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Weak demand from the eurozone is dragging down export growth while deleveraging

pressures are weighing on domestic lending

Policymakers will attempt to prevent a double dip but some Central and Eastern

European countries are already in recession

Inflation and FX sensitivity limit the room for monetary stimulus in some countries,

while fiscal stimulus is difficult for others
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CEEMEA feels the pinch 
CEEMEA economies are facing significant headwinds from the eurozone, where our central scenario is a long-

drawn-out crisis involving multiple stresses and multiple interim steps rather than one mega-dip and an ensuing 

“big bazooka” solution. This discouraging environment is acting as a drag on CEEMEA through financial 

deleveraging and export channels, raising the risk of a double-dip recession for the first time since the onset of 

the global financial crisis. In 2008-09, only a few countries, notably Poland, were able to avoid a contraction; 

now economic activity is once again slowing ominously across CEEMEA. Romania and the Czech Republic 

are already in technical recession, while Hungary is flirting with one. 

Although eurozone banks are not actually pulling the plug on their eastern subsidiaries, they clearly are 

reducing their claims, while new export orders have been showing a soft to weak trend since the second half of 

last year. A severe deterioration in Greece – although not our base case – could simply amplify such effects, 

causing CEEMEA to lose further momentum, if not plunge deeper into recession. However, the biggest hit in 

such a scenario would probably be to the Eastern Balkans given the deep financial and trade linkages. 

Regardless of the situation in Greece, the protracted nature of the eurozone crisis is simply sapping economic 

performance. Table 1 summarises our growth and inflation forecasts; we are expecting contraction in two 

economies this year. For more details on our European outlook, please see: European Economics Quarterly: A 

rocky road ahead, 12 July 2012. For our global outlook, please refer to: Global Economics Quarterly: A 

colossal muddle, 21 June 2012.  

What can policymakers do to prevent a double dip? Unfortunately, little is available in the way of policy 

ammunition. Since CEE is under the EU’s Excessive Deficit Procedure (EDP), it has no room for fiscal 

stimulus. The only country that could prop up its economy using fiscal levers is arguably Turkey, although 

even there, matters are far from simple, given its large current account deficit and high inflation. 

As regards monetary stimulus, we believe Russia has some room, but is unlikely to rush as the economy is 

doing relatively well for now. Israel, as a small open economy with solid reserve coverage, can cut rates 

further, so we expect another 25bp easing to 2.00% in August. The Czech Republic has above-target inflation 

but a poor economic performance, in which inflation is caused solely by cost pressures. We expect the CNB to 

cut rates further to 0.25% in Q4 2012. The prospects of easing in Hungary are tied to the risk premium, thus to 

the prospects of the IMF/EU deal. The Central Bank of Turkey is maintaining its flexible corridor policy, 

gradually lowering its funding rate in line with the gradual correction in imbalances. South Africa’s somewhat 

unexpected rate cut recently raised expectations about whether this will kick-start another easing cycle, though 

we believe it would depend a lot on the global monetary policy of big central banks. 

In some countries weak economic performance has spilled over into politics. Indeed, the political costs of 

austerity and unpopular reforms have led to clashes, between the government and institutions in Hungary and 

Summary 
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among the political leaders in Romania. The Hungarian government had been consolidating power across the 

institutions since coming into office in 2010 while dragging its feet on a new financing deal with the IMF and 

the European Commission; however, it bowed to market pressure after seeing the sharp deterioration in the 

external backdrop, and eventually back-pedalled from earlier actions that had blocked the opening of 

negotiations. Still, the road to an agreement will likely be a winding one, while the track record of former 

funded deals is also pretty patchy, so we will believe it when we see it. 

In Romania, two rival politicians, Victor Ponta, the prime minister and Traian Basescu, the president, recently 

had a sharp clash, reflecting a long-running tug-of-war between the socialist and centre-right camps. This has 

culminated in Mr Basescu being suspended ahead of a referendum on impeachment later this month. The 

centre-right president’s position has been weakened by years of poor economic performance, while his political 

administration was ousted earlier in the year, mainly owing to painful belt tightening. Mr. Ponta, a socialist, is 

facing allegations of over-reaching the government’s powers and straying from the EU’s democratic norms. 

Investors are concerned that this clash could distract from the reforms and continuation of the IMF programme. 

Economic problems mutate into political stand-offs, first in the eurozone, now in CEEMEA. So, the situation in 

this part of the EM universe feels precarious. Strong political leadership is required to keep the boats afloat in 

the face of double-dip risk. We remain cautious on the prospects of the CEE, with the exception of Poland, 

while continuing to see Turkey and Russia doing relatively better, as more domestically driven economies with 

lower leverage – notwithstanding Russia’s dependence on oil & gas. Sub-Saharan Africa has a bright future, in 

our view, given its immense demographic dividend and its under-developed economic structure, but its upward 

path is unlikely to prove linear, particularly if global commodity/oil prices fall further. 

Table 1. HSBC growth and inflation forecasts 

GDP (% Year) 

 ________________ Q2 Global Quarterly _________________ ______________ Q3 CEEMEA Quarterly ________________
 2012f 2013f 2012f 2013f 
Czech Republic 0.1 2.5 -0.5 1.5 
Hungary 0.0 2.1 -0.5 1.4 
Israel 3.0 3.4 2.8 3.0 
Kazakhstan - - 6.0 5.0 
Nigeria - - 6.5 6.6 
Poland 2.7 3.5 2.7 3.1 
Romania 1.7 3.2 1.0 3.0 
Russia 3.0 2.5 3.0 2.5 
Serbia - - 0.0 1.3 
South Africa 2.5 3.1 2.5 3.1 
Turkey 2.0 3.5 2.0 3.5 
Ukraine 4.5 3.5 2.0 3.0 

Inflation  (% Year, average) 

 ________________ Q2 Global Quarterly _________________ ______________ Q3  CEEMEA Quarterly ________________
 2012f 2013f 2012f 2013f 
Czech Republic 3.7 2.9 3.5 2.1 
Hungary 5.6 3.4 5.4 3.4 
Israel 2.3 2.8 1.7 2.1 
Kazakhstan - - 5.4 6.0 
Nigeria - - 11.9 10.2 
Poland 3.9 2.8 4.0 2.6 
Romania 3.3 4.3 3.0 3.9 
Russia 5.2 7.5 5.0 7.5 
Serbia - - 5.5 5.0 
South Africa 5.8 5.9 5.6 5.0 
Turkey 10.3 7.6 9.0 8.1 
Ukraine 3.9 7.0 2.8 7.9 

Source: HSBC forecasts 
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CEEMEA is still hostage to 
the eurozone crisis 
As the eurozone crisis continues to develop, 

creating different types of stresses, the CEEMEA 

region (Central and Eastern Europe and Sub-

Saharan Africa), as the part of the emerging markets 

universe most affected, remains constantly under 

the spotlight. The resultant concern has been a 

major drag on the region’s economic performance, 

causing intermittent financial market volatility in 

the region given the direct banking channel 

exposure and the high degree of trade integration. 

This has culminated in the fear that the eurozone 

and other western financial institutions will pull the 

plug on their eastern operations, causing a credit 

crunch of sorts in those countries that most rely on 

external funding. 

We covered the banking channel impact in detail 

in our report The impact of eurozone 

deleveraging, 20 December 2011. We also dealt 

with the impact on economic performance in our 

latest Emerging Europe update: Dragged down by 

the eurozone, 12 April 2012. 

The effects of the eurozone crisis have not so far 

proved as bad as originally feared – in that there 

has been no major crash in any of the CEEMEA 

economies. This may have to do with the liquidity 

injections provided by the European Central 

Bank’s (ECB) Long-term Refinancing Operations 

(LTRO) in December and in February. In the 

background, though, the CEEMEA economies 

have been feeling the pinch as they have been 

dragged down by both deleveraging and export 

effects. In 2008-09, only a few countries, notably 

Poland, were able to avoid a contraction; now 

economic activity is once again slowing 

ominously across CEEMEA. In the Central and 

Eastern European (CEE) space, two economies, 

the Czech Republic and Romania, have already 

been in technical recession since Q1 2012, 

defined as two consecutive quarters of negative 

growth (in fact the Czech Republic has had three 

seasonally adjusted, consecutive negative q-o-q 

GDP readings since Q3 2011). Hungary is flirting 

with recession, and Poland is slowing, although it 

is still far outperforming its regional peers.  

Elsewhere, the region’s growth champion, 

Turkey, continues to hold up relatively well 

despite its considerable macroeconomic excesses 

thanks to its low debt, but is, nonetheless, slowing 

notably, albeit from a high base. The economy 

Deleveraging, export drag 
and risk of a double dip 

 Deleveraging pressures drag down domestic credit expansion… 

 ...while weak eurozone demand is pulling down exports  

 Parts of CEE are already in technical recession, with little room for 

stimulus 

Dr Murat Ulgen 
Economist 
HSBC Bank plc 
+44 20 7991 6782 
muratulgen@hsbc.com 
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contracted 0.4% q-o-q in the first three months of 

the year. 

The South African economy is faltering again, 

without having achieved any meaningful recovery 

since the global financial crisis in 2008 and 2009. 

The small, open and competitive economy of 

Israel, the bellwether of the global business and 

trade cycle, is growing at a much softer pace, 

given lingering worries about the outlook for the 

eurozone, the destination of one-third of the 

country’s exports. 

The only country that has done especially well so 

far in our universe is Russia. We ascribe this to a 

combination of factors: i) a positive terms-of-

trade shock, with a steep rise in global oil prices 

in the early part of the year; ii) fiscal largesse in 

the run-up to the March presidential elections; and 

iii) an unexpectedly sharp fall in inflation, to post-

Soviet record lows, that has boosted real spending 

power. We expect these effects to wane over time. 

Oil prices fell in Q2 2012, a fiscal consolidation 

of sorts is in the works and inflation is expected to 

pick up, driven by higher food prices, delayed 

adjustments in administered prices and a weaker 

rouble. Consequently, we believe the robust 

economic momentum seen in Q1 2012 (4.9% y-o-

y growth) will likely fade going into H2 2012, 

causing the Russian economy to perform more in 

line with its potential of about 3.0%. Admittedly, 

this expected slowdown has less to do with the 

direct impact of the eurozone crisis than with its 

indirect impact on oil prices. This is also the case 

for some commodity-producing economies in the 

Sub-Saharan Africa region, in particular for oil-

dependent Nigeria. 

As the eurozone crisis continued to worsen in the 

second half of the last year, the policy response by 

the ECB – the two LTROs – raised hopes that 

economic activity would start recovering after a 

soft patch (recession for some) in Q1 2012. 

However, the lingering periphery stresses point to 

further deterioration in the economic outlook, 

while incoming data and sentiment indicators 

confirm the deepening of the crisis, broadly 

speaking. As such, CEEMEA, particularly the 

CEE countries, will remain in the spotlight, given 

their strong links to the eurozone, and their 

consequent exposure to eurozone banks. At 

HSBC, we expect the eventual resolution of the 

eurozone crisis to involve multiple stresses and 

multiple interim steps rather than a single mega-

dip and an ensuing “big bazooka” solution. 

This is clearly a very discouraging environment, 

and one that weighs on CEEMEA economies and 

markets. In fact, the latest set of the PMI 

(Purchasing Managers Index) series and its details 

for June also confirm this unfavourable trend. 

While there is no collapse in manufacturing 

Chart 1.  Manufacturing PMI new export orders    Chart 2. Manufacturing PMI new orders less inventories 
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activity, the new export orders are moderately but 

visibly trending downwards in CEEMEA 

(Chart 1), whose main export market is the 

eurozone or broader Europe. Similarly, the 

forward-looking indicator, new orders less 

inventories, continues to slide – at different rates 

for different countries (Chart 2). This suggests 

that manufacturing sector activity in CEEMEA 

could soften further in the period ahead. 

The one bright spot on exports remains Turkey. In 

the past decade, Turkish exporters have been 

successfully diversifying their export markets 

away from the eurozone. As shown in Charts 3 

and 4, the share of exports to the eurozone has 

fallen sharply since 2000, from more than 55% to 

around 45% as at 2011. Meanwhile, the share of 

Middle East and North Africa (MENA) has 

increased considerably, from less than 15% to 

more than 20%, over the same period. As a matter 

of fact, Iraq became Turkey’s second-largest 

export destination after Germany as of last year. 
 
This is clearly a success story and a welcome 

development, but is, by itself, unlikely to be 

enough to allow Turkey to side-step the strong 

external challenges. After all, the country is still a 

fairly closed economy in trade terms, as exports of 

goods and services make up less than 25% of 

GDP. Of more importance for Turkey is the 

capital channel; and most of the inflows financing 

the country’s very large current account deficit – 

Chart 5. Emerging Europe swap spreads  
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Chart 3. Turkey export breakdown in 2000  Chart 4. Turkey export breakdown in 2011 
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whether portfolio, foreign direct investment (FDI) 

or external credit – originate from the European 

Union (EU). 

Chart 5 shows that basis swap spreads, the extra 

cost of swapping a one-year local currency 

liability with a hard currency liability, did not 

improve visibly in the second quarter of the year 

with the exception in Poland. We see two possible 

reasons for this. First, markets believe that the 

ECB’s liquidity injections via the LTRO facility 

were simply a temporary reprieve, and that the 

solution to eurozone’s woes lies in fiscal and 

political measures. Second, the stresses in the 

periphery became visible again following the first 

round of Greek elections on 6 May 2012 and 

concerns about the Spanish banks. Even the 

favourable outcome of the second Greek election 

on 17 June and the EU lifeline allowing the 

Spanish government to recapitalise its banks have 

not been enough to reverse this trend. 

To look at the big picture, the eurozone financial 

system continues to delever, scaling down the size of 

the balance sheets because the capital needed to 

finance problematic assets is both expensive and 

scarce. This remains the predominant force – the 

main undercurrent that affects the CEEMEA region 

as the eurozone banking system reduces its exposure 

to these countries. Chart 6 shows the annual change 

in eurozone banking claims on CEEMEA countries. 

Although there is no rush to exit, there is clearly less 

appetite for extending external credit or holding 

securities in such countries. 

The main drawback with this approach – using the 

consolidated foreign claims from the Bank of 

International Settlement (BIS) – is that they only 

show the gross exposure of the eurozone banks 

either directly or via their subsidiaries in certain 

countries. But the banks’ subsidiaries may be 

financing parts of this exposure with domestic 

funds, such as local deposits, which makes the 

cross-border claim indicator a better measure. 

However, since cross-border claims do not 

differentiate between creditor geographies, we 

will stick to consolidated foreign claims. What 

matters in the end is the trend in such claims – and 

they were heading south as at end-2011, the most 

recent period for which data are available. 

To overcome the drawback we mentioned above 

and to cross-check our findings, we looked at the 

external liabilities of the monetary & financial 

institutions (MFIs) in Emerging Europe. Our 

observation that the financial institutions in the 

region are reducing their external obligations 

Chart 6. Consolidated foreign claims of eurozone banks on Emerging European countries (annual change in nominal stock) 
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confirms the deleveraging trend from the other 

side of the equation (Chart 7). 

The situation in Greece moved high up on the 

agenda again as the approach of the second 

election on 17 June sparked concern about the 

status of the austerity measures and speculation 

about the future of EU support. Although the 

outcome of the elections was favourable for the 

markets, the country still has a mountain of 

economic problems to climb. Consequently, any 

further deterioration in the Greek situation as well 

as in the eurozone crisis would undoubtedly exert 

even more pressure on global and local financial 

markets, while exacerbating the deleveraging 

impact on CEEMEA. However, the Balkan 

countries will be more under the spotlight when it 

comes to Greece, given their higher degree of 

interconnectedness; this is particularly true for 

Romania and Bulgaria. 

Deterioration in Greece will hit 
Balkans hardest 
We wrote at length about the impact of the Greek 

crisis on CEEMEA during the first wave of stress in 

Contagion from Greece, 7 May 2010. In that report 

we argued that the Balkan countries – Bulgaria, 

Serbia and Romania – are the ones most exposed to 

Greece through the banking and trade channels. 

Chart 8 shows that Greece accounts for a large share 

of the total exports of these three countries, 

particularly Bulgaria. Similarly, Table 2 below 

shows that the top Greek banks are present in pretty 

much all areas of the loan market in Romania and 

Bulgaria, with a significant market share. Finally, 

Bulgaria also receives most of its FDI from Greece. 

As such, the Balkan countries, especially Romania 

and Bulgaria, will be under close scrutiny from the 

market if there is a severe deterioration in Greece, 

which is not our base case. 

At the same time, it is important to reiterate the 

mitigating factors of any potential fallout from our 

earlier report. Both Romania and Bulgaria have 

low public debt to GDP ratios. Both have also 

already seen a substantial adjustment in their 

external deficits, with the current account gap to 

GDP ratio falling sharply since the global 

financial crisis. In addition, the two have good FX 

reserve coverage. 

Chart 7. External liabilities of monetary financial institutions (excluding national Central Banks, nominal stock, y-o-y) 
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Ultimately, whether the situation in Greece 

worsens or not, the strong underlying force 

affecting CEEMEA is deleveraging pressure from 

the eurozone banks. The intermittent 

intensification of the eurozone crisis will likely 

accelerate the deleveraging process; and, while 

any potential liquidity provision by the ECB 

and/or steps taken by the European leaders – such 

as the recent bank bailout plan for Spain – could 

soften and smooth out that impact, we do not 

believe it would eliminate it completely. 

As deleveraging is a multi-year process, its 

repercussions on CEEMEA will also likely take 

rather a long time to fully play out. Once again 

looking at the big picture, it is fairly obvious that 

this force is acting as a drag on domestic credit 

expansion (Chart 9), especially in deficit 

economies such as Turkey, Poland and Romania, 

which require external funding for growth. 

Hungary has been generating a current account 

surplus since 2010 but its excessive external debt 

stock (public plus private sector), and its legacy of 

a pre-crisis current account deficits, leave it 

vulnerable through the exchange rate channel. 

Finally, Russia is a clear outlier for the reasons we 

have mentioned before. Moreover, it is a net external 

creditor, whose vast FX reserves and external 

surplus more than cover its external debt 

amortisation needs. Credit growth has therefore been 

accelerating in Russia for some time now. We note, 

however, that the positive terms-of-trade shock from 

higher oil prices in Q1 2012 was reversed in Q2 

2012. This, as well as the need for fiscal 

consolidation and a possible squeeze on real incomes 

as inflation picks up again, means that the pace of 

Chart 8. Exports to Greece (% of total) 

0
1
2
3
4
5
6
7
8

Bu
lg

ar
ia

Se
rb

ia

R
om

an
ia

Tu
rk

ey

R
us

si
a

Po
la

nd

H
un

ga
ry

U
kr

ai
ne

C
ze

ch
 R

ep

%

 
Source: IMF, HSBC 
 

 

Table 2. Greek banks’ exposure at default* to corporates, financial institutions and retail as of 2010 (USDm) 

Romania Institutions Corporate Residential 
mortgages

Revolving 
retail credit

SME Other retail Commercial 
real estate 

Total 

National Bank of Greece  7 588 709 4 153 294 294 2,049 
EFG Eurobank 70 562 770 259 0 749 507 2,917 
Alpha Bank 205 2,044 348 0 1,031 0 0 3,628 
Piraeus  36 1,676 341 882 0 0 14 2,949 
Agricultural Bank of Greece 43 17 33 28 66 28 144 359 
TT Hellenic Postbank 0 0 0 0 0 0 0 0 
     
Total    11,902 
% of FX reserves    33.1% 
     

Bulgaria Institutions Corporate Residential 
mortgages

Revolving 
retail credit

SME Other retail Commercial 
real estate 

Total 

National Bank of Greece  26 988 379 188 5 743 602 2,931 
EFG Eurobank 70 763 808 135 0 509 374 2,659 
Alpha Bank 36 443 140 0 107 0 83 809 
Piraeus  39 732 233 40 0 0 545 1,589 
Agricultural Bank of Greece 0 0 0 0 0 0 0 0 
TT Hellenic Postbank 0 0 0 0 0 0 0 0 
     
Total     7,988 
% of FX reserves    61.4% 

* used in the calculation of regulatory capital under Basel II  
Source: EBA, HSBC 
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credit growth could also slow in Russia. The first 

signs are already becoming visible. 

As deleveraging and export drag take their toll on 

the CEEMEA economic performance, it is 

important to see what the policymakers in each 

country could do to counter these challenges. In 

the next section we will discuss policy flexibility 

in CEEMEA economies. 

The political angle 
Another interesting facet of weak economic 

performance is the spill-over into politics. 

Notwithstanding country-specific reasons, the 

political costs of austerity and unpopular 

structural reforms are also causing all sorts of 

clashes, between the government and institutions 

in Hungary, for example, and, very recently, 

between the top political leaders in Romania. 

The current Hungarian government has been 

consolidating power across the institutions since 

coming to office in 2010, while dragging its feet on a 

new financing programme with the IMF and the 

European Commission (EC); however, seeing the 

sharp deterioration in the external backdrop, it has 

bowed to market pressure, and eventually back-

pedalled from earlier actions that have blocked the 

launch of IMF/EU deal negotiations. Still, the road 

to an agreement will likely be a winding one, while 

the track record of the 2008 programme is also pretty 

patchy. Hence we believe it when we see it! For 

more detail, please see: Hungary: Parliament passed 

amendments to CB law, IMF/EU negotiations can 

start, 6 July 2012. 

In Romania, two rival politicians, the prime minister, 

Victor Ponta, and the president, Traian Basescu, 

have recently had sharp clashes, reflecting a long-

running tug-of-war between the socialist and the 

centre-right camps. This has culminated in Mr. 

Basescu being suspended ahead of a referendum on 

impeachment on 29 July. The centre-right 

president’s position has been weakened by years of 

poor economic performance, while his political 

administration was ousted earlier in the year, mainly 

owing to painful belt tightening. Mr. Ponta, a 

socialist, is facing allegations of over-reaching the 

government’s powers and straying from the EU’s 

democratic norms. Investors are concerned that this 

clash could distract the politicians from the much-

needed structural overhaul and continuation of the 

IMF programme. We covered this issue in a recent 

note: Romania: Political infighting, 11 July 2012. 

While political infighting and clashes like that 

could weigh on the pace of reforms, we would 

stress above all the fact that EU membership is 

playing an important role in offsetting the new 

Chart 9. Real domestic credit growth (FX adjusted) 
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https://www.research.hsbc.com/midas/Res/RDV?ao=20&key=BhyMgB4z4W&n=335213.PDF
https://www.research.hsbc.com/midas/Res/RDV?ao=20&key=BhyMgB4z4W&n=335213.PDF
https://www.research.hsbc.com/midas/Res/RDV?ao=20&key=BhyMgB4z4W&n=335213.PDF
https://www.research.hsbc.com/midas/Res/RDV?ao=20&key=wvMBTH86YT&n=335694.PDF
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governments’ attempts to grab power. In both 

cases the EU institution, the European 

Commission and/or the European Central Bank 

have stepped in to prevent any legislative changes 

that undermine the rule of law and the 

independence of institutions such as the judiciary 

and/or the central bank. In Hungary, this required 

a lengthy and still unfinished process of 

infringement procedures; in Romania it seems a 

simple verbal intervention has sufficed for now.  

The EU umbrella does not cover Serbia, where 

frustration about economic performance has also 

led to critical changes of power. The parties of the 

old regime, the Serbian Progressive Party and the 

Socialist Party of Serbia, have returned to power 

after over a decade’s absence following May 

parliamentary and presidential elections. The new 

government claims that it intends to maintain the 

EU membership target as part of its foreign policy 

but we remain cautious about the pace of future 

progress as well as near-term continuation of the 

fiscal tightening efforts under an IMF programme, 

which is currently on hold.       

It is so interesting to see how economic problems 

mutate into political stand-offs, first in the eurozone, 

now in swathes of CEEMEA. It is a very precarious 

world, especially in this part of the emerging 

markets universe. Strong political leadership and 

economic vision are required to keep the boats 

afloat in the face of double-dip risk.  

We remain cautious about the economic prospects 

of the CEE, with the exception of Poland, and 

continue see Turkey and Russia doing relatively 

better as more domestically driven economies with 

lower leverage. Sub-Saharan Africa has bright 

prospects of playing catch-up in our view, thanks to 

its immense demographic dividend and its 

underdeveloped economic structure. But its upward 

path is unlikely to prove linear, particularly if global 

commodity/oil prices slide lower. 

 

 



 
 

12 

Macroeconomics 
CEEMEA 
Q3 2012 

abc

CEEMEA loses traction 
CEEMEA economies are being dragged down by 

the twin forces of deleveraging by eurozone banks 

and weakness in key export markets. They are 

losing traction in terms of sequential growth and it 

is beginning to look as if a double dip is gradually 

in the making, just three years after the global 

financial crisis (Chart 10). As we mentioned 

before, some countries are already in technical 

recession. Czech national income contracted 

sequentially in the three quarters to Q1 2012; 

Romania slid into technical recession in the first 

quarter; and Hungary is on the edge of one too.  

The situation is not nearly as bad as in 2008-09, 

but neither is it promising. 

Even the economies that have been performing 

reasonably well also lost momentum in the first 

quarter of the year, while high-frequency and 

preliminary indicators suggest that the second 

quarter could prove even softer for many. As we 

have been very cautious from the onset of the 

eurozone crisis, we will be making only minor 

adjustments to our growth forecasts in the country 

sections that follow. 

Firepower is limited 
While economic momentum continues to wane in 

CEEMEA, policymakers have only limited space 

to stimulate their economies. One of the main 

reasons for this is above-target inflation in most of 

the countries, with the exception of Russia, 

Romania and Israel. Although one could argue 

that subdued global and local growth prospects 

should eventually pull down inflation, the actual 

pace of price pressures is substantially above 

target levels in the likes of Turkey, Poland and 

Hungary, making this argument pretty difficult to 

embrace at the moment.  

In CEE, fiscal consolidation efforts via increases 

in Value Added Tax (VAT) have generated a 

marked upward adjustment in prices in countries 

such as the Czech Republic, Hungary and 

Romania. This, together with local currency 

weakness, has kept up price pressures despite the 

countries’ diminishing growth prospects.  

Policy response: Which 
country has room to act? 

 CEE has no room for fiscal stimulus due to the excessive deficit 

procedure 

 Turkey has limited room for fiscal measures 

 Russia, the Czech Republic and Israel can cut rates and we 

forecast some monetary easing here 
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FX sensitivities limit room for 
manoeuvre 
Another factor constraining policymakers, 

especially the monetary authority, is the FX 

sensitivities of the individual CEEMEA countries, 

from the perspective of both the flow and stock. 

Currency depreciation could, by itself, be used as 

a tool to boost a country’s exports; however, this 

is of little use when the external demand 

environment is weak and everyone is resorting to 

the same tool. On the flip side, excessive currency 

depreciation could eat into the disposable income 

of households in countries where it has been 

common practice to take out FX mortgages, such 

as Hungary, Romania and Poland. It could also 

damage the investments of businesses in countries 

where the corporate sector carries a large short FX 

position (more FX liabilities than FX assets), as in 

Turkey for example. A sharp depreciation could 

hamper public debt dynamics, too, in countries 

such as Poland and Hungary. Similarly, it could 

exacerbate inflationary pressures even though the 

economies are losing momentum, as in the cases 

of Turkey and Poland. While South Africa has 

been running a negative output gap since the 

global financial crisis, the South African Reserve 

Bank (SARB) occasionally regards currency 

weakness as an upside risk to inflation. 

All these different facets of FX sensitivity leave 

very little room for CEEMEA central banks to cut 

rates and stimulate economic activity. Indeed, on 

the contrary, Poland raised rates as recently as in 

May and still retains a hawkish bias. While the 

Central Bank of Turkey (CBRT) runs an 

unconventional interest rate corridor policy rather 

than a single and transparent policy rate, the 

average overnight cost of funding for the banking 

system has been grinding upwards since the start 

of the second quarter of this year, although it has 

been retreating visibly since mid-June. 

Last but not least, the CEEMEA central banks 

have been either late, or unwilling or unable to 

tighten monetary conditions – in contrast to the 

Asian or Latin American economies – because 

CEEMEA is, for the most part, a laggard in the 

business cycle. As a result, it has accumulated 

relatively little policy ammunition in the past few 

years (Chart 11) by comparison with other 

emerging markets. 

 

 

 

 

Chart 10. GDP (seasonally adjusted, real, q-o-q)  
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Introducing the stimulus map 
Taking all these aspects – the growth-inflation 

nexus and FX sensitivities – into consideration, 

we have developed a “stimulus map” for the 

CEEMEA economies. In Chart 12 we place all the 

large countries covered in this note on this map. 

The horizontal axis is so-called “residual 

inflation”, namely the latest inflation print less the 

year-end target. The vertical axis is the cyclically 

adjusted budget balance forecast for the end of 

this year. This is simply the fiscal balance, taking 

into consideration the cyclical phase of the 

economy in comparison to its potential. As we 

forecast none of the CEEMEA countries to post a 

cyclically adjusted budget surplus for this year, 

the map is confined to the third and the fourth 

quadrants. The bottom-right corner of the fourth 

quadrant is the “no-stimulus corner”, where very 

high residual inflation precludes monetary 

stimulus, while a very large cyclically adjusted 

budget deficit makes it difficult to support the 

economy via public sector spending and tax 

policies. Our Global Emerging Markets Research 

team has also produced some in-depth analysis of 

policy flexibility (see, in particular, Pablo 

Goldberg’s What if 2008 happens again?, 12 

October, 2011). 

Clearly, one can use the other measures of 

inflation such as the year-end forecast or target in 

this map; however we assume that the central 

bankers are more sensitised to the contemporary 

readings of inflation in countries such as Poland 

and Israel. Moreover, future economic 

performance could be boosted by structural 

reforms to make labour and product markets more 

flexible and competitive. Turkey, for instance, has 

made very encouraging attempts on the structural 

reform front in 2011 and in 2012 to boost 

competitiveness. Nonetheless, structural reforms 

take a very long time to bear fruit and depend a lot 

on successful implementation. 

When we place CEEMEA countries on our 

stimulus map, we can see that Russia and 

Romania have negative residual inflation, as the 

latest inflation print is below the year-end target, 

while Turkey is still at the opposite end of the 

spectrum, despite some moderation recently. 

Chart 11. Central Bank policy rates (weighted by relative size at chained 2005 prices and normalised since Lehman event) 
 

40

50

60

70

80

90

100

110

Se
p-

08

D
ec

-0
8

M
ar

-0
9

Ju
n-

09

Se
p-

09

D
ec

-0
9

M
ar

-1
0

Ju
n-

10

Se
p-

10

D
ec

-1
0

M
ar

-1
1

Ju
n-

11

Se
p-

11

D
ec

-1
1

Asia Latin America EMEA

Sep 2008=100

Source: National Central Banks, HSBC 
 

http://www.research.hsbc.com/midas/Res/RDV?key=xqIWSlyvqf&n=310201.PDF
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The rightward arrow indicates that the country can 

implement monetary stimulus, and the size of the 

arrow is inversely proportional to its FX 

sensitivity; in other words, the larger the arrow, 

the more room there is for monetary stimulus 

since the country is not especially sensitive to FX 

moves, because of either its net creditor status, an 

external surplus or its adequate reserve coverage. 

Our map shows that Russia has the most room for 

manoeuvre in this respect; however, its economic 

activity is already fairly strong at the moment, 

making it a clear exception within CEEMEA as 

things stand now. We expect this picture to 

change starting from the second half of this year, 

and are looking for a rate cut in Q2 2013. 

Elsewhere, Romania has very little room to cut 

rates due to its large external debt and current 

account deficit. Here, we do not expect any 

change this year. The prospects of monetary 

easing in Hungary are firmly tied to country risk 

premium, which is currently linked to the 

prospects of an IMF/EC deal. The Czech Republic 

has positive residual inflation but this is almost 

entirely caused by cost-side pressures, and the 

economy is in very poor shape. Although the 

policy rate is already very low, we expect it to be 

cut further, to 0.25% in the fourth quarter after a 

25bp reduction in June. In Israel, inflation is now 

below the middle of the target band and reserve 

coverage is adequate, so we expect another rate 

cut to 2.00% in August. The Central Bank of 

Turkey (CBRT) is lowering its average funding 

rate in line with the gradual improvement in 

macro imbalances. The South African Reserve 

Bank (SARB) delivered a somewhat unexpected 

50bp policy rate cut to 5.00% on 19 July, raising 

expectations about whether this will kick-start 

another easing cycle. We believe it would depend 

a lot on the global monetary policy of the big 

central banks – such as potentially a new round of 

quantitative easing by the US FED. Our monetary 

policy forecasts are summarised in Table 3. 

On the fiscal policy front, we see very little room 

for manoeuvre. All of the CEE countries are under 

Chart 12. Stimulus map 
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the European Commission’s Excessive Deficit 

Procedure (EDP), which stipulates further fiscal 

consolidation. The deadlines are 2012 for Poland, 

Romania and Hungary (it was 2011 for the latter, 

which is now overdue) and 2013 for the Czech 

Republic. The EDP therefore removes any room 

for fiscal stimulus. Russia arguably has room for 

fiscal stimulus, but this was already exhausted in 

the pre-election period, and the Russian budget 

now balances at a USD110/bbl Ural crude oil 

price versus a mere USD20/bbl 10 years ago. 

With oil prices currently heading south these 

days, it is difficult to argue that much room for 

fiscal stimulus remains there. Israel’s large public 

debt to GDP ratio at 74% precludes fiscal 

stimulus, while South Africa’s National Treasury 

is also in stringent fiscal consolidation mode due 

to previous excesses in the wake of the global 

financial crisis. Moreover, the borrowing needs of 

the parastatal utility companies add to the fiscal 

burden of the treasury. 

The only country in our map that could arguably 

implement some counter-cyclical fiscal policy is 

Turkey, with its very benign public debt of below 

40% of GDP and favourable fiscal balance as things 

stand now. However, even here the headroom is 

rather limited as the country is still running large 

excesses, with the current account deficit and 

inflation having started to correct only recently. Note 

that the IMF expressed a similar view on 8 June 

2012, following its own staff visit to Turkey; details 

can be found in its Statement at the conclusion of an 

IMF visit to Turkey, 8 June 2012. 

http://www.imf.org/external/np/sec/pr/2012/pr12208.htm
http://www.imf.org/external/np/sec/pr/2012/pr12208.htm
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Table 3.  Policy rate forecasts 

 Q4 11 Q1 12 Q2 12 Q3 12f Q4 12f  Q1 13f Q2 13f Q3 13f Q4 13f

Eurozone    
Repo rate 1.00 1.00 0.75 0.50 0.50 0.50 0.50 0.50 0.50
Japan    
Overnight call rate 0-0.10 0-0.10 0-0.10 0-0.10 0-0.10 0-0.10 0-0.10 0-0.10 0-0.10
Norway    
Sight deposit rate 1.75 1.50 1.50 1.50 1.50 1.75 1.75 1.75 2.00
UK    
Base rate 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50
US    
Targeted Fed funds  0-0.25 0-0.25 0-0.25 0-0.25 0-0.25 0-0.25 0-0.25 0-0.25 0-0.25
Sweden    
Repo rate 1.75 1.50 1.50 1.50 1.50 1.50 1.50 1.50 1.75
Switzerland    
SNB target rate 0.00 0.00 0.00 0.00 0.00 0.00 0.25 0.25 0.50
Czech Republic    
Repo rate 0.75 0.75 0.50 0.50 0.25 0.25 0.25 0.50 0.75
Hungary    
Base rate 7.00 7.00 7.00 6.75 6.50 6.00 5.50 5.50 5.50
Israel    
Base rate 2.75 2.50 2.25 2.00 2.00 2.00 2.00 2.25 2.25
Kazakhstan    
Refinancing rate 7.50 7.00 6.00 6.00 6.00 6.00 6.00 6.00 6.00
Nigeria    
Monetary policy rate 12.00 12.00 12.00 12.00 11.50 11.00 10.50 10.50 10.50
Poland    
Reference rate 4.50 4.50 4.75 4.75 4.75 4.75 4.75 4.75 4.75
Romania    
Repo rate 6.00 5.50 5.25 5.25 5.25 5.25 5.25 5.25 5.50
Russia    
Refinancing rate 8.00 8.00 8.00 8.00 8.00 8.00 7.75 7.75 7.75
South Africa    
Two-week repo rate 5.50 5.50 5.50 5.00 5.00 5.00 5.00 5.00 5.00
Turkey    
One week repo rate 5.75 5.75 5.75 5.75 5.75 5.75 5.75 6.00 6.25
Overnight lending rate 12.50 11.50 11.50 11.00 10.50 10.00 10.00 10.25 10.50
Ukraine     
Repo rate 9.25 8.50 8.50 8.00 8.00 8.00 8.00 8.00 8.00

* Values are end-period 
* In Turkey’s case, the upper end of the interest rate corridor, or the overnight lending rate, is more relevant as a signal policy rate  
Source: National sources and HSBC forecasts 
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Key forecasts 
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GDP (% Year) 

 2004 2005 2006 2007 2008 2009 2010 2011 2012f 2013f 

CEEMEA 7.1 6.0 7.1 6.6 4.0 -4.2 4.8 4.9 2.6 3.0 
Czech Republic 4.6 6.8 7.2 5.7 2.9 -4.5 2.6 1.7 -0.5 1.5 
Hungary 4.8 4.0 3.9 0.1 0.9 -6.8 1.3 1.6 -0.5 1.4 
Israel 5.2 5.1 5.6 5.5 4.0 0.8 4.8 4.7 2.8 3.0 
Kazakhstan 9.6 9.7 10.7 8.9 3.3 1.2 7.3 7.5 6.0 5.0 
Nigeria 10.5 6.3 6.1 6.3 5.9 6.9 7.8 7.4 6.5 6.6 
Poland 5.3 3.6 6.2 6.8 5.1 1.6 3.9 4.3 2.7 3.1 
Romania 8.5 4.2 7.9 6.3 7.3 -6.6 -1.6 2.5 1.0 3.0 
Russia 7.2 6.4 8.2 8.5 5.2 -7.8 4.3 4.3 3.0 2.5 
Serbia 9.3 5.4 3.6 5.4 3.8 -3.5 1.0 1.6 0.0 1.3 
South Africa 4.6 5.3 5.6 5.6 3.6 -1.5 2.9 3.1 2.5 3.1 
Turkey 9.4 8.4 6.9 4.7 0.7 -4.8 9.2 8.5 2.0 3.5 
Ukraine 12.1 3.0 7.4 7.6 2.3 -14.8 4.2 5.2 2.0 3.0 

Source: National central banks, national statistical offices, Thomson Reuters Datastream, CEIC, IMF and HSBC forecasts 
Weights for the CEEMEA aggregate are based on nominal USD GDP data from the IMF for the respective year. 2012 and 2013 are calculated with 2011 weights 
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CPI, average (% Year) 

 2004 2005 2006 2007 2008 2009 2010 2011 2012f 2013f 

CEEMEA 7.3 8.1 7.1 7.2 11.2 8.0 6.3 6.8 5.6 6.2 
Czech Republic 2.8 1.9 2.5 2.8 6.4 1.1 1.5 1.9 3.5 2.1 
Hungary 6.8 3.6 3.9 8.0 6.1 4.2 4.9 3.9 5.4 3.4 
Israel -0.4 1.3 2.1 0.5 4.6 3.3 2.7 3.5 1.7 2.1 
Kazakhstan 6.9 7.6 8.7 10.8 17.1 7.3 7.3 8.4 5.4 6.0 
Nigeria 15.0 17.9 8.2 5.4 11.5 12.6 13.8 10.9 11.9 10.2 
Poland 3.6 2.1 1.1 2.4 4.3 3.8 2.7 4.2 4.0 2.6 
Romania 11.9 9.0 6.6 4.8 7.9 5.6 6.1 5.8 3.0 3.9 
Russia 10.9 12.7 9.7 9.0 14.1 11.7 6.8 8.5 5.0 7.5 
Serbia 10.1 16.5 12.8 6.0 12.4 8.1 6.1 11.2 5.5 5.0 
South Africa 1.4 3.4 4.6 7.1 11.0 7.2 4.3 5.0 5.6 5.0 
Turkey 8.6 8.2 9.6 8.8 10.4 6.3 8.6 6.5 9.0 8.1 
Ukraine 9.0 10.3 9.1 12.8 25.2 16.0 9.4 8.0 2.8 7.9 

Source: National central banks, national statistical offices, Thomson Reuters Datastream, CEIC, IMF and HSBC forecasts  

GDP and inflation
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Current account balance (% GDP) 

 2004 2005 2006 2007 2008 2009 2010 2011 2012f 2013f 

CEEMEA 0.4 2.7 1.6 -1.0 -0.4 0.2 -0.3 -0.4 -0.3 -1.1 
Czech Republic -5.0 -1.0 -2.0 -4.3 -2.1 -2.4 -3.9 -2.9 -2.2 -2.5 
Hungary -8.6 -7.5 -7.4 -7.3 -7.3 -0.1 1.2 1.4 2.7 3.7 
Israel 0.0 3.2 5.1 2.9 1.4 3.7 3.9 0.5 -1.9 -0.8 
Kazakhstan 1.1 -0.9 -2.5 -7.8 5.9 -4.0 3.0 7.7 8.2 6.3 
Nigeria - 33.1 25.3 16.8 13.7 7.9 3.8 3.7 3.6 3.3 
Poland -5.2 -2.4 -3.9 -6.2 -6.6 -4.0 -4.7 -4.3 -4.1 -4.0 
Romania -8.4 -8.6 -10.4 -13.4 -11.6 -4.2 -4.5 -4.4 -4.6 -4.9 
Russia 10.1 11.1 9.5 5.9 6.1 4.0 4.8 5.3 4.8 2.7 
Serbia -13.8 -8.8 -10.1 -17.7 -21.6 -7.2 -7.4 -9.5 -11.5 -10.0 
South Africa -3.2 -3.8 -6.4 -7.3 -7.4 -4.0 -4.6 -3.6 -3.9 -4.2 
Turkey -3.7 -4.6 -6.1 -5.9 -5.7 -2.3 -6.4 -10.0 -7.7 -7.4 
Ukraine 10.5 2.9 1.0 -3.6 -7.2 -1.5 -2.2 -5.6 -6.1 -6.7 

Source: National central banks, national statistical offices, Thomson Reuters Datastream, CEIC, IMF and HSBC forecasts. 2004 CEEMEA aggregate excludes Nigeria  
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Budget balance (% GDP) 

 2004 2005 2006 2007 2008 2009 2010 2011 2012f 2013f 

CEEMEA -0.8 0.9 1.5 1.0 0.2 -5.8 -4.4 -1.5 -2.0 -2.0 
Czech Republic -2.8 -3.2 -2.4 -0.7 -2.2 -5.8 -4.8 -3.1 -2.9 -2.6 
Hungary -6.5 -7.9 -9.5 -5.1 -3.7 -4.5 -4.3 4.2 -3.0 -3.0 
Israel -3.9 -1.9 -0.9 0.0 -2.1 -5.2 -3.7 -3.3 -4.0 -3.6 
Kazakhstan -1.5 0.6 0.5 -1.7 -2.0 -3.1 -2.6 -2.1 -1.5 -1.7 
Nigeria -1.8 -1.2 4.0 -0.2 1.5 -5.3 -3.7 -3.3 -3.4 -2.8 
Poland -5.4 -4.1 -3.6 -1.9 -3.7 -7.4 -7.9 -5.1 -3.0 -2.9 
Romania -5.4 -4.1 -3.6 -1.9 -3.7 -7.4 -7.9 -5.1 -2.8 -2.5 
Russia 4.3 7.5 7.4 5.4 4.1 -6.0 -4.0 0.8 -0.4 -0.9 
Serbia 0.8 0.9 -1.9 -2.0 -2.6 -4.5 -4.7 -5.0 -6.0 -5.0 
South Africa -2.1 -0.2 0.9 0.1 -0.8 -5.9 -4.7 -4.1 -4.6 -4.2 
Turkey - - -0.6 -1.6 -1.8 -5.5 -3.6 -1.4 -2.0 -1.5 
Ukraine -3.3 -1.8 -0.8 -1.0 -1.4 -2.1 -1.1 -1.8 -2.0 -1.9 

Source: National central banks, national statistical offices, Thomson Reuters Datastream, CEIC, IMF and HSBC forecasts. 2004-2005 CEEMEA aggregate excludes Turkey  

Current account and 
budget balance 
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Public debt (% GDP) 

 2004 2005 2006 2007 2008 2009 2010 2011 2012f 2013f 

CEEMEA 41.5 35.6 29.4 26.6 25.7 31.5 32.3 31.4 31.9 32.3 
Czech Republic 28.9 28.4 28.3 27.9 28.7 34.4 38.1 41.2 44.0 45.0 
Hungary 59.5 61.7 65.9 67.1 73.0 79.8 81.4 80.6 76.0 75.0 
Israel 97.4 93.8 84.5 78.3 77.2 79.6 76.6 74.2 75.0 76.0 
Kazakhstan 10.1 8.7 10.8 7.2 8.6 13.0 14.6 14.8 14.8 15.2 
Nigeria 52.7 28.6 11.8 12.8 11.6 15.2 18.0 17.9 18.3 18.9 
Poland 45.7 47.1 47.7 45.0 47.1 50.9 54.8 56.3 55.0 54.0 
Romania 18.7 15.8 12.4 12.8 13.4 23.6 30.5 33.3 36.0 36.0 
Russia 22.4 14.9 8.8 8.7 6.6 10.2 11.6 11.5 12.1 12.7 
Serbia 55.3 52.2 37.6 30.9 29.2 34.5 44.0 47.7 51.0 52.0 
South Africa 34.9 34.6 32.7 30.2 27.8 27.2 33.0 36.0 40.6 41.5 
Turkey 59.6 52.7 46.5 39.9 40.0 46.1 42.4 39.4 38.5 38.0 
Ukraine 24.4 18.2 13.2 11.2 18.3 32.4 38.2 42.0 39.6 45.7 

Source: National central banks, national statistical offices, Thomson Reuters Datastream, CEIC, IMF and HSBC forecasts 
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Total external debt (% GDP) 

 2004 2005 2006 2007 2008 2009 2010 2011 2012f 2013f 

CEEMEA 41.1 38.7 39.4 42.1 41.7 49.1 45.8 43.4 42.6 41.8 
Czech Republic 34.4 36.8 35.7 37.6 42.2 43.7 46.9 48.6 47.4 44.8 
Hungary 71.1 82.3 92.0 105.2 123.6 144.6 143.8 147.6 122.2 113.4 
Israel 64.0 58.4 60.1 54.0 43.7 47.8 48.9 42.1 43.4 41.0 
Kazakhstan 80.3 76.7 92.0 91.0 101.5 104.1 81.0 67.2 64.4 60.5 
Nigeria 43.0 19.7 5.3 5.1 5.5 4.6 4.0 4.3 4.2 4.6 
Poland 42.1 44.0 46.5 48.8 56.9 59.6 65.8 72.5 66.0 61.6 
Romania 34.2 39.4 40.4 50.6 56.7 68.6 75.1 73.6 72.9 71.6 
Russia 36.3 33.9 31.4 35.3 28.9 38.1 32.9 29.3 32.1 33.5 
Serbia 49.8 60.1 60.9 60.2 64.6 77.7 84.9 77.5 88.0 80.8 
South Africa 20.1 19.0 23.1 26.6 26.0 25.8 24.1 22.6 21.9 18.9 
Turkey 41.2 35.4 39.6 38.6 37.8 43.6 39.6 39.7 38.0 35.6 
Ukraine 47.2 45.9 50.6 56.0 56.4 91.2 86.2 71.9 70.6 84.6 

Source: National central banks, national statistical offices, Thomson Reuters Datastream, CEIC, IMF and HSBC forecasts 
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Collapse in confidence  
GDP fell in Q1, contracting 0.8% q-o-q and 0.7% 

y-o-y. The contribution of net exports to growth 

was still positive but, unlike in 2011, it was 

unable to offset a massive drag from the fall in 

domestic demand. In particular, private 

consumption nose-dived in Q1 2012, recording its 

biggest quarterly contraction (2.3%) since 1996. 

Czechs held back on spending, especially on 

durable goods purchases. Although labour market 

data showed some weakening, it was not severe 

enough to explain such a deep contraction.  

The wage bill contracted by 0.2% and by 0.5% y-

o-y in Q4 2011 and Q1 2012 respectively. For 

comparison it dropped over 3% in 2009. 

Employment has fallen y-o-y in the last two 

quarters, for the first time since mid-2010. 

Although the PMI employment index improved to 

49.9 in Q2 2012 from 48.6 in Q1 2012, it remains 

below the growth threshold of 50 points, and the 

weak exports outlook does not support 

further improvement.  

The double dip in employment growth has sent 

consumer confidence below the lows of early 

2009. Business confidence is holding up better, in 

line with still decent export growth.   

We assume a better q-o-q performance for the rest 

of the year, but, with such a weak start, the Czech 

economy will most likely contract in 2012. Also 

the risks to our forecasts are predominantly to 

the downside. 

In the medium term, the strengths of the Czech 

economy continue to be its low debt burden, in 

both the private and public sectors, and its healthy 

banking system, which could support a solid 

recovery if the external situation improved.  

For the time being, though, the health of the 

eurozone, the Czech Republic’s main trading 

partner, remains the main risk factor for economic 

growth. Indeed, uncertainty about the eurozone crisis 

has already caused Czech consumer confidence to 

collapse. A more pronounced slowdown in exports 

and greater labour market weakness are other key 

risk factors. 

As fiscal policy is tightened, we expect the central 

bank to respond to domestic demand weakness with 

further policy easing, bringing the policy rate down 

to a mere 0.25% by the end of the year. The CB 

Board voted 4:3 to cut the policy rate by 25bp to 

0.5% in June. Inflation has been pushed up this year 

by a VAT rate increase and the low base effect for 

food, but we expect it to be back at the central bank 

target in 2013, supporting rate cuts. 

Czech Republic

Agata Urbanska 
Economist 
HSBC Bank plc 
+44 20 7992 2774 
agata.urbanska@hsbcib.com

 

% Year 

 Q1 12 Q2 12f Q3 12f Q4 12f Q1 13f Q2 13f 

GDP -0.7 -0.8 -0.3 -0.2 0.9 1.1 
CPI, pa 3.7 3.4 3.7 3.2 2.0 2.1 
Policy rate (%) 0.75 0.50 0.50 0.25 0.25 0.25 
EURCZK, eop 24.90 25.50 25.50 25.50 25.00 24.50 

Source: Thomson Reuters Datastream, national statistical office, national central bank, HSBC forecasts 



 
 

 25 

Macroeconomics 
CEEMEA 
Q3 2012 

abc

 

 

Czech Republic: Macro framework
 

2004 2005 2006 2007 2008 2009 2010 2011 2012f 2013f

Production, demand and employment      
GDP growth (% y-o-y) 4.6 6.8 7.2 5.7 2.9 -4.5 2.6 1.7 -0.5 1.5
Nominal GDP (USDbn) 114.1 130.0 148.4 180.5 225.4 196.3 197.6 215.3 201.8 222.2
GDP per capita (USD) 11,171 12,722 14,481 17,546 21,715 18,755 18,811 20,532 19,208 21,155
Private consumption (% y-o-y) 3.2 3.1 4.4 4.2 2.8 -0.3 0.5 -0.6 -2.4 0.5
Government consumption (% y-o-y) -3.3 1.6 -0.6 0.4 1.2 3.8 0.6 -1.7 0.7 0.0
Investment (% y-o-y) 2.5 6.0 5.9 13.3 4.0 -11.3 0.0 -0.9 -4.2 2.0
Exports (GDP basis, % y-o-y) 13.2 11.8 14.2 11.2 3.6 -9.7 16.0 11.1 5.2 3.5
Imports (GDP basis, % y-o-y) 9.6 6.0 11.1 12.8 2.4 -11.4 15.7 7.5 2.5 3.0
Domestic demand (% y-o-y) 2.6 3.2 5.1 6.6 2.0 -5.7 1.9 -1.0 -2.7 1.1
Net exports (contribution to GDP growth) 2.0 3.7 2.3 -0.7 0.9 0.8 0.8 2.7 2.1 0.5
Industrial production (% y-o-y) 10.4 3.9 8.3 10.6 -1.8 -13.6 10.3 6.5 2.7 6.5
Unemployment rate end-year (%) 9.5 8.9 7.7 6.0 6.0 9.2 9.6 8.6 8.6 8.2
Population (m) 10.2 10.2 10.3 10.3 10.4 10.5 10.5 10.5 10.5 10.5
    
Prices and wages    
CPI, average (% y-o-y) 2.8 1.9 2.5 2.8 6.4 1.1 1.5 1.9 3.5 2.1
PPI, average (% y-o-y) 5.6 3.1 1.4 4.1 4.5 -3.1 1.2 5.6 2.0 2.0
Wages, nominal (% y-o-y) 6.3 5.0 6.6 7.2 7.8 3.3 1.9 2.2 2.0 3.0

   
Money, interest rates, FX    
Broad money supply M3 (% y-o-y) 7.7 5.3 8.9 11.2 8.4 6.3 4.0 3.4 5.8 6.0
Real private sector credit growth (% y-o-y) 9.5 18.2 20.7 21.6 15.6 6.9 1.3 4.1 1.2 3.2
Policy rate, end-year (%) 2.50 2.00 2.50 3.50 2.25 1.00 0.75 0.75 0.25 0.75
USD/CZK,  end-year 22.33 24.62 20.87 18.19 19.31 18.40 18.70 19.65 18.89 17.14
USD/CZK, average 25.68 23.97 22.58 20.29 17.07 19.05 19.10 17.69 19.15 17.87
EUR/CZK,  end-year 30.35 29.05 27.53 26.59 26.85 26.41 25.09 25.50 25.50 24.00
EUR/CZK, average 31.90 29.78 28.34 27.75 24.96 26.44 25.28 24.59 25.27 24.62
    
External sector    
Merchandise exports (USDbn) 67.1 71.8 85.4 106.1 124.0 98.5 113.9 138.5 136.8 136.8
Merchandise imports (USDbn) 67.6 69.7 82.8 103.8 122.5 93.9 111.1 133.1 129.8 129.9
Trade balance (USDbn) -0.5 2.0 2.6 2.3 1.5 4.6 2.8 5.3 7.0 6.9
Trade balance (% GDP) -0.5 1.6 1.8 1.3 0.7 2.3 1.4 2.5 3.4 3.0
Current account balance (USDbn) -5.7 -1.3 -3.0 -7.7 -4.8 -4.7 -7.7 -6.2 -4.4 -5.6
Current account balance (% GDP) -5.0 -1.0 -2.0 -4.3 -2.1 -2.4 -3.9 -2.9 -2.2 -2.5
Net FDI (USDbn) 4.0 11.7 4.0 8.8 2.1 2.0 5.0 4.3 3.3 4.0
Net FDI (% GDP) 3.5 9.0 2.7 4.9 0.9 1.0 2.5 2.0 1.6 1.8
Financing capacity (% GDP)  -2.0 8.2 1.0 1.2 -0.5 0.0 -0.5 -0.5 -0.1 0.0
International reserves (ex gold) (USDbn) 28.3 29.3 31.2 34.5 36.7 41.2 41.9 39.7 42.0 44.0
Import cover (months) 5.0 5.0 4.5 4.0 3.6 5.3 4.5 3.6 3.9 4.1
Gross external debt (USDbn) 33.3 39.5 43.6 51.9 60.7 62.1 70.7 72.8 74.9 74.9
Gross external debt (% GDP) 34.4 36.8 35.7 37.6 42.2 43.7 46.9 48.6 47.4 44.8
Short term external debt (USDbn) 10.4 11.6 11.6 15.9 19.7 16.9 18.6 21.7 22.5 21.7
Short term external debt (% of int'l reserves) 36.8 39.5 37.1 46.0 53.7 41.0 44.4 54.6 53.5 49.4
    
Public sector    
General government  budget balance (% GDP) -2.8 -3.2 -2.4 -0.7 -2.2 -5.8 -4.8 -3.1 -2.9 -2.6
Primary balance (% GDP) -1.8 -2.2 -1.3 0.4 -1.2 -4.5 -3.4 -1.7 -1.5 -1.2
Gross public sector debt (USDbn) 37.9 35.9 45.5 56.2 57.2 69.9 76.9 79.9 90.0 104.2
Gross public sector debt (% GDP) 28.9 28.4 28.3 27.9 28.7 34.4 38.1 41.2 44.0 45.0

Source: Thomson Reuters Datastream, national statistical office, national central bank, HSBC forecasts 
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IMF/EU talks start in July 
The key macroeconomic and political events in 

Hungary in the past three months include a mix of 

concessions from both the European Commission 

and Hungary in an environment of slowing 

economic growth and worsening risk sentiment. 

Amendments to the central bank law passed by 

parliament in early July paved the way for the 

start of official negotiations on the financial 

assistance programme. 

Only three months ago we saw a possibility that 

Hungary might avoid the unwanted constraint of an 

IMF programme; now, though, its poor 

macroeconomic performance and the worsening 

eurozone crisis suggest that this may prove 

inevitable in the end. 

The good news on Hungary that we were looking for 

has come through. However, positive market impact 

was prevented by the simultaneous materialisation, 

in May, of the risk scenario involving a deterioration 

in the eurozone crisis. The positives included the 

European Commission accepting the 2012 

convergence programme and forecasting a budget 

deficit at less than 3% of GDP this year and next. 

That implies a turnaround in the country’s rising 

debt trajectory. 

Our base scenario going forward envisages an IMF 

programme agreement in autumn that will pave the 

way for monetary policy easing to support the ailing 

economy. The CB indicated in June that potential 

monetary easing will come only once the risk 

perception is substantially and persistently reduced; 

we think this will only happen if an IMF agreement 

is finalised.   

However, we remain cautious. One risk scenario is 

still that the negotiations could drag on. A mix of 

improvements in the eurozone situation, global risk 

appetite and Hungary’s economic performance could 

prompt the government to take a hard negotiating 

stance. Indeed, new exports capacity should lift 

industrial production growth and boost the already 

positive current account balance.  We are less 

hopeful for much improvement in the eurozone. 

A further point is that an IMF programme was 

supposed to draw a line under unorthodox policies in 

the first-year-and-a-half of the Fidesz administration. 

The year’s delay in reaching an agreement raises 

questions about the government’s commitment to 

policy change, and the benefit of the business 

confidence boost from an IMF deal has now 

diminished. The business sector continues to operate 

in an environment of heightened unpredictability 

with regard to tax legislation and the exchange rate. 

We are cutting our growth forecasts, following much 

weaker-than-expected GDP data in Q1 2012.. Weak 

economic growth continues to be a risk to the debt 

stabilisation strategy.  
 

Hungary

 

% Year 

 Q1 12 Q2 12f Q3 12f Q4 12f Q1 13f Q2 13f 

GDP -0.7 -0.5 -0.1 -0.7 1.1 1.3 
CPI, pa 5.6 5.5 5.7 5.0 3.3 3.0 
Policy rate (%) 7.00 7.00 6.75 6.50 6.00 5.50 
EURHUF, eop 294.33 286.49 290.00 280.00 275.00 275.00 

Source: Thomson Reuters Datastream, national statistical office, national central bank, HSBC forecasts 

Agata Urbanska 
Economist 
HSBC Bank plc 

+44 20 7992 2774 
agata.urbanska@hsbcib.com
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Hungary: Macro framework 
 

 

 

  

2004 2005 2006 2007 2008 2009 2010 2011 2012f 2013f

Production, demand and employment      
GDP growth (% y-o-y) 4.8 4.0 3.9 0.1 0.9 -6.8 1.3 1.6 -0.5 1.4
Nominal GDP (USDbn) 102.1 110.2 112.5 136.1 154.1 126.8 128.5 139.6 134.3 155.6
GDP per capita (USD) 10,089 10,917 11,167 13,525 15,337 12,645 12,830 13,978 13,482 15,622
Private consumption (% y-o-y) 2.0 2.9 1.7 -1.0 -0.2 -5.7 -2.7 0.2 -0.7 0.5
Government consumption (% y-o-y) -0.3 -0.5 5.0 -4.2 -0.2 2.6 1.1 -2.4 -0.5 1.0
Investment (% y-o-y) 7.2 4.7 -2.8 3.8 2.9 -11.0 -9.7 -5.5 -7.0 0.0
Exports (GDP basis, % y-o-y) 15.0 11.3 19.1 15.0 5.7 -10.2 14.3 8.4 4.0 5.0
Imports (GDP basis, % y-o-y) 14.3 6.9 15.1 12.8 5.5 -14.8 12.8 6.3 1.9 4.5
Domestic demand (% y-o-y) 4.7 1.3 1.6 -1.4 0.7 -10.5 -0.5 -0.6 -2.6 0.7
Net exports (contribution to GDP growth) -0.1 2.5 2.3 1.6 0.2 3.6 1.8 2.2 2.1 0.8
Industrial production (% y-o-y) 7.7 6.8 9.9 7.9 -0.2 -17.6 10.5 5.7 1.6 7.0
Unemployment rate end-year (%) 6.3 7.3 7.5 7.7 8.0 10.5 10.8 10.7 11.1 10.9
Population (m) 10.1 10.1 10.1 10.1 10.0 10.0 10.0 10.0 10.0 10.0
    
Prices and wages    
CPI, average (% y-o-y) 6.8 3.6 3.9 8.0 6.1 4.2 4.9 3.9 5.4 3.4
PPI, average (% y-o-y) 4.0 3.1 6.6 0.3 5.1 4.9 4.5 4.2 6.0 5.0
Wages, nominal (% y-o-y) 6.2 8.7 8.2 8.0 7.6 0.5 1.3 5.2 3.9 4.0

   
Money, interest rates, FX    
Broad money supply M3 (% y-o-y) 11.7 13.9 16.1 9.7 9.9 8.7 2.8 2.5 3.0 5.0
Real private sector credit growth (% y-o-y) 0.4 9.0 22.4 11.6 12.3 -11.5 0.6 -4.3 -7.0 -2.0
Policy rate, end-year (%) 9.50 6.00 8.00 7.50 10.00 6.25 5.75 7.00 6.50 5.50
USD/HUF, end-year 180.23 213.60 191.09 171.35 188.58 187.94 208.15 243.02 207.41 192.26
USD/HUF, average 202.61 199.70 210.47 183.70 172.33 202.02 208.12 201.13 218.43 198.84
EUR/HUF, end-year 246.04 252.76 251.67 252.19 265.17 270.70 278.66 315.00 280.00 270.00
EUR/HUF, average 251.70 248.09 264.23 251.35 251.74 280.37 275.40 279.42 288.26 274.00
    
External sector    
Merchandise exports (USDbn) 55.4 61.7 73.4 93.1 106.4 80.1 91.5 107.1 112.3 120.7
Merchandise imports (USDbn) 59.3 64.8 76.5 94.0 108.2 76.8 87.2 101.5 105.0 110.2
Trade balance (USDbn) -3.9 -3.1 -3.1 -1.0 -1.8 3.3 4.3 5.6 7.3 10.0
Trade balance (% GDP) -3.8 -2.8 -2.7 -0.7 -1.2 2.6 3.3 4.0 5.4 6.4
Current account balance (USDbn) -8.8 -8.2 -8.3 -9.9 -11.3 -0.1 1.6 2.0 3.6 5.8
Current account balance (% GDP) -8.6 -7.5 -7.4 -7.3 -7.3 -0.1 1.2 1.4 2.7 3.7
Net FDI (USDbn) 3.2 5.4 2.8 0.4 3.7 0.2 1.0 -0.2 1.0 2.0
Net FDI (% GDP) 3.1 4.9 2.5 0.3 2.4 0.2 0.8 -0.1 0.7 1.3
Financing capacity (% GDP)  -5.5 -1.8 -4.0 -6.3 -3.8 1.1 3.8 3.5 5.4 7.0
International reserves (ex gold) (USDbn) 15.9 18.6 21.5 24.0 33.8 44.1 44.8 48.7 46.0 51.0
Import cover (months) 3.2 3.4 3.4 3.1 3.7 6.9 6.2 5.8 5.3 5.6
Gross external debt (USDbn) 81.3 84.7 114.3 152.0 171.6 196.7 185.4 170.9 172.8 182.0
Gross external debt (% GDP) 71.1 82.3 92.0 105.2 123.6 144.6 143.8 147.6 122.2 113.4
Short term external debt (USDbn) 17.1 18.6 22.5 32.9 27.3 28.1 32.9 31.6 29.4 30.9
Short term external debt (% of int'l reserves) 107.3 100.1 104.8 137.4 80.9 63.7 73.3 65.0 63.9 60.7
    
Public sector    
General government  budget balance (% GDP) -6.5 -7.9 -9.5 -5.1 -3.7 -4.5 -4.3 4.2 -3.0 -3.0
Primary balance (% GDP) -2.0 -3.8 -5.5 -1.0 0.5 0.1 -0.1 8.3 1.5 1.2
Gross public sector debt (USDbn) 68.0 63.5 81.8 97.0 101.3 108.6 104.9 93.3 107.5 120.3
Gross public sector debt (% GDP) 59.5 61.7 65.9 67.1 73.0 79.8 81.4 80.6 76.0 75.0

Source: Thomson Reuters Datastream, national statistical office, national central bank, HSBC forecasts 
 



 
 

28 

Macroeconomics 
CEEMEA 
Q3 2012 

abc

 
Deceleration on the back of 
global slowdown 
Recent economic indicators painted a mixed picture 

of the Israeli economy in H1 2012. The initial 

estimate for GDP growth in Q1 2012 was 2.9% 

(SAAR), only slightly below the level in the 

previous quarter (3.1%). Excluding the sales of start-

up companies (which are measured as a service 

export), GDP growth was 1.5%. However, most 

economic indicators support the notion of slowing 

growth, as shown by the recent contraction in 

industrial production, industrial exports and tax 

revenues. Israeli exports (43% of GDP, with one-

third of exports to Europe) declined sharply in early 

2012, bearing the brunt of slowing global demand. 

That said, Israel’s exports are well diversified across 

the technological, defence equipment, 

pharmaceuticals and chemicals sectors, and recent 

business surveys have shown some improvement in 

orders. Even so, slowing export growth (we forecast 

2% in 2012) will affect domestic demand as well, 

and we expect GDP growth to decelerate to 2.8% in 

2012, down from 4.7% in 2011. As the economy 

slows, we think unemployment is likely to rise 

slightly, to 7.3% in 2012 (from 7.0% in 2011). In 

addition, with growth slowing more for exports than 

imports, we expect the current account to shift from 

a small surplus in 2011 to a deficit of 1.9% in 2012, 

although net FDI will remain positive (following 

3.3% of GDP in 2011). We expect the fiscal deficit 

to widen to 4.0% of GDP in 2012 as tax revenues 

disappoint and spending remains elevated, pushing 

public debt levels slightly above the 2011 level, to 

75% of GDP. We expect tax increases and budget 

cuts in order to restore credibility in 2013. 

BOI Governor Fischer’s proactive style, coupled 

with a fairly dovish MPC, has pushed rates down 

100bp since September 2011 to 2.25%. Despite the 

rate stability of the past four months, increasing 

global downside risk has revived a loosening bias 

and we expect one more rate cut by end-Q3 2012, 

facilitated by subdued inflationary pressure. 

The geopolitical environment remains uncertain, and 

the threat of an escalation in the situation with Iran 

persists. Nevertheless, some time in early 2013, with 

gas production likely to commence in H2 2013, 

markets will probably price in the expected impact 

of Israel’s huge natural gas reserves on the current 

account, energy prices and fiscal revenues. 

 

 

Israel 

Dr Murat Ulgen 
Economist 
HSBC Bank plc 
+44 20 7911 6782 
muratulgen@hsbc.com 

 

% Year 

 Q1 12 Q2 12 f Q3 12 f Q4 12 f Q1 13 f Q2 13 f 

GDP 3.3 2.9 2.5 2.5 2.9 3.3 
CPI (eop) 1.9 1.2 1.6 2.1 2.2 2.4 
Policy rate (eop, %) 2.50 2.50 2.00 2.00 2.00 2.00 
USDILS (eop) 3.71 3.91 3.90 3.80 3.75 3.70 

Source: BOI, CBS and HSBC forecasts 
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Israel: Macro framework 
 

 

 

 2004 2005 2006 2007 2008 2009 2010 2011 2012f 2013f

Production, demand and employment     
GDP growth (% y-o-y) 5.2 5.1 5.6 5.5 4.0 0.8 4.8 4.7 2.8 3.0
Nominal GDP (USDbn) 122.5 133.9 145.3 167.0 202.5 195.7 217.8 242.9 239.9 258.4
GDP per capita (USD) 17,172 17,229 20,638 23,247 27,764 25,906 28,330 31,055 30,153 31,927
Private consumption (% y-o-y) 5.0 3.5 4.2 6.3 2.8 1.4 5.3 3.6 1.6 1.8
Government consumption (% y-o-y) -2.4 1.6 3.0 3.3 1.9 2.4 2.5 3.7 3.8 3.0
Investment (% y-o-y) 4.0 4.0 13.1 14.6 4.2 -4.1 13.6 16.2 2.1 3.1
Export volume growth (GDP basis, % y-o-y) 18.2 4.3 6.0 9.3 5.2 -12.6 13.4 4.9 2.0 4.4
Import volume growth (GDP basis, % y-o-y) 12.0 3.5 3.3 11.9 2.4 -14.0 12.6 10.6 4.5 3.0
Domestic demand (ppt) 3.1 4.5 4.5 6.4 2.5 0.4 4.3 6.8 2.2 2.3
Net foreign demand (ppt)  -0.3 0.3 -1.5 -1.3 2.4 1.9 -0.9 -1.6 -1.0
Industrial production (% y-o-y) 6.9 3.6 8.5 4.3 6.9 -6.2 8.6 2.2 3.4 4.5
Unemployment rate, average (%) 10.4 10.6 10.0 9.0 7.7 9.4 8.3 7.0 7.3 7.1
Population (m) 6.9 7.0 7.1 7.2 7.4 7.6 7.7 7.8 8.0 8.1
    
Prices and wages    
CPI, average (% y-o-y) -0.4 1.3 2.1 0.5 4.6 3.3 2.7 3.5 1.7 2.1
PPI, average (% y-o-y) 7.6 4.3 2.7 6.7 3.0 0.0 1.6 4.3 2.4 2.6
Wages, nominal (% y-o-y) 2.1 2.3 3.7 2.6 3.8 0.4 3.6 4.1 2.6 3.6
    
Money, interest rates, FX    
Money supply M3 (% y-o-y) 4.6 7.9 7.4 12.9 8.0 14.1 2.3 7.1 6.5 6.0
Real private sector credit growth (% y-o-y) 1.6 -0.3 1.5 3.8 3.4 1.0 1.4 4.5 3.2 3.8
Policy rate, end-year (%) 3.70 4.50 5.00 4.00 2.50 1.00 2.00 2.75 2.00 2.25
USD/ILS, end-year 4.31 4.60 4.20 3.90 3.87 3.79 3.60 3.77 3.80 3.65
USD/ILS,  average 4.48 4.49 4.46 4.11 3.57 3.92 3.73 3.58 3.79 3.70
EUR/ILS, end-year 6.09 5.43 5.54 5.68 5.21 5.54 4.77 4.97 5.13 5.11
EUR/ILS,  average 5.58 5.58 5.55 5.63 5.24 5.50 4.95 4.98 4.88 4.77
    
External sector    
Merchandise exports (USDbn) 36.7 39.8 43.3 50.3 57.2 46.8 56.6 63.6 64.9 67.7
Merchandise imports (USDbn) 39.5 43.9 47.2 56.0 64.4 46.1 58.1 72.4 75.7 77.9
Trade balance (USDbn) -2.8 -4.1 -3.9 -5.7 -7.2 0.7 -1.5 -8.8 -10.8 -10.2
Trade balance (% GDP) -2.3 -3.1 -2.7 -3.4 -3.6 0.4 -0.7 -3.6 -4.5 -3.9
Current account balance (USDbn) 0.0 4.3 7.4 4.9 2.9 7.2 8.5 1.1 -4.5 -2.0
Current account balance (% GDP) 0.0 3.2 5.1 2.9 1.4 3.7 3.9 0.5 -1.9 -0.8
Net FDI (USDbn) -0.2 1.7 1.1 0.2 4.4 2.7 -3.1 8.0 4.8 6.5
Net FDI (% GDP) -0.2 1.3 0.8 0.1 2.2 1.4 -1.4 3.3 2.0 2.5
Current account balance plus FDI (% GDP)  -0.2 5.6 8.2 5.0 5.1 8.5 7.0 4.4 -2.5 0.5
International reserves (ex gold) (USDbn) 26.6 27.5 29.0 28.4 42.3 60.6 71.0 77.0 76.0 75.0
Import cover (months) 8.1 7.5 7.4 6.1 7.9 15.8 14.7 12.8 12.1 11.5
Gross external debt (USDbn) 78.4 78.2 87.4 90.1 88.4 93.5 106.5 102.3 104.0 106.0
Gross external debt (% GDP) 64.0 58.4 60.1 54.0 43.7 47.8 48.9 42.1 43.4 41.0
Short term external debt (USDbn) 26.0 27.9 32.1 35.8 33.6 36.2 50.4 45.9 44.0 43.0
Short term external debt (% of int'l reserves) 97.6 101.6 110.7 126.0 78.0 59.7 71.0 59.6 57.9 57.3
    
Public sector    
Central government  budget balance (% GDP) -3.9 -1.9 -0.9 0.0 -2.1 -5.2 -3.7 -3.3 -4.0 -3.6
Primary balance (% GDP) 0.4 1.4 2.6 3.3 0.7 -2.2 -0.6 -0.3 -1.0 -0.3
Gross public sector debt (USDbn) 119.4 125.6 122.8 130.8 156.3 155.8 166.8 180.2 179.9 196.4
Gross public sector debt (% GDP) 97.4 93.8 84.5 78.3 77.2 79.6 76.6 74.2 75.0 76.0

Source: BOI, CBS and HSBC forecasts 
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We think, in fact, that Kazakhstan won’t even face a 

soft landing – barring of course an outright collapse 

in oil prices similar to that seen in 2008. In our view, 

a Brent oil price in the USD90-100/bbl range would 

be consistent with Kazakh growth moderating to 4-

5% this year, judging by the past correlation between 

oil prices and GDP growth. In this respect, the 

growth dynamics in Kazakhstan look to us both 

sustainable and robust. 

Potential contagion from the eurozone through either 

trade or financial channels is unlikely since 

Kazakhstan is not significantly exposed to the 

region. However, if European debt problems 

triggered a destruction in global demand for crude 

oil and oil prices collapsed, this would have more 

significant negative implications for Kazakhstan. 

Kazakhstan appears well prepared to face the 

challenges of a potential deepening in the eurozone 

debt problems. Since 2007, most Kazakh 

macroprudential indicators have improved, so even 

in a highly adverse scenario the country should be 

able to perform well economically. 

Importantly, Kazakhstan retains ample fiscal 

headroom (ie the ability to stimulate its economy 

through budget spending). Prime Minister Karim 

Masimov has already mentioned the possibility of 

raising government spending in the event of a new 

global crisis. In addition, USD4bn from the National 

Fund has already been committed to refinancing 

KMG Eurobonds in 2013 and 2015 if it becomes 

impossible/too expensive to refinance them on 

global financial markets. 

We don’t expect the KZT/USD to weaken further 

than 149-150 in the coming quarters if oil prices 

stabilise, given Kazakhstan’s strong balance-of-

payment, reserve and fiscal position. 

 

Kazakhstan 

 

% Year 

 Q1 12 Q2 12 f Q3 12 f Q4 12 f Q1 13 f Q2 13 f 

GDP 6.5 6.0 6.0 5.5 5.0 5.0 
CPI (eop) 5.1 4.8 5.2 5.7 6.0 6.0 
Policy rate (eop, %) 7.00 6.00 6.00 6.00 6.00 6.00 
USDKZT (eop) 147.95 149.50 149.00 149.00 148.00 149.00 

Source: Kazstat, NBK, Reuters and HSBC forecasts 

Alexander Morozov 
Economist 
HSBC Bank (RR), Moscow 
+7 495 783 8855 
alexander.morozov@hsbc.com 



 
 

 31 

Macroeconomics 
CEEMEA 
Q3 2012 

abc

Kazakhstan: Macro framework 

 

 

 

 

 2004 2005 2006 2007 2008 2009 2010 2011 2012f 2013f

Production, demand and employment     
GDP growth (% y-o-y) 9.6 9.7 10.7 8.9 3.3 1.2 7.3 7.5 6.0 5.0
Nominal GDP (USDbn) 40.7 56.7 80.5 106.5 106.3 108.4 145.9 184.2 199.0 220.2
GDP per capita (USD) 2,714 3,740 5,258 6,914 6,787 6,744 8,953 11,165 11,767 12,761
Private consumption (% y-o-y) 9.5 11.1 10.8 10.9 6.3 0.6 11.8 11.0 7.0 7.0
Government consumption (% y-o-y) 18.4 10.8 6.2 14.0 2.6 1.0 2.7 11.3 5.0 5.0
Investment (% y-o-y) 22.5 28.1 29.7 17.3 1.0 -0.8 3.8 3.6 12.0 12.0
Export volume growth (GDP basis, % y-o-y) 10.9 1.1 6.5 9.0 0.8 -11.6 1.9 3.5 5.0 5.0
Import volume growth (GDP basis, % y-o-y) 18.8 12.5 12.2 25.8 -11.5 -16.0 0.9 6.9 8.5 7.5
Domestic demand (ppt) 9.5 12.4 12.5 10.8 2.0 2.1 6.6 6.6 6.1 5.6
Net foreign demand (ppt)  -6.6 4.7 0.5 0.6 -0.2 0.0 0.3
Industrial production (% y-o-y) 10.4 4.8 7.2 5.0 2.1 2.7 10.1 3.7 3.5 3.0
Unemployment rate end-year (%) 8.6 8.2 7.8 7.3 6.6 6.6 5.5 5.4 5.0 4.8
Population (m) 15.0 15.1 15.3 15.4 15.7 16.1 16.3 16.5 16.9 17.3
    
Prices and wages    
CPI, average (% y-o-y) 6.9 7.6 8.7 10.8 17.1 7.3 7.3 8.4 5.4 6.0
PPI, average (% y-o-y) 16.7 23.7 18.5 12.4 36.8 -22.1 25.2 27.2 7.1 7.0
Wages, nominal (% y-o-y) 22.5 20.2 19.8 30.6 14.1 11.4 14.6 16.1 12.7 13.4
    
Money, interest rates, FX    
Money supply M3 (% y-o-y) 69.8 25.2 78.1 25.9 35.3 19.5 13.3 15.0 18.0 23.0
Real private sector credit growth (% y-o-y) 30.6 48.2 48.9 34.3 -13.0 -2.1 -17.0 -0.7 9.3 11.0
Policy rate, end-year (%) 7.00 7.00 9.00 11.00 10.50 7.00 7.00 7.50 6.00 6.00
USD/KZT, end-year 130.00 133.98 125.65 120.68 150.95 148.47 147.41 148.20 149.00 149.00
USD/KZT,  average 136.00 132.88 125.65 120.51 122.86 133.40 147.47 146.61 147.60 148.80
EUR/KZT, end-year 177.10 0.00 165.86 176.60 170.20 209.40 196.06 190.84 201.15 208.60
EUR/KZT,  average 168.98 163.44 158.32 165.20 175.12 197.89 195.00 204.20 192.60 205.05
    
External sector    
Merchandise exports (USDbn) 20.5 28.2 38.8 41.5 72.0 43.9 61.6 88.5 94.7 96.8
Merchandise imports (USDbn) 13.8 17.9 24.1 26.6 38.5 28.8 32.9 41.2 45.0 48.9
Trade balance (USDbn) 6.8 10.3 14.6 14.9 33.5 15.2 23.9 46.9 49.8 47.9
Trade balance (% GDP) 15.7 18.4 18.2 14.0 31.5 14.0 16.4 25.5 25.0 21.8
Current account balance (USDbn) 0.5 -0.5 -2.0 -8.3 6.3 -4.4 4.3 14.1 16.2 14.0
Current account balance (% GDP) 1.1 -0.9 -2.5 -7.8 5.9 -4.0 3.0 7.7 8.2 6.3
Net FDI (USDbn) 5.4 2.1 6.6 8.0 13.1 10.7 3.6 8.4 10.0 12.0
Net FDI (% GDP) 13.3 3.7 8.2 7.5 12.3 9.8 2.5 4.5 5.0 5.4
Current account balance plus FDI (% GDP)  14.4 2.8 5.7 -0.3 18.3 5.8 5.4 12.2 13.2 11.8
International reserves (ex gold) (USDbn) 13.6 14.2 31.8 32.8 45.4 44.5 55.7 68.3 86.9 103.3
Import cover (months) 8.1 4.7 9.5 6.2 6.2 9.4 10.1 8.4 9.8 10.3
Gross external debt (USDbn) 32.7 43.4 74.0 96.9 107.9 112.9 118.2 123.8 128.2 133.2
Gross external debt (% GDP) 80.3 76.7 92.0 91.0 101.5 104.1 81.0 67.2 64.4 60.5
Short term external debt (USDbn) 3.9 8.2 12.7 12.0 10.0 10.3 9.1 9.1 11.9 12.4
Short term external debt (% of int'l reserves) 29.0 57.6 39.8 36.5 22.0 23.1 16.3 13.3 13.7 12.0
    
Public sector    
Central government  budget balance (% GDP) -1.5 0.6 0.5 -1.7 -2.0 -3.1 -2.6 -2.1 -1.5 -1.7
Primary balance (% GDP) -0.9 1.0 1.1 -1.3 -1.7 -2.6 -2.1 -1.7 -1.0 -1.2
Gross public sector debt (USDbn) 4.1 4.9 8.7 7.7 9.1 14.1 21.3 27.3 29.4 33.5
Gross public sector debt (% GDP) 10.1 8.7 10.8 7.2 8.6 13.0 14.6 14.8 14.8 15.2

Source: Kazstat, NBK, Reuters and HSBC forecasts 
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A reformist president takes 
unpopular steps 
The incumbent president, Goodluck Jonathan, has 

been trying to address key structural problems in the 

areas of governance, corruption, power shortages 

and deregulation of the petroleum sector. Some of 

the reforms are progressing rather slowly, among 

them the Petroleum Industry Bill (PIB). Any steps 

towards reforming how oil revenues are saved and 

spent causes major protests by different groups, 

given the deeply entrenched interests. The Nigerian 

economy is overly dependent on oil income, which 

makes up some 95% of export receipts and 80% of 

fiscal revenues. 

President Jonathan is also pursuing other reforms, 

attempting, for example, to scrap an inefficient 

fuel subsidy mechanism that places a huge burden 

on public finances. This bold step has spawned 

substantial resistance in different parts of the 

country, causing the president to take a partial 

step back. Further subsidy removal would not 

only tackle the corruption surrounding the subsidy 

scheme, but would also make the sector more 

appealing to private investors. 

In the near term, one of the key challenges for 

Nigeria is to bring inflation back to single-digit 

levels, from 12.9% y-o-y in June. The country’s 

high inflation is caused by fast growth in money 

supply related to robust economic activity and 

fiscal spending by local governments, as well as 

cost pressures such as rising food and energy 

prices and prior currency depreciation. In 

response, the Central Bank of Nigeria (CBN) has 

increased its Monetary Policy Rate (MPR) by a 

substantial 600bp, to 12.00%, since its trough in 

2009. The bank has left its policy rate unchanged 

so far this year. In the medium to long term, 

disinflation requires an overhaul of public 

finances, further liberalisation of the economy to 

encourage competition, and improvement in the 

country’s energy supplies. 

Nigeria’s economic activity has also been 

slowing, with GDP growth sliding from buoyant 

levels of 7.8% in 2010 and 7.4% in 2011 to a 

possibly sub-7.0% rate this year. This decline is 

driven by earlier monetary tightening as well as 

pressures from the global economy and external 

markets. Nigeria’s very large population of c165 

million is still growing at an impressive rate of 

over 2.0%.The current demographic trend has 

pushed unemployment up to very high levels, of 

around 24% as of last year. This necessitates a 

higher rate of sustainable growth, as well as major 

structural reforms and infrastructure investment. 

 

Nigeria 

 

% Year 

 Q1 12 Q2 12 f Q3 12 f Q4 12 f Q1 13 f Q2 13 f 

GDP 6.2 6.4 6.7 6.8 6.7 6.5 
CPI (eop) 12.1 12.5 12.0 11.4 10.7 10.5 
Policy rate (eop, %) 12.00 12.00 12.00 11.50 11.00 10.50 
USDNGN (eop) 157.70 162.75 162.50 162.00 160.50 161.0 

Source: Central Bank of Nigeria, National Bureau of Statistics and HSBC forecasts 

Dr Murat Ulgen 
Economist 
HSBC Bank plc 
+44 20 7911 6782 
muratulgen@hsbc.com 
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Nigeria: Macro framework 

 

 

 2004 2005 2006 2007 2008 2009 2010 2011 2012f 2013f

Production, demand and employment     
GDP growth at factor cost (% y-o-y) 10.5 6.3 6.1 6.3 5.9 6.9 7.8 7.4 6.5 6.6
Nominal GDP (USDbn) 87.8 112.2 145.4 165.9 207.1 168.6 196.8 238.9 263.5 271.0
GDP per capita (USD) 662 824 1,039 1,153 1,401 1,110 1,261 1,490 1,597 1,615
Private consumption (% y-o-y) -7.6 13.4 -18.7 6.6 -34.3 6.4 -26.7 11.5 9.8 10.3
Government consumption (% y-o-y) 565.5 10.5 35.8 90.8 4.4 -8.1 17.8 11.9 8.7 7.8
Investment (% y-o-y) 457.1 -45.0 59.4 24.5 -6.8 9.1 -3.6 6.7 6.1 6.7
Export volume growth (GDP basis, % y-o-y) -1.0 12.4 60.2 -11.7 43.4 -30.0 11.4 11.5 10.3 12.0
Import volume growth (GDP basis, % y-o-y) -33.2 33.6 10.8 54.4 -18.8 -15.8 -15.3 26.9 18.2 19.3
Domestic demand (ppt) 23.4 5.0 -4.7 24.1 -19.8 0.6 -5.9 11.2 9.0 8.9
Net foreign demand (ppt) 13.6 -4.0 12.7 -19.6 22.1 -8.8 8.6 -8.5 -4.5 -4.3
Industrial production (% y-o-y) - - 0.4 -1.1 -1.3 -1.3 4.1 3.5 2.9 2.7
Unemployment rate, end-year (%) 13.4 11.9 12.3 12.7 14.9 19.7 21.1 23.9 24.1 24.3
Population (m) 132.6 136.3 140.0 143.9 147.8 151.9 156.1 160.3 164.8 169.3
    
Prices and wages    
CPI, average (% y-o-y) 15.0 17.9 8.2 5.4 11.5 12.6 13.8 10.9 11.9 10.2
    
Money, interest rates, FX    
Money supply M2 (% y-o-y) 14.0 24.4 30.5 58.1 57.8 17.5 6.7 15.7 12.0 13.5
Real private sector credit growth (% y-o-y) 26.6 30.8 27.8 97.1 59.4 26.6 -4.9 15.4 35.0 37.5
Policy rate, end-year (%) - - 10.00 9.50 9.75 6.00 6.25 12.00 11.50 10.50
USD/NGN, end-year 131.88 129.50 128.50 117.90 139.70 149.95 152.00 162.30 162.00 161.00
USD/NGN,  average 133.90 132.14 128.47 125.77 118.90 149.73 151.04 155.87 162.20 161.50
EUR/NGN, end-year 180.02 153.20 169.24 173.51 196.44 216.03 203.32 207.90 218.70 226.10
EUR/NGN,  average 166.59 164.50 161.41 172.15 174.94 208.90 200.40 217.07 213.30 222.40
    
External sector    
Merchandise exports (USDbn) - 55.1 57.4 66.6 86.3 56.7 74.3 93.3 109.5 111.9
Merchandise imports (USDbn) - 26.0 22.2 28.5 40.1 31.1 49.0 62.2 75.3 78.7
Trade balance (USDbn) - 29.2 35.3 38.1 46.2 25.6 25.3 31.1 34.2 33.2
Trade balance (% GDP) - 26.0 24.2 22.9 22.3 15.2 12.8 13.0 13.0 12.3
Current account balance (USDbn) - 37.2 36.8 27.9 28.3 13.3 7.4 8.8 9.5 9.0
Current account balance (% GDP) - 33.1 25.3 16.8 13.7 7.9 3.8 3.7 3.6 3.3
Net FDI (USDbn) - 5.0 4.6 5.2 7.2 7.1 5.2 8.1 6.5 7.5
Net FDI (% GDP) - 4.4 3.1 3.1 3.5 4.2 2.6 3.4 2.5 2.8
Current account balance plus FDI (% GDP)  - 37.6 28.4 19.9 17.1 12.1 6.4 7.1 6.1 6.1
International reserves (ex gold) (USDbn) - 28.4 42.3 51.3 53.0 44.8 34.9 35.2 32.5 34.8
Import cover (months) - 13.1 22.9 21.6 15.9 17.3 8.5 5.8 6.8 5.3
Gross external debt (USDbn) 37.8 22.1 7.7 8.5 11.3 7.7 7.9 10.3 11.1 12.6
Gross external debt (% GDP) 43.0 19.7 5.3 5.1 5.5 4.6 4.0 4.3 4.2 4.6
Short term external debt (USDbn) 5.2 1.8 3.9 4.9 7.5 3.5 3.2 3.1 3.0 3.2
Short term external debt (% of int'l reserves) - 6.5 9.2 9.6 14.1 8.8 10.7 8.9 9.2 9.2
    
Public sector    
General government  budget balance (% GDP) -1.8 -1.2 4.0 -0.2 1.5 -5.3 -3.7 -3.3 -3.4 -2.8
Gross public sector debt (USDbn) 46.3 32.1 17.2 21.3 24.0 25.6 35.4 42.7 50.1 54.7
Gross public sector debt (% GDP) 52.7 28.6 11.8 12.8 11.6 15.2 18.0 17.9 18.3 18.9

Source: Central Bank of Nigeria, National Bureau of Statistics, IMF and HSBC forecasts 
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Cannot defy gravity 
Poland continues to outperform on a relative 

basis, but growth is slowing in absolute terms. 

Within the European Union, Poland’s growth rate 

in Q1 2012 was second only to that in the Baltic 

states. However, GDP grew just 0.8% q-o-q and 

3.5% y-o-y, down from 4.3% y-o-y Q4 2011. And 

Q1 data also point to a bigger slowdown in the 

coming quarters. The trend among all of the GDP 

components is for slower growth.  

Leading indicators, including the Economic 

Sentiment Index or the PMI, show that, after a 

slight recovery in Q1 2012, the slowdown in 

activity seen in 2011 regained momentum in Q2 

2012. For the first time since Q3 2009, the 

manufacturing PMI index fell below the 50 points 

threshold of growth and contraction in Q2 2012, 

as did the output index, dragged down by the 

collapse in new orders. On the positive front, the 

employment index is still holding up at above 50 

points; but the risk is that it is, in fact, due for a 

catch-up with the headline PMI.  Employment 

data in the corporate sector already show job 

growth stalling at 0.1% y-o-y in June, down from 

0.7% in Q1 2012 and 3.3% in 2011. 
 
According to the European Commission index, 

consumer confidence was at its weakest since Q1 

2009 in mid-2012. Real wage bill growth in the 

corporate sector fell to 0.2% y-o-y in the April-

June period.  In the first half of the year, real wage 

growth averaged 1% y-o-y, down from 3.9% in 

2011, mainly as a result of slowing 

employment growth.   

Weak labour market data imply that consumption 

growth should slow further from the 2.1% y-o-y 

rate recorded in Q1 2012.  

Investment growth is also on a downward trend, 

posting a lower rate in Q1 2012 than the q-o-q 

average for 2011. However, it has still been the 

most dynamic component of GDP and drove the 

upside surprise in the q-o-q headline growth 

number in Q1 2012. Even so, we think investment 

could quickly become a drag on growth in H2 

2012. Falling public investment will be the key 

factor. Given the  fiscal tightening plans, public 

investment growth should turn negative in the H2 

2012 and there is an increasing risk that private 

investment growth will not compensate for this. 

Prevailing uncertainty about the health of the 

global economy is the second key factor likely to 

weigh on investment activity. 

Export growth (GDP basis) contracted q-o-q in 

Q1 2012, and the weakening external environment 

points to more downside risk. In the first five 

months of the year exports grew 2.2% y-o-y, 

down from 13% in 2011. Exports to the eurozone, 

accounting for over 50% of the total, were down 

1.8% y-o-y in January-May 2012. This fall was 

Poland 

 

% Year 

 Q1 12 Q2 12f Q3 12f Q4 12f Q1 13f Q2 13f 

GDP 3.5 2.5 2.5 2.4 2.0 2.8 
CPI, pa 4.1 4.0 4.2 3.8 2.7 2.6 
Policy rate (%) 4.50 4.75 4.75 4.75 4.75 4.75 
EURPLN, eop 4.15 4.23 4.25 4.10 4.00 4.00 

Source:  Thomson Reuters Datastream, national statistical office, national central bank, HSBC forecsats 

Agata Urbanska 
Economist 
HSBC Bank plc 
+44 20 7992 2774 
agata.urbanska@hsbcib.com
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compensated by over 20% y-o-y growth in 

exports to Russia and Ukraine (8% of the total) in 

that period. 

Imports were up marginally 0.1% y-o-y in 

January-May 2012, against 12% growth in 2011, 

as domestic demand growth slowed to 2.7% y-o-y 

in Q1 2012 from 3.6% in 2011. 

This picture justifies our forecast for GDP growth 

to slow to 2.7% y-o-y in 2012 from 4.3% in 2011. 

In relative terms, this is still positive: that is a 

faster growth rate than the European Commission 

projected for any other country in the European 

Union in 2012 in its spring forecast round in May.  

We currently see downside risks to our GDP 

growth forecast in 2013. Our 3.1% forecast is in 

line with market consensus – the Reuters poll 

among economists in June showed 3.3% y-o-y 

GDP growth in 2013. Forecasts from the OECD, 

World Bank and the European Commission 

published in May and June put 2013 GDP growth 

at 2.9%, 3.2% and 2.6%, respectively.  The latest 

Inflation Report by the National Bank of Poland 

forecasts growth slowing to just 2.1% y-o-y on the 

back of a collapse in domestic demand growth to 

just 1.2% y-o-y; within that, it envisages a stalling 

in investment growth. At present HSBC’s forecast 

is mostly more positive on the investment front. 

Maastricht’s cap on the budget deficit at 3% of 

GDP means Poland has little room for manoeuvre 

on fiscal policy this year. However, the latest 

statements from the ministry of finance suggest 

that, in an environment of lower growth, the 

planned balancing of the government budget 

might be delayed. Accordingly we forecast the 

2013 budget balance at close to the 3% threshold 

rather than the 2.2% of GDP assumed in the 

convergence programme. We also expect 

stabilisation and a gradual recovery in global 

growth to support investor confidence. 

GDP growth of 3% would be in line with 

potential, according to the central bank’s inflation 

report, and we expect the policy rate to be left 

unchanged at 4.75% this and next year.  

Following a 25bp rate increase in May, the 

Monetary Policy Council upheld its hawkish 

policy bias in July. However, central bank 

governor Marek Belka has said that he has grown 

more concerned about the growth outlook over the 

past two months, and thinks that the risk of 

inflation staying above target in the medium term 

had diminished. That supports expectations that 

the policy bias could shift from hawkish to neutral 

in the coming months. However, we do not expect 

inflation to fall below 3.5% – ie within +/-1pp of 

the 2.5% inflation target – until November. This 

makes it unlikely that the MPC will change its 

policy bias to neutral before December, assuming 

we continue to see a gradual growth slowdown in 

the coming months. 

We maintain our view that the central bank will keep 

its policy rate unchanged at 4.75% for the remainder 

of this year and in 2013. This is in line with Mr 

Belka’s most recent comment that the MPC has 

placed the normalisation of the policy interest rate on 

pause for now, in response to the weakening growth 

outlook. Admittedly though, the risks are 

increasingly skewed towards the downside for the 

central bank policy rate. Core inflation is falling and 

is forecast at 2.2% y-o-y for 2013. Earlier in the year 

Mr Belka suggested that the autumn discussion on 

central bank monetary policy strategy for 2013 

might amend the inflation-targeting framework to 

place more weight on core inflation than the 

headline figure. Moreover, headline inflation could 

fall well below the central bank’s 2.5% target in 

2014 on the back of a 1pp VAT rate cut.  
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GDP growth slowed in Q1 2012 as expected  …and will likely bottom only in early 2013 
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  The export slowdown made a significant contribution to 
slower headline GDP growth in Q1 2012, while 
investment growth was still relatively dynamic 

 From Q2 the contribution from private consumption will 
also falter, in our view, as a weakening labour market 
and high inflation take their toll on disposable income. 

 In H2 2012 we expect investment activity to be hurt 
further by the end of public investment programmes. 

 We maintain our forecast for growth to recover in 2013 
compared with 2012, but currently see risks to this 
forecast as more on the downside than the upside. 

Source: Thomson Reuters DataStream, national statistical office, national central bank    
   

The 2013 outlook remains uncertain   Healthy banking sector and profitable corporate 
sector remain the positives  
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  The net earnings of the banking system rose 37.5% in 
2011 and the ROE index stood at 15.3%. The non-
performing loan ratio was at 8.3% at end- 2011 and 
remained stable in Q1 2012.  

 Having surprised on the upside in Q4 2011, growth in credit 
to the corporate sector (adjusted for FX), stabilised in Q1 
2012 and inched lower in April and May. Credit growth to 
households has been slowing most recently. 

 The financial results of the corporate sector remain 
good, although we see hints of a weakening trend too. 
62% of all corporates remained profitable in Q1 2012, 
unchanged from 2011. Sale revenues rose 10.3% y-o-y 
in Q1 2012. Financial results on sales were positive but 
down 7.6% y-o-y.  

Source: Thomson Reuters DataStream, national statistical office, national central bank    
   

Declining confidence indicators…  …and the spill-over channels of global weakness   
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  Exports are slowing faster than imports. If this trend is 
sustained, it will lead to a decline in the contribution net 
exports make to growth. Close to 80% of Polish exports 
go to the EU, and with EU growth falling to just 0.1% y-
o-y in Q1 2012 and HSBC’s forecast to contract in full-
year 2012even the weaker zloty is unlikely to prevent 
export weakness in the face of declining external 
demand.  

 Germany, Poland’s biggest trade partner, recorded 
stronger-than-expected growth in Q1 2012, but the 
leading indicators point to a weakening in the coming 
quarters. 

 Having picked up in Q1 2012, business and consumer 
confidence declined most recently. Further weakening 
would begin to have a more marked impact on real 
activity. 

Source: European Commission    
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Poland: Macro framework 
 

 

 

 

2004 2005 2006 2007 2008 2009 2010 2011 2012f 2013f

Production, demand and employment      
GDP growth (% y-o-y) 5.3 3.6 6.2 6.8 5.1 1.6 3.9 4.3 2.7 3.1
Nominal GDP (USDbn) 253.5 303.8 341.6 425.6 529.3 431.4 469.4 514.2 510.9 597.7
GDP per capita (USD) 6,639 7,960 8,952 11,162 13,888 11,312 12,299 13,460 13,371 15,643
Private consumption (% y-o-y) 4.7 2.1 5.0 4.9 5.7 2.1 3.2 3.1 1.6 2.3
Government consumption (% y-o-y) 3.2 5.1 6.2 3.8 7.7 1.8 4.2 -1.0 -0.3 0.6
Investment (% y-o-y) 6.4 6.5 14.9 17.6 9.6 -1.2 -0.4 8.1 4.5 4.5
Exports (GDP basis, % y-o-y) 14.0 8.0 14.6 9.1 7.1 -6.8 12.1 7.5 3.0 6.8
Imports (GDP basis, % y-o-y) 15.8 4.7 17.3 13.7 8.0 -12.4 13.9 5.8 2.2 5.7
Domestic demand (% y-o-y) 6.2 2.5 7.3 8.7 5.6 -1.1 4.6 3.6 2.3 2.8
Net exports (contribution to GDP growth) -1.0 1.1 -1.1 -2.1 -0.6 2.7 -0.7 0.6 0.3 0.4
Industrial production (% y-o-y) 13.1 4.1 12.0 9.3 2.7 -3.8 11.1 6.9 4.2 6.0
Unemployment rate end-year (%) 19.0 17.6 14.8 11.2 9.5 12.1 12.4 12.5 12.9 12.7
Population (m) 38.2 38.2 38.2 38.1 38.1 38.1 38.2 38.2 38.2 38.2
    
Prices and wages    
CPI, average (% y-o-y) 3.6 2.1 1.1 2.4 4.3 3.8 2.7 4.2 4.0 2.6
PPI, average (% y-o-y) 7.1 0.7 2.2 2.2 2.6 3.3 2.2 7.7 4.8 3.5
Wages, nominal (% y-o-y) 4.2 3.3 5.0 9.1 10.5 4.2 3.6 4.9 3.9 4.0

   
Money, interest rates, FX    
Broad money supply M3 (% y-o-y) 7.6 13.2 12.7 15.8 16.0 12.7 7.3 9.4 9.0 11.0
Real private sector credit growth (% y-o-y) 0.4 9.0 22.4 29.8 36.1 -4.0 8.9 7.7 4.7 7.3
Policy rate, end-year (%) 6.50 4.50 4.00 5.00 5.00 3.50 3.50 4.50 4.75 4.75
USD/PLN,  end-year 3.00 3.26 2.90 2.46 2.96 2.86 2.95 3.43 3.04 2.71
USD/PLN, average 3.65 3.24 3.10 2.77 2.41 3.12 3.02 2.97 3.17 2.87
EUR/PLN,  end-year 4.07 3.84 3.83 3.60 4.12 4.11 3.96 4.46 4.10 3.80
EUR/PLN, average 4.53 4.02 3.89 3.78 3.52 4.33 3.99 4.12 4.18 3.96
    
External sector    
Merchandise exports (USDbn) 81.9 96.3 117.5 145.3 178.8 142.0 165.7 193.9 190.5 206.3
Merchandise imports (USDbn) 87.9 99.4 124.8 164.4 209.5 149.6 177.5 208.0 199.9 216.6
Trade balance (USDbn) -6.0 -3.1 -7.4 -19.1 -30.7 -7.6 -11.8 -14.1 -9.4 -10.3
Trade balance (% GDP) -2.4 -1.0 -2.2 -4.5 -5.8 -1.8 -2.5 -2.7 -1.8 -1.7
Current account balance (USDbn) -13.3 -7.2 -13.2 -26.5 -34.9 -17.2 -21.9 -22.2 -20.7 -24.0
Current account balance (% GDP) -5.2 -2.4 -3.9 -6.2 -6.6 -4.0 -4.7 -4.3 -4.1 -4.0
Net FDI (USDbn) 11.7 6.9 10.7 18.0 10.4 8.5 3.6 9.1 10.2 10.0
Net FDI (% GDP) 4.6 2.3 3.1 4.2 2.0 2.0 0.8 1.8 2.0 1.7
Financing capacity (% GDP)  0.9 -1.3 -1.5 -7.1 -4.5 -0.6 -2.4 -2.7 -2.8 -2.4
International reserves (ex gold) (USDbn) 35.3 40.9 46.4 63.0 59.3 75.9 88.8 92.7 99.0 105.0
Import cover (months) 4.8 4.9 4.5 4.6 3.4 6.1 6.0 5.3 5.9 5.8
Gross external debt (USDbn) 129.9 132.9 169.8 233.3 244.8 280.2 315.3 321.9 351.5 390.0
Gross external debt (% GDP) 42.1 44.0 46.5 48.8 56.9 59.6 65.8 72.5 66.0 61.6
Short term external debt (USDbn) 24.8 27.1 34.6 60.9 65.9 70.0 76.5 72.1 73.8 81.9
Short term external debt (% of int'l reserves) 70.3 66.2 74.5 96.7 111.1 92.2 86.1 77.8 74.6 78.0
    
Public sector    
General government  budget balance (% GDP) -5.4 -4.1 -3.6 -1.9 -3.7 -7.4 -7.9 -5.1 -3.0 -2.9
Primary balance (% GDP) -2.6 -1.3 -1.0 0.4 -1.5 -4.7 -5.2 -2.4 -0.5 -0.4
Gross public sector debt (USDbn) 141.1 142.2 174.1 215.3 202.7 239.1 262.7 250.0 292.9 341.7
Gross public sector debt (% GDP) 45.7 47.1 47.7 45.0 47.1 50.9 54.8 56.3 55.0 54.0

Source: Thomson Reuters Datastream, national statistical office, national central bank, HSBC forecasts 
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Political infighting 
The opposition Social Liberal Union (USL) party 

took power in May after a successful no-confidence 

vote in the previous government. Regular 

parliamentary elections are due later this year, and 

the USL is the favourite to win according to opinion 

polls. The market perceived the Socialists taking 

power as a risk to the current IMF programme, 

which is centred on fiscal tightening. It is still 

unclear how the new government can agree the 

budget deficit targets in light of its fiscal stimulus 

drive, but, importantly, in its first months in office 

the new cabinet has made cooperation with the IMF 

a priority.  

The new government also favours a new IMF 

programme after the current one expires next year. 

This is important to gain investor confidence. 

Although public debt is low, the government may 

struggle with budget financing if market sentiment 

deteriorates. The external position of the country 

remains unbalanced, with a rising current account 

deficit and high external debt.  

However, increasing political infighting ahead of the 

parliamentary elections is casting a shadow over the 

positive aspects of the situation detailed above. 

Parliament launched impeachment proceedings 

against the president in early July, and a referendum 

on 29 July will decide whether Mr Basescu will stay 

in office. In power since 2004, he has already 

survived one impeachment attempt in 2007. This 

time, though, following years of austerity that he 

himself supported, public opinion polls show the 

majority voting against him. However, he could yet 

be saved by low turnout – a minimum of 50% is 

required for the referendum to be valid. The 

impeachment comes in an environment that has 

raised EU concerns about the rule of law in 

Romania. The government has rushed through 

changes to electoral law ahead of the upcoming 

parliamentary elections as well as to the 

impeachment referendum rules. Prime Minister 

Ponta, himself under pressure to resign over 

plagiarism charges, has also tried to curb the powers 

of the constitutional court.  

Domestic demand was the main growth driver from 

Q2 2011 to Q1 2012, though GDP growth in H2 

2011 was significantly boosted by agriculture. The 

government is targeting a marked increase in the 

utilisation of EU funds, which would drive public 

investments in 2012 and 2013; however, that may 

prove difficult this year given the changes in the 

cabinet and deleveraging by banks. We are therefore 

trimming our 2012 growth forecast to 1% y-o-y, 

although we continue to expect a recovery in 2013. 

Romania 

% Year 

 Q1 12 Q2 12f Q3 12f Q4 12f Q1 13f Q2 13f 

GDP 0.3 0.8 0.6 1.5 2.4 3.0 
CPI, pa 2.6 2.0 3.4 3.9 3.7 3.8 
Policy rate (%) 5.25 5.25 5.25 5.25 5.25 5.25 
EURRON, eop 4.39 4.46 4.40 4.40 4.35 4.30 

Source: Thomson Reuters Datastream, national statistical office, national central bank, HSBC  forecasts  

Agata Urbanska 
Economist 
HSBC Bank plc 
+44 20 7992 2774 
agata.urbanska@hsbcib.com
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Romania: Macro framework 
 

 

 

2004 2005 2006 2007 2008 2009 2010 2011 2012f 2013f

Production, demand and employment    
GDP growth (% y-o-y) 8.5 4.2 7.9 6.3 7.3 -6.6 -1.6 2.5 1.0 3.0
Nominal GDP (USDbn) 75.8 99.2 122.7 170.8 204.2 164.4 164.2 189.7 184.0 208.5
GDP per capita (USD) 3,493 4,579 5,679 7,919 9,483 7,647 7,651 8,860 8,615 9,765
Private consumption (% y-o-y) 12.8 9.4 11.6 10.3 8.9 -9.1 -0.3 0.7 -0.1 2.3
Government consumption (% y-o-y) -9.3 11.8 -11.5 2.5 6.2 9.5 -10.0 -3.4 -2.1 2.0
Investment (% y-o-y) 11.1 12.7 19.9 30.3 15.6 -28.1 -2.1 6.3 4.1 6.0
Exports (GDP basis, % y-o-y) 13.9 7.7 10.4 7.8 8.3 -6.4 14.0 9.9 -1.8 4.5
Imports (GDP basis, % y-o-y) 22.1 16.0 22.6 27.3 7.9 -20.5 11.9 10.5 -2.1 5.0
Domestic demand (% y-o-y) 12.0 8.3 13.1 14.3 7.2 -12.0 -1.5 3.0 0.7 3.3
Net exports (contribution to GDP growth) -4.5 -4.4 -6.3 -9.6 -1.0 7.0 -0.1 -0.8 0.2 -0.4
Industrial production (% y-o-y) 2.7 -3.1 9.3 10.3 2.7 -5.5 5.5 5.6 -1.0 4.0
Unemployment rate end-year (%) 6.3 5.9 5.2 4.1 4.4 7.8 7.0 5.1 5.0 5.0
Population (m) 21.7 21.7 21.6 21.6 21.5 21.5 21.5 21.4 21.4 21.4
    
Prices and wages    
CPI, average (% y-o-y) 11.9 9.0 6.6 4.8 7.9 5.6 6.1 5.8 3.0 3.9
PPI, average (% y-o-y) 19.3 8.3 9.6 7.6 15.4 2.0 6.3 9.0 7.5 8.0
Wages, nominal (% y-o-y) 22.6 16.9 19.0 21.9 24.3 8.4 2.5 4.9 4.5 5.5

   
Money, interest rates, FX    
Broad money supply M3 (% y-o-y) - - 27.9 27.9 31.7 13.2 7.0 5.1 7.0 10.0
Real private sector credit growth (% y-o-y) - - 46.6 49.1 34.8 -1.5 -3.5 -1.8 -2.0 4.0
Policy rate, end-year(%) 17.00 7.50 8.75 7.50 10.25 8.00 6.25 6.00 5.25 5.50
USD/RON,  end-year 2.90 3.12 2.56 2.45 2.90 2.95 3.16 3.33 3.26 3.07
USD/RON, average 3.26 2.91 2.81 2.44 2.52 3.05 3.18 3.05 3.33 3.14
EUR/RON, end-year 3.94 3.68 3.38 3.59 4.03 4.23 4.24 4.33 4.40 4.30
EUR/RON, average 4.05 3.62 3.52 3.34 3.68 4.24 4.21 4.24 4.39 4.33
    
External sector    
Merchandise exports (USDbn) 23.6 27.7 32.5 40.5 49.6 40.5 49.6 62.7 58.4 62.6
Merchandise imports (USDbn) 30.2 37.4 47.2 64.9 77.7 50.1 59.6 73.2 68.6 75.2
Trade balance (USDbn) -6.6 -9.7 -14.8 -24.4 -28.1 -9.6 -10.1 -10.5 -10.2 -12.6
Trade balance (% GDP) -8.7 -9.8 -12.0 -14.3 -13.8 -5.8 -6.1 -5.5 -5.6 -6.0
Current account balance (USDbn) -6.3 -8.6 -12.8 -22.9 -23.8 -6.8 -7.3 -8.3 -8.5 -10.2
Current account balance (% GDP) -8.4 -8.6 -10.4 -13.4 -11.6 -4.2 -4.5 -4.4 -4.6 -4.9
Net FDI (USDbn) 6.4 6.5 11.0 9.7 13.7 5.0 3.0 2.6 2.5 3.0
Net FDI (% GDP) 8.4 6.6 8.9 5.7 6.7 3.0 1.8 1.4 1.4 1.4
Financing capacity (% GDP)  0.9 -1.3 -1.5 -7.1 -4.5 -0.6 -2.4 -2.7 -2.8 -2.4
International reserves (ex gold) (USDbn) 14.7 19.8 28.1 37.0 36.4 40.6 43.5 43.1 42.0 45.0
Import cover (months) 5.9 6.4 7.1 6.8 5.6 9.7 8.8 7.1 7.3 7.2
Gross external debt (USDbn) 29.2 36.5 54.3 85.7 100.6 116.5 124.0 127.8 136.9 153.3
Gross external debt (% GDP) 34.2 39.4 40.4 50.6 56.7 68.6 75.1 73.6 72.9 71.6
Short term external debt (USDbn) 3.8 6.7 14.3 25.7 25.5 15.9 17.2 20.2 21.9 26.1
Short term external debt (% of int'l reserves) 25.7 33.7 51.0 69.4 70.1 39.1 39.6 46.9 52.1 57.9
    
Public sector    
General government  budget balance (% GDP) -5.4 -4.1 -3.6 -1.9 -3.7 -7.4 -7.9 -5.1 -2.8 -2.5
Primary balance (% GDP) 0.3 0.1 -1.4 -2.2 -5.0 -7.5 -5.3 -3.7 -1.3 -1.0
Gross public sector debt (USDbn) 16.0 14.6 16.7 21.7 23.8 40.1 50.4 57.8 67.6 76.8
Gross public sector debt (% GDP) 18.7 15.8 12.4 12.8 13.4 23.6 30.5 33.3 36.0 36.0

Source: Thomson Reuters Datastream, national statistical office, national central bank, HSBC  forecasts  
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Slower growth, faster rise in 
inflation – but still not bad  
Russia has little exposure to the risk of direct 

contagion from Europe via trade or financial 

links. However, sovereign debt problems in the 

eurozone translate into weak economic growth in 

Europe and this adversely affects oil prices, to 

which Russia remains highly vulnerable. 

The Russian economy entered a challenging 

period in Q2. Although economic growth 

strengthened slightly to 4.9% y-o-y in Q1 2012, it 

looks set to weaken to below 3% y-o-y in H2, 

given lower oil prices, the moderation in domestic 

demand growth, and the high base of comparison 

in H2 2011. The HSBC Russia PMI surveys for 

June already revealed a marked slowdown in the 

expansion of economic activity. 

Despite the low level of public debt, Russia 

cannot use additional fiscal stimuli to boost the 

economy because of its limited capacity to absorb 

market debt and the heavy reliance of its budget 

on high oil prices (the Urals oil price needs to 

average USD110/bbl in order to balance the 

Russian government budget this year, on our 

estimates). Moreover, gradual fiscal tightening 

would be more appropriate in the current 

circumstances in order to reduce fiscal 

dependence on oil prices, we believe. President 

Putin made a commitment to fiscal tightening in 

his June Annual Budget Address, but this will 

need to pass the test of drafting the 2013-15 

budgets. Given the competing demands for public 

funds stemming from existing expenditure 

commitments and new expenditure pledges made 

in the run-up to the elections, this could prove a 

tough challenge. 

At the same time, monetary policy can hardly be 

used to stimulate economic growth in the coming 

months, even if economic activity continues to lose 

momentum. Indeed, the accelerating pace of 

inflation since June increases uncertainty about 

future inflation, while downside pressures on the 

rouble will likely persist as a result of sustained net 

capital outflows. Not until Q2 2013 do we expect 

inflation to top out, allowing the monetary 

authorities to start gradual policy easing thereafter. 

The expected ratification of the WTO membership 

agreement by the Russian parliament will not 

automatically translate into faster economic growth 

in Russia. Reaping the benefits of WTO 

membership requires economic liberalisation and 

improvements to the business climate aimed at 

making Russian companies more competitive. 

It therefore appears that the only way to increase 

the potential growth rate of the Russian economy 

is through structural reforms – specifically, a 

Russia 

 

% Year 

 Q1 12 Q2 12 f Q3 12 f Q4 12 f Q1 13 f Q2 13 f 

GDP 4.9 3.1 2.6 2.5 2.0 2.6 
CPI (eop) 3.9 3.8 5.3 7.0 7.9 8.0 
Policy rate (eop, %) 8.00 8.00 8.00 8.00 8.00 7.75 
USDRUB (eop) 29.31 32.45 33.09 32.27 30.58 33.33 

Source:  Rosstat, MOF, CBR, Reuters and HSBC forecasts 

Alexander Morozov 
Economist 
HSBC Bank (RR), Moscow 
+7 495 783 8855 
alexander.morozov@hsbc.com
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marked improvement in the business and 

investment climate, and the reduction of red tape 

and corruption. President Putin has set an 

objective of improving Russia’s rating in the 

Doing Business Survey by more than 100 places 

to number 20 by 2018. However, we are 

concerned that this ambitious but appropriate aim 

will not be supported by the necessary policy 

changes from government. We see a high risk that 

any reforms will be cosmetic rather than 

structural, since the presidential elections led to 

no change in the key policymakers. Growing 

demand from civil society for more efficient 

policies has yet to feed through into 

improvements in public governance. 

All in all, barring a further decline in oil prices, we 

expect economic growth in Russia to continue 

losing momentum gradually over the medium term.  

Inflation bottomed out in May and we now expect 

it to rise above 6% in H2 2012. Negative base 

effects will push up food and services inflation, 

while a weaker rouble could also accelerate 

growth in the prices of imported food and non-

foodstuffs. Paradoxically, headline CPI inflation 

is likely to end up higher this year than in 2011, 

despite an apparently weaker core inflation trend. 

The government sees inflation at 4-5% even in the 

medium term. Russia will therefore probably 

continue to face high inflation over the 

coming years. 

That and subdued economic growth are the factors 

likely to keep the rouble on a depreciating trend in 

the medium term. We do not believe its recent 

gains after a decline of more than 10% against the 

USD-EUR basket in May to early June are 

sustainable. Continued purchases of foreign assets 

by Russian residents continue to drive net capital 

outflows. To offset the effect of these outflows on 

the balance of payments, the current account 

needs to remain in surplus, and currency 

depreciation serves as a stabiliser in this respect. 

As it is gradually shifting to inflation targeting, 

the Russian Central Bank will likely start to 

intervene less and less in the FX market. This 

implies that the CBR should stop resisting the 

weakening in the currency at some point.  

The positive news is that currently solid Russian 

macro-prudential indicators should serve to shield 

the country’s economy from abrupt external 

shocks. Public and private debt indicators, 

commercial banks’ leverage, and balance-of-

payment and fiscal accounts all look strong in 

Russia. Of course, the country is far from being a 

safe haven, but it appears to be much better off 

from a macroeconomic perspective than some of 

its European neighbours. Arguably, a combination 

of high inflation and subdued growth should be 

negative for Russian financial markets. However, 

on a comparative basis, things may not look 

so negative. 
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Manufacturing PMI: aligned more with the US and China  Decoupled from Europe, correlated to the global market 
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 Russian manufacturing recently showed some strength, 

displaying a greater correlation with the US and Chinese 
manufacturing indices than with those of most other 
countries – especially those in the eurozone. This result 
is striking given that the EU is Russia’s key trading 
partner. However, the country mostly trades in energy 
and other commodities for which it can easily find 
alternative markets. Moreover, it has little trading 
exposure to the weakest eurozone members, and is 
therefore not directly hit by the woes of the eurozone 
economies to any great extent. 

 However, the risks of contagion from the eurozone to 
the rest of the world and to commodity prices do pose a 
threat to the Russian economy. If oil prices continue to 
decline, reaching USD80/bbl (Urals), there is a risk that 
Russia could enter a recession, on our estimates. 

Source: Markit, HSBC Note: 50.0 = no change on the previous month, above 50.0 = 
improvement, below 50.0 = deterioration 

  

   

Misleadingly low headline inflation  Watch food and service inflation 
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 Looking back at Russia’s past inflation rates, we can see 

that:  1) inflation has remained high, while staying on a 
decelerating trend; 2) headline inflation has been highly 
volatile; and 3) food prices explain much of the volatility 
in headline inflation. 

 A recent rebound in food inflation implies a rise in 
headline inflation in the coming months. In addition, a 
sharp decline in services inflation in January-February is 
likely to be followed by a jump in July-August when the 
delayed indexation of housing & communal services 
takes place. That is why headline inflation is likely to end 
up higher than non-food inflation, which currently stands 
at around 6% y-o-y. 

Source: Rosstat   
   

Balance of power has shifted to the President’s Office  Who’s who in Russia’s new political set-up 
 
 The recent exchange of position between President Putin 

and Prime Minister Medvedev caused little change in the 
decision-making process in Russia. The powerful Putin-
led government has simply become less powerful, as key 
decision-making power has shifted to the Kremlin. In this 
respect, the presidential elections have left the political 
status quo unchanged. 

 The new Medvedev government consists largely of the 
same group of deputy PMs that served in Putin’s 
government. It also includes a group of new ministers 
drawn from a cohort of deputy ministers who took up the 
posts left open by their predecessors when they moved 
with President Putin to the Kremlin. We doubt that the new 
government will introduce new policies. 

Source: VTsIOM   
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Russia: Macro framework 

 

 

 2004 2005 2006 2007 2008 2009 2010 2011 2012f 2013f

Production, demand and employment     
GDP growth (% y-o-y) 7.2 6.4 8.2 8.5 5.2 -7.8 4.3 4.3 3.0 2.5
Nominal GDP (USDbn) 591.0 759.7 990.0 1300.3 1663.7 1225.0 1487.7 1859.8 1869.8 1974.9
GDP per capita (USD) 4,109 5,320 6,952 9,157 11,725 8,601 10,408 13,020 13,218 13,827
Private consumption (% y-o-y) 12.5 12.2 12.2 14.3 10.6 -5.1 5.1 6.8 5.5 4.5
Government consumption (% y-o-y) 2.1 1.4 2.3 2.7 3.4 -0.6 -1.4 1.5 1.0 0.5
Investment (% y-o-y) 12.6 10.6 18.0 21.0 10.6 -14.4 5.8 8.0 5.0 4.5
Export volume growth (GDP basis, % y-o-y) 11.8 6.5 7.3 6.3 0.6 -4.7 7.0 0.4 1.0 2.5
Import volume growth (GDP basis, % y-o-y) 23.3 16.6 21.3 26.2 14.8 -30.4 26.1 20.3 -0.3 7.5
Domestic demand (ppt) 9.2 8.5 10.3 12.1 8.1 -5.8 3.5 4.6 3.1 1.2
Net foreign demand (ppt) -1.4 -1.6 -2.4 -3.8 -3.1 5.2 -3.6 -4.4 0.1 -0.3
Industrial production (% y-o-y) 8.3 4.0 3.9 6.3 0.6 -9.3 8.2 4.7 2.7 1.8
Unemployment rate end-year (%) 8.2 7.6 6.9 6.1 7.8 8.2 7.2 6.1 5.9 5.7
Population (m) 143.9 142.8 142.4 142.0 141.9 143.0 142.9 143.0 142.9 142.8
    
Prices and wages    
CPI, average (% y-o-y) 10.9 12.7 9.7 9.0 14.1 11.7 6.8 8.5 5.0 7.5
PPI, average (% y-o-y) 22.2 18.2 12.4 12.2 21.7 -4.3 14.9 17.3 10.3 8.3
Wages, nominal (% y-o-y) 21.9 26.9 24.3 27.8 27.2 8.6 12.4 12.2 11.3 10.8
    
Money, interest rates, FX    
Money supply M2 (% y-o-y) 35.8 38.3 48.7 43.5 0.8 17.7 31.1 22.6 18.0 20.9
Real private sector credit growth (% y-o-y) 20.5 17.7 28.2 34.3 -8.6 8.3 4.0 5.9 4.3 9.2
Policy rate, end-year (%) 13.00 12.00 11.00 10.00 13.00 8.75 7.75 8.00 8.00 7.75
USD/RUB, end-year 27.70 28.78 26.33 24.55 29.38 30.15 30.54 32.20 32.27 33.78
USD/RUB,  average 28.81 28.45 27.19 25.57 24.81 31.68 30.36 29.35 31.85 32.77
EUR/RUB, end-year 37.70 33.96 34.72 35.93 41.44 43.24 40.91 41.67 43.56 47.30
EUR/RUB,  average 34.46 34.99 34.17 35.05 34.93 44.57 40.79 40.13 41.73 45.16
    
External sector    
Merchandise exports (USDbn) 183.2 243.8 303.9 354.4 471.6 304.0 400.1 522.0 528.5 519.1
Merchandise imports (USDbn) 97.4 125.4 164.7 223.5 291.9 191.9 248.7 323.8 331.0 352.0
Trade balance (USDbn) 85.8 118.4 139.2 130.9 179.7 112.1 151.4 198.2 197.5 167.1
Trade balance (% GDP) 14.5 15.6 14.1 10.1 10.8 9.2 10.2 10.7 10.5 8.5
Current account balance (USDbn) 59.9 84.3 94.3 77.2 102.3 49.0 71.1 98.9 91.2 54.3
Current account balance (% GDP) 10.1 11.1 9.5 5.9 6.1 4.0 4.8 5.3 4.8 2.7
Net FDI (USDbn) 2.1 2.5 9.2 9.2 17.9 -7.2 -9.2 -15.3 -13.7 -19.1
Net FDI (% GDP) 0.4 0.3 0.9 0.7 1.1 -0.6 -0.6 -0.8 -0.7 -1.0
Current account balance plus FDI (% GDP)  10.5 11.4 10.5 6.6 7.2 3.4 4.2 4.5 4.1 1.8
International reserves (ex gold) (USDbn) 120.7 175.9 295.6 465.9 412.5 416.7 443.6 454.0 474.8 496.5
Import cover (months) 14.9 16.8 21.5 25.0 17.0 26.1 21.4 16.8 17.5 16.9
Gross external debt (USDbn) 214.5 257.2 310.6 459.6 480.5 467.2 488.9 545.2 599.5 662.5
Gross external debt (% GDP) 36.3 33.9 31.4 35.3 28.9 38.1 32.9 29.3 32.1 33.5
Short term external debt (USDbn) 36.1 43.5 56.6 99.7 73.6 52.7 60.2 73.9 81.3 89.8
Short term external debt (% of int'l reserves) 29.9 24.7 19.1 21.4 17.2 12.0 12.6 14.8 15.1 15.8
    
Public sector    
Central government  budget balance (% GDP) 4.3 7.5 7.4 5.4 4.1 -6.0 -4.0 0.8 -0.4 -0.9
Primary balance (% GDP) 5.5 8.5 8.1 5.9 4.5 -5.5 -3.5 1.6 0.5 0.0
Gross public sector debt (USDbn) 133.7 112.8 88.6 116.2 109.9 124.8 173.2 214.3 226.5 250.5
Gross public sector debt (% GDP) 22.4 14.9 8.8 8.7 6.6 10.2 11.6 11.5 12.1 12.7

Source:  Rosstat, MOF, CBR, Reuters and HSBC forecasts 
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Change of tide? 
Before the parliamentary and presidential elections 

in May, the consensus expectation was that Boris 

Tadic would win another term as president, and that 

the Democratic Party (DS) and the Serbian 

Socialists Party (SPS) coalition government would 

be re-elected and would continue its pro-market and 

pro-EU reform agenda. Although the Socialists did 

better than expected in parliamentary elections they 

still ranked third after the Democratic Party and the 

winner of the elections, the Serbian Progressive 

Party (SNS). The unexpected victory of SNS’s 

Tomislav Nikolic in the presidential election run-off 

on 22 May proved a game changer. The Socialists 

entered into a coalition with the SNS and Ivica 

Dacic, their leader, became prime minister.  

The key challenges ahead of the government 

continue to be the medium- and long-term 

economic transformation of the Serbian economy 

and recovery in growth.  

In the short term, cooperation with the IMF and 

the EU will be key indicators of the policy 

direction of the new government.  

GDP contracted by 1.3% y-o-y in Q1 2012 but 

fiscal tightening is urgently needed to revive the 

IMF’s SBA programme, which has been on hold 

since February this year. Spending cuts and the 

restructuring of state-owned enterprises 

prescribed by the IMF will be the first hurdle the 

new government must address. High external 

imbalances make Serbia heavily dependent on the 

IMF’s assistance. 

The previous government secured EU candidate 

status for Serbia in March this year and had hoped 

to open EU membership negotiations before the 

end of this year. The new coalition says Serbia 

will stick to the EU path, but in practice it may 

prove difficult to make rapid progress.  

 

 

Serbia: Macro framework 

 2008 2009 2010 2011 2012f 2013f 

GDP growth (% y-o-y) 3.8 -3.5 1.0 1.6 0.0 1.3 
Nominal GDP (USDbn) 48.0 40.4 37.1 43.4 37.5 42.8 
GDP per capita (USD) 4,883 4,099 3,768 4,401 3,805 4,345 
Industrial production (% y-o-y) 1.4 -12.6 2.5 2.1 -2.0 0.6 
Unemployment rate, end-year (%) 13.6 16.1 19.2 23.0 24.0 23.0 
CPI, average (% y-o-y) 12.4 8.1 6.1 11.2 5.5 5.0 
Current account  balance (% GDP) -21.6 -7.2 -7.4 -9.5 -11.5 -10.0 
External debt (% GDP) 64.6 77.7 84.9 77.5 88.0 80.8 
International reserves (ex gold) (USDbn) 11.0 14.7 12.8 14.9 12.0 13.0 
Import cover (months) 5.6 11.4 9.5 9.2 8.2 8.1 
Short term external debt (% of int'l reserves) 27.1 19.5 19.2 5.6 4.5 6.5 
Budget balance (% GDP) -2.6 -4.5 -4.7 -5.0 -6.0 -5.0 
Public debt (% GDP) 29.2 34.5 44.0 47.7 51.0 52.0 
Policy rate, end-year (%) 17.75 9.50 11.50 9.75 10.25 9.00 
EUR/RSD, end-year 88.60 95.89 105.50 104.64 115.00 108.0 

Source: National statistical office, national central bank and HSBC forecasts  

Serbia 

Agata Urbanska 
Economist 
HSBC Bank plc 
+44 20 7992 2774 
agata.urbanska@hsbcib.com 
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Another false dawn 
South African economic activity slowed to 2.7% 

seasonally adjusted annual rate (s.a.a.r.) in Q1 

2012 from 3.2% in Q4 2011, and the annual 

unadjusted growth has also declined considerably, 

to 2.1% y-o-y from 2.9%. Even though growth in 

the manufacturing sector accelerated to a healthy 

7.7% s.a.a.r. in the first quarter, mining & 

quarrying was a huge drag, with a 16.8% slump. 

Two important services areas slowed in the first 

quarter; growth in the motor trade (wholesale and 

retail) declined from 3.0% to 5.2%, and 

accommodation to 2.5% from 2.9%. 

The expenditure side of GDP for the first quarter 

was announced with the quarterly bulletin of the 

South African Reserve Bank (SARB). According 

to this announcement, the pace of all domestic 

spending items slackened in Q1 2012 versus Q4 

2011. The most notable slowdown was in 

government consumption, due to fiscal efforts to 

reduce the budget deficit after a sharp widening in 

the post-crisis period. Household consumption 

keeps on moderating, despite the lowest interest 

rate in decades, due to unemployment still being 

very high and a relatively large household debt 

burden. However, encouragingly, gross fixed 

capital formation is holding up quite well when 

looking at the average for the last four quarters, 

although growth here is below the pre-crisis rate. 

For the second quarter of the year, we have hard 

economic data through to May, but the figures 

look rather mixed. Retail sales have improved but 

manufacturing production has softened. Our 

combined sequential metric for the manufacturing 

and mining & quarrying sectors, which has a 75% 

correlation with headline GDP growth, points to 

some improvement in the growth rate of the 

economy thanks to a sharp recovery in mining 

output. But it’s too early to give a judgment 

before seeing the full set of numbers. The 

manufacturing sector is likely to be impacted by 

severe external pressures and stresses related to 

the eurozone crisis, while the mining industry also 

suffers from uncertainties about government 

policies as well as its own infrastructure deficits 

and labour disputes. 

No wonder inflation is much better than the 

ramped up expectations early in the year. The 

latest print, June inflation, was a notable surprise 

to the downside at 5.5% y-o-y, down from the 

interim peak of 6.1% in April, falling further 

within the SARB’s target band of 3.0-6.0%. The 

core inflation figure that we follow, headline 

consumer inflation excluding food & non-

alcoholic beverages and petrol, also remains 

within the band at 5.0% y-o-y and is converging 

with the headline figure. This indicates that the 

fall in inflation is not all about falling food prices. 

South Africa

Dr Murat Ulgen 
Economist 
HSBC Bank plc 
+44 20 7991 6782 
muratulgen@hsbc.com 

 

% Year 

 Q1 12 Q2 12 f Q3 12 f Q4 12 f Q1 13 f Q2 13 f 

GDP 2.1 2.5 2.6 2.7 2.7 3.2 
CPI (eop) 6.0 5.5 5.3 5.4 4.5 5.2 
Policy rate (eop, %) 5.50 5.50 5.00 5.00 5.00 5.00 
USDZAR (eop) 7.65 8.19 8.00 7.80 7.50 7.30 

Source: SARB, Statistics South Africa, HSBC forecasts 
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Rather, the soft-to-weak economic activity, with a 

persistent output gap since the global crisis, is 

preventing cost pressures and a weak currency 

from feeding through to prices. Inflation is 

expected to fall further in the coming months, as 

the energy regulator has slashed domestic petrol 

prices substantially by 7.3% in July. 

We have long held the view that the growth outlook 

for South Africa is sub-par and that inflation would 

return to the target band much earlier than originally 

expected. We therefore disagreed with the hawkish 

mantra in the market, which was recited early in the 

year but has been fading away going into the second 

quarter. At the end of the day, the South African 

economy responds to global stresses with a few 

quarters’ lag. 

Now, with recent growth proving to be another 

false dawn for the economy, and with the 

government maintaining its commitment to fiscal 

consolidation in the February’s National Budget, 

could further monetary loosening help? We 

believe it could, and the SARB recently cut its 

policy rate by 50bps to 5.00%, taking the 

benchmark rate to a multi-decade low. South 

Africa’s economy has structural constraints, 

mostly on the supply side and predominantly 

related to its labour market rigidity. The demand 

side of the economy could still benefit from 

lower, if not negative, real rates because the 

household debt to disposable income ratio, while 

falling in the last few years, is still high at 74.7% 

as of Q1 2012. South Africa also resembles 

Western economies in terms of its household 

indebtedness and a sophisticated, but stagnant, 

property market. So, lower interest rates may help 

with the wealth effect. 

After the interest rate cut in July, investors will 

question whether or not this will kick start an 

easing cycle again. We believe that the future 

course of monetary policy in South Africa will 

depend on the global monetary policy response 

and on how emerging and developed world 

central banks react. 

Meanwhile, the problems in the labour market are 

manifest with skills mismatches and real wage 

increases being larger than labour productivity 

gains in highly unionised industries. The 

unemployment rate remains chronically high at 

25.2% as of Q1 2012. Clearly, the labour market 

is significantly dislocated, with a huge supply-

demand mismatch. Other structural problems 

involve infrastructure deficit, uncertainties 

involving some key sectors (particularly mining), 

the parastatal structure itself and social issues.  

Because of this, the elective conference of the 

African National Congress (ANC) in December 

will come more under the spotlight. In this 

conference the ruling party will discuss 

outstanding policy proposals, elect its new top 

executive committee and also elect its presidential 

candidate for the 2014 elections alongside the 

executive committee. One of the hot topics relates 

to state involvement in the mining sector amidst 

nationalisation debates. Meanwhile, the ANC is 

also considering plans for an economic overhaul, 

aiming to equal the success of the democratic one 

nearly two decades ago. Hence, all eyes are on the 

country’s ruling politicians. 
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Growth is losing momentum again...   ...suggesting yet another false dawn 
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 Domestic spending items slackened pace in Q1 2012 

versus Q4 2011. 
 The most notable slowdown was in government 

consumption, due to fiscal efforts to reduce the budget 
deficit after a sharp widening in the post-crisis period. 

 Household consumption keeps on moderating despite 
rates being at their lowest for decades, due to the still 
very high unemployment rate and relatively large 
household debt burden. 

 Encouragingly, gross fixed capital formation is holding 
up quite well but it is still growing at below the pre-crisis 
rate. 

Source: Statistics South Africa 
  

   

Production will face significant external pressures...  …mining sector also suffers from uncertainties 
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 Going into the second quarter, the hard economic data 

through to May look mixed. Our combined sequential 
metric for the manufacturing and mining & quarrying 
sectors, which has a 75% correlation with the headline 
GDP growth, points to the growth rate having improved 
somewhat in the quarter so far. 

 However, this appears to be mainly due to a sharp 
recovery in mining but the manufacturing sector has 
softened as it is likely to be impacted by severe external 
pressures and stresses related to the eurozone crisis. 

 The mining industry continues to suffer from 
uncertainties in government policies as well as its own 
infrastructure deficits and labour disputes. 

Source: Statistics South Africa   
   

Inflation is back within the target band...  ...with further moderation underway 
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 Headline urban inflation fell back within the 3.0-6.0% 

target band in May, the first time since October 2011, 
and moderated further in June. 

 The core inflation rate is also behaving relatively well. 

 Soft-to-weak economic activity with a persistent output 
gap since the global crisis is preventing cost pressures 
and a weak currency from feeding into end prices. 

 Lower rates could help. The SARB delivered a 50bps 
rate cut in July, against consensus expectations. Future 
easing will likely depend on global monetary policy, 
while South Africa’s economic woes remain structural in 
nature, mostly related to the labour market. 

Source: Statistics South Africa   
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 2004 2005 2006 2007 2008 2009 2010 2011 2012f 2013f

Production, demand and employment     
GDP growth (% y-o-y) 4.6 5.3 5.6 5.6 3.6 -1.5 2.9 3.1 2.5 3.1
Nominal GDP (USDbn) 216.9 243.5 257.2 283.5 276.1 298.4 356.3 395.2 421.0 499.3
GDP per capita (USD) 4,749 5,272 5,507 6,003 5,784 6,184 7,305 8,017 8,449 9,920
Private consumption (% y-o-y) 6.2 6.1 8.3 5.5 2.2 -2.0 3.7 5.0 3.1 3.7
Government consumption (% y-o-y) 6.0 4.6 4.9 4.0 4.5 4.7 4.9 4.5 3.2 4.0
Investment (% y-o-y) 12.9 11.0 12.1 14.0 13.3 -3.2 -1.6 4.4 3.0 4.1
Export volume growth (GDP basis, % y-o-y) 2.8 8.6 7.5 6.6 1.8 -19.5 4.5 5.9 3.2 5.3
Import volume growth (GDP basis, % y-o-y) 15.5 10.9 18.3 9.0 1.5 -17.4 9.6 9.7 6.8 8.7
Domestic demand (ppt) 6.9 6.5 8.2 6.8 4.8 -0.8 3.1 5.0 3.0 4.0
Net foreign demand (ppt) -2.9 -0.6 -3.0 -1.0 0.0 0.1 -1.5 -1.4 -1.2 -1.3
Industrial production (% y-o-y) 4.0 3.0 4.8 4.6 0.9 -12.6 4.9 2.4 2.1 3.2
Unemployment rate, end-year (%) 26.2 26.5 25.5 23.0 21.9 24.3 24.5 23.9 25.6 25.1
Population (m) 46.6 47.2 47.8 48.3 48.9 49.5 50.0 50.6 51.1 51.7
    
Prices and wages    
CPI, average (% y-o-y) 1.4 3.4 4.6 7.1 11.0 7.2 4.3 5.0 5.6 5.0
PPI, average (% y-o-y) 2.4 3.6 7.7 11.0 14.3 0.2 6.0 8.3 6.4 6.1
Wages, nominal (% y-o-y) 7.5 6.5 9.1 8.9 11.6 6.5 8.7 7.5 7.0 8.0
    
Money, interest rates, FX    
Money supply M3 (% y-o-y) 20.4 20.0 27.8 19.6 18.5 6.8 7.5 8.2 6.0 7.5
Real private sector credit growth (% y-o-y) 8.1 20.4 24.2 23.7 18.7 4.6 5.5 6.2 2.0 3.0
Policy rate, end-year (%) 7.50 7.00 9.00 11.00 11.50 7.00 5.50 5.50 5.00 5.00
USD/ZAR, end-year 5.64 6.32 7.01 6.81 9.37 7.40 6.63 8.09 7.80 7.00
USD/ZAR,  average 6.45 6.37 6.78 7.06 8.27 8.42 7.32 7.26 7.91 7.20
EUR/ZAR, end-year 7.69 7.48 9.23 10.02 13.18 10.66 8.87 10.49 10.53 9.80
EUR/ZAR,  average 8.01 7.92 8.53 9.66 12.07 11.68 9.71 10.09 10.68 10.08
    
External sector    
Merchandise exports (USDbn) 43.8 51.4 58.9 69.5 79.7 62.2 74.6 93.8 98.5 108.3
Merchandise imports (USDbn) 48.5 56.9 70.4 79.7 88.0 64.3 79.7 96.1 105.7 122.6
Trade balance (USDbn) -4.7 -5.5 -11.5 -10.2 -8.3 -2.1 -5.1 -2.3 -7.2 -14.3
Trade balance (% GDP) -2.2 -2.3 -4.5 -3.6 -3.0 -0.7 -1.4 -0.6 -1.7 -2.9
Current account balance (USDbn) -6.9 -9.2 -16.4 -20.7 -20.5 -11.8 -14.0 -14.1 -16.5 -21.0
Current account balance (% GDP) -3.2 -3.8 -6.4 -7.3 -7.4 -4.0 -4.6 -3.6 -3.9 -4.2
Net FDI (USDbn) -0.6 5.2 -6.0 3.4 12.5 6.7 5.6 6.2 5.0 7.5
Net FDI (% GDP) -0.3 2.1 -2.3 1.2 4.5 2.2 1.6 1.6 1.2 1.5
Current account balance plus FDI (% GDP)  -3.5 -1.6 -8.7 -6.1 -2.9 -1.7 -3.0 -2.0 -2.7 -2.7
International reserves (ex gold) (USDbn) 11.4 17.2 23.0 31.3 33.5 39.0 40.0 48.9 52.5 54.0
Import cover (months) 2.8 3.6 3.9 4.7 4.6 7.3 6.0 6.1 6.0 5.3
Gross external debt (USDbn) 43.6 46.2 59.4 75.3 71.8 77.0 86.0 89.5 92.0 94.5
Gross external debt (% GDP) 20.1 19.0 23.1 26.6 26.0 25.8 24.1 22.6 21.9 18.9
Short-term external debt (USDbn) 10.0 14.2 20.8 25.7 28.1 30.2 29.6 35.2 36.8 38.9
Short-term external debt (% of int'l reserves) 87.5 82.6 90.5 82.2 84.0 77.5 74.0 72.0 70.0 72.0
    
Public sector    
Central government  budget balance (% GDP) -2.1 -0.2 0.9 0.1 -0.8 -5.9 -4.7 -4.1 -4.6 -4.2
Primary balance (% GDP) 1.4 2.9 3.3 1.6 1.3 -4.0 -2.1 -2.4 -2.5 -2.0
Gross public sector loan debt (ZARbn)* 455.0 501.5 528.3 553.7 577.0 627.0 805.0 990.6 1225.0 1375.5
Gross public sector loan debt (% GDP)* 34.9 34.6 32.7 30.2 27.8 27.2 33.0 36.0 40.6 41.5
Source:  SARB, Statistics South Africa, HSBC forecasts 
* Original data for April-March fiscal year 

 

South Africa: Macro framework
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Jury still out on a ‘soft landing’ 
Q1 GDP growth in Turkey was stronger than we 

had expected, at 3.2% y-o-y. More importantly, 

the release showed that the composition of growth 

was shifting away from domestic demand and 

towards foreign demand: total domestic demand 

added 1.0pp to headline growth, while net foreign 

demand contributed 4.5pp. Destocking was a drag 

on growth over the period.  

Exports have been quite resilient in the first five 

months of 2012, rising by 13% y-o-y.  The 

eurozone is Turkey’s largest trading partner, and 

as a result of weaker demand in the region, 

exports to those countries fell by 6% y-o-y in the 

January-May period. In contrast, exports to North 

Africa and the Middle East soared by 46% and 

58%, respectively. A sharp rise in non-monetary 

gold exports, most destined for Iran, also boosted 

the headline figure. Turkish exports of gold 

reached USD4.0bn through May, up sharply from 

USD0.5bn last year.  

Despite all this, we maintain our growth forecast 

of 2.0% for the year, as Q2 activity data were not 

particularly strong. Manufacturing PMI figures 

for June showed a marginal improvement in 

business conditions, but a sharp decline in new 

export orders. Seasonally adjusted capacity 

utilisation fell from 76.1% in the first quarter to 

74.2% in the second, while industrial confidence 

has weakened for three consecutive months. In 

June, this index also showed a sharp deterioration 

in forward-looking export orders. Finally, the 

rapid increase in gold exports is unlikely to be 

sustained, and export growth excluding gold was 

only 6.4% in the January-May period. 

As domestic demand is also slowing, a weaker 

export performance in the second half of the year 

could pose downside risks to Turkey’s growth. 

That said, the country is more vulnerable through 

the financing channel than the trade channel, in 

our view. Data on the state of European banks 

through to 2011 suggest that their exposure to 

Turkey is still growing in annual terms, albeit at a 

slower pace than hitherto. If the financial stress in 

the eurozone intensifies, local markets could feel 

more pressure. 

Inflation was still high at 8.9% y-o-y as of June, 

even though weaker demand conditions and the 

sharp decline in oil prices have helped bring CPI 

down from double-digit levels. On the other hand, 

lira weakness is partially offsetting the 

disinflationary impact of lower energy prices. 

Taking all this into account, we are only 

marginally reducing our year-end inflation 

forecast, from 8.3% to 7.9%.  

With growth losing pace, the central bank would 

appreciate room to stimulate the economy, but 

whether or not it will be able to do so will depend 

Turkey 

 

% Year 

 Q1 12 Q2 12 f Q3 12 f Q4 12 f Q1 13 f Q2 13 f 

GDP 3.2 1.4 1.4 2.3 2.8 2.6 
CPI (eop) 10.4 8.9 8.4 7.9 8.5 8.9 
Policy rate (eop, %) 5.75 5.75 5.75 5.75 5.75 5.75 
USDTRY (eop) 1.78 1.81 1.80 1.70 1.65 1.60 

Source: CBRT, Turkstat and HSBC forecasts 

Melis Metiner 
Economist 
HSBC Yatirim Menkul 
Degerler A.S. 
+90 212 376 4618 
melismetiner@hsbc.com.tr 
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on the inflation outlook. On 26 July, the bank is 

due to publish its quarterly inflation report, and 

officials have already suggested that it could 

contain downward revisions to the bank’s year-

end inflation forecast of 6.5%. A sharp downward 

revision in the year-end forecast and more dovish 

language could suggest that the bank may reduce 

the average cost of funding from its present levels 

of around 8.0%. Continued hawkish rhetoric 

would show that the bank is not becoming 

complacent, and would rather see inflation fall 

further, close to the 5% target level. 

We believe a reversal to a more dovish stance 

would be premature, as eurozone developments 

could sour sentiment at any point, putting pressure 

on EM currencies. In the event of renewed risk 

aversion, lira depreciation would pose upside risks 

to inflation. A potential increase in unprocessed 

food, oil, and other commodity prices is another 

upside risk.  

With a budget deficit to GDP ratio of 1.4% and a 

public debt ratio of 39.4%, fiscal loosening 

appears to be a viable policy option if growth 

slows sharply. But fiscal discipline has been a key 

strength for Turkey, particularly during the past 

two years when the current account deficit 

ballooned from 2.3% of GDP in 2009 to 10.0% of 

GDP in 2011. For now, policymakers appear 

unwilling to reverse the fiscal consolidation trend. 

From a longer-term perspective, two recent 

structural reform efforts are worth mentioning. 

The first of these is a sector-specific incentive 

scheme that focuses on reducing the import 

dependence of exports. It includes four broad 

categories of incentives for fixed investments: 

general, regional, large-scale investments and 

strategic. To qualify as large-scale, an 

investment’s size must be larger than TRY50m, 

and the value-added of production must be more 

than 40% (ie import dependence must not exceed 

60%). All four categories will benefit from a 

combination of subsidies on value-added tax, 

import tax, employers’ insurance contribution and 

interest. The extent of the subsidy will vary 

depending on where the investment has been 

made, so that the least developed areas in Turkey 

will benefit more. Some key sectors that have 

been identified as priorities are: defence, air 

travel, sea travel, wind tunnel construction, space 

exploration, automotive, biotechnology, 

education, railways, mining and tourism. 

The second reform package focuses on increasing 

domestic savings by overhauling the existing 

pension system. Previously, the government’s 

contribution to private pensions came in the form 

of a 25% tax incentive, so non-wage-earners 

could not benefit. Under the new system, the 

government will match 25% of private 

contributions from both wage-earners and non-

wage-earners, capped at 25% of annual gross 

minimum wage (around USD1,500). Changes to 

the system will also make it more costly for 

participants to withdraw their funds early.  

With proper implementation, both these measures 

should help address the structural component of 

Turkey’s large current account deficit, thereby 

reducing its external vulnerability. In fact, when 

Moody’s upgraded Turkey’s credit rating from 

Ba2 to Ba1 on 20 June, the agency identified both 

the cyclical improvement in the current account 

deficit and the government’s reform efforts as the 

drivers underlying its decision. 

The best-case scenario for 2012 is a soft landing, 

and risks to growth are still to the downside. 

Turkey’s long-term story, on the other hand, 

continues to stand out as a bright spot in the 

CEEMEA region.  
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CBRT has been pushing short-term funding rates 
higher… 

 …then lower, to stabilise the lira and to anchor 
inflation expectations 
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 The CBRT continues to stick to its unorthodox and 

highly flexible liquidity management framework. 
 None of the key interest rates have been changed since 

February 2012, but there have been minor adjustments 
to the composition of reserve requirement ratios (RRR). 
Presently, banks can keep up to 55% of their lira RRR in 
foreign currencies. This reduces their own opportunity 
cost and boosts the central bank’s gross FX reserves.  

 Even though key interest rates are unchanged, the 
effective cost of funding for the banking sector has 
steadily ground upwards in 2012, before retreating over 
the past month.  

Source: CBRT, Turkstat   
   

Durable goods sales…  …credit and production have all slowed 
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 As a result of tighter monetary conditions domestically, 

durable goods sales have slowed noticeably since the 
beginning of the year. 

 The pace of credit growth has also diminished. Total 
loan growth has slowed to around 20% annually as of 
June, from 30% in 2011. 

 Production-side indicators are showing a similar 
deceleration. For 2012 as a whole, we continue to 
expect 2% growth. 

Source: OSD, TurkBesd   
   

The global environment continues to exert pressure 
on the currency… 

 ...which would make it difficult for the CBRT to ease 
policy if downside growth risks materialised  
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 Since early May, the lira has strengthened against most 

EM currencies. This is mostly owing to the growing interest 
rate differentials. 

 However, the lira weakened against the US dollar as risk 
aversion intensified. 

 If the global outlook continued to deteriorate, it would be 
difficult for the CBRT to ease policy in order to support 
growth. TRY weakness is curbing the positive 
disinflationary impact of falling energy prices.  

 

 

Source: Bloomberg, CBRT methodology   
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Turkey: Macro framework 
 

 

 

 2004 2005 2006 2007 2008 2009 2010 2011 2012f 2013f

Production, demand and employment     
GDP growth (% y-o-y) 9.4 8.4 6.9 4.7 0.7 -4.8 9.2 8.5 2.0 3.5
Nominal GDP (USDbn) 390.4 481.5 526.4 648.6 742.1 616.7 731.6 772.3 841.9 927.0
GDP per capita (USD) 5,764 7,022 7,586 9,238 10,437 8,553 10,022 10,436 11,240 12,230
Private consumption (% y-o-y) 11.0 7.9 4.6 5.5 -0.3 -2.3 6.7 7.7 1.0 3.0
Government consumption (% y-o-y) 6.0 2.5 8.4 6.5 1.7 7.8 2.0 4.5 2.6 2.9
Investment (% y-o-y) 28.4 17.4 13.3 3.1 -6.2 -19.0 30.5 18.3 2.3 5.2
Export volume growth (GDP basis, % y-o-y) 11.2 7.9 6.6 7.3 2.7 -5.0 3.4 6.5 9.6 10.8
Import volume growth (GDP basis, % y-o-y) 20.8 12.2 6.9 10.7 -4.1 -14.3 20.7 10.6 -0.8 9.3
Domestic demand (ppt) 13.7 9.7 7.3 5.2 -1.6 -5.3 11.0 10.2 1.6 3.7
Net foreign demand (ppt) -2.4 -1.4 -0.3 -1.2 1.9 2.7 -4.4 -1.4 2.5 0.1
Industrial production (% y-o-y) 9.8 5.4 7.3 7.0 -0.6 -9.9 13.1 8.9 2.5 5.5
Unemployment rate, end-year (%) 10.8 11.5 10.9 10.9 13.6 13.7 11.4 9.8 11.0 9.5
Population (m) 67.7 68.6 69.4 70.2 71.1 72.1 73.0 74.0 74.9 75.8
    
Prices and wages    
CPI, average (% y-o-y) 8.6 8.2 9.6 8.8 10.4 6.3 8.6 6.5 9.0 8.1
PPI, average (% y-o-y) 14.6 6.0 9.3 6.4 12.7 1.4 8.5 11.1 7.0 7.7
Wages, nominal (% y-o-y) - - 13.2 14.8 10.6 -1.9 15.8 14.9 12.0 10.0
    
Money, interest rates, FX    
Money supply M2 (% y-o-y) - - - 17.5 26.1 13.2 19.8 14.7 7.0 7.5
Real private sector credit growth (% y-o-y) 44.5 45.3 56.0 29.4 35.3 11.3 20.6 35.8 16.0 19.0
Policy rate, end-year (%) 18.00 13.50 17.50 15.75 15.00 6.50 6.50 5.75 5.75 6.25
USD/TRY, end-year 1.34 1.35 1.41 1.16 1.53 1.50 1.54 1.89 1.70 1.60
USD/TRY,  average 1.43 1.35 1.44 1.31 1.31 1.55 1.51 1.68 1.77 1.62
EUR/TRY, end-year 1.83 1.59 1.86 1.71 2.15 2.15 2.07 2.45 2.30 2.24
EUR/TRY,  average 1.78 1.68 1.81 1.79 1.91 2.16 2.00 2.34 2.33 2.30
    
External sector    
Merchandise exports (USDbn) 68.5 78.4 93.6 115.4 140.8 109.6 120.9 143.5 159.3 175.2
Merchandise imports (USDbn) 91.3 111.4 134.7 162.2 193.8 134.5 177.3 233.0 237.1 259.1
Trade balance (USDbn) -22.7 -33.1 -41.1 -46.9 -53.0 -24.9 -56.4 -89.5 -77.8 -83.9
Trade balance (% GDP) -5.8 -6.9 -7.8 -7.2 -7.1 -4.0 -7.7 -11.6 -9.2 -9.1
Current account balance (USDbn) -14.4 -22.3 -32.2 -38.4 -42.0 -14.0 -47.1 -77.2 -65.2 -68.7
Current account balance (% GDP) -3.7 -4.6 -6.1 -5.9 -5.7 -2.3 -6.4 -10.0 -7.7 -7.4
Net FDI (USDbn) 2.0 9.0 19.3 19.9 17.0 6.9 7.6 13.4 12.0 16.0
Net FDI (% GDP) 0.5 1.9 3.7 3.1 2.3 1.1 1.0 1.7 1.4 1.7
Current account balance plus FDI (% GDP)  -3.2 -2.8 -2.5 -2.9 -3.4 -1.2 -5.4 -8.3 -6.3 -5.7
International reserves (ex gold) (USDbn) 36.0 50.5 60.8 71.3 70.1 69.3 80.7 78.3 80.0 85.0
Import cover (months) 4.7 5.4 5.4 5.3 4.3 6.2 5.5 4.0 4.0 3.9
Gross external debt (USDbn) 161.0 170.6 208.4 250.4 280.4 268.8 290.0 306.6 320.0 330.0
Gross external debt (% GDP) 41.2 35.4 39.6 38.6 37.8 43.6 39.6 39.7 38.0 35.6
Short term external debt (USDbn) 32.2 38.3 42.6 43.1 53.1 49.7 78.2 83.8 92.0 95.0
Short term external debt (% of int'l reserves) 89.4 75.8 70.1 60.5 75.7 71.7 96.9 107.0 115.0 111.8
    
Public sector    
Central government  budget balance (% GDP) - - -0.6 -1.6 -1.8 -5.5 -3.6 -1.4 -2.0 -1.5
Primary balance (% GDP) - - 4.1 2.4 1.9 -1.5 -0.5 1.3 0.5 0.8
Gross public sector debt (USDbn) 232.7 253.8 244.9 258.9 297.0 284.4 310.2 304.5 324.1 352.3
Gross public sector debt (% GDP) 59.6 52.7 46.5 39.9 40.0 46.1 42.4 39.4 38.5 38.0

Source: CBRT, Turkstat, Ministry of Finance, Undersecretariat of Treasury, IMF  and HSBC forecasts 
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At the crossroads in H2 2012 
Hurt by weaker demand for exports, Ukraine’s 

GDP growth slowed sharply, from 4.7% y-o-y in 

Q4 2011 to just 2% y-o-y in Q1 2012. We believe 

this will sets the pace for the rest of the year.  

Indeed, we expect the Ukrainian economy to 

expand 2% y-o-y in 2012 and 3% y-o-y in 2013. 

The uncertain global economic outlook and the 

country’s still high exposure to steel exports leave 

Ukraine vulnerable throughout H2 2012.  

Opinion polls conducted by the Razumkov Centre 

at the beginning of June showed a minor 

advantage for the ruling Party of Regions (27.6% 

of respondents) over the opposition Motherland 

Party (25.6% of respondents) in the election 

campaign, which has not yet officially started. 

This suggests that the opposition Motherland 

Party, led by jailed Yulia Tymoshenko, still has a 

good chance of forming its own cabinet after the 

elections. Nevertheless, April amendments to the 

budget, which provide an additional USD4.1bn of 

social expenditure, may boost the ruling party’s 

popularity down the road.  

The authorities are in a cleft stick at the moment, 

as several unpopular measures must be 

implemented to improve the macroeconomic 

situation in Ukraine and reduce sovereign risk:  

 A substantial hike in natural gas tariffs for 

households and the communal sector to 

achieve the goal of energy independence and 

resume cooperation with the IMF 

 Devaluation of the currency (UAH) to reduce 

the current account deficit, which is 

increasing at an unsustainable rate, and to 

protect the international reserves of the 

Ukraine National Bank (NBU).  

The October parliamentary elections limit the 

authorities’ ability to carry out unpopular but 

necessary adjustments. We expect the status quo 

to be preserved until the end of November-

December 2012, after which we foresee a 

significant UAH devaluation. We expect 

UAD/USD to decline from 8.07 as of June 18 to 

9.9 by the end of the year.  

 

Ukraine 

 

% Year 

 Q1 12 Q2 12 f Q3 12 f Q4 12 f Q1 13 f Q2 13 f 

GDP 2.0 3.0 1.0 2.0 2.0 3.0 
CPI (eop) 2.9 0.9 1.6 5.3 7.6 8.0 
Policy rate (eop, %) 8.50 8.25 8.00 8.00 8.00 8.00 
USDUAH (eop) 8.03 8.08 8.10 9.90 9.90 10.10 

Source:  Ukrstat, NBU, Reuters and HSBC forecasts 

Alexander Morozov 
Economist 
HSBC Bank (RR), Moscow 
+7 495 783 8855 
alexander.morozov@hsbc.com
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Ukraine: Macro framework 

 

 

 

 2004 2005 2006 2007 2008 2009 2010 2011 2012f 2013f

Production, demand and employment     
GDP growth (% y-o-y) 12.1 3.0 7.4 7.6 2.3 -14.8 4.2 5.2 2.0 3.0
Nominal GDP (USDbn) 64.9 86.3 107.8 142.7 180.4 114.8 136.2 164.7 178.9 157.8
GDP per capita (USD) 1,368 1,833 2,305 3,070 3,902 2,495 2,976 3,610 3,907 3,465
Private consumption (% y-o-y) 13.0 20.1 15.9 17.2 13.1 -14.9 7.0 15.0 10.0 3.0
Government consumption (% y-o-y) 1.7 2.3 4.0 1.8 1.1 -2.4 2.7 -2.4 0.5 0.5
Investment (% y-o-y) 20.4 3.9 20.9 24.4 -1.2 -50.5 4.9 10.1 6.0 4.0
Export volume growth (GDP basis, % y-o-y) 21.5 -12.7 -5.8 2.8 5.7 -22.0 4.5 2.2 -1.0 3.5
Import volume growth (GDP basis, % y-o-y) 15.5 6.7 8.3 23.9 17.0 -38.9 11.1 16.8 12.0 2.9
Domestic demand (ppt) 10.1 13.8 13.6 12.4 2.4 2.8 8.1 8.4 8.4 8.3
Net foreign demand (ppt) 5.0 -9.9 -6.8 -10.8 -6.7 8.5 -3.7 -7.3 -4.4 2.0
Industrial production (% y-o-y) 12.5 3.1 6.2 7.6 -5.2 -21.9 11.2 7.3 1.7 3.0
Unemployment rate end-year (%) 8.5 8.4 8.9 7.5 8.1 10.2 9.0 8.5 8.1 7.8
Population (m) 47.4 47.1 46.8 46.5 46.2 46.0 45.8 45.6 45.5 45.2
    
Prices and wages    
CPI, average (% y-o-y) 9.0 10.3 9.1 12.8 25.2 16.0 9.4 8.0 2.8 7.9
PPI, average (% y-o-y) - 17.0 9.5 19.4 35.5 10.2 18.9 18.9 16.5 8.2
Wages, nominal (% y-o-y) 27.6 36.7 29.2 31.9 33.7 11.6 17.7 16.2 12.8 10.9
    
Money, interest rates, FX    
Money supply M3 (% y-o-y) 32.4 54.3 34.5 51.7 30.2 -5.5 22.7 14.7 10.0 12.0
Real private sector credit growth (% y-o-y) 15.7 31.8 48.0 28.3 1.2 -21.4 -7.1 -0.8 5.3 5.7
Policy rate, end-year (%) 10.00 10.50 9.50 14.50 22.00 15.50 9.25 9.30 8.00 8.00
USD/UAH, end-year 5.31 5.05 5.05 5.05 7.80 8.00 7.97 8.03 9.90 11.00
USD/UAH,  average 5.32 5.12 5.05 5.05 5.26 7.95 7.94 7.99 8.24 10.38
EUR/UAH, end-year 7.21 5.96 6.66 7.39 11.00 11.47 10.68 10.39 13.37 15.40
EUR/UAH,  average 6.61 6.30 6.36 6.87 7.40 11.19 10.67 10.93 10.79 14.30
    
External sector    
Merchandise exports (USDbn) 33.4 35.0 38.9 49.9 67.7 40.4 52.2 69.5 71.5 75.1
Merchandise imports (USDbn) 29.7 35.9 44.1 60.4 83.9 44.6 60.6 83.3 85.9 87.9
Trade balance (USDbn) 3.7 -0.9 -5.2 -10.6 -16.2 -4.2 -8.4 -13.8 -14.3 -12.8
Trade balance (% GDP) 5.7 -1.0 -4.8 -7.4 -9.0 -3.7 -6.2 -8.4 -8.1 -8.2
Current account balance (USDbn) 6.8 2.5 1.1 -5.2 -12.9 -1.7 -3.0 -9.2 -10.8 -10.5
Current account balance (% GDP) 10.5 2.9 1.0 -3.6 -7.2 -1.5 -2.2 -5.6 -6.1 -6.7
Net FDI (USDbn) 1.7 7.5 5.7 9.2 10.0 4.6 5.8 6.6 8.0 8.8
Net FDI (% GDP) 2.6 8.7 5.2 6.5 5.6 4.0 4.2 4.0 4.5 5.6
Current account balance plus FDI (% GDP)  13.1 11.6 6.3 2.8 -1.6 2.5 2.0 -1.6 -1.6 -1.1
International reserves (ex gold) (USDbn) 9.3 19.1 21.8 32.0 30.8 25.6 33.5 30.4 22.2 20.7
Import cover (months) 3.8 6.4 5.9 6.4 4.4 6.9 6.6 4.4 3.1 2.8
Gross external debt (USDbn) 30.6 39.6 54.5 80.0 101.7 104.8 117.3 118.5 125.5 132.5
Gross external debt (% GDP) 47.2 45.9 50.6 56.0 56.4 91.2 86.2 71.9 70.6 84.6
Short term external debt (USDbn) 10.4 10.9 15.2 20.7 20.3 19.0 25.6 23.0 24.1 24.5
Short term external debt (% of int'l reserves) 112.2 57.2 69.6 64.7 65.9 74.3 76.4 75.7 102.2 92.8
    
Public sector    
Central government  budget balance (% GDP) -3.3 -1.8 -0.8 -1.0 -1.4 -2.1 -1.1 -1.8 -2.0 -1.9
Primary balance (% GDP) -2.7 -0.6 -0.4 -0.6 -1.3 -5.3 -5.7 -1.6 -1.7 -1.6
Gross public sector debt (USDbn) 15.8 15.7 14.2 16.0 30.1 37.1 51.9 69.0 67.2 71.1
Gross public sector debt (% GDP) 24.4 18.2 13.2 11.2 18.3 32.4 38.2 42.0 39.6 45.7

Source:  Ukrstat, NBU, Reuters and HSBC forecasts 
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