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TOP STORIES CREDIT 
1. CEE manufacturing strengthens green shoots 
bne 
March 1, 2013 
 
Purchasing manager indexes (PMI) for manufacturing in the Eurozone and Central 
Europe provided more ammunition on March 1 for those suggesting the region's 
economies may be coming off a fourth quarter bottom.  
 
With CE states almost entirely dependent on their manufacturing export markets as 
the only significant driver of growth, the signs of new life in the February PMI reports 
- albeit the markets remained in contraction for the most part - offer refreshed 
optimism that the improved sentiment seen around the markets may well be more 
than a new year's lift.  
 
Further than that, the reduced contraction in the Eurozone PMI reading - one of the 
best in a year at 47.9 - offers even more brightness for economies overwhelmingly 
dependent on the single-currency bloc for export demand. Looking more closely, the 
recovery of Germany's PMI - back above the threshold of 50 marking contraction 



from expansion - to its highest in 13 months at 50.3 offers even greater hope for CE, 
given its central role in driving their exports. 
 
Improved performance in both German domestic demand and exports is significant, 
compiler Markit's Chief Economist Chris Williamson points out. "The combination of a 
revival in export orders and resilient domestic demand has helped propel Germany's 
growth so far this year," he says. That has new orders flowing again, which is good 
news for CE economies, which supply many parts and products. "Germany was a 
bright spot," the report notes, "with growth of total new orders hitting a 21-month 
high and supported by a solid upswing in new export business (the sharpest since 
May 2011)." 
 
The Czech Republic is one of the most heavily dependent on Germany for export 
demand, which with domestic demand pitiful, left the economy in recession through 
2012. Its headline PMI reading of 49.9 in February signified a second rise in a row 
from December's 41-month low, and is the highest since its last positive reading in 
March 2012. Significantly, the new orders component moved above the expansion 
line for the first month in eleven. 
 
Although the figures remain officially in contraction, analysts at Capital Economics 
claim "in reality a PMI reading of as low as 48 has been consistent with an expansion 
in Polish production. The weighted average PMI for Poland, Hungary and the Czech 
Republic edged up to 49.9 last month, which on past form, points to average growth 
in industrial production of around 3% year on year across the three economies." 
 
Next door, the 2012 superstar of the Eurozone continues to struggle however, with 
Slovak manufacturing confidence worsening, as the production expectations erased 
improvement seen over the last couple of months. That said, the dimmer outlook 
was not seen in the vital car industry. 
 
Just as reliant on the Eurozone, Hungary's PMI remained in expansionary territory for 
another month - although it dipped to 54.0 from 55.9 in January. However, the 
country's differently calculated figure has proved highly erratic recently, and is not 
seen as a reliable guide to eventual industrial production data. 
 
Like the Czechs, Poland also saw yet another contraction according to its PMI 
headline of 48.9, suggesting activity dropped for the eleventh straight month as its 
late slowdown in domestic demand continues, but the rate was the lowest since July. 
The drivers of the improvement were employment and new export orders, which 
both rose significantly. In particular, the new export orders component is now close 
to the expansion threshold, and at its highest since March.  
 
On top of vastly improved Polish data last week on retail sales and fourth quarter 
GDP growth, the evidence of recovery is stacking up enough that RBS analysts say 
they now firmly believe the central bank is done with its easing cycle. 
 
"Meanwhile the Czech Republic's reading is in line with [Czech National Bank] 
Governor Singer's comments today, in which he highlighted "the start of a gradual 
return to normal economic conditions", which relegates FX intervention firmly to the 
sidelines." 
 
Analysts at Citi are less sure that the region's central banks will be confident enough 
to abandon their stimulus drives on the back of the data, but admit that the picture 



is looking much brighter. "Mixed green shoots do not change our general view of 
further monetary policy easing in CEE, though there are some upside risks," they 
write. 
 

 
2. EU forecasts Visegrad will miss deficit targets in 2013 
Erste 
February 24, 2013 
 
The interim winter forecasts from the European Commission for EU countries were 
published this morning. The budget deficit forecasts for 2013 came as a negative 
surprise. The EC expects that the Czech Republic, Slovakia, Hungary and Poland will 
not meet their fiscal deficit targets in 2013 (albeit by a lesser margin than France). 
Given the heated discussion on the relevance of nominal targets at a time when the 
new legislation (six- pack, fiscal compact) is clearly focused more on structural 
figures might lead to lower urgency to deliver a round of 'quick austerities' (tax 
hikes, broad-based expenditure cuts). Instead of that, the EC will likely push EU 
countries more into deeper structural reforms and a reliable road-map of future 
consolidation to reach their medium-term-objective targets (structural deficit of 0.5-
1% of GDP). 
 
3. EU gives Ukraine €610m loan and sets deadline to improve economy 
bne 
February 26, 2013 
 
During the EU-Ukraine summit in Brussels on Monday, Ukraine and the European 
Union have signed an agreement on the provision of €610m in macro-financial 
assistance to Kyiv, Interfax reports. 
 
The memorandum of understanding envisages the allocation of tranches of €100m, 
€10m, €250m and €250m with a repayment period of 15 years. The first tranche is 
expected to be allocated in the nearest time, while the next tranches may be delayed 
to the next year. The interest rate on the loan was not disclosed. 



 
The deal is conditional on the European Commission confirming Ukraine is 
satisfactorily implementing financial arrangements with the International Monetary 
Fund. In July 2010, the IMF approved a $15.15bn standby loan for Ukraine "in 
support of the authorities' economic adjustment and reform program." Ukraine has 
so far received two tranches worth a total of over $3.4bn. The provision of further 
aid was suspended in December 2010. 
 
The next Ukraine's goal is to sign a free-trade agreement by November, when the EU 
will hold a summit with the six countries from EU's Eastern Partnership. Herman Van 
Rompuy, the president of the European Council, said that to make it happen, Kyiv 
has to take "determined actions" in order to improve government finances, trade, 
energy sector, tax policy, and financial sector "by the latest by May this year".  
 
The agreement leaves Ukraine with little time to decide in which direction to move, 
Russia or EU. It's hard to tell what the Kyiv's current plan is apart from to continue 
its strategy to play the European Union against the Russian Federation on the major 
foreign policy issues. Despite the fact that economy is drained of cash Yanukovych 
prefers just to wait. The EU's conditions for agreement have been set out more than 
two months ago but Ukraine's president has done nothing to fulfill them.  
 
For now Ukraine seems to sticks to the plan "wait even more and wear the EU and 
the Russians down over time". However, it seems the political issues that play 
against Yanukovych are piling up as time goes. Recent controversial verdict on 
Gongadze case and escalating media crisis are added to long list of Ukraine's 
violations of constitutional principles. 
 
Many experts believe that Kyiv will have to give in eventually and hike the gas price. 
However, last week, Yanukovych once again assured that government won't raise 
domestic gas prices, which is the main IMF's demand. That means Kyiv hopes for a 
deal with Moscow and let-off on the $7bn bill from Gazprom under take-or-pay 
agreement. "Now Ukraine probably wants everything, i.e. signing the EU FTA plus 
special status in the CIS Customs Union, cheap Russian gas, IMF deal but no gas 
price hikes for households, plus Yanukovych likely wants to keep YT in jail. The 
strategy seems still to be to play for time, hope markets continue to facilitate this by 
funding the sovereign, and hope that it can wear the EU and the Russians down over 
time," says Standard Bank analyst Timothy Ash. Perhaps, Kyiv believes it can afford 
not to take Western concerns seriously and bet on Ukraine's strategic importance for 
EU. 
 
4. EXIM Bank of China meets Polish investment agency to discuss $10bn 
infrastructure fund 
PAIiIZ  
March 1, 2013 
 
On 26-27 February PAIiIZ hosted a delegation from the EXIM Bank of China Huihong 
with Mrs. Gong, Deputy General Manager of Concessional Loan Department at the 
helm. 
 
The purpose of the visit was to start talks on cooperation in the Preferential Buyer's 
Credit under a special credit line of $ 10 billion destined for the countries of Central 
and Eastern Europe, as announced by the Chinese government in April last year. 



EXIM Bank's representatives acquainted the procedures and conditions for the 
allocation of PBC and pointed out key sectors, whose support would be affected. 
 
During the visit of the Exim Bank delegation, PAIiIZ held a meeting with 
representatives of: Ministry of Economy, Ministry of Treasury, the National Bank of 
Poland, Bank Gospodarstwa Krajowego, Ministry of Transport, Construction and 
Maritime Economy as well as the Ministry of Finance. 
China EXIM Bank is one of three institutional banks in China, was founded in order to 
implement the state policy in industry, foreign trade, economy and finance. EXIM 
Bank finances a large part of Chinese investment abroad. 
 
5. Klepach: CBR may cut refinancing rate 0.25 pp 
bne 
February 8, 2013 
 
Russia's central bank may cut its refinancing rate by around 0.25 percentage points 
within six months, Deputy Economic Development Minister Andrei Klepach said, 
Prime reported. 
 
Earlier in February, the bank's Chairman Sergei Ignatyev said that the regulator may 
reduce its interest rates after the consumer price inflation index declines, which is 
expected to take place over the next several months. 
 
At the last meeting on February 12, the central bank kept its refinancing rate 
unchanged at 8.25%. 
 
6. MinEconomy says GDP continued to slide and printed at 1.6 % YoY in 
January  
VTB Capital 
February 25, 2013 
 
News: According to the Ministry for the Economy, real GDP growth in January 
decelerated further to 1.6% YoY, the lowest level since the crisis, from 2.4% YoY in 
December 2012 and 3.4% YoY in FY12. 
 
Our View: Given MinEconomy's recent estimate of January GDP, combined with the 
unfavourable calendar effect in February (2012 was a leap year) we expect the 
growth of the economy to slide below 2% YoY in 1Q13. ?During 1H13, growth is set 
to remain weak amid slowing lending activity, tighter fiscal policy and a cooling 
labour market. ?However, in 2H13 we see a chance of Russia's GDP rebounding on 
monetary stimulus (we expect the first cut in key rates at the April monetary policy 
meeting and 75bp in total for FY13) and a mechanism of infrastructure bonds being 
launched (RUB 100bn from the National Wealth Fund and RUB 300bn of pension 
money are to be invested into infrastructure projects). ?All in all, we see the FY13 
figure at 2.6% YoY (under Brent at USD 110/bbl) or 2.2% YoY (under USD 95/bbl). 
 
Maxim Oreshkin  
Daria Isakova 
 
7. Turkey's trade deficit begins re-widening  
Tim Ash (Standard Bank) 
February 28, 2013 



 
Turkstat just posted trade stats for January. These showed the monthly deficit at 
USD7.29bn, ahead of the USD7bn consensus and the USD7.1bn year earlier deficit. 
Now the data is interesting as this does suggest a turning point (just) perhaps in the 
improving trade/CAD trend evident over the course of 2012.  
 
Note that exports were pretty solid, showing 11.2% YOY growth, versus 13.1% full 
year growth in 2012 (underpinned by the big pick up in gold exports to Iran), but of 
note in the January data was the marked pick up in imports, which rose by 7.6% 
YOY, and which compares with the 1.8% full year contraction in imports in 2012 and 
which had shown the rebalancing story.  
 
Now this is all jolly interesting as it kind of dovetails with the CBRT's pretty efusive  
comments from the last MPC meeting in terms of the state of the recovery. Indeed, 
point 9 in the MPC release talked of "a remarkable uptick in domestic demand 
stemming from both consumption and investment" and evident in a range of recently 
released data/confidence indicators, and countering the weak December IP print. The 
last CBRT meeting with economists also gave the impression that the bank is 
confident that "real GDP growth will be at least 4%" in 2013. So according to the 
CBRT, recovery is on the cards, helped in its view by its policies, plus now a re-
acceleration in credit growth, evidence of fiscal loosening in recent months, plus 
continued success in job creation. The uptick in import demand would tend to 
support this view. 
 
Now this is all well and good, but a wider trade and likely current account deficit will 
just refocus attention back on the CAD and its financing. And therein the weakness 
remains 80% plus financing of the CAD in 2012 via hot money inflows, and these are 
big numbers we are talking about, i.e. USD40bn net portfolio inflows in 2012, of 
which USD32bn were debt-related. This is potentially worrying as over the past week 
investors have just begun to signal a turnaround in flows to EM debt funds, and 
evidence emerging of some outflows as investors move into equities. The Turks will 
hope that a reversal of debt related flows will be replaced by equity inflows, but I 
just dont expect this to be smooth and a 1:1 conversion. Indeed, if the FX adjusts, 
and rates are forced higher Turkish banks will be facing losses on their loan books, 
and remember the ISE-100 is made up signicantly of banks, which might again 
counter equity inflows.  
 
Against this backdrop, note our more downbeat views on the lira from our trip notes 
from last week. The line is EM's which have seen the biggest weight of inflows are 
most vulnerable to outflows. In Emerging Europe, Poland is top of the pile, but 
Turkey caught up significantly in 2012, with net inflows of around 5% of GDP, i.e. 
huge by comparison to its peers and history. 
 
8. Poland nearing the bottom 
Nordea 
March 3, 2013 
 
Poland's GDP growth slowed to 1.1% y/y in Q4 from 1.4% y/y in Q3. The slowdown 
is less pronounced than expected (market consensus and Nordea estimate based on 
tentative data for 2012 as a whole were at 0.9% y/y). Seasonally adjusted growth 
slowed down slightly to 0.2% q/q from 0.3% q/q in Q3. The breakdown of the 
growth does not differ much from what could be estimated based on tentative GDP 
figures for 2012 as a whole revealed in late January. Fixed investments growth 



dropped 0.3% y/y (less than feared) and private consumption decreased 1% y/y 
(the first drop in the history of comparable quarterly data). Total domestic demand 
was down by 0.7% y/y, the same as in Q3. Positive contribution of net exports was 
as much as 1.8%-point with 2.5% y/y rise in exports and 2% y/y drop in imports. 
 
The numbers for Q4 alone do not bring much new to assessment of economic 
outlook for Poland for 2013. They confirm conclusions from tentative figures for 2012 
as a whole. The slowdown in the final quarter of last year, together with better-than-
expected indicators for first months of this year (both from Poland and from its key 
export market, ie Germany) mean less risk of the Polish economy falling into 
recession in early 2013. 
 
We expect that Q1 will see further slowdown in Poland's GDP growth to 0.5-0.8% 
y/y, but then it should bottom out with economic growth accelerating to nearly 3% in 
the last quarter of 2013. Exports will be driven by recovery in Germany and the 
whole Euro area, improved external demand will stimulate revival of investment 
demand while private consumption will be reinvigorated by an improvement in real 
households' income growth thanks to sharp inflation drop. 
 
Less negative than feared performance of the Polish economy in late 2012 (weaker 
than expected GDP growth slowdown) and early 2013 (better than expected output 
and retail sales figures for January) means a risk that we will not see the fifth 
straight rate cut by 25 bps at the MPC meeting next week. However, we think that 
the ongoing economic slowdown is too deep while expected recovery too uncertain to 
prevent majority of Polish rate-setters to pause monetary easing already in March. 
At the same time, we are increasingly convinced that the EU's largest Eastern 
economy is nearing the bottom, which support our view that after the fifth cut by 25 
bps to 3.5% in March (or slightly later) the monetary policy easing will not be 
continued. Stronger performance of the economy from Q2 and the end of rate cuts 
would in turn support our view for appreciation of the PLN in the remainder of this 
year. 
 

CREDIT NEWS 
9. By how much will inflation collapse this year?  
Erste 
February 24, 2013 
 
Croatia: CPI is expected to peak on additional one-offs (VAT & excise duties 
framework modification and administrative prices) at around 5.5% y/y in February 
and to subsequently subside on the reversing base effect and ongoing weak demand-
side pressures. Towards YE13, we see the figure moving below the 3% mark, 
suggesting average inflation a few notches below the 3.4% average from 2012. We 
see monetary policy showing no concern over inflation, suggesting that the CNB 
would aim to maintain the current high liquidity position/low MM rates position to 
back credit and the economy.  
 
Czech Republic: We expect stable, low inflation throughout the year, without 
significant deviations (except the possible short-term influences of prices commodity 
fluctuations). The forecast assumes persisting low domestic demand and a roughly 
stable exchange rate of the koruna to the euro. The lower contribution of 
administrative price changes will lead to a decline of headline inflation in comparison 
with last year. Demand inflation will very gradually rise, but will remain close to zero. 



The CNB is expecting similar development (Governor Singer said this week that he 
expects a decline of inflation deep below the CNB target), and so supports the 
continuation of very relaxed monetary policy.  
 
Hungary: Inflation is expected to ease considerably this year in Hungary. For 2012, 
the average CPI was 5.7%, which might moderate substantially to 3.1% this year. 
Yearly figures may even be lower than the 3% central bank target in some of the 
coming months, while the year-end figure might be around 3.4%. There are multiple 
reasons for the slowdown in price increases. In 2012, VAT increased by 2pp to 27%, 
which substantially increased the base. In addition, agricultural output may 
significantly increase this year, which could exert downward pressure on food prices. 
And last, but definitely not least, the Cabinet is cutting household energy prices and 
other household living costs (such as water, sewerage, and garbage collection 
services prices) in an 'artificial' manner, i.e. it is centrally ordering the cuts in prices. 
Energy prices were already slashed by 10% in January, but further price cuts are 
already in the pipeline this year. However, the artificial cut in prices may backfire in 
the medium to long run. Thus, while this year's average consumer price increase 
may be as low as 3.1%, we expect it to increase to 3.7% in 2014.  
 
Poland: Inflation in Poland has been dropping fast lately. Half a year ago it was 
above the inflationary target, while the latest release of 1.7% was already close to 
the lower bound of the target. On the back of the very weak domestic demand 
(which has not been growing for the last three quarters), we expect this trend to 
continue (for details, check our Short Note). In our opinion, at the beginning of 
2Q13, the inflation rate will be as low as 1.3% y/y and in 2H13 it will slowly start to 
bounce back. We expect that, throughout the whole year, the inflation rate will stay 
below the central bank target of 2.5% and the year-end inflation rate will be 2.2%. 
There is therefore room for further cuts in the policy rate. In our opinion, an inflation 
rate below the lower bound of the target (i.e.1.5%) may be the trigger which 
convinces the rather hawkish council to deliver more cuts.  
 
Romania: Inflation in Romania will be under the spell of further energy price 
liberalization in 2013 and we expect it to hover above the upper boundary of the 
target range (2.5%±1pp) for the remainder of this year. The top will be reached in 
2Q13, when we see inflation peaking at 6.3%, while a trend reversal in prices is 
likely to follow in the second half of the year, on fading pressures stemming from 
volatile components (chiefly food). We are currently looking for inflation of 4.1% as 
of end-2012, predicated on a normal agricultural year, which is not out of reach, 
given the eye-wateringly steep fall in the harvest in 2012.  
 
Serbia: Inflation is expected to reach its peak in mid-1H13 in the region of around 
13% y/y, before starting to subside towards YE13, amid the unwinding base effect 
and generally weak domestic demand. We therefore see inflation falling into the NBS 
target band (4.0±1.5%) towards year-end 2013. The NBS is seen as maintaining a 
tight stance in upcoming months, before reverting to easing mode in 2H13. Apart 
from the CPI trajectory, we see the NBS rate cut preferences as being shaped by the 
exchange rate outlook, and being greatly dependent upon the global risks appetite.  
 
Slovakia: Consumer inflation decelerated last year, from January's 4% to 3.2% in 
December. After a further drop this January to 2.4% (due to lower prices of energy), 
we expect inflation to remain broadly stable and to hover around 2.5% y/y for much 
of the year. Generally, the slowing economy will not generate much demand 



pressures, if any. Inflation in the autumn will be shaped by food prices and affected 
by the harvest.  
 
Turkey: The tobacco tax hike introduced in January and the potential upsurge in food 
inflation will be the two major obstacles working against the disinflation process in 
Turkey in 2013. However, underlying inflation is likely to remain benign, as the 
ongoing decline in inflation expectations and the lack of a rapid recovery in domestic 
demand curb the risk of any deterioration in pricing behaviors. In light of these 
assumptions, we expect the year-end CPI to be somewhat flat, at 6.4% by the end 
of 2013 vs. the 6.2% figure at the end of 2012. However, inflation already picked up 
to 7.1% as of January, reflecting the acceleration in food inflation and the tobacco 
tax hike. From now on, we foresee the CPI as falling until mid-year, when inflation 
will probably be peaking at around 7.0-7.5%. And finally, from September onwards, 
we expect to see a further decline in the CPI, driven by the deceleration of energy 
price inflation. The CBT has so far been more bullish about the inflation outlook, as 
evidenced by their 5.3% year-end forecast. We believe this represents the CBT's 
strategy of anchoring inflation expectations. That is to say, as long as underlying 
inflation remains benign and long-term inflation expectations head toward the 5% 
medium- term inflation target, the CBT would not react to an inflation level in the 
range of 6-7%, in our view.  
 
10. EBRD mulls equity and debt support for Axereal project in Hungary and 
SEE  
EBRD 
February 25, 2013 
 
The EBRD is considering investing up to €38 million in this Project through (i) a €28 
million loan to finance a portion of Axereal working capital needs in Serbia, Romania, 
Croatia and Hungary, and (ii) an equity investment of up to €10 million to finance 
the acquisition of silos in these countries.  
 
Transition Impact  
The Project is located in a region with a significant agricultural potential. The 
Transition Impact of the Project is expected to derive from:  
 
Market Expansion - The project will support the expansion of silo capacity, currently 
scarce in CEE/SEE and increase access to pre-financing and provision of inputs to 
farmers. The Company believes that investing in this long-term cooperation with 
farmers is of mutual benefit, since it provides the company with a stable supply 
network and the farms with a stable off-taker, thus contributing to the overall 
competitiveness of the crops produced. The Bank's working capital line will allow the 
Company to provide more pre-financing, high quality seeds and fertilisers which will 
contribute also to i) inclusion of more small farmers into the supply network and ii) 
further increase farmers' yields across all regional markets.  
 
Transfer and dispersion of skills - Axereal pays significant attention to the continuing 
education and skills transfer to its partner-farmers. Axereal's agronomy team 
supports farms by providing advisory services in land cultivation and help small 
farmers to more efficiently manage their land by applying appropriate soil treatment 
and modern farming methods that help cut costs, achieve higher yields and improve 
quality of the output.  
 
The Client  



Axereal, a vertically integrated French agro-industrial cooperative, is the leading 
grain collector in France and the third largest malt producer in Europe. The group 
has been present in central and eastern Europe and south eastern Europe since 
2001, and is looking forward to expanding its operations in the Danube region, the 
second most important grain base in Europe.  
 
EBRD Finance  
A €28 million working capital loan and an equity investment of up to €10 million.  
 
Project Cost  
€102 million  
 
11. Global Macro Jottings - Capital flows update 
VTB Capital 
February 28, 2013 
 
The McKinsey Global Institute has just published its latest report on developments in 
cross-border capital flows and it makes for interesting reading. Financial globalisation 
and an associated increase in cross-border capital flows has been the hallmark of the 
expansion in global financial markets over the past 30 years, reflecting the move 
towards financial liberalisation and deregulation. 
 
The global financial crisis of 2007-09 and the subsequent debt and banking crisis in 
the Eurozone have resulted in a setback on the growth of financial assets and a 
sharp fall in cross-border capital flows which are now 60% down from their 2007 
peak. Eurozone banks are responsible for a USD 3.7tn decline in cross-border claims 
over the same period, which has exacerbated a tightening of credit conditions 
globally. Central bank flows now account for 50% of Eurozone capital flows. The cost 
of the financial crisis is reflected in a USD 15.4tn increase in government debt 
securities since 2007, largely attributable to the economic and financial costs of the 
'Great Recession' .Of course, a large part of that debt issuance is in the books of the 
major central banks' balance sheets as part of their QE programmes. 
 
McKinsey argues that a continued retrenchment in financial globalisation could have 
damaging consequences for economic growth, though some might argue that a 
correction is an inevitable consequence of the unwinding of the credit excesses in the 
run-up to the crisis. However, emerging market economies continue to enjoy the 
shift in the economic centre of gravity, attracting a 32% share of global capital flows 
in 2012 compared with 5% in 2000. Of course, as we know, during periods of risk 
aversion in financial markets, international investors tend to play safe and pull back 
their investments from emerging markets ,though this is often temporary given the 
evidence from data that monitors cross-border portfolio flows. 
 
Nevertheless, McKinsey contends that global financial markets are at an inflection 
point. Either there is a move towards a more balkanised structure that relies 
primarily on domestic capital formation and concentrates risks within local banking 
systems or there is a move towards a 'healthier model' of financial globalisation that 
supports sustainable economic growth. 
 
The total value of world financial assets (equities, corporate and government bonds 
and loans) rose from USD 12tn in 1980 to USD 206tn in 2007. Financial depth, which 
measures those assets relative to GDP, rose from 120% to 355% of global GDP over 
the same period. Now, the value of world financial assets stands at USD 225tn and 



has fallen 43 percentage points relative to GDP since 2007. In the emerging 
economies, financial depth is on average half that of advanced economies as of 2012 
(157% versus 408%). 
 
The good news is that global current account imbalances have declined 30% from 
their peak (relative to global GDP). Global imbalances have been part of the G8/G20 
policy agenda for some years. 
 
12. Siluanov is pushing for better tax collection – non-oil & gas revenues 
might be smaller than planned  
VTB Capital 
February 28, 2013 
 
News: Yesterday, the Minister of Finance Anton Siluanov expressed his concern over 
non-oil & gas revenues as the situation of tax collection is tough. In particular, one of 
the key reasons for the lower than expected non-oil and gas revenues received this 
year is the undervalued estimations of VAT refunds (many public companies finished 
investment projects and launched the VAT repayment return process).  
 
Our View: Along with higher than planned volumes of VAT refund claims, we see the 
low economic growth pace coupled with decelerated inflation (and thereby nominal 
GDP growth) this year as a challenge for the planned non-oil & gas revenues. The 
lack of additional non-oil & gas revenues is set to limit the government’s ability to 
increase spending this year. Hence, fiscal policy will likely remain tight this year and 
we therefore expect to see negative real growth of federal government expenditures, 
especially in the second half of the year.?Moreover, non-oil & gas revenues are 
usually lower in February and we therefore think this month’s budget balance will 
print a deficit of around 2.5% of GDP (vs. 1.8% of GDP deficit in January), as we 
expet a modestly higher RUB oil price during the second month of 2013 and the 
tendency to execute the budget more evenly continues. 
 
Maxim Oreshkin  
Daria Isakova 
 

CREDIT OTHER NEWS 
13. CEEMEA currencies polarizing  
Citi 
February 25, 2013 
 
The CEEMEA bloc has in aggregate weakened vs. the US dollar. But unlike January, 
weakness this time has been led by TRY, PLN and HUF. Going forward, we continue 
to see a marked divide between CEEMEA currencies, but this is no longer a "CEE" vs. 
"MEA" story. Rather, we see moves as being more idiosyncratic.  
 
So within CEE, mounting domestic weakness and rich valuation likely keeps CZK and 
especially HUF weak against a rising euro, but PLN may hold up better. In MEA, RUB 
and ILS are forecast to strengthen, but both ZAR and to a lesser extent TRY, are 
expected to be relatively weak.  
 
HUF has been the worst performer in its region, with EUR/HUF continuing to make 
higher lows and higher highs. We forecast EUR/HUF to rise sharply in the next three 
months to 310, reflecting the risk of excessive monetary easing (including maybe 



QE) with the new and more politicised MPC that steps in next month. Further out, 
Hungary's external surplus could provide some support. But as Citi economists point 
out, more important may be a turn in policies over the medium term to encourage 
HUF strength ahead of the 2014 elections. We forecast EUR/HUF at 300 in 6-12 
months.  
 
The Czech koruna has also been weak, which again is not surprising in the context of 
deepening economic weakness including ESIs that are still hovering near the lows. 
Our sense is that the koruna is wanted weaker by the authorities that have basically 
exhausted the scope for more policy stimulus, especially if the ECB cuts rates in the 
second quarter. We forecast sustained depreciation of CZK vs. EUR to 25.8 in 0-3 
months and 26.1 in 6-12 months' time.  
 
EUR/PLN has been in a large consolidation triangle in weekly charts since mid 
2011(Figure 28). We forecast 4.15 in 0-3 months, suggesting relative PLN 
outperformance vs. its CEE counterparts but roughly flat to current PLN spot. A 
couple of factors support this: first, Citi economists' view that the central bank may 
not cut as priced at its March meeting; and second that Poland remains by far the 
most resilient in its region as suggested by 5y CDS trading below the 100 mark. 
Further out, a deeper and more prolonged slowdown likely means deeper rate cuts 
and a weaker PLN. We forecast the zloty at 4.30 vs. the euro in the medium term.  
 
RUB, meanwhile, is forecast to rise against both the EUR and USD near term, with 
the basket forecast at 34 in the next three months. Higher oil prices (Figure 29) and 
widely anticipated Euro-Clearability for OFZs have finally happened - and the scope 
for foreign inflows to rise into Russia are substantial given that it is one of the most 
under-owned in its region. Further out, we forecast the basket at 36.  
 
At the time of our last Forecasts, USD/TRY had broken through the tight range of the 
previous six months. As expected, it has since moved higher and back into the 
earlier range (Figure 30). We forecast USD/TRY around current spot in the near 
term, and weaker at around 1.85 in 6-12 months time. Our view is driven by three 
factors: Citi economists' expectation that the central bank will be more aggressive in 
maintaining a weak currency; more unorthodox monetary policy, with different policy 
levers pulling in different directions; and a soft domestic outlook including a wide 
current account deficit and difficult inflation prospects.  
 
The Israeli shekel, by contrast, has re-coupled with other risky assets as Middle East 
tensions have continued to recede. We note also that a series of rate cuts to date 
have not deterred ILS strength which broke below the 3.70 resistance level earlier 
this month. We think recent strength continues short-term, with 3.60 forecast in 0-
3m and 3.90 over the medium term.  
 
We don't expect the South African rand to hold on to its recent gains, however - on 
expectations of persistent South African labour unrest, political volatility and higher 
risk-premia from socio-economic uncertainty. That said, a lot of bad news appears to 
be priced already and Citi economists point to growing awareness within the ANC of 
the need for market friendly rhetoric. Furthermore, they expect the current account 
deficit to narrow, alongside a more sensible and market-friendly budget next week. 
On balance, we expect USD/ZAR to rise to 9.00 in the next three months and 9.10 
over 6-12m.  
 
14. EIB to increase lending for growth and jobs in Europe 



EIB 
February 28, 2013 
 
The European Investment Bank (EIB) gives an exceptional response for exceptional 
times in the on-going financial and economic crisis of the European Union. The EIB 
Group will significantly step up its lending activities for the 2013 to 2015 period to 
support the recovery of growth in Europe. The EU Bank will lend an additional EUR 
60 billion over the next three years to promote sustainable growth and jobs, bringing 
annual lending volumes to EUR 65-70 billion.  This follows the Member States' 2012 
decision to increase the EIB's paid-in capital by EUR 10 billion.  Werner Hoyer, EIB 
President commented: "Last year the EIB has delivered on changing its course 
fundamentally from a programmed cyclical to a countercyclical course. We are now 
prepared to deliver on boosting our lending activities by 40% per year from 2013-
2015 and thus making an extraordinary effort in theses exceptional times for Europe. 
The EU Bank will be making a significant and tangible contribution to overcoming the 
current crisis." It is expected that the additional EIB lending will initiate projects 
worth up to EUR 180 billion including private and public investments, focussing on 
innovation, SME´s access to finance, resource efficiency and strategic infrastructure. 
President Hoyer stated: "Investing in innovation and skills is crucial for Europe's 
productivity and will help secure competitiveness and jobs in the future." 
 
During 2012, the EIB signed EUR 52.2 billion of new loans in over 60 countries. EUR 
44.8 billion were provided for projects within the European Union and EUR 7.4 billion 
outside. In response to the tough economic challenges facing certain EU countries, 
the EIB provided targeted support for key growth and employment drivers, in 
particular SMEs. Support for small and medium-sized enterprises reached EUR 13 
billion.  More than 200.000 SMEs received direct or indirect support through the EIB 
Group's activity in 2012. The European Investment Fund (EIF), the EIB Group's 
specialist arm which provides risk financing to the benefit of SMEs, achieved a record 
volume of equity commitments of EUR 1.4 billion which catalysed over EUR 7 billion 
from further investors.  "In 2013, the EIB Group will strive to expand its support for 
SMEs in Europe even further and to broaden the range of its distribution channels 
and products", said President Hoyer.  
 
The Bank also gave specific support to countries and regions facing limited access to 
capital markets by leveraging existing resources such as structural funds, whilst 
enhancing its advisory activity. "The blending and advising capacity enabled us to 
remain active in countries where other investors have already left the markets or are 
heavily reducing their business", said President Hoyer, emphasising that: "The EIB is 
the bank for all 27 - soon to be 28 - EU member states." 
 
Lending outside the EU underpins the EIB's support for the EU's external priorities 
via long-term investments in close cooperation with the European External Action 
Service (EEAS) and the Commission, as well as other financial institutions.  The EIB 
focusses on local private sector development, social and economic infrastructure and 
climate change mitigation and supports foreign direct investment. President Hoyer 
commented: "With its large network of corporate clients in Europe, the EIB 
effectively supports the internationalization of the EU economy to foster productivity, 
growth and jobs. Through its extensive sector expertise the EIB brings substantial 
benefits to the partner country and the EU at the same time." 
 
The EIB maintained excellent credit standing throughout 2012 benefiting in particular 
from a prudent lending policy and sound risk management. Total assets at year-end 



2012 reached EUR 508 billion, making the EIB the largest multi-lateral financier.  
The EIB´s capital adequacy ratio remained robust at 23.1 %. Amid volatile market 
conditions, the Bank raised EUR 71.3 billion on the international capital markets, 
including some pre-funding for the current year. President Hoyer stated: "The Bank 
will continue to pay strong attention to the quality of its balance sheet. The quality of 
our loan book and our conservative risk management are vital for the bank and its 
investors." 
 
15. Economic sentiment keeps rising in the EU and the euro area  
European Commission 
February 27, 2013 
 
In February the Economic Sentiment Indicator (ESI) continued its recovery that has 
started in October/November of last year. The marked improvement by 1.6 points in 
the euro area (to 91.1) and 1.2 points in the EU (to 92.0) was driven by increases in 
industry and services. Consumer confidence also improved marginally. Retail trade 
and construction, on the other hand, booked moderate decreases. Amongst the 
seven largest Member States, economic sentiment improved in Germany (+2.5), 
Spain (+1.5), France (+1.3), the Netherlands (+0.8), Poland (+0.5) and Italy 
(+0.3). UK sentiment slightly slipped (-0.5).  
 
Continuing the broad upward trend observed since November, industry confidence 
improved in the euro area (+2.6) and the EU (+2.2), fuelled by a much more 
positive assessment of production expectations and the current level of overall order 
books. The assessment of stocks of finished products improved less significantly (EU) 
or remained unchanged (euro area). The past production and the current level of 
export order books, which are not included in the confidence indicator, were also 
assessed much more favourably. Also services confidence continued the upward 
trend it has been following since October. The increases, marked in the euro area 
(+2.3) and more moderate in the EU (+0.9), were the result of sharp improvements 
in managers' assessment of the past business situation, and - to a lesser extent - 
their views on past demand. Managers' demand expectations improved in the euro 
area, while deteriorating in the EU. Confidence in retail trade decreased somewhat in 
the EU (-0.8) and the euro area (-0.5), driven by a worsened assessment of the 
present business situation and the current volume of stocks (EU) and business 
expectations (euro area). Confidence in construction decreased slightly in the EU (-
0.4) and, more markedly, in the euro area (-1.3). While the assessment of order 
books worsened in both areas, employment expectations deteriorated in the euro 
area but became somewhat less pessimistic in the EU.  
 
Employment plans were mildly revised downwards in services and, more sharply, in 
retail trade. At the same time, employment plans in industry were revised slightly 
upwards in the euro area, with no changes for the EU. Selling price expectations got 
more pessimistic in industry, services and retail trade, while they were revised 
upwards in construction.  
 
Consumer confidence increased marginally in the euro area and the EU (+0.3). 
Consumers were more positive about the future general economic situation, while 
more negative about their savings expectations over the next 12 months. Euro area 
consumers got less pessimistic about the future financial situation of their 
households and more pessimistic regarding unemployment expectations. In the EU, 
the assessment of these variables barely changed.  
 



Financial services confidence (not included in the ESI) rose in the EU (+1.4) and the 
euro area (+0.8). The past business situation was assessed more negatively, past 
demand and demand expectations more positively.  
 

 
16. Euro area annual inflation down to 1.8%  
Eurostat 
March 1, 2013 
 
Euro area annual inflation is expected to be 1.8% in February 2013, down from 2.0% 
in January, according to a  flash estimate from Eurostat, the statistical office of the 
European Union.  
 
Looking at the main components of euro area inflation, energy (4.0% compared with 
3.9% in January) is expected to have the highest annual rate in February, followed 
by food, alcohol & tobacco (2.7% compared with 3.2% in January), services (1.6%, 
stable compared with January) and non-energy industrial goods (0.8%, stable 
compared with January).  
 
17. Euro area unemployment rate at 11.9%; EU27 at 10.8% 
Eurostat 
March 1, 2013 
 
The euro area (EA17) seasonally-adjusted unemployment rate was 11.9% in January 
2013, up from 11.8% in December 20124. The EU271 unemployment rate was 
10.8%, up from 10.7% in the previous month. In both zones, rates have risen 
markedly compared with January 2012, when they were 10.8% and 10.1% 
respectively. These figures are published by Eurostat, the statistical office of the 
European Union.  
 
Eurostat estimates that 26.217 million men and women in the EU27, of whom 
18.998 million were in the euro area, were unemployed in January 2013. Compared 
with December 2012, the number of persons unemployed increased by 222 000 in 
the EU27 and by 201 000 in the euro area. Compared with January 2012, 
unemployment rose by 1.890 million in the EU27 and by 1.909 million in the euro 
area.  
 



Among the Member States, the lowest unemployment rates were recorded in Austria 
(4.9%), Germany and Luxembourg (both 5.3%) and the Netherlands (6.0%), and 
the highest in Greece (27.0% in November 2012), Spain (26.2%) and Portugal 
(17.6%).  
 
Compared with a year ago, the unemployment rate increased in nineteen Member 
States, fell in seven and remained stable in Denmark. The largest decreases were 
observed in Estonia (11.1% to 9.9% between December 2011 and December 2012), 
Latvia (15.5% to 14.4% between the fourth quarters of 2011 and 2012), Romania 
(7.4% to 6.6%) and the United Kingdom (8.3% to 7.7% between November 2011 
and November 2012). The highest increases were registered in Greece (20.8% to 
27.0% between November 2011 and November 2012), Cyprus (9.9% to 14.7%), 
Portugal (14.7% to 17.6%) and Spain (23.6% to 26.2%).  
 
Between January 2012 and January 2013, the unemployment rate for males 
increased from 10.6% to 11.8% in the euro area and from 10.0% to 10.8% in the 
EU27. The female unemployment rate rose from 11.0% to 12.1% in the euro area 
and from 10.2% to 10.9% in the EU27.  
 
In January 2013, 5.732 million young persons (under 25) were unemployed in the 
EU27, of whom 3.642 million were in the euro area. Compared with January 2012, 
youth unemployment rose by 264 000 in the EU27 and by 295 000 in the euro area. 
In January 2013, the youth unemployment rate was 23.6% in the EU27 and 24.2% 
in the euro area, compared with 22.4% and 21.9% respectively in January 2012. In 
January 2013 the lowest rates were observed in Germany (7.9%), Austria (9.9%) 
and the Netherlands (10.3%), and the highest in Greece (59.4% in November 2012), 
Spain (55.5%) and Italy (38.7%).  
 

 
18. Euro zone business and consumer confidence index rises but will remain 
under pressure from weak economy, high unemployment and tight credit   
Moody's Analytics 
February 27, 2013 
 
Moody's Analytics: Euro zone business and consumer confidence index rose to 91.1 
in February The euro zone business and consumer confidence index rose in February 
for the fourth consecutive month to a nine-month high. The index climbed to 91.1, 
from a revised 89.5 in January. The main driver was an improvement in 
manufacturers' confidence. Despite the recent gains in business and consumer 
confidence, it remains relatively weak.Business and consumer confidence will remain 
under pressure in the coming months from the weak economy, high unemployment, 
tight credit and political uncertainty in Italy.  



 
Zach Witton, economist at Moody's Analytics says: The euro zone's business and 
consumer confidence index increased in February for the fourth month in a row but 
remained below its long-term average. The main driver was an improvement in 
manufacturers' confidence, followed by that of service providers and consumers. In 
contrast, the confidence of retailers and construction deteriorated.  
 
Business and consumer confidence will remain under pressure in the coming months 
from the weak economy, tight credit, high unemployment, and political uncertainty 
in Italy. The euro zone is in recession. GDP contracted in the three months to 
December for the third quarter in a row. Meanwhile, unemployment will rise further 
because the labour market follows the business cycle with a lag. Joblessness in 
December was at its highest rate since the data series began in 1990.  
 
German and French banks are highly exposed to fiscally troubled countries' 
government bonds and will keep lending conditions tight until it is clear that the debt 
crisis has been resolved. The inconclusive outcome of Italy's recent general election 
has fuelled uncertainty about the potential for a ruling coalition to be formed that 
would get the country's finances under control and implement much needed 
structural economic reforms. The yield on Italian 10-year government bonds surged 
to its highest level this year following the election. Also, Greek government debt 
remains unsustainable as a proportion of GDP despite write-downs and buybacks of 
bonds held by the private sector. Further write-downs of Greek debt following 
Germany's general election in September could also add fuel to the crisis. Germany's 
government is currently resisting such a move because it would be politically 
unpopular as the nation's banks are amongst the most exposed to the debt of fiscally 
troubled euro zone countries. However, the new government formed after the 
election may be more willing to seek write-downs of Greek and other fiscally troubled 
countries' debt because it will not face re-election for a while.  
 
The Numbers      
 
The economic sentiment indicator for the euro zone increased to 90.1 in February, its 
highest since May 2012, from 89.5 (revised from 89.2) in the previous month. The 
index has been below its long-term average of 100 for 19 consecutive months.  
 
Moody's Analytics had forecast the index to climb to 91, while the Bloomberg market 
consensus had expected it to rise to 89.9.  
 
Manufacturers' confidence was up to -11.2, from -13.8 in January.  
 
The confidence of service providers rose to -5.4 in February, from -7.7 previously.  
 
Consumer confidence increased to -23.6, from -23.9 in January.  
 
The confidence of retailers fell to -16.0 in February, from -15.5 previously.  
 
Construction confidence declined to -29.8, from -28.5 in January.  
 
19. European Commission Lowers Euro Area Growth Forecast, a Credit 
Negative for Sovereigns 
Moody's 
February 25, 2013 



 
Last Friday, the European Commission (EC) revised its 2013 euro area GDP growth 
forecasts and now projects a 0.3% contraction for the euro area, rather than the 
0.1% expansion it forecast just three months ago. Persistent weakness across the 
common currency bloc and diverging economic performance between northern and 
southern members undermineeconomic and government financial strength, which is 
credit negative for all euro area sovereigns. 
 
The lower growth forecasts for the year ahead -the third successive downward 
revision since the EC first announced 2013 forecasts in autumn 2011 -underscore the 
troubled real economy, despite the apparent improvement in financial market 
conditions over the past six months. Rising unemployment, particularly in the 
southern periphery member countries, is also testing public support for austerity 
policies, threatening the fiscal consolidation and structural reforms necessary to 
improve sovereign creditworthiness. Exhibit 1 illustrates the persistent growth 
divergence between northern member states and countries in the southern 
periphery. 
 
Already mired in recession, the EC's projected GDP contractions for Greece(C), 
Cyprus (Caa negative), Portugal (Ba3 negative) and Italy (Baa2 negative) were all 
revised for the worse; as were GDP growth estimates for the better performing 
northern countries, Germany (Aaa negative), Austria (Aaa negative) and Finland 
(Aaa stable), albeit not to the same extent as some of their struggling southern 
neighbours. Forecasts for Spain (Baa3 negative) and Ireland (Ba1 negative) were 
unchanged, as shown in Exhibit 2. The sovereigns' lower growth, and consequently, 
lower-than-expected tax revenue and higher social welfare expenditure compounds 
their challenge of reducing fiscal deficits and reversing the deterioration in debt 
metrics. 
 
Also shown in Exhibit 2, the EC forecasts nine of the 17 euro area members will 
register fiscal deficits in excess of the 3% of GDP Maastricht treaty threshold. And, 
double-digit unemployment in the southern periphery continues to exacerbate social 
pressures that threaten fiscal consolidation and reform implementation, thus 
elevating event risk. 
 
Downside risks to growth remain high against the backdrop of simultaneous de-
leveraging by both the public and the private sectors, although some recent high 
frequency economic data (e.g., Purchasing Managers Indices) point to improving 
growth in the second half of 2013. Meanwhile, political commitment to fiscal 
consolidation and the necessary structural reforms to improve growth prospects 
remain vulnerable to shifts in electoral sentiment. Further, euro area sovereign debt 
markets remain susceptible to further shocks to investor confidence despite recent 
financial market stabilisation. Conditions remain far from conducive for an 
improvement in sovereign credit fundamentals across theeuro area. 
 



 
20. European High-Yield Poised to Grow in 2013   
Fitch 
February 25, 2013 
 
Fitch Ratings has published the latest edition of its quarterly European High-Yield 
(EHY) chart book, which illustrates recent trends in high-yield bond issuance, 
maturities, default rates, fund flows and relative performance, as well as secondary 
market risk-adjusted pricing.  
 
2012 new issuance for developed market (DM) corporates set a record high of 
EUR65bn, extending an upward trend that began in 2009. Investor relief in the 
fourth quarter following the ECB's support for the euro boosted demand for the asset 
class, sending yields to record lows. The positive momentum carried through into 
early 2013, with January new issuance up 80% from the prior year. With few real-
yield opportunities for investors and a lack of financing alternatives in either volume 
or duration for issuers - notably from the constrained European leveraged loan 
market - EHY is poised for further growth during the year.  
 
EHY generated the best total return performance in 2012, at 27.2% - according to 
Bank of America Merrill Lynch index data - beating US high-yield (USHY), which 
returned 15.6%. The strong performance of the asset class was behind seven 
consecutive months of inflows that began in July 2012, amounting to EUR10.1bn. 
Performance in the year to date has been more subdued, as eurozone uncertainties 
resurfaced, although net inflows registered a healthy EUR1.9bn for January.  
 
A recent Fitch poll of senior European fixed income managers voted EHY their most 
favoured asset class in Q113, despite concerns about fundamentals, supporting the 
resilient fund flow data. Investor expectations are for a rising default rate for EHY in 
2013, due to the weak growth outlook for the eurozone region. Fitch believes that 
the dominance of higher quality 'BB' rated "fallen angels" in the market may dampen 
any potential sharp rise in defaults, with ongoing growth weakness actually acting to 
bolster EHY through the addition of further bonds into speculative-grade.  
 



The Fitch European High-Yield Index recorded a default rate of 0.7% by volume for 
2012, down marginally from 0.8% in the prior year. This compares with a USHY 
default rate of 1.5%. European investors continue to price in a higher probability of 
default than is implied in the trailing twelve month default rate, which may suggest 
further room for spread tightening if the growth outlook in the region does not 
deteriorate during the year. As yields and spreads continue to compress, investors 
may tempt riskier lower 'B' and even 'CCC' rated issuers from the leveraged loan 
market to issue high-yield bonds.  
 
21. Italian elections dent sentiment  
VTB Capital 
February 26, 2013 
 
The Italian election results did not deliver the markets' preferred outcome of the 
return of a 'centre left' coalition. The results, in fact, have provided a deadlock as 
Italian voters, understandably, have delivered a rebuff to 'austerity' policies which 
have generated a recession and high levels of unemployment. The results are also a 
rebuff to Eurozone policymakers who had previously appointed an unelected 
technocrat, Mario Monti, to administer the government.  
 
Some Italian voters might have seen this as an unacceptable distortion of democratic 
ideals. But that is nothing new as one of the criticisms made of the Eurozone political 
system is the so-called democratic deficit where there is a perceived rift between the 
political elite (mostly unelected) and Eurozone voters. In addition, the economic 
policies of 'austerity' have proved fatal for incumbent governments where election 
results in other countries like Ireland, France and Spain have seen a change of 
government.  
 
Readers familiar with their economic and financial history will recall echoes of what is 
happening in the Eurozone at the moment with the experience of the 1930s, though 
less extreme. Nevertheless, the straitjacket of the Gold Standard, some countries 
dogged adherence to deflationary economic policies and the resultant political 
instability are eerily familiar in the current situation. The lessons of that era are that 
deflationary policies are unsustainable. High levels of unemployment typically result 
in a political desire on the part of voters for a change in economic policy. In that 
sense, monetary union might prove anachronistic and the design flaws in terms of a 
unitary monetary policy but an absence of a unified fiscal policy also constrains 
policymakers' ability to deliver reflationary policies.  
 
Italy's main economic problem is not especially that it stands out as a fiscal 
miscreant in the same way that Greece has been, for example. Indeed, Italy actually 
has a 'primary' budget surplus i.e. a surplus once interest payments on its debt are 
excluded. Italy's problem is a long-term absence of economic growth that delivers 
debt sustainability. As a result, growth is not strong enough (nor the primary budget 
surplus high enough) to reduce Italy's accumulated debt level, which as a percentage 
of GDP stands at 120%. Now, in the aftermath of the Italian election results and 
associate uncertainty about the formation of a stable government, the 10-year 
Italian bond yield is starting to move up from its lows and stands at 4.8%. This time 
last year, Italian bond yields were starting to move up to an eventual high of 6.5% 
last July. A similar situation affected Spanish bond yields as the markets started to 
price in the possibility of the need for ECB support or even, in the extreme, the risk 
of those countries exiting monetary union. The ECB's bond-buying programme 
announced last September did the trick in reducing those uncertainties and led to an 



immediate reduction in bond yields. Both Italy and Spain have yet to make a formal 
request for ECB support as such support comes with terms and conditions requiring 
fiscal austerity.  
 
22. OECD government borrowing set to rise slightly in 2013, says OECD 
OECD 
February 27, 2013 
 
The gross borrowing needs of OECD governments are projected to increase slightly 
to around USD 10.9 trillion in 2013, up from the already high level of USD 10.8 
trillion in 2012, according to a new OECD report. 
 
The OECD Sovereign Borrowing Outlook 2013 expects that ratings agencies will 
continue to keep the pressure on governments in 2013. Given their poor track record 
of sovereign risk pricing over the past twenty years, the report suggests that any 
downgrades should be carefully scrutinized, and not taken at face value. 
 
The general government deficit for the OECD area as a whole is estimated to have 
reached 5.5% of GDP in 2012, equivalent to around USD 2.6 trillion. It is projected 
to decrease to 4.6% of GDP in 2013, equivalent to around USD 2.3 trillion, while net 
borrowing is estimated to fall to USD 2.0 trillion in 2013. 
 
Government debt ratios for the OECD as a whole are expected to grow or remain at 
high levels during the coming year. General government debt-to-GDP is projected to 
reach 111.4% in 2013. The good news, according to the report, is that overall debt 
ratios are increasing much more slowly than in the past, declining from an increase 
of 11.5% in 2008-2009 to a projected 1.1% increase in 2013-2014. 
 
Euro area-induced contagion effects in 2011 led to upward pressures on funding 
costs and roll-over risk for sovereigns, as well as a reduced ability by financial 
institutions' to pledge sovereign securities as collateral and flight-to-safety by 
investors. However, the recently announced combined Outright Monetary 
Transactions and European Stability Mechanism backstop has had a noticeable 
downward influence on bond yields in peripheral markets. 
 
In countries where public deficits and debt ratios have not begun to decline, the 
legacy of public debt exposes governments to shifts in confidence, complicating the 
implementation of issuance programmes by sovereigns. Raising large volumes of 
funds at lowest cost to refinance their debt obligations will therefore remain a major 
challenge for many governments. Most OECD debt managers will continue 
rebalancing their portfolios by issuing more long-term bonds and cutting back on 
issuance of short-term bills. 
 
Many countries are expected to see a relatively high level of longer-term 
redemptions in 2013. For the OECD area as a whole, governments will need to 
refinance around 30% of outstanding long-term debt in the next three years. The 
OECD average long-term interest rate is expected to rise to around 4.0% in 2013, up 
from 3.8% in 2009. 
 
23. Time for bottom-up selection in FX 
RBS 
February 27, 2013 
 



Bottom-up currency selection dominates "Risk-on / Risk-off" 
The Italian election outcome was not what the market wanted, and there are several 
weeks of "uncertainty" to come. One would think that investors would have 
intuitively cut positions where they were bullish, and initiated fresh bearish trades, at 
least for CEEMEA FX. We expected global equities to sell-off by far more than what 
we saw on Tuesday, and also expected to see USD and EUR-EM risk-reversals move 
sharply higher across the board, especially given how cheap, really cheap, volatility 
has been. 
 
Instead, we were very surprised by yesterday's price-action, which if read at face 
value suggests that investors have decided to remain complacent in relation to the 
Italy story, perhaps looking to play it as a EUR specific story, and perhaps intending 
to continue looking at the rest of the FX world on a country-by-country basis. 
 
We have been arguing for the predominance of the bottom-up currency selection 
process over a generic buy and hold of EM currencies offering high carry, and 
evidence from our 60-dy correlation chart proves the view right. We expect this to 
persist. 
 
Differentiating in CEEMEA FX 
We therefore look for the next big moves in CEEMEA FX via bottom-up analysis. 
 
EURPLN: Zloty will gain in this differentiation market 
We have kept flagging that positive data surprises were not in the price, while the 
doom and gloom economic scenario felt fully priced. The impact on price action of 
the positive surprise of January retail sales data proved that the market is willing to 
accept negative data outcomes as the norm, but had to adjust rapidly to positive 
outcomes. The skew of negative sentiment limits zloty downside. Looking ahead, 
what matters now is a pause in the easing cycle in March (our expectation), and a 
stabilization of the data. The growth outperformance trade in CE4 is back. 
 
EURHUF: It is down to what Matolcsy actually does, not what he might do 
The 300 level on EURHUF is now just a number that no longer carries nearly as much 
weight as it did pre-Lehman crisis. It was associated with a rapid deterioration of 
everything FX related, and typically, the market's frenzy around it culminated with 
Hungary needing to secure external anchors, be it swap lines with major central 
banks, or an IMF agreement. Things have changed, and more specifically, Hungary is 
not vulnerable this year from a financing perspective. Everybody knows that. What 
matters next for the forint is actually what transpires after the new central bank 
governor joins on March 3rd. Absent actual unorthodox policy from Matolcsy, the 
pain trade will be trying to push EURHUF higher on what he might do. 
 
EURCZK: long PLNCZK and HUFCZK trades could become the theme, though CNB 
intervention is a sideshow 
Growth-wise Hungary and Czech Republic are in a similar situation both externally, 
as both are exports driven, and domestically, as the effects of fiscal consolidation 
have choked domestic demand. However, what makes the HUF more interesting than 
CZK is the carry discussion, which we believe is a sufficient condition for some Fast 
Money investors to be long HUFCZK. Additionally, the current account differential, a 
surplus for Hungary and a small deficit for Czech R', means that Real Money 
investors have a fundamental reason to hold long HUFCZK for six months. We 
acknowledge that Hungary is cutting its policy rate, but Czech Republic has zero 



carry. As regards long PLNCZK, referring back to the zloty section above, it is the 
return of the growth outperformance trade. 
 
EURRON: long RON one for the patient 
Absent unexpected bad weather - again - in Romania, GDP growth this year should 
be a marked improvement on the flat growth registered for 2012 (we expect up to 
2% yoy in 2013). Relying on an improvement of EU fund absorption for growth is not 
the best strategy, therefore, to aid the recovery the central bank will look to ease the 
policy rate further. This, though, is on the proviso that inflation is much lower than 
the present 6%yoy for January. This implies that a stronger currency is part of the 
solution, which means that risk reward in long RON is favourable, as the central bank 
wants growth with decelerating inflation. Additionally, from March, the structural flow 
of Real Money into Romanian bonds will begin, which will mean better balance of 
payments support for currency appreciation. Long RON is a good idea for the 
medium term, and with low FX implied volatility, the mark-to-market risk is much 
better than it is on USDZAR, EURPLN, or even USDILS. 
 
USDZAR: USD-Rand[om] to become less of a pain 
The rand has frustrated the market, be that from a short or long position. We expect 
that the SARB is going to keep its policy rate unchanged (base case), that labour 
distress will persist, and that there is a current account deficit that needs financing. 
Additionally, there is likely to be some fiscal slippage in the new fiscal year, starting 
April. We believe that the broad-based negative market sentiment towards South 
Africa is indicative of limited further downside at a time when Asia's economic data is 
improving. In a differentiation play, ZAR, fundamental support comes from a "priced-
in" poor domestic story, coupled with improving external markets for its produce 
(Asia). Given the carry, we think that investors will find it difficult to ignore the rand, 
starting with Fast Money. 
 
USDRUB: short term inertia will persist 
What follows a very well told (OFZ) story is a very well owned RUB position and we 
believe that the currency will need a boost of improving macro data for investors to 
feel the urge to keep adding to their positions. Growth momentum has been 
progressively moderating, which is gradually undermining a bullish RUB view that 
has heavy positioning against it. In a market where other EM currencies will receive 
a boost from upside surprises to conservative data expectations (Poland, et al), the 
RUB may lose favour for the short term. We do not believe that investors will actively 
sell the ruble, what is more likely is a combination of lazy longs with some profit 
taking from the more nimble investor. 
 
USDTRY: Gradual TRY depreciation is the path of least resistance 
Most of us believe that it is impossible for a central bank to achieve multiple targets, 
although no-one can argue against the right of a central bank to set them. With all 
the targets that the CBRT has set itself to negotiate - credit growth, FX REER level, 
current account deficit, inflation - and now the stronger GDP growth that the 
government wishes, we would expect some of the targets to be met and some to be 
missed. As far as the targets of most interest to the markets are concerned, we think 
that the CBRT will succeed in engineering a gradual weakening of the Lira, but miss 
its inflation target by a wide margin (CBRT target 5.3%). With inflation in Turkey so 
volatile, missing it for one year is not a crime, and would be well tolerated by 
politicians at a time of stronger GDP growth. 
 
USDILS: the main thing to look out for is intervention 



The intervention probability equation for the shekel is quite simple. It has one 
variable, which is whether or not the BoI have made any comments about the 
currency's strength in recent days. If the answer is yes, and currency appreciation 
persists, the best strategy becomes owning a short dated risk reversal. Over recent 
weeks, the BoI has expressed concern about bond inflows due to QE, which makes 
further ILS upside an unnerving experience. Though their last actual intervention 
was in January 2011, as we recall, it was successful in forcing the market to reduce 
ILS exposures. At current ILS levels, pending BoI intervention is the elephant in the 
room. 
 

RUSSIA macro news 
24. Russian CPI reached 7.2% YoY as of Monday  
VTB Capital 
February 28, 2013 
 
News: According to Rosstat, CPI growth edged up to 0.16% for 19-25 February, from 
0.10% the week before (bringing the YTD print to 1.5%). Over the reported period, 
average daily price growth increased to 0.023%, from 0.014% in the previous week 
(exceeding the 0.009% for 21-27 February 2012). The key driving forces behind CPI 
growth remained almost the same (in order of importance): vodka (+0.6% WoW), 
potatoes (+0.7% WoW), gasoline (+0.1% WoW), and wheat bread (+0.4% WoW). 
?Meanwhile, fruit and vegetable prices decelerated slightly, adding 0.3% WoW vs. 
0.5% during the previous week. ?It is worth noting that chicken prices kept deflating 
(-0.5% WoW). 
 
Our View: The reading implies that headline CPI edged up 0.1pp to 7.2% YoY as of 
25 February. The acceleration in daily price growth was rather surprising, given that 
the vodka and fruit & vegetables prices continued slowing last week. We are waiting 
for the full month report (due on 5-6 March) to get a better understanding of CPI 
components. However, for now we are retaining our forecast for February of 0.5% 
MoM and 7.2% YoY (vs. 1.0% MoM and 7.1% YoY in January). ?In our view, 
February's data will likely mark the highest point in CPI YoY growth this year. This 
could open the way for a start to the monetary policy easing cycle (we expect more 
dovish comments at the March meeting and the first cut in April). Meanwhile, the 
downward trend in core inflation could well persist, in our view, and therefore we see 
headline CPI slowing towards 5.3% YoY eop-FY13 (under a USD 110/bbl scenario). 
 
Maxim Oreshkin  
Daria Isakova 
 
25. Klepach: Russia on downward trend in January  
UralSib  
February 26, 2013  
 
Seasonally adjusted GDP contracts for the first time in 10 months. Deputy Economy 
Minister Andrei Klepach has said that seasonally-adjusted real GDP contracted 0.3% 
MoM in January and its growth decelerated to 1.6% YoY; this was its first MoM 
contraction in 10 months. Klepach said that the sharpest contraction was in retail, 
whose seasonally adjusted indicator contracted 1.5% MoM and growth decelerated to 
3.5% YoY versus 5% YoY in December. Seasonally-adjusted capital investment grew 
0.3% MoM in January and accelerated to 1.1% YoY growth from minus 0.7% in 



December. Klepach said that construction saw positive trends, with seasonally-
adjusted growth of 0.1% MoM for January. 
 
We expect the economy to accelerate moderately in 2H13. Because capital 
investment and construction are commonly regarded as standard leading indicators, 
their positive trends look promising. However, retail trade’s sharp deceleration is 
particularly worrying as the consumer segment has been the main growth driver for 
the past few years. Consumer demand will be supported by real disposable income 
growth over the next few months (due partly to pension indexation on 1 February), 
though we expect consumer demand to remain relatively weak in 1H13. We thus 
believe that economy may remain weak in 1H13 but accelerate in 2H13. We expect 
the European economy to improve in 2H13, supporting Russia’s economy. We expect 
the economy to grow 3.1% this year. 
 
Alexei Devyatov, PhD 
Olga Sterina  
 
26. Russia’s foreign trade balance surplus reaches $18.7bn in January 
bne 
February 26, 2013 
 
Exports from Russia equalled $40.6bn in January 2013, up 2.2% from January 2012 
but down 16.4% from December 2012, the Economic Development Ministry said in 
its report. 
 
Imports totalled $21.9bn, up 13.3% against January 2012 but down 30.3% against 
December 2012. 
 
So the surplus of Russia’s foreign trade balance in January totalled $18.7bn, almost 
flat compared to $18.6bn in December 2012. 
 
27. World Bank lowers Russia’s GDP forecast to 3.3% for 2013  
bne 
February 27, 2013 
 
The World Bank has decreased its forecast on the growth of Russia’s GDP to 3.3% 
from 3.6% for 2013 and to 3.6% from 3.9% for 2014, the bank said in a survey 
launched on February 26. 
 
The World Bank said the decrease was done following a cut of its forecast for an 
average oil price for 2013 to $102 from $105.8 and less favorable external economic 
background than it was expected. 
 
The bank also referred to such Russian factors like the decrease of the GDP in late 
2012, the low level of investments into the country’s economy in 2012, sluggish 
domestic demand, and also to the fact that the consumer price inflation may be 
decreasing slower than expected.  
 
According to authors of the report, among three main policy Russia has to manage to 
improve macroeconomic situation are: sticking with prudent spending plans and 
saving oil revenues; focusing monetary policy on low inflation; and strengthening 
banking supervision to control consumer lending. “Also, Russia has to step up 
structural reforms so as to lift the growth potential. Reviving growth requires, among 



others, reducing the state’s footprint on the economy and improving the investment 
climate; confronting the challenges of the aging and shrinking of the population; and 
strengthening governance through more transparency, better regulations and more 
effective control of corruption,” says Michal Rutkowski, World Bank Country Director 
for the Russian Federation. 
 
Nevertheless, World Bank’s analysts say that Russia’s economy looks strong enough. 
While euro area was struggling with recession, growth in Russia was solid based on 
resilient domestic consumption. The pace of economic growth in Russia was faster 
than in Brazil, South Korea and Turkey, the survey reads. It also notes that higher 
growth and lower inflation are projected to reduce poverty from 11.7% in 2012 to 
11.2% in 2014. 
 
Russia’s Economic Development Ministry expects the GDP to increase by 3.6% in 
2013 and by 4.3% in 2014, compared with 3.4% in 2012. Russia’s economy growth 
is on downward trend since the beginning of 2013. On February 25, Deputy Economy 
Minister Andrei Klepach said that seasonally-adjusted real GDP contracted 0.3% MoM 
in January and its growth decelerated to 1.6% YoY, which is its first MoM contraction 
in 10 months. Particularly worrying is the sharp contraction in retail (1.5% MoM), the 
main GDP growth driver through the last years.  
 

 
RUSSIA bonds 

28. Alfa-Bank today completes placement of RUB5bn, series BO-08 bond 
Alfa Bank 
February 27, 2013 
 
Bookbuilding set the coupon rate before maturity at 8.65% pa, significantly lower 
than the initial guidance of a range of 9.25-9.75% pa. The bond matures in three 
years, has semi-annual coupon payments and no interim put option. 
 
29. B&N Bank may issue $25m Islamic bonds  
bne 
February 27, 2013 
 



One Russia’s top 30 banks, B&N Bank, plans in April-June to enter the Islamic 
borrowing market with a $25m sukuk bond, First Vice President Alexander Lukin told 
Prime Tuesday without disclosing the details of the borrowing. 
 
“We are currently working out a small Islamic fund raising. The deal is strategic for 
the bank and it is one of the instruments to diversify the sources of finance,” Lukin 
said. 
 
Islamic bonds, which are also called sukuks, are securities, structured to comply with 
Islamic laws and investment principles, which prohibit charging or paying an interest. 
 
Russia’s second largest lender VTB also showed an interest to sukuks, but so far no 
concrete decisions have been made. VTB prefers to diversify its financing sources on 
Asian and Turkish markets. 
 
30. Europlan closes book on series 04, RUB1.5bn bond, setting the coupon 
rate at 10.42% pa 
Alfa Bank 
February 27, 2013 
 
The technical placement on the exchange is planned for February 27. The bond 
matures in six years and has a three-year put option at face value. The arrangers 
are BK Region and Svyaz-Bank. 
 
31. Home Credit and Finance Bank closes book on series BO-02, RUB3bn 
bond  
Alfa Bank 
February 27, 2013 
 
The technical placement on MICEX is set for February 27. The bond matures in three 
years, has quarterly coupon payments and no put option. Bookbuilding set the 
coupon rate 10bp lower than the initial range, at 9.40% pa. 
 
32. MKB closes book on series 12, RUB2bn bond, setting the coupon rate at 
12.25% pa 
Alfa Bank 
February 27, 2013 
 
The technical placement on MICEX is set for February 27. The placement will take 
the form of a closed subscription among institutions. The bond matures in 5.5 years, 
has semi-annual coupon payments and no interim put option. The arrangers are BK 
Region and Bank Zenit. 
 
33. MegaFon plans to collect applications on March 5-6 for placement of 
series 06 and 07 bonds totaling RUB20bn 
Alfa Bank 
March 1, 2013 
 
The technical placement of the loans on MICEX is preliminarily planned for March 13. 
The volume of each issue is RUB10bn. The issues will have a maturity of 10 years 
with semiannual coupon payments and a 5-year put option. The indicated coupon 
rate until the put option is 8.00-8.25% pa, which corresponds to a yield of 8.16-



8.42%. The arrangers of the transaction are VTB Capital, Raiffeisen Bank and 
Sberbank CIB. 
 
34. Moscow prepares to place bonds totaling RUB220bn 
Alfa Bank 
March 1, 2013 
 
The Finance Department of the city of Moscow announced an open auction for the 
conclusion of a state contract for the provision of mandatory centralized custody 
certificate bonds of series 67-71, it announced in the tender documentation. The 
results of the tender will be released on March 29. 
 
The volume of the series 67 issue will be RUB30bn, and it will have a maturity of 3 
years. The series 68 issue will have a volume of RUB40bn and a maturity of 4 years. 
The series 69 issue will total RUB55bn with a 5-year maturity. The volume of the 
series 70 issue equals RUB45bn, and its maturity will be 7 years. The series 71 issue 
will have a volume of RUB50bn and a maturity of 10 years. According to the city’s 
borrowing program, it will raise RUB156bn in 2013, RUB163bn in 2014 and 
RUB140.5bn in 2015. 
 
35. Norilsk Nickel closes book for bonds worth RUB35bn 
Alfa Bank 
February 28, 2013 
 
The technical placement of the loans on MICEX will be on February 28. Investors will 
be offered series BO-01 and BO-02 bonds with a volume of RUB10bn per issue and 
BO-04 bonds totaling RUB15bn. The issues will have a maturity of 3 years with 
semiannual coupon payments and no intermediate put option. The coupon rate until 
maturity was set as a result of the bookbuilding close to the upper boundary of the 
forecast range at 7.90% pa. 
 
The arrangers of the placement are VTB Capital, Sberbank CIB and Rosbank. 
 
36. Promsvyazbank places its debut perpetual bonds in a private transaction 
VTB Capital 
February 26, 2013  
 
News: Yesterday, Promsvyazbank (PSB) announced the successful placement of its 
debut perpetual subordinated notes. According to a statement by the bank, the 
transaction was structured as a multi-currency facility in USD, EUR and GBP, with the 
total amount equivalent to USD 120mn. The deal had already been approved by the 
Central Bank of Russia as a source of capital on 25 February 2013. No further details 
have been given on the pricing/coupon structure yet, except that the terms are in 
line with both IFRS and “all existing Russian capital requirements”. The bank also 
stated that the anchor investors in the issue were clients of PSB’s private wealth 
management arm. 
 
Our View: We think the bond could have been sold to a limited number of private 
investors, including the bank’s related parties. Still, the event is credit-positive as it 
strengthens the bank’s core capitalisation, also adding headroom for the recent USD 
400mn LT2 issue to qualify as capital for regulatory purposes. PSB’s regulatory total 
capital adequacy ratio stood at 11.14% at end-January. Assuming that the 



equivalent of USD 120mn will be added to the bank’s RAS Tier I capital, we believe 
its CAR is set to improve by some 50bp. The potential impact on Basel 3 capital 
ratios is less clear given the uncertainty regarding other components of the ratio. We 
believe other private Russian banks might follow with private placements of hybrid 
instruments to support their capital ratios once the new regulations (including, inter 
alia, much stricter requirements for Tier 2 debt) are enforced. 
 
37. Rosbank closes book on series BO-07, RUB10bn bonds  
Alfa Bank 
February 27, 2013 
 
The technical placement on the exchange is to take place March 1. The bond matures 
in three years and has no interim put option. Bookbuilding set the coupon rate 
before maturity at the upper bound of the range, at 8.55% pa. 
 
38. Rostelecom plans to collect applications on March 4-5 for placement of 
series 19 bonds worth RUB10bn 
Alfa Bank 
March 1, 2013 
 
The loan will have a maturity of 5 years with semiannual coupon payments. It 
includes a 3-year put option. The indicative coupon rate until the put is 7.9-8.1% pa, 
which corresponds to a yield of 8.06-8.26%. The arrangers of the placement are VTB 
Capital, Gazprombank and Sberbank CIB. 
 
39. Russian Standard Bank closes book on BO-03-BO-04 bonds  
Alfa Bank 
February 27, 2013 
 
The technical placement on the exchange is set for February 27. The bonds mature 
in three years and have semi-annual coupon payments. The series BO-03 offers a 
1.5-year put option and the BO-04 a two-year put option. Each issue has a volume 
of RUB3bn. The arrangers are VTB Capital, Promsvyazbank and Raiffeisen Bank. 
 
40. SDM-Bank closes book for series 01 bonds worth RUB1.5bn, sets coupon 
rate at 12.40% pa 
Alfa Bank 
March 1, 2013 
 
The technical placement of the loan on MICEX will occur on March 1. The issue will 
have a maturity of 3 years with semiannual coupon payments and a 1-year put 
option. The coupon rate until the put was set as a result of the bookbuilding in the 
middle of the expected range at 12.40% pa. The arrangers of the loan are Raiffeisen 
Bank and Otkritie Bank. 
 
41. SUCHCM today completes placement of RUB2.5bn series 01 bond 
Alfa Bank 
February 27, 2013 
 
Today Southern Urals Corporation for Housing Construction and Mortgage (SUCHCM) 
will complete the placement of its series 01 bond. Bookbuilding set the coupon rate 



before maturity at 10% pa. The bond matures in three years, has semi-annual 
coupon payments and no interim put option. 
 
The arrangers are SMP Bank, Svyaz-Bank and Bank Zenit. The bond is guaranteed 
by Chelyabinsk Region represented by the Government of the Chelyabinsk Region. 
 
42. Zapsibkombank closes book for series BO-03 bonds worth RUB2bn 
Alfa Bank 
February 28, 2013 
 
The technical placement of the loan on the exchange will occur on February 28. The 
issue will have a maturity of 3 years with a 2-year put option. As a result of the 
bookbuilding, the coupon rate until the put was set at 11.50% pa, which is 40bp 
below the initial range and corresponds to a yield of 11.83%. The arrangers of the 
loan are FC Uralsib and BC Region. 
 

RUSSIA loans 
43. GAZ Group has signed an agreement to borrow RUB 6bn from VTB to 
finance its CAPEX projects 
Metropol 
February 26, 2013  
 
VTB has signed an agreement to open a credit line of RUB 6bn to GAZ Group for over 
long term five year period. The borrowing rate will not exceed 13.5%. GAZ Group 
reported that the funds are to be used for a variety of CAPEX projects, including the 
production of a new LCV model, a new bus family, the design and development gas-
fuelled vehicles and other projects. 
 
We think that besides capital expenditures, the company may use the credit line to 
cover cash flow gaps over 2014-2018, when GAZ Group is due to start repaying a 
RUB 38bn loan from VTB. 
 
We think that that VTB’s approval of the credit line indicates the bank’s confidence in 
the development of the automotive company’s new projects and its reasonable debt. 
We see news as positive for the GAZ Group shares as it indicates that after the 
completion and start of definite projects (Gazelle-Next, manufacturing VW and GM 
passenger cars) the company should be able to remain flexible in its CAPEX 
spending. 
 
Andrey Rozhkov  
 
44. Russian Railways’ subsidiary plans to raise $800m in loans 
bne 
February 27, 2013 
 
Federal Freight Company, a subsidiary of Russian Railways, plans to take out 
between RUR20bn and RUR25bn ($653.8m and $817.26m) in 2013, General Director 
Vitaly Yevdokimenko said, Prime reported. 
 
The company also plans to issue bonds later this year or in 2014, he added. 
45. VTB to finance GAZ Group priority investment 
bne 



February 28, 2013 
 
VTB Bank and GAZ Group have signed agreements on five credit lines with a total 
limit of RUB6bnn for a period of up to five years, Prime reported. 
 
GAZ Group President and CEO Bo Andersson said that the key priority for all GAZ 
enterprises is to renew their output in order to satisfy market requirements. He said 
they are investing in the development of modern products and also in the 
modernisation of production facilities. Cooperation with VTB Bank will secure 
additional funding for our investment projects, which are aimed at creating the 
foundation for the company's long-term competitiveness, the GAZ Group chief 
executive said. 
 

CE RATINGS 
46. Fitch Revises Outlook on Polish Region of Wielkopolska to Positive; 
Affirms at 'A-' 
Fitch 
February 27, 2013 
 
Fitch Ratings-London/Warsaw-27 February 2013: Fitch Ratings has revised the 
Outlook on the Polish Region of Wielkopolska to Positive from Stable and affirmed 
the region's Long-term foreign currency rating at 'A-' and Long-term local currency 
rating at 'A'. Fitch has also affirmed the region's National Long-term rating at 
'AA+(pol)' with a Stable Outlook and Short-term foreign currency rating at 'F2'. 
 
KEY RATING DRIVERS 
 
The rating actions follow the recent revision of the Outlook on Poland's Long-Term 
foreign and local currency Issuer Default Ratings (IDRs) to Positive from Stable (see 
'Fitch Revises Poland's Outlook to Positive; Affirms at 'A-'' dated 21 February 2013 at 
www.fitchratings.com). The Region of Wielkopolska's ratings are constrained by 
those of the sovereign (see full rating report on the Region of Wielkopolska dated 31 
July 2012 at www.fitchratings.com). 
 
The region of Wielkopolska has solid strategic and financial management and sound 
budgetary performance, which together with high liquidity and high capital revenue 
guarantees strong self-financing capacity for its broad investment plans. 
 
Wielkopolska reported low albeit growing direct debt amounting to PLN250m at end-
2012. It also has some indirect risk relating to the regional healthcare sector, whose 
financial situation is manageable, but may still require financial support from the 
region. 
 
Fitch believes that the region's tax base will remain strong in the medium term, 
allowing Wielkopolska to sustain tax revenue above the national average and 
financial flexibility. 
 
Fitch also assumes that the region will comply with all the EU regulations and 
procedures when implementing the investments projects co-financed by the EU, 
which will protect the region from returning high amounts of the previously received 
EU grants. 
 



RATING SENSITIVITIES 
 
Key rating triggers for an upgrade include the continuation of sound budgetary 
performance and declining pressure on debt-funded capex provided there was also a 
sovereign upgrade. 
 
47. Fitch Revises Outlooks on Polskie Koleje Panstwowe and PKP Intercity 
to Positive 
Fitch 
February 25, 2013 
 
Fitch Ratings has revised the Outlooks on Polskie Koleje Panstwowe S.A.'s (PKP) 
Long-term foreign currency Issuer Default Rating (IDR) of 'BBB' and PKP Intercity 
S.A.'s (PKP IC) Long-term foreign currency IDR of 'BBB-' to Positive from Stable and 
affirmed their ratings. A full list of rating actions is below. 
 
The revision of the Outlooks to Positive reflects the agency's revision of the Outlook 
on Poland's Long-Term foreign and local currency IDRs to Positive from Stable on 21 
February 2012 (see 'Fitch Revises Poland's Outlook to Positive; Affirms at 'A-'' at 
www.fitchratings.com). 
 
KEY RATING DRIVERS 
 
PKP and PKP IC continue to benefit from the strong legal links and the involvement 
of the company's shareholder, the state Treasury, in the companies' financial and 
operational functions. Fitch assesses PKP's ratings as two notches below Poland's 
sovereign ratings and PKP IC's ratings as three notches below the sovereign ratings. 
For more information, see "Fitch Rates PKP Intercity 'BBB-'; Stable Outlook" dated 
15 January 2013 and "Fitch Affirms Polskie Koleje Panstwowe at 'BBB'; Outlook 
Stable" dated 13 August 2012 at www.fitchratings.com. 
 
RATING SENSITIVITIES 
 
PKP 
 
Positive: An upgrade of Poland's sovereign rating would result in positive rating 
action for PKP. 
 
Negative: Future developments that may, individually or collectively, lead to 
negative rating action include: 
 
- A downgrade of Poland's sovereign ratings and/or weakening state support. 
 
- Unguaranteed debt issue. 
 
PKP IC 
 
Positive: Future developments that could lead to positive rating action include: 
 
- An upgrade of Poland's sovereign rating. 
 
- Improved cost recovery and remuneration under the PSC agreements. 
 



- Stronger links with the state, for instance tangible support in the form of a large 
equity increase. 
 
Negative: Future developments that could lead to negative rating action include: 
 
- A downgrade of Poland's sovereign rating and/or evidence of reduced state 
support. 
 
- A substantial increase in the share of PKP IC's unguaranteed debt. 
 
- Failure to close the funding for the ETR 610 project in a timely manner. 
 
- Failure to receive planned EU funds for any of the large capex projects, unless the 
company decides to cancel any of them. 
 
The rating actions are as follows: 
 
PKP 
 
Long-term foreign currency IDR: affirmed at 'BBB'; Outlook revised to Positive from 
Stable 
 
Long-term local currency IDR: affirmed at 'BBB+'; Outlook revised to Positive from 
Stable 
 
National Long-term rating: affirmed at 'A+(pol)'; Outlook revised to Positive from 
Stable 
 
Foreign currency senior unsecured rating: affirmed at 'BBB' 
 
PKP IC 
 
Long-term foreign currency IDR: affirmed at 'BBB-'; Outlook revised to Positive from 
Stable 
 
Long-term local currency IDR: affirmed at 'BBB'; Outlook revised to Positive from 
Stable 
 
National Long-term rating: affirmed at of 'A(pol)'; Outlook revised to Positive from 
Stable 
 
48. Fitch Revises Polish City of Katowice's Outlook; Affirms at 'A-' 
Fitch 
February 27, 2013 
 
Fitch Ratings-London/Warsaw-27 February 2013: Fitch Ratings has revised the Polish 
City of Katowice's Outlook to Positive from Stable and affirmed the city's Long-term 
foreign and local currency rating at 'A-'. Fitch has also affirmed the city's National 
Long-term rating at 'AA+(pol)' with a Stable Outlook. 
 
KEY RATING DRIVERS 
 



The rating action follows the recent revision of the Outlook on Poland's Long-Term 
foreign and local currency Issuer Default Ratings (IDRs) to Positive from Stable (see 
'Fitch Revises Poland's Outlook to Positive; Affirms at 'A-'' published on 21 February 
2013 and available on www.fitchratings.com), as the city of Katowice's Long-term 
foreign currency rating is constrained by the sovereign rating (see 'Fitch Full Rating 
Report on the City of Katowice' published on 26 September 2012 and available on 
www.fitchratings.com). 
 
The ratings affirmation reflects Katowice's continued solid, albeit declining operating 
performance, with operating balance totalling PLN152.4m, i.e. 11.6% of operating 
revenue in 2012 (2011: PLN185.1m 14.4%), covering debt service 5x. The ratings 
also incorporate a wealthy economy and tax base and high liquidity buffer, which 
supports debt servicing. The ratings also take into account the projected moderate 
growth of the city's direct and indirect debt in 2013-2015. 
 
Fitch expects Katowice to maintain a solid operating performance in the medium 
term, in order to secure solid debt ratios, as it is crucial for Katowice to maintain its 
current rating. 
 
Fitch believes that the city's tax base will remain strong in the medium term allowing 
Katowice 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 Katowice from returning high amounts of the previously received 
EU grants. 
 
RATING SENSITIVITIES 
 
An upgrade of the sovereign rating, accompanied by the city's solid operating 
performance, coupled with declining pressure on debt-funded capex could trigger a 
positive rating action. 
 
49. Lithuania Ratings Unaffected By The Restructuring Of Ukio Bankas  
Standard & Poor's 
February 24, 2013 
 
Standard & Poor's Ratings Services  said today that the Bank of Lithuania's Feb. 18 
decision to withdraw the  banking license of AB Ukio Bankas, the sixth largest 
Lithuanian bank, has no  immediate effect on the ratings on the Republic of Lithuania 
(BBB/Stable/A-2).  
 
The Bank of Lithuania approved the transfer of assets and liabilities of Ukio  Bankas, 
net of bad loans, to another Lithuania-based bank, Siauliu Bankas.  
 
Ukio Bankas' temporary administrator is currently negotiating the terms of the  
transfer with Siauliu Bankas.  
 
To pay back Ukio Bankas' remaining depositors, the government has provided the  
deposit insurance scheme with a Lithuanian litas 800 million (0.7% of GDP)  six-year 
loan. We do not classify the loan as a liquid asset, which raises our  forecast of net 
general government debt at end-2013 to 39% GDP.  
 



As Ukio Bankas was predominantly deposit funded, accounting for less than 8%  of 
total system resident deposits, we do not expect the likely restructuring  of the bank 
to affect the financial stability of Lithuania's banking system.  
 
Nordic banks continue to control about 80% of total system assets.  
 
50. Moody's downgrades CEDC's ratings to Ca; negative outlook  
Moody's 
February 28, 2013 
 
Moody's Investors Service has today downgraded  the corporate family rating (CFR) 
of Central European Distribution  Corporation (CEDC) to Ca and its probability of 
default rating (PDR) to  Ca-PD. Concurrently, Moody's has downgraded to Ca from 
Caa2 the rating on  the senior secured notes due in 2016 issued by CEDC Finance 
Corporation  International. The outlook on the ratings is negative.  
 
RATINGS RATIONALE  
 
"Today's rating action follows the company's announcement on 25 February 2013 of 
its offer to existing bondholders to exchange part of their  stakes into common equity 
and part into a reduced amount of new notes  bearing a lower coupon, and Moody's 
view that the debt exchange offer -- if it is approved by bondholders -- will represent 
a distressed  exchange", says Paolo Leschiutta, a Moody's Vice President - Senior 
Credit Officer and lead analyst for CEDC. "The offer follows CEDC's  failure to secure 
adequate financing to repay its $310 million  convertible notes due 15 March 2013 
and the unsustainable capital structure given the currently depressed profitability of 
the company", continued Mr. Leschiutta.  
 
The PDR of Ca-PD reflects Moody's expectation that there will be a  transaction, 
either in line with the proposed offer or under other conditions, which is going to 
represent a distressed exchange. The CFR  of Ca reflects the relatively low recovery 
rate for notes holders that  will accept the offer and the fact that these represent 
most of the liability structure of the company.  
 
The company's proposed offer, which expires on 22 March, includes the  following: 
(1) holders of the $380 million 9.125% senior secured notes  due 2016 will receive 
$508.21 principal amount of 6.5% new senior secured  notes due 2020 and 16.52 
new shares of CEDC common stock in exchange for  each $1,000 principal amount of 
their notes; (2) holders of the ca. €430 million 8.875% senior secured notes due 
2016 will receive $682.37  principal amount of 6.5% senior secured notes due 2020 
and 22.18 new  shares of CEDC in exchange for each EUR1,000 principal amount of 
their  notes; and (3) holders of the $310 million 3% convertible senior notes  due 
2013 will receive 8.86 new shares of CEDC common stock for each  $1,000 principal 
amount of the notes.  
 
The negative outlook recognises that further downward pressure could be exerted on 
the ratings in the coming weeks if the company failed to reach  an agreement with 
its bondholders or if other form of debt restructuring takes place resulting in a 
greater loss for bondholders or in a default.  
 
WHAT COULD CHANGE THE RATING UP/DOWN  
 



Downward pressure on the rating could develop if (1) the convertible notes  were not 
re-paid on time or (2) CEDC were to pursue a debt restructuring through a 
bankruptcy procedure. Ratings might be repositioned upwards once the company 
completes its restructuring process and manages to  reduce its debt burden.  
 
Headquartered in Warsaw, Poland, CEDC is one of the largest vodka  producers in 
the world, with annual sales of around 33.2 million  nine-litre cases, mainly in Russia 
and Poland. Following investments in  Russia over the past two years and the 
consolidation since February 2011  of Whitehall Group, an importer and distributor of 
premium spirits and  wine, CEDC generated net revenues of around $830 million 
during financial  year-end December 2011.  
 
51. S&P: Vodka Producer CEDC Downgraded To 'CC' From 'CCC' And Kept On 
Watch Negative On Announced Distressed Exchange Offers  
Standard & Poor's 
March 1, 2013 
 
U.S.-based Central European Distribution Corp. (CEDC) has announced  exchange 
offers for its 2013 and 2016 notes. We view the exchange offers  as distressed and 
treat them as tantamount to a default under our  criteria.  
 
If the exchange offers are unsuccessful, we understand that CEDC would  either file 
Chapter 11 under the U.S. bankruptcy code, or announce  another exchange offer, 
which we would also view as distressed.  
 
We are lowering our long-term rating on CEDC to 'CC' from 'CCC' and  keeping all 
ratings on CreditWatch negative.  
 
The CreditWatch reflects our view that CEDC could default, either on  completion of 
the distressed exchange offer or if it fails to meet its  debt payment obligations, 
which could occur by March 15, 2013.  
 
MADRID (Standard & Poor's) March 1, 2013--Standard & Poor's Ratings Services  
today said it lowered to 'CC' from 'CCC' its long-term corporate credit rating  on 
U.S.-based Central European Distribution Corp. (CEDC), the parent company  of 
Poland-based vodka manufacturer CEDC International sp. z o.o.  
 
At the same time, we lowered our issue rating on CEDC's 2016 senior secured  notes 
to 'CC' from 'CCC'. Our 'CC' issue rating on the 2013 senior unsecured  notes 
remains unchanged.  
 
All ratings remain on CreditWatch with negative implications, where we  originally 
placed them on June 8, 2012.  
 
The downgrade and continued CreditWatch placement follows CEDC's announcement  
on Feb. 25, 2013, of two exchange offers, ahead of the upcoming maturity of  its 
$258 million outstanding convertibles notes due March 15, 2013 (2013  notes). The 
offers are to the holders of the 2013 notes and the 2016 senior  secured notes. We 
view both offers as distressed and as tantamount to a  default under our criteria.  
 
The offer for the 2013 noteholders consists of an exchange of principal for  CEDC's 
shares. The offer for the 2016 noteholders consists of an exchange of  principal for 
CEDC's shares and new notes due 2020. We understand the amount  of the 2020 



notes, to be received by the 2016 noteholders, would be lower than  the amount of 
the 2016 notes. Our view of both offers as distressed reflects  our opinion of CEDC's 
currently low share price, which plummeted almost 99%  between Feb. 25, 2008, 
and Feb. 25, 2013.  
 
If the proposed exchange offers are unsuccessful, we understand that CEDC  would 
either file Chapter 11 under the U.S. bankruptcy code, or it would  announce another 
exchange offer based on an alternative proposal to be  submitted by CEDC 
shareholder Roust Trading Ltd. and the 2016 noteholders. Mr.  
 
Roustam Tariko, the owner of Russian Standard Corporation, currently has about  a 
20% stake in CEDC via Roust Trading.  
 
The alternative proposal, which we would also view as a distressed exchange  offer 
and tantamount to a default, primarily consists of: Roust Trading injecting more 
equity into CEDC, The 2016 noteholders getting cash and some new 2018 notes, and 
The 2013 noteholders obtaining some CEDC shares.  
 
Under the alternative proposal, Mr. Tariko, through Roust Trading, would  become 
CEDC's majority shareholder with a stake of more than 85%.  
 
The CreditWatch takes into account CEDC's announced exchange offers, which we  
consider to be distressed, and our view of its stretched liquidity.  
 
As per our criteria, upon completion of an exchange offer we view as  distressed, we 
lower our ratings on the affected issues to 'D', and on the  issuer to 'SD' (selective 
default), assuming the issuer continues to honor its  other obligations.  
 

SE RATINGS 
52. Moody's upgrades Dogus' ratings to Ba2, outlook stable  
Moody's 
March 1, 2013 
 
Moody's Investors Service has today  upgraded to Ba2 from Ba3 the corporate family 
rating (CFR) and to Ba2-PD  from Ba3-PD the probability of default rating (PDR) of 
Dogus Holding A.S.  
 
("Dogus"). The outlook on all ratings is stable.  
 
RATINGS RATIONALE   
 
Today's rating action reflects (i) increased dividend contribution from  business lines 
other than financial services such as automotive and construction; (ii) higher 
recurring income from a growing real estate portfolio, resulting in a more stable and 
predictable cash flow pattern;  and (iii) a strong liquidity profile with sizable cash 
holdings of more  than $800 million as of December 2012 as well as the ability to 
extend  the company's debt maturity profile.  
 
Dogus' cash coverage ratio has increased significantly to 6.4x as of  December 2012 
from an already solid 4.7x as of December 2011. This  increase is a result of a strong 
performance from its investment in Dogus  Otomotiv which distributed dividends in 
2012 for fiscal year 2011 of TL  above 70 million ($43.3 million) for the first time 



since 2008, and is  expected to continue as a cash flow contributor in 2013 following 
a  strong performance in 2012. The construction business also had a strong  
performance in 2011 and distributed dividends of TL8 million ($4.4  million); 
however its dividend contribution is not expected to be  material in 2013 due to the 
decreased number of projects. Dogus' growing  property portfolio - such as shopping 
malls (Istinyepark Shopping Mall or  Gebze Center), buildings and offices (the 
company is moving into new  headquarters which will reduce its operating expenses) 
-- also results in  an increase in the company's cash flow generation through rental 
income  contribution. Moody's expects a further increase in the company's  recurring 
income following the completion of the Boyabat hydro-electrical  power plant (HEPP) 
in Q4 2012 and the expected completion of the Aslancik  HEPP at the end of 2013.  
 
Dogus' rating is also supported by its strong liquidity profile with a  current cash 
balance of more than $800 million sufficient to cover the  holding company's 
expected capex of $310 million for 2013 and debt  maturities for the next twelve 
months of $211 million, of which Dogus  refinanced $96 million with a minimum 
three year maturity, extending the  company's debt maturity profile.  
 
The CFR remains constrained at the Ba2 level by (1) the high level of asset 
concentration, with Turkiye Garanti Bankasi AS (Garanti, Ba2 with  a stable outlook) 
on a consolidated basis representing more than 75% of  the group's total assets; (2) 
a high revenue concentration by geography  with more than 90% of the group's 
revenues generated in Turkey (3) market  value volatility of the company's listed 
assets; (4) FX volatility risk  as more than 90% of the company's debt is 
denominated in either USD or  Euro, mitigated, however, by an active hedging policy 
and (5) potential  for Garanti having lower dividend payouts in the future within the  
context of lower profitability projected for the Turkish banking system  
 
What could change the rating up/down  
 
Ratings at the Ba2 level assume that Dogus uses a large part of its  current cash 
holdings for investments and maintains on a sustained basis  a market value 
leverage (MVL) of below 35% pro forma such investments.  
 
Should the company formulate a more conservative long-term leverage target that is 
materially less than the 35%, ratings could be upgraded  to Ba1. Moody's would at 
the same time expect the BCA for Garanti Bank to  be at least at ba1 and the rating 
for the government of Turkey not lower  than Ba1. Higher ratings also assume a 
higher degree of disclosure for  unlisted asset as well as an even more pronounced 
cash income  contribution from non-financial businesses.  
 
A significant deterioration in the company's leverage -- MVL of above 35%  and cash 
coverage of below 3 times -- could put pressure onto Dogus'  rating. Although not 
anticipated, a prolonged downturn of the Turkish  economy could also exert pressure 
given Dogus' high exposure to the  domestic economy and its dependency on cash 
income from Turkish  corporates.  
 
Headquartered in Istanbul, Turkey, Dogus Holding A.S. is an investment  holding 
company owned by the Sahenk family. It comprises more than 150  companies, 
which are active in seven sectors: financial services,  automotive, construction, 
media, tourism & services, real estate and  energy. The company's main activities 
are tied to the Turkish economy,  but Dogus is aiming to create regional leaders in 
the respective  industries. As at the end of September 2012, Dogus' combined assets 



under  management amounted to USD111 billion, of which USD96 billion were  
related to its investments in financial services, and consist of a stake in Garanti Bank 
of approximately 24.9%.  
 

EURASIA RATINGS 
53. Fitch Affirms Uzbek Trustbank at 'B-'; Outlook Stable 
Fitch Ratings 
February 25, 2013 
 
Fitch Ratings has affirmed Uzbekistan-based POJSEB Trustbank's (TB) Long-term 
Issuer Default Ratings (IDRs) at 'B-' with Stable Outlooks.  
 

UKRAINE CREDIT 
54. Alfa-Bank opens $170m syndicated credit line to Kernel 
bne 
February 26, 2013 
 
Russia's Alfa-Bank opened a syndicated credit line to Kernel-Trade LLC, which is part 
of the Kernel agroholding, with a $170m limit, Interfax-Ukraine reported citing the 
bank. 
 
The lender says that $100m are given for five years to finance the investment and 
current operations of the holding. 
 
55. Consumer sentiment in Ukraine down in January 
bne 
February 27, 2013 
 
Consumer sentiment in Ukraine in January 2013 deteriorated in comparison with 
December 2012, according to a monthly survey by GfK Ukraine launched on 
February 26. 
 
‘Economic recession of the last months of 2012 did not impact the way the 
Ukrainians see their financial standing. However, economic expectations remain low 
and restrain the rise of Consumer Confidence Index’, as the GfK Ukraine analysts 
say. 
 
"The index of consumer sentiment in January was 84.9, which is 0.2 points lower 
than in December 2012. The stability of the consumer sentiment index in January on 
the background of the seasonal fall in the trend towards large purchases provided 
significantly better expectations with regard to changes in consumers' own financial 
situations," reads the study. 
 
In early 2013 Ukrainians become more optimistic about the dynamics of 
unemployment: the relevant index compared to December 2012 decreased by 3.3 
points to 131.7. Inflation expectations also slightly improved - by 1.8 points, to 
183.7. 
 
Concerns over hryvnia exchange rate grew in the next three months: the index of 
Ukrainians' devaluation expectations rose by 3.4 points, to 139.5. 
 
56. PrivatBank placed $175m Eurobonds 



bne 
February 27, 2013 
 
PrivatBank, the largest Ukrainian private bank, placed 5Y eurobonds issue in the 
amount of $175 mln (with annual interest rate of 10.875%), Kommersant newspaper 
reported on Monday. Fitch Ratings Agency has already given it a long-term rate of B 
(EXP). 
 
57. Ukraine's public debt increases 2.3% in January 
Concorde Capital 
February 26, 2013 
 
The state debt increased 2.3% m/m (UAH 11.9 bln) in January to reach UAH 527.5 
bln, according to MinFin data released on Feb. 25. The key driver was internal debt, 
which was up UAH 11.1 bln (+5.4%) for the month. Yet that portion remains smaller 
than external debt, which accounts for 58.7% of total debt as of end-January. 
 
Alexander Paraschiy: The state debt has already exceeded 37.5% of GDP (our 
provisional estimate). The number is not critical but the debt is increasing somewhat 
faster than we expected. Domestic state bonds were the main source of the January 
debt increase and it‚Äôs remarkable that USD-denominated state bonds were 
responsible for 2/3 of the January internal debt. What‚Äôs more, UAH 2.5 bln of the 
new debt stemmed from refunding the state natural gas monopoly Naftogaz. The 
Cabinet increased Naftogaz‚Äôs statutory fund with UAH 8.0 bln in state bonds, UAH 
2.5 bln of which went promptly to market. For 2013, we expect the public debt will 
grow in line with the state borrowing plan and stay near the level of 37% of GDP. 
58. Regions Party MP proposes 25% tax on individuals' income from bank 
deposits 
bne 
February 27, 2013 
 
Member of Parliament from the Party of Regions Yevhen Sihal has proposed a 25% 
tax on individuals' income paid as interest on bank deposits, Interfax-Ukraine 
reported. The Tax Code presently provides a 5% tax on income received by 
individuals from the placement of bank deposits. 
 
Under the bill, the tax base of incomes in the form of interest on a current or deposit 
bank account, on deposits at non-bank financial institutions or on a deposit 
certificate is defined as the excess of interest accrued in accordance with the terms 
of a contract over the amount of the interest rate of the National Bank of Ukraine 
increased by 5%. 
 
The author of the bill claims that the introduction of a 25% deposit income tax will 
allow banks to obtain low-cost loan resources. What is more, it is supposed to 
encourage individuals to spend incomes on buying commodities and services. He 
suggests that funds to be raised as tax on income from individuals' bank deposits be 
transferred to the Pension Fund. 
 
Under the bill, it should become effective as of January 1, 2014. 
 
59. Ukraine's direct state debt in 2013 to rise to 30.6% of GDP 
bne 



February 27, 2013 
 
The state debt of Ukraine in 2013 will rise to 30.6% of GDP from 28.5% of GDP in 
2012, according to the program of the state debt management for 2013, approved 
by the Finance Ministry of Ukraine. 
 
"At the end of 2013, the expected state debt will amount UAH 483.032bn, which is 
about 30.6% of GDP. The correlation of payments for servicing the state debt at the 
end of 2013 and revenues of the national budget for 2013 will be about 9.6%," reads 
the document seen by Interfax-Ukraine. 
 
According to the report, Ukraine's state foreign debt in total state debt at the end of 
2013 will account for 48.7%. The share of the state debt with floating rates in the 
total state debt at the end of 2013 is estimated at about 18.8%. 
 
Total payments on the state debt to be made in 2013 at the expense of the national 
budget are estimated at UAH116.035bn. 
 
60. Wind Farms of Ukraine to settle issue of €48.4m loan with EBRD 
bne 
March 1, 2013 
 
Wind Farms of Ukraine plans in March to settle the issue of a €48.4m loan with the 
European Bank for Reconstruction and Development for the construction of the 
second stage of Novoazovsky Wind Farm (Donetsk region), Group Development 
Manager Anton Safonov said, cited by Interfax-Ukraine. 
 
"Now everything is at the final stage. We plan to settle the issue with the EBRD in 
March," he said. He added that Wind Farms of Ukraine plans to set up two new 
companies under agreement with the EBRD. 
 
"We chose financial and insurance mechanisms that provide the kind of guarantee 
accepted in Europe. In general, we will have three companies: ones related to wind 
energy, finance and insurance. And everything will be related to Fuhrlander Wind 
Technology – this will make the banks and the EBRD feel more at ease," he said.  
 

CE CREDIT 
61. Amendment to Banking Act will not affect competition insists Slovak 
central bank  
National Bank of Slovakia 
February 26, 2013 
 
bne: The Slovak parliament approved an amendment to the Bank Act on February 20 
that contains a provision preventing branches of foreign banks from providing 
mortgage loans. The Slovak Banking Association (SBA) swiftly complained that such 
a provision is discriminatory, and could be at variance with EU legislation. This is the 
National Bank of Slovakia's response. Ends  
 
At present in Slovakia, mortgage loans as defined in the Banking Act are not 
provided by any foreign bank branch. These loans currently make up only 30% of 
the total amount of housing loans in the Slovak market.  
 



NBS does not deem discriminatory the fact that the draft amendment would prohibit 
branches from providing mortgage loans.  
 
1. The provision of mortgage loans by foreign bank branches is already subject to a 
number of restrictions. Consequently, no foreign bank branch has yet applied for a 
licence to provide such loans.  
 
In the event that a foreign bank branch acquired a mortgage licence, several aspects 
of mortgage transactions could be conducted under the law of the country in which 
the parent banking group is established. In such case, mortgage borrowers and 
mortgage bond investors would not have the same rights as compared to customers 
of Slovak banks. Therefore granting a mortgage licence to a foreign bank branch 
would create a risk of disruption in the uniformity of mortgage-lending rules in the 
Slovak mortgage banking sector.  
 
2. Foreign bank branches currently hold an advantageous position in a number of 
other areas. Unlike domestic banks and subsidiaries of foreign banks, they do not 
have to invest any equity capital in Slovakia. Such a model under which foreign bank 
branches are not required to invest in Slovakia yet receive public subsidies for their 
customers is considered by NBS to constitute an imbalance and distortion in the 
market.  
 
Will the position of customers be weakened?  
 
In the opinion of NBS (contrary to that of the Slovak Banking Association), the draft 
amendment will ensure and preserve consumer protection. If it were not passed, 
banks' customers could face serious complications, particularly in regard to entering 
into contracts and enforcing contractual claims. Another risk we see is that 
agreements may not necessarily be entered into under Slovak law and may therefore 
be unenforceable in Slovakia.  
 
NBS notes other significant risks to customers, particularly in the transformation of 
foreign bank subsidiaries into foreign bank branches. If a foreign bank branch in 
Slovakia were to fail, its customers could face additional difficulties in recovering 
their deposits, for example language barriers or having to travel to the country 
where the foreign bank is based.  
 
Transformation into branches - a significant risk to financial stability in Slovakia  
In addition to the above-mentioned risks, the transformation of subsidiaries into 
branches would adversely affect financial stability. Branches do not have legal 
personality and do not have any equity capital. Concequently, all the risks of the 
banking group are automatically mutualised with its branches. NBS can neither 
mitigate nor affect such risk. The transformation of subsidiaries into branches would 
open the way to capital and liquidity transfers to parent undertakings, thereby 
posing a risk to the currently sound financial condition of the Slovak banking sector. 
NBS is not able to sufficiently influence or monitor the business and risks of a foreign 
banking group. In the event of a deteriorating situation in such a group, NBS might 
not have the information necessary to warn customers in time.  
 
Národná banka Slovenska is open to discussion on the draft amendment to the 
Banking Act. Unfortunately, the media coverage of this issue has included the 
publication of speculation and half-truths. The aim of NBS is to ensure that this issue 
is discussed on its merits, having regard not only to the interests of individual 



institutions but in particular to its contribution to the stability of the whole financial 
sector in Slovakia.  
 
62. Another fiscal package on the horizon in Hungary 
Erste 
February 25, 2013 
 
After the recession of 2012, it is a question whether the Hungarian economy can 
avoid another decline this year. We still think that it is more likely that it will not - 
our forecast is at -0.2% for real GDP for this year. However, as for q/q 
developments, we may see some muted positive numbers after the declines in each 
and every quarter of last year. The general picture should remain the same as in the 
previous years. Domestic demand should continue to drop, which is partly 
counterbalanced by the positive contribution of net exports. Domestic demand 
should only contribute positively as of 2014, when the role of net exports may fade, 
due to the higher import needs of local demand. This means that the current account 
balance and net financing position should continue to be positive, but this is 
necessary to cut the external debt further.  
 
On the fiscal front, the cabinet may again face a difficult situation, similarly to 2012, 
when there were numerous adjustment packages. We perceive slippages in this 
year's budget, due to poor growth and execution risks tied to measures already 
announced, and thus a fiscal adjustment package is unlikely to be avoided in the 
coming months. The new forecasts of the European Commission, disclosed February 
22, are even grimmer than ours, which suggests that the adjustment may be larger 
than 0.3-0.5% of GDP assumed by us earlier. However, as the parliamentary election 
of 2014 is approaching, the cabinet is less likely to increase the burden of 
households. Therefore, further taxes on the corporate sector cannot be ruled out. 
This, on the other hand, increases the risk that growth will remain subdued, and that 
public debt cannot decline too strongly, despite the deficit being under 3% of GDP.  
 
As for the currency, the EURHUF rate is expected to remain close to 300 or even 
increase slightly above this level in the coming months. This is because rate cuts 
may continue and the new leadership of the central bank may pursue an 
unconventional policy to boost growth. However, the approach of the elections may 
keep the cabinet cautious, as a too substantial weakening of the forint is harmful for 
the household sector. As for the bond market, it may remain calm in the coming 
months. Yields may slightly increase towards the year-end, as we do not expect any 
further improvement of the sentiment stemming from government policy, while Euro 
Area yields may slightly increase towards the year-end.  
 
63. Are foreign holdings of Polish bonds too high?  
Commerzbank 
February 24, 2013 
 
In the last several months various state officials referred to the high foreign holding 
levels of Polish debt and described it softly as a bit problematic. However, for a long 
time nobody has really listened as the market sentiment was very favorable towards 
emerging market debt and treasury placed anything it really wanted. Situation 
changed in 2013 along with the introduction of rotation hypothesis and common 
forecasts for higher yields globally. It also changed with the numbers: 37% of Polish 
PLN bonds is in foreign hands, compared to 30% in 2011.  
 



It is then no surprise that the issue of foreign financing was recently also picked by 
the NBP governor Belka (we remind the readers that the NBP openly states it is very 
interested in financial stability and overall - macro-prudential policies). We think that 
such an interest result from scars from 2008/2009 when the debt markets freeze 
and PLN depreciated sharply. Since then the portfolio of foreign investors multiplied. 
The bigger the problem, the bigger the interest. Therefore we treat Belka's remarks 
seriously, even as a sort of verbal intervention. At the same time we are sure that 
verbal guidance has to be supported by action. In this short note we try to sketch 
the possible actions NBP may take to change the structure of Polish bond holders but 
- at the same time - do not destroy the market (or limit the scale of repricing).  
 
Scenario 1. NBP reduces base rate by a substantial amount. Such a movement would 
lower the whole yield curve, but at the same time lead to significant steepening 
(short rates falling faster than longer rates). Effectively, the play for further rate cuts 
ceases to be reasonable. As a consequence, a number of foreign investors is going to 
leave the market leading to fall of debt prices making them more attractive for Polish 
investors (especially in the environment of lower WIBOR rates). It is also very likely 
that in such circumstances a weakening of the zloty may be substantial. Debt 
servicing costs for the Ministry of Finance (MF) do not really have to rise overall but 
it will be more costly to issue long duration papers. The major flaw of this NBP action 
is the current composition of the MPC (hawkish!) that makes such a bold step highly 
unlikely.  
 
Scenario 2. NBP abandons strategy for stabilizing Polonia rate near the repo rate, 
therefore limits the sale of NBP bills and cease to drain the whole over-liquidity from 
the banking sector (so far PLN 125 bn). Such a scenario ought to be coordinated with 
the MF. In order to fill the niche left after lower supply of NBP bills, the MF would 
have to step up with bills issuance that used to be (and will be) attractive mainly for 
Polish investors and in particular banks. As an effect, liquidity management is likely 
to switch from NBP bills towards treasury bills and then possibly treasury bonds. NBP 
successfully implemented such a strategy in 2009 when Polish banking sector 
effectively financed budget deficit. The main flaw of this NBP action is of mental 
nature. NBP has to voluntarily abandon its long-nursed strategy of stabilizing Polonia 
rate. We think that such an intellectual change can be linked to extraordinary market 
conditions (the keyword often used by the ECB to justify its actions). Moreover it can 
be linked to macro-prudential issues and preventive actions focused on bubble 
formation or stability of financial markets.  
 
Scenario 3. NBP lowers the reserve requirement ratio. Such anaction releases extra 
domestic liquidity that can be channeled into Polish bonds. However, in this scenario 
NBP would need to want the over-liquidity to stay in the system (and therefore let it 
be channeled into bonds) and not sterilize it. Therefore this scenario indirectly 
suggest the NBP would also accept (at least for a while) a possibility of the 
divergence between repo rate and Polonia rate. Such an action would is also risky in 
terms of possibility of exacerbating the problem with over-liquidity in the system 
should bank do not rush fast enough to buy treasury bills. At the same time this 
action does not seem to be as beneficial for the real sphere as the first option. All in 
all, the proposition is amalgam of scenario 1 and 2, mainly with respect to their 
flaws, but not necessarily the merits. Therefore we regard it unlikely to be 
implemented.  
 
Summing up, we think that scenario 2 has the biggest chances of implementation. 
However, it is all about coordination between NBP and the MF.  



 
64. Czech confidence continues to pep up  
Erste 
February 25, 2013 
 
Consumer confidence and confidence in the business sector were released today and 
they are another indicators suggesting the economy is bottoming out and that the 
longest recession in modern Czech history is nearing its end.  
 
That it is so was already hinted at by German leading indicators (this was also one 
reasons why we did not expect CNB to actually start intervening). German IFO and 
PMI both improved, something the economy as linked to Germany as is the Czech 
one, cannot ignore. First glimmers of hope were seen on the ground already in 
December's industrial production as well as retail sales' figures - m/m dynamics 
improved noticeably back then. Following months should see further improvement - 
this time it will be not only moderating pace of decline (as was the case in 
December) but it should be actual m/m increase.  
 
Today’s data corroborate our expectation of turnaround of the economy in 1H13. The 
fact that consumer confidence rose is of paramount importance – the drop thereof 
that we witnessed throughout 2011 and in 1H12was one of the reasons for dismal 
consumer demand over that period. The concern at the beginning of January 2013 
was that another VAT rise in January 2013 would lead to another decline (of what 
was already very low confidence) and, consequently, to another drop of household 
demand. We didn’t believe this and today’s data supports our story of economy 
returning to q/q growth by 2Q13. 
 
Markets seem to be ignoring this – as soon as the better data start coming in, 
they’re likely to realize they’ve been behind the curve and re-pricing will ensue. We 
can then see strengthening of the CZK as well as further modest rise of longer yields. 
It is advisable to consider how to take advantage of this (transient) market’s 
ignorance – speculative short EURCZK, paying the fixed on IRS, say. We’re not 
100% sure this is the change of trend but the chances it is is substantial 
 

 
65. Czech crown set to sink below CNB's end-2013 target 
Citi 
February 25, 2013 
 
We still expect the EURCZK slightly above 26 by late 2013. We assess the CNB's 
external assumptions as rather hawkish and expect them to be downgraded later 
with upside impact on CNB's desired level of EURCZK. We infer from the current CNB 
forecast its "desired level of EURCZK" is 25.5 at end-2013, above its actual forecast 



of 25.1 in 4Q13. Our below-consensus external growth assumption suggests the 
EURCZK at 26.0 at end-2013. However, this suggests the 3M PRIBOR will be only 
marginally lower and that could move the CNB's desired level of EURCZK to 26.1 for 
the end-2013 period. If we apply a less negative outlook to our foreign growth 
assumptions (but still below consensus) and only a 25bp cut in the ECB's policy rate 
(in our baseline we expect a total 50bp cut in 2013), it would suggest the "desired 
level" of EURCZK at 25.7-25.8 by end-2013. 
 
All in all, our below-consensus assumption of external demand suggests the 
following: a lower 3M EURIBOR accompanied by only a slightly weaker foreign GDP 
outlook is likely to create mild pressure on the koruna to strengthen. This could 
make the CNB Bank Board more outspoken against a stronger currency. Assuming 
this takes place and consensus downgrades its own expectation of foreign demand, 
there could be renewed pressure on the koruna to weaken.  It could additionally be 
accompanied by further downward pressure on 3M PRIBOR (in CNB forecast). Hence, 
it would support weakening of the koruna as a weaker economy and outlook on 
lower 3M PRIBOR are likely to move up the "CNB's desired level of EURCZK" (the 
interest channel has been already exploited and the CNB has not been open recently 
to negative policy rate). This is in line with our forecast of a weaker recovery in the 
Czech economy. We expect its GDP to increase by 0.9%YoY 2014, below CNB's 
forecast of 2.1% and MinFin's 1.4%. 
 
66. Czechs grow even more cautious on debt 
bne 
February 27, 2013 
 
Czechs have long been some of the most cautious consumers and borrowers in 
Europe - a profile that leaves the economy almost totally reliant on exports for 
growth - but a recent poll says they are becoming even more conservative about 
taking on loans, especially to fund consumption. 
 
According to a poll carried out by the CVVM, the number of Czechs that consider it 
unacceptable to burden their households with debt, particularly to finance vacations 
or the purchase of consumer goods grew considerably in 2012. While mortgage 
borrowing to fund buying a house, or loans to run a business or study are more 
acceptable, respondents still don't universally approve.  
 
The survey, taken in January, said that borrowing to fund housing is acceptable for 
85% of Czechs, a drop of six percentage points compared with a year previously. A 
stunning 14% of Czechs, 6 pp more than in 2012, still see a mortgage as 
unacceptable. However, any bankers hoping that the harsh austerity programme 
that has been running for several years might push Czechs over the top and into a 
bout of retail therapy to expand their high margin consumer credit business will be 
sorely disappointed to hear that no more than 10% of respondents would be willing 
to take a loan to finance a vacation, while less than half would consider a loan to 
power a car or large consumer product purchase.  
 
Far from becoming the engine of economic growth in the way that their Russian and 
Turkish peers have during the crisis years, Czechs are less and less willing to spend 
their way through the uncertainty. The share of Czechs that would take such a 
consumer loan fell by between 2-4pp, while a full 88% view taking on debt to buy a 
holiday as unacceptable. 
 



The results of the poll fit well with the general outlook on the Czech banking sector, 
which remains one of the most stable in Europe thanks to a deposit to loan ratio of 
well below 100. At the same time, analysts point out that the industry is one of the 
dullest for investors seeking strong value accumulation.  
 
According to data from the Czech National Bank, Czech household debt at banks and 
financial institutions rose by close to CZK6.8bn in December to total CZK1.162 
trillion (€45bn), reports CTK. Household debt in the Czech Republic equalled just 
30% of GDP in 2011, according to central bank data, well under the 65% Eurozone 
average. According to CVVM, 17% of respondents face problems in repaying loans, 
the same percentage as last year. 
 
A report published on February 27 by Czech daily Hospodarske noviny says that 
credit cards have gone the same way as bank loans during the crisis. The country's 
largest retail bank, Ceska sporitelna, has seen the number of issued cards drop by 
200,000 since 2008 to leave it with around 350,000. A full 42,000 of the bank's 
credit cards were handed back in 2012. In total in the Czech Republic, the number of 
credit cards shrank to just 2.3m by the end of last year. 
67. Economic sentiment rises for first time in eight months in Slovakia 
bne 
March 1, 2013 
 
The data from the fourth quarter of 2012 may be illustrating that the economy 
nosedived from its better-than-expected performance through most of last year, but 
economic sentiment in Slovakia improved in February for the first time on eight 
months, the statistics office reported on February 28. 
 
The economic sentiment indicator rose to 88.6 from January's 87.7, reports RTT. The 
improvement in the overall index was led by significant gains in the services and 
consumer confidence indexes.  
 
The services confidence index climbed to 15 from 4.7, while the consumer confidence 
index rose to -32.9 from -37.1. The retail trade sentiment index rose to 7.3 from 
5.7. The construction confidence index held steady at 54 and the industrial 
confidence index declined to -12.3 from -9.3.  
 
68. Energy helps push Estonian PPI  in January  
Statistics Estonia  
February 26, 2013 
 
According to Statistics Estonia, in January 2013, the producer price index of 
industrial output changed by 3.0 % compared to December and by 4.4% compared 
to January 2012. price index increased in January In January, compared to the 
previous month, the producer price index was more than average influenced by the 
change in prices in the manufacture of electricity, heat energy and in the mining.  
 
In January 2013, the export price index changed by -1.0% compared to December 
2012 and by -1.1% compared to January 2012.  
 
In January, compared to the previous month, the prices of some machinery and 
equipment, petroleum products, and wearing apparel decreased more than average 
and the prices of textile products, and building materials increased more than 
average.  



 
In January 2013, the import price index changed by -0.4 % compared to December 
2012 and by 1.1% compared to January 2012.  
 
In January compared to the previous month, the prices of leather, petroleum and 
textile products and metals decreased more than average and the prices of 
agricultural products and food products increased more than average.  
 
69. Fitch inspired bond rally halted by retail sales data 
Erste 
February 25, 2013 
 
The positive signal coming from Poland's outlook upgrade was quickly offset by 
stronger retail sales data and hawkish comments from central banker Marek Belka. 
The NBP governor was cited as saying that 'the worst is over' and that Poland's 
economic rebound has 'probably already' begun. Obviously, this kind of statement 
puts the March rate cut at risk, as the hawks are expected to use the strong retail 
sales and manufacturing figures as the main arguments against monetary easing, 
while the doves will focus on the non-existent inflationary pressure. 
 
The rating news, together with the limited scope for a further monetary easing, 
nullified all of the very recent steepening of the local yield curve, sending 2Y/10Y 
spreads back to the level seen at the beginning of the year. 
 
70. Government to launch campaign telling voters "Hungary is doing better"  
bne 
February 26, 2013 
 
As the countdown to elections next year already gathers pace, the Hungarian 
government is set to spend up to HUF1bn (€3.4m) on an advertising campaign to 
promote its economic achievements, and has handed the contract to implement the 
campaign to a company close to the administration. 
 
Government spokesman Andras Giro-Szasz told reporters that a campaign of 
leaflets, billboards and other outdoor media will proclaim the message that "Hungary 
is Doing Better," reports Hungary Around the Clock. He claimed the nation is 
performing better "in both space and time" as employment, state debt and budget 
deficit indices have improved. 
 
Prime Minister Viktor Orban and senior ministers have consistently maintained that 
the government's achievements are overlooked by the markets. Meanwhile, analysts 
and foreign investors accuse Budapest of casting uncertainty over the economy with 
its erratic and uneven policy, and favouring companies close to the administration.  
 
Such critics point to the fact that the economy came in at the back of the CEE region 
with a contraction of 1.7% in 2012, with forecasts suggesting 2013 will also see the 
country in recession. By way of contrast, the government has promised the economy 
is set to recover this year.  
 
The latest effort to convince voters of its case has been handed to IMG Inter Media 
Group via a public procurement tender, Giro-Szasz said. The company has signed a 
HUF550m contract, which can be extended by a further HUF450m. The majority 



owner of IMG is Peter Patonai, who headed state development bank MFB during the 
first Orban cabinet, according to Hungarian daily Nepszabadsag. 
 
71. HUF 600bn in municipal debt consolidation on the agenda 
Prime Minister's Office  
February 27, 2013 
 
Easing the burden on municipalities was again on the agenda of Tuesday's cabinet 
meeting. It was decided that HUF 600 billion of local council debt, including 60 per 
cent of the capital's debt, will be taken over by the state. 
 
The debt consolidation of towns with less than five thousand inhabitants has been 
completed, now the situation of those with larger population needs to be settled. 
 
The Prime Minister specified that 40 per cent of debt would be consolidated in the 
case of municipalities that are in a good financial state, and 70 per cent in the case 
of the most disadvantaged ones, making a total of HUF 600 billion. 
 
In the capital, 60 per cent of the total debt will be taken over; however, some details 
are yet to be discussed, and so, according to Prime Minister Viktor Orbán, the 
Cabinet is likely to decide on a large-scale "cooperation package" on 8 March. He 
added that some questions still remain open in the case of about a dozen 
settlements. 
 
This is the first time that the central government has taken over such a volume of 
debt from municipalities. At the same time, Mr. Orbán stressed that local 
governments have agreed to keep to much stricter financial regulations in order to 
avoid future debts. 
 
Finally, the Prime Minister also reinforced the fact that the Government is aiming to 
achieve economic growth while decreasing public debt. 
 
72. Hungarian Eurobond issue with or without the IMF?  
Commerzbank 
February 24, 2013 
 
Hungary successfully issued USD bonds last week. This brings to rest a long chapter 
on the IMF deal - the deal, in all likelihood, is now truly dead. This turn of events 
confirms our long-held view that an IMF deal would anyway have been a result, not 
cause, of turnaround in Hungarian risk. Had markets taken a turn for the worse, a 
deal would have been signed. Hence, while 'no deal' may sound negative in theory, 
the outcome simply reflects better financing prospects of the government.  
 
• Minister Varga, in charge of IMF negotiations, has hinted at a change of job. 
There has also been talk of IMF's Budapest offices being shut. Such signals highlight 
that the long chapter on IMF negotiations may be drawing to a close. The appetite 
for EM issues is now huge; and in any case, the government's unconventional 
policies would have made IMF negotiations stressful.  
 
• Total bids exceeded $12bn but AKK closed the issue at $3.25bn. The euro-
denominated yields worked out to 4% for the five-year tranche and 5.2% for the 10-
year tranche. For those who may not have been following, AKK also recently sold 



€1bn of its first retail forex bond to domestic consumers (and now plans a second 
€500m issue).  
 
• The latest issue highlights that remaining financing needs for the year are no 
longer as big a deal. Perception surrounding Hungary is stable, and appetite for EM 
issues sizeable. Even if markets were to deteriorate, going forward, Hungary may 
only have to pay slightly more next time - the odds of being able to raise the 
required funds (in this global liquidity environment) would remain decent.  
 
• This could trigger a self-reinforcing cycle over the coming months. Hungary's 
chances in the absence of IMF funding have been a key topic of discussion this past 
year - as more of this year's funding is covered (and the remainder appears within 
reach), this overriding concern should be relegated to the background.  
 
• Despite the observed improvement in global and country-specific risk 
perception the Hungarian forint was unable to benefit from this favourable 
development to the same extent as has been the case in bonds though. Uncertainty 
regarding the outlook for Hungarian monetary policy seems to be the main drag on 
the currency. This will likely only be reversed should the new NBH governor succeed 
in calming down fears of unconventional monetary policy measures aimed at 
weakening the domestic currency.  
 

 
73. Hungarian retail sales drop for ninth straight month 
bne 
February 26, 2013 
 
Hungarian retail sales slowed their rate of descent in December, stemming their fall 
to 2.1% year on year. Still, the continued recession saw sales drop for the ninth 
straight month, to leave the full year figure for 2012 at -1.9%. 
 
With GDP data for the final quarter having shown that economic activity plummeted 
2.7%, and with sales turnover falling 4.% in November, the market had expected 
the number to drop by 3.7%, reports RTT. On a monthly basis, retail sales edged up 
by 0.2%. 
 



The figures will support expectations of yet another rate cut from the Magyar 
Nemzeti Bank when it meets later today, although a continuation of the easing cycle 
is viewed as inevitable anyway, despite the worries of economists regarding currency 
and inflation risk. 
74. Hungary cuts rates 25bp to 5.25% as expected  
Erste 
February 26, 2013 
 
The MPC decided to cut the policy rate by 25bp to 5.25% today, as expected. The 
voting pattern was perhaps not that tight this time: vice- governor Ferenc Karvalits 
mentioned recently that the poor 4Q12 GDP flash figure surprised even the central 
bank, and the data likely means that weak domestic demand can exert further 
downward pressure on prices. Inflation figures also dropped further strongly in 
recent months (to as low as 3.7% in January from 6.6% observed still in 
September).  
 
The more important question is when, and at what level, can the policy rate reaches 
the bottom in the current easing cycle. While we think that this was not the last in 
the series of cuts, several conditions have to be fulfilled for the rate to be lowered to 
between 4-4.5%.  
 
The relatively supportive external sentiment has to last, the ECB should slightly cut 
the policy rate further, and last, but definitely not least, no significant negative 
effects should arise due to the leadership change at the central bank. As for the 
EURHUF, we think an exchange rate around 300 still does not mean that the easing 
cycle will be halted, but significant further weakening from this level would trigger a 
halt of the cycle.  
 
As for the new governor, we might hear the name of the new candidate towards the 
end of this week. However, it may not be enough to just know the name of the 
successor of Andras Simor, who had his last rate-setting meeting as Governor today. 
It is still not known what exact methods the new leadership wants to use.  
 
At the press conference, Governor Simor noted that there were two options on the 
table: keeping the rate on hold and cutting it by 25bp, and the decision to cut the 
rate was carried out with only a tight majority. This likely means that the voting 
pattern remained 4-3 in favor of the easing, which means that albeit Ferenc Karvalits 
(a hawkish member based on earlier votes) mentioned that the 4Q12 GDP reading 
was grimmer than the CB's forecast, he did not vote to slash the base rate. Simor 
also said that it is of no great importance that, this time, the MPC's statement does 
not include a reference that unconventional monetary policy methods are rejected. 
He also noted that the output gap might be larger than earlier anticipated, and this 
might be consistent with the lower inflation.  
 
As for the MPC's statement, it also noted that recent data confirm the strong 
disinflation effect of poor domestic demand. From this point of view, the credibility of 
recent rate decreases (by 175bp since August) is improved since the start of the 
easing cycle, when central bank forecasts for inflation and the output gap was 
different considerably.  
 
After today's meeting, governor Simor's mandate expires. It seems increasingly 
likely that his successor will be György Matolcsy, the current Economic Minister, who 
already spooked markets several times with unorthodox policies. The successor 



should be named towards the end of this week. It is still unclear what exact methods 
the new leadership might use.  
 
All in all, for the time being, we stick to our forecast that the policy rate may be 
slashed to 4.75% until April. Rate reductions may only continue after that if the 
relatively supportive external sentiment persists, and if no significant negative 
effects arise due to the leadership change at the central bank. As for the EURHUF, 
we think an exchange rate around 300 still does not mean that the easing cycle will 
be halted, but significant further weakening from this level would trigger a halt of the 
cycle.  
 
75. Hungary eyes Chinese cash to drive new rail line 
bne 
February 27, 2013 
 
Launching yet another plan to spend billions of euros worth of Chinese cash - the 
cheque for which is somehow always in the post - the Hungarian government 
unveiled a scheme on February 27 to leverage a new credit line signed with Beijing 
last year to finance a new freight rail line to make it a link for goods traveling from 
the east to Western Europe.  
 
The 113km two-track link, which would cross the river Danube with two bridges, is 
planned to cut travel times from the east to the west of the country which are a 
hangover from communist times. Hungary last built a new rail line in 1948, according 
to Peter Szijjarto of the Prime Minister's Office, leaving all trains to pass through 
Budapest.  
 
The new link would solve this issue, he claimed by bypassing the capital while 
connecting with existing rail lines on the country's eastern borders with Ukraine and 
Romania to the western border with Austria. Trains will travel at up to 160kph on the 
new electric line, the official noted, according to Dow Jones. At present the average 
speed of freight transport is 3kph because of technical and regulatory hindrances.  
 
"Our freight rail lines are uncompetitive today when shipping freight from the east to 
western Europe. No matter where the freight enters the country it will be able to 
bypass Budapest, which is critical for goods to travel from the east - China or the 
Caucasus - to the west," Szijjarto said. 
 
The project will cost HUF360bn (€1.2bn), the official said, adding that Hungary aims 
to finance it mostly from Chinese funds. For that it needs to persuade the China 
Development Bank to raise the HUF1bn credit line signed in May.  
 
In April, Chinese Premier Wen Jiabao announced a new $10bn fund to support 
infrastructure projects in Central Europe, as Beijing sought to increase the leverage 
of its huge cash reserves through the crisis. However, with CEE yields dropping to 
new lows in the last few months on the back of high global liquidity, there has been 
little take up. It was notable however that the announcement was made in Poland - 
an enthusiast for the EU project which is increasing its clout in Brussels - rather than 
the Hungarian black sheep. 
 
Yet Hungarian Prime Minister Viktor Orban has regularly claimed since he returned to 
office in 2010 that he is about to seal huge financing and investment commitments 
from China - part of his favoured tactic to try to play all sides off against one 



another. Whilst cut off from international markets and forced to talk over a bailout 
with the IMF and Brussels, the PM claimed several times that Beijing was ready to 
buy huge volumes of Hungarian debt.  
 
The funding of several infrastructure projects has also been promised over the past 
couple of years, all to no avail. A Chinese airline was also supposed to fly to the 
rescue of flag carrier Malev, but the airline was instead grounded in February 2012 
by a demand from Brussels that it pay back state aid. Investment from Chinese 
companies also remains very limited. 
 
Szijjarto said the project could start in spring 2014 - in a happy coincidence just 
when Hungary will hold elections - if the Chinese bank agrees to provide the funding. 
However, he admitted Budapest could also use European Union funds as well should 
they prove cheaper. 
 
76. Hungary to tax banks, energy companies if budget demands it, PM says  
Equilor 
February 26, 2013 
 
Hungarian Prime Minister Orban gave a television interview covering very important 
issues.  
 
- Parliament is to hear the name of the new central bank governor on Friday. An 
opposition newspaper said current Economy Minister Matolcsy will succeed the 
current central bank president, citing govt sources.  
 
- PM said that no 'austerities' are on the agenda, 2013 budget draft is solid. If some 
further state income is needed, then banks, energy companies and big firms are to 
be taxed.  
 
- PM said that Hungary was to introduce electronic road tolls and online cash 
registers in-line with how it can be seen in the budget draft. He mentioned that it 
was likely to introduce teacher's wage hike already this year (it had been postponed 
by a year according to current budget frame).  
 
EQ COMMENT: The fact that banks and energy companies are more likely to be taxed 
is in-line with our earlier assumptions. We see HUF 150bn consolidation need to keep 
deficit under 3% and to exit EDP, thus we see that this amount is to be collected 
somehow from these companies. The possible measures will probably be announced 
in the convergence plan in April. OTP, MTELEKOM and MOL may be affected.  
 
77. In or out? Poland and Eurozone.  
Erste 
February 26, 2013 
 
The Fiscal Compact came into force on January 1, 2013. Poland will be obliged to 
comply, once it joins the Eurozone. In our opinion, Poland cannot afford, from an 
economic point of view, to stay out of the single currency.  
 
Recent turbulence in the Eurozone has made policy makers cautious about 
declarations regarding when Poland will join the European Monetary Union. This has 
especially been the case since the zloty has been considered one of the most 
important factors acting as a cushion during the economic downturn and saving 



Poland from recession. The floating national currency was undoubtedly a significant 
advantage in times of crisis, but in our opinion Poland cannot afford, from an 
economic point of view, to stay out of the single currency. Even if the balance 
between pros and cons has unfavorably changed, in our opinion the benefits still 
outweigh the risks. Above all, joining the Eurozone requires structural reforms which 
will benefit the Polish economy in the long term.  
 
The crisis revealed several weaknesses in the Eurozone. When the common currency 
was launched in 2002, it required adopting a single monetary policy controlled by the 
European Central Bank and introducing fiscal coordination from the member 
countries. Fulfilling the Maastricht criteria, (set to provide for the stability of 
economic conditions across the countries) became the necessary condition to join the 
Eurozone, but it turned out that these are not enough. Over time, imbalances have 
arisen which threaten the whole Eurozone and question the sustainability of the rules 
and even the existence of the common currency area. In response, the European 
leaders designed reforms to improve the functioning of the Eurozone. Ratifying the 
Fiscal Compact was one of the reforms aimed at better fiscal coordination. 
Introducing the rule of running a low and balanced structural budget is designed to 
strengthen the fiscal discipline of member states.  
 
The Fiscal Compact (formally, the Treaty on Stability, Coordination and Governance) 
came into force on January 1, 2013, as at least the 12 countries which signed the 
Treaty ratified it as well. Discussion on the Fiscal Compact started on February 19, 
2013, in the Parliament and Poland ratified the Fiscal Compact. It will start to 
become obligatory once Poland joins the Eurozone (or earlier if the country so 
decides). Ratifying the Fiscal Compact serves as a signal that the country will commit 
to a particular path of fiscal discipline, rather than require real legal changes or fiscal 
adjustments. An important point is that it allows Poland to participate in ongoing and 
future discussions and debates on Eurozone changes and reforms.  
 
Under the rules of the Fiscal Compact, Poland is obliged to reduce the structural 
budget deficit. So far, Poland's public finances have been well managed. The public 
debt-to-GDP ratio is below the 60% of GDP threshold and the budget balance was 
around 3.4% of GDP in 2012, substantially dropping from the level of 7.8% of GDP 
seen two years ago. The primary balance is also decreasing and was around -1.0% 
of GDP in 2012. Although further fiscal consolidation will be needed under the Fiscal 
Compact, we do not expect Poland to have any problems running a balanced fiscal 
policy.  
 
Before entering the Eurozone, Poland must fulfill the Maastricht criteria. As of 
December 2012, Poland did not meet most of these. As already mentioned, the 
public debt-to-GDP ratio does not exceed 60% of GDP, but the budget deficit in the 
last few years was well above 3% of GDP. The Polish government plans to exit the 
excessive budget procedure, but low economic growth and tax revenues will put the 
budget deficit figure at risk. As a result, we expect the figure to be -3.5% of GDP this 
year. There are other criteria to be met as well. The inflation rate has to be under 
control and at the level of no higher than 1.5pp from the inflation rate in those three 
countries with the lowest price level. Although Poland has recently seen the inflation 
rate dropping fast, growth of the price level remained elevated throughout 2012. 
This year, however, we expect an inflation rate of 1.9% on average. Such a figure 
will probably be low enough to fall below the reference criterion. The interest rate 
criterion was also not fulfilled. The long-term interest rate cannot be higher than 2pp 
in comparison to those three countries with lowest inflation rate. In Poland, the level 



of the long- term interest rate was still too high; although yields have substantially 
dropped over the last year, the average was 5.04% for 2012. Once the criteria are 
met, Poland has to fix the currency for two years, allowing only for +/- 15% changes 
from the fixed level. As shown below, Poland only fulfills the debt-to-GDP criterion. 
In 2012, the budget deficit, inflation rate and long-term interest rate were above the 
reference levels constituted by Maastricht criteria.  
 
Although Poland is not rushing into adopting the single currency, it may soon fulfill 
the Maastricht criteria (although it is conditional on the direction of changes in 
external conditions - the reference level). The public debt-to-GDP ratio is already not 
a problem. The budget deficit has been substantially reduced and Poland plans to 
exit the excessive budget procedure this year. Reduction of the deficit to below 3% 
seems to be a matter of one or two years. The inflation rate has been dropping fast 
lately and we expect it to be 1.9% on average this year, while the long-term interest 
rate has decreased from the 5.8% seen at the beginning of 2012 to the current level 
of 4.00%.  
 
Ratifying the Fiscal Compact is a first step in the discussion on joining the Eurozone. 
Although we do not expect to hear the particular date any time soon (Poland needs 
to introduce changes in the Constitution in order to be able to join the EMU, which 
will not be possible unless there is a shift in votes after the elections in 2015), a 
declaration on being ready to adopt the single currency will positively influence the 
economic credibility of Poland and will lead to improving the country's fundamentals 
in the long-term. The prospect of joining the Eurozone will force necessary reforms in 
many areas. Some of them will be forced by meeting the Maastricht criteria (which 
requires further fiscal consolidation and structural adjustment to keep the primary 
balance at low levels), while others may be necessary to strengthen the resistance to 
shocks to the economy. It seems that, besides the Maastricht criteria, special 
attention will be paid to any imbalances. Once Poland abandons independent 
monetary policy and obliges itself to sustain the fiscal balance, the role of monetary 
and fiscal policies to absorb negative shocks will be reduced and thus other 
mechanisms have to be provided.  
 
Those countries which have joined the Eurozone also experienced a drop in the level 
of long-term interest rates, although this effect may currently be disrupted by the 
crisis. The long-term interest rate has already dropped substantially in Poland as a 
result of increasing credibility in the eyes of international investors. Introducing the 
single currency will have direct effects as well. It will eliminate the exchange rate risk 
and transaction costs, providing a more stable environment for business, especially 
since half of all trade is already with the EU. It may also positively influence the 
inflow of foreign direct investment once there is no exchange rate risk.  
 
On the other hand, being a member of the common currency area is connected with 
some costs. As we have already mentioned, Poland would have to give up its 
independent monetary policy and run a balanced budget. This limits the ability to 
react to negative shocks in the economy using monetary or fiscal policy. Other costs 
may also appear, such as contributing to the ESM.  
 
What will happen with EURPLN?  
Joining the EMU will also impact the zloty. As Poland is a converging economy, the 
prospect of joining the EMU will result in the steady and long-term appreciation of 
the zloty. In our opinion, its fundamentally-adjusted value is at the level of 3.90 
EURPLN. But perspective of adopting single currency may drive the value down, to 



historically low levels. We believe that appreciation beyond fundamentals may be 
equilibrium.  
 
Is there anything to be afraid of?  
Before the crisis, a majority of the Polish population supported joining the Eurozone. 
The turbulence in the Euro Area and speculation about the collapse translated into a 
negative perception of the single currency and a questioning of the benefits of its 
membership. Since the beginning of the crisis, the number of euro skeptics has been 
steadily increasing. According to polls, the most common fears connected with 
adopting the euro are: rising price levels, a worsening financial situation and an 
increase in inequality.  
 
Looking at the price indices of final consumption in EUR across the region, the price 
level in Slovakia is at the highest level, followed by Estonia and Czech Republic and 
Poland has the lowest price level among these countries. Since entering the EU in 
2004 we observed similar pace of growth of price levels across countries driven by 
exchange rate appreciation. The price levels in EUR diverged when the economic 
crisis hit in 2008 and Czech Republic and Poland experienced depreciation of the 
currencies (and dropping price levels). That time, Slovakia and Estonia had the 
exchange rate fixed, thus the price level remained unchanged. Though, if not for the 
crisis, Polish or Czech currencies could have been stronger (due to convergence) 
resulting in higher price levels.  
 
On the other hand the inflation rate itself, was not elevated neither in Slovakia nor in 
Estonia after the countries joined the Eurozone (in 2009 and 2011 respectively). 
Estonia had, moreover, the exchange rate pegged to euro already for many years. 
The case of Slovakia and Estonia are good examples, that after adopting euro 
inflation rate will be influenced stronger by the situation in Eurozone and it will 
probably respond more strongly to the cyclical shocks (in case of downturn - more 
deflationary, in times of boom - more inflationary).  
 
Moreover, extremely low inflation in Slovakia (after joining the single currency) could 
be explained by the fixing of the currency at stronger than its fair value. It could 
frontload part of the future real and nominal convergence and thus limit the future 
inflation. Moreover, there were accidental cyclical factors which contributed to lower 
inflation in Slovakia - the magnitude of the economic downturn was very large under 
the fixed currency and the relative strength of the EUR vs. CEE currencies in 
neighboring countries (PL, HU, CZK) resulted in massive cross-border shopping, 
resulting in downward pressure on domestic prices.  
 
As far as wealth is concerned, Poland currently has one of the lowest GDP per capita 
(measured by Purchasing Power Standard) among all EU countries. In 2000, Poland 
was at the same level as Slovakia and Estonia. While Estonia experienced a 
substantial drop in output during the crisis, Slovak GDP per capita dropped only 
moderately in comparison to Estonia's.  
 
Will Poland benefit from single currency?  
Poland is a convergence economy and is catching up to European levels, as the GDP 
per capita is still one of the lowest among EU countries. We believe that benefits 
coming from joining the EMU may add to the growth rate. The process of euro 
adoption is, however, going to be slow and will take a few years. In our opinion, if a 
constitutional majority is formed after the elections in 2015 and it gives the green 
light for adopting the euro, Poland could be part of the Eurozone in 2018 at the 



earliest (thus entering ERM II in 2016 at the earliest). In the next few years, Poland 
will meet the Maastricht criteria and the situation in Europe will stabilize, removing 
the current objections. Throughout that time we will see the steady appreciation of 
the zloty. Moreover, adoption of the single currency will force necessary and 
beneficial reforms in Poland. These are in the best interests of Poland, because 
without them the country would have limited flexibility to deal with cyclical 
downturns. Introducing structural changes will benefit the Polish economy by 
eliminating imbalances. We will also see direct effects such as the elimination of the 
exchange rate risk and the stability of the business environment. Although the costs 
have to be kept in mind, the benefits will outweigh them. Staying out of the 
Eurozone means being on the periphery, as the EU is determined to deepen its 
integration and monetary union is an important part of that process.  
 

 
78. Latvian officials press case for Eurozone membership with MEPs 
European Parliament 
February 26, 2013 
 
Latvia's top economic brass presented its credentials for joining the Eurozone to the 
EP Economic and Monetary Affairs Committee on Tuesday. MEPs' questions focused 
on the sustainability of Latvia's impressive turnaround, how social policy needs could 
be better addressed and banking. 
 
Finance minister Andris Vilks stressed that the key factor in Latvia's economic 
turnaround was the speed with which reforms had been implemented early on in the 
restructuring phase.  He also said that the fact that a successful country wanted to 
join the Eurozone was a strong sign of confidence in the Euro project. 
 
Central bank governor Ilmars Rimsevics stressed that Latvia could achieve even 
more stability as a Eurozone member, since it would be less open to speculative 
attacks. 
 
How sustainable? 



 
Some MEPs asked whether Latvia could sustain its low inflation rate and strong 
growth prospects, whereas others asked about its employment and social cohesion 
prospects.  
 
Latvia's representatives replied that its numbers were indeed sustainable and that 
growth was no longer "built on a bubble".  Unemployment would hit single-digit 
figures by summer and social cohesion proposals such as doubling the minimum 
wage (currently around €300) would be a top priority in next year's budget, they 
added. 
 
Public support 
 
Some MEPs asked about levels of popular support for the Euro in Latvia, given that it 
had yet to emerge from the Eurozone. 
 
Mssrs Vilks and Rimsevics assured MEPs that there was popular support for the Euro, 
and predicted that an absolute majority would be on board by summer.  They argued 
that for a small, open economy, joining the Euro would always be useful and that 
waiting to join until a total calm was not in the interests of such a small economy. 
 
Banking 
 
MEPs picked out banking as a sector where more work could be needed and sought 
reassurances on its strength and sources of capital. MEPs questioned the Latvian 
banking sector's links to the Russian and Cypriot markets in particular.  Mr Vilks 
assured MEPs that the banks were well-recapitalised and Mr Rimsevics stressed that 
they were not "living on foreign deposits". 
 
Next Steps 
 
Latvia will ask the European Commission to draw up a "convergence report". The 
European Parliament will meanwhile draft its opinion on Latvia's suitability to join the 
Eurozone.  Parliament's rapporteur is Burkhard Balz (EPP, DE). 
 
79. Lithuanian fourth quarter grow revised upwards 
bne 
February 28, 2013 
 
The Lithuanian statistics office raised its reading of fourth quarter economic growth 
on February 28 to 4.1%, as industrial output and manufacturing expanded quicker 
than assumed.  
 
While the vast majority of Europe saw economic activity dip scarily in the final three 
months of last year, Lithuania and its Baltic neighbours were already pulling away, 
with the statistics office putting GDP growth at 4% in its initial estimate. The 
economy grew 3.6% overall in 2012, the office said. 
 
"Credit where credit is due, the Baltics are leading the European growth/recovery 
story," writes Tim Ash att Standard Bank. "In terms of Emerging Europe, and the 4th 
quarter performance, this puts Lithuania second only to Latvia in the region in terms 
of the YOY growth, performance, with Latvia posting 5.1% growth." 
 



"Now it's true Baltic growth is partially driven by the low base from the 2009 
collapse, with real GDP declining by 15-20% through the crisis," he adds. "However, 
it also reflects the fact that these economies undertook pretty sizeable reforms, 
consolidating public finances and pushing ahead with structural reforms and 
undertaking significant domestic deflations. Compensation levels in Latvia and 
Lithuania shrank by 15-20% as a result." 
 
The analyst also praises the role of the Scandinavian banks that dominate the Baltic 
markets in helping with the recovery - a role even more important given the 
questionable flows and calamitous collapses that have punctuated the recent history 
of the locally- and Russian-owned banks that make up the rest of the sector.  
 
"I think also important is the dominance of Scandinavian banks which dominate in 
these economies,"Ash writes. "[They] took big NPL losses through the crisis, but 
recapitalised, cleaned up balance sheets and are now in a much better position to 
gradually increase credit extension in these economies." 
 
80. Macro monitor Latvia - growth to dip in 2013 on lower domestic demand 
Danske Bank 
February 28, 2013 
 
Last year, Latvia showed the fastest growth in Europe, according to flash estimate 
GDP, which suggests it increased by 5.5% y/y versus 5.4% y/y in 2011. Detailed 
statistics have not yet been announced but we estimate growth was balanced and 
determined by both domestic demand and exports. We expect GDP growth to 
decelerate to 3.5% on average this year, due mainly to weaker domestic demand, 
while we expect exports to continue to perform well. Risks to our forecast appear to 
be on the downside. Euro area performance remains weak this year and one-off 
effects, which helped keep export growth strong last year, are unlikely to be 
repeated. 
 
• Inflation decelerated significantly to 2.3%, down from 4.4% in 2011, due to a 
reduction in the VAT rate from 22% to 21%. We expect this trend to continue helped 
by a reduction in energy prices. Recent consumer price trends indicate that Latvia is 
likely to meet the Maastricht criteria and become a euro member in January 2014. 
 
• Relatively high unemployment remains Latvia's greatest challenge. Taking into 
account the expected deceleration in growth, the speed of improvement is set to 
 
slow down too. On the other hand, the strong rebound in consumption last year may 
indicate that at least some jobseekers are registered at a labour exchange but are 
working illegally. 
 
• We expect the current account deficit, which caused so much trouble during the 
credit boom, to remain at a low level over our forecast period. However, we expect 
some deterioration in 2015 fuelled mainly by stronger capital goods import growth. 
 
81. NBS expresses optimism that economy has bottomed out 
National Bank of Slovakia 
February 24, 2013 
 
The euro area fell more deeply into recession in the last quarter of 2012. According 
to the flash estimate, euro area GDP for the period contracted by 0.6%, thus 



confirming the negative tendencies indicated by monthly figures. The euro area 
recession has already begun to weigh on the Slovak economy, which according to 
the SO SR's flash estimate recorded markedly slower growth in the fourth quarter. 
The latest official figures indicate that the performance of Slovakia's economy in 
2012 was worse than projected in the Revision of December's Medium-Term Forecast 
(MTF-2012Q4R).  
 
Industrial production, stripped of the car industry's contribution, remained flat over 
the last quarter of 2012 and showed modest signs of growth in December. Sales, 
too, stagnated. According to forward-looking indicators, these adverse developments 
stemmed from declining demand. The situation in industrial production was also 
reflected in export performance, which declined in December. With domestic demand 
muted, imports fell even more sharply than exports.  
 
The headwinds facing the real economy have also been affecting the labour market 
situation. Employment continued to fall in December and for the fourth quarter as a 
whole it declined quarter-on-quarter by 0.4%. Wages increased more sharply in 
December than in previous months; however, the sharp month-on-month increase in 
wages was probably caused by the payment of bonuses as a way of ensuring that 
employees and employers avoided higher taxes and levies that came into force in 
January 2013.  
 
Inflation decelerated in January in line with expectations. Cost-push inflationary 
pressures abated with the stabilisation of commodity prices. Services price inflation 
remained low, reflecting the continued sluggishness of consumer demand. The 
overall slowdown in headline inflation was attributable to the increase in regulated 
prices being lower than in January 2012.  
 
The adverse economic growth figures for the euro area and Slovakia do not 
necessarily heighten the risk to the next forecast, given that nascent signs of an 
upturn began to appear in the euro area in the first months of 2013. Euro area 
industrial production increased month-on-month in December and "soft" indicators 
have picked up this year. The downturn of the euro area economy is assumed to 
have bottomed out in the fourth quarter of 2012.  
 
82. No further aid for FX loan holders, says Hungarian official 
Equilor 
February 26, 2013 
 
The government does not really plan further aid for FX loan holders, Hungarian Econ 
Ministry state secretary said today in a Parliament Committee hearing. He mentioned 
that the cabinet introduced a number of measures to help troubled loan holders, and 
there is no more room for further actions. 
 
EQ COMMENT: This is clearly good news for OTP as Hungary's banking system had to 
bear a lot of measures (e.g. banking tax, fixed FX rate loan prepayment, FX rate 
ceiling, etc.)  that hit banking profitability seriously in the past years. It is especially 
good news as Hungary's financial commissioner envisaged a 'final plan' to solve FX 
debt holder's problems at the expense of banks. 
 
83. Poland fulfills 51% of 2013 borrowing target 
bne 
February 28, 2013 



 
Poland has now raised 51% of its 2013 borrowing target and plans to meet investor 
demand for debt issues with longer maturities at its planned March switching 
auction, the Finance Ministry announced in a statement on February 28. 
 
"At the switching tender, we are offering the type of bonds for which [investors] 
express the greatest demand, long- term bonds with fixed interest rates, as well as 
long-term bonds with variable exchange rates," said Piotr Marczak, director of the 
Finance Ministry'sPublic Debt Department, according to Dow Jones. He added that 
market conditions will determine supply at the ministry's standard March bond 
tender. 
 
In January, and then in February, foreign investors increased their holdings of Polish 
government debt by PLN5.1bn each month, bringing their total holdings of Polish 
debt to PLN195.6bn billion, a historic high. 
 
84. Poles retain low inflation expectations in February  
National Bank of Poland 
February 28, 2013 
 
The index of individuals' inflation expectations continues to fall. In February 2013, 
average inflation rate as expected by respondents in the next 12 months stood at 
2.2%.  
 
According to the monthly release on inflation expectations of private individuals 
posted by the National Bank of Poland on 28 February 2013, February was the sixth 
consecutive month of decline in these expectations. In August 2012, the index of 
private individuals' inflation expectations - constructed under the assumption that 
price changes as perceived by the public may be identified with current CPI inflation 
- rose to 4.4%, yet has been falling steadily since, reaching 3.4% in December 2012, 
2.7% in January 2013 and 2.2% in February 2013.  
 
At the time of the survey (approx. mid-February), the December 2012 CPI index of 
2.4% was already known to the public.  
 
Once again, the structure of responses to the question about the expected price 
changes improved. The percentage of the public supporting the view that prices will 
rise faster in the future than so far fell from 20.3% in January to 17.0% in February. 
More than half of the respondents (50.5%) believe that prices will continue to 
increase at the present pace. The group of optimists anticipating inflation to slow 
down rose from 18.6% in the previous month to 21.4% in February. The percentage 
of optimists is approaching its all-time peak (since1992).  
 
The National Bank of Poland examines, on a regular basis, inflation expectations of 
individuals - as well as entrepreneurs, financial analysts and professional forecasters. 
These constitute one of the inputs to the monetary policy decision-making process.  
 
85. Polish January retail sales offer optimism, job stats dim 
Erste 
February 25, 2013 
 
Retail sales came in at 3.1% y/y in January, well above the market consensus of -
0.2%. This is another positive figure in January (the first was industry growing at 



0.3% y/y). The biggest impact came from car sales, which were up 11.6% y/y, while 
sales of food and durable goods remain negative. We are of the opinion that it is still 
too early to say that the trend has reversed, as the figure is affected by the higher 
number of working days, but it may suggest that the bottom of economic slowdown 
is reached.  
 
Unemployment increased to 14.2%. The situation on the labor market continues to 
deteriorate. The unemployment rate went up to the level seen at the beginning of 
2007. We expect that the situation will not change much in the coming months. The 
unemployment rate will remain high.  
 
Another 25bp cut in March? The 25bp cut in March is very uncertain, as the MPC is 
polarized in its opinion about the timing of the pause. Although the inflation rate is 
close to the lower bound of the target, industry surprised on the upside and the 
increasing retail sales may provide arguments for holding the rates unchanged. 
However, we believe that, in light of the new projection inflation (we think that it will 
show the inflation rate remaining below the target of 2.5% until the end of the year), 
the MPC will deliver another 25bp cut and then announce 'wait-and-see' mode.  
 

 
86. Poloish money market still discounts 75 bps cut in coming months  
Commerzbank 
February 24, 2013 
 
Stable short term financing despite the few yards surplus in the system. Today's 
OMO was underbid by half a yard (125.5 vs 126 bln pln) and yet the shortest rates 
are relatively high. We believe that the next week, that is the last week of the 
reserve, should occur much cheaper.  
 
Much better industrial output figure (a positive figure versus ex- pected negative 
2%) pushed the rates a bit up and then the key swing voter Hausner gave some 
hawkish feedback which just to heat the market further (rating upgrade caused only 



the slight and short term correction). We are waiting for retail sales figure on 
Monday (should be relatively good) and then for the PMI and MPC decision in 2 
weeks. We see growing risk of hold or cut and the statement about the end of the 
cycle. Curve still discounts another 75 bps cut in coming months, which in our 
opinion is a lot, keeping our interest toward payers.  
 
87. Prague signs off on church restitution deals 
bne 
February 25, 2013 
 
Prague signed off on deals with representatives of 16 churches on February 22, 
which will see the Czech state pay out billions of crowns under the religious 
restitution plan approved by parliament last year.  
 
Prime Minister Petr Necas called the deals to pay CZK59bn over the next 30 years in 
compensation for the seizure of church property during the years of communist rule 
"an act of justice," reports AP. At the same time, the state will gradually stop 
covering the churches' expenses over the next 17 years.  
 
Under the religious restitution plan, churches will also get back 56% of their former 
property now held by the state, which is valued at CZK75bn. The opposition, which 
has a huge lead in polls, has challenged the plan at the Constitution Court.  
 
Accounted in one fell swoop in 2012, the finance ministry forecast on January 31 that 
the restitution plan would see the country's fiscal deficit spike to 5%, from its 
previous prediction of a 3.2% imbalance. It said it expects the deficit to sink back to 
2.9% in 2013. 
 
88. Reluctant (and overly optimistic?) NBP set to cut again 
Danske Bank 
February 28, 2013 
 
There can no longer be any doubt that the Polish economy has slowed significantly 
and it is very hard to find any inflationary pressures. Hence, there seems to be very 
good reason for the Polish central bank to ease monetary policy. The NBP has moved 
to cut its key policy rate over the last couple of months but the rate cuts have so far 
not been more aggressive than expected by the markets and communication from 
the NBP - particularly from NBP chief Marek Belka - has been quite hawkish. Indeed, 
it has been hard not to get the impression that the NBP has been reluctant in cutting 
interest rates despite the clear indication of a fairly sharp slowdown in Polish growth 
and eased inflationary pressures. 
 
This week Belka in a speech in New Delhi sounded an upbeat note when he said that 
he thought that a moderate recovery in the Polish economy had already begun. We 
would like to be so optimistic but, unfortunately, we find it very hard to find any 
strong evidence that the Polish economy has turned the corner and, therefore, we 
continue to believe that there is a considerable need for further monetary easing in 
Poland. However, this is not the view of Marek Belka and probably not of the 
majority of members of the NBP's Monetary Policy Council. Therefore, we do not 
factor in aggressive rate cuts going forward. 
 
However, next week when the NBP's Monetary Policy Council meets, we would 
nonetheless expect yet another 25bp rate cut - despite Belka's optimism. This is also 



the consensus expectation, although some analysts have been convinced by Belka's 
obvious reluctance and his 'optimism' that the NBP might not cut next week. 
Therefore, we would not rule out the NBP pausing the rate cutting cycle next week 
even though it is not our main scenario. 
 
89. Retail stabilisation may stop the doves on the MPC.  
KBC 
February 25, 2013 
 
Our model likelihood of a rate cut, based on changes in employment and in the 
inflation expectations, is on the rise (see the Graph), due in particular to the falling 
inflation expectations. In addition, these expectations may continue to fall until the 
middle of this year. By contrast, employment is improving, while numerous leading 
indicators show a rising industrial output after January's favourable figure. This 
might encourage the recruitment of new staff and stop further rate cuts. Another 
argument for the stability of rates is their low level and narrowed latitude for further 
monetary easing. In 2010, rates stood at 3.5% (as opposed to 3.75% now), the 
model likelihood of a rate cut was below 20%, just like today, and rates were not cut 
again. Moreover, the fresh figure on January's retail sales surprised on the upside of 
market expectations as it showed year-on-year growth of 3.1 % and indicated that 
the Polish economy might recover sooner than expected. We thus believe that 
February's rate cut to 3.75% was the last one, albeit the release of (likely 
unflattering) data on GDP growth for the last quarter of 2012 may still stir things up.  
 
90. Slovakia collects 9% of 2013 tax revenue target in January 
bne 
February 27, 2013 
 
Slovakia collected €800m in tax in January to kick the year off well, despite the 
government's worries that dampened revenue will see it struggle to fulfill its fiscal 
targets in 2013. 
 
According to preliminary data released by the country's financial directorate, tax 
revenue at the end of January reached 9% of the full year target. Non-tax revenue 
brought in another €12.9m to see monthly income total €812.9m, according to Sita. 
 
The Slovak government has repeatedly insisted that it will reduce the budget deficit 
to below the EU threshold of 3% of GDP in 2013. However, with its consolidation 
measures mostly limited to revenue raising, it is heavily dependent on economic 
growth to power that goal.  
 
However, even through last year, when the economy did better than expected, 
Bratisalva admitted there was a huge and growing hole in its income compared with 
targets. That doesn't look likely to change with growth slowing dramatically in the 
fourth quarter, and most forecasts suggesting the economy will remain sluggish 
throughout the year.  
 
According to the approved state budget for 2013, total tax revenue should reach 
€8.912bn. The finance ministry reported in January that it currently expects a 
shortfall of €361m in tax revenue this year. 
91. Slower decrease in Lithuanian wages in fourth quarter, but fewer new 
jobs  



Swedbank 
February 25, 2013 
 
In the fourth quarter average net wage was 2.4% higher than a year ago. Real 
wages still decreased 0.4%, but at a slowest pace in four years.  
 
Gross wages in public sector increased a bit less than in private sector - 2.6% and 
2.9%, respectively. Highest annual wage growth was recorded in mining and 
transport sectors. 
 
Unemployment increased from 12.3% in the third quarter to 13% in the fourth 
quarter. This was affected by seasonality, but also due slower creation of new jobs 
and partly due to decreased emigration. In the last quarter the number of vacancies 
shrank to 8600, the lowest level last year. Net migration was the lowest since the 
second quarter of 2008. Nevertheless, the number of labour force decreased as 
activity rate declined from 72.4% to 72% in a quarter. During the same period the 
number of employed decreased by 2.3% and the number of unemployed rose by 
4.1%. 
 
Outlook 
Four year long contraction in real wages is likely to be over this year - we forecast it 
to grow by 1.6% this year. This is partially due to 17.6% increase in minimum 
monthly wage, which will create pressure to maintain wage differentiation and 
increase wages for people earning above the minimum as well. The recovery in 
wages seemed to be somewhat overdue as GDP and productivity have been growing 
strongly and companies have already restored the competitiveness. However, 
increase in minimum monthly wage might have slowed down the creation of new 
jobs. It is also very likely that higher minimum monthly wage hurt the ones that it 
was supposed to help - jobs were probably lost for less qualified and less 
experienced labour force. 
 
We think that further increase in minimum monthly wage (which was promised by 
some parties in the government coalition) would hurt a significant part of businesses 
by decreasing their competitiveness and hamper creation of new jobs. The biggest 
negative effect would be on least skilled and inexperienced jobless. The purchasing 
power of low wage earners has been eroded, but the best way to help them without 
losing jobs is to decrease labour taxes for these workers. 
 
92. TVN sees debt refinancing possibilities  
Erste 
March 1, 2013 
 
TVN sees possibilities to refinance its debt. The 2012 profit will be either paid out in 
the form of a dividend or used for optimizing the financing structure. TVN expects 
that the TV ad market will improve in 2H13. TVN also mentioned that the situation 
on the ad market was better in January 2013 vs. December 2012.  
 
The improvement of the ad market would be upside for TVN's expectation of a mid-
single-digit TV ad market decline in 2013. The bond market seems to be strong, 
which is a good opportunity to reduce interest costs significantly (the average 
interest is close to 10% p.a.). We can imagine up to PLN 60- 80mn interests cost 
savings annually (assuming a 6-7% interest rate). Refinancing is already included in 
our model. We see the news as neutral.  



 
93. Weaker Koruna Still Desired and Key Risks to CNB Forecasts  
Citi 
February 24, 2013 
 
·         We believe the key risks to the CNB's new inflation forecast are skewed to the 
downside, but there is significant uncertainty surrounding these forecasts.  
 
·         We discuss four risks to the CNB's forecast in this note, particularly a possible 
hawkish bias in the CNB's model that has probably made its inflation forecast too 
steep. We believe this could prolong the "hawkish bias" particularly given our 
forecast for the external environment, which does not suggest an early return of the 
convergence story.  
 
·         Pandora's box: Private consumption matters more than usual. All eyes on will 
be on 2012 private consumption data, published on 11 March though the CNB 
Minutes show the Bank Board's interpretation of the data appears split. If we assume 
that either of these views have the same probability, the risks are skewed towards 
the disinflationary, as while upward revision has a limited impact on 3M PRIBOR, 
further weakness in private consumption would imply further 50bp cut in the policy 
rate (see Figure 1).  
 
·         We assess the CNB's external assumptions as rather hawkish and expect 
them to be downgraded later with upside impact on CNB's desired level of EURCZK. 
In other words, we infer from the current CNB forecast its "desired level of EURCZK" 
is 25.5 at end-2013, above its actual forecast of 25.1 in 4Q13. Our below-consensus 
external growth assumption suggests the EURCZK will reach 26.0 at end-2013. 
However, this suggests 3M PRIBOR will only be marginally lower and that could 
move the CNB's desired level of EURCZK to 26.1 for the end-2013 period. If we 
apply a less negative outlook to our foreign growth assumptions (but still below 
consensus) and only a 25bp cut in the ECB's policy rate (in our baseline we expect a 
total of 50bp cut in 2013), it would suggest the "desired level" of EURCZK at around 
25.7-25.8 by end-2013.  
 
·         We also discuss the subdued outlook for Czech investment activity and 
government consumption in late 2014 that could lead to milder pressure on local 
prices.  
 
·         The market has corrected its overreaction to the presentation made by the 
CNB Governor after the latest Bank Board monetary policy decision. We understand 
that there has been no change in Bank Board thinking since the September or 
November meetings. We understand from the Bank Board members that the weaker 
koruna is their preferred monetary policy tool to "just" achieve the inflation target.  
 

SE CREDIT 
94. Coca-Cola Icecek to apply for a bond issue  
Erste 
February 28, 2013 
 
Coca Cola Icecek (Ccola) announced that they will issue a bond to refinance the 
long- term loan maturing in 2014 as well as financing new borrowing needs. The size 
of the issue will be up to USD300mn with a minimum maturity of five-years.  



 
Coca Cola's net debt as of end-September 2012 stood at TRY1.0bn (USD0.6mn) and 
the company has a BBB rating from Fitch. No material impact should be awaited.  
 
95. Fitch Assigns Turkiye Garanti Bankasi's TRY Eurobond 'BBB(EXP)' Rating  
Fitch 
February 25, 2013 
 
Fitch Ratings has assigned Turkiye Garanti Bankasi A.S.'s (Garanti) upcoming issue 
of TRY-denominated Eurobonds a 'BBB(EXP)' expected rating.  
 
The senior unsecured notes will rank equally with all of Garanti's other senior 
unsecured obligations. The total amount and final maturity of the issue are yet to be 
determined.  
 
The expected rating is in line with Garanti's Long-term local currency Issuer Default 
Rating (IDR) of 'BBB'/Stable, which is driven by the bank's Viability Rating. Garanti is 
Turkey's second-largest private bank controlling a 12% market share in assets at 
end-September 2012. The bank's strategic shareholders are Dogus Group (Dogus), a 
large Turkish industrial and financial conglomerate which holds a 24% stake and 
Banco Bilbao Vizcaya Argentaria (BBVA, 'BBB+' Negative), a leading Spanish bank 
which controls around 25% of the bank's shares. Dogus and BBVA are equally 
represented on Garanti's Board.  
 
Garanti 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'  
 
96. Turkey - Governor Basci's dozen 
Standard Bank 
March 1, 2013 
 
I attended the CBRT's latest meeting with investors in London, attended by Governor 
Erdem Basci, along with a weight of the MPC. Herein are some big picture take-outs. 
 
The first point is that Basci appeared (almost supremely) assured/confident in the 
overall policy mix being pursued by the CBRT. He started by outlining the challenges 
of managing monetary policy in an EM with very large and volatile movements in 
portfolio flows globally. He underlined that this was the reason the CBRT have moved 
away from traditional inflation targeting to a multiple objective (price and financial 
stability) and a multiple tools approach. In terms of the tools he differentiated 
between the structural and cyclical. 
 
Structural tools include:  
Maturity based reserve requirements  
Leverage based reserve requirements  
Reserve options mechanism  
 
Cyclical tools include:  
The main policy rate, 1 week repo  
Interest rate policy corridor  
TL liquidity mechanism  



FX liquidity mechanism  
 
I think he recognised that many in the market are still confused by the various 
objectives/tools and he was at some pains to try and better explain how the various 
tools worked. 
 
Second, the overall message from Basci was that the policies seem to be working, in 
terms of the growth, inflation, current account/rebalancing story. At one point he 
even quipped that "if there is one thing I want you to take away from this meeting it 
is that the CBRT has no concerns on the growth front", as there are strong 
underlying structural supply side drivers for growth, while from a cyclical perspective 
there are good reasons to suggest that the economy is re-accelerating. This was a 
kind of "read my lips moment" for Basci, and was probably meant more for his 
domestic critics in the government, including economy minister, Zafer Caglayan, who 
has become an arch critic of the policies pursued by the CBRT and even the 
Treasury/MOF. 
 
Basci was though eager to pass on the credit for success in meeting objectives, 
arguing that this was a joint effort by the CBRT, the BRSA and the Treasury/MOF - 
not sure whether he mentioned the MOE. 
 
Third, on inflation the message again was that core/headline would begin to move 
gradually lower and towards target, helped by exchange rate stability, improving 
expectations helped by improved confidence now in the policy mix, and success in 
controlling credit growth. 
 
Fourth, the current account deficit has rebalanced, and while February data could be 
poor, overall the re-expansion of the CAD was likely to be modest/manageable. 
 
Fifth, a quite striking comment from Basci was that the CBRT does not undertake 
demand management but is aiming to reduce volatility across the board and that this 
will deliver growth. Lower volatility targeted now by the CBRT seemed to extend to 
inflation, interest rates, credit growth and the exchange rate. 
 
Sixth, there was concern over the weight of portfolio inflows into Turkey over the 
past few years, but the line was that these were longer term flows and more likely to 
be sticky. 
 
Seventh, responding to a question as to how the CBRT would respond should their be 
a sudden withdrawal of portfolio funds, he responded that he expected the new 
Reserve Options Mechanism to provide some insulation, then they would respond via 
rate hikes and only finally with direct intervention. He underlined that the ratio of FX 
reserves to ST debt was over 90%, helped by the ROM, and provided some defence. 
He accepted though that the ROM was untested and they would need to monitor how 
it performed. The message was also though that the CBRT would not immediately 
respond to FX weakness, butstill it was clear that they are happy still with low FX 
volatility as they view this as important in underpinning both inflation and growth. 
 
Eighth, a general message was that the CBRT wanted to reduce policy pro-activity, 
and would now be less interventionist, albeit on the FX front the point was made that 
if the CBRT had to act it would. 
 



Ninth, markets reacted to comments over the CBRT withdrawing ST liquidity in the 
market, with short end rates increasing as a result. My take though from Basci was 
this was going to be a gradual process and not something which is a new 
development. 
 
Tenth, in explaining the move to reduce the upper end of the interest rate corridor 
recently he argued that this was partially an effort to boost business lending (easing 
in effect) but the bank is still eager to keep a cap on household credit growth but 
continues to use RRRs herein. 
 
Eleventh, Basci made a lot of the link between credit growth and the current account 
deficit, hence the need still to target the level of credit growth, and he mentioned the 
ratio of credit growth/GDP as being important, and that it is not the stock often but 
the rate of credit growth which causes problems in Emerging Markets. He mentioned 
that the CBRT had calculated the optimal rate of growth of the ratio of credit 
growth/GDP at 7.4%. 
 
Twelve, on the targeting of a level of the exchange rate and the 120 rate for the 
REER which has been mentioned by the CBRT as a level for intervention to weaken 
the currency, he mentioned that the economy could cope with 1.5-2% REER 
appreciation per year. He also appeared to suggest some flexibility in terms of 
drivers for REER appreciation in terms of price hikes and nominal FX appreciation - 
the point was made that it would seem illogical to respond to REER appreciation 
driven by higher inflation by cutting policy rates to weaken the currency. He 
underlined that he did not expect any big moves in the exchange rate and any 
moves in the lira and the policy response was likely to be measured. 
 
97. Turkish PMI rises for sixth straight month 
RBS 
March 1, 2013 
 
The Turkish manufacturing sector, based on the February Manufacturing PMI survey, 
has been in expansion for an impressive six consecutive months. The outturn 
declined slightly however to 53.5 from 54.0 in January. The key sub indices of 
output, new orders and employment remained well in expansionary territory, with 
the employment component in particular improving month on month. The trend in 
the orders-to-inventories ratio improved for a sixth consecutive month as new orders 
remained strong, while inventories moved into contractionary territory. 
 
Although the PMI readings have recently been strong, industrial production numbers 
have not been so impressive, with year-on-year growth rates in contraction for three 
of the last five monthly outturns. The central bank in its latest MPC minutes noted 
that this is likely to be due to ongoing inventory depletion, with stocks of finished 
products declining during the final quarter of 2012. February PMI data suggests that 
this trend has continued, as inventories declined on the month. The CBRT expects a 
recovery in industrial production to be reflected in the second quarter. 
 
98. Turkish banks seek to refinance short-term debt at lower rates 
bne 
February 28, 2013 
 
Joining the rush of Turkish banks taking advantage of the emerging market bond 
rally since the sovereign was hiked to investment grade by Fitch late last year, Ziraat 



and Vakifbank are seeking new one year loans to refinance debt at reduced rates, 
unnamed sources claim. 
 
Ziraat, Turkey's biggest state-owned lender, has hired Bank of America to arrange a 
one-year syndicated loan, according to two sources cited by Bloomeberg. The 
newswire reports that Vakifbank, the country's third-largest state lender, has hired 
the same coordinator for the self-arranged loans. 
 
Both banks are offering to pay an interest margin at 60 basis points over benchmark 
rates for a deal denominated in dollars and euros. The all-in margin with bank fees 
included, is 100bp. Both loans will be used to refinance existing debt at lower cost, 
the sources claim. 
 
Vakifbank is looking to rollover $921m of debt with the deal, which includes euros 
and dollar portions. The new loan will replace a one-year credit pact maturing on 
April 9 that paid an all-in margin of 145bp above benchmarks, according to data 
compiled by Bloomberg. 
 
Ankara-based Ziraat is offering lenders six levels of commitment, with the largest 
amount at $45m or €35m for an initial mandated lead arranger title. Lenders have 
been asked to reply to the request by March 8, after which the size of the deal will be 
decided. Vakifbank lenders have to March 27. 
 
The deals on offer are the same as a recent move by Akbank to refinance $1.2bn of 
loans maturing in March, which was reported on February 11. The bank also offered 
a two-year deal at 125bp. BoA was also the arranger for Akbank. 
99. Turkish confidence indicators show some improvement, but details none 
too encouraging  
Erste 
February 25, 2013 
 
The seasonally adjusted Real Sector Confidence Index (RSCI) improved to 108.1 in 
February from January's 105. Although the above-100 threshold indicates that 
economic activity keeps expanding, the index level was very similar to the 4Q12 
average (108) and did not indicate an encouraging acceleration in the growth 
momentum. We have also calculated the seasonally adjusted new orders expectation 
for the next three months. Expected domestic new orders have been on a downtrend 
over the last three months based on our estimates and the extent of the drop has 
become more visible in the February data. Similarly, expected new export orders 
have also been declining visibly over the last two months. Therefore, we remain 
concerned about the pace of recovery in domestic demand. Although there are other 
indicators like the solid growth of employment or the acceleration of credit growth, 
which suggest some visible pick up in the domestic demand, given the survey data, 
we remain cautious about the strength and the sustainability of the improvement in 
growth prospects. Meanwhile, the seasonally adjusted capacity utilization ratio (CUR) 
edged up to 73.3% in February from January's 73.1%. Nevertheless, it was still far 
from indicating any meaningful change in the manufacturing sector output growth. 
Low capacity use is comforting for low inflation, yet on the other hand, it does not 
bode well with the expected recovery in the growth performance.  
 
100. Turkish credit growth stubbornly rapid 
Erste 
February 26, 2013 



 
Based on the BRSA's weekly figures, we calculate that the FX-adjusted growth trend 
(annualized 13-week average credit growth) in total credits, excluding loans, given 
to the financial sector edged down to 20% as of February 15 vs. the preceding 
week's 20.2%.  
 
Although this remains above the CBT's 15% year-end guidance, we would not expect 
the CBT to deepen its macroprudential measures as the Bank seems ready to be 
somewhat flexible about its credit growth guidance and because it is pretty confident 
that the reserve requirement hikes so far will help contain the credit growth.  
 
That said, the CBT also monitors the credit growth composition. We calculate that 
the FX- adjusted growth trend in consumer credits accelerated to 23.1% from the 
preceding week's 21.1%, while on the other hand, the trend growth in commercial 
credits softened to 18.8% from 20.2% during the same period. Ideally, the CBT 
would prefer faster commercial credit growth and slower consumer credit growth.  
 
The interest rates charged on loans have stopped falling and have somewhat 
stabilized since January, hinting that a further acceleration in consumer loans to 
beyond historical averages is unlikely. On the other hand, the interest rates charged 
on loans, while being volatile, remain on downtrend. This would create a more 
advantageous outlook for commercial loan growth.  
 
101. Turkish funds see USD 1.2bn outflows 
Erste 
March 1, 2013 
 
According to the CBT data, there were USD 1.2bn in outflows from the standard 
portfolio channels last week, driven by the bond market.  
 
Foreign investors sold USD 1.0bn to the local bond market during the week of 
February 22, after the sizeable USD 2.3bn of inflows registered in the preceding 
week. Accordingly, cumulative inflows have declined to USD 3.0bn so far this year in 
the bond market.  
 
Meanwhile, the equity market also continued to suffer outflows a fourth week in a 
row. Foreign investors were net sellers of USD 58mn during the week of February 
22. Y-t-d there have been USD 132mn in net outflows from the equity market.  
 
The outflows also continued from the Eurobond market as investors sold USD 116mn 
last week, which carried the y-t-d inflow figure to USD 0.3bn.  
 
 


