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16. Eurobonds of Russian issuers popular among overseas investors 
17. Turkey inflows bonanza but how long will it last? 
18. Turkey to pay off its IMF debt in May 
19. Turkish inflation accelerated to 7.31% in January 
20. When the dust settles on EM bond rally, policy and governance will be king  
CREDIT OTHER NEWS 
21. 2013 European Structured Finance Issuance Stable Despite Improved Pricing  
22. Customs collection for Russia's federal budget falls 16% in January 
23. December industrial producer prices down by 0.2% MoM in both euro area and 
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127. Polish yields rise for first time in nine months 
128. Power and transport push Estonian inflation in January  
129. Power unlikely to provoke Estonian inflation 
130. Reduced government deposits see Latvian FX reserves fall in January 
131. Slovak economy likely contracted in fourth quarter  
132. Slovak industrial production slumps to first contraction of the year 
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TOP STORIES CREDIT 
1. MOSCOW BLOG: Russia's 5% GDP growth - fat chance, Mr Putin 
bne  
February 5, 2013 
 
Russian Prime Minister Dmitry Medvedev called on the government to pick up the 
pace of economic growth and raise it to 5% in the near future, which might "require 
some changes in the budget policy." The battle lines are being drawn for probably 
one of the most important policy debates in the country's modern history.  
 
In one camp is President Vladimir Putin, whose popularity is entirely predicated on 
the fact that he has overseen a decade-long transformational boom. Putin needs fast 
growth like a glass of vodka needs a pickle to make it more palatable. In the other 
camp are the boffins in the Ministry of Economic Development and the Central Bank 



of Russia (CBR) that actually dream up the policies to enable the Russian economy to 
grow and hold the purse strings.  
 
Put into simple terms, the issue is that the government wants to loosen those purse 
strings and release more money into the economy to boost growth (by cutting 
interest rates and tapping the reserve fund), while the CBR wants to keep the purse 
tied, as the bank has now fully switched to inflation-fighting mode. It is going to be a 
nasty fight, as these are two fundamentally different points of view when it comes to 
running a country: quick prosperity vs. prudence.  
 
Slowdown  
 
The problem is the economy hit a soft patch at the end of last year. Russia started 
2012 recovering from the crisis nicely with growth running at a little under 5%. But 
by the fourth quarter it slowed to only 2.2% and is expected to slow further in the 
first quarter of this year to about 1.9%.  
 
The good news is that much of this slowdown can be attributed to the panic attack 
that both the Kremlin and business had in the summer when fears grew of another 
meltdown in Europe. The crisis didn't materialize, but Russia's economy still suffered 
from this "phantom crisis": the affect is most clearly seen in the fact that companies 
began to sell off their inventories, rather than making things to sell, and corporate 
lending tanked despite booming consumer borrowing.  
 
The CBR was also partly to blame for this slowdown with its surprise interest rate 
hike in September to 8.25%, at a time when pretty much every other central bank in 
the world was cutting rates to support growth.  
 
The decision highlights the CBR's new concern with fighting inflation above all else 
and was meant to establish these credentials six months before Russia's bond 
market is hooked into the international financial system and all restrictions on bond 
trading are removed. Nominally, the CBR's decision should be welcomed, but the 
Kremlin is unhappy as it needs more growth.  
 
Russia's average growth of 3.4% in 2012 and the 3.5% widely predicted for this year 
looks poor. Moreover, the economy ministry said in January that 5% growth will 
remain a dream without "accelerated reforms" and a looser monetary policy. Even 
with reforms, the earliest that Russia can return to 5% growth is 2016 – and only if 
the roadmap reforms being introduced this year are made to work, the ministry said. 
The ministry has three scenarios for the next decade – and none of them will please 
the Kremlin much.  
 
Under the optimistic scenario, 25m new high-tech jobs are created and investment 
growth rises to 25% of GDP from the current 7% by 2015 and then again to 27% by 
2018. In this case, average GDP growth will be 5.4% through to 2030.  
 
But the economy ministry doesn't believe this will happen. In its "target" scenario, 
the ministry expects that the extensive infrastructure reforms and modernization of 
the power sector on the docket will be carried out, but there will be a lot less 
progress in developing new high-tech, competitive industries. In this case, average 
GDP growth will be 4.1% through to 2026, but after that it will fall to an average of 
3.8% as Russia gets caught in the "middle income trap." This also assumes that 



investment growth remains stuck at current levels of 7.3% of GDP to 2015, and then 
slows after that.  
 
Finally, the "conservative" scenario (a polite way of saying "total policy failure") says 
the energy reforms happen, but no high-tech sector of any sort appears. Investment 
then falls from 7.0% to 3.6% by 2025 and Russia is doomed to a miserable 3.2% 
average GDP growth rate to 2026, before it falls even more to 2.5%. In other words, 
Russia falls into the same sort of stagnation that Latin America suffered in the 
1970s.  
 
While the GDP figures are well below the 7-8% Russia enjoyed in the last decade, 
Ivan Tchakarov, chief economist for the CIS at Renaissance Capital, points out that 
last year's poor results are still actually pretty good amongst Russia's peer group – 
and that the slow growth was not all Russia's fault. "While the official Rosstat figure 
for 2012 Russian GDP of 3.4% (4.3% in 2011) may not exactly conjure up images of 
dizzying heights, we are of the view that this is a solid and respectable performance 
given the significant headwinds that Russia faced last year," Tchakarov said in a 
note. "Russia outperformed [emerging market] peers with similar per capita income 
levels."  
 
Russia is best compared with countries in the same per-capita GDP bracket, namely 
Poland and Brazil. India and China did a lot better than Russia, but they are also a 
lot poorer, so much earlier in the transition cycle where countries typically put in 
much higher "catch-up" growth.  
 
Tchakarov concludes that currently the rate of Russian economic growth is being 
entirely set by external factors and if you buy into the theory that 2012 marks the 
bottom of the 2008 crisis, then the economy should start gathering momentum from 
here on in.  
 
Still, the Kremlin is facing a scary outlook and unless it can actually pull off its 
promises of real change this time, then the "target scenario" does look the most 
likely. Given the government's previous form, the prospects for real and meaningful 
structural reforms are not good.  
 
Most observers (including the economy ministry) are assuming Russia continues the 
typical "muddle through" progress. In the past, Russia could afford to waste time 
and money with at best pseudo-reforms thanks to its oil money. But for maybe the 
first time since 2000, the Kremlin actually has to deliver on its promise as the oil 
money can no longer deliver such growth. If it does, then this will be a sea change in 
the way ZAO Kremlin works. Certainly, the rhetoric coming out of the Kremlin – not 
to mention the increasingly serious anti-corruption drive that started in November – 
suggests they are going to make a go of it. Trouble is, after two decades of 
dithering, investors are going to need a lot more convincing that the Kremlin can 
actually pull it off. 
 
2. Russian Government Assets Worth $3.3 Trillion 
RIA Novosti 
February 8, 2013 
 
The market value of Russia’s government owned assets is more than 50% higher 
than the country’s 2012 GDP, but the authorities say the property’s management is 
not always effective. 



 
The Russian government held a meeting Thursday to try to work out a concept in the 
sphere of managing federal property. 
 
Russia’s Federal Agency for State Property Management is now in charge of over 
2,300 joint stock companies with state participation, some 1,800 federal state 
unitary enterprises, more than 20,000 establishments, nearly 250,000 government 
facilities and 238,000 land plots with the overall area of 553m hectares. 
 
“In line with our preliminary data, the aggregate nominal value of the above-
mentioned facilities totals some 12 trillion rubles [$396.9bn],” Economic 
Development Minister Andrei Belousov said at the meeting. 
 
“The market value, according to preliminary assessments, exceeds 100 trillion rubles 
[$3.3 trillion],” he said. 
 
According to official statistics, Russia’s GDP in 2012 totaled 62 trillion rubles ($2.1 
trillion). 
 
The authorities have been saying it is necessary to reduce state presence in the 
economy for the past few years. When the current prime minister, Dmitry Medvedev, 
was Russia’s president, he gave instructions to gradually remove state officials from 
joint stock companies’ boards of directors within three years starting from 2012. 
 
Speaking at the government meeting Thursday, Medvedev urged a more transparent 
selection of candidates for state companies’ boards of directors. The premier said key 
corporate decisions should be made by professionals who are not state officials. 
 
Belousov said most enterprises with state participation have not yet defined the key 
indices of their efficiency. 
 
Updated with Medvedev, Belousov comments. 
 
3. Ukraine issues $1bn Eurobond, creates some breathing space in IMF talks  
bne 
February 5, 2013 
 
Ukraine raised $1bn with a Eurobond issue on February 4 and bought itself some 
breathing space in negotiations with the IMF, which arrived in Kyiv last week to 
negotiate a new $15bn standby agreement.  
 
The government has been backed into a corner by slow economic growth and rapidly 
dwindling hard currency reserves that have threatened to destabilise the hryvna.  
 
Kyiv has been mulling options, but is stuck between a rock and hard place. On the 
one side the IMF is insisting that the government increase domestic gas tariffs by at 
least half – a deeply unpopular move the government has been resisting.  
 
First Deputy Prime Minister Arbuzov said on Sunday, February 3, that the “work with 
the IMF is very important…and we will do our best…for Ukraine to receive IMF 
support”. But he dodged questions of whether the government would increase 
domestic gas/utility tariffs to secure cooperation with the Fund. The most the 



government has said on the issue so far is it may hike the tariffs on some people 
with “European salaries”.  
 
On the other side Russia has said it would slash the cost of gas imports that are 
eating up Ukraine’s reserves if Kyiv agrees to join its Customs Union – a trade club 
set up between Russia, Kazakhstan and Belarus in 2010. Kyiv doesn’t want to do this 
either as it would effective end any chance of Ukraine entering into a free trade 
agreement with the EU, the first step to becoming a member of the western trade 
club.  
 
However, with hard currency reserves dwindling, Kyiv was running out of time. The 
government already as the IMF team arrived there was little chance of signing off on 
a new deal quickly, let alone getting another tranche of cash. Then Russia upped the 
ante again last week by slapping Kyiv with a $7bn bill for unpaid gas deliveries that 
Kyiv cannot afford.  
 
The Eurobond will stave off disaster – for a while. The yield of 7.625% on the bonds 
that will mature in 2022 was slightly cheaper than its last issue of $1.25bn in 
November (technically this issue as an extension of November’s), but is still 
expensive. However, with a debt/GDP ratio of under 35% Kyiv still has some 
borrowing room left. This issue still only accounts for a fifth of the total borrowing 
permissible by this year’s budget.  
 
Timothy Ash, head of emerging market research at Standard Bank said in a note on 
Tuesday. “[By issuing the Eurobond Kyiv] sent a crystal clear message that they are 
in no rush to do a deal with the IMF or the Russians.” 
 
Circumstances have conspired in Kyiv’s favour as current emerging market debt is 
easy to sell as last year’s bond rally spills over in 2013, but it cant last forever. 
Moreover, Ukraine has a heavy repayment schedule this with more than $3bn to 
repay to the IMF alone from the last standby deal. Kyiv will struggle to meet this 
debt without cutting a new deal, and will still have to find another $6bn dollars to 
meet its other obligations – domestic and external -- through to the end of the year. 
Ukraine will have to one way or another find more external funding if it is to make it 
through the year in one piece.  
 
Standard bank’s Ash suggests Kyiv is simply playing a game of chicken, to spin 
things out until the heating season is over after which it can hike rates without 
inflicting pain on the population.  
 
“This is all about trying to lock in cheap funding while they can, and to boost their 
position in negotiations both with the IMF and the Russians,” said Ash in note this 
week. “This hardly sends a message that the Ukrainian authorities are willing to do 
whatever it takes to cut a deal with the IMF, more like lets see what is the minimum 
we can get away on the reform front, and lets play for time...hope we can survive 
thru the winter, and beyond the winter heating season before having to hike gas 
prices to secure an IMF agreement.” 
 
4. Finance Ministry against cut in wealth money for development fund 
bne  
February 5, 2013  
 



Russia’s Finance Ministry has opposed the transfer of oil and gas revenues meant for 
its rainy day fund into a new development fund to finance infrastructure projects, as 
proposed by the Economic Development Ministry, Finance Minister Anton Siluanov 
said, Prime reported. 
 
Russia now accumulates windfall energy revenues in the Reserve Fund, protecting 
the budget against a fall in oil prices, until its volume reaches 7% of GDP. After that 
the revenues are transferred into the National Wealth Fund, securing the pension 
system, and into infrastructure projects on a fifty-fifty basis. 
 
“To increase expenses at the expense of the National Wealth Fund – we are not 
ready to agree with this approach,” Siluanov said. This move may lead to a growth of 
budget spending and budget deficit before energy revenues, he said. 
 
Earlier in February, the Finance Ministry rejected the Economic Development 
Ministry’s idea to cut the volume of the Reserve Fund to 5% of the GDP from 7% and 
to relocate the freed funds into the new development fund. 
 
5. Government split on how to grow the economy faster 
Bank of Finland 
February 8, 2013 
 
In his December policy address, president Vladimir Putin tasked the government with 
finding ways to boost GDP growth to a level of 5% annually over the next ten years 
although the economy ministry’s GDP growth forecast is just over 3% this year and 
3–4% in coming years. Russia is currently engaged in an active public discussion 
over possible measures to speed up growth. Even the cabinet is divided over how 
this could be achieved.  
 
The economy ministry contends that growth should be increased through state 
investment in infrastructure. Such investment would be funded by diverting revenues 
from crude oil and gas production fees and export duties normally destined for 
offbudget reserve funds.  
 
This approach would require a lifting of the strict budget rules just approved by the 
Duma in December (see BOFIT Weekly 2013/3). The selection and implementation of 
investment projects would be overseen by a development fund under the supervision 
of the economy and transport ministries, but independent of the finance ministry. 
The transport ministry has prepared a list of 28 potential projects that includes a 
new ring road for Moscow, a liquefied natural gas (LNG) terminal on the Yamal 
Peninsula, as well as a development project in the Urals region. The projects would 
be funded in part out of the Pension Fund.  
 
The finance ministry rejects increases in state spending, noting that a wiser path to 
economic growth involves structural reform and improvements in Russia’s 
investment climate. It stresses that balanced state finances and accompanying 
stability are key factors in improving the investment climate. Moreover, shrinking the 
reserve funds would increase risk if economic conditions turned bad. It was precisely 
the reserve funds that allowed Russian government to weather the economic 
downturn in 2009 with relative ease. If large infrastructure investments were to be 
funded with income that depends on economic cycles, there is a substantial threat 
that the projects would be delayed or even abandoned if the world oil price falls 
precipitously.  



 
Some cabinet members, and even president Putin, have criticised the CBR of keeping 
interest rates too high and thereby stifling corporate investment. The CBR’s main 
monetary tool, the repo credit rate, currently stands at 5.5%. January 12month 
inflation was 7.1%.  
 
6. Latvia’s preparations for the introduction of the euro  
OSW 
February 8, 2013 
 
On 31 January, the Latvian parliament passed a governmental plan setting the rules 
for the introduction of the euro (the government coalition cast 52 of the 100 votes). 
According to this plan, the euro will replace the lats on 1 January 2014. Prime 
Minister Valdis Dombrovskis is a supporter for Latvia’s to quickly join the eurozone. 
 
The date of Latvia’s accession to the eurozone will be determined in the summer of 
2013 by the Council of the European Union on the basis of an analysis of the 
country’s progress in preparations for accepting the euro as its national currency. 
The Council of the EU will also determine the exchange rate, which is likely to be at a 
similar level to the present, i.e. 0.702 lats to 1 euro. According to Latvian data, the 
country met the Maastricht criteria already in autumn 2012. Latvia has been included 
in the European Exchange Rate Mechanism (ERM II) since 2005, which reduces euro 
exchange rate fluctuations to approximately 15%. Already 80% of loans and 40% of 
savings accounts in Latvia are in euros. Support for Latvia’s accession to the 
eurozone in January 2014 has also been given by the European Commission and the 
European Central Bank. Latvia will be the second Baltic state to enter the eurozone 
after Estonia, which joined in January 2011. The newly elected Lithuanian 
government is also intensifying efforts to introduce the euro in 2015.?  
 
Commentary 
 
Latvia was prevented from entering the eurozone in 2008 due to the global economic 
crisis. The impact this had was particularly strong for Latvia, the most rapidly 
developing economy in Europe at the time. The country’s real gross domestic 
product in 2008–2009 fell 37% against 2007 figures, when its level was the highest. 
This forced the government, despite violent public protests, to cut spending, raise 
taxes, and accept financial assistance from the IMF. The Latvian government claims 
that its strategy, which has been focused on joining the euro, has helped the country 
to overcome deep recession. The readiness to join as soon as January 2014 is 
supposed to prove that the Latvian economy is in a good condition and that Latvia 
has recovered from the crisis.?  
 
Latvia’s presence in the eurozone may have a disciplining effect on its other member 
states which have economic problems. This will also strengthen the position of those 
countries which insist that stricter financial discipline be applied in the eurozone to 
enable recovery from the crisis. On the other hand, Latvia and Lithuania – like 
Estonia before them – have recognised eurozone membership as an important step 
which will bring them closer to the EU member states which form the group of 
European leaders. Since Latvia had to apply for financial support to the IMF at the 
time of deep recession, it now sees the obligation to pay 325 million euros to the 
European Financial Stability Facility as a form of ensuring financial security also for 
itself.?  
 



The problem the Latvian government needs to face is low public support (8%) for the 
introduction of the euro. 42% of the public would prefer to postpone this decision, 
41% of respondents are opposed to it, and the others have not made up their minds. 
Latvians fear this change and the new costs it will entail (higher prices and inflation). 
They do not believe in the government’s assurances that the Latvian currency, with 
the fixed euro exchange rate applied, has been influenced by the same trends as the 
euro over the past few years. The centre-left opposition, namely the Harmony Centre 
(the largest political party to represent the Russian minority in parliament) and the 
Union of Greens and Farmers, are capitalising on these fears. Although there is no 
such legal requirement, the opposition insists on a referendum being held concerning 
the euro. This is part of the preparations in the campaign preceding local elections 
(June 2013), during which the Harmony Centre will make efforts to maintain power 
in Riga. 
 
7. Russia's retail loan growth: Friend or Foe?  
 
Alfa Bank 
 
February 4, 2013 
 
The deviation between income growth and retail trade is the main surprise of 2012: 
The key paradox of 2012 is that the deceleration in retail trade from 7.0% y/y in 
2011 to 5.9% y/y in 2012 was accompanied by a significant acceleration of income 
growth. Real wages grew 7.8% y/y and real disposable income was up 4.2% y/y in 
2012 versus 2.8% y/y and 0.4% y/y, respectively, in 2011. We believe this suggests 
that Rosstat will have to revise down its income figures in the nearest future. 
However, it could be that the increase in interest rates last year was so substantial 
that the fast retail loan growth hindered rather than supported consumption growth.  
 
With retail loans still at 12% of GDP Russian households appear underleveraged: 
Even after surprisingly strong 39% y/y growth in 2012, retail lending is still only 
12% of GDP in Russia, which is well below peers. The presumed underpenetration of 
retail lending creates the illusion of potential for high growth, which would be a 
support factor for economic growth.  
 
Non-mortgage debt penetration is high by global standards, income growth is a 
constraint: However, non-mortgage debt, the driving force in the recent lending 
boom, is likely touching its limit. It accounts for 9% of GDP, in line with peers and 
even some developed countries. On a per capita basis it is at a high 160% of the 
average monthly wage. Strong income growth is needed to boost retail lending 
higher, but the post-2008 dynamic suggests deceleration in the income trend. 
Lending growth potential in Russia is thus related to the mortgage market; however, 
its development is hampered by high real estate prices.  
 
100% of non-mortgage loan growth might be used to cover interest in 2013: 
Russians are spending 20% of their income on debt redemption and interest, one of 
the highest levels among peers. In 2012, 80% of the increase in the non-mortgage 
loan book was used to cover interest on accumulated debt, pointing to low efficiency 
in borrowing for consumption. We estimate that in 2013, the entire growth in non-
mortgage loans might be used for debt servicing.  
 
Higher interest rates may further decelerate consumption growth: The high debt 
burden per se is likely to cause an interest rate increase, driven by growth in the risk 



premium, adding to the other macro factors lifting interest rates. We thus believe 
that 2013 will be a year of continuing loan growth combined with weakening 
consumption.  
 

 



 
8. Russian inflation jump to 7.1% kills hopes of growth generating rake hike 
bne 
February 5, 2013 
 
Russian inflation jumped in the first month of January to 7.1% on an annualized 
basis, ahead of the Central Bank of Russia (CBR) target of 5-6% for this year and 
killing off hopes of a rate hike.  
 
What level interest rates are set – currently the overnight rate is 8.25% -- is 
becoming a battleground between the Kremlin and the central bank: the government 
wants the CBR to cut rates to boost soggy economic growth from the 2.2% it put in 
in the last quarter of 2012. The CBR on the other hand is more concerned about 
bringing inflation down, even if this comes at the expense of slower economic 
growth.  
 
Prime minister Dmitry Medvedev called explicitly for economic <a 
href="http://www.bne.eu/storyf4505/MOSCOW_BLOG_Russias_5_GDP_growth__fat
_chance_Mr_Putin"> growth to be increased to 5%</a>, but the Ministry of 
Economic Development countered that this level of growth was only possible after 
2016 – and even then, only if the government successfully put into place its 
proposed reforms.  
 
However, the outgoing CBR governor Sergei Ignatyev said last week that the CBR 
may cut rates in March if inflation rates fell – and those hopes have been quickly 
dashed. Prices were driven up by increases in food and public transport prices, and in 



sales taxes. Prices will also be under upward pressure later this year from an 
expected rise in the cost of energy by about 15%.  
 
9. Russian sovereign bonds go live on Euroclear  
bne 
February 7, 2013 
 
Today February 7 Russian ruble-demoninated soveiregn OFZ bonds go live on 
Euroclear, making them tradable all around the world and opening up new pools of 
capital for the Russian government.  
 
Euroclear is an international depository and will start providing services for Finance 
Ministry’s fixed-rate OFZ bonds on the over-the-counter market basis today. The 
service will be extended to trading on the MICEX exchange in March. 
 
“The largest international companies who trade OFZ bonds will be able to make 
transactions and keep their capital in OFZ using Euroclear Bank’s account in the 
National Settlement Depository,” the Russian depository said. 
 
Equities will be introduced to the system only after two years.  
 
10. Slowing growth drops Slovakia deeper into fiscal target fight 
bne 
February 8, 2013 
 
Even through the strong economic performance through most of 2012, Bratislava 
was struggling to raise enough tax revenue to meet its fiscal targets. The rapid 
slowdown in Slovak growth over the last few months has provoked yet further worry, 
and led the finance ministry on February 8 to cut its budgetary income target for the 
second time in four months, and the government looks to have few options left on 
the table.  
 
The same day that Slovak industrial production in December recorded its first drop in 
industrial production for last year - it dropped 4.4% - the ministry cut its budget 
revenue forecast for 2013 by €361m. The revisions of the forecasts for 2014 (down 
€707m) and 2015 (€1.05bn) were even deeper. 
 
"I'm convinced we will turn this corner. This is of course a complication," Finance 
Minister Peter Kazimir said, according to Reuters. "The ambition is to meet the goal 
and bring the deficit below 3%. We have a commitment and we have to do it."  
 
The sharp slowdown in growth is a huge challenge to Slovakia's fiscal targets, which 
most analysts had already suggested were too ambitious even as the economy 
barreled along through the first half of 2012. On January 31, the finance ministry 
reduced its 2013 growth forecast to 1.2% from the 2.1% it had predicted in 
September. Provoked by reduced demand in the Eurozone - especially for cars from 
the country's automakers - fourth quarter economic activity dropped off significantly, 
to leave the country likely to fall short of recording the 2.6% growth (the highest in 
the Eurozone) for the full year that most had been predicting. 
 
Even during the good times, Kazimir was regularly found in front of the press last 
year explaining that tax revenue was lagging and that the budget would need to be 



rejigged. His last announcement in late November suggested a €276m shortfall in 
income for 2012, with another €250m this year.  
 
Reflecting Prime Minister Robert Fico's election pledges to his blue collar electorate, 
the major consolidation measures unveiled by the government when it came to 
power in March have remained confined to revenue raising - mainly through hiking 
taxes on companies and high earners. Analysts have been fretting that leaves the 
plan heavily exposed to slowing economic growth. 
 
That scenario quickly became apparent, and Kazimir and Fico have been battling for 
months to find some extra leverage. However, there's little space for significant 
spending cuts, especially for the populist Fico, given the previous, centre-right 
government had made deep cuts across the board. Despite ongoing difficulties with 
employment - analysts are expecting January figures to show it creeping to just 
below 15% - Bratislava has already ordered a freeze on local administration budgets, 
but is wary of provoking its core electorate with social and pension freezes. 
 
That leaves Kazimir little space to manoeveur. The finance minister now says the 
revised 2013 budget revenue shortfall should be offset by €250m re-channeled from 
the private pension system - like most Visegrad peers Slovakia reduced flows to the 
second pillar last year - with the remainder to come from targeted (but notably 
unnamed) spending cuts and higher dividends from state firms.  
11. Ukraine will be forced into an IMF deal by spring  
Concorde Capital  
February 8, 2013 
 
Record high external redemptions in 2013 and tiny NBU reserves have left no choice 
for the Ukrainian government but to struggle to secure a new program with its main 
creditor, the IMF. 
 
Besides its repeated requests – higher gas tariffs and tighter fiscal discipline – the 
fund is expected to raise the issue of replenishing NBU reserves. That presumes 
hryvnia weakening as the most efficient measure. ] 
 
Ukrainian authorities may try manoeuvring to minimize the political price of the 
potential IMF deal while keeping open their access to external debt markets. 
“Ongoing talks” with the IMF will be enough for Ukraine to cope with February’s 
$1.3bn repayments via attracting debt abroad. However, strong commitments will be 
crucial to bridge “constructive talks” with the fund till May, when the next $1.3bn 
payment comes. 
 
Our brief analysis suggests meeting IMF requirements is the only apparent solution 
for decision makers to preserve stability over the next two years. 
 
12. Uzbekistan Bans Foreign Currency Trading 
RIA Novosti 
February 6, 2013 
 
Uzbekistan has made trading with foreign currency a criminal offense, Uzbekistan’s 
Tax Committee warned on Tuesday, the latest in a string of measures apparently 
aimed at preventing the global market slump from eating into the Central Asian 
republic’s reserves. 
 



“The State Tax Committee warns entrepreneurs and individuals they will be held 
liable for making settlements in cash foreign currency in the sphere of retail trade 
and services, including criminal liability,” the committee said in a statement. 
 
From February 1, Uzbekistan banned the sale of cash foreign currency to individuals 
in an apparent move to alleviate the foreign currency deficit in the former-Soviet 
republic. 
 
Uzbekistan has suffered from a slump in world commodity prices in recent years, 
exporting less cotton and gas, the major sources of its budget revenues, due to 
falling demand. 
 
World prices for cotton have fallen in recent years, while Russian energy giant 
Gazprom is buying less gas from Uzbekistan due to lower demand from European 
consumers. 
 
Car dealers in Uzbekistan often illegally sell locally produced vehicles for foreign 
currency. A month ago the Uzbekistan authorities announced air tickets would also 
be sold also for foreign exchange only, in a bid to bring in foreign currency from 
expatriate workers. 
 
The foreign currency exchange rate on the Uzbek black market is about 30% higher 
than the official exchange rate set by the republic’s central bank. 
 

CREDIT NEWS 
13. Rising inflation expectations, central banks to drop inflation targeting  
 
Neil MacKinnon, VTB Capital 
 
February 6, 2013 
 
The global economy: slowly but surely. We share the recent economic assessment of 
the World Bank and IMF that the global economy can gradually recover during the 
course of 2013. Admittedly, recent economic data has been mixed but we are 
confident that the debt-burdened advanced economies are moving further along in 
the process of debt deleveraging and balance sheet repair. We now see global GDP 
growth rising 2.7% in 2013 followed by 3.2% in 2014. 
 
Leaders and laggards. The emerging and developing economies remain the best 
opportunities for growth in the medium term. China grew 7.8% in 2012, just below 
our long-standing forecast for the year of 8.0%. Over the forecast horizon, we 
expect a move to more moderate rates of growth (7.0-7.5%) as the economy 
transitions towards being a consumption-oriented. Elsewhere, the US avoids 
recession and slowly returns to its potential growth rate of 2.5%. The Eurozone lags 
behind, with some of the major economies stuck in recession this year. A similarly 
bleak assessment applies to the UK. 
 
Central bank policy. A debate is intensifying in academic and policymaking circles 
about the merits of continuing with inflation-targeting and moving to a new policy 
regime of nominal GDP targeting. In Japan and the UK, there will be new central 
bank governors this year and a change in policy targeting is on the agenda, which 
will be biased towards economic growth rather than price stability. For the time 



being, we expect the major central banks to remain accommodative, though the 
debate within the FOMC is moving towards an ending to its QE programmes by the 
end of this year. 
 
14. Credit Funds Unlikely to Repeat 2012 Flows & Returns in 2013  
Fitch 
February 5, 2013 
 
Fitch Ratings says that credit fund performance and flows in 2013 are unlikely to 
reach the levels seen in 2012. In a new sector update on high yield (HY) and 
investment grade (IG) funds, the agency notes that liquidity from central banks' 
actions and a reduction in eurozone systemic risk in H212 provided strong technical 
support to credit markets, resulting in double-digit performance for all credit fund 
categories.  
 
Higher beta corporate credit funds (ie those with greater sensitivity to market 
movements) outperformed in 2012, notably European HY (25.5%) and funds with 
allocations to European subordinated financials. Global HY funds returned a more 
modest 16.6% and global IG corporate credit funds 12.7% in 2012.  
 
"Credit funds delivered double digit returns in 2012, fuelled by sovereign yield 
compression and credit spread tightening," said Alastair Sewell, Director in Fitch's 
Fund & Asset Manager Rating Group, "It seems unlikely that we will see this level of 
spread tightening again in 2013 and investors are increasingly concerned with the 
duration risk of bond funds in general. This will make it hard for long-only credit 
funds to match their 2012 performance and inflows." Credit fund flows follow 
performance - 33% of 2012 flows went to funds in the top five-year performance 
quartile. Contrary to the agency's findings for equity funds however, smaller credit 
funds are also attractive to investors. While 30% of net fund flows in 2012 went to 
the largest 30% of credit funds, a long-tail of smaller funds also garnered substantial 
inflows, with the smallest 30% of funds gathering 40% of total flows in 2012. This 
reflects the appetite for more specialised, nimbler credit strategies that could be 
favoured in the coming years (see "Credit Fund Strategies in 2013" dated 4 February 
2012 at www.fitchratings.com). "It will be interesting to see how the largest funds 
navigate a less beta driven market and demonstrate agility," adds Manuel Arrive, 
Senior Director in Fitch's Fund & Asset Manager Rating Group.  
 
Corporate credit fund flows were exceptionally high in 2012 at USD150bn (2011: 
USD50bn) , lifting four years flows to USD420bn and resulting in total credit assets 
under management (AUM) more than doubling over the past five years. Roughly 
two-thirds of total 2012 flow (USD95bn) went to HY and the balance to IG funds. 
Funds in the top performance quartile over five years received average inflows of 
around 33% across the Lipper for Investment Management credit fund categories. 
This highlights the correlation between fund flows and performance at the fund as 
well as at the asset class level.  
 
Credit funds have had difficulties beating the benchmark over three and five years. 
Navigating the risk on/risk off environment proved challenging, even more so for HY 
than IG funds. Over five years, 80% of HY funds underperform the index, 
highlighting the difficulty in beating bullish markets.  
 
15. Currency wars in CEEMEA - not a one-size-fits-all policy 
RBS 



February 6, 2013 
 
Following on from a "currency war" note written by our Asia team yesterday, we 
shed some light on how this annual debate holds up in CEEMEA. 
 
The effectiveness of currency intervention in boosting exports is dependant on where 
those exports sit on the global value chain. Low-tech producers lose competitiveness 
more quickly when their currency appreciates, relative to high-tech producers, for 
the same percentage gain on the currency. The conclusion is that Romania, and 
Turkey are the most likely currency interveners for 2013. Without further ado: 
 
Czech Republic (EURCZK): low intervention probability this year - Czech Republic has 
a medium-high tech export composition, which typically implies relatively low export 
sensitivity to gradual and modest currency movements (+/- 5%). In our opinion, 
currency devaluation would be necessary to materially boost exports. However, we 
don't think the CNB is looking for devaluation, but rather, modest weakness at a 
moderated pace. With regards to the performance of the koruna in Real Effective 
Exchange Rate terms (REER), which we have normalised to January 2009 to mark 
the new [and problematic] economic cycle for the region, we find that the trade 
weighted currency remains fairly competitive, especially compared to the Hungarian 
REER, which we think is the most relevant comparison out of the eight countries 
analysed. Additionally, the central bank has historically been ultra-conservative, 
which implies that the likely supply-side inflation that will follow an actual (and 
successful) intervention will be undesirable enough to restrain the CNB. All that said, 
we are not disregarding the reality that the market will keep getting excited about 
intervention when CZK rallies, and especially so because CNB comments tend to 
trigger the market's excitement in the first place. 
 
Hungary (EURHUF): low intervention probability this year, though higher than Czech 
R. Hungary's exports, like Czech Republic's, are in the medium-high tech category, 
so the same logic as we have in the above paragraph holds with regards to export 
sensitivity to currency moves. What makes Hungary more likely to intervene than 
Czech Republic, is that there is a precedent of intervention (via rate hikes) and even 
currency management (remember the ERM2 style currency corridor that was 
abandoned in February 2008). That said, while we believe that the NBH would 
implement intervention with much more readiness than the CNB, and that the NBH 
would be less concerned about supply-side inflation, the pursuit of a weaker forint is 
immediately limited by the heavy external debt burden of ~ 130% of GDP, and the 
fact that EURHUF is already trading at relatively elevated levels (~290). This is 
effectively a non-starter. We have heard in the market that the Hungarians would 
like a bit of currency weakness, but achieving the desired outcome of intervention is 
not an exact practice. Central banks typically undershoot or overshoot their objective 
because of market forces, and in Hungary's case, the NBH would need to be able to 
stop a market run on the currency via rate hikes and even be prepared to sell 
reserves. Hungary is not in the right conditions to implement intervention policy at 
this point in time. 
 
Israel (USDILS): the lowest intervention probability this year, notwithstanding 
historical precedence. While the BoI intervened on a regular basis in the years 
leading up to the Lehman crisis, and imposed some semblance of capital controls at 
the start of 2011 via implementing new FX reserve requirement rules on local banks, 
we see no cause for the BoI to get active on FX management this year. Since their 
last FX policy announcement in early 2011, currency speculation on the shekel 



reduced, as can be inferred from ILS falling off the radar in conversations with 
investors since that period. Additionally, Israeli exports are in the high-tech category 
which implies lower sensitivity to the currency compared to the low-tech producers. 
Finally, the shekel REER is not only flat since the beginning of the latest economic 
cycle (which we define as Jan 2009), but has also been amongst the least volatile in 
this region (the lowest REER volatility is in Czech R', Romania, and Israel). 
 
Poland (EURPLN): medium probability of intervention this year. Polish exports are in 
the medium-tech category, which makes Polish exporters more sensitive to currency 
fluctuations than their neighbours in Czech Republic and Hungary. Additionally, the 
NBP has shown appetite for FX intervention in very recent years, albeit they have 
exhibited a lukewarm approach to maintaining presence in the FX market once they 
commence intervention. All that said, Poland's growth engine is largely domestic, not 
external, which means that the currency would need to depreciate substantially for 
exports to become the main driver of growth. In our opinion, this is not a scenario 
that the NBP would be willing to accept because there is demand-led inflation 
pressure to consider (looking beyond the current soft economic patch), which 
combined with currency induced supply-side inflation, would mean several rate hikes 
to curb inflation momentum. Additionally, while the private sector FX burden is not 
comparable to Hungary's, there is still a stock of FX mortgages that will be strained 
by substantial zloty weakness. All in all, it looks as though the Poles are best served 
to be spectators of currency wars, rather than participate in them. 
 
Romania (EURRON): high intervention probability this year. The NBR is typically 
active in the FX market and has not only shown willingness, but ability and 
consistency in intervention. It is just as well because Romania's exports fall into the 
low-tech category, a group that would exhibit high sensitivity to currency 
fluctuations. Due to a struggling domestic economy, Romania has been reliant on the 
external market (and EU fund absorption) for growth, notwithstanding a relatively 
low exports to GDP ratio. We expect currency intervention to remain firmly on the 
NBR's agenda. 
 
Russia (RUB vs. the basket): medium intervention probability this year. The CBR is 
an old-hand at intervention, but over the years they have shifted from high levels of 
intervention towards a medium level, and they aim to eventually arrive at a free-
float one day. We expect the central bank to smooth large market moves when they 
occur, but policy-wise, they have repeatedly expressed a desire to be more hands-
off. 
 
South Africa (USDZAR): low intervention probability this year. This is simply a case 
of no willingness, a poor intervention track record (in the distant past), and much to 
worry about in the way of consequential supply-side inflation, from a central bank 
that is serious about its inflation mandate. We do not expect this to change. While 
South Africa's export composition is in the low-tech category, the SARB has proven 
to be a true hands-off central bank, and the Lehman crisis stress-tested their 
resolve. Though the REER is the most elevated (least competitive) relative to all the 
other trade weighted currencies in this note (normalised for Jan2009), we suspect 
that this is not a strong argument for SARB intervention. 
 
Turkey (USDTRY, TRY basket and the REER): High intervention probability this year. 
If all we do is remind the market that the CBRT is actually watching the REER and 
stop there, we have already qualified our classification of high intervention risk. 
However, further supporting points for currency management are: 1) Turkey has a 



large current account deficit, and without the CBRT's currency management, we 
believe that TRY would be much weaker, enough to be an inflation problem fairly 
quickly. 2) Turkey's exports are in the low-medium tech category, a group that is 
more sensitive to currency fluctuations than the high tech exporters. In our opinion, 
the CBRT will maintain active FX policy. 
 
16. Eurobonds of Russian issuers popular among overseas investors 
bne 
February 4, 2013 
 
In January 2013, according to Kommersant estimates based on Cbonds data, 
Russian issuers held 16 Eurobond placements for $6.5bn. 
 
The result is twice as much as in December and 3.5 times more if to compare with 
January 2012 - $1.8bn.  
 
According to the statistics, in January flotation volume usually plummeted. According 
to Elena Kolchina, Head of the Instruments with Fixed Income Department at 
Renaissance Capital, due to long new year holidays investors were not active at the 
beginning of the year. "Russian corporate clients were not ready to go public at the 
beginning of the year. Thus, in 2013 they prepared all documents in advance and 
that is why they took advantage from favorable market environment," Andrei 
Solovyev, Head of Debt Capital Markets Department at VTB Capital, said, cited by 
Kommersant.  
 
Eurobonds of Russian issuers were rather popular among overseas investors. As a 
result their yield lowered to all-time lows - "for 1 tier companies it amounted to 4% 
in dollars", Andrei Solovyev mentions.  
 
Russian companies prefer ruble-denominated Eurobonds. Since the start of the year, 
4 issuers have placed such securities for RUB62.5bn. Only in May 2011, issuers 
raised more - but then the Finance Ministry raised RUB90bn. Volume of ruble-
denominated Eurobonds is comparable with the size of offering on the domestic 
market. Dmitry Dudkin, cited by Kommersant, said that ruble-denominated 
Eurobonds can be cheaper than the same issues on domestic market by 0.5%.  
 
17. Turkey inflows bonanza but how long will it last? 
VTB Capital 
February 4, 2013 
 
In 2012, Turkey experienced export growth combined with a stagnation in internal 
demand, which helped the current account deficit to decline to 6.4% of GDP, from 
10.0% in 2011. 
 
The monetary policy easing delivered in mid-2012 reignited bank lending and 
internal demand growth, putting an end to the rebalancing story. We expect the 
current account deficit, on the T12M basis, to reverse in February 2013. 
 
In our view, Turkey is entering a risk zone: in the next six months, the current 
account deficit is set to exceed $30bn, while it is not clear that inflows can be 
sustained at current levels, assuming high valuations on the equity and bond 
markets. We believe that at some point, the CBRT will have to tighten monetary 
conditions significantly. 



 
We expect the economy to add 3.5% in 2013, headline CPI to end the year at 6.5% 
and the current account deficit to reach 6.5%. 
 
Turkey’s economy, inflation and monetary policy cycles are 3-4 quarters ahead of 
Russia’s. Monetary policy in Turkey has just turned to tightening; in Russia, we 
expect the first easing step in March-April. At the moment, we see more value in 
Russia’s local bonds and TRY IRS vs. Turkey’s local bonds. We recommend being 
underweight Turkish Eurobonds as well as selling 12M TRYRUB NDF. 
 
????Maxim Oreshkin  
 
18. Turkey to pay off its IMF debt in May 
Hurriyet Daily News 
February 4, 2013 
 
Turkey's nearly $8 billion debt to the International Monetary Fund (IMF) will come to 
an end this May when it pays the $431 million final installment.  
 
Turkey's debt stock under the 19th stand-by arrangement with the IMF had been 
$860 million as of Jan. 28. 
 
Though the IMF's stand-by agreement with Turkey will be terminated; the Fund will 
continue to monitor Turkey as it does annually with every member country under the 
fourth article of the IMF's Articles of Agreement.The IMF provides financial aid to its 
member states in need of additional funding in return for enforcing an economic 
program to get the country back on track as part of its Stand-by Agreement 
program. Turkey has signed 19 stand-by agreements with the IMF since its 
membership began in 1947, obtaining financial resources of over $50 billion. In the 
52-year period, it has usually been obliged to apply during post-crisis periods. None 
of these agreements have been completed except the last two, which Turkey 
initiated without any prompt of a crisis. 
 
19. Turkish inflation accelerated to 7.31% in January 
Tim Ash, Standard Bank 
February 4, 2013 
 
Ouch! Disappointing headline numbers, inflation increased from 6.2% in December, 
and expectation had been for a 6.7% print on the back of various excise/tax hikes 
(inlcuding tobacco price hike which the CBRT assumed would add 0.8% to the CPI). 
 
The CBRT had warned of the spike in inflation in January, but had kept it 5.3% 
inflation forecast for the end of 2013 in its Q1 Inflation Report from last week. 
 
The CBRT though will no doubt take some solace from still well behaved core 
measures, with Core-H moderating to 6.29% in January from 6.5% in December, 
and Core-I also moderating from 5.81% in December to 5.72% in January. 
 
The upward spike in inflation in January, albeit well telegraphed by the CBRT still 
puts the focus on the CBRT's move to cut policy rates last week. 
 



20. When the dust settles on EM bond rally, policy and governance will be 
king  
Commerzbank 
February 8, 2013 
 
We have just witnessed the first week of outflow from EM hard currency bonds since 
the beginning of last year. There is a growing concern among market participants 
that the rising long-end yields in the US and Eurozone signal the end of the period of 
easy money which came in the wake of the Lehman crisis. Not an end really, but at 
least a reversal in momentum, at the margin. It is early days. But, perhaps it would 
not be a bad idea to review what should differentiate our key markets once the wave 
of cheap liquidity has retreated. It is difficult to escape the long-known conclusion 
that once the initial high-beta recovery is over, underlying productivity growth will 
become king again.  
 
    Private capital flows to emerging markets are estimated to increase only 
marginally this year, from a total of $1trn to $1.1trn. Emerging Europe would take c. 
$207bn of this figure; a larger share than last year but only a fraction of the 
investment inflows seen prior to 2008. Crucially, the projected increase is all driven 
by easy liquidity (interest rate-sensitive investment). Long-term foreign capital is 
actually scarce; and emerging markets are competing for FDI share.  
 
   Russia, in particular, shows an increased interest in attracting foreign capital and 
the country's leadership is advocating reform. The Russian leadership presented an 
uncertain economic outlook at the World Economic Forum this year, acknowledging 
that Russia is at a critical point - the sustainability of its economic model is in 
question.  
 
   Russia's GDP grew by an average 5% p.a. the past decade. Some 86% of this 
growth rate was contributed by total factor productivity growth. Demographics are 
unsupportive, and hence, labour supply unchanging. IMF projections stress that 
growth will require much faster capital accumulation (for which attracting investment 
will be crucial). We will carry out a more comprehensive review of Russia's prospects 
for speedy reforms and, hence, prospects for moving higher on the 'ease of doing 
business' scale (see chart below) in a separate report. Meanwhile, here we discuss a 
few pointers.  
 

CREDIT OTHER NEWS 
21. 2013 European Structured Finance Issuance Stable Despite Improved 
Pricing  
Fitch 
February 7, 2013 
 
Fitch Ratings says its forecast for EMEA structured finance issuance in 2013 is for 
broadly similar volumes compared to 2012, at around EUR200bn. 2012 was the 
lowest issuance year in a decade. However, there is potential for modest upside if 
the recent trend of spread tightening - and public issuance to take advantage of it - 
continues.  
 
Geographically the dynamics in Europe are changing. Historically buoyant issuance 
from the Netherlands, Spain and the UK has been declining over the past three 
years. A reduction of more than half from these countries is hard to offset despite a 



substantial increase in issuance from France and Italy, with the latter up to EUR42bn 
from EUR14bn. We expect the regional shift to continue for at least 2013.  
 
Fitch considers the early January public placement of an Italian RMBS transaction, 
Berica 10, which was first issued in December 2011 for ECB repo purposes, as one of 
the more encouraging signs of market re-emergence. "Although we are under no 
illusion that this constitutes 'real' new issuance, the mere fact that Italian deals can 
be placed in the current market is a positive sign for the year ahead," says Philip 
Walsh, head of EMEA Structured Finance Business & Relationship Management.  
 
Regulatory uncertainty continues to keep the brakes on the European Structured 
Finance market despite recent positive proposals under Basel III to allow banks to 
include certain types of RMBS in their Liquidity Coverage Ratio.  
 
22. Customs collection for Russia's federal budget falls 16% in January 
bne  
February 6, 2013  
 
Russia's Federal Customs Service decreased its contributions to the federal budget 
by 15.9% to RUB410.76bn in January, according to the service's statement, cited by 
Prime. 
 
In January-November 2012, the service collected RUB5.849tn, a 10.1% increase, it 
said earlier. 
 
23. December industrial producer prices down by 0.2% MoM in both euro 
area and EU27  
Eurostat 
February 4, 2013 
 
In December 2012, compared with November 2012, the industrial producer price 
index fell by 0.2% in both the euro area (EA17) and the EU27, according to 
estimates from Eurostat, the statistical office of the European Union. In November3 
prices also decreased by 0.2% in both zones.  
 
In December 2012 compared with December 2011, industrial producer prices gained 
2.1% in the euro area and 1.9% in the EU27.  
 
The average industrial producer price index for 2012, compared with 2011, increased 
by 2.6% in the euro area and by 2.7% in the EU27.  
 
24. ECB finally offers some hints for future policy  
Erste 
February 7, 2013 
 
Besides leaving rates unchanged as expected, the ECB gave several hints with 
respect to the future monetary policy stance. Downside risks to the economy prevail 
and might stem from 'weaker than expected domestic demand and exports', a 
possibility that was not mentioned before and that reflects a more cautious 
assessment of the economic developments than earlier. In addition, even though 
risks for the outlook for price developments remain balanced overall, downside risks 
to inflation might stem from 'the appreciation of the euro exchange rate'. The latter 



will be monitored and taken into account when assessing financial conditions and 
their impact on the economic and inflation outlook (next meeting, the staff 
projections might also include some exchange rate related updates; please note that 
the exchange rate is used as an input, but not a policy target by the central bank). 
Even though the ECB qualified the LTRO repayment as an improvement, the central 
bank expects excess liquidity to remain above EUR 200bn (which should limit any 
liquidity-related Eonia increases) and will continue to closely monitor money market 
developments.  
 
In contrast to the last meeting, the ECB seemed more open to further measures 
('there have been discussions and hints about how to improve financing conditions'; 
tight credit access for SMEs was discussed) and insisted that the currently 
'accommodative' monetary policy stance will be maintained. Hence, any tightening of 
monetary conditions (stronger euro, higher short- term rates) should be countered 
by the ECB with some form of measures, the exact shape of which might not be clear 
yet. We continue to expect the ECB to relax the monetary policy stance further 
throughout this year, and still do not rule out a cut of the main refinancing rate. 
Markets seems to have reached similar conclusions, as the euro and yields declined 
rather significantly (coming closer to our expectations).  
 
25. Euro area January bank lending survey shows tightening continues  
Citi 
February 4, 2013 
 
According to the ECB's latest bank lending survey, banks reported a net tightening in 
lending standards in the fourth quarter (+2pts to +15 according to our composite 
measure), and the survey suggested that there is very little likelihood of much 
change in the behaviour of financial institutions, with the composite expectations 
measure also increasing by 1pt to +12. Banks reported a pronounced tightening in 
lending standards due to new regulations and capital requirements, despite some 
improvement in access to all funding categories.   
 
-  The net proportion of banks tightening lending standards to non-financial firms fell 
by 2 percentage points to +13 in Q4 compared to +15 in Q3. Looking ahead to the 
first quarter, the net proportion of banks expecting to tighten lending standards to 
firms rose by 2 percentage points to +15 from +13 in Q3.   
 
-  While a smaller net proportion of banks reported a decline in loan demand (-26 
from -28), expectations point to a likely modest deterioration in Q1-13 (-11 from -
10).   
 
-  The net proportion of banks tightening lending standards to households for 
mortgages rose by 5 percentage points to +18 in Q4 compared to +13 in Q3. 
Looking ahead to the first quarter, the net proportion of banks expecting to tighten 
lending standards for mortgages was unchanged at 9 percentage points.  
 
-  While a smaller net proportion of a banks reported a decline in mortgage demand 
(-11 from -25), expectations point to a likely sharp drop in Q1-13 (-25 from -10).  _  
 
Comment: Together with a challenging demand picture, this suggests that the flow 
of loans towards the non-financial sector is likely to remain negative for the sixth 
successive quarter in Q1-13. Another reason, in our view, to expect the ECB 
Governing Council to re-start interest rate cut discussions in the coming months. 



 
26. Eurozone composite PMI revised upwards 
Deutsche Bank 
February 5, 2013 
 
Euro area economic momentum got another boost today with an upward revision to 
the January PMI data. The level is consistent with our forecast for a small contraction 
in GDP in Q1, but the direction of travel is positive. We remain on course for positive 
economic growth in Q2 2013. 
 
Germany dominated the upward revision, France remains a worrying laggard, Spain's 
composite PMI is rising more quickly that the euro area average and Italian 
composite new orders at least posted a strong gain. 
 
We update our PMI-based estimates of GDP growth by country. Unsurprisingly, 
Germany's stronger-than-expected PMI readings translates into a material upside 
risk to our GDP forecast. Spain also has potential to be above our Q1 forecast. For 
France and Italy the risks are on the downside. 
 
The euro area composite output PMI was revised up on the final reading for January. 
The final estimate was 48.6, up from a flash estimate of 48.2. That compared to an 
initial expectation of 47.5 and a reading of 47.2 in December. The composite output 
index has risen for three consecutive months and at 48.6 now stands above the 
average of 2012. If this level is maintained through the rest of Q1, the composite 
PMI would be consistent with euro area GDP growth in the region of  -0.2% to 0.0% 
qoq in the first quarter of 2013. This compares to our forecast of -0.1% qoq for Q1. 
 
Last Friday, a 0.5 point upward revision to the euro area manufacturing index for 
January was announced, with comparatively larger revisions for output (+0.7) and 
new orders (+0.8). This morning, the services estimates were also revised higher, 
with a 0.3 upward revision in services activity (output) and a particularly notable 
revision to service business expectations (+1.1). In aggregate, the revisions added 
0.4 points to the  euro area composite output index in January. At 48.6, this is the 
highest since March 2012. Composite orders were revised up by 0.2 and now show a 
3 point rise over December. Composite orders are the highest since February 2012. 
Composite employment was revised up marginally but is still down 1.1 points on the 
month  and at 46.0 is at a cycle low. This is consistent with ongoing contraction in 
employment. Generally, the composite employment index turns higher within a few 
months of output turning higher. If the normally lags apply, employment ought to 
rise soon. If this fails - if the lag is longer - it could weigh on this year's prospective 
GDP recovery. 
 
Across countries, the strength of Germany was reinforced. The upward revision to 
the euro area composite  output index was largely a German story, where the 
composite was revised up by 0.8 point. The German composite output index is now 
up 4 points compared to December (and orders up 4.9 point). Contrast this with 
France. France was unrevised but at 42.7 was down 1.9 points compared to 
Germany. Of the five euro area countries that publish composite PMI data, France is 
the weakest - 12.2 points below Ireland, 11.7 below Germany, 3.8 below Spain and 
2.7 below Italy. 
 
27. Signs of slower recovery in Eurozone  
Erste 



February 7, 2013 
 
Despite recent PMI and ZEW increases, several other leading and sentiment 
indicators in the Eurozone deteriorated slightly again in January. In particular, 
economic confidence decreased in Italy, while consumer confidence there - as well as 
in France - remained at quite low levels. Hence, we have adapted our 2013 GDP 
forecast to reflect the incoming data (+0.1% vs. +0.4% prior).  
 
In the Eurozone, the PMI has recently increased, but economic confidence remains at 
low levels and both still point to a contraction. Overall, the recovery is likely to still 
be somewhat slower than we had expected earlier.  
 
In Germany, the fourth quarter of 2012 was likely to have been slightly weaker than 
anticipated, leading to carry-over effects and a minor downward revision for 2013. 
We continue to expect a slow export-led recovery, supported by the visible 
improvement in export destinations (US) and the corresponding improvement in 
business confidence and expectations (PMI, IFO). Given a stable and improving labor 
market, this should be supplemented by a slight contribution from consumption. We 
do not expect investments to expand before 2014, though, when the demand 
outlook gains sufficiently in strength for firms to envisage expanding capacities 
again. Overall, this should then lead to an acceleration to 1.6% GDP growth.  
 
In France, consumption and investments are expected to remain weak, given the 
subdued sentiment and fiscal consolidation efforts (tax hikes) hitting both 
households and firms. The labor market is likely to weigh on consumption as well. 
However, based on historical evidence, we still expect domestic demand to remain 
relatively resilient (see also: 'Focus France'). In line with Germany, but to a lesser 
extent, exports should recover gradually throughout the year, supporting GDP 
growth in 2013 (+0.4%) and an acceleration in 2014 (+1%).  
 
Finally, in Italy, in contrast to our expectations, sentiment indicators deteriorated 
again or merely stabilized in January. Domestic demand is unlikely to recover 
anytime soon, as fiscal consolidation efforts are particularly pronounced and weigh 
on firms' and households' confidence and spending behavior. Households are 
currently especially concerned about the economic and labor market outlook while - 
given the very low household indebtedness - they are able to partly compensate for 
the weaker income by dissaving. This should contribute to a stabilization of 
consumption. Progress made with respect to competitiveness (labor and product 
market reforms - see 'Italy: Focus on Growth') should enable Italian exports to 
increase slightly. Hence, we continue to assume a bottoming out of the economy in 
the second HY 2013, implying a growth rate at -0.8% for 2013 and a return to 
subdued growth within the next two years (2014: 0.6%). The biggest risk in this 
respect is a political reversal from the reform path started - but not finished - by Mr. 
Monti.  
 
Summing up, to a different degree depending on the country, consumption and 
investments are likely to remain subdued throughout 2013, with a bottoming out 
setting in during the course of the year. A visible improvement of export order intake 
as well as the improvement of the global outlook (US) point to a recovery of foreign 
demand, which is much needed as a growth impulse. Increasing exports should in 
turn help firms to increase hiring in the medium term, which should support the 
labor market and consumption, leading the Eurozone out of the crisis on a very slow 



path. In line with the updated growth outlook, we expect the unemployment rate to 
peak out at 12% in 2013 and to decrease to 11.7% in 2014.  
 
Finally, the outlook is not fully independent of potential further action by the ECB. If 
financing conditions remain very tight in the periphery, this has the potential to 
dampen investments additionally and might eventually lead to a prolonged recession 
there.  
 
28. Volume of retail trade down by 0.8% MoM in euro area  
Erste 
February 5, 2013 
 
In December 2012 compared with November 2012, the volume of retail trade fell by 
0.8% in the euro area (EA17) and by 0.6% in the EU27, according to estimates from 
Eurostat, the statistical office of the European Union. In November retail trade 
decreased by 0.1% in the euro area and remained stable in the EU27.  
 
In December 2012, compared with December 2011, the retail sales index dropped by 
3.4% in the euro area and by 2.0% in the EU27. The average volume of retail trade 
index for 2012, compared with 2011, fell by 1.7% in the euro area and by 0.6% in 
the EU27.  
 
Monthly comparison  
In December 2012, compared with November 2012, "Food, drinks and tobacco" fell 
by 0.8% in the euro area and by 0.6% in the EU27. The non-food sector declined by 
1.0% and 0.7% respectively.  
 
Among the Member States for which data are available, total retail trade fell in 
twelve, rose in eight and remained stable in Finland. The largest decreases were 
observed in Romania (-3.2%), Spain (-2.2%) and Slovenia (-2.1%), and the highest 
increases in Luxembourg and Poland (both +2.2%) and Estonia (+1.9%).  
 
Annual comparison  
In December 2012, compared with December 2011, "Food, drinks and tobacco" fell 
by 2.1% in the euro area and by 1.8% in the EU27. The non-food sector dropped by 
4.2% and 1.7% respectively.  
 
Among the Member States for which data are available, total retail trade fell in 
twelve and rose in nine. The largest decreases were observed in Spain (-12.3%), 
Portugal (-8.6%) and Slovenia (-7.5%), and the highest increases in Latvia 
(+12.5%), Estonia (+7.2%) and Lithuania (+2.7%).  
 

RUSSIA macro news 
29. Ulyukaev considers 2% as a CPI target from 2016  
VTB Capital  
February 7, 2013  
 
News: The CBR's First Deputy Chairman Alexey Ulyukaev met with journalists on 
Wednesday and mentioned that the long-term inflation goal after implementing the 
inflation targeting framework in Russia (the goal for 2016) might be set at 2% (+/- 
1%). 
 



Our View: There are two important implications of a 2% CPI target. 
 
In order to achieve such strong disinflation in the coming years, the CBR would need 
to conduct a tight monetary policy for a long time and keep economic growth below 
potential (less than 3.0% for the next several years). Such a scenario potentially 
implies higher real and lower nominal rates, weaker economic growth, lower inflation 
and a stronger currency. 
 
It is potentially supportive for long-term bonds, if delivered credibly. If the CBR 
reaches this goal and brings long-term inflation expectations to the same low level, 
long-term yields on OFZs might decline to 5%, well below the current level of above 
7%. 
 
In our view, such a low inflation target is harmful for the economy, as an optimal 
inflation rate for economies in which big structural shifts are underway (and are 
likely to be underway for years to come) is not lower 4%. Such economies typically 
experience wider price growth distribution among different types of goods and 
services. Achieving a 2% target would mean that a wide group of goods and services 
were in deflation mode, which is definitely negative for potential growth. 
 
We do not expect such a low inflation target to be set in Russia, and see the recent 
announcement as part of a political game to protect the regulator’s current hawkish 
stance and allow the CBR to negotiate a higher inflation target (we expect it to be set 
either at 3-5% or 3.5-5.5%). 
 
As of now, we are maintaining our call for 75bp in rate cuts this year and growth 
accelerating into the year-end. Recent CBR proposals will likely be discussed in the 
coming months, giving additional support to long-term RUB-denominated bonds. 
 
Maxim Oreshkin  
Daria Isakova 
 
30. Russia early indicators, January’s growth still weak 
 
VTB Capital 
 
February 6, 2013 
 
Early January indicators, PMIs and hard data taken together, result in a mixed 
economic picture for the beginning of the year.  
 
On the production side, we shall be looking for almost unchanged IP year-on-year 
growth for January, as numerous opposing factors are set to balance each other out 
(beneficial calendar factor and improved gas output vs. a drop in the year-on-year 
growth of rail cargo volumes as well as weaker coal and electricity indicators).  
 
Meanwhile, positive customs data for non-CIS imports is supportive for consumption 
growth, especially given the increase in imports of investment goods. However, a 
slowdown in Services PMI (particularly in its business expectation sub-index) ate into 
this upbeat sentiment, flagging softer consumption.  
 
Overall, we expect the economy to remain weak, with GDP growth at 2.0-2.5% year-
on-year over the coming quarters under our Brent scenario of $110/bbl. 



 
Manufacturing PMI jumped, Services PMI marginally down. January Manufacturing 
PMI came in at 52.0 (up from 50.0 in December), while the Services PMI index 
edged down to a four-month low of 55.7 (from 56.1), although it was still above the 
long-term average. 
 
New orders – highly positive in manufacturing sector. The respective sub-index of 
the Manufacturing PMI advanced to 56.7, the highest since March 2011; while new 
export orders returned to positive territory (to 50.2 from the exceptionally low 46.5 
in December). Moreover, the new business sub-index of Services PMI edged down to 
56.0 (from 57.0 a month ago), but nevertheless remained higher than the full-year 
2012 average. 
 
Employment picture softer, inflation pressures slow. Employment growth has 
noticeably slackened recently (the respective component of Services PMI slipped to 
51.7 from 54.8 in December; besides, while the employment sub-index of 
Manufacturing PMI ticked up last month to 47.1, it remains well below the ‘no-
change’ mark). This supports our view that anaemic economic conditions are likely to 
push the unemployment rate higher with a several-month lag. Hence, we might see 
a pick up in the headline indicator already in January (and not only on the back of 
seasonally weaker demand for labour resources, but also on the abovementioned 
factor). Furthermore, the rates for both input and output price inflation declined in 
January. 
 
Slower growth in almost all components of IP to offset +1 day. We think the 
favourable calendar factor (17 days in January 2013 vs. 16 days in January 2012) 
will not be enough to spur IP growth higher, but will just underpin it near the current 
level. The increase in the mining sector would likely remain close to zero, similar to 
previous months (as accelerated gas production (to 3.6% from 2.7% year-on-year) 
would be set off by worsening output of coal). Manufacturing would slow in year-on-
year terms given that despite survey-based Manufacturing PMI indications of a 
positive bounce back in the sector, annual growth in rail cargo volumes dropped 
6.2%. At the same time, the increase in electricity output decelerated on warmer 
weather (to 1.8% year-on-year from 4.9% year-on-year), meaning that while this 
component was supportive in December, its contribution to IP growth was modest 
last month. 
 
Rail cargo volumes contracted deeper but trend growth improved. Last month, 
growth in rail cargo volumes printed the sharpest fall since the crisis year of 2009 of 
6.2% year-on-year (mainly on a decline in annual growth of such cargos as 
construction materials and oil & oil products, the latter might be explained by the 
launch of the ESPO-2 pipeline). However, a closer look reveals that trend growth 
improved slightly owing to a softer decline in construction materials and accelerated 
volumes of coal and coke transported via railways. Hence, we would treat the recent 
rail cargo data as mostly neutral, showing a somewhat misleading representation of 
year-on-year growth. 
 
31. CBR publishes first monetary policy report – neutral stance on monetary 
policy confirmed  
VTB Capital 
February 6, 2013 
 



News: The CBR has published its first monetary policy report, giving a detailed view 
on the current macroeconomic situation and monetary policy. 
 
Our View: We welcome the publication and believe that the CBR will continue to 
improve its communication policy.?The report sounds neutral. He CBR says that the 
economy is currently running near potential and that it sees no pressure from the 
demand side on inflation, while at the same time expecting demand dynamics to 
deteriorate somewhat on slowing lending. We still believe that there is already a 
small negative output gap, which is pushing underlying inflation down. We expect 
the weak economic data in 1Q13 and headline CPI reaching its top for 2013 to push 
the CBR to start monetary policy easing in March-April. 
 
?The CBR continues to focus on the dynamics of monetary indicators. It treats the 
latest sharp slowdown of money supply growth rate as a disinflationary 
factor.?According to the CBR, the total amount of available collateral is RUB 5tn (3/4 
is market assets and 1/4 is non-market). The market collateral is 60% utilised while 
for non-market assets the figure is 30% (only loans already approved for refinancing 
are included in the calculation). Through the latter channel, up to RUB 900bn can 
now be provided (and more if additional loans are approved). The CBR argues that 
the current system can easily cope with higher demand for liquidity this year, so we 
do not think the CBR will be in a rush to modify the refinancing system. This 
supports our view that FX swaps and loans backed by non-market assets will be the 
key sources of new refinancing to banks this year. We see the optimum collateral 
utilisation level at 10-20%.? 
 
The CBR also mentioned that, under a scenario of deteriorating external conditions 
and RUB weakness, the regulator’s initial reaction would not be policy easing, but 
tightening. This is in line with the view expressed in our Russia’s economy outlook 
2013: time to deliver, of 21 January. 
 
Colin Smith  
Marc Jacouris, CFA 
 
32. Customs collection for Russia's federal budget falls 16% in January 
bne  
February 5, 2013  
 
Russia's Federal Customs Service decreased its contributions to the federal budget 
by 15.9% to RUB410.76bn in January, according to the service's statement, Prime 
reported. 
 
In January-November 2012, the service collected RUB5.849tn, a 10.1% increase, it 
said earlier. 
 
33. Manufacturing PMI improved slightly to 52.0 in January  
VTB Capital 
February 4, 2013  
 
News: Manufacturing PMI advanced slightly to 52.0 in January from the no-change 
level in December, exceeding last year’s average. The detailed breakdown reveals a 
rebound in all major components. New orders jumped from 52.9 to 56.7, a 22-month 
high, while new export orders returned to positive territory (to 50.2 from the 
exceptionally low 46.5 in December), output edged up to 53.2 from 50.6 in a month 



ago. Meanwhile employment improved a little to 47.1, remaining below the ‘no-
change’ mark for the third consecutive month.?At the same time, the rates for input 
and output price inflation slowed in January, with a significant change in the former 
(down to 52.5 from 56.0 in December) and a modest downturn in the latter (down to 
51.9 from 52.9). 
 
Our View: The latest manufacturing PMI reading reflects a modest rebound in sector 
growth, mainly coming from improvements in internal and export demand. Most of 
the sub-indices point to faster growth, but we consider January’s acceleration to be 
fragile and do not see enough ground for growth to aggressively recover in the 
coming quarters. Instead, we think than 1H13 will see economic growth bottoming 
out and then, closer to the year-end, the economy will likely turn around following 
monetary easing and public infrastructure spending.?On a positive note, growth in 
input and output prices continued to follow a downward path, supporting our view 
that the underlying inflation trend has become disinflationary. We suggest that after 
a one-off pick-up in headline CPI in January-February, we will see a downward trend 
in headline CPI. 
 
Maxim Oreshkin  
Daria Isakova 
 
34. Non-CIS imports accelerated slightly in January  
VTB Capital 
February 5, 2013 
 
News: The Russian Federal Customs reported that growth in non-CIS imports in 
January jumped to 14.5% YoY (but down to 0.5% MoM SA), from 4.4% YoY in 2012 
on average, reaching an 11-month high. Growth in non-volatile components also 
improved, reaching the highest level since February 2012 of 12.9% YoY from 1.5% 
YoY in the previous month and 7.1% YoY in 2012; imports of investment goods 
added 13.8% YoY vs. 1.4% YoY in December. Importantly, car import growth slid 
into the negative area again, with a 0.4% YoY decline, after a 2.1% YoY increase in 
the last month of 2012. Furthermore, the annual increase in volatile items (planes, 
ships, sugar, vegetables and pharma) spiked to 37.0% YoY from the 3.0% YoY a 
month ago. 
 
Our View: The recent reading implies only a benign upturn in import growth at the 
beginning of this year, as the strong total YoY number hides an exceptional surge in 
the volatile components (especially in imports of railroad engines and 
pharmaceuticals) and trend growth (MoM SA 3mMA annualised) in imports of non-
volatile items improved only modestly last month from almost 8% to 10.8%. Among 
the key growth drivers were investment goods (mainly machinery and electrical 
facilities as well as rubber), shoes and clothes. Hence, we might see a rebound in 
fixed capital investment data in January after a decline of 0.7% YoY in December. At 
the same time, the drop in the import of cars is worrying, and might imply that 
weakening activity in the Russian car sector is continuing. 
 
?However, while January’s report might be treated as positive, we do not see much 
support for imports in the near term (on the back of anticipated poor expansion of 
internal demand amid fiscal and lending constraints). Also, do not forget that 
stronger EURUSD is a factor supporting the USD-denominated indicator.?Even 
though we see higher exports (to follow the strong oil price performance in 



December-January), recovered imports would likely impede the trade balance from 
expanding greatly in January. 
 
Maxim Oreshkin  
Daria Isakova 
 
35. Rouble REER gained 1.7% MoM in January  
VTB Capital 
February 7, 2013 
 
News: The rouble real effective exchange rate appreciated 1.7% MoM in January, 
strengthening a bit from the 1.5% monthly increase in December. In real terms, RUB 
strengthened 2.9% MoM against USD (vs. +3.0% YoY in December 2012) and 0.8% 
MoM against EUR (+0.3% YoY in December 2012). 
 
Our View: RUB REER appreciation in January was partly a result of the nominal 
rouble strengthening amid higher oil quotes and inflows into the OFZ market (RUB 
was up 1.6% MoM against USD and 0.1% MoM against EUR, according to official 
average rates) and a spike in CPI (to 7.1% YoY from 6.6% YoY in December). Since 
January 2008, RUB REER has gained 17.3%. ?The first quarter is seasonally 
supportive for RUB and, as in 2012, this year RUB started to outperform most of the 
other EM currencies. In the coming months, we suggest that internal factors will 
continue to support Russia’s national currency and RUBBASKET might slide to 34.0. 
However, in the medium and long term, we expect the terms of trade to be stable to 
worsening (implying that Russia is unlikely to receive more imports for a unit of its 
exported goods or services). Therefore, we anticipate the pace of RUB appreciation 
slowing to 1.0-1.5% YoY. That will depend heavily on how what level of productivity 
growth Russia can achieve.  
 
36. Russia has one-off pick-up in headline inflation in January, but core 
slows 
VTB Capital 
February 6, 2013 
 
Inflation jumped to 7.1% in January year-on-year, but analysts say it was a one off 
and underlying inflation is slowing.  
 
The recent sharp upwards move in headline CPI did not come as a surprise, given 
that minimum vodka prices, regulated rail tariffs, tobacco and gasoline excises were 
all hiked in early January.  
 
At the same time, the latest CPI report reflects that the underlying disinflationary 
trend remains in place. Hence, in February we expect headline CPI growth to 
approach its high for 2013 and then gradually moderate towards the CBR’s target 
range of 5-6% YoY.  
 
We see the annual CPI growth reaching 5.4% at the end of 2013 after touching 5.0% 
in September. Slowing core inflation is likely to give the CBR more confidence to 
ease monetary policy.  
 
However, we do not expect policymakers to make an explicit cut in the key rates 
until headline CPI reaches its highs (just to avoid higher inflationary expectations, 
which might turn out to be self-fulfilling and so pose a risk to the macroeconomic 



picture in the long term). We expect to see the first easing steps as early as March-
April. 
 
CPI up 1.0% MoM in January on food component. The YoY growth in the headline 
reading totalled 7.1% vs. 6.6% YoY in December. The final reading was in line with 
our expectations and coincided with the weekly data, which implied 0.8% CPI growth 
in 1-28 January. Food inflation shot up to 8.6% YoY (from 7.5% YoY in December) 
spurred by a spike in fruit and vegetables (+16.1% YoY). Services tariff inflation 
advanced to 7.8% YoY (from 7.2% YoY), while non-food inflation edged down to 
5.1% YoY (from 5.2% YoY). Rosstat’s core inflation remained at 5.7% YoY in the first 
month of this year. 
 
Higher minimum alcohol prices brought accelerated food price growth. The sharp 
increase in the food component in January remained the key growth driver of the 
headline CPI (last month, the food component made up 3.2pp of the CPI increase, a 
17-month high). Vodka alone explained 0.4pp of the annual growth in the headline 
consumer price index and 1.1pp in the food component, as the minimum price for 
vodka of regular quality was hiked 36% on 1 January 2013. It is notable that, for the 
first time, the planned minimum price for vodka exceeded its current market price. 
Thus, the last time that imposing a new minimum price had such a strong effect on 
the actual price of vodka was in the middle of last year. 
 
Tobacco and gasoline excises added heavily to headline CPI. Prices for tobacco 
products and gasoline were up 22.8% YoY and 7.8% YoY, respectively, in January, 
which implies that each item made a contribution of 0.2pp to the annual growth of 
headline CPI. Excise rates on tobacco products were hiked around 40% from 1 
January 2013, while on gasoline (with lower quality) they were increased 23-25%. 
 
More grounds to believe that CBR inflation target will be met this year. We are still 
confident with our full-year forecast for 2013 at 5.4% YoY. Therefore the CBR’s CPI 
growth forecast of 5-6% YoY for 2013 will be achieved, in our view. The disinflation 
trend is set to persist, owing to the overall muted economic picture over the coming 
months, with the currently strong RUB also supportive for contained inflation. It is 
worth noting that monetary easing (we expect a 75bp cut in key rates during 1H13) 
would only add to inflationary pressures in late 2013 – early 2014 Core inflation 
growth persists, with a downward trend. CPI growth excluding food, gasoline and 
tariffs continued to slow, ticking down 0.1pp to 5.1% YoY, a two-year low. The 
annualised SA MoM growth of our core inflation index declined to 3.8% YoY (vs. 
4.2% YoY in December), flagging that the smoothing underlying inflation trend is still 
in place. 
 
January CPI unlikely to surprise the CBR. We do not think the CPI report surprised 
the regulator, especially given the latter’s comments in the first issue of the 
quarterly report on monetary policy (published earlier). Even though the headline 
reading jumped last month, we expect the regulator to refrain from making any 
changes to key policy rates at the next monetary policy meeting (due by 12 
February), given softening underlying inflation as well as slowing economic growth. 
Moreover, we expect the CBR to switch to easing mode in March-April 2013, with an 
estimated 75bp rate cut over the whole year. 
 
Maxim Oreshkin 
 
37. Russia’s Reserve Fund rises 37% to RUB2.589tn in January 



bne  
February 1, 2013  
 
The volume of Russia’s Reserve Fund, which protects the budget against a fall in oil 
prices, increased 37% in January to RUB2.679tn, the Finance Ministry said on Friday, 
Prime reported. 
 
The National Wealth Fund, meant to secure Russia’s pension system, shrank 0.4% in 
January to RUB2.679tn. 
 
38. Russia’s deviation between income growth and retail trade is the main 
surprise of 2012 
Alfa Bank 
February 5, 2013 
 
The key paradox of 2012 is that the deceleration in retail trade from 7.0% y/y in 
2011 to 5.9% y/y in 2012 was accompanied by a significant acceleration of income 
growth.  
 
Real wages grew 7.8% y/y and real disposable income was up 4.2% y/y in 2012 
versus 2.8% y/y and 0.4% y/y, respectively, in 2011. We believe this suggests that 
Rosstat will have to revise down its income figures in the nearest future. However, it 
could be that the increase in interest rates last year was so substantial that the fast 
retail loan growth hindered rather than supported consumption growth.  
 

RUSSIA bonds 
39. VEB to buy RUB200-300bn infrastructure bonds in 2013 
bne  
February 8, 2013 
 
Russia's Vnesheconombank (VEB) will raise the amount of purchased infrastructure 
bonds to RUB200-300bn in 2013 from RUB50bn in 2012, Alexander Popov, the trust 
management department director said, Prime reported. 
 
Popov said that the infrastructure bond portfolio stood at 90 billion rubles as of the 
end of 2012. "This is not much, just 5% of the extended pension savings portfolio," 
he said. 
 
VEB bought bonds of Russian Railways, Federal Grid Company of Unified Energy 
Systems (FGC UES), and Transneft last year, he said. 
 
According to Popov, in 2013 the development bank will purchase RUB100bn Russian 
Railways securities. 
 
40. Aeroflot to sell RUB5bn 3-year exchange bond 
bne  
February 5, 2013  
 
National flag carrier Aeroflot Russian Airlines plans to sell a RUB5bn 3-year exchange 
bond of the 3rd series, the company said, citing a decision made by its board of 
directors. 
 



The bond carries semiannual coupons and has an early redemption option. 
 
Aeroflot has two outstanding exchange bonds totaling RUB12bn with the maturity in 
April. 
 
41. Asian-Pacific Bank plans bookbuilding for RUB3bn, BO-01 bond on 
February 7-14 
Alfa Bank 
February 4, 2013 
 
The technical placement on MICEX is preliminarily planned for February 19. The bond 
matures in three years, has semi-annual coupon payments and a 1.5-year put option 
at face value. The issuer is marketing the coupon rate before the put at 10.5-11.0% 
pa, which corresponds to a yield of 10.78-11.30%. The arrangers are VTB Capital, 
Promsvyazbank and Nomos Bank. 
 
42. B&N Bank to offer 1-yr dollar ECPs at 7.5% 
bne  
February 7, 2013  
 
Russia's B&N Bank, one of the country's 30 largest banks, will offer 1-year U.S. 
dollar-denominated European commercial papers (ECPs) at 7.5% annually, a banking 
source told Prime. 
 
"The bid book will be closed on Thursday at noon, London time," the source said. 
 
B&N Bank held meetings with investors on February 1. 
 
The bank appointed BCP Securities and VTB Capital to organize the roadshow. 
 
43. Bashneft opens application book for series 06-09 bonds with a total 
volume of RUB30bn 
Alfa Bank 
February 5, 2013 
 
Collection of applications will last until February 7. The technical placement of the 
issue on MICEX is planned for February 12. The volume of the series 06 and 07 will 
be RUB10bn each and the series 08 and 09 RUB5bn each. The issues will have a 
maturity of 10 years with semiannual coupon payments. 
 
The series 06 and 08 issues include a 5-year put option, and the series 07 and 09 
have a 7-year put option. The guidance for coupon rate until the 5-year put option 
has been set at 8.50-8.75% pa, which corresponds to a yield of 8.68-8.94%. The 
guidance for the coupon until the 7-year put option is 8.70-8.95% pa, which 
corresponds to a yield of 8.89-9.15% pa. The arranger of the loan is Gazprombank. 
 
44. Credit Europe Bank to conduct bookbuilding on its RUB5bn series BO-04 
bond on February 13-15 
Alfa Bank 
February 7, 2013  
 



The technical placement on MICEX is tentatively set for February 19. The issue 
matures in three years and offers a one-year put option. The coupon rate before the 
put is being marketed in the range of 9.3-9.8% pa, which corresponds to a yield of 
9.52-10.54%. The arrangers are Alfa-Bank, VTB Capital, Nomos Bank and Russian 
Agricultural Bank. 
 
45. Gazprombank to place yuan-denominated Eurobond, with yield guidance 
at about 4% pa  
Alfa Bank 
February 4, 2013 
 
Gazprombank plans to place a three-year bond denominated in yuan (dim sum 
bonds). The yield guidance is for around 4% pa. The issuer is to be GPB Eurobonds 
Finance Plc; the arrangers are BNP Paribas and GPB Financial Services.  
 
46. HSBC places ruble bonds in Japan 
Alfa Bank 
February 7, 2013 
 
HSBC is placing a three-year bond denominated in Russian rubles (uridashi bonds) 
for RUB100m at a yield of 5% pa. Uridashi bonds are aimed at Japanese retail 
investors. 
 
47. Hydromashservice closes book on series 03, RUB3bn bond, setting 
coupon rate at 10.10% pa  
Alfa Bank 
February 4, 2013 
 
The technical placement on MICEX is to take place on February 5. The bond matures 
in five years, has semi-annual coupon payments and a three-year put option at face 
value. Book-building set the coupon rate before the put at 10.10% pa, with an initial 
range of 10.00-10.25%. The arrangers are VTB Capital and Sberbank CIB.  
 
48. LOCKO-Bank to open book on February 6 for placement of BO-02 bonds 
worth RUB3bn 
Alfa Bank 
February 6, 2013 
 
Collection of applications will last until February 12, and the technical placement of 
the loan on MICEX will be February 14. The issue will have a maturity of 3 years with 
semiannual coupon payments and a 1-year put option. The guidance of the coupon 
rate until the put has been set at 10.25-10.75% pa, which corresponds to a yield of 
10.51-11.04%. The arrangers of the loan are Bank Zenit, LOCKO-Invest and Nomos 
Bank. 
 
49. MOESK plans to place series BO-03 commercial paper for RUB5bn 
Alfa Bank 
February 7, 2013 
 
The placement will take the form of a tender to set the rate for the first coupon 
period. 
 



The bond matures in three years (1092 days) from the date of placement. No put 
option is offered. 
 
The arrangers are Gazprombank and VTB Capital; the placement agent is 
Gazprombank. 
 
50. Metalloinvest closes book on series 02 and series 03 bonds totaling 
RUB10bn 
Alfa Bank 
February 7, 2013  
 
The technical placement on the exchange is set for February 8. Each issue has a 
volume of RUB5bn, with maturity in 10 years, semi-annual coupon payments and a 
five-year put option at face value. Bookbuilding set the coupon rate before the put at 
8.90% pa, which was lower than the targeted range. The arrangers are Sberbank 
CIB and VTB Capital. 
 
51. NLMK to start road show on February 6, may place dollar Eurobonds 
Alfa Bank 
February 6, 2013 
 
The road show starts in London and Boston on February 6 and continues on February 
7 in London and New York. As a result of the meetings with investors the company 
may issue Eurobonds denominated in dollars. The issue will be placed in accordance 
with Reg S/144A. The arrangers are Deutsche Bank, J.P. Morgan and Societe 
Generale. 
 
52. PhosAgro places Eurobonds worth $500m with yield of 4.204% pa 
Alfa Bank 
February 7, 2013  
 
The yield guidance for PhosAgro’s 5-year Eurobonds worth $500m was lowered from 
337.5bp to the mid-swap to MS+320-330bp. The placement occurred at the lower 
end of the reduced guidance. The book was 5x oversubscribed, and the arrangers of 
the placement received more than 240 applications from investors. 
 
The issuer is PhosAgro Bond Funding Ltd. The arrangers are Citi, Raiffeisen Bank 
International, Sberbank CIB and VTB Capital. 
 
53. Promsvyazbank prepares $1bn ECP program 
Alfa Bank 
February 5, 2013 
 
The shareholders of Promsvyazbank have approved a $1bn Euro-commercial paper 
program. The proposed maturity is no more than one year. The issuer is to be PSB 
ECP Limited. 
 
54. RusHydro places RUB 20bn worth of bonds at 8.5% annually 
VTB Capital 
February 9, 2013 
 



February 8, 2013. JSC RusHydro closed the order book for its issues of series 07 and 
08 bonds. Each issue has a notional value of RUB 10bn, for a total value of RUB 
20bn, a put offer after five years (buyback of the bonds by the issuer if bondholders 
choose), and a set coupon rate. 
 
The order book for the issue of up to RUB 20bn worth of series 07 and 08 bonds was 
opened on February 7, 2013, with a coupon guidance range of 8.50-8.75% annually, 
which corresponds to the yield of the five-year put option of 8.68-8.94% annually. 
During book-building, the range for the first coupon was narrowed and lowered, with 
two revisions having been made. 
 
During book-building, over 50 investor bids were received for the bonds with the 
coupon rate falling in the range from 8.35% to 8.60% annually. Total demand for 
the bonds exceeded the initial offering. 
 
The order book for the issue of series 07 and 08 bonds by RusHydro was closed on 
February 08, 2013, at 16:00 Moscow time. 
 
Having reviewed the received bids, RusHydro set the rate for coupons 1-10 at 8.5% 
annually. 
 
Taking into account the market situation, price of the placement, coupon rate, and 
demand for the bonds, RusHydro made the decision to accept 47 investor bids and 
place the full RUB 20bn of the series 07 and 08 bonds. 
 
RusHydro’s series 07 and 08 bonds are scheduled to be included in the MICEX 
Quotation List A, first level. 
 
By decision of the issuer, the non-convertible interest-bearing bonds will begin being 
placed on February 14, 2013. The technical underwriter was Sberbank CIB1. The 
arrangers were Sberbank CIB, VTB Capital, and Sviaz-Bank. Co-arrangers were 
UniCredit Bank, Baltic Financial Agency, and GLOBEX Bank. The underwriter was B&N 
Bank. 
 
The procedure for the placement was determined by ruling on the issue of securities 
and approved by the Board of Directors of JSC RusHydro on October 30, 2012. 
 
The bond issuances were registered with the FFMS of Russia on December 27, 2012 
(government registration number 4-07-55038-E and 4-08-55038-?. The notional 
value of each bond is RUB 1,000. 
 
55. Ruspetro plans to place 5-year dollar Eurobonds, yield guidance of 11-
11.5% pa 
Alfa Bank 
February 6, 2013 
 
The yield guidance for Ruspetro’s 5-year dollar Eurobonds is 11-11.5% pa (low/mid 
11.00%). 
 
It was previously announced that the company intended to place Eurobonds in the 
amount of up to $50m. The Eurobonds will conform to 144A/Reg S. The road show 
started on January 28. 
 



56. SDM-Bank to open book for RUB1.5bn debut bond on February 25 
bne  
February 7, 2013 
 
Russia's SDM-Bank plans to start book building for its debut RUB1.5bn 3-year bond 
on February 25, according to the bank's data seen by Prime. 
 
The bidding book will close on February 27, while the placement on the Moscow 
Exchange will take place on March 1. 
 
The guidance for the first coupon rate is set at 12.25-12.75%, which corresponds to 
an annual yield of 12.63-13.16%. 
 
Otkritie Bank and Raiffeisenbank are organizers of the offering. 
 
57. Sberbank places Eurobonds worth CHF200m at 2.065% pa 
Alfa Bank 
February 7, 2013  
 
Sberbank planned to place 4-year Eurobonds worth at least CHF150m. The yield 
guidance was set at around 170bp to the mid-swap. A coupon is paid once per year. 
The paper matures in February 2017. 
 
The arrangers are UBS, Credit Suisse and Sberbank CIB. 
 
58. Sistema sets RUB10bn secondary bond price at 100.65% 
bne  
February 1, 2013  
 
Russian multi-industry holding Sistema has set the price for a secondary offering of a 
RUB10bn bond at 100.65%, corresponding to an 8.72% yield annually, a banking 
source told Prime. 
 
Bids were accepted from Tuesday till Thursday. The technical placement will take 
place on February 5. 
 
The issue, amounting to RUB19bn, was initially sold in December 2009. It matures 
on November 24, 2016. 
 
59. Tatfondbank closes book on RUB2bn series BO-07 bond, setting coupon 
rate at 12.75% pa 
Alfa Bank 
February 7, 2013  
 
The technical placement on MICEX is set for February 8. The bond matures in three 
years, has semi-annual coupon payments and a one-year put option at face value. 
Bookbuilding set the coupon rate before the put in the middle of the marketed rage, 
at 12.75% pa. The arrangers are Promsvyazbank and BK Region. 
 
60. UBRD sells $50m European commercial papers 
bne  
February 4, 2013  



 
The Urals Bank for Reconstruction and Development (UBRD) has sold a $50m debut 
issue of European commercial papers (ECP), the bank said, Prime reported. 
 
The bidding book was nearly oversubscribed on two occasions. 
 
The yield rate was not disclosed. 
 
"The bank will keep offering securities in the Russian and international money 
markets. These measures favor UBRD's approach to foreign markets, foreign 
creditors base extension, and borrowing base diversification," the bank's 
international business department Director Sergei Sisoshvili said. 
 
61. UniCredit Bank opens book on another series BO-07 bond for RUB5bn 
Alfa Bank 
February 7, 2013  
 
The issue will have the same parameters as the series BO-06, which is currently in 
bookbuilding. The issue matures in three years and has semi-annual coupon 
payments. The rate before maturity is being marketed in the range of 8.7-8.9% pa. 
The technical placement on MICEX of both issues is set for February 14. 
 
62. VEB to buy RUB200-300bn infrastructure bonds in 2013 
bne  
February 8, 2013 
 
Russia's Vnesheconombank (VEB) will raise the amount of purchased infrastructure 
bonds to RUB200-300bn in 2013 from RUB50bn in 2012, Alexander Popov, the trust 
management department director said, Prime reported. 
 
Popov said that the infrastructure bond portfolio stood at 90 billion rubles as of the 
end of 2012. "This is not much, just 5% of the extended pension savings portfolio," 
he said. 
 
VEB bought bonds of Russian Railways, Federal Grid Company of Unified Energy 
Systems (FGC UES), and Transneft last year, he said. 
 
According to Popov, in 2013 the development bank will purchase RUB100bn Russian 
Railways securities. 
 
63. VTB Capital places Turkish Lira 300 million ($170 million) bond issue 
Press release 
February 7, 2013 
 
VTB Capital plc has successfully issued a two-year, TL 300 million ($170m) bond in 
Turkey, with a semi-annual coupon of 3.89%. 
 
The bookrunner of the new issue was Garantibank. The bonds were placed on the 
Istanbul Stock Exchange for qualified investors. 
 



This is the second Turkish Lira issue for VTB Capital. In April 2012 the bank 
successfully placed a three-year TL 300 million bond issue, becoming the first foreign 
entity to issue a local currency bond for the Turkish market. 
 
Atanas Bostandjiev, CEO, UK and International of VTB Capital, commented: "VTB 
Capital sees great opportunity in Turkey and has led the way as the first foreign 
entity to issue a Turkish Lira bond for the local market. This latest placement is an 
important part of our expansion strategy and shows our ongoing commitment to the 
market as well as our belief in the strength and depth of the Turkish capital 
markets." 
 
Makram Abboud, CEO Middle East & Africa for VTB Capital plc, said: "VTB Capital 
continues to actively develop its business in Turkey and is constantly expanding its 
range of investment banking services in the region. In 2012, we made several high 
profile hires and have built a very strong Turkey origination and coverage team that 
is providing leading investment banking services in Turkey. This latest Turkish Lira 
issuance by VTB Capital reaffirms our belief in the sophistication of Turkish 
institutional investors and the deepening of the local capital markets." 
 
64. VTB Capital to offer RUB22bn bonds 
bne  
February 5, 2013  
 
VTB Capital Finance, a special purpose vehicle of Russian investment bank VTB 
Capital, will offer RUB22bn worth of 11 issues of 10-year bonds, the company said, 
Prime reported. 
 
The final decision on the placement will be made on March 1 at a shareholder 
meeting. 
 
The amount of the 13 to 17 issues is RUB1bn each; the 18 to 20 issues is RUB2bn 
each; the 21 to 22 issues is RUB3bn each; and of the 23th issue is RUB5bn. 
 
65. VimpelCom placing 10-year Eurobonds worth $1bn and 6-year worth 
$600m 
Alfa Bank 
February 7, 2013  
 
VimpelCom Ltd is placing 10-year Eurobonds worth $1bn and 6-year in the amount 
of $600m. The yield of the 10-year tranche is 5.95%, or 390.9bp to the mid-swap. 
For the 6-year it is 5.2% (395.6bp). The initial guidance for the yield of both tranche 
was 425bp to the mid-swap. In addition to the dollar Eurobonds the company is 
placing 5-year Eurobonds in rubles (yield guidance of around 9% pa). The issues are 
being placed in accordance with 144A/Reg S. The issuer is VimpelCom Holdings B.V. 
 
The arrangers are Barclays, Citigroup, ING and Royal Bank of Scotland. 
 

RUSSIA loans 
66. GAZ to start repaying main part of debt to banks in 2014 
bne  
February 5, 2013  
 



Russian car maker GAZ Group will start repaying the main part of its debt to banks 
in 2014, President Bo Andersson said, Prime reported. 
 
Andersson said that the group came to terms with banks in 2011 to restructure the 
debt, and now instead of 21 banks, GAZ Group's major lenders are the country's 
largest banks - Sberbank and VTB Bank. 
 
"We are performing our obligations on the matter, and we plan to pay the main part 
in 2014 in accordance with the schedule," he said. 
 
GAZ Group took out RUB38bn from VTB Bank in 2011 for up to seven years. 
 
The group's accounts payable were at RUB15.3bn as of June 30, 2012, as calculated 
under IFRS. 
 
67. Rusal receives $400m syndicated loan  
bne  
February 4, 2013 
 
UC Rusal made an agreement on a syndicated loan of up to $400m with a pool of 
international banks led by ING Bank, the company said, Vedomosti reported. 
 
The money will be received early February and transferred immediately to partly 
repay the $4.75bn syndicated loan in the third or fourth quarter, UC Rusal stated. 
Payments will total $406m, including the company's own funds in the amount of up 
to $80m. 
 
The $400m loan is provided for five years in US dollars and euros (the proportion is 
unknown). The interest rate is set as the 3-month Libor or Euribor plus a margin 
whose rate depends on UC Rusal's net debt/EBITDA ratio (which is measured 
quarterly), but cannot exceed 4.5%. The terms were disclosed by UC Rusal's 
subsidiaries Rusal-Krasnoyarsk and Rusal-Bratsk acting as guarantors for the parent 
company. 
 
In 2013, UC Rusal is to repay $1.3bn to banks, a larger part of the amount being 
payments on the syndicated loan, the company says in its presentation on 9M 2012 
performance.  
 
VTB Capital analyst Vadim Astapovich, cited by Vedomosti, estimates UC Rusal's net 
debt ($10.9bn)/EBITDA ratio at about 4 as of the end of 2012. The interest rate on 
the new loan is not clear. Therefore it's difficult to tell whether terms of the new loan 
will be more favorable or not, says the expert. It's doubtful that UC Rusal agreed to 
a dramatic deterioration in the terms of the loan, says Kirill Chuiko, an analyst at 
BCS, cited by Vedomosti. 
 
Investors responded to the company's news negatively. On the Hong Kong Stock 
Exchange, UC Rusal fell by 1.47% to $9.3bn. 
 

RUS RATINGS 
68. Moody's assigns Baa1 rating to AHML's local-currency senior unsecured  
debt; outlook stable 
Moody's 



February 6, 2013 
 
London, 05 February 2013 -- Moody's Investors Service has today assigned a  Baa1 
(stable outlook) long-term local-currency senior unsecured debt  rating to the RUB15 
billion Loan Participation Notes (LPN) issue maturing  in February 2018 that have 
been issued on a limited recourse basis by  AHML Finance Limited (Ireland) for the 
sole purpose of financing a loan  to Open Joint-Stock Company "The Agency For 
Housing Mortgage Lending"  (AHML). 
 
RATINGS RATIONALE 
 
The Baa1 local-currency senior unsecured debt rating assigned to the LPNs  is in line 
with AHML's long-term local-currency issuer rating which, in  turn, is based on the 
company's fundamental credit quality. The holders  of the notes will be relying solely 
and exclusively on the credit and  financial standing of AHML in respect of the 
financial servicing of the  notes. Moody's explains that AHML's obligations under the 
loan agreement  will rank at all times at least 'pari passu' with all other present and  
future unsecured and unsubordinated obligations of AHML, save for such  obligations 
as may be preferred by provisions of law that are both  mandatory and of general 
application. 
 
The loan agreement contains a negative pledge clause and certain other covenants, 
including a limitation on disposals by AHML and its  subsidiaries. Moreover, it 
stipulates that AHML shall not permit its  consolidated total equity-to-consolidated 
total assets ratio to fall below 15%, as determined by reference to the latest annual 
consolidated  audited financial statements of the AHML Group prepared in 
accordance  with IFRS. 
 
69. Moody's affirms Baa3 issuer rating and assigns (P)Baa3 rating to 
NLMK's  proposed loan participation notes; stable outlook 
Moody's 
February 6, 2013 
 
London, 05 February 2013 -- Moody's Investors Service has today affirmed  NLMK's 
Baa3 issuer rating and assigned a provisional (P)Baa3 rating to  the proposed loan 
participation notes to be issued by, but with limited  recourse to, Steel Funding 
Limited, a private limited company  incorporated in Ireland. The notes will be issued 
for the sole purpose of  financing a loan to NLMK (under a facility agreement with 
Steel Funding  Limited). NLMK will use the proceeds from the loan for general 
corporate  purposes, including refinancing indebtedness. The outlook on the rating  is 
stable. 
 
Moody's issues provisional ratings in advance of the final sale of  securities, and 
these ratings represent only the rating agency's preliminary opinion. Upon a 
conclusive review of the transaction and  associated documentation, Moody's will 
assign definitive ratings to the  bonds. A final rating may differ from a provisional 
rating. 
 
"Our affirmation of the Baa3 issuer rating and assignment of the (P)Baa3  rating to 
NLMK's proposed loan participation notes primarily reflects the  global scale of the 
group's operations, its self-sufficiency in low-cost  iron ore, its low production costs 
and high capacity utilisation," says  Denis Perevezentsev, Moody's Vice-President, 
lead analyst for NLMK. 



 
RATINGS RATIONALE  
 
The (P)Baa3 rating assigned to the proposed notes, which Moody's ranks  pari passu 
with other unsecured debt of NLMK, is in line with the  company's issuer rating. The 
noteholders will benefit from certain  covenants made by NLMK in the underlying 
loan agreement, including a  negative pledge and restrictions on mergers. 
 
NLMK's Baa3 issuer rating reflects (1) the global scale of the group's operations; (2) 
its self-sufficiency in low-cost (approximately $20/tonne, ex-mine) iron ore, the 
prices for which have recovered  substantially since Q4 2012 and which drive around 
half of the group's  operating income and EBITDA; (3) the substantial proportion of 
the  group's overall steel production that is cast at its low-cost Russian  steel mill 
(approximately 95%); (4) the high capacity utilisation of the  Russian mill (98% in 
2012) and the group's overall capacity utilisation  (95% in 2012); (5) the low cash 
cost of slab ($396/tonne in the first  nine months of 2012); and (6) the downstream 
integration of the group's rolling assets in Europe and the US following its acquisition 
of the  rolling assets of SIF S.A. in 2011, which will allow NLMK to convert a  larger 
portion of its slabs into finished steel when European markets  recover. 
 
However, the rating also incorporates a significant amount of uncertainty 
surrounding the European steel market, which will remain under pressure during 
2013 due to sovereign debt problems. These problems reduce the  synergies that 
NLMK actually achieves following the integration of SIF  S.A.'s rolling capacities into 
its "low-cost slab producer" business  model. NLMK Europe is constraining the 
group's performance as a result of  weaknesses in its European end markets (auto, 
construction). However,  NLMK Europe accounted for only 11% of the group's total 
steel product sales in Q4 2012, which limits NLMK's exposure to the division's subpar  
performance. Moreover, NLMK continues to take various steps to improve  the 
profitability of this segment. Moody's expects that NLMK will be able  to improve the 
performance of its European capacities, maintaining the  profitability of its Foreign 
Rolled Products segment (as measured by  operating profits) such that it at least 
breaks even in 2013. 
 
NLMK's operating performance was much stronger during 2012 compared with  2011 
as a result of the ramp-up of the group's new blast furnace No.7 and  converter 
shop, which has a capacity of more than 3 million tonnes and  was put into operation 
at the end of 2011 at its flagship Lipetsk plant.  As a result of the ramp-up, in 2012 
NLMK's crude steel production  increased by 24.7% to 14.9 million tonnes, while its 
finished products  sales increased by 18.4% to 15.2 million tonnes. However, the 
increased  volumes did not compensate for a weaker pricing environment across all 
of  the group's segments and geographies in 2012 compared with 2011. As a  result, 
NLMK's credit metrics deteriorated in the nine months ended 30  September 2012 
compared with the same period of 2011, with the group's  EBIT margin falling to 
8.9% from 19.3% and gross debt/EBITDA leverage  increasing to 3.1x from 2.1x (all 
metrics include Moody's adjustments).  The deterioration in the group's credit 
metrics is also partly explained  by its higher cash balances of $1.8 billion as of 30 
September 2012  (compared with approximately $1.0 billion as of 31 December 
2011) with  net debt/EBITDA of 2.1x (compared to 1.7x as of 31 December 2011). 
 
Given the higher cash balances and weaker prices, Moody's expects that  NLMK's 
gross debt/EBITDA ratio will be around 3.0x as of year-end 2012.  However, the 
rating agency also expects that, as of the year-end 2013,  the group's credit metrics 



will have improved as a result of a recovery  in iron ore prices and the successful 
implementation of price hikes by  steel producers in the Commonwealth of 
Independent States (CIS) from  year-end 2012. Specifically, the rating agency 
expects that, as of the  year-end 2013, the group's gross debt/EBITDA will be 
between 2.0x and  2.5x. Following the completion of major projects, Moody's does 
not expect  NLMK's capital spending to exceed $1 billion (compared with more than 
$2  billion in 2011 and an estimated $1.5 billion for 2012) with a degree of  
discretion on dividend payment in 2013, which will help to conserve cash  and 
decrease leverage. 
 
OUTLOOK 
 
The stable outlook on the rating reflects (1) substantial improvement in  iron ore 
prices at the end of 2012-early 2013; (2) improved sentiment in  the steel sector, 
with the result that CIS steel makers have been  successfully implementing price 
hikes since year-end 2012; and (3) the  company's robust credit metrics, strong 
liquidity profile and  conservative financial policy, with no substantial debt-financed 
M&A or  shareholder distributions envisaged over the next 12-18 months. 
 
WHAT COULD CHANGE THE RATING UP/DOWN 
 
Moody's does not envisage positive pressure being exerted on NLMK's rating in the 
next 12-18 months. However, positive pressure could  develop over time as the 
group continues to build a track record of  profitable operations and maintains its 
conservative financial profile,  with: (1) a Moody's adjusted gross debt/EBITDA ratio 
maintained below  1.5x on a sustainable basis; (2) free cash flow of more than $500  
million; and (3) a Moody's adjusted EBIT margin of around 20%. To  consider an 
upgrade, Moody's would also need to have confidence that NLMK  would continue to 
manage its liquidity prudently. 
 
Conversely, the ratings or outlook could come under downward pressure if  (1) a 
recovery in iron ore or steel products prices does not prove sustainable during 2013; 
(2) NLMK's leverage as measured by Moody's  adjusted gross debt/EBITDA ratio is 
expected to remain above 2.5x on a  sustained basis; or (3) the group's liquidity 
contracts materially. 
 
70. Moody's assigns (P)Ba3 rating to VimpelCom's proposed Eurobond; 
stable  outlook 
Moody's 
06 February 2013  
 
Moody's Investors Service has today assigned a  provisional rating of (P)Ba3, with a 
loss given default (LGD) assessment  of LGD4/50%, to the proposed issuance of up 
to $2 billion worth of notes  by VimpelCom Holdings B.V., a Dutch wholly owned 
subsidiary of VimpelCom  Ltd (VimpelCom; Ba3 stable). The outlook assigned to the 
rating is stable. 
 
VimpelCom OJSC, a wholly owned subsidiary of VimpelCom Holdings B.V.  operating 
in Russia, will guarantee the notes, subject to further  conditions of the issuance. 
VimpelCom Holdings B.V., a holding company  consolidating operating subsidiaries of 
VimpelCom group operating in  Russia, Ukraine and the Commonwealth of 
Independent states (CIS), will  use the proceeds from the notes placement to 
refinance part of its  subsidiaries' debt maturing in 2013. 



 
RATINGS RATIONALE  
 
"The (P)Ba3 rating assigned to the proposed notes is equivalent to  VimpelCom's 
corporate family rating, reflecting our assumption that the  notes will rank pari passu 
with the other unsecured and unsubordinated financial debt of VimpelCom group, 
guaranteed by VimpelCom OJSC," says  Artem Frolov, a Moody's Assistant Vice 
President - Analyst and lead  analyst for VimpelCom. 
 
The notes' documentation contains VimpelCom Holdings B.V.'s option to  terminate 
the guarantee under certain circumstances, in particular, if  the notes' rating is 
upgraded to investment grade by any of the defined  rating agencies, or debt at the 
level of VimpelCom Holdings B.V.'s  subsidiaries is reduced below 25% of its 
consolidated total assets. In  the latter case, if the notes' rating is downgraded within 
60 days as a  result of the guarantee termination, a put option, guaranteed by  
VimpelCom OJSC, may be exercised by noteholders (subject to terms and  conditions 
of the notes). Given that the potential termination of the  guarantee could affect the 
relative ranking of the notes compared with  other debt instruments in the issuer's 
consolidated debt portfolio, the  notes' rating positioning relative to VimpelCom's 
corporate family rating  (CFR) may change over time, if the CFR approaches an 
investment-grade  level, or if the guarantee is terminated under other 
circumstances. 
 
The Ba3 CFR continues to reflect Moody's view that, notwithstanding geographic 
diversification and its significantly larger scale following the acquisition of Wind 
Telecom S.p.A. in April 2011, VimpelCom remains  reliant upon its Russian and 
Ukrainian subsidiaries consolidated under  VimpelCom Holdings B.V. (VimpelCom 
OJSC and Kyivstar, respectively),  which continue to determine its financial flexibility. 
Therefore, Moody's  primarily bases its assessment of VimpelCom's business and 
financial  profile on its Russian and Ukrainian operations. 
 
Moody's does not consider that the highly leveraged nature of Wind Telecom's 
business in Italy (Wind) directly affects VimpelCom's ability  to service its debt 
obligations at this time, as Wind Italy is fully  ring-fenced from VimpelCom, to which 
Wind's creditors have no recourse.  At the same time, VimpelCom does not receive 
any cash distributions from  Wind. 
 
Moody's assumes that VimpelCom does not intend to provide financial assistance to 
Wind at least until July 2013, when the voluntary prepayment of part of Wind's 
expensive debt becomes possible. 
 
Should VimpelCom decide to provide financial support to Wind, Moody's would need 
to reassess to what extent Wind's profile would then negatively affect that of 
VimpelCom. On the other hand, if limitations  on cash flow movements within the 
group structure were removed, a  reassessment of VimpelCom's profile would be 
warranted. Specifically,  this reassessment would take into account the consolidated 
group's  improved scale of operations, geographical and industrial diversification, and 
the new mix of mature and emerging market assets in  its portfolio. 
 
The stable outlook on the ratings reflects Moody's expectation that there  will be no 
demands on VimpelCom OJSC's cash flows on behalf of the larger  group beyond the 
currently envisaged levels, and that the company will  maintain its market position. 
 



WHAT COULD CHANGE THE RATING UP/DOWN 
 
Positive pressure would be exerted on VimpelCom's ratings if the company  were to 
deleverage to below 2.0x debt/EBITDA on a sustainable basis,  while maintaining its 
competitive position in the core Russian market. 
 
Any of the following developments could exert downward pressure on the ratings: 
(1) large bolt-on debt-financed acquisitions; (2) aggressive  financial policies and an 
increase in leverage to above 3.0x debt/EBITDA  on a sustained basis; (3) a material 
deterioration in VimpelCom's  financial, business and liquidity profile; and (4) 
unfavourable economic  conditions leading to liquidity concerns. 
 
71. Moody's downgrades Sitronics' rating to Caa1; developing outlook 
Moody's 
February 7, 2013 
 
London, 07 February 2013 -- Moody's Investors Service has today downgraded  
Sitronics JSC's corporate family rating (CFR) to Caa1 from B3 and  probability of 
default rating (PDR) to Caa1-PD from B3-PD. The outlook on  the ratings is 
developing. This concludes the review for downgrade initiated by Moody's on 21 
February 2011. 
 
"We have downgraded Sitronics' rating primarily because of its weak  standalone 
credit profile, inadequate liquidity and increased refinancing  risk due to the 
approaching maturity of its two domestic bond issues,"  says Artem Frolov, a 
Moody's Assistant Vice President - Analyst and  Moody's lead analyst for Sitronics. 
 
RATINGS RATIONALE  
 
Sitronics' Caa1 CFR reflects (1) its weak standalone credit profile and  inadequate 
liquidity, resulting in an ongoing reliance on external funding to meet its debt 
obligations; (2) the company's increased refinancing risk due to the approaching 
maturity (in June and October 2013) of its two domestic bond issues totalling 
approximately $160 million; (3) uncertainty surrounding (a) the timing of completion 
of  Sitronics' ongoing reorganisation, and (b) the company's operating and  financial 
performance following the reorganisation; and (4) the  possibility of further changes 
to Sistema's plans regarding the  reorganisation and the target pool of Sitronics' 
assets -- i.e., in  addition to those changes evidenced over the past two years -- 
which  impedes visibility with regard to the latter's standalone performance and  
credit standing. 
 
The rating continues to benefit from the implied support from Sitronics' ultimate 
parent company, Sistema JSFC (Ba3 stable), which Moody's  expects to remain in 
place as long as Sitronics remains a contractor for  a number of government 
programmes. 
 
The developing outlook on Sitronics' ratings reflects the uncertainty regarding the 
company's future credit standing, which will depend on (1)  the successful 
completion of its reorganisation and its final business  and financial profile; (2) the 
role of Sitronics within the Sistema group  and the scope of Sistema's support for 
Sitronics going forward. 
 
WHAT COULD CHANGE THE RATING UP/DOWN 



 
Moody's could consider an upgrade of Sitronics's ratings if, as a result  of its planned 
reorganisation, the company were to (1) form a strong pool  of assets; (2) build a 
track record of improved operating and financial  performance on a standalone basis; 
(3) materially reduce its leverage;  and (4) strengthen its liquidity on a sustainable 
basis. 
 
Conversely, Moody's could downgrade the rating if there were any evidence  of 
Sistema reducing its support to Sitronics, which would increase the  risk of it failing 
to meet its debt obligations. 
 
72. Moody's assigns (P)B3 rating to Commercial Bank Renaissance Capital's 
LPN  programme; outlook stable 
Moody's 
February 6, 2013 
 
The $100 million 13.5% subordinated loan participation notes due 2018 is  rated B3 
 
London, 01 February 2013 -- Moody's Investors Service has today assigned  
provisional (P)B3 (stable outlook) long-term foreign- and local-currency  
subordinated debt ratings to the $1.5 billion loan participation notes (LPN) 
programme of Commercial Bank Renaissance Capital, LLC, for the  issuance of LPNs 
through Renaissance Consumer Funding Limited -- an  Ireland-based special purpose 
vehicle. The notes under the programme are  to be issued on a limited recourse 
basis for the sole purpose of  financing subordinated loans to Commercial Bank 
Renaissance Capital. The  outlook on the subordinated debt ratings is stable. 
 
At the same time, Moody's assigns a B3 (stable outlook) long-term foreign-currency 
debt rating to the $100 million 13.5% LPNs due June  2018 issued under the above 
mentioned programme. 
 
Concurrently, Moody's assigns a (P)B2 (stable outlook) long-term local-currency debt 
rating to the senior notes that can be issued under  this programme. Moody's already 
rates at (P)B2 Commercial Bank  Renaissance Capital's foreign-currency senior notes 
that can be issued  under this programme. 
 
RATINGS RATIONALE 
 
Moody's says that the (P)B3 ratings assigned to Commercial Bank Renaissance 
Capital's subordinated notes to be issued under the LPN  programme, and the B3 
rating assigned to the $100 million 13.5% LPNs, are  one notch lower than 
Commercial Bank Renaissance Capital's B2 senior  unsecured debt rating because 
they reflect (1) the extent of the notes'  subordination against various classes of 
debt, and (2) associated  differences in expected loss in case of default. Moody's 
states that if  Commercial Bank Renaissance Capital were to issue notes under the  
programme containing features that enhance its subordination and/or debts  with 
other special features, the ratings will be assessed individually  and may not 
correspond to the ratings currently assigned to the programme. 
 
PRINCIPAL METHODOLOGIES 
 



The principal methodology used in this rating 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. 
 
Headquartered in Moscow, Russia, Commercial Bank Renaissance Capital  reported 
total assets of $1.9 billion and net income of $83 million,  according to audited IFRS 
at YE2011. 
 

KAZAKH RATINGS 
73. Moody's maintains Kazakhstan Engineering's bond rating at (P)Ba2 
Moody's 
February 7, 2013 
 
Moody's Investors Service has today said that  the provisional (P)Ba2 rating assigned 
to JSC NC Kazakhstan Engineering's  (Ba2 stable) KZT15 billion ($100 million) 
domestic bond issue, which was partially placed in December 2012, remains 
unchanged. The rating agency  intends to assign a definitive bond rating by the end 
of first quarter  2013 when it expects that Kazakhstan Engineering will finalise the 
bond  placement and refinance most of the debt which currently ranks senior to  the 
unsecured bond in its debt capital structure. 
 
On 22 October 2012, Moody's assigned a (P)Ba2 rating to the proposed  KZT15 
billion three-year domestic bond to be issued by Kazakhstan  Engineering. Since 
then, Kazakhstan Engineering has placed a part of the  bond issue amounting to 
KZT4.5 billion, and used the proceeds to  refinance part of debt which was more 
senior to the bond. The group still  has a substantial share of debt ranked senior to 
the unsecured bond. Such  debt includes financial lease obligations and secured bank 
debt located  at the level of operating companies, as opposed to the holding 
company  level at which the bond is issued. 
 
The provisional bond rating remains equivalent to Kazakhstan Engineering's  Ba2 
corporate family rating (CFR), which reflects Moody's expectation of  the 
unsubordinated nature of the bond following full placement. Moody's  expects that 
Kazakhstan Engineering will complete refinancing most of its  senior debt after the 
bond is placed in full in the first quarter of  2013, and will raise any new debt on an 
unsecured basis and at the  holding company level going forward. 
 
Moody's notes that the definitive bond rating once the bond is fully placed might be 
one notch lower than the CFR should the company fail to decrease the share of debt 
ranked senior to the bond to the level the rating agency anticipates.  
 
JSC NC Kazakhstan Engineering is a state-controlled holding company consolidating 
defence, machinery and engineering enterprises in Kazakhstan. The group executes 
around 75% of state defence orders and  produces around 10% of machinery 
products in Kazakhstan. The group is  100% owned by the Kazakhstan National 
Welfare Fund Samruk-Kazyna and  managed by the Kazakhstan Ministry of Defence. 
In 2011, Kazakhstan  Engineering generated revenue of $229 million. 
 

CE RATINGS 
74. Fitch Affirms Polish City of Gliwice at 'BBB+'/'A+(pol)'; Outlook Stable  
Fitch 
February 5, 2013 



 
Fitch Ratings has affirmed the City of Gliwice's Long-term foreign and local currency 
ratings at 'BBB+', and National Long-term rating at 'A+(pol)'. All ratings have Stable 
Outlooks.  
 
RATING RATIONALE_ 
The affirmation reflects Gliwice's good operating performance, resulting from its 
prudent financial management and monitoring of spending, that leads to good self-
funding capacity and healthy debt ratios. The ratings also take into account projected 
high capital expenditure, to be partly debt financed and persisting pressure on opex 
stemming from the challenging legal framework and from growing maintenance costs 
triggered by completed investments.  
 
The Stable Outlook reflects Fitch's expectations that the good operating performance 
and healthy debt-service ratios will be maintained despite growth in debt and the 
anticipated in 2013 slowdown of the national economy.  
 
Fitch expects Gliwice's operating balance to stabilise at about 11% of operating 
revenue in the medium term following the results achieved in 2010-2012. This will 
be derived from Gliwice's financial flexibility and the city authorities' effective policy 
aimed at limiting opex growth, coupled with increasing revenue from income and 
property taxes, supported by the expansion of the city's tax base.  
 
Gliwice's investment spending in 2013-2015 could total PLN1.5bn (about 40% of 
annual total expenditure on average) due to the implementation of the state and EU 
co-financed projects. Despite the high share of projected capital revenue (mainly 
funded through state and EU budget grants) and the city's large current balance, 
Gliwice will have to partly recourse to debt to finance its capex programme. 
Additionally, completed investments may put extra spending pressure on the city's 
budget due to growing maintenance costs.  
 
Fitch expects that by 2015 the city's debt after investment may peak at about 
PLN415m, significant growth compared with PLN126m at end-2012. However, it will 
still represent a moderate level by international standards at 50% of current 
revenue. Gliwice's solid budgetary performance secures healthy debt ratios, which 
are currently the strongest among the city's peers.  
 
Fitch projects the city's debt-service and debt-coverage ratios to remain healthy in 
2013-2015, with debt servicing account, on average, for around 14% of the 
operating balance. The debt to current balance ratio may increase to about five 
years, which will be well below the average debt maturity of 15-16 years. The 
domination of low cost and long-term financing from the European Investment Bank 
allows Gliwice to limit its annual debt service burden.  
 
RATING SENSITIVITIES_ 
The ratings could be upgraded if the city strengthens its operating performance, with 
operating balance of at least 15% of operating revenue.  
 
A negative rating action could result if the city's debt coverage exceeds eight years 
due to a sustained deterioration in the operating margin to far below Fitch's 
expectations, and/or significant rise of Gliwice's direct debt.  
 
KEY ASSUMPTIONS _ 



The ratings are sensitive to a number of assumptions:  
 
-Fitch assumes that the city's tax base will remain strong in the medium term 
allowing Gliwice to sustain tax revenue above the national average and financial 
flexibility.  
 
-Fitch also assumes that the city will comply with all the EU regulations and 
procedures when implementing the investments projects co-financed by the EU, 
which will protect the city from returning high amounts of the previously received EU 
grants.  
 
-Fitch also assumes that the city will not face any major compensation payments to 
the contractors of the city's investments or compensation for the changes in the area 
development plans approved by the city's authorities, and will not have to return 
substantial amounts of taxes received in previous years.  
 
75. Hungary: Moody's verdict is biased and unsubstantiated 
Ministry for National Economy 
February 10, 2013 
 
The Hungarian Government cannot comprehend why Moody's Investors Services 
does not take into account what Hungary has achieved lately. 
 
It is obvious for all that in the past two years Hungary has managed to turn from a 
country on the brink of sovereign default into a stable and balanced one with 
indicators which have improved since the last announcement: the fiscal deficit is 
persistently below 3 percent, general government debt has been declining, the 
country's external financing capacity is the highest in the region and the country can 
be steadily and safely financed from markets.  
 
The current account has a significant surplus, employment figures have been 
constantly improving since 2010. Investors tend to increasingly rely on their own 
analyses and forecasts and they do trust and believe in Hungary. This is aptly 
reflected by successful government securities auctions and decreasing country risk. 
 
76. Moody's affirms Hungary's Ba1 government bond rating; outlook 
remains negative  
Moody's 
February 10, 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.  
 

SE RATINGS 
77. Fitch Affirms Coca-Cola Icecek at 'BBB'; Outlook Stable  
Fitch 
February 5, 2013 
 
Fitch Ratings has affirmed Turkey-based Coca-Cola Icecek A.S.'s (CCI) Long-term 
foreign and local currency Issuer Default Ratings (IDR) and senior unsecured rating 
at 'BBB'. The Outlook on the IDRs is Stable.  
 
The ratings reflect CCI's strong presence in high-growth markets, the expectation of 
moderate leverage and cash flow generation, as well as the continued operational 
support and oversight provided by The Coca-Cola Company (TCCC, 'A+'/Stable). The 
ratings also incorporate implied support from CCI's major shareholder (with 20.1% 
interest) TCCC. At the same time, due to its debt mostly being denominated in USD 



and euros, CCI's balance sheet remains vulnerable to any devaluation of the Turkish 
lira.  
 
Volumes & Mix Drive Growth: _CCI has shown consistent volume growth, driven by a 
young population and relatively low soft drinks penetration in its countries of 
operations. Volume growth in Turkey has been easing since 2011 but remains strong 
in value thanks to product mix uplift. The other countries of operation maintain very 
strong volume performances.  
 
Robust Financial Performance: _In 9M12 net revenue per case (+7.3% in Turkey, 
which represents 72% of LTM September 2012 group revenue, and +3.5% in the 
international segment) increased by 10.2% in Turkish lira terms mainly due to higher 
prices and a better product and channel of sales mix. These top-line results were 
even stronger than the robust +8.2% of 2011 and, thanks to lower input costs, were 
accompanied by significant EBITDA growth of 42%. Overall, Fitch expects a 
substantial rebound in CCI's 2012 EBITDA margin back to the top-end of its 15.3%-
16.6% range of 2008-2010, recovering from the low 14.3% of 2011 and to stabilise 
at this level in 2013.  
 
Forex Exposure: _96% of CCI's debt was denominated in dollars and euros at end- 
September 2012, while revenues are generated in domestic currencies, mainly 
Turkish lira. The company is consequently vulnerable to lira depreciation. Fitch 
calculates that 2011's 18% devaluation of the lira had an adverse effect of between 
0.2x and 0.4x on CCI's net debt/EBITDA ratio, which has increased to 2.3x from 
2010's 1.5x.  
 
Strong Coca Cola Bottler: _CCI has diversified and grown in size, establishing itself 
as a strong Coca-Cola franchisee. Its results have shown resilience to economic 
cycles and it has been able to keep net debt/EBITDA under 2.5x. Although 
historically prone to negative FCF due to its growth strategy, causing high capex and 
working-capital absorption, CCI can swiftly move to a cash preservation mode in the 
event of a downturn. In 2012 Fitch expects mildly positive FCF and, despite 
acquisition spending of USD120m, net debt/EBITDA should remain at approximately 
2.0x.  
 
Ratings Incorporate Implied Support:: _The ratings include embedded support from 
TCCC (which owns 20.1% of CCI) due to its influence over major decisions, 
moderate operational and strategic ties (CCI represents an entry point to fast-
growing markets) and demonstrated support.  
 
WHAT COULD TRIGGER A RATING ACTION?_Negative: Future developments that 
may, individually or collectively, lead to a negative rating action include:_- A 
material permanent deterioration in FCF generation or large acquisition leading to 
lease-adjusted net debt/EBITDAR above 2.5x and FFO adjusted net debt above 2.8x-
3.0x for an extended period along with FFO interest coverage below 6x.  
 
In addition, CCI's rating could be downgraded should Fitch perceive that CCI has 
become strategically or operationally less significant to TCCC.  
 
In the event of a sharp devaluation of the Turkish lira, Fitch will look at the group's 
willingness and timing to undertake any necessary cash preservation measures such 
as dividend and capex reduction (as observed in 2009).  
 



Positive: An upgrade of the IDRs is unlikely due to CCI's limited scale, diversification 
and profitability against certain peers and forex exposure.  
 
78. Fitch Assigns Akbank's Eurobond 'BBB' Final Rating  
Fitch 
February 5, 2013 
 
Fitch Ratings has assigned Akbank T.A.S.'s five-year TRY1bn unsecured Eurobond 
issue a final rating of 'BBB'. The final rating is the same as the expected rating 
assigned on January 23, 2013.  
 
The notes are senior unsecured and rank equally with all of Akbank's other senior 
unsecured_obligations. The notes are rated in line with Akbank's Long-term local 
currency Issuer Default Rating (IDR) of 'BBB'/Stable, which is driven by the bank's 
Viability Rating.  
 
Akbank is Turkey's third-largest private bank at end-Q312 with an 11.5% market 
share in assets. It is 49%-owned by Sabanci Holding, affiliated institutions and 
individuals and 9.9% by Citigroup. The rest of the shares are publicly traded.  
 
Akbank is currently rated as follows: Long-term foreign and local currency IDR: 
'BBB'/Stable_Short-term foreign and local currency IDR: 'F3'_National Long-term 
Rating: 'AAA(tur)'/Stable_Viability Rating: 'bbb'_Support Rating: '3'_Support Rating 
Floor: 'BB+'_Senior unsecured debt: 'BBB'  
 
79. Fitch Assigns Halkbank's Senior Unsecured Bond 'BBB-' Final Rating  
Fitch 
February 5, 2013 
 
Fitch Ratings has assigned Turkiye Halk Bankasi A.S.'s (Halkbank) seven-year 
USD750m unsecured Eurobond issue a final rating of 'BBB-'. The final rating is the 
same as the expected rating assigned on January 24, 2013.  
 
The notes are senior unsecured and rank equally with all of Halkbank's other senior 
unsecured obligations. The notes are rated in line with Halkbank's Long-term foreign 
currency Issuer Default Rating (IDR) of 'BBB-'/Stable. The notes will be used for 
general corporate purposes.  
 
Halkbank is a majority state-owned bank, with 51% of its shares held by the State 
Privatisation Fund. The remaining 49% of the shares are publicly traded. Halkbank's 
IDR's are equalised with those of the Turkish sovereign.  
 
Halkbank is currently rated as follows: Long-term foreign currency IDR 'BBB-'; 
Outlook Stable_Long-term local currency IDR 'BBB'; Outlook Stable_Short-term 
foreign currency IDR 'F3'_Short-term local currency IDR 'F3'_National Long-term 
rating 'AAA(tur)'; Outlook Stable_Viability Rating 'bbb-'_Support Rating '2'_Support 
Rating Floor 'BBB-'_Senior unsecured debt: 'BBB-'  
 
80. Fitch Rates Turkey's USD Sukuk Due March 2018 'BBB-'  
Fitch 
February 7, 2013 
 



Fitch Ratings has assigned Hazine Mustesarligi Varlik Kiralama Anonim Sirketi's 
(Hazine) USD1.5bn of global certificates (Sukuk), due 26 March 2018, a 'BBB-' 
rating. The certificates have a profit rate of 2.803%.  
 
Hazine, an asset leasing company incorporated solely for the purpose of participating 
in this transaction, is wholly owned by the Republic of Turkey, acting through the 
Undersecretariat of the Treasury.  
 
The rating reflects Fitch's judgement that the Sukuk can be considered an 
unconditional, unsubordinated and general obligation of the Republic of Turkey, 
ranking equally with Turkey's other senior unsecured obligations. The rating is 
therefore in line with Turkey's Long-term foreign currency Issuer Default Rating 
(IDR) of 'BBB-' on which the Outlook is Stable.  
 
The Sukuk follows an ijara' (leasing) structure. The issuer has purchased publicly-
owned real estate from the Republic of Turkey using the proceeds from the Sukuk. 
These assets have been leased back to the Republic for a period equal to the tenor of 
the Sukuk; in return the Republic makes semi-annual rental payments to the issuer 
at least equal to periodic distribution amounts made by the issuer to the Sukuk 
investors.  
 
The transaction documents incorporate a purchase undertaking requiring the 
Republic to repurchase the assets on maturity (or earlier, in the event of 
dissolution/default), together with any outstanding distribution. Certificates are 
unsecured and certificate holders have no direct recourse to the lease assets.  
 
While certain transaction documents relating to this issue, being governed by English 
law, may not be enforceable under applicable law, including Turkish law, Fitch's 
rating for the certificates reflects the agency's belief that the Republic of Turkey 
would stand behind its obligations under the transaction documents.  
 
By assigning a rating to the certificates, Fitch does not express an opinion on the 
Sukuk structure's compliance with Sharia principles.  
 
81. Moody's assigns Baa2 local currency senior unsecured rating to 
Akbank's Eurobond; outlook stable  
Moody's 
February 7, 2013 
 
Moody's Investors Service has  today assigned a Baa2 local-currency senior 
unsecured debt rating to the  Turkish lira-denominated Eurobond (the notes) issued 
by Akbank TAS  (Akbank). The outlook on the rating is stable.  
 
RATINGS RATIONALE  
 
The debt issuance is being offered under Rule 144A, Regulation S. The  terms and 
conditions of the notes include (amongst other things) a negative pledge and a 
cross-default clause. The notes constitute unconditional, unsubordinated and 
unsecured obligations, and will rank  pari-passu with all Akbank's other senior 
unsecured obligations. The  rating of the notes is in line with Akbank's senior 
unsecured  local-currency debt rating.  
 



The Turkish lira-denominated Eurobond is issued with the accrual of the  interest and 
principal all payable by Akbank in such currency without a  variable obligation in 
foreign currency or the payment obligations being indexed to a foreign currency. At 
the same time, the noteholders have  the option to request repayment in US dollars 
from the Fiscal Agency subject the certain conditions, whereby these payments will 
be simply the net US dollar equivalent amount of the underlying Turkish lira  
payments made by Akbank to the Fiscal Agency. As a result, Akbank's payment 
obligations are fulfilled when payments to the Fiscal Agent have been made in 
Turkish lira, and the bank is not liable for their convertibility into foreign currency or 
the exchange rate used.  
 
Based on the aforesaid, Moody's considers that Akbank's Eurobond is not  subject to 
any foreign currency risk and therefore assigns a Baa2 local  currency senior 
unsecured debt rating to the notes.  
 
WHAT COULD CHANGE THE RATINGS UP/DOWN  
 
Moody's says there is currently no upwards pressure on the assigned rating, as 
reflected by the stable outlook which is in line with the  stable outlook on Akbank's 
global local currency (GLC) deposit rating. An  improvement of the bank's standalone 
credit strength in combination with  an improvement in the credit risk profile of the 
national government  could positively influence Akbank's local-currency ratings. 
Nonetheless,  the rating agency expects that any further improvements in the  
creditworthiness of the Turkish sovereign would have only a muted impact  on the 
support-driven uplift factored into the bank's ratings, as  government support 
assumptions will converge towards the sovereign rating  because Moody's believes 
that the Turkish banking system and its  financial obligations will continue to grow 
strongly relative to the  country's economy and the government's own financial 
resources in the  coming year. This view is reflected in the stable outlook on the 
ratings.  
 
Downwards pressure could be exerted on Akbank's long-term GLC ratings in  the 
event of (1) a weakening in its intrinsic standalone financial  strength; (2) weakening 
creditworthiness of the Turkish sovereign; and  (3) any adverse changes in the 
systemic support assumptions currently  factored into Akbank's ratings.  
 
82. Moody's downgrades City of Zagreb to Ba1 from Baa3; negative outlook 
Moody's 
February 6, 2013 
 
London, 01 February 2013 -- Moody's investors Service has today downgraded  the 
City of Zagreb's issuer rating to Ba1 from Baa3; the rating outlook  remains 
negative. 
 
Today's rating action follows Moody's recent decision to downgrade the  sovereign 
bond rating of Croatia to Ba1 stable from Baa3 negative (For  full details please refer 
to the Sovereign press release:  http://www.moodys.com/research/Moodys-
downgrades-Croatias-government-bond-r ating-to-Ba1-from-Baa3--PR_265054). 
 
RATINGS RATIONALE  
 
Moody's action on the City of Zagreb reflects the close financial and  operational 
linkages between the state and local governments in Croatia. Zagreb is highly 



dependent on intergovernmental revenues in a form of shared taxes and central 
government transfers, representing around 70%  of operating revenues in the past 
few years. In addition Zagreb's wealthy  status among Croatian cities exposes the 
city to adverse decisions from  central government either aimed at redistributing 
resources to other  cities or to contribute achieving fiscal consolidation. The country's  
weak growth prospects is expected to impair the city's revenue base and  its tax 
proceeds in particular. The limited flexibility over the revenue  and expenditure is 
likely to translate into increased budgetary tensions  and tight liquidity positions in 
2013. 
 
The negative outlook on the city reflects the pressures stemming from its  100% 
owned company Zagrebacki Holding D.O.O.. 
 
Zagreb's rating is underpinned by (i) its solid gross operating balance,  averaging 
18.5% of operating revenue in the last four years; (ii)  balanced financial 
performance; and (iii) very low direct debt burden  accounted for only 8.4% of 
operating revenue in 2011. At the same time  the rating is constrained by (i) the 
city's significant indirect debt  exposure almost entirely represented by either city-
guaranteed or  unsecured debt of Zagrebacki Holding; (ii) weak liquidity position, at 
1%  of operating revenue (average monthly balance in 2012); and (iii) the  exposure 
of Zagreb's revenue base to Croatia's financial and economic situation. 
 
WHAT COULD CHANGE THE RATINGS UP/DOWN 
 
Any positive change of the sovereign rating could determine upward  pressure on the 
City of Zagreb, only if associated with a significant  improvement in the city's 
liquidity position combined with sustained  decrease in net direct and indirect debt. 
 
Any deterioration of Croatia's rating will determine a downward change of  Zagreb's 
rating. Further downward pressure could be also exerted by an  overall growth in the 
debt exposure. 
 
As the capital of Croatia, Zagreb is the country's political, economic  and cultural 
centre, and major transportation hub. The city accounts for  18% of the country's 
population and has the strongest regional economy in  the country with GDP per 
capita almost double of the national average. It  contributes almost one-third of 
national GDP and around half of Croatia's  export. The city's diversified economy and 
its surrounding areas also  attract a large portion of the country's foreign direct 
investment. 
 
83. Moody's downgrades Zagrebacki Holding D.O.O. to Ba2 from Baa3; 
rating on  review 
Moody's 
February 6, 2013 
 
London, 04 February 2013 -- Moody's investors Service has today downgraded  to 
Ba2 from Baa3 the debt rating of the Zagrebacki Holding D.O.O., a  100%-owned 
utility company of the City of Zagreb, and placed the rating  under review for further 
downgrade. 
 
RATINGS RATIONALE 
 



Today's rating action follows: (i) weaker than expected stand-alone creditworthiness 
of the Holding; and (ii) Moody's decision to downgrade  the City of Zagreb's issuer 
rating to Ba1 negative from Baa3 stable,  following the recent downgrade of the 
sovereign bond rating of Croatia to  Ba1 stable from Baa3 negative. 
 
For full details please refer to the press releases on the sovereign and on the city's 
downgrades: 
 
http://www.moodys.com/research/Moodys-downgrades-Croatias-government-bond-r 
ating-to-Ba1-from-Baa3--PR_265054 
 
http://www.moodys.com/research/Moodys-downgrades-City-of-Zagreb-to-Ba1-from 
-Baa3-negative--PR_264819 
 
Moody's action on Zagrebacki Holding primarily reflects Holdings' growing  liquidity 
problems, combined with weak profitability and sizeable debt  burden. Holding's 
liquidity was under significant pressure in the last  two years arising from the high 
proportion of short-term debt in the  company's total debt burden (19% at year-end 
2011) and interest paid on  large borrowings incurred in the last few years for 
implementation of its  sizeable capital expenditure program. The Holding's liquidity, 
comprising  cash and short-term deposits is expected to remain weak at around 3-
4% of  operating expenses throughout 2013. 
 
The Holding's Ba2 debt rating also reflects its debt burden which has  weakened 
substantially in a relatively short timeframe: it has reached  125% of its operating 
income in 2011, up from 33% in 2006 as well as its  significant exposure to foreign 
currency risk (more than 80% of the  holding's debt is euro-linked). 
 
Furthermore, the downgrade of Zagrebacki Holding's debt rating is also  based on its 
strong institutional and financial links with the City of  Zagreb. The deterioration in 
the Croatia's creditworthiness is likely to  put pressures following weaker economic 
growth prospects will put  additional pressure on both City of Zagreb's and Holding's 
revenue. Thus  the ongoing support from the City will continue to be key in helping 
the  Holding to preserve its fragile profitability (EBIT margin at 1.1% in  2011) and 
operational activity. 
 
RATIONALE FOR THE REVIEW 
 
The rating of Zagrebacki Holding has been placed under review for further 
downgrade pending receipt of updated information concerning its financial  
performance in 2012 and projections for 2013 and beyond in order to  determine the 
magnitude of additional operational and liquidity pressures  in the context of the 
challenging macroeconomic and financial conditions. 
 
Moody's intends to conclude the review within three months. In its  discussion with 
the Holding, the rating agency will focus on its policy  responses to the above-
mentioned challenges with a view to maintaining  adequate financial performance in 
the medium term. Moreover, Moody's will  focus its review in assessing the Holding's 
ability to ensure sustainable  funding over time. 
 
WHAT COULD CHANGE THE RATINGS UP/DOWN 
 



Any upgrade of rating of the City of Zagreb could determine upward  pressure on 
Zagrebacki Holding, only if associated with a significant  improvement in the financial 
performance and liquidity position combined  with sustained decrease in debt. 
 
Any deterioration of Zagreb's rating will determine a downward change of  
Zagrebacki Holding's rating. Any negative changes in the institutional  and financial 
framework under which Zagrebacki Holding operates could  exert downward pressure 
on the rating. The rating could be also  influenced by further deterioration in the 
Holdings's operating performance, and already weak liquidity as well as growth in 
overall debt exposure. 
 
Headquartered in the City of Zagreb, the capital of Croatia, Zagrebacki  Holding 
comprises a number of businesses that serve around 1.1 million  inhabitants in both 
the City and County of Zagreb. Zagrebacki Holding's  five key businesses are: (i) 
water; (ii) gas supply; (iii) public  transport services; (iv) waste collection and 
recycling; and (v)  maintenance and cleaning of public roadways. 
 
PRINCIPAL METHODOLOGY 
 
The methodology used in Zagrebacki Holding rating was " Government-Related  
Issuers: Methodology Update", published in July 2010. Please see the  Credit Policy 
page on www.moodys.com for a copy of this methodology. 
 
REGULATORY DISCLOSURES  
 
For ratings issued on a program, series or category/class of debt, this  
announcement provides certain regulatory disclosures in relation to each  rating of a 
subsequently issued bond or note of the same series or  category/class of debt or 
pursuant to a program for which the ratings are  derived exclusively from existing 
ratings in accordance with Moody's rating practices. For ratings issued on a support 
provider, this  announcement provides certain regulatory disclosures in relation to 
the  rating action on the support provider and in relation to each particular rating 
action for securities that derive their credit ratings from the support provider's credit 
rating. For provisional ratings, this  announcement provides certain regulatory 
disclosures in relation to the  provisional rating assigned, and in relation to a 
definitive rating that  may be assigned subsequent to the final issuance of the debt, 
in each  case where the transaction structure and terms have not changed prior to  
the assignment of the definitive rating in a manner that would have  affected the 
rating. For further information please see the ratings tab  on the issuer/entity page 
for the respective issuer on www.moodys.com. 
 
For any affected securities or rated entities receiving direct credit support from the 
primary entity(ies) of this rating action, and whose  ratings may change as a result 
of this rating action, the associated  regulatory disclosures will be those of the 
guarantor entity. Exceptions  to this approach exist for the following disclosures, if 
applicable to  jurisdiction: Ancillary Services, Disclosure to rated entity, Disclosure  
from rated entity. 
 
Please see www.moodys.com for any updates on changes to  the lead rating analyst 
and to the Moody's legal entity that has issued  the rating. 
 
Please see the ratings tab on the issuer/entity page on www.moodys.com  for 
additional regulatory disclosures for each credit rating. 
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84. Moody's downgrades the Croatian Bank for Reconstruction and 
Development to  Ba1 from Baa3; outlook stable 



Moody's 
February 6, 2013 
 
Action follows the downgrade of Croatia's government bond rating to Ba1 
 
Limassol, February 01, 2013 -- Moody's Investors Service has today  downgraded 
the long-term foreign-currency issuer rating of the Croatian  Bank for Reconstruction 
and Development (known as Hrvatska banka za  obnovu i razvitak or HBOR) to Ba1, 
from Baa3. Similarly, Moody's  downgraded the provisional (P) rating on HBOR's 
backed senior unsecured  medium-term note programme to (P)Ba1 from (P)Baa3. All 
ratings of HBOR, which is a government-owned development bank, now carry a 
stable outlook. 
 
Today's rating actions were prompted by the weakening of the Croatian 
government's credit profile, as captured by Moody's recent downgrade of  Croatia's 
government bond rating to Ba1 (stable), from Baa3 (negative),  on 1 February 2013. 
For further information refer to the sovereign press  release  
http://www.moodys.com/research/Moodys-downgrades-Croatias-government-bond-r 
ating-to-Ba1-from-Baa3--PR_265054 
 
HBOR's standalone financial strength, as measured by its standalone credit 
assessment of ba2, remains unaffected and was not a driver of  today's rating action. 
 
RATINGS RATIONALE  
 
The action on the issuer and debt ratings of HBOR reflects the reduced ability of the 
government to provide support to HBOR, as indicated by  the downgrade of Croatia's 
sovereign ratings to Ba1, from Baa3. 
 
HBOR's Ba1 issuer and debt ratings continue to incorporate Moody's assumption of a 
very high probability of support from the government, leading to uplift from HBOR's 
standalone credit assessment to the level  of Croatia's local-currency bond rating. 
Moody's considers that the  Croatian government remains committed to supporting 
HBOR in case of need,  taking into account: (1) HBOR's development mandate and 
strategic  importance in terms of policy implementation; (2) its full government  
ownership with no intention to privatise; and (3) the fact that the  bank's obligations 
benefit from an explicit, irrevocable state guarantee. 
 
Moody's says that the stable outlook assigned to HBOR's issuer and bond  ratings 
reflects the corresponding stable outlook assigned to Croatia's  local-currency 
sovereign bond rating. 
 
WHAT COULD MOVE THE RATINGS UP/DOWN 
 
As HBOR's obligations benefit from an explicit, irrevocable state  guarantee, its 
issuer and senior unsecured debt ratings would move up or  down in tandem with 
any upgrade or downgrade of Croatia's local-currency  bond rating. Further 
deterioration in domestic credit conditions or a  significant build-up of asset-quality 
pressures could exert downwards  pressure on the bank's standalone credit 
assessment. 
 



Headquartered in Zagreb, Croatia, Croatian Bank for Reconstruction and  
Development had total assets of HRH25.1 billion ($4.4 billion), under  unaudited 
IFRS, as at September 2012. 
 
The methodologies used in this rating were Moody's Consolidated Global  Bank 
Rating Methodology published in June 2012, and Government-Related Issuers: 
Methodology Update published in July 2010. Please see the  Credit Policy page on 
www.moodys.com for a copy of these methodologies. 
 

EURASIA RATINGS 
85. Azerbaijan: Fitch Affirms AccessBank at 'BB+'; Outlook Stable 
Fitch Ratings 
February 4, 2013 
 
Fitch Ratings has affirmed AccessBank's (AB) Long-term foreign currency Issuer 
Default Rating (IDR) at 'BB+'. The Outlook is Stable.  
 
RATING ACTION RATIONALE AND DRIVERS: IDR AND SUPPORT RATING 
The affirmation of AB's IDRs and Support Rating reflects Fitch's view of the moderate 
probability of support available from its international financial institution (IFI) 
shareholders, in particular KfW ('AAA'/Stable; 20% stake), the European Bank for 
Reconstruction and Development (EBRD; 'AAA'/Stable; 20%) and the International 
Finance Corporation (IFC; 20%). At the same time, Fitch notes some uncertainty in 
respect to timely support always being provided if needed, given the fragmented 
nature of the shareholder structure; the limited strategic importance of the bank for 
its IFI owners and their intention to gradually decrease their stakes in the bank in 
the medium-term. For these reasons, AB's Support Rating was affirmed at '3', and 
the Long-term IDR at 'BB+'.  
 

UKRAINE CREDIT 
86. Ukraine's budget revenue rises 11% yoy in January 
Concorde Capital 
February 5, 2013 
 
State budget revenue grew 10.8% yoy in January, according to Viktor Pynzenyk, a 
former Finance Minister and current MP. Advance payments of the enterprise profit 
tax (which should be paid each month of FY13 in an amount not less than 1/12 of 
total 2012 payments) were the main reason for that surprising success. Collections 
from the tax surged 4.3 times yoy, according to Mr. Pynzenyk. 
 
Alexander Paraschiy: State budget revenue increased 10.0% in FY12, only due to 
double-digit revenue growth in 1H12. But in the last two quarters, the Ukrainian 
economy sunk deeper into recession (GDP declined 1.3% yoy in 2Q12 and 2.7% yoy 
in 4Q12). Against this backdrop, the only reason for the growth in tax collection is 
the revised tax administration rules that kicked in this month that require advance 
payments of the enterprise profit tax. The effect of this trick will fade away already in 
February due to high comparison base as February used to be a peak in quarterly 
profit tax disbursements. By the year’s end, we should not expect the profit tax 
collection to show any noticeable difference compared to 2012. Overall, we expect 
budget revenue to grow no more than 5% yoy in 2013, in line with the official target 
that implies a 4.9% growth. 
87. EU lending Ukraine €308m for gas pipeline reconstruction 



bne  
February 5, 2013 
 
The European Union will lend Ukraine €308m to renovate the Urengoi-Pomary-
Uzhgorod trunk gas pipeline, Ukrainian Foreign Minister Leonid Kozhara said, 
according to Interfax-Ukraine. 
 
"We discussed a loan for pipeline's renovation in Brussels last week and the 
European side agreed to fast-track a loan of EUR 308 million for this purpose via the 
EBRD [European Bank for Reconstruction and Development]," Kozhara said. 
 
Kozhara said Ukraine intended to discuss its cooperation with the EU on several 
projects on its territory, including the pipeline's reconstruction. 
 
88. Energoatom places UAH1.7bn in bonds 
bne 
February 4, 2013 
 
National nuclear power giant, Energoatom, has placed bonds worth UAH1.7bn and 
transferred most the raised funds to the national budget, a government source told 
Interfax-Ukraine. 
 
"The company acted in keeping with a Cabinet decision: late in 2012 it issued bonds 
and sold them. Officially, the money was raised to finance Energoatom's ongoing 
operation and replenish working capital. Yet, most of the funds were immediately 
spent on the payment of liabilities before the state," the source said. 
 
89. Energomarket raises UAH800m loan from Oschadbank  
bne  
February 6, 2013 
 
Kyiv-based Oschadbank has opened a UAH800m credit line to state-run enterprise 
Energomarket, reads a report of the company. 
 
The funds are taken for one year from the moment of signing the credit agreement. 
The cost of servicing the line at Oschadbank will total UAH151.5m (value added tax 
included). 
 
According to Interfax-Ukraine, the funds are raised to pay to power generating 
companies to support 100% payments to coal companies for coal supplied. 
 
90. Ukrainian government plans to issue promissory notes  
Foyil Securities 
February 4, 2013 
 
The government of Ukraine plans to change tax legislation in order to allow an issue 
of promissory notes for reimbursement of the state’s arrears in export VAT 
payments, Kommersant Ukraina newspaper reported. According to its estimations, 
the Ministry of Finance may issue a total of UAH 17bn in promissory notes this year. 
This issue will be mainly used to reimburse the amounts that are currently disputed 
in courts.  
 



Our view: Ukraine’s government previously resorted to issuance of financial 
instruments to cope with export VAT reimbursement. In 2010 the government issued 
five-year amortizing bonds worth UAH 16.2bn at 5.5% coupon rate. We expect the 
new issue will have similar terms and may be placed in 2H 2013. 
 
Oleksandr Lozovyi 
 
91. NBU reserves improved slightly in January 
Concorde Capital  
February 8, 2013 
 
Gross international reserves increased 0.4% ($105m) to $24.65bn in January (2.8 
months of future imports), according to NBU data released on Feb 7. A month 
earlier, the NBU reported a $830m decline in reserves. 
 
Alexander Paraschiy: The slight change in gross reserves in January was in line with 
our expectations. The traditional seasonal improvement of the trade balance at the 
year’s start prevented a fast decline in gross reserves. The euro’s rapid 
strengthening in January also contributed to a gross reserves build up since a large 
part of reserves is denominated in euros. What’s more, $410m in redemptions to the 
IMF (paid on Jan. 30) had been offset by a $500m Eurobonds placement by 
Ukreximbank. 
 
As a result, gross reserves stood almost flat vs. December. In February, we are also 
unlikely to see any significant gross reserves change since Minfin managed to raise 
$1.0bn to pay back $1.0bn to the IMF this month. However, pressure on reserves 
might strengthen in the future, especially if new IMF agreement is delayed. Not 
counting on such a scenario, we expect Ukraine to be able to rollover its debt – at 
least partially – and gross reserves to stay above $20.7bn till the year’s end. 
 
92. Official: Kyiv's total debt comes to UAH10.5bn 
bne  
February 5, 2013 
 
Kyiv is mulling an issue of long-term eurobonds worth $700m instead of eurobonds 
worth $550m maturing in 2015 and 2016, Deputy Head of Kyiv City State 
Administration Ruslan Kramarenko has said. 
 
"We are considering the possibility of optimizing our debts. Financial analysts are 
proposing that we 'repackage' our debts on eurobonds maturing in 2015 and 2016 
for more long-term securities with cheaper rates. Now we are in consultations. Here 
we need the will of the government and the Finance Ministry," he said in an exclusive 
interview with Interfax-Ukraine. 
 
"We want at the expense of foreign loans 'to repackage' both external and internal 
debts. We have an idea that instead of eurobonds for $550m maturing in 2015 and 
2016, to issue bonds for $700m maturing in 2024, and use the difference of $150m 
to repay bonds in the national currency. The currency rate might stay the same at 8-
9%, and a smaller debt and a rate of 12-13% will be in the hryvnia," said the official. 
 
According to Kramarenko, the total debt of the Kyiv budget is currently UAH10.54bn, 
$550m of which are eurobonds, and the rest - internal borrowings. Some 



UAH1.351bn will be used for servicing debts this year. This sum is included in the 
draft capital budget. 
 
The eurobonds will mature in 2015 and 2016, and the administration has this year to 
repay UAH400m on internal debts to Bank Khreschatyk. The repayment period 
expires in September, but given the fact that the administration had ending funds on 
its accounts, UAH250m of the sum has been repaid in early 2013 not to pay 20% per 
annum. Thus, Kyiv City State Administration saved about UAH40m, Kramarenko 
said. 
 
93. Ukraine said to tap 2022 $ bonds at about 7.75% yield guidance 
 
Tim Ash, Standard Bank 
 
February 4, 2013 
 
Leaving a couple of points on the table to make sure this deal gets done. I guess 
comments last week suggested that the Ukrainians were not going to hold their 
breath for a deal with the IMF - this is months, not weeks away, if then. This is all 
about trying to lock in cheap funding while they can, and to boost their position in 
negotiations both with the IMF and the Russians. This hardly sends a message that 
the Ukrainian authorities are willing to do whatever it takes ao cut a deal with the 
IMF, more like lets see what is the minimum we can get away on the reform front, 
and lets play for time...hope we can survive thru the winter, and beyond the winter 
heating season before having to hike gas prices to secure an IMF agreement. 
 
94. Ukraine: NBU reserves up marginally in January to $24.7bn  
VTB Capital  
February 8, 2013  
 
News: NBU reserves were up 0.4% (USD 106mn) in January, to USD 24.65bn, 
according to Aleksander Dubyhvist, the head of the Reserves management and open 
market operations department at the NBU. 
 
Our View: Payments to the IMF of USD 408mn and debt service costs in January 
were compensated for by MinFin attracting USD 930mn locally via USD-denominated 
OVDP. And so far in February, the situation looks rather similar: the USD 1bn 
sovereign Eurobonds placement was just enough to cover the IMF repayments, at 
close to USD 1bn by MinFin and the NBU combined (on 7 and 12 February).?Hence, 
for now the government is managing to cover its foreign debt repayments in real 
time, following the ‘just in time’ principle. However, this provides little flexibility and, 
given the intense debt repayment schedule in the months ahead and significant 
current account deficit (8% of GDP in 2012), leaves MinFin and NBU highly exposed 
to the risk of a deterioration in market conditions?In March-May, MinFin and the NBU 
together are scheduled to repay another USD 1.9bn of FX debt (USD 1.4bn to the 
IMF and USD 0.5bn of maturing USD-OVDP), while in June USD 1bn sovereign 
Eurobond matures. The authorities need to secure more robust external support and 
adjust their FX/monetary policy, in order to pursue economic reforms so as to avoid 
a further economic deterioration in 2013-14. 
 
Dmitri Fedotkin  
Mykyta Mykhaylychenko, CFA 
 



95. Ukraine: deflation remained in January  
VTB Capital 
February 7, 2013 
 
News: According to Ukrstat, consumer prices increased 0.2% MoM in January, the 
same pace as in December (driven by 0.3% and 0.4% MoM rises in food items and 
utilities). Still, the headline YoY reading stayed AT 0.2% in the red, also unchanged 
from December. 
 
Our View: The deflation might remain for another couple of months before moving 
into the black in YoY terms, partly accounting for both the low base of 2012 and 
general seasonality. The actual inflation dynamics in Ukraine this year will be 
affected by weather conditions/harvest results, general economic conditions (set to 
remain subdued), monetary/FX policy of the National Bank and the outcome of the 
cooperation with the IMF. The latter continues to insist on substantial increases in 
gas prices and utility tariffs for the households as a requirement for the new 
cooperation programme. 
 
96. Ukraine’s budget revenue up 6.8% yoy in January, State Treasury 
reports 
Concorde Capital  
February 6, 2013 
 
January budget revenue (general fund and special fund) grew 6.8% yoy, according 
to a State Treasury provisional report on Feb 5. General fund revenue was up 10.8% 
yoy, (as reported recently by Viktor Pynzenyk, refer to our news on Feb. 4). The 
Treasury also reported a 25.6% yoy increase in exporters’ VAT refunds over the 
month. 
 
Alexander Paraschiy: Poor special fund revenue (-12.9% yoy) makes the state 
budget picture for January less attractive than Pynzenyk recently described. The 
situation looks even more worrying if we consider that advanced enterprise profit tax 
payments embellished the month’s general fund collections. Against this backdrop, a 
targeted 5% revenue growth for the year might be a challenging task for authorities. 
Still, at least for the next few months, we do not expect any revenue slump due to 
the routine practice of the NBU to support the state budget with direct cash 
injections. 
 

KAZAKHSTAN CREDIT 
97. Kazakhstan’s January inflation up 0.9% MoM and 6.6% YoY 
Visor Capital  
February 4, 2013  
 
Accelerating CPI expected and driven by regulated tariff increases, 
Impact: NEUTRAL - as we believe increase in line with expectations 
 
Facts/News.  Kazakhstan’s Statistical Agency announced the January inflation figures 
on Friday.  They showed January 2013 prices were up 0.9% MoM and 6.6% 
YoY.  The YoY figures included food prices increasing 5.3%, non-food prices growing 
3.4% and cost of services up by 11.6%. 
Analysis.  The data showed January inflation accelerating compared to December 
2012 (0.6% MoM and 6.0% YoY).  The pickup in inflation was largely explained by 



price increases in the cost of services – in particular cold water (by 11.7% MoM), 
electricity (5%), central heating (by 2.5%), and hot water supply tariffs (2.3%),  We 
also saw increases in transport (up 3.2% MoM), food prices (0.5%) and non-food 
prices (0.2%).  We believe the most sizable elements of the monthly increase related 
to annual tariff increases set by Government or regulators. 
 
Conclusion.  We believe the January figures are in line with our expectation that that 
2013F inflation in Kazakhstan will be driven by tariff changes more than other 
factors.  We highlighted these issues in our January 2013 report entitled “Kazakhstan 
– Gazing into the crystal ball,” in which we forecast average (mid-year) inflation 
would be 6.2%, but would grow to 6.8% by YE2013F.  We based our assumptions on 
the fact that increased tariffs for electricity and water supply as well as railway 
transportation charges would grow significantly.  This is because the regulator has 
stated it will allow enterprises to increase tariffs for three consecutive years, 2013-
2015, in order to provide funds to renovate outdated infrastructure.  Although we 
believe the tariff increase expected, one area to potentially surprise in 2013 will be 
price changes in energy products (in particular light oil products) where the 
Government may seek greater harmonisation with other Customs Union member 
states.  This inflation pickup will benefit inflation-linked bonds in our view.  
 
Dmitriy Sheikin 
 

EURASIA CREDIT 
98. Uzbekistan criminalises foreign currency trading  
bne 
February 6, 2013  
 
Selling foreign currency to Uzbekistani citizens is now a criminal offence, under new 
rules that came into force on February 1. The measure is intended to stop the global 
economic crisis affecting the Uzbek economy, but has caused chaos in the sector and 
sent the soum into temporary freefall.  
 
Uzbekistan’s Tax Committee warned February 5 that trading in foreign currency has 
been criminalised. “The State Tax Committee warns entrepreneurs and individuals 
they will be held liable for making settlements in cash foreign currency in the sphere 
of retail trade and services, including criminal liability,” the committee said in a 
statement quoted by RIA Novosri.  
 
The Central Bank of Uzbekistan on January 31 says that the decision was made 
“based on a thorough study of national and international experience”, and lists the 
benefits of switching from cash to cards, including greater security.  
 
However, the move appears to be part of Tashkent’s ongoing attempt to maintain 
the country’s isolation from fluctuations in global markets, and to address the foreign 
currency deficit.  
 
Benefitting from its relative isolation, Uzbekistan managed to maintain growth 
through the 2008-09 crisis, but exports of its main commodities, cotton and gas, 
have fallen. Russia’s Gazprom has cut its imports of Uzbek gas because of lower 
demand from Europe, according to RIA Novosti. Meanwhile, cotton prices have fallen 
since their peak in 2001. An international boycott of Uzbek cotton to put pressure on 



Tashkent to end child labour in the cotton harvest is gathering support, though so far 
mainly among western buyers.  
 
Tashkent has already taken steps to tackle the foreign currency deficit, including 
through a requirement for air tickets to be sold only for foreign currency.  
 
While the new ban only applies to Uzbekistani citizens, it adds to the already heavy 
restrictions on currency convertibility - one of the main issues cited by investors as 
an obstacle to investment in Uzbekistan.  
 
The latest Transition Report from the European Bank for Reconstruction and 
Development (EBRD) issued in November 2012, says there has been “no progress” in 
eliminating distortions in Uzbekistan’s foreign exchange market.  
 
Foreign traders continue to experience major market distortions with respect to trade 
and foreign exchange, related to delays in currency conversion for imports, 
restrictions on cash and foreign exchange availability and a restrictive trade policy. 
The lack of a liberal trade and foreign exchange regime continues to be a major 
constraint to foreign investment and private sector development,” says the EBRD’s 
report.  
 
The introduction of the new rules plunged Uzbekistan’s foreign exchange offices into 
chaos, with many shutting their doors on February 1, Uznews reports. While some 
are expected to re-open, the will be forced to shut down permanently now that they 
are only allowed to serve foreign visitors to the country.  
 
The soum plunged against the dollar after new currency restrictions were introduced. 
On January 31, the sum fell in value from UZS2,700 to UZS2,860 to the dollar. The 
following day, the average exchange rate fell to between UZS3,100 and UZS3,200 
sums to the dollar, with money changing hands on the black market at up to 
UZS3,700 to the dollar, according to Uznews. In the following days, the exchange 
rate has recovered to around UZS2,750 to the dollar.  
 
99. Georgia’s monthly CPI up 0.3% 
BG Capital  
February 5, 2013  
 
Georgia’s monthly CPI grew 0.3% in January, while the annual deflation amounted 
1.6% from 1.4% in December. Transportation services was down 0.5% m/m, while 
food prices increased 2.6% m/m. On an annual basis, food prices are down 2.7% 
and transportation is also down 0.5%. 
 
100. IMF to provide $51.4m to Armenia 
bne 
February 6, 2013  
 
The International Monetary Fund (IMF) is to disburse $51.4m to Armenia after its 
latest review of the Armenian economy.  
 
The funding is part of a three-year, $403m package agreed with the IMF in June 
2010, the IMF said on February 5.  
 



According to an IMF statement, the Armenian economy continued to recover for the 
third year running in 2012, after a sharp contraction in 2009.  
 
“After a major decline in activity in 2009 in the context of the global financial crisis, 
growth resumed in 2010 and 2011, although at a moderate pace. In 2012, growth is 
projected to accelerate to over 6 percent, led by agriculture, agro-processing, 
mining, and services. Construction, a key pre-crisis growth driver is finally 
stabilizing,” the report said.  
 

BELARUS CREDIT 
101. Belarus presents eurobonds in Europe 
bne  
February 4, 2013 
 
Belarus has launched a road show of eurobonds in Europe, BelTA reported. 
 
A Belarusian delegation led by Finance Minister Andrei Kharkovets left for Europe to 
take part in the road show of the third issue of eurobonds. The delegation includes 
Economy Minister Nikolai Snopkov, First Deputy Chairman of the Board of the 
National Bank Yuri Alymov and Chairman of the Board of the Development Bank 
Sergei Rumas. 
 
The presentation is to take place on 4-7 February. On 4 February the Belarusian 
securities will be presented in Switzerland, on 5 February in Munich and on 6-7 
February in London. 
 
The British company VTB Capital plc and the Russian company ZAO Sberbank KIB 
are the organizers of the roadshow and the issue of Belarusian eurobonds. 
 
On 27-30 November the Belarusian delegation led by Finance Minister Andrei 
Kharkovets held a road show of eurobonds in Hong Kong and Singapore. 
 
By floating eurobonds on external markets Belarus plans to refinance part of the 
public debt payments the country has to pay in 2013. Belarus will have to spend 
over $3bn to repay and service public debts in 2013, up almost twice compared to 
2012. The Belarusian government expects to refinance almost half of the sum using 
the eurobonds, loans of the EurAsEC Anti-Crisis Fund and other sources. 
 

CE CREDIT 
102. Baltic growth likely to have dipped in fourth quarter 
Danske Bank 
February 7, 2013 
 
Next week, Latvia and Estonia are due to release their Q4 12 GDP flash estimates 
and January 2013 CPI inflation, with Lithuania due to release GDP and CPI inflation 
for January 2013. 
 
We expect Latvian GDP growth in Q4 12 to decelerate to 3.1% y/y, down from 5.2% 
y/y in Q3 12, with the full-year figure likely to be higher than we predicted at an 
average 5.1%. Growth in 2012 was balanced, with both net exports and domestic 
demand positively contributing to GDP. Investment rose extremely rapidly last year 
but was driven mainly by strong public investment and EU  structural support. 



However,  we expect the importance of these factors to decline over the medium 
term. 
 
We expect the same trend to be seen in Estonia. We estimate Estonian GDP 
decelerated to 3.0% in Q4 12, down from 3.5% y/y in Q3 12. For the whole year, we 
are likely to see a 3.0% growth rate. Despite the quite weak performance in Sweden 
and Finland, Estonian exports showed quite robust growth rates in 2012. However, 
as in the Latvian case, stronger positive impetus for growth is coming from the 
domestic demand components, especially investment. 
 
Based on our projections, CPI inflation in January 2013 will accelerate in Lithuania to 
3.0%, up from 2.8% in December. The increase in prices was driven largely by rising 
energy prices - higher electricity tariffs and excises for fuel. However, it is likely that 
the increased minimum wage had effect. 
 

 
103. CNB's hawkish comments surprised not only us 
Danske Bank 
February 7, 2013 
 
In a surprising move this week, the Czech central bank managed to reverse the 
direction of its monetary policy. At the monetary policy setting meeting this week, 
the CNB kept the key policy rate at 0.05% as expected but in the statement 
following the rate decision it surprised  the  markets  and us  with its hawkish tone.   
 
The CNB Governor said in his statement that given the recent CZK weakening, 
further monetary easing is less urgent. Following this comment, the CZK 
strengthened immediately (around 1% against the euro), as it was a clear signal to 
the markets that FX interventions are unlikely. We are not quite sure whether it was 
the intention to give the markets such a strong signal or whether Governor  Miroslav  
Singer chose  the  wrong wording. No matter what  the intention was, we view the 
possibility of  the CNB using the FX channel for further monetary easing as less likely 
at this time. This said, we do expect the CNB to step up its rhetoric again quite soon 
and start intervening verbally to prevent the CZK from further strengthening. Hence, 
we maintain our one-month forecast and expect the EUR/CZK to approach 25.7-
25.80 again. 
 
104. Czech Republic no rates news is bad news 



Stanislava Pravdova, Danske Bank 
February 7, 2013 
 
As broadly expected, the Czech central bank (CNB) kept its key policy rate at 0.05% 
at today’s monetary policy setting meeting. Besides this, the CNB refrained from 
introducing any non-standard monetary policy tools. 
 
Details The decision to maintain the key policy rate at a technical zero of 0.05% was 
broadly expected but some market participants, including us, were expecting the 
CNB to perhaps give more of a detailed hint about future monetary policy and 
perhaps voting in favour of using non-standard monetary policy tools if needed. That 
did not happen and the CNB was much more hawkish than expected, which resulted 
in a strong CZK rebound, with it gaining over 1%. 
 
Assessment and outlook We found it disappointing as we expected the CNB to be 
much more aggressive in its rhetoric in order to loosen monetary conditions further 
or keep them loose, which is, in our view, badly needed. Instead, CNB governor, 
Miroslav Singer, stated that given the recent CZK weakening further monetary 
easing is less urgent. It was no surprise that the CZK rallied immediately on such a 
comment as the risk of any imminent FX intervention decreased markedly. 
 
We cannot see any reason for such hawkish comments from the central bank today 
as the CNB today effectively achieved tighter monetary policy conditions rather 
keeping them loose as we believe is needed. According to our latest update, the 
Czech economy is in much worse shape than previously expected and will stay fragile 
over the next three years. With no growth, disinflationary pressures, the Czech 
economy badly needs more aggressive monetary easing. However, it is obvious that 
the CNB does not share this view. 
 
Summing up, after today’s CNB meeting, we view the possibility of the CNB using 
the FX channel as less likely at the moment. The CNB will continue to use verbal 
intervention to prevent the CZK from sharp strengthening; hence, we expect the 
CZK to weaken again from current levels. That said, a significantly weaker CZK looks 
less likely going forward. 
 
105. Czech central bank squeezes CZK market  
Erste 
February 6, 2013 
 
The CNB kept the rates unchanged at 0.05% and issued a new forecast today. The 
CNB now expects the economy to contract by 0.3% this year and grow by 2.1% in 
2014, small change from October forecast of 0.2% and 1.9%, respectively, and 
merely a reflection of weaker 4Q12 data.  
 
The CNB aligned itself with our January forecast, the differences (number-wise, 
story-wise) are tiny and not really worth elaborating on. According to Governor 
Singer, new forecast is still consistent with further relaxation of the monetary policy 
but it's close to the border where it may not be necessary. In other words, further 
relaxing conditions isn't as hot as some may have believed.  
 
The reason for this is clearly CZK. It was oscillating around 25.75 before the CNB 
meeting (market was heavily long EURCZK) and the FX rate was the factor relaxing 



monetary conditions. In other words, economy was doing somewhat worse than CNB 
expected in October but the weakness of CZK offset this fully.  
 
In line with what we wrote in our Macroscope yesterday, governor Singer's words 
poured cold water on the market expectation for intervention / further weakening of 
CZK. For us, these words weren't that surprising - after all, CNB never really said it 
was surely going to intervene and always said that one need to think about data 
from the economy and EURCZK together. And data weren't as weak as to justify 
further weakening of CZK at close to 25.80. Moreover, with data that've been coming 
in over last few weeks (PMI / IFO in Germany / CZ, consumer confidence etc.) the 
outlook has brightened up - another reason to not try to weaken CZK.  
 
Given the (pre-press conference) positioning of the market, it comes as no surprise 
that CZK strengthened to as high as 25.35 shortly after the press conference. New 
CNB forecast now sees CZK at 25.30 this year so one can reasonably expect market 
to test this soon. That's our target for short EURCZK trading idea we issued recently. 
At levels 25.40 we recommend profit-lock/ total exit if one cannot bear the stress 
any longer ;) _ FX interventions aren't completely dead, though - it's still 
possible that the economy will worsen without concomitant and adequate weakening 
of CZK and CNB will need/want to go into action (but we still think not much will be 
achieved with CZK interventions at levels above 25). We think the speculation for 
CNB interventions will moderate in coming weeks. CNB will want to verbally steer the 
CZK to stay in a range 25,20- 25,7 and watch for the data coming out of the real 
economy in next few months. Escalation of anti-CZK rhetoric can be expected below 
25.20 so at that level, speculative long EURCZK bet may be in place.  
 
106. Czech foreign trade surplus for December disappoints 
KB 
February 6, 2013 
 
December's foreign trade balance disappointed, according to cross-border statistics. 
The overall balance showed a surplus of only CZK 6.4bn (the market expected 
+16.5bn, and we expected +20.3bn), which was 0.7bn lower in year-on-year terms. 
There was a disappointment on the export side too as they dropped 7.1% yoy (we 
expected -5.7% and the market -3.0%). December's foreign trade balance did not 
extend the very good results from the previous two months, and there was a month-
on-month deterioration of around CZK 15bn (seasonally adjusted data). On the other 
hand, we should not overestimate December's results as this month was extremely 
influenced by a lower number of working days, which caused higher volatility in the 
monthly data (there was no month with less working days since 1998 if we adjust 
them for seasonality). The trend at the beginning of this year will be more important. 
        
According to the CSO, in the year 2012, compared with 2011, exports and imports 
rose 6.4% and 2.4%, respectively. The external trade turnover grew CZK 248.5bn to 
CZK 5 814.8bn, yoy. The trade balance showed a surplus of CZK 310.8bn, which was 
CZK 119.6bn higher, yoy. The balance improved mainly in 'machinery and transport 
equipment' (surplus up CZK 74.5bn) and 'miscellaneous manufactured articles' 
(surplus up CZK 26.4bn). On the contrary, the deficit deepened in 'mineral fuels, 
lubricants and related materials' (CZK 9.9bn). The external trade with EU member 
states ended in a surplus of CZK 710.0bn, which was CZK 36.6bn higher yoy. The 
trade gap with non-EU countries was CZK 83.1bn lower to reach CZK 399.2bn. 
       



Last year's trade balance surplus was again a record high. However, this will likely 
not be the last record high as we expect a surplus of CZK382.7bn in 2013 and 
another improvement in 2014. This year, the dynamics of nominal exports and 
imports should slow down, but it should remain in the positive numbers (exports 
+2.5% yoy, imports +0.7% yoy on average). Except for the improving situation in 
Germany, nominal exports will be supported by weaker CZK. However, a weaker 
crown will also increase imports in nominal terms. In the medium term, the 
intratemporal substitution caused by CZK depreciation will be helpful for the foreign 
trade balance (a gradual substitution of more expensive imports by cheaper 
domestic production and a higher volume of real exports thanks to improving price 
competitiveness), especially if it lasts for a longer period of time. 
 
107. Czech industrial production plummets in December 
KB 
February 6, 2013 
 
Czech industrial production posted a deep drop of 12.5% yoy in December and thus 
fell behind both our estimate (-10.5%) and the market consensus (-11.0%). At first 
sight, the figure looks catastrophic, as no such slump has been recorded since the 
2009 crisis. However, December's print has to be adjusted for calendar factors. 
 
December 2012 had three fewer working days vis-a-vis the same month of 2011. 
Then the statistics show industrial activity fell "just" 5.8% yoy. Nevertheless, it still 
comes as a disappointment as we looked for a drop of 5.6% yoy (WDA). Negative 
trends are visible in month-on-month data, too. While we expected a stagnation, 
production contracted 0.1% mom (SA, WDA). Overall in 2012, industrial activity 
dropped 1.2% yoy, the Czech Statistical Office said. 
        
Abstracting for the adjustment, the value of new orders dropped 11.5% yoy in 
December due to declines in both domestic orders (-13.4%) and foreign orders (-
10.5%). Direct export sales fell 9.9% yoy, and domestic sales dropped 10.4%. 
However, these figures have been affected by the calendar factors as well, and their 
informational ability is therefore limited. 
        
According to CSO data, December's industrial production contracted the most in the 
manufacture of motor vehicles (-17.7%), manufacture of machinery and equipment 
(-14.3%), manufacture of rubber and plastic products (-16.9%), mining and 
quarrying (-19.7%) and manufacture of other transport equipment (-29.7%). 
       
Employment in the industrial sector recorded a year-on-year decline of 0.6% in 
December. The average monthly nominal wage increased 5.4% yoy to CZK 29,136. 
The decline of employment in the sector continues, which is consistent with the 
recession in the Czech economy and slowing economic activity abroad. 
        
Czech industrial output dropped 5.8% over the past 12 months, cumulatively (SA, 
WDA). The outlook for the coming months is not favourable, either. Specifically, the 
automotive sector should suffer due to a decreasing trend in car registrations in 
Germany and the EMU as a whole. On the other hand, the macroeconomic situation 
in Germany (the Czech Republic's most important export market) is improving, as 
German forward-looking manufacturing indicators show. Simultaneously, German 
industrial orders decreased just 0.2% yoy in November 2012 (in mid-2012, year-on-
year declines in orders reached almost 8%). Still, we expect Czech industrial output 
to contract 0.2% qoq (SA, WDA) in Q113. From then on, we look for a cyclical 



recovery, which should be further supported by the weakening of the crown against 
the euro. Overall in 2013, however, industrial activity should post a drop of 1.9%. 
 
Construction activity plunged 17.3% yoy in December. A deep drop was recorded 
even in adjusted data (-14.1% yoy). On a month-on-month basis, however, 
construction added 2.2% (SA, WDA). Problems in the construction sector are long-
term and reflect the poor performance of the domestic economy, with lower 
investment activity in the private sector and cuts to public spending on infrastructure 
projects. The trend in construction employment has also been negative. In 
December, employment in the sector decreased 4.1% yoy. New building permits 
declined 7.1% yoy in December. The estimated value of approved constructions 
advanced 27.3%. In the whole of 2012, construction activity contracted by a 
significant 6.5%. However, there have been some signs of stabilisation in the past 
few months, and that should continue this year, too. In 2013, we expect moderate 
growth in construction of 2.7%, and another 1.0% in 2014. The coming government 
policy measures will be the key factor for infrastructure projects. Building 
construction should be supported by an improving performance of the domestic 
economy in 2014. 
 
108. Czech labour market deteriorated in January 
KB 
February 8, 2013 
 
January's labour market figures came as a disappointment, as the share of the 
unemployed climbed to 8.0% from December's 7.4%. Both the market consensus 
and our (more pessimistic) estimate looked for a slower increase in unemployment. 
        
The number of unemployed reached its historical high of almost 586,000. In January 
itself, the figure rose by more than 41,000. In year-on-year terms, there were more 
than 50,000 more unemployed than in January 2012. The number of applicants 
applying for each vacancy came out at 17.3, or the highest level over the past two 
years. 
        
January's negative seasonal factors are one of the reasons to blame for such an 
increase in unemployment. In winter, seasonal jobs are absent, and fixed-term 
contracts usually expire at end-December. However, adjusted data show a rising 
trend in the share of unemployed, as well. 
       
The Czech economy struggled with a recession last year. Although we look for the 
contraction to end in 2013, we should not expect any resilient GDP growth - a vital 
source of job creation. Therefore, further increase in unemployment is likely in 2013. 
Our estimate puts the share of unemployed at 8.3% at end-2013, up from 7.4% at 
end-2012. 
 
109. Demand for Hungarian domestic debt drops 
Erste 
February 8, 2013 
 
Demand was somewhat lower than usual at February 7 bond auctions, amounting to 
HUF 106.2bn altogether for the three papers. The Debt Management Agency sold 
HUF 50bn worth of papers altogether, only HUF 5bn higher than originally planned. 
In the afternoon at the non-competitive tender, demand for papers was even more 
subdued; only an additional HUF 4.3bn were sold from the 3Y and 5Y papers. The 



maximum yields of 3, 5 and 10y papers were 5.49%, 6.02% and 6.49%, 
respectively.  
 
Compared to the latest auction levels held two weeks ago, the maximum yield of the 
3y paper declined by 13bp, however in case of both the 5Y and 10Y papers there 
were some increases in yields (6-22bp). This is in line with our view that while the 
expected continuation of CB rate cuts will put downward pressure on yields at 
shorter maturities, the effect of rate reductions is more marginal in longer maturities 
and yields could even increase if investors feel increased risks surrounding Hungary's 
economic and monetary policy. More yield increases at the longest maturities cannot 
be excluded in the shorter-term and we expect the 10y yield to stand at 6.70% at 
the end of this year. 
 
110. EU Ripe for Project Bond Market, But Progress Slow  
Fitch 
February 6, 2013 
 
The shift to a more liquid European project bond market with a blend of financing 
between the capital markets and banks is inevitable. The limited institutional investor 
base, unfavourable capital rules and investment risks associated with the long-term 
nature of the potentially illiquid bonds means progress will be slow.  
 
The twin drivers of governments pushing infrastructure spending to kick-start the 
economy and banks deleveraging means the European market is ripe for the transfer 
to the capital markets. The market needs to broaden beyond the already active large 
insurance companies and pension funds, but there is a perception that there is 
currently only appetite for 'A' rated bonds.  
 
The various initiatives underway will bring more investors to the market, either 
through direct investments in credit enhanced project bonds or through private debt 
funds. Ultimately we believe this will increase appetite for 'BBB' rated debt when 
both supply and liquidity will be proven.  
 
The lack of secondary market liquidity is a concern because it limits investors' ability 
to manage their exposure. This is one of the primary reasons why investors shy 
away from the project bond market in comparison to similarly rated corporate bonds. 
For example, an investor who is required to sell sub-investment grade holdings will 
not buy bonds rated close to the 'BBB' limit without certainty that there will be 
buyers should the credit deteriorate.  
 
Furthermore, the long-dated nature of the bonds more than doubles the capital 
charges for a 25 year bond compared with a five year bond in the latest draft of 
Solvency II. If the regulatory debate doesn't change the rules, the disadvantage will 
be compounded by the fact that Solvency II is primarily based on credit quality and 
duration and so does not account for the security package - which often results in 
higher recoveries in default than unsecured corporate bonds.  
 
Long-term investors are also often seeking inflation hedging. Infrastructure equity 
investments offer at least in part this feature, but it is rarely the case for 
infrastructure debt. The development of a genuine inflation-linked bond market 
without the complexity of synthetic hedging with periodic break up or pay-as-you-go 
clauses would probably raise the appetite for the sector.  
 



111. Euro adoption to hike Latvian inflation 0.3% says minister 
bne 
February 4, 2013 
 
Adoption of the euro will provoke a maximum inflationary jolt of 0.3%, Latvia's 
finance minister insisted on February 1. 
 
Parliament approved the final reading of the euro adoption bill last week, which sets 
out the mundane details of the move over to the single currency, including the time 
window for using both lats and euro in pricing. The timing of the change is important 
to prevent rounding up or down, as well as price gouging, from increasing prices 
unreasonably. 
 
Inflation in Latvia next year is currently estimated at 2% or 2.2%, Andris Vilks told 
reporters. The minister said he would be very surprised if the euro's effect on 
inflation exceeded 0.3%. "If a product costs LVL10, the effect will be two to three 
santims, but the price will certainly not increase by 50 santims," said Vilks. 
 
The official stressed that the cost of the introduction of the euro would be LVL50-
140m. 
 
112. Fall in Slovakian retail sales accelerates 
 
bne 
February 5, 2013 
 
Beset by poor domestic demand, the rate of decline in Slovak retail sales accelerated 
in December as a seventh consecutive month of contraction was recorded in 
December, data released by the Statistical Office revealed on February 5.  
 
The result left Slovak retail sales for the full year 1% lower than in 2011, despite the 
country enjoying the highest economic growth in the Eurozone in 2012 at around 
2.6%. 
 
Retail sales excluding automobile sales dropped 4% year-on-year in December, 
following a 2.2% fall in November. The pace of decline worsened for the fourth 
month in a row and the latest decrease was the biggest since July 2011, reports RTT. 
 
During December, lower sales of other goods, automotive fuel, household equipment 
in specialized stores impacted overall sales the most, the agency said. Month-on-
month, retail sales were flat in December. For the whole year 2012, sales declined 
1%. 
 
With consumer confidence on the floor throughout the last year, thanks mainly to the 
country's ongoing chronic unemployment, which has hovered around 13-14%, 
Slovakia's only significant economic driver through 2012 was its export-facing 
manufacturing sector, and to be more specific, the car plants of Volkswagen and Kia. 
 
However, those factories saw output slowing in the final quarter of 2012, and are 
highly unlikely to keep up the pace this year either. That has most forecasters 
expecting GDP growth to sink to around 1% in 2013, assuming there are no more 
shocks in the Eurozone. 
 



113. Hungarians support review of EU membership and sovereign default, 
says survey 
bne 
February 7, 2013 
 
Two-thirds of Hungarians would like to see the country review its EU membership or 
some of its commitments resulting from membership, according to a poll conducted 
by the Iranytu Institute. On top of that, 40% of respondents would support a 
sovereign default. 
 
The profile of the EU is hardly high anywhere given the current crisis ravaging the 
Eurozone. ON top of that, given the tempestuous relations between Budapest and 
Brussels over the last year, and in particular the rudimentary propaganda campaign 
carried out by the Fidesz government (the full page ad in the tabloid press 
thundering that Hungary will not bow to EU dictatorship was perhaps the apex - or 
nadir?) the opposition to the bloc is not surprising.  
 
According to the survey, only 23.8% of those polled oppose the idea of reviewing 
Hungary's relations with the EU, while 9.7% did not take a stand.  
 
Huge celebration marked the accession of the Visegrad countries in 2004, with the 
event marking their "return" to Europe, and with many assuming a rapid economic 
convergence with countries to the west. However, close to nine years later, just 17% 
of Hungarians think their country has benefited from EU membership. By way of 
contrast, 44% said Hungary has lost out. Another 28% said Hungary has both won 
and lost, and 11% did not know. 
 
The impact of the long fight with the EU and IMF over Budapest's economic policy 
also appears to impact opinion in the country on another issue. According to Hungary 
Around the Clock, around 40% of respondents would support a renegotiation of 
Hungary's state debt, if it did not harm Hungary's image - quite how that could work 
is not discussed - while 26% would support it regardless. Such a move would do 
more harm than good in the view of 22%, and 12% were undecided. 
 
114. Latvian consumer prices down by 0.2% mom in January 
Swedbank 
February 8, 2013 
 
In January 2013, Latvian consumer price index (CPI) fell by 0.2% in comparison to 
the previous month. This is the first monthly deflation in January as far back as 1995 
since when such data is being published. As a result, annual inflation shrunk to just 
0.6%, which is the lowest since October 2010. 
 
January monthly inflation was driven by a decrease in the prices of closing and 
footwear, as well as recreation, culture, hotel and restaurants. As forecast, gas and 
heating tariffs decreased. Food prices rose somewhat.  
 
As always, the weights for the consumer basket have been revised at the beginning 
of the year in order to reflect the changing pattern of household consumption. The 
share of foodstuffs and transport have decreased while that of housing services, 
closing and footwear, and recreation and culture have risen somewhat. The share of 
first necessity goods and services keeps decreasing. This is encouraging as reflects 
that households can shift more of their consumption towards other goods and 



services. The decrease is still very small however and an average household still 
spends about 55% of its consumption on first necessities. 
 
Outlook 
 
We forecast that inflation will continue to retreat this year reaching 1.9% on 
average, down from 2.3% in 2012. Global economy is weak and also domestic 
demand pressures are still very benign to be able to produce more significant price 
pressures. 
 
January inflation reading is good news and puts Latvia on a more certain ground vis-
à-vis meeting the Maastricht criteria and thus makes the Latvian case for the 2014 
euro adoption increasingly more likely. 
 
115. Latvian industrial production grows 6.2% in 2012, expected to rise 4-
6% in 2013  
Kyiv Post 
February 5, 2013 
 
Industrial production in Latvia grew 6.2% year-on-year in constant prices in 2012, 
the country's central statistics department told BNS.  
 
Production grew 9.3% in the manufacturing sector and edged up 0.3% in extractive 
industries, but slumped 2.8% in electricity, gas and water supply.  
 
Industrial production measured LVL5.295 billion in actual prices in 2012, including 
LVL1.347 billion in the fourth quarter and LVL412.5 million in December.  
 
"On the whole in 2012, despite the tense economic situation and even a recession 
seen in a number of European countries, Latvia's manufacturing sector remained 
steady in the face of these external shocks. Although in certain months 
manufacturing industry volumes fluctuated, on the whole there was stable growth in 
the sector," Economics Minister Daniels Pavluts was quoted as saying in a ministry 
press release.  
 
He said that in a number of sectors production and exports have already exceeded 
pre-crisis levels, which shows that Latvian industry has potential. "Further 
development of this potential will require investment in productivity and labor, which 
would increase the competitiveness of Latvian producers on the international level," 
Pavluts said.  
 
Nearly 64% of Latvia's manufacturing output was exported in 2012, the ministry's 
head of forecasting of economic development and the labor market, Janis Salmins 
said. Metalwork made the greatest contribution to overall growth in the 
manufacturing sector.  
 
"This year, gradually growing demand on the domestic market could have a positive 
impact on the manufacturing industry. However, in general the sector's growth is 
more linked to changes in external demand and export opportunities, so the greatest 
risk for the sector is related to the development of the global economy," Salmins 
said.  
 



Finance Ministry spokesperson Lelde Kaunese said the country's manufacturing 
sector would grow 4-5% this year.  
 
Bank of Latvia economist Igor Kastyanov forecasts that industrial production will 
grow 4-6% in 2013. "The pace of growth [will be] more moderate than in 2012, 
which is due to the ongoing debt crisis of European countries and limited production 
capacity in certain sub-sectors of the manufacturing industry" in Latvia, Kastyanov 
said.  
 
116. Latvia's preparations for the introduction of the euro 
OSW 
February 7, 2013 
 
On 31 January, the Latvian parliament passed a governmental plan setting the rules 
for the introduction of the euro (the government coalition cast 52 of the 100 votes). 
According to this plan, the euro will replace the lats on 1 January 2014. Prime 
Minister Valdis Dombrovskis is a supporter for Latvia's to quickly join the eurozone. 
 
The date of Latvia's accession to the eurozone will be determined in the summer of 
2013 by the Council of the European Union on the basis of an analysis of the 
country's progress in preparations for accepting the euro as its national currency. 
The Council of the EU will also determine the exchange rate, which is likely to be at a 
similar level to the present, i.e. 0.702 lats to 1 euro. According to Latvian data, the 
country met the Maastricht criteria already in autumn 2012. Latvia has been included 
in the European Exchange Rate Mechanism (ERM II) since 2005, which reduces euro 
exchange rate fluctuations to approximately 15%. Already 80% of loans and 40% of 
savings accounts in Latvia are in euros. Support for Latvia's accession to the 
eurozone in January 2014 has also been given by the European Commission and the 
European Central Bank. Latvia will be the second Baltic state to enter the eurozone 
after Estonia, which joined in January 2011. The newly elected Lithuanian 
government is also intensifying efforts to introduce the euro in 2015. 
 
Commentary 
Latvia was prevented from entering the eurozone in 2008 due to the global economic 
crisis. The impact this had was particularly strong for Latvia, the most rapidly 
developing economy in Europe at the time. The country's real gross domestic 
product in 2008-2009 fell 37% against 2007 figures, when its level was the highest. 
This forced the government, despite violent public protests, to cut spending, raise 
taxes, and accept financial assistance from the IMF. The Latvian government claims 
that its strategy, which has been focused on joining the euro, has helped the country 
to overcome deep recession. The readiness to join as soon as January 2014 is 
supposed to prove that the Latvian economy is in a good condition and that Latvia 
has recovered from the crisis. 
 
Latvia's presence in the eurozone may have a disciplining effect on its other member 
states which have economic problems. This will also strengthen the position of those 
countries which insist that stricter financial discipline be applied in the eurozone to 
enable recovery from the crisis. On the other hand, Latvia and Lithuania - like 
Estonia before them - have recognised eurozone membership as an important step 
which will bring them closer to the EU member states which form the group of 
European leaders. Since Latvia had to apply for financial support to the IMF at the 
time of deep recession, it now sees the obligation to pay 325 million euros to the 



European Financial Stability Facility as a form of ensuring financial security also for 
itself. 
 
The problem the Latvian government needs to face is low public support (8%) for the 
introduction of the euro. 42% of the public would prefer to postpone this decision, 
41% of respondents are opposed to it, and the others have not made up their minds. 
Latvians fear this change and the new costs it will entail (higher prices and inflation). 
They do not believe in the government's assurances that the Latvian currency, with 
the fixed euro exchange rate applied, has been influenced by the same trends as the 
euro over the past few years. The centre-left opposition, namely the Harmony Centre  
(the largest political party to represent the Russian minority in parliament) and the 
Union of Greens and Farmers, are capitalising on these fears. Although there is no 
such legal requirement, the opposition insists on a referendum being held concerning 
the euro. This is part of the preparations in the campaign preceding local elections 
(June 2013), during which the Harmony Centre will make efforts to maintain power 
in Riga. 
 
117. Lithuania's public finances sound, but shadow economy remains a 
problem 
Swedbank 
February 8, 2013 
 
Higher-than-planned budget revenues 
Budget collection in 2012 reflected the strong performance of the Lithuanian 
economy. Annual national budget revenue increased by 7.9% and was 0.6% higher 
than planned. The forecast of the Ministry of Finance was rather conservative, and 
employment and profits increased more than expected. The more rapid job creation 
was the main reason why unemployment last year decreased more than the ministry 
forecast. Personal income tax revenues were 5.9% higher than planned, and profit 
tax revenues exceeded the target by 21.8%. Strong  employment  growth  and  
increasing profitability explain these developments. 
 
Also, revenues from social security funds exceeded expectations, and expenditures 
grew by less than planned. Revenues were 3.8% higher than planned and 5.1% 
higher than a year ago. The number of insured has increased more than the number 
of employed - by 31,900 and 21,400 respectively, indicating  a  somewhat  smaller  
unofficial remuneration.  
 
Shadow economy still larger than expected 
The tax collection plans for VAT and excise duties were too ambitious - revenues 
were, respectively, 2.4% and 1.3% lower than planned. During 2012, the efficiency 
of VAT collection must have deteriorated. According to our estimation, the cefficiency 
ratio decreased from 46.2% in 2011 to 45.0% in 2012. The ratio of excise tax 
revenue to household consumption fell marginally - from 4.7% to 4.6%. If the 
efficiency ratios had not decreased, VAT and excise revenue would have been slightly 
above the plan. However, there were some increase in excise duties and the income 
level from which VAT is applied was lifted in 2012. This means that excise duties 
collection efficiency probably decreased more and VAT - somewhat less. One reason 
for the unfulfilled expectations was the failure to introduce cash registers in all 
covered market places. Too many exceptions were introduced, and the majority of 
nonfood products continued to be sold unofficially and not taxed. 
 



Even though these ratios are only approximate, as the exact tax base is not 
calculated, there are other signs that the shadow economy might not be decreasing 
in some areas. Overall tax revenue as a percent of GDP and as a share of domestic 
demand decreased in the third quarter last year. Moreover, according to the Nielsen 
"empty-pack" survey, the share of smuggled cigarettes in Lithuania increased 
significantly in the last quarter of 2012 after decreasing for one-and-a-half years. 
 
Public finances will continue to improve 
This year, income tax revenue will be supported by further increases in employment 
and faster growth of wages. Revenues from VAT and excise duties are to a large 
extent dependent on household sentiment and consumption growth, the latter of 
which is forecast to fall from a growth of 4% last year to 3% this year. This is mainly 
due to rising prices of necessities and the probability that the savings rate will not 
decrease much further.  
 
We expect Lithuania will maintain fiscal discipline this year. The budget deficit will 
decrease to 2.5%, and public debt is estimated to fall from its peak of 40.9% of GDP 
in 2012 to 38.4% of GDP in 2013. Still, borrowing needs for 2013 are estimated at 
LTL 7.3 billion. It is planned that the main part (75-80%) will be raised in the 
domestic market. Interest rate developments have been favourable. At the end of 
January, Lithuania borrowed EUR 400 million for five years at 2.63% annual interest-
-one of the lowest rates in its history. 
 
Reducing the size of the shadow economy should be a priority  
The current excess liquidity in financial markets will not be permanent, nor will the 
low interest rates. One way to alleviate the borrowing needs of the government 
would be to reduce the size of the shadow economy. In 2012, the shadow economy 
in Lithuania was measured to account for about 26% of the GDP. More efficient tax 
collection would strengthen public balances and ease the pressure arising from 
decreasing support from EU structural funds. Therefore, one of the main priorities of 
the government should be to increase its efforts to make the shadow economy 
official and, thereby, reduce tax evasion.  
 
The size of the shadow economy not only affects public finances through lost tax 
income but also increases the tax burden for those who operate legally. Therefore, in 
order to compensate for the lost tax revenues from decreased labour taxation, tax 
reform should also involve measures to fight the shadow economy. 
 
The smuggling of cigarettes, alcohol, fuel, and other goods accounts for about one-
third of the shadow economy. Illegal work and unofficial remuneration, unaccounted 
sales of goods and services, and sales of illegal goods and services also account for a 
significant part of lost revenues.  
 
The main reasons for illegal work and unofficial remuneration are the inefficient 
enforcement of tax collection rules and high labour taxation. In 2012, the tax wedge 
on labour in Lithuania was almost 40%. In addition, rigid labour market regulation, 
as well as the complicated tax system, has a negative effect on employers' 
willingness to engage in legal employment relations. One important way to deal with 
illegal work and tax evasion would be to continue easing the tax burden on labour 
(such as, e.g., in countries like Ireland, Cyprus, and Malta, where labour tax rates 
are half those of Lithuania's). In a country with a weak tax morale, shifting the tax 
burden from labour to unproductive assets (e.g. personal cars) could be more 
efficient in lowering tax evasion. Easing the regulations of employment relations and 



simplifying the tax system could also help to reduce the levels of illegal work. In 
addition, the fines should be sufficiently high, so that the expected costs of 
fraudulent behaviour exceed the benefits. Also, tax law compliance could be 
improved by making the manager of the company, instead of the owner, responsible 
for illegal employment. Moreover, limiting the time period in which the 
unemployment and social benefits can be received might be a helpful measure 
against unemployment benefit fraud; it would also stimulate a faster return of the 
unemployed to the labour market.  
 
Most important, however, is in our view is the lack of strong negative consequences 
for an employee receiving an unofficial wage. Therefore, it would be useful to tie the 
services and benefits the person receives from the state to taxes paid by creating 
"virtual accounts" or a "points" system, whereby a person could track his taxes paid 
and the public services "earned." In order to reduce the volumes of unaccounted 
sales of goods and services, it is necessary to eliminate legal possibilities for this 
kind of behaviour, not only by narrowing the range of business activities that can be 
carried out using business certificates, but also by expanding the mandatory  use  of  
cash  registers.  Since unaccounted sales are especially widespread in the restaurant 
sector, one of the ways to lower them would be to forgo the use of nonfiscal receipts. 
Another measure to deal with unaccounted sales and tax evasion is to restrict the 
use of cash for payments; this approach is becoming increasingly popular in some EU 
countries, such as Italy, Spain, Greece, and Romania. This could entail setting a 
certain money limit above which all payments must go through the banking system, 
and restricting cash payments of wages in business and public sectors, as well as of 
all transfers by the government.  
 
In order to fight smuggling, it is necessary to use regular  administrative  measures  
effectively, including strengthening border protection, and increasing fines for 
violating customs formalities and bribing officials. The risks of being caught and of 
being punished still remain relatively low, and this encourages  criminal  activities.  
Furthermore, lowering the scale of smuggling and the sales of those goods requires 
spreading the responsibility for such crimes to all levels, i.e., punishing not just the 
direct smuggler, but also the people involved in the distribution and retail sale of 
those goods, as well as the final consumers. Another priority should be to reduce the 
widespread corruption amongst customs officers and politicians, and thereby limit 
their cooperation with smugglers and the tolerance for smuggled goods. 
 
One of the most important reasons for the large shadow economy in Lithuania is the 
weak tax morality. The inefficiency of the public sector, corruption, and low quality of 
public services reduce people's willingness to pay taxes and induces them to engage 
in illegal activities. In order to deal with this problem, the government should strive 
to improve the quality of services (e.g., health care and higher education), enhance 
the efficiency of public institutions, and lower the level of corruption. Implementing 
such difficult reforms will require a strong political will. Tangible results will take time 
but reforms will pay off in the long term. 
 
118. Lithuanian reserves drop 0.8% in January  
Bank of Lithuania 
February 7, 2013 
 
At the end of January 2013, official reserve assets amounted to LTL 22.1 billion (EUR 
6.4 billion). They decreased by LTL 171.4 million, or 0.8 per cent in January, and 
increased by LTL 2 billion, or 10.1 per cent during twelve months.  



 
119. Lower number of working days provokes deep drop in Czech retail 
sales 
KB 
February 5, 2013 
 
A drop in December's retail sales of 5.1% yoy looks very deep at first glance. The 
outcome was affected by a lower number of working days in December 2012 in 
comparison with December 2011. Adjusted to this factor, retail sales fell only 0.4% 
in a year-on-year comparison. In a month-on-month comparison, the data look more 
optimistic as sales grew 1.3% (seasonally adjusted). Very solid pre-Christmas 
purchases could largely help this. In 2012, retail sales including the motoring 
segment decreased 1.1%. 
 
The lower number of working days was reflected most in the sales and repairs of 
motor vehicles, which fell 11.1% (non-adjusted). Nevertheless, most of the 
measured assortment types of stores contributed to the drop of total retail sales. 
Sales of non-food and food goods contributed negatively. Sales were growing only in 
retail sale via mail-order houses or the Internet and sales of clothing and footwear in 
specialised stores in December.  
 
Despite December's data being relatively decent, it is very preliminary to talk about 
signs of future improvement. The existing unfavourable situation should not change 
in the first half of the year as households will continue to deleverage. Their real 
disposable income is being dragged by fiscal consolidation mainly due to tax 
changes. A deteriorating labour market corresponding with low growth of nominal 
wages, the rising unemployment rate and uncertainties over job stability is another 
negative factor. We expect a slight recovery of consumption in H213. The outlook for 
retail sellers isn't rosy, and we are afraid of the decrease of retail sales this year. In 
2013, we expect a drop of 0.8%. 
 
120. New Hungarian utilities tariff cuts set for summer  
bne 
February 8, 2013 
 
Hungary is set to implement a 10% cut in water and sewage utility charges starting 
on July 1, local press reports, as the Fidesz government presses home a series of 
tariff reductions ahead of elections in 2014.  
 
Sewage, water supply, communal waste disposal fees, as well as chimney inspection 
fees, should be cut by July 1, parliamentary party leader Antal Rogan confirmed on 
February 7, according to MTI. The price of cylinder gas is also to fall by the same 
rate, he added.  
 
The Hungarian government announced on January 29 that it was preparing further 
cuts in household utility prices following the 10% cut in gas and electricity tariffs 
initiated from the start of the year. Budapest was also careful to insist that the cost 
of the discount must remain with the distribution utilities, which like the banks and 
telecoms companies hit hard by tax increases since Fidesz came to power in 2010, 
are mostly foreign owned.  
 
The government said last month that it "will not pay attention to 'the lobby of energy 
providers', their profits or ultimatums, but will aim to provide affordable public 



services to the people, moreover, it is preparing further price reductions." One senior 
official said on February 1 that the government is hoping to  cut electricity and gas 
prices by as much as 30% by mid-2014.  
 
With parliamentary elections coming up in 2014, a cut to utility prices is clearly a 
plus for the administration. More crucially, the planned effect on inflation makes it 
easier to push through the ongoing easing cycle at the central bank. The government 
also hopes that the cuts will push household consumption to help with recovery of 
the economy this year. 
 
121. Poland plans to secure 50% of borrowing needs by end of month  
Erste 
February 8, 2013 
 
The Ministry of Finance carried out another bond auction and sold PLN 2.39bn in five-
year fixed rate papers PS0418 and PLN 3.36bn in WIBOR- based variable rate paper 
WZ0117. Moreover, the Ministry of Finance plans to have 50% of this year's 
borrowing needs secured by the end of February and to adjust further auctions to 
the needs of the market. Currently, yields are at low levels (2Y at 3.41% and 10% at 
3.97%), and we expect the situation to remain relatively stable in the next few 
months. We anticipate, however, that the curve may steepen due to increasing 
yields on the core markets.  
 
122. Poland should keep cutting rates insists finance ministry 
Equilor 
February 8, 2013 
 
Poland's central bank should continue to ease monetary policy, the country's Deputy 
Finance Minister told yesterday. He said: " we don't see a need to break the interest 
rate cut cycle". Governor Marek Belka said on Wednesday that there will be no rate 
move in March. 
 
123. Poland's consumer loans silver lining 
RBS 
February 4, 2013 
 
Our views on domestic credit confirmed - The latest installment of the Senior Loan 
Officer Survey (SLOS*) has just been published by the central bank and it confirms 
two things: 1) our suspicion that credit conditions were indeed restrained across the 
board in Q4 2012, and 2), the intention for banks to ease consumer credit in Q1 
2013. 
 
No cash no purchase - In our recent commentary to clients, we pointed out that the 
shockingly poor December retail sales number was attributable to a lack of credit for 
households, who were already low on cash. For Poland, household credit extension 
remains the key that will unlock the return of domestic growth momentum. While 
credit extension has been frowned upon in many economies due to pre-existing 
unhealthy stock levels, for Poland, the starting point is a fairly under-leveraged 
household balance sheet. As a comparable, Turkey's 2013 growth story stems from a 
consumer credit induced recovery, also from a starting point of relatively low 
leverage. 
 



The risk; staring into the abyss for the moment - In our opinion, Poland is staring at 
a vicious cycle of tight consumer credit conditions, poorer economic data outturns, 
and then subsequently tighter credit terms. This vicious cycle may lead to a 
recession if it becomes embedded. It is not too late to avoid getting entangled, but 
there is a notable risk that this economy could; it is all down to domestic bank policy. 
As discussed in previous notes, such a vicious cycle will be very difficult to break and 
will require a positive exogenous shock to stop it. The exogenous shock will need to 
be consistently positive surprises in Eurozone economic data, which is both fairly 
optimistic, and also has the added complication of requiring several months to prove 
consistency. Several months is too long a period to wait, given that Poland's 
economic momentum is already poor by historical standards. 
 
But a silver lining is visible in the gloomy sky - Fortunately for this economy, while 
banks (covering 81% of the loan portfolio) generally expect to extend tight Q4 2012 
credit conditions into Q1 2013, there is a silver lining in that "a slight moderation of 
lending policy in the segment of consumer loans may be an exception" (SLOS* Feb-
2013). Our base case is that banks will follow-through with easier household credit 
terms, which individuals will respond positively to (based on historical precedence) 
and the economy will bounce back in Q1. 
 
Monetary policy to ease by 25bp on Wednesday, then paused. We expect the central 
bank's new inflation projections (to be released in March) to point to a recovery story 
based on the cumulative 100bp of cuts delivered. Combined with our expectation for 
a positive reaction to credit stimulus by households, we see the central bank pausing 
for at least a few months. 
 
124. Polish PM gives fresh impetus to Eurozone push 
Erste 
February 4, 2013 
 
Prime Minister Tusk announced that the government will begin the debate on the 
fiscal pact on February 19. Moreover, the Cabinet Council will start to discuss when 
and how Poland will enter the Eurozone (not if!).  
 
Although the road to EMU membership will take a few years (Poland still needs to 
fulfill convergence criteria such as a budget deficit below 3% of GDP or stable 
inflation), the announcement was zloty positive (EURPLN dropped from 4.20 to 
4.16). At this juncture, due to the weak economy (we expect growth to bottom out 
in 1Q13) and potential interest rate cuts, we do not see much space for further long-
term appreciation and expect the EURPLN to be around 4.16 at the end of 1Q13. 
 
125. Polish central bank delivers another 25bp cut  
Erste 
February 6, 2013 
 
The interest rate was lowered to 3.75% 
As was broadly expected, the council voted for a 25bp cut. Despite the hawkish 
statement after the previous meeting and possible pause in the cycle, the latest 
comments suggested that the easing cycle would continue in February. The recent 
weak data and dropping inflation supported the decision about the 25bp cut.  
 
Notes from press conference and MPC statement: The council announced that the 
interest rate cut would support economic activity and prevent the inflation rate from 



dropping below the lower bound of the target (i.e. below 1.5%). Further decisions 
will depend on economic data and what the inflation projection (to be released in 
March) will show. Belka said that, at some point, there was a need to recapitulate 
the policy, but we were not in wait-and-see mode yet.  
 
Is it the end of this round of the cycle?  
Not yet. The MPC left the way for further cuts open and we believe it may happen as 
soon as in March. Then the council will switch to wait-and-see mode. At this point, 
we do not expect bigger cuts than to 3.50%, as, within that time horizon, the 
inflation rate will stabilize at around 2%, the prospects for economic growth will 
improve (the impulse will come from the slowly improving external environment), 
and thus the council may consider rates to be at their proper level - unless the 
macro outlook changes. The next inflation projection (to be released in March) will be 
crucial for further monetary policy direction.  
 
126. Polish lending standards stil tightening 
Citi 
February 5, 2013 
 
The latest Senior Loan Officer Survey shows lending standards for corporate and 
individual clients were tightened in 4Q 2012. Polish banks expect additional 
tightening in 1Q, especially in case of housing loans, lending for small and medium 
sized firms and long term loans to large enterprises. According to a survey this is an 
answer to more pessimistic growth forecasts and rising credit risk of selected 
sectors. Such answers should not be surprising given that last week's data confirmed 
the economy slowed to only 2% YoY in 2012, with growth hovering around 1% in the 
last quarter. It seems the activity is likely to remain weak also in 2013, with signs of 
gradual recovery possible only in the second half of the year. Given results of a 
survey conducted among Polish senior loan officers we see risks that growth in 1Q 
might be even weaker than our baseline forecast of 0.5%.  
 
The survey results reinforce our view that economic growth prospects justify further 
interest rate cuts by the central bank. Indeed, although official interest rates are 
already close to all time high, the overall policy mix is relatively tight - in our view 
too tight given expected growth performance. In particular, the fiscal policy was 
tightened in previous years, lending standards are tight and loan rates are high. 
Additionally the zloty exchange rate is relatively strong, especially when compared to 
the weakness of economic growth. The MPC has been reluctant to provide substantial 
monetary easing but we expect the Council will cut the base rate by 25bps to 3.75% 
this week and the rate will eventually fall towards 3-3.25% later this year (for more 
see Poland Macro Flash: February Data Preview - Sharp fall in inflation).  
 
127. Polish yields rise for first time in nine months 
Erste 
February 8, 2013 
 
Poland's borrowing costs rose at the February 7 bond auction for the first time in 
nine months. The Finance Ministry sold 5.8 bn PLN of 5y bonds due in April 2018 and 
4y floating-rate notes due in January 2017, falling short of its maximum target for a 
second time in a month. The 5y yield advanced to 3.52 % from 3.44 % at the 
previous auction on January 23, the first increase since May 2012. The biggest yield 
move in local currency CEE government bonds in the secondary market was seen at 
the short end of the POLGB curve. The entire yield curve has been below the base 



rate for a little while now but 10y POLGB yields rose above key rates when they were 
cut to 3.75% at the most recent rate cutting meeting on February the 6th after 
hitting a wide of more than - 50 bps around the turn of the year. It seems to be 
general consensus that the long end is unloved as yields head higher but the bid to 
cover ratios at yesterday's auctions send a different story with regards to the mid 
segment of the yield curve ( 2017 1.35x, 2018 2.12x). Here it seems that 
expectations of higher yields are more subdued given that the bid to cover for the 
floating rate note (1.35x) was so far below that of the fixed coupon bond (2.12x). 
 
128. Power and transport push Estonian inflation in January  
Statistics Estonia  
February 7, 2013 
 
According to Statistics Estonia, in January 2013 compared to December 2012, the 
change of the consumer price index was 0.7% and compared to January of the 
previous year 3.4%. 
 
Goods were 2.9% and services 4.4% more expensive compared to January 2012. 
 
Regulated prices of goods and services have risen by 2.9% and non-regulated prices 
by 3.6% compared to January of the previous year. 
 
Compared to January 2012, the consumer price index was mainly influenced by 
housing expenditures, which gave nearly a half of the total increase. Of which in turn 
almost two thirds gave 26.9% more expensive electricity arrived at homes. 6.9% 
more expensive alcoholic beverages and 7.9% more expensive tobacco products 
gave a sixth of the total increase. In January 2013, motor fuel was 0.2% cheaper 
than a year earlier. Compared to the previous year, of food products, the prices of 
eggs and potatoes have increased the most (37% and 26%, respectively) and the 
prices of coffee and groats have decreased the most (9%). 
 
In January compared to December, the consumer price index was mainly influenced 
by home arrived electricity, which was 23.6% more expensive. Urban transport, 
which for residents of Tallinn became free of charge, lowered the index of short-
distance and urban transport by 34%; the sales of clothing and footwear and 
termination of sales of alcoholic beverages also had a bigger impact on the index. 
During the month the prices of grapes increased the most (33%) and the prices of 
mandarins decreased the most (21%). 
 
Due to continuous changes in consumption patterns and prices, Statistics Estonia 
updates the weights system of the consumer price index and the representative 
goods every year. In 2013, the weights system of the consumer price index 
corresponds to the average expenditure structure of the population in 2012. The 
base prices used for calculations are December prices of the year 2012. To ensure 
the comparability with the previous periods, the consumer price index is continued to 
be published on the base 1997 = 100. The linking month is December 2012. 
 
The table presents the expenditure structure (weights) used in 2012, as well as the 
expenditure structure used since January index of 2013. 
 
129. Power unlikely to provoke Estonian inflation 
Bank of Estonia 
February 7, 2013 



 
As had been expected the consumer price index underwent a one-off jump in 
January. The price level increased by 0.7% from the previous month and price 
growth was 3.4% in annual terms. The price of electricity was 23.6% more 
expensive for households in January than in December, while the consumer basket 
excluding electricity became some 0.2% cheaper. Another factor contributing to 
inflation besides electricity was the alcohol excise. The seasonal fall of 4.9% in the 
price of clothing and footwear had a counterbalancing effect. Core inflation fell as the 
consumer basket without energy and food became 1.0% cheaper in January. This 
was greatly affected by the 9.9% fall in the cost of public transport. 
 
Data from the Estonian Institute of Economic Research show that companies are 
expecting sales prices to increase faster over the next few months. Since the share 
of electricity in the total costs of companies is on average 1%, the price of electricity 
should not give rise to broad-based inflation, especially because the electricity 
market was already opened to large consumers in 2010. 
 
Eesti Pank's forecast expects this year's average HICP growth will be 3.6%. This 
estimate rests on the assumption that the level of commodity prices will not change 
much. Eurostat's flash estimate shows that inflation in the euro area slowed to 2.0% 
in the first month of the year. The joint forecast of the central banks of the euro area 
expects the average inflation rate for the euro area to remain in the range of 1.1-
2.1% in 2013. 
 
130. Reduced government deposits see Latvian FX reserves fall in January 
Bank of Latvia 
February 7, 2013 
 
A decrease of 203.7 million euro or 3.6% in the Bank of Latvia's international 
reserves as at 31 January 2013, compared to 31 December 2012, was mostly due to 
a decrease in funds deposited in foreign currencies by the Latvian government. A rise 
in the funds deposited in foreign currencies by credit institutions had an increasing 
effect. 
 
131. Slovak economy likely contracted in fourth quarter  
Erste 
February 7, 2013 
 
The developments in industrial production and economic sentiment suggest that GDP 
growth likely slowed down further in Q4. The growth could reach 1.0% y/y as 
compared to 2.1% y/y in Q3. Net exports are likely to remain the sole driver of 
growth, boosted by the expansion in automotive production capacity in early 2012. 
Conversely, domestic demand probably dropped. As a result of the steep slowdown 
in IP in the last months of 2012, a negative q/q GDP growth cannot be ruled out.  
 
Industrial production in December probably remained on a level similar to the 
previous month's. This is suggested by the economic sentiment, which recorded only 
a very slight recovery in December and subsequently fell again in January. On the 
month, industrial production probably stagnated. In the annual comparison, IP was 
probably 5% higher. Automotive remained the main driver of growth.  
 



We expect January consumer inflation to drop to about 2.3% y/y due to basis effect 
(a much lower growth in regulated energy prices). For comparison, last January's 
inflation reached 3.9% y/y.  
 
Unemployment rate probably increased slightly in January as a result of seasonality. 
However, we expect the growth to be slower than is usually the case in winter 
months, as companies already carried out most of the planned layoffs before January 
1st (because of the Labour Code reform). Thus, unemployment rate reported by the 
Labour office could increase from 14.4 % to 14.7 %.  
 
132. Slovak industrial production slumps to first contraction of the year 
Erste 
February 8, 2013 
 
Industrial production continued to slow down in December and recorded its first y/y 
drop during the year, reaching -4.4%. The result is much lower than our forecast 
(+5.0%) as well as market consensus (+3.6%). The drop occurred despite a slight 
improvement in industry sentiment in December. On the month, industrial 
production dropped after seasonal adjustment by 9.2 % (Statistical office reports 4.4 
% drop). Overall, industrial production in 2012 increased by 10.3%.  
 
IP slowed down mainly due to a decrease in automotive production, which has 
dropped for the fourth month in a raw and was 10% lower than last December. For 
comparison, automotive output was rising by 23% y/y in November - mainly on new 
production capacities being open during the year. In summer, automotive production 
was still rising by about 80% y/y. Lower automotive output in December may be 
related to longer seasonal holidays in the automotive companies. Besides, on a 
seasonally-adjusted basis, production dropped in December in other industries as 
well - notably in food production. On the other hand, electronics recorded a rise.  
 
The slowdown in construction output deepened from -13.4 % y/y to 16.5% y/y. A 
drop was recordedl in new construction (-26.9% y/y). On the other hand, the repairs 
and maintenance segment recorded a rise of 16.9 % y/y (albeit carrying a much 
smaller weight). However, after seasonal adjustments, construction output recorded 
a small m/m increase of 0.7%. Nevertheless, sentiment in construction has been 
very negative for some time and the situation is likely to change only when 
construction of new highways planned for this year commences.  
 
Although the overall economic sentiment index points to a further deterioration in 
January, the industry component recorded another slight improvement. Yet, the 
longer seasonal holidays and temporary outages planned are going to negatively 
impact IP in January. Conversely, the improvement in German economic sentiment 
in the recent months is a positive signal, as it could affect also the Slovak economy, 
albeit with some time lag. Weakness of the industry is likely to impact Q4 GDP, 
which could show a q/q drop.  
 



 
133. Strong fall in Hungarian industry means weak 4Q GDP 
Erste 
February 7, 2013 
 
Today's preliminary industrial production data again surprised to the downside, 
showing -2.5% m/m (after the 0.4% monthly decline in November and the 4% fall in 
October). The unadjusted yearly index arrived at -7.6% y/y, while the working-day 
adjusted figure showed -3.4% y/y. This is notably weaker than we had expected: we 
assumed -4.7% for the unadjusted figure prior to the release (and 0% for the wda 
data). The industry thus delivered a very disappointing fourth quarter: the average 
yearly fall was 5,3%, while since September, the output declined by around 6.8% 
until the end of last year. Overall, industry declined by 1.7% in 2012.  
 
On the other hand, December figures were unusually poor in the two years prior to 
2012 (more than 10% monthly fall in 2010, and more than 7% m/m decline in 
2011), which shows the difficulty of forecasting this month. Also due to the restart of 
two shifts in the Suzuki plant and the start of the new model in Daimler's new plant 
in January, we think the December figure should be read together with the January 
release to get a better picture on recent developments in industry.  
 
Nonetheless, today's data suggests very poor 4Q12 GDP figures that are to be 
released next week. We expect that the economy have declined 2.1% on a yearly 
basis, which means an around half percent quarterly fall. For 2013, we expect a 
somewhat better performance. The industry may post +2% this year, mainly due to 
the expected increase of production coming from major car manufacturers (Daimler, 
Audi, GM). As for the total economy, however, the poor domestic demand means 
that we may see stagnation (even a slight decline seems a bit more likely).  
 

SE CREDIT 



134. Cukurova hunting $2bn loan as it pushes to recover Turkcell stake 
bne 
February 6, 2013 
 
Following a UK court ruling handing it the right to buy its stake in Turkish mobile 
operator Turkcell seized by Russia's Altimo, Cukurova is scouting for a $2bn loan to 
power a deal, unnamed sources claimed on February 5, although the two sides are 
pushing for prices at least $600m apart. 
 
Apparently determined to take the stake back, Cukurova is now negotiating with 
more than one lender for the cash, according to sources cited by Reuters. Cukurova 
owner Mehmet Emin Karamehmet could pledge holdings in oil firm Genel Energy or 
steel maker Noksel Celik Boru as collateral, they claim. 
 
Cukurova has been tussling with Altimo - the telecoms arm of rapacious oligarch 
Mikhail Fridman's Alfa Group - over the 13.8% Turkcell stake ever since the Russian 
company seized it in 2005 after the Turkish stakeholder defaulted on a $1.35bn loan. 
In a final ruling, the UK Privy Council said on January 30 that Cukurova should have 
the option to buy back the shares - which offer Altimo a controlling stake.  
 
Whilst the court ordered the Turkish holding be given the opportunity of recovering 
the stake "on appropriate conditions," it said it needs more information from the two 
sides before it can make a final decision on "the basis and terms of such relief." 
Unsurprisingly, sources claim that there is some distance between the two sides. 
"Cukurova argues that the amount of debt has to be escalated by global borrowing 
rates, which will end up around $1.8-1.9bn," one said. "Altimo reckons it should be 
escalated by default rates, bringing the amount up to $2.5bn." 
 
However, with the price of Turkcell shares having been held back for years by the 
dispute, as well as clear determination in Ankara that control of the country's biggest 
mobile operator should not end up in Russian hands, Karamehmet is reportedly 
ready to do whatever he must to reclaim the shares. "Cukurova would not want to 
lose control over Turkcell so it will pay whatever amount the Privy Council sets," a 
second source said, pointing out the upside potential of Turkcell shares once the 
shareholder dispute is resolved.  
135. First EBRD loan to poultry producer in Turkey: up to €30 million to 
Keskinoglu 
EBRD 
February 4, 2013 
 
Five years after the beginning of its operations in Turkey, the EBRD has signed its 
first deal with a Turkish primary agriculture production company. The Bank, which 
believes Turkish agribusiness is one of the higher-growth potential sectors in the 
country, is lending up to €30 million to Keskinoglu, an egg and poultry producer from 
Akhisar, Manisa, located in south-west Turkey. 
 
Keskinoglu is one of the fastest-growing Turkish poultry producers and is still family-
owned. With Turkey becoming an increasingly important regional exporter of poultry 
and eggs, the company is in a good position to expand its production. 
 
The loan will support the company's capacity expansion in egg production and 
investments in new co-generation units. Investments include a new cold storage 
warehouse, new egg production and breeding facilities, a manure drying facility and 



expansion of the existing hatchery, egg pasteurisation and incubation facilities. This 
expansion programme will help the company to increase its egg and poultry 
production. The EBRD and Keskinoglu are also planning to work together on 
promoting EU-compliant animal welfare production techniques in the Turkish poultry 
industry. 
 
"This loan is the first deal with an international financial institution for Keskinoglu, 
and the first primary agriculture deal for the EBRD in Turkey. The EBRD believes that 
agribusiness is one of the most promising sectors in Turkey, and it has the potential 
to grow and become more effective. Better access to finance and more investment is 
very important, so we are hoping this deal will show the way to other investors," said 
Mike Davey, EBRD's Director for Turkey.     
 
Since the beginning of its operations in Turkey in 2008, the EBRD has invested over 
€2.5 billion in over 76 projects. 
 
136. Foreign fund flows to Turkey lose momentum  
Erste 
February 4, 2013 
 
There was no major foreign fund flows through the standard portfolio channels 
during the week of January 25, with inflows to Eurobonds being offset by outflows 
from the bond market.  
 
Foreign investors were net sellers of USD 252mn in the local bond market during the 
week of January 25. This was the first outflow since December 21. Accordingly, y-t-d 
inflows have declined to USD 1.7bn in the bond market.  
 
The inflows to the equity market lost pace and there was a net inflow of a small USD 
28mn during the week of January 25. There have been USD 494mn in inflows into 
the equity market so far this year.  
 
Meanwhile, Eurobonds also encountered a net inflow of USD 233mn during the week 
of January 25. This has brought y-t-d net inflows to USD 483mn into this market.  
 
137. Foreign investors widened Turkish bond portfolios, but sold equities 
and Eurobonds 
Erste 
February 8, 2013 
 
Thanks to foreign investors' purchases in the bond market, overall foreign fund 
inflows via the standard portfolio channels strengthened to USD 792mn during the 
week of February 1, from USD 10mn in the preceding week. 
 
Foreign investors were net buyers of an eye-catching USD 1.2bn in the local bond 
market during the week of February 1. Accordingly, cumulative inflows have reached 
USD 2.8bn so far this year in the bond market. 
 
The equity market, however, suffered the most sizeable weekly outflow since 
October 2011. Foreign investors were net sellers of USD 279mn during the week of 
February 1. Y- t-d inflows have declined to USD 0.2bn. 
 



There was also USD 79mn in foreign fund outflows form Eurobonds, which carried 
the y- t-d inflow figure to USD 404mn. 
 
138. Inflationary pressure rises in Turkey 
RBS 
February 4, 2013 
 
Inflation in January accelerated above expectations due to a surge in food prices. We 
anticipate that inflation will end the year well above the central bank target of 5.3%. 
 
January inflation accelerates above expectations. Headline CPI came out at 7.3% yoy 
in January from the 2012 year-end reading of 6.2% yoy. Although the expectation 
was for an acceleration in prices (Bloomberg consensus: 6.8% yoy) due to the 
impact of a tobacco tax increase that came into effect at the start of the year, the 
outturn still significantly exceeded this. 
 
Inflation breakdown indicates that food prices are the main contributor to the rise. 
The tobacco tax increase added 0.8% to inflation, in line with the CBRT estimate. 
The remainder of the rise in inflation can be attributed to food prices, which rose 
6.9% yoy from just 3.9% yoy in December 2012. Given the significant food price 
weighting in the CPI basket of 24%, this contributed significantly to the acceleration 
in prices. 
 
We expect inflation to end the year well above the CBRT estimate of 5.3%. In the Q1 
inflation report released last week, the CBRT indicated that it expects inflation to 
resume its downward trend towards the 5.3% year-end projection, following an 
initial rise in January. The Central Bank said it expects the favourable impact of 
unprocessed food prices on headline inflation to fade gradually. According to the 
CBRT, unprocessed food price inflation in Turkey is three to four times more volatile 
than in other countries. Therefore we think that the favourable impact observed in 
2012 from this component will likely reverse in 2013, which should contribute to a 
substantial rise in inflation. Although CPI rose significantly in January, we note that 
unprocessed food price inflation was once again a negative contribution. Once this 
component begins to pick up, it will likely feed through to a sharp rise in inflation, 
which makes inflation linked bonds attractive in our opinion. 
 
Monetary policy is currently focussed on private sector credit growth and capital 
inflows. Recent comments from the Central Bank suggest that it is currently more 
concerned with the recent surge in private sector credit growth and capital inflows. 
The CBRT reacted to this at the last MPC meeting by shifting the interest rate 
corridor down by 25bp to cool capital inflows and lira appreciation, while hiking 
reserve requirements for TRY and FX deposits to contain consumer credit expansion. 
Please see Turkey | The Tinkermen, 22 January 2013, for more details. 
 
We anticipate further macro prudential tinkering. We expect private sector credit 
growth to exceed the 15% yoy estimate of the CBRT, as local banks reduce some of 
their exposure to government bonds and increase lending to the real economy. As a 
result, we expect further reserve requirement ratio hikes at upcoming MPC meetings 
to slow down credit growth, in an attempt to prevent the CAD from widening once 
again. 
 
139. REER on Turkish lira above 120-threshold in January 
Erste 



February 6, 2013 
 
The Real Effective Exchange Rate rose to 120.2 in January from 118.1 in December. 
An index level above 120 was not a surprise, as CBT Governor Basci expressed this 
possibility at the Davos Summit two weeks ago, arguing that this was the main 
reason behind the CBT's decision to shift the interest rate corridor downwards at the 
January MPC meeting.  
 
After January inflation was disclosed we also reiterated that the REER was above 120 
in January. Recall that the CBT's threshold that demarcates the overvaluation zone 
was 120 for end-2012 or early 2013. Apparently, the CBT is quite sensitive about an 
undue appreciation of the TRY due to its detrimental impact on the external balance. 
However, the CBT already responded to the January REER by lowering interest rates. 
Going forward the CBT will focus on the February REER level to decide on interest 
rates. Thanks to the nominal depreciation of the currency, we calculate that the 
REER is very close to but not above 120 in February, by using the equally weighted 
FX basket. Moreover, the CBT's threshold is an upward sloping line with respect to 
time and this threshold should be somewhere around 121 by June and 122 by 
December this year. In other words, even though the REER continues to hover 
around the vicinity of the threshold and the chance of another reduction in the 
interest rate corridor is not negligible going forward, the CBT is more likely to keep 
interest rates on hold at the February MPC meeting. Nevertheless, the CBT may act if 
there is a currency appreciation. 
 
140. Serbia Rates decision and RSD comment 
VTB Capital 
February 7, 2013 
 
The National Bank of Serbia (NBS) hiked the key interest rate once again yesterday, 
upping it 25bp to 11.75%, as CPI is running at 12.2% year-on-year, far above the 
target range of 2.5-5.5%, and as there is a need to persuade the IMF and the 
market of the credibility of the existing monetary framework. Headline CPI will likely 
peak in 2Q13 at 14%. 
 
We believe the NBS will continue to hike owing to elevated inflation. 
 
The NBS does not differentiate between the various CPI components and does not 
adjust for highly volatile or administrative prices when making its policy decisions – 
and this is exactly what is driving CPI. The spike was mostly the result of the poor 
agricultural season, VAT and excise increases, and regulated tariffs, whereas 
domestic monetary policy has been tight over the last 12 months. 
 
Recent monetary tightening has not impacted the money market, as the banking 
system is still in excess liquidity mode (although not to the same extent as in 4Q12), 
and foreign inflows continue. 2wk BEOINIA remains about 80-90bp below the key 
rate. The reason behind this is subdued demand for new loans, high NPLs and 
weaker provisioning/capital adequacy than in the last three years. This makes the 
exposure to the government effectively the only growing item on the banks’ assets 
side, if one excludes government-subsidised loans to exporters (set to be severely 
reduced this year vs. 2012 in any case). 
 
Equally, the NBS’s tightening cycle is irrelevant for the RSD bond market, as yields 
collapsed to record-low levels on a tidal wave of international inflows. The colour 



from the debt management office in Belgrade we got a couple of weeks ago during 
our investor trip to Serbia is that up to 50-60% of recent auctions were made up of 
foreign participants. 
 
The dinar has firmed markedly to the 110-111 range against the euro. As a result, 
the NBS even had to conduct interventions in the FX market, totalling EUR 5mn, at 
the end of January. The short-term outlook for the dinar is good: • As non-residents 
are not allowed to buy paper with initial maturity of less than a year, there is a 
certain timing safety valve – giving the NBS a breather until late autumn 2013 – 
before the flows can reverse (assuming little opportunities to sell on the secondary 
market and given that the foreign-driven rally and foreign entry started in November 
2012). Note, however, that to precipitate RSD depreciation, it will be enough for 
inflows to dry up (i.e. it is not necessary for outflows to start). 
 
• Another safety valve for the RSD is mandatory reserve requirements. In mid- 
2012, the NBS hiked the share of MRR posted against the FX liabilities of the banking 
system that have to be held in the local currency to 32%, or 24% of total MRR 
against this component of the funding base. The NBS is fully cognisant that when 
euroisation of the deposit base (both retail/corporate) is so high (roughly 3/4), this is 
a powerful tool in case the RSD has to be propped up. In neighbouring Croatia, for 
example, the share is 75%. 
 
Everywhere in the CIS, the share is 100%. The NBS has enough firepower to 
squeeze additional demand for the dinar from local banks to prop up the local 
currency on a 6-9 month horizon. 
 
Timing effects also work well for the dinar this year. From 2Q13, headline GDP 
numbers are set to print positive values (full-year 2013 growth over 2% is likely), 
and CPI will likely come down, and easing is set to begin. Finally, savings are also 
mostly in euros and are at their historic peak, meaning there will likely be little 
pressure from locals converting if the RSD goes lower (in 1H12, when the dinar was 
the worst performer, conversion was low). 
 
That said, Serbia is only driven by foreign inflows and is therefore a bet on global 
risk sentiment/hunger for yield. With the current account deficit in 2013 at 10% of 
GDP (and expected to fall to 8% in 2013) and subdued FDIs, a close eye is being 
kept on portfolio flows and official borrowings, which are creating a significant 
channel of vulnerability if the global macro backdrop becomes sour for risk. Public 
debt is now 60% of GDP and total external debt (including all other sectors of the 
economy) is 85% of GDP. 
 
From a budgetary perspective, with a central budget deficit of roughly 4% of GDP 
and debt repayments coming due this year, the government’s gross financing needs 
are set to be some EUR 4.5-5.0bn in 2013, with the current plan split roughly 50-50 
between domestic and foreign borrowings. 
 
From a balance of payments perspective, the likely trade gap is some EUR 5bn, and 
the CA deficit is some EUR 3.5bn. If the government attracts c.EUR 2.5bn in external 
debt (the plan is for one Eurobond plus an inter-governmental loan from Russia), 
then the balance of required FDIs/corp/bank debt inflows is roughly EUR 1bn. 
 
In case borrowings fail to materialise, note that this is almost equal to the magnitude 
of additional ‘artificial’ demand for the RSD, the NBS can squeeze out of banks if it 



increases the RSD allocation share of MRR against FX liabilities by the same volume 
as in 2012, so roughly to Croatia’s levels. 
 
Unlike in many other cases, IMF funding is not really required to maintain the 
external balance without a major realignment of the RSD. The programme the 
government is seeking will (if it materialises) be a precautionary one, in our view. 
 
The market is still looking for the negotiations in March-April to bear positive results. 
 
Finally, another thing driving the dinar is domestic politics. If the ongoing 
anticorruption campaign hits a prominent coalition member, or if the risk of early 
elections becomes more realistic (which is possible given the massive increase of 
support for the Progressive Party at the expense of the Socialists), or if the Kosovo 
settlement goes off track (the market somehow seems to assume that because the 
progress so far has been better than expected, the issue is resolvable), any of these 
will be negative for the RSD.  
 
141. Sukuk integrated into Turkey's pension system 
Hurriyet Daily News 
February 5, 2013 
 
The new individual pension system is adapted to sukuk, or Islamic bond. 
Participants of the personal pension system incentivized by the state will now be able 
to choose to invest 25 percent of the state's contribution in sukuks, or Islam-
compliant bonds. 
 
With the government seeking to increase citizens' involvement in the personal 
pension system by contributing 25 percent themselves, communities that prefer non-
interest systems have been taken into consideration.  
 
Some 75 percent of the pension fund provided by the state can be invested in debt 
instruments issued by the Treasury, revenue sharing certificates, or sukuks. The 
remaining 25 percent can be managed in investment instruments such as 
government bonds, treasury bonds, as well as sukuks, according to the new pension 
system that has been in effect since Jan. 1. 
 
The system seems to be succeeding, with 85,000 new members joining the personal 
pension system in January, meaning that the total number of members is now more 
than 3.2 million, according to data released by the Pension Surveillance Center.  
 
A sukuk is an Islamic bond that complies with the investment principles of shariah 
law, which prohibit the charging or paying of interest. Turkey is a relatively new 
player in the sukuk market.  
 
The Undersecretariat of the Treasury raised 1.6 billion Turkish Liras in a lira-
denominated sovereign sukuk issuance in October, and a debut issuance of $1.5 
billion through a dollar-denominated sukuk the month before. The second issuance 
came as a success, with the government diversifying its sources of financing by 
tapping into the global Islamic bond market. The volume of the global sukuk market 
is estimated at around $100 billion. 
 
142. Turkey's economy minister warns of potential decline in gold exports  
Erste 



February 8, 2013 
 
Economy Minister Caglayan said that gold exports may decline this year due to 
abating demand. This is bad news for the C/A deficit, however, we had already 
incorporated such a decline in our forecasts. Recall that we expect the C/A deficit to 
increase to 6.9% of GDP by the end of 2013 from an estimated 6.2% in 2012. As a 
reminder, the increase in gold exports was more evident in 2H12, therefore, the 
adverse impact of the narrowing gold trade on the C/A deficit should be felt more 
visibly in 2H13 due to the base effect.  
 
143. Turkish automotive market: Light vehicle sales rose by 20% y/y in 
January  
Erste 
February 6, 2013 
 
According to the data provided by the Automotive Dealers Association, passenger car 
sales rose by 23% y/y, while light commercial vehicle sales were also up by 14% 
y/y. In terms of market share trends, Dogus Otomotiv was the only company that 
managed to improve its market share in light vehicle sales in January by almost 5% 
in m/m terms, while Ford Otosan and Tofas were both faced with market share 
losses of 65bp and 30bp, respectively in January.  
 
144. Turkish budget looks fine thanks to privatization proceeds  
Erste 
February 8, 2013 
 
The Treasury's cash-based budget produced a primary surplus of TRY 1.5bn in 
January close to our TRY 1.3bn estimate and below the TRY 5.0bn primary surplus 
registered in the same month of last year. However, the Privatization Administration 
transferred TRY 4.3bn in proceeds to the Treasury in January and this is excluded 
from the primary surplus calculation.  
 
Therefore, the Treasury's overall cash balance, which includes privatization proceeds, 
came in at TRY 0.8bn in January beating the TRY 0.3bn cash balance registered in 
January 2012. In other words, the cash figures do not imply a y/y weakening if the 
privatization proceeds are also taken into account. The Treasury's cash figures are 
usually a solid indicator for the accrual based central government budget. Unlike the 
cash figures, the central government budget primary surplus will include the 
privatization proceeds. Therefore, we expect to see at least a TRY 5.8bn primary 
surplus in the central government budget when the data is disclosed on February 15. 
Nevertheless, this implies that there is still a risk of deterioration in the 12-month 
rolling primary surplus to GDP ratio slightly down to 1.3% from December's 1.4%.  
 
145. Turkish exports accelerate and PMI picks up 
Erste 
February 4, 2013 
 
According to Turkey's Exporters' Assembly (TIM) data, exports rose by 5.6% y/y in 
January. This indicated some acceleration since December. In December TIM exports 
declined by 1.4% y/y. Note that TIM only provides preliminary export figures and 
differs from official TURKSTAT data by not including the gold trade in its database. 
Another positive signal regarding economic activity came from the Turkish PMI, 



which advanced for the fifth consecutive month in a row to 54 in January from 
December's 53.1. The output index and new orders all improved and helped carry 
the headline PMI to a 22- month high. Note, however, that so far in January the 
signals have been mixed. Recall that the CBT's Real Sector Confidence Index 
dropped to 104.7 in January from December's 107.5 in seasonally adjusted terms.  
 
146. Turkish industrial production slumps in December  
Erste 
February 8, 2013 
 
Industrial output surprisingly contracted by 3.8% y/y in December undershooting the 
0.3% consensus and our 0.2% estimate. The weakness was broad based with the 
intermediate goods falling by 4.5% y/y, durable goods production contracting by 
12% and capital goods production narrowing by 11.4%.  
 
In seasonally adjusted terms, there was also a visible 1.5% m/m contraction in 
December that has pushed the index to below its October level. This was a 
significantly inferior outcome than our approximately 1.8% m/m estimate in 
December, which would have indicated a pick-up in economic activity. In 4Q12 
industrial output expanded merely by 0.1% q/q in seasonally adjusted terms, similar 
to the preceding quarter.  
 
In light of the fresh data, we revise our 2012 GDP forecast down to 2.5% from 3%, 
while we maintain our 4% growth forecast for 2013. Note that signals for momentum 
in economic activity in early 2013 have been mixed with a pick-up in credit growth, 
exports and PMI accelerating, but some weakening in capacity utilization and other 
business sentiment indicators.  
 
Although December data would not be the primary input for the CBT's monetary 
policy stance, it would nevertheless have some repercussions. For instance, the CBT 
would worry less about stimulating the economy by lowering the interest rate 
corridor in case it is deemed necessary by the currency outlook. Meanwhile, we 
continue to think that the CBT would continue to wait before hiking the reserve 
requirements further and today's data supports our expectation.  
 
147. Turkish inflows bonanza - how long will it last?   
VTB Capital 
February 4, 2013 
 
In 2012, Turkey experienced export growth combined with a stagnation in internal 
demand, which helped the current account deficit to decline to 6.4% of GDP, from 
10.0% in 2011.  
 
The monetary policy easing delivered in mid-2012 reignited bank lending and 
internal demand growth, putting an end to the rebalancing story. We expect the 
current account deficit, on the T12M basis, to reverse in February 2013.  
 
In our view, Turkey is entering a risk zone: in the next six months, the current 
account deficit is set to exceed USD 30bn, while it is not clear that inflows can be 
sustained at current levels, assuming high valuations on the equity and bond 
markets. We believe that at some point, the CBRT will have to tighten monetary 
conditions significantly.  
 



We expect the economy to add 3.5% in 2013, headline CPI to end the year at 6.5% 
and the current account deficit to reach 6.5%.  
 
Turkey's economy, inflation and monetary policy cycles are 3-4 quarters ahead of 
Russia's. Monetary policy in Turkey has just turned to tightening; in Russia, we 
expect the first easing step in March-April.  
 
At the moment, we see more value in Russia's local bonds and TRY IRS vs. Turkey's 
local bonds. We recommend being underweight Turkish Eurobonds as well as selling 
12M TRYRUB NDF.  
 
     
 
 


