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TOP STORIES CREDIT 
1. Latvia to Join Eurozone from 2014 
RIA Novosti 
February 17, 2013 
 
President Andris Berzins has signed into law a bill paving the way for Latvia to adopt 
the Euro from January 1, 2014, the presidential press office reported on Friday. 
 
Latvia's Sejm (parliament) approved the bill in a final reading on January 31, 2013. 
 
For the first two weeks after the euro's introduction from January 1, 2014, Latvia’s 
currency, the lat, will circulate simultaneously with the euro while change from 
payments in lats will be given in euros. 
 
ATMs will stop dispensing lats from the day of the euro's introduction. Banks will 
exchange lats for euros for six months from the euro's introduction. Currency 
exchange at Latvia’s Central Bank will have no time or volume limits. 
 
The prices of goods and services will be indicated in lats and euros for the first three 
months up to the country’s transition to the euro and for six months thereafter. 
 
A recent survey conducted by TNS pollster showed over 63% of Latvians disapproved 
of the euro's introduction, amid mounting problems in the eurozone. 
 
2. CBR's Hamletian dilemma 
Ivan Tchakarov of Renaissance Capital 
February 12, 2013 
 
Despite the chorus of complaint about high interest rates from president Vladimir 
Putin down, The Central Bank of Russia (CBR) on Tuesday stuck to its guns and left 
borrowing costs unchanged. 
 



Courage under pressure? Perhaps. The bank’s made no secret about its concerns 
over inflation, notwithstanding the slowdown in GDP growth. But could the decision 
have as much to do with politics as economics? After all, Putin is due to nominate a 
new central bank governor next month. 
 
The economic argument in favour of rate cuts is not hard to fathom. 
 
While the official Rosstat figure for 2012 Russian GDP of 3.4 per cent (4.3 per cent in 
2011) may not conjure up images of dizzying heights, we are of the view that this 
respectable performance given the significant headwinds that Russia faced last year 
(Russia outperformed EM peers with relatively similar per capita income levels 
including Poland, Brazil and Turkey). 
 
Still, the trajectory of Russia’s economic performance has been steadily 
deteriorating. While GDP growth was racing in 1H12 at 4.5 per cent YoY, it lost some 
lustre in 2H12 at 2.4 per cent YoY and there are visible signs that this weakness will 
extend to 1Q13. 
 
The call for lower rates to help cushion the cyclical slowdown also coincides with the 
government arguing that social stability may only be preserved if the economy were 
to grow at 5 per cent in the medium term- a goal that the government has now 
officially embedded in its economic programme. 
 
The CBR seems to disagree. It is now trying to increasingly target inflation, which is 
currently running at levels (7.1 per cent YoY in January) above its 2013 target (5.0 
per cent – 6.0 per cent). Furthermore, the CBR is also arguing (with deputy governor 
Alexey Uluykaev to the fore) that the current pace of economic growth (3.5 per cent) 
is broadly in line with potential growth, so the CBR can’t really do much to help 
accelerate GDP growth. 
 
But it is not the economics that we find exciting. There is institutional dynamics that 
makes CBR’s Hamlet-like dilemma ‘to cut or not to cut’ an exhilarating spectacle to 
watch. 
 
In June the current CBR governor, Sergey Ignatiev, steps down. By March President 
Putin needs to propose a replacement for the Duma to voted on. Amid a lot of 
speculation, Ulyukaev is considered the most likely candidate to succeed to the helm 
of the CBR. 
 
This puts Ulyukaev and the CBR on the horns of a dilemma. If Putin is the one that 
ultimately calls the shots, Ulyukaev’s seemingly firm position against rate cuts 
(further reinforced by Tuesday’s CBR decision to hold rates unchanged) may lead 
Putin to choose a more malleable successor to ensure easier monetary policy. 
 
But, if the CBR were to cut rates just before the change of governor, this would 
definitely be taken as a tell-tale sign of the CBR yielding to political pressure. 
 
One way to reconcile the political economy tangle is to assume, in the true spirit of 
Kremlin brinkmanship, that the spats between politicians and central bankers are 
just a well-calibrated game. 
 
Putin probably understands well the importance of having an independent central 
bank, as he is often congratulated (even by such sticklers for macroeconomic purity 



like the IMF) on the position of the CBR as one properly-working institution in the 
country that has masterfully navigated the shallow waters of post-crisis recovery. 
 
Therefore, he may very well propose Ulyukaev as the new CBR Governor in March 
and the Duma may accept the proposal. Once this is done, the incoming head of the 
CBR may suddenly announce that the economy is actually recovering a bit slower 
than anticipated, while inflation has started to come off – ie the perfect time to 
initiate a rate-cutting cycle. 
 
Such a scenario will have the both sides happy.It will have the benefit of enhancing 
the image of an independent central bank by demonstrating its success in resisting 
political pressure during the succession, while achieving the Kremlin’s objective of 
lowering interest rates. 
 
3. Ukraine Faces ‘Serious Challenges’, IMF Says 
bne 
February 13, 2013 
 
Talks have ended badly between Kyiv and the IMF, which was  in town to negotiate a 
new standy by deal. The team said this week that it may return in the second half of 
March for more talks as the country “faces serious challenges,” Christopher Jarvis, 
Mission Chief for Ukraine, said today in an e-mailed statement.  
 
“Large subsidies on gas and heating for households continue to undermine Ukraine’s 
budget and its balance of payments,” Jarvis said. “In the absence of corrective 
policies” Ukraine’s economy may grow 0 percent to 1 percent, he said.   
 
This slow growth (the EBRD also recently downgraded Ukraine growth outlook for 
this year to 1%), may even be the best case scenario and it clashes violently with 
the Ukranian government’s own 3% forecast.  
 
Tim Ash of Standard Bank said in a note: “The government is clearly eager to spin all 
this in a positive way, I.e. to play the IMF game some more so as to keep investors 
sweet, but as Jarvis mentioned there are still significant policy differences between 
the two sides, read likely gas prices, FX policy and macro assumptions underlying the 
budget.”  
 
Ash went on to call the government’s 3% growth expectation “pie in the sky.”  
 
“I would tend to think that there is a high risk of a delays- depending on market 
financing available. If the government has to go to the IMF for a programme, guess 
they will want to delay this until after the annual heating season ends on April, so 
that if they have to increase gas prices as a prior action for a new programme then 
at least the political hit can be delayed somewhat,” said Ash.  
 
On February 11, David Lipton, First Deputy Managing Director of the IMF, joined the 
discussions. At the conclusion of the visit, Christopher Jarvis, Mission Chief for 
Ukraine, issued the following statement today in Kyiv: 
 
“Ukraine faces serious challenges. Economic activity sharply slowed down in the 
second half of 2012 as a result of deteriorating trade conditions and uncertainties in 
global financial markets. Also in 2012, the current account deficit widened rapidly 
and the fiscal accounts deteriorated. Large subsidies on gas and heating for 



households continue to undermine Ukraine’s budget and its balance of payments. In 
the absence of corrective policies our forecast for 2013 is growth of 0-1 percent and 
a high current account deficit that leaves Ukraine vulnerable to shocks. 
 
“With better policies Ukraine can achieve better outcomes. We have made significant 
progress toward reaching understandings with the authorities on policies which will 
bring down the budget and current account deficits, strengthen reserves and create 
jobs and growth. Important policy issues remain outstanding, and further technical 
work needs to be completed. We expect the mission to return to Kyiv in March to 
continue the discussions.” 
 
4. Belarus’ economy through the worst 
bne 
February 15, 2013 
 
The Belarusian economy grew by 3.1% in January, one of the best performances in 
the CIS, and posted its first trade in goods surplus in decade as the country emerges 
from the crisis.  
 
January was a good month for Belarus with after the economy expanded by 3.1% 
year-on-year, reports BelTA.??Industrial output was up by 0.4%  with innovative 
products (mainly software exports) accounting for 20.1% of all innovative products 
shipped in January.?? 
 
And the country posted a $100m surplus in foreign trade in goods for the first time in 
the past decade, Deputy Foreign Minister of Belarus Alexander Gurianov told a 
session of the Council of Ministers of Belarus on 13 February, BelTA reported. 
 
“Some important changes took place in foreign trade in 2012. They became a 
springboard for the further growth. We reached a balance in commodity trade by 
means of a faster expansion of export compared to import. Thanks to that, we 
reached an over $100m surplus in foreign trade in goods for the first time in the last 
decade,” Gurianov said. 
 
The government unusually hit its trade targets for the year for the first time ever 
with total turnover of an estimated $100bn.  
 
“The import of goods was optimized. The aggregate commodity import insignificantly 
increased compared to the previous year due to the efforts to maintain modest 
appetites for intermediate and consumer import and efforts to promote import 
substitution,” he said. 
 
Export were up by 13.5% in 2012 in terms of physical volume.  
 
“If we do not take into consideration oil products and solvents, Belarus increased the 
export of traditional industrial and agricultural export commodities,” Gurianov said. 
 
The newly formed  Customs Union and the Single Economic Space played an 
important role in the Belarus’ export growth, with exports to Russia growing the 
fastest, up by $1.8bn, with growth in exports to Kazakhstan in second place, up by 
$130m. Together the members of the Customs Union now account for the bulk of 
Belarus’ exports of commodities of the processing industries, Gurianov said. 
 



Still, like all the other countries in the region, trade volumes slowed at the end of 
last year pulling down the average export price index stood at 100.1% year-on-year, 
despite the increase in physical volumes.  
 
5. Ukraine's cabinet expects moderate devaluation in 2014-2015  
Foyil Securities 
February 12, 2013 
 
Ukraine’s government expects the hryvnia exchange rate will average UAH 8.5/USD 
1 in 2014-2015, according to a Eurobond prospectus. In 2013 the official forecast 
stands at UAH 8.4/USD 1. Furthermore, the government budget envisages a GDP y/y 
growth of 3.4%, headline y/y inflation of 4.8%, and budget deficit of 3.2% of GDP. 
In addition, as part of a program to shore up the economic growth, the government 
will guarantee banking loans for a total of UAH 30.0bn for implementation of small 
and medium business projects worth up to UAH 10.0m each. Our view: The 
government’s view of the exchange rate for the coming years is rather optimistic, as 
it implies only 4.7% devaluation during the next three years. We believe that the 
budget deficit of 3.2% of GDP and weak economic growth will weigh on the national 
currency. Moreover, the persistent external trade deficit makes devaluation risks 
more pronounced. 
 
Oleksandr Lozovyi 
 
6. Foreign demand needed to cover rise in CEEMA debt issuance in 2013 
RBS 
February 13, 2013 
 
   We estimate total gross issuance for 2013 in the main CEEMEA region of 
USD235bn, up 15% from 2012. 
     
   Debt raised will once again be dominated by local compared to hard currency, with 
the former estimated to account for 84% of total issuance. This will represent a 
similar distribution to 2012. 
     
   The issuance split between hard and local currency will differ across the region 
however, with Turkey planning to issue over 90% in local currency, while Hungary is 
aiming for a more even distribution (55% local). 
     
   Local issuance is set to rise by 17% from 2012 levels, while external issuance 
should remain relatively unchanged. The increase in local issuance is being driven by 
a surge of supply scheduled in Turkey. 
     
   In 2012, non-resident holdings of local government bonds increased for many 
countries across the region. We expect this trend to continue in 2013, with Russia 
and Romania in line to benefit the most. 
     
   We expect strong demand for the uptick in supply, especially given that the larger 
issuance will be focussed towards local currency. EM local bond yields remain 
relatively attractive when compared to DM yields and FX risk is becoming less of a 
concern at a time of strong inflows to EM equities. 
     



   This view is supported by the recent flow data provided by EPFR, which indicates 
that inflows into local currency bond funds are the highest in 79 weeks. Please see 
EM Flow Monitor | The EM Rotation, for further details. 
     
   Treasuries in the region are likely to take advantage of strong inflows into local 
currency bond funds by exceeding local issuance targets, and as a result, cover some 
of their hard currency needs. Appetite for hard currency bonds appears to be fading 
following the impressive performance of the asset class in 2012.  
 
Key country developments 
   Hungary - Hungary successfully placed Eurobonds in the market this week for the 
first time since May 2011, totalling USD3.25bn. 
     
   Poland - Following impressive pre-financing, 50% of 2013 local financing needs are 
set to be met in Q1. 
     
   Turkey - Almost 50% more local issuance is planned in 2013 compared to 2012, 
which will be a headwind to a bond rally. 
     
   Russia - We expect a high wave of non-resident demand for OFZ bonds as they 
have finally become Euroclearable. This should lead to a further compression of 
yields. 
     
   South Africa - South Africa should comfortably meet its local bond issuance target 
of ZAR126bn ahead of the fiscal year end (31st March 2013). 
     
   Israel - We estimate 2013 gross issuance needs of ~ILS80bn, up from the 
~ILS63bn raised last year. 
     
   Romania - Issuance is likely to be frontloaded to take advantage of increased 
demand following the recent JPM GBI-EM Index inclusion announcement. 
     
   Czech Republic - Above target local issuance in 2012 helped build up fiscal 
reserves and take pressure off 2013 financing needs. 
     
   Croatia - Croatia has very modest foreign currency financing needs in 2013, with 
no external bonds maturing. As such, it is possible that it does not tap international 
markets this year. 
     
   Latvia - We expect issuance for 2014/15 EC/WB repayments to be pre-financed, 
estimating hard currency issuance of at least USD2bn this year. 
     
   Lithuania - Remainder of external financing requirements are set to be covered in 
the domestic market following the EUR400mn re-tap last month. 
     
   Serbia - The Finance Ministry announced that it plans to issue USD2bn of foreign 
debt in international markets this year, with USD1bn in 7yr debt expected as soon as 
this month. 
     
   Slovenia - We expect the government needs to raise ~EUR3bn in international 
markets this year, less than the previously announced EUR4bn issuance, thanks to 
the bad bank plan. 
 



7. Hungary catches the wave in international debt market return 
bne 
February 13, 2013 
 
Hungary finally got off it first international debt in nearly two years on February 12 
as it rode the continued wave of liquidity to raise $3.25bn from the sale to 5- and 
10-year bonds, despite the breakdown of talks over a bailout with the IMF. 
 
Budapest sold $2bn worth of 10-year paper at a yield 345 basis points above US 
Treasuries, while a $1.25bn in 5-year bonds sold at a spread of 335bp, reports 
Bloomberg. Both issues tightened 10bp below initial pricing, to offer spreads 
unimaginable six months ago. 
 
Back then, Hungary was locked in recession, struggling under the highest debt 
burden in CEE, at odds with banks and investors, legally challenged by the EU over 
constitutional changes, and failing to get the IMF to even talk to it over a bailout. 
None of that has changed much, but the hunt for yield around the globe has boosted 
Hungary's yields and the forint over the last few months.  
 
Long suspected of "doing a Turkey" - claiming to be after a loan program from the 
IMF in order to keep the markets off its back until it could regain access to the 
international markets - Budapest grew more belligerent with the Washington-based 
lender in late 2012 as it watched its Visegrad peers recording record low yields. That 
saw the IMF back off, but the pressure of the cash from the Fed and European 
Central Bank - as well as fiscal management measures enforced by Brussels - kept 
the markets calm. 
 
However, the country's first return to the international markets since May 2011 was 
always the real test. With Hungary facing a huge repayment schedule of €5.1bn this 
year - much of it to the IMF under a 2008 loan - and dwindling international 
reserves, a tap of the first quarter emerging market rally has been on the cards for 
some time. 
 
However, the proof is in the pudding, and analysts welcomed the fact that Budapest 
has finally got the issue away, saying they expect the effects of the sale to grow. 
"Hungary has covered 40% of its FX refinancing needs this year ($7.5bn in total)," 
point out analysts at Equilor. "[The forint] appreciated on the leaking information 
yesterday and we still expect some further strengthening."  
 
At the same time, Erste points out there are still significant risks to the currency, in 
particular concentrated on the ongoing easing cycle being force through the central 
bank and the naming of a new governor in March. "In the short run, this could 
trigger some appreciation on Hungarian markets," they admit. "However, we think 
that the longer-term outlook for the forint and 10-year yields remains uncertain, 
given the continued rate cuts and the still unknown steps of the new leadership in 
the central bank. We expect 10y yields to rise to 6.7% and EUR/HUF to be around 
295 at years-end." 
 
Hungary has benefited "tremendously" from the "global tide" of liquidity and the 
government's fiscal commitment, Iryna Ivaschenko, the IMF's representative in 
Budapest said according to Bloomberg. However, she added, the country remains 
"susceptible to sudden changes in investor sentiment." 
 



8. IMF down on Montenegro following trip  
Tim Ash, Standard Bank 
February 15, 2013 
 
The IMF released the following press release on the conclusion of the latest staff visit 
to Montenegro, and the overall message is hardly encouraging, i.e. the economy and 
policy makers face very significant challenges. 
 
“Economic activity in Montenegro stalled in 2012 as a result of severe weather and a 
sharp slowdown in metals production. The economy is now facing growing 
vulnerability from the persistent fiscal imbalances that have resulted in a rapid 
increase in public debt in recent years. In 2012 the fiscal deficit exceeded the revised 
target, resulting in an increase in public indebtedness. While there has been 
considerable progress in stabilizing the banking system, lending continued to 
contract, though at a declining rate, as banks remain hampered by a high level of 
problem loans. 
 
“A modest recovery in economic activity is expected in 2013, but the outlook 
remains constrained by the problems in the metals sector and the challenging 
international environment. Fiscal buffers are exhausted and thus budgetary 
consolidation is an urgent priority as it will lower the government’s borrowing need 
and reverse the upward trajectory of public debt (as also recognized by the 2013 
budget). The government has adopted some fiscal measures to underpin the budget 
and has strengthened efforts to reduce the grey economy. Nevertheless, tangible 
and significant additional spending and revenue measures would be needed to 
achieve the 2013 budget deficit target. This would also constitute an important step 
toward the multi-year fiscal consolidation needed to restore fiscal buffers and 
preserve medium-term fiscal and debt sustainability. Improvements in judicial and 
administrative procedures would help in addressing the resolution of problem loans. 
Further progress on the structural reform agenda would complement fiscal 
consolidation and ensure economic growth is put on a sustainable footing. 
 
“The IMF team thanks the authorities for open and constructive discussions and looks 
forward to continuing the dialogue during the upcoming 2013 Article IV 
consultation.” 
 
Montenegro’s problems relate to its position as a small, open economy, which is 
reliant on tourism and a single large industrial plant (aluminium) which has been in 
difficulty in recent years. Pre-Lehman the economy enjoyed a high growth rate 
(10.7% YOY in 2007, and 6.9% in 2008) fuelled by foreign bank funded FDI into the 
real estate sector, which fuelled a real estate/construction boom. Lehman stalled the 
funding and growth. But subsequently Montenegro has been saddled with high levels 
of external debt, and with weak growth/recovery, the sovereign has been struggling 
to rein in the fiscal side, and address structural vulnerabilities in the banking sector, 
as reflected by high NPLs (~15%, after peaking at 25% post Lehman). 
 
Data is hard to come by on Montenegro, but herein a few figures for those with an 
interest:  
 
* Real GDP growth - slowed to around 0.5% YOY in 2012, from 3.2% YOY growth in 
2011, and the pressure still seems to be in a downward direction given pressures 
towards bank deleveraging, and further fiscal consolidation plus continued problems 
in the industrial sector, particularly with respect to the aluminium smelter. 



 
* Inflation - has picked up pace, reaching around 5.2%, i.e. more than doubling over 
the past year.  
* Public finance - the deficit is running around 4% of GDP, but there continues to be 
upward pressure on public sector debt ratios which stand at around 50% at present 
but have risen twenty percentage points since Lehman.  
* External sector - A key vulnerability remains the huge current account deficit, 
which stands around 20% of GDP, which is now only half covered by net FDI (mostly 
real estate sector related) and has been covered by rising levels of external 
indebtedness. The external debt/GDP ratio thus stands at around 110%, and remains 
on a rising, and seemingly unsustainable, trend. Now the plus is that Montenegro is 
fully Euroised, so FX risk is limited to an extent. That said this level of external 
indebtedness seems unsustainable given the weakening growth outlook and balance 
sheet cleansing seem inevitable and could be disruptive to the broader economy. 
 
Interestingly Montenegro 15s and 16s appear to trade imperviously to all the above, 
perhaps helped by the flush global liquidity conditions and the illiquidity and tightly 
held nature of these instruments. Still the yield of 5.2-5.5% does not seem to 
adequately price the risks, at least in my view. 
 
9. IMF wary of new Lithuanian government 
bne 
February 11, 2013 
 
The shift of focus in Lithuanian austerity measures by the recently-appointed 
government from spending cuts to boosting growth and revenue earned the backing 
of the International Monetary Fund on February 11. However, the lender makes it 
clear in its latest report on the country that it's cautious over the move.  
 
"Lithuania has the lowest revenue-to-GDP ratio in the European Union, and there's a 
lot of scope to shift the adjustment more to the revenue side," Julie Kozack, the 
head of the IMF's country mission, told a press conference, according to Bloomberg. 
However, she also noted: "It's very important for Lithuania to continue to rebuild its 
fiscal buffer."  
 
Lithuania's previous centre-right coalition earned praise from many quarters for its 
response to the 2009 crisis, which sucked the country into a quagmire. With 
austerity all the rage across Europe as the Eurozone crisis took a grip in early 2012, 
the Baltic state was held up as an example, given its progress in quashing it deficit 
from 9.4% in 2009 to below the EU threshold of 3% last year. 
 
However, the second half of 2012 saw a shift in mood, as harsh austerity provoked 
outrage in many countries, and clearly began to impact growth. Many European 
governments have since shifted the emphasis to curtail some spending cuts in a bid 
to stimulate growth. 
 
Prime Minister Algirdas Butkevicius took office in December after his Social Democrat 
party won elections on pledges to end the previous harsh austerity preached by his 
predecessor. There were better ways to continue fiscal discipline, he said at the time. 
 
Given regional precedents, that's clearly a concern for the naturally hawkish IMF, 
even though the PM has also promised to reduce the deficit to 2.5% of GDP in 2013, 
and continue on course to join the euro in 2015. 



 
Looking slightly south, Butkevicius draws easy comparisons with Slovak Prime 
Minister Robert Fico - another left-leaning populist who has pledged to stick to tough 
fiscal targets. Bratislava is currently struggling to hit the revenue targets set last 
year for new taxes on companies and high earners with a view to leveraging 
economic growth.  
 
Despite the IMF pronouncements at its press conference, a quick look at the report 
reveals it is actually fairly wary of the new government. "The 2013 budget 
appropriately targets a further reduction in the deficit to 2.5% of GDP, but a focus on 
high quality measures is needed," the report warns. "This deficit target balances the 
need for further consolidation with supporting the recovery amid slowing growth. 
Overall, we project a fiscal deficit of 2.6% of GDP in 2013. At the same time, the 
quality of fiscal measures has weakened over time and the consolidation now relies 
mainly on one-off measures or extensions of temporary measures." 
 
Above and beyond the over-riding issue of its reliance on exports to the Eurozone, 
many of the problems in Slovakia are largely due to falling investment, and in 
particular persistent unemployment. The IMF report warns of similar issues in 
Lithuania.  
 
"Future economic growth will depend critically on boosting investment," it says, 
whilst also calling a reduction in unemployment a key priority. "Although the 
unemployment rate has been falling, structural unemployment appears to be high 
and emigration poses additional challenges," the report adds, clearly concerned that 
the labour market can be a first port of call for populist administrations. 
 
Echoing changes to Slovak labour codes that analysts say have impacted an already 
weak employment picture, one of Butkevicius' very first moves was to raise the 
minimum wage. "While the recent large increase in the minimum wage can probably 
be accommodated given past productivity gains, there is a risk that it will feed into 
general wages and inflation and erode competitiveness," the IMF warns. "More 
generally, it will be important that wage growth does not outpace productivity 
growth going forward." 
 
The IMF report notes several other issues, including deepening fiscal reforms and 
strengthening the financial sector to support growth as vital reforms for the new 
Lithuanian government. "Further reform of the pension system to ensure its long-
term sustainability is also needed," it points out.  
 
Plans to boost revenue center on promoting investments to stimulate growth and 
fighting tax evasion in the form of smuggling and illegal wage payments, Butkevicius 
said at the news conference.  
 
10. Latvia was the fastest growing EU economy in 2012 
Swedbank 
February 11, 2013 
 
As we had forecast, in the last quarter of 2012 the Latvian growth slowed somewhat, 
but still remained very strong. Namely, quarterly GDP growth slowed to 1.3% (down 
from the recent peak on 1.7% a quarter before) or 5.1% vis-à-vis the last quarter of 
2011.  
 



Manufacturing was up by 1.8% in quarterly terms (seasonally adjusted) or nearly 
8% in annual terms. Lion's share of it was exports, where the weakness of Latvia's 
major trade partners such as Germany was compensated by extending to previously 
less penetrated markets in Europe and elsewhere. Exports were also temporarily 
boosted by historically high grain crop. Household optimism continued to inch up _ 
retail turnover marginally shrunk in quarterly terms, but due to growth being 
accumulated throughout the past year it still meant that retail was nearly 10% above 
its previous year's level. If historical data series will not be revised, today's flash 
estimate published by Central Statistical Bureau of Latvia suggests that GDP growth 
last year was faster than the year before. Namely, about 5.6% compared to 5.5% in 
2011.  
 
Outlook 
Yet, with the weakness in the European economy, we expect Latvian growth to 
continue to slow down this year. While household consumption has been strong, the 
major underlying factor behind growth is exports. Export success has been driven by 
the hard-won competitiveness gains during the recession. Yet, these gains are 
gradually waning as other crisis hit economies in Europe cut their wages and 
employment. For Latvia such measures are not viable any more unless very negative 
global scenarios play out. Hence, competitiveness must be retained in other more 
difficult ways. For instance, by investing in new products, more efficient processes, 
access to other export markets. In this respect the very fast slowdown of gross fixed 
capital formation last year - down from 40% annual growth in 1Q 2012 to just 2% in 
3Q - is worrisome.  
 
While global uncertainty is still high, the recent confidence indicators suggest that 
the worst is behind us and further sharp worsening is not very likely. Of course, 
cautiousness must be retained and possible negative risks born in mind, but 
investments are very important for ensuring future growth.  
 
GDP growth is expected to keep slowing down in the near quarters and speed up 
again only when the European economy gains traction, which we expect in 2H 2013 
or 1H 2014. We forecast growth to reach about 4% in 2013. If this is the case, 
Latvia will be one of the fastest growing EU economies also this year. 
 
11. New Big Mac Index shows ruble is undervalued  
bne  
February 8, 2013 
 
According to the Big Mac Index, the ruble is one of the world's three most 
undervalued currencies. 
 
The Economist published a new Big Mac Index. It shows that a Big Mac hamburger 
cost $2.43 (RUB72.88) in Russia in January versus $4.37 in the USA. It means that 
the ruble is 44.5% undervalued.  
 
The most undervalued currencies are the rupee (India) and the rand (the Republic of 
South Africa). 
 
12. Russia’s external debt added record 22% in 2012 
RT 
February 14, 2013 
 



Every Russian citizen owes the equivalent of $4,200 after the country’s total external 
debt skyrocketed to $624 billion during the last year, according to official data. 
 
It appears that Russia is good at amassing not only its gold reserves, but also 
debt.The country’s total foreign debt reached a new height of $614 billion in 2012, or 
10.5% of country’s GDP, Russia’s Audits Chamber’s report says. This is 16.1% more 
than the country’s gold and foreign currency reserves. Debt servicing in 2012 
amounted to over $1 billion.  
 
This amount is equal to what Russia spends on housing and public utilities, culture 
and filmmaking combined, according to the Audits Chamber’s Chairman Sergey 
Stepashin.  
 
The Audits Chamber is concerned about the country’s corporate debt, which also 
grew significantly. In 2013 eleven companies with state participation will be 
subjected to a check on the effectiveness of their debt policies, according to an 
auditor at the Audits Chamber Nikolay Beskhmelnitsyn, Novaya Gazeta daily reports. 
 
But things are not as bad as they sound according to expert estimations. 
 
"The share of the corporate sector accounts for about 90% of the total external debt 
of the Russian Federation,” CEO of the company" 2K Audit – Business Consulting / 
Morison International Tamara Kasyanov told Nezavisimaya Gazeta.  
 
Thus, the average burden on each Russian comes to just over $400. Certainly, 
average Russian is not responsible for Gazprom's huge debts for the South Stream 
gas pipeline project to southern Europe, or the billions of dollars Rosneft has to pay 
to BP for buying its share of TNK-BP. 
 
Some experts believe the new corporate debt figures are not something to be afraid 
of.  
 
“We could start to worry if the cumulative credit volume gets more than 80-100% of 
Russia’s GDP. But the current volume is 30%, it’s not much by international 
standards,” head of investment division at Solid company, Mikhail Korolyuk, told 
Nezavisimaya Gazeta.  
The debt of $624 billion is insignificant for the scale of Russian economy, it’s less 
than 20% of GDP, believes analyst from Aforex Narek Avakyan.  
 
“To compare, government foreign debt of Germany is around 65% of its GDP. China, 
which has over $3.5 trillion in gold and foreign currency reserves, has the debt of 
22% of its GDP. In France this figure is more than 100%, and this is without 
corporate debts,” Avakyan told Nezavisimaya Gazeta.  
The world’s leaders by external debt (the total public and private debt) are the 
European Union and the United Stateswith over $16 trillion debt each. Particularly, 
the US National Debt has ballooned to over $16.5 trillion. With the US population of 
around 300 million, that comes to $55,000 per person. 
 

CREDIT NEWS 
13. Russia bond issuance outlook 2013 
RBS 
February 14, 2013 



 
$7bn is likely be raised externally in a singe placement. This was suggested by 
Finance Minister Storchak recently, with the total amount in line with Debt 
management Agency forecasts.  
 
Euroclear announcement paves the way for a flood of non-resident investment into 
local government debt. Euroclear targets the share of foreign ownership in OFZs to 
rise to above 25% in the medium term from the current 6.5%. Such an increase 
implies an inflow of at least $22bn.  
 
In 2013, demand for OFZs will likely outstrip supply given the modest size of the 
local sovereign debt pipeline. According to the Finance Ministry, as of end-2012, the 
total amount of OFZs in circulation reached RUB 3,575bn, up from RUB 2,903bn as 
of end-2011. Given the targeted level of RUB 3,918bn as of end-2013, net issuance 
is planned to reach only RUB 343bn this year, or only about a half of last year's net 
issuance (RUB 672bn). The long-awaited announcement by Euroclear should now 
provide a boost for demand.  
 
OFZs should be attractive to investors as they may offer positive real yield. Yields 
have been mostly positive in recent months, except for a brief period in December-
January when inflation temporarily went up. In January, headline CPI came out a tad 
above official expectations at 7.1% year-on-year, mainly on the back of planned 
hikes in excise taxes and transportation tariffs. We believe that headline inflation 
should descend to its target range of 5-6% sometime in Q2 2013. This suggests that 
yields could remain in the positive territory.  
 
14. Russia’s Producers Maintain Confidence in Russia’s Economy  
UralSib 
February 13, 2013 
 
Manufacturing growth drops to three-year low in December 2012 
 
Rosstat published figures, which showed industrial production decelerated to only 
1.4% year-on-year growth in December; moreover, manufacturing, which has been 
the primary driver for industry since November 2009, decelerated to 1.5% year-on-
year growth, the weakest level since 2009. In December industrial production was 
supported by utilities which surged to 4.7% year-on-year growth (after contracting 
2.6% year-on-year in November) due to the abnormally cold weather.  
 
Despite weak growth in manufacturing, real GDP accelerated to 2.4% year-on-year 
growth after 2.1% year-on-year in November due to the better performance in 
agriculture (1.4% year-on-year growth after contracting 9.5% year-on-year in 
November), transport (0.9% year-on-year growth after 0.5% growth in November), 
construction (1.6% year-on-year growth after 0.6% year-on-year growth in 
November), and retail trade (5% year-on-year growth after 4.4% year-on-year in 
November). Despite the slowdown in manufacturing, real incomes (up 4.9% year-on-
year) and retail lending (up 39.4% year-on-year) grew strongly, which supported 
consumer demand.  
 
but producers maintain confidence in Russia’s economy. Despite the sharp 
deceleration in manufacturing in December, producers remained optimistic about the 
economy at the start of the year. In particular, the%age of heads of organizations 
expecting output to grow in the next three months exceeded the%age of those who 



expect output to contract by 23 ppt in January versus only 9 ppt in December. 
Although we think that economic growth will remain below its potential over the next 
few months, we expect the economy to accelerate to 3-3.5% year-on-year growth in 
2H13 provided that, as the recent macro data indicate, Europe starts to gradually 
emerge from recession. At this point, we reiterate our 2013 growth forecast of 3.1%. 
 

 
 



 
15. Eurobond delay on favorable market conditions means losses for Russia 
bne 
February 13, 2013 
 
Bureaucratic wrangling has held up Russia's borrowing plans, postponing a dollar 
Eurobond placement for at least three months, Deputy Finance Minister Sergei 
Storchak has told Reuters.  
 
Markets and investors had expected Moscow to soon raise as much as $7bn, or the 
whole of the 2013 borrowing plan, on international markets. 
 
But jostling between the ministries in charge has put a halt on the plans for now. 
 
"We have not yet chosen them (lead managers). We are still in the process of 
negotiations with the Economic Development Ministry," Storchak said in an interview 
with Reuters. 
 
"They (Economy Ministry) have not supported our approach on the organization of 
this process. When are we going to come to an agreement — I don't know." 
 
Russia's level of sovereign debt, at around 10% of GDP, does not compare to that of 
Greece's more than 160%, or Japan's 200%. The longer Russia waits the greater the 
chance that it will have to pay a higher yield, as improving investor sentiment 
globally leads to less demand for the safe-haven U.S. bonds that provide a 
benchmark for Russia's Eurobonds. 



 
"If there's a pick-up in the American economy, the yields on U.S. Treasuries will be 
higher and higher going forward," said Dmitry Dudkin, fixed income analyst at 
Uralsib in Moscow, cited by Reuters. 
 
"Dramatically higher yields are highly unlikely, but something in the area of 2.5% for 
10-year Treasuries is achievable. That will put additional pressure on Russian 
government debt." 
 
Yields on Russia's benchmark Eurobond maturing in 2030, the so-called Russia-30, 
hit a historic low of 2.5% last month. On Friday, the bond traded at 3.09%, with a 
rise in yields in the last few days following a general movement in the U.S. 
Treasuries. 
 
"If you look at the longer horizon, the graph of Russia-30 for instance, yields below 3 
percent, or 3% yields, were never seen before," Dudkin said.  
"So the quicker they launch (the issue) the better. It is a pity (for them) that they 
are delaying it." 
 
16. Euroclear to start operations with Russian municipal and corporate 
bonds in March 
bne  
February 13, 2013  
 
Belgian financial service provider Euroclear Bank will start servicing clients holding 
Russian municipal and corporate bonds in March through an account with the central 
depository, Chairman Frederic Hannequart said, according to Prime. 
 
Hannequart said that Euroclear had already received an approval from the regulator 
and is in the process of launching operations. 
 
“We are analyzing the taxation and information disclosure issues,” he said. 
 
On February 7, Euroclear Bank started servicing fixed-rate OFZ bonds on the over-
the-counter market and will launch the service on the stock market in March. 
 
17. Hungary Dollar Bond Confirms Market Access  
Fitch 
February 14, 2013 
 
Hungary's return to the international bond market after 20 months indicates that the 
country can meet its fiscal and external financing needs in 2013-2014 without 
putting undue strain on domestic capital markets, Fitch Ratings says.  
 
It confirms one of the assumptions made when we revised the Outlook on Hungary's 
'BB+' rating to Stable from Negative in December: that Hungary retains sufficient 
access to international bond markets to roll over maturing foreign-currency debt in 
2013. Hungary has now financed over two-thirds of the EUR5bn in FX debt it needs 
to repay in 2013, including EUR3.8bn of repayments to the IMF.  
 
International issuance means Hungary need not rely on a further increase in non-
resident participation from already historically high levels for fiscal financing this 
year.  



 
A deep domestic capital market gives Hungary the capacity and fiscal financing 
flexibility to meet sovereign debt obligations in the face of market adversity. The 
country had met its growing fiscal financing requirement in 2012 (11.3% of GDP, 
versus 4.4% in 2011) without recourse to external borrowing, as non-resident 
participation effectively financed just over three-quarters of Hungary's gross 2012 
external redemptions.  
 
The issue further reduces the prospect of any re-engagement with the IMF, to which 
we already assigned a low probability because of the government reluctance to 
submit to Fund conditionality. The receding prospect of a new precautionary 
financing deal was factored into our December Outlook revision.  
 
An IMF deal would still be valuable to Hungary. It could further improve the terms on 
which the country accesses term financing on the Eurobond market and would 
provide a backstop should investor sentiment turn negative. Adherence to IMF 
requirements could anchor economic policy and reduce the uncertainty that is 
holding back investment and potential growth.  
 
Our revision of the Outlook to Stable recognised the government's commitment to 
fiscal consolidation, some easing in fiscal financing risks and an improvement in 
external flows. However, the medium-term growth outlook is weak (GDP contracted 
0.9% in Q412 from the previous quarter, and was down 2.7% on Q411, according to 
data released on Thursday), public and external debt ratios are high, and economic 
policy is unpredictable. These factors expose Hungary to shocks to global liquidity 
and risk appetite and constrain Hungary's IDR.  
 
Hungary raised USD3.25bn via a five-year and a 10-year tranche on Tuesday. This 
follows a EUR1bn retail-targeted issue completed in January.  
 
18. One more boom on Russian Eurobond market   
bne  
February 13, 2013 
 
Since the start of the year companies and banks have raised a record high amount 
on of $10bn on Eurobond market - it is much more than for the first six months of 
2012, according to RBC daily. 
 
Companies of the first and the second tiers that represent a non-financial sector 
were ready to sell their securities: Vimpelcom issued Eurobonds for $2bn, Gazprom - 
$1.7bn, Sibur Holding - $1bn. 
 
Since the start of the year VTB and Russian Agricultural Bank issued yuan-
denominated Eurobonds. 
 
Alexey Bulgakov, Senior Analyst of Sberbank Investment Research, told RBC daily 
that large international institutional investors are placing more and more securities in 
bonds of the issuers from emerging markets including Russia. "For Russian 
companies, it is rather cheap to borrow on international markets and many of them 
are taking advantage from the favorable environment and refinancing their debts by 
means of Eurobonds," Bulgakov explained. 
 



"Since the start of the year companies that managed to prepare financial statements 
under IFRS for 6 and 9 months were placing their securities. Q2 is supposed to be 
also rather active because there will be companies with annual financial statements," 
Andrei Soloviyev, Head of Debt Capital Department at VTB Capital, said, cited by 
RBC daily. In the second half of the year, Eurobond rates are likely to grow and it 
exerts pressure on the cost of borrowing, an investment banker considers. 
 
19. Poland leads the cheers for new EU budget 
bne 
February 11, 2013 
 
Following two days of long negotiation, the EU finally reached an agreement on the 
2014-2020 budget on February 8. While the deal sees the bloc's budget drop for the 
first time ever, many of the eastern-most members who led the fight against 
austerity actually managed to boost their precious development funding. Polish Prime 
Minister Donald Tusk went so far as to call it the "one of the happiest days of my 
life." 
 
The fight over the new budget has pitched net contributors to the west against 
beneficiaries to the east and south over the past few months, as the big payers 
insisted that while austerity reigns at state level, the EU budget should reflect such. 
The eventual solution looks a genuine compromise, protecting the development 
funds so precious to the likes of Poland and the rest of CEE.  
 
Overall, spending across the next seven years was set at €908.4bn. That represents 
a 3% drop on the last budget. "Commitments" – the maximum amount of money 
that can be allotted during the period – was set at €960bn, just below 1% of the 
bloc's annual GDP.  
 
The headline figure clearly represents a triumph for those large states pushing for a 
tighter budget. "The agreement is a good agreement as it gives predictability for 
investors to create growth and jobs," German Chancellor Angela Merkel claimed. 
Jose Manuel Barroso, president of the European Commission, was less effusive in 
saying that despite the fact that the levels agreed are below those the EU executive 
considers desirable, the deal remains "an important catalyst for growth and jobs." 
 
France, a rare western proponent for an expanded budget due to high Common 
Agricultural Policy payments to its farmers, was one of the largest losers, as the 
biggest ticket in the spending plan was trimmed.  "Is this your dream budget? I 
would say if I were alone, no, it would have been different," French President 
Francois Hollande said after the summit. The CAP will receive €373.2bn compared 
with €420.7bn in the 2007-13 budget. 
 
By way of contrast, the level of Cohesion Funds - the second major element in EU 
spending - actually increased. Distributed amongst poorer member states to help 
develop infrastructure, the Poles and their allies managed to push the allocation to 
€325bn, an increase of €4.5bn from proposals laid out last year. Warsaw was seen 
as a leader of the group of - mostly CEE - states which has been pushing against the 
cuts to the budget, with cohesion funding their main worry. 
 
Indeed, despite the smaller overall pot, Poland will actually collect more funding over 
the next seven years, receiving a total of €105.8bn - €72bn in cohesion funds and 
€28.5bn under CAP. "This is one of the happiest days of my life," Tusk said after the 



summit broke up, PAP reports. "We received €102bn for the 2007-2013 period and 
now we are to get €106bn."  
 
Warsaw is pushing to continue the rapid development of infrastructure that started 
ahead of the Euro 2012 football championships, and has earmarked a new 
infrastructure fund as its flagship to help stimulate an economy slowing worryingly. 
This EU budget was particularly important for the country. From 2020, Poland is 
expected to be a net payer to the EU budget - and not its largest recipient, as it is 
now - after its economy catches up. 
 
Hungary's overall funding through the period will decrease by 10% from the 2006-
2013 budget to €20.4bn. However, that's a clear bonus for Budapest, which was 
facing a cut of up to 30% under earlier drafts of the plan. "The main question," 
according to analysts at Equilor, "is whether Hungary can utilize EU funds more 
effectively than it has in the current period." 
 
Despite his insistence on continued harsh austerity at home, Czech Prime Minister 
Petr Necas was also less enthusiastic for the plan, which dropped his country's 
funding by €6.2bn to offer it €20.5bn to 2020. Under intense pressure at home, the 
PM still needed however to attempt to paint it as a victory to the euro-sceptic 
electorate.  
 
"The negotiations were very complicated and I do not deny that they were also very 
demanding," Necas said, according to CTK, before claiming that his threats ahead of 
the summit to veto the budget package helped Prague raise its funding levels. "The 
veto was meaningful," the PM insisted. However, he also had little choice but to 
praise the tighter spending plan. "A cut has been made ... It is really an austerity 
financial framework." 
 
It's just that which is likely to cause further problems with the agreement this week. 
"This is a good budget for Poland, but not necessarily for Europe," EU Budget 
Commissioner Janusz Lewandowski told Polish television on February 9, as he 
predicted tough negotiations in the European Parliament when it comes to ratifying 
the budget. "Everyone is eying their neighbours. The Lithuanians show envy about 
the farming subventions Poland is receiving, the Poles envy Germany. This political 
envy sometimes outweighs the fiscal vision," the Polish national added, according to 
dap.  
 
Certainly, tension is already rising in Strasbourg over the final deal hammered out, 
which was based on the latest compromise concocted by European Council President 
Herman Van Rompuy. "The European Parliament cannot accept today's deal in the 
European Council as it is. We regret that Van Rompuy did not talk and negotiate with 
us in the last months," the leaders of the four largest political groups in the 
parliament said in a statement. "Large gaps between payments and commitments 
will only store up trouble for the future and not solve existing problems." 
 
"One has to think twice before rejecting this European budget," Van Rompuy warned, 
"because for the people, for the enterprises, for employment, for youth, for youth 
employment, for prosperity, the stakes are really high." 
20. Polish disinflation continues  
Erste 
February 15, 2013 
 



The inflation rate came in at 1.7% y/y, the lowest since August 2007 and below 
market expectations of 2%. The inflation rate has been dropping fast over the course 
of the last half-year. In January, the decrease in gas prices and negative growth of 
fuel and clothing prices were the main reasons behind the drop in the headline 
figure. Not that long ago, the MPC was concerned that the inflation rate had been 
persistently elevated. Now, the concern is just the opposite, as the inflation rate is 
heading toward the lower bound of the central bank target of 1.5%.  
 
Downward trend to continue. For last three quarters, domestic demand has not been 
growing. Thus, the demand inflationary pressure is almost zero. We expect the 
inflation rate to drop further toward 1.5% and reach the bottom - below the target of 
1.5% - at the beginning of 1Q13. Chojna- Duch commented that inflation close to 
1.5% may not be good for the economy and that the council should look at data 
from that perspective as well.  
 
Will we see another 25bp cut? The MPC claimed to have all options open before the 
next meeting in March and, before today's release, both a cut and keeping the rate 
unchanged seemed to be equally likely. In our opinion, the council will deliver 
another 25bp cut, as the coming data will be weak and the inflation projection (to be 
released in March) will show the inflation rate will stabilize below the target of 2.5%. 
Zielinska-Glebocka sees space for further easing, but the space is limited, as the 
economy is expected to rebound in 2H13.  
 

 
21. Prudent vs profligate? North-South differences not that simple  
Marcus Svedberg, Chief Economist, East Capital 
February 15, 2013 
 
Last year, there was a lot of talk about the differences between the southern and 
northern members of the Euro zone. It is interesting to look at new members of the 
Euro zone, where the pattern actually is the same – with big differences between 



north and south. East Capital’s chief economist, Marcus Svedberg states why and 
explains what can be expected on these markets going forward.  
Germany and Finland represented the prudent creditors according to the 
conventional wisdom, while Greece and, to a lesser extent Italy and Spain, were 
depicted as the profligate debtors. As with most stereotypes, the characteristics tend 
to be both exaggerated and simplified, albeit with an element of underlying truth. 
 
It is tempting to make a similar north-south division among the new member states 
of the EU in terms of economic performance, as the northern members have grown 
substantially faster than their southern peers during the past two years.  
The Baltic states, together with Poland, have outgrown countries like Slovenia, the 
Czech Republic and Hungary by a substantial margin (see graph).  
 
No single explanation is perfect  
 
There are many plausible answers as to why this has happened. The problem is that 
no single explanation is perfect, and there seems to be notable exceptions to most 
answers. The first and perhaps most obvious explanation is that it is easier for 
countries growing from a low base to outperform in terms of growth. 
 
Latvian GDP dropped by over 20% in the 2008-10 period, and is still some 10% 
below its pre-crisis peak, even though it became one of the fastest growing 
economies in the following three years. The other Baltic states, and to a lesser 
extent Romania, would fall into the same category. But there are also examples of 
countries that underperformed throughout the past six years (Slovenia, Hungary, 
Czech Republic and perhaps also Bulgaria) and those that outperformed (Poland and 
Slovakia).  
Another possible explanation is related to fiscal policies. One can, on the one hand, 
argue that those that went through fiscal consolidation early on are coming out 
leaner and stronger. Again, Latvia is a good example, as the World Bank estimates 
that fiscal consolidation amounts to 8pp during the 2009-12 period, compared to 
around 2pp in Slovenia. It is, on the other hand, possible to argue that too much 
austerity kills growth.  
The recent debate on fiscal multipliers is relevant and it is not difficult to find specific 
examples during specific years. Indeed, a recent paper argues convincingly that the 
main reason Poland and Slovakia have grown so much faster than neighbouring 
Hungary and Czech Republic is fiscal policy. The latter two have made substantial 
budget cuts and are now in recession, whereas the former have adopted a more 
gradual approach to austerity and have managed to sustain growth at reasonable 
levels.  
 
Wrong and rights  
 
A third explanation is related to policies that go beyond the fiscal realm. Hungarian 
politicians seem to have done almost everything wrong from an economic 
perspective (imposing Robin Hood taxes, challenging the independence of the central 
bank, nationalising the pension system), while Poland has got most policies right 
(privatisation, de-bureaucratisation, tax reform) and was the top reformer in the 
world last year according to the World Bank’s ease of doing business survey. 
 
The Baltic states are already, according to the same ranking, the most business-
friendly countries in the region, even though all three countries dropped somewhat in 
the ranking.  



There has, meanwhile, been a fair amount of political turbulence in Slovenia and 
Romania, but the latter at least kept the IMF program running, which served as a 
partial reform anchor and may explain some of the better economic performance.  
 
Things beyond control  
 
A fourth reason is related to things that are difficult for politicians to change, namely 
one’s neighbours and country size. Countries tend to trade and integrate the most 
with neighbouring countries, and it has arguably been better from an export point of 
view to border the Nordics and Russia than Euro zone countries lately. Also, 
countries with large domestic markets, such as Poland, obviously have an advantage 
over the Czech Republic and Hungary, which are very dependent on external 
demand.  
All of these factors, and there are probably others as well, help to explain why this 
group of economies of a similar level of economic development and which are part of 
the same club have performed so differently during the past few years. Poland 
seems to be the best example, as it has achieved the highest growth through a 
combination of luck and good policies. That has not always been the case and there 
is reason to believe that it will be difficult for Warsaw to maintain the number one 
spot, as the economy is expected to decelerate this year, whereas most other 
economies in the region are expected to accelerate. However, the north still seems 
to be a better place for growth than the south.  
 
22. Russian vodka producer CEDC is heading towards Chapter 11 
VTB Capital 
February 15, 2013 
 
Vodka producer CEDC (Caa3/CCC) is heading towards Chapter 11 insolvency, 
according to Debtwire. The company plans to agree the restructuring terms by 15 
February (i.e. tomorrow) in order to have enough time to get the approvals from 
bondholders.  
 
The restructuring will inevitably be NPV-negative to bondholders, in our view, as debt 
levels at CEDC are unsustainable. The size of the haircut that will or, more 
importantly, needs to be applied is difficult to estimate at the current stage, as with 
very limited disclosure from the company, no one can reliably model the future 
performance of CEDC, assuming the Russian unit is ‘repaired’. 
 
As the time of CEDC restructuring (or default, although this seems unlikely at the 
current stage) draws near, the impact of CEDC exposure to Russian Standard Bank 
(RUSB), its related party, has again come under the spotlight. We contend that the 
current exposure of RUSB to CEDC is small and the effect of a restructuring or even 
default would be immaterial to RUSB. 
 
In short, the history of RUSB’s relationship with CEDC is as follows: in November 
2011-February 2012, the bank acquired USD 102.5mn (nominal value) of CEDC’s 
convertible bonds due in March 2013 for approximately USD 67mn. In May 2012, 
RUSB purchased at par USD 70mn new CEDC bonds maturing in March 2013 (the 
‘New Debt’). The total investments into CEDC bonds were thus RUB 4,863mn at the 
end of 1H12. 
 
In December 2012, RUSB sold all of its investments in the New Debt, realising a total 
pre-tax loss of RUB 1.2bn on this transaction. The remaining exposure of RUSB to 



CEDC is the USD 102mn (nominal value) investment in convertibles. This investment 
is reported at fair value on the bank's accounts (RUB 1,556mn at the end of 2012). 
The bank’s capital was RUB 30.3bn at the end of 2012, while its 2012 net income 
(after accounting for the loss on the New Debt investment) was RUB 6.8bn per RAS. 
 
Given the above, even should RUSB have to write off all of its CEDC bonds, the bank 
would lose only around 5% of capital. We also note that the bank plans to increase 
capital by RUB 5bn, which will likely be done via the conversion of subordinated debt 
from the shareholder into equity (see our RUSB and RCCF: New capital from 
shareholders of 25 January). 
 
One problem is that the fact that exposure to CEDC is rather small has not been 
clearly articulated by the bank (this information was disclosed during the recent CNY 
bond roadshow and in the respective prospectus). Hence, some collateral damage to 
RUSB bonds might follow the restructuring of CEDC bonds, although we do not 
expect a significant impact on the bonds. We would regard any weakness in RUSB 
bonds as a buying opportunity. 
 
Roman Luchkovsky, CFA 
 
23. Russia’s slower GDP growth reflects lower competitiveness 
Alfa Bank 
February 13, 2013 
 
The deceleration of Russia’s GDP growth in 2012 did not come as a surprise and was 
in line with our expectations. Seen from the production side, this deceleration was 
due to the rebalancing of the growth structure from the previous year. During 2011 
the agricultural and manufacturing sectors showed strong growth rates, with their 
contribution to economic growth at around 15% and 30%, respectively, versus the 
historical averages of 2% and 20%. In 2012 these sectors returned to normalized 
growth rates; the main driving forces for growth were consumption-related sectors, 
i.e. trade and financial services. 
 
Despite some concerns that we had based on the deceleration of retail trade growth 
from 7.0% in 2011 to 5.9% in 2012, the GDP structure by consumption shows that 
our favorable expectations for consumption have fully materialized. Consumption 
grew at 4.8% y/y in 2012 versus 4.9% y/y in 2011. Household consumption even 
accelerated from 6.4% y/y in 2011 to 6.6% y/y in 2012. We see this as a reflection 
of the socially-focused budget policy in the 2012 elections year, which helped to 
accelerate real wage and income growth. At the same time, state consumption was 
flat last year after a 1.2% y/y increase in 2011, pointing to tightening of non-social-
related spending. However, slower retail trade growth resulted in cautiousness 
among producers and translated into poor investment figures. Fixed investment 
growth decelerated from 10.2% y/y in 2011 to 6.0% in 2012, in line with weaker 
construction and housing construction growth. Investment’s contribution to GDP 
growth has declined from 2.1pp in 2011 to 1.3pp in 2012. This is also in line with our 
take that producers had poor sentiment, a view supported by the deceleration in 
industrial output growth from 4.7% y/y in 2011 to 2.6% y/y in 2012. 
 
The trade statistics suggest that producers’ pessimism might be a direct result of the 
more competitive environment on the global markets. Russia’s export growth rate 
remained extremely poor at 1.8% y/y in real terms in 2012, even while improving 
from the 0.3% y/y reported for 2011. Import growth decelerated substantially from 



20.3% in 2011 to 8.7% in 2012; however, it looks that the slower growth was a 
result of a weak stockbuilding dynamic. In 2011 stockbuilding contributed 2.7pp, or 
65% of GDP growth, while in 2012 it was only a tiny 0.2pp, or 5%. If we assume 
import growth to have fully contributed to stockbuilding, the conclusion could be that 
the net export contribution to current consumption and current investments was 
stable at 1.2pp of GDP growth in 2011 and in 2012, pointing to higher penetration of 
import goods to the local market. The decline in competitiveness of local producers is 
due to several factors. First, 2012 inflation of 6.6% is not only relatively high by 
global standards, but also an acceleration from the 6.1% reported in 2011. Second, 
contrary to our expectations, the ruble exchange rate remained strong in 2H12, 
showing an inability to depreciate in the context of competitive devaluation pressure. 
Third, the deflation in developed countries is playing against Russia; in 2012 imports 
in nominal terms grew only 4% y/y versus 8.7% y/y in real terms, while 2011 was 
different with 20% real import growth coinciding with a 30% increase in nominal 
imports. Finally, Russia’s entry in the WTO is also making local environment more 
competitive. Taken altogether, these factors well explain producers’ caution. 
 
Consumption growth under scrutiny  
 
Overall, despite the deceleration in the economic and particularly industrial output 
growth rate, 2012 looked like a remarkably favorable environment for consumers. 
Strong real income growth of 4.2% y/y and real wage growth of 7.8% y/y were 
combined with a decline in the unemployment rate to a historical low of 5.3%. Retail 
lending growth accelerated to 44% y/y in mid-year and stood at 39% y/y as of end-
2012. Local consumers’ optimism was also supported by pre-election social 
promises. The majority of these factors are at risk in 2013, which probably explains 
the stagnant inventories last year. 
 
The key risk for consumption could be the substantial deceleration of budget 
spending growth from 18% y/y last year to 2% y/y in 2013E. This should limit 
disposable income growth to only 1.5% y/y in real terms. In the banking sector, the 
new provisioning rules effective from March 2013 have already generated some 
increase in lending market rates and will trigger deceleration in retail loan growth. 
Low unemployment is probably the most supportive factor for consumption; 
however, given producers’ poor sentiment it is unlikely to assure sustainable income 
growth. For these reasons we believe that the main risk factor for 2013 is a 
deceleration in consumption growth. 
 
Following the 2.2% GDP growth estimate for 4Q12, we see January’s 2% growth rate 
as an important benchmark for January. If GDP growth were to go below this level, 
we anticipate more pressure on the CBR to ease monetary policy. That said, a 
continuing acceleration of inflation from 6.6% y/y in December 2012 to 7.3-7.4% y/y 
in February, based on the Ministry of Economic Development’s projection, shows the 
flip side of the loose monetary policy. Thus, if the growth rate remains above 2% 
y/y, this will keep us comfortable with our expectation of a flat interest rate in 1H13. 
 



 
 

 
24. The "currency war" is a misnomer but good news for emerging markets 
all the same 
Danske Bank 
February 15, 2013 
 
Since August-September last year, risk appetite has returned to the global financial 
markets on the back of a stepping up of monetary easing from particularly the 
Federal Reserve and the Bank of Japan. Despite the return of risk appetite, some 
commentators and policy makers have voiced concerns about what has been called a 
'currency war'.  
 
The concern is that particularly the weakening of the yen is going to trigger a rally in 
EM currencies and that this will undermine the competitiveness of emerging market 
economies such as Brazil.  
 
We are, however, much less concerned about the 'currency war'. We find it difficult 
to view global monetary easing negatively in a situation where the output gap is still 
negative in several of the largest economies in the world and where unemployment 
is historically high.  
 



It is true that currencies such as the Mexican peso are strengthening mostly due to 
monetary easing in the US. That obviously is likely to have a short-term negative 
impact on Mexican competitiveness, but more important for Mexican exporters is 
that US monetary easing should spur US growth, which would undoubtedly boost 
Mexican exports.  
 
We believe the 'Mexican story' to be a global story, i.e. emerging market growth is 
being helped by US and Japanese monetary easing rather than the opposite, but we 
think emerging market currencies would benefit in general from easier global 
monetary conditions.   
 
Overall, we think that worries regarding a currency war are overblown and actually 
regard such a 'war' as a positive stimulus to global growth. 
 

CREDIT OTHER NEWS 
25. CEEMEA FX views for this week 
RBS 
February 11, 2013 
 
Short EURCZK, stay with - We were already in the camp that ascribed a low 
probability to FX intervention from the CNB, but the statement after their policy 
meeting on Wednesday last week (6th Feb) pushed the likelihood of CNB 
intervention further into the unlikely category. We see the status quo of verbal 
intervention continuing to be the path of choice for the central bank, given: 1) 
historical precedence, 2) the central bank style, and 3), the cost vs. benefit of 
intervention (see Currency wars in CEEMEA? Not a one-size-fits-all policy). 
Understandably, due to heavy short CZK positioning, the koruna gapped stronger 
after the release of the press statement from the central bank, but we think that 
there is more mileage in a long CZK position this week. Stay with. 
 
Stable then stronger RON - Shortly after the announcement that Romania would be 
included in the JP EM bond index, the currency sold off and retained an underlying 
weakening bias. We are not anticipating that the NBR will tolerate continued 
weakness, particularly because they are serious about inflation targeting, and appear 
to be waiting for inflation to dip into the top-end of the 1.5-3.5% inflation channel so 
that they can ease the monetary policy rate further. A weakening currency is 
counterproductive in an environment where the central bank would like to cut the 
policy rate further, due to the consequential supply-side inflation pressure. We 
favour RON upside this week. 
 
Back on long RUB vs. the basket - After a brief period of investor anxiety on whether 
Euroclear was actually going to happen, which caused the RUB to halt its gains and 
even depreciate a bit, it seems that the door has been opened for further 
appreciation (see Russia | OFZ floodgate is open). Euroclear announced that local 
government bonds can be settled through its system as of 7th February, which 
should see to an increase in foreign investor participation in Russia's local currency 
bond market. We understand that long RUB has been a market darling for some 
time, but given the recent consolidation, where the currency traded in a tight 0.5% 
range vs. the basket for two weeks, we believe that fresh longs will resume. 
Normally "buy the rumour, sell the fact" would be the market's path of choice, but 
the Euroclear door presents a significant opportunity upside for RUB, given its 
relative value attraction versus the rest of CEEMEA FX. 



 
26. CEEMEA FX - What's in the price and what's not? 
RBS 
February 13, 2013 
 
As the market awaits the Italian elections and the next round of US debt ceiling 
discussions, we opine on what we think is already in the price in CEEMEA FX, and 
what still presents fresh risk. Year-to-date, we have observed sufficient evidence of 
idiosyncratic FX market trading to conclude that domestic EM stories are now just as 
relevant for FX price action as DM event risk. Cross-asset and cross-currency 
correlations remain quite poor. Without further ado, and in short order: 
 
USDTRY 
 
In the price: 
 
The successful economic rebalancing of 2012. 
The multipronged approach of the CBRT, which is no longer a stigma, but is the 
norm. 
Relative currency stability, so the lira carry-to-vol ratio will likely keep outperforming 
many EM currencies this year. 
 
Not in the price: 
 
We do not believe that the undoing of the 2012 economic rebalancing is fully priced-
in. We expect a higher CAD and inflation in 2013 relative to last year (end-year 
numbers). 
A proper currency war; we do not believe that the CBRT has enough ammunition to 
take on better-placed EM central banks (better placed relative to their economic 
imbalances). 
A ratings upgrade by Moody's over the next few months - low probability. 
 
USDZAR 
 
In the price: 
 
Structurally poor labour market, with the unemployment rate around 25% 
(officially). 
Material twin deficits with around 2.5% real growth expected this year. 
Labour strikes galore. 
Sticky inflation. 
The SARB keeping the policy rate unchanged for 2013. 
The weight of negative market sentiment/views about South Africa. 
 
Not in the price: 
 
A positive turn in economic momentum / positive surprises. 
Another ratings downgrade within the next few months - low probability (all three 
agencies have downgraded in very recent history). 
 
RUB vs. the basket 
 
In the price: 



 
The story of growth outperformance relative to CEEMEA. 
The central bank working towards better inflation targeting. 
The commencement of Euroclear. 
A better fiscal framework commencing this year, which is anchored on lower oil 
prices than in the past. 
 
Not in the price: 
 
The extent to which Euroclear will support RUB denominated assets (we see a lot of 
potential upside, specifically on corporate bonds following on from OFZs). 
 
USDILS 
 
In the price: 
 
Governor Fischer leaving the central bank 
The unlikelihood of a new BoI governor rattling the market 
The post election result that was subpar for the incumbent, relative to the objective 
of a stronger parliamentary outcome. 
Likely continued tensions between Israel and the neighbourhood. 
Likely bottom of the easing cycle on monetary policy. 
Likely fiscal slippage in 2013. 
 
Not in the price: 
 
Rate hikes in the next few quarters - currently low probability 
Fresh BoI currency intervention - currently a low probability as we think that a 1.5% 
annual FX implied yield is not attractive in the EM space, and investors will prefer 
higher yielders. If anything, we see more risk of ILS becoming a funding currency. 
 
EURPLN 
 
In the price: 
 
Subpar economic growth performance this year relative to 2012 (around 1.7% for 
this year compared to around 2.2% for 2012). 
A bearish consumer credit story. 
Further rate cuts by the NBP. 
Court proceedings against an MPC member. 
 
Not in the price: 
 
A positive turn in economic momentum / positive surprises. 
A pause in the rate easing cycle. 
 
EURHUF 
 
In the price: 
 
Orban 1.0 (first term in office) 
Successful hard currency issuance. 
That the relationship with the EC/IMF has bee challenging. 



That the central bank will have a new governor in March, and the policy bias will 
likely remain towards easing. 
That there has been economic rebalancing (current account and fiscal balances). 
The discussion around Hungary exiting (or remaining within) the Excessive Deficits 
Procedure - unlikely to drive the short-term market. 
 
Not in the price: 
 
Matolcsy actually serving as governor of the NBH from March. 
Regardless of whoever heads the NBH, the possibility of unorthodox monetary policy. 
Orban 2.0 - Fiscal slippage risk as we head into the election cycle - how far will the 
Fidesz government push for the popular vote? 
 
EURCZK 
 
In the price: 
 
Small open economy in recession, and relying on Europe for growth. 
Zero FX carry, and by extension, a funding currency for many in the market. 
The central bank is unlikely to actually intervene in the FX market. 
But, verbal intervention will continue. 
 
Not in the price: 
 
Positive surprises in PMI momentum (see CEEMEA PMI | Green shoots?) 
 
EURRON 
 
In the price: 
 
Economic rebalancing and sticking to the IMF programme. 
Central bank is an active smoother of currency volatility. 
Track record of low absorption of EU funds. 
The news of inclusion to the JP EM bond index. 
 
Not in the price: 
 
The extent of RON asset upside to be seen from inclusion to the JP EM bond index. 
Real Money investors will be a source of stable medium-term inflow. 
That the central bank wants lower inflation and will be more likely to curb FX 
weakness than strength from current levels. 
 
27. CEEMEA - Q4 regional growth in the spotlight 
Tim Ash, Standard Bank 
February 14, 2013 
 
Regional GDP data for Q4 is now coming thru think and fast, with Slovakia (+0.7% 
YOY), Hungary (-2.7% YOY), the Czech Republic (-1.7%), Romania (+0.2%) and 
Bulgaria (0.5% YOY) all having posted data this morning. This follows earlier 
releases by Lithuania (+4% YOY), Estonia (+3.7%), Latvia (+5.1%), Serbia (-1.5%) 
and Ukraine (-2.7% YOY).  
 



A number of other economies have posted only full year growth estimates for 2012, 
with no fourth quarter breakdowns, but from this it is possible to get a close 
approximate of what the fourth quarter outturn was. Herein, Poland posted 2% full 
year growth in 2012, which suggests Q4 2012 growth of around 1% of less. 
Similarly, Russia’s 3.4% full year growth print would suggest final quarter growth of 
around 2%, while Georgia’s 6.1% real GDP growth print indicates that growth 
moderated to just 2.5% in the fourth quarter. Turkey is, meanwhile, reported to 
have grown by just 2.5% YOY in 2012, which again would imply a relatively anaemic 
fourth quarter print of around 2%. 
 
A few big take outs from the releases so far:  
• In general the message from the above is that growth slowed markedly across the 
region in Q4, and indeed more generally in 2012, following the broader global and 
regional trend, but also perhaps the impacts of continued fiscal austerity in Europe 
plus also European bank deleveraging. Thus of the fourteen economies which have 
reported, or indicated, nine have reported lower growth than the prior quarter. 
Overall the regional growth trend has slowed by around half a percentage point in Q4 
to around 0.75%.  
• The biggest turnaround in growth has been Georgia which has seen growth 
collapse from 7.5% in Q3 to just 2.5% in Q4, which would suggest that uncertainty 
over the recent elections is beginning to weigh on confidence and also FDI which has 
been the key growth driver so far.  
• At the top of the regional growth table are the Baltic states, with Latvia still leading 
the way with growth of 5.1% in Q4, followed by Lithuania and then Estonia. Growth 
in Lithuania and Latvia moderated in Q4 but at a relatively modest pace indicating a 
degree of resiliency. Now the level and resilience of Baltic growth probably reflects a 
number of factors. Herein we would argue still the low base after the 2008/09 
collapse, but also the better state of the banking sectors and Scandi bank ownership, 
plus also perhaps the fact that these economies carried out far reaching structural 
reforms which are now the envy of Europe – “are you listening Mr Krugman?”  
• At the other end of the spectrum lies Hungary and Ukraine which both saw real 
GDP contract by 2.7% YOY in Q4. Hungary (see my recent trip notes) is suffering still 
from the combined impacts of five years of austerity and a perceived weak business 
environment plus also aggressive foreign bank deleveraging partially due to the 
aggressive approach to banks adopted by the Orban administration – bank and 
sectoral taxes have hurt sentiment. Ukraine, meanwhile, is suffering from twin 
deficits, a terms of trade shock caused by difficult market conditions for its key 
exports, metals, and also by policy errors in terms of exchange rate management, 
i.e. the hard UAH policy has cost the economy growth and confidence more 
generally. Add in concerns on the political front, and strained relations with the West 
and Russia, and herein is the explanation for the deepening recession.  
• Countries bucking the trend, and seeing something of an upturn or improvement, 
albeit modest in growth, include Serbia (but still in recession), Romania which is now 
growing again, and Estonia (see comments above). Serbia seems to be benefitting 
from low base period effects and finally the results of investment in the auto sector 
coming on stream. Romania, is hopefully benefitting from a resolution of concerns 
over political stability and the returns from steady progress on the IMF-anchored 
reform front.  
• Countries where growth, or the lack of it, probably matters most and is likely to 
see the greatest policy response – due to the electoral cycle – are likely to be Turkey 
and Hungary. Herein, Hungary faces parliamentary elections in April 2014, and 
Turkey could well face a key constitutional reform referendum this year, and 2-2.5% 



real GDP growth is probably not at a level which makes politicians feel comfortable 
that they could win any such vote. 
 
28. Composite leading indicators point to diverging growth rates across 
major economies  
OECD 
February 11, 2013 
 
Composite leading indicators (CLIs), designed to anticipate turning-points in 
economic activity relative to trend, show diverging growth patterns in the economic 
outlook of major economies.  
 
In the United States and the United Kingdom, the CLIs continue to point to economic 
growth firming but in the United Kingdom the signs are slightly weaker compared to 
last month's assessment.  
 
In Japan and Brazil, signs of growth picking up are emerging.  
 
In the Euro Area as a whole, and in particular in Italy and Germany, the CLIs point to 
a stabilisation in growth prospects; however in France growth is expected to remain 
weak.  
 
In China and India, the CLIs point to growth below trend compared with more 
positive signals in last month's assessment. In Canada and Russia the CLIs continue 
to point to growth below trend.  
 
29. Corporate Asset Impairments Set to Accelerate in Weak Market 
Conditions  
Fitch 
February 11, 2013 
 
Fitch Ratings highlights in a new report that while non-cash write-downs often grab 
attention, they have a far lower impact on companies' credit profiles and are largely 
factored into existing ratings. They can, however, signal a trend. Significant 
impairment levels seen across Europe are likely to increase over the next two years 
as challenging market conditions persist.  
 
There are limited circumstances where non-cash write-downs can have a real effect 
on creditworthiness: if the trend the impairment signals is a surprise; if the write 
down causes an adverse reaction in the debt markets; or, in rare cases, where bond 
or loan agreements have equity-based covenants.  
 
Over recent years, write-downs were largely driven by aggressive acquisitions (often 
at inflated prices / multiples), money ill-spent on large asset investments, or weaker 
cash flow expectations (leading to lower sale values) for specific assets where 
market conditions weakened rapidly since the onset of the financial crisis at end-
2008. This is set to continue until the global economy recovers to a sustainable 
growth path.  
 
The likelihood of further write-downs is supported by current market valuations. 
Market capitalisation to book value (MC/BE) is low for over 50% of corporate issuers, 
at below 1x, indicating that over half of issuers' valuations of their net assets may be 
too aggressive and that increased impairments may be imminent.  



 
In recent years, the telecom and natural resources industries have had the highest 
level of impaired assets. Fitch believes that further write downs are likely in the 
mining, media, utility, automotive, technology and Latin American homebuilding 
sectors, although this will vary on an issuer and regional basis.  
 
30. December industrial production up 0.7% MoM in euro area  
Eurostat 
February 13, 2013 
 
In December 2012 compared with November 2012, seasonally adjusted industrial 
production grew by 0.7% in the euro area (EA17) and by 0.5% in the EU27, 
according to estimates released by Eurostat, the statistical office of the European 
Union. In November production fell by 0.7% and 0.6% respectively.  
 
In December 2012 compared with December 2011, industrial production decreased 
by 2.4% in the euro area and by 2.3% in the EU27.  
 
Compared with 2011, the average production index for 2012 dropped by 2.4% in the 
euro area and by 2.1% in the EU27.  
 
Monthly comparison 
In December 2012 compared with November 2012, production of non-durable 
consumer goods grew by 2.0% in the euro area and by 1.3% in the EU27. Durable 
consumer goods increased by 2.0% and 0.4% respectively. Capital goods rose by 
1.3% in the euro area and by 1.2% in the EU27. Intermediate goods fell by 0.2% 
and 0.3% respectively. Production of energy dropped by 1.2% in the euro area and 
by 0.4% in the EU27. 
 
Among the Member States for which data are available, industrial production rose in 
fourteen, fell in six and remained stable in Spain, France and Romania. The highest 
increases were registered in Ireland (+8.5%), Latvia and Slovenia (both +2.7%), 
and the largest decreases in Slovakia (-4.4%) and Denmark (-2.3%). 
 
Annual comparison 
In December 2012 compared with December 2011, production of intermediate goods 
fell by 4.6% in both the euro area and the EU27. Durable consumer goods dropped 
by 3.9% and 4.8% respectively. Capital goods decreased by 2.9% in the euro area 
and by 2.3% in the EU27. Non-durable consumer goods declined by 1.3% and 1.9% 
respectively. Production of energy increased by 1.2% in the euro area and by 0.4% 
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 Spain (-6.9%), 
Italy (-6.6%), the Czech Republic (-5.8%) and Poland (-5.4%), and the highest 
increases in Latvia (+10.7%), Malta (+10.3%) and Lithuania (+9.1%). 
 



 
31. Euro area GDP down by 0.6% and EU27 down by 0.5%  
Eurostat 
February 14, 2013 
 
GDP fell by 0.6% in the euro area (EA17) and by 0.5% in the EU27 during the fourth 
quarter of 2012, compared with the previous quarter, according to flash estimates 
published by Eurostat, the statistical office of the European Union. In the third 
quarter of 2012, growth rates were -0.1% and +0.1% respectively.  
 
Compared with the same quarter of the previous year, seasonally adjusted GDP fell 
by 0.9% in the euro area and by 0.6% in the EU27 in the fourth quarter of 2012, 
after -0.6% and -0.4% respectively in the previous quarter.  
 
During the fourth quarter of 2012, GDP in the United States was stable compared 
with the previous quarter (after +0.8% in the third quarter of 2012). Compared with 
the same quarter of the previous year, GDP rose by 1.5% in the United States (after 
+2.6% in the previous quarter).  
 
Over the whole year 20123, GDP fell by 0.5% in the euro area and by 0.3% in the 
EU27.  
 
32. Euro area international trade in goods surplus of 81.8 bn euro in 2012  
Eurostat 
February 15, 2013 
 
The first estimate for the euro area (EA17) trade in goods balance with the rest of 
the world in December 2012 gave a 11.7 bn euro surplus, compared with +8.0 bn in 
December 2011. The November 2012 balance was +13.0 bn, compared with +4.9 bn 
in November 2011. In December 2012 compared with November 2012, seasonally 
adjusted exports fell by 1.8% and imports by 3.0%. These data are released by 
Eurostat, the statistical office of the European Union.  



 
The first estimate for the December 2012 extra-EU271 trade in goods balance was a 
0.7 bn euro deficit, compared with -0.2 bn in December 2011. The November 20122 
balance was -1.9 bn, compared with -9.3 bn in November 2011. In December 2012 
compared with November 2012, seasonally adjusted exports decreased by 1.9% and 
imports by 1.6%.  
 
During 2012, euro area trade in goods recorded a surplus of 81.8 bn euro, compared 
with -15.7 bn in 2011. The EU27 recorded a deficit of 104.6 bn in 2012, compared 
with -162.7 bn in 2011.  
 
EU27 detailed results for January to November 2012  
The EU27 deficit for energy increased (-388.6 bn euro in January-November 2012 
compared with -354.6 bn in January-November 2011), as did the surplus for 
manufactured goods (+330.8 bn compared with +224.9 bn).  
 
EU27 exports to most of its major partners grew in January-November 2012 
compared with January-November 2011, except for India (-5%) and Switzerland (-
3%). The most notable increases were recorded for exports to South Korea (+17%), 
Russia and Japan (both +15%), the USA (+13%) and Brazil (+11%). As regards 
EU27 imports, the pattern was mixed. The largest increases were recorded for 
imports from Switzerland (+14%), Norway (+9%) and the USA (+8%), and the 
largest falls with India and Japan (both -7%).  
 
The EU27 trade surplus increased with the USA (+80.2 bn euro in January-November 
2012 compared with +64.6 bn in January-November 2011) and Turkey (+25.3 bn 
compared with +22.9 bn), but fell with Switzerland (+25.8 bn compared with +41.9 
bn). The EU27 trade deficit declined with China (-135.3 bn compared with -146.9 
bn), Russia (-81.2 bn compared with -83.3 bn) and Japan (-8.2 bn compared with -
19.1 bn), but rose with Norway (-46.7 bn compared with -42.1 bn).  
 
Concerning the total trade of Member States, the largest surplus was observed in 
Germany (+174.6 bn euro in January-November 2012), followed by the Netherlands 
(+46.0 bn), Ireland (+39.9 bn) and the Czech Republic (+12.1 bn). The United 
Kingdom (-152.9 bn) registered the largest deficit, followed by France (-75.2 bn), 
Spain (-30.0 bn) and Greece (-19.0 bn).  
 
33. Euro zone economy contracts for the third consecutive time in Q4 2012 
Moody's Analytics 
February 14, 2013 
 
Real GDP in the euro zone contracted unexpectedly 0.6% q/q in the last quarter of 
2012, after a previous 0.1% drop. In year to year terms, the output shrank 0.9%, 
following 0.6% decline a year earlier. The euro area has suffered from its third 
consecutive decline and remains in recession. The main driver of the contraction is 
not clear because the preliminary report does not provide a breakdown of the 
expenditure components, but private consumption, government spending, fixed 
investment and net exports all likely deteriorated. Output plunged in all four largest 
euro zone economies - Germany, France, Italy, and Spain. Especially the 0.6% q/q 
decline of the German GDP was larger than expected. 
 
Petr Zemcik, director of economic research at the Moody's Analytics London office 
says: "The euro zone economy contracted for the third consecutive time in the last 



quarter of 2012. The euro area is in recession and likely to stagnate through most of 
2013. 
 
"While the euro zone contracted, the outlook is not as dim as suggested by the 
surprising 0.6% drop in output. Concentrating on the four main economies, German 
unemployment fell unexpectedly to 6.8% in January. The national unemployment 
rate is only slightly above the natural rate of unemployment that Moody's Analytics 
estimates to be 6.7%. The flash German PMI manufacturing gauge increased to 48.8 
in January from 46 in December. German industrial production grew 0.3% m/m and 
manufacturing orders increased 0.8% m/m in December, indicating modestly 
growing investment in the first quarter of 2013. 
 
"France's economy will start to recover in the middle of the year as reduced concern 
about the euro zone sovereign debt crisis supports consumer and business 
confidence, and enables banks to loosen credit somewhat. Nevertheless, private 
consumption will remain under pressure. Risks to the French outlook are mainly to 
the downside. If France's parliament approves the proposed labour market reform 
while the economy is in recession, employers would be allowed to cut nominal 
wages. 
 
"The supply side of the Italian economy appears to be stabilizing, with improved 
business confidence and a rising purchasing managers' index for manufacturing in 
January. On the other hand, household spending will remain lacklustre amid fiscal 
austerity, elevated unemployment, tight credit, and the negative wealth effect from 
falling house prices. 
 
"The situation in Spain is the leading risk for the region. Spanish bank portfolios still 
hold large volumes of nonperforming loans related to real estate, and house prices 
continue to fall. Still uncertain, however, is whether Spain's government will seek its 
own bailout, a move that would force it to adopt new austerity measures but would 
also clear the way for the ECB to buy Spanish bonds under the outright monetary 
transactions program." 
 
The Numbers 
Euro zone GDP decreased 0.1% q/q in the third quarter, following 0.1% q/q 
contraction in the third quarter. GDP dropped 0.6% y/y, after it declined 0.7% y/y. 
 
German GDP growth plunged 0.6% q/q in the fourth quarter, from 0.2% in the 
previous stanza. 
 
The French economy contracted 0.3%, following the previous 0.2% growth. 
 
Italy's GDP fell 0.9% q/q in the third quarter, following a 0.2% decline. 
 
Spain's economy contracted 0.6% q/q, following a 0.3% drop in the third quarter. 
 
34. Europe Likely to Recover from the Financial Crisis in 2014, says S&P  
Capital IQ Equity Research 
February 14, 2013 
 
London, February 14, 2013 – The storm in Europe is slowly calming, according to 
S&P Capital IQ Equity Research analysts who anticipate the fifth year after the 
financial crisis will see the beginning of a recovery for the European market. 



 
“2014 will be the first credible recovery year of the post-Great Financial Crisis era,” 
says Robert Quinn, Director and Chief European Equity Analyst. In S&P Capital IQ’s 
view recent stabilisation of the global economy and the development of comparable 
crises point towards the start of a phase of consolidation. 
 
“Although durations and developments of previous financial crises have varied, on 
average it has taken five years before the affected economies started to recover,” 
highlights Quinn, referring to the Finnish, Norwegian, Spanish and Swedish 
experiences. The analysts are constructive on the potential upside for European 
equities: “At the beginning of 2014 we anticipate returns of nine percent above 
current levels,”* says Quinn. 
 
S&P Capital IQ does not expect that either the European banking system, public 
policy or household capacity will act as a drag on growth. “We expect that the 
financial and government sectors will contribute materially to the economy in 2014. 
Equity markets should reflect this in the second half of 2013,” says Quinn. The 
recent rally in cyclicals ahead of defensive peers should subside; the analysts expect 
that investor sentiment will slowly rotate towards Financials. “Our analysts are most 
positive on Hotels, Restaurants and Leisure, along with Food, Beverages and 
Household Products and Financials. In contrast, we have downgraded Oil Services to 
marketweight, and continue to underweight Food Retail, Telecoms and Utilities,” 
comments Quinn. 
 
“The positive development of the European equity market with an increase of almost 
nine percent, measured against the DJ Stoxx 600 as at November 2012, points 
towards a recovery phase,” summarises Quinn. “Events which could have a negative 
effect on the markets, such as the development of the Spanish recession, the 
outcome of the Italian elections and further measures against the US fiscal cliff, will 
have the most impact at the beginning of 2014. However, we do not see a major risk 
of a long-term uptick in any of these three cases.” 
 
35. European Investor Survey Shows High-Yield Is In Demand  
Fitch 
February 12, 2013 
 
European investors are feeling bullish about the high-yield bond market, according to 
Fitch Ratings' quarterly investor survey.  
 
In the January survey, 29% of respondents voted high yield as their most favoured 
investment choice. This was more than double the 13% in October, and the highest 
reading since January 2011 (36%). The financial institution sector was the second 
most popular, chosen by 24% surveyed.__High yield was also picked as the credit 
asset class most likely to see increased issuance this year, with 59% expecting more 
activity. A majority of 53% anticipate this to be accompanied by tightening spreads - 
also a high reading relative to other sectors.  
 
Fitch expects high-yield bond issuance volumes to grow further in 2013, driven by 
bank deleveraging and the corresponding withdrawal from high risk-weighted assets, 
such as non-investment grade corporate credit. Low interest rates and the run-off of 
cheap legacy funding from collateralised loan obligations as reinvestment periods 
expire in 2014 will also support issuance. However, returns may not be as good as in 
2012, as secondary market yields are starting the year at much lower levels.  



 
We also expect investors will continue to show preference for higher quality credits, 
typically rated 'B+' and above. That said, in their search for spread premiums, 
European high-yield investors may tempt riskier 'B', 'B-' and 'CCC' issuers seeking to 
extend debt maturity profiles away from the EUR300bn leveraged loan market.  
 
The more bullish sentiment is in line with the risk-on mood of the markets during the 
start of the year. January was a record month for European high yield bond issuance, 
with some EUR10bn raised among peripheral corporates, mid-market corporates and 
legacy LBO refinancing loans and new primary LBOs. Moreover, given the constraints 
on the primary leveraged loan markets, high yield is expected to play a large role in 
financing new M&A in recent deals including Liberty Global's proposed acquisition of 
Virgin Media and any private equity backed bid for UK mobile group EE.  
 
Survey respondents also flagged concern regarding deteriorating high-yield credit 
fundamentals. It was the only sector, apart from financials, where pessimists 
outweighed optimists. Nevertheless, views on default trends indicate that investors 
expect any weakening to be limited, as 53% expect the default rate will end 2013 at 
2%-4%, and 31% somewhat more negatively estimating 4%-6%.  
 
We do not see the European high-yield default rate rising materially in the short-
term because outstanding issuance is largely a mix of fallen angels with financial 
flexibility and higher quality leverage buyouts engaged in renewed primary and 
secondary buyout activity. But default rates could rise significantly over the medium 
term if refinancing risk among higher risk sectors and leveraged issuers passes from 
the loan markets to the bond markets during 2013.  
 
The Q113 survey was conducted between 4 and 31 January and represents the views 
of managers of an estimated USD7.6 trillion of fixed-income assets. We will publish 
the full survey results in mid-February.  
 
36. Focus Europe - Accommodation still the word 
Deutsche Bank 
February 11, 2013 
 
The tagline in the ECB press conference was "the monetary policy stance remains 
accommodative". Draghi set out to postpone any discussion on "exit strategy". The 
euro exchange rate is "not a policy target", but the currency did appear as an explicit 
downside risk to inflation and an implicit downside risk to growth. Like last month, 
Draghi talked through some of the signs of fragmentation healing, but there is no 
rush to declare victory. There remain fragilities and credit is not yet flowing to the 
real economy. 
 
Following this week's liquidation of the IBRC, Dublin announced the details of an 
exchange of the "promissory notes" for regular Irish government bonds of longer 
maturity. Ireland's funding needs over the next 10 years improve by EUR20bn 
because of the terming out of debt. There may also be a domestic political dividend, 
securing consensus on austerity. Still, Ireland is not riskless. Ireland's crisis will likely 
remain a banking crisis. The next Irish PCAR (bank stress test) will now move into 
the market's focus. 
 
Political developments triggered a market wobble in Spain. We consider that, beyond 
politics, Spain's ability to sustain the improvement in market sentiment lies in its 



capacity to generate GDP growth. We think that the new policy approach in Europe 
will allow Spain to take a "fiscal breather" in 2013. Furthermore, Spain should 
respond very quickly to better world demand. Finally, we think that the tentative 
signs of deceleration in the pace of job destruction should also limit the deterioration 
in domestic demand. 
 
We preview euro area Q4 GDP growth, which will be released on 14 February. 
Indicators are largely in line with our -0.4% qoq forecast. Q4 looks set to be the 
trough in euro area GDP growth. In Inflation this week we look at inflation trends in 
China and think about the ramifications for Europe. 
 
The BoE left rates on hold at 0.5% and QE at £375bn this week, but the MPC also 
made a lengthy and dovish statement. The Committee stands "ready to provide 
additional monetary stimulus if warranted". 
 
37. OECD unemployment rate stable at 8.0% in December 2012  
OECD 
February 12, 2013 
 
The OECD unemployment rate was stable at 8.0% in December 2012, unchanged 
from the previous month.  
 
For the first time since May 2011, the unemployment rate in the euro area has been 
stable for two consecutive months (at 11.7%), after 17 months of uninterrupted 
increase.  
 
In December, the unemployment rate was also stable in the United States (at 7.8%) 
while it fell in Canada (by 0.1 percentage point to 7.1%) and rose in Japan (by 0.1 
percentage point to 4.2%). More recent data referring to the month of January 2013 
show that the unemployment rate rose in the United States (by 0.1 percentage point 
to 7.9%) while it continued to fall in Canada (by 0.1 percentage point to 7.0%)   
Trends in unemployment rates across OECD countries have diverged significantly 
since the beginning of the economic and financial crisis. In January, unemployment 
rates were significantly below the peaks they reached in the aftermath of the crisis in 
Canada and the United States (1.7 and 2.1 percentage points lower, respectively). In 
December, the unemployment rate in Japan was close to its pre-crisis level while it 
was significantly below that level in Germany (2.1 percentage points lower). By 
contrast, the unemployment rate reached a new peak in December in several 
countries, including France (at 10.6%), Greece (at 26.8% in October, the latest 
month available), Italy (at 11.2%) and Portugal (at 16.5%).  
 
Overall, there were 48.2 million people unemployed in the OECD area in December 
2012, 13.5 million more than in July 2008.  
 
38. CEE Q4 CEE growth in the spotlight 
Standard Bank 
February 14, 2013 
 
Regional GDP data for Q4 is now coming thru think and fast, with Slovakia (+0.7% 
YOY), Hungary (-2.7% YOY), the Czech Republic (-1.7%), Romania (+0.2%) and 
Bulgaria (0.5% YOY) all having posted data this morning. This follows earlier 
releases by Lithuania (+4% YOY), Estonia (+3.7%), Latvia (+5.1%), Serbia (-1.5%) 
and Ukraine (-2.7% YOY). A number of other economies have posted only full year 



growth estimates for 2012, with no fourth quarter breakdowns, but from this it is 
possible to get a close approximate of what  the fourth quarter outturn was. Herein, 
Poland posted 2% full year growth in 2012, which suggests Q4 2012 growth of 
around 1% of less. Similarly, Russia's 3.4% full year growth print would suggest final 
quarter growth of around 2%, while Georgia's 6.1% real GDP growth print indicates 
that growth moderated to just 2.5% in the fourth quarter.  Turkey is, meanwhile, 
reported to have grown by just 2.5% YOY in 2012, which again would imply a 
relatively anaemic fourth quarter print of around 2%. 
 
A few big take outs from the releases so far: 
 
•    In general the message from the above is that growth slowed markedly across 
the region in Q4, and indeed more generally in 2012, following the broader global 
and regional trend, but also perhaps the impacts of continued fiscal austerity in 
Europe plus also European bank deleveraging. Thus of the fourteen economies which 
have reported, or indicated, nine have reported lower growth than the prior quarter. 
Overall the regional growth trend has slowed by around half a percentage point in Q4 
to around 0.75%.                             
 
•    The biggest turnaround in growth has been Georgia which has seen growth 
collapse from 7.5% in Q3 to just 2.5% in Q4, which would suggest that uncertainty 
over the recent elections is beginning to weigh on confidence and also FDI which has 
been the key growth driver so far.                             
 
•    At the top of the regional growth table are the Baltic states, with Latvia still 
leading the way with growth of 5.1% in Q4, followed by Lithuania and then Estonia. 
Growth in Lithuania and Latvia moderated in Q4 but at a relatively modest pace 
indicating a degree of resiliency.  Now the level and resilience of Baltic growth 
probably reflects a number of factors. Herein we would argue still the low base after 
the 2008/09 collapse, but also the better state of the banking sectors and Scandi 
bank ownership, plus also perhaps the fact that these economies carried out far 
reaching structural reforms which are now the envy of Europe - "are you listening Mr 
Krugman?"                                  
 
•    At the other end of the spectrum lies Hungary and Ukraine which both saw real 
GDP contract by 2.7% YOY in Q4. Hungary (see my recent trip notes) is suffering still 
from the combined impacts of five years of austerity and a perceived weak business 
environment plus also aggressive foreign bank deleveraging partially due to the 
aggressive approach to banks adopted by the Orban administration - bank and 
sectoral taxes have hurt sentiment. Ukraine, meanwhile, is suffering from twin 
deficits, a terms of trade shock caused by difficult market conditions for its key 
exports, metals, and also by policy errors in terms of exchange rate management, 
i.e. the hard UAH policy has cost the economy growth and confidence more 
generally. Add in concerns on the political front, and strained relations with the West 
and Russia, and herein is the explanation for the deepening recession.                                      
 
•    Countries bucking the trend, and seeing something of an upturn or improvement, 
albeit modest in growth, include Serbia (but still in recession), Romania which is now 
growing again, and Estonia (see comments above). Serbia seems to be benefitting 
from low base period effects and finally the results of investment in the auto sector 
coming on stream. Romania, is hopefully benefitting from a resolution of concerns 
over political stability and the returns from steady progress on the IMF-anchored 
reform front.                    



 
•    Countries where growth, or the lack of it, probably matters most and is likely to 
see the greatest policy response - due to the electoral cycle - are likely to be Turkey 
and Hungary.  Herein, Hungary faces parliamentary elections in April 2014, and 
Turkey could well face a key constitutional reform referendum this year, and 2-2.5% 
real GDP growth is probably not at a level which makes politicians feel comfortable 
that they could win any such vote. 
 

 
39. The ’currency war’ is a misnomer but good news for emerging markets 
all the same  
Danske Bank 
February 15, 2013 
 
Since August-September last year, risk appetite has returned to the global financial 
markets on the back of a stepping up of monetary easing from particularly the 
Federal Reserve and the Bank of Japan. Despite the return of risk appetite, some 
commentators and policy makers have voiced concerns about what has been called a 
‘currency war’.   
 
The concern is that particularly the weakening of the yen is going to trigger a rally in 
EM currencies and that this will undermine the competitiveness of emerging market 
economies such as Brazil.   
 
We are, however, much less concerned about the ‘currency war’. We find it difficult 
to view global monetary easing negatively in a situation where the output gap is still 



negative in several of the largest economies in the world and where unemployment 
is historically high.   
 
It is true that currencies such as the Mexican peso are strengthening mostly due to 
monetary easing in the US. That obviously is likely to have a short-term negative 
impact on Mexican competitiveness, but more important for Mexican exporters is 
that US monetary easing should spur US growth, which would undoubtedly boost 
Mexican exports.   
 
We believe the ‘Mexican story’ to be a global story, i.e. emerging market growth is 
being helped by US and Japanese monetary easing rather than the opposite, but we 
think emerging market currencies would benefit in general from easier global 
monetary conditions.  Overall, we think that worries regarding a currency war are 
overblown and actually regard such a ‘war’ as a positive stimulus to global growth. 
 
40. What rating changes can be expected in CEE this year?  
Erste 
February 15, 2013 
 
Croatia: We see a high likelihood of Fitch following S&P and Moody's and therefore 
also trimming the current Croatia investment grade rating by a notch. Apart from 
that, we are anticipating a stable rating outlook for the remainder of the year, as 
2013 public financing remains under control and we see EU entry acting as a rating 
anchor. As far as the mid-term rating outlook is concerned, the government has to 
push stronger in the direction of structural reforms and fiscal consolidation in order 
to spur growth opportunities.  
 
Czech Republic: The Czech Republic holds an A1 rating from Moody's and an A rating 
from Fitch. With fiscal restriction almost over (and so with the economic outlook 
brightening for 2014), the debt-brake law making its way through Parliament, debt-
to-GDP stabilized and with solid fundaments (profitable, well-capitalized banking 
sector awash with liquidity, current account covered by FDIs, deficit below 3% etc.), 
we would not be surprised to see a rating upgrade this year. The trigger could come 
from the debt- brake law, if it gets approved with strict enough limits.  
 
Hungary: In Hungary, all three major rating agencies have formed their opinion on 
the sovereign rating in recent months. While S&P downgraded the rating by one 
notch to BB in November (outlook: stable), Fitch reaffirmed its rating at BB+ 
(outlook: stable), and Moody's also reaffirmed it at Ba1 (outlook: negative). The step 
from Moody's came last week. Two of the ratings are below investment grade by one 
notch (at S&P, by two notches). Towards the end of the year, the agencies may 
again revise their opinion, but we currently do not expect any rating changes in the 
upcoming months. A downgrade seems unlikely to us, as last year's budget figures 
may be well below 3%. However, an upgrade is also unlikely in the near future. 
Unorthodox policies may continue to unnerve investors, while this year's deficit 
figures may be worse than last year (we expect 3% of GDP shortfall after the 2.4% 
anticipated for last year). And last, but definitely not least, the growth potential and 
growth outlook of Hungary remains very grim, which makes it rather difficult to keep 
the public debt path sustainable, even at deficit figures of around 3% of GDP.  
 
Poland: Poland currently has the following ratings: A2 Moody's, A- Fitch and S&P 
with stable outlook. We do not expect any rating change this year. Poland has well-
managed public finances, but the public debt-to-GDP ratio will remain around 55% of 



GDP and the budget deficit will be at 3.5% of GDP this year, giving little reason for a 
rating upgrade. As Fitch points out, the reduction of public debt and further fiscal 
consolidation could only help in a rating upgrade, as Poland still has worse indicators 
in comparison to those countries with an A rating. On the other hand, if the 
economic slowdown is deeper than currently expected, it will put the budget deficit 
at the risk of overshooting (anything substantial would not allow an exit from the 
excessive deficit procedure and that could lead to a risk of a rating downgrade). We 
expect a budget deficit of 3.5% of GDP (slight overshooting), which will not be a 
trigger for a rating downgrade.  
 
Romania: We are so far wary of expecting any prospective improvement in the 
country's rating this year, especially against the still jittery international backdrop. 
However, if Romania remained politically stable, while pushing forward with public 
reforms, we would not completely discount the chances of Standard & Poor's 
boosting the country's rating up to investment grade. Closing a new precautionary 
deal with the IMF/EU later this year will only add to Romania's prospects for a rating 
improvement. Moody's and Fitch are currently the only major international agencies 
crediting Romania as an investment grade country.  
 
Serbia: After negative action from S&P last summer, we see rating prospects as 
stable for the remainder of 2013. The announced move towards fiscal austerity, 
more benign external sentiment and so far successful public debt financing 
operations without IMF backing are supportive for the rating. The recent EU 
accession progress and the likely kick off of accession negotiations in 2013 would 
enhance the rating prospects. We see the risks as predominantly linked with more 
serious fiscal slippage and the potential resurgence of political uncertainty.  
 
Slovakia: I would expect no changes in Slovakia's sovereign rating this year, as long 
as the overall outlook for Eurozone countries does not deteriorate sharply, which we 
do not assume. Fiscal consolidation is on track to bring the fiscal deficit down from 
expected close to 5% of GDP in 2012 to around 3% of GDP this year, although the 
slowing economy could complicate the task. Nevertheless, the government has 
proclaimed its determination to lower the deficit under any circumstances.  
 
Turkey: Currently, only Fitch rates Turkey as investment grade status. Moody's rates 
Turkey one notch below investment grade with a positive outlook and we expect 
Moody's to be the second agency to upgrade Turkey to investment grade status in 
2013. S&P, which rates Turkey two notches below investment grade, is less likely to 
upgrade this year, as their view is stable on Turkey's rating. In January, Moody's 
reiterated its current Ba1 rating for Turkey by saying that the evolution of external 
risks will be the key driver of Turkey's credit rating going forward. They also 
underlined their concern, especially about the large C/A deficit, the relatively low 
level of reserves and the uncertainties about the innovative monetary policy. These 
comments dented hopes of an upgrade in the very short term. However, the C/A 
deficit ended 2012 at 6.1% of GDP, which is much lower than Moody's own 7.6% 
estimate. Also, an improved FX reserves/short-term external debt ratio should be an 
important parameter of a rating upgrade, in our view.  
 

RUSSIA macro news 
41. Russian budget runs deficit in January 
Sberbank CIB 
February 17, 2013 



 
The budget collected R1.1 trln ($36.1bn) in January, while expenditures were at R1.2 
trln ($38.7bn), leading to a deficit at R81.3bn ($2.6bn). It is rare to see a budget 
deficit in January, and this is the first time this has happened since 1998. In the 
beginning of the year, budget expenditures are usually well below the average 
monthly target, but this year it slightly exceeded this figure, while budget revenues 
were in line with expectations. 
 
The budget also redeemed net debt of R78.6bn ($2.6bn), while the Finance Ministry 
reduced its deposits in the banking system by R423bn to R81bn. Thus, the budget 
was still a net absorber of ruble liquidity to the tune of R263bn. This figure is well 
below the sterilization in January 2012 of R343bn. As a result, the money market 
improved. 
 
We expect the Finance Ministry to increase borrowing domestically in order to fill the 
State Reserve Fund, as is required by budget rules. Thus, sterilization will increase in 
the coming months, which will cause the money market to tighten. 
 
42. CBR restrains inflation expectations, rates on hold 
VTB Capital 
February 13, 2013 
 
Yesterday, the CBR left all key interest rates unchanged with the central policy rate 
remained at 5.50% besides the unified required reserve ratio was set at 4.25% by 
lifting it on residents’ liabilities from 4.00% and decreasing the ratio on non-
residents’ liabilities from 5.50%.  
 
Following the recent sharp increase in headline CPI, the CBR left its rhetoric on 
economic growth mostly neutral and peppered the statement with cautious remarks 
on inflation in order to contain inflation expectations and prevent a possible harmful 
pass-through effect on the real economy. Meanwhile, altering the required reserve 
requirements is mostly neutral for liquidity and implies that the regulator is 
becoming more tolerant towards foreign currency inflows, as originally higher RRR 
for non-residents was set to limit these inflows. Hence, as the overall tone has 
become a bit less dovish, we do not think the CBR will start the easing cycle in 
March. However, we still expect the first easing step in April, as the headline CPI is 
set to make a first downward move in March, while the economic picture is unlikely 
to improve in the near term, in our view. Uncertainty over who will be nominated for 
the next CBR chairman is an added risk to our forecast. 
 
CBR’s comments on CPI aim to contain inflation expectations. In January, headline 
CPI jumped to the highest level since October 2011, which pushed the regulator to 
sound slightly less dovish. For example, policymakers said CPI growth of 7.1% was 
significantly higher than the upper boundary of the CBR’s forecast for this year (5-
6% YoY) and stated that this might intensify risks of higher inflation expectations. 
Moreover, the regulator dropped the phrase, “the absence of any significant demand-
pull price pressures on inflation”, which had been in its statements since the last hike 
in base rates. At the same time, the CBR mentioned that the recent spike in headline 
CPI was due to one-off factors (hike in rail tariffs and accelerating food prices), while 
growth in non-food prices remained modest. Meanwhile, the monetary authorities 
estimate that headline CPI might exceed 6% in 1H13. All in all, we see the tone of 
the statement as only slightly less dovish and believe the primary goal is to limit 



inflation expectations and therefore avoid a harmful pass-through effect on the real 
economy. 
 
Economy is at potential, tone on economy is mostly neutral. Policymakers repeated 
that economic growth in December remained close to the levels of the previous few 
months, with weaker investments and IP growth. Furthermore, it reiterated its view 
that the economy was performing near its potential level and highlighted the still-
tight labour market, coupled with the high level of capacity utilisation. Meanwhile, 
still strong lending activity is likely to support growth in the regulator’s view. Given 
the weak set of January data (including further slowdown of lending activity), we 
expect the CBR to voice more concerns over growth in March’s decision comment. 
 
????Maxim Oreshkin?  
 
43. Cabinet guides for 0.6-0.7% February inflation 
Alfa Bank 
February 13, 2013  
 
On the eve of today's CBR policy rate meeting, the Ministry of Economic 
Development announced inflation guidance of 0.6-0.7% for February. This should put 
annual inflation at 7.3-7.4%, and in our view will be the argument to keep policy 
rates unchanged. 
 
The ministry's guidance is in line with our 0.5% February inflation forecast and our 
view that annual inflation would accelerate. Regardless of the exact level expected 
for February, we believe that any acceleration of the annual inflation ratio above the 
7.1% y/y in January is an argument to keep policy rates unchanged. In our view, the 
CBR will be comfortable cutting interest rates only when annual inflation starts to 
decelerate, which we expect to happen closer to 3Q12. For this reason we continue 
to believe that the most likely scenario will be flat interest rates in 1H13. An 
additional argument can be the lack of unique interest rate dynamics on the lending 
markets. While in the corporate loan segment interest rates can decline due to 
weakness in demand, in retail lending interest rates are very likely to go higher due 
to the introduction of the new provisioning rules from March. In this environment, 
cutting the policy rate might play against the initial goal of limiting retail lending 
growth. Given the Cabinet’s negative inflation guidance and taking into account the 
market situation, we expect today’s CBR meeting to keep policy rates to stay ON 
HOLD. 
 
Natalia Orlova, Ph.D. 
Dmitry Dolgin 
 
44. Russia’s consumption fillip unlikely to repeat, adding to growth concerns  
Alfa Bank 
February 13, 2013  
 
Last year GDP growth found support from consumption but raised concerns among 
producers. Consumption drivers were exceedingly positive and are unlikely to repeat 
this year; stagnant stockbuilding suggests that producers share this fear. A decline in 
competitiveness due to accelerated inflation, a flat ruble exchange rate and deflation 
abroad is an issue. We see the 2% y/y GDP growth in January as an important 
benchmark – if the rate moves lower then pressure will intensify on the CBR to ease 
policy.  



 
2012 GDP structure indicates strong consumption: Despite our concern of retail trade 
growth decelerating from 7.0% y/y in 2011 to 5.9% y/y in 2012, the GDP structure 
confirms a favorable consumption trend. Thanks to Russia’s socially-oriented budget 
policy, households increased their consumption growth from 6.4% y/y in 2011 to 
6.6% in 2012 and the overall consumption growth rate came in at 4.8% y/y, 
virtually unchanged from the 4.9% y/y in 2011.  
Weak inventory growth reflects producers’ caution: The deceleration of retail trade 
growth was, however, an important negative trend for producers. Stockbuilding, 
contributing 65% of GDP growth in 2011, added only 5% to growth last year, 
reflecting the deterioration of producers’ expectations. The drop in investment 
growth, which contributed virtually two times less to 2012 growth, as well as the 
substantial deceleration in industrial output and manufacturing growth also point to 
producers’ troubled sentiment.  
Weaker competitiveness becomes an issue: A decline in competitiveness is also an 
important factor behind the deteriorating economic backdrop, in our view. Inflation 
accelerated to 6.6% in 2012, above the 6.1% in 2011, while the ruble exchange rate 
remained strong, despite our expectations. Russia suffered competitive pressure 
from abroad with imports surging 9% y/y in real terms in 2012 (despite modest 4% 
nominal growth). Russia’s recent WTO entry is also a risk factor for the longer run, if 
the manufacturing sector fails to adjust.  
 
Consumption fundamentals were unusually strong in 2012: The 2012 environment 
looked very favorable for consumption. Real salaries were up 7.8%, mainly due to a 
10.7% y/y increase in 1H12, a strong acceleration from the 2.8% y/y growth in 
2011. Unemployment reached a 20-year low of 5.3%. Retail lending growth 
accelerated from 36% y/y in 2011 to 39% y/y last year. The pre-election indexation 
promises played in favor of positive income growth expectations, neutralizing the 
negative impact of the global environment. This positive combination of factors is 
unlikely to be repeated in the near future.  
Slower budget spending growth, increase in retail lending rates on the horizon: The 
key risk for consumption will be the substantial deceleration of budget spending from 
18% y/y last year to 2% y/y in 2013E. This will likely reduce real income growth to 
only 1.5% y/y this year. In the banking sector, the new provisioning rules effective 
from March 2013 have already started to lift lending rates and will trigger a 
slowdown in retail loan growth. Low unemployment is probably the most supportive 
factor for consumption; however, it is unlikely to assure fast salary growth if 
producers’ growth plans stay conservative. For these reasons we believe that the 
main risk factor for 2013 is a deceleration in consumption growth.  
2.0% GDP growth in January is key benchmark – a lower figure would put the CBR 
under pressure: Following the 2.2% y/y GDP growth estimate for 4Q12, we see 
January’s 2% y/y growth rate as an important benchmark. If GDP growth falls below 
this level, we anticipate more pressure on the CBR to ease monetary policy. 
However, an expected acceleration of annual inflation to 7.5% by 2Q13 points to the 
flip side of the loose policy. Thus, were the growth rate to remain above 2% y/y, this 
would keep us comfortable with our expectation of a flat interest rate in 1H13E.  
 
Natalia Orlova, Ph.D. 
Dmitry Dolgin 
 



 
 

 
 



 
45. Federal budget prints 1.8% of GDP deficit last month  
VTB Capital 
February 14, 2013 
 
News: The monthly Federal budget deficit reached RUB 81bn, or 1.8% of GDP, in 
January 2013, according to the Ministry of Finance. Revenues and expenditures were 
at RUB 1.1tn and RUB 1.2tn, respectively. MinFin’s outstanding deposits in the 
banking system declined RUB 504bn to RUB 81bn at the end of January. The balance 
of MinFin’s accounts with the CBR increased RUB 185bn during last month. 
 
Our View: The recent data implies that in January, the monthly balance of the 
federal budget reverted to a deficit for the first time since 1998. On the revenues 
front, a strong RUB was not beneficial for oil & gas revenues (average Urals stood at 
RUB 3,375/bbl in the first month of 2013), which nudged the budget balance into 
red.?The Ministry has followed its path of executing the budget more evenly, with 
higher expenditures during the first half and lower in the second. Hence, although at 
the beginning of this year fiscal spending looks modestly supportive for growth 
(however, 14% YoY growth in fiscal expenditures in January 2013 was significantly 
lower than the 57% YoY in January 2012), during 2H13 Russia’s economy is likely to 
face a negative impact from the much tighter fiscal policy. ?Meanwhile, we note that 
MinFin might have sterilised around RUB 344bn of the RUB 1.2tn funds routed to the 
economy in January (which is mainly indicated in the increase of federal 
government’s financial resources owing to autonomous and budgetary enterprises as 
well as public companies). ?Furthermore, the monthly budget deficit (coupled with 
the negative balance of net domestic borrowings of RUB 79bn) only eased the total 
heavily negative effect on liquidity of MinFin’s combined operations last month. The 
key drag on liquidity was a narrowing of MinFin’s deposits in the banking system.  
 
Maxim Oreshkin  
Daria Isakova 
 



46. MinFin considers purchasing FX on local market  
VTB Capital 
February 14, 2013 
 
News: Deputy Minister of Finance Alexey Moiseev commented that MinFin was 
considering to purchase foreign currency for the Reserve Fund and the National 
Welfare Fund from the local FX market directly, not from the CBR. Even though no 
final decision has been made yet. 
 
Our View: We believe that increasing domestic banks’ holdings of local bonds in the 
coming years will not be enough to cover all of the banking system’s refinancing 
needs. The only market big enough for outright asset purchases is the FX market. 
Hence, we believe that outright FX purchases by MinFin might limit its impact on 
liquidity (see our Russia 2013 Economic Outlook - Time to deliver, of 21 January for 
more possible changes in this regard). MinFin might start a gradual conversion of the 
Reserve Fund and the National Welfare Fund on the open market into foreign 
currency next year, but there is a possibility that this could happen earlier to help 
smooth tight liquidity conditions in autumn 2013. The actual result of such outright 
purchases would be a new equilibrium on the FX market, with a weaker RUB, while 
the liquidity situation in the banking system would become dependent on CBR 
activity. 
 
Maxim Oreshkin  
Daria Isakova 
 
47. Russian Net capital outflow may reach $8-10bn in January 
Alfa Bank 
February 13, 2013  
 
The Ministry of Economic Development announced guidance for net capital outflow of 
$8-10bn in January 2013. We take this figure as being in line with our full-year 
forecast of $50bn. 
 
The guided $8-10bn is less than the $15bn reported in January 2012 but slightly 
above the $7bn seen in January 2011. However, it appears that the figure was 
affected by Russian banks’ currency swap operations with the CBR, which is 
accounted for in banking sector liabilities, and in principle reduces the level of net 
capital outflow. Thus, we would not take the ministry's guidance as positive news. In 
the meantime, we reiterate our net capital outflow forecast of $50bn for this year, 
implying a deceleration in net capital outflow from 2012. 
 
Natalia Orlova, Ph.D.  
Dmitry Dolgin 
 
48. Russian Central Bank tweaks reserve requirements 
Sberbank CIB 
February 13, 2013 
 
The Central Bank has kept its base interest rates on hold as expected, given inflation 
concerns, but has also made some tweaks to banks’ obligatory reserve requirements. 
 



All reserve requirements have been set at 4.25% as of March 1, 2013. Previously, 
liabilities on nonresident legal entities had a reserve requirement of 5.5%, while 
liabilities on individuals (i.e. deposits) and other liabilities had a reserve requirement 
of 4.0%. 
 
Our view: As of January 1, 2013, the total mandatory reserves of the banking 
system amounted to R426bn (about 0.9% of total assets). 
 
Overall, given that the share of liabilities on nonresident legal entities is only about 
12% of total liabilities, the net effect of lining up the reserve requirements looks to 
be broadly neutral in terms of freeing up resources for banks to lend, but may 
encourage banks to seek more foreign funding. We have yet to receive the January 
sector data, but Sberbank’s recent January data showed a 1.1% m-o-m decline in 
corporate lending. 
 
Andrew-Keeley  
 
49. Russian Economy February 2013 - weak growth story goes on 
VTB Capital 
February 13, 2013 
 
GDP growth weakened throughout 2012 to end the year at 3.4% year-on-year. 
Stagnating investments and the high-base effect pushed year-on-year GDP growth 
to slightly above 2.0% in 4Q12, triggering a discussion on how to stimulate growth 
and meet the government target of 5% year-on-year growth in the medium term. 
 
Headline CPI increased to 7.1% year-on-year in January, boosted by one-off factors 
(key contributors were vodka, railway tariffs, gasoline, and tobacco). VTBC core 
inflation slowed to 5.1% year-on-year, indicating underlying inflation continued to 
soften, with its run rate coming closer to 4% in January 2013 vs. above 6% in mid-
2012. 
 
Rising push for easier monetary policy; cuts to start in April. Headline CPI is set to 
peak in February, growth unlikely to accelerate soon, as banking system and fiscal 
policy still a drag on growth. We expect the first cut once the headline CPI changes 
direction. 
 
RUB on upward trend. RUB was supported by stronger oil, foreign inflows in OFZ and 
CA seasonality. We expect RUBBASKET to reach 34.0 within the next two months; 
$RUB will likely go well below 30.0. Month ahead. February will likely be a dull month 
and see the continuation of recent trends. Economic year-on-year growth rates are 
set to slow even further on the base effect of a leap year.  
 
????Maxim Oreshkin?  
 



 
 



 
50. Russian households make up bulk of Russian expenditure in 2012 
bne 
February 13, 2013 
 
For all the talk of the government’s big role in the economy (and no one is denying 
this is true), household spending has become a bigger force in recent years.  
 
In 2012 household spending made up 48% of Russia’s GDP in terms of expenditure. 
The state accounted for another 19%, with exports accounting for another 7%.  
 
Nevertheless other polls estimate that over half the population are either directly or 
indirectly exposed to the government’s payroll. While consumers play an increasingly 
important role in driving Russia’s economy, the state still plays a commanding role.  
 



 
51. Russian real retail sales recovered in December  
VTB Capital 
February 13, 2013 
 
Real retail sales recovered in December on revived growth in the food component. 
The headline number rose to 5.0% YoY in the last month of 2012 from 4.4% YoY in 
November. The recent acceleration mainly came on the back of the speedup in the 
growth of food sales (owing to a moderation in food price growth), after a sharp 
slowdown earlier in the year. Hence, we prefer to treat the recent rebound as a 
return to a ‘normal’ downward trend. Growth in non-food retail sales edged higher to 
7.8% YoY from 7.3% YoY in November. January’s data is set to be negatively 
affected by increased alcohol and tobacco prices combined with retail lending 
weakness. 
 
? Car sales rose 11% YoY to 2.9mn in 2012, while December sales were up just 1% 
YoY, according to AEB. It is noticeable that, on an SA basis, car sales growth slowed 
to 0.2% MoM on the back of weaker activity in GAZ’s LCV and UAZ, despite a good 
performance from the premium segment. The overall picture on car sales underpins 
our view that the growth in consumer spending is stabilising at low levels and will not 
rebound soon. 
 



 
 



 
52. Russia’s high inflation keeps CBR cautious and rates on hold 
Danske Bank 
February 12, 2013 
 
Russian central bank leaves policy rates unchanged.  
 
Based on CBR guidance, a rate cut is unlikely in the coming months.  
 
We expect inflation to remain elevated for the first half of 2013 despite slowing 
economic growth.  
 
Assessment and outlook  
 
Russia’s central bank today left all its key rates unchanged. Based on the comments 
from the CBR, a rate cut in March-April seems less likely. Even though growth is 
cooling down, high inflation keeps the central bank cautious, in our view. As the 
Russian central bank has gradually allowed a more flexible exchange rate and moved 
towards inflation targeting during recent years, monetary policy is becoming more 
effective in curbing inflation. However, inflation is currently rising on factors where 
monetary policy has little effect, such as tariff increases and wage inflation due to 
tight labour market conditions. We expect inflation to remain elevated until the 
summer due to base effects. In our view, as rates are not a very significant factor 
behind the current inflation drivers, the central bank seems to be slightly more 
hawkish than anticipated, as it is trying to tame inflation expectations. Still, if the 



economy starts to cool more rapidly than currently expected, we believe the CBR 
would be prepared to cut rates. 
 
53. Russia’s lead indicators point to a weak recovery  
VTB Capital 
February 13, 2013 
 
Industrial production (IP) growth dropped to 2.6% year-on-year in 2012, almost half 
that of 2011. Throughout 2012, the industry grew at an increasingly slower pace: 
although IP growth was rather strong in 1Q12, at 4.0% year-on-year, it finished 
2012 at below 1.5% year-on-year. Overall, the IP report revealed ongoing adverse 
conditions on the supply side and thus coincides with recent concerns on the growth 
outlook expressed by the Russian authorities. 
 
Leading indicators drew a mixed picture at the beginning of the year: on the one 
hand, Manufacturing PMI improved substantially in January (thus giving some 
expectation that the economic performance will advance), but Services PMI 
decreased a bit and the OECD leading indicator has continued to moderate since 
February 2012, implying weak growth. 
 

 
54. Trade surplus in December expanded further to $17.1bn  
VTB Capital 
February 12, 2013  



 
News: According to the CBR, the FY12 trade balance printed a surplus of USD 
193.9bn, which is 2.2% lower than in 2011, with USD 529bn in exports (up 1.4% 
YoY) and USD 335bn in imports (up 3.6% YoY). Meanwhile, the trade surplus in 
December edged up to USD 17.1bn (from USD 15.4bn in November). Exports 
declined 5.4% YoY, down for the second month in a row (and slowed to 0.7% MoM 
SA), to USD 48.6bn. Imports advanced 2.4% YoY (after a decline of 1.0% YoY in 
November) and 2.6% MoM SA to USD 31.4bn. 
 
Our View: The recent reading implies that trade balance growth is on a downwards 
trend. Even with slightly higher oil prices in 2012 vs. 2011, the full-year trade 
surplus narrowed a bit as imports added more vigorously than exports. Hence, 
without rising oil prices Russia’s trade balance is set to shrink in the medium term, 
putting pressure on RUB. At the same time, and given the overall bleak economic 
picture, we do not expect imports to add actively in the quarters to come. However, 
the favourable base effect might underpin the growth in imports.?As far as January is 
concerned, we might see trade balance volumes almost unchanged near USD 18bn, 
on the back of slower imports and progress in oil quotes (average Brent stood at 
USD 112/bbl in the first month of the current year vs. USD 109.2/bbl and USD 
109.3/bbl in the previous months). 
 
Maxim Oreshkin  
Daria Isakova 
 

 



RUSSIA bonds 
55. Gazprom Capital to collect applications on February 18-19 for placement 
of bonds worth RUB30bn 
Alfa Bank 
February 14, 2013 
 
Investors will be offered 5-year series 04 bonds in the amount of RUB5bn with an 
expected coupon rate in the range of 7.70-7.95% pa (YTM of 7.85-8.11%). They will 
also be offered a 5th bond issue worth RUB10bn with a maturity of 4 years and a 
coupon rate of 7.60-7.80% pa (YTM of 7.64-7.95%). In addition, the issuer plans to 
place 3-year series 06 bonds worth RUB15bn with a guided coupon of 7.50-7.65% pa 
(YTM of 7.64-7.80%). The technical placement of the issues on MICEX is planned for 
February 21. 
 
56. Gazprom may offer Eurobonds in March 
bne  
February 15, 2013  
 
Russian natural gas giant Gazprom issues Eurobonds denominated either in U.S. 
dollars or in a European currency in March, a banking source told Prime. 
 
"The book was 50% oversubscribed the last time Gazprom placed Eurobonds in 
January and amounted to $2.8bn," the source said. 
 
57. Gazprombank places $61.5m ECP issues 
bne  
February 14, 2013  
 
Gazprombank has placed $61.45m of European commercial papers, the bank said. 
 
The bank sold $17.67m ECPs with the redemption slated for May 8, 2013, $32.45m 
with the redemption slated for August 15, 2013, and $11.33m with the redemption 
slated for February 6, 2014. 
 
The bank has two outstanding ECP issues totaling $132m. 
 
58. LOCKO-Bank closes book for series BO-02 bonds, sets coupon rate at 
10.40% pa 
Alfa Bank 
February 14, 2013 
 
The technical placement of the loan on MICEX will be on February 14. The issue will 
have a maturity of 3 years with semiannual coupon payments and a 1-year put 
option. The coupon rate until the put was set as a result of the bookbuilding in the 
middle of the expected range at 10.40% pa. The arrangers of the loan are Bank 
Zenit, LOCKO-Invest and Nomos Bank. 
 
59. MOESK places entire series BO-03, RUB5bn bond, setting coupon rate at 
8.50% pa 
Alfa Bank 
February 15, 2013  
 



The issue was placed on MICEX in the form of a tender to set the coupon rate before 
maturity. The coupon rate was set at 8.50%. The issue matures in three years and 
has semi-annual coupon payments. The arrangers are Gazprombank and VTB 
Capital. 
 
60. Magnit to open bid book for RUB5bn bonds on February 19 
bne  
February 15, 2013  
 
Russian retailer Magnit will open a bid book for 3-year RUB5bn bonds, the company 
said, Prime reported. 
 
Bids will be accepted until February 20, and the technical placement was scheduled 
for February 26. 
 
The coupon guidance was set at 8.60-8.80% annually, which corresponds to an 
8.78-8.99% annual yield. 
 
The issue carries semiannual coupons. 
 
Magnit chose Sberbank CIB to lead the offering. 
 
61. Maritime Bank to offer debut RUB1.5bn bonds end Feb 
bne  
February 12, 2013  
 
Russia's Maritime Bank will offer its debut RUB1.5bn 3-year bonds at the end of 
February, a representative of UralSib, the organizer of the offering, told Prime. 
 
"Book building will be opened in the week starting on February 18," the 
representative said. 
 
The guideline for the first coupon is set at 12.50%-13.00% annually that 
corresponds to the yield rate to a 1-year offer of 12.89%-13.42% annually. 
 
The bonds carry a semi-annual coupon payment. 
 
62. NLMK places 5-year Eurobonds worth $800m at 4.45% pa 
Alfa Bank 
February 13, 2013  
 
The placement occurred below the previously announced yield guidance of 4.625-
4.750% pa. The issue will be placed in accordance with 144A/Reg S. The arrangers 
are Deutsche Bank, J.P. Morgan and Societe Generale. 
 
63. Novatek plans to place 4-year ruble Eurobonds, yield guidance ~7.75% 
Alfa Bank 
February 13, 2013  
 
Novatek held a road show on January 29-30 for Eurobonds denominated in rubles. 
The meetings with investors were organized by Barclays, Gazprombank, Goldman 
Sachs and Sberbank CIB; they took place in London and New York. 



 
64. Orient Express Bank closes book for subordinated bonds worth 
RUB4.5bn, sets coupon rate at 13.60% pa 
Alfa Bank 
February 14, 2013 
 
The technical placement of the loan on MICEX will occur on February 14. The 
securities are being placed by closed subscription of commercial entities. The issue 
will have a maturity of 5.5 years with semiannual coupon payments. It does not 
include an intermediate put option. The arrangers are Promsvyazbank and BC 
Region. 
 
65. PIK obtains RUB4bn credit line for Buninsky project 
VTB Capital 
February 12, 2013  
 
News: PIK Group has obtained a non-revolving credit line of RUB 4.04bn to finance 
the first phase of the Buninsky residential complex. The final maturity of the credit 
facility is set for 1Q17. The estate is located in New Moscow, with the total net 
sellable area of 1.07mn sqm. The group has announced its plans to complete the 
first 60,000sqm in 2013, while the first phase is to account for 580,000sqm. 
 
Our View: The Buninsky project is factored into our model, with volumes and a 
timing schedule broadly corresponding to the company’s plans. As of 28 November 
2012, Sberbank’s total debt exposure to PIK was RUB 27.5bn. Taking into account 
the most recent PIK leverage update (RUB 41.8bn as of YE12), the bank accounts for 
66% of the outstanding debt. Given the need to refinance existing credit facilities in 
the short to medium term, increasing exposure to Sberbank is a positive factor for 
PIK, highlighting the bank’s commitment to the developer’s operations. 
 
Maria Kolbina  
Nikolay Kovalev 
 
66. Promsvyazbank successfully placed $200 Subordinated Eurobonds 
PSB 
February 15, 2013 
 
Promsvyazbank (“PSB”), one of the leading universal banks in Russia, has 
successfully increased its October subordinated note issue closing a $200 million 
subordinated Eurobonds placement with a yield of 9%. The bonds first issued on 
October 30, 2012 are denominated in U.S. dollars with a coupon of 10.2% and a 
maturity period of 7 years. This placement brings this issue of subordinated 
Eurobonds from $400million to a total of $600 million. 
 
Artem Konstandian, President of PSB, commented, “This transaction was highly 
successful for PSB. We saw very strong interest in our paper and the initial target 
was more than 4 times oversubscribed. The new bonds will yield 9% which is 1.2% 
lower than the issue in October. Demand from major western investment funds 
shows the strong interest in PSB among the international financial community.” 
 



The subordinated Eurobond placement was part of the Bank's Medium Term Note 
(MTN) program under Reg.S. Promsvyazbank, HSBC and JP Morgan were the 
organizers of the issue. 
 
67. RESO Leasing to hold bookbuilding on February 12-18 for bond 
placement worth RUB2.5bn 
Alfa Bank 
February 13, 2013  
 
The technical placement of the loan on MICEX is planned for February 20. The issue 
will have a maturity of 3 years with semiannual coupon payments. The arranger of 
the loan is Sberbank CIB. 
 
68. RTC-Leasing preparing to place series BO-02 bonds worth RUB2bn 
Alfa Bank 
February 14, 2013 
 
The issue will have a maturity of 5 years with amortization of principle in the amount 
of 10% on the payment date of each coupon. The issue includes the possibility of 
early redemption upon the request of the bondholders and at the discretion of the 
issuer. 
 
69. Renaissance Credit plans tap Eurobond placement with maturity in 2018 
Alfa Bank 
February 13, 2013  
 
The volume of the tap placement is currently under discussion. The price guidance 
for the placement is 103% of face value, which corresponds to a yield of 12.7% pa. 
 
At the end of December Renaissance Credit placed subordinated Eurobonds worth 
$100m for 5.5 years at 13.5% pa. The issue was placed in accordance with Reg S. 
The arranger of the transaction was Goldman Sachs International. 
 
70. RusHydro closes book on series 07 and 08 bonds, setting coupon rate at 
8.50% pa 
Alfa Bank 
February 12, 2013  
 
The technical placement on MICEX is to take place on February 14. Each issue 
amounts to RUB10bn. The bonds mature in ten years, have semi-annual coupon 
payments and a five-year put option at face value. Bookbuilding set the coupon rate 
before the put at the lower bound of the established range, at 8.50% pa, which 
corresponds to a yield of 8.68%. The arrangers are Sberbank CIB, VTB Capital and 
Svyaz-Bank. 
 
Ekaterina Leonova 
 
71. RusHydro closes book on series 07 and 08 bonds, setting coupon rate at 
8.50% pa  
Alfa Bank 
February 11, 2013 
 



The technical placement on MICEX is to take place on February 14. Each issue 
amounts to RUB10bn. The bonds mature in ten years, have semi-annual coupon 
payments and a five-year put option at face value. Bookbuilding set the coupon rate 
before the put at the lower bound of the established range, at 8.50% pa, which 
corresponds to a yield of 8.68%. The arrangers are Sberbank CIB, VTB Capital and 
Svyaz-Bank. Ekaterina Leonova  
 
72. Russian Standard Bank to open bid book for RUB6bn bonds on February 
20 
bne  
February 15, 2013  
 
Russian Standard Bank will begin book building for 3-year RUB6bn exchange bonds 
on February 20, the bank said, Prime reported. 
 
The bidding book will be closed on February 22 at 5.00 p.m. Moscow time, and the 
technical placement has been slated for February 26. 
 
The coupon guidance for the first RUB3bn issue was set at 9.4-9.9% annually, which 
corresponds to a 9.62-10.15% annual yield to an 18-month put. 
 
The guidance for the second RUB3bn issue was set at 9.65-10.15% annually, which 
corresponds to a 9.88-10.41% annual yield to two-year put. 
 
Both issues carry semiannual coupons. 
 
The bank chose VTB Capital, Promsvyazbank, and Raiffeisenbank to lead the issue. 
 
73. Synergy board decides to offer RUB5bn 5-year bonds 
bne  
February 12, 2013  
 
The board of directors of Russian alcoholic beverages producer Synergy has decided 
to offer two 5-year exchange bond issues for RUB5bn, the company said. 
 
The bonds will be offered publicly. The fourth issue amounts to RUB2bn, while the 
third issue totals RUB3bn. The bonds carry semi-annual coupon payments. 
 
74. TCS Bank reopens subordinated bond with $75m issue 
bne  
February 14, 2013  
 
Russia’s Tinkoff Credit Systems (TCS Bank) has reopened a subordinated bond with 
a $75m issue, CEO Oliver Hughes told Prime. 
 
“The placement will help us drive our capital adequacy ratio to 20% under Russian 
Accounting Standards,” Hughes said. 
 
The coupon was set at 12.15% annually. The main 5.5-year $125m issue was sold in 
November at 14% annually. 
 



75. UniCredit Bank closes book for series BO-06 and BO-07 bonds, sets 
coupon rate at 8.60% pa 
Alfa Bank 
February 13, 2013  
 
The technical placement of the securities on MICEX will occur on February 14. The 
volume of each issue will be RUB5bn. The maturity will be 3 years with semiannual 
coupon payments and no intermediate put option. The coupon rate until maturity 
was set as a result of the bookbuilding at 8.60% pa, which is 10bp below the initial 
guidance. 
 
76. VTB to hold bookbuilding on February 13-15 for placement of series BO-
22 bonds in the amount of RUB15bn 
Alfa Bank 
February 13, 2013  
 
The technical placement of the loan on MICEX is planned for February 19. The issue 
will have a maturity of 3 years with quarterly coupon payments. It does not include 
an intermediate put option. The coupon rate until maturity will be determined by the 
results of the bookbuilding. The arranger of the loan is VTB Capital. 
 
77. Yakutia government to offer RUB2.5bn bonds 
bne  
February 12, 2013 
 
The government of the Russian republic of Sakha (Yakutia) will offer bonds totaling 
RUB2.5bn, according to a statement, cited by Prime. 
 
The regional government is currently holding an auction for the organization, 
offering, and circulation of bonds. Bids will be accepted from Tuesday through March 
14. Results of the auction will be announced on March 19. 
 
The maximum price of the contract is RUB10m. 
 
At present, the regional government has five bond issues totaling RUB12bn, 
including a RUB2.5bn bond issue and a RUB2bn bond issue maturing later this year. 
 
The debt of Yakutia’s government stood at RUB14.9bn as of January 1. The projected 
budget deficit for 2013 is seen at RUB6.5bn. 
 
78. Zapsibkombank to collect applications on February 20-26 for placement 
of series BO-03 bonds worth RUB2bn 
Alfa Bank 
February 14, 2013 
 
The technical placement of the loan on MICEX is scheduled for February 28. The 
issue will have a maturity of 3 years with semiannual coupon payments and a 2-year 
put option. The guidance for the coupon rate until the put option was set at 11.90-
12.50% pa, which corresponds to a yield of 12.25-12.89%. The arrangers of the 
security are FC Uralsib and BC Region. 
 

RUSSIA loans 



79. IFC Bank to take $20m subordinated loan in 2013 
bne  
February 13, 2013 
 
Russia’s International Financial Club Bank (IFC Bank) will take a $20m subordinated 
loan in 2013, the bank said. 
 
“This will give the bank the opportunity to additionally extend the business and raise 
the loan portfolio based on the structure which has been already formed. This 
approach will help us avoid increased administrative costs and will allow us raising 
business effectiveness,” the bank said, cited by Prime. 
 
In 2011 IFC Bank got $50bn subordinated loan. 
 
80. LSR Group opens RUB1bn credit line with Raiffeisenbank 
bne  
February 12, 2013 
 
Russian developer LSR Group has opened a RUB1bn credit line with Raiffeisenbank, 
the company said, Prime reported. 
 
The credit line matures in January 2017. 
 
LSR Group’s subsidiary, LSR-Basic materials North West, is acting as the guarantor 
of the loan. 
 
81. Rosneft Raises $14bn to Buy AAR's TNK-BP Stake 
RIA Novosti 
February 14, 2013 
 
Russian state-run oil giant Rosneft has signed a deal to raise $14.2bn in loans from 
international lenders, to purchase a 50% stake in the TNK-BP oil joint venture from 
the AAR consortium of four Russianbnaire shareholders, the company said on 
Wednesday. 
 
“On February 13, 2013, Rosneft signed loan agreements for a total $14.212bn. The 
capital will be used to acquire a 50% stake in TNK-BP Ltd from the AAR (Alfa, 
Access, Renova) Consortium,” Rosneft said in a statement. 
 
The interest on the loan is among the lowest on the Russian corporate debt market, 
Rosneft said. The syndicated loan will bear an interest rate of LIBOR plus 2%, a 
banking source told Prime news agency. 
 
The group of international banks which are acting as mandated lead arrangers and 
lenders includes Bank of America Merrill Lynch, Barclays Bank, BNP Paribas, BTMU, 
Citibank, Credit Agricole, ING Bank, Intesa Sanpaolo Banking Group, J.P. Morgan, 
Mizuho Corporate Bank, Natixis, Nordea Bank, SMBC, Societe Generale, Unicredit 
Bank and Bank of China. 
 
Rosneft announced landmark deals in the fall of 2012 to buy 100% of TNK-BP from 
British oil major BP and the AAR consortium, after years of ongoing conflict between 
the two shareholder groups. 



 
Under the terms of the deals, BP will receive $17.1bn in cash for its 50% stake plus 
stock representing 12.84% of Rosneft’s shares while AAR agreed to sell its 50% 
stake in the joint venture “for a cash consideration of $28bn.” 
 
Rosneft has previously secured $30bn in loan commitments from international 
lenders to finance the TNK-BP purchase. Rosneft signed a deal in December to raise 
two loans worth a total of $16.8bn to purchase BP’s 50% stake in TNK-BP. 
 
82. Rosneft board approves taking loan to buy AAR stake in TNK-BP 
bne  
February 14, 2013  
 
The board of directors of Russia’s largest state-controlled oil company Rosneft has 
approved borrowing a total of $14.2bn from a group of banks to finance the 
purchase of 50% in TNK-BP from Alfa-Access-Renova (AAR) consortium, Rosneft 
said, Prime reported. 
 
In December 2012, Rosneft signed agreements to take out two loans totaling 
$16.8bn from a group of international banks to finance the purchase of 50% in 
domestic oil company TNK-BP from British oil major BP. Rosneft then took out a 5-
year $4.1bn loan and a 2-year $12.7bn loan. 
 
Rosneft has to pay $17.1bn plus a 12.84% stake in the company itself to BP, and 
$28bn to AAR. 
 
83. Slavneft takes $730m syndicated loan for 3 years 
bne  
February 14, 2013  
 
Russian oil company Slavneft has taken out a $730m syndicated loan for 3 years, 
France’s branch of VTB, the organizer of the deal, said, Prime reported. 
 
In October, the company took out a three-year RUB17bn syndicated loan from a 
group of international banks including ING Bank N.V. 
 

RUS RATINGS 
84. Moody's: Severstal's Ba1 CFR unaffected by blast at Vorkutinskaya coal 
mine 
Moody's 
14 February 2013  
 
Moody's Investors Service has today said that Severstal OAO's Ba1 corporate family 
rating (CFR) and stable rating outlook are unaffected by the methane blast at the 
company's Vorkutinskaya coal mine on 11 February. 
 
The blast happened at a mine operated by Vorkutaugol, which is part of the 
Severstal Resources division, killing 18 people and injuring three. While the full 
damage to the mine is yet to be estimated, Moody's does not currently expect this 
accident to have a significant impact on Severstal's performance in 2013 or 
adversely affect its self-sufficiency in coking coal (which is above 100%). Moreover, 
Moody's expects the impact on the company's coal reserves to be insignificant. The 



group has a robust financial profile, underpinned by conservative credit metrics and 
a sound liquidity position, which provides headroom against certain negative credit 
developments. 
 
Specifically, there are a number of factors that cause Moody's to believe that the 
impact of the accident on Severstal's financial metrics and operations is likely to be 
limited: (1) total coal production at the mine in 2012 comprised approximately 2.0 
million tonnes of raw coal and 1.0 million tonnes of concentrate, which represented 
only 19% of coal concentrate produced by Vorkutaugol and 13% of the consolidated 
concentrate produced by Severstal, respectively; (2) if following the investigation it 
appears that not all the faces of the mine were impacted, it would moderate the 
negative impact on the production numbers of the mine in the future; (3) 
Vorkutaugol contributed around 12% to the consolidated EBITDA of Severstal in the 
first nine months of 2012; (4) the Vorkutinskaya mine's recoverable economic 
reserves, in accordance with the Russian classification, are approximately 29 million 
tonnes, representing 12% of Vorkutaugol's total reserves; and (5) Severstal benefits 
from a degree of diversification: there are 5 mines that are operated by Vorkutaugol, 
which limits the potential impact on Severstal of such an accident. 
 
The reasons for build-up of methane that caused the blast are being investigated by 
a governmental commission comprising representatives of the Ministry on 
Emergency Situations of Russia and Federal Environmental, Engineering and 
Technical Supervisory Authority (Rostekhnadzor). A criminal case has been filed by 
the Investigative Committee of Russia. 
 
Moody's will continue to monitor the situation at the mine, paying particular attention 
to (1) the conclusions of the governmental commission investigating the accident; 
and (2) the rulings of Rostekhnadzor, which could have an impact on the operations 
of all or part of Vorkutinskaya mine or on the extension of its license, which is valid 
until December 2013. Moody's will also pay attention to (1) the promptness with 
which operations at the mine will be restarted; and (2) the level of investments and 
expenses that may be involved in resuming operations at the mine, including those 
associated with the company's health and safety measures to avoid such accidents in 
the future. 
 
As more information comes to light with respect to the impact of the blast on other 
mine faces, Moody's will reassess the effect of the accident on the company's credit 
metrics in 2013, although it does not expect this to be significant. 
 
Severstal is a vertically integrated global steel and steel-related mining company, 
with assets in Russia, the US, Ukraine, Latvia, Poland, Italy, Liberia and Brazil. 
Severstal is listed on the Moscow Interbank Currency Exchange (MICEX) and the 
company's global depository receipts are traded on the London Stock Exchange 
(LSE). Currently, approximately 79.17% of Severstal's share capital is indirectly 
controlled by Mr. Alexey Mordashov, the company's CEO. In 2011, Severstal had 
revenue of $15.8 billion (H1 2012: $7.4 billion) and EBITDA of $3.6 billion (H1 2012: 
$1.2 billion; unless noted, all financial figures incorporate Moody's standard 
adjustments). Severstal's crude steel production in 2011 reached 15.3 million tonnes 
(H1 2012: 7.8 million tonnes). 
 

KAZAKH RATINGS 



85. Fitch Rates Development Bank of Kazakhstan's USD425m Tap Issue 
'BBB' 
Fitch Ratings 
February 13, 2013 
 
Fitch Ratings has assigned the Development Bank of Kazakhstan's (DBK; 
'BBB'/Stable/'F3') USD425m tap issue of medium-term notes (MTNs) a 'BBB' Long-
term rating.  
 
The MTNs mature in December 2022 and carry a coupon rate of 4.125% payable 
semi-annually. They will rank pari passu with the bank's senior unsecured 
obligations. No call or put options are envisaged 
DBK's primary role is to foster development of the country's non-extracting sectors. 
The National Welfare Fund Samruk Kazyna, which is wholly owned by the 
government of Kazakhstan ('BBB+'/Stable), controls 100% of the bank's share 
capital. 
 
The tap issue will form a single series of notes with the previous USD1bn issue under 
the bank's existing USD2bn MTN programme. The notes have a dual listing on the 
London and Kazakh stock exchanges. 
 

CE RATINGS 
86. Fitch Rates Hungary's USD2bn 2023 & USD1.25bn 2018 Notes 'BB+'  
Fitch 
February 14, 2013 
 
Fitch Ratings has assigned the Republic of Hungary's USD2bn bond, due 21 February 
2023, and USD1.25bn bond, due 19 February 2018, a 'BB+' rating.  
 
The 2023 bond has a coupon of 5.375% and the 2018 bond has a coupon of 
4.125%. The rating is in line with Hungary's 'BB+' Long-term foreign currency Issuer 
Default Rating (IDR), on which the Outlook is Stable.  
 
87. Moody's places Ceske drahy's Baa1 ratings on review for downgrade  
Moody's 
February 15, 2013 
 
Moody's Investors Service has today placed the  Baa1 issuer and senior unsecured 
ratings of Ceske drahy a.s. on review for downgrade.  
 
"We are placing Ceske drahy's ratings on review for downgrade as we are  concerned 
that its credit and liquidity profile may no longer support its  Baa1 ratings given its 
reduced revenue from its freight activities and  the lower-than-expected proceeds 
from the ongoing sale of its assets,"  says Marco Vetulli, a Moody's Vice President - 
Senior Credit Officer and  lead analyst for Ceske drahy.  
 
RATINGS RATIONALE  
 
The review for downgrade reflects the risk that Ceske drahy's credit and  liquidity 
profile as embedded in the current BCA of ba1, may not be  sufficiently robust to 
support the Baa1 ratings, as a result of (1) the  decrease in its cargo division 
revenue during the past year due to both  the slowdown of economic activity in the 



Czech Republic and the  aggressive pricing policy operated by some of the company's 
competitors;  and (2) lower-than-expected proceeds from its ongoing assets sale  
programme.  
 
As Ceske drahy is a 100% state-owned company, Moody's has applied its  rating 
methodology for government-related issuers (GRIs), last updated in  July 2010. In 
accordance with this methodology, the Baa1 ratings of Ceske  drahy reflect the 
combination of the following inputs:  
 
- A baseline credit assessment (BCA) -- a measurement of its standalone  credit 
profile -- of ba1  
 
- The A1 stable local-currency rating of the Czech government  
 
- The rating agency's assessment of a high probability of government  support  
 
- Very high default dependence  
 
The BCA of ba1 takes account of the following factors: (1) Ceske drahy's  role as 
quasi-monopoly provider of rail transportation in the Czech  Republic; (2) the good 
visibility of the revenues the company derives  from its passenger transportation 
activities in light of the 10-year  management contracts that it signed with the 
government and the country's  14 municipalities; (3) the good performance of its 
freight franchise; and  (4) the company's strong asset base and plan to sell its non-
core assets.  
 
Furthermore, the Baa1 ratings assume not only that Ceske drahy will be  largely 
successful in implementing its "non-core assets" divestment plan  over the next few 
years, but also that it will utilise the divestment  proceeds to partially fund its capital 
investment programme.  
 
Moody's review will focus mainly, but not exclusively, on (1) the impact  of the 
weaker-than-expected performance of Ceske drahy's cargo activities  on its FYE2012 
operations; (2) measures undertaken by the company to  maintain an adequate 
liquidity cushion and sufficient financial  flexibility to support its capital investment 
plan; and (3) the progress  of the assets disposal plan during 2012 and the 
company's performance  expectations for the next two years.  
 
At this stage, Moody's expects that the review will be concluded in the  next three 
months.  
 
WHAT COULD CHANGE THE RATING DOWN/UP  
 
Ceske drahy's Baa1 ratings are somewhat sensitive to any reduction in  Moody's 
current assessment of a high probability of government support.  
 
Downward pressure could be exerted on the ratings, however, if the  company's 
debt/EBITDA were to increase above 5.5x for 2012 and/or its  EBITA margin were to 
remain below 5% after 2012. Furthermore, evidence of increased liquidity risks 
would have immediate downward rating  implications.  
 
Given the current review for downgrade, Moody's does not currently expect  upward 
rating pressure.  



 
Ceske drahy, a.s. is the national railway operator in the Czech Republic.  
 
The company is mainly engaged in the passenger and freight transportation  
industries and associated activities. Ceske drahy is 100% controlled by  the Czech 
Republic. As of June 2012, the company recorded total revenues  of CZK34 billion 
($1.6 billion) on a last-12-months basis, and employed  approximately 26,400 
people.  
 
88. Moody's affirms Hungary's Ba1 government bond rating; outlook 
remains  negative 
Moody's 
February 08 2013  
 
Moody's Investors Service has today  affirmed Hungary's Ba1 government bond 
rating and maintained the negative  outlook. 
 
Today's action - both the affirmation and the maintenance of the negative  outlook - 
reflects the combination of the following credit drivers for  Hungary:  
 
(1) Some reduction in the general government debt ratio in 2012 and the 
expectation that the debt ratio will stabilise in 2013 to levels somewhat  closer 
although still higher to similar rated peers. The progress achieved last year reflects 
the government's commitment to contain the  fiscal deficit to below 3% of GDP in 
2012 and which we anticipate will be  maintained in 2013. 
 
(2) While some progress is being made on the deficit and debt metrics, policy 
measures continue to have a negative impact on the economy's medium-term 
growth outlook. The economy is in a weaker state and Moody's  believes that the 
weak growth outlook continues to raise concerns on the  ability of the government to 
place the general government debt trend on a  sustainable downward path.  
 
(3) Ongoing uncertainty associated with the economy's ability to withstand external 
shocks or adverse domestic developments, against the  backdrop of substantial 
financing needs and potential volatility in financial markets. 
 
Moody's also affirmed the Ba1 foreign-currency debt rating and maintained  the 
negative outlook on the National Bank of Hungary (NBH). The  Government of 
Hungary is legally responsible for the payments on NBH's bonds. 
 
RATINGS RATIONALE 
 
The first credit driver for today's action recognizes some reduction in  the general 
government debt ratio in 2012 and the expectation that the  debt ratio will stabilise 
in 2013 to levels somewhat closer although still higher than similarly rated peers. 
The progress achieved last year  reflects the government's commitment to contain 
the fiscal deficit to  below 3% of GDP in 2012 and which we anticipate will be 
maintained in  2013. Moody's estimates a fiscal deficit of 2.7% of GDP in 2012 and  
expects the government to maintain the deficit below 3% of GDP in 2013,  even if it 
were to require further fiscal measures. Moody's also notes  that the government 
financed a large gross borrowing requirement in 2012  through domestic bond 
issuance, which reflects a mature government bond  market. Nevertheless, strong 
participation by non-resident investors --  who as of November 2012 hold around 



46% of central government domestic  securities (excluding short-term treasury bills) 
-- exposes the economy  to a potential deterioration in investor confidence. 
 
Despite some progress on the deficit and debt metrics, policy measures continue to 
have a negative impact on the economy's medium-term growth  outlook. The 
economy has weakened significantly since the last rating  action in November 2011 
and Moody's estimates that the economy contracted  by around 1.4% in 2012 and 
forecasts a very weak growth of 0.3% in 2013.  Particularly problematic for the 
growth and competitiveness outlook is  the country's weaker investment climate, 
which has been aggravated in  recent years by the distortionary corporate taxes on 
selected sectors,  specifically on the banking, energy, retail and telecommunications  
sectors. This is reflected in the continued decline in gross fixed  capital formation -- 
estimated to have contracted by 5% in real terms in  2012 (the fourth consecutive 
year). The predominantly foreign-owned banking system, which has been 
significantly weakened by the fragile operating environment, is also unable to 
support economic growth. Moreover, lacklustre European growth has had an impact 
on Hungary through the trade channel where the economy's high dependence on the 
EU  markets (which receives 76% of Hungary's exports) has slowed export  growth. 
As a result, Moody's expects the medium-term growth outlook for  Hungary to be 
significantly lower than that of other economies in Central  and Eastern Europe 
(CEE). This constrains the governments' ability to  place the debt trend on a 
permanent downward path.  
 
The third credit driver that underscores Moody's decision to maintain the  negative 
outlook is the ongoing uncertainty associated with the economy's ability to withstand 
external shocks or adverse domestic policy actions, against the backdrop of 
substantial financing needs and potential  volatility in financial markets. At an 
estimated 19% of GDP, Hungary's  financing needs in 2013 are the largest amongst 
its CEE peers. Although  Moody's expects that the government will maintain a deficit 
below 3% of  GDP in 2013, there are several headwinds with regard to the fiscal  
outlook. Of note, there is a risk that electoral considerations may take  precedence, 
while a greater than anticipated deceleration in growth may  result in fiscal slippage 
in the next 12-18 months, which in turn could  lead to a punitive market response. 
Moreover, as mentioned above, the  dominant proportion of foreign-currency and 
non-resident investors in the  general government debt mix heightens risks 
emanating from exchange-rate  pressures and investor confidence due to 
international volatility or  potential domestic developments. 
 
FOREIGN AND LOCAL-CURRENCY CEILINGS 
 
Moody's has today adjusted Hungary's long-term local-currency bond and  deposit 
ceilings to Baa2 from A2, the long-term foreign-currency bond  ceiling to Baa2 from 
A3 to better capture the country's external  vulnerability risk and the default 
correlation between the government and  private-sector borrowers. The short term 
foreign currency ceiling was  affirmed at P-2, and the long-term and short-term 
foreign currency bank  deposit ceilings were also affirmed at Ba2 and Not Prime 
(NP),  respectively. 
 
WHAT COULD CHANGE THE RATING -- DOWN/UP 
 
Downward pressure on the government bond rating could arise if there is a  
reduction in the Hungarian policymakers' commitment to contain the budget deficit 
to below 3% of GDP and/or if further government measures were to  significantly 



undermine the economic growth path more severely than what  is anticipated, by 
triggering exchange-rate pressures, capital outflows  and rising financing costs. 
Conversely, Moody's would consider  stabilising the outlook on the government's Ba1 
bond rating if the  country were to exhibit more predictability in its policy framework 
that  would support robust economic growth over the medium term. This in turn  
would facilitate placing the debt trend on a sustainable downward path.  
 
89. Moody's confirms OTP Bank (Russia) OJSC's deposit ratings at Ba2; 
outlook negative  
Moody's 
February 15, 2013 
 
Moody's Investors Service has today confirmed  the long-term local- and foreign-
currency deposit ratings of OTP Bank (Russia) OJSC (OTP Russia) at Ba2 with a 
negative outlook. The other  global scale ratings of the bank remained unchanged. 
For a full list of  ratings see the end of this press release.  
 
The rating action follows the recent confirmation of the long-term local-  and foreign-
currency deposit ratings of Hungary's OTP Bank NyRt (parent  of OTP Russia) at Ba1 
and Ba2, respectively, and the downgrade of the  parent's standalone bank financial 
strength rating (BFSR) to D/ba2 from  D+/ba1. All the above-mentioned ratings 
carry a negative outlook. For  more details please refer to the press release "Moody's 
takes rating  actions on OTP Bank NyRt, OTP Mortgage Bank and FHB Mortgage 
Bank"  published on 14 February 2013.  
 
Today's rating action concludes the review initiated on 13 December 2012  for OTP 
Bank (Russia) OJSC (the Russian subsidiary of OTP Bank NyRt).  
 
RATINGS RATIONALE  
Moody's says the confirmation of OTP Russia's Ba2 long-term deposit  ratings takes 
into account the rating agency's assessment of a high  probability of parental support 
from OTP Bank NyRt. Moody's assessment of  a high probability of parental support 
is based on (1) OTP Russia's  significant operational integration with its parent; (2) 
the strong  strategic fit of OTP Russia within the OTP Bank Group, as Russia is one  
of three strategic foreign markets for the group; and (3) the parent's  demonstrated 
willingness to provide ongoing capital and liquidity  support. The support 
considerations results in a one-notch uplift to the  deposit ratings from OTP Russia's 
standalone credit profile of ba3.  
 
Moody's adds that OTP Russia's deposit ratings carry a negative outlook  given 
continuous pressure on OTP Bank NyRt's standalone credit  assessment, and thus its 
ability to provide capital and liquidity support  to its Russian subsidiary going 
forward.  
 
WHAT COULD MOVE THE RATINGS UP/DOWN  
At this stage, upwards pressure on the ratings is limited, as indicated  by the 
negative outlook. Downwards pressure on OTP Russia's deposit  ratings could stem 
from: (1) a weakening of parental capacity to provide  support, as indicated by a 
downgrade of the parent's ratings; and/or (2)  weakening of the bank's strategic fit 
within the OTP Bank Group. On a  standalone basis, OTP Russia's BFSR could face 
pressure from  greater-than-expected asset quality deterioration that would require  
extra provisioning and thus damage the health of its profitability and  its capital 
adequacy.  



 
LIST OF AFFECTED RATINGS  
 
- Long-term local and foreign-currency deposit ratings of Ba2, confirmed  with a 
negative outlook  
 
- Short-term local and foreign-currency deposit ratings of Not-prime,  remain 
unchanged  
 
- Standalone BFSR of D- (equivalent to a standalone credit assessment of  ba3), 
remains unchanged with a stable outlook  
 
90. Moody's takes rating actions on OTP Bank Nyrt, OTP Mortgage Bank and 
FHB  Mortgage Bank 
Moody's 
February 14, 2013  
 
Moody's Investors Service has today lowered by  between one and two notches the 
standalone credit assessments of OTP Bank  Nyrt (OTP Bank), OTP Mortgage Bank 
(OTP MB) and FHB Mortgage Bank (FHB  MB).  
 
The lower standalone credit assessments, in turn, have prompted the  following 
rating downgrades: 
 
(i) FHB MB's long-term deposit rating to B2 from Ba3, 
 
(ii) OTP Bank's subordinated debt rating to Ba3 from Ba2 and its junior  subordinated 
debt rating to B1 (hyb) from Ba3 (hyb). 
 
Moody's has also confirmed OTP Bank's senior debt at Ba1 and its local  and foreign-
currency deposit ratings at Ba1 and Ba2 respectively, and OTP  MB's local and 
foreign-currency deposit ratings at Ba1 and Ba2  respectively.  
 
According to Moody's, the drivers of the lower standalone credit  assessments are 
the increasingly weak economic and operating environment in Hungary and the 
challenges this creates for all three banks' franchises, asset quality and profitability. 
 
Today's actions conclude Moody's reviews for downgrade initiated on 12  December 
2012. The reviews initiated on 12 December 2012 remain ongoing  for the remaining 
four rated Hungarian commercial banks: K&H Bank,  Budapest Bank, Erste Bank 
Hungary and MKB Bank. 
 
The review of all seven banks' ratings was triggered by Moody's view that  (1) the 
macroeconomic environment in Hungary remains weak and the risks  of contagion 
from the euro area remain; (2) the Hungarian government's  recently approved tax 
measures, which, combined with the risk of further  policy measures, may result in 
additional pressure on banks  creditworthiness; (3) the banks' capacity to generate 
sustainable  earnings is increasingly weak; and (4) the banks' asset quality is under  
pressure. 
 
RATINGS RATIONALE 
 
--- OTP BANK 



 
Moody's lowered OTP Bank's standalone credit assessment by one notch to  ba2 from 
ba1, reflecting the bank's increasing challenges resulting from  the current difficult 
business environment, and the negative impact of  this on asset quality and earnings 
capacity, particularly in its core  market of Hungary, but also in Ukraine. The 
increasingly difficult  macroeconomic and operating environments in these two 
countries, which  account for 69% of the group's total assets, in Moody's view, 
constrain  the group's capacity to continue to produce substantial and sustainable  
profits in the medium term, leading to increased reliance on earnings  from 
potentially volatile unsecured consumer business in Russia, which currently accounts 
for 10% of OTP Bank's total assets. The more  diversified and solid business model in 
Bulgaria, accounting for 13% of  OTP Bank's total assets is, instead, expected to 
contribute to more  stable earnings for the group in the medium term. Moody's also  
acknowledges that the group currently maintains a good level of  capitalisation in 
relation to its risk profile, with a core Tier 1  capital ratio of 13.9% in Q3 2012, and 
satisfactory liquidity. 
 
The lower standalone credit assessment, in turn, resulted in the  downgrade of OTP 
Bank's subordinated debt rating to Ba3 from Ba2 and its  junior subordinated debt 
rating to B1 (hyb) from Ba3 (hyb). 
 
At the same time, Moody's confirmed OTP Bank's local and foreign-currency  deposit 
ratings of Ba1 and Ba2 respectively, as well as its Ba1 senior  debt rating. This 
reflects Moody's view of a high likelihood that the  bank would benefit from systemic 
support from the Hungarian authorities  if needed, given its leading market position 
in Hungary (26.2% of total  assets and 22.6% of total deposits in the system). This 
provides rating  uplift of one notch for the local-currency deposit rating and senior 
debt  rating for OTP Bank from the ba2 standalone credit assessment. The Ba2  
foreign-currency deposit rating is constrained by Hungary's Ba2  foreign-currency 
deposit ceiling. 
 
All the bank's ratings carry a negative outlook, reflecting the ongoing  business and 
financial challenges of the group, as well as the negative  outlook on Hungary's debt 
rating of Ba1. 
 
-- WHAT COULD MOVE THE RATINGS UP/DOWN 
 
An upgrade of the bank's ratings in the short term is unlikely, given the  negative 
outlook. Longer term, upwards pressure could develop if there is  a material 
improvement in the operating environment in Hungary and in the  other countries 
where OTP Bank operates. This might lead to more  sustainable profitability in the 
medium term and a reversal of the bank's  weakening asset quality. 
 
The bank's ratings could come under downwards pressure if  worse-than-expected 
market conditions exert greater pressure on the  bank's financial fundamentals, 
especially asset quality, profitability  and capital adequacy. 
 
--- OTP MB 
 
Moody's lowered OTP MB's standalone credit assessment by one notch to ba2  from 
ba1. This is positioned at the same level as its parent, given that  the bank (16% of 
OTP Bank's total assets) is 100% owned by OTP Bank., and  is an integral part of the 
parent's franchise, and operates as the mortgage division of its parent. Although 



recently under pressure as  business volumes are decreasing and profitability and 
asset quality are  weakening, the bank has a leading position in mortgage lending in 
Hungary  and has high operational integration with OTP Bank's retail operations,  and 
is dependent on its parent for most of its treasury activities. 
 
At the same time, Moody's confirmed OTP MB's local and foreign-currency  deposit 
ratings of Ba1 and Ba2, respectively. This reflects Moody's view  that OTP MB will be 
supported by its parent if required, as stipulated in  the full, irrevocable and 
unconditional guarantee of the bank's  obligations by the parent bank. This provides 
rating uplift of one notch  for the local-currency deposit rating for OTP MB from the 
ba2 standalone  credit assessment. The Ba2 foreign-currency deposit rating is 
constrained  by Hungary's Ba2 foreign-currency deposit ceiling. 
 
All the bank's ratings carry a negative outlook, given the negative  outlook on the 
parent. 
 
-- WHAT COULD MOVE THE RATINGS UP/DOWN 
 
An upgrade of the bank's ratings is unlikely, given that the bank's ratings and the 
parent's ratings carry a negative outlook. However, upwards pressure could develop, 
following a material improvement in the  operating environment in Hungary, leading 
to a large and sustainable  profitability in the medium term and a reversal of the 
weakening asset  quality. In addition, upwards pressure on OTP Bank's ratings could 
affect  OTP MB's ratings. 
 
OTP MB's standalone credit assessment could deteriorate if the level of  integration 
with OTP Bank were to weaken. The deposit ratings could be  negatively affected by 
any weakening of the debt guarantees from the  parent. In addition, OTP MB's 
ratings would be negatively affected by any  adverse change in OTP Bank's ratings. 
 
--- FHB MB 
 
Moody's lowered FHB MB's standalone credit assessment to b3 from b1,  reflecting 
the increasingly weak economic and operating environment in  Hungary, and 
subsequent pressures on the bank's earnings-generating  capacity and asset quality, 
which is already indicated in P&L losses and  high non-performing loans at 19.1% in 
Q3 2012. In addition, the bank's high, albeit partially reduced, reliance on wholesale 
funding has  recently led to higher funding costs, evidencing the bank exposure to  
potential volatility and/or deterioration in market sentiment. However,  Moody's 
acknowledges that the bank's ongoing diversification strategy has  produced some 
benefits in terms of new business opportunities and deposit  collection, and that the 
bank's capital position has been recently  strengthened. 
 
The lower standalone credit assessment, in turn, resulted in the  corresponding two 
notch downgrade of FHB MB's local and foreign-currency deposit ratings to B2 from 
Ba3. The B2 rating continues to reflect Moody's view of a moderate likelihood that 
the bank would benefit from  systemic support from the Hungarian authorities in the 
case of need given  (1) the nature and the specialised role in mortgage lending of 
this institution in the Hungarian market; and (2) the historical evidence of  support 
that the bank received from the Hungarian government. This  provides one notch of 
rating uplift for the deposit ratings for FHB MB  from the b3 standalone credit 
assessment. 
 



All the bank's ratings carry a negative outlook, reflecting its ongoing  business and 
financial challenges. 
 
-- WHAT COULD MOVE THE RATINGS UP/DOWN 
 
An upgrade of the bank's ratings is unlikely, given their negative outlook. In the 
longer term, upwards pressure might develop on the  bank's standalone credit 
assessment if its universal banking-strategy results in strengthening of its franchise, 
thus significantly improving its earnings generating capacity and funding profile. In 
addition, a  significant improvement of the operating environment in Hungary would 
be  credit positive. 
 
The bank's ratings could be negatively impacted if the worsening operating  
environment results in a more significant deterioration in the bank's financials than 
currently envisaged. A significant weakening of the  bank's franchise, weighing on its 
revenue-generating ability, would also  have negative rating implications. 
 
LIST OF AFFECTED RATINGS 
 
OTP Bank 
 
- Local-currency long-term deposit rating confirmed at Ba1 
 
- Foreign-currency long-term deposit rating confirmed at Ba2 
 
- Foreign-currency long-term senior unsecured debt rating confirmed at Ba1 
 
- Foreign-currency long-term subordinated debt rating (Lower Tier 2)  downgraded 
to Ba3 from Ba2 
 
- Foreign-currency long-term junior subordinated debt rating (Upper Tier  2) 
downgraded to B1 (hyb) from Ba3 (hyb) 
 
- BFSR downgraded to D/ba2 from D+/ba1 
 
All the above ratings are on negative outlook 
 
+++++++ 
 
OTP MB 
 
- Local-currency long-term deposit rating confirmed at Ba1 
 
- Foreign-currency long-term deposit rating confirmed at Ba2 
 
- BFSR downgraded to D/ba2 from D+/ba1 
 
All the above ratings are on negative outlook 
 
+++++++ 
 
FHB MB 
 



- Local-currency and foreign currency long-term deposit ratings  downgraded to B2 
 
- BFSR of E+ confirmed, but re-mapped to b3 from b1 
 
All the above ratings are on negative outlook 
 
Headquartered in Budapest, Hungary, OTP Bank reported consolidated total  assets 
of HUF9,830 billion as of 30 September 2012. 
 
Headquartered in Budapest, Hungary, OTP MB reported total assets of  HUF1,583 
billion as of 30 June 2012. 
 
Headquartered in Budapest, Hungary, FHB MB reported consolidated total  assets of 
HUF751 billion as of 30 September 2012. 
 
The principal methodology used in these ratings was Moody's Consolidated Global 
Bank Rating Methodology published in June 2012. Please see the  Credit Policy page 
on www.moodys.com for a copy of this methodology. 
 
91. Moody's takes rating actions on OTP Bank Nyrt, OTP Mortgage Bank and 
FHB Mortgage Bank  
Moody's 
February 15, 2013 
 
Moody's Investors Service has today lowered by  between one and two notches the 
standalone credit assessments of OTP Bank  Nyrt (OTP Bank), OTP Mortgage Bank 
(OTP MB) and FHB Mortgage Bank (FHB  MB).  
 
The lower standalone credit assessments, in turn, have prompted the  following 
rating downgrades:  
 
(i) FHB MB's long-term deposit rating to B2 from Ba3,  
 
(ii) OTP Bank's subordinated debt rating to Ba3 from Ba2 and its junior  subordinated 
debt rating to B1 (hyb) from Ba3 (hyb).  
 
Moody's has also confirmed OTP Bank's senior debt at Ba1 and its local  and foreign-
currency deposit ratings at Ba1 and Ba2 respectively, and OTP  MB's local and 
foreign-currency deposit ratings at Ba1 and Ba2  respectively.  
 
According to Moody's, the drivers of the lower standalone credit  assessments are 
the increasingly weak economic and operating environment in Hungary and the 
challenges this creates for all three banks' franchises, asset quality and profitability.  
 
Today's actions conclude Moody's reviews for downgrade initiated on 12  December 
2012. The reviews initiated on 12 December 2012 remain ongoing  for the remaining 
four rated Hungarian commercial banks: K&H Bank,  Budapest Bank, Erste Bank 
Hungary and MKB Bank.  
 
The review of all seven banks' ratings was triggered by Moody's view that  (1) the 
macroeconomic environment in Hungary remains weak and the risks  of contagion 
from the euro area remain; (2) the Hungarian government's  recently approved tax 
measures, which, combined with the risk of further  policy measures, may result in 



additional pressure on banks  creditworthiness; (3) the banks' capacity to generate 
sustainable  earnings is increasingly weak; and (4) the banks' asset quality is under  
pressure.  
 
RATINGS RATIONALE  
 
--- OTP BANK  
 
Moody's lowered OTP Bank's standalone credit assessment by one notch to  ba2 from 
ba1, reflecting the bank's increasing challenges resulting from  the current difficult 
business environment, and the negative impact of  this on asset quality and earnings 
capacity, particularly in its core  market of Hungary, but also in Ukraine. The 
increasingly difficult  macroeconomic and operating environments in these two 
countries, which  account for 69% of the group's total assets, in Moody's view, 
constrain  the group's capacity to continue to produce substantial and sustainable  
profits in the medium term, leading to increased reliance on earnings  from 
potentially volatile unsecured consumer business in Russia, which currently accounts 
for 10% of OTP Bank's total assets. The more  diversified and solid business model in 
Bulgaria, accounting for 13% of  OTP Bank's total assets is, instead, expected to 
contribute to more  stable earnings for the group in the medium term. Moody's also  
acknowledges that the group currently maintains a good level of  capitalisation in 
relation to its risk profile, with a core Tier 1  capital ratio of 13.9% in Q3 2012, and 
satisfactory liquidity.  
 
The lower standalone credit assessment, in turn, resulted in the  downgrade of OTP 
Bank's subordinated debt rating to Ba3 from Ba2 and its  junior subordinated debt 
rating to B1 (hyb) from Ba3 (hyb).  
 
At the same time, Moody's confirmed OTP Bank's local and foreign-currency  deposit 
ratings of Ba1 and Ba2 respectively, as well as its Ba1 senior  debt rating. This 
reflects Moody's view of a high likelihood that the  bank would benefit from systemic 
support from the Hungarian authorities  if needed, given its leading market position 
in Hungary (26.2% of total  assets and 22.6% of total deposits in the system). This 
provides rating  uplift of one notch for the local-currency deposit rating and senior 
debt  rating for OTP Bank from the ba2 standalone credit assessment. The Ba2  
foreign-currency deposit rating is constrained by Hungary's Ba2  foreign-currency 
deposit ceiling.  
 
All the bank's ratings carry a negative outlook, reflecting the ongoing  business and 
financial challenges of the group, as well as the negative  outlook on Hungary's debt 
rating of Ba1.  
 
-- WHAT COULD MOVE THE RATINGS UP/DOWN  
 
An upgrade of the bank's ratings in the short term is unlikely, given the  negative 
outlook. Longer term, upwards pressure could develop if there is  a material 
improvement in the operating environment in Hungary and in the  other countries 
where OTP Bank operates. This might lead to more  sustainable profitability in the 
medium term and a reversal of the bank's  weakening asset quality.  
 
The bank's ratings could come under downwards pressure if  worse-than-expected 
market conditions exert greater pressure on the  bank's financial fundamentals, 
especially asset quality, profitability  and capital adequacy.  



 
--- OTP MB  
 
Moody's lowered OTP MB's standalone credit assessment by one notch to ba2  from 
ba1. This is positioned at the same level as its parent, given that  the bank (16% of 
OTP Bank's total assets) is 100% owned by OTP Bank., and  is an integral part of the 
parent's franchise, and operates as the mortgage division of its parent. Although 
recently under pressure as  business volumes are decreasing and profitability and 
asset quality are  weakening, the bank has a leading position in mortgage lending in 
Hungary  and has high operational integration with OTP Bank's retail operations,  and 
is dependent on its parent for most of its treasury activities.  
 
At the same time, Moody's confirmed OTP MB's local and foreign-currency  deposit 
ratings of Ba1 and Ba2, respectively. This reflects Moody's view  that OTP MB will be 
supported by its parent if required, as stipulated in  the full, irrevocable and 
unconditional guarantee of the bank's  obligations by the parent bank. This provides 
rating uplift of one notch  for the local-currency deposit rating for OTP MB from the 
ba2 standalone  credit assessment. The Ba2 foreign-currency deposit rating is 
constrained  by Hungary's Ba2 foreign-currency deposit ceiling.  
 
All the bank's ratings carry a negative outlook, given the negative  outlook on the 
parent.  
 
-- WHAT COULD MOVE THE RATINGS UP/DOWN  
 
An upgrade of the bank's ratings is unlikely, given that the bank's ratings and the 
parent's ratings carry a negative outlook. However, upwards pressure could develop, 
following a material improvement in the  operating environment in Hungary, leading 
to a large and sustainable  profitability in the medium term and a reversal of the 
weakening asset  quality. In addition, upwards pressure on OTP Bank's ratings could 
affect  OTP MB's ratings.  
 
OTP MB's standalone credit assessment could deteriorate if the level of  integration 
with OTP Bank were to weaken. The deposit ratings could be  negatively affected by 
any weakening of the debt guarantees from the  parent. In addition, OTP MB's 
ratings would be negatively affected by any  adverse change in OTP Bank's ratings.  
 
--- FHB MB  
 
Moody's lowered FHB MB's standalone credit assessment to b3 from b1,  reflecting 
the increasingly weak economic and operating environment in  Hungary, and 
subsequent pressures on the bank's earnings-generating  capacity and asset quality, 
which is already indicated in P&L losses and  high non-performing loans at 19.1% in 
Q3 2012. In addition, the bank's high, albeit partially reduced, reliance on wholesale 
funding has  recently led to higher funding costs, evidencing the bank exposure to  
potential volatility and/or deterioration in market sentiment. However,  Moody's 
acknowledges that the bank's ongoing diversification strategy has  produced some 
benefits in terms of new business opportunities and deposit  collection, and that the 
bank's capital position has been recently  strengthened.  
 
The lower standalone credit assessment, in turn, resulted in the  corresponding two 
notch downgrade of FHB MB's local and foreign-currency deposit ratings to B2 from 
Ba3. The B2 rating continues to reflect Moody's view of a moderate likelihood that 



the bank would benefit from  systemic support from the Hungarian authorities in the 
case of need given  (1) the nature and the specialised role in mortgage lending of 
this institution in the Hungarian market; and (2) the historical evidence of  support 
that the bank received from the Hungarian government. This  provides one notch of 
rating uplift for the deposit ratings for FHB MB  from the b3 standalone credit 
assessment.  
 
All the bank's ratings carry a negative outlook, reflecting its ongoing  business and 
financial challenges.  
 
-- WHAT COULD MOVE THE RATINGS UP/DOWN  
 
An upgrade of the bank's ratings is unlikely, given their negative outlook. In the 
longer term, upwards pressure might develop on the  bank's standalone credit 
assessment if its universal banking-strategy results in strengthening of its franchise, 
thus significantly improving its earnings generating capacity and funding profile. In 
addition, a  significant improvement of the operating environment in Hungary would 
be  credit positive.  
 
The bank's ratings could be negatively impacted if the worsening operating  
environment results in a more significant deterioration in the bank's financials than 
currently envisaged. A significant weakening of the  bank's franchise, weighing on its 
revenue-generating ability, would also  have negative rating implications.  
 
LIST OF AFFECTED RATINGS  
 
OTP Bank  
 
- Local-currency long-term deposit rating confirmed at Ba1  
 
- Foreign-currency long-term deposit rating confirmed at Ba2  
 
- Foreign-currency long-term senior unsecured debt rating confirmed at Ba1  
 
- Foreign-currency long-term subordinated debt rating (Lower Tier 2)  downgraded 
to Ba3 from Ba2  
 
- Foreign-currency long-term junior subordinated debt rating (Upper Tier  2) 
downgraded to B1 (hyb) from Ba3 (hyb)  
 
- BFSR downgraded to D/ba2 from D+/ba1  
 
All the above ratings are on negative outlook  
 
OTP MB  
 
- Local-currency long-term deposit rating confirmed at Ba1  
 
- Foreign-currency long-term deposit rating confirmed at Ba2  
 
- BFSR downgraded to D/ba2 from D+/ba1  
 
All the above ratings are on negative outlook  



 
FHB MB  
 
- Local-currency and foreign currency long-term deposit ratings  downgraded to B2  
 
- BFSR of E+ confirmed, but re-mapped to b3 from b1  
 
All the above ratings are on negative outlook  
 
Headquartered in Budapest, Hungary, OTP Bank reported consolidated total  assets 
of HUF9,830 billion as of 30 September 2012.  
 
Headquartered in Budapest, Hungary, OTP MB reported total assets of  HUF1,583 
billion as of 30 June 2012.  
 
Headquartered in Budapest, Hungary, FHB MB reported consolidated total  assets of 
HUF751 billion as of 30 September 2012.  
 
92. Poland to Receive More European Union Funding Despite Budget Cuts, a 
Credit Positive 
Moody's 
February 14, 2013 
 
Last Friday, the European Council agreed on a budget for 2014-20 that reduces the 
European Union's (EU) spending by €35.2 billion, or 3.4% in real terms, compared 
with the current 2007-13 multiannual budget. Despite the cuts, Poland (A2 stable) 
will collect more funding from Brussels in the coming years, receiving a total of 
€105.8 billion (26.6% of 2013 GDP), up from €101.5 billion in 2007-13, even as 
other EU member states will be allocated fewer funds. The increase in EU financing is 
credit positive because it will support the Polish government's efforts to expand 
infrastructure investment in order to stimulate a slowing economy and boost long-
term economic growth. 
 
The multi-annual financial framework agreed on by 28 heads of state totaled €960 
billion in commitments, corresponding to 1.0% of the EU's Gross National Income 
(GNI). Under this new budget, which the European Parliament must still approve, 
Poland is set to receive €72.9 billion in cohesion funds and €28.5 billion under the 
Common Agricultural Policy (CAP). Cohesion funds promote economic development 
in less wealthy members states in order to reduce social, economic and territorial 
disparities across the EU, while CAP funds aim to increase agricultural productivity 
and provide a reasonable standard of living for European farmers. 
 
A member of the EU since 2004, Poland currently is the largest beneficiary of EU 
funds on a net basis (see exhibit). However, as the country's economic development 
converges with that of other members, and as poorer states join the EU, the EU 
expects Poland to become a net contributor starting in 2020. 
 
Poland’s economy has been one of the fastest growing in the EU in recent years, 
driven by spending on large scale infrastructure projects co-financed by the EU in 
preparation for the 2012 European football championships. The winding down of 
infrastructure development related to the tournament, combined with effects of the 
government’s fiscal consolidation efforts and weakening external demand are now 
taking their toll on economic activity. After expanding by 4.3% in 2011, Poland’s 



economy grew 2.0% in 2012 and we forecast that growth will decelerate further this 
year to 1.7%. 
 
The increase in funding is also significant because Poland has a relatively good track 
record of collecting allocated EU financing. EU funds are apportioned in the budget 
but it is up to each country to make use of them and execute projects according to 
strict implementation rules. In 2011, Poland received 51.30% of the funds allocated, 
compared with an EU-wide average of 45.15% , ranking the country as the eighth 
best performer behind Germany. Its capacity to execute projects reflects the 
strength of Poland’s institutions, despite a low level of economic development by EU 
standards. 
 
93. Slovakia Lowers Government Revenue Forecast, Threatening Deficit 
Target 
Moody's 
February 14, 2013 
 
On Friday, the Slovakia (A2 negative) Ministry of Finance cut its forecast for 2013 
state revenues, projecting that inflows will be €361 million (0.5% of 2013 GDP) 
lower than the €13.9 billion budgeted (18.4% of 2013 GDP). This was because of the 
significant deterioration in external demand and the 2013 growth outlook, which the 
ministry slashed in January to 1.2% from 2.1%. The projected revenue shortfall 
poses risks to the government's goal of bringing its general government deficit below 
3% of GDP in 2013, down from 4.6% in 2012, and is credit negative. 
 
Finance Minister Peter Kazimir announced that the revenue shortfall would be offset 
by €250 million rechanneled from the private pension system, spending cuts and 
higher dividends to the government from state-owned companies. However, the 
Slovak government struggled to meet its revenue targets in 2012 
 
despite a more supportive growth environment, suggesting that revenue forecasts 
may be cut again. Revenues only reached 86.7% of the budgeted amount in 2012, 
although we estimate GDP expanded by 2.2%. The ministry is also factoring in €33 
million in gains from more efficient tax collection, but these may only partially 
materialize and add to the total shortfall. 
 
Prime Minister Robert Fico came to power last March pledging to insulate most 
citizens from the effect of consolidation measures. Mr. Fico's government scrapped 
Slovakia's trademark 19% flat tax rate (introduced in 2004), hiked the income tax 
for high-income corporations to 23% and for individuals making more than €3,300 
($4,300) a month to 25%, and introduced a special 5% tax on senior politicians' 
salaries. The government has also imposed special levies on large businesses in 
selected industries and doubled the levy on bank deposits introduced by the previous 
government. 
 
With economic growth rapidly decelerating and unemployment nearing 15%, the 
authorities have little scope to introduce further tax hikes. After posting the most 
rapid growth in the euro area in 2012, Slovakia's export-driven economy lost steam 
in the fourth quarter as external demand faltered. Slowing car production, a leading 
indicator of the country's economic health, caused industrial production to fall for the 
first time in three years in December. 
 



The shortfall in revenue caused by depressed economic activity jeopardizes the 
government's fiscal consolidation targets in 2013 and beyond. The Ministry of 
Finance estimates that, in addition to the €361 million gap this year, the shortfall will 
total €707 million in 2014 and €1.05 billion in 2015. Corrective measures focusing on 
expenditure cuts are likely to have a negative effect on growth, leaving the 
government little room to maneuver. 
 

SE RATINGS 
94. Moody's upgrades Burgan Bank A.S. to Ba2; outlook stable  
Moody's 
February 12, 2013 
 
Moody's Investors Service has  today upgraded the long-term local and foreign-
currency deposit ratings  of Burgan Bank A.S. (Burgan-AS, formerly Eurobank 
Tekfen) to Ba2, with a  stable outlook, from Ba3. At the same time, Moody's 
confirmed the bank's  standalone bank financial strength rating (BFSR) of D-, with a 
negative  outlook, which is equivalent to a ba3 standalone credit assessment.  
 
The upgrade follows the change of ownership that became effective on 21 December 
2012. The bank changed its name, effective 28 January 2013.  
 
Burgan-AS is now majority owned by Kuwait-based Burgan Bank SAK  (Burgan-SAK: 
deposits A3, stable; D+/ba1, stable).  
 
Today's rating actions conclude Moody's review of Burgan-AS's ratings  initiated on 
30 March 2012.  
 
RATINGS RATIONALE  
 
--- UPGRADE OF DEPOSIT RATINGS POST OWNERSHIP CHANGE  
 
The upgrade of Burgan-AS's local and foreign-currency deposit ratings to  Ba2/Not-
Prime follow the change of ownership to Burgan-SAK. The Ba2  ratings are supported 
by Moody's assessment of a high probability of  parental support from its new 
majority shareholder. This support provides  uplift from Burgan-AS's ba3 standalone 
credit assessment. The rating  agency's parental support assumptions reflect the 
importance of Burgan-AS  to its new parent, underpinned, amongst other 
considerations, by (1)  Burgan-SAK's 99.26% ownership of the Turkish bank; (2) the 
strategic  importance that Burgan-SAK places on regional expansion and the relative  
size of Burgan-AS within the parent banking group (14% of Burgan-SAK's 
consolidated assets as at September 2012); and (3) the very strong brand  affiliation 
between the subsidiary and its parent, and the presence of  Burgan-SAK in the 
subsidiary's board of directors.  
 
When assessing the likelihood of parental support for foreign  subsidiaries, Moody's 
typically uses the parent's unsupported rating as the anchor rating of the support 
provider, which is at ba1 for  Burgan-SAK. The rating agency's parental support 
assumptions result in a  one-notch uplift for Burgan-AS's ratings to Ba2 from the 
bank's ba3  standalone credit assessment.  
 
--- CONFIRMATION OF THE STANDALONE CREDIT ASSESSMENT   
 



At the same time, Moody's confirmed Burgan-AS's D-/ba3 standalone credit  
strength. The rating action reflects the bank's marginal franchise size  in the Turkish 
banking system. Burgan-AS's capitalisation is good and its  asset-quality indicators 
are moderate, in line with the sector average  when compared by loan book 
segment. Moody's also notes that the bank's liquidity is currently adequate. 
However, Moody's says that Burgan-AS's  profitability and efficiency are weak, 
although the rating agency  acknowledges that both metrics have improved slightly, 
as the bank  continues to further exploit the potential of its recently expanded  
branch network, now that its ownership change has been finalised.  
 
The bank's modest franchise is skewed towards corporate and even more so  
towards SME banking, which we view as high-margin growth segments in  Turkey 
that hold cross-selling opportunities. Burgan-AS has maintained  stable market share 
in loans and deposits in the high-growth Turkish  banking system. However, despite 
the recent ownership change, Moody's  believes that the strategic benefits will only 
materialise over the  medium term. These benefits might include synergies or further  
diversification into retail banking business that could reflect  positively on Burgan-
AS's franchise.  
 
RATIONALE FOR THE STABLE OUTLOOK ON THE LONG-TERM RATING AND NEGATIVE 
OUTLOOK ON THE BFSR  
 
The stable outlook on Burgan-AS's local and foreign-currency deposit  ratings is 
aligned with the stable outlook on Burgan-SAK's standalone  credit assessment and 
reflects Moody's high parental support assumptions,  in case of need.  
 
The negative outlook on Burgan-AS's BFSR reflects the challenges that lie  ahead, 
whereby fierce competition in the market amongst larger Turkish  banks with 
stronger balance sheets and a wider customer reach are likely  to further challenge 
the bank's future growth plans and profitability. In  addition, the bank's weak 
profitability and moderate asset-quality  indicators could experience further 
downwards pressure on the back of  slower economic growth in Turkey, as projected 
by Moody's for 2013.  
 
WHAT COULD MOVE THE RATINGS UP/DOWN  
 
Moody's says that there is no upwards pressure on Burgan-AS's BFSR,  captured by 
the negative outlook; nor is there any upwards pressure on  the local-currency 
deposit ratings in the short term, captured by the  current stable outlook. The 
current negative outlook on Burgan-AS's BFSR  could be changed to stable if there is 
any evidence of improvement in the  bank's overall franchise and profitability, 
without compromising risk  appetite and underwriting standards.  
 
Downwards pressure could develop on Burgan-AS's BFSR if significant changes in the 
bank's strategy or management cause adverse developments in its performance. 
Downward pressure could be exerted on the bank's deposits ratings if (1) its parent's 
credit or franchise profile weakens, in turn exerting downwards pressure on Burgan-
SAK's standalone  credit assessment; or (2) if Moody's considers that the likelihood 
of  parental support has diminished, leading to a reduction in the rating  uplift 
incorporated in Burgan-AS's ratings.  
 

UKRAINE CREDIT 



95. Cabinet expects moderate devaluation in 2014-2015  
Foyil Securities 
February 12, 2013 
 
Ukraine’s government expects the hryvnia exchange rate will average UAH 8.5/USD 
1 in 2014-2015, according to a Eurobond prospectus. In 2013 the official forecast 
stands at UAH 8.4/USD 1. Furthermore, the government budget envisages a GDP y/y 
growth of 3.4%, headline y/y inflation of 4.8%, and budget deficit of 3.2% of GDP. 
In addition, as part of a program to shore up the economic growth, the government 
will guarantee banking loans for a total of UAH 30.0bn for implementation of small 
and medium business projects worth up to UAH 10.0m each. Our view: The 
government’s view of the exchange rate for the coming years is rather optimistic, as 
it implies only 4.7% devaluation during the next three years. We believe that the 
budget deficit of 3.2% of GDP and weak economic growth will weigh on the national 
currency. Moreover, the persistent external trade deficit makes devaluation risks 
more pronounced. 
 
Oleksandr Lozovyi 
 
96. Finance Ministry: Deficit of Ukraine's national budget widens by 2.3 
times in 2012 
bne 
February 11, 2013 
 
The deficit of Ukraine's national budget in 2012 was estimated at UAH53.39bn 
($6.7bn), having widened by 2.3 times, or UAH29.83bn, from 2011, Finance Ministry 
reported, according to Interfax-Ukraine. 
 
The deficit of the national budget's general fund grew by 2.5 times from 2011, to 
UAH53.35bn, while that of the consolidated budget increased by 2.2 times, to 
UAH50.73bn. 
 
The deficit of last year's national budget accounted for 3.8% of GDP, while this 
indicator in 2011 was 1.8% of GDP. 
 
97. NBU extends its tight monetary policy 
Concorde Capital 
February 15, 2013 
 
The Ukrainian government’s monetary base declined 1.4% mom while its money 
supply (M2) increased slightly by 0.8% mom in January, according to NBU data 
released on Feb. 14. Monetary authorities have been active in the sovereign debt 
market, increasing the state’s bonds portfolio by UAH 7.1 bln over the month. 
 
Alexander Paraschiy: The January data shows that the NBU is not ready to relax its 
monetary clutches. The December 2012 liquidity expansion did not extend itself into 
the next month. Though active state bonds purchases continued to boost hryvnia 
liquidity in January, monetary authorities sterilized these injections through deposit 
certificate sales to banks (UAH 15.1 bln), which ultimately reduced the monetary 
base. So far, we are keeping our forecast for monetary base growth at 6.1% in 
2013. However, monetary policy easing is still a question mark in view of the NBU’s 
stubborn reluctance to allow hryvnia devaluation. 



 
98. NBU props up hryvnia with $0.3bn intervention in January 
Concorde Capital 
February 15, 2013 
 
The National Bank of Ukraine (NBU) spent USD 296.4 mln in January from its gross 
reserves to support Ukraine’s national currency, according to NBU data released on 
Feb. 14. Net currency purchases for individuals amounted to USD 200 mln over the 
month, down 3.2x mom. 
 
Alexander Paraschiy: This data is in line with our interpretation of the recent growth 
in gross foreign reserves (by 0.4%, or USD 105 mln, to USD 24.6 bln). If the euro 
hadn’t strengthened last month, gross reserves would have fallen USD 300 mln. The 
decline in individual currency purchases prompted less active interventions. 
However, this temporary ease in the currency market did not soothe the ongoing 
balance of payments problem and, subsequently, the currency deficit. We still expect 
gross reserves will not break the dangerous ceiling of USD 20 bln by the year’s end, 
but this outcome strongly depends on a controlled devaluation over the coming 
months. 
99. Trade balance widens on metal exports contraction in December 
Concorde Capital 
February 15, 2013 
 
FDI falls 9.4% in 2012 
FDI inflow to Ukraine in 2012 declined 9.4% to USD 4.13 bln from USD 4.56 bln in 
2011, according an Ukrstat report released on Feb. 14. Cyprus remained the top 
source of investment to Ukraine with its share being close to 74% in 2012. 
 
Alexander Paraschiy: The investment decline reflects the deteriorating economic 
conditions and business environment in the country. Ukraine badly needs high 
quality investments to the country to improve its competitiveness and solve its 
fundamental structural problems. However, due to poor property right protections, 
selective law enforcement and a weak judicial system, investors do not consider 
Ukraine very attractive, especially in view of many alternatives (like Turkey) in the 
region. As a result, FDI inflow to the country is too low and the quality of the 
investments is traditionally poor: 86% of 2012 FDI came from Cyprus, Netherlands 
and British Virgin Islands, the vast majority of which is Ukraine’s capital returning to 
the country. 
100. Ukraine: NBU releases January FX market stats  
VTB Capital 
February 15, 2013  
 
News: The National Bank of Ukraine (NBU) has released FX market stats for January. 
Net NBU interventions to support UAH eased to USD 296mn from USD 433mn in 
December. FX market turnover also eased back to the more normal level of USD 
39bn. Households bought USD 1.3bn in FX while selling USD 1.1bn. Net FX 
purchases stood at USD 200mn, slightly down from USD 210mn in December. The 
NBU’s FX reserves rose USD 105mn to USD 24.7bn over January. 
 
Our View: The numbers highlight the continued reduction in pressures on UAH, both 
on the interbank and household/cash markets. The positive effect from the 
administrative measures and new FX debt issuance is in place. At the same time, 



stats on households suggest that concerns over the possible introduction of FX sales 
tax have subsided since December (when FX sales stood at USD 1.4bn). Ukraine did 
a fine job of balancing debt service with new issuance at the start of the year, in our 
view, and we think this will remain the case in the near term and will not add too 
much pressure to UAH. We treat the outcome of the latest IMF mission visit to Kiev 
similarly and see it as mildly positive for UAH. 
 
Dmitri Fedotkin  
Mykyta Mykhaylychenko, CFA 
 

KAZAKHSTAN CREDIT 
101. Sunkar Resources reports conversion of Sun Avenue’s loan notes 
Visor Capital  
February 14, 2013  
 
Impact: NEUTRAL 
 
Facts/News. Sunkar Resources yesterday announced that there was nil take up 
under the specialised auction, which was held 13 February in connection with the 
listing of 34.9m ordinary shares on the Kazakhstan Stock Exchange (KASE).  Based 
on the agreement with Sun Avenue (SAPC) and according to the Kazakh Law, Sunkar 
converted the loan notes (issued to Sun Avenue in return for US$12.8m financing 
received back in 2012) into ordinary shares and listed 20% of the shares on KASE. 
As there was nil take up on KASE, 100% of the new shares (174.5m) issued to Sun 
Avenue will be transferred to the main listing on LSE AIM. Overall, SAPC’s stake in 
Sunkar amounts to 51.15%, and the Company's total issued share capital consists of 
341.1m ordinary shares. 
 
It is expected that dealings on LSE AIM will commence at 8.00 a.m. on 19 February 
2013. Further to completion of the specialised auction process, trading on KASE is 
now also effective. 
 
Analysis. We believe the announcement is in line with the statements made by the 
Company earlier this year. As we have previously reported, we estimate that the 
US$12.8m funding from Sun Avenue will lead to 51% share dilution for existing 
shareholders and will narrow 2013F loss per share from US$0.122 to US$0.058. 
 
Valuation/Conclusion. We believe the news is in line with market expectations and do 
not expect any significant share price impact. Overall, we remain concerned about 
further delays in attracting a strategic investor for the Company, thereby maintaining 
the high risk profile of the investment. We also note that the release of the Bankable 
Feasibility Study had already been delayed several times and is now planned to be 
published during 1H2013. We maintain our SELL rating. 
 
Anel Yermekova 
 

EURASIA CREDIT 
102. Azerbaijan cuts refinancing rate  
bne 
February 11, 2013  
 



Azerbaijan’s central bank cut its main refinancing rate by 25 basis points to 4.755 on 
February 8.  
 
The Bank said in a statement that the rate cut was made based on Azerbaijan’s “low 
level of inflation, the growth rate of money supply as well as the priorities for 
diversification of the national economy.” 
 
Since the previous rate cut in December 2012, Azerbaijan’s inflation rate has steadily 
declined, while the exchange rate has remained stable.  
 
At the time of the previous cut, central bank governor Elman Rustamov said that 
further cuts could be made in 2013 if inflation continues to decline.  
 
The bank plans to maintain inflation at 5-6% in 2013.  
 
103. Georgia cuts refinancing rate  
bne 
February 15, 2013  
 
The Georgian central bank has reduced its main refinancing rate by 50 basis points 
to 4.75%, the lowest level since January 2008.  
 
The National Bank of Georgia (NBG) announced February 13 that it was cutting the 
rate as Georgia’s annual inflation remains in negative figures.  
 
Inflation fell from -1.4% in December 2012 to -1.6% in January 2013. Georgia’s 
economy grew by 6.1% in 2012, but growth slowed in the final quarter of the year. 
GDP grew by just 2.5% in October-December 2012 and fell by 0.8% in December.  
 
“Negative values of inflation were mainly caused by the decrease in food prices. An 
important one-time factor was also the reduction in regulated prices – electric power 
and garbage collection services,” said the NBG’s monetary policy committee in a 
statement, Civil Georgia reported.  
 
The NBG currently forecasts growth of 6% in 2013, but will revise the forecast based 
on the economy’s performance in the first quarter of the year.  
 
104. Georgia: Central bank reserves up 2% m/m to US$ 2.9bn in January 
BG Capital  
February 12, 2013  
 
National Bank of Georgia (NBG) gross international reserves increased for the second 
consecutive month and was up 1.7% m/m to US$ 2.9bn in January. Gross reserves 
are up 2.9% y/y. 
 
105. Kyrgyzstan sees upturn in economy in 2013  
bne 
February 12, 2013  
 
Kyrgyzstan’s GDP growth returned to positive figures in January 2013, after the 
economy was hit by a fall in gold production in 2012.  
 



The economy grew by 6.5% in January 2013, compared to a contraction of 12% in 
January 2011.  
 
At a meeting of ministry officials, Economy Minister Temir Sariev said that growth 
had been recorded across all sectors of the economy, Kabar reports.  
 

BELARUS CREDIT 
106. Azeri banks ordered to stop providing loans at retail outlets  
bne 
February 12, 2013  
 
The Central Bank of Azerbaijan has told commercial banks to stop issuing loans at 
retail outlets, as the volume of non-performing consumer loans increases and fear 
about a consumer lending bubble grows.  
 
In a letter sent to banks operating in Azerbaijan, the CBA said that loans should only 
be issued at bank branches.  
 
"Banking services should be rendered in suitable locations - in branches and sub-
branches of banks," says the CBA’s letter, quoted by Fineko/abc.az.  
 
The order follows an increase in consumer loans issued at stores selling cars, 
furniture, electrical equipment and mobile phones, Trend reports.  
 
Since the beginning of 2012, many banks have opened representations within stores 
and shopping centres to speed up the lending process and allow loans to be provided 
on the spot. These must be closed down within three days, the CBA’s letter said.  
 
"Today, there is no legal basis for rendering banking services beyond bank branches 
and offices... These facts raise bank's operational risks,” a spokesman for the CBA 
told Trend.  
 
107. Belarus: National Bank cuts liquidity provision rates  
VTB Capital 
February 14, 2013 
 
News: National Bank of Belarus (NBB) has, from today, cut the liquidity provision 
rates from 50% to 35% (for fixed Lombard loans and swaps). This was the first cut 
in rates since 18 July 2012. The benchmark rate and the o/n deposit rate were kept 
unchanged, at 30% and 19%, respectively. 
 
Our View: The NBB moved to unify its key rates in an attempt to increase the 
importance and relevance of the benchmark rate. The rate cut decision also reflects 
the authorities' desire to prop up banks’ liquidity amid subdued lending activity and 
resulting wider economic activity. The separate news about the suggestion to resume 
FX mortgage lending for households serves a similar purpose, of possibly 
resurrecting the construction sector. ?We think the authorities will now monitor the 
effect of the rates decision on the domestic FX market, which remains fragile, and 
inflation dynamics. 
 
Maxim Oreshkin  
Daria Isakova  



Dmitri Fedotkin 
 

CE CREDIT 
108. Citi cuts Slovak 4Q12 GDP forecast to -0.3%   
Citi 
February 13, 2013 
 
Our cut in forecast reflects disappointing data from 4Q12, particularly the fall in 
industrial production (to - 3% YY in 4Q12 from +16% a quarter ago) and the surge 
in the unemployment rate (to 14% in 4Q12 from 13.4% in 3Q12). The larger fall in 
retail sales of 2.3% YY in 4Q12 after -1.4% in 3Q12 suggests that domestic demand 
will continue to struggle and highlights the underperformance of private 
consumption, which on average fell by 0.3% YY in 1Q-3Q12 vs. +2.5% YY average 
GDP growth in the same period.  
 
If our quarterly GDP forecast materializes, it would mean that GDP would likely 
decelerate to 1.4% YY swda in 4Q12 from 2.5% in 3Q12 (to 1.4% YY nsa from 2.1% 
in 3Q12) and to 2.2% YY in 2012 from 3.2% in 2011. This also implies a milder rate 
of economic growth in 2013 of 0.7% YY that reflects previous downside risks that, if 
industrial production decelerates faster than our forecast envisages, GDP growth 
could decelerate to below 1% YY in 2013. We see upside risk to our forecast that net 
exports will offset the fall in domestic demand, because in previous quarters the 
trade surplus remained in place as imports fell more than exports. Nevertheless, this 
does not change the implications for public finances. The Minister of Finance has 
already reflected the prospect of weaker economic growth in its tax prospects, as 
seen in the additional gap of €361mn in 2013.  
 
109. Corporate borrowing increasing in Estonia 
Bank of Estonia 
February 13, 2013 
 
Increased sales turnover and investments of companies have increased their need 
for financing. The growth in profits has helped companies to fund their investments 
partly from internal sources, while reinvested profit has boosted companies' equity. 
 
Due to greater need for financing and better borrowing ability, companies have 
increased their external financing as well. The growth in direct borrowing from 
abroad that started in 2008 continued last year. By the end of the third quarter of 
last year, loans taken from abroad and securities issued abroad made up one third of 
the total corporate debt. 
 
Companies have also started to borrow more actively from the banks operating in 
Estonia. In 2012 the turnover of both short and long-term loans increased by around 
20%. The corporate loan stock started to grow at the start of 2012, and in December 
the year-on-year growth reached 5%. Eesti Pank's autumn forecast expects the 
growth in loan turnover to slow somewhat as the reference base changes, and the 
total volume of loans will increase in the next few years by around 6%. 
 
The financial position of households (financial assets minus liabilities) has improved 
due to the growth in the value of financial assets. The annual growth in deposits 
reached almost 8% at the end of last year, but the growth in household deposits has 
been uneven with the rapid growth being seen in large deposits. The cautious 



attitude of households towards lending can still be seen in the continuing decline in 
non-housing loans. New loans were mostly taken in 2012 for purchases of cars and 
residential properties. Eesti Pank forecasts that the portfolio of housing loans will 
start to grow again this year after shrinking for four years. 
 
The high capitalisation of the Estonian banking sector and the improved funding base 
will give a good foundation for the financing of the real sector. Although loan 
turnover has increased, the increased domestic cash flows from loan repayments and 
growing deposits have so far been sufficient to bear the domestic loan turnover. 
Credit conditions tightened somewhat and interest margins rose last year due to the 
uncertainty caused by the sovereign debt crisis in the euro area and the more 
conservative lending policies adopted by banks. 
 
110. Czech CPI moderates to around 2%  
Erste 
February 11, 2013 
 
January CPI was released on February 11. Market median was 1.5% m/m, we 
expected 1% m/m, the reality was 1.3% m/m. This is obviously the result of VAT 
rate hike (both rates went up by 1 p.p. as of January, 1st, 2013) and further price 
increases in the 'housing' segment. Given that there was even more pronounced 
price level increase last year, the y/y CPI fell to 1.9% (as against 2.4% in December 
2012) _ 
 
VAT rate hike added 0.8 p.p. to the m/m inflation, 0.1 p.p. more than what we 
expected. Prices in the 'housing' segment of the consumer basket were where we 
differed most from the reality - while water & sewage prices rose 6-7% as expected, 
natural gas prices and hot water prices surprised us. Add to that the higher-than- 
expected increase in (notoriously) unpredictable food prices and you have entire 0.3 
p.p. difference between our expectation and the actual figure accounted for.  
 
Structure of the inflation is much more important than headline, and we don't see 
any changes here. After having given the detailed inflation data a cursory reading, 
demand inflation appears to have remained near 0% in January '13 as well. From 
monetary-policy perspective, however, we don't see any signs of deflationary 
pressures that Mr. Tomsik from CNB recently referred to. CNB should be OK with 
CZK between 25.2-25.5. FX interventions are (for now) off the table, the question, 
however, is whether verbal interventions are going to be as efficacious as over last 
three months in steering the EURCZK exchange rate. We still think that CNB won't 
attempt to talk the CZK up unless CZK flirts with 25 and can imagine CNB to actually 
intervene in the market if CZK gets below 25 and starts moving towards 24.50. In 
this case, it'll be about stopping the CZK from becoming an additional problem rather 
than about forcing CZK (by artificially weakening it) to become (key) part of solution 
(to current economic malaise) - we still think intentionally weakening CZK to 26 
won't help the economy much.  
 
111. Czech FX interventions with probability of 5%?  
Erste 
February 15, 2013 
 
_ We went to the CNB meeting with analysts today and it was quite lively there. 
What did we learn?  
 



_ Basic figures from the new forecast have already been known since last week 
(revision of 2013 GDP forecast down to -0.3%, in line with that we expect, 
somewhat higher expected trajectory of interest rates this year). What's surprising is 
quite optimistic expectation for 2014 (+2%) which is full percentage point higher 
than what we expect and seems not totally consistent with stagnation of the EURCZK 
that CNB forecasts.  
 
_ But, what's much more interesting is what Board members (Mojmir Hampl / 
Lubomir Lizal) had to say about EURCZK exchange rate and the possibility of 
interventions.  
 
Board members reminded everyone that they've never committed to actually 
intervene (which is what we've been saying all along) but have been only saying that 
if (if!) there is need to relax monetary conditions further, the best tool to do that 
once rates hit zero is FX. We've had the feeling that they feel market had misread 
CNB communication, and we share that feeling (that's why short EURCZK went at 
the end of January).  
 
_ Question we asked: How do the Board members see the efficacy of FX 
interventions under current conditions? Do they feel FX interventions will be net 
positive for the economy or net negative? (i.e., will the higher import prices resulting 
from artificially weaker CZK under current conditions have negative effect on the 
economy that will not be offset by positive effect stemming from higher exports?) _
 L.Lizal responded by saying that - under the inflation targeting regime - 
hitting the inflation target is the only goal they have and so questions of how weaker 
FX affects consumption or exports are important insofar as they influence inflation. 
M.Hampl took this further and was more direct when he said that FX interventions 
would likely be efficient if the economy were in deflation or if there was a threat of 
deflation.  
 
_ We read: FX interventions under current conditions aren't likely. They'd be very 
seriously contemplated if there was a threat of deflation in Czech economy.  
 
So far, this is not the case. Inflation is at 1.9%, monetary-policy relevant is at 1.1% 
(January 2013). SO if the trigger to interventions is the deflation or the threat 
thereof, the CNB is now essentially saying the probability of interventions is 5%. 
Why 5%? Well, CNB latest forecast says that, with 90% probability, inflation won't 
turn negative over next 4-5 quarters.  
 
We don't expect deflation either - monetary-policy relevant inflation will remain 
between 1%-1.5% in 2013/14, demand inflation will remain around 0%.  
 
What's also important in this respect is the story that the CNB model says. Forecast 
sees weaker 1Q13 CZK as against last forecast, partially due to FX interventions' talk 
of CNB. But, at the same time, model expects that this 'talk-related' weakening will 
fade away by mid-year and in 2H13 the EURCZK exchange rate is actually stronger 
than before. In other words, model says the verbal interventions were just about 
what was needed. And Banking Board apparently agrees as it says (in minutes from 
the meeting) that risks are balanced and downside risks smaller than in November.  
 
We conclude by saying that we still stick to our previously held views. That is:  
 
a) FX interventions aren't needed under current conditions.  



 
b) Market misconstrued CNB communication.  
 
c) CNB doesn't want or need EURCZK above 26 (and CNB never said anything 
like that either). CNB sticks to its line that FX interventions are next possible tool if 
(if!) there is a need to relax monetary conditions further;  
 
d) We add that there won't be a need for further such relaxation unless (1) economy 
weakens further this year (GDP at -1.5%/-2%) at current EURCZK rate (25.40-
25.50) or (2) CZK strengthens fast (in next 2-3 months) to below 25 and starts 
moving towards 24.50. In this latter case, verbal interventions would be first, with 
actual interventions around 24.50 likely.  
 
e) This risk (that EURCZK may strengthen fast to 25) stems from the possibility that 
market will now swing to the other extreme (of expecting that CNB won't intervene 
at all). Unfortunately, it's still quite hard for some market players to understand the 
complex interplay between inflation, economy and FX in Czech economy (but we've 
seen this before - remember 1Q 2009?).  
 
f) Our baseline, however, is that CZK will stay between 25 and 25.50 for good 
part of this year (and above 25.20 in 1H13); strengthening can come later in the 
year, with 25 as our year-end forecast.  
 
112. Czech FX market activity plummets in January 
bne 
February 11, 2013 
 
In the most recent survey by the Czech National Bank conducted in the week of 
January 14-18, the daily average turnover on the foreign exchange market 
decreased by $1,33bn (-23.7%) to $4,29bn compared to October 2012. 
 
The Czech National Bank surveys the average daily turnovers on the foreign 
exchange market quarterly - in January, April, July and October.  
 
113. Czech National Bank issues Inflation Report I/2013  
Czech National Bank 
February 15, 2013 
 
Headline inflation will be close to the CNB's target of 2% this year despite substantial 
impacts of tax changes, and will fall slightly below the target after these impacts 
fade away.  
 
Monetary-policy relevant inflation will be in the lower half of the tolerance band over 
the entire horizon, including at the monetary policy horizon.  
 
The Czech economy will contract by 0.3% this year, owing to continuing fiscal 
restriction and only slowly recovering external demand. In 2014 the economy will 
grow by around 2%.   The nominal exchange rate against the euro will appreciate 
very slowly from the level of CZK 25.5 expected in 2013 Q1.  
 
Consistent with the forecast is a slight decline in market interest rates, followed by a 
rise in rates as from mid-2014.  
 



Compared to the previous forecast, the domestic economy has a stronger anti-
inflationary effect, but from the perspective of the inflation and interest rate outlook 
this is offset by an expected weaker koruna exchange rate.  
 
At its meeting on 14 February 2013, the Bank Board of the Czech National Bank 
approved this year's first Inflation Report. The Report is one of the core elements of 
the central bank's communication with the public in the inflation-targeting regime. A 
crucial part of the Inflation Report is a description of the CNB's quarterly 
macroeconomic forecast. The forecast is a key input for monetary policy decision-
making. The inflation forecast and the assumptions underlying it are published with 
the aim of making monetary policy as transparent, comprehensible, predictable and 
therefore credible as possible. The CNB submits the Inflation Report to the Chamber 
of Deputies of the Czech Parliament twice a year for review.  
 
The forecast described in section II of this Report expects headline inflation to be 
close to the target of 2% this year and fall slightly below the target in early 2014 
after the effects of an increase in both VAT rates of 1 percentage point drop out. 
Monetary-policy relevant inflation will be in the lower half of the tolerance band over 
the entire horizon, including at the monetary policy horizon. The current anti-
inflationary effect of the domestic economy will continue until mid-2014.  
 
The Czech economy will contract by 0.3% this year, owing to continuing fiscal 
consolidation amid an only slow recovery in external demand. The economic should 
return to growth in 2014, when the forecast expects GDP to rise by around 2% as a 
result of more robust growth in external demand and significantly less restrictive 
domestic fiscal policy.  
 
On the labour market, these developments in economic activity will cause total 
employment to decrease somewhat and the unemployment rate to increase. Wage 
growth in the business sector will remain low this year, mainly reflecting the 
contraction of the Czech economy. It will pick up slightly in 2014 as economic 
activity recovers more significantly. Wages in the non-business sector will rise at a 
slow rate over the entire outlook owing to fiscal consolidation.  
 
The nominal exchange rate against the euro will appreciate very slowly from the 
level of CZK 25.5 expected in 2013 Q1. Consistent with the forecast is a slight 
decline in market interest rates, followed by a rise in rates as from mid-2014. As 
regards the comparison of the interest rate path with the previous forecast, the more 
anti-inflationary effect of the domestic economy in the quarters ahead is outweighed 
by a weaker exchange rate outlook and to a lesser extent also by a higher 
administered price forecast.  
 
114. Czech Republic bond issuance outlook 2013 
RBS 
February 14, 2013 
 
Above target local issuance in 2012 has taken pressure off 2013 financing needs. In 
2013 the Czech Ministry of Finance aims to raise CZK149bn in local markets, down 
from CZK165bn raised last year. 
 
2012 local issuance plan was revised upwards to build cash reserve. The ministry 
said that it raised CZK47bn more than initially anticipated in 2012 to build up a 
sufficient cash reserve due to uncertainty surrounding the Euro-zone debt crisis. This 



aim was achieved with fiscal reserves rising from CZK53bn in January 2012 to 
CZK95bn in November, representing ~2.5% of GDP. 
 
Increased demand at auctions allowed for above target issuance. Bid-to-cover ratio 
for fixed rate local bonds increased to 2.4 in 2012 from 2.1 the previous year.  
 
Ministry aims to raise at least one bond internationally, as it did in 2012. The 
ministry has indicated its intentions to raise CZK50bn externally. This will be slightly 
down from last year when it raised CZK69bn. 
 
115. Czech Republic remains mired in recession to record 1.1% GDP 
contraction in 2012 
KB 
February 14, 2013 
 
According to a flash estimate from the Czech Statistical Office (CSO), GDP fell 0.2% 
qoq in Q412 (-1.7% yoy). The breakdown of GDP will be released together with final 
data on 11 March. So far, we have only general comments from the CSO (see 
below). We can say that today's data did not come as a surprise. We expected a 
decline of 0.1% qoq, but the worse-than-expected real economy data for December 
pointed toward the downside risk of our estimate. A comparison of year-on-year and 
quarter-on-quarter figures reveals that the previous quarters were revised slightly 
downward, but this should change with the release of the final data in March. For the 
entirety of 2012 and according to preliminary CSO data, GDP declined on average 
1.1%.  
 
The recessionary environment will probably persist in the Czech economy into Q113. 
The recovery should start in Q2, according to our forecasts. Consumer appetites 
should remain subdued this year, and households will continue to deleverage during 
the first half of the year. Also, companies will remain cautious. Overall, GDP should 
decline 0.1% on average this year. Net exports should remain the main positive 
driver. In 2014, the gradual recovery of the Czech economy should continue, and we 
expect GDP to increase 1.4% on average.  
 
CSO comments on GDP in Q412: "The yoy and qoq development was negatively 
influenced, the same as during the entire year, by construction, which pays for the 
low investment activity of the business enterprise as well as the general government 
sector. Moreover, the decrease in Q4 was significantly contributed to also by 
manufacturing and within that especially the manufacture of transport equipment. A 
worse result than in Q411 was also recorded by agriculture and business services. 
On the contrary, a positive influence on GDP development came from the increase in 
the excise tax on tobacco products as a result of stocking up related to the increase 
of the tax rate in 2013. Contributions of individual demand components to GDP 
development were highly differentiated - the positive influence of external trade was 
not able to compensate for the decrease in final consumption expenditures of 
households and the drop in expenditures on fixed capital formation.  
 
116. Czech current account deficit rises steeply in December 
KB 
February 12, 2013 
 
The current account showed an even deeper deficit in December than our most 
pessimistic estimate among analysts. The deficit reached CZK 24.30bn. For us, the 



biggest surprise was concentrated in the income balance. Over the past year, the 
current account ended in a deficit of CZK 90.34bn, representing an improvement of 
almost CZK 20bn compared with 2011. In relation to GDP, the current account deficit 
fell from 2.8% to 2.3%. 
 
The current account balance improved only thanks to the trade balance last year, 
being CZK 50bn a year ago. Other items deteriorated: the balance of services by 
CZK 15bn, the income balance by CZK 11bn and the balance of current transfers by 
CZK 5bn. 
 
The capital account improved significantly last year, registering a surplus of CZK 
55.5bn after CZK 14.7bn in 2011. On the contrary, the financial account recorded a 
yoy significant deterioration of CZK 66bn, mainly due to other investments. The 
balance of direct investments registered FDI inflows amounting to CZK 184.7bn (CZK 
75.2bn in 2011). Almost one-third of last year's number was caused by statistics for 
December, when we noticed FDI inflows amounted to CZK 63.5bn. It was due to the 
repayment of a loan to a domestic corporation within the group of a foreign investor. 
 
The favourable trend in the current account of the balance of payments should 
continue this year. This will be especially due to foreign trade where another surplus 
increase is expected. As a result, there is a good chance this year will see a surplus 
on the current account for the first time since 1993 (according to our estimate, at 
0.1% of GDP). Furthermore, the capital account should end the year with a surplus 
of 0.8% of GDP due to the inflow from EU funds. We anticipate a significant surplus 
of 3.8% of GDP on the financial account. In terms of foreign direct investment, we 
expect an inflow of almost CZK100bn; however, roughly 85% of this will be 
reinvested earnings. Regarding portfolio investments, there will likely be another 
issuance of government bonds on foreign markets in the volume of EUR2bn. 
 
117. Czech president-elect pledges 30% of salary to quash state debt 
bne 
February 12, 2013 
 
Keeping up the pressure on the austerity-wielding government, Czech president-
elect Milos Zeman announced on February 12 that he plans to donate 30% of his 
salary to help reduce the country's state debt. 
 
The claim is exactly the sort of populist statement that helped Zeman win the 
country's first ever direct presidential election last month. He said he will create a 
special presidential fund to help lower public debt soon after his inauguration next 
month and put in 30% of his €14,200 monthly salary. 
 
" I want to establish a presidential foundation that would enable all to help pay off 
state debt," Zeman said, according to Radio 101. "It's less known that we are paying 
off only the interest, but not principal on the national debt, " he added.  
 
Zeman claimed that he cannot legally cut his own salary, but that the establishment 
of the fund does not require legislative changes. He added that he hoped wealthy 
Czechs would join him in contributing to the fund, suggesting they donate the 
equivalent of €6,400 per month.  
 
That would be more than the €4,260 Zeman says he will put in. The president would 
contribute €51,120 per year, or €204,480 through his four-year term in office. The 



ministry of finance reported that gross state debt rose to CZK1.65 trillion, or 43.3% 
of GDP at the end of the third quarter of 2012. 
 
Whilst clearly little more than a PR move, the announcement is also another swipe at 
the government of Prime Minister Petr Necas, which has provoked much anger in the 
population over its concentrated austerity drive. However, alongside raising VAT and 
other measures hitting the wider population, the administration has also raised taxes 
on higher earners - which earned the senior centre-right ODS party a backlash which 
threatened to bring the coalition down in late 2012. 
 
Zeman has openly stated that he intends to be closely involved in government 
business during his presidency, despite the ceremonial status of the post. 
Immediately upon securing the vote in January he called for the current coalition to 
be disbanded. 
 
Although he is not due to officially take up his residence in Prague Castle until March 
8, Zeman announced his first planned veto on February 11, saying he will block a 
proposed amendment to parliamentary legislation by the government that seeks to 
shore up its shaky coalition.  
 
Under an amendment to the lower house's order of procedure, the minimal number 
of MPs required to establish a lower house group would be reduced from ten to six. 
That would legitimize the Lidem group which splintered from the former junior 
coalition partner VVV when it left the government, and continues to support Necas' 
administration, which holds the slimmest of majorities in the 200-seat lower house.  
 
Opinion polls suggest that the Czech right would face obliteration in any election in 
the foreseeable future, with the Social Democrats - the party led by Zeman during 
his time as prime minister in 1998-2002 - a shoe in to form the next government. 
However, far from creating a consensus with Zeman, that would likely create chaos 
since the president-elect is a sworn enemy of much the party leadership following a 
fall out in 2004. 
 
Perhaps the Achillies heel of a coalition beset by weakness and crisis since it came to 
power a couple of years ago, Zeman insists that Lidem is a party for which no-one 
has voted. 
 
118. Domestic demand alone will not be sufficient to drive Estonian 
economic growth 
Bank of Estonia 
February 11, 2013 
 
The preliminary estimate of Statistics Estonia shows that the Estonian economy grew 
by 3.7% year-on-year in the fourth quarter of 2012, and 0.9% quarter-on-quarter. 
In 2012 as a whole, the economy grew by 3.2%, which is faster than Eesti Pank had 
forecast. Growth in the next quarters will depend on how the economies of the euro 
area and the Nordic countries recover from their current lows. 
 
Domestic demand offset the weakening in exports in 2012, but balanced economic 
growth needs strong exports because the ability of households to keep increasing 
their consumption is limited. In the third quarter of 2012, household consumption 
increased notably faster than incomes, and savings fell to a low level. Data for the 
fourth quarter suggest that the rise in domestic demand indicators like retail sales 



has slowed, and the annual growth in indicators relating to exports, like industrial 
production, has accelerated. 
 
Industrial production fluctuated a lot from month to month in the fourth quarter and 
saw sharp rises and falls, suggesting that the recovery in external demand is still 
fragile. The industrial production and exports of Estonia's main trading partners do 
not indicate that the situation will improve rapidly, though the economic confidence 
indexes and output expectations of the manufacturing sector have picked up in 
recent months in the Nordic countries, which indicates that pessimism has fallen 
among businesses in that region. 
 
Eesti Pank's forecast in December predicted that the economy will grow by 3% in 
2013. 
 
119. Estonia finishes 2012 with 3.2% growth 
Statistics Estonia  
February 11, 2013 
 
According to the flash estimates of Statistics Estonia, the gross domestic product 
(GDP) of Estonia increased by 3.7% in the 4th quarter of 2012 compared to the 
same quarter of the previous year. The annual GDP growth in 2012 was 3.2% 
compared to the previous year. 
 
The seasonally and working-day adjusted GDP increased by 0.9% compared to the 
3rd quarter and by 3.4% compared to the 4th quarter of 2011. 
 
In the 4th quarter, the biggest contributor to economic growth was the increase in 
value added in information and communication, trade and transport. The increase in 
the value added of trade was supported by the stable growth of retail sales. 
 
In addition to the above-mentioned economic activities, GDP growth was also 
significantly influenced by increased receipt of excise taxes, which are part of net 
taxes on products. 
 
The industrial sector's contribution to GDP growth was minimal (0.1 percentage 
points). The biggest driver of economic growth in Estonia is manufacturing. The 
value added of manufacturing depends substantially on the export of the production. 
According to preliminary calculations, the real growth of export of goods of the total 
economy accelerated to 10%, mainly due to the increased exports of computers, 
electronic and optical products, beverages, and products of agriculture, forestry and 
fishing. 
 
Economic growth was slowed down by the decrease in value added in agriculture, 
forestry and fishing and in real estate activities. 
 
120. Estonian economic growth accelerated in the last quarter of 2012 
Swedbank 
February 11, 2013 
 
According to the flash estimates published by Statistics Estonia today, the GDP 
growth in Estonia accelerated from 3.5% in the 3rd quarter to 3.7% in the 4th 
quarter. The annual GDP growth in 2012 was 3.2% and the seasonally and working-



day adjusted GDP increased by 0.9% compared to the 3rd quarter. The growth rate 
overshot our expectations. 
 
Economic growth was mainly based on domestic demand contributed mostly by the 
growth of retail trade, transport and ITC activities. At the same time, growth of value 
added of construction continued to decelerate. Whereas alcohol and tobacco excise 
taxes were raised in the beginning of this year (2013) and the resp. goods were 
accumulated at the end of the last year, increased receipts  of excise taxes 
contributed to the GDP growth as well. 
 
Industrial production increased, but its contribution to GDP growth was marginal. 
The growth was not broad-based and resulted from only a few economic activities. 
Manufacturing growth was continuously supported mostly by the production of 
computer, electronic and optical products, which output was mainly exported. As 
more than 70% of the manufacturing output is exported, the real growth of export of 
goods by 10% may be considered as a good result. Insufficient demand and 
decrease in new orders are the main reasons which inhibit manufacturing production. 
Domestic orders of manufacturing output are decreasing and the growth of orders to 
abroad have started to decelerate as well. 
 
Outlook 
As economic growth is supported mostly by domestic demand, we presume that the 
growth of import of investment products and goods of final consumption will exceed 
export maintaining negative trade balance. However, surplus of services will 
compensate it. Increase in domestic demand should moderate together with the 
deceleration of the growth of investments. As export of goods will not be broad-
based in the coming months, the GDP growth should still decelerate in the beginning 
of the current year. 
 
121. Estonian export growth moderates in 2012  
Statistics Estonia  
February 11, 2013 
 
According to Statistics Estonia, in 2012 exports of goods increased by 4% and 
imports by 9% compared to 2011. In 2012, the annual growth of exports and 
imports was slower than in the previous year when both exports and imports grew 
by 37%.  
 
In 2012, exports of goods at current prices totalled 12.6 billion euros and imports to 
Estonia totalled 13.8 billion euros. Estonia's trade deficit amounted to 1.2 billion 
euros, which is two times bigger than in 2011 when the trade deficit was 0.66 billion 
euros. The biggest trade surplus was registered in Estonia's trade with Sweden and 
Russia (exports to both countries exceeded imports by 0.6 billion euros). The biggest 
deficit was registered in trade with Germany and Lithuania.  
 
In 2012, the main countries of destination were Sweden (16% of Estonia's total 
exports), Finland (15%) and Russia (12%). The biggest increase was registered in 
exports to Russia and Latvia (up by 16% and 15%, respectively), while exports to 
USA decreased (down by 22%). Electrical equipment and fuels were mainly exported 
to Sweden, electrical equipment and furniture to Finland, and mechanical and 
electrical equipment to Russia.  
 



The main countries of consignment were Finland (14% of Estonia's total imports), 
Germany and Sweden (10% each). In 2012 compared to 2011, imports from Finland 
and Lithuania increased the most (up by 25% and 14%, respectively). Fuels and 
electrical equipment were mostly imported from Finland, transport and mechanical 
equipment from Germany and electrical equipment from Sweden.  
 
In 2012, the first place in exports was held by machinery and equipment (29% of 
Estonia's total exports), followed by mineral fuels incl. motor spirits, shale oil and 
electricity (15%), and agricultural products and food preparations (9%). The 
turnover of all commodity sections (excl. mineral fuels) increased compared to 2011. 
The growth in Estonia's exports was mostly influenced by the dispatches of 
machinery and equipment (growth rate 9% or 301 million euros). There was also a 
significant increase in dispatches of agricultural products and food preparations (up 
by 15% or 148 million euros). At the same time, dispatches of mineral products 
decreased compared to 2011 (down by 9%).  
 
In 2012, the first place in imports was also held by machinery and equipment (29% 
of total imports), followed by mineral products (15%) and agricultural products and 
food preparations (10%). The total imports of Estonia were mostly influenced by an 
increase in the arrivals of machinery and transport equipment (up by 13% and 21%, 
respectively). At the same time, the arrivals of mineral products decreased (down by 
7%).  
 
In December 2012, the value of exports of goods was 0.9 billion euros and the value 
of imports was 1.1 billion euros. Compared to December 2011, exports decreased by 
5%, but imports increased by 9%.  
 
In December, exports decreased by 23% and imports by 5% compared to November 
2012. A decline in exports was recorded in all the main commodity sections (excl. 
mineral fuels). The biggest monthly decrease occurred in the dispatches of 
machinery and equipment and metals and products thereof. In most commodity 
sections, there was also a decline in arrivals. As in exports, the biggest decline was 
registered in the arrivals of machinery and equipment and metals and products 
thereof.  
 
In 2012, the annual rise was 2% for export prices and 4% for import prices (for 
comparison, in 2011 the annual rise was 10% and 11%, respectively).  
 
122. Estonian unemployment continued to decrease in the fourth quarter 
Swedbank 
February 14, 2013 
 
According to Statistics Estonia, the unemployment rate decreased from 12.5% in 
2011 to 10.2% in 2012 which was the lowest of the last four years. Unemployment 
rate in the 4th quarter of 2012 decreased to 9.3% from 9.7% in the 3rd quarter.   
 
Employment rate grew from 59.7% in the 4th quarter of 2011 to 61% in the 4th 
quarter of 2012. Mostly domestically oriented sectors, such as education (mainly 
pre-school education and training events) and administrative and support service 
activities (mainly buildings maintenance), contributed to the growth.  Whereas in the 
export oriented manufacturing, which is battling with contracted external demand, 
employment decreased. Together with the deceleration of the output growth in 
construction in the second half of last year, employment decreased marginally also in 



this economic activity.  As economic growth was faster than employment growth 
both in the 4th quarter and annually, the labour productivity per employee 
increased.  
 
Outlook 
Although unemployment rate decreased for the third quarter in a row, the growth of 
employment has decelerated and due to the labour deficit it will likely decelerate 
even further.  Unemployment rate has reached close to its natural level and will stay 
that way for this year as well. More rapid decrease in unemployment rate may lead 
to increased wage pressures, contribute to the price growth and influence negatively 
Estonia's competitiveness. 
 
123. Estonian's 2012 employment rate back to pre-crisis levels 
Bank of Estonia 
February 14, 2013 
 
Data from Statistics Estonia show that the number of employed rose in the last 
quarter of 2012 by 1.7%, though in seasonally adjusted terms, the employment rate 
was below the rate for the third quarter. 
 
Almost all of the increase over the year came from the service sector, with 
manufacturing making a negative contribution to annual growth. However, the 
seasonally adjusted quarterly growth figures show that manufacturing companies did 
hire new employees in the last half year. Labour productivity increased for a second 
consecutive quarter according to Eesti Pank estimates. 
 
The unemployment rate has fallen rapidly in recent years and has descended to 
9.3%, which is lower than the average for the European Union. At the same time, 
employment rate has climbed to around the level of 2006, when unemployment was 
6%. This is because labour force participation is high, and it has not fallen even 
though the number of long-term unemployed is large. 
 
Eesti Pank forecasts that employment will continue to grow and unemployment to fall 
in the coming years, though at a slower speed than last year. The central bank 
expects unemployment to fall to 9% by the end of 2013. 
 
124. Fitch Completes D-Cap Components Assessment for Polish Covered 
Bonds  
Fitch 
February 12, 2013 
 
Fitch Ratings has assessed the risk for the Discontinuity Cap (D-Cap) components 
asset segregation and systemic alternative management for the Polish covered bond 
programmes listed below as moderate following an analysis of the Polish covered 
bonds legislation.  
 
Fitch has assigned a moderate risk assessment of asset segregation for all three 
Polish covered bond programmes. Although the agency considers the overall risk to 
the ring-fencing of the cover pool for these points to be low, Polish programmes 
could be exposed to commingling risk prior insolvency of the issuer and to set-off 
risk. In addition, the absence of a clear cross-default clause among different series of 
covered bonds could prevent the pro rata allocation of proceeds from the cover pool 



among all outstanding series and introduce a risk of time subordination for the 
longest dated series.  
 
The systemic alternative management risk component of the Polish programmes is 
moderate. While the role of the curator representing the rights of covered bonds 
holders in the bankruptcy proceedings is seen as positive, in Fitch's view this is 
weaker than if the law specifically addressed the appointment of an independent 
administrator acting solely in the interest of the covered bondholders. The 
assessment also reflects the concern over the timeliness of payments due on the 
covered bonds right after the insolvency of the issuer as the law is not specific about 
how these should be met. The active oversight by the Polish Financial Supervisory 
Commission has been positively incorporated in the analysis.  
 
The programmes' D-Caps and the risk assessment of the D-Cap components are as 
follows: Pekao Bank Hipoteczny SA ('A-'/Stable/'F2')_Mortgage covered bond rating: 
'A'/Stable_D-Cap: 0 (full discontinuity)_Asset segregation: moderate_Liquidity gap 
and systemic risk: full discontinuity_Cover pool-specific alternative management: 
moderate high_Systemic alternative management: moderate_Privileged derivatives: 
very low BRE Bank Hipoteczny SA (BBH; 'A'/Stable/'F1')_Mortgage covered bond 
rating: 'A'/Stable_D-Cap: 0 (full discontinuity)_Asset segregation: 
moderate_Liquidity gap and systemic risk: full discontinuity_Cover pool-specific 
alternative management: high_Systemic alternative management: 
moderate_Privileged derivatives: very low BBH's public sector covered bond Rating: 
'A'/Stable_D-Cap: 0 (full discontinuity)_Asset segregation: moderate_Liquidity gap 
and systemic risk: full discontinuity_Cover pool-specific alternative management: 
moderate _Systemic alternative management: moderate_Privileged derivatives: very 
low The D-Cap of 0 is driven by the full discontinuity risk assessment of the liquidity 
gap and systemic risk component reflecting the absence of any mandatory liquidity 
provision in Polish covered bonds legislation. Combined with the insufficient 
marketability of the underlying assets the agency considers this risk as the weakest 
link for the programmes.  
 
125. Focus in Hungary turning to 2014 elections 
Standard Bank 
February 13, 2013 
 
I attended the Hungarian Business Leaders Forum (HBLF) this week in Budapest. 
This is an annual event attended by 100+ executives of local and international 
companies operating in Hungary. Speakers included yours truly, the NBH governor, 
Andras Simor, the IMF resident representative to Hungary, Iryna Ivaschenko, the 
Minister of EU affairs, Zoltan Csefalvay, the Head of the Fiscal Council, Arpad Kovacs, 
S&P's Hungary analyst, Leila Butt, plus Gordon Bajnai, the former finance minister 
who currently heads an emerging opposition party, alongside a bevy of local 
academics and former ministers - including two former NBH governors, Peter Bod 
and Zsigmond Jarai.  
 
Invariably, visits to Budapest in recent years leave one downbeat. After all, let's not 
forget that Hungary has been in crisis, or rather anti-crisis, mode for seven years 
now, as the Hungarian economy hit the wall soon after the 2006 elections, i.e. pre-
dating Lehman. Hungary thus went into recession earlier than its peers, and has 
therefore been running austerity programmes for longer.  
 



To summarise, Hungary was the epitome of the problems that would eventually 
beset the rest of the region, i.e. twin deficits, a weight of public sector and external 
debt, and impru- dent lending by foreign banks, in FX, which had created a credit 
bubble. Previous growth drivers had largely been bad quality, i.e. fiscal pump 
priming, bank credit, real estate and construction. Post-Lehman, this model clearly 
became unsustainable and foreign banks and capital no longer appeared able or 
willing to sustain the bubble, and indeed in Hungary's case it was even not 
sustainable before Lehman hit. The crisis in Hungary perhaps was a precursor of 
what was to come globally. In any event, in an effort to buoy the mood, the 
organisers had titled the event somewhat optimistically "Mission Possible". 
Unfortunately, the local mood remains downbeat. Next, a few take-outs from the 
conference, and indeed a few broader views from meetings around the conference 
with business leaders, politicians, bankers and journalists.  
 
The focus is moving to parliamentary elections  
Hungary goes to the polls in April 2014, and these elections will be closely fought. 
Opinion polls suggest a large weight of undecided voters - around one half. As 
elsewhere in the region, disillusion with the political establishment is intense. The 
ruling Fidesz party is top- ping the polls, with around 25% of decided voters, but well 
down on its support in the 2010 election when the party secured a landslide victory, 
enabling it to assume a constitutional two-thirds majority in parliament. Fidesz is 
suffering from the unpopularity of incumbency, of reform fatigue and some irritation 
perhaps over the perceived centralising drives of Prime Minister Viktor Orban. The 
Orban government pushed a radical structural reform agenda through from mid-
2011 and this undoubtedly lost the party support, as it shook up en- trenched vested 
interests. As one former member of the government indicated, reforms have yet to 
bring real benefits, but the pain came "up front".  
 
The big advantage for Fidesz still though is the divided state of the opposition. The 
former ruling Socialists are still struggling with the stigma of their last stay in office, 
when many of the problems currently besetting the Hungarian economy were 
arguably born. The party is divided, and lacks a leader strong enough perhaps to 
com- pete head on with the political machine which is Viktor Orban and Fidesz. 
Gordan Bajnai, a former member of the ruling Socialists, has created a new party, 
T14, which is trying to rally the opposition to Orban, but he is struggling to gather 
sufficient momentum and unify the disparate opposition. Similarly, the opposition 
Green Liberal Party (LMP) also re- cently split, over whether to ally with Bajnai, while 
even the far right Jobbink, party is currently being wracked by scandal and internal 
infighting and has seen its momentum in the polls evaporate.  
 
Notwithstanding the latter fact, it is perhaps important to stress that Hungary has 
certainly seen a shift to the right since the crisis hit, and Fidesz, a party of the right 
of centre still looks relatively well placed to take advantage of this. In- deed, also 
working in Fidesz's favour is the disarray in the opposition, the patronage that power 
still gives the party, plus the leadership acumen of Orban. While he is a politician 
who inspires the extremes of either devout following or loathing, Orban has a strong 
core level of support, which is probably at least double that of the former ruling 
Socialists. Fidesz is also expected to benefit from changes to electoral rules, revamp- 
ing constituency boundaries, and moving to a single-round election.  
 
All the above would still suggest that Fidesz will remain as the largest party come the 
elections next April. But can they win a majority? Most people I met suggested that 
was the most probable outcome, but the chances of a hung parliament are 



considered significant. My guesstimate of a 20-30% probabil- ity seemed to win 
traction with many of those that I met. One local even suggested that the risk factor 
is that Hungarians have a natural tendency to use the ballot box as a protest, and 
this could work against Fidesz as the party in power at the moment. Also, memories 
of the 2002 elections will no doubt be fresh in politicians' minds, e.g. then, Fidesz 
went into the last few days of the elections leading by a wide mar- gin in polls, but 
ultimately lost the election despite a late surge back to the party after intense last-
minute campaigning after the first-round ballot.  
 
Assuming a hung parliament, it is difficult to figure out likely coalition alliances. We 
assume that the opposition will be unable to rule without Fidesz, or at least the left 
will simply consider it totally unacceptable to try and rule in coalition with the 
extreme nationalists, Jobbink. So, the question is: who can Fidesz ally with in such a 
scenario? Undoubtedly for the market, probably a best case would be a grand 
coalition be- tween the Socialists, T14, and Fidesz. However, this appears totally 
anathema to Orban who has built his whole political identity on battling against 
Hungary's former Communist past, and he still appears to view the Socialists and 
their splinters as part of this legacy. Thus, an alliance between Fidesz and elements 
of the centre left does not seem credible, or at least not with Orban at the head of 
Fidesz. This raises the prospect of Fidesz allying with Jobbink or elements of that 
party. Such a scenario would be extremely unpalatable for Orban and Fidesz, as it 
would likely provoke a wave of criticism from EU partners and the US. However, 
recent fractures within Jobbink might allow more moderate elements of the far right 
to move closer to Fidesz, and might just open the prospect of a future coalition pact, 
not with Jobbink proper, but more moderate splinters from the party. Individuals 
close to Fidesz suggested to me that this was being considered by the party as a 
"Plan B".  
 
So, the above would still suggest that the election is too close to call, and that this 
would suggest that the ruling Fidesz administration is unlikely to take any chances - 
they will want to pull out all the stops, and leave nothing to chance to ensure victory 
next April. The nightmare scenario for Fidesz and likely the market will be a hung 
parliament, which would open up the prospect of tenuous coalition government, or 
perhaps even repeat elections.  
 
"It's the economy, stupid"  
The problem for Fidesz is that the election is likely to be fought on "it's the economy, 
stupid". And, unfortunately, the economy is just not growing. Indeed, after a couple 
of years of 1%-2% real GDP growth in 2010-11, the economy pushed back into 
recession in 2012, with an expected contraction of around 1.5%. The official 
government forecast for 2013 is for 0.9% growth, but this appears optimistic, and 
the market consensus is for zero growth this year, and little if no recov- ery into 
2014. Indeed, the World Bank recently forecast a further 0.3% contraction this year, 
and this appears more realistic. Importantly, Hungary is alone amongst its immedi- 
ate peers in not having recaptured the pre-crisis level of GDP, which is still of much 
frustration to the policy elite in the country.  
 
The reasons for the weak growth drivers are both cyclical and structural. Cyclical as 
the European economy (80% of exports) is also struggling to gain traction and 
indeed ap- pears still to be in slowing mode. Exports, until recently the only bright 
spot in the Hungarian economic story, have also begun to slow to a near standstill. 
From a structural perspec- tive, weak growth perspectives, the difficult business 
environ- ment and bank deleveraging means that investment is drop- ping, and the 



investment ratio is close to a 10-year low in the economy. Fiscal policy is, 
meanwhile, tight, with the Orban government mindful of recent market concern over 
Hungary's fiscal/debt sustainability, plus the rigours of the EC's Excessive Deficit 
Procedure (EDP) to which Hungary has been locked in since 2003. Simply put there 
are no growth drivers in the economy at present, and little perspec- tive of growth or 
recovery in the run-up to the election.  
 
With limited fiscal space to pump prime this side of elections, the government seems 
to be looking to alternative ways to buoy its poll support. One recent "innovation" 
has been to try and force utility prices lower through the use of regulatory powers 
but by also increasing state ownership in utilities. The government has forced 
through a 10% reduction in utility bills thus far, and there is talk of a further 30% 
reduction this year. The fact that a weight of the utilities sector is foreign owned has 
perhaps not been lost on the government or even the electorate, but the strategy of 
squeezing foreign utility companies to boost the spending power of the population 
fits in with recent policy impulses of the Orban government of increasing (or as it 
suggests, "sharing") the burden of the adjustment on foreign big business - it would 
argue that these same businesses were the main beneficiaries of the past two 
decades of the transition, and its policies are now finally ensuring a trickle-down 
effect which has hitherto been lacking. Understandably, foreign big business is not 
overjoyed by the latest policy impulses. The strategy could well deliver votes in the 
short term, but the real danger is that this will be just another reason for foreign big 
business to reduce invest- ment in the Hungarian economy, further undermining the 
longer run growth potential of the economy.  
 
Now the above dovetails into a recurring theme or set of themes that ran through 
the conference. Speaker after speaker warned that Hungary's potential growth 
trajectory is in decline - indeed, according to the NBH it might already be close to 
zero, while the IMF suggested it was perhaps just 1% -1.5%. The concern was that 
Hungary was now at the back of the regional growth pack, both in terms of actual 
growth, but also potential growth. Reasons for the demise of potential growth were 
varied, but included weak demographics and the failure thus far of labour market 
and social/welfare reform to address underlying issues such as the high dependency 
ratio and low labour participation rates, plus also declining capital investment and 
diminishing total factor productivity. Also, capital investment is diminishing because 
of bank deleverag- ing, the deteriorating business environment, weak growth 
prospects and low broader business confidence, while TFP is perhaps in decline due 
to a range of factors including a brain drain, weaknesses in the education system, 
plus perhaps concern over an emerging statist agenda, corruption and the business 
environment more generally which is perhaps stall- ing innovation and risk-taking.  
 
What was enlightening for me was asking a range of business leaders - domestic and 
foreign, large and small - what the key drag on growth was, and the near universal 
message was 'the deteriorating business environment', in particular the changing 
legal/regulatory/tax environment. Now this would appear somewhat ironic, as the 
Orban administration has had at the core of its economic philosophy the mantra of 
encour- aging the creation of a domestic entrepreneurial class - the centre piece 
herein was the introduction of a highly regressive flat income tax - and getting 
people back to work, with talk of the administration creating 1 million jobs. Clearly, 
something isn't working.  
 
Now as I have long argued, Hungary has key strengths, and the Orban 
administration has to take some of the credit for a number of these. In particular: •



 Commitment to fiscal adjustment and the 3% deficit target, a fact 
wholeheartedly acknowledged by the IMF, albeit the Fund has concerns still over the 
form and sustainability of the fiscal adjustment.  
 
• The public sector debt/GDP level has been stabilised at around 75% of GDP, albeit 
this has been partially due to one-off factors, including the near abolition of the 
second- pillar pension system which does create additional pension liabilities for the 
future.  
 
• The current account has moved from a deficit of around 7% of GDP in 2006-07, to 
a surplus at present.  
 
• Hungary still benefits from hefty cumulative FDI inflows, i.e. amongst the 
highest in the region (€75bn according to NBH data), albeit arguably this is still 
"legacy" FDI from previous success in improving the business environment, and the 
fear now is that these inflows could stall.  
 
The Orban administration should also take some consider- able praise for its 
structural reform agenda, the Szell-Kalman plan, which is perhaps the most 
comprehensive structural reform agenda pursued anywhere in the region, i.e. 
extending to reform of the labour market, welfare, social provision, education, 
healthcare, public administration and local gov- ernment. The government seemed to 
get it, i.e. to under- stand the challenge facing Europe, that of addressing under- 
lying structural weaknesses and vulnerabilities, and in the Orban administration they 
had a government with a strong majority position in parliament, able to enact and 
legislate for change. But something went wrong. Now either the pro- gramme was 
simply too radical, and shocked participants and the economy. Or the means used to 
fund the reforms, i.e. taxing big foreign business, killed the golden goose which was 
the centre piece of the Hungarian economy, and as re- flected in those historically 
high FDI flows, the open nature of the economy and the success of the export sector. 
All this was perhaps a shock to confidence, and stopped the econ- omy from getting 
traction, or gaining orbit as one participant noted.  
 
Beyond the issue of elections and the broader growth and reform agenda, a few 
additional issues are worthy of com- ment: First, there was surprisingly little 
discussion over the looming change at the NBH, when incumbent Governor Simor's 
cur- rent term in office ends. The consensus seemed to be that the most likely 
replacement would be the minister of econ- omy and finance, Gyorgy Matolcsy. 
However, the point was made that few people, aside from the prime minister likely 
know who will be nominated, but that the appointment is likely to be last minute. 
Views were mixed in terms of the likely impact of Matolcsy as governor, with some 
arguing that his natural inclination was always to think the outside the box, and this 
would suggest unpredictable and unorthodox policy. However, others argued that the 
rigours of the institu- tion would limit his room for manoeuvre in office. Only time 
will tell. As an aside, the biggest round of applause from the event was in thanks to 
Governor Simor for his hard work over the past six years in the job, in very difficult 
circumstances.  
 
Second, the Head of the Fiscal Council, Kovacs, underlined that significant fiscal 
challenges remained in 2013. In particu- lar, he highlighted significant potential 
"technical" shortfalls which could leave the budget as much as HUF355bn short of 
the overall deficit target. However, he noted that these could easily be covered by 
the current large fiscal reserve. He was more concerned about the unrealistic growth 



assumption in the budget and the concern that if inflation comes in below target, 
then there could be a revenue shortfall of as much as HUF300bn which would require 
additional fiscal tightening by the government. Again, Kovacs underlined that he 
accepted the government was entirely committed to the 3% deficit tar- get, and that 
additional measures were likely to be taken if such a shortfall appeared. More 
generally though, this under- lined a recurrent theme in recent years of governments 
set- ting unrealistic, and unsustainable, budget targets and then being forced into 
numerous adjustments or additional budgets throughout the year. A case in point 
was the 2012 budget where as many as six revisions were made through the year. 
These revisions have proved hugely destabilising for the economy and underpin 
concern in business over the often changing fiscal environment, with taxes all too 
often being subject to revision.  
 
Third, the general assumption was that relations with the EU have improved 
markedly over recent months and culminating in Orban's business-like meeting with 
EC president Barroso a matter of a few weeks ago. One view was given that Hungary 
and Orban have worn down the EU, which is no longer "up for a fight" with Hungary, 
given that the EU faces numerous problems elsewhere. The sense thus was that over 
the EDP, the EC was unlikely to adopt a confrontation position with Hungary. In 
terms of the recent agreement on the EU budget for the period 2014-20, PM Orban 
has sold this as a great negotiating success for the administration, with Hungary 
com- ing away with increased resources from the EU budget. How- ever, former 
Prime Minister Bajnai contended that Hungary would see a €4.8bn cut in transfers 
from Brussels, with the overall budget reduced to closer to €20bn for the next seven- 
year EU budget period. He argued that this would provide a further drag on the 
economy.  
 
Fourth, participants expressed surprise by the willingness of markets to continue to 
fund credits like Hungary, with weaker fundamentals. This was further demonstrated 
yesterday with the government's success in placing USD3.25bn in new 5Y and 10Y 
Eurobonds. With such issuance, the government has significantly assured its 
financing needs for a great part of the year. The concern more generally is that the 
liquidity of mar- kets put little pressure on governments to pursue orthodox,reform 
policies, and there is a concern that even in Hungary the temptation pre-election will 
be for the government to go off piste to try and secure majority backing.  
 
126. Hungarian CPI slowed to 3.7% y/y in January  
Erste 
February 14, 2013 
 
12-month inflation rate slowed to 3.7%, from 5% in December The yearly index was 
a bit higher than our assumption of 3.6% More slowdown in the 12 month index is 
expected for the upcoming months mainly due to government's price-cutting 
measures to slash households' costs The monetary council is expected to continue its 
rate-cutting cycle until external market sentiment remains supportive. 
 
Consumer prices increased by 0.8% m/m in January, while the 12-month inflation 
rate slowed to 3.7%, from the 5%, published for December. The yearly index was a 
bit higher than our assumption of 3.6%, however was below the market consensus 
of 3.9%. The sharp decline was mainly due to the high base figures from the 
previous year (please note that VAT increase took place in January 2012). As for the 
monthly index however one of the main drivers was the 1.6% m/m increase in food 
prices, due to notable increase in prices of seasonal foods. The excise tax increase 



appeared in prices of tobacco products, while fuel prices increased by 2.8% m/m. 
Services prices rose 1.2% m/m, which is typical in the first month of the year. On 
the other hand, prices of clothes and household energy declined by 3.3% m/m and 
1.2% m/m, respectively. The 12 month core inflation also stood at 3.7%.  
 
As for the short term inflation prospects, more slowdown in the 12 month index is 
expected for the upcoming months. The February inflation statistics are expected to 
be strongly affected by the 10% cut in gas and electricity prices announced by the 
government last year. Moreover, the price of water services and sewerage disposal 
services will also be decreased from July. This kind of disinflation however can be 
seen as artificial and suggests that longer-run inflation may actually increase. 
Nevertheless, due to the above measures, the annual average inflation rate for 2013 
could be very close to the mid-term CPI target of 3% y/y, and our current 3.8% y/y 
forecast seems now a bit pessimistic.  
 
As the inflation outlook has considerably improved, while the situation in the real 
economy is bad, the monetary council is expected to continue its rate- cutting cycle 
until external market sentiment remains relatively supportive. The policy rate could 
be slashed below 5% in the coming months.  
 
127. Hungarian state to cover debt in MVM-E.On deal 
Equilor 
February 11, 2013 
 
Late Friday night, the government issued a law proposal which included a state 
guarantee for the MVM-E.On gas deal. This includes an amount of HUF 250-260bn 
(EUR 875mn, USD 1.18bn) for the companies and HUF 90bn for the reserves.  
 
Although the deal was known, the additional funding for the reserves is a surprise, 
and it is still a question whether or not current-year budget would have to modified. 
The budget is running with a buffer of ca. HUF 600bn, and investors afraid of a 
running-up in expenditures ahead of elections due in spring 2014. 
 
128. Hungary bond issuance outlook for 2013 
RBS 
February 14, 2013 
 
Hungary returns to international markets. Hungary this week successfully placed 
Eurobonds in the market worth USD3.25bn. The AKK, Hungary's debt management 
agency, issued USD1.25bn of five year bonds and USD2.0bn of ten year bonds. The 
amount raised was substantial and was the first Eurobond issuance since May 2011.  
 
A combination of factors prompted the issuance. The successful placement of 
Hungarian Export-Import Bank's MTN issuance program, the desire to take 
advantage of favourable yield conditions, and the high redemption schedule in the 
first quarter prompted the government to come to the market early in 2013. We 
anticipated issuance this month, before the announcement of the MNB governor 
replacement.  
 
We expect more issuance to follow. The AKK indicated earlier today that demand for 
the bonds was very high, evidenced by a nearly four times oversubscription. We 
think that Hungary is likely to build on the positive momentum and issue more 



Eurobonds in the near future to meet its external issuance targets for this year, 
which total EUR4.5bn.  
 
Increased local issuance target this year should be met with demand from non-
residents. At HUF1530bn, the target for local currency bonds is slightly up from the 
amount raised in 2012 of HUF1428bn. Increased supply should be met with demand 
from non-resident investors, who have increased their holdings of HUF bonds to a 
record 46% of outstanding bonds, which have more than doubled over the last three 
years. Local issuance should be further supported by a rise in demand from 
households and banks. For example, the AKK commented that it raised ten times the 
amount originally planned from households in 2012. 
 
No external issuance took place in 2012, although financing needs were covered by 
increased local issuance and fiscal reserves. The 2012 local bond issuance target of 
HUF1230bn was met in October and hence further issuance of ~HUF200bn in the 
remainder of the year helped cover FX debt needs. Fiscal reserves were also used, 
depleting by EUR2.3bn since July 2012, currently standing at EUR4.8bn (~5% of 
GDP).  
 
129. Hungary economy may see `turning point' in '13, Varga 
Tim Ash, Standard Bank 
February 14, 2013 
 
Hungary now bottom of the regional growth pack (in the fine company of Ukraine), 
the base is very low. 
 
Lots of interesting headlines though this morning, following on from Hungary's 
successful Eurobond issue yesterday. 
 
First, Varga affirms he does not want the job of NBH governor, but is interested in a 
cabinet post. Varga had been seen as a potential rival to economy minister Matolcsy 
to succeed Governor Simor who has to move aside on March 3. The way would now 
seem to be open to Matolcsy, assuming Orban is reading from the same script. Some 
had seen Varga as a market friendly, compromise candidate for NBH governor, so 
this might be a market negative, albeit Varge seems poised to replace Matolcsy at 
the Min of Econ/Finance. 
 
Second, both the Russians and the Hungarian government have confirmed there was 
never any discussion or talk of a Russian loan to Hungary, or of the Russians buying 
bonds - the rumour had been doing the round for the past few weeks in the run up 
to the Eurobond issue. It seemed pretty far fetched in my view as the price of 
Russian cash would be assets, likely in the energy sector, and only a year or so ago 
Orban spent EUR1.3bn buying Russian investors out of the country's main oil 
company, so why invite them back in when institutional investors were stomping at 
the bit to buy bonds thanks to Mssrs Draghi n' Benanke. 
 
Third, now the government has got Eurobond cash it no longer needs the IMF, thank 
you very much, wham, bang thank you mam, or in this case, Iryna Ivaschenko, the 
investor - friendly resident IMF rep who might be relocating given that the Varga 
comfirmed reports that the IMF is to close the Budapest office - albeit he has not had 
a formal request from the IMF yet.  
 



This would surprise me, given that Hungary might not need IMF financing, but it still 
owes the IMF a big wad of cash, SDR4bn or so, which does not comletely roll off until 
the end of 2014. So I would have assumed the IMF would have wanted to maintain a 
presence until then, or maybe the Fund has just had enough of the Orban 
administration's "playing a Turkey", or maybe now it will be "playing a Hungary". Or 
rather this is just a polite way of the government saying we dont need an IMF 
resident rep any more, and will handle our own investor relations now. In any event, 
the IMF anchor, if there was one, will be unbuckled completely now as Hungary 
heads to parliamentary elections next April. "Hold tight"! 
 
Fourth, Varga confirms it is too early to talk of budget revisions for 2013 - well we 
are only 6 weeks into the year. That said, the government's 0.9% growth 
assumption for 2013 looks way too optimistic given the Q4 out-turn (-2.7% YOY), 
and with inflation now collapsing as well the revenue side of the budget looks very 
vulnerable. Last year there were 6-7 budget revisions thru the year which were 
hugely disruptive to business and confidence, lets hope we dont see a repeat this 
year. 
 
130. Hungary files documents for USD bond issue 
Equilor 
February 12, 2013 
 
Hungary has filed documents with the SEC for a potential dollar-denominated global 
bond issue. No further specifics are included in the preliminary prospectus about 
timing or size of the issue. Joint book-runners are BNP Paribas, Citigroup, Deutsche 
Bank and Goldman Sachs. The step has been expected as Hungary finished US-
London-Munich road-show last week. 
 
The forint appreciated further this morning to a monthly high ahead of the first FX 
bond issue in two years. Some further appreciation is possible but the bond program 
has likely been priced in. Nevertheless we expect EUR/HUF rate to be volatile before 
the official announcement of the new central bank governor (expected on 1 March). 
 
131. Hungary registers dollar notes after 21-month eurobond absence 
Tim Ash (Standard Bank) 
February 12, 2013 
 
We expect a very big ticket deal, i.e. USD2-3bn, as the Orban administration looks to 
fill the state's coffers in advance of elections due in April 2014.  
 
First, these elections look set to be very closely fought, and while opinion polls 
currently suggest momentum is beginning to work in favour of Orban and the ruling 
Fidesz party, the prime minister will no doubt remember the 2002 elections when a 
large opinion poll lead in the run up to the vote disappeared fast come Election Day 
and he eventually lost out to the Socialists. So I guess no holes will be barred this 
time around and securing financing in the run up to elections will be key. I think 
there is a fairly large chance (20-30%) of a hung parliament and political paralysis 
after the elections. 
 
Second, the key problem for Orban, Hungary and indeed the region is the complete 
absence of growth drivers. In Hungary specifically banks are not lending, in fact they 
are deleveraging partly because of the government's confrontational approach to 
banks. Big business is also not investing much in Hungary, aside from perhaps the 



auto industry, again because of the government's somewhat controversial approach 
to foreign big business - tendency to seek to tax utilities,  telekoms, banks, and 
retail. Meanwhile, the European growth backdrop is challenging - important for a 
small open economy such as Hungary and reflected in weak export growth numbers 
seen recently. Heading into elections the government needs to find some new growth 
drivers, but it is tough, given lack of bank credit growth, limited investment, weak 
export markets and persistently high unemployment.  
 
Third, fiscal space to loosen prior to elections is limited by the EC's Excessive Deficit 
Procedure, which Hungary has been on since 2003. Eager to get this lifted (by June) 
the government is working hard to ensure that the headline deficit is held below 3% 
of GDP this year, in the hope that the EC will lift the EDP by June. If it is lifted, then 
this might give the government more scope to loosen fiscal policy in the second half 
of the year. Views are mixed on the likely decision of the EC though, and they might 
opt to drag things out in the hope of extending something of an anchor for policy in 
the run up to elections. Note that there has recently been something of a warming in 
relations between the EC and Hungary - note Orban's more friendly meeting in 
Brussels recently with EC president Barroso. 
 
Fourth, officials have recently been keen to dismiss talk of Russian cash - last week 
there was talk of Russia underwriting the Eurobond deal. In recent years, Russia has 
had a tendency to talk a lot when it comes to supporting European economies in 
difficulty (Iceland, Serbia, Cyprus, et al) but deliver little in terms of hard cash. And 
the question really is what Hungary could offer in exchange, as there would be a quid 
pro quo when it came to a Russia bail-out. Herein Moscow is interested in contracts 
in the nuclear energy sector, but I guess these would be subject to EC competitive 
tendering anyway, so it might be difficult in practice to do the paperwork for the 
Russians to make them feel comfortable enough that they were in prime position to 
secure any future contracts. And, lets not forget that only a matter of a year or so 
ago the government was forking out cash to buy Russian interests out of the 
country's main oil company.  
 
Fifth, one new and interesting development to watch is the government's efforts to 
push for lower utility charges for households - the government has already pushed 
through 10% price cuts, and there is talk of a further 30% cut in household utility 
bills. This seems to be the back door means the government is using to pork barrel 
in the run up to elections.  Obviously foreign owed utility companies are up in arms 
over increased, and aggressive government regulation over pricing, and threatening 
to reduce investment/withdraw. However, a new nuance in this is the government's 
efforts to take increased stakes in these companies - there is talk of a EUR1.2bn 
state purchase in the gas sector. Further similar state purchases of utilities is 
possible, and especially if the sovereign is able to raise significant amounts of cash in 
capital markets. I guess the downside herein is that it will put upward pressure on 
the public sector debt/GDP ratio, but it seems like this strategy is a back door means 
of winning popular support in the run up to elections. 
 
Sixth, the consensus locally is economy minister Matolcsy, will end up as the new 
governor of the NBH, with the decision by PM Orban expected later this month, or 
perhaps as late as March 1-2. Lower utility price hikes, instigated by the government 
through the regulatory environment and thru increased state ownership of utilities 
will likely be one means used to put downward pressure on inflation and allow 
further cuts in NBH policy rates. 
 



132. Hungary set to follow up Eurobond soon 
RBS 
February 13, 2013 
 
Hungary returns to international markets. Hungary this week successfully placed 
Eurobonds in the market worth USD3.25bn. The AKK, Hungary's debt management 
agency, issued USD1.25bn of five year bonds and USD2.0bn of ten year bonds. The 
amount raised was substantial and was the first Eurobond issuance since May 2011.   
 
A combination of factors prompted the issuance. The successful placement of 
Hungarian Export-Import Bank's MTN issuance program, the desire to take 
advantage of favourable yield conditions, and the high redemption schedule in the 
first quarter prompted the government to come to the market early in 2013. We 
anticipated issuance this month, before the announcement of the MNB governor 
replacement.   
 
We expect more issuance to follow. The AKK indicated earlier today that demand for 
the bonds was very high, evidenced by a nearly four times oversubscription. We 
think that Hungary is likely to build on the positive momentum and issue more 
Eurobonds in the near future to meet its external issuance targets for this year, 
which total EUR4.5bn.    
 
Increased local issuance target this year should be met with demand from 
nonresidents. At HUF1530bn, the target for local currency bonds is slightly up from 
the amount raised in 2012 of HUF1428bn. Increased supply should be met with 
demand from non-resident investors, who have increased their holdings of HUF 
bonds to a record 46% of outstanding bonds, which have more than doubled over 
the last three years. Local issuance should be further supported by a rise in demand 
from households and banks. For example, the AKK commented that it raised ten 
times the amount originally planned from households in 2012.  
 
No external issuance took place in 2012, although financing needs were covered by 
increased local issuance and fiscal reserves. The 2012 local bond issuance target of 
HUF1230bn was met in October and hence further issuance of ~HUF200bn in the 
remainder of the year helped cover FX debt needs. Fiscal reserves were also used, 
depleting by EUR2.3bn since July 2012, currently standing at EUR4.8bn (~5% of 
GDP). 
 



 
133. Hungary - A persistent house of cards 
RBS 
February 13, 2013 
 
Hungary returned to international markets yesterday following a 21-month absence. 
Below are the likely implications of Hungary's successful market access: 
 
Misinterpretation and misrepresentation as validation for economic policies. Prime 
Minister Viktor Orban is likely to portray the market's strong interest in Hungarian 
debt as legitimising his unorthodox social, economic, and fiscal policies, in our 
opinion. Orban is currently arguing to make further revisions to Hungary's new-yet-
already-heavily-revised constitution, which would prevent the Hungarian 
Constitutional Court from overturning more of Orban's policies on grounds of 
unconstitutionality. He is likely to feel emboldened in his approach toward governing 
the country, in our view. 
 
Matolcsy appointment to the central bank governorship becomes more secure. Orban 
is likely to feel comforted that the markets will be forgiving enough to accept current 
Minister of National Economy Gyorgy Matolcsy at the helm of the MNB (National 
Bank of Hungary). The market currently still does not fully price in a Matolcsy 
appointment, as evidenced by HUF's temporary sell-off last week. (Following local 
press reports that Matolcsy's nomination had been confirmed during the Fidesz 
political caucus meeting, the forint sold off intraday before the speculation was 
promptly denied.) However, we believe that the current demonstration of strong 
investor appetite for Hungarian sovereign credit will likely convince Orban that the 
currency can weather a temporary sell-off on news of an unfavourable governor 
appointment, similar to how the currency has successfully weathered many storms in 
the past two years. Additionally, political attacks against current MNB governor 
Andras Simor have escalated in recent days, according to press reports. Clashes 
include criticism from the State Audit Office on the MNB's policies, which are 
perceived as risks to the government's budget - e.g. MNB's management of foreign 
currency reserves, interest payments to local banks stemming from the MNB's 
offering of two-week bills. These criticisms may be part of the Fidesz administration's 



attempt to make Matolcsy's candidacy appear more appealing in comparison to the 
current governor, in our view. 
 
Further hard currency issuance in the near future to capitalise on strong investor 
demand and pre-empt another rating downgrade. We believe that Hungary will 
return to the external markets in 1H 2013, potentially even this quarter. With EUR 
2.4bn of the roughly EUR 4bn in 2013 external financing requirements having been 
met, Hungary still needs to issue at least EUR 1.6bn this year. The sovereign will 
want to issue roughly this amount relatively soon to take advantage of strong 
investor appetite, the low global yield environment, and before the country suffers 
another downgrade, in our opinion. We believe that AKK postponed coming to the 
market last week in awaiting Moody's rating review, which over the weekend 
confirmed Hungary's sovereign credit rating at Ba1 - one-notch below investment 
grade - and with a negative outlook. The Hungarian administration's disappointment 
at this outcome was palpable, as shown by the Ministry of National Economy's 
statements following Moody's announcement. AKK will likely want to re-access the 
market before the constructive yield environment becomes noisier from potentially 
adverse rating agency actions or disputes with the European Commission over 
whether sustainable budget targets have been achieved. 
 
Currency may temporarily weaken in the near term. At current levels of EURHUF 
(presently below 290), we believe the market is not pricing in enough of the near 
term risks, which include Matolcsy's leadership of the MNB. In addition to the risks of 
unconventional monetary and fiscal policies in the coming months, we believe the 
Hungarian government desires a weaker currency to boost export figures as part of 
its re-election strategy. However, levels above 310-315 in EURHUF would likely 
trigger interventionist responses by the government, in our view. Hungarians 
households held HUF 3,705bn (about EUR 12.7bn) in foreign currency denominated 
mortgages as of the end of August 2012, having borrowed particularly heavily in CHF 
before the 2008 financial crisis. 
 
Households' FX mortgage exposures will force market intervention if currency 
weakens beyond a certain threshold. As of the end of December 2012, only 30% of 
eligible households had participated in the exchange rate cap program, which allows 
FX mortgage loan debtors to pay their instalments at favourable fixed exchange 
rates (CHFHUF of 180, or EURHUF of 250, or JPYHUF of 2.5) until June 2017. The 
Hungarian government has extended the deadline for participation in this exchange 
rate cap program to the end of this March from the end of December 2012. However, 
despite an aggressive domestic campaign to inform the public about the financial 
benefits, progress to increase participation has been slow. Given still-high levels of 
household FX indebtedness, we believe the government would face intense public 
pressure from FX-exposed households to support the currency if it depreciates 
beyond the 310-315 EURHUF levels. 
 
134. Latvia bond issuance outlook 2013 
RBS 
February 14, 2013 
 
Prudent management of public sector finances allowed the government to repay the 
IMF in full, tap international markets again and reduce refinancing risks. Although 
payments to the IMF were due from 2012 – 2015, the full early repayment has taken 
pressure off the heavy repayment schedule of the international loan programme. 
European Commission (EUR2.9bn from 2014 – 2025) and World Bank (EUR400mn 



from 2015 – 2020) repayments are set to begin in 2014, however we expect 
issuance for this to be pre-financed to take advantage of market conditions and 
recent upgrades. Hence we estimate hard currency issuance of at least $2bn this 
year as previously indicated by the Finance Ministry.  
 
135. Latvia outpaces Estonia, Lithuania in Q4 growth 
Lithuanian Tribute 
February 15, 2013 
 
Once again, Latvia shows the strongest growth from all three Baltic countries: 
Estonia and Lithuania reported 3.4% and 3.1% growth, respectively, in Q4 2012. 
 
Latvian statistics office Centrala statistikas parvalde (CSP) released today its flash 
estimate of the Q4 whic showed that Latvian GDP grew 5.1% y-o-y and 1.3% q-o-
q, Bbn.ee reported. 
 
CSP is not yet releasing the annual figures, but, adding the flash estimate to 
previous quarters’ results, the annual results reach 5.5%. 
 
CSP notes that the GDP growth has been driven by strong growth in retail – 11% up 
y-o-y – and manufacturing – 6%. 
 
Industrial production output in Latvia increased by 10.7% in December 2012 year on 
year, the highest increase in the European Union, according to the EU statistical 
office Eurostat. Latvia was followed by Malta (10.3%), Lithuania (9.1%), and 
Estonia (6.7%). 
 
Month- on-month, the biggest growth was posted by Ireland (8.5%), followed by 
Latvia and Slovenia (2.7%). 
 
In Lithuania, industrial production output in December 2012 increased 0.2% from 
November, while in Estonia it fell by 1%. 
 
Within the whole European Union, Greece recorded the steepest fall in GDP of six 
percent, followed by Portugal (3.8 percent) and Cyprus (3 percent). 
 
Compared to the fourth quarter of 2011, the EU economy reduced 0.6 percent in the 
fourth quarter of 2012, while the eurozone’s GDP decreased 0.9 percent. 
 
As compared to the third quarter of 2012, Portugal registered the largest decrease in 
GDP – 1.8 percent. Cyprus’ GDP shrank one percent and Hungary’s 0.9 percent. 
 
Quarter-on-quarter, the EU economy decreased 0.5 percent in the fourth quarter of 
last year, and the eurozone’s economy reduced 0.6 percent. 
 
Overall in 2012, the EU’s GDP reduced by 0.3 percent, while the euro-zone’s GDP 
reduced by 0.5 percent. 
 
136. Latvia reduced refinancing risk in 2012 
RBS 
February 13, 2013 
 



Prudent management of public sector finances allowed the government to repay the 
IMF in full, tap international markets again and reduce refinancing risks. Although 
payments to the IMF were due from 2012 - 2015, the full early repayment has taken 
pressure off the heavy repayment schedule of the international loan programme. 
European Commission (EUR2.9bn from 2014 - 2025) and World Bank (EUR400mn 
from 2015 - 2020) repayments are set to begin in 2014, however we expect 
issuance for this to be pre-financed to take advantage of market conditions and 
recent upgrades. Hence we estimate hard currency issuance of at least USD2bn this 
year as previously indicated by the Finance Ministry. 
 
137. Latvian unemployment rises to 13.8% in fourth quarter 
Swedbank 
February 14, 2013 
 
The unemployment rate inched up to 13.8% in the fourth quarter of 2012 from 
13.5% a quarter ago (down from 15% a year ago), according to Labour force survey 
by the Central Statistical Bureau of Latvia. This mostly can be attributed to seasonal 
factors. 
 
Annual employment growth in the fourth quarter was 2.9%, but net of active labour 
market programs employment rose by 4.3% implying about 37 thousand new jobs 
created during the year. On the contrary to previous quarters, employment growth 
was driven more by tradable sectors in the last quarter of 2012, especially 
manufacturing and tourism. 
 
The participation rate was 66.5% in the fourth quarter, same as a quarter ago, but 
up from 64.7% a year ago. During the year it rose the most for 65-74 years old 
(from 9.6% in 4Q 2011 to 12.3%), as well as 15-25 years old (from 37.6% to 40%) 
and 25-34 (from 86.4% to 88.6%). 
 
In 2012, job creation amounted to about 40 thousand persons, 4.8% more than a 
year ago (net of labour market programs). 
 
Dynamics across the industries differ a lot. The strongest employment growth in 
2012 was in services, especially finance and real estate sectors (42% and 33%, 
respectively) and recreation and culture (40%). These three sectors comprise about 
8% of total employment. The largest falls were observed in administrative and 
support services (-21%), and IT and communications (-14%) - these two sectors 
comprise 5% of total employment. Employment in manufacturing rose by 8%, while 
that in domestic trade fell by 5% _ these are two largest sectors (each employing 
about 125 thousand persons), which comprise about 30% of total employment. 
 
Outlook 
We expect situation in the labour market continue improving. Confidence surveys 
show that employment expectations are growing in main sectors. Although 
companies are still cautious in raising their labour costs, a large part of them plan to 
increase somewhat the number of employees this year. We forecast unemployment 
rate to fall from 14.9% in 2012 to 13.6% this year. We expect more sluggish job 
creation than last year, as economic activity growth slows and competitiveness 
pressures persist; however, participation and employment rates will continue to 
grow. 
 
138. Latvian reserves drop in January 



Bank of Latvia 
February 12, 2013 
 
The principal changes in the Bank of Latvia's assets and liabilities on the 31 January 
2013 balance sheet as compared to 31 December 2012 and the reasons for these 
changes.  
 
A decrease of 127.8 million lats or 3.2% in foreign assets mostly as a result of a 
reduction in the funds deposited in foreign currencies by the Latvian government, 
with a rise in the funds deposited in foreign currencies by credit institutions having 
an increasing effect on foreign assets.  
 
An increase of 23.9 million lats or 86.4% in foreign liabilities mostly on account of a 
rise in the funds deposited by the European Commission.  
 
A drop of 60 million lats or 2.4% in domestic liabilities due to a reduction of 135.8 
million lats or 17.8% in the funds deposited by the Latvian government, with an 
increase of 74.5 million lats or 4.4% in credit institution deposits having an 
increasing effect.  
 
The amount of lats in circulation decreased by 86.8 million lats or 7%.  
 
A fall of 5.3 million lats or 1.5% in the capital and reserves mostly on account of the 
result of the revaluation of securities, while interest income received and the realised 
result gained from investment in financial instruments had an increasing effect.  
 
139. Lithuania bond issuance outlook 2013 
RBS 
February 14, 2013 
 
External financing requirements set to be covered in the domestic market. Finance 
Minister Sadzius said this week that Lithuania may refrain from tapping international 
markets for the rest of this year. He indicated that the government will look to local 
investors for 75% of the LTL7bn (EUR2bn) of issuance planned this year. The 
remainder of the target has practically been covered following the EUR400mn re-tap 
last month. Please see Lithuania | Going local, 13 February 2013, for more details. 
 
140. Lithuania maintains current account surplus despite dropping exports 
Bank of Lithuania 
February 13, 2013 
 
While decreasing from November, in December 2012 the surplus balances of foreign 
trade, services and current transfers offset the decreasing income balance deficit, 
leading to a build-up of an LTL 161.4 million surplus in the current account balance 
(CAB) in December. In January-December 2012, a CAB surplus was recorded for the 
seventh time. The negative financial account balance (LTL -89.7 million) in the 
balance of payments in December 2012 was determined by the growing foreign 
assets of direct and portfolio investment.  
 
141. Lithuania |going local 
RBS 
February 13, 2013 



 
External financing requirements set to be covered in the domestic market. Finance 
Minister Sadzius said this week that Lithuania may refrain from tapping international 
markets for the rest of this year. He indicated that the government will look to local 
investors for 75% of the LTL7bn (EUR2bn) of issuance planned this year. The 
remainder of the target has practically been covered following the EUR400mn re-tap 
last month. 
 
Major shift in structure of debt issuance compared to 2012. Last year, Lithuania 
raised 60% of new debt externally, while this year international issuance may 
account for just 25% of the total, based on the Finance Minister's comments. 
International issuance last year totalled ~EUR1.8bn and hence the EUR400mn likely 
total for 2013 will be a significant reduction in supply, which should be supportive for 
the credit. 
 
EUR1.5bn to be raised locally seems realistic, given that EUR1.2bn was raised in 
2012. Sadzius indicated that the estimated increase in supply will be met by demand 
from banks, as the lenders have cash to invest. The Minister cited a reduction in debt 
and increased savings from companies and households as sources for the surplus 
cash, with the government looking to take advantage of a "large amount of cheap 
credit resources". 
 
Contracting credit growth provides room for banks to allocate funds to local bonds. 
Before the global financial crisis, credit expansion in Lithuania was surging as loan 
growth to non-financial corporations and households averaged ~40% yoy in the five 
years leading up to the Lehman collapse. Since then, credit growth has consistently 
been in contraction as bank deleveraging took place and domestic entities reduced 
demand. The change is highlighted by the loan-to-deposit ratio, which has dropped 
from a peak of 187% at the end of 2008 to the level of 121%, as of the Q3 2012. 
Therefore the ministry expects local banks to be incentivised to buy government 
bonds, rather than keep cash on the sidelines in anticipation of absent demand for 
credit. 
 
External issuance may take place towards year-end to pre-finance for 2014. The 
Finance Minister indicated that Lithuania may instead shift borrowing that's planned 
for Q1 2014 forward, to the last quarter of this year to pre-finance. We believe that 
this is likely to depend on market conditions, given the relatively moderate external 
repayment schedule for 2014, which amounts to ~EUR1bn. 
 
No external issuance plans in the pipeline reduces the need for authorities to stay 
committed to Euro adoption in 2015. The government last month confirmed its 
commitment to join the Eurozone in 2015. We still believe that the government's 
decision to announce its euro accession plans was an attempt to improve market 
conditions and calm investor concerns surrounding both inflation and public finances 
ahead of the EUR400mn issuance. Whether the government is fully committed to 
joining the Eurozone in 2015 is still questionable in our opinion, especially when 
compared to the progress made by neighbouring Latvia, which is preparing to join in 
2014. Comments from Finance Minister Sadzius do not provide confidence, as he 
indicated that decelerating inflation in the Eurozone is a threat to meeting the 
Maastricht criteria. We have previously commented that low inflation will be a key 
challenge with regards to Eurozone accession, especially given that the budget bill 
for 2013 includes an 18% hike in the minimum wage, which is likely to cause 
inflationary pressures. The government may also now feel less pressure to maintain 



prudent fiscal policies, leaving us cautious on the budgetary outlook as we await the 
implications of an overhaul of the tax system in 2014. 
 
142. Lithuanian CPI increased by 0.2% in January; more to come 
Swedbank 
February 14, 2013 
 
Despite more expensive electricity and higher excise duties, consumer prices 
increased less than expected in January, only by 0.2%. Annual inflation declined to 
2.6%, and average annual inflation was 3.0%, the lowest since the spring of 2011. 
 
More expensive electricity contributed 0.32 percentage points to the inflation in 
January, but this was almost fully offset by the sales of clothes. Higher excise duty 
on diesel also had a very limited effect on inflation (+0.05 pp), as stronger euro kept 
a lid on the price of imported oil. 
 
Outlook 
Producer prices increased by 0.8% in January, the fastest pace since July of 2011. 
Producers probably increased their prices due to more expensive electricity and 
higher minimum monthly wage, as well as increasing wage growth expectations of all 
employees.  
 
Higher producer prices soon will be reflected in higher CPI, which is expected to 
increase by more than 0.5% per month in the coming months. Average annual 
inflation will probably drop temporary below 3.0%, but will remain below Maastricht 
criterion which seems to be trending towards 2.5%.  Lithuania's ability to meet this 
criterion and adopt the euro in 2015 will be largely dependent on the trends in global 
commodity markets. 
 
143. Massive decline in Hungarian economy in 4Q12  
Erste 
February 14, 2013 
 
GDP fell 2.7% y/y, 0.9% q/q in the fourth quarter last year, more than forecast 
Disappointing data warranted by poor industrial, retail sales, construction, net export 
figures in recent months Outlook is better for 1Q13, due to likely increase of 
production by carmakers The yearly figure may show some slight increases in 3Q13-
4Q13 the earliest. The yearly fall of the economy was 1.7% in FY2012, all four 
quarters last year showed declines on a quarterly basis. 
 
The CSO released flash GDP figures today which surprised strongly to the downside. 
On a yearly basis, the economy shrank 2.7%, while the contraction versus the third 
quarter was also massive, 0.9%. We anticipated a 2.1% y/y drop (and around 0.5% 
in quarterly terms). Today's GDP reading is a negative surprise even in the light of 
the poor December industrial production and trade balance data, that were released 
after we had penciled in our -2.1% y/y assumption. (The consensus was even more 
optimistic at around -1.9% to -2.0%.) According to data releases in recent months, 
it was likely that the contraction of the economy would speed up after the third 
quarter. Detailed figures will only be released on 8 March, but we think domestic 
demand likely contributed negatively by around 4-5 percentage points to the 
reading. This could have been somewhat mitigated by the positive contribution of net 
exports. However, contribution of net exports also likely weakened (this view is 
reinforced by the lower than expected European GDP readings today).  



 
As for the outlook, the anticipated increase of production by carmakers (Suzuki plant 
returning to two shifts in January, Daimler starting production on new model), the 
improving confidence on our export partners' markets and the better outlook for 
agriculture could help the economy to post quarterly increase(s) in the first half of 
this year. The fiscal stance may also be less restrictive than in 2012, and the 
household energy price cuts can also help consumption marginally. However, we only 
expect yearly figures to return to the positive territory in 3Q13, or even more likely 
in 4Q13 only. For 2013, we expect real GDP to contract slightly, by 0.2%.  
 
144. NBP members call for more cuts 
Erste 
February 12, 2013 
 
NBP dove Chojna-Duch went on the wires saying that the MPC was behind the curve 
with monetary easing, but at this point the council should not try to catch up. 
Another MPC member, Zielinska-Glebocka, also went public with her opinion that the 
policy rate is too high, voicing her support for the continuation of monetary easing at 
the next meeting, as the economy remains weak and there is little inflationary 
pressure. We expect the inflation figure (to be released on Friday) to confirm the 
visible downward trend. Thus, we expect the MPC to lower the interest rate with 
another 25bp cut in March and the EURPLN to remain strong around 4.16 until the 
end of 1Q13. 
 
145. Nordic Outlook: Monetary tailwind meets political headwind 
SEB 
February 12, 2013 
 
The needle of the world economic compass is pointing in the right direction. Our 
forecast scenario from the autumn of 2012 remains in place. Global growth will 
increase both in 2013 and 2014, but at a subdued pace and at divergent speeds in 
different countries and regions. A number of positive forces are in motion: global 
monetary policy is becoming more growth-focused; the recovery in the United States 
and China is on increasingly firm ground; Japan has launched a new economic 
stimulus programme; greater political flexibility permeates governments' fiscal 
tightening efforts and the introduction of banking regulations and standards; the 
imbalances in the euro zone are diminishing. 
 
But it is too early to breathe a sigh of relief and lean back. Growth is being 
effectively held back because households, governments and banks in the Western 
world have not yet achieved their debt consolidation targets. There is still heightened 
economic and political uncertainty in the US, Europe and China due to American 
budget uncertainty, deep euro zone problems and China's change of leadership. This 
destabilises the optimism of industrial firms, which may easily be transformed into a 
self-amplifying downward spiral of postponed capital spending and hiring decisions. 
Gross Domestic Product (GDP) in the 34 countries of the Organisation for Economic 
Cooperation and Development (OECD) will grow by 1.5 per cent in 2013 (up from 
1.3 per cent in 2012) and 2.1 per cent in 2014. Global resource utilisation will be low 
during this forecast period. Continued high unemployment will push down the rate of 
pay increases. OECD inflation will remain stable at 1-2 per cent, even though the 
balance sheets of central banks will continue to grow during 2013.   
 



The spotlight will fall on monetary policy and its targets, techniques and 
independence. This is because of low growth expectations and high unemployment in 
the OECD countries, while fiscal policy is constrained. A monetary policy evolution or 
revolution is unfolding. This means, for example, that an inflation targeting policy is 
being expanded into nominal GDP growth and nominal credit growth targets and a 
"fiscalisation" of monetary policy, in which the decisions of central banks move closer 
to governments and parliaments. The pattern that is emerging, in public discourse 
and with the US and Japan as practical examples, implies that central banks are 
being pressured to accept higher inflation and increased inflation risks in order to 
achieve lower unemployment and more job creation. In the short term, this is 
positive for global economic growth, but it pushes inflation expectations and long-
term yields upward, increases the need for macroprudential supervisory tools and 
generates capital flows and appreciation pressure for Nordic and Asian currencies, 
among others. Our conclusion is that the US Federal Reserve will leave its key 
interest rate at 0-0.25 per cent during our forecast period, since US unemployment 
will end up at 6.8 per cent in 2014 - above the Fed's 6.5 per cent benchmark. The 
Bank of England and the European Central Bank (ECB) will not touch their key rates 
during 2013-2014 either.   
 
The economic outlook in the US and China will steadily continue improving. This will 
add stability, risk appetite and dynamism to the world economy despite continued 
problems in Europe. In the US, the underlying growth trend will gain strength. US 
households are now close to debt levels that are sustainable in the long term. 
Meanwhile we expect home prices to climb by at least 10 per cent in 2013-2014. In 
addition, industrial firms have been under-investing for years. There will be no major 
growth surge, however, due to a dose of fiscal tightening totalling 1.2-1.5 per cent of 
GDP per year, and because of continued high unemployment. American GDP will 
grow by 2.1 per cent this year and 2.7 per cent in 2014. US federal budget policy is 
an obvious source of concern and growth risk, but we expect that given his politically 
stronger position, President Obama will reach agreements with Congress this spring. 
As a result, public sector debt will peak at 115 per cent of GDP in 2015 and then 
decline very slowly. The Fed will hike its key interest rate only after our forecast 
period, in the spring of 2015, while its bond purchases (quantitative easing) will end 
early in 2014. This exit policy will be end immediately if it leads to undesired 
increases in long-term yields. 
 
In China, government economic policy is expected to become clearer this spring after 
the change of leadership, which will support higher capital spending and 
consumption. What is happening in China is a historic economic, financial and 
political experiment with an uncertain outcome. Social discontent, home price and 
goods inflation, border disputes as well as questions about - and the impact of - 
China's new growth model are significant risks to growth, but the likelihood that they 
will materialise during our forecast period is small. We expect China's GDP to grow 
by 8.1 per cent in 2013 and by 7.7 per cent in 2014. This is above the political target 
of 7.5 per cent and well above the 6 per cent GDP growth that is regarded as a 
critical level to enable the country to avoid rising unemployment. The central bank 
will begin a cautious key interest rate hiking cycle late in 2013 from a rate of 6.00. 
We expect the yuan to become about 5 per cent stronger against the US dollar 
during 2013-2014.   
 
The euro zone's acute crisis has faded but its problems are far from solved. Euro 
zone countries have made both economic and political progress. Without the 
presence of the ECB's crisis mitigation mechanisms, however, borrowing costs for 



governments and banks would not have fallen and financial stress decreased. 
Corrections are under way in euro zone competitiveness and imbalances, but further 
structural reforms are necessary to create lasting current account surpluses that will 
reduce large external debts and refinancing risks. We expect the euro zone to show 
near-zero growth in 2013-2014, while unemployment will rise to a new record level 
of 12.4 per cent. According to the OECD, the euro zone's banking system is EUR 400 
billion undercapitalised, which hampers credit supply and economic growth. 
 
Our euro zone scenario still contains large elements of political uncertainty. European 
cooperation and crisis resolution capacity will be tested at both national and 
supranational levels by social pressures and coming parliamentary elections (for 
example in Italy and Germany in 2013 and at the EU level in 2014) and growing calls 
for referendums related to the emergence of a new European political union. There is 
still a disturbingly high probability that at least one country, for example Greece, will 
choose to withdraw from the euro zone, although the immediate risk has diminished. 
As we have indicated earlier, we believe that Spain will need an emergency loan to 
deal with that instability that permeates the Spanish economy and banking system. 
During the next two years, an escalating debate on the future of both the euro and 
the EU will add uncertainty to economic policy, thus hampering growth. As a result of 
this, we predict that the euro will lose value against the dollar, especially during 
2014; the EUR/USD exchange rate in December 2014 will stand at 1.20. 
 
Sweden's economic slowdown will persist in 2013-2014, but growth has already 
bottomed out despite a surprisingly weak year-end 2012. We are thus sticking to the 
forecast we presented last autumn. The recovery will occur with support both from 
underlying capital spending and consumption potential and from the government and 
the Riksbank (Sweden's central bank), which will take new steps to stimulate the 
economy. The dose of government fiscal stimulus in 2014 will be as large as in 2013 
(about SEK 25 billion or 0.7 per cent of GDP), focusing primarily on households for 
tactical political reasons: next year's parliamentary elections at the EU and national 
levels. The net lending deficit will be about 1.5 per cent of GDP in both forecast 
years, and central government debt will climb by 3 percentage points to more than 
36 per cent of GDP (including the latest loan to the Riksbank). Yet these 
developments will pose no threats to confidence that would raise Sweden's interest 
rate margins. Sweden's zero inflation environment, the fiscal stimulus and this 
spring's new collective agreements in the labour market - which are expected to 
result in total pay increases of less than 3 per cent - will generate strong real 
purchasing power for households, whose overall savings ratio will be above 10 per 
cent. Sweden's GDP will grow by 1.2 per cent in 2013 (up from 0.8 per cent in 2012) 
and will reach 2.5 per cent in 2014. 
 
The Riksbank will cut its key interest rate to 0.75 per cent and then leave it 
unchanged for the rest of our forecast period. There are a number of reasons for 
this. Resource utilisation will remain low and unemployment will be at a high 8.2 per 
cent in 2014, or 1.5 percentage points higher than on the day of the 2006 
parliamentary election. Cost pressures are being pulled down, and inflation - both 
CPI and CPIF inflation (CPI without interest rate changes) - will stay below 2 per cent 
during our forecast period. Meanwehile global monetary policy is moving towards 
greater flexibility in interpreting the scope for inflation, and this will result in 
expansionary monetary conditions for extended periods. The Riksbank will find it 
difficult to "stand out from the crowd" without pushing up the value of the Swedish 
krona. Our forecast is that in effective exchange rate terms (TCW), the krona will 
appreciate by 4 per cent. This is equivalent to an interest rate hike of around 1 



percentage point. In December 2013, the EUR/SEK and USD/SEK exchange rates will 
be 8.30 and 6.50, respectively; in December 2014 they will stand at 8.10 and 6.75. 
 
As earlier, the joker in the pack when setting the key interest rate is household debt. 
Our forecast is that household debts will increase by 4-5 per cent a year in 2013-
2014. We believe this is consistent with the Riksbank's tolerance level. According to 
our calculations, stable home prices combined with low residential investments 
indicate that lending growth will decelerate rather than accelerate. Too much focus 
on debt may also turn into a growth risk for Sweden.  Looking ahead, we expect 
housing construction in Sweden to be low in relation to population growth. This is 
due to such factors as building legislation and rent controls, which affect profitability. 
Since the Swedish political landscape does not allow room for decisions that will 
stimulate construction, understandably restrictive lending practices may also worsen 
the construction situation even more, adversely affecting long-term growth. The 
need for macroprudential supervisory tools is increasing, but due to disunity among 
the Riksbank, government and Financial Supervisory Authority about these tools and 
the allocation of responsibility - as well as the need for international coordination - it 
may take time before such tools are in place. This is a major dilemma for the 
Riksbank. 
 
A subdued global recovery will mean that the other Nordic countries and the Baltic 
countries must rely on stronger domestic demand - consumption and capital 
spending - for increased economic activity during the next two years. The potential is 
good, thanks to generally strong fundamentals. Norway will continue to stand out, 
sustained by both its domestic economy and demand for oil. GDP growth will end up 
at 2.4 per cent in 2013 and 2.3 per cent in 2014. Norges Bank will begin its interest 
rate hiking cycle this autumn; the bank's key rate (now 1.50 per cent) will be 1.75 
per cent at the end of this year and at 2.50 per cent at the end of 2014. If 
appreciation pressure against the Norwegian krone becomes too great, key rate 
hikes will be postponed. Meanwhile the situation is troublingly weak in Denmark and 
Finland, and GDP growth will barely exceed 1.5 per cent in 2014. Danish households 
are being squeezed by high debt and a continued weak real estate market. Finland's 
export sector is clearly feeling the impact of problems elsewhere in Europe, but is 
expected to benefit from the higher Swedish krona. In Estonia and Lithuania, growth 
will end up just above 3 per cent in 2013 while Latvia will achieve nearly 4 per cent. 
During 2014, growth in the three Baltic countries will reach around 4 per cent. A 
continued favourable economic trend in the Baltics may be jeopradised by 
accelerating pay increases, in the absence of corresponding productivity gains. Latvia 
will switch to the euro on January 1, 2014. 
 
146. Number of Estonian real estate transactions increased in 2012 
Statistics Estonia  
February 12, 2013 
 
According to Statistics Estonia, in 2012, 36,176 purchase-sale transactions of real 
estate in the total value of 1.7 billion euros were notarised. In 2012, the number of 
transactions increased by 12% compared to 2011 and the total value of transactions 
increased by 13%. 
 
Compared to the real estate slump in 2009, the number of transactions increased by 
38%, while compared to the boom year 2006, transaction activity is still 40% below 
the level of that year. In 2012, the average value of a purchase-sale transaction was 
47,739 euros, which is 1% bigger than in 2011. The growth of the number of 



transactions was greatly due to an increase in the number of transactions with 
apartments. 
 
Transactions with apartments accounted for half of all purchase-sale transactions. 
The increase in the number of transactions with apartments was affected by the new 
development market and also by the housing loans sector, as low interest rates have 
kept the real estate market active. The number of transactions with apartments 
increased by 17% compared to 2011, while the total value of transactions with 
apartments increased by more than a quarter. There was a more moderate increase 
- 8% - in the average price per square metre of an apartment and in the average 
value of a transaction with an apartment. 
 
Transactions with unimproved registered immovables accounted for 31% and 
transactions with registered immovables with buildings for 18% of all purchase-sale 
transactions of real estate. Compared to 2011, the average value of a transaction 
with an unimproved registered immovable increased 7%, while the average value of 
a transaction with a registered immovable with buildings decreased 5%. 
 
Compared to 2011, the average value of a purchase-sale transaction with an 
apartment increased the most in Western Estonia (24%). The increase was 12% in 
North-Eastern Estonia, 8% in Southern Estonia and 7% in Northern Estonia. In 
Central Estonia the average value of a purchase-sale transaction with an apartment 
increased 6%. 
 
9,921 purchase-sale transactions of real estate were notarised in Tallinn, which is 
14% more than in 2011. The number of notarised transactions was 884 in Pärnu, 
which is 26% more than in 2011; and 1,938 in Tartu, which is 25% more than in 
2011. 
 
In 2012 the average price per square metre of an apartment in a purchase-sale 
transaction was 760 euros, which is 8% more than in 2011. The price per square 
metre increased 7% in Tallinn, 8% in Tartu and 2% in Pärnu. 
 
147. OECD: Hungary's leading indicator of economic activity continued to 
improve in December 
Ministry for National Economy  
February 12, 2013 
 
It is the fifth month in a row that the leading economic indicator for Hungary showed 
improvement in December, but the pace of growth remains below the long-term 
trend, according to the indicator tracking Hungarian real economic cycles prepared 
by the Organization for Economic Co-operation and Development (OECD). 
 
In December the indicator increased to 99.28 points from 99.15 points in November. 
The economy reached its low point in August last year with the indicator at 98.98 
points when economic growth was negative for six months. 
 
The indicator follows the long-term growth trend of an economy. A reading below 
100 points signals below-trend growth in the long term, while one above that figure 
points to higher-than-average economic expansion. 
In December the euro-zone index improved by 0.09 points to 99.56 points, whereas 
the composite indicator covering OECD countries was up 0.11 points to 100.36 
points. The German figure saw a steep rise from 98.98 points to 99.20 points. 



 
Among the countries of the region, the Czech leading indicator could improve but 
slightly from 99.31 points to 99.32 points. The relevant indicator for Poland 
increased from 100.23 points to 100.37 points, while the Slovakian figure declined 
from 99.35 points to 99.28 points. 
 
The OECD publishes its composite leading economic indicators every month which 
signal real economic turning points 6-9 months in advance. The Paris-based 
organization takes into account data for the calculation of its indicator such as, 
among others, change in business orders and stocks, certain financial indicators such 
as stock market indices, change in business sentiment as well as in case of small and 
open economies like Hungary key data on a number of sectors and the trends of 
main trade partners. 
 
148. Poland bond issuance outlook 2013 
RBS 
February 14, 2013 
 
50% of 2013 local financing needs anticipated to be met in Q1. By the end of 2012, 
the Polish government had met its target of pre-funding 20% of its PLN145bn 
financing needs for 2013, as we had expected in Poland Issuance | Heavy upcoming 
issuance in Q4 a threat to bond rally. Impressively, the Finance Ministry projects it 
will have met 50% of 2013 local needs this quarter.  
 
EUR1bn issuance in January covers full-year foreign currency needs. The government 
raised ~EUR3.5bn more externally in 2012 than it had targeted, pre-financing for 
this year through EUR, YEN, CHF and USD issuances. The remainder of needs were 
covered through loans from the European Investment Bank and World Bank. Hence 
the ministry has said that no further foreign bond issues were planned in the coming 
months, with external needs totalling EUR6.5bn fully covered.  
 
We expect pre-financing in hard currency for 2014 to take place in the second half of 
the year. The Ministry has previously indicated that it may pre-finance for 2014 in 
the second half of the year, as was the case for 2013. This makes sense given the 
heavy principal and interest repayment schedule in Q1 2014, which amounts to 
EUR4bn.  
 
Government was able to raise above-target debt in 2012 - both locally and externally 
– due to increasingly strong non-resident demand. Demand from foreign investors 
has helped the government raise finances, as non-residents increased their holdings 
of Polish zloty bonds by PLN35bn from PLN153bn at the end of 2011 to PLN188bn 
PLN by November 2012. Foreign investors now hold a record 36% of outstanding 
notes from 30% at the end of last year and the recent low of 15% in March 2009 
according to data compiled by the Finance Ministry. 
 
149. Poland done for international issuance until second half of 2013 
2013 
RBS 
February 13, 2013 
 
50% of 2013 local financing needs anticipated to be met in Q1. By the end of 2012, 
the Polish government had met its target of pre-funding 20% of its PLN145bn 



financing needs for 2013, as we had expected. Impressively, the Finance Ministry 
projects it will have met 50% of 2013 local needs this quarter.   
 
EUR1bn issuance in January covers full-year foreign currency needs. The government 
raised ~EUR3.5bn more externally in 2012 than it had targeted, prefinancing for this 
year through EUR, YEN, CHF and USD issuances. The remainder of needs were 
covered through loans from the European Investment Bank and World Bank. Hence 
the ministry has said that no further foreign bond issues were planned in the coming 
months, with external needs totalling EUR6.5bn fully covered.   
 
We expect pre-financing in hard currency for 2014 to take place in the second half of 
the year. The Ministry has previously indicated that it may pre-finance for 2014 in 
the second half of the year, as was the case for 2013. This makes sense given the 
heavy principal and interest repayment schedule in Q1 2014, which amounts to 
EUR4bn.   
 
Government was able to raise above-target debt in 2012 - both locally and externally 
- due to increasingly strong non-resident demand.  Demand from foreign investors 
has helped the government raise finances, as non-residents increased their holdings 
of Polish zloty bonds by PLN35bn from PLN153bn at the end of 2011 to PLN188bn 
PLN by November 2012. Foreign investors now hold a record 36% of outstanding 
notes from 30% at the end of last year and the recent low of 15% in March 2009 
according to data compiled by the Finance Ministry. 
 



 
150. Polish current account deficit rises on weak exports  
Citi 
February 13, 2013 
 
Current account deficit declined in December to €1.2bn from over €1.5bn in 
November, which was much above market expectations and our forecast at slightly 
above €0.8bn. This stemmed mainly from a much weaker than anticipated exports (-
0.2%YoY vs our forecast of 4.6%YoY from 7.8%YoY in November). At the same 
time, import growth weakened to 0.4%YoY from 4.3%YoY in November. 



Consequently, trade deficit jumped to €1.2bn from €0.4bn in November. This was 
partly offset by slightly larger than we expected inflow of EU funds.  
 
The accumulative annual current account deficit declined in December to 3.5% of 
GDP. We think that could drop further this year to 3%. In line with our long-held 
view, the current account deficit significantly narrowed in 2012 from around 5% at 
the end of 2011, which was driven by weaker performance of imports as compared 
to exports on subdued domestic demand. As we presume domestic demand will 
remain weak this year and dividends will be lower than in 2012, we estimate further 
decline of current account deficit toward 3% of GDP.  
 
Zloty remains sensitive to changes in risk appetite. In December there was large 
outflow in FDI account of -€1.5bn and small inflow of funds into capital account, 
which resulted in decline of coverage of current account deficit by inflow of long term 
capital to the weakest level since May 2012. Therefore, despite decline in current 
account deficit in nominal terms and in relation to GDP we presume the sensitivity of 
the zloty to changes in risk appetite remains relatively high.  
 
151. Polish data signals continued slowdown 
Danske Bank 
February 14, 2013 
 
The Polish economy slowed down considerably last year. Annual GDP growth last 
year showed only 2% growth, which represents a sharp slowdown from 4.3% GDP 
growth in 2011 and much less than we had assumed in our forecast. The main drag 
on growth came from weakening domestic demand and investments. Looking at 
recent hard data from the economy it is clear that it has not yet stabilised and we 
will probably see a further slowdown this year, though likely only moderate. That 
said, as the external environment is starting to look better, we should see the Polish 
economy start to recover by the end of this year, and in 2014 the Polish economy 
should show a sustained recovery with average GDP growth of around 2.9%. 
 
Next week, there should be plenty of economic data which should overall support our 
view that the Polish economy has not stabilised yet. Industrial production for January 
will, according to our forecast, be quite weak and data from the labour market will 
show further deterioration. 
 
152. Polish yields remain higher than in January at local debt auction 
Erste 
February 14, 2013 
 
Total demand hit PLN 8.88bn at the Wednesday auction. Poland sold PLN 3.973bn in 
2y zero-coupon papers OK0715 and PLN 611.6mn in WIBOR-based floaters WZ0124. 
The cost of borrowing has increased since the January auction, mainly in response to 
the MPC members' comments that the easing cycle was slowly coming to an end. 
Although the yield curve shifted upward, we expect yields to remain relatively stable 
around current levels (2y at 3.45% and 10y at 4.01%) over the next few months. 
 
153. Pre-financing takes the pressure off 2013 Czech issuance 
RBS 
February 13, 2013 
 



Above target local issuance in 2012 has taken pressure off 2013 financing needs. In 
2013 the Czech Ministry of Finance aims to raise CZK149bn in local markets, down 
from CZK165bn raised last year.  
 
2012 local issuance plan was revised upwards to build cash reserve. The ministry 
said that it raised CZK47bn more than initially anticipated in 2012 to build up a 
sufficient cash reserve due to uncertainty surrounding the Euro-zone debt crisis. This 
aim was achieved with fiscal reserves rising from CZK53bn in January 2012 to 
CZK95bn in November, representing ~2.5% of GDP. 2012 initial CZK bond issuance 
target met by August  
 
Increased demand at auctions allowed for above target issuance. Bid-to-cover ratio 
for fixed rate local bonds increased to 2.4 in 2012 from 2.1 the previous year.   
 
Ministry aims to raise at least one bond internationally, as it did in 2012. The 
ministry has indicated its intentions to raise CZK50bn externally. This will be slightly 
down from last year when it raised CZK69bn. 
 
154. Republic of Lithuania - concluding statement for the 2013 Article IV 
consultation  
IMF 
February 11, 2013 
 
Lithuania's economy continues to recover, substantial economic rebalancing has 
taken place, and vulnerabilities have been reduced significantly. But, the rebuilding 
of fiscal buffers in ongoing, credit growth is still weak, and unemployment-while 
falling-remains high. This implies that Lithuania faces three key policy challenges to 
ensure that the recovery continues and is sustainable: (i) continuing the fiscal 
adjustment over the medium term; (ii) further strengthening the resilience of the 
banking system; and (iii) maintaining competitiveness so that growth and job 
creation are robust over the medium term.  
 
An ongoing recovery  
Much has been achieved in Lithuania since the crisis of 2008/09. Significant 
rebalancing has taken place: a current account deficit of almost 15 percent of GDP 
has been reduced to close to balance; the fiscal deficit has been brought down from 
over 9 percent of GDP to an estimated 3 percent of GDP; unit labor costs are well 
below pre-crisis levels; the tradable sector and exports played a key role in the 
recovery; and debt has declined across most sectors of the economy. Despite a 
difficult external environment, the economy expanded strongly in the last two years 
and unemployment is falling. Locking in these gains to secure and sustain the 
recovery is the overarching objective for the period ahead.  
 
The recovery is expected to continue in 2013, but at a somewhat slower pace. 
Growth is projected at about 3 percent this year-down from 3.6 percent in 2012 but 
still higher than in much of advanced and emerging Europe. Investment growth will 
likely be spurred by current high levels of capacity utilization, easing financing 
conditions, and dissipating uncertainty about the external environment. Exports 
would contribute less to growth in 2013 than in 2012, as the effects of last year's 
very good harvest unwind. Inflation is projected to continue to decline, reaching 2.1 
percent in 2013, reflecting the lagged impact of lower global commodity prices. 
Looking farther ahead, growth should gradually rise toward its potential of around 
33/4 percent, but this requires that investment continues to recover in the coming 



years. The current account deficit is expected to remain relatively contained over the 
medium term, though at somewhat wider levels than at present.  
 
Risks around this outlook have moderated but remain tilted to the downside. 
Financial conditions have improved markedly in the past six months, but risks 
continue to emanate from both external and domestic sources. Renewed financial 
stress or weak growth in Europe would adversely affect Lithuania through trade and 
financial channels. A slowdown in other trading partners, such as Russia, would also 
weigh on Lithuania's exports. And the projected pickup of investment could fail to 
materialize-possibly because credit does not recover as anticipated under the 
baseline-which would reduce growth.  
 
Securing fiscal space  
Completing the fiscal adjustment is important to rebuild Lithuania's fiscal buffers. In 
light of the limited macroeconomic policy tools available under the currency board 
arrangement and Lithuania's vulnerability to external shocks given its size and 
openness, it is important that the structural fiscal deficit and public debt ratio 
continue to be reduced. This would bolster fiscal buffers and create space to allow 
automatic stabilizers to operate during future periods of weak growth. For this 
reason, achieving a small structural surplus remains appropriate over the medium 
term.  
 
The 2013 budget appropriately targets a further reduction in the deficit to 21/2 
percent of GDP, but a focus on high quality measures is needed. This deficit target 
balances the need for further consolidation with supporting the recovery amid 
slowing growth. Overall, we project a fiscal deficit of 2.6 percent of GDP in 2013. At 
the same time, the quality of fiscal measures has weakened over time and the 
consolidation now relies mainly on one-off measures or extensions of temporary 
measures.  
 
There is significant scope to implement high quality revenue measures to complete 
the fiscal adjustment in the medium term. So far, most of the fiscal consolidation has 
taken place on the expenditure side, while Lithuania's revenue-to-GDP ratio is the 
lowest in the EU. Capital taxation in Lithuania remains well below the EU average 
while indirect taxes account for a significantly larger share of total tax revenue than 
elsewhere in the EU. Therefore, taxation of wealth-notably real estate and motor 
vehicles-could be expanded to raise additional revenue. These taxes have the added 
benefits of being less distortionary and more progressive than other taxes. Also, 
within the current system, there is scope to raise revenue by broadening the bases 
for corporate income tax and personal income tax. At the same time, it is essential 
that tax administration be improved, both to ensure that any changes in taxation 
ultimately bear fruit in terms of revenue generation and to help boost tax compliance 
more broadly.  
 
Deepening fiscal reforms would be desirable. A simple, clear, and comprehensive 
fiscal rule, alongside a fiscal council, would strengthen the fiscal framework. Further 
reform of the pension system to ensure its long-term sustainability is also needed.  
 
Strengthening the financial sector to support growth  
Overall, the banking system is profitable, liquid, and well-capitalized, but continued 
vigilance is needed. The system-wide capital adequacy ratio is nearly 15 percent and 
liquid assets are about 25 percent of total assets. However, non-performing loans 
(NPLs)-while declining-remain high and profitability is falling. The intervention of 



Snoras bank removed a major threat to financial stability, and the recent steps to 
rapidly address problems in two troubled credit unions underscore the importance of 
effective financial sector supervision. In this context, the Bank of Lithuania's (BoL) 
stepped-up onsite inspections, strict stress testing, and careful monitoring of banks' 
loan loss provisions are essential for the continued health of the banking system. The 
BoL should continue to safeguard financial stability, including by requiring banks to 
raise capital as needed. Ongoing efforts to strengthen the supervision of credit 
institutions are welcome.  
 
The financial sector has an essential role to play in supporting a robust and 
sustainable recovery. While Lithuania has so far been able to continue its economic 
recovery despite negative private sector credit growth for nearly four years, it is 
important that credit is not unduly constrained going forward. The weak economic 
environment and uncertainty about growth prospects both in Lithuania and abroad 
have no doubt hampered demand for credit by firms and households. At the same 
time, lending standards have been tight, partly reflecting continued risk aversion of 
the part of banks, lingering NPLs, and scarcer parent bank funding. NPLs appear to 
take a longer time to work out in Lithuania than in some regional peers, and a review 
of obstacles to timely NPL resolution should be considered. In this regard, the new 
household insolvency regime and recent proposals to modify the corporate 
insolvency regime are welcome.  
 
Maintaining competitiveness and fostering sustainable growth  
Lithuania's competitiveness has improved substantially since 2008. It will be 
important that these gains are not eroded as the economy recovers and the output 
gap closes. This will help ensure that the recovery continues into the medium term 
and that growth is well-balanced.  
 
Reducing unemployment is a key priority. Although the unemployment rate has been 
falling, structural unemployment appears to be high and emigration poses additional 
challenges. This calls for training to reduce skill mismatches and active labor market 
policies to support job creation, including by deploying EU funds in this area. While 
the recent large increase in the minimum wage can probably be accommodated 
given past productivity gains, there is a risk that it will feed into general wages and 
inflation and erode competitiveness. More generally, it will be important that wage 
growth does not outpace productivity growth going forward.  
 
Future economic growth will depend critically on boosting investment. With 
competitiveness gains occurring so far mainly through the labor market, boosting 
capital formation will become increasingly important. Efforts to improve the business 
climate by reducing administrative burdens and streamlining territorial planning 
procedures would help raise investment. Energy sector reforms continue to be 
important to reduce costs and improve efficiency in this sector.  
 
Euro adoption  
Joining the euro area is an important objective. It would remove residual currency 
and liquidity risk, and further economic integration with Europe. Thus, the 
government's announcement to seek euro adoption in the near future is welcome. 
Achieving this will require continued fiscal prudence and a well-articulated policy 
agenda aimed at preserving Lithuania's competitiveness.  
 
The mission is grateful for the warm welcome and excellent cooperation from the 
authorities and other groups with which it met.  



 
155. Siauliu bankas plan to help consolidate Lithuanian bank sector wins 
EBRD support  
EBRD 
February 13, 2013 
 
The EBRD is supporting plans by Siauliu Bankas to take over selected core banking 
assets of Ukio Bankas after the decision of the Bank of Lithuania, the country's 
national bank, on Tuesday to suspend Ukio Bankas's operations.    "We welcome this 
swift move as a decisive step towards the consolidation of the local banking sector 
and the strengthening of its stability. This will help overcome uncertainty and bolster 
trust and confidence in the whole sector," said Jean-Marc Peterschmitt, EBRD 
Managing Director, Central and South Eastern Europe.  
 
The EBRD is the single-largest shareholder in Siauliu Bankas with a 19.6 per cent 
stake. Siauliu Bankas has announced its intention to pursue opportunities to acquire 
the good assets and insured deposits of Ukio Bankas, a move approved by the bank's 
Supervisory Council yesterday. Bank of Lithuania has welcomed the statement 
saying this could be "one of the options" for a swift resolution of the current 
problems.  
 
Ukio Bankas was Lithuania's fourth-largest bank in terms of deposits and the sixth-
largest bank in terms of total assets. Bank of Lithuania on Tuesday temporarily 
suspended the bank's operations because of excessive risk-taking and insufficient 
financial clarity. The goal of this step, the central bank added, was to secure "the 
stability of the financial system" in Lithuania.  
 
At the same time a temporary administrator was appointed yesterday with the task 
of analysing the situation at Ukio Bankas in detail and protecting the interests of the 
bank's depositors and customers. The administrator has been instructed "to present 
to Bank of Lithuania his conclusion and proposals no later than six days" from the 
date of his appointment.  
 
As a first step in support of Siauliu Bankas's efforts, the EBRD has agreed to provide 
subordinated debt which will strengthen the bank's capital base for the potential 
transfer of assets. In the current situation the EBRD considers the preservation of 
stability in Lithuania's banking sector to be critical. The expansion of Siauliu Bankas 
by taking over Ukio's Lithuanian banking business would provide private and 
commercial customers with comfort and address concerns about the stability and 
safety of the sector, the EBRD believes.  
 
In its most recent strategy for Lithuania, published in November 2012, the EBRD said 
it would aim to "enhance the governance and the financial strength of local banks, 
possibly through assistance in consolidation". The Bank also states that it would 
"consider opportunities to play an active role in the process".  
 
156. Slovak CPI hiked by food and energy 
Erste 
February 14, 2013 
 
Consumer inflation reached 0.6% m/m in January, rising slightly faster than our 
forecast. Food and energy were the main factors contributing to the increase in 
prices. In an annual comparison, inflation dropped from December's 3.2% to 2.4% 



y/y due to a base effect (as the increase in regulated prices was less pronounced 
than last year). Inflation should be lower this year than in 2012, when it reached 
3.6% y/y. Although decreasing inflation would normally suggest lower yields, we 
expect Slovak government yields to rise slightly and reach 2.7 % by end-2013 (7-
year maturities), amid a general re- pricing of EZ bonds. A change in investor 
sentiment towards SK government bonds cannot be ruled out eitheras they are 
currently being traded at historically low yields. 
 
157. Slovak economy slows down notably in Q4  
Erste 
February 14, 2013 
 
Slovak economy grew by 0.7 % y/y in the fourth quarter 2012, slowing down from 
2.1 % in 3Q12. Thus, the downside risks of our forecast at 1% y/y posed by the 
development of industrial production in the recent months have materialized. Market 
consensus forecast stood at 1.5% y/y.  
 
A significant slowdown in the economy was suggested mainly by the slowdown in 
industrial production, which recorded a major decline in November and December, 
mostly on lower automotive output. The annual growth in IP slowed down from 16% 
in Q3 2012 to 3% in Q4. Industrial sentiment also suggested a deterioration in the 
economy, as it slumped to 3-year lows in late 2012. Conversely, exports recorded a 
lower drop than industry, which suggests that net exports kept contributing 
positively to the growth. On the other hand, domestic demand likely dropped also in 
Q4. A detailed GDP breakdown for Q4 will be published on March 6.  
 
On the quarter, economy posted a0.2% growth after seasonal adjustment in Q4. 
However, we caution that in a transitional economy like Slovakia, there could be 
significant revisions to previous quarters and each new piece of data tend to 'smooth' 
previous seasonal adjustment (in this case, 1Q-3Q SA quarterly growth rates were 
revised downwards). For all practical purposes, we see developments in 4Q12 as a 
significant cooling down of the Slovak economy, which will likely persist at least in 
early 2013.  
 
Eurozone economy as a whole contracted by 0.6%, declining steeper than expected. 
German economy dropped by 0.6% q/q and the French economy posted a 0.3% q/q 
decline. GDP figures at our neighboring countries surprised mostly to the downside, 
as well. The annual rate of decline steepened in Hungary as well as in Czech 
Republic, reaching -2.7% and -1.7%, respectively. A drop was posted also on a 
quarterly basis, as the economies continue to be in recession. A significant slowdown 
was recorded also in the earlier-published Polish GDP.  
 
Slowdown in 4Q GDP confirms our outlook for 2013, as the slowdown from late 2012 
is likely to persist also in early 2013. For the whole 2013, we expect the economy to 
grow by 0.5%, as we expect that the forecasted recovery in Germany will translate 
into higher demand for Slovak products. After adjusting for inflation, domestic 
consumption is likely to drop slightly, due to rising unemployment and impacts of 
fiscal consolidation.  
 
158. Slowdown due, but Slovak recession unlikely in 2013  
KB 
February 12, 2013 
 



GDP growth has gradually slowed since the final quarter of 2011. Data for Q3 12 
showed the economy grew 2.1% yoy. The breakdown revealed that net exports were 
the main and indeed only driver, due to strong demand for cars made in Slovakia 
from German and Asian markets. This year, we expect a deceleration in GDP growth 
to 1.4% from an estimated 2.3% in 2012. Net exports will no longer contribute 
positively this year and we see no impetus from domestic demand either, which 
should remain constrained by weak household consumption and low investment 
activity. The main source of GDP growth should be inventories.  
 
The Slovak external account continued to improve over 2012. For the first time since 
1995 the current account reached a surplus, estimated at 2.1% of GDP. The balance 
of services also contributed to a total yoy EUR 2.8bn improvement. A slightly better 
result was seen in the balance of income as well, but was offset by a deeper deficit in 
current transfers. This year, we do not expect any new significant stimulus and the 
current account surplus is expected to stay at near similar levels to last year. The 
launch of a new welding technology at the beginning of 2014 should contribute to 
further improvements from 2014.  
 
The inflation rate moved significantly above the ECB target last year. In December, 
the Harmonised Index of Consumer Prices rose 3.4%, while the average inflation 
rate for the year was 3.7%. Fuel, food and regulated prices were the main drivers. In 
contrast, demand-pulled inflationary pressures are not evident in the economy. 
Adjusted inflation decelerated slightly to average 0.8% last year, from 1.1% in 2011. 
This year, we expect adjusted inflation to accelerate slightly. We do not believe the 
driver will be increased consumer demand but rather the secondary effects of 
previous increases in commodity and food prices. Headline average inflation is 
expected at 2.7% this year. In 2014, we expect consumer price growth to slow 
further to 2.2%.  
 
Fiscal consolidation remains the government's priority. Slovakia's parliament 
approved the 2013 state budget deficit of EUR 3.085bn with the assumed annual 
drop in both revenues and expenditures. The public finance deficit needs to be 
reduced to less than 3% of GDP this year to meet conditions in the Fiscal Compact. 
The government's plan seems very ambitious as we expect a slower reduction in the 
budget deficit in the coming years. According to our prognosis, a deficit below 3% of 
GDP is unachievable in 2013. We anticipate a deficit reduction under the Maastricht 
criterion in 2014. Our prediction shows the total public debt should reach its highest 
level at 55.7% of GDP in 2014. In line with the law on budgetary responsibilities, this 
should automatically block a part of the state's budget expenditures, and the 
government will not be able to dispose of its cash reserve or propose an increase in 
government spending. Thereafter, total public debt should start to decrease as 
percentage of GDP. In absolute terms, total public debt should rise until 2016.  
 
External assumptions  
Slovakia is a small, open economy that is largely dependent on economic 
developments abroad. Most of its production is directed abroad so external demand 
for Slovak goods and services has an important impact on growth. Assumptions 
relating to the external environment therefore represent a key pillar in our prognosis. 
We use forecasts of variables based on research by Société Générale (SG) and 
futures contract prices. The main components include GDP and inflation in the 
eurozone, 1Y Euribor, the EUR/USD exchange rate and oil prices.  
 



The latest published leading indicators point to better future outlooks. A recent 
easing in the financial markets and rising stock markets have led to improved 
sentiment. Even though real data do not suggest any economic recovery, the leading 
indicators provide hope that the worst is now over. The tone of the press conference 
that followed the January's ECB meeting sounded more optimistic as Mario Draghi 
pointed to signs of a stabilisation. Nevertheless, we must bear in mind that the 
economic weakness will extend into 2013 due in large part to the necessary fiscal 
consolidation taking place. Economic activity should start to recover later this year. 
The EMU economy is expected to remain in recession in Q1 13. Over 2013 as a 
whole it is expected to record a drop of 0.3%. Big differences persist among the 
European countries. While Germany and the northern European member states 
should enjoy solid economic growth, the performances of southern European 
countries like Italy and Spain are likely to deteriorate further. The risks to growth are 
clearly skewed to the downside. Major issues will need to be addressed for Europe 
and the US to resolve their debt issues. A big question mark hangs over China's 
future growth rate and the possibility of an economic hard-landing.  
 
In Q4 12, the EMU inflation rate renewed its disinflationary trend as it decreased to 
2.2% yoy at the end of last year. In November 2011, it stood at a record 3Y high of 
3.0%. In 2012, inflation came out at 2.5%, on average, with the hike in indirect 
taxes regarded as the main source. At the end of the year, two contradictory factors 
had a significant impact on the overall trend: (1) rising food prices due to higher 
prices of agricultural commodities; and (2) falling energy prices. Simultaneously, the 
gap between total and core inflation, reaching 1.5% yoy at end-2012, has been 
decreasing. It is interesting that core prices resisted the weakness in economic 
activity as core inflation dropped only 0.1pp in comparison with end-2011. This can 
be largely explained by rising indirect taxes; however, the recent development 
indicates strong price rigidity in a downward movement. In H1 13, the inflation rate 
should remain close to current levels. In mid-2013, the effects of the higher VAT rate 
in the peripheral countries should start to gradually fade away, which should lead to 
a decrease in year-on-year inflation (with the exception of the anticipated 1pp VAT 
hike in Italy). Hence, inflation should fall below the ECB's inflationary target. In 
2013, inflation in the EMU is expected to reach 2.0%, on average; next year, it 
should decelerate to 1.5%. Inflationary expectations remain firmly anchored.  
 
The tone of the ECB's January meeting sounded more optimistic. While some market 
players speculated about the possibility of further monetary policy easing, nothing 
was suggested in the press conference. On the contrary, the ECB voted unanimously 
to hold interest rates unchanged and Governor Mario Draghi pointed to a stabilisation 
of macroeconomic indicators. Thus, it seems that the measures introduced are 
starting to pay off and that this is reflected in a significant drop in yields in the 
problematic countries, a recent increase in stock exchange activity and a decrease in 
volatility. Overall, the stress on the financial markets has eased in the last few 
weeks. On the other hand, weaker economic growth remains a key risk. In the 
current situation and assuming that the improving confidence indicators will be 
reflected in real data, we do not expect any change in the ECB's interest rates. The 
central bank is expected to keep its key interest rate on hold at 0.75% at least until 
the end of 2014.  
 
The European currency has strengthened against the USD by more than four percent 
since the beginning of Q412. This is a result of solid European leading indicators, 
while the U.S. dollar depreciated due to concerns about a negative impact of fiscal 
restriction on the U.S. economy, possibly resulting in a further need of Fed monetary 



policy easing. At the beginning of the year, the EUR was supported by the ECB and a 
relatively optimistic comment by Mario Draghi about the future development of the 
eurozone in comparison with the previous meetings. In January, a series of positive 
confidence indicators was published, which helped the EUR to appreciate above the 
level of EUR/USD 1.34. Our SG colleagues do not believe the EUR can further 
appreciate this year, owing to the persistent debt issues in Europe. An overly strong 
EUR does not support the European economy, said by Mario Draghi at the February's 
meeting and adding this can contribute to undershooting the inflationary target. On 
the other hand, in the U.S., speculation about an early end to the Fed's asset 
purchase program could gather pace if markets continue to improve. However, the 
biggest world economy needs to consolidate its public finances or run the risk of 
losing the highest rating. This should mute U.S. economic growth and reduce 
speculation about an early end to Fed's asset purchase program. SG anticipates the 
exchange rate could reach 1.19 at the end of this year. In our opinion, the 
depreciation of the EUR should not be so significant.  
 
Over the last three months, oil prices have not undergone any significant changes 
and have remained above the USD110/barrel level since the beginning of this year. 
The future outlook is not clear at all. The combination of all the various factors is 
likely to be neutral for oil prices. The global economy is expected to remain in only a 
mild recovery, which will be affected by progress towards a solution to the debt 
crisis. Necessary fiscal consolidation in the US and macroeconomic development in 
China are likely to play a big role. Geopolitical risks stemming from the current 
situation in Iran and Syria have been already largely reflected in oil prices. Market 
sentiment should experience waves of both optimism and pessimism. Overall, 
market sentiment should be neutral. According to SG, oil prices should be in a range 
of USD90-125 barrel this year. Futures contracts point to slightly lower levels than 
the current ones.  
 
Carmakers no longer help this year, the economy will slow  
GDP growth has gradually slowed since the final quarter of 2011. Data for Q3 12 
showed the economy grew 2.1% yoy. The breakdown revealed net exports were the 
main and indeed only driver, due to strong demand for cars made in Slovakia from 
Germany and Asian markets, which contributed 5.3pp of growth. We expect a similar 
picture for the rest of the year. There will be no impetus from domestic demand, 
which should remain constrained by weak household consumption and low 
investment activity. Given this, we expect the Q4 12 data to point to a continuing 
slowdown in economic growth to 1.6% yoy. Foreign trade reached a record high 
surplus last year, amounting to EUR 3.637bn. This result was attributed to two 
factors: (1) Export activity was supported by the interest from abroad in vehicles 
manufactured in the newly built factories of carmakers Volkswagen and Kia. Indeed, 
last year saw a notable increase in the share of exports to Asian markets, where 
local consumers and businesses primarily prefer more luxurious cars (as is the case 
of VW); (2) Weak domestic demand and the uncertain outlook dragged on import 
volumes, with households preferring to save for a rainy day while businesses 
reduced their stock levels. As a result, there was a significant increase in the foreign 
trade surplus. Weakening activity is more evident in slowing export and import 
dynamics. We expect to see similar trends this year, but imports will be affected to a 
large extent by investments in the automotive industry into Volkswagen's new 
welding factory. Assuming the expectation of a gradual economic recovery in Europe 
markets materialises, imports should continue rising on the back of corporate 
inventory replenishment and gradually improving household consumption. For the 
whole of this year, we expect a slight increase in the total trade balance surplus to 



EUR 3.809bn. The contribution of net exports to the GDP growth should be negative. 
We estimate it at -0.2pp after +5.3pp last year. In 2014, export activity will be 
positively impacted by the launch of the new German-built factory. This should be 
reflected in the contribution of net exports to total GDP moving higher again. Full 
ramp-up is expected in 2016.  
 
Industrial production recorded a drop of 4.4% in December after three years of 
continuous growth. For the full year 2012 it increased by 10.3%. Car production was 
the main and virtually the only driver last year, contributing 10.1pp to the overall 
growth of the industry. The Slovak Republic produced slightly more than 900 
thousand vehicles. Carmakers Volkswagen and Kia produced almost at full capacity, 
while PSA Peugeot Citroën productions still offers some growth potential. According 
to the statements by the individual carmakers, production output is expected to be 
similar to last year's levels. They do not expect a fall in their production due to lower 
demand from abroad, even though roughly two-thirds of cars are exported to 
contracting European markets. According to the President of the Automotive Industry 
Association, Slovakia should currently benefit from the fact the country produces a 
mix of cheap small cars and large luxury vehicles, and thus considers it unlikely sales 
of both types of automobiles would fall at the same time. However, even if car 
production is at least the same level as last year's, it will not be an additional 
incentive for this year's economic growth. A million of cars made in the Slovak 
Republic we will see probably only in 2014. Although in 2013 the automotive sector 
should maintain its dominance, we expect growth to be less dynamic given the high 
basis last year, which will affect the data for industry as a whole. From the mid- 
point of the year, other sectors should also strengthen, reflecting the anticipated 
gradual recovery in the EMU. This should consequently lower the dominance of car 
production and put it back on a normal level. Even so, our estimate of this year's 
growth in total industrial production is not optimistic. In 2013, we expect it to decline 
by 3.9%. We are still concerned about the Slovak economy's current dependence on 
one cyclical sector.  
 
Construction output also going through a tough period. The difficulties experienced 
by the construction sector are long term as output has decreased for the fourth year 
in a row. In 2012, average growth was -12.1%. The weakest segments are real 
estate sector and civil engineering. Lower private investment activity and cuts in 
public spending on infrastructure projects are to blame. There is also no support 
from households who are reluctant to purchase new homes. This year too should not 
see a return to the black. We expect construction output to come in just below zero 
(-1.0%). The current government is targeting the resumption of construction activity 
within the framework of PPP projects. If a number of investment projects are 
approved by the government, this could help support construction output this year. 
However, this suggests we might see a recovery only in infrastructure projects. 
Construction of residential properties or office space should remain weak due to 
uncertainty about corporate and consumer spending trends.  
 
Household consumption also faltered last year. In the third quarter, it decreased by 
0.6% yoy and we expect another drop in the fourth quarter as well. Household 
consumption has been decreasing since Q4 09 (with the exception of Q4 10 when it 
stagnated). Fiscal tightening explains the current development and household 
consumption is not supported by labour market either. Except for the automotive 
sector, practically the sole driver of the Slovak economy, the downturn in other 
sectors and the uncertainty over future orders means companies will not be quickly 
hiring new employees. Unemployment is set to increase in the coming months due to 



negative seasonal factors. In Q1 13, we expect it to exceed 14%. Despite the 
traditional decline in the unemployment rate during the spring months thanks to 
seasonal works, the unemployment rate is expected to move close to such high 
levels at the end of 2013 or the start of 2014. The seasonally adjusted 
unemployment rate demonstrates adverse developments in the labour market as it 
rose significantly in Q4 12. It stood at 14.3% in December 2012 versus 13.6% a 
year earlier. This December, we expect it at 14.6%. Moreover, the number of new 
jobs created in the economy is minimal. Real wages are not expected to be an 
impetus for higher household consumption as we expect them to virtually stagnate 
(+0.1%) after last year's -1.1%. Last but not least, the government introduced new 
consolidation measures for reducing the deficit. Household consumption is likely to 
continue to remain weak, but we could see signs of a slight improvement in the 
second half year. In 2013 overall, we expect stagnation and a zero contribution to 
GDP growth.  
 
No significant impetus for GDP growth will come from investment activity (apart from 
automotive industry). Moreover, after the completion of new investments in the 
automotive sector, the uncertain outlook should again limit overall investment 
activity. Production capacity utilisation is now slightly below the long-term average. 
Excluding new projects in the automotive industry (VW), there will be probably no 
big investments this year. Neither the public sector will offer new investment 
opportunities. This unfavourable development could be partially offset with the 
realisation of some projects in cooperation with the public and private sectors (PPP 
projects). Total investments are expected to end this year in the black thanks to 
Volkswagen. We estimate growth in investments of 2.1% with a contribution of 
0.5pp to GDP growth.  
 
Economic development in Europe remains the key factor, especially in the main 
trading partners (Germany and the Czech Republic). We expect Czech GDP to drop 
by 0.1% this year but, in contrast, the economic slowdown in Germany seems to be 
only temporary. Also important is development outside Europe, especially in Asian 
markets, where the country exports a substantial part of its production. The 
probability of a sharp slowdown in the Asian region has faded in recent months and 
this could also support better trends in Europe as well as in the Slovak Republic. We 
see Slovakia's high dependency on the automobile industry as being a particularly 
high risk. For this year, we expect GDP growth to decelerate to 1.4% from 2.3% 
estimated for 2012. The probability of a recession remains low in our opinion.  
 
The Slovak external account continued to improve last year. This has been attributed 
largely to a record trade surplus thanks to production at newly built factories in the 
automotive industry. As a result, for the first time since 1995 the current account 
reached a surplus in 2012, estimated at 2.1%. The balance of services also 
contributed to a total annual improvement of EUR 2.8bn. A slightly better result was 
seen in the balance of income as well, but this was offset by a deeper deficit in 
current transfers. This year, we do not expect any significant new stimulus for a 
further improvement in the current account surplus which we expect to be at a 
similar level as last year. The launch of a new welding technology at the beginning of 
2014 should contribute to an improvement next year.  
 
The inflation rate moved significantly above the ECB target last year. In December, 
the Harmonised Index of Consumer Prices rose 3.4%, while the average inflation 
rate reached 3.7% last year. Fuel, food and regulated prices were the main drivers. 
In contrast, demand- pulled inflationary pressures are not evident in the economy. 



Adjusted inflation, i.e. inflation excluding food, fuel and regulated prices and taxes 
calculated on harmonised prices basis1, slightly decelerated to average 0.8% last 
year, from 1.1% in 2011. This year, we expect adjusted inflation to accelerate 
slightly - we do not believe this will reflect increased consumer demand but rather 
the secondary effects of previous increases in commodity and food prices. Headline 
average inflation is expected at 2.7% this year, resulting from a deceleration of fuel 
and regulated prices. Average growth in food prices should reach similar levels as 
last year. In 2014, we expect a further slowdown in consumer prices growth to 
2.2%.  
 
The state budget did not progress very well last year. Compared to the approved 
budget deficit of EUR 3.675bn, the real deficit was EUR 3.810bn. This represents a 
deterioration of more than EUR 0.5bn, compared to 2011. Income was mainly to 
blame, reaching about 87% of the planned budget and decreasing by 1.4% yoy. Real 
expenditures did not reach the approved level either (90%); however, they 
increased by 2.5% compared to 2011.  
 
Slovakia's parliament approved the 2013 state budget deficit of EUR 3.085bn with 
the assumed annual drop in both revenues and expenditures. The public finance 
deficit is forecast to decline below 3% of GDP this year, dropping to 2.4% in 2014 
and decreasing further to 1.9% in 2015. This year will be crucial for Slovakia as the 
country has adopted the Fiscal Compact, requiring the public deficit to stay below the 
Maastricht criterion in 2013. Owing to the uncertain economic outlook, the amount of 
tax income flowing into the state budget will be a critical factor. Potential outage 
might not be compensated enough by the hike in corporate tax to 23%, the increase 
in individual income tax to 25% on monthly earnings above EUR 3,300 and the hikes 
in social security contributions and special levies on banks and regulated utilities. 
The Finance Ministry already announced at the beginning of February that revenues 
would be lower by 0.5% of GDP this year in comparison with the approved budget. 
This represents a decrease of EUR 361m. The Finance Ministry, however, disposes of 
a huge cash reserve which it could use if necessary.  
 
The government's plan seems very ambitious as we expect a slower reduction in the 
budget deficit in the coming years. According to our prognosis, a deficit under 3% of 
GDP is unachievable in 2013. We anticipate a deficit reduction under the Maastricht 
criterion in 2014.  
 
Total public debt increased significantly last year and should have reached 52.5% of 
GDP by the end-2012, according to our forecast. This results from a combination of 
three factors: 1) deficient government economic activity, 2) favourable conditions in 
the financial markets permitted the pre-financing for 2013, and 3) contributions to 
the European Emergency funds (they represented 3.9pp of the total debt increase for 
2012). We also expect an increase in debt this year, although not as sharp as last 
year. In 2013 total public debt should exceed 55% of GDP and, in line with the law 
on budgetary responsibilities, this should automatically block a part of the state 
budget expenditures, and the government will not be able to dispose of its cash 
reserve or propose an increase in government spending. Our predictions show that 
total public debt should reach its highest level at 55.7% of GDP in 2014. Thereafter, 
it should start to decrease as a percentage of GDP. In absolute terms, public debt 
should rise until 2016.  
 
The strength of the anticipated economic recovery in the EMU will be the most 
important factor for further development. If the current recession stretches on, it will 



undoubtedly have an even more dramatic impact on the Slovak economy. We see a 
big risk in the economy's dependence on one industry. Although the offer of cars 
produced in the Slovak Republic is relatively broad, the nature of this sector is still 
pro-cyclical. A positive aspect is that the economic slowdown in the largest trading 
partner, Germany, should be only temporary and, moreover, the likelihood of a 
severe economic downturn in Asian markets has also recently reduced.  
 
This year will be key for Slovak public finances as the government will attempt to 
reach the Maastricht criterion of a deficit under 3.0% of GDP. A lower efficiency of 
the economy will reflect in insufficient income from taxes which will push the 
government to reduce spending. The government possesses high cash reserves, but 
if the total debt is above the 55% of GDP, the government's scope to manage these 
reserves significantly reduces.  
 
The inflationary outlook, the external imbalance and the situation in the banking 
sector should not represent any significant current risk either. However, a big 
question mark hangs over the creation of a eurozone banking union and its impact 
on potential capital outflow from the Slovak banks.  
 

 
159. Slowing exports raise Polish current account deficit in December 
National Bank of Poland 
February 12, 2013 
 
Preliminary data show slower growth in Poland's external trade in December 2012. 
The negative balance on the current account amounted to EUR 1.2bn as compared 
with EUR 1.9bn in December 2011.  
 
On 12 February, the National Bank of Poland released preliminary data on Poland's 
balance of payments in December 2012. According to the figures, goods exports 
were 0.2% down on the December 2011 level while imports had risen by 0.4%. The 
deficit on the trade account exceeded EUR 1.2bn.  
 
Service earnings increased by 13.7% on the December 2011 figure, while payments 
grew by 13.5%. The surplus on the service account reached EUR 276m. The deficit 
on the income account had widened on the year ago and amounted to EUR 1.3bn. 



The resulting deficit on the current account stood at EUR 1.2bn, as against EUR 
1.9bn in December 2011.  
 
There was a decline in both foreign direct investment in Poland and Polish direct 
investment abroad. However, this was caused by one-off financial transactions by 
special-purpose entities and had no bearing on investors' real involvement.  
 

SE CREDIT 
160. Central Bank of Turkey defends independence 
Hurriyet Daily News 
February 12, 2013 
 
The Turkish Central Bank has recently posted a book defending its independence on 
its official website, amid criticism about political influence over its decisions. 
 
The book, "Independence of the Central Bank - Republic of Turkey's Central Bank 
and Independence," which had been distributed to universities last year as a financial 
education text, states that the Central Bank has been working in many economic 
fields, from finance of public spending to balance of payments, but an exclusive 
importance has never been attached to its dependence. The Central Bank defines 
"independence" as making decisions independently about monetary policies by 
categorizing independence in terms of purpose, instruments, financial and 
institutional.  
 
Recently, Central Bank Gov. Erdem Ba_çı and his administration have been criticized 
by the government, particularly by Economy Minister Zafer Ça_layan. The minister 
said the Central Bank's essential field of work was to provide price stability and 
financial stability, which had to be in line with government's policies. However, the 
Central Bank's book said, "Independence is the most important factor for central 
banks, the main goal of which is to assure price stability in order to boost economic 
prosperity." 
 
The book said the Central Bank should be independent in warning about threats to 
price stability, such as politicians' demands for operating over economic capacity or 
financing public debts with the Central Bank's resources. "Governments, which focus 
on the election process, may tend to apply policies which privilege economic growth 
in the short term, by ceasing their previously declared policies," it said, adding that 
this was called "time incoherence." 
 
Further, the Central Bank should use monetary policy instruments and methods 
independently without requiring approval of a government or another authority to 
achieve its main goal. 
 
After Ba_çı said in January that keeping the inflation rate, growth rate and ratio of 
current account deficit-to-national income unchanged at 5 percent was ideal for the 
economy, Ça_layan objected, saying the government had the final word for 
monetary policies and Ba_çı was only a "functionary appointed by the Cabinet." The 
book points out that the institution's independence, including executives' term 
duration, their appointment or departure, is determined by laws, which means its 
structure is shaped away from political pressure. 
 



The Central Bank should focus on its inflation target independently without political 
or financial restraint, which is an important precondition of its success, the book 
said, whereas the inflation target is a polemic between the bank and political power. 
 
161. Croatia bond issuance outlook 2013 
RBS 
February 14, 2013 
 
Croatia has very modest foreign currency financing needs in 2013, with no external 
bonds maturing. As such, it is possible that it does not tap international markets this 
year. Official commentary on international issuance has been inconsistent, with the 
Finance Minister reacting to the S&P downgrade in December by saying that Croatia 
will not be tapping international markets in 2013, only to react to the Moody's 
downgrade by saying that Croatia is likely to issue $1.5bn this year. With FX-
financing needs modest, the suggestion of no issuance is largely credible, but will be 
rendered defunct should market appetite for new bonds remain upbeat. Croatia will 
want to benefit from market sentiment in 2013 to pre-finance for 2014, a far more 
challenging year for the sovereign from a financing perspective.  
 
162. Privatization proceeds save the Turkish budget bottom-line in January  
Erste 
February 15, 2013 
 
The central government budget produced a TRY 11.2bn primary surplus (PS) and 
TRY 5.9bn overall surplus in January. Accordingly, in 12-month rolling terms, the PS 
to GDP ratio improved to 1.7%, from December's 1.4%, while the budget deficit 
narrowed to 1.7% of GDP from the previous 2.0%. These results are much better 
than the government's 2013 official targets at 1.2% and 2.2%, respectively.  
 
There was very strong 31.3% y/y revenue growth in January to TRY 36.9bn, linked 
both to the acceleration in tax revenues and TRY 4.2bn in privatization proceeds. The 
special consumption tax collection surged by an impressive 55% y/y to TRY 7.3bn in 
January mainly driven by tobacco and pump products on the back of tax hikes in 
October 2012 and January 2013. The pick-up in car sales in January probably fueled 
this increase as well. Overall tax revenue growth was 21.3% y/y.  
 
However, primary expenditures also recorded a rapid 22.7% y/y increase to TRY 
25.7bn in January. The increase was broad-based, albeit mostly evident in personnel 
expenditures, purchases of goods and services, transfers to social security system 
and current transfers. In the absence of a TRY 4.2bn lump-sum transfer from the 
Privatization Administration, revenue expansion would have failed to sustain the 
improvement in the PS.  
 
VAT collection on imports rose 17.6% y/y in USD terms in January. This may 
translate into a visible y/y increase in imports. Nevertheless, the expansion in 
exports may still limit the y/y widening in the trade deficit.  
 
163. Romania bond issuance outlook 2013 
RBS 
February 14, 2013 
 



We estimate total issuance needs of ~RON33bn in 2013. Our calculations are based 
on a forecast budget deficit of 1.8% of GDP and maturing local bonds of RON20bn, 
while no international bonds are scheduled to mature in 2013. The Ministry has 
indicated that it plans to raise EUR2.5bn externally this year, which leaves 
~RON22bn to be raised via local bonds, compared to RON30bn raised in 2012. 
 
Local issuance is likely to be front-loaded to take advantage of increased demand 
following the JPM GBI-EM Index inclusion announcement. It has recently been 
announced that Romania is eligible for entry to the JPM EBI-EM Index, which will 
take place between March 1st and May 1st 2013. The announcement has seen 
demand for local bonds surge, with recent bond auctions receiving heavy demand. 
We think that the government is likely to build on this momentum and increasingly 
issue in the lead up to index inclusion. This was observed in January, with local 
issuance of over RON8.6bn – well above the RON2.4bn monthly average for 2012. 
Large issuance in Q1 will also help cover the heavy repayment schedule in the first 
few months of the year. 
 
Debt raised was also front-loaded in 2012, as market conditions determined 
issuance. Romania took advantage of friendly market conditions in early 2012, 
frontloading issuance and raising ~50% of the local target in the first four months of 
the year. Issuance then slowed down dramatically as political uncertainty led to 
higher yields and only picked up in December following the relatively smooth 
completion of elections. 
 
Upcoming dollar-denominated bond issue should be taken well by the market. The 
Finance Ministry is currently road showing in preparation for its first bond issue of 
2013. Debt raised will help meet the external issuance target of EUR2.5bn for 2013. 
This will help cover EUR413mn of FX debt repayments and also loan repayments to 
the IMF of EUR4.7bn. Pre-financing for this has already occurred, as over EUR5bn 
was raised in 2012 versus the planned EUR2.5bn.  
 
We expect yields to move significantly lower from current levels over the coming 
weeks as buying takes place ahead of the Index entries.  
 
164. Serbia bond issuance outlook 2013 
RBS 
February 14, 2013 
 
The Finance Ministry announced that it plans to issue $2bn of foreign debt in 
international markets this year, with $1bn in 7yr debt expected as soon as this 
month. The government is expected to issue another $1bn 10yr bond later in the 
year. The government carried over ~$1.5bn of foreign-currency fiscal reserves into 
2013, thanks to two Eurobond issuances during the latter months of 2013.  
 
165. Serbia new 7Y Eurobond @ 5.2% 
Tim Ash, Standard Bank 
February 14, 2013 
 
The MOF had indicated last month that they planned to issue at least USD2bn in the 
Eurobond market this year, likely with a 10Y and 7Y issue..so this is part of that 
programme...they also still indicated that they were talking with the Russians over a 
USD1bn loan. This latest deal seems to offer a bit of new issuance premium, but not 
the extreme mispricing that we have seen with some of the recent Serbia deals, so 



lets hope they are beginning to learn about managing investor relations. I guess 
investors will still view Serbia as offering some carry (struggling to say "value" 
anywhere) on regional peers, e.g. Croatia, and Romania. 
 
So the CEEMEA new issuance fest continues, after the USD3.25bn from Hungary, and 
with Romania on the way. Question will be how long Slovenia and other issuers want 
to wait given UST moves - even Turkey might come to the party again. 
 
166. Slovenia S&P rating downgrade  
Tim Ash, Standard Bank 
February 13, 2013 
 
Largely as expected S&P cut Slovenia’s LT FC rating by one notch to A- last night. I 
suppose the good news for the credit is that it could have been worse – Moody’s 
already rates Slovenia two notches lower at Baa2, having downgraded the rating 
already in August 2012. Similarly Fitch also downgraded Slovenia in August 2012 but 
only to A-, but a three notch downgrade in effect from the AA- rating in 2011. The 
question for investors is whether this is now a floor for the ratings. My fear is that 
given on-going and extended political uncertainty – see below – the pressure will 
remain for further rating downgrades, and Moody’s Baa2 rating is probably closer to 
the mark of where Slovenia should be rated. That said, S&P moved the rating 
outlook from negative to stable, suggesting some short term stability in the rating, 
perhaps. 
 
In announcing the rating move S&P underlined the expected further deterioration in 
public sector debt ratios as a result of the costs of the on-going banking crisis and 
the need for the state to recapitalise banks, plus also the economy’s weak outlook 
for growth. Herein, amongst the Emerging European economies, Slovenia suffered 
the steepest rate of real GDP decline in 2012, estimated by the EC recently at minus 
2.3%, and the expectation is for a further decline of 1.3% YOY in 2013. S&P 
estimates the costs of bank recapitalisation at around EUR7bn or the equivalent of 
20% of GDP. S&P suggest that this will take net general government debt to 59% of 
GDP by the end of 2013 and beyond 60% thereafter – EC data puts the gross debt 
levels at comparable levels. On the plus side, S&P highlights on-going fiscal 
consolidation which should keep the budget deficit below 3% of GDP. 
 
S&P also highlighted significant policy implementation risks, perhaps related to 
Slovenia’s somewhat strained domestic political environment. Further evidence 
herein came this week with the announcement by the Slovenian Peoples Party, the 
third party now, in effect, to leave the former-five party ruling coalition of Janez 
Jansa. It now seems difficult to see the two remaining parties in the ruling coalition 
managing to endure much longer in a minority capacity, and early elections would 
now appear the most likely outcome, possibly in May of June. One saving grace 
perhaps is that there seems to be a willingness across the party spectrum to keep 
the Jansa administration in office for at least a few weeks yet, to enable still the 
passage of some key reform legislation (labour market reform), and importantly for 
Croatia at least the ratification of its EU accession treaty. Nevertheless, continued 
flux on the domestic political scene is expected to put further downward pressure on 
the sovereign ratings and also Slovenian asset prices. 
 
Read Full Report 
<https://research.standardbank.com/Report?YYY2162_FISRqWkWXsjVUxdbMUTQUQ
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167. Slovenia bond issuance outlook 2013 
RBS 
February 14, 2013 
 
The implementation of the bad bank plan will reduce foreign currency issuance in 
international markets. We expect the government to need to raise ~ EUR 3.0bn in 
international markets this year, less than the previously announced EUR 4.0bn 
issuance, thanks to the bad bank plan. 2013 issuance, however, will be challenging 
with the political environment in turmoil. The government should remain solvent until 
mid-year but will likely need to tap international markets thereafter.  
 
168. Spike in Turkish debt issuance a headwind to any rally 
RBS 
February 13, 2013 
 
Almost 50% more local issuance planned in 2013 compared to 2012, which will be a 
headwind to a bond rally. The Treasury aims to raise TRY151bn this year, which is 
significantly up from TRY102bn in 2012. We think that nominal bond yields are 
unlikely to move much lower from current levels, despite an exceptionally favourable 
capital flow environment. After two years of relatively low redemptions, we expect 
this year's heavy issuance schedule to weigh on TRY bonds.  
 
USD1.7bn has already been raised externally in 2013 via dollar and yen denominated 
bonds. The amount raised is part of the TRY14bn external issuance program for this 
year. In 2012, Turkey raised TRY13.6bn externally, larger than the planned 
TRY9.5bn. Therefore taking this into account, only ~TRY7bn remains to meet the 
2013 hard currency target.   
 
Locals have reduced their exposure in the domestic government bond market, while 
non-resident investors have increased their involvement. Non-residents account for 
23% of total holdings as of December 2012, from just 9% in 2009. Local resident 
holdings meanwhile have declined from 91% in 2009 to 77%. The fall herein can 
mainly be attributed to the banking sector, with holdings down by over 10% since 
2009, currently standing at 51% of the total. In comparison, corporate investors 
have kept their holdings fairly steady during the period at around 20% of the total.   
 
We expect banking sector holdings to decline further. We think local banks will 
further reduce some of their exposure to government bonds and increase lending to 
the real economy. Largely thanks to the QE induced global grab for yield, local bond 
yields are now at 5.5%-6.5%, whereas deposit costs in lira come in around 8.5%-
9%. It therefore makes sense for banks to reduce some exposure to low yielding 
government bonds, and lend at much higher rates to the real economy. 
 



 
169. Turkey Statistics Revisions Improve Tourism Income by $6 Billion 
Tim Ash (Standard Bank) 
February 14, 2013 
 
Every little helps, as they say, with Turkstat indicating that this could cut USD2.2bn 
from the current account deficit in 2012, i.e. reducing it to USD46.6bn.  
 
Maybe I am missing something though, as tourism debits only increase marginally, 
so the net benefit is USD5.5bn, and this reduces errors and ommissions, 



presumably, which were only USD4bn anyway in 2012, falling from USD11.6bn the 
year earlier. 
 
Fitch confirms this is unlikely to have much of an impact on the rating. 
 
170. Turkey Terrorism Law Should Reduce Risk to Market Access  
Fitch 
February 12, 2013 
 
Turkey's adoption of anti-terrorism financing legislation last week reduces the risk of 
suspension from the Financial Action Task Force (FATF), which could have disrupted 
access to financial markets for Turkish entities including the sovereign, Fitch Ratings 
says.  
 
Had it restricted market access, FATF suspension could have increased Turkey's 
vulnerability to an external financing shock and reduced the benefits it has received 
from its strong fiscal financing options and debt-management capacity, and its well-
established international capital market access. FATF had set a deadline of 22 
February for Turkey to adopt legislation.  
 
Turkey's low savings rate means it needs to run current account deficits and secure 
external funding to finance investment and growth. The country has been able to roll 
over debt and attract net inflows despite volatile external conditions during the 
financial and eurozone sovereign debt crises.  
 
Nevertheless, net short-term and portfolio debt forms the largest proportion of 
current account deficit financing, while the FDI share remains moderate. However, as 
we said when we upgraded Turkey to investment grade last year, we have grown 
more confident that Turkey could cope with a severe shock without suffering a full-
blown financial or sovereign debt crisis.  
 
We upgraded Turkey to 'BBB-' from 'BB+' in November, citing a combination of 
reduced, near-term macro-financial risks as the economy heads for a soft landing 
and underlying credit strengths including moderate government debt, a sound 
banking system and favourable growth prospects. One of our key assumptions was 
that FATF membership would not be suspended, or that if membership were 
suspended it did not result in countermeasures that prevented Turkish entities 
accessing international financing.  
 
The FATF, which sets international standards for combating money laundering and 
terrorist financing, had said it would suspend Turkey's membership on 22 February 
unless the country adopted legislation "to adequately remedy deficiencies in its 
terrorist financing offence" and "to establish an adequate legal framework for 
identifying and freezing terrorist assets." While there is no precedent for suspension, 
the FATF lists avoiding the risk of sanctions "or other action by the international 
community" as one of the benefits of implementing its recommendations.  
 
171. Turkey bond issuance outlook 2013 
RBS 
February 14, 2013 
 
Almost 50% more local issuance planned in 2013 compared to 2012, which will be a 
headwind to a bond rally. The Treasury aims to raise TRY151bn this year, which is 



significantly up from TRY102bn in 2012. We think that nominal bond yields are 
unlikely to move much lower from current levels, despite an exceptionally favourable 
capital flow environment. After two years of relatively low redemptions, we expect 
this year's heavy issuance schedule to weigh on TRY bonds. 
 
$1.7bn has already been raised externally in 2013 via dollar and yen denominated 
bonds. The amount raised is part of the TRY14bn external issuance program for this 
year. In 2012, Turkey raised TRY13.6bn externally, larger than the planned 
TRY9.5bn. Therefore taking this into account, only ~TRY7bn remains to meet the 
2013 hard currency target.  
 
Locals have reduced their exposure in the domestic government bond market, while 
non-resident investors have increased their involvement. Non-residents account for 
23% of total holdings as of December 2012, from just 9% in 2009. Local resident 
holdings meanwhile have declined from 91% in 2009 to 77%. The fall herein can 
mainly be attributed to the banking sector, with holdings down by over 10% since 
2009, currently standing at 51% of the total. In comparison, corporate investors 
have kept their holdings fairly steady during the period at around 20% of the total.  
 
We expect banking sector holdings to decline further. We think local banks will 
further reduce some of their exposure to government bonds and increase lending to 
the real economy. Largely thanks to the QE induced global grab for yield, local bond 
yields are now at 5.5%-6.5%, whereas deposit costs in lira come in around 8.5%-
9%. It therefore makes sense for banks to reduce some exposure to low yielding 
government bonds, and lend at much higher rates to the real economy. 
 
172. Turkey fails to stem hot money flows  
Tim Ash (Standard Bank) 
February 14, 2013 
 
The CBRT posted BOP data for December and for the full year in 2012 which makes 
interesting reading given earlier year focus on over-heating in the economy, and the 
CBRT's own unorthodox policy response. Reviewing the data a few highlights include:  
 
• The headline current account deficit moderated to USD4.7bn in December, below 
the USD5.4bn consensus. This took the full year deficit down to USD48.8bn, from 
USD77.2bn the year earlier. The MOF has signalled that this is around 6-6.3% of 
GDP, below the official 7.3% forecast and much lower than the close to 10% deficit 
run in 2011. 
 
•    Around two thirds of the improvement on the current account in 2012 came from 
the merchandise trade account, with the deficit herein reduced from USD89.1bn in 
2011 to USD65.6bn in 2012. Exports rose 13.9% YOY, with imports declining by 
2.6% YOY, albeit in December export growth had moderated to 4.4% YOY, with 
imports contracting by close to 4% YOY perhaps as evidence of the broader 
economic slowdown both in Europe and specifically in Turkey.  
 
•    A large part of the improvement on the merchandise trade account reflected 
increased gold sales - likely to Iran as the regime there tried to out-run sanctions. 
Hence the net position on gold sales moved from a deficit of USD4.8bn in 2011, to a 
surplus of USD5.7bn in 2012, with annual gold exports rising by more than USD11bn 
over the course of the year. Arguably this represents a one-off improvement, 
unlikely to be repeated given the tightening in sanctions on Iran. And indeed in 



December there was some evidence of the surplus on gold sales moderating, with a 
surplus of just USD277m from this source, and with gold exports moderating to just 
USD571m for the month, i.e. less than half the annual monthly average through the 
year. 
 
•    Turkey has an annual energy import bill of close to USD60bn, so the non-energy 
import balance actually moved into surplus in 2012 of around USD12bn, albeit 
arguably excluding one-off gold sales it was flat.  
 
•    The surplus on services continued to rise in 2012, reaching USD22bn, a 22% YOY 
increase, with around one third of this increase coming from tourism. Interestingly 
though tourist receipts flat-lined at around USD23bn, with the bulk of the increase 
coming from a decline in tourism outflows which fell by around USD1bn, so more 
Turks stayed at home, perhaps a reflection of the slowing domestic economy. 
 
•    For 2012 the deficit on the income account moderated by around USD1.3bn to 
USD6.6bn, perhaps a reflection of lower interest costs, despite rising external debt 
stock levels.  
 
•    The surplus on transfers moderated marginally to USD1.4bn for the year in 2012.                                                                               
 
As important as the level of the current account deficit is how it is financed, hence a 
review of the capital and financial account is always interesting:  
 
•    Disappointingly, net FDI moderated to USD8.3bn for 2012, down from 
USD13.7bn in 2011. This perhaps reflects the broader regional drop in FDI, plus also 
perhaps slow progress on the privatisation front, which is unlikely to be helped in 
2013 by news of delays/cancellations in state sales in the energy and transport 
sectors. Note that despite the decline in the CAD, coverage of the CAD by net FDI 
flat-lined at a relatively low level of just 17%. This is low by historical and regional 
comparisons, and still underlines a key vulnerability for Turkey of an over-reliance on 
short term hot money.  
 
•    Quite remarkably, net portfolio flows totalled a whopping USD40.8bn in 2012, a 
historical record, and close to double the previous high. Indeed, to put this into 
perspective, the annual inflows of net portfolio investment in 2012 exceeded the 
cumulative inflows for the period 2007-2011. Of this, debt securities comprised three 
quarters of the inflow. This underlines the power of developed market QE and the 
wall of money flooding into EM. To put this into perspective, this inflow is just under 
5% of GDP, covering 80% of the CAD.  
 
•    The net inflow on other liabilities dropped to USD16.6bn in 2012, from 
USD28.2bn for the full year in 2011. What was striking herein though was that gross 
liabilities remained more or less unchanged with an inflow of USD17.8bn, but what 
changed compared to 2011 was that unlike in that year there was no drawdown in 
overseas assets. In 2011 Turkey was facing a mini-currency crisis and what 
appeared to happen is that banks and corporates facing a USD squeeze repatriated 
overseas assets to fill FX shortfalls.  
 
•    The surplus from net errors and omissions moderated in 2012 to USD4bn, down 
from USD11.5bn in 2011. 
 



•    Reserve assets rose by USD20.8bn in 2012 as the CBRT fought FX appreciation 
via intervention. 
 
In conclusion the moderation in the current account deficit in 2012 is encouraging, 
albeit it was in some part due to one off factors, such as increased gold exports to 
Iran. There was though also some evidence of rebalancing, and particularly later in 
the year, as domestic demand eased back in response perhaps to C BRT policies and 
to broader concerns over the global growth environment and perhaps increased 
political risk perceptions. The improvement in the current account has though now 
probably peaked, and we might now see a re-acceleration of the headline deficit, 
albeit this does depend on the strength of the domestic recovery. On this latter score 
recent higher frequency data releases are suggesting that the economy has slowed 
more than expected and is struggling to gain traction - very much as with the 
broader European economy.  Interestingly the minister of economy has suggested 
that full year real GDP growth in 2012 came in at just 2.5%, well below the 3.2% 
prior official forecast and the 5% target, and the 8-9% pa growth posted over the 
previous two years. This in itself is generating much domestic political debate, with 
the vocal minister of economy, Zafer Caglayan, heightening his criticism of the CBRT 
in terms of its current management of monetary policy. We would argue that the still 
large current account deficit, and the huge weight of hot portfolio flows invested in 
Turkey and which underpinned the BOP in 2012, would suggest monetary policy still 
needs to be prudent and cautious. It is in fact interesting that the CBRT's unorthodox 
monetary stance was designed to stall hot money inflows, and yet despite this, they 
have still hit record highs - imagine how high they might have been without the 
policy. Well this is somewhat debatable, as perhaps by targeting the exchange rate, 
and stabilising the exchange rate, the current CBRT policy might actually have 
accelerated inflows onto the local bond market - FX stability made up for the lack of 
carry.  
 
173. Turkey macro outlook - No hocus pocus, just slow growth  
Erste 
February 12, 2013 
 
The price paid for the lower C/A deficit is weak growth, which tests the government's 
dedication to contain external imbalances. Given the acceleration in credit growth, 
we expect this outlook to be partly reversed in favor of the GDP in 2013. A weaker 
TRY should be preferable to balance the risks albeit without jeopardizing the inflation 
outlook. Will monetary policy continue to be tweaked as needed?  
 
We estimate that the Turkish economy expanded by merely 2.5% in 2012, posting 
the lowest figures since the Lehman crisis. This is much weaker than our 3% original 
estimate. In light of signs of economic recovery, we maintain our 4% growth forecast 
for 2013. A rapid rebound in the global economy would pose upside risks to growth 
at home.  
 
A deeper-than-expected contraction in the external deficit accompanied Turkey's 
disappointing growth performance and the C/A deficit probably ended 2012 at 6.2% 
of GDP, below our original 6.6% estimate. Gold exports also contributed to this 
outcome. In line with the recovery in domestic demand and decline in gold exports, 
we foresee a 6.8% C/A deficit in 2013.  
 
Despite the visible jump in annual inflation to 7.3% in January from 2012's 6.2%, we 
expect CPI to fall and foresee a 6.4% year-end figure. We expect the energy group 



to help disinflation, while food and tobacco tax hikes are the major drags in our base 
scenario.  
 
The CBT has a more ambitious 5.3% inflation estimate for 2013, which we believe 
represents the CBT's strategy to anchor inflation expectations. As long as underlying 
inflation remains benign and long-term inflation expectations head toward the 
targets, temporary spikes in short-term inflation would not prompt monetary 
tightening, in our view. Credit growth and the real exchange rate will be the main 
determinants of monetary policy. In order to contain credit growth and to prevent 
the TRY's overvaluation, RRR hikes and interest rate corridor cuts may be on the 
agenda within the year.  
 
The privatization agenda is loaded and may help beat the 2013 fiscal targets. That 
would aid in the lowering of the domestic debt roll-over ratio. The CBT's low interest 
rate policy and the ongoing uncertainties about the global growth outlook would help 
the sustainability of the low yield environment. We expect the benchmark bond yield 
to surface between 6.0-6.5% in 2013.  
 
As for the currency, the CBT's dedication to contain the external deficit backs our 
expectation for a gradual depreciation of the FX basket (0.5 USD +0.5 EUR) to 2.09 
by the end of the year. We anticipate that the fundamentals will remain strong and 
support capital inflows to Turkey, avoiding a rapid depreciation of the currency.  
 
The ruling Justice and Development Party (AKP) submitted its proposal to switch to 
the presidential system from the current parliamentary one as part of a broader 
constitutional reform. This may pave the way for PM Erdogan's presidency from 2014 
onwards. However, the AKP does not have enough seats to pass the new constitution 
in the Parliament, while the party can push for a referendum with little support from 
the opposition.  
 
174. Turkey must adopt euro if accepted as EU member, says commissioner 
Hurriyet Daily News 
February 13, 2013 
 
Turkey must accept the euro as its national currency if it joins the European Union, 
European Commissioner Stefan Füle says. PM Erdo_an said in October Turkey might 
establish a lira zone 
 
Turkey will adopt the euro as its national currency if it becomes a member of the 
European Union after fulfilling the required conditions, European Commissioner 
Stefan Füle said Feb. 11. 
 
Füle's comments came in the wake of a written question from EU Parliament member 
Mario Borgezio following Turkish Prime Minister Recep Tayyip Erdo_an's recent 
statement that Turkey planned to create a Turkish Lira-based monetary zone instead 
of accepting the euro as a national currency after joining the European Union.  
 
Füle, the European commissioner for Enlargement and European Neighborhood 
Policy, noted in his answer Turkey's obligation to accept the euro as part of the 
negotiations framework.  
 



"After the EU Council approves the membership of Turkey [subject to its fulfilling the 
required conditions], Turkey will join the economic and monetary union and adopt 
the euro as its national currency," he said.  
 
British example 
 
Füle also said the EU Council had never invited Turkey to present its own position in 
terms of economy and monetary policy negotiations - a chapter that has not yet 
been opened. 
 
Erdo_an said some EU members had advised Turkey to stay out of the eurozone and 
establish a "Turkish Lira zone" instead amid the continuing accession talks.  
 
"Securing political stability in Europe is critically important to maintain the confidence 
of European societies in the union and the euro," Erdo_an said in October in 
Germany. 
 
"I know that there are some EU member countries which say, 'I am against the euro, 
I do not want to take part in the eurozone.' For instance Britain... It is quite satisfied. 
They even say 'You should stay away from the eurozone, you can establish a Turkish 
Lira zone.' And I said I think the same way, too. The EU should check up on itself 
regarding the monetary system," he said. 
 
175. Turkey needs more growth than Central Bank estimates, claims 
Caglayan 
Hurriyet Daily News 
February 14, 2013 
 
The central bank's economic formula is not the route for Turkey because it keeps the 
inflation rate, growth rate and ratio of current account deficit-to-national income 
unchanged at 5 percent, and growth is the key for reaching 2023 targets, Economy 
Minister Zafer Caglayan said on Feb. 13. 
 
"Turkey needs at least 6 percent growth in order to achieve 2023 targets," Caglayan 
was quoted as telling reporters during his return from a trip to Libya. 
 
Ba_çı said the country would be following a formula of "3x5," whereby financial 
authorities will target an inflation rate of 5 percent, a growth rate of 5 percent and a 
current account deficit-to-GDP ratio of 5 percent.  
 
However, Caglayan said Turkey should grow more, adding that Turkey's economy 
became more stable and stronger than Europe, making it the time to add "speed."  
 
Criticism on Central Bank 
 
"We will not achieve what we expected last year. This is what I meant when I said 
'let's put the foot on the gas,'" he said. 
 
His comment referenced Central Bank Governor Erdem Ba_çı's statement from late 
January that the economy has "disembarked from a plane and was travelling on the 
highway" following a soft landing last year. 
 



Both Ca_layan and Prime Minister Recep Tayyip Erdogan, whose government has 
built its reputation on strong economic growth over the past decade, have picked up 
on Ba_çı's analogy in recent weeks and used it to castigate his cautiousness. 
 
"Turkey won't reach its 2023 goals through the highway, we need to fly," Erdo_an 
told a Turkey-Slovakia business forum last week. 
 
The ratio of current account deficit to gross domestic product (GDP) was projected as 
7.3 percent in the medium term program, but will probably be between 6 and 6.3 
percent, he said. 
 
While Turkey's current account deficit was $77 billion in 2011, it fell to $48.9 billion 
by a $28.2 billion increase last year, he said, noting that it was a remarkable success 
for the Turkish economy. Despite domestic demand having shrunk last year, a rise in 
good and service exports ameliorated the deficit, he added. The success on current 
account deficit was in line with Central Bank strict monetary policy, Banking 
Regulation and Supervision Agency's precautions and careful policies applied by 
finance ministry, Finance Minister Mehmet _im_ek said separately on the same day. 
 
176. Turkey sells local debt at higher than expected yield 
Erste 
February 13, 2013 
 
The Treasury sold TRY 1.3bn of the 09.04.2014 discount bond yesterday at a 
compound yield of 5.75%. The sale size was close to the Reuters' poll, where the 
average expectation was TRY 1.2bn. There was strong interest, with a 3.7x bid-cover 
ratio. That said, the yield came in at higher than the expected 5.71%. Next week's 
auctions for 5- year and 10-year fixed coupon bonds as well as the benchmark bond 
and the CPI-linker will be more important. The Treasury planned to raise TRY 6.7bn 
from the market and TRY 4.8bn from public institutions in February against the TRY 
15.2bn debt service with TRY 10.4bn being destined to the market. There will also be 
a TRY 1.5bn sukuk issue. 
 
177. Turkey's C/A deficit ends 2012 at 6.1% of GDP  
Erste 
February 13, 2013 
 
At USD 4.7bn, the December C/A deficit came in much better than expected (Erste: 
USD 5.1bn, consensus: USD 5.4bn). In due course, the non-energy C/A balance 
came in at a small deficit of USD 54mn. The surprise to our call was mostly linked to 
the stronger shuttle trade.  
 
The 12-month rolling C/A deficit fell to USD 48.9bn (6.1% of GDP) in December, 
from USD 50.8bn in November. There were downward revisions to the previous 
months' figures, mainly linked to tourism revenues. Excluding energy, the 12-month 
rolling C/A balance improved to a surplus of USD 3.5bn (0.4% of GDP), from USD 
1.5bn in November.  
 
The y/y improvement in the C/A deficit reached 3.2ppt. 35% of this improvement is 
attributable to the surge in net gold exports to USD 5.7bn from a negative USD 
4.8bn a year ago. Nevertheless, the slowdown in domestic demand is more 
explanatory.  
 



USD 5.6bn in portfolio inflows along with banks and non-bank private sector's USD 
2.2bn in net loans continued to be the main financing tools in December. The 
government's and the private sector's debt securities attracted USD 2.8bn and USD 
1.4bn respectively. There was also USD 0.6bn in net FDI. On the other hand, non-
residents' deposits declined by USD 0.2bn and net errors and omissions registered 
USD 1.8bn in outflows. All in all, the CBT's FX reserves declined by USD 0.8bn.  
 
In line with the recovery in domestic demand and decline in gold exports, we foresee 
the C/A deficit rising to 6.8% of GDP in 2013. TURKSTAT will revise up tourism 
revenues for the 2001-2012 period due to the change in methodology tomorrow and 
Deputy PM Babacan previously hinted that the revision could be 0.5% of GDP. 
Although this may not be fully reflected to the C/A deficit calculations, we will revisit 
our forecasts.  
 

 
178. Turkish PM pushes for three children incentive 
Hurriyet Daily News 
February 11, 2013 
 
Prime Minister Recep Tayyip Erdogan has assigned four ministers to boost Turkish 
population policy, instructing a future Parliamentary commission on the issue to 
research social consequences as well.  
 
Erdogan has told ministers in the past two meetings to work more on increasing the 
number of children in a family to at least three through initiatives by both the 
government as well as his ruling Justice and Development Party (AKP). 
 
Deputy Prime Minister Ali Babacan, Health Minister Mehmet Müezzino_lu, Finance 
Minister Mehmet _im_ek and Family and Social Policies Minister Fatma _ahin will 
work on the financial dimension of the population policy while a future Parliamentary 
commission will research its social consequences.  
 
The four ministers will form an "incentive for children," which is expected to be 
issued for families with four children at most, by examining the models of European 
countries, where incentives from 100 to 200 euros are given for each child. 



 
Erdogan has often called on families to have at least three children in several 
speeches. 
 
"One or two children mean bankruptcy. Three children mean we are not improving 
but not receding either. At least three children are necessary in each family, because 
our population risks aging," Erdogan said last month.  
 
AKP Malatya deputy Öznur Çalık asked Parliament Feb. 9 how to prevent the aging of 
the Turkish population. A resulting commission will be established to provide 
suggestions to the related ministries on what could be done on the issue. Erdogan 
told ministers to "comment on the scientific reasons of the necessity of having three 
children in each family." 
 
Çalık's motion says the growth rate has to be above 2.1 in order to have a renewable 
society.  
 
"It is possible to make the Turkish population's youth rate stable; awareness should 
be raised in families with more than two children. This will enable protecting the 
present population and age statistics, although it may not increase them at first. 
After a point, this number will be more than three [children], making the population 
younger than today," according to the motion Çalık issued to Parliament. 
 
Turkey's statistical authority, TÜ_K, recently announced the country's population 
reached 75.6 million in 2012, saying the growth rate had slowed down from 0.13 
percent in 2011 to 0.12 percent last year. 
 
179. Turkish credit growth continues to accelerate  
Erste 
February 12, 2013 
 
The FX-adjusted growth trend (annualized 13-week average change) of total credits 
continued to accelerate to 21% during the week of February 1 from the preceding 
week's 19.1%. This is not only higher than the growth trend observed in the same 
period of last year, but is also more than the 2006-2012 average. Meanwhile, the 
FX-adjusted y/y credit growth rate also advanced to 18.6% during the week of 
February 1 from the previous week's 17.6%. Recall that the CBT's year-end guidance 
is 15% y/y credit growth. We calculate that both consumer and commercial credit 
growth picked up and fueled the acceleration of the headline. The faster credit 
growth reflects the decline in interest rates charged on loans. However, interest 
rates have been showing signs of stabilization over the last weeks and further credit 
growth acceleration from this point onwards may be limited. Nevertheless, credit 
growth remains at undesired levels increasing the likelihood of a RRR hike going 
forward.  
 



 
180. Turkish unemployment rate still rising 
Erste 
February 15, 2013 
 
The seasonally adjusted unemployment rate rose to 9.5% in November from 
October's 9.3%. This was linked both to the increase in the labor force participation 
ratio and the loss of pace in job creation. The y-t-d average unemployment rate is 
9.2%, which is in line with our estimate for the year. We expect a further increase in 
the unemployment rate next year. 
 
 


