast proceeds from the fact that 
average contract prices of gas will be $379 per 1,000 cubic meters in 2012, $353 in 
2013, $342 in 2014, and $358 in 2015. The estimate of gas prices for far-abroad 
countries is $439 per 1,000 cubic meters in 2012, $395 in 2013, $374 in 2014, and 
$390 in 2015.   The estimate of prices for energy resources as amended will be 
prepared by autumn when a draft of a new budget submitted to the government, 
said Andrei Klepach.  Experts warn that fall in oil prices will result in a reduction of 
budget revenues, in particular, in delaying "the tax maneuver" promised to the 
business by Vladimir Putin as far back as late 2011.  
 

RUSSIA bonds 
23. SMP Bank opens order book for RUB3bn bonds  
bne  
14 May, 2012    
 
SMP Bank opened book for its debut, 5-year RUB3bn bonds on May 15, according to 
the bank's statement.  The book is to be closed on May 25.  Bank Zenit and SMP 
Bank organize the offering.  
24. St. Petersburg may open book for RUB15bn bonds in September-
November  
bne   
14 May, 2012     
 
The government of Saint Petersburg plans to open an order book for RUB15bn 
bonds, Chairman of Financial Committee of the city government Eduard Batanov 
said, RIA Novosti reported.  "The sum (total approved amount of borrowings) for 
2012 is still RUB25bn, but we offer and hope to take out a 10 billion ruble loan to 
finance the deficit," Batanov said adding that if the city attains higher revenue than 
expected, the amount of bond issue may be cut.  
25. Gazprom Neft plans to place 7-10 year Eurobonds  
Alfa Bank 
18 May 2012 
 
The deal to place Eurobonds is moving forward, but is not yet in its final stage. The 
company expects to raise long-term funding at a low interest rate, while the 
domestic financial system is undergoing tighter liquidity. 
 
J.P. Morgan and French banks received mandates from Gazprom Neft to organize the 
Eurobonds. 
 



The last time Gazprom Neft considered the possibility of placing external debt was in 
2009 for $0.5-1bn, but it later decided against this idea as Gazprom entered the 
Eurobond market. 
 
26. Metkombank to start placement on May 29 of series BO-05 bonds worth 
RUB1.5bn 
Alfa Bank 
15 May 2012 
 
The placement on MICEX will be in the form of a competitive bidding to determine 
the coupon rate until the put option. The issue will have a maturity of three years 
with semiannual coupon payments and a one-year put option. The guidance for the 
coupon rate has been set at 11.0-11.5% pa, which corresponds to a yield of 11.30-
11.83%. The organizers of the loan are Gazprombank, VTB Capital and Russian 
Agricultural Bank. 
 
Ekaterina Leonova 
 
27. SME Bank to open book today for placement of bonds worth RUB3bn 
Alfa Bank 
15 May 2012 
 
Collection of applications will last until May 25, and the technical placement of the 
loan on MICEX will occur on May 29. The bonds have a maturity of five years with 
semiannual coupon payments. The loan includes a put option for redemption of the 
bonds at face value for half a year from the date of the placement. The guidance for 
the coupon rate until the put option has been set in the range of 10.0-10.5% pa, 
which corresponds to a yield of 10.25-10.78%. The organizer of the issue is Bank 
Zenit. 
 
Ekaterina Leonova 
 
28. SU-155 plans to place series 04 bonds worth RUB1bn on May 21  
Alfa Bank 
18 May 2012 
 
The paper will have a maturity of three years. The bonds have been included in the 
MICEX corporate B list. This issue was previously planned to be placed on April 26, 
2012, but it was postponed for an indefinite period. 
 
Ekaterina Leonova  
 
29. Sistema places seven-year Eurobonds worth $500m at 6.95% 
Alfa Bank 
15 May 2012 
 
The initial guidance for the yield of the issue was 7.125% pa but was lowered to the 
6.95-7% pa range. The placement took place at the lower boundary of the reduced 
range, and the spread to UST was fixed at 571.4bp. The issue was placed in 
accordance with 144A/Reg S. The organizers are Deutsche Bank, Morgan Stanley 
and VTB Capital. 
 



Ekaterina Leonova 
 
30. Yakutia closes book for bonds worth RUB2.5bn, sets coupon rate at 
8.77% pa  
Alfa Bank 
18 May 2012 
 
The technical placement of the issue on MICEX will occur on May 17. The issue will 
have a maturity of five years with quarterly coupon payments. As a result of the 
bookbuilding, the coupon rate for the first two years has been set at 8.77% pa. 
 
In accordance with the conditions of the issue, the rate of coupons 9-12 will be 
8.67% pa, of coupons 13-16 it will be 8.57% and of coupons 17-20 it will be 8.47% 
pa. The issue includes amortization of principle in the amount of 10% of face value 
on the payment date of coupon 8 and 30% of face value on the payment date of 
coupons 12, 16 and 20. The organizer of the loan is Bank Soyuz. 
 
31. Globexbank narrowed the yield guideline of its ECP issue to 4.00% 
annually  
bne  
15 May, 2012   
 
Globexbank has narrowed the yield guideline of its European Commercial Papers 
(ECP) issue to 4.00% annually from the previous of 3.74%–4.00%, a banking source 
told Prime.  On May 14, the bank started talks with investors over the potential 
offering of a one-year ECP issue worth $20m-$50m. 
32. Orient Express Bank sets yield guidance at 10.11–10.65%  
bne  
16 May, 2012    
 
Orient Express Bank has set the yield guidance for its fourth RUB3bn bonds at 
10.11–10.65%, Nomos Bank reported.   The 3-year issue carries a 1-year offer and 
suggests a premium of 70 basis points on securities of similar banks.  Nomos Bank 
and Otkritie Bank were appointed the issue’s lead managers. 
33. VEB to offer three-year $500m bonds in late May  
bne  
16 May, 2012   
 
Vnesheconombank plans to offer its second three-year $500m bond issue in late 
May, the bank said.  The coupon guidance was set at 4.0–4.5% annually.  The bids 
submitted for three-year $500m bond issue placed in February totaled $1.44bn. 
 

RUSSIA loans 
34. Russian government plans to borrow RUB1.3tn on market in 2012  
bne  
14 May, 2012    
 
Russia's Finance Ministry considers that the country's government may borrow 
RUB1.3tn on the market in 2012, Deputy Finance Minister Tatyana Nesterenko said, 
cited by Prime.  "We think that it would be viable to take out RUB1.3tn unless there 
is a vast deterioration of the economic situation," Nesterenko said.  Nesterenko 
reiterated that the 2012 budget earlier stipulated the ultimate volume of borrowings 



at RUB1.8tn. However, the State Duma's committee approved on May 14 to reduce 
projected borrowings by RUB500bn due to additional oil and natural gas revenue in 
the budget.  The ministry suggests replacing borrowings, without revising the 
parameters of the budget, with a part of the oil and gas revenue.   
35. RUSAL will repay $250m of debt quarterly starting from 2013  
bne  
14 May, 2012   
 
UC RUSAL plans to spend about $250m toward debt repayment each quarter starting 
from 2013, RUSAL CFO Yevgeny Kornilov said, cited by Prime.  As of March 31, 
RUSAL net debt amounted to $11.126bn.  The sum will be paid from the company's 
own as well as borrowed funds and includes only principal debt.  
 

RUS RATINGS 
36. Moody's Interfax downgrades NSR of Banca Intesa (Russia) to Aa1.ru 
 Moody's 
 May 15, 2012  
  
 Moody's Interfax Rating Agency (MIRA) has today downgraded to Aa1.ru from 
Aaa.ru the National Scale Rating (NSR) of Banca Intesa (Russia). 
  
 This rating action reflects the reduced capacity of the parent banking group (Intesa 
Sanpaolo SpA) to provide capital and funding support, if needed, to its Russian 
subsidiary, as indicated in the downgrade of Intesa Sanpaolo's ratings to A3 
negative; C-/baa1 negative. For further details see press release 
http://www.moodys.com/research/Moodys-downgrades-Italian-banks-outlooks-rem 
ain-negative--PR_244732 published on 14 May 2012. 
  
 Today's rating action on Banca Intesa (Russia) concludes the review initiated on 21 
February 2012, when the bank's ratings were placed on review for downgrade, 
following a similar rating action on Intesa Sanpaolo. 
  
 For additional information on bank ratings, please refer to the webpage containing 
Moody's related announcements http://www.moodys.com/bankratings2012  
  
 Please see ratings tab on the issuer/entity page on moodys.com for information on 
the Global Scale Ratings of this issuer. 
  
 RATINGS RATIONALE 
  
 The downgrade of Banca Intesa (Russia) was driven by the weakening capacity of 
the parent (Intesa Sanpaolo) to provide timely capital and funding support to its 
subsidiaries, if needed. 
  
 Moody's says that the lowering of Intesa Sanpaolo's standalone credit assessment to 
baa1 from a2, announced yesterday, reflects the significant deterioration in the 
operating environment within Italy since the middle of 2011 and the negative effects 
this is having on Italian banks' profitability, asset quality and access to market 
funding. Under Moody's Joint Default Analysis methodology, the ratings of Banca 
Intesa (Russia) incorporate uplift from parental support assumptions; the two-notch 
lowering of Intesa Sanapolo's standalone credit assessment therefore has a direct 
impact on the ratings of the Russian subsidiary. 



  
 BANCA INTESA (RUSSIA) -- WHAT COULD CHANGE THE RATINGS UP/DOWN 
  
 Banca Intesa (Russia)'s ratings reflect the bank's broad regional penetration, its 
experience in SME lending, historically rigorous credit underwriting practices, as well 
as the bank's solid capitalisation levels. At the same time, Banca Intesa's standalone 
credit profile remains constrained by its modest profitability and cost-efficiency 
metrics, as well as its dependence on parental funding. 
  
 In the medium-term a sustained improvement in Banca Intesa (Russia)'s 
profitability and efficiency metrics -- combined with a more diversified funding profile 
-- could exert upward pressure on the bank's NSR. Conversely, a deterioration in 
either the bank's market position or standalone financial fundamentals, particularly 
related to capitalisation, could exert downward pressure on the NSR. In addition, 
further significant downward pressure on Intesa's ratings could affect Banca Intesa 
(Russia)'s NSR.  
  
 PRINCIPAL METHODOLOGIES 
  
 The methodologies used in this rating were Bank Financial Strength Ratings: Global 
Methodology, published in February 2007 and Incorporation of Joint-Default Analysis 
into Moody's Bank Ratings: Global Methodology published in March 2012. Please see 
the Credit Policy page on www.moodys.com for a copy of these methodologies. 
  
 NATIONAL SCALE RATINGS 
  
 Moody's Interfax Rating Agency's National Scale Ratings (NSRs) are intended as 
relative measures of creditworthiness among debt issues and issuers within a 
country, enabling market participants to better differentiate relative risks. NSRs 
differ from Moody's global scale ratings in that they are not globally comparable with 
the full universe of Moody's rated entities, but only with NSRs for other rated debt 
issues and issuers within the same country. NSRs are designated by a ".nn" country 
modifier signifying the relevant country, as in ".ru" for Russia. For further 
information on Moody's approach to national scale ratings, please refer to Moody's 
Rating Methodology published in March 2011 entitled "Mapping Moody's National 
Scale Ratings to Global Scale Ratings". 
  
 ABOUT MOODY'S AND MOODY'S INTERFAX 
  
 Moody's Interfax Rating Agency (MIRA) specializes in credit risk analysis in Russia. 
MIRA is a joint-venture between Moody's Investors Service, a leading provider of 
credit ratings, research and analysis covering debt instruments and securities in the 
global capital markets, and the Interfax Information Services Group. Moody's 
Investors Service is a subsidiary of Moody's Corporation (NYSE: MCO). 
   
  
 

CE RATINGS 
37. Moody's takes rating actions on subsidiaries of Unicredit SpA in Poland, 
Slovakia and Kazakhstan 
 Moody's 
 15 May 2012  



  
 Moody's Investors Service has today downgraded by one notch the long-term 
deposit ratings of UniCredit Bank Slovakia a.s. to Baa2, with a stable outlook, from 
Baa1, and the long-term debt and deposit ratings of ATF Bank (Kazakhstan) to B1, 
with a stable outlook, from Ba3.  
  
 These rating actions primarily reflect the reduced capacity of the parent banking 
group (UniCredit SpA) to provide capital and funding support, if needed, to its 
subsidiaries, as indicated by the recent one-notch downgrade on of UniCredit SpA to 
A3 negative; C-/baa2 negative. For further details see press release 
http://www.moodys.com/research/Moodys-downgrades-Italian-banks-outlooks-rem 
ain-negative--PR_244732 published on 14 May 2012. 
  
 At the same time, Moody's confirmed UniCredit's Polish subsidiary Pekao SA's A2 
deposit ratings with a negative outlook and standalone bank financial strength rating 
(BFSR) of C- (mapping to baa1 on the long-term scale) with a stable outlook.  
  
 Today's rating actions on these subsidiaries conclude the reviews initiated on 16 
November 2011, when the ratings of these subsidiaries were placed on review for 
downgrade, following a similar rating action on UniCredit SpA. 
  
 Full list of affected ratings is provided at the end of the press release. For additional 
information on bank ratings, please refer to the webpage containing Moody's related 
announcements http://www.moodys.com/bankratings2012.  
  
 RATINGS RATIONALE FOR SLOVAK AND KAZAKH SUBSIDIARIES 
  
 The one-notch downgrades of the Slovak and Kazakh subsidiaries of UniCredit were 
driven primarily by the weakening capacity and, to a lesser extent, willingness of the 
parent to provide timely capital and funding support to its subsidiaries, if needed. 
  
 --- WEAKENING CAPACITY OF THE PARENT BANK TO PROVIDE SUPPORT 
  
 Moody's says that the lowering of UniCredit's standalone credit assessment to baa2, 
as announced yesterday, reflects (i) weakening profitability and asset quality; (ii) 
restricted access to market funding; and (iii) the increasingly difficult operating 
environment that the group faces, particularly in the Italian market, where 
conditions have deteriorated significantly since H1 2011. Under Moody's Joint Default 
Analysis methodology, the long-term ratings of the Slovak and Kazakh subsidiaries 
incorporate uplift from parental support assumptions; the one-notch lowering of 
UniCredit's standalone credit strength results in a corresponding rating downgrade 
for the subsidiaries. 
  
 --- SHIFTING STRATEGIC PRIORITIES ALSO AFFECT WILLINGESS TO PROVIDE 
SUPPORT 
  
 The rating action on the Kazakh and Slovak subsidiaries also takes into account, 
albeit to a lesser extent, Moody's view that UniCredit SpA's willingness to extend 
financial support to some peripheral international subsidiaries has weakened. 
  
 Many Western European banks, including UniCredit, are facing difficult choices 
regarding the allocation of their scarce capital and funding resources. This has 
implications for those international subsidiaries whose medium-term profitability 



potential has been impaired by the ongoing financial crisis and/or are located in the 
countries that have reduced strategic significance for UniCredit group. Accordingly, 
as the parent group aims to refocus on its core operations, Moody's considers that 
UniCredit's willingness to provide capital and funding resources to these subsidiaries 
has weakened compared to the pre-crisis period. 
  
 ATF BANK -- WHAT COULD MOVE THE RATINGS UP/DOWN 
  
 In the short-term, ATF Bank's ratings are unlikely to be upgraded as it has been a 
consistently loss-making for the past few years, requiring a parental guarantee for 
over 40% of its loans. In the medium-term, a sustainable improvement in the bank's 
earnings and reductions in loan-loss provisions, leading to increases in net income 
and capital, could exert upward pressure on the ratings. Conversely, a further 
material weakening of ATF Bank's earnings generation, further eroding its capital and 
franchise, could lead to a downgrade of its ratings. In addition, further significant 
downward pressure on UniCredit's ratings could impact ATF's ratings.  
  
 UNICREDIT BANK SLOVAKIA -- WHAT COULD CHANGE THE RATINGS UP/DOWN 
  
 Currently, UniCredit Bank Slovakia's ratings reflect its high borrower concentration, 
including exposure to commercial real-estate and project finance, and its weakening 
asset quality, counterbalanced by its solid franchise in the Slovak market relative to 
its peers and its adequate capitalisation levels. 
  
 In the medium-term a sustained reduction in borrower concentration and 
improvement in asset quality could exert upward pressure on the bank's ratings. 
Conversely, further deterioration in the bank's financial fundamentals, particularly 
related to asset quality, liquidity and capitalisation, could exert downward pressure 
on the ratings. In addition, further significant downward pressure on UniCredit's 
ratings could impact UniCredit Bank Slovakia's ratings.  
  
 --- CONFIRMATION OF PEKAO'S RATINGS REFLECTS STANDALONE RESILIENCE 
  
 Pekao's ratings were originally placed on review over concerns regarding how the 
challenges facing the parent group could negatively impact the subsidiary's credit 
profile. The confirmation of Pekao's ratings reflects Moody's view of the Polish 
subsidiary's relatively independent franchise from that of the parent, no reliance on 
parental funding, strong standalone financial fundamentals, and stringent regulatory 
controls on dividend distributions. These considerations underpin Moody's view that 
the bank's credit-profile is partly insulated from the pressures experienced by its 
parent and results in Pekao's standalone credit strength maintained at baa1, one 
notch higher than the parent's standalone strength of baa2. 
  
 The confirmation of Pekao's long-term deposit rating of A2 results from the 
maintenance of a two-notch uplift from Moody's assessment of systemic support 
assumptions, given Pekao's systemic importance as the second-largest franchise in 
Poland.  
  
 --- FACTORS THAT INSULATE PEKAO (POLAND) FROM THE PARENT'S CREDIT RISKS 
  
 The following factors underpin Moody's view that the Polish subsidiary is currently 
insulated from the credit pressures affecting its Italian parent: 
  



 (i) Although Pekao's is majority owned (59%) by UniCredit, the consistency and 
transparency of Pekao's strategy is supported by active minority shareholders and 
quarterly public disclosures, due to its presence on the Warsaw stock exchange. 
Brand association with UniCredit is relatively low and the quality of Pekao's customer 
base is not directly correlated with that of the group. This supports Moody's view of 
the relative independence of Pekao's franchise from that of the parent group.  
  
 (ii) Pekao has remained one of the stronger performing banks amongst its Polish 
peer group during the crisis, with a strong capital base supporting its franchise and 
growth. Moody's does not see a material risk of Pekao's capital base being depleted 
by dividend transfers to the parent. Moreover, protection of the strong capital base is 
supported by the guidelines set by the Polish regulatory authority (KNF) in 2011 to 
limit the dividend distributions that Polish banks, including foreign subsidiaries, can 
make to their shareholders. 
  
 (iii) Pekao remains a fully self-funded institution, with an independent treasury 
function and limited non-material exposures to the parent group. 
  
 PEKAO -- WHAT COULD MOVE THE RATINGS UP/DOWN 
  
 Given the current negative outlook on Pekao's deposit ratings, which is aligned with 
the negative outlook on UniCredit, an upgrade is unlikely in the near term. 
  
 Today's rating actions on Pekao reflect Moody's view of the independence of the 
Polish subsidiary's franchise. Nevertheless, the rating agency also recognises that 
further deterioration in the parent's financial fundamentals and downward pressure 
on the parent ratings could lead to group-wide spill-over effects that could ultimately 
weaken Pekao's franchise strength. 
  
 Therefore, notwithstanding the relative independence of the Polish subsidiary at this 
stage, further significant downward pressure on UniCredit's ratings could impact 
Pekao's standalone and long-term ratings.  
  
 FULL LIST OF RATING ACTIONS 
  
 The following ratings were affected today: 
  
 ..Issuer: ATF Bank 
  
 Long-term local- and foreign-currency deposit ratings to B1 from Ba3, with stable 
outlook 
  
 Foreign currency senior unsecured debt rating to B1 from Ba3, with stable outlook 
  
 Junior subordinate debt rating to B3(hyb) from B2(hyb), with stable outlook 
  
 ATF Capital BV senior unsecured global bonds to B1 from Ba3, with stable outlook 
  
 ..Issuer: UniCredit Bank Slovakia 
  
 Long-term local- and foreign-currency deposit ratings to Baa2 from Baa1, with 
stable outlook 
  



 Short-term local- and foreign-currency deposit ratings of Prime-2 confirmed 
  
 ..Issuer: Bank Polska Kasa Opieki S.A. 
  
 Long-term local- and foreign-currency deposit ratings of A2 confirmed, with 
negative outlook 
  
 Bank financial strength rating of C- confirmed, with stable outlook (mapping to 
baa1) 
  
 Short-term local- and foreign-currency deposit ratings of Prime-1 confirmed 
  
 The following ratings were unaffected: 
  
 ..Issuer: ATF Bank 
  
 Bank financial strength rating of E+, with stable outlook (mapping to b3) 
  
 Short-term local- and foreign-currency deposit ratings of Not Prime 
  
 ..Issuer: UniCredit Bank Slovakia 
  
 Bank financial strength rating of D+, with stable outlook (mapping to ba1) 
  
 The methodologies used in these ratings was Bank Financial Strength Ratings: 
Global Methodology published in February 2007 and Incorporation of Joint-Default 
Analysis into Moody's Bank Ratings: Global Methodology published in March 2012. 
Please see the Credit Policy page on www.moodys.com for a copy of these 
methodologies. 
  
 REGULATORY DISCLOSURES  
  
 For ratings issued on a program, series or category/class of debt, this 
announcement provides relevant regulatory disclosures in relation to each rating of a 
subsequently issued bond or note of the same series or category/class of debt or 
pursuant to a program for which the ratings are derived exclusively from existing 
ratings in accordance with Moody's rating practices. For ratings issued on a support 
provider, this announcement provides relevant regulatory disclosures in relation to 
the rating action on the support provider and in relation to each particular rating 
action for securities that derive their credit ratings from the support provider's credit 
rating. For provisional ratings, this announcement provides relevant regulatory 
disclosures in relation to the provisional rating assigned, and in relation to a 
definitive rating that may be assigned subsequent to the final issuance of the debt, in 
each case where the transaction structure and terms have not changed prior to the 
assignment of the definitive rating in a manner that would have affected the rating. 
For further information please see the ratings tab on the issuer/entity page for the 
respective issuer on www.moodys.com. 
  
 The deposit ratings of rated entity Bank Polska Kasa Opieki S.A. were initiated by 
Moody's and were not requested by these rated entities. 
  



 Rated entity Bank Polska Kasa Opieki S.A. or its agent(s) participated in the rating 
process. This rated entity or its agent(s) provided Moody's access to the books, 
records and other relevant internal documents of the rated entity.  
  
 The ratings have been disclosed to the rated entities or their designated agents and 
issued with no amendment resulting from that disclosure 
  
 Information sources used to prepare the rating(s) for ATF Bank and Bank Polska 
Kasa Opieki S.A. are the following: parties involved in the ratings, and public 
information. 
  
 Information sources used to prepare the rating(s) for Unicredit Bank Slovakia and 
are the following : parties involved in the ratings, public information, and confidential 
and proprietary Moody's Investors Service information. 
  
 Moody's adopts all necessary measures so that the information it uses in assigning 
the ratings is of sufficient quality and from sources Moody's considers to be reliable 
including, when appropriate, independent third-party sources. However, Moody's is 
not an auditor and cannot in every instance independently verify or validate 
information received in the rating process. 
  
 Moody's considers the quality of information available on the rated entities, 
obligations or credits satisfactory for the purposes of issuing these ratings. 
  
 Moody's Investors Service may have provided Ancillary or Other Permissible 
Service(s) to the rated entities or their related third parties within the two years 
preceding the credit rating action. Please see the special report "Ancillary or other 
permissible services provided to entities rated by MIS's EU credit rating agencies" on 
the ratings disclosure page on our website www.moodys.com for further information.  
  
  
  
  
38. Moody's maintains CEDC's Caa1 ratings on review for downgrade 
 Moody's 
 May 16, 2012  
  
 Moody's Investors Service has today said that it is maintaining on review for 
downgrade the Caa1 ratings of Central European Distribution Corporation (CEDC). 
The B3 rating on approximately USD900 million of senior secured notes due in 2016 
issued by CEDC Finance Corporation International also remains on review for 
downgrade. Moody's initiated the review for downgrade on 20 December 2011 and 
extended it on 7 March 2012. 
  
 RATINGS RATIONALE 
  
 "The decision to maintain CEDC's ratings on review for downgrade reflects the fact 
that the definitive agreement for a strategic alliance between CEDC and Russian 
Standard Corporation, as signed on 23 April 2012, is still subject to shareholders' 
approval, which the company expects to receive on 29 June 2012," says Paolo 
Leschiutta, a Moody's Vice President -- Senior Credit Officer and lead analyst for 
CEDC. "According to the agreement, Russian Standard will provide financial support 
to CEDC to repay its USD310 million of senior convertible notes due March 2013." 



  
 Moody's understands that this transaction, if successfully completed, will not result 
in any loss for existing bondholders and will help the company to address its short-
term refinancing needs. As a result, Moody's is likely to confirm CEDC's ratings at the 
current levels once the company obtains shareholders' approval. 
  
 However, failure to obtain shareholders' approval would immediately exert pressure 
on CEDC's ratings. This is because, despite the USD100 million of cash injections 
already received by Russian Standard, CEDC would still be faced with significant 
short-term debt maturities, including the remaining portion of the USD310 million of 
convertible notes and USD70 million of new notes issued to Russian Standard. 
  
 As part of its review, Moody's will also take into consideration the currently 
challenging operating environment in Russia, which the rating agency expects will 
constrain CEDC's key credit metrics over the short to medium term. 
   
  
39. Moody's takes rating actions on subsidiaries of Intesa Sanpaolo SpA in 
Slovakia and Russia 
 Moody's 
 May 15, 2012  
  
 Moody's Investors Service has today downgraded by one notch the long- and short-
term deposit ratings of VUB Banka Slovakia (VUB) to A3/Prime-2, with a stable 
outlook, from A2/Prime-1, and the long and short-term deposit ratings of Banca 
Intesa (Russia) to Ba1/Not Prime, with a stable outlook, from Baa3/Prime-3.  
  
 These rating actions reflect the reduced capacity of the parent banking group Intesa 
Sanpaolo SpA (Intesa) to provide capital and funding support, if needed, to its 
subsidiaries, as indicated in the downgrade of Intesa to A3 negative; C-/baa1 
negative. For further details see press release 
"http://www.moodys.com/research/Moodys-downgrades-Italian-banks-outlooks-re 
main-negative--PR_244732" published on 14 May 2012. 
  
 The standalone bank financial strength ratings (BFSRs) of VUB and Banca Intesa 
(Russia) were not affected. 
  
 Today's rating actions on these subsidiaries conclude the reviews initiated on 21 
February 2012, when the ratings were placed on review for downgrade, following a 
similar rating action on Intesa. 
  
 A full list of affected ratings is provided at the end of the press release. For 
additional information on bank ratings, please refer to the webpage containing 
Moody's related announcements http://www.moodys.com/bankratings2012  
  
 RATINGS RATIONALE 
  
 The one-notch downgrades of the Slovak and Russian subsidiaries of Intesa were 
driven by the weakening capacity of the parent to provide timely capital and funding 
support to its subsidiaries, if needed. 
  
 Moody's says that the lowering of Intesa's standalone credit assessment to baa1 
from a2, announced yesterday, reflects the significant deterioration in the operating 



environment within Italy since the middle of 2011 and the negative effects this is 
having on the Italian banks' profitability, asset quality and access to market funding. 
Under Moody's Joint Default Analysis methodology, the long-term ratings of the 
Slovak and Russian subsidiaries incorporate uplift from parental support 
assumptions; the two-notch lowering of Intesa Sanapolo's standalone credit 
assessment therefore has a direct impact on the ratings of the subsidiaries. 
  
 VUB SLOVAKIA -- WHAT COULD CHANGE THE RATINGS UP/DOWN 
  
 Currently VUB Slovakia's ratings reflect its strong domestic franchise as well as its 
relatively solid financial fundamentals, in particular its revenue generating ability, 
liquidity and capitalisation. 
  
 In the medium-term, a sustained reduction in borrower concentration and 
improvement in asset quality could exert upwards pressure on the standalone 
ratings. Conversely, a deterioration in either bank's standalone financial 
fundamentals, particularly related to asset quality, liquidity and capitalisation, would 
exert downward pressure on the ratings. In addition, further significant downwards 
pressure on Intesa's ratings and/or Slovakia's government debt ratings could affect 
VUB's standalone credit strength and deposit ratings.  
  
 BANCA INTESA (RUSSIA) -- WHAT COULD CHANGE THE RATINGS UP/DOWN 
  
 Banca Intesa (Russia)'s ratings incorporate the bank's broad regional penetration, 
its experience in SME lending, historically rigorous credit underwriting practices, as 
well as the bank's solid capitalisation levels. At the same time, Banca Intesa's 
standalone credit profile remains constrained by its modest profitability and cost-
efficiency metrics, as well as its dependence on parental funding. 
  
 In the medium-term a sustained improvement in the bank's profitability and 
efficiency metrics -- combined with a more diversified funding profile -- could exert 
upward pressure on the bank's ratings. Conversely, a deterioration in either the 
bank's market position or standalone financial fundamentals, particularly related to 
capitalisation, could exert downward pressure on the ratings. In addition, further 
significant downward pressure on Intesa's ratings could affect Banca Intesa 
(Russia)'s deposit ratings.  
  
 FULL LIST OF RATING ACTIONS 
  
 The following ratings were affected today: 
  
 ..Issuer: VUB Banka 
  
 Long-term local- and foreign-currency deposit ratings to A3 from A2, with stable 
outlook 
  
 Short-term local- and foreign-currency deposit ratings to Prime-2 from Prime-1 
  
 ..Issuer: Banca Intesa Russia 
  
 Long-term local- and foreign-currency deposit ratings to Ba1 from Baa3, with stable 
outlook 
  



 Short-term local- and foreign-currency deposit ratings to Not Prime from Prime-3 
  
 The following ratings were unaffected: 
  
 ..Issuer: VUB Banka 
  
 Bank financial strength rating of C-, with stable outlook (mapping to baa2) 
  
 ..Issuer: Banca Intesa Russia 
  
 Bank financial strength rating of D-, with stable outlook (mapping to ba3) 
  
 Intesa's Egyptian subsidiary, Bank of Alexandria SAE, remains on review for 
downgrade; Moody's extended the review in April 2012. For further details see 
"Moody's extends review for downgrade on five Egyptian Banks" published on 30 
April 2012. 
  
  
  
 The methodologies used in these ratings was Bank Financial Strength Ratings: 
Global Methodology published in February 2007 and Incorporation of Joint-Default 
Analysis into Moody's Bank Ratings: Global Methodology published in March 2012. 
Please see the Credit Policy page on www.moodys.com for a copy of these 
methodologies. 
   
  
40. Moody's takes rating actions on subsidiaries of Intesa Sanpaolo SpA in 
Slovakia and Russia  
Moody's 
May 16, 2012 
 
Moody's Investors Service has today downgraded by one notch the long- and short-
term deposit ratings of VUB Banka Slovakia (VUB) to A3/Prime-2, with a stable 
outlook, from A2/Prime-1, and the long and short-term deposit ratings of Banca 
Intesa (Russia) to Ba1/Not Prime, with a stable outlook, from Baa3/Prime-3.  
 
These rating actions reflect the reduced capacity of the parent banking group Intesa 
Sanpaolo SpA (Intesa) to provide capital and funding support, if needed, to its 
subsidiaries, as indicated in the downgrade of Intesa to A3 negative; C-/baa1 
negative. For further details see press release 
"http://www.moodys.com/research/Moodys-downgrades-Italian-banks-outlooks-re 
main-negative--PR_244732" published on 14 May 2012.  
 
The standalone bank financial strength ratings (BFSRs) of VUB and Banca Intesa 
(Russia) were not affected.  
 
Today's rating actions on these subsidiaries conclude the reviews initiated on 21 
February 2012, when the ratings were placed on review for downgrade, following a 
similar rating action on Intesa.  
 
41. Moody's takes rating actions on subsidiaries of Unicredit SpA in Poland, 
Slovakia and Kazakhstan  
Moody's 



May 16, 2012 
 
Moody's Investors Service has today downgraded by one notch the long-term deposit 
ratings of UniCredit Bank Slovakia a.s. to Baa2, with a stable outlook, from Baa1, 
and the long-term debt and deposit ratings of ATF Bank (Kazakhstan) to B1, with a 
stable outlook, from Ba3.  
 
These rating actions primarily reflect the reduced capacity of the parent banking 
group (UniCredit SpA) to provide capital and funding support, if needed, to its 
subsidiaries, as indicated by the recent one-notch downgrade on of UniCredit SpA to 
A3 negative; C-/baa2 negative. For further details see press release 
http://www.moodys.com/research/Moodys-downgrades-Italian-banks-outlooks-rem 
ain-negative--PR_244732 published on 14 May 2012.  
 
At the same time, Moody's confirmed UniCredit's Polish subsidiary Pekao SA's A2 
deposit ratings with a negative outlook and standalone bank financial strength rating 
(BFSR) of C- (mapping to baa1 on the long-term scale) with a stable outlook.  
 
Today's rating actions on these subsidiaries conclude the reviews initiated on 16 
November 2011, when the ratings of these subsidiaries were placed on review for 
downgrade, following a similar rating action on UniCredit SpA.  
 
42. Moody's assigns A2 rating to Slovakia's global bond  
Moody's 
May 18, 2012 
 
Moody's Investors Service has today assigned an A2 rating to the Government of 
Slovakia's US$1.5 billion bond issuance maturing in 2022. The purpose of this bond 
issuance is to further diversify the sovereign's financing sources. Following this 
placement, Moody's estimates that the Slovakian government will have covered 88% 
of its gross financing needs for the year.  
 
RATINGS RATIONALE  
 
Moody's A2 for the new bond issuance is in line with the government's issuer rating, 
which is currently A2 with a negative outlook. The sovereign ratings are underpinned 
by the country's deep economic and financial integration with core Europe and the 
resulting income convergence, moderate government debt ratios, high debt 
affordability and a receptive -- albeit underdeveloped -- domestic debt market. 
These strengths sufficiently counterbalance competitiveness challenges due to export 
concentration, labour market rigidities, an ageing population and negative debt 
dynamics resulting from large fiscal imbalances.  
 
In line with Moody's sovereign methodology, the rating agency largely determines a 
country's sovereign rating by assessing it on the basis of four key factors -- 
economic strength, institutional strength, government financial strength and 
susceptibility to event risk -- as well as the interplay between them.  
 
Slovakia scores 'high' on economic strength, reflecting the economy's impressive real 
macroeconomic and income convergence with the rest of the EU in recent years. Low 
wages, high educational attainment and close proximity to core Europe have made 
the country an attractive target for foreign direct investment. Slovakia also scores 
'high' for institutional strength, which was enhanced during the course of EU/EMU 



accession. As with other new EU members, the acquis communautaire was an 
effective catalyst to spur a systematic overhaul of the country's institutions. In 
recent years, however, Slovakia has lost reform momentum. Nevertheless, 
Slovakia's 'high' government financial strength reflects moderate debt levels, albeit 
with meaningful deterioration since the start of global economic crisis. Moody's 
assesses the sovereign's susceptibility to event risk as 'moderate', reflecting the 
potential for a further decline in economic and financing conditions as a result of a 
deterioration in the euro area debt crisis.  
 
Moody's would consider changing the negative outlook to stable in the event of a 
sustained improvement in investor sentiment across the euro area, thereby 
materially reducing the risk of contagion from the euro area periphery. Similarly, a 
stabilisation in Slovakia's debt metrics would reduce negative pressure on the rating.  
 
WHAT COULD MOVE THE RATING UP/DOWN  
 
Although unlikely in the foreseeable future, Moody's would consider upgrading the 
rating in the event of a resumption of structural improvements, a significant 
strengthening of the government's balance sheet and debt ratios relative to the 'A' 
category, and a resumption of Slovakia's convergence to EU levels.  
 
Downward pressure on the rating could develop if Slovakia's economic growth 
prospects were to deteriorate significantly, thereby obstructing fiscal consolidation 
and leading to a significant further deterioration in the government's balance sheet. 
A sharp intensification of the euro area crisis and a further deterioration of 
macroeconomic conditions in Europe, leading to material fiscal and debt slippage in 
Slovakia, could also pressure the country's rating. Moody's would view such fiscal 
slippage negatively as it would lead to a deterioration of policy credibility and debt 
dynamics. This would in turn adversely affect Slovakia's funding prospects, increase 
rollover risk and result in a higher cost of funding for the government.  
 
43. Moody's maintains CEDC's Caa1 ratings on review for downgrade  
Moody's 
May 16, 2012 
 
Moody's Investors Service has today said that it is maintaining on review for 
downgrade the Caa1 ratings of Central European Distribution Corporation (CEDC). 
The B3 rating on approximately USD900 million of senior secured notes due in 2016 
issued by CEDC Finance Corporation International also remains on review for 
downgrade. Moody's initiated the review for downgrade on 20 December 2011 and 
extended it on 7 March 2012.  
 
RATINGS RATIONALE  
"The decision to maintain CEDC's ratings on review for downgrade reflects the fact 
that the definitive agreement for a strategic alliance between CEDC and Russian 
Standard Corporation, as signed on 23 April 2012, is still subject to shareholders' 
approval, which the company expects to receive on 29 June 2012," says Paolo 
Leschiutta, a Moody's Vice President -- Senior Credit Officer and lead analyst for 
CEDC. "According to the agreement, Russian Standard will provide financial support 
to CEDC to repay its USD310 million of senior convertible notes due March 2013."  
 
Moody's understands that this transaction, if successfully completed, will not result in 
any loss for existing bondholders and will help the company to address its short-term 



refinancing needs. As a result, Moody's is likely to confirm CEDC's ratings at the 
current levels once the company obtains shareholders' approval.  
 
However, failure to obtain shareholders' approval would immediately exert pressure 
on CEDC's ratings. This is because, despite the USD100 million of cash injections 
already received by Russian Standard, CEDC would still be faced with significant 
short-term debt maturities, including the remaining portion of the USD310 million of 
convertible notes and USD70 million of new notes issued to Russian Standard.  
 
As part of its review, Moody's will also take into consideration the currently 
challenging operating environment in Russia, which the rating agency expects will 
constrain CEDC's key credit metrics over the short to medium term.  
 
44. Moody's expands scope of review to cover Raiffeisenbank (Bulgaria)'s 
standalone ratings 
Moody's 
May 18, 2012  
 
Moody's Investors Service has today placed on review for downgrade Raiffeisenbank 
(Bulgaria)'s (Raiffeisenbank) standalone bank financial strength rating (BFSR) of D+, 
mapping to a ba1 standalone credit assessment. This expands the scope of the 
review for downgrade on Raiffeisenbank's Baa3/Prime-3 long and short-term local 
and foreign-currency deposit ratings that was originally initiated on 21 February 
2012 (please see Moody's press release "Moody's reviews ratings of bank 
subsidiaries in CEE and CIS for downgrade"). That rating action had followed the 
review for downgrade of the ratings of parent group, Raiffeisen Bank International 
(RBI) in order to assess the capacity and willingness of the parent group to provide 
support to its Bulgarian subsidiary.  
 
The extension of the scope of the review reflects the recent acceleration of asset-
quality deterioration and Moody's expectation that Bulgaria's fragile economic 
recovery may further weigh on the bank's asset quality and profitability.  
 
RATINGS RATIONALE 
 
Today's rating announcement is driven by Moody's concerns over: 
 
(i) The acceleration of asset-quality deterioration in Q4 2011 and risks posed by the 
bank's concentrated exposure to the construction and real-estate sector; 
 
(ii) The risk of further downward pressure on profitability, as the bank aims to build-
up its provisioning coverage and credit growth remains subdued; 
 
(iii) The weak operating environment, as the deepening euro area economic 
slowdown will affect Bulgaria's already fragile recovery. 
 
FACTORS TO BE CONSIDERED IN THE REVIEW 
 
Moody's review of Raiffeisenbank's standalone ratings will focus on three areas: 
 
1. The recent performance and likely direction of Raiffeisenbank's asset-quality 
metrics. Reported impaired loans have grown rapidly to 15% of gross loans in 
December 2011, from approximately 9% in December 2010, owing to delinquencies 



in a small number of large construction and real-estate loans. The performance of 
this lending segment, which accounted for approximately 15% of the bank's gross 
loans in December 2011, is under pressure as real estate prices remain depressed 
and foreign direct investment remains well below pre-crisis levels. 
 
2. The risk that subdued credit growth and potentially higher provisioning 
requirements may exert downward pressure on profitability. Moody's will specifically 
monitor loan-loss provisioning requirements, particularly given that the coverage of 
reported impaired loans by loan-loss reserves declined to 50% in December 2011, 
from 73% in December 2010. 
 
3. The review will also assess the loss-absorption capacity of the bank's current 
capital position, with a Tier 1 ratio of 16% in December 2011, and the benefits 
derived from the bank's growing deposit franchise in Bulgaria, as the fourth-largest 
deposit-taking institution. 
 
The methodologies used in this rating were Bank Financial Strength Ratings: Global 
Methodology published in February 2007, and Incorporation of Joint-Default Analysis 
into Moody's Bank Ratings: Global Methodology published in March 2012. Please see 
the Credit Policy page on www.moodys.com for a copy of these methodologies. 
 
Headquartered in Sofia, Bulgaria, Raiffeisenbank reported total consolidated assets 
of BGN6.45 billion (EUR3.3 billion), as of end-December 2011. 
 
 

SE RATINGS 
45. Republic of Macedonia ratings affirmed at 'BB/B'; outlook stable 
 S&P 
 May 18, 2012 
  
 Standard & Poor's Ratings Services May 17 affirmed its 'BB/B' long- and short-term 
foreign and local currency sovereign credit ratings on the Republic of Macedonia. The 
outlook is stable. The recovery rating is '3'. Our transfer and convertibility 
assessment for Macedonia is 'BB+'. 
  
 The ratings on Macedonia balance our view of its relatively low wealth levels, limited 
monetary flexibility, and weak external liquidity, against its low fiscal and external 
debt stock positions and the prospect of EU accession in the medium term. 
  
 Following real GDP growth of 3.0% during 2011, we expect expansion to slow to 
1.5% in 2012 on a likely moderation in external and domestic demand. We expect, 
however, that continued investment will support growth. We anticipate real GDP 
growth to average just below 3.0% over 2012 to 2015 supported by increased public 
and private sector investment in enhancing capacity across sectors, which will in turn 
support private consumption and exports. At the end of the forecast period, we 
expect per capita GDP to reach $6,000, from $4,800 expected in 2012. 
  
 The Macedonian denar is pegged against the euro, and a high percentage of loans 
and deposits are denominated in euros in the Macedonian banking system. These 
arrangements, though suitable for the nation, reduce monetary flexibility. In 
addition, two of the three systemically important banks have eurozone parents, 
which leaves the sector exposed to capital flight risk--Stopanska Banka AD's parent 



is Greece-based National Bank of Greece S.A. (CCC/Negative/C) and NLB Tutunska 
Banka AD's parent is Slovenia-based Nova Ljubljanska banka. However, the 
Macedonian regulatory and supervisory framework addresses the risk of capital 
withdrawal by parent banks. Moreover, the banking system is well-capitalized and 
largely funded by domestic deposits; we do not expect Macedonian banks to rely on 
parental support in the near term. In addition, we do not see imbalances in the 
domestic banking system. In 2011, the loan-to-deposit ratio was 90%; the overall 
stock of domestic credit to households and nonfinancial corporations was 46% of 
GDP and the capital adequacy ratio was 17%. We project that the Macedonian 
financial system will remain in a small net external creditor position in 2012. 
  
 Macedonia was granted EU candidate status in 2005 and in April 2009 the European 
Commission recommended opening accession negotiations and moving to the second 
phase of implementing the Stabilization and Association Agreement (SAA). The 
prospects of EU accession have acted as a policy anchor for political stability and for 
economic reforms. We see, however, Greece and Macedonia at an impasse over 
Macedonia's constitution, with a resolution unlikely any time soon. Nevertheless, we 
expect Macedonia will continue to make progress on the open EU accession chapters 
in the meantime. 
  
 The stable outlook balances our view of Macedonia's structural rigidities and 
vulnerabilities to external shocks against its low levels of external and fiscal 
indebtedness. We could raise the rating if reforms lead to higher growth and thus 
greater convergence with wealth levels of higher-rated sovereigns. On the other 
hand, we could lower the rating if our expectations about the government's and 
private sector's access to international markets do not hold or if the fiscal stance 
weakens. 
  
 

EURASIA RATINGS 
46. Azerbaijan: Fitch revises outlook on Azerenerji to stable 
APA-Economics 
May 15, 2012  
 
Fitch Ratings has revised the Outlook on OJSC Azerenerji’s (Azerenerji) Long-term 
foreign currency Issuer Default Rating (IDR) to Stable from Positive and affirmed the 
rating at ’BBB-’, Reuters reported.  
 
Fitch has also affirmed State Oil Company of the Azerbaijan Republic’s (SOCAR) 
Long-term foreign currency IDR at ’BBB-’ with a Stable Outlook. A full rating 
breakdown is below. 
 
The revision of Azerenerji’s Outlook to Stable reflects the agency’s revision of the 
Outlook on the Republic of Azerbaijan’s Long-term foreign IDR to Stable from 
Positive on 11 May 2012 (see ’Fitch Revises Azerbaijan’s Outlook to Stable; Affirms 
at ’BBB-" at www.fitchratings.com). The revision of the Outlook on the sovereign 
rating, and consequently Azerenerji’s rating, better reflects Fitch’s view on their 
likely direction. 
 
47. Azerbaijan: S&P revises BICRA on Azerbaijan to group ’8’ from group ’9’ 
APA-Economics 
May 15, 2012  



 
Standard & Poor’s Ratings Services said that it had revised its Banking Industry 
Country Risk Assessment (BICRA) on Azerbaijan (BBB-/Stable/A-3) to group ’8’ from 
group ’9’. 
 
The economic risk score was revised to ’7’ from ’8’ and the industry risk score to ’8’ 
from ’9’. 
 
The BICRA summarizes our view of the risks that a bank operating in a particular 
country and banking industry faces relative to those in other banking industries. A 
BICRA is scored on a scale from 1 to 10, ranging from the lowest-risk banking 
systems (group 1) to the highest-risk (group 10). Other countries in BICRA group ’8’ 
include Argentina, Kazakhstan, Uzbekistan, Nigeria, and Georgia. 
 
Our revised economic risk score for Azerbaijan is ’7’. We have revised our 
assessment of economic imbalances to "low risk" from "intermediate risk", while our 
"high risk" assessment of "economic resilience" and "extremely high risk" of "credit 
risk in the economy", as our criteria define these terms, remain unchanged. 
 
Azerbaijan’s only moderate level of wealth and the concentration of the economy in 
commodities, particularly oil, are the main reasons for our "high risk" assessment of 
economic resilience. We estimate that the oil and gas sectors directly contributed 
40% of GDP in 2011, and another 35% indirectly through ancillary industries and 
services. 
 
We consider the Azerbaijani banking industry to be in an expansion phase. We 
project that credit will expand faster than the underlying economy: about 10% in 
2012, a level close to the 8.1% growth of loans in 2011. 
 
Despite these very high loan growth rates in nominal terms, credit growth expressed 
in percentage points of GDP has been low. Even though this is somewhat distorted 
by the oil-inflated GDP, we think this suggests an absence of credit-fueled bubbles. 
In addition, growth of inflation-adjusted residential housing prices is sluggish. We 
believe that mortgage loans do not represent a major risk for Azerbaijan’s banking 
sector because the segment is underdeveloped. Therefore, we do not consider 
Azerbaijan as an economy in the process of building up imbalances. This is the main 
factor explaining our "low risk" assessment for economic imbalances. 
 
Azerbaijan has low levels of corporate and personal indebtedness. The level of 
financial intermediation is indeed low, reflected in the 21% ratio of bank loans to 
private and nonfinancial public enterprises to GDP at year-end 2011. Nevertheless, 
our "extremely high risk" assessment of credit risk in the economy largely stems 
from our opinion of banks’ relaxed underwriting standards, with a weak payment 
culture and rule of law. 
 
Our revised industry risk score for Azerbaijan is ’8’. This reflects that we have 
maintained our assessment of "very high risk" in the institutional framework and in 
systemwide funding and changed our assessment of competitive dynamics to "high 
risk" from "very high risk". 
 
The Central Bank of Azerbaijan has the ability to intervene and take preventive 
measures, through external administration and other mechanisms. 
 



The Central Bank’s response to the crisis was adequate and timely in our view. It 
lowered the refinancing rate and reserve requirements on liabilities several times. 
The Central Bank also provided direct liquidity support to some commercial banks. 
During the crisis no banks in Azerbaijan defaulted. The Central Bank has managed to 
retain an adequate level of depositor confidence in the system, supported by various 
measures, including a deposit insurance compensation mechanism that has been in 
effect since August 2007. 
 
However, we consider that the Central Bank’s quasi-fiscal activity undermined asset 
quality, as belatedly indicated by the increase in nonperforming loans (NPLs). We 
note that regulatory forbearance allowed the largest state-owned International Bank 
of Azerbaijan (IBA) to accumulate a significant amount of NPLs on its balance sheet 
and continue to operate with a breach of capital covenants for a prolonged period. 
This underpins our "very high risk" assessment of the institutional framework. 
 
In our view, Azerbaijan’s banking sector is also characterized by weak governance 
and transparency. 
 
Azerbaijani banks feature a moderate risk appetite, in our view. IBA continues to 
dominate Azerbaijan’s banking market, with about 30% of total banking assets in 
2011. 
 
IBA and other banks controlled by the ruling elite enjoy privileged access to good-
quality borrowers, thus creating competitive distortions in the market. 
 
The government’s privatization of IBA has recently gained momentum, but we think 
that this process would require significant capital and funding support from the 
government, part of which has already been provided. 
 
Systemwide funding is of "very high risk" and reflects structural deficiencies, 
including a relatively low share of loans funded by deposits (about 60%), a still high 
amount of funding obtained in foreign currency, the need to fund part of banking 
assets from wholesale sources, and the shallow domestic bond and short-term note 
markets. 
 
Nevertheless, in our opinion, funding is an area that has improved in recent years, 
thanks to increased recourse to retail deposits to fund asset growth, a decline in 
cross-border funding, a somewhat decreasing percent of foreign currency funding, 
and the supportive policies of the Central Bank. 
 
We believe that Azerbaijan’s government has significant capacity and willingness to 
support domestic banks with high and moderate systemic importance. We continue 
to classify the Azerbaijan government as "supportive" toward the domestic banking 
system. This classification recognizes the government’s track record of providing 
support to the banking system in 2008-2011. 
 
48. Georgia: Fitch Assigns JSC Georgian Oil and Gas Corporation's Notes 
'BB-(exp)' Rating 
Fitch Ratings 
May 14, 2012 
 
Fitch Ratings has assigned JSC Georgian Oil and Gas Corporation's (GOGC) debut 
USD250m senior unsecured notes, due 2017, an expected rating of 'BB-(exp)'. 



 
Proceeds from the bond issue will primarily be used to fund GOGC's capex plans 
notably with regard to the construction of a planned hydroelectric power project. 
 
The final rating is contingent upon the receipt of final documents conforming to 
information already received.  
 
The proposed bond features a number of protective covenants, including:  
 
- a bondholder put option in the event of a change of control (should the state of 
Georgia cease to own more than 50% of GOGC's shares);  
 
- a negative pledge, covering both bond and bank indebtedness and foreign and local 
currency, to which certain exclusions apply, including project financings;  
 
- a restriction on the incurrence of new debt if net debt/EBITDA exceeds 3.5x, using 
the aggregate amount of EBITDA for the most recent annual financial period for 
which consolidated financial statements have been delivered;  
 
- a limitation on the disposal of core assets, named as the Main Gas Pipeline System 
and Western Route Export Pipeline, subject to a materiality threshold of 10% of core 
asset book value, but excluding the forthcoming investment in a new hydroelectric 
power plant.  
 
49. Moody's assigns (P)Ba3 provisional ratings to notes to be issued by 
Bank of Georgia; stable outlook 
 Moody's 
 May 17, 2012  
  
 Moody's Investors Service has today assigned a provisional (P) foreign currency 
debt rating of (P)Ba3 -- stable outlook -- to senior unsecured notes to be issued by 
Bank of Georgia. 
  
 RATINGS RATIONALE 
  
 Moody's says that at (P)Ba3, the foreign-currency-denominated senior unsecured 
notes are rated at the same level as Bank of Georgia's long-term Global Local 
Currency (GLC) deposit rating, unconstrained by Georgia's foreign currency debt 
ceiling of Ba1. 
  
 In assigning the rating, Moody's has considered Bank of Georgia's intrinsic financial 
strength, given its D- standalone bank financial strength rating (BFSR), mapping to a 
standalone credit assessment of ba3. Bank of Georgia's intrinsic strength derives 
from: (i) its strong franchise as the largest Georgian bank; and (ii) overall adequate 
financial metrics including strong capitalisation, with a Basel 1 Tier 1 ratio of 19.9% 
as at December 2011 providing a substantial loss absorption buffer, and improving 
profitability with the 2011 net income-to-average risk weighted assets at 3.6%. The 
bank's intrinsic strength is constrained both by residual asset quality pressures (with 
extensive foreign currency lending continuing to compound credit risk) and by lack of 
geographic diversification which exposes the bank to challenges in the domestic 
operating environment such as low per capita income, developing credit culture and 
susceptibility to domestic and regional event risk. 
  



 Moody's assesses that there is a very high probability of Bank of Georgia receiving 
systemic support in the event of a crisis. However, Georgia's systemic support 
indicator (Ba3) is at the same level as Bank of Georgia's ba3 standalone credit 
assessment, therefore the bank's long-term GLC deposit rating and the (P)Ba3 rating 
on the bank's senior unsecured notes do not receive any systemic support uplift. 
  
 WHAT COULD CHANGE THE RATING - UP 
  
 Upward pressure on Bank of Georgia's D- BFSR, which drives the rating of its 
foreign-currency senior unsecured notes, is linked to the evolution of the Georgian 
economy, the deepening of the financial services industry, and a sustained 
improvement in the bank's asset quality metrics. 
  
 WHAT COULD CHANGE THE RATING - DOWN 
  
 Downward pressure could be exerted on the rating of Bank of Georgia's notes by 
any of the following: (i) weakened operating environment conditions causing asset 
quality deterioration; (ii) resurgence of either domestic or international political risk, 
or (iii) events that would lead to substantial loss of funding. 
  
 PRINCIPAL METHODOLOGIES 
  
 The methodologies used in this rating were Bank Financial Strength Ratings: Global 
Methodology published in February 2007, and Incorporation of Joint-Default Analysis 
into Moody's Bank Ratings: Global Methodology published in March 2012. Please see 
the Credit Policy page on www.moodys.com for a copy of these methodologies. 
  
 Headquartered in Tbilisi, Georgia, Bank of Georgia is the country's largest bank, 
with total assets of GEL4.7 billion (USD2.8 billion) as at 31 December 2011 -- in 
accordance with audited IFRS.  
   
  
50. Moody's assigns (P)Ba3 provisional ratings to notes to be issued by 
Bank of Georgia; stable outlook 
Moody's 
May 17, 2012  
 
Moody's Investors Service has today assigned a provisional (P) foreign currency debt 
rating of (P)Ba3 -- stable outlook -- to senior unsecured notes to be issued by Bank 
of Georgia. 
 
RATINGS RATIONALE 
 
Moody's says that at (P)Ba3, the foreign-currency-denominated senior unsecured 
notes are rated at the same level as Bank of Georgia's long-term Global Local 
Currency (GLC) deposit rating, unconstrained by Georgia's foreign currency debt 
ceiling of Ba1. 
 
In assigning the rating, Moody's has considered Bank of Georgia's intrinsic financial 
strength, given its D- standalone bank financial strength rating (BFSR), mapping to a 
standalone credit assessment of ba3. Bank of Georgia's intrinsic strength derives 
from: (i) its strong franchise as the largest Georgian bank; and (ii) overall adequate 
financial metrics including strong capitalisation, with a Basel 1 Tier 1 ratio of 19.9% 



as at December 2011 providing a substantial loss absorption buffer, and improving 
profitability with the 2011 net income-to-average risk weighted assets at 3.6%. The 
bank's intrinsic strength is constrained both by residual asset quality pressures (with 
extensive foreign currency lending continuing to compound credit risk) and by lack of 
geographic diversification which exposes the bank to challenges in the domestic 
operating environment such as low per capita income, developing credit culture and 
susceptibility to domestic and regional event risk. 
 
Moody's assesses that there is a very high probability of Bank of Georgia receiving 
systemic support in the event of a crisis. However, Georgia's systemic support 
indicator (Ba3) is at the same level as Bank of Georgia's ba3 standalone credit 
assessment, therefore the bank's long-term GLC deposit rating and the (P)Ba3 rating 
on the bank's senior unsecured notes do not receive any systemic support uplift. 
 
WHAT COULD CHANGE THE RATING - UP 
 
Upward pressure on Bank of Georgia's D- BFSR, which drives the rating of its 
foreign-currency senior unsecured notes, is linked to the evolution of the Georgian 
economy, the deepening of the financial services industry, and a sustained 
improvement in the bank's asset quality metrics. 
 
WHAT COULD CHANGE THE RATING - DOWN 
 
Downward pressure could be exerted on the rating of Bank of Georgia's notes by any 
of the following: (i) weakened operating environment conditions causing asset 
quality deterioration; (ii) resurgence of either domestic or international political risk, 
or (iii) events that would lead to substantial loss of funding. 
 
 

UKRAINE CREDIT 
51. Foreigners to provide state budget revenues 
Art Capital 
May 17, 2012 
 
Oleg Ivanets: Finance Minister Yuri Kolobov said in a meeting with EBA members 
yesterday that growth of budget revenues this year would be driven chiefly by 
importers and foreign strategic investors. In particular, the government plans to 
auction off another 4 gas fields this summer, on top of the two that have recently 
been offered for sale and that Shell and Shevron have won the license to explore. 
The budget will have raised about UAH 6bn from the 6 auctions as soon as 2012. 
Other revenues will come from the unshadowing of the economy, foremost the 
imports. 
 
52. S&P cuts Agroton to CCC+ -  
Foyil Securities 
May 16, 2012 
 
Standard & Poor’s has downgraded the long-term issuer and issue ratings of Agroton 
(AGT PW), a major crop producer in Ukraine, from B- to CCC+ and placed them on 
CreditWatch with developing implications. Agroton has received a qualified opinion 
report on its 2011 results under International Financial Reporting Standards from 
auditor Baker Tilly Klitou because of a lack of adequate documentary evidence for 



USD 66m in sales transactions. Ratings were lowered given that the qualified opinion 
affects about two thirds of the company's sales.  
 
Our view: The news is NEGATIVE for the company’s stock as Agroton has shown 
weak financial results for 2011, with worsened credit ratios. Debt to EBITDA got 
worse to 5.0x (zero in the end of 2010). Nevertheless, we expect some positive 
changes in the company’s reporting transparency from 2012 as Agroton has changed 
its auditor to KPMG. The AGT stock is currently traded at 7.0x of 2012e P/E 
compared to the Ukrainian agro peers average of 6.2x, implying a 12% downside 
risk. 
 
53. Ukraine Fixed Income: Market overview and issuer profiles 
Concorde 
May 18, 2012 
 
The Ukrainian economy continues to operate in the challenging environment of “no 
deal with the IMF and no new gas deal with Russia”. That comes amid anemic global 
commodity markets and undermined investor confidence toward government 
policies. Yet, Ukraine seems to have been coping with these challenges fairly well 
thus far, mainly thanks to hefty gains from favorable 2010 and 2011. The high-
quality Eurobond issuers are also fairing relatively well amid economic and political 
turbulence – most of them are well hedged against the risk of reasonable hryvnya 
depreciation and changes in the political landscape. We recommend the Eurobonds of 
DTEK (DTEKUA’15), Oschadbank (OSCHAD’16), and FUIB (PUMBUZ’ 14) as our top 
picks given their current YTMs offer an attractive premium to the sovereign curve. At 
the same time, we recommend selling Mriya’s (MRIYA’ 16) Eurobond on low quality 
of earning and high reliance on transactions with related parties. 
 
 
54. Ukrtelecom to issue 5-year UAH 600mn bond 
Art Capital 
May 17, 2012 
 
Ukrtelecom plans to issue a five-year bond of N-Q series worth a total of UAH 600mn 
and start placing it on the UX on May 28. The interest rate for the first four quarterly 
coupons is set at 19.5%. The proceeds will be directed to enhancement and 
modernization of the company’s broadband network.  
 
Andriy Patiota: the news is NEUTRAL for the company. The investment plan for 2012 
envisaged bond issues to finance expansion, the company said in its 1Q12 report in 
April. In our view, the interest rate of 19.5% reflects the current state of the market. 
Our recommendation on the UTLM stock is currently under review. 
 
55. Ukraine is ready to buy 25 bcm of gas annually from Russia  
bne  
15 May   
 
Ukraine is ready to purchase 25bn cubic meters of gas annually from Russia, 
Kommersant-Ukraine reported citing a high-ranking source from the oil, gas, and oil 
refining department of Ukraine’s Energy and Coal Industry Ministry.  Earlier, 
Ukrainian Prime Minister Nikolai Azarov said that Kiev planned to gradually reduce 
Russian gas imports while continuing negotiations over a gas price decrease. 



  Ukrainian authorities repeatedly said that they planned to reduce gas supplies in 
2012 to 27bn cubic meters from 52bn cubic meters envisaged by the contract. 
 

KAZAKHSTAN CREDIT 
56. Kazakh 1Q2012 real GDP growth at 5.6% 
Visor Capital  
May 16, 2012  
 
The figure suggests GDP growth picking up after slow start to year 
Impact: POSITIVE 
 
Facts/News. Kazakhstan’s Statistical Agency, yesterday announced real GDP growth 
of 5.6% YoY for 1Q2012. 
 
Analysis. The data suggests that Kazakhstan’s real GDP growth accelerated in March, 
given it had been 4.6-4.7% in January-February (although we note the monthly data 
notoriously choppy). The figure remains some way below is below the 7.0% figure 
targeted by the Government, and our current FY2012 forecast of 6.5%. The uptick is 
supported by data showing industrial production in 1Q grew to 2.7% YoY in real 
terms, which again indicates accelerating growth given February’s figure of 2.6%.  
 
April’s CPI data showed a 0.7% increase MoM, which shows a significant uptick 
considering the full first quarter had only seen growth of 1%, although we still 
believe the CPI indicates inflation is within control.  
 
Conclusion. We believe that the data suggest economic activity is picking up, after a 
relatively slow start to the year. 
 
Sheikin Dmitiriy  
 
57. Sunkar Resources agreed refinancing of ATF Bank’s loan 
Visor Capital  
May 14, 2012  
 
Impact: POSITIVE 
 
Facts/News. Yesterday Sunkar Resources announced that it has agreed a refinancing 
of its US$5.0m loans from ATF Bank Kazakhstan. According to the agreement, the 
Company will pay US$1.5m on 11 May 2012 and US$1.0m by 1 July 2012 with 
remaining payments due in monthly instalments until 31 December 2014. Group 
pledged its physical assets as collateral. 
 
Analysis. As we expected that ca US$3.95m of overdues would have to be repaid by 
November 2012F, we believe the renegotiated terms are slightly more favourable to 
Sunkar than we initially thought. This is likely to ease the financing of the Company’s 
near-term working capital requirements in the near term. 
 
Valuation/Conclusion. We expect positive share price impact from the news. 
However, we remain concerned about further delays in the attraction of the strategic 
investor for the Company, which maintains a high risk profile. We maintain our SELL 
rating on the stock. 
 



Anel Yermekova 
 
 

EURASIA CREDIT 
58. Georgia placed $250m in eurobonds on LSE for construction of HPP  
bne  
14 May, 2012   
 
OJSC Georgian Oil and Gas Corporation (GOGC) has placed $250m in five-year debut 
bonds on the LSE, Interfax reported.   According to the Georgian government, funds 
from this placement will go to the construction of two hydroelectric stations in 
western Georgia, which will be part of the Namakhvani Hydroelectric Power Plant 
(HPP) Cascade.  The coupon rate on the issue came to 7.125%.  It was earlier 
reported that international agency Fitch Rating gave the $250m debut issue of 
GOGC's priority unsecured bonds a rating of "BB-(exp)". The issue matures in 
2017.    
59. Armenia: NPLS increased in 2011 - central bank 
bne 
May 14, 2012  
 
Non-performing loans increased in 2011 to reach 3.4% of total loans by volume by 
the end of the year, according to the Armenian central bank. The services, 
agriculture and commercial sectors accounted for the largest share of NPLs, News.am 
reported.  
 
60. Azerbaijan: Centralized loan portfolio increases in February 
APA-Economics 
May 16, 2012  
 
As of March 1, 2012, centralized loan portfolio given by Central Bank of Azerbaijan to 
commercial banks made AZN 2.181 bln, up 16.1% from year earlier. 
 
According to CBA, centralized loan portfolio increased by AZN 165.2 mln or 8.2% in 
February, 2012. 
 



 
 
61. Azerbaijan: EBRD lends $7m to Demirbank  
bne 
May 14, 2012  
 
The European Bank for Reconstruction and Development (EBRD) is to provide a $7m 
million subordinated loan to Azerbaijan’s Demirbank.  
 
The loan to Demirbank, Azerbaijan’s ninth largest bank by assets, will increase the 
bank’s lending capacity and support asset growth.  
 
“In Azerbaijan, access to long-term capital is still restricted for private independent 
banks,” the EBRD said in a statement.  
 
The EBRD is already a shareholder in Demirbank, with a 25% equity stake.  
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63. Mongolia: 3G MONGOLIAN ECONOMY: GDP GREW 16.7% YOY IN Q1 OF 
2012 
Frontier Securities  
May 14, 2012  
 
According to 2012 Q1 Bulletin of National Statistics Office (www.nso.mn) of 
Mongolia, which has been included in Citi Investment Research & Analysis 's so-
called 3G ("global growth generators")(other countries in the list - Bangladesh, 
Egypt, Indonesia, Nigeria, the Philippines, Sri Lanka, Vietnam, India and China) 
 
·  Nominal GDP growth in Q1 of 2012 was 30.2% yoy, real GDP growth was 16.7% 
yoy 
·  CPI increased 0.5% mom in April 2012,8.52% YTD and 16% yoy ( UB inflation is 
17.8% yoy) 
·  Money supply(M2) increased 4.2%mom and 18.8% yoy 



·  Currency in circulation increased 9.3%mom and 12.9% yoy 
·  Loans outstanding increased 2.7%mom and 49.4% yoy 
·  Principals in arrears increased 16%mom and decreased 13.4%yoy 
·  NPL-s decreased by 1.1% mom and by 17% yoy 
·  Total tax revenues increased by 21.5% yoy, non-tax budget revenues increased by 
28.3% yoy 
·  Total expenditures increased by 31.7% yoy 
·  External trade turnover increased by 22.8% , exports by 11.2% and imports by 
31.3%. trade deficit by 87% 
·  Industrial output increased 10.6% yoy “mainly due to 0.8-59.8 percent, increases 
in mining and quarrying products such as copper, with concentrate, molybdenum, 
with concentrate, coal, zincum concentrate, iron ore and crude oil and 1.8 percent to 
5.4 times increases in industrial main products of manufacturing sector such as 
alcoholic beverage, bakery products, sawn wood, bread, beer, milk, soft drinks, 
carpet, metal steel, metal foundries, electric wire, plastering mortar, metal sleeper 
and briquette.” 
·  the number of carried rail freight rose by 20.4 %, the number of carried 
passengers rose by 7.1%, revenue from railway transport increased by 25.5 % yoy 
·  the number of carried air freight increased by 2.1 times, the number of carried 
passengers rose by 45.4%,revenue from air transport increased by 29.1% 
 
Dale Choi 
 
 

CE CREDIT 
64. CNB dove claims rate cut likely on poor GDP growth  
bne  
May 16, 2012  
 
The weakness of the Czech economy in the first quarter increases the chance of a 
rate cut, central bank Vice-Governor Mojmir Hampl claimed on May 15. However, 
there is little indication that the hawks on the monetary policy board will come 
round.  With the economy retreating for a third quarter in a row, the rate setter told 
Reuters: "It is much harder to think about anything else in the future other than 
further easing. It is definitely yet another factor heading in (the) anti-inflationary 
direction."   However, the CNB's seven seat monetary policy board is widely known 
to be split, a situation that has seen the current - record-low - rate of 0.75% 
unchanged for two years. Hampl is one of the most dovish members, and alongside 
Governor Miroslav Singer and Vice-Governor Vladimir Tomsik, sought a cut at the 
last policy meeting on May 3. However, three members voted to keep the benchmark 
two-week repurchase rate stable at a record-low 0.75%, while one voted for a hike. 
 
65. Central banker says fiscal loosening not an option for Hungary, despite 
looming bailout talks  
bne  
May 14, 2012  
 
  There has been much speculation that progress towards  bailout talks with the IMF 
and EU could see Hungary's central bank (MNB) ease its key lending rate of 7% - the 
highest in the EU. However, one member of the Monetary Policy Council says that 
monetary policy relies on far many more complex elements and insists that "fiscal 
loosening is not an option for Hungary." 



  "Risk spreads are not the only factor in monetary-policy making, the inflation 
outlook and the real economy situation are also very important," Ferenc Karvalits, 
MNB vice president, told Bloomberg via email on May 14. "At the same time, risk 
spreads on Hungarian assets are influenced by several other factors, than 
negotiations, including the situation of the European debt crisis. So IMF talks are an 
important, but not the only factor in current monetary policy making."  Besides, 
echoing the views of many analysts, the policy maker points out that talks are one 
thing, a deal is another. "During negotiations, policy has to be extremely cautious. 
Being in the process of negotiations is not the same as a signed deal. I expect the 
road to the contract to be bumpy, and as markets can overreact to the situation in 
both directions, monetary policy has to remain an anchor for markets."  
 Maintaining the sort of conservative stance at the MNB that has infuriated the 
government, Karvalits stresses that it is the effect of an agreement with the IMF and 
EU on Hungary's currency, borrowing costs and macro picture that is the 
fundamental point. "I would not link the interest-rate path directly to IMF talks. Once 
risk spreads on forint assets are at a securely lower level than now, and the inflation 
outlook is well in line with the medium-term target, a cut in the base rate is a 
possibility."  Karvalits insistance that the MNB will look just as hard at the 
government's economic policy as the possible bailout talks will also likely anger 
Prime Minister Viktor Orban. Of course, the central bank now the protection of the 
IMF and EU as a precondition for the negotiations. "We hope that, as a result of the 
pentalateral negotiations, legislation will be adopted which provides adequate 
guarantees for ensuring full central bank independence."   "Hungarian fundamentals 
improved visibly compared to the pre-crisis situation," he adds. "We have a clear 
current-account surplus and the structural budget deficit is also declining 
substantially. It is clear however that debt stocks are still high, so we are vulnerable. 
In addition, as in the past, unorthodox measures were not welcomed by markets, 
high risk spreads on Hungarian assets also reflect weakening trust in Hungarian 
economic policy. In this respect, Hungary pays an extra confidence premium on its 
debt, which would be nice to avoid. This requires more predictable and market-
oriented economic policies, which would also contribute to a smooth negotiation 
process with international organizations." 
 
All in all then, the policy setter rules out any pullback in rates in the short term, 
despite the country's stumbling growth. "According to my view," he sums up, "fiscal 
loosening is not an option for Hungary, as our country is highly indebted compared 
to its level of economic development. A loosening could undermine confidence, 
increase risk premiums and could lead to unsustainable public debt path. 
Furthermore, as currently high risk spreads and consequently scarce external 
financing is the most obvious obstacle against economic activity in the private sector, 
decreasing risk premium is also a must from the point of view of economic growth." 
66. Czech PPI increases in April on agriculture and services 
KB 
May 17, 2012 
 
In April, Czech producer prices stayed flat on a month-on-month basis, while we and 
the market had looked for a mild increase of 0.2% mom. Due to higher oil prices in 
CZK in the previous months, prices of coke and refined petroleum products continued 
growing. Also, prices of chemicals and chemical products and rubber and plastic 
products advanced higher, as they are influenced (with a certain lag) by oil prices, 
too. On the other hand, prices declined in mining and quarrying (especially in the 
category of 'coal and lignite'). Agricultural prices, which added another 0.7% mom 
(+0.3% SA), are more important for the dynamics of consumer prices (the food 



component). However, they fell 2.8% yoy (as in March). Therefore, we see no 
significant pro-inflationary pressure on food prices stemming from the domestic 
agricultural sector. The key factor for further development will be the new harvest. 
  
According to the Czech Statistical Office, prices in construction dropped 0.1% mom 
(-0.7% yoy). The construction sector is currently going through a rough period and, 
from this standpoint, its future doesn't look very rosy, either. Building construction 
suffers from weak demand for these long-term assets. Civil engineering suffers and 
will continue to suffer a negative effect from fiscal consolidation, which translates 
into lower spending on infrastructure projects. The prices of market services in the 
business sphere increased 0.9% mom (in year-on-year terms, they fell 0.8%). 
  
Oil prices-driven inflationary pressures are diminishing (Brent crude oil prices 
declined from $125/bbl to $112/bbl since end-March). However, this move has been 
greatly offset by the depreciating crown versus the dollar (by some 8% since end-
March). Overall, producer prices should increase 2.9% this year. The final figure will 
strongly depend on commodity prices (oil, metals and agricultural commodities). 
  
For the Czech National Bank, these data do not represent any issue. The Q112 GDP 
dynamics and consumer inflation were of far more crucial importance to the bank 
board. Following these figures, the probability of a June 25bp cut increased 
significantly. Also, the situation in Greece should be another determinative factor in 
the bank's decisions, together with the EUR/CZK exchange rate and the Czech GDP 
structure. 
 
67. Czech Republic - Macro outlook 
 
• Czech economic activity was rather lacklustre in 2011. This is primarily the result 
of weak domestic demand and far from impressive levels of investment growth. The 
preliminary release of Q1 GDP further showed a 1.0% y/y fall in GDP growth. 
Looking ahead, we see limited upside to economic expansion for the next two years. 
We expect the Czech economy to stagnate this year and to grow around 2.1% y/y in 
2013. 
 
• In our view, the lacklustre performance of the Czech economy is primarily the 
result of the overly tight monetary policy and, as the chart below illustrates, there is 
basically no 'demand inflation' in the Czech economy. This is a clear indicator that 
monetary policy is very tight and, as a consequence, we have a hard time seeing the 
Czech economy recovering in the near term - and the ongoing euro crisis is certainly 
not helping either. 
 
• The Czech government has announced new austerity measures to bring down the 
budget deficit below 3% of GDP. While admirable, frankly we do not see a major 
need for further fiscal consolidation in the Czech Republic, as the Czech government 
has already done a lot to consolidate public finances and the public debt level is 
among the lowest in the EU. 
 
Monetary policy outlook 
 
• As mentioned above, in our view monetary conditions remain very tight in the 
Czech economy because of a sharp fall in money velocity and basically no growth in 
the Czech money supply. In our view, this continues to have a deflationary impact - 



as confirmed by our measure of 'demand inflation' (see chart below) - and monetary 
easing is warranted. 
 
• However, for now, the Czech central bank (CNB) (or the majority of the CNB board 
members) seems to see inflationary risks, primarily because the majority of the CNB 
board seems to associate low interest rates with easy monetary policy. Nonetheless, 
considering the voting score from the latest monetary policy setting meeting in May, 
 
when the CNB Governor Miroslav Singer and the Vice-Governor Vladimír Tomsik 
voted for a 25bp rate reduction, we believe that a rate cut is moving closer as the 
dismal economic activity clearly warrants further monetary easing, in our view. We 
view a 25bp rate cut in the coming months as very likely. 
 
FX outlook 
 
• While the continued lacklustre growth in the Czech economy is in no way 
supportive of the Czech koruna, the fairly strong external balance is supportive of 
the koruna in the medium to long term. Therefore, we expect EUR/CZK to continue 
to inch lower in the coming six to 12 months. A further tightening of fiscal policy is 
also supportive of this view. 
 
68. Czech current account in better-than-expected shape 
KB 
May 16, 2012 
 
The series of positively surprising figures about the Czech current account continues, 
registering a surplus of CZK 16.8bn in March. It improved CZK 18bn yoy as a deficit 
of CZK 1.2bn was recorded in March 2011. The trade balance was behind today's 
figure, which was already suggested by last week's published foreign trade data. 
  
The main positive surprise was concentrated in the trade balance, which resulted in a 
surplus of CZK 28.3bn (a yoy improvement of CZK 18bn). This significant 
enhancement also fully corresponds with the yoy improvement of the current 
account. The balance of services continued in its trend of reducing surpluses, 
registering an active balance of a mere CZK 1.7bn (yoy deterioration of CZK 2.5bn). 
The income balance reached a deficit of CZK 15.4bn and showed a worse result by 
almost 1 billion in comparison with March 2011. The balance of current transfers was 
passive (CZK -0.9bn). 
  
Data for the whole first quarter show definitely a yoy improvement. The surplus of 
the current account is twice as high as last year's thanks to the positive trend in the 
trade balance, which compensated for the yoy worsening in the balances of services 
and income. 
  
The financial account showed a deficit of CZK 25.2bn in March virtually due to all of 
its items. Foreign direct investment recorded a deficit of CZK 4.8bn, of which 
reinvested earnings were CZK 5.1bn. Net portfolio investment outflow in the amount 
of CZK 9.2bn was mainly due to a rise in investment by residents in non-resident 
debt securities. Other investment showed a deficit of CZK 2.6bn due to an increase 
in short-term assets and repayments of corporations' liabilities. The state's foreign 
liabilities also decreased due to repayments of previously granted loans. Foreign 
exchange reserves increased CZK 9.0bn. 
  



After last year's current account deficit of 2.9% of GDP, we expect the next 
improvement to -2.2% of GDP in 2012, particularly due to the trade balance. We 
expect a deterioration of other items (the balance of services, incomes and 
transfers). The deficit in the current account should be financed by surpluses in (1) 
the financial account via reinvested earnings (or the inflow of new FDI); and (2) the 
capital account due to the inflow from EU funds (even though the payment from EU 
funds is highly uncertain due to problems with their drawing). Overall, figures show 
the Czech Republic does not suffer from problems with an external imbalance. 
 
69. Czech economy remained in recession in the first quarter of the year, 
but should recover in the second 
KB 
May 15, 2012 
 
According to a flash estimate from the Czech Statistical Office (CSO), GDP fell by 
1.0% qoq in Q1 12 (-1.0% yoy). This result was a shock, as the market was 
expecting a rise of 0.1% qoq, in line with our estimate. It is interesting to compare 
these numbers with those of the country's main trading partners. In Germany, the 
Czech Republic's biggest export market, GDP increased by 0.5% qoq. And, in sharp 
contrast, Slovakia's GDP rose even more, by 0.8% qoq. To find out more about what 
happened in the Czech economy, we will have to wait for the final GDP reading and 
details of the GDP structure, to be released on 8 June. However, the CSO did provide 
some clarification: "The drop of GDP was to some extent a consequence of an 
extraordinary development of two otherwise relatively stable components. In 
financial and insurance activities, generation of the gross value added decreased 
both at pension funds and insurance companies. A fall of the second item, the excise 
tax on tobacco products, was a consequence of stocking up in the Q4 2011 as a 
reaction to an increase of the tax rate in 2012; it was reflected mainly in the quarter-
on-quarter comparison. The development of generation of the gross value added as 
well as the GDP was negatively influenced also by further fall of the value added in 
construction." 
  
From the monetary policy point of view, the data released in May are anti-
inflationary. Consumer price inflation in April was 0.4pp below the CNB's forecast, 
while the Q1 12 GDP figure fell short by 1.0pp. However, for central bankers, the 
more important figure is adjusted inflation, and this was slightly above the CNB's 
forecast. Moreover, the CSO's explanation for the drop in GDP provides no grounds 
for cutting rates either as the drop was solely due to temporary factors (construction 
was affected by freezing weather in February and is thus set recover in the second 
quarter, and the same should hold for the tobacco industry where the higher excise 
tax should only negatively affect GDP in Q1). The CNB should have the final GDP 
data by the time of its meeting at the end of June and these figures should shed light 
on what is going on. If the 1% qoq drop in GDP is confirmed then it is quite probable 
that some other members of the Bank's board will turn more dovish and will vote for 
a cut (two members already voted for such a move at the May meeting). 
  
Purely technically, if the final reading confirms the 1% qoq drop in GDP in Q1 12, 
and if we assume that much of the decline will be recovered during second quarter, 
then we would expect the Czech economy to decline by 0.4% on average over the 
full year. Our end of April forecast was for GDP to rise by a marginal 0.1% this year; 
our new forecast will be released after the final GDP data (thus in June). 
 
70. Czech reforms in the pipeline  



Renaissance Capital 
May 16, 2012 
 
Key takeaways from our recent Prague trip. 
 
We found the quarterly Czech National Bank (CNB) meeting with analysts, which 
took place on 11 May, to be more colourful than usual. The CNB presented its 
forecasts for the Czech economy (both baseline and alternative), which did not differ 
too much from previous scenarios. The CNB still expects flat 2012 growth (compared 
with our 1% estimate vs consensus of 0.3%). The CNB also expects year-end 
inflation to be c. 3.5%. Although this is the base-case scenario for the monetary 
policy committee (MPC), the minutes of the previous meeting seem to reveal 
disagreement among members of the committee on this scenario.  
 
There is disagreement within the MPC on the direction of monetary policy. At the last 
MPC meeting, even though rates were kept stable at 0.75%, two committee 
members (Governor Miroslav Singer [an influential member of the committee] and 
Deputy Governor Vladimir Tomsik [who has been voting for a cut for a while]) voted 
for a 25-bpt cut, and one member (Eva Zamrazilova [who has been voting for a hike 
for some time]) voted for a 25-bpt hike. Four members voted to keep rates stable. 
Zamrazilova argued that the depreciation of the koruna was a concern for inflation; 
hence her vote for a hike. Mojmir Hampl, who voted for no change at the previous 
meeting, was also at the meeting we attended and seemed to us to now lean more 
towards a cut than a hike or even keeping rates stable.  
 
Core inflation running close to 2.5%, and not a major concern for us. Since the CNB 
expects the economy to slow in 2H12, we think core inflation will probably decline as 
well. Although we think the medium-term inflation target of 2% is unlikely to be met 
in 2012, with the impact of VAT hikes washing out, we see headline inflation 
declining towards the target range in 2013. As such, we believe a further loosening 
of monetary policy is not warranted at this point.  
 
At 0.75%, we think rates are already too low, hence we do not see any rate change, 
however we also note that a rate cut is more likely than a hike. We believe a 25-bpt 
cut (or a hike for that matter) is unlikely to have a major impact on the overall 
economy. Meanwhile, the koruna has been depreciating against the euro on the back 
of the ongoing eurozone crisis. We do not think a cut will help the exchange rate, but 
could see it stabilise above the CZK25/EUR1 level.  
 
A change of government would not mean fiscal loosening. Ministry of Finance (MoF) 
officials suggested that even if early elections were held and a socialist government 
took power, it would not mean straying from the recently enacted fiscal austerity or 
revoking recently passed pension-fund reform. We were told the socialists are also 
committed to fiscal consolidation albeit 'in a different manner'. We believe this 
'different manner' is through taxing the rich. In our view this measure would have a 
minimal impact on the revenues since income is evenly distributed in Czech Republic 
i.e. there are not many super-rich in the country to tax (compared with for example 
Russia, Turkey or the US).  
 
New reforms are in the pipeline, including diversifying exports from Germany (a 
positive). However, when we asked if there are efforts to diversify away from exports 
(towards consumption), we were literally laughed off. Czechs, it seems to us, are 
comfortable with their current export-driven growth model even though it results in 



low growth. Efforts are under way to boost entrepreneurship (through easier access 
to credit), reform the healthcare industry (though patients picking up the bill for non-
standard [luxury] services) and move towards a more sustainable fiscal path - all of 
which are positive, in our view.  
 
71. Estonia - Macro outlook 
Danske Bank 
May 16, 2012 
 
• According to preliminary data, GDP growth decelerated marginally to 3.9% y/y in 
Q1 12 from 4.5% y/y in Q4 11, mainly on the back of a weaker export performance. 
 
The industrial sector's contribution to GDP growth was negative largely as a result of 
the decline in the manufacturing of electronic and metal products and electricity 
supply. Electronic products are Estonia's main export items to Sweden and Finland 
and both economies are in the recession zone. Relatively strong GDP data indicated 
that the risk of a significant slowdown fell slightly but is still present. For the 
moment, we maintain our 2.2% GDP growth forecast for this year. 
 
• Estonian inflation decelerated to 4.0% y/y in April, down from 4.4% y/y in March. 
In terms of the outlook for this year, we expect the downward trend to continue as 
economic growth is expected to decelerate. Further increases in electricity prices 
(due to changes in the regulatory framework implemented last year) can be 
expected this year but the biggest shock will come in 2013 with the opening of the 
electricity market. Thus, we expect inflation to decelerate to 3.1% this year on 
average but there is some upside risk, mostly arising from global oil market 
developments. 
 
• Unemployment unexpectedly increased at the end of the year to 11.4%, up from 
10.9% in Q3, reflecting the impact of the economic slowdown. We do not expect a 
significant deterioration in the labour market this year but there is a risk that a 
higher economic downturn might push it into a dangerous situation. 
 
FX and monetary policy outlook 
 
• S&P has upgraded its long-term foreign and local currency bond ratings for Estonia 
by two notches to AA-, the fourth-highest investment grade. S&P stated that the 
Estonian economy has been able to maintain high growth and stable public finances. 
 
Risk factors 
 
• A slowdown in external demand is one of the most important risk factors. 
 
72. Estonian employment increased along with economic growth  
Bank of Estonia 
May 15, 2012 
 
The situation in the labour market improved in the first quarter of 2012 compared to 
the fourth quarter of 2011. According to Statistics Estonia, employment growth 
reached 3.9% year-on-year. Based on Eesti Pank's estimates, seasonally adjusted 
employment picked up in the first quarter after a small decline. The developments in 
employment reflect the short-term slowdown in economic growth at the end of 2011 
and the recovery of growth at the beginning of this year. However, as shown by the 



modest growth figures, the rapid recovery of the labour market will be replaced by 
much more moderate dynamics.  
 
Unemployment stood at 11.5% in the first quarter, having grown by a mere 0.1 
percentage points from the fourth quarter of 2011. The unemployment rate usually 
increases more substantially in the first quarter due to seasonality, but this time the 
creation of new jobs in the services sector offset the seasonal decrease in jobs in the 
construction and manufacturing sectors. Persisting regional differences are still a 
concern: unemployment in Ida-Virumaa in eastern Estonia remains at 18.8%, which 
is more than 7 percentage points higher than Estonia's average. This refers to the 
low mobility of the labour force.  
 
Based on the flash estimate of economic growth in the first quarter, productivity 
grew slower than wages, which points to increased inflationary pressures.  
 
73. GDP trajectory in CE likely to remain mixed  
Erste 
May 18, 2012 
 
Czech Republic: On Tuesday, Czech GDP was shown to have fallen much more than 
expected in 1Q12; while our expectation was -0.5% q/q (and the market expected 
small q/q growth), the actual drop was 1% q/q. While massive on the surface, we 
think that the underlying trend did not worsen as much as this reading could lead 
someone to believe. First, the pre-stocking of cigarettes in 4Q11 led to the drop in 
1Q12 (which we expected). Second, there was an extraordinary drop in the value 
added in the financial sector (which we did not anticipate). Third, there was a further 
drop in construction (likely weather related, as 1Q12 was very cold, perhaps also 
with some impact of the January VAT increase). Looking forward, we think that the 
relatively good German data, rebound of industry towards the end of 1Q12 and the 
fading out of these one-offs will return Czech GDP to growth in 2Q12 (0.3-0.5% q/q) 
and there will be small growth afterwards as well. Altogether, we forecast 0-0.5% 
y/y for this year.  
 
Hungary: As the leap year effect will not be present in 2Q12, the adjusted y/y figure 
should be a better point of reference for the second quarter. The first quarter 
brought -1.3% adjusted y/y for Hungary, and the same in terms of the quarterly 
decline. The start of production at the Mercedes plant is a positive for 2Q12, but, 
apart from that, we do not expect any dramatic improvement in economic output. 
That said, the quarterly figure is expected to be less grim than in 1Q12, but a slight 
q/q decline (or stagnation) may come in the second quarter, too. Thus, the yearly 
index is expected to remain well below zero. In the third quarter, some slight 
quarterly increase might come, but it may only be enough to bring a yearly index of 
around zero. A positive y/y index is much more probable in the fourth quarter this 
year. In 2H12, the low base also helps the yearly figures. Overall, we expect the 
economy to decline by 0.5% this year.  
 
Poland: 1Q12 GDP data has not been released so far; thus, we do not have any 
reason to change our forecast significantly. Growth will slow moderately, chiefly 
thanks to weaker external demand. However, Poland will still benefit from the lower 
openness of its economy (compared to other CEE countries) and the zloty remaining 
below its fundamental value (supporting exports). Overall, the economy should add 
3.8% y/y in 1Q12 and 2.9% in 2Q12. As for full-year 2012, we expect 2.8% y/y.  
 



Slovakia: On a quarterly basis, we expect growth to moderate in the quarters ahead, 
from the 0.8% seen in 1Q12 to below 0.5% q/q. Unless the Euro Area slips into 
recession or market sentiment deteriorates significantly, 2012 full-year GDP growth 
is likely to outpace our expectations at 1.4% and reach a figure around 2%. We 
might revise our full-year forecast upwards after seeing the structure of the 1Q12 
GDP growth.  
 
74. Hungarian government to introduce 2013 budget numbers by 15 June  
Equilor 
May 18, 2012 
 
Parliament is to discuss main budget numbers by 9 June according to the information 
of Hungarian newswire MTI. Government's first discussion on budget is to be held at 
30 May, while second discussion comes on 11 June after Budget Committee gave 
comments to it. Some prognosis have changed according to the document since Szell 
Kalman 2.0, government plans 1.2% decline in retail consumption vs. 1.4% and next 
year consumption might increase by 0.2% vs. 0.7% set in convergence plan.  
 
75. Hungary sees yields spike at local debt auction 
Erste 
May 18, 2012 
 
Yesterday the Debt Management Agency again had a successful bond auction, 
despite increasing yields by around 47-52 basis points versus the auctions held two 
weeks ago. Amid the uncertain Greek situation, the extent of yield increases is no 
surprise, but the fact that the Agency sold HUF 11bn more than the 42bn planned of 
3Y, 5Y and 10Y bonds combined (plus an extra HUF 6.5bn in the afternoon at the 
non-competitive tender), is good news. The promise of an agreement with the IMF 
combined with high yields (10y: 8.45%) is attractive to investors, despite that this 
yield level is not sustainable on the longer run (even so if one looks at this week's 
poor 1Q12 GDP figures). We still think that the agreement with the IMF might come 
before the end of 3Q12, but in the next few weeks, volatility cannot be ruled out, 
primarily due to the erratic Greek situation. That said, we continue to expect 10Y 
yields to decline to 7.3% until this year-end. 
 
76. Hungary slips into recession as first quarter GDP declines 0.7%  
Erste 
May 15, 2012 
 
The 1Q12 flash GDP estimate surprised slightly on the downside, showing 0.7% y/y 
decline vs. our expectation of -0.5% y/y. According to the calendar adjusted figure, 
GDP dropped by 1.3% y/y in January-March. The big difference between the 
adjusted and unadjusted figures could have mainly been due to the leap-year effect. 
On quarterly level, the seasonally and calendar adjusted figure showed a 1.3% 
contraction, more or less in line with our expectation of -1.4%. The Statistical Office 
says that half of the branches of the economy stagnated, the construction industry 
significantly dropped, while there was some growth in the telecommunications and 
information sectors. The CSO adds that the performance of the industry seems to 
have come to a halt in the period, which cannot be seen as reassuring, taking the 
better than expected German GDP figures (0.5% q/q growth vs. market expectations 
of just 0.1-0.2% growth) into consideration. Details of the figures will be released on 
June 8.  



 
As for the growth prospects, today's reading did not change our predictions for this 
year's GDP figure. We continue to expect the real economy to contract by 0.5% y/y 
in FY2012. As for 2Q12, the start of the Mercedes plant may help the figure, but this 
would be insufficient to push the yearly index into the positive territory in the second 
quarter. In 2H, we hope that the euro area will show some revival, and this will 
affect the Hungarian growth figures positively, given the big share in exports. As for 
the contribution of domestic demand to GDP growth, fiscal austerity above 3% of 
GDP this year, poor investment demand and slow lending activity all suggest that 
both consumption and investments will be negative this year.  
 
77. Hungary still in no hurry for IMF deal, claims RBS  
bne  
May 18, 2012   
 
Hungary still appears in no rush to secure a deal with the IMF, an analyst claimed on 
May 18 after meeting with officials last week, with lead negotiator Tamas Fellegi 
even suggesting an agreement may have to wait until October, if not longer. Given 
Budapest's wariness over the its ability to stick to any loan programme conditions, 
suggests Tim Ash at Royal Bank of Scotland, perhaps both Hungary and the IMF are 
delaying a deal.  Reporting on his trip to Budapest last week, Ash says "[I] don't 
sense that the [government] is in any rush still to cut a deal with the IMF - despite 
problems in the Eurozone. Actually [the government is] banging the line that 
Hungary is doing relatively well under the circumstances."  At the same time, 
reflecting ever-more-regular calls from the Washington lender, he points out that 
there is still some distance between the two sides before even sitting down to talks. 
There's "significant IMF hurdles to start negotiations over a new financing program, 
and slated changes to [the central bank] law do not adequately address concerns 
over [its] independence."   Meanwhile, he reiterates the view that Hungary considers 
its fiscal position strong enough to avoid outside financing in the short term, despite 
the weak first quarter economic results released on May 15. "The administration 
appears very confident of its financing position given their high cash position (€5.5bn 
or so) and in no rush to do a Eurobond," Ash says. "Fellegi, Hungary's point person 
for IMF, told us … that IMF talks will now only begin after EcoFin meeting on June 22, 
and suggested that agreement would be sometime in the period August to October - 
hardly encouraging therein."   The analyst says he's also starting to wonder if the 
dragged out process - six months and counting without even starting negotiations on 
a bailout - might suit both parties right now. "General view is that any IMF 
programme, once secured, will be painful in terms of conditionality, and very likely to 
go off course. Question in my mind is whether this is useful for either side given the 
Eurozone backdrop - do they want another problematic IMF program? Maybe better 
for both sides to have this no mans land where [they] play hard to get ... but the 
market remains anchored by the re-assurance of a programme in a worst case 
scenario."  
 
78. Hungary - Macro outlook 
Danske Bank 
May 16, 2012 
 
• Since 2006, there has basically been no growth in the Hungarian economy and 
there are really no clear signs of a recovery. Furthermore, the impact of the re-
escalation of the euro crisis is still feeding through to the Hungarian economy, which 
is dampening growth further. We are increasingly reaching the conclusion that the 



key reason for Hungary's lacklustre growth performance is a continued deterioration 
of 'supply side conditions' in the Hungarian economy. Continued political 'noise' is 
certainly not helping. 
 
• The only real positive to note about the development in the Hungarian economy is 
the continued improvement in external balances. This is, however, of little comfort 
given the clear financial fragilities in the Hungarian economy. 
 
• The political uncertainty remains high and even though the worries about a 
possible IMF/EU loan agreement for Hungary have moved away from the headlines in 
the European markets, there are still major challenges for Hungary. It is especially 
concerning that recently the Hungarian government again seemed to have distanced 
itself from the possibility of a new loan agreement and there is certainly a risk that 
financial market concerns about this issue might flare up again. 
 
Monetary policy outlook 
 
• While the Hungarian forint initially rebounded from December, we have seen 
renewed weakness recently on the back of worries about the European situation and 
a possible hard landing in the Chinese economy. The sell-off in the forint is likely to 
worry the Hungarian central bank (MNB) and some Monetary Council members 
 
would undoubtedly, in our view, like to see a rate hike to ensure against a further 
escalation. However, we doubt there is a majority on the Monetary Council for now. 
We maintain therefore that the next move in Hungarian interest rates will be down 
and we expect a rate cut towards the end of the year. That said, if the European 
crisis were to escalate once again, any rate cut hopes would be crushed. 
 
FX outlook 
 
• It is very clear that the forint is one of the currencies in Central and Eastern Europe 
that is most sensitive to the European crisis and the recent rise in worries has hit the 
forint relatively hard. There are however two factors mitigating the negative impact 
of 
 
the European crisis. First, the Hungarian current account situation is actually quite 
good and, second, the high level of interest rates makes the forint attractive for 
some risk-willing investors. As a consequence, we expect EUR/HUF to trade around 
the current levels of 295 in the coming three to 12 months - hence somewhat more 
positive than forwards are currently indicating. 
 
79. IMF Executive Board Concludes 2012 Article IV Consultation with the 
Czech Republic 
IMF 
May 18, 2012 
 
On May 4, 2012, the Executive Board of the International Monetary Fund (IMF) 
concluded the Article IV consultation with the Czech Republic. 
 
Background 
The post-crisis recovery stalled in the second half of 2011 as exports lost 
momentum. The expansion since the 2009 recession was almost exclusively driven 
by exports, whereas domestic demand stagnated and remains about 7 percent below 



its peak. Economic activity is expected to remain flat in 2012 and gradually gain 
momentum as external conditions improve. Inflation has risen, and is expected to 
overshoot the target in 2012 before coming down in 2013, buoyed by the one-off 
impact of the VAT adjustment and food and energy prices. The combination of robust 
export performance and restrained imports kept the external deficit unchanged from 
the previous year at 3 percent of GDP in 2011 despite an increase in the income 
deficit. 
 
The fiscal consolidation has continued apace. The overall deficit in 2011 is estimated 
to be 3.1 percent of GDP, significantly better than the previous year. The structural 
balance also improved by about one percentage point, mainly reflecting expenditure 
measures such as reductions in the central government wage bill and better 
targeting of social assistance. The public debt to GDP ratio at 41.2 percent at end-
2011 remains manageable and attests to a strong fiscal position. 
 
Monetary conditions have been appropriately supportive of economic activity. The 
policy rate was cut aggressively during the crisis, and remains at 0.75 percent since 
May 2010. Despite the recent inflation spike, inflation expectations remain well-
contained, while the yield curve is consistent with a stable policy rate in the next 
several months. The floating exchange rate remains the main shock absorber. 
 
The Czech financial system has proved resilient to the effects of the global crisis. 
Czech banks do not depend on wholesale or external funding (rather, the Czech 
banking sector is a net external creditor); credit growth is funded mainly by domestic 
deposits with the loan-to-deposit ratio of around 70 percent. 
 
Heightened global risk aversion has not led to dislocations in domestic markets. The 
sovereign risk premium increased somewhat in the second half of 2011, but 
remained well below the highs seen during the 2009 crisis, and compares favorably 
with regional peers as well as most euro area countries. Reflecting the strong fiscal 
position, long-term government bond yields in local currency have remained below 
4.5 percent even during the episode of global risk aversion in late 2011, and have 
averaged 3.5 percent in March. 
 
Executive Board Assessment 
Executive Directors noted that the Czech economy is well positioned in the current 
global economic climate, underpinned by prudent policies and strong fundamentals. 
Directors commended the significant progress made in consolidating public finances 
and the authorities' strong commitment to long_term fiscal sustainability. Against the 
backdrop of an uncertain external environment, Directors encouraged the authorities 
to remain vigilant to the growth outlook, continue to strengthen the policy 
framework for financial stability, and accelerate structural reforms to enhance 
competitiveness and potential growth. 
 
Directors discussed the appropriate fiscal policy stance in light of the weaker 
economic outlook for 2012. A number of Directors emphasized the importance of 
adhering to the fiscal targets to preserve the credibility of economic policies and 
market confidence, while not ruling out the role of automatic stabilizers if the 
situation deteriorates further. Other Directors saw merit in allowing automatic 
stabilizers to operate fully in 2012, and in the event that the growth outlook worsens 
significantly, in repacing the fiscal consolidation path without jeopardizing the 
medium_term objectives. Directors welcomed the government's plan to improve the 
fiscal framework, including through introducing a fiscal rule and an independent fiscal 



council. They encouraged further efforts to reform the pension, health care, and tax 
systems, with a view to safeguarding the long_term sustainability of public finances. 
 
Directors broadly agreed that the current monetary policy stance is appropriate and 
that the inflation_targeting framework continues to serve the economy well. A 
number of Directors considered that risks to inflation are broadly balanced, 
warranting a neutral bias. Directors welcomed the monetary authorities' intention to 
remain flexible. A few Directors, noting that inflation expectations are well anchored, 
saw scope for adopting a more accommodative policy stance in light of deteriorating 
growth prospects. Additional policy options could be explored to prepare for a 
possible disinflationary scenario. 
 
Directors observed that the Czech financial system remains profitable and resilient, 
reflecting a conservative structure of bank balance sheets and the low indebtedness 
of the corporate and household sectors. They welcomed recent steps to strengthen 
the macroprudential framework and reporting requirements for banks' liquidity 
positions and intra-group exposures. Directors looked forward to further progress in 
implementing the FSAP recommendations, particularly on bank supervision and crisis 
management. 
 
Directors stressed that steady implementation of structural reforms is key to boost 
potential growth. The government's comprehensive reform strategy is a welcome 
step toward improving international competitiveness. Key priorities include 
developing infrastructure, improving labor market flexibility, and strengthening 
institutions and governance. 
 
80. Latvia - Macro outlook 
Danske Bank 
May 16, 2012 
 
• The preliminary estimate for Q2 12 GDP growth shows that the Latvian economy 
continues to expand. Growth was determined by both positive domestic and external 
demand trends. The Latvian industry posted growth of 11% y/y, while domestic 
trade grew 10% y/y in Q1 12. Latvia's export structure is healthy and exports are 
expected to remain the main driving force of the Latvian economy in 2012 despite 
the negative developments in the euro area. There is clear upward risk to our 
forecasts for 2012 (2.0% y/y) and if the final data confirms these positive trends, 
growth projections will be revised. 
 
• Weak consumer demand would result in a continuation of the downward trend in 
Latvian consumer prices this year. As expected, Latvian inflation decelerated to 2.8% 
y/y in April from 3.3% y/y in March. We estimate average annual inflation in Latvia 
this year will be about 2.8%, driven at least in part by higher gas prices. 
 
• Labour market conditions improved only marginally in Q4 11, with the 
unemployment level declining to 14.3% in Q4, down from 14.4% in Q3. The outcome 
was above our expectation. It seems that the labour market is beginning to respond 
to economic growth slowdown. FX and monetary policy outlook 
 
• The Latvian lat (LVL) is pegged to the euro through ERM II and today the situation 
in the financial market appears to be stable. 
 
Risk factors 



 
• Main risk is associated with possible deterioration of the external outlook 
 
81. Lithuania Nuclear Approval Is Credit Negative for Baltic Utilities  
Moody's 
May 14, 2012 
 
Last Wednesday, the Lithuanian government approved a draft concession agreement 
for the construction of a new nuclear power plant by Japanese-US alliance Hitachi-GE 
Nuclear Energy. This project, which requires approval of Lithuania's parliament, is 
likely to include participation from the biggest power utilities in Estonia and Latvia.  
 
If the project goes ahead in its proposed form, it will be credit negative for Estonia's 
Eesti Energia AS (Baa1 stable) and Latvia's Latvenergo AS (Baa3 stable) owing to 
the project's large capital commitments and the execution risk associated with 
construction. According to current plans, Latvenergo and Eesti Energia would take 
stakes of 20% and 22%, respectively, while Hitachi will own 20% and Lithuania gets 
the remaining 38%. However, the two utilities have not formally committed to 
participate in the project.  
 
The Lithuanian government expects the 1,350-megawatt power plant to cost at least 
€5 billion, although we expect a final estimate will not be known until 2015. The 
current plan assumes full commissioning of the plant in 2020-22, which we consider 
ambitious given the early stage of the project. New nuclear power plant projects in 
Europe have a history of costing significantly more than initial estimates and taking 
longer to come on line.  
 
Construction of a new nuclear power plant is an important regional and political 
objective, and the governments of the Baltic states insist that they will embark on it 
only if it is "economically viable." However, they also say that the project is a priority 
from the point of view of energy- source diversification and security of supply.  
 
Lithuania has been a net electricity importer since it shut down the last operating 
reactors of the Soviet-built Ignalina nuclear power plant in 2009. Latvia, too, is a net 
importer and is further reliant on imported Russian gas. Of the Baltic states, only 
Estonia is currently self-sufficient, with net generation significantly exceeding 
domestic consumption. Hence, there are strong political motivations to go ahead 
with the plant despite its high cost.  
 
The project will be a very significant investment for Eesti Energia and Latvenergo 
given their small size relative to their European peers, which is likely to increase 
their vulnerability in the event of cost overruns. Eesti Energia's total assets were €2 
billion as of the end of 2011, while Latvenergo's were €3.2 billion. Given the project's 
cost, we expect all participants will find it challenging to raise the required funds, 
particularly in the current financial climate.  
 
82. Lithuania - Macro outlook 
Danske Bank 
May 16, 2012 
 
• According to the latest flash estimate, the Lithuanian economy registered a 
moderate slowdown over Q1 12. The GDP growth rate decelerated to 3.9% y/y, from 
4.4% y/y in Q4 11 and seasonally adjusted sequential growth remained flat at 0.8%. 



This was confirmed by a relatively strong industrial production performance in Q1 12, 
with industrial production increasing by 3.9% y/y. However, our optimism on the 
full-year results remains moderate. The general slowdown in external demand 
caused industrial output to slow, with a negative spill-over effect on domestic 
demand. Thus, we are not changing our margin forecast and we expect to see a 
broad-based slowdown in growth this year to 2.7% on average. 
 
• Inflation decelerated to 3.2% y/y in April, from 3.6% y/y in March. We expect 
inflationary pressure to ease in 2012. However, there is a risk of an acceleration in 
 
food and energy prices. The gas supplier Lietuvos dujos has already expressed its 
intention to raise the gas price by more than 20% and this would affect the 
consumer price index. 
 
• In 2011, the unemployment rate decelerated to 13.9%, almost in line with our 
estimate. We expect the economic slowdown to affect the labour market recovery 
 
tendency negatively this year. In addition, the more rapid recovery in the labour 
market is likely to be limited by the persistence of the gap between labour demand 
and supply. It is likely to result in relatively high unemployment in the medium term. 
 
FX and monetary policy outlook 
 
• Moody's left Lithuania's credit rating unchanged. The agency notes that, despite 
rapid economic growth, the challenges of high fiscal deficit and high unemployment 
persist. 
 
Risk factors 
 
• There is a risk that external demand growth will fall in coming quarters and this 
would affect Lithuanian growth trends. 
 
83. Lithuanian unemployment increased temporarily in the first quarter 
Swedbank 
May 18, 2012 
 
Given global uncertainty and seasonality, job creation is sluggish despite the 
continuing economic growth and enterprise revival. In the first quarter of this year 
unemployment rate increased to 14.5% from 13.9% in the forth quarter of 2011. 
Compared with the same period last year unemployment is lower by 2.7 percentage 
points. 
 
Over the quarter the labour force decreased by 0.3% compared with 4Q 2011. The 
number of employed persons was 1% less than a quarter ago and increased by 1.9% 
in annual terms. The highest number of employed persons was lost by construction 
(9.8% qoq) and agriculture (12%) enterprises, while industrial companies increased 
the number of employed (1.7%). 
 
The number of unemployed grew by 4% compared with the quarter before, but was 
16.8% lower than in the same period last year. The major share of the unemployed 
(50.5%) was persons who had lost their jobs one year or more before. This long-
term unemployment rate increased to 7.3% or by 0.2 percentage points compared 
with the last quarter in 2011 and remains at uncomfortably high level. Furthermore, 



in comparison to 4Q 2011, number of inactive persons who lost hope of finding a job 
has marginally declined. 
 
The good point that the youth (aged 15-24) unemployment level dropped to 28.7% - 
the lowest level in three years. However, only 8% of people aged 15-24 are actually 
unemployed, since big part of the youth are studying and are inactive in a job 
market. Only less than 30% of youth in Lithuania are active in a labour market. 
 
Outlook 
In our opinion the increase of unemployment level is temporary as enterprises are 
still trying to increase efficiency of their activities. It will diminish slowly starting the 
next quarter but remain high due to persistently high activity rate of the population 
aged 15-64 (71.6%). Labour activity will continue to be on high level also due rising 
retirement age starting this year. 
 
Employment expectations of companies in manufacturing, construction and services 
were still positive and even increased (excl. retail trade) in April meaning that there 
are more companies planning to increase number of employees than those planning 
layoffs. Consumers' unemployment expectations have decreased during the same 
period, reflecting more safety of existing jobs. 
 
We forecast unemployment rate will be at 13% on average this year. A lower 
unemployment will have small positive impact on wages as well as consumption. 
 
There is an upside risk that unemployment could be higher than our current forecast 
as enterprises may remain cautious to employ new staff due to the uncertainty in the 
euro area and possible negative impact on Lithuania's economy. Thus increasing 
number of employees might be postponed. New job creation will depend on growth 
in different sectors and new investments. 
 
84. Mobile providers demand Hungary halt "unacceptable" new telecoms 
tax  
bne  
May 15, 2012 
 
  Hungary's three established mobile providers demanded on May 14 that the 
government drop its plan to tax the telecommunications sector, claiming that the 
legislation was changed at the last minute to target operators rather than 
consumers, as was originally planned. The trio called the new bill "unacceptable". 
  The three foreign owners - Magyar Telekom, Telenor and Vodafone - of the 
country's mobile networks said in a joint statement: "The three telecommunications 
companies have done everything over the past weeks to see the negotiations 
succeed, therefore they consider this conduct unacceptable and find the new special 
tax incomprehensible."  The government announced the new tax on telephone calls 
and text messages, which it hopes will raise about HUF30bn this year, as part of a 
broader set of tax rises aimed at helping with fiscal consolidation. However, the 
companies claim that the onus on providers was a last minute switch that was not 
included in talks as the levy was planned.   Budapest has been looking for ways to 
raise revenue from the telecoms sector ever since a straightforward "crisis" tax on 
the sector was overturned by a legal challenge from Brussels late last year.   Under 
EU regulation, the proceeds from telecoms taxation can only be used for 
administration and regulation of the sector, whilst Hungary was directing the special 
tax into the federal budget. It appeared that the tax that Budapest had planned to 



levy in consumers was a route around this, and it now remains unclear how the new 
tax on the sector will work.   "We think the calls by the mobile operators are unlikely 
to have an impact on the government’s decision," write analysts at Renaissance 
Capital. "If mobile operators do manage to persuade the government and the tax is 
imposed on consumers instead, we believe it would be a more positive set-up for the 
mobile operators. Nevertheless, in our view the new telecom tax is still a major 
headwind for the mobile industry in Hungary."    
 
 
 
85. No Czech rate cut now may mean more later  
Equilor 
May 17, 2012 
 
Failing to cut Czech interest rates now could oblige the central bank to make a bigger 
move later, although weakening in the crown currency could reduce the pressure on 
policy makers to act, Czech central bank governor Miroslav Singer said. At the last 
rate meeting (May 3) the seven member board paused its easing cycle two years 
ago. Since the meeting has emerged to strengthen arguments for looser policy, 
including preliminary first quarter GDP. "On the monetary policy horizont we see 
inflation below target", Singer said.  
 
86. Passing of Polish Pension Reform Bill Is Positive  
Fitch 
May 15, 2012 
 
The successful passage of pension legislation through the Polish parliament is 
positive for the country, both because of the long-term contribution that pension 
reform can make to fiscal consolidation, and as an indication of the broad political 
consensus in support of structural and fiscal reform, Fitch Ratings says.  
 
Poland's lower house passed the new pensions bill, which will incrementally raise the 
retirement age to 67, from 65 for men and 62 for women, by 268 votes to 185 votes 
Friday, with the upper house expected to follow suit.  
 
In a letter to the European Commission in December, the Polish government 
estimated that this would result in savings of PLN0.2bn in 2013, rising to PLN1.9bn 
in 2014 and PLN3.8bn in 2015, and said that "savings will continue to increase very 
significantly in subsequent years." The measure is one of a series of structural 
reforms announced late last year by the Polish government as it acknowledged the 
need to increase the transparency and flexibility of the country's medium- and long-
term fiscal policy framework rather than relying on unpredictable or short-term 
measures to keep public debt below its constitutional ceiling of 60% of GDP.  
 
The parliamentary vote saw the new pension bill supported by the ruling Civic 
Platform (PO) party, its junior coalition partner the Polish People's Party (PSL), and 
Palikot's movement, which is led by a former PO lawmaker and won 42 seats in last 
October's elections, making it the third largest party.  
 
Gaining the support of the PSL involved some compromise - Poles who have worked 
continuously for 35 years (women) or 40 years (men) will be able to take partial 
early retirement. This highlights the implementation risk around structural reforms, 
which remain unpopular (around two million people signed a petition opposed to the 



pension reform, and protests continue). Nevertheless, it supports our view that a 
sufficient political consensus will form in favour of structural reforms to allow their 
approval in 2012-2013 with limited watering down. This includes a medium-term rule 
to ensure that the growth of public spending does not exceed that of GDP.  
 
Reflecting this view, our rating assessment already incorporates the successful 
passage of such long-term reforms, helping to secure fiscal consolidation. Thus the 
new legislation does not have implications for Poland's 'A-' rating with Stable 
Outlook, which we affirmed in February.  
 
Our assessment is focused on the outcome of these and related measures. To 
consider an upgrade in the near-term, we would need to see a clearer downward 
shift in public and external debt ratios towards the peer group. This would require a 
sharper reduction in debt ratios than that which we currently forecast (Poland's 
general government debt to GDP ratio at the end of 2011 was 56.3% versus an 'A' 
range median of 46.7%).  
 
87. Poland - latest BoP developments  
RBS 
May 17, 2012 
 
Recently released data suggests that the current account deficit (CAD) narrowed by 
more than expected in March to PLN 0.9bn, from PLN 6.4bn in February. This was 
largely due to an increase in the current transfers surplus from PLN 0.7bn to PLN 
4.0bn, as well as tightening of the trade deficit by PLN 1.8bn to PLN 1.7bn. Overall, 
however, the latest data do not present a marked a improvement in the CAD, with 
the 12month rolling sum still wider compared to Q4 2011. Moreover, we are mindful 
about the funding of the CAD, with portfolio inflows taking up an increasingly large 
share of the financial account surplus.  
 
Poland's current account deficit eased slightly in March, narrowing to PLN 69.3bn 
from the previous month's PLN 72.8bn on a 12month rolling sum basis. The small 
tightening of the deficit was largely due to a considerable pick up in current 
transfers, which increased by PLN 2.9bn from the previous month, the largest 
monthly increase since Feb 2009.  
 
Despite the narrower current account deficit as of end March, Poland's CAD continues 
to be relatively high. Q4 data suggested CAD stands at 4.3% of GDP. While Q1 GDP 
is not yet available, a 4.8% Q-o-Q increase in the CAD in Q1 will most likely have 
increased the CAD/GDP ratio.  
 
The large current account imbalance in Poland is a source of fundamental weakness 
for the currency, exacerbating PLN's downside pressure at times of risk aversion, and 
moderating its gains at times of positive risk sentiment.  
 
While the goods balance seems to be the driver of the CAD, the income account 
remains the biggest contributor to the overall deficit, at PLN 62.6bn on a twelve 
month rolling sum basis, the largest on record. This compares with the deficit in the 
goods balance of PLN 43.1bn. Little respite has been provided by the fairly modest, 
albeit improving, surpluses in the services and transfers' balance.  
 
A factor that has been driving the trade and current account deficit has been the 
combination of relatively strong domestic demand dynamics and unprecedented 



weakness on the external demand front. On the external demand side, more than 
half of Poland's exports are to the euro zone, making the country's trade balance 
vulnerable to developments in the region, with 10% of total exports going to 
periphery economies. With eurozone domestic demand forecast to remain subdued 
through to the end of 2012 (RBS economists forecasting private consumption to 
grow by 0.1% qoq and govt. expenditure to contract by -0.1% in Q2 and to remain 
subdued thereafter into end Q4) we see little room for the improvement of the 
external dynamics for Poland's trade balance. Domestic demand in Poland, on the 
other hand, is expected to remain relatively resilient. Poland was the only country 
amongst its regional peers to avoid a recession in 2009, continuing its uninterrupted 
growth trend for at least the past 15 years. Perhaps even more impressively, total 
domestic demand has continued to grow strongly throughout this period, maintaining 
an average annual growth of 3.1% in 2011, despite fiscal consolidation in the latter 
two quarters. We expect the continuation of relatively strong domestic demand, 
along with weak external dynamics to maintain downward pressure on the current 
account balance and currency throughout 2012.  
 
On the financing of the CAD, we are increasingly concerned about the share of 
portfolio flows and the shrinking share of FDI. In 2009, net portfolio balance 
increased from a previous PLN -8bn to PLN +44bn. In 2010, the net portfolio balance 
increased further to PLN +77bn, more than accounting for the CAD of PLN 66bn. 
Portfolio flows eased in 2011, although they remained at a relatively high level of 
PLN +46bn, providing the bulk of funding for the CAD. Year to date, portfolio 
investments stand at PLN +17bn, again larger than the PLN 15.5bn CAD.  
 
Finally, the 12month rolling sum of net FDI remains in positive territory, 
notwithstanding the large FDI outflow in March, which was the highest on record at 
PLN14.5bn. Herein, it is important to note that the large outflow was largely due to a 
one-off M&A transaction where a Polish mining company bought a Canadian 
company. FDI inflows, meanwhile, were reduced to PLN 15.5bn in March on a 
12month rolling sum basis, the lowest since at least 2000. The combination of 
smaller FDI and larger portfolio inflows funding the CAD is a cause for concern.  
 
Overall, while we expect the downward pressure on the CAD to continue, we don't 
think the deficit will widen to unsustainable levels. Our main area of concern is 
regarding the share of portfolio inflows in funding this deficit, which can leave the 
current account exposed if the euro zone crisis deepens further. 
 
88. Poland cuts bond auction as yields hit high  
Equilor 
May 16, 2012 
 
Poland reduced what it plans to sell at a bond auction for the second time in as many 
months as market turmoil sends its yield premium over bunds to the highest since 
January. The Finance Ministry cut its offering of new 5 year bonds to a maximum of 
PLN 3.5bn from 4bn. Yields on its existing 2017 notes jumped to 454bps above 
similar-maturity German debt on May 14, the widest spread since January 11 and up 
from 382bps eight weeks ago.  
 
89. Poland sells EU funds to halt zloty slide 
bne 
May 16, 2012 
 



Following up on its verbal intervention the previous day, the Polish finance ministry 
said it sold EU funds on the spot market on May 16. Traders reported a sharp 
increase in activity by state-owned BGK bank early in the day, appearing to confirm 
the announcement. 
 
"In line with announcements, after we had sold part of the funds in the central bank, 
we used the recent zloty weakening to sell currencies in the market," the head of 
finance ministry's debt department, Piotr Marczak, said in an emailed statement, 
reports Reuters. 
 
With the zloty resuming a sharp slide on May 15 as sentiment in Europe nosedives as 
the risk of a Greek exit from the Eurozone increased, the ministry said it was ready 
to use EU funds to stop the rot. Dealers reported that activity at BGK - through 
which the state sells EU funds - had boosted early on May 16, helping slow a fall in 
the Polish currency. 
 
90. Poland - Macro outlook 
Danske Bank 
May 16, 2012 
 
• Even though our current forecast is slightly less positive than our previous one due 
to the European crisis, we still expect the Polish economy to continue to do fairly 
well. For 2012, we expect Polish growth of about 2.8% y/y, while we have cut our 
2013 forecast to 2.2% y/y. 
 
• While investment expansion looks set to lose steam, domestic demand is where we 
expect to see the largest slowdown this year, as, in our view, fiscal tightening will 
inevitably reduce consumption. Furthermore, we expect external balances to 
deteriorate somewhat from the current year, with the current account deficit running 
at about 4.5% in 2012-13E and the trade balance remaining negative, with deficits 
running at about 2.5% by 2013E. 
 
• Inflation is still well above the central bank's (NBP) target of 2.5%, averaging 4.3% 
in 2011, but, given the current economic climate, we expect inflation growth to 
continue moderating for the next two years. Finally, we expect unemployment to 
remain at elevated levels, on the plus side of 12%, with a risk of increasing 
unemployment from mid-2012. 
 
• The newly elected Polish government under the leadership of Prime Minister Donald 
Tusk is likely to go ahead with a moderate tightening of fiscal policy, which is likely 
to have a slightly negative impact on domestic demand in 2012. However, the 
announced plans for, for example, pension reforms are likely to have a long-term 
positive impact on growth and public finances and are as such highly welcome. 
 
Monetary policy outlook 
 
• At its latest meeting, the Polish central bank's (NBP) Monetary Policy Council (RPP) 
surprisingly decided to raise its key policy rate by 25bp. The rate increase can be 
justified by inflation remaining somewhat above the NBP's official inflation target of 
2.5% and growth remaining fairly robust. However, judging by the comments from 
NBP governor Marek Belka following the rate decision, the NBP will not be in a hurry 
to tighten further. Indeed, we do not think there will be any more rate hikes from 
the NBP this year - also taking into account the increased risks to global growth. 



 
FX outlook 
 
• The escalation of the Greek crisis and increased worries about a hard landing in the 
Chinese economy have hit the zloty recently. Furthermore, there has been a rather 
decisive change in the market sentiment against the zloty. With technical indicators 
pointing increasingly in a negative direction, the zloty could come under more 
pressure in the short term. That said, with Polish growth fairly robust and interest 
rate levels remaining attractive, we do not expect a long-term sharp sell-off in the 
zloty. 
 
91. Polish central bank makes verbal intervention  
bne  
May 18, 2012 
 
Following in the footsteps of the finance ministry, Poland's central bank attempted a 
verbal intervention on May 17, as the zloty continued to slide in the face of the 
Greek inspired pullback in Europe. However, analysts suggest the NBP will be slower 
to follow its words up with action.   The National Bank of Poland is able to step into 
the zloty market at any time, Witold Kozinski, a member of the bank's executive 
board, announced to reporters, according to Dow Jones. "We have high foreign 
currency reserves and we're always able to counteract any significant weakening and 
volatility in the zloty," he said.  
 
The zloty has been under pressure since Greek party leaders failed to form a 
coalition government in the wake of inconclusive elections earlier this month. The 
Polish currency was trading around 4.37 to the euro on May 17, 4% lower than in 
early May.   Earlier in the week, the finance ministry made similar statements, and 
followed that up the next day by announcing it had sold EU funds into the local 
market. However, it's widely believed that the NBP will hold fire unless the zloty 
sinks to 4.50 to the euro - the level at which the central bank stepped in last year.   
At the same time, Kozinski tried to distance Poland from Greece. "We're not in the 
euro zone, so any risks from Greece won't have a direct impact," he said. "Greece 
hasn't yet exited the euro zone and it is probable that new elections won't be 
successful, but it's not certain. It's possible Greece will hold on to the euro."  
 
92. Polish central banker defends rate rise  
bne  
May 15, 2012 
 
  Marek Belka, governor of the the National Bank of Poland, has moved to defend the 
monetary policy council's decision to raise rates, reiterating that "persistently" high 
inflation and solid economic growth underlie the move. The banker also issued a 
somewhat truculent warning to the market to remember who's in charge.   The fact 
that Belka felt inclined to defend the action illustrates the level of hullabaloo raised 
by the surprise rate hike of 25bp to 4.75% on May 9. Analysts expressed surprise, 
whilst both the economics and finance ministers have harshly criticized the move, 
fretting that it will antagonize already slowing economic growth just as the Eurozone 
slips back into crisis.  
 
Belka did of course present the NBP's arguments for its move at the customary press 
conference following the hike, but the storm of criticism appears to have pushed him 
back into the spotlight. Speaking in an interview published on the bank's own 



Obserwatorfinansowy.pl on May 14, Belka insists that the bank's policy remains 
"accommodative" and policy makers are ready to react if the economic outlook 
worsens, reports Bloomberg.  
 
"First-quarter data confirmed our view that there won't be a drastic, significant 
economic slowdown" in Poland, Belka said. "Companies are in good shape. 
Consumption has stayed at a good level. At the same time, we saw that the monthly 
figures weren't showing a gradual fall in the inflation rate."   The central bank is 
particularly concerned that inflation remains sticky, and has been above its 2.5% 
target since October 2009. "Inflation is bouncing around 4%, but the important thing 
is its stubborn persistence at this high level," Belka stressed. "A monetary policy 
based on direct inflation targeting must influence inflationary expectations. We had 
to send the appropriate signal and gradually increase its intensity."   The high profile 
banker clearly couldn't resist offering analysts, who widely criticized the move, a rap 
on the knuckles at this point. Investors "didn't want to listen for quite some time," 
Belka said, "now I hope they will pay close attention to our opinions and not just rely 
on their own judgment."   Meanwhile, whilst Belka made little reference to the 
currency, the continued pressure on the zloty was presumably another motivation for 
the rate rise. The currency weakened again through May 14 to make it the worst-
performing emerging-market currency this month. The yield on the two-year 
government bond rose 5bp to 4.80%.  
 
 
93. Polish finance ministry makes verbal intervention 
  
bne  
May 16, 2012   
 
The Polish finance ministry was pushed into making a verbal intervention on May 15 
as the continued turmoil in Europe and weak GDP data released by CEE peers saw 
the zloty buckle.  
 
The news that Greece will have to hold another election after politicians failed to 
build a government saw an already weak zloty sag to its lowest level since mid-
January, reports the Wall Street Journal. Having seen enough following a month of 
resumed weakness for the currency, the finance ministry quickly announced that it 
will sell foreign currency EU funds into the local market to prop the zloty up, in a 
return to interventionist policy after a period of stabilization for the currency. 
  Deputy Finance Minister Dominik Radziwill said: "The problem of the foreign 
currency market situation is that it's been hit with a ricochet by the global situation 
and the situation in Greece. We have an agreement to exchange some [EU funds] at 
the central bank and part on the market. Now the part on the market will be 
dominant in the nearest future."  The zloty rallied against the euro in the first 
quarter, making up for its weakening in the second half of 2011 and prompting the 
central bank and the finance ministry to limit their activity in the local foreign 
exchange market. Last year, both the central bank and the ministry stepped heavily 
into the market in defense of the weakening zloty out of concern it was fuelling 
inflation and increased the value of the government's foreign debt pile. 
 
 "The question now is how Greece would exit the euro," Radziwill added. "If in a 
shocking way, the short term the impact would be negative and the exit would 
strengthen the US dollar, the Japanese yen and the British pound. It would open 
another chapter and in the investors' mind a new potential for further disintegration 



of the euro zone. There would have to be a clear message from the euro zone that 
would say this is it as far as exits go, and that the remaining countries meet the 
conditions as members of the euro zone," he added.   The zloty was around 4.36 to 
the euro on the afternoon of May 15, which means it is nearing intervention territory 
by the central bank. The NBP's series of actions in 2011 to support the currency were 
generally sparked around The zloty is nearing intervention territory by the central 
bank, which last year stepped in to stop rapid zloty depreciation when the currency 
was around 4.50 to the euro. 
94. SEB closes long EUR/PLN position  
SEB 
May 14, 2012 
 
We reached our price objective 4.3000 and closed our long EUR/PLN position, 
introduced in our Emerging Market Trading Views dated April 5 -2012 headlined 
"Polish stocks, bonds and the zloty out of sync".  
 
The motivation for the trade was the excessive strength of the zloty in its historical 
relationship to the Warzaw stock index, the WIG. After the recent weakness of the 
zloty, that has been more noteworthy in the historical perspective than the 
accompanying losses for the WIG, the two assets have now become a little less out 
of synch.  
 
The position was introduced at 4.1700 EUR/PLN and gained a profit of 2.9% the 
negative carry included.  
 
95. Slovak economy barely slowed down in 1Q12  
Erste 
May 15, 2012 
 
According to the flash estimate of the Slovak Statistical Office, Slovak economy 
increased in 1Q12 by strong 0.8% q/q (s.a.) and 3.1% y/y. That means the economy 
barely slowed down from 3.4% y/y in 4Q11.  
 
Already released strong monthly data for the industrial production and the foreign 
trade suggested positive risk to our call for growth at 2.5% y/y (market average 
stood at 1.8% y/y). Industry increased according to our calculations by 4% q/q in 
1Q12, adding more than 1pp to the quarterly growth rate. There were also negative 
one-off (VAT income from a highway PPP project) that played a role in 4Q11 and 
negatively affected the growth rate in 1Q12.  
 
A positive surprise was seen also in Germany, where economy increased by 0.5% 
q/q, against market expectations for 0.1% growth. At the same time, the Czech 
economy slowed down more than expected, decreasing by 1% q/q. Slovak case is 
special, as there was continuing build-up of production at new car lines in 1Q12. In 
addition to higher demand from Asian markets, this helped the industry on the 
upward path.  
 
Labor market data was also encouraging. Employment in ESA methodology increased 
by 0.2% q/q and 0.7% y/y. We did not expect increase in the employment based on 
the data from labour offices showing no improvement.  
 
The released flash GDP represents upward risk to our full-year forecast of GDP 
growth at 1.4%. The structure of the growth will be released on June 6.  



 
96. Slovak inflation pulls back in April  
bne  
May 14, 2012 
 
Slovak inflation eased to 3.6% year on year in April, a pullback from the 3.8% price 
rise seen in March, the country's Statistical Office reported on May 14.   CPI rose 
0.3% on a monthly basis, adds RTT. Transport charges jumped 8% from a year 
earlier, while utility costs increased 4.5%. Prices of food and non-alcoholic beverages 
increased 2.9% year-on-year.  
 
Separately, the statistical office reported that the core inflation rate was 2.4%, down 
from 2.9% in March.  
 
97. Slovakia powers onwards as industrial orders accelerate in second 
quarter  
bne  
May 15, 2012 
 
  Following rampaging growth in industrial production in the first quarter, the 
Slovakian economy looks set to continue its impressive performance for the 
meantime, with the Statistics Office reporting that the pace of new industrial orders 
accelerated in March.  
 
New orders received by Slovak firms increased 13.5% year on year through the 
month, faster than the 10.6% growth seen in February, reports RTT. On a monthly 
basis, new orders advanced a seasonally adjusted 1.2%, on top of 0.6% growth the 
previous month. Through the first three months of the year, industrial orders grew 
11.8% year on year.   With the industrial sector the backbone of the economy, first 
quarter industrial production growth of 12.1% has seen analysts suggesting they 
could raise Slovakia's GDP growth forecasts for the year. The European Commission 
hiked its growth prediction from 1.1% to 1.8% on May 11.   
Whilst Slovakia's strategic auto sector has been leading the growth, with investors 
such as Volkswagen and Kia announcing investment to expand capacity in Slovakia 
in the first quarter, less high profile segments are also pushing ahead. New orders in 
the textile industry rose 9.9%, while orders of chemicals and chemical products 
decreased 7.6%. There was an 8.6% annual growth in orders of paper and paper 
products during the month, and a 5.8% rise in orders of basic metals.   The country 
is benefitting from better than forecast demand from within the Eurozone for Slovak 
exports - which constitute over 80% of GDP - as well as demand in newer markets 
such as the Brics. However, domestic demand remains in a slump on the back of 
high unemployment, exposing the economy to the dangers lurking in Europe.  
 
 
 
98. Slovakia sells €322m in bonds  
bne 
 May 16, 2012  
 
Following on from its campaign to diversify its investor bas with a series of foreign 
currency issues this year, Slovakia again saw high interest from investors for its 
latest debt sale, selling €322m in euro-denominated debt on May 14, reports 



TASR.  In an auction of five-year government bonds, Slovakia's Debt and Liquidity 
Management Agency (ARDAL) accepted bids from investors for €321.7m, including 
€54m from non-residents, an official told the newswire. 
 
Overall demand totaled €512.2m, of which €186.5m was from foreign investors. The 
government bonds will be issued on May 16 and will mature on January 19, 2017. 
The average interest rate was 2.6356% per annum.  
 
99. Statement at the Conclusion of the First Post-Program Monitoring 
Mission to Latvia  
IMF 
May 16, 2012 
 
An International Monetary Fund (IMF) mission visited Riga May 7-16 for the first 
post-program monitoring discussions-part of the IMF's regular surveillance of 
countries with IMF credit outstanding above 200 percent of quota. The mission 
cooperated closely with an European Commission mission that visited for post-
program surveillance discussions. At the end of the visit, IMF mission chief Mark 
Griffiths issued the following statement: 
 
"Latvia's economy is recovering strongly. Growth rose to 5.5 percent in 2011, and 
reached 6.8 percent year-on-year in the first quarter of 2012, led by higher domestic 
demand. The mission has raised its 2012 growth forecast to 3.5 percent. Short-term 
indicators suggest 2012 growth might end up slightly higher, provided the external 
environment does not deteriorate. Underlying inflation remains low, and headline 
inflation should fall to around 2.6 percent in 2012, provided there are no shocks to 
world energy or food prices.  
 
"This year's budget deficit should fall to around 2 percent of GDP, well below the 3 
percent Maastricht criterion. Tax revenues in the first quarter of 2012 came in above 
plan. Given the strength of domestic demand, the bulk of this overperformance 
should be saved. However, some additional spending in areas that have adjusted the 
most and where funding in the 2012 budget was limited-primary health care, road 
maintenance, and the social safety net-could be warranted. Public sector wages need 
to be made more competitive with the private sector, to stem the loss of highly 
qualified staff and to recruit staff needed to strengthen tax administration. But any 
spending increases would need to be limited and well targeted.  
 
"Major changes to the tax code or to spending are best made when preparing the 
annual budget, not in the middle of the year or through supplementary budgets. 
Given that unemployment remains high at around 15 percent, if tax cuts are 
introduced, they would be best targeted at lowering labor costs, especially for the 
long-term unemployed. Although cutting the VAT may appear attractive, given that 
earlier crisis-related increases were substantial and the VAT is now slightly higher 
than in neighboring countries, it could also boost consumption and weaken the 
current account.  
 
"For 2013, we continue to have concerns over proposals to save money by 
decentralizing the funding of GMI, since poorer local governments will have 
difficulties paying this. We hope that the study being conducted by the World Bank 
and the Ministry of Welfare will provide recommendations on how to prevent poverty 
traps and better target social assistance, and that these recommendations will be 
included in the 2013 budget.  



 
"The authorities are implementing their structural reform agenda. The Fiscal 
Responsibility Law is being aligned with the Fiscal Compact, but more work is needed 
on the methodology for computing the structural fiscal balance. On Mortgage and 
Land Bank (MLB), the authorities should sell all commercial assets unless there is 
clear evidence that the bids are well below market value. Once the sales process is 
completed, the remaining development part of MLB should be merged with other 
development finance institutions, to create a single development financial institution, 
and the banking license removed. In 2011, the government injected L58 million (0.4 
percent of GDP) into airBaltic. The government should closely monitor 
implementation of the new business plan to return the airline to profitability quickly 
and should sell the airline to a strong strategic investor to avoid further taxpayer 
losses.  
 
"The authorities have made good progress toward the program's exit strategy of 
euro adoption. Impressive fiscal consolidation during the program means the 
Maastricht fiscal criteria should be met with a large margin. Despite successes in 
keeping underlying inflation low and returning to investment grade, meeting the 
inflation and interest rate criteria will be challenging given the impact of external 
shocks and uncertainty surrounding the level of the reference values for the 
Maastricht criteria. Joining the euro would be beneficial for the Latvian economy: 
exchange rate risk would be eliminated, financial market stability should improve, 
and interest rates should fall. The authorities should continue their strong policy 
implementation to increase the chances that the Maastricht criteria for euro adoption 
are met sustainably.  
 
"The IMF team would again like to thank the authorities for their generous hospitality 
and frank discussions during the mission, the many social partners and non-
government officials who made time to meet with us, and to the Mayor of Salacgriva 
for hosting us and for showing us examples of sustainable development projects."  
 
100. Varga reportedly set to head Hungary's central bank 
bne 
May 16, 2012 
 
Mihaly Varga - the close confidante of Prime Minister Viktor Orban who was 
appointed chief negotiator with the International Monetary Fund and the European 
Union last week - is set to lead either the Hungarian central bank (MNB) or a new 
independent finance ministry, local media reports. 
 
Citing an unnamed government official, news Website Nol said claims that Varga will 
be appointed to lead the MNB come the end of Andras Simor's current tenure as 
governor in March 2013. Certainly, Orban will want a loyal figure in the post, having 
clashed with Simor - who was appointed by the preceding Socialist-led government - 
on numerous occasions, mainly over the central banker's refusal to lower key rates 
and tendency to criticize the Fidesz government's economic policy. 
 
The face off has caused Orban no little headache as he has attempted to circumvent 
Simor. Changes to the central bank act in January provoked a legal challenge from 
the EU, and remain the sticking point before the IMF will sit down to discuss a loan 
programme with Budapest.  
 



Varga may also be slated to become finance minister should Orban decide to set up 
an independent Finance Ministry, which is "doubtful," Nol cited the official as saying. 
 
101. Vilnius pushing labour market reform  
bne  
May 15, 2012 
 
  The Lithuanian government has offered the opposition and unions a deal which 
would see the minimum wage increased in return for labour market reform, including 
the right for employers to enforce retirement at the age of 65 and cutting mandatory 
holidays by close to 30%.  Prime Minister Andrius Kubilius said the government will 
agree on an increase of LTL50 (€14.50) in the minimum wage starting in July, in 
return for the measures, reports Elta. The rise would leave the the minimum monthly 
wage at LTL900 in 2013.   The deal is designed to encourage employers to take on 
more people, at higher wages, the PM said. "We want Lithuanian people to have 
more employment opportunities, Lithuanian business to create more jobs and be 
able to pay better wages." 
 
Vilnius suggests cutting the current minimum of 28 days holiday per year to just 20 
days, as well as lowering severance pay and the notice period for dismissal. 
Employers would also have the right to terminate a contract when an employee turns 
65.  
 
Kubilius claims that an unbalanced increase of the minimum wage could cut 
employment by up to 5%. In order to prevent that, business should feel more 
comfortable in creating new jobs. The only solution therefore is to liberalize 
employment regulation.  
 
 
 

SE CREDIT 
102. Discernible slowdown in Turkey 
BGC Partners  
May 15, 2012 
 
Growth slowed down significantly in 1Q12∑ March industrial production data showed 
a y-o-y increase of 2.4% bringing the 1Q12 industrial production growth to 2.8%. It 
is worth noting that industrial production growth was 14.4% in 1Q11, 8.0% in 2Q11, 
7.6% in 3Q11 and 6.5% in 4Q11. The industrial production, which has around 25% 
share in Turkey‚s GDP, confirmed that normalization of growth continued in 1Q12. 
We still think that this is a success, since Turkey achieves this growth in an 
environment where EU is in a serious debt crisis. On top of that, because of the Arab 
Spring Turkey‚s alternative export markets are still in trouble despite some recovery 
in the last two months. While we do not think that such a slowdown in growth will be 
sufficient enough to reduce the C/A deficit meaningfully, continuation of slower 
growth is positive for restoring Turkey‚s imbalances. 
 
We expect 2.5% y-o-y real GDP growth in 1Q12, but a contraction on a q-o-q basis∑ 
According to our growth tracker index, which consists of 12 different macro 
indicators, the recovery in economic activity, which started in late 2009, continued at 
a much slower pace in 1Q12. For instance, real y-o-y increase in consumer credit 
was 9% in end-1Q12 compared to 16% in end-4Q11, while auto sales contracted by 



around 25% in 1Q12. Our growth tracker index and GDP models suggest that real 
GDP growth was 2.5% in 1Q12 (official data to be released in early July). We should 
note that the 1Q12 GDP has around 22% share in total annual GDP and this is the 
smallest quarter in GDP. Consequently, while we do not think that one should read 
too much into 1Q12 figures about the 2012 GDP, economic activity continues to 
normalize. Our calculations indicate that there will be a seasonally adjusted q-o-q 
GDP contraction of close to 1% in 1Q12. We calculate that seasonally adjusted 4-
quarter rolling q-o-q GDP growth in Turkey will slow down further from 1.2% in 4Q11 
to 0.6% in 1Q12. Please note that this growth was 2.1% in 3Q11. 
 
We expect real GDP growth to be 2.8% this year... Turkish economy grew by 9.2% 
in 2010 and 8.5% in 2011 and our „Growth Tracker Index‰, which was very 
successful to predict the direction of the GDP growth in the last seven years, now 
indicates that 1Q12 GDP growth in Turkey could be even below our estimate of 
2.5%. However, past performance of our tracker index and GDP models tell us that 
GDP growth was 2.5% in 1Q12 (please note that the tracker index and our GDP 
models were hinting a 5.5% GDP growth for 4Q11 against the actual data of 5.2%). 
All in all, we foresee that Turkey‚s GDP growth will be 2.8% in 2012, which will 
enable the country to improve some portion of the C/A deficit. 
 
Further economic slowdown or decline in commodity prices are needed for a 
MEANINGFUL reversal in C/A deficit∑ Turkey‚s C/A deficit exceeded US$77 bn in 
2011, which was equal to 10% of GDP and now with depreciated TL, slower GDP 
growth and measures the C/A deficit will improve gradually this year. March C/A 
deficit was US$6.1 bn and in contrast to what we have seen in January and 
February, March data points to a much sharper y-o-y improvement in the C/A deficit. 
The rebalancing story is there, but we should also note that some one-off factors 
(such as the GE‚s dividend transfer after its Garanti stake sale to BBVA in March 
2011 inflated the C/A deficit in March 2011 by around US$1 bn) have played a role 
there too. According to our projection, Turkey‚s C/A deficit is set to improve from 
US$77 bn (10% of GDP) in end-2011 to US$68 bn (8.5% of estimated GDP) in end-
2012. Our analysis and projections continue to suggest that for a further 
improvement (towards 5-6% of GDP) Turkey has to do more in terms of slowing 
down GDP growth. Or we need a major collapse in global commodity prices (energy 
& non-energy). 
 
103. FDI inflow to Turkey up 8.2% in first quarter  
bne 
May 15, 2012 
 
Turkey's Foreign direct investment (FDI) grew by 8.2% in the January-March period 
compared to the same period last year, reaching $4.6bn, Turkey's Minister of 
Economy, Zafer Caglayan, said in a written statement, reports Dunya. 
 
Around 75.2% of the FDI came from the European Union, which means that Turkey's 
becoming a supply and production base for Europe, the Minister's statement read. 
 
The quarterly increase is a sign of more and larger-scale investments are on the 
way, he added. The new investment incentive that the government is planning is 
expected to significantly increase the FDI flows into Turkey.  
 
104. Improvement in the labor market persisted with lower pace in Turkey 
BGC PArtners 



May 15, 2012 
 
TURKSTAT released the unemployment data in Turkey for February (average of 
Jan12, Feb12, and Mar12) today. 
 
According to the data, unemployment rate in Turkey was 10.4% in February 2012 
compared to 11.5% in February 2011 and 10.2% in January 2012. 
 
We observe that compared to the y-o-y improvement speed of the unemployment 
rate, the improvement in the labor market lost momentum in February. 
 
It is also worth to note that labor participation rate declined compared to previous 
month and also compared to the same period of last year, which might not be good 
news. 
 
Meanwhile, seasonally adjusted unemployment rate started to increase slightly and 
reached 9.1% in February, which was 9.0% in January 2012. 
 
Unemployment rate in 2011 was 9.8% and we continue to foresee that it will be 
close to 10.5% this year under the assumption that GDP growth will slow down from 
around 8.5% in 2011 to 2.8% in 2012. 
 
The unemployment rate in February should not be a surprise for the CBT, in our 
view. 
 
105. Loan growth momentum continued in Turkey 
BGC Partners  
May 15, 2012 
 
Loan growth momentum continued to remain relatively strong, while y-o-y growth 
continued to slow down... 
 
The BRSA released its weekly loan data for the first week of May. 
 
According to the most recent data, y-o-y loan growth slowed down further from 
22.8% to 21.8% as of May 4, while the FX adjusted y-o-y loan growth also slowed 
down from 19.3% to 19.0%, which is the lowest reading since May 2010. 
 
When we look at the y-o-y consumer loan growth, which are mostly in local 
currency, we see a further slowdown from 19.6% to 19.1%. 
 
On the other hand, the CBT's proxy, which is the 13-week rolling loan growth (FX 
adjusted and loans to financial sector excluded), remained almost unchanged at 
around 19%, which is the highest level since August 2011 (see the graph below). 
 
The CBT stated that if this ratio remains around 10-15%, the Bank would feel 
comfortable. Consequently, if the high level of that loan growth momentum remains 
in the coming weeks, we think that the CBT will be forced to take additional 
monetary policy action. In fact, the CBT re-tightened its monetary policy and 
effective funding rate is around 10%. We foresee that this high level will be 
maintained for longer than expected. 
 
106. Outflow from the equity market continued last week in Turkey  



BGC Partners 
May 18, 2012 
 
Outflow from the equity market continued last week, whereas sizeable inflows into 
bond market continue 
 
1- EQUITY: In May 4-11, foreigners were net sellers of another US$74 mn. In April 
foreigners were net sellers of US$186 mn against net sellers of US$27 mn in March. 
Since the beginning of the year foreigners were net BUYERS worth of US$645 mn in 
the equity market. 
 
2- BONDS: The CBT data showed that foreign investors were net buyers of a 
whopping US$1,839 mn in that week, which was the largest weekly inflow into the 
bond market (mostly into the long end of the curve) since Apr-11. Since the 
beginning of the year foreign investors turned to net BUYERS of US$3,499 mn in the 
bond market. 
 
3- FX MARKET: TL depreciated by 0.9% in that week against the equally weighted 
exchange basket despite foreign inflows. We still think that cross-currency deals, 
options, structured products, repo transactions, custody definition problems and 
switches from fixed income to money market by foreigners complicate to form a 
relationship between the foreign flows & currency. Meanwhile, while since the 
beginning of the year we observe that locals bought FX by around US$8.0 bn. 
 
4- FX RESERVES: CBT‚s gross FX reserves increased from US$80.0 bn to US$81.2 bn 
(excluding gold worth of US$12.8 bn) as of May 11. 
 
TO SUM: On a 52-week rolling basis, net foreign inflows in the equity market 
recovered from -US$91 mn to +US$8 mn one week ago (its peak was +US$4.6 bn 
(Dec-10) in the last four years), while 52-week rolling net foreign inflows in the bond 
market increased to US$7.28 bn from US$4.35 bn (peak was US$18.5 bn in end-
April 2011). It is worth noting that the CBT started to release repo transactions of 
foreign investors as a separate item, which is good news, since it will enable analysts 
to see real inflows and outflows in the bond market, in our view. 
 
107. Small apartments also to see value added tax in Turkey 
<a href="http://www.hurriyetdailynews.com/" target="_blank">Hurriyet Daily 
News</a> 
May 18, 2012 
 
Turkey's Ministry of Finance is currently putting the finishing touches on a draft tax 
law for Turkish real estate, which would also apply the value added tax (VAT) to 
apartments less than 150 square meters. 
 
Under the new draft law luxury residence apartments could be taxed the 18 percent 
VAT even if they are only 40 or 50 square meters in size, which has those in working 
in the real estate sector feeling apprehensive. 
 
<a href="http://www.hurriyetdailynews.com/small-apartments-also-to-see-value-
added-tax.aspx?pageID=238&nID=21041&NewsCatID=346" target="_blank">Click 
to read more</a> 
 
108. Turkey's Ziraat Bank extends EUR100m credit line to Bosnia 



 bne 
 May 17, 2012 
  
  
 Turkey has agreed to provide a EUR100m credit line facility to support the 
development of the Bosnia and Herzegovina economy, through Turkish Ziraat Bank.  
  
 The facility is being placed through Turkish Ziraat Bank Bosnia and Bosna Bank 
International, which will each receive EUR50m. A memorandum of understanding 
was signed by the CEOs of the three banks during the Sarajevo Business Forum on 
May 16.  
  
 The funding will be used to fund investments into the agriculture and tourism 
sectors, to increase employment through SME and micro-lending.  
  
 ìHistorically speaking, this geographic region has been a very successful area for 
cooperation in many areas, but it has not reached a high level in the trade sphere,î 
Huseyin Aydin, CEO of Ziraat Bankasi, told delegates in Sarajevo.  
  
 ìWe have a huge potential to develop trade, which we hope will be realised with the 
improvement of economic relations between our countries. Ziraat Bankasi is fully 
aware of the important role we can play here.î 
  
 The credit line is also intended to support the sustainable return of refugees and 
internally displaced persons.  
  
 ìIt will contribute to helping displaced persons and refugees to go back to their 
original homes and find employment. By funding investments into agriculture and 
other sectors, the investment is not only helping displaced persons, but all people of 
BiH to raise their standard of living,î said Damir Ljubic, BiH's Minister of Civil Rights 
and Refugees. 
  
 
 


