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The Oesterreichische Nationalbank (OeNB) invites applications from external 
 researchers for participation in a Visiting Research Program established by the 
OeNB’s Economic Analysis and Research Department. The purpose of this 
 program is to enhance cooperation with members of academic and research
institutions (preferably post-doc) who work in the fields of macroeconomics,
international economics or financial economics and/or with a regional focus on 
Central, Eastern and Southeastern  Europe. 

The OeNB offers a stimulating and professional research environment in close 
proximity to the policymaking process. Visiting researchers are expected to 
 collaborate with the OeNB’s research staff on a prespecified topic and to participate 
actively in the department’s internal seminars and other research activities. They 
are provided with accommodation on demand and have, as a rule, access to the 
department’s data and computer resources and to research assistance. Their 
 research output will be published in one of the department’s publication outlets 
or as an OeNB Working Paper. Research visits should ideally last between 3 and 
6 months, but timing is flexible. 

Applications (in English) should include
– a curriculum vitae,
– a research proposal that motivates and clearly describes the envisaged research 

project,
– an indication of the period envisaged for the research stay, and
– information on previous scientific work.
Applications for 2012/13 should be e-mailed to eva.gehringer-wasserbauer@oenb.at by 
May 1, 2012.

Applicants will be notified of the jury’s decision by mid-June. The next round 
of applications will close on November 1, 2012.

Call for Applications – 
Visiting Research Program
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Developments in Selected CESEE Countries:
Deteriorating External Demand and Rising 
Risk Aversion Increasingly Weigh on 
Growth in CESEE1,2,3

1 Introduction
Economic Recovery Loses Steam
Despite considerable intra-regional heterogeneity, the overall picture of economic 
conditions in Central, Eastern and Southeastern Europe (CESEE) was fairly 
 encouraging in late 2010 and early 2011. By and large, the region seemed to have 
surpassed the recession and the elevated volatility that had characterized the 
 immediate post-crisis environment. Growth was especially strong in the final 
quarter of 2010 (partly due to Turkey’s extraordinary performance) and remained 
very healthy and robust also in early 2011. Rating agencies issued upgrades and/or 
saw improving outlooks in a number of countries. 

Already in spring, however, data releases began to point toward a renewed 
 deceleration of economic dynamics in some areas. Growth of industrial production 
peaked in February and almost halved after that (to some 5.5% year on year in 
 August). Having returned to its long-run  average in February, overall sentiment 
declined substantially afterwards. This  development was driven by industrial 
 sentiment, as consumer sentiment had never recovered to its long-term average 
after the financial crisis. 

These data releases largely mirrored unfavorable developments in the inter-
national environment. On the one hand, the pace of growth of the global economy 
has been moderating since the second quarter of 2011 due to disruptions in global 
supply chains and the dampening effects of high commodity prices on incomes. 
On the other hand, risk perceptions deteriorated mainly due to renewed tensions 
in the context of the sovereign debt crisis in some euro area countries. Since 
 August,  financial market volatility has increased again substantially, and since 
 September, we have been witnessing a negative feedback loop between the 
 sovereign debt crisis and investors’  perceptions about the health of European bank 
balance sheets.

CESEE was not spared from negative spillovers that resulted from these devel-
opments. Since the beginning of August, equity prices have declined substantially, 
with losses ranging between 15% in Bulgaria and close to 35% in Hungary (only 
Slovakia weathered the storm without substantial stock price movements). While 
these losses were generally below the levels observed in Western Europe, stock 
price gains of a whole year were erased within just a few weeks, and in some 
 countries (Poland, Hungary, Russia and Romania) equity prices again fell below 
the level recorded in September 2008. 

Deterioration in 
the international 
environment …

… and increasing 
financial market  

tensions …

1 Compiled by Josef Schreiner with input from Stephan Barisitz, Sándor Gardó, Mariya Hake, Mathias Lahnsteiner, Compiled by Josef Schreiner with input from Stephan Barisitz, Sándor Gardó, Mariya Hake, Mathias Lahnsteiner, Compiled by Josef Schreiner with input from Stephan Barisitz, Sándor Gardó, Mariya Hake, Mathias Lahnsteiner
Thomas Reininger, Jarmila Urvova, Zoltan Walko and Julia Wörz.

2 Cutoff date: October 5, 2011. This report primarily focuses on data releases and developments from April 2011 
up to the cutoff date, while selectively recalling earlier developments where this appears necessary to put recent 
developments into perspective. 

3 This report covers Slovakia, Slovenia, the Czech Republic, Bulgaria, Hungary, Poland and Romania as well as 
Croatia, Turkey and Russia. 
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Starting from late summer 2011, rising global risk aversion also impacted 
 adversely on financing costs for CESEE as well as on currency valuations. There 
were surges in eurobond spreads (most notably in Croatia, by some 260 basis points) 
and CDS premiums (above all in Hungary, by some 230 basis points), and currencies 
came under pressure. Especially the Hungarian forint, the Polish złoty and the 
Russian ruble depreciated strongly against the euro (by some 10%), and the Turkish 
lira continued the downward trend that had started in late 2010.  Several central banks 
intervened in foreign exchange markets to ease depreciation pressures, among them 
the Romanian, the Polish, the Croatian and the Russian central bank. The latter two 
also took additional measures: In Croatia, the reserve requirement rate was increased 
from 13% to 14%, and in Russia, the central bank moved its exchange rate corridor 
vis-à-vis the U.S. dollar-euro basket from 32.15–37.15 to 32.60–37.60. 

The deterioration in the economic environment started to take its toll on GDP 
growth already in the second quarter. Economic dynamics decelerated in a  number 
of countries, most notably in the Czech Republic, Hungary, Romania and Russia, 
and output expanded by only 0.5% after it had grown by 1% in the first quarter of 
2011 (quarter on quarter). The comparatively solid performance of the regional 
aggregate mainly stems from the continuing strength of the Turkish and Polish 
economies, both of which have been remarkably resilient to international turbu-
lences so far. This notwithstanding, economic expansion more or less stalled in 
five of the ten countries covered in this report.  

Despite a notable deceleration of export growth in the second quarter, economic 
dynamics were still mostly driven by the external sector as the continuing 
 weakness of domestic demand in a number of countries dampened import growth. 
The revival of domestic sources of growth turned out to be much less pronounced 
in many CESEE countries than had been expected at the beginning of the year. 

There are indications of a pickup of fixed capital formation as capacity utilization 
rates have risen in various countries (e.g. in the Czech Republic and Slovakia). 

… are putting a damper 
on growth

Table 1

Real GDP Growth

2009 2010 Q1 2010 Q2 2010 Q3 2010 Q4 2010 Q1 2011 Q2 2011

Period-on-period change in % (seasonally and working day-adjusted)

Slovakia –4.8 4.0 0.7 0.9 0.8 0.8 0.9 0.9
Slovenia –8.0 1.4 0.1 1.3 0.3 0.5 0.1 0.1

Bulgaria –5.5 0.2 0.9 1.6 0.7 0.5 0.5 0.3
Czech Republic –4.1 2.3 0.8 0.6 0.8 0.5 0.9 0.1
Hungary –6.7 1.2 1.0 0.4 0.8 0.2 0.3 –0.0
Poland 1.6 3.8 0.7 1.1 1.3 0.9 1.1 1.1
Romania –7.1 –1.3 –0.0 0.1 –0.2 0.4 0.5 0.2

Croatia –6.0 –1.2 –0.5 –0.2 0.1 –0.3 –0.2 0.3
Turkey –4.8 9.0 –0.9 0.1 1.1 3.6 1.4 1.3

Russia –7.8 4.0 1.5 0.5 –0.0 2.3 1.0 0.2

CESEE average1 –5.5 4.2 0.7 0.5 0.5 1.9 1.0 0.5

Euro area –4.2 1.8 0.3 0.9 0.4 0.3 0.8 0.2

Source: Eurostat, national statistical offices.
1 Average weighted with GDP at PPP.
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 Domestic demand, however, made a substantial contribution to growth (through 
strong private consumption and capital formation) only in Poland, Turkey and 
Russia. This went hand in hand with more favorable credit dynamics (especially in 
Turkey and Russia) as well as improved profitability in the enterprise sector and 
positive momentum in the labor market. In most of the other countries, the 
 consolidation of public finances, the still incomplete downsizing of the construction 
sector and/or ongoing efforts to reduce leverage in the household sector (and in 
Slovenia also in the corporate sector) impeded a more vivid pickup of domestic 
demand.

The weak second quarter as well as the deterioration in the international 
 environment already adversely impacted on the forecasts for the region.4 While, 
according to the IMF’s World Economic Outlook, growth in the ten countries 
covered here will reach a solid 4.2% in 2011, partly thanks to the strong 
 performance of Turkey (whose forecast was revised upward by 2 percentage points 
while the projections for the other countries were mostly revised somewhat down-
ward), average growth in the region will decline to 3.2% in 2012. This represents 
a downward revision by 0.9 percentage points compared to April 2011. All 
 countries but Croatia (for which the forecast remained unchanged) were affected 
by the revisions. The changes were above average for the Czech Republic,  Hungary 
and Turkey. In the latter country, growth will decline by two-thirds to a rather 
meager 2.2% given decelerating capital inflows, which will dampen domestic 
 demand while external demand will also be lower. Currently available forecasts 
for CESEE, however, do not fully incorporate the most recent deterioration in the 
international environment, which implies that the projections will most probably 
need to be revised downward even further.

Forecasts had to be 
revised downward
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4 For the detailed OeNB-BOFIT forecast for CESEE, see OFIT forecast for CESEE, see OFIT box 3 of this contribution.
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Inflationary Pressures Moderate after Peak in Summer
Throughout the first half of the year, price pressures were more or less elevated 
across the region, with only a few  exceptions (Slovenia, the Czech Republic and 
Croatia). Inflation was driven by rising food prices due to high world market prices 
for food and adverse effects from poor harvests in the region in 2010. Further-
more, high energy and commodity prices as well as hikes in indirect tax rates in 
some countries boosted inflation. The latter was especially visible in Poland and 
Slovakia, both of which increased their value-added tax rate by 1 percentage point 
in January 2011 (to 23% and 20%, respectively). 

Several central banks had already reacted to this development by tightening 
monetary policy in early 2011. In the review period, the Polish central bank 
 increased its policy rate further, by 25 basis points each in April, May and June to 
4.5%, and the Russian central bank increased its rate by 25 basis points in April to 
8.25%. Slovenia and Slovakia directly implemented the ECB interest rate changes 
of April and July.

The peak of inflation, however, was already reached in summer. Most countries 
reported a moderation in price rises thereafter. This was, on the one hand, due to 
base effects, for example following the VAT increase in Romania in mid-2010. On 
the other hand, new harvests reaching the market took some pressure from food 
prices. 

The one major exception from this pattern is Turkey. After a decline in 
 inflation in early 2011, which was mainly due to base effects, price pressures have 
become more pronounced ever since. Unlike in most other countries, in Turkey 
the pickup in inflation was not mainly related to food and energy but rather to 
 industrial goods. This was due to a positive output gap and pass-through effects 
from the weakening of the Turkish lira. Currency depreciation, in turn, was a 
 byproduct of the policy mix the Turkish central bank adopted with the aim to con-
tain portfolio capital inflows, which had been soaring since early 2010. In late 
2010, the central bank launched a combined strategy of lowering policy rates, 
tightening reserve requirements, and widening the corridor between overnight 

Inflation was 
comparatively high 
throughout the first 
half of 2011

Receding food prices 
and base effects have 
supported disinflation 
since summer
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lending and borrowing rates. The latter measures aimed at draining liquidity from 
the domestic market in order to slow down credit growth and counteract the 
 expansionary effects of low interest rates. This policy most likely fostered the 
weakening of the Turkish lira (and perhaps more so than the authorities originally 
intended) and thus helped to contain capital inflows. However, domestic loan 
growth  remained vibrant, lingering at around 40% year on year during the 
 summer, the highest level recorded throughout the region.  

By contrast, in most CESEE countries credit growth has remained rather 
 lackluster. Some pickup was observed in the faster-growing economies (Slovakia, 
Poland, Russia), but even there the growth rates are lagging far behind those 
 recorded in the boom years. In the remaining countries, the credit stock grew 
only marginally and even decreased as a percentage of GDP in five out of the ten 
countries (Slovenia, Bulgaria, Hungary, Romania, Russia; in the latter, however, 
due to a low credit stock compared to GDP). 

Credit growth was muted despite the fact that recent lending surveys  conducted 
in Hungary, Poland and Romania reported a slowly increasing demand for loans. 
According to an empirical analysis by the IMF,5 the continuing weaknesses in 
credit portfolio quality as exemplified by the development of nonperforming loans 
(NPLs) play a role in this context. 

The share of nonperforming loans in total loans has decreased substantially 
only in Turkey, where it has fallen to precrisis levels. Some improvement in NPL 
ratios was also recently observed in Russia, Slovakia, the Czech Republic and 
 Poland. Nevertheless, NPL ratios remain definitely elevated in these countries. In 
the rest of the region, NPL ratios kept on rising throughout the review period. 
This is an indication that the cleanup of banks’ balance sheets is still far from 
 complete and needs to be speeded up in order to avoid credit supply bottlenecks 
further down the road. 

Credit growth remains 
lackluster …

… and NPL ratios are 
still elevated
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5 Regional Economic Outlook Europe, October 2011.
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Improvement of External Accounts Peters Out in Some Countries 
As discussed in earlier issues of this report, most CESEE countries had seen a 
 major improvement in their external positions in 2009–10. Throughout most of 
the region this process continued in the first half of 2011. This development often 
reflected a better performance of trade balances partly due to weak domestic 
 demand (especially in Slovenia, Bulgaria, Romania and Croatia), but also improve-
ments in price competitiveness. An increased absorption of EU funds also played a 
role, e.g. in Slovenia and Slovakia. 

In the past quarters, however, a renewed increase in the current account  deficit 
was observed in some countries, in particular in Poland and Turkey. Both  countries 
enjoyed strong growth based on vivid domestic demand with corresponding  effects 
on the trade balance. While the increase in the case of Poland was moderate, and 
the deficit has so far remained contained, the rise was more pronounced in  Turkey, 
where the deficit has reached elevated levels. Looking forward, recent currency 
depreciations seen in both countries may help dampen the impact of deteriorating 
international demand on external balances. 

The Czech Republic also reported a small rise in its current account deficit. 
Unlike in the aforementioned two countries, however, this was mainly related 
to a wider gap in the income balance as a growing number of foreign-owned 
 companies recorded profits.6 Since the Czech Republic’s FDI stock was among the 
most profitable in CESEE (as measured by FDI-related income outflows relative to 
inward FDI stock) already before the crisis, it does not come as a surprise that 
foreign-owned companies in the Czech Republic have already been able to  generate 

Rising domestic demand 
and profit repatriations 
begin to weigh 
on current account 
 positions

6 A substantial part of these profits has been reinvested, thereby strengthening the financial account.
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higher profits again while such a development has not been observed in the other 
CESEE countries.

As for financial account developments, net capital flows to CESEE as a whole 
decelerated somewhat, from 3.5% of GDP in the second quarter of 2010 (four-
quarter moving sum) to 2.7% of GDP in mid-2011 (four-quarter moving sum). 
This was mostly due to decreasing net inflows of portfolio investment, but net FDI 
inflows too were lower. On the country level, capital flows decreased substantially 
in Bulgaria, Hungary and Russia, while they picked up strongly in the Czech 
 Republic, Slovakia and Turkey. As for the type of capital, other investment 
 accounted for most of the net inflows in Croatia, Turkey, Romania and Slovakia. 
Portfolio investment was the most important component in Hungary, Slovenia and 
Poland. While in Poland this can be interpreted as a sign of the strength and 
 attractiveness of the domestic market, Hungary and Slovenia are more dependent 
on portfolio financing as a substitute for other investment flows as the willingness 
of foreign creditors to extend credit lines has decreased. In Turkey, external 
 financing is increasingly relying on portfolio inflows, which constitutes – in 
 conjunction with the level of the funding needed – an element of vulnerability. 

FDI represents the most important source of external financing in Bulgaria 
(where the current account is in surplus anyway) and the Czech Republic, and has 
been picking up recently in Romania and Slovenia. In general, however, FDI has 
not yet recovered substantially from the slump during the crisis. In some countries 
it is still declining (e.g. in Bulgaria, although from a high level, and in Poland and 
Russia), while in other countries it is only marginally above the low levels  recorded 
during the financial crisis (Romania and Slovakia). 

Fiscal Consolidation Remains a Challenge 

The financial crisis severely affected fiscal accounts in CESEE. Revenues, which 
often had been buoyant in the precrisis years thanks to booming domestic  demand, 
collapsed in most countries and have recovered only moderately since then, while 
spending pressures intensified. Against this background, fiscal consolidation 
 became a key issue on the political agenda. In some cases, fiscal tightening started 
already during the recession, as efforts to preserve investor confidence prevailed 
over concerns about the procyclical effects of fiscal restraint during the downturn.

During the observation period, fiscal consolidation in CESEE progressed. The 
average deficit of the region will decline from –4.6% of GDP in 2010 to –2.2% of 
GDP in 2011 according to recent projections, with a notable fraction of this im-
provement being of a structural nature. This development in the regional average, 
however, masks large differences across countries. Although some see rather rapid 
improvements (Slovakia, Poland, Russia), others are making much less headway, 
and some none at all (Croatia). In the EU countries of the region, consolidation is 
taking place under the framework of the excessive deficit procedure (EDP), which 
all EU Member States of the country group under review here are currently sub-
ject to. Under the EDP, benchmarks for reducing the budgetary gaps have been 
agreed upon, with the deadlines for the correction of excessive deficits being 2011 
(Hungary and Bulgaria), 2012 (Poland and Romania) and 2013 (Czech Republic, 
Slovakia and Slovenia). In their national stability and convergence programs of 
spring 2011, the CESEE EU Member States recommitted themselves to these 
timelines. 

FDI has not yet fully 
recovered from the 

slump during the crisis 

CESEE EU members 
have committed 

themselves to meeting 
the EDP deadlines …
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In its evaluation of the programs and its country-specific recommendations 
within the framework of the European semester, the European Commission, how-
ever, only partly shares this view. In the case of Slovenia, the Commission found 
that further consolidation to correct the excessive deficit by 2013 remains a key 
challenge. The same is true for Poland. Measures in addition to the ones presented 
in the draft 2012 budget may need to be implemented to meet the 2012 deadline. 
Furthermore, the Commission deems it possible that the deficit in Hungary will 
again exceed the 3%-of-GDP threshold in 2012 unless further measures are taken. 
In general, the medium-term macroeconomic scenarios underpinning the budgetary 
projections were found to be too favorable in some cases (e.g. in the Czech Republic, 
Poland, Slovakia and Slovenia), which may thwart the achievement of budgetary 
objectives in the years to come. 

While the headline fiscal balances in Turkey and Russia have developed posi-
tively, given robust economic dynamics and – in the case of Russia – high oil prices, 
in Croatia the budget deficit will increase in 2011 due to weak economic momen-
tum; it is expected to contract slowly to a level of just below 3% only by 2013, the 
prospective year of Croatia’s EU entry. 

The public debt situation in CESEE remains less problematic than in a number 
of Western European countries. Public debt levels have remained below 50% in 
most countries, only Hungary (81.9% of GDP) and Poland (56.1% of GDP) re-
corded higher debt ratios as at the first quarter of 2011.

… which will be difficult 
to achieve in some 
countries

Box 1

Ukraine: Growth Mainly Driven by Private Consumption, IMF Program 
 Currently Off Track

Following the recovery in 2010, the Ukrainian economy continued to grow in the first half of 
2011. Yet, annual GDP growth decelerated from 5.3% in the first quarter to 3.8% in the 
 second quarter. GDP growth was mainly driven by private consumption. Inventory restocking 
and gross fixed capital formation also delivered positive growth contributions, but to a much 
smaller extent than private consumption. At the same time, the contribution of net exports 
became increasingly negative in the first half of 2011. 

The deteriorating current account confirmed that growth was driven mainly by domestic 
demand. In the four quarters up to mid-2011, the current account deficit increased to 4.2% of 
GDP, from 2.1% at end-2010. On a positive note, net FDI inflows fully covered the current 
 account deficit. In September 2011, foreign exchange reserves fell by USD 3.25 billion due to 
valuation effects as well as central bank interventions in the foreign exchange market to keep 
the hryvnia stable vis-à-vis the U.S. dollar. After falling to single-digit levels in 2010, the inflation 
rate trended upward and reached 11.9% in June 2011. Since then, it has come down to reach 
5.9% in September due to favorable food price developments. However, core inflation 
 remained rather high at 8.1% in September (only marginally down from 8.6% in June).

In July 2010, the IMF approved its second Stand-By Arrangement (SBA) for Ukraine since 
the beginning of the global financial crisis. So far, two tranches amounting to a total of 
EUR 2.6 billion out of a total of EUR 11.6 billion have been disbursed under the second SBA. 
However, the program veered off track in early 2011, as the Ukrainian authorities did not 
implement all the measures previously agreed upon. Meanwhile, some progress has been 
made (including adjustments in the pension system), but the Ukrainian government has 
 remained reluctant to raise gas prices for households, which is a key condition for the IMF to 
continue with the program.
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Box 2

Western Balkans:1 Tentative Recovery amid Increasing External Risks 

As in 2010, when the Western Balkan countries experienced a moderate recovery mainly 
driven by external demand, net exports again provided a strong contribution to GDP growth in 
the region in the first half of 2011, as suggested by the available data. The only notable 
 exception is FYR Macedonia, where gross capital formation and private consumption also 
 became a main source of GDP growth. While real GDP growth in 2010 ranged between 0.7% 
in Bosnia and Herzegovina and 4.1% in Albania, available GDP data for the first half of 2011 
show increasing GDP growth in FYR Macedonia (5.2% year on year) and Serbia (3.1%), and a 
slowdown in Albania (3.4%). Quarterly GDP data are not available for Montenegro and Bosnia 
and Herzegovina. However, retail sales growth rates suggest an acceleration (+14.1% year on 
year in Montenegro, +15.5% in Bosnia and Herzegovina year on year in the second quarter of 
2011), while construction and industrial production growth rates in these two countries also 
broadly tended to pick up. 

These developments went hand in hand with a recovery of growth of credit to the private 
sector, as bank lending resumed momentum in Bosnia and Herzegovina (+4.8% year on year) 
and accelerated in Albania (+10.3%), FYR Macedonia (+7.8%) and Kosovo (+14.3%), while 
contracting considerably only in Montenegro (–11.8%). On the downside, the share of nonper-
forming loans accelerated further in Albania (to 15.5% of total loans by mid-2011), Montenegro 
(24.3%) and Serbia (19.7%), while remaining broadly steady in Bosnia and Herzegovina and 
FYR Macedonia, albeit at already elevated levels (11.8% and 9.2%, respectively). So far, despite 
their large exposure to Greece (in particular of FYR Macedonia, Albania and Serbia), negative 
spillovers from the Greek debt crisis – through either trade or bank channels – have remained 
contained.

After a substantial improvement in external imbalances in 2009–10, the current account 
balance deteriorated in the majority of the Western Balkan countries, as domestic demand 
stabilized, but also due to falling remittances (Albania) in the first half of 2011. In the same 
period, net FDI inflows developed heterogeneously, increasing only in FYR Macedonia, Albania 
and Bosnia and Herzegovina, covering, on average, only 60% of the current account deficit. 

The IMF remains an important policy anchor for several countries in the region. Serbia 
was granted a new SBA (with a total volume of EUR 1.1 billion) in September 2011 after the 
successful completion of a two-year SBA with the IMF in April 2011. FYR Macedonia, in March 
2011, drew EUR 220 million under a Precautionary Credit Line (PCL) arrangement approved 
in January 2011; in late summer, the IMF positively completed the first review of the arrangement. 
The SBA with Kosovo was derailed in June due to the significant increase of public sector 
wages and was transformed into a non-financing IMF Staff-Monitored Program. Despite the 
challenging political environment in Bosnia and Herzegovina, the SBA with the IMF remains 
well on track and will be completed in June 2012.

Mainly due to international commodity price developments, price growth has gained 
 momentum in all Western Balkan countries since mid-2010, and inflation even reached 
 double-digit levels in Kosovo (10.6%) and Serbia (14.7%) in April 2011. Since then, inflation 
has decelerated in Albania and Serbia. The central banks of these two countries reduced their 
policy rates as a response to falling inflation and a more benign inflation outlook.

Despite the slightly improved growth performance, general government deficits appear to 
have widened somewhat in the first six months in 2011 (except for Bosnia and Herzegovina) 
due to lower-than-expected inflows of VAT and personal income revenues (Serbia, Montenegro) 
as well as increased government expenditures (Albania, Kosovo). Looking forward, fiscal policy 
in the Western Balkans will need to strike a balance between continuing or renewing consolidation 
efforts and avoiding an overly procyclical policy stance given the deterioration in the international 
environment and its knock-on effects on cyclical developments in this subregion.
1 The Western Balkans comprise the EU candidate countries FYR Macedonia and Montenegro, as well as the potential 

candidate countries Albania, Bosnia and Herzegovina, Kosovo and Serbia. Developments in Croatia are covered in the 
country section of this report.
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Box 3

OeNB-BOFIT September 2011 Projections for Selected CESEE Countries: 
Growth Moderates Due to Worsening External Demand1

The recent macroeconomic projections for selected CESEE countries by the OeNB and the 
Bank of Finland’s Institute for Economies in Transition (BOFIT) with the cutoff date Septem-
ber 29, 2011, show a downward revision of the growth prospects for selected Central, Eastern 
and Southeastern European economies as a result of the rapidly deteriorating external
environment. The baseline is – mainly for technical reasons – based on a rather optimistic 
outlook for euro area GDP growth2 and leads to moderate economic growth in the CESEE-73 and leads to moderate economic growth in the CESEE-73 and leads to moderate economic growth in the CESEE-7
region of 2.8% in 2011 and 2.5% in 2012. Therefore we have decided to add a more pessimis-
tic scenario, which seems to become more realistic every day. This scenario, for which we
assume a potentially worse growth performance of euro area GDP in 2012 (1 percentage 
point lower), would push the 2012 growth rate of the CESEE-7 region down to 1.9%. The contri-
bution of external demand, which has to date represented the main growth driver, will decline 
over the projection horizon. Domestic demand will strengthen in all countries, but will remain 
negative in Hungary. Poland, the largest economy in the region, continues to be an exception 
in terms of both growth rates and reversed growth drivers. Russian economic growth in the 
first half of 2011 was weaker than forecast, while the expansion of imports exceeded expec-
tations. Consequently, our GDP forecast was revised downward to 4.4% in 2011 and 2012. 
The import rebound is expected to remain buoyant in 2011, but to lose speed in 2012. With 
a moderate economic recovery in the second half of the year, Croatian GDP is forecast to
expand by a modest 0.4% in 2011 and to pick up slightly to 1.3% in 2012 on the back of 
strengthening domestic demand.

Risks to growth are clearly tilted to the downside and comprise substantially slower-
than-assumed growth in the euro area and additional contagion risks through banking 
and financial market channels. Furthermore, uncertainty prevails over the appropriate 
response to existing and possibly newly arising fiscal consolidation needs. For Russia 
forecast risks are likewise manifold and mainly downside, comprising lower oil prices 
induced by global disturbances and growth setbacks, new bouts of risk aversion,
uncertainties with respect to consumer confidence, a new food inflation wave, and 
heightened import growth in case of stronger-than-expected ruble appreciation.

How Would CESEE-7 Growth React to a More Pronounced Dip in Euro Area 
Growth? A Sensitivity Analysis
The current projections are based on rather optimistic external assumptions, which do not 
incorporate the consequences of the most recent developments in the euro area. Therefore, 
this section illustrates the sensitivity of our growth forecast for the CESEE-7 countries to a 
potentially worse growth performance in the euro area. More specifically, euro area GDP 
growth in 2012 is assumed to be 1 percentage point lower than the baseline range of 0.4%–
2.2% year on year.

1 Compiled by Julia Wörz. The OeNB and the Bank of Finland’s Institute for Economies in Transition (BOFIT) compile 
semiannual forecasts of economic developments in selected CESEE countries (Bulgaria, Croatia, the Czech Republic, 
Hungary, Poland and Romania as well as Russia). These forecasts are based on a broad range of available information, 
including country-specif ic time-series models for Bulgaria, Croatia, the Czech Republic, Hungary, Poland and Romania 
(for technical details, see Crespo Cuaresma, J., M. Feldkircher, T. Slačík and J. Wörz. 2009. Simple but Effective: The 
OeNB’s Forecasting Model for Selected CESEE Countries. In: Focus on European Economic Integration Q4/09.
pp. 84–95). The projections for Russia, which were prepared by BOFIT, are based on a SVAR model.

2 The projections rest on technical assumptions about euro area developments for GDP, imports, interest rates and
inflation rates. These assumptions are taken from the September 2011 macroeconomic projection exercise, prepared 
by the ECB for the Eurosystem. Average annual real GDP growth of the euro area is thus assumed to range between 
1.4% and 1.8% in 2011 and between 0.4% and 2.2% in 2012.

3 Bulgaria, the Czech Republic, Hungary, Latvia, Lithuania, Poland and Romania. Latvia and Lithuania are not covered by 
our own projections, but are included in the CESEE-7 aggregate based on the September 2011 IMF World Economic
Outlook projections.
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Lower euro area growth implies lower CESEE-7 growth in the same year for various reasons. 
First of all, because the euro area represents the major trading partner for all countries in the 
region, slower euro area growth automatically reduces the CESEE-7 region’s external demand 
for goods and services. Second, a contraction of economic activity may trigger a range of chan-
nels through which economic activity in the region may be affected. One possible consequence 
may be stronger funding constraints for euro area banks active in the CESEE-7. This would
induce greater deleveraging in the region. A more pronounced dip in the euro area could also 
increase uncertainty in the CESEE-7, in turn affecting investment and consumption decisions. 
Negative wealth effects as a result of continued turbulences in stock markets could also arise 
in the region and could have a negative impact on private consumption. Such effects tend to 
be smaller in the CESEE-7 than in some Western European countries, though. In such an
environment, additional (procyclical) fiscal consolidation measures may become necessary in 
some CESEE-7 countries to retain investor confidence. Not all of these effects will necessarily 
materialize, and their growth impact would certainly vary from country to country, but the 
point is that there is an array of channels that may transmit lower growth in the euro area to 
the CESEE-7 countries.

The scenario of 1-percentage-point lower euro area GDP expansion in 2012 is imple-
mented in the time-series projection models for the five CESEE countries Bulgaria, the Czech 
Republic, Hungary, Poland and Romania. The reduction is spread evenly over the entire year 
and thus does not change the quarterly profile of euro area growth. In our models, the major 
influence of this change on CESEE-7 growth comes through the drop in external demand as 
compared to the baseline. Exchange rate developments are also directly affected in the 
model, apart from indirect effects on all growth components feeding through the system. 
However, our quantitative assessment of the growth impact on the CESEE-7 does not consider 
most of the financial transmission channels mentioned above. Hence, our sensitivity analysis 
has to be interpreted as a conservative estimate of the effects. In order to calculate the effect 
of the euro area dip on the CESEE-7 region as a whole, GDP growth in Latvia and Lithuania 
for 2012 was scaled down by the average growth reduction for the CESEE-5 aggregate. The 
results are given in table 2 below.

Table 1

 GDP and Import Projections for 2011 and 2012, Baseline

GDP Imports

2010 2011 2012 2010 2011 2012

Year-on-year growth in %

CESEE-7 2.0 2.8 2.5 13.0 7.6 5.7
Bulgaria 0.3 2.5 2.8 4.3 8.3 6.5
Czech Republic 2.2 2.0 1.8 17.6 7.9 5.8
Hungary 1.1 1.5 1.1 12.0 7.5 4.5
Poland 3.8 3.7 2.9 11.5 6.2 6.0
Romania –1.5 1.5 3.0 12.3 7.7 4.3
Russia 4.0 4.4 4.4 24.2 18.0 9.0
Croatia –1.1 0.5 1.2 –1.4 –3.5 0.6

Source: OeNB-BOFIT September 2011 forecast, Eurostat, IMF.
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Growth in the region as a whole would be 
0.6 percentage points lower in 2012 rela-
tive to the baseline under these weaker ex-
ternal growth assumptions. Individual coun-
tries would be affected differently: The out-
look for Poland, by far the largest economy 
in the region, would fall by 0.7 percentage 
points to only 2.2% year on year. Likewise, 
growth projections for Bulgaria would be 
lowered by 0.8 percentage points. In
Hungary, projected growth for 2012 would 
be more than halved to 0.5% year on year, 
falling by 0.6 percentage points. Projected 
GDP in the Czech Republic would also be 
taken down by 0.5 percentage points. By 
contrast, the impact on Romania would be 
smaller. The projected growth rate would

only drop by 0.2 percentage points to 2.8%. The results of this sensitivity analysis, which
underpin the dependence of the region on developments in the euro area, represent a lower 
bound of the potential impact arising from weaker euro area growth, given that not all trans-
mission channels are explicitly captured in the underlying models.

CESEE-7: External Demand to Fade as Main Growth Driver
In the second half of 2011, external demand, which held up as the most important 
growth component in the first half of the year, will further recede and domestic
demand will sustain the moderate economic expansion in all countries apart from 
Hungary. Here, frequent policy turns and interference in existing contracts are aggra-
vating corporate and household financing conditions. With restocking having come to 
an end and capacity utilization high in most countries, investment will pick up and, 
together with private consumption, will back domestic demand in the remainder of 
2011. Strong liquidity and profitability conditions of the nonfinancial corporate sector 
underscore this trend in Poland. The improvement of domestic demand will be
especially pronounced in Bulgaria and Romania. This is partly the result of a base
effect – domestic demand continued to contract in both countries in the second half of 
2010 – and partly reflects improving labor market conditions. Strong public infra-
structure investments in Bulgaria and high capacity utilization in Romania further
add to powerful investment growth. Leading indicators in both countries were stable, 
albeit at low levels, in mid-2011.

Export growth, which was strong in recent quarters, will moderate considerably, 
given strongly decelerating growth in the major trading partner countries. The impor-
tance of individual growth drivers will thus remain mixed throughout the region in 
the latter half of 2011. Poland and Romania will display a positive contribution of
domestic demand and a negative contribution of external demand, while net exports 
will remain the only positive growth component in Hungary. The Czech Republic will 
also show a strongly positive contribution of external demand. In Bulgaria, growth 
will become increasingly balanced.

For 2011 as a whole, the CESEE-7 region will expand by 2.8% and thus more moder-
ately than projected in our March forecast. Growth in Poland, the largest economy, 
will not expand further compared to 2010, but the country will remain the region’s 
growth engine, with its GDP augmenting by 3.7% year on year. Hungary and Roma-
nia are expected to show a growth rate of 1.5%, while the Czech and Bulgarian econo-
mies will grow by 2% and 2.5%, respectively. This implies an acceleration of growth 
dynamics for all countries apart from the Czech Republic and Poland. In the Czech

Table 2

Sensitivity of CESEE-7 GDP Growth 
Projections to a Moderation of Euro 
Area Growth in 2012

2012

Baseline Scenario 

Year-on-year growth in %

CESEE-7 2.5 1.9
Bulgaria 2.8 2.0
Czech Republic 1.8 1.3
Hungary 1.1 0.5
Poland 2.9 2.2
Romania 3.0 2.8

Source: OeNB.
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Republic, the fiscal austerity package will restrict further growth, while in Poland
investment growth will moderate after strong pre-election public investments. The 
deteriorating external environment and rising uncertainty about developments in the 
euro area imply that economic growth will remain well below its precrisis level and 
that catching-up will resume at a slow pace.

Based on the assumptions concerning euro area growth as prepared by the ECB in 
the context of the September 2011 macroeconomic projection exercise, economic 
growth in 2012 will moderate to 2.5% in the region. As described above, a more rea-
listic assumption concerning economic growth in the euro area in 2012 would lower 
CESEE-7 growth by 0.6 percentage points down to 1.9% per annum. The growth 
moderation will be led by the Central European countries, while the Southeastern Eu-
ropean economies of Bulgaria and Romania will continue to show a domestic demand-
driven expansion that relies heavily on private consumption. In Hungary, domestic 
demand will be further hampered by the strength of the Swiss franc given the high 
ratio of private foreign currency loans. In general, the contribution of net exports is 
falling in all countries except for Poland and will either yield almost no contribution to 
GDP growth (in the Czech Republic and Poland along with somewhat deteriorating 
price competitiveness) or will make a negative contribution (in Bulgaria and Romania). 
By contrast, the growth contribution of domestic demand is rising in all countries 
apart from Poland, where it remains at a comparatively high level. In Hungary, domes-
tic demand and, in particular, private consumption will remain subdued to the extent 
that its overall contribution will remain slightly negative. For the region as a whole, 
several factors will weigh on economic activity in addition to the weakening external 
environment, namely tight and uncertain financing conditions, hesitant investors and 
uncertainties about capital inflows. Import demand will ease compared to 2011 and 
will range between 4.3% (in Romania) and 6% (in the Czech Republic and Poland); it 
will reach 6.5% in Bulgaria.

Risks to the current projections are clearly on the downside. A further and possi-
bly substantial deterioration of external demand in the form of rising economic and 
financial tensions in the euro area has not been factored into the projections. Negative 
consequences for the CESEE-7 region via trade and supply-chain links could arise if 
economic growth in the euro area weakens or even stagnates. Additional possible con-
tagion through the financial sector and the banking system imply further downside 
risks. Moreover, uncertainty prevails over the appropriate response to existing and 
possibly newly arising fiscal consolidation needs in the region. Investor sentiment to-
ward the region has remained rather positive during the sovereign debt crisis in South-
ern Europe. The July/August rating upgrades for the region (long-term foreign-cur-
rency sovereign debt ratings for Bulgaria, Romania and the Czech Republic in July and 
August 2011) and the improvements in the outlook for Hungary, Latvia and Lithuania 
between May and August may reflect some upward risks. Yet, these moves in general 
indicate a rather backward-looking stance, as is illustrated very impressively by the 
most recent political developments, inter alia with respect to repayment conditions for 
foreign currency loans, in Hungary. 

Russia: Growth Is Relatively Brisk, but Leveling Off
The speed of Russia’s economic recovery declined to 3.7% year on year in the first half 
of 2011, i.e. to less than forecast, after a revival of 4% in 2010. Private consumption 
continued to grow steadily, although slightly more slowly than expected (by some 5% 
to 6% in the first half of 2011). Public consumption has hardly increased at all so far 
this year. The country’s export volume has also underperformed forecasts, not grow-
ing at all in the first quarter of 2011, yet some indications point to a slight pickup in the 
second quarter. The revival of fixed investment has been hesitant, although it appears 
to have gained some life in spring and expanded 2.7% in the first half of 2011. The
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post-trough wave of inventory restocking continued. Similar to 2010, the lower GDP 
growth performance was partly due to an unexpectedly swift rebound of imports. 

Regarding the second half of 2011, growth is forecast to pick up from a slow
second quarter, supported by easing inflation, so that prices will erode household
purchasing power less than since the summer of 2010. Year-on-year growth may also 
benefit from a base effect, given that economic activity in the third quarter of 2010 
was subdued due to production losses (particularly in agriculture) caused by extreme 
weather conditions in the summer. The full-year 2011 GDP growth forecast of 4.4% is 
also supported by investment, which should gain momentum, since the output gap is 
closing. The rebuilding of inventories may continue in 2011.

However, the economic expansion is projected to slow down soon, assuming the 
oil price will level off, i.e. no longer rise, during the forecast period. Full-year GDP 
growth will remain at 4.4% in 2012, given the current year’s partly low GDP level 
(another base effect), the partial winding-back of corporate social taxes in 2012, and 
accelerated government spending increases connected with the elections.

Private consumption is forecast to remain the crucial driver of growth and to
increase briskly. Pension and public sector wage increases penciled in so far are rela-
tively moderate, but there official indications have been made publicly that larger hikes 
might be possible. Wages in the private sector are anticipated to rise swiftly as unem-
ployment declines gradually from a relatively low level. Consumer loans are expected 
to grow further. Public consumption is anticipated to increase in 2012, since the
authorities plan to augment total general government spending by around 6% in real 
terms in the forefront of elections. Export volumes are projected to grow rather 
slowly. While oil deliveries will continue to be sluggish, exports of gas and nonenergy 
commodities should expand more swiftly. Fixed investments are foreseen to recover in 
2012, as preslump capacity utilization rates will have been attained. Restocking is
expected to subside in 2012.

Russia’s import surge has shown signs of leveling off in the summer of 2011. The 
rebound is considered to be frontloaded and is projected to ease from this year’s 18% 
to below 10% in 2012, assuming that the economy’s import propensity over the fore-
cast period will not substantially differ from what it was in the preslump boom years. 
The already regained share of imports will cushion the decline in import growth.

Our forecast is based on the expectation that the world economy and trade will 
continue to grow briskly in the coming years and that the oil price (Brent) will level 
off only slightly from its average of about USD 110 in 2011. Forecast risks are manifold 
and mainly downside. Global disturbances and growth setbacks could bring down the 
price of oil and of other Russian export commodities and could also squeeze the coun-
try’s export volume somewhat. New bouts of risk aversion could swiftly impact capital 
flows into and from Russia. Uncertainties in the advanced economies may also affect 
Russian consumer confidence. Any new food inflation wave would cut into consumer 
demand (food items account for almost 40% of the CPI). Uncertainties, whether
external or domestic (inter alia, the pre-election period) could further delay the
revival of investments. Import growth may prove to be faster than forecast, e.g. if
ruble appreciation in real terms outstrips expectations.
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Croatia: Protracted Recovery of Domestic Demand
Against the background of stagnating economic activity, economic conditions
remained gloomy in Croatia in the first half of 2011. In particular, weak domestic
demand continued to weigh on the Croatian economy. Although private consumption 
showed some tentative signs of recovery as the effects of the tax reform 2010 (includ-
ing the abolition of the special “crisis tax”) started to fully materialize, it still remained 
weak, given high unemployment, contracting real wages and the ongoing process of 
financial deleveraging and restructuring in the household sector. Similarly, public con-
sumption grew only moderately in view of increasing fiscal constraints. Furthermore, 
investment activity (in particular construction) remained depressed. Net exports con-
tinued to contribute positively to economic growth, as imports contracted faster than 
exports.

With a moderate economic recovery in the second half of the year, the Croatian 
economy is forecast to grow by 0.4% in 2011 as a whole. The growth pattern seen in 
2009 and 2010 will also prevail in 2011, implying a negative contribution of domestic 
demand and a positive contribution of net exports (albeit less pronounced than in pre-
vious years). Private and public consumption are expected to strengthen somewhat in 
the second half of the year in the wake of the upcoming parliamentary elections in 
December 2011. At the same time, restocking is expected to compensate slightly for 
weak investment activity. A fairly good tourism season is expected to underpin ex-
ports in the third quarter of 2011, but given the base effect-related slump in exports in 
the first quarter of 2011, export growth will turn out to be negative in full-year 2011. 
However, given the faster contraction of imports, the contribution of net exports to 
growth will remain positive.

GDP growth is expected to accelerate to 1.3% in 2012, driven mainly by a pickup 
in domestic demand. Consumption will remain weak, though. In particular, the need 
for increasing fiscal consolidation following the election year 2011 will affect public 
consumption. At the same time, private consumption is estimated to pick up slightly as 
the first signs of improving labor market conditions become apparent and the support 
measures of the government taken in September 2011 to support borrowers who have 
taken out loans in Swiss francs will help ease households’ financial situation. After
having contracted considerably for three consecutive years, gross fixed capital forma-
tion is forecast to recover in 2012, mainly driven by gradually increasing FDI inflows 
ahead of EU entry in 2013. In a less supportive global environment, exports are
expected to grow only marginally in 2012. At the same time, the investment-driven 
recovery of domestic demand will also contribute to a pickup in import growth, so 
that the positive contribution of net exports to GDP growth is likely to decrease
further.
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2  Slovakia: Export-Driven Growth, Fiscal Consolidation and Labor 
Market Reforms

In the first half of 2011, GDP growth was rather solid but, contrary to the same 
period of 2010, driven only by external demand. Exports continued to grow at 
double-digit rates on an annual basis. The pace of imports, which consisted mainly 
of intermediate and capital goods, has been slowing down; the fastest growing 
items included parts and accessories of motor vehicles and semiconductor devices. 
Imports were thus mainly driven by export-oriented industrial production rather 
than consumer demand.

Private consumption was indeed subdued, which is also reflected in declining 
retail sales. One of the reasons for this are the government’s fiscal austerity 
 measures, which also depressed public consumption. While restocking slowed 
down, gross fixed capital investment continued to grow. Hence, gross fixed  capital 
formation has been the only domestic demand component to positively contribute 
to GDP growth in 2011 so far. However, the pace of industrial production has 
been slowing down, and so has industrial confidence, implying a moderation in 
investment activity looking forward. The decline in unit labor costs came to a halt 
in the first half of 2011, reflecting lower productivity growth and higher nominal 
wages.

The current account deficit improved in the first half of 2011 compared to the 
same period of the previous year, and so did all components except for the  income 
balance, which deteriorated slightly due to profit repatriation. Net FDI turned 
negative due to outflows of other capital.

Annual average HICP inflation rose in the first half of 2011, peaking at 4.2% in 
May, and moderated to 4.1% in August. Inflation was mainly affected by rising 
global energy and food prices as well as by a 1-percentage-point VAT hike at the 
beginning of the year and rising transport and housing services costs. 

While employment remained below the precrisis level, unemployment reached 
its lowest level since 2009 in the second quarter of 2011. However,  unemployment 
continues to vary strongly between regions, and long-term unemployment 
 accounts for more than two-thirds of the total figure. This suggests that the labor 
market also suffers from structural problems. The labor code was amended,  taking 
effect from September 2011, with the aim of improving flexibility in the labor 
market and fostering job creation.

After having posted a general government deficit of 7.9% of GDP in 2010, 
 Slovakia has committed itself under the EU’s excessive deficit procedure to bring 
the  deficit down to 4.9% by 2011 and to 2.9% by 2013. This implies a reduction in 
the  structural deficit by 4.3% of GDP between 2010 and 2013. So far, the implemen-
tation of this year’s budget appears to be on track to reach the envisaged target. 

The consolidation measures scheduled for 2011 have been mainly expenditure 
based (cuts in the public wage bill and other spending), but also revenue enhancing 
(1-percentage-point VAT rate hike, higher excise duties, a broadening of the 
 income tax and social contributions base). In 2012, parliament is set to adopt 
changes to the pension system (concerning, e.g., pension indexation, investment 
rules in the fully funded pillar) and the health care system (e.g. the transformation 
of hospitals into joint stock companies, medication policy) and further amend-
ments to income tax and social contributions legislation (aimed at simplifying the 
system) as well as a bank levy. In addition, a public debt ceiling is to be introduced.

Output driven by 
external demand, 
domestic demand 

deteriorates

Inflation accelerates

Labor market: some 
improvement, structural 

problems and reform 
efforts

Continuing 
 consolidation efforts in 

public finances
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Table 2

Main Economic Indicators: Slovakia

2008 2009 2010 Q1 10 Q2 10 Q3 10 Q4 10 Q1 11 Q2 11

Year-on-year change of the period total in %
GDP at constant prices 5.8 –4.8 4.0 4.7 4.2 3.8 3.5 3.5 3.3
Private consumption 6.2 0.3 –0.3 –0.1 –1.3 –0.2 0.5 –0.1 0.0
Public consumption 6.1 5.6 0.1 5.9 –1.1 0.9 –3.3 –2.5 –4.3
Gross fixed capital formation 1.0 –19.9 3.6 –3.4 1.8 4.8 10.6 1.2 6.2
Exports of goods and services 3.1 –15.9 16.4 18.3 16.1 17.3 14.3 15.8 12.4
Imports of goods and services 3.1 –18.6 14.9 10.9 16.0 19.2 13.5 11.3 9.0

Contribution to GDP growth in percentage points
Domestic demand 5.8 –7.4 2.4 –0.3 4.0 4.0 1.5 –0.2 –0.8
Net exports of goods and services 0.0 2.6 1.0 4.8 0.3 –1.1 0.5 3.6 2.8
Exports of goods and services 2.7 –13.3 11.6 12.8 11.3 11.5 10.8 12.7 10.0
Imports of goods and services 2.7 –15.9 10.6 8.0 11.0 12.7 10.3 9.1 7.2

Year-on-year change of the period average in %
Labor productivity in industry (real) 2.7 2.5 22.8 36.0 30.0 15.4 13.7 6.3 2.7
Average gross earnings in industry (nominal) 7.6 2.7 5.1 5.8 6.1 4.9 3.8 2.9 4.8
Unit labor costs in industry (nominal) 5.5 0.7 –15.2 –22.7 –18.5 –9.3 –9.0 –3.7 2.0
Producer price index (PPI) in industry 2.5 –6.6 0.1 –3.4 0.1 1.9 1.8 5.3 5.1
Consumer price index (here: HICP) 3.9 0.9 0.7 –0.0 0.7 1.0 1.1 3.5 4.1
EUR per 1 SKK, + = SKK appreciation 8.0 3.8 3.8 .. .. .. .. .. ..

Period average levels
Unemployment rate 
(ILO definition, %, 15–64 years) 9.6 12.1 14.4 15.2 14.4 14.2 13.9 13.9 13.2
Employment rate (%, 15–64 years) 62.3 60.2 58.8 58.0 58.6 59.2 59.3 59.0 59.6
Key interest rate per annum (%) 4.0 .. .. .. .. .. .. .. ..
SKK per 1 EUR 31.3 .. .. .. .. .. .. .. ..

Nominal year-on-year change in the period-end stock in %
Broad money (including foreign currency deposits) 4.8 3.2 4.4 –1.2 1.8 3.5 4.4 2.8 3.9

Contributions to the year-on-year change of broad money in percentage points
Net foreign assets of the banking system –8.0 –1.4 1.3 3.3 3.2 –1.6 1.3 0.3 2.5
Domestic credit of the banking system 12.5 23.0 9.2 9.4 9.9 12.0 9.2 4.2 3.8
 of which: claims on the private sector 11.2 6.0 3.2 2.4 2.1 1.9 3.2 4.6 6.8
  claims on households 7.0 3.5 4.2 3.3 3.6 3.8 4.2 4.3 4.5
  claims on enterprises 4.2 2.4 –1.0 –0.9 –1.5 –1.9 –1.0 0.3 2.4
  claims on the public sector (net) 1.3 17.0 6.0 7.0 7.8 10.2 6.0 –0.4 –3.0
Other assets (net) of the banking system 0.3 –18.4 –6.1 –13.9 –11.4 –7.0 –6.1 –1.7 –2.4

% of GDP, ESA 95
General government revenues 32.9 33.6 33.1 . . . . . . . . . . . .
General government expenditures 35.0 41.6 41.0 . . . . . . . . . . . .
General government balance –2.1 –8.0 –7.9 . . . . . . . . . . . .
Primary balance –0.8 –6.5 –6.6 . . . . . . . . . . . .
Gross public debt 27.8 35.4 41.0 . . . . . . . . . . . .

Year-on-year change of the period total (based on EUR) in %
Merchandise exports 13.4 –16.8 22.8 17.7 26.4 23.9 23.0 25.9 16.9
Merchandise imports 13.4 –20.0 25.5 11.1 28.3 32.7 29.0 25.3 17.4

% of GDP (based on EUR), period total
Trade balance –1.2 1.5 0.2 2.0 2.2 –1.9 –1.2 2.9 2.1
Services balance –0.7 –2.0 –1.1 –1.8 –1.3 –0.9 –0.6 –0.8 –0.9
Income balance (factor services balance) –2.9 –2.0 –1.9 –2.3 –2.3 –1.2 –1.9 –2.5 –2.4
Current transfers –1.3 –1.1 –0.6 0.4 –0.9 –1.3 –0.7 1.4 –0.8
Current account balance –6.1 –3.6 –3.5 –1.6 –2.3 –5.3 –4.3 1.0 –1.9
Capital account balance 1.2 0.7 1.5 2.6 0.0 1.8 1.9 0.3 2.3
Foreign direct investment (net) 4.5 –0.5 0.2 2.1 0.3 –2.3 1.1 1.7 –1.6

% of GDP (rolling four-quarter GDP, based on EUR), end of period
Gross external debt 0.0 71.9 74.7 72.9 74.6 75.0 74.7 77.6 78.1
Gross official reserves (excluding gold)1 19.8 0.8 0.8 0.8 0.9 0.8 0.8 0.9 0.9

Months of imports of goods and services
Gross official reserves (excluding gold)1 2.8 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1

EUR million, period total
GDP at current prices 64,687 63,051 65,906 15,149 16,267 17,470 17,020 15,833 17,131

Source: Bloomberg, European Commission, Eurostat, national statistical offices, national central banks, wiiw, OeNB.
1  Given Slovakia’s adoption of the euro, the concept of the calculation of international reserves changed at the beginning of 2009. In particular, reserves no longer include foreign assets in 

euro and claims on euro area residents.
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3  Slovenia: Weaker-than-Expected Economic Growth Complicates 
Fiscal Consolidation 

In Slovenia, GDP growth slowed to 1.6% during the first half of 2011 as the rate 
of economic expansion tumbled to 0.9% in the second quarter, its lowest level 
since the first quarter of 2010. In seasonally and working day-adjusted terms, the 
economy hardly expanded during the first half of the year. Domestic demand 
 contracted due to a deep fall in investment, particularly in the construction sector, 
which is still adjusting after the precrisis boom. Falling capital formation  reflected 
worsening demand conditions, weakening industrial confidence, slowing capacity 
utilization and a deepening contraction of credit to the corporate sector. There 
was only little growth in final consumption during the first half of 2011, as 
 consumer confidence remained weak, lending to households started to slow again, 
the decline in employment accelerated and real wage growth slowed sharply. As 
export growth held up well, while the weakening of domestic demand translated 
into a sharp slowdown in import growth in the second quarter, net exports 
 contributed 2 percentage points to the overall GDP growth rate during the first 
half of the year. Changes in inventories boosted GDP growth by the same amount.

Inflation slowed to a range of 1.1% to 1.2% by July-August 2011 from a range 
between 2.0% and 2.4% seen between November 2010 and May 2011. Core 
 inflation fluctuated between 0.1% and 0.6% between March and August, with still 
falling prices for services and nonenergy industrial goods. As for non-core compo-
nents, inflationary pressures eased substantially during the observation  period 
both for energy and unprocessed food. Weak domestic demand and a  decline in 
unit labor costs support the low inflationary environment. Labor cost developments 
presumably also helped the combined current and capital account turn into a small 
surplus in the second quarter of 2011, although the improvement during the first 
half of the year resulted mainly from the higher absorption of EU funds. 

In its 2011 Stability Programme of April 2011, the government set a general 
government budget deficit target of 5.5% of GDP. This target is substantially 
higher than the one of the previous update (4.2%), taking into account the 
 unanticipated recapitalization of the country’s biggest bank and a weaker macro-
economic environment. To ensure that this deficit target will be met despite 
weaker growth and the unforeseen capital injections into two state-owned enter-
prises (amounting to 0.5% of GDP), parliament in mid-September adopted a 
 supplementary budget for 2011. The supplementary budget envisages lower  revenue 
and expenditure targets and expenditure cuts in particular in public  investment, 
capital transfers and subsidies. The Stability Programme update envisages a reduction 
of the deficit to 3.9% of GDP in 2012 and to 2.9% in 2013, in line with the obligations 
under the excessive deficit procedure. However, the 2012 budget is fraught with 
substantial uncertainty since the government collapsed in mid-September, and 
early elections have been called for early December. In its assessment of the Stability 
Programme, the European Council in July 2011 called for concrete measures to 
underpin the 2012 deficit target. The outgoing government has submitted a law to 
parliament to keep social benefits, pensions and public sector wages unchanged in 
2012 instead of the usual inflation-indexation but the chances of the bill of being 
adopted are small. 

Economic growth 
slowed sharply in the 
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Table 3

Main Economic Indicators: Slovenia

2008 2009 2010 Q1 10 Q2 10 Q3 10 Q4 10 Q1 11 Q2 11

Year-on-year change of the period total in %
GDP at constant prices 3.6 –8.0 1.4 –0.7 2.0 1.7 2.3 2.3 0.9
Private consumption 3.7 –0.1 –0.7 –0.7 0.2 –1.1 0.8 0.1 0.1
Public consumption 6.1 2.9 1.5 0.4 0.2 1.3 1.6 1.9 0.1
Gross fixed capital formation 7.8 –23.3 –8.3 –10.1 –4.3 –9.9 –7.2 –8.3 –16.4
Exports of goods and services 2.9 –17.2 9.5 6.5 12.0 11.4 8.2 11.1 8.3
Imports of goods and services 3.7 –19.6 7.2 4.2 10.6 5.9 7.8 9.6 3.9

Contribution to GDP growth in percentage points
Domestic demand 4.2 –10.3 –0.1 –2.0 1.1 –1.5 1.9 1.2 –2.0
Net exports of goods and services –0.6 2.3 1.5 1.4 1.0 3.2 0.3 1.0 2.9
Exports of goods and services 2.0 –11.5 5.6 3.7 6.8 6.6 5.0 7.1 5.4
Imports of goods and services 2.6 –13.8 4.1 2.4 5.8 3.4 4.7 6.1 2.5

Year-on-year change of the period average in %
Labor productivity in industry (real) 3.1 –8.4 12.4 9.1 17.8 12.6 10.4 13.3 7.6
Average gross earnings in industry (nominal) 7.8 1.4 8.5 9.9 9.6 8.3 6.6 5.1 3.6
Unit labor costs in industry (nominal) 4.9 10.4 –3.4 0.8 –7.0 –3.8 –3.4 –7.2 –3.7
Producer price index (PPI) in industry 3.9 –1.4 2.0 –1.2 2.1 3.2 3.8 5.7 4.8
Consumer price index (here: HICP) 5.5 0.9 2.1 1.7 2.4 2.3 2.0 2.2 2.0
EUR per 1 SIT, + = SIT appreciation . . . . . . . . . . . . . . . . . .

Period average levels
Unemployment rate 
(ILO definition, %, 15–64 years) 4.5 6.0 7.4 7.3 7.3 7.2 7.9 8.7 7.8
Employment rate (%, 15–64 years) 68.6 67.5 66.2 66.3 66.5 66.3 65.7 63.7 64.4
Key interest rate per annum (%) . . . . . . . . . . . . . . . . . .
SIT per 1 EUR . . . . . . . . . . . . . . . . . .

Nominal year-on-year change in the period-end stock in %
Broad money (including foreign currency deposits) 6.9 3.4 1.6 2.1 1.8 1.9 1.6 0.5 1.4

Contributions to the year-on-year change of broad money in percentage points
Net foreign assets of the banking system –11.9 6.6 –4.0 11.5 0.7 –4.8 –4.0 –0.6 4.8
Domestic credit of the banking system 20.8 2.1 6.7 –3.2 3.8 8.4 6.7 2.3 0.1
 of which: claims on the private sector 22.7 4.7 2.8 4.5 5.1 3.1 2.8 1.1 0.2
  claims on households 5.0 2.7 3.9 3.4 4.3 4.0 3.9 3.0 2.3
  claims on enterprises 17.7 2.0 –1.1 1.1 0.8 –0.9 –1.1 –1.9 –2.2
  claims on the public sector (net) –1.8 –2.6 3.9 –7.7 –1.4 5.2 3.9 1.1 –0.0
Other assets (net) of the banking system –2.0 –5.3 –1.2 –6.2 –2.7 –1.7 –1.2 –1.1 –3.5

% of GDP, ESA 95
General government revenues 42.3 43.1 43.4 . . . . . . . . . . . .
General government expenditures 44.1 49.1 49.0 . . . . . . . . . . . .
General government balance –1.8 –6.0 –5.6 . . . . . . . . . . . .
Primary balance –0.7 –4.6 –4.0 . . . . . . . . . . . .
Gross public debt 21.9 35.2 38.0 . . . . . . . . . . . .

Year-on-year change of the period total (based on EUR) in %
Merchandise exports 1.2 –19.4 13.8 7.0 15.7 17.4 14.9 19.4 13.8
Merchandise imports 5.7 –25.8 14.9 6.3 19.9 15.2 17.9 22.6 13.7

% of GDP (based on EUR), period total
Trade balance –7.1 –2.0 –2.7 –1.7 –2.2 –1.9 –5.1 –3.6 –2.4
Services balance 4.0 3.2 3.0 2.9 3.3 2.8 2.9 4.2 4.3
Income balance (factor services balance) –2.8 –2.2 –1.7 –1.9 –1.4 –1.7 –1.7 –1.8 –1.7
Current transfers –0.8 –0.4 0.3 –0.7 –0.5 0.1 2.2 0.6 0.4
Current account balance –6.7 –1.5 –1.2 –1.3 –0.9 –0.7 –1.8 –0.6 0.7
Capital account balance –0.1 –0.0 0.0 0.6 0.0 0.2 –0.6 –0.1 –0.1
Foreign direct investment (net) 1.0 –1.5 1.4 –0.5 0.7 0.3 4.9 1.0 2.8

% of GDP (rolling four-quarter GDP, based on EUR), end of period
Gross external debt 105.2 114.1 114.9 115.9 118.7 118.1 114.9 120.1 118.5
Gross official reserves (excluding gold)1 1.7 1.9 2.0 1.8 2.1 1.9 2.0 1.8 1.8

Months of imports of goods and services
Gross official reserves (excluding gold)1 0.3 0.4 0.4 0.4 0.4 0.4 0.4 0.3 0.3

EUR million, period total
GDP at current prices 37,280 35,311 35,416 8,145 9,126 9,178 8,967 8,374 9,242

Source: Bloomberg, European Commission, Eurostat, national statistical offices, national central banks, wiiw, OeNB.
1  Given Slovenia’s adoption of the euro, the concept of the calculation of international reserves changed at the beginning of 2007. In particular, reserves no longer include foreign assets in 

euro and claims on euro area residents.
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4  Bulgaria: Timid Recovery despite Stagnant Domestic Demand, 
Fiscal Consolidation on Track

Following negligible GDP growth of 0.2% in 2010, the recovery of the Bulgarian 
economy picked up momentum in the first half of 2011, with growth coming to 1.9%. 
On the back of rather strong external demand, in particular at the beginning of 
the year, exports remained the driving factor, but were compensated for by the parallel 
rebound in import growth so that the contribution of net exports remained on the 
level of 2010 (near 5%). This positive momentum was partly offset by a negative 
growth contribution of domestic demand. In particular, gross capital formation 
remained depressed (even though the contraction of gross fixed capital formation 
moderated somewhat), due to persistently low business confidence, declining FDI 
inflows and fiscal constraints. Similarly, despite a moderating downward trend, 
private consumption stagnated in the first half of 2011 mainly due to adverse labor 
market conditions. However, on a positive note, private consumption growth turned 
positive in the second quarter after having still been in the red in the first quarter.

Bulgaria registered a surplus in its combined current and capital account  during 
the first half of 2011 (1.7% of GDP). The sharp turnaround (from a deficit of 5.6% 
of GDP in the first half of 2010) was attributable almost completely to the goods 
and services balance. Contrary to that, net FDI inflows moderated further and 
became even negative temporarily in the first quarter of 2011 due to net payments 
on intercompany credits (which are recorded as FDI). External competitiveness 
strengthened in the first half of 2011 as nominal ULC in industry fell for the first 
time since 2004. Moreover, partly due to adverse labor market conditions, labor 
productivity growth in industry doubled compared to the same period in 2010 
(12.3% in the first half of 2011).

After several quarters of rising inflation due to food and energy price increases, 
annual inflation decreased to 3.1% (both HICP and CPI) in August 2011, after a 
peak of 4.6% (both HICP and CPI) in February 2011. The decrease in inflation 
was mainly the result of continued low domestic demand pressures combined with 
moderating international commodity prices. Annual core inflation also moderated 
to 28% on average in the first eight months of 2011.

The share of nonperforming loans (NPLs) in the Bulgarian banking sector 
increased considerably (11.2% in the first half of 2011) compared to the same 
 period in 2010 (7.5%), but the capital adequacy ratio of the Bulgarian banking 
 sector remained elevated, close to 18% (as at the first half of 2011), and the loan-
to-deposit ratio fell to 114% in June 2011 (from 123% a year earlier). Negative 
spillovers from the Greek crisis remained limited during the observation period, 
despite the substantial share of Greek-owned banks (28% in terms of total assets 
as at end-2010) in the Bulgarian banking sector.

Bulgaria’s recent fiscal performance suggests that the 2011 deficit target of 
2.5% of GDP is within reach, which would imply the end of the EU excessive 
deficit procedure (EDP) after the fiscal outcomes of 2011 have been validated by 
Eurostat. On the back of higher revenues due to increased social security contributions 
as well as higher indirect tax revenues, but also due to spending restraint, the general 
government deficit on a cash basis decreased to 0.9% of GDP in the first half of 
2011, down from 2.2% of GDP in the same period of 2010. In June 2011, parliament 
passed amendments to the State Budget Structure Act, which include a budget 
deficit ceiling of 2% of GDP and a limit of 40% of GDP for public expenditures. 

GDP growth still fueled 
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Table 4

Main Economic Indicators: Bulgaria

2008 2009 2010 Q1 10 Q2 10 Q3 10 Q4 10 Q1 11 Q2 11

Year-on-year change of the period total in %
GDP at constant prices 6.2 –5.5 0.2 –4.8 1.0 0.3 3.1 1.5 2.2
Private consumption 3.4 –7.6 –1.2 –5.6 1.4 –1.5 0.7 –2.0 1.8
Public consumption –1.0 –6.5 –1.0 0.3 –3.0 –3.5 1.7 0.4 5.2
Gross fixed capital formation 21.9 –17.6 –16.5 –22.1 –21.9 –27.2 3.2 –12.4 –9.1
Exports of goods and services 3.0 –11.2 16.2 6.9 16.3 22.9 15.8 25.8 12.3
Imports of goods and services 4.2 –21.0 4.5 –1.5 2.9 5.3 10.7 10.0 7.5

Contribution to GDP growth in percentage points
Domestic demand 7.7 –15.5 –5.0 –9.7 –5.4 –7.7 1.8 –5.8 0.0
Net exports of goods and services –1.5 10.0 5.2 4.1 5.9 11.4 0.7 7.7 2.3
Exports of goods and services 1.8 –6.5 7.7 3.2 7.6 12.2 6.9 14.1 6.9
Imports of goods and services 3.3 –16.5 2.6 –0.9 1.7 2.8 5.9 6.4 4.6

Year-on-year change of the period average in %
Labor productivity in industry (real) 1.2 –8.5 8.0 6.9 7.4 8.4 9.2 15.2 9.5
Average gross earnings in industry (nominal) 24.9 10.7 10.0 9.7 9.2 10.8 10.3 8.9 8.3
Unit labor costs in industry (nominal) 23.4 21.2 1.9 2.7 1.7 2.2 1.0 –5.5 –1.1
Producer price index (PPI) in industry 11.1 –6.3 8.5 4.1 8.5 10.3 11.3 13.2 10.3
Consumer price index (here: HICP) 12.0 2.5 3.0 1.9 2.9 3.3 4.0 4.5 3.4
EUR per 1 BGN, + = BGN appreciation 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Period average levels
Unemployment rate 
(ILO definition, %, 15–64 years) 5.7 6.9 10.3 10.2 10.1 9.6 11.3 12.1 11.3
Employment rate (%, 15–64 years) 64.0 62.6 59.7 58.8 60.2 60.6 59.0 57.3 58.2
Key interest rate per annum (%)1  . . . . . . . . . .  . . . . . . . .
BGN per 1 EUR 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0

Nominal year-on-year change in the period-end stock in %
Broad money (including foreign currency deposits) 8.8 4.2 6.4 7.7 8.0 8.4 6.4 7.4 8.0

Contributions to the year-on-year change of broad money in percentage points
Net foreign assets of the banking system –12.3 1.7 5.0 3.5 2.9 4.8 5.0 4.5 6.2
Domestic credit of the banking system 26.3 6.6 5.1 7.5 9.1 7.0 5.1 5.7 3.8
 of which: claims on the private sector 28.4 4.1 1.5 2.9 2.2 1.7 1.5 2.0 2.7
  claims on households 10.3 2.3 –0.3 1.8 1.5 0.3 –0.3 –0.3 –0.2
  claims on enterprises 18.1 1.8 1.8 1.1 0.8 1.4 1.8 2.3 2.9
  claims on the public sector (net) –2.1 2.5 3.7 4.6 6.9 5.3 3.7 3.7 1.1
Other assets (net) of the banking system –5.1 –4.1 –3.7 –3.3 –4.0 –3.4 –3.7 –2.8 –2.0

% of GDP, ESA 95
General government revenues 39.3 36.0 34.5 . . . .  . . . . . . . .
General government expenditures 37.6 40.7 37.7 . . . .  . . . . . . . .
General government balance 1.7 –4.7 –3.2 . . . .  . . . . . . . .
Primary balance 2.5 –3.9 –2.6 . . . .  . . . . . . . .
Gross public debt 13.7 14.6 16.2 . . . .  . . . . . . . .

Year-on-year change of the period total (based on EUR) in %
Merchandise exports 7.6 –23.0 33.1 15.0 38.4 44.3 32.7 56.4 27.9
Merchandise imports 9.2 –33.3 13.3 –5.0 14.8 15.8 26.5 32.2 19.6

% of GDP (based on EUR), period total
Trade balance –24.3 –11.9 –6.7 –7.7 –9.2 –1.2 –9.2 –0.1 –6.6
Services balance 3.8 3.7 5.2 0.1 4.3 14.6 0.7 1.8 5.1
Income balance (factor services balance) –5.0 –3.4 –3.8 –5.2 –4.0 –4.0 –2.6 –4.0 –4.6
Current transfers 2.5 2.7 4.3 5.2 5.2 4.1 3.0 4.2 7.0
Current account balance –23.0 –8.9 –1.0 –7.6 –3.7 13.6 –8.2 1.8 1.0
Capital account balance 0.8 1.4 0.8 0.8 –1.0 1.8 1.4 0.2 0.5
Foreign direct investment (net) 17.6 7.2 4.1 0.4 5.0 4.5 5.6 –1.5 1.8

% of GDP (rolling four-quarter GDP, based on EUR), end of period
Gross external debt 105.1 108.3 102.8 107.1 107.5 104.1 102.8 98.5 96.0
Gross official reserves (excluding gold) 33.7 34.2 32.2 32.0 31.2 32.7 32.2 29.6 29.1

Months of imports of goods and services
Gross official reserves (excluding gold) 5.1 7.4 6.5 7.0 6.6 6.8 6.5 5.8 5.7

EUR million, period total
GDP at current prices 35,431 34,933 36,034 7,321 8,627 9,879 10,207 8,131 9,615

Source: Bloomberg, European Commission, Eurostat, national statistical offices, national central banks, wiiw, OeNB.
1 Not available in a currency board regime.
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5  Czech Republic: Growth Is Based on Exports as Ongoing Fiscal 
 Consolidation Dampens Domestic Demand

GDP growth peaked in the first quarter of 2011, both in annual (3.1%) and quarterly 
terms (0.9%), before decelerating in the second quarter to 2.2%. Net exports 
contributed about three quarters to overall growth in the first half of 2011. How-
ever, in the second quarter both exports and imports slowed from double-digit 
growth rates in the previous five quarters, reflecting a slowdown in external 
 demand dynamics in major trading partner countries, in particular Germany, 
which absorbs about one-third of Czech exports. In addition to net exports, 
 another major growth driver was gross fixed capital investment, which began to 
recover after more than two years of negative growth. It contributed an average 
0.7 percentage points to growth in the first half of 2011, mainly due to investment 
in machinery and transport equipment, reflecting capacity utilization in industry 
at 85% almost reaching precrisis levels. However, decelerating industrial produc-
tion growth and weakening economic sentiment indicators suggest that a further 
moderation of growth is under way.

Both public and private consumption dynamics and their contributions to growth 
were increasingly negative in the first half of 2011, reflecting fiscal consolidation 
measures and a labor market reviving only slowly. In the first half of 2011, the 
 unemployment rate was slightly lower than in the same period of 2010, and 
 employment grew by an average 0.7% year on year in the first half of 2011. The 
decline in unit labor costs in industry continued at a slower pace than in 2010, 
with productivity growing moderately but still surpassing wage growth.

The Czech koruna remained broadly stable until early October 2011, doing 
better in annual terms than its peer currencies. The current account deficit 
 deteriorated compared to the first half of 2010, as did all its components except 
the trade balance. Net FDI, which comprises mostly reinvested earnings, covered 
more than two-thirds of the current account deficit in the first half of 2011. Annual 
consumer price index inflation as measured by the Czech Statistical Office  hovered 
at levels close to 2% in the first eight months of 2011, in line with Čat levels close to 2% in the first eight months of 2011, in line with Čat levels close to 2% in the first eight months of 2011, in line with Ceská národní 
banka’s (CNB) inflation target, and so did HICP inflation. While rising global 
prices of energy and food as well as administered prices put upward pressure on 
inflation, weak domestic demand had a dampening effect. 

The Czech Republic has committed itself under the EU excessive deficit procedure 
to cutting the general government deficit to 2.9% of GDP by 2013, down from 
4.7% in 2010, and to balance the budget by 2016. The structural deficit is  expected 
to decrease from 4.0% of GDP in 2010, to 3.1% in 2011 and further to 2.3% in 
2013. Meeting the 2011 deficit target of 4.2% appears to be within reach.

While in 2010 fiscal consolidation was largely revenue based, the focus in 2011 
is on spending cuts (reduction of the nominal public sector wage bill by 10% except 
in education and health care, cuts in social benefits and other expenditures). These 
measures have recently been readopted, as according to the Czech constitutional 
court, their first adoption had not followed the proper legislative process. This 
notwithstanding, the measures continued to be in force until the end of 2011 so 
that the originally envisaged fiscal consolidation measures were not delayed or undone. 
The introduction of a second, defined contribution-based pension pillar scheduled 
for 2013 is currently under debate in parliament. To cover the related public revenue 
loss, a 4-percentage-point hike in the preferential VAT rate is planned for 2012.
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Table 5

Main Economic Indicators: Czech Republic

2008 2009 2010 Q1 10 Q2 10 Q3 10 Q4 10 Q1 11 Q2 11

Year-on-year change of the period total in %
GDP at constant prices 2.5 –4.1 2.3 1.2 2.9 2.3 3.0 3.1 2.2
Private consumption 3.6 –0.2 0.2 0.3 0.9 –0.3 1.0 –0.2 –0.6
Public consumption 1.1 2.6 –0.1 2.0 0.9 –0.7 –2.4 –1.0 –1.4
Gross fixed capital formation –1.5 –7.9 –3.1 –9.4 –6.5 –0.2 –0.1 3.3 3.5
Exports of goods and services 6.0 –10.8 18.0 18.0 20.7 15.7 17.7 15.5 9.4
Imports of goods and services 4.7 –10.6 18.0 15.4 20.0 18.6 17.9 13.5 8.0

Contribution to GDP growth in percentage points
Domestic demand 1.2 –3.6 1.3 –1.4 1.2 3.2 2.1 0.7 0.6
Net exports of goods and services 1.3 –0.6 1.0 2.6 1.8 –2.5 –0.1 2.4 1.6
Exports of goods and services 4.8 –8.3 12.5 12.1 14.1 10.9 12.8 12.0 7.4
Imports of goods and services 3.5 –7.7 11.4 9.5 12.3 11.8 12.1 9.7 5.8

Year-on-year change of the period average in %
Labor productivity in industry (real) –2.8 –3.1 13.8 17.1 16.0 11.2 11.5 9.5 6.2
Average gross earnings in industry (nominal) 9.0 2.4 3.6 4.5 4.0 2.8 3.1 3.9 4.4
Unit labor costs in industry (nominal) 12.3 5.4 –9.1 –10.7 –10.4 –7.6 –7.5 –5.1 –1.7
Producer price index (PPI) in industry 0.4 –1.5 0.1 –3.9 0.4 2.0 1.9 3.2 3.1
Consumer price index (here: HICP) 6.3 0.6 1.2 0.4 0.9 1.6 2.0 1.9 1.8
EUR per 1 CZK, + = CZK appreciation 11.2 –5.7 4.6 6.7 4.3 2.7 4.6 6.2 5.2

Period average levels
Unemployment rate 
(ILO definition, %, 15–64 years) 4.4 6.7 7.4 8.2 7.2 7.1 7.0 7.3 6.8
Employment rate (%, 15–64 years) 66.6 65.4 65.0 64.1 64.9 65.4 65.5 65.0 65.7
Key interest rate per annum (%) 3.5 1.5 0.8 1.0 0.8 0.8 0.8 0.8 0.8
CZK per 1 EUR 25.0 26.5 25.3 25.9 25.6 24.9 24.8 24.4 24.3

Nominal year-on-year change in the period-end stock in %
Broad money (including foreign currency deposits) 13.6 0.2 1.9 –0.8 2.8 3.9 1.9 1.3 –0.7

Contributions to the year-on-year change of broad money in percentage points
Net foreign assets of the banking system 0.2 1.0 0.4 0.3 3.0 4.6 0.4 –3.3 –5.7
Domestic credit of the banking system 11.0 4.6 4.0 4.8 5.9 3.1 4.0 5.4 5.7
 of which: claims on the private sector 10.6 0.3 2.1 –0.3 –0.2 0.4 2.1 3.2 3.9
  claims on households 6.5 3.8 2.7 3.2 2.9 3.0 2.7 2.6 2.5
  claims on enterprises 4.1 –3.5 –0.6 –3.5 –3.1 –2.6 –0.6 0.6 1.4
  claims on the public sector (net) 0.4 4.3 1.9 5.1 6.1 2.7 1.9 2.2 1.8
Other assets (net) of the banking system 2.4 –5.4 –2.6 –5.9 –6.1 –3.8 –2.6 –0.8 –0.8

% of GDP, ESA 95
General government revenues 40.2 40.1 40.5 . . . . . . . . . . . .
General government expenditures 42.9 46.0 45.2 . . . . . . . . . . . .
General government balance –2.7 –5.9 –4.7 . . . . . . . . . . . .
Primary balance –1.6 –4.5 –3.3 . . . . . . . . . . . .
Gross public debt 30.0 35.3 38.5 . . . . . . . . . . . .

Year-on-year change of the period total (based on EUR) in %
Merchandise exports 9.3 –16.3 24.1 19.5 27.6 24.1 24.9 27.7 16.6
Merchandise imports 10.4 –19.2 27.0 17.8 30.3 30.7 28.7 28.4 16.7

% of GDP (based on EUR), period total
Trade balance 0.7 2.4 1.4 3.6 2.4 –0.5 0.5 3.8 2.6
Services balance 2.0 2.0 2.0 2.1 2.7 1.7 1.8 1.5 2.1
Income balance (factor services balance) –4.8 –6.9 –7.0 –4.4 –8.7 –10.3 –4.2 –3.4 –10.5
Current transfers –0.2 –0.0 0.2 0.3 0.7 –0.3 0.2 0.4 0.5
Current account balance –2.2 –2.5 –3.2 1.6 –2.9 –9.4 –1.7 2.4 –5.2
Capital account balance 0.7 1.4 0.9 0.2 1.0 1.6 0.6 0.1 –0.0
Foreign direct investment (net) 1.0 1.0 2.6 3.5 2.1 7.6 –2.5 1.5 3.7

% of GDP (rolling four-quarter GDP, based on EUR), end of period
Gross external debt 40.9 45.1 49.2 45.2 47.3 49.3 49.2 48.2 48.7
Gross official reserves (excluding gold) 17.8 20.8 21.6 20.9 21.5 22.3 21.6 19.9 19.6

Months of imports of goods and services
Gross official reserves (excluding gold) 3.3 4.3 3.8 4.3 4.2 4.1 3.8 3.4 3.3

EUR million, period total
GDP at current prices 147,942 137,258 145,091 33,636 36,560 37,046 37,850 36,338 39,187

Source: Bloomberg, European Commission, Eurostat, national statistical offices, national central banks, wiiw, OeNB.
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6  Hungary: Continued Fiscal Consolidation despite Weaker Growth
Hungarian GDP grew by 1.9% year on year during the first half of 2011, slowing 
down from the first to the second quarter. Growth continued to be driven by 
net exports despite weakening external demand conditions and by inventories. 
Domestic consumption stagnated during the first half of the year mainly on 
 account of weak household demand. This suggests that the substantial income tax 
relief taking effect at the beginning of 2011 and a pickup in wage growth in the 
second quarter were outweighed by tighter credit conditions, the increased costs 
of servicing foreign currency loans, worsening consumer confidence and significant 
uncertainty about future income developments. The decline in gross fixed capital 
formation accelerated during the first half of 2011, reflecting contracting credit to 
the corporate sector, the deterioration in foreign demand in the second quarter, 
spare capacities especially in the services sector and the ongoing recession in the 
construction sector. High-frequency indicators suggest that economic conditions 
remained weak or even deteriorated into the third quarter.

Inflation continued to fall and reached 3.1% in July, before rising to 3.5% in 
August 2011. By contrast, following a rise during the first few months of 2011, 
core inflation fluctuated between 3.0% and 3.3% in April to August. Despite the 
relatively benign inflationary and weak cyclical environment as well as the favorable 
development of the external account, monetary policy  continued to be constrained 
by the volatility of Hungary’s risk premiums, and Magyar Nemzeti Bank (MNB) 
has kept its policy rate stable at 6% since January 2011. Looking forward, the 
MNB expects inflation to fall to its 3% target by the first half of 2013 once the 
 effects of the increase in indirect taxes (to take effect at the beginning of 2012) 
dissipate and the subdued domestic environment suppresses price pressures. 

In its 2011 Convergence Programme, the government targeted a budget 
 surplus of around 2% of GDP, to be achieved by substantial one-off items of around 
8% of GDP in net terms. The Programme foresaw a budget deficit of 2.5% in 
2012  (confirmed by the draft 2012 budget), followed by a gradual reduction to 
1.5% by 2015. To underpin these targets, the government has taken further 
 corrective measures (e.g. the freeze of selected expenditure items and tax 
 increases). In response to weaker-than-expected economic growth during the first 
half of 2011 and to a ruling by the European Court of Justice on VAT refunds 
(with a combined budgetary impact of around 1.2% of GDP), the government in 
mid-September adopted additional measures (e.g. improved VAT collection and 
limiting public procurements) to keep the 2011 budget on track. Finally, to underpin 
the 2012 deficit target, the standard VAT rate will be raised from 25% to 27%, 
and health care contributions will be increased. In September, parliament also 
passed a controversial law that allows the redemption of foreign currency  mortgage 
loans at preferential exchange rates, thus infringing ex post on existing contracts. 
Banks, which would have to bear the full costs, have indicated that they will 
 challenge this law by appealing to national and European courts. The government 
attaches priority to reducing state debt and has used parts of the repatriated 
 pension fund assets to cut it from 81% at end-2010 to 77% at mid-2011. It plans 
to reduce debt by a further 4 percentage points by end-2011, drawing on its  foreign 
currency deposits at the MNB and by selling foreign shares which had been trans-
ferred to the state from the pension funds. 
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Table 6

Main Economic Indicators: Hungary

2008 2009 2010 Q1 10 Q2 10 Q3 10 Q4 10 Q1 11 Q2 11

Year-on-year change of the period total in %
GDP at constant prices 0.8 –6.7 1.2 0.1 1.0 1.7 1.9 2.5 1.5
Private consumption 0.4 –7.8 –2.1 –3.7 –4.9 0.8 –0.5 –0.9 0.2
Public consumption 1.0 –0.2 –1.7 –1.4 –2.2 2.4 –5.0 1.5 –0.1
Gross fixed capital formation 2.9 –8.0 –5.6 –4.8 –4.5 –2.6 –9.1 –1.6 –8.1
Exports of goods and services 5.7 –9.6 14.1 15.5 15.8 13.9 11.7 14.4 8.8
Imports of goods and services 5.8 –14.6 12.0 10.4 14.4 13.0 10.3 14.4 6.1

Contribution to GDP growth in percentage points
Domestic demand 0.8 –10.7 –1.1 –4.3 –1.0 0.3 0.3 1.3 –1.3
Net exports of goods and services 0.0 4.0 2.2 4.3 2.0 2.4 2.6 1.2 2.8
Exports of goods and services 4.6 –7.8 10.9 12.0 12.0 10.7 9.2 12.7 7.5
Imports of goods and services 4.6 –11.8 8.7 7.7 10.0 9.3 7.7 11.5 4.8

Year-on-year change of the period average in %
Labor productivity in industry (real) 0.2 –6.6 11.6 14.7 15.0 10.6 6.9 6.8 –0.3
Average gross earnings in industry (nominal) 6.3 4.7 5.1 7.9 5.2 4.5 2.9 6.2 6.5
Unit labor costs in industry (nominal) 6.4 12.2 –6.1 –6.2 –8.5 –5.8 –3.5 –0.6 6.7
Producer price index (PPI) in industry 4.6 4.6 6.3 –0.9 5.9 10.5 9.8 5.2 0.0
Consumer price index (here: HICP) 6.0 4.0 4.7 5.8 5.2 3.6 4.3 4.3 3.9
EUR per 1 HUF, + = HUF appreciation –0.2 –10.3 1.9 9.5 4.1 –3.9 –1.8 –1.4 3.1

Period average levels
Unemployment rate 
(ILO definition, %, 15–64 years) 7.9 10.1 11.2 11.9 11.2 10.9 10.9 11.7 10.9
Employment rate (%, 15–64 years) 56.6 55.4 55.4 54.5 55.3 56.0 55.8 54.6 55.8
Key interest rate per annum (%) 8.7 8.6 5.5 5.9 5.3 5.3 5.4 5.9 6.0
HUF per 1 EUR 251.7 280.5 275.4 268.7 274.6 282.4 275.7 272.5 266.4

Nominal year-on-year change in the period-end stock in %
Broad money (including foreign currency deposits) 8.8 3.4 3.0 0.1 3.4 2.5 3.0 1.5 –1.0

Contributions to the year-on-year change of broad money in percentage points
Net foreign assets of the banking system –3.8 13.3 4.3 11.4 12.3 3.6 4.3 5.8 6.4
Domestic credit of the banking system 18.2 –4.1 6.3 –10.5 2.8 5.4 6.3 –1.9 –10.6
 of which: claims on the private sector 20.4 –4.7 3.7 –16.0 2.9 1.1 3.7 –2.3 –7.4
  claims on households 12.7 0.8 4.6 –3.8 5.4 3.4 4.6 0.8 –2.2
  claims on enterprises 7.6 –5.3 –1.4 –12.5 –3.0 –2.8 –1.4 –3.1 –4.7
  claims on the public sector (net) –2.1 0.5 2.6 5.5 –0.1 4.3 2.6 0.4 –3.2
Other assets (net) of the banking system –5.6 –5.8 –7.6 –0.9 –11.7 –6.4 –7.6 –2.4 3.2

% of GDP, ESA 95
General government revenues 45.2 46.1 44.6 . . . . . . . . . . . .
General government expenditures 48.9 50.6 48.8 . . . . . . . . . . . .
General government balance –3.7 –4.5 –4.2 . . . . . . . . . . . .
Primary balance 0.5 0.1 –0.1 . . . . . . . . . . . .
Gross public debt 72.3 78.4 80.2 . . . . . . . . . . . .

Year-on-year change of the period total (based on EUR) in %
Merchandise exports 6.3 –20.4 20.3 16.8 22.0 21.7 20.4 23.9 13.0
Merchandise imports 7.0 –24.9 19.5 12.5 22.1 22.5 20.6 22.1 11.9

% of GDP (based on EUR), period total
Trade balance –1.1 2.5 3.3 3.9 3.8 2.3 3.3 5.8 4.6
Services balance 1.4 2.1 3.0 3.1 3.1 3.7 2.1 2.3 4.3
Income balance (factor services balance) –7.0 –5.3 –5.6 –5.9 –6.1 –5.5 –4.8 –6.1 –6.6
Current transfers –0.5 0.4 0.4 0.1 0.8 0.6 0.1 –0.3 0.4
Current account balance –7.3 –0.2 1.1 1.1 1.5 1.1 0.6 1.7 2.8
Capital account balance 1.0 1.2 1.8 2.2 2.2 2.1 0.7 2.1 1.3
Foreign direct investment (net) 2.5 –0.2 0.4 –1.3 –1.4 0.5 3.4 –1.1 –2.6

% of GDP (rolling four-quarter GDP, based on EUR), end of period
Gross external debt 116.0 146.9 139.8 149.1 146.2 141.8 139.8 140.5 139.1
Gross official reserves (excluding gold) 22.5 32.8 34.1 35.4 36.2 34.4 34.1 35.9 36.5

Months of imports of goods and services
Gross official reserves (excluding gold) 3.4 5.5 5.2 6.0 5.9 5.4 5.2 5.3 5.3

EUR million, period total
GDP at current prices 106,442 93,168 98,420 22,405 24,255 24,496 27,264 23,136 26,246

Source: Bloomberg, European Commission, Eurostat, national statistical offices, national central banks, wiiw, OeNB.
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7  Poland: Growth Has Remained Solid amid Substantial Depreciation 
of the Złoty Due to Increased Global Risk Aversion

Poland posted annual GDP growth of 4.2% in the first half of 2011, after 3.8% in 
2010. Exports and private consumption made the largest contribution to GDP 
growth, followed by inventory restocking and (contrary to 2010) gross fixed capital 
formation. Private consumption growth accelerated to 3.5% but remained below 
GDP growth. It benefited from an increase in the employment rate, while higher 
inflation reduced accelerated nominal wage growth to a real rise of only 1%, putting 
a lid on private consumption. Fixed investment growth accelerated notably to 7%, 
supporting employment growth. Rising capacity utilization, the improved profit-
ability and strong liquidity of enterprises, the availability of EU funds, public 
 infrastructure projects and strong housing loan growth were factors that  supported 
investment. At the same time, export growth slowed considerably, dragging down 
import growth, despite stronger domestic demand. As a result, the contribution 
of net exports to growth continued to be moderately negative. This led to some 
further deterioration of the goods and services balance, which contributed to the 
rise of the combined current and capital account deficit by 0.3 percentage points 
year on year to 1.9% of GDP in the first half of 2011.

Inflation stood at 4.0% (HICP) and 4.3% (CPI) in August 2011, having peaked 
at 4.3% (HICP) and 5.0% (CPI) in May 2011 after a sustained acceleration since 
August 2010. Apart from the VAT rate hike at the start of the year, components 
related to energy and processed food (including alcohol and tobacco) were the 
main drivers of annual inflation. The rise in processed food prices was also  decisive 
in the rise in core inflation to 3.5% (HICP) and 2.7% (CPI) in August, while 
 inflation pressures from demand and labor costs currently appear to be contained 
as the output gap is close to zero and ULC developments in the economy as a 
whole have been rather benign. 

After the złoty had remained roughly stable against the euro for about twelve 
months, it depreciated from about PLN 4.0 in July to PLN 4.5 per euro in late 
September, prompting Narodowy Bank Polski (NBP) to sell foreign currency. 
With headline inflation above the inflation target (2.5% CPI) and the expectation 
of favorable cyclical conditions for the near future, the Polish monetary policy 
council (MPC) decided to raise the key policy rate in three steps by a total of 
75 basis points to 4.5% from early April to early June to reduce the risk of inflation 
running above the target in the medium term. Despite its view that inflation will 
be curbed by the global and domestic economic slowdown, the MPC refrained 
from lowering its key policy rate, as it considered the recent strong currency 
 depreciation an upside risk factor for inflation.

In view of the 2012 deadline to put an end to its excessive deficit, the government 
adopted various measures in 2010 and the first half of 2011 (some of which will 
unfold their full effect in 2012), including a freeze on the public sector wage bill 
scheduled to enter into force in 2012. The authorities estimate that the general 
government deficit will be down to close to 3% of GDP (including the net fiscal 
costs of the pension reform in the amount of about 2.5% of GDP). Measured by 
the central government budget, the deficit (as a percentage of projected annual 
GDP) by end-August 2011 was only half as large as in the corresponding period of 
2010 due to tax revenues above plan, cautious spending and improved liquidity 
management.
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Table 7

Main Economic Indicators: Poland

2008 2009 2010 Q1 10 Q2 10 Q3 10 Q4 10 Q1 11 Q2 11

Year-on-year change of the period total in %
GDP at constant prices 5.1 1.6 3.8 2.7 3.5 4.8 4.1 4.1 4.4
Private consumption 5.7 2.0 3.1 2.3 2.8 4.3 3.0 3.5 3.6
Public consumption 7.4 2.0 4.0 1.7 2.4 4.3 7.8 –0.1 –0.9
Gross fixed capital formation 9.6 –1.0 –1.0 –12.9 –1.7 2.0 1.4 5.6 8.0
Exports of goods and services 7.0 –8.5 10.0 9.5 14.9 8.6 7.4 5.8 8.6
Imports of goods and services 8.1 –12.5 11.6 7.7 17.6 9.6 11.4 6.2 6.6

Contribution to GDP growth in percentage points
Domestic demand 5.8 –1.1 4.4 2.1 4.3 5.1 5.7 4.2 4.6
Net exports of goods and services –0.6 2.7 –0.6 0.7 –0.9 –0.4 –1.2 –0.2 –0.1
Exports of goods and services 2.9 –2.7 4.0 3.8 6.0 3.5 2.8 2.4 2.9
Imports of goods and services 3.5 –5.5 4.5 3.1 6.9 3.9 4.3 2.6 3.0

Year-on-year change of the period average in %
Labor productivity in industry (real) 1.5 2.4 11.5 13.7 13.5 11.1 8.3 6.0 2.7
Average gross earnings in industry (nominal) 8.8 4.9 5.0 4.4 4.6 5.0 6.0 4.3 6.7
Unit labor costs in industry (nominal) 7.4 2.5 –6.0 –8.2 –7.7 –5.6 –2.2 –1.7 3.8
Producer price index (PPI) in industry 2.4 3.9 2.3 –1.4 1.3 4.2 5.2 7.7 7.0
Consumer price index (here: HICP) 4.2 4.0 2.7 3.4 2.5 2.1 2.7 3.6 4.0
EUR per 1 PLN, + = PLN appreciation 7.6 –18.8 8.4 12.7 10.9 4.7 5.3 1.2 1.4

Period average levels
Unemployment rate 
(ILO definition, %, 15–64 years) 7.2 8.3 9.7 10.7 9.6 9.2 9.4 10.2 9.6
Employment rate (%, 15–64 years) 59.2 59.4 59.3 58.2 59.3 60.0 59.6 58.9 59.7
Key interest rate per annum (%) 5.7 3.8 3.5 3.5 3.5 3.5 3.5 3.7 4.2
PLN per 1 EUR 3.5 4.3 4.0 4.0 4.0 4.0 4.0 3.9 4.0

Nominal year-on-year change in the period-end stock in %
Broad money (including foreign currency deposits) 18.6 8.1 8.8 5.5 7.1 8.9 8.8 10.9 7.2

Contributions to the year-on-year change of broad money in percentage points
Net foreign assets of the banking system –13.6 3.2 3.0 5.1 7.8 5.2 3.0 2.1 –3.7
Domestic credit of the banking system 39.2 9.2 10.3 1.1 7.4 9.9 10.3 12.3 8.1
 of which: claims on the private sector 30.1 6.7 8.0 0.8 6.6 7.0 8.0 9.7 8.5
  claims on households 20.8 6.8 8.3 3.5 7.7 7.5 8.3 7.9 5.9
  claims on enterprises 9.3 –0.2 –0.2 –2.6 –1.1 –0.5 –0.2 1.8 2.6
  claims on the public sector (net) 9.1 2.5 2.3 0.3 0.8 3.0 2.3 2.6 –0.5
Other assets (net) of the banking system –6.9 –4.3 –4.5 –0.7 –8.1 –6.2 –4.5 –3.5 2.9

% of GDP, ESA 95
General government revenues 39.5 37.2 37.8 . . . . . . . . . . . .
General government expenditures 43.2 44.5 45.7 . . . . . . . . . . . .
General government balance –3.7 –7.3 –7.9 . . . . . . . . . . . .
Primary balance –1.5 –4.7 –5.2 . . . . . . . . . . . .
Gross public debt 47.1 50.9 55.0 . . . . . . . . . . . .

Year-on-year change of the period total (based on EUR) in %
Merchandise exports 14.1 –15.8 22.9 19.9 27.9 23.1 20.6 17.0 12.0
Merchandise imports 17.2 –24.3 27.7 22.1 31.8 28.6 28.2 17.7 16.0

% of GDP (based on EUR), period total
Trade balance –4.9 –1.0 –2.5 –1.8 –1.9 –2.8 –3.3 –2.1 –3.4
Services balance 1.0 1.1 0.7 0.7 1.0 0.4 0.6 1.1 1.6
Income balance (factor services balance) –2.4 –3.8 –3.6 –3.4 –3.7 –4.0 –3.4 –3.3 –4.5
Current transfers 1.5 1.5 0.8 1.5 1.5 0.4 –0.1 0.8 2.6
Current account balance –4.8 –2.2 –4.7 –2.9 –3.1 –6.0 –6.3 –3.5 –3.7
Capital account balance 1.1 1.6 1.8 1.6 1.2 1.5 2.8 1.9 1.5
Foreign direct investment (net) 1.9 2.0 0.7 3.9 –0.1 –0.5 –0.1 2.1 –0.7

% of GDP (rolling four-quarter GDP, based on EUR), end of period
Gross external debt 47.8 62.5 66.6 64.2 64.6 67.4 66.6 67.9 68.3
Gross official reserves (excluding gold) 11.6 16.9 18.8 18.8 19.9 20.2 18.8 19.8 19.5

Months of imports of goods and services
Gross official reserves (excluding gold) 3.2 5.2 5.1 5.7 5.8 5.7 5.1 5.3 5.2

EUR million, period total
GDP at current prices 363,163 311,100 354,397 81,280 85,358 87,240 100,520 88,449 93,164

Source: Bloomberg, European Commission, Eurostat, national statistical offices, national central banks, wiiw, OeNB.
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8  Romania: Moderate Recovery amid Difficult External Environment, 
IMF Precautionary Stand-By Arrangement on Track

Following a severe recession, the Romanian economy expanded moderately in the 
first half of 2011. Yet, GDP growth decelerated from 1.7% in the first quarter to 
1.4% in the second quarter as external demand decreased. In fact, growth was 
largely driven by net exports in the first quarter due to a strong export perfor-
mance. In the second quarter, however, the contribution of net exports turned 
slightly negative as export growth slowed and fell below import growth. Changes 
in inventories continued to deliver positive growth contributions. Investment and 
private consumption remained weak in the first half of 2011 but tended to stabilize 
in quarter-on-quarter terms (seasonally adjusted) in the second quarter. Recent 
retail sale figures give no clear evidence of a recovery of private consumption. Fol-
lowing a pickup in July, retail sales contracted again in August. Construction out-
put posted positive annual growth rates in July and August, which is a sign of the 
recovery of gross fixed capital formation. 

After peaking at 8.5% in May 2011, annual inflation (CPI) quickly came down 
to 4.3% in August mainly due to a base effect – caused by the VAT rate hike one 
year earlier. Moreover, declining food prices supported the decline in inflation. 
Core inflation also fell notably from 4.4% in June to 2.9% in August. As inflation 
fell faster than expected, Banca Natfell faster than expected, Banca Nat,fell faster than expected, Banca Nationalaionalăionala a României (BNR) revised its end-year ionala a României (BNR) revised its end-year ionalaionalăionala a României (BNR) revised its end-year ionalăionala
(December-to-December) projection down to 4.6% in August, partly reversing 
May’s upward revision. The BNR projects inflation to reach its target range (3% ± 
1 percentage point) in the first quarter of 2012. 

In the first half of 2011 the current account deficit (measured in euro) declined 
by almost one-third, narrowing to 3% of four-quarter rolling GDP in mid-2011 
from 4% at end-2010. The improvement in the current account was driven by a 
further declining trade deficit and rising current transfers to the public sector, 
mainly due to disbursements from EU funds. At the same time, net FDI inflows 
remained subdued and only partially covered the current account deficit. 

The Romanian leu continued to fluctuate in the range of RON 4.10 to 4.35 
against the euro. After strengthening in the first half of 2011, the leu weakened 
toward the end of September to levels of about RON 4.35 against the euro amid 
high volatility in international financial markets. According to market partici-
pants, the BNR intervened in the foreign exchange market to support the leu in 
late September and early October. In the current context of increased global un-
certainty, the precautionary IMF/EU support program is an important anchor for 
Romania. At the end of September, the IMF Executive Board completed the sec-
ond review under this arrangement. IMF staff noted that Romania was on track to 
meet its cash deficit target of 4.4% of GDP in 2011. Moreover, achieving the 2012 
fiscal target of 3% in cash terms would be achievable. However, meeting Roma-
nia’s budget deficit commitment to the EU of below 3% of GDP in ESA terms 
would be challenging. So far, the IMF has made available three tranches totaling 
about EUR 1 billion (out of a total of EUR 3.5 billion). Romania does not intend to 
draw on these funds, treating them as precautionary. Moreover, up to EUR 1.4 
billion could be activated through precautionary EU medium-term financial assis-
tance in case of a major unforeseen deterioration in the economic and/or financial 
situation.

External demand 
slows while domestic 

demand stabilizes

Inflationary 
pressures ease

Current account 
continues to improve, 

net FDI inflows still weak

Financial market stress 
increased, precautionary 

support program 
on track
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Table 8

Main Economic Indicators: Romania

2008 2009 2010 Q1 10 Q2 10 Q3 10 Q4 10 Q1 11 Q2 11

Year-on-year change of the period total in %
GDP at constant prices 7.4 –7.1 –1.3 –2.2 –0.4 –2.2 –0.6 1.7 1.4
Private consumption 9.0 –10.3 –1.6 –4.4 –0.4 –0.9 –1.2 –0.7 –0.8
Public consumption 7.3 1.6 –3.6 –3.9 –4.5 –1.3 –4.3 –10.6 –0.7
Gross fixed capital formation 15.6 –25.3 –13.1 –28.3 –7.7 –15.5 –4.7 –2.2 –1.4
Exports of goods and services 7.3 –5.0 14.3 10.2 17.6 11.8 18.0 24.4 6.2
Imports of goods and services 7.1 –21.4 12.4 8.6 19.3 8.7 13.0 15.9 7.6

Contribution to GDP growth in percentage points
Domestic demand 8.0 –14.5 –1.1 4.8 4.0 –7.2 –2.7 –2.4 1.9
Net exports of goods and services –0.8 7.4 –0.2 –0.9 –2.2 –1.1 –0.7 1.8 –1.1
Exports of goods and services 2.4 –1.5 4.1 4.0 4.7 3.3 4.4 6.5 2.4
Imports of goods and services 3.2 –8.9 4.3 4.9 6.8 2.2 3.9 4.8 3.5

Year-on-year change of the period average in %
Labor productivity in industry (real) 6.8 10.9 17.1 22.2 20.3 14.4 12.8 14.0 3.1
Average gross earnings in industry (nominal) 21.3 11.2 9.3 12.4 8.2 8.3 8.7 7.2 9.1
Unit labor costs in industry (nominal) 14.1 0.5 –7.0 –8.4 –10.3 –5.4 –3.9 –6.0 5.8
Producer price index (PPI) in industry 15.4 1.9 6.3 3.5 6.1 7.2 8.5 10.7 8.7
Consumer price index (here: HICP) 7.9 5.6 6.1 4.6 4.3 7.5 7.8 7.5 8.3
EUR per 1 RON, + = RON appreciation –9.4 –13.1 0.7 3.7 0.3 –0.7 –0.5 –2.6 1.1

Period average levels
Unemployment rate 
(ILO definition, %, 15–64 years) 6.1 7.2 7.6 8.4 7.2 7.2 7.6 7.8 7.5
Employment rate (%, 15–64 years) 59.1 58.6 58.8 57.0 60.1 60.2 57.9 58.0 58.8
Key interest rate per annum (%) 9.7 9.1 6.5 7.2 6.3 6.3 6.3 6.3 6.3
RON per 1 EUR 3.7 4.2 4.2 4.1 4.2 4.3 4.3 4.2 4.1

Nominal year-on-year change in the period-end stock in %
Broad money (including foreign currency deposits) 17.5 9.0 6.9 8.4 8.2 6.5 6.9 3.3 2.5

Contributions to the year-on-year change of broad money in percentage points
Net foreign assets of the banking system –10.7 5.0 0.8 8.8 12.6 4.3 0.8 –7.1 –1.8
Domestic credit of the banking system 41.5 12.6 13.8 3.0 11.4 12.2 13.8 12.2 3.1
 of which: claims on the private sector 33.7 1.2 5.2 –1.7 7.3 5.1 5.2 2.6 1.7
  claims on households 18.7 0.6 1.0 –1.6 2.6 1.7 1.0 –0.2 –1.2
  claims on enterprises 15.0 0.6 4.2 –0.1 4.7 3.4 4.2 2.8 2.9
  claims on the public sector (net) 7.8 11.4 8.6 4.7 4.1 7.1 8.6 9.5 1.4
Other assets (net) of the banking system –13.3 –8.7 –7.7 –3.4 –15.8 –10.0 –7.7 –1.8 1.3

% of GDP, ESA 95
General government revenues 32.6 32.1 34.3 . . . . . . . . . . . .
General government expenditures 38.3 40.6 40.7 . . . . . . . . . . . .
General government balance –5.7 –8.5 –6.4 . . . . . . . . . . . .
Primary balance –5.0 –7.0 –4.9 . . . . . . . . . . . .
Gross public debt 13.4 23.6 30.8 . . . . . . . . . . . .

Year-on-year change of the period total (based on EUR) in %
Merchandise exports 14.2 –13.8 28.3 20.0 31.9 27.4 32.7 39.6 18.5
Merchandise imports 11.6 –31.9 20.2 13.1 27.6 17.2 22.2 26.3 15.6

% of GDP (based on EUR), period total
Trade balance –13.7 –5.8 –4.9 –5.4 –6.8 –3.7 –4.0 –2.2 –6.3
Services balance 0.5 –0.2 –0.5 –1.2 –0.8 –0.3 –0.0 –1.2 –0.8
Income balance (factor services balance) –2.5 –1.6 –1.5 –1.7 –2.0 –1.3 –1.1 –2.4 –2.1
Current transfers 4.3 3.5 2.8 1.9 2.2 3.9 3.0 2.9 3.1
Current account balance –11.4 –4.2 –4.0 –6.4 –7.4 –1.4 –2.2 –2.9 –6.1
Capital account balance 0.5 0.5 0.2 0.2 0.1 0.2 0.2 0.4 0.1
Foreign direct investment (net) 6.6 3.1 2.0 1.9 2.4 3.0 1.0 1.6 2.2

% of GDP (rolling four-quarter GDP, based on EUR), end of period
Gross external debt 51.8 69.1 74.7 73.1 73.6 73.8 74.7 75.7 77.1
Gross official reserves (excluding gold) 19.0 24.1 26.7 27.1 26.5 27.0 26.7 26.6 27.3

Months of imports of goods and services
Gross official reserves (excluding gold) 5.2 7.8 7.7 8.7 8.1 8.1 7.7 7.4 7.5

EUR million, period total
GDP at current prices 139,587 117,442 121,660 23,645 27,985 32,761 37,270 25,283 30,691

Source: Bloomberg, European Commission, Eurostat, national statistical offices, national central banks, wiiw, OeNB.
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9  Croatia: Economy Stagnates, Successful Closure of EU Accession 
Negotiations

The Croatian economy stagnated in the first half of 2011. Domestic demand was 
anaemic, contributing negatively to growth despite some positive stimuli from inven-
tory restocking. Investment activity remained depressed, with both private and 
public investment being weak given persistently low business sentiment, poor FDI 
inflows and limited fiscal leeway. Public consumption grew only moderately, again 
owing to fiscal constraints, while private consumption stayed subdued as a result 
of weak consumer confidence, adverse labor market conditions and ongoing household 
debt restructuring. Net exports contributed positively to growth, as imports con-
tracted faster than exports, a pattern also seen in 2009 during the height of the crisis.

Weak domestic demand and a good start into the tourism season helped the 
trade and services balances improve and led to another current account adjustment 
in the first half of 2011. For the first time since 1994, in 2011 the current account 
recorded a surplus already in the second quarter. Given modest net FDI and equity 
portfolio inflows, gross foreign debt continued to rise and reached 102.5% of GDP 
in mid-2011 on increased banking sector borrowing. At the same time, Croatia’s 
foreign exchange reserves rose to 24.8% of GDP. Reserve accumulation came to a 
halt thereafter, though, as downward pressures on the kuna emerged in the summer 
amid renewed global tensions. This is in contrast to the usual tourism-driven 
 appreciation trend during the summer. To stabilize the currency, Hrvatska narodna 
banka (HNB) intervened twice to support the kuna and increased the mandatory 
 reserve requirements from 13% to 14% in order to absorb surplus liquidity.

Bank lending to the private sector, in particular to households, remained sluggish, 
while the nonperforming loan ratio in the private nonbank sector climbed to 
13.5% as at mid-2011. Swiss franc appreciation put pressure on borrowers whose 
loans are denominated in Swiss francs. Against this background, in August 2011 
the government and banks signed a memorandum on easing the position of users 
of housing loans denominated in Swiss francs, which inter alia envisages the fixing 
of the exchange rate for such loans at HRK/CHF 5.80 for a period of five years.

Given poor economic conditions, budget revenues underperformed and public 
finances remained under pressure in the first half of 2011. The general government 
budget deficit reached 5.1% of GDP, up from 4.5% in the same period of 2010. In view 
of upcoming parliamentary elections in December 2011, there will be no major 
consolidation efforts in the remainder of 2011. Based on current growth projections, 
which may turn out overly optimistic given the recent deterioration in global 
 sentiment, the government envisages a general government budget deficit of 5.4% 
of GDP for 2011. As a result of (largely still unspecified) measures on the expen-
diture side, the deficit is forecast to fall gradually to 2.7% by 2013, the prospective 
year of Croatia’s EU entry as the country successfully closed its accession negotia-
tions in June 2011.

As financing needs remained high, the government tapped international bond 
markets again in June, issuing a EUR 750 million eurobond. As a result, public 
debt continued to rise, reaching 43% of GDP in mid-2011 (excluding state guarantees 
and HBOR debt worth 17% of GDP). Direct public debt levels will rise further by 
the assumption of state guarantees issued for shipyard debt in the magnitude of 
some 3.5% of GDP, in the context of a restructuring program that was cleared by 
the European Commission in the final stages of the accession negotiations.

Protracted weak 
domestic demand 

weighs on economic 
performance

Current account 
adjustment continues, 

but external debt 
continues rising

Putting public finances 
on a sustainable path 

remains a key challenge
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Table 9

Main Economic Indicators: Croatia

2008 2009 2010 Q1 10 Q2 10 Q3 10 Q4 10 Q1 11 Q2 11

Year-on-year change of the period total in %
GDP at constant prices 2.2 –6.0 –1.2 –2.3 –2.3 0.3 –0.6 –0.8 0.8
Private consumption 0.9 –8.2 –0.8 –3.9 –2.4 1.9 1.1 –0.0 0.6
Public consumption 1.8 0.0 –0.9 –1.3 –2.0 –1.0 0.7 –1.0 1.8
Gross fixed capital formation 8.2 –11.8 –11.3 –13.9 –13.4 –9.5 –8.0 –6.7 –7.3
Exports of goods and services 2.2 –17.3 6.0 2.8 6.9 4.1 10.8 –11.1 1.1
Imports of goods and services 3.3 –20.4 –1.3 –4.8 –4.9 3.4 1.1 –5.3 –6.0

Contribution to GDP growth in percentage points
Domestic demand 2.9 –9.0 –3.8 –5.1 –6.7 –0.0 –3.8 0.6 –2.0
Net exports of goods and services –0.7 3.0 2.6 2.7 4.2 0.7 3.1 –1.3 2.8
Exports of goods and services 0.9 –7.2 2.1 0.8 2.2 1.9 3.6 –3.3 0.4
Imports of goods and services 1.7 –10.2 –0.5 –1.9 –2.0 1.2 0.4 –2.0 –2.3

Year-on-year change of the period average in %
Labor productivity in industry (real) 3.2 0.1 6.3 8.7 4.8 7.4 4.8 0.2 5.0
Average gross earnings in industry (nominal) 6.2 1.4 0.2 0.1 –0.5 –0.5 1.6 –0.4 1.1
Unit labor costs in industry (nominal) 2.9 1.5 –5.9 –8.0 –5.0 –7.3 –3.1 –0.4 –3.7
Producer price index (PPI) in industry 8.3 –0.4 4.3 3.5 4.8 3.8 5.1 6.3 6.5
Consumer price index (here: CPI) 6.1 2.4 1.0 0.9 0.7 1.1 1.5 2.2 2.3
EUR per 1 HRK, + = HRK appreciation 1.6 –1.6 0.7 1.7 1.5 1.0 –1.2 –1.6 –1.9

Period average levels
Unemployment rate 
(ILO definition, %, 15–64 years) 8.6 9.3 12.1 11.5 12.7 11.8 12.5 14.7 13.8
Employment rate (%, 15–64 years) 57.8 56.6 54.0 54.9 53.5 53.9 53.7 52.4 52.3
Key interest rate per annum (%) 5.3 6.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0
HRK per 1 EUR 7.2 7.3 7.3 7.3 7.2 7.3 7.4 7.4 7.4

Nominal year-on-year change in the period-end stock in %
Broad money (including foreign currency deposits) 4.3 –0.9 4.4 1.6 2.8 3.8 4.4 3.3 3.5

Contributions to the year-on-year change of broad money in percentage points
Net foreign assets of the banking system –3.6 1.5 –0.4 5.1 3.1 6.6 –0.4 –0.5 –2.4
Domestic credit of the banking system 13.2 –0.5 8.6 –0.9 4.1 0.4 8.6 6.6 8.3
 of which: claims on the private sector 10.3 –0.6 7.0 –0.5 3.2 5.3 7.0 6.2 6.8
  claims on households 6.3 –1.6 2.1 –1.8 0.1 0.9 2.1 1.4 1.7
  claims on enterprises 4.0 1.0 4.9 1.4 3.0 4.3 4.9 4.8 5.1
  claims on the public sector (net) 2.9 0.1 1.6 –0.4 1.0 –4.9 1.6 0.4 1.5
Other assets (net) of the banking system –5.4 –1.8 –3.7 –2.6 –4.5 –3.1 –3.7 –2.8 –2.4

% of GDP, ESA 95
General government revenues 39.1 38.2 37.0 . . . . . . . . . . . .
General government expenditures 40.4 42.3 42.2 . . . . . . . . . . . .
General government balance –1.4 –4.1 –5.2 . . . . . . . . . . . .
Primary balance 0.1 –2.4 –3.2 . . . . . . . . . . . .
Gross public debt 29.0 35.1 40.1 . . . . . . . . . . . .

Year-on-year change of the period total (based on EUR) in %
Merchandise exports 6.8 –21.6 18.3 5.7 22.6 18.6 26.0 –3.5 3.6
Merchandise imports 10.7 –26.8 –0.1 –9.3 –1.7 6.3 4.1 1.0 –1.8

% of GDP (based on EUR), period total
Trade balance –22.6 –16.2 –13.0 –12.0 –13.1 –13.7 –13.0 –13.0 –11.7
Services balance 14.7 12.4 12.6 1.2 12.1 30.4 3.9 1.6 14.1
Income balance (factor services balance) –3.3 –4.0 –3.5 –4.3 –3.0 –4.1 –2.8 –4.6 –4.2
Current transfers 2.2 2.3 2.4 2.4 2.5 2.2 2.5 2.1 2.3
Current account balance –9.1 –5.5 –1.6 –12.8 –1.4 14.8 –9.4 –13.8 0.5
Capital account balance 0.0 0.1 0.1 0.1 0.1 0.1 –0.0 0.2 –0.0
Foreign direct investment (net) 6.8 2.6 1.3 5.0 –0.7 2.5 –1.5 0.3 3.8

% of GDP (rolling four-quarter GDP, based on EUR), end of period
Gross external debt 85.0 99.1 101.3 98.6 100.0 99.2 101.3 103.4 102.5
Gross official reserves (excluding gold) 19.1 22.7 23.2 21.6 22.6 24.3 23.2 24.9 24.8

Months of imports of goods and services
Gross official reserves (excluding gold) 4.6 7.0 7.2 6.7 7.1 7.6 7.2 7.8 7.8

EUR million, period total
GDP at current prices 47,770 45,666 45,910 10,646 11,524 12,557 11,183 10,666 11,612

Source: Bloomberg, European Commission, Eurostat, national statistical offices, national central banks, wiiw, OeNB.
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10  Turkey: Vibrant Growth, External Imbalances, Unorthodox 
 Monetary Policy Response

GDP grew strongly in the first half of 2011 (10.2% year on year), with vigorous 
consumer demand remaining the main pillar of growth. Private consumption 
showed some signs of moderation in the second quarter of 2011, while investment 
growth remained buoyant, representing the largest positive growth component in 
both quarters. Credit growth moderated slightly until July, but remained strong at 
around 45% year on year in the period from January to August. Most recent data 
point toward a deceleration of loan growth in the last three weeks of September. 
Investment growth profited from low interest rates, good credit conditions and 
increasing capacity utilization. Unemployment has declined steadily, falling below 
its precrisis level in May. Consumer price inflation – having reached an all-time 
low of 4% in March – has picked up strongly since May, mainly due to food and 
energy price hikes, and reached 6.7% in August. Core inflation had been increasing 
gradually already since January and reached 6.5% in August, putting the year-end 
inflation target of 5.5% at risk.  

As a result of brisk domestic demand, import growth remained strong throughout 
the first half of 2011, surpassing export growth by a wide margin. This caused the 
current account deficit to continue to widen from an already elevated level. The 
rising external imbalance was further assisted by restrained external demand and 
prevailing structural weaknesses even though the first quarter showed improving 
unit labor costs and rising labor productivity. However, import growth slowed 
considerably in July, to 14%, while export growth gained momentum, thus reducing 
the monthly current account deficit to its lowest level since October 2010. The 
financing of the current account deficit has not posed any problems so far but 
 remains a spot of vulnerability. FDI inflows covered only 15% of the deficit in the 
first seven months while portfolio investment abated in recent months but still 
covered 38%. The weakness of the Turkish lira may have added to this downward 
trend in portfolio inflows. The monetary policy framework in place since November 
2010 has induced strong depreciation (and perhaps more so than the authorities 
originally intended). Since the beginning of the year, the Turkish lira has depreci-
ated considerably against both the euro (by 20%) and the U.S. dollar (12%), 
 undercutting its weakest level against the U.S. dollar since the 2009 crisis.

The central bank continued to conduct its unorthodox monetary policy of low 
interest rates and differentiated high reserve requirement ratios (between 5% and 
16%, depending on maturity) aimed at safeguarding macrofinancial stability in 
view of a worsening external environment. In early August, the central bank 
 preemptively lowered the policy rate further, by 50 basis points to 5.75%, and 
narrowed the corridor between overnight borrowing and lending rates again by 
raising the borrowing rate. The corridor was widened in November 2010, which 
led to a period of overly high volatility in short-term interest rates, discouraging 
carry trade and reducing short term capital inflows.

The upside of vivid domestic growth is reflected in a strong fiscal performance, 
in particular as concerns headline fiscal balances. The parliamentary elections in 
June did not lead to fiscal looseness, and tax revenues rose. The strong growth 
performance and, as the authorities argue, a tax amnesty has helped fiscal headline 
accounts. The budget deficit between January and August of less than 1% of GDP 
(correcting for the almost TRY 10 billion tax amnesty flows) bodes well for meeting 
or even undershooting the 2.7% target.

Domestic demand 
remains buoyant …

… and the current 
account deficit 

stays high

The central bank sticks 
firmly to its unorthodox 

policy mix
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Table 10

Main Economic Indicators: Turkey

2008 2009 2010 Q1 10 Q2 10 Q3 10 Q4 10 Q1 11 Q2 11

Year-on-year change of the period total in %
GDP at constant prices 0.7 –4.8 9.0 12.2 10.2 5.3 9.2 11.6 8.8
Private consumption –0.3 –2.3 6.7 8.6 6.2 6.7 9.0 12.4 9.2
Public consumption 1.7 7.8 2.0 0.9 3.5 –0.9 3.2 6.7 7.9
Gross fixed capital formation –6.2 –19.0 29.9 15.2 28.7 30.0 42.1 33.6 28.9
Exports of goods and services 2.7 –5.0 3.4 –0.9 12.5 –1.6 4.3 8.3 0.2
Imports of goods and services –4.1 –14.3 20.7 22.0 19.2 16.2 25.4 27.2 18.8

Contribution to GDP growth in percentage points
Domestic demand –1.2 –6.6 12.5 15.6 10.9 9.4 14.7 16.9 13.8
Net exports of goods and services 1.9 2.8 –4.5 –5.7 –2.1 –4.3 –5.7 –5.6 –5.2
Exports of goods and services 0.6 –1.2 0.8 –0.2 2.9 –0.4 1.0 1.8 0.0
Imports of goods and services –1.2 –4.1 5.3 5.5 5.0 4.0 6.7 7.4 5.3

Year-on-year change of the period average in %
Labor productivity in industry (real) –0.3 –0.3 8.2 16.4 8.6 4.0 5.3 7.6 2.2
Average gross earnings in industry (nominal) 11.1 8.4 10.8 11.0 10.6 10.8 10.8 8.4 8.6
Unit labor costs in industry (nominal) 11.6 8.9 2.0 –4.6 1.9 6.5 5.2 0.8 6.3
Producer price index (PPI) in industry 13.0 1.0 6.2 4.6 6.6 6.6 6.7 10.1 10.0
Consumer price index (here: HICP) 10.4 6.3 8.6 9.3 9.2 8.4 7.4 4.3 5.9
EUR per 1 TRY, + = TRY appreciation –6.3 –11.8 8.3 3.6 9.3 9.6 10.8 –3.3 –13.2

Period average levels
Unemployment rate 
(ILO definition, %, 15–64 years) 10.0 12.9 10.9 13.3 10.1 10.3 10.0 10.6 8.7
Employment rate (%, 15–64 years) 44.9 44.2 46.3 43.8 47.3 47.5 46.5 46.1 49.2
Key interest rate per annum (%)1 16.0 9.2 6.8 6.5 6.8 7.0 6.9 6.3 6.3
TRY per 1 EUR 1.91 2.16 2.00 2.09 1.96 1.96 1.99 2.16 2.26

Nominal year-on-year change in the period-end stock in %
Broad money (including foreign currency deposits) 24.7 13.0 18.6 12.8 17.2 15.9 18.6 20.4 20.7

Contributions to the year-on-year change of broad money in percentage points
Net foreign assets of the banking system 6.4 –1.2 –7.3 –6.1 –6.6 –6.4 –7.3 –3.1 –1.7
Domestic credit of the banking system 19.7 21.5 30.1 26.8 30.2 28.1 30.1 26.4 26.0
 of which: claims on the private sector 15.3 9.9 27.7 15.6 22.4 23.6 27.7 28.9 30.1
  claims on households 6.2 2.7 8.4 4.4 5.8 7.2 8.4 9.3 10.5
  claims on enterprises 9.1 7.1 19.4 11.2 16.6 16.5 19.4 19.6 19.6
  claims on the public sector (net) 4.3 11.6 2.4 11.2 7.8 4.5 2.4 –2.4 –4.1
Other assets (net) of the banking system –1.4 –7.2 –4.2 –7.8 –6.4 –5.8 –4.2 –3.0 –3.6

% of GDP, ESA 95
General government revenues 32.3 33.8 0.0 . . . . . . . . . . . .
General government expenditures 34.5 40.6 0.0 . . . . . . . . . . . .
General government balance –2.2 –6.7 –3.6 . . . . . . . . . . . .
Primary balance 2.8 –1.8 0.7 . . . . . . . . . . . .
Gross public debt 39.5 43.8 41.2 . . . . . . . . . . . .

Year-on-year change of the period total (based on EUR) in %
Merchandise exports 13.7 –17.7 16.3 0.7 29.8 16.6 19.0 19.7 3.6
Merchandise imports 11.0 –26.7 39.5 26.5 42.8 37.0 49.4 47.6 27.5

% of GDP (based on EUR), period total
Trade balance –7.1 –4.0 –7.7 –5.5 –7.0 –8.5 –9.3 –11.3 –12.7
Services balance 2.3 2.7 2.0 0.5 1.6 3.8 1.7 0.6 1.8
Income balance (factor services balance) –1.1 –1.3 –1.1 –1.5 –1.0 –0.8 –1.1 –1.6 –0.8
Current transfers 0.3 0.4 0.2 0.2 0.2 0.2 0.2 0.2 0.1
Current account balance –5.6 –2.3 –6.6 –6.3 –6.2 –5.4 –8.4 –12.1 –11.5
Capital account balance –0.0 –0.0 –0.0 –0.0 0.0 –0.0 –0.0 0.0 0.0
Foreign direct investment (net) 2.3 1.1 1.0 0.7 0.6 1.0 1.5 1.6 1.0

% of GDP (rolling four-quarter GDP, based on EUR), end of period
Gross external debt 40.3 42.4 39.2 43.1 44.2 39.9 39.2 36.8 0.0
Gross official reserves (excluding gold) 10.2 11.1 11.2 11.2 11.8 10.9 10.9 10.7 0.0

Months of imports of goods and services
Gross official reserves (excluding gold) 4.3 5.4 5.4 5.4 5.6 5.0 4.9 4.5 0.0

EUR million, period total
GDP at current prices 499,704 440,487 553,911 115,908 136,493 151,932 149,578 133,570 141,018

Source: Bloomberg, European Commission, Eurostat, national statistical offices, national central banks, wiiw, OeNB.
1 Up to April 2010: overnight borrowing rate; from May 2010: one-week repo (lending) rate.
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11  Russia: Recovery Not Overly Buoyant despite High Oil Prices
Russia’s economy continued to benefit from high and rising oil prices, although its 
overall performance remained somewhat lackluster. The recovery even lost some 
steam in the first half of 2011. Year-on-year GDP growth declined from 4.1% in 
the first quarter to 3.4% in the second quarter. The strongest contributions to 
growth were delivered by the inventory buildup (which may soon be approaching 
its end) and by private consumption (+5.7% in the first quarter, stimulated by the 
expansion of credit). With import expansion outpacing export dynamics by a wide 
margin, net exports remained a sizable negative contributor to overall growth. 
After stagnating in the first quarter, fixed investment gained some momentum in 
the second quarter, but its increase over the first half-year was disappointing 
(+2.7%). Government consumption was largely stable. On a positive note, the 
 unemployment rate has declined to precrisis levels.

CPI inflation, which had remained near double digits in the second quarter of 
2011, declined to a still relatively high 8.2% year on year in August. Inflation was 
still held up by the impact of the severe summer 2010 heat wave on food prices 
(possibly including second-round effects) and by global food and energy price 
 developments. The moderation of headline inflation in the summer months was 
largely linked to seasonal factors. The Central Bank of the Russian Federation 
(CBR) continued to tighten its  monetary policy, though only slightly: In May, the 
refinancing rate was increased from 8.0% to 8.25%, and the overnight deposit 
rate was lifted in May and in  September by 25 basis points each to 3.75%. Over 
the six months to end-August 2011, the ruble’s nominal effective exchange rate 
rose by 1.8%, while its real  effective exchange rate remained flat (+0.2%). 
 However, as international risk aversion started to rise in August, the ruble has 
come under downward pressure, compelling the CBR to intervene in foreign 
 exchange markets and to move its  floating exchange rate band vis-à-vis the U.S. 
dollar-euro basket to 32.60–37.60 from 32.15–37.15 previously. 

While remaining fragile to some extent, the banking sector has been stepping 
up credit activity and thus supporting the recovery of the real economy. In the 
12 months to end-July 2011, credit to the private sector grew by 9.5% (in real 
terms), while deposits of the private sector increased by 10.8%. Amid this recovery, 
however, in July the insolvency of the Bank of Moscow, the fifth-largest Russian 
bank in terms of total assets, triggered one of the largest bailout operations in Rus-
sian history (including cheap loans and capital injections of a total of EUR 9.5 bil-
lion). The Bank of Moscow had turned insolvent on account of risky lending activi-
ties apparently to parties related to its former management.

Owing to the further improved terms of trade and despite surging imports, 
Russia’s current account surplus remained high. Although increasing in absolute 
terms, gross external debt slightly declined to 30.8% of rolling four-quarter GDP 
at end-June 2011. Russia’s foreign liabilities remain matched by the country’s 
 foreign currency reserves (including gold), which came to 27.7% of GDP at 
 mid-year. The recovery and high oil prices as well as the gradual phasing out of 
anti-crisis stimuli helped the fiscal accounts turn deficit free: In the period from 
 January to August the federal budget produced a surplus of 2.3% of GDP (while 
the non-oil-related part of the budget remained deeply in deficit). Following budget 
amendments in June, the authorities expected a balanced budget in 2011.

Russia continues to 
benefit from high oil 

prices, but the recovery 
has lost some steam

Inflation remains high 
but receded slightly in 

the summer of 2011

The banking sector’s 
expanding credit activity 

supports domestic 
demand, but some 

fragilities in the sector 
prevail

For the moment, Russia 
retains its twin 

 surpluses
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Table 11

Main Economic Indicators: Russia

2008 2009 2010 Q1 10 Q2 10 Q3 10 Q4 10 Q1 11 Q2 11

Year-on-year change of the period total in %
GDP at constant prices 5.2 –7.8 4.0 3.5 5.0 3.1 4.5 4.1 3.4
Private consumption 10.4 –4.8 3.0 –0.6 4.6 5.0 2.6 5.6 6.5
Public consumption 3.4 0.2 1.4 2.3 1.9 1.4 0.0 0.1 0.5
Gross fixed capital formation 10.6 –14.4 6.1 –4.4 6.3 5.0 11.5 –0.6 5.0
Exports of goods and services 0.6 –4.7 7.1 18.7 4.1 2.2 5.0 –0.0 3.5
Imports of goods and services 14.8 –30.4 25.6 11.4 21.7 34.9 30.1 23.1 23.4

Contribution to GDP growth in percentage points
Domestic demand 8.0 –12.8 6.4 0.3 6.4 9.0 8.9 7.3 6.2
Net exports of goods and services –2.8 5.2 –2.0 4.2 –2.2 –5.2 –3.8 –3.8 –3.3
Exports of goods and services 0.2 –1.5 2.3 6.0 1.4 0.7 1.6 –0.0 1.2
Imports of goods and services 3.0 –6.7 4.3 1.7 3.5 5.9 5.4 3.8 4.4

Year-on-year change of the period average in %
Labor productivity in industry (real) 3.1 0.2 11.8 16.7 15.3 8.7 7.8 4.9 4.0
Average gross earnings in industry (nominal) 25.0 3.2 14.2 11.8 15.6 15.2 14.1 13.6 14.3
Unit labor costs in industry (nominal) 21.5 3.1 1.9 –4.3 0.4 5.9 5.9 8.4 9.9
Producer price index (PPI) in industry 21.8 –6.6 12.3 13.9 12.4 8.4 14.5 21.3 19.1
Consumer price index (here: CPI) 14.1 11.8 7.1 7.3 6.2 6.6 8.2 9.4 9.1
EUR per 1 RUB, + = RUB appreciation –3.9 –17.5 9.6 7.5 13.7 13.3 4.4 3.3 –4.4

Period average levels
Unemployment rate 
(ILO definition, %, 15–64 years) 6.4 8.4 7.5 8.8 7.4 6.8 6.9 7.5 6.6
Employment rate (%, 15–64 years) . . . . . . . . . . . . . . . . . .
Key interest rate per annum (%) 10.9 11.4 8.0 8.6 8.0 7.8 7.8 7.8 8.2
RUB per 1 EUR 36.4 44.1 40.3 41.3 38.5 39.5 41.7 40.0 40.3

Nominal year-on-year change in the period-end stock in %
Broad money (including foreign currency deposits) 14.3 17.3 24.6 22.1 24.0 25.4 24.6 22.4 18.9

Contributions to the year-on-year change of broad money in percentage points
Net foreign assets of the banking system 16.1 10.7 5.8 5.9 10.6 11.1 5.8 6.3 3.9
Domestic credit of the banking system 14.9 19.4 22.1 21.9 19.5 20.4 22.1 18.4 15.3
 of which: claims on the private sector 34.2 2.9 12.4 –0.9 5.4 8.8 12.4 15.2 16.5
  claims on households 8.0 –2.8 3.1 –2.0 0.1 1.9 3.1 3.5 4.5
  claims on enterprises 26.2 5.6 9.3 1.1 5.2 6.9 9.3 11.6 12.1
  claims on the public sector (net) –19.3 16.5 9.7 22.9 14.1 11.6 9.7 3.2 –1.3
Other assets (net) of the banking system –16.7 –12.8 –3.3 –5.7 –6.1 –6.1 –3.3 –2.2 –0.2

% of GDP, ESA 95
General government revenues 38.8 35.1 35.0 . . . . . . . . . . . .
General government expenditures 33.9 41.4 38.5 . . . . . . . . . . . .
General government balance 4.9 –6.3 –3.5 . . . . . . . . . . . .
Primary balance 0.0 0.0 0.0 . . . . . . . . . . . .
Gross public debt 5.7 8.3 8.6 . . . . . . . . . . . .

Year-on-year change of the period total (based on EUR) in %
Merchandise exports 24.2 –32.4 39.7 51.8 53.4 31.2 28.5 25.2 22.6
Merchandise imports 22.7 –31.3 37.4 11.9 42.0 54.5 37.9 43.5 24.9

% of GDP (based on EUR), period total
Trade balance 10.6 9.0 10.2 14.5 11.2 7.6 8.6 12.7 11.6
Services balance –1.5 –1.6 –1.9 –1.5 –1.7 –2.4 –2.0 –1.7 –1.9
Income balance (factor services balance) –2.9 –3.3 –3.4 –2.5 –4.3 –3.3 –3.3 –2.4 –4.6
Current transfers –0.2 –0.2 –0.3 –0.2 –0.0 –0.4 –0.4 –0.2 0.0
Current account balance 6.1 3.9 4.7 10.4 5.1 1.5 3.0 8.3 5.2
Capital account balance 0.0 –0.9 0.0 0.1 0.0 –0.0 –0.0 0.0 –0.0
Foreign direct investment (net) 1.2 –0.6 –0.7 –0.7 –0.6 –0.8 –0.5 –0.5 –1.7

% of GDP (rolling four-quarter GDP, based on EUR), end of period
Gross external debt 0.0 36.9 32.8 37.2 37.7 33.1 32.8 30.7 30.8
Gross official reserves (excluding gold) 26.1 32.9 29.7 34.0 35.7 31.9 29.7 28.0 27.7

Months of imports of goods and services
Gross official reserves (excluding gold) 14.2 19.2 16.4 20.4 21.1 18.0 16.4 15.1 14.7

EUR million, period total
GDP at current prices 1,133,334 879,044 1,116,019 231,612 275,801 297,853 310,752 285,230 316,656

Source: Bloomberg, national statistical offices, national central banks, wiiw, OeNB.
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Nonperforming Loans in CESEE – 
What Do They Comprise?

1 Introduction
Every so often in surveys or studies including data on nonperforming loans (NPLs) 
for different countries, we see remarks or references pointing out that the respective 
NPL information is incomparable, in particular as regards NPL levels.2 In this 
study, in an attempt to overcome this obstacle at least up to a point, we strive to 
perform an analytical stocktaking exercise with respect to NPLs in Central, Eastern 
and Southeastern Europe (CESEE). Another motive is to look at credit develop-
ments before, during and after the crisis from a comparative NPL viewpoint. 
Given their swift and steep increase, nonperforming loans had turned into one of 
the focal points of attention during the crisis and have since remained relatively 
high or have only been declining at a slow pace. Coming to terms with the non-

This study attempts to shed comparative light on nonperforming loans (NPLs) by analyzing 
the loan classification systems in ten Central, Eastern and Southeastern European (CESEE) 
countries, namely Bulgaria, Croatia, the Czech Republic, Hungary, Poland, Romania, Russia, 
Serbia, Slovakia and Ukraine. Comparing NPL data across countries is often found to be 
 difficult. Three approaches are used to identify a loan as nonperforming. First, the most 
widely known NPL definition, which is based on the IMF Financial Soundness Indicators (FSIs) 
Compilation Guide, is simple and clear: “principal or interest 90 days or more overdue.” The 
IMF strives to present cross-country comparative time series of NPL and other prudential 
 indicators on the FSI website. With respect to nonperforming loans, the FSI website as yet 
lacks comprehensive data coverage, and comparability is in fact restrained. Therefore, we 
propose to take stock of national definitions, for which more extensive time series of data are 
available. Second, national supervisors’ NPL definitions mostly relate to the commonly used 
credit quality categories proposed by the Institute of International Finance (IIF), whose  weakest 
three categories (“substandard – doubtful – loss”) are typically identified as nonperforming 
loans. Third, NPL definitions of CESEE and other countries regularly refer to the existence of 
a “well-defined weakness” of the loan or the borrower in addition to some other factors. 
Based on these criteria, with priority given to the 90days+ rule, we arrive at an NPL threshold, 
which includes in some cases NPL bands. We hope this threshold is applicable in such a way 
that it enables meaningful cross-country comparisons. Finally, the study takes a rough com-
parative snapshot of the development of NPLs (based on the derived threshold) in the CESEE 
countries from 2005 to 2010. 

JEL classification: G12, G21, G33
Keywords: Bank lending, CESEE, credit quality, credit risk, financial soundness indicators, 
 nonperforming loans

Stephan Barisitz1

1 Oesterreichische Nationalbank, Foreign Research Division, stephan.barisitz@oenb.at. This article has greatly 
benefited from a large number of disaggregated CESEE NPL data compiled and presented by Zoltan Walko (also 
OeNB). The author also wishes to thank Remigije Bučiˇiˇ ć (Hrvatska narodna banka), Radi Ivanov (Българска  (Hrvatska narodna banka), Radi Ivanov (Българска  (Hrvatska narodna banka), Radi Ivanov (
народна банка – Bulgarian National Bank), Ján Klacso (Národná banka Slovenska), Eva Komárková (C– Bulgarian National Bank), Ján Klacso (Národná banka Slovenska), Eva Komárková (C– Bulgarian National Bank), Ján Klacso (Národná banka Slovenska), Eva Komárková ( ˇeská 
národní banka), Mikhail Kovrigin (Central Bank of the Russian Federation), Ben Malin (Federal Reserve Board), 
Krzysztof Maliszewski (Narodowy Bank Polski), Veronica Raducanescu (Banca Nat,ionaltionalt ă a României), as well as 
Dubravko Mihaljek (BIS), Andreas Greiner, Martin Haidl, Thomas Schin and Patrick Thienel (all OeNB) for pre-
cious information provided. Peter Backé, Markus Eller, Sándor Gardó, Peter Mooslechner, Thomas Reininger and 
Doris Ritzberger-Grünwald (all OeNB) made very helpful comments and suggestions. Thanks also go to two 
anonymous referees for their valuable comments.

2 Some recent examples of such findings: ECB (2010, p. 91); Nkusu (2011, p. 9); Pann, Seliger, Übeleis (2010, 
p. 68); Schreiner et al. (2010, p. 16). More generally, forbearance appears to be a problem not only in the CESEE 
area, but also in the United Kingdom (Bank of England, 2011, pp. 24–26) and probably in other Western 
countries as well, and therefore would require more research.
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performing loans problem appears essential, given that NPLs may compromise 
 financial stability and macroeconomic recovery simultaneously.3

Section 2 presents the international NPL definition recommended by the IMF 
FSI Compilation Guide plus FSI data, and national NPL definitions plus national 
data as can be found in ten of the largest CESEE economies. Given that national 
NPL definitions, as will be shown, are not substantially at variance with inter-
national guidelines and given the still inadequate range and depth of data based on 
the international definition, it is decided here to concentrate further on available 
national NPL data series, which are essentially based on national credit quality 
classification schemes. This, however, should not be taken as lack of support for 
any attempts (already at the national level) at further harmonizing standards for 
the reporting of asset quality (and in particular NPLs) on the basis of binding 
 international norms and definitions. On the contrary: Doubtlessly, there are caveats 
involved in trying to derive comparable NPL indicators from data reflecting 
 differing national loan classification schemes, as is also acknowledged in this study. 
Where it appears necessary in the interest of comparability, we suggest adjust-
ments of a given NPL definition to be able to carry out the comparison exercise in 
a more effective way. 

In section 3, we undertake such a comparison exercise, providing a brief 
 descriptive overview and discussion of the evolution of NPLs and some subcategories 
in Bulgaria, Croatia, the Czech Republic, Hungary, Poland, Romania, Russia, Serbia, 
Slovakia and Ukraine from 2005 to 2010. Section 4, finally, presents a summary 
of the study and an assessment of its results.

2  Definitions, Data Availability and Comparability of Nonperforming 
Loans

2.1  International Definition of NPLs – Simple and Clear, but Available Data 
Not Yet Comprehensive

The most widely known international definition of nonperforming loans was 
 developed by the IMF in the framework of the Financial Soundness Indicators 
(FSIs) endorsed by the IMF Executive Board. The FSI Compilation Guide of March 
2006 (IMF, 2006, p. 46) “recommends that loans (and other assets) should be 
classified as NPL when (1) payments of principal and interest are past due by three 
months (90 days) or more, or (2) interest payments equal to three months (90 days) 
interest or more have been capitalized (re-invested into the principal amount), 
 refinanced, or rolled over (i.e. payment has been delayed by arrangement). The 
90-day criterion is the time period that is most widely used by countries to deter-
mine whether a loan is nonperforming. (…) Indeed, the Guide regards the guide-
line of 90 days past due as an outer bound and does not intend to discourage stricter 
approaches.”

Apparently in an attempt to further facilitate cross-country comparability of 
measurement, “the series ‘nonperforming loans’ are redefined” in the updated 
November 2007 version of the Compilation Guide (IMF, 2007, p. 6) “on the basis 
of a uniform criterion of ‘principal or interest payments 90 days overdue’. (…)

3 Most recently, the revaluation of the Swiss franc has aggravated the NPL problem or threatens to aggravate the 
problem via foreign exchange-denominated credits that, for unhedged borrowers, became more difficult to repay. 
The governments of countries particularly affected (e.g. Hungary and Croatia) have resorted to measures to coun-
ter the danger.
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This implies that the amended definition would not include, as the previous one in 
the Guide, stricter approaches.”

A major advantage of this definition is that it provides a simple, clear and 
 uniform yardstick to which national practices may further converge in the future. 
Also, the cross-country comparative presentation of NPL time series (and of time 
series of a number of other prudential data) on the FSI website (http://fsi.imf.org) 
brings more international transparency into financial soundness indicators that are 
pivotal to assessing economic developments in a financially not so stable world. 

However, the NPL data presented on the FSI website are not yet comprehensive, 
and time series are limited to five years, and in the case of Serbia, to three years. 
As is evident from table 1, only annual data are available, save the most recent data 
entry for 2011, for a number of countries (Bulgaria, Croatia, Serbia, Slovakia and 
Slovenia). Even where quarterly data are found, they cover less than a year (Poland, 
Romania and Russia) or up to four years (Czech Republic and Hungary). More-
over, the FSI website consists of two NPL data subsources, the FSI database 
(http://fsi.imf.org) with country data tables and the GFSR FSI tables (http://fsi.
imf.org/fsitables.aspx), which are mostly – but not entirely – consistent with each 
other. Nonnegligible discrepancies in annual NPL data between the two  subsources 
show up for the Czech Republic, Slovenia and Ukraine (see table A1 in the annex). 
Subcategories of NPLs (e.g. doubtful or loss, NPLs relating to retail or wholesale 
credits) are not available. Finally, despite the fact that the reporting countries 
are encouraged to follow the guidelines laid out in the FSI Compilation Guide, 

Table 1

FSI Website Coverage of NPLs in CESEE (International Definition)1

Country Availability of NPL Data2

Bulgaria Yearly from 2005 to 2010; end-June 2011

Croatia Yearly from 2005 to 2010; end-March 2011

Czech Republic Yearly from 2005 to 2010; quarterly from end-March 2007 to end-June 2011 
(some inconsistencies between quarterly and annual data)

Hungary Yearly from 2005 to 2010; quarterly from end-March 2009 to end-March 2011 

Kazakhstan Semiannually in 2008, then yearly until end-2010; quarterly from end-March to end-June 2011 
(minor inconsistency)

Poland Yearly from 2005 to 2010; quarterly from end-2008 to end-September 2009 
(minor inconsistency); end-June 2011

Romania Yearly from 2005 to 2010; quarterly from end-March to end-September 2010; end-June 2011

Russia Yearly from 2005 to 2010; semiannually from end-2008 to end-2009; quarterly from end-March 
to end-September 2010; end-May 2011

Serbia Yearly from 2008 to 2010; end-June 2011

Slovakia Yearly from 2005 to 2010; end-March 2011

Slovenia Yearly from 2005 to 2009; end-November 2010 
(some inconsistencies between FSI database and GFSR FSI annual data) 

Ukraine Yearly from 2005 to 2010; quarterly from end-2005 to end-June 2011 
(some inconsistencies between quarterly and annual data)

Source: IMF FSI website (http://fsi.imf.org).
1  Includes the FSI database (the country data tables comprise annual and, if available, quarterly data) and Global Financial Stability Report (GFSR) 

FSI tables (http://fsi.imf.org/fsitables.aspx, comprise annual data). The data are, however, not totally consistent with each other (see also table A1 in 
the annex of this study).

2 As at mid-September 2011.
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compilation practices may vary across countries, which limits cross-country 
 comparability (Babihuga, 2007, p. 6; IMF, 2011b). Here, the FSI database might 
be made more user-friendly by identifying more clearly data adjustments made to 
national sources.

It therefore seems more promising to give a detailed look at national defini-
tions of NPLs. This is not to suggest that the scrutiny of existing national NPL data 
is the optimal path. It would rather appear to be a second-best solution as long as 
no consensus on the introduction of binding international (or at least regional) 
norms and definitions for the reporting – also at the national level– of asset quality 
(and in particular nonperforming loans) has been reached. Any initiatives in this 
direction (e.g. the Vienna Initiative Working Group on NPLs) should be  welcomed. 
In this vein, this study could make a contribution to indicating aspects that may be 
in need of international harmonization. If and when international reporting 
 standards will be established and applied, there will still be the need to address the 
data previously reported. 

2.2  National Classifications and Definitions: Comparability in Need, 
but Sufficient Data to Work with

In practically all IMF member countries, the financial supervisory agency has the 
legal authority to issue prudential regulations regarding the classification of loans. 
Such lower-level legislation is liable to change relatively frequently, thus making 
the full consistency of time series uncertain. While not devoid of statistical breaks 
and other possible problems, time series based on national definitions are evidently 
longer and much more extensive than what is available on the FSI website. As can 
be seen from table 2, most national definitions relate to the commonly used loan 
quality classification (standard – watch – substandard – doubtful – loss), whose 
weakest three categories (substandard – doubtful – loss, in the following called: 
“s-d-l”)4 are typically identified as a nonperforming loan (see e.g. IMF, 2005, 
p. 396). But the concept of NPLs goes much beyond adding up subcategories 
 published by supervisory authorities.

NPL definitions based on national credit quality classifications of CESEE 
 countries5 largely appear to be comparable: First, they bear important similarities 
to the above-mentioned international definition: As can be gleaned from table 3 
as well as from its immediate source, table A2 in the annex, the majority of 
the NPL definitions of the countries dealt with in this study are based on the 
90-day-past-due (in the following called: “90days+”) criterion and no national 
definition is contradictory to this yardstick. Second, another common characteristic 
is  reference to the existence of “well-defined weaknesses” or a similar formulation 
as a trait of a nonperforming loan or borrower. The NPL definitions of practically 
all countries analyzed here include this element in one way or another. A kind 
of model classification was drawn up by the Institute for International Finance 
(IIF, see table A2). Some other criteria also play a role (e.g. the downgrade 

4 The number of categories of loan quality classification is not necessarily always five and not in all countries do 
they have the wording “standard-watch-substandard-doubtful-loss,” which corresponds to the classification of the 
Institute of International Finance (IIF, see table A1 in the annex).

5 The sources of national credit quality classifications and ensuing NPL definitions as discussed in further detail 
below are ordinances or regulations of national supervisors (in most cases, central banks) and are indicated for 
each analyzed country in table A2 in the annex under the column “NPL definition; source.”
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 requirement and the treatment of restructured loans, as explained in the next 
 subsection).

2.3 Deriving NPL Series as Comparable as Possible

Given the above-mentioned reasons, we decide to opt for NPL data series based on 
national definitions/loan quality classifications in order to arrive at NPL time 
 series that are as comparable as possible. Thus, we aim at carefully gauging regula-
tory stipulations and their details. As shown in subsection 2.2 (table 2) and table 
A2 in the annex, all analyzed countries’ regulations define categories of credit 
quality classification, and partly, provisioning. In most cases, there are five categories, 
in one case (Bulgaria), there are four.6

In line with the international NPL definition, the most important criterion 
(threshold) we apply for identifying nonperforming loans is the 90days+ rule (see 

6 Austria’s Financial Market Authority also identifies four categories (see table A2, memorandum item).

Table 2

National Credit Quality Classifications Underlying NPL Definitions1

Country Credit Quality Classification Data Availability (as at mid-September 2011)

NPL data Provisions/reserves data Specific features/
disaggregated data

Bulgaria Standard risk exposure – watch – 
nonperforming – loss

Up to end-2010 Up to end-2010 –

Croatia Risk category A (fully recoverable claims) – 
risk categories B (partly recoverable 
claims B1 – B2 – B3) – risk category C 
(irrecoverable claims) 

Up to end-2010 Up to end-2010 –

Czech Republic Standard receivables – watch – substandard – 
doubtful – loss

Up to end-2010 Up to end-2010 Households, 
nonfinancial corporations

Hungary Problem-free category – special watch – 
substandard – doubtful – bad

Up to end-June 2011 Up to end-June 2011 Households, 
nonfinancial corporations

Poland Credit exposure normal – under 
 observation – below standard – doubtful – 
loss

Up to end-June 2011 Up to end-2009 Households, nonfinancial 
corporations; local and 
foreign currency NPLs

Romania Standard category – watch – substandard – 
doubtful – loss

Up to end-June 2011 Up to end-June 2011 –

Russia Standard quality – substandard – doubtful – 
problem – bad

Yearly until end-2008, then 
quarterly to end-June 2011

Yearly until end-2008, then 
quarterly to end-June 2011

Overdue claims on 
nonfinancial corporations, 
individuals in local and 
foreign currency

Serbia Category A – B – C – D – E Yearly until end-2008, 
then quarterly to end-2010

Yearly until end-2006, then 
quarterly to mid-2008

–

Slovakia Standard loan category (standard provision 
criterion – special mention) – default loan 
category (substandard provision criterion – 
doubtful – loss) 

Up to end-June 2011 Up to end-June 2011 Households, nonfinancial 
corporations 

Ukraine Standard category – watch/under control – 
substandard – doubtful – 
bad/nonperforming

Yearly until end-2006, 
then quarterly to 
end-September 2010

Yearly until end-2006, 
then quarterly to 
mid-2009

–

Source: National statistics, table A2 in the annex of this study, data compiled by the OeNB from national central banks and/or national supervisory authorities.
1 As from January 1, 2000; quarterly if not stated otherwise.
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also Balás, 2009, p.1). In several cases (Czech Republic, Poland and Slovakia), the 
90days+ rule is in line with the s-d-l rule. Where the two rules clash (Croatia, 
Hungary and Serbia), we suggest that 90days+ overrides s-d-l (at least for deriving 
a narrowly defined NPL volume), depending on the intermittent variability of 
content that can fill up categories of loan classification from country to country. 
Where reference to 90days+ is not explicitly made (Romania, Russia and Ukraine), 
the s-d-l criterion is retained, supported by reference to the “well-defined weakness” 
criterion, where applicable.

Two other issues worth discussing are the downgrade requirement and the 
treatment of restructured loans. The former relates to whether a bank is required 
to downgrade all loans to a common debtor if any of these loans is classified as 
 impaired – or not. The IMF FSI Compilation Guide gives no recommendation in 
favor or against a downgrade requirement, which, however, exists in all analyzed 
countries, except in Croatia and Hungary. In Croatia, the amount of loss for each 
claim that is “individually significant” is calculated. In Hungary, treatment of 
 nondowngraded loans to the same debtor must be justified by corresponding risks 
(see also below and table A2).7

The treatment of restructured loans/replacement loans focuses on the issue 
whether these assets should be classified in the same quality category as prior to 
restructuring – or not; and if not, which treatment should be afforded. The IMF 
FSI Compilation Guide does not express a clear preference here, either (see again 
table A2). While treatment of restructured loans is not uniform across CESEE 
countries, one can observe a tendency that after a transition period of a year, six 
months, three months or less, a restructured loan would be classified like a 
 nonrestructured loan. So it appears to be predominantly an issue of the length of 
the transition phase. Whether this variation is substantial enough to appreciably 
impact possible NPL thresholds over time is unclear.

7 Austria does not have such a requirement to downgrade, either.

Table 3

NPL Thresholds in CESEE

NPL Indicator Existence in National NPL Definition/Loan Classification (+), Nonexistence (–)

BG HR CZ HU PL RO RU RS SK UA Memorandum items:

Austria U.S.A. IIF

90days+ + + + + + – – + + – – – +
Substandard – 
doubtful – loss – – + – + + + – + + – + +
Well-defined weak-
nesses or similar + + + + + + + + + + + + +
Reduced value of 
collateral – + – + – – – – – + – + +

Memorandum item:
Minimum level of 
provisions (%)1 50 1.2 20 11–31 20 20–50 21 20–40 20 20–50 – – –

Source: Table A2 in the annex of this study, national government or central bank credit quality classif ication regulations.
1 In % of contracted loan that is identif ied as an NPL according to national classif ications.

Note: Based on national NPL definitions and/or credit quality classif ication regulations.
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Bulgaria (Българска народна банка – Bulgarian National Bank), as already 
mentioned, identifies only four categories of classification: standard, watch, 
 nonperforming and loss. Given that only the last two categories comprise 90days+ 
as well as “significant weaknesses,” these last two categories are regarded as 
 covering NPLs.

Croatia (Hrvatska narodna banka) defines five categories, but NPLs are seen 
as encompassing four of these five (categories B1, B2, B3 and C) because the 
90days+ threshold already includes category B1 and because evidence of “partial 
impairment” is identified for all B categories. Moreover, given that in the case of 
Croatia, specific provisions are deducted from the full value of NPLs and that the 
downgrade requirement is not valid without qualification, the border between A 
and B1 may be suggested to constitute a lower bound for NPLs in this country.

The Czech Republic’s (Č
and B1 may be suggested to constitute a lower bound for NPLs in this country.

ˇ
and B1 may be suggested to constitute a lower bound for NPLs in this country.

 (Č (Ceská národní banka), Poland’s and Slovakia’s (Národná 
banka Slovenska) NPL definitions essentially fit the standard s-d-l definition or the 
IIF model (see table 4). 

While loans in Hungary are also assigned to five quality categories, in this case, Hungary are also assigned to five quality categories, in this case, Hungary
due to the 90days+ criterion, only the two weakest (doubtful and bad) can be 
 labeled as nonperforming, although already in the substandard category “risks are 
elevated” (which presumably corresponds to a “well-defined weakness”) and 
 possible losses are “not covered by collateral.” Therefore, while the 90days+ criterion 
provides a clear threshold, one might argue in favor of substandard–doubtful–bad 
as a second NPL indicator or rather, an upper bound. As noted in table 4, this 
could produce an NPL “band,” besides the 90days+ ratio, for Hungary. Further-
more, the lack of a (systematic) downgrade requirement in Hungary would even 
suggest attaching more weight to the upper than to the lower bound.

Romania’s (Banca Nat (Banca Nat, (Banca Nationala (Banca Nationala (Banca Nationalăionala a României) five credit quality categories literally ionala a României) five credit quality categories literally ionalaionalăionala a României) five credit quality categories literally ionalăionala
follow the standard–watch–substandard–doubtful–loss scheme, and criteria of 
debt service history as well as of the financial performance of the debtor are 
 applied. However, the 90days+ rule is not explicitly referred to in connection 
with the above categorization. A Romanian s-d-l definition of NPLs therefore 
 appears to provide some leeway. Taking into account that doubtful and loss catego-
ries in Romania tend to comprise loans that are more than three months overdue 
and that the substandard category likely refers to loans that are less than this  period 
overdue but that may be saddled with a weak financial standing of the debtor, it 
would seem advisable to propose an NPL band also for Romania – namely the 
breadth of the substandard category.

Russia’s (the Central Bank of the Russian Federation) credit quality categories 
are comparable to those of Romania, but indications appear somewhat more 
 detailed. In Russia’s case, too, there is no explicit reference to 90days+; however, 
the Bank of Russia uses a matrix combining varying assessments of two criteria: 
the quality of debt service (depending on the length of payment overdue) and the 
economic/financial situation of the debtor. Assuming that both “low” and 
 “medium” quality of debt service imply at least 90 days overdue, a large part of 
“doubtful” loans has to be considered NPLs under the 90days+ rule. This would 
point to assigning the three weakest categories (doubtful, problem and bad) to the 
sphere of NPLs.

Applying the 90days+ rule, only the two weakest of Serbia’s (Narodna 
banka Srbije – NBS) loan quality categories (D and E) qualify as nonperforming. 
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However, according to the NBS, NPLs comprise all loans that are overdue more 
than 90 days as well as loans overdue less than 90 days if the bank assesses that the 
debtor’s ability to repay has deteriorated. Given that category C refers to “receiv-
ables from a borrower whose financial position is not satisfactory” (see table A2), 
we probably have a situation comparable to Hungary and Romania. This, and the 
NBS’s NPL definition, might suggest a second alternative which would consist in 
adding category C loans to NPLs (see table 4). Thus, for Serbia, too, we could 
 arrive at an NPL band. 

Table 4

Elements of Potentially Comparable NPL Definitions

Country Credit Quality Classification, Including NPLs 
(highlighted in blue)1

State of Loan Servicing Well-Defined Weakness of Borrower/Loan, 
Other Salient Features

Bulgaria Standard risk exposure – watch – nonperforming – 
loss

More than 90 days 
past due

Significant weakness of exposure/debtor or 
obligations become uncollectible

Croatia Risk category A (fully recoverable claims) – risk 
categories B (partly recoverable claims B1 – B2 – 
B3) – risk category C (irrecoverable claims) 

Overdue at least 90 days Placements for which evidence of (partial) 
impairment is identified and value of collateral is 
reduced/eliminated; NPLs reported net of specific 
provisions; no downgrade requirement

Czech 
Republic

Standard receivables – watch – substandard – 
doubtful – loss

More than 90 days past 
due

Given financial and economic situation of obligor, 
full repayment of receivable is uncertain or 
impossible 

Hungary Problem-free category – special watch – substandard –
doubtful – bad

Overdue (less than) at 
least 90 days

Risks are elevated to very high, potential/
expected loss is not covered by collateral; 
no downgrade requirement

Poland Credit exposure normal – under observation – 
below standard – doubtful – loss

Overdue in excess of 
three months

Economic and financial situation of debtor may 
jeopardize or permanently prevent (timely) 
repayment

Romania Standard category – watch – substandard – doubtful – 
loss

– Simultaneous use of criteria of debt service 
history and of financial performance of debtor

Russia Standard quality – substandard – doubtful – problem – 
bad

– Comprehensive assessment of two criteria: 
quality of debt service and economic/financial 
situation of debtor

Serbia Category A – B – C – C – C D – E Payment obligations met 
with delay of (61/) 91 days 
or more

Financial situation of borrower is not satisfactory 
or borrower operates with losses or is insolvent/
in bankruptcy proceedings

Slovakia Standard loan category (standard provision criterion – 
special mention) – default loan category 
(substandard provision criterion – doubtful – loss) 

More than 90 days past 
due

Obligor is unlikely to pay his/her obligations to 
bank, e.g. if he/she enters bankruptcy proceedings 

Ukraine Standard category – watch/under control – substan-
dard (timely serviced) – substandard (not timely 
serviced) – doubtful – bad/nonperforming

There is probability of late 
payment or nonpayment 
of debt

Credit exposure is substantial or worse; criteria 
taken into account: financial condition of borrower, 
state of loan servicing, and level of loan collateral

Memorandum items:
Austria Standard risk category – watch/special mention – 

nonperforming – loss
– Repayment of loan is partly or fully jeopardized or 

credit loss has become certainty; NPLs reported 
after deduction of value adjustments; no 
downgrade requirement

U.S.A. Standard/pass credit grading category – 
special mention – substandard – doubtful – loss

– Loans show well-defined weaknesses or are 
considered uncollectible; worth of collateral 
pledged in doubt

IIF Standard category – watch/special mention – 
substandard – doubtful – loss (write-off)

More than 90 days 
overdue

Well-defined weaknesses or asset impaired or 
virtually uncollectible; diminished collateral

Source: Table A2 in the annex of this study, national government or central bank credit quality classif ication regulations.
1  Suggested comparable NPL definitions comprise credit quality categories which are set in blue (in most cases based on the 90days+ rule). In some cases, there may be  arguments for 

 including further categories in the interest of cross-country comparability; these latter arguments are less clear cut (since they do not correspond to the 90days+ rule) but may appear 
justif ied by drawing from wider information; therefore, these additional categories are in blue and italics.
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Ukraine (the National Bank of Ukraine) makes no explicit reference to the 
90days+ rule, but in other essential respects its credit quality categories appear to 
be in line with the IIF’s loan classification model. Until end-2007, according to 
Ukraine’s central bank, nonperforming loans included the categories under 
 control, substandard, doubtful and bad; then two categories were removed from 
the central bank’s NPL definition: from 2008, NPLs only comprised doubtful and 
bad loans. For the above-mentioned reason (large degree of correspondence of 
Ukrainian loan classification with the IIF model, apart from the absence of the 
90days+ rule) and in order to avoid a statistical break, we suggest opting for a 
standard s-d-l definition of NPLs in Ukraine’s case. Taking into account that 
 substandard loans, according to Ukrainian statistics, also include part of those 
loans that are serviced in a timely manner, and which therefore in other countries 
might be classified as “watch” or “special mention” loans, it appears advisable to 
treat the sum of bad, doubtful and not timely-serviced substandard loans as 
 (narrowly defined) NPLs and to add timely-serviced substandard loans as a band to 
reach an upper bound for Ukrainian NPLs.8 Such a band between broadly and 
 narrowly defined nonperforming loans would also correspond to the IMF’s 
 practice of assessing Ukrainian NPLs (IMF, 2010, p. 39).

3  Rough Outline of Evolution of Possibly Comparable NPLs in Ten 
CESEE Countries from 2005 to 2010

In the following, we take a quick comparative look at the development of NPLs as 
a share of total loans and as a ratio to GDP in the ten analyzed countries from 
 end-2005 to end-2010. As shown in chart 1, we thus apply the above-explained 
and discussed national credit quality classifications and (suggested) comparable 
NPL definitions, including – where deemed necessary – NPL bands instead of 
lines.

In this sense, the ten countries can be distinguished according to two dimen-
sions, related to two periods: the relative size of their NPLs (over total loans and 
GDP, respectively, in the credit boom phase from 2005 to 2007 and in the  financial 
crisis phase from 2008 to 2010), and the dynamics of their NPLs. A number of 
countries feature relatively low NPLs, which, albeit higher than before the crisis, 
have remained in manageable proportions up to end-2010: Bulgaria, Croatia, the 
Czech Republic, Hungary, Poland and Slovakia. Romania and Russia clearly have 
to cope with higher NPLs, while Serbia and Ukraine are saddled with the highest 
levels, which certainly gives rise to concern. A small majority of the countries 
have witnessed a leveling-off (or a strong deceleration of growth) of their NPLs 
in 2010: the Czech Republic, Poland, Russia, Serbia, Slovakia and Ukraine. In 
 contrast, nonperforming loans have continued to swell in Croatia, Hungary and 
Romania, and particularly in Bulgaria.

Pulling the two dimensions (level and dynamics of NPLs) together produces 
the following picture (see table 5): The “Central European trio” (the Czech 
 Republic, Poland and Slovakia) seems to be best positioned (low NPLs leveling 
off in 2010). Intermediary risk levels are borne by Croatia and Hungary (low 
but still substantially expanding NPLs), and by Russia (medium level but 

8 Of course, even timely-serviced loans could be categorized as nonperforming if other serious weaknesses of the 
borrower or the collateral were perceptible.
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stagnant NPLs following crisis-triggered uptick). Bulgaria, Romania, Serbia and 
Ukraine appear to be saddled with rather high if heterogeneous risks (of course it 
also depends on the weights attached to the types of risk): While Bulgaria still 
 features a  comparatively modest level of NPLs, these have not stopped  expanding 
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Chart 1

Source: National central banks, Eurostat, Hungarian Financial Supervisory Authority.

Loss risk exposure Nonperforming
Watch Standard Defined here as NPLs

Risk category C (irrecoverable) B3 (partly recoverable)
B1 + B2 (partly recoverable) A (fully recoverable claims)
Defined here as NPLs

End-2006 End-2007 End-2008 End-2009 End-2010 End-2005 End-2006 End-2007 End-2008 End-2009

End-2005

Loss receivables Doubtful Substandard
Watch Standard Defined here as NPLs

End-2006 End-2007 End-2008 End-2009 End-2010

End-2010

End-2005

Category: bad Doubtful Substandard
Special watch Problem free
Defined here as NPL upper bound

End-2006 End-2007 End-2008 End-2009 End-2010

Defined here as NPL lower bound
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very swiftly through end-2010. Romania’s nonperforming loans are at a considerably 
higher level, but their growth, while still important, has somewhat slowed down. 
Serbia and Ukraine, finally, are burdened with the highest levels of nonperforming 
loans, which have been receding in 2010, though. For the ten analyzed countries 
one could therefore conclude that NPL problems – where they exist – relate either 
to high levels of bad credits or to persistently high rates of increase of bad credits; 
fortunately, both instances have not been  observed simultaneously.
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Chart 1 continued

Source: National central banks, Eurostat, national statistical office (Russia).

2 Asset classification rules were substantially changed in Q4 2006 and in Q3 2008.  For end-2007 and end-2008, category A loans include those of category B and loans of category D 
include those of category E. For end-2007,  the breakdown of NPLs into categories D and C, and, for end-2008, the level of C loans had to be estimated.

Loss category Doubtful Substandard
Watch Standard
Defined here as NPL upper bound
Defined here as NPL lower bound

End-2005 End-2006 End-2007 End-2008 End-2009

End-2005 End-2006 End-2007 End-2008 End-2009 End-2010 End-2005 End-2006 End-2007 End-2008 End-2009 End-2010

End-2010

Category E D C B A
Defined here as NPL upper bound
Defined here as NPL lower bound

Bad quality Problem Doubtful
Substandard Standard Defined here as NPLs

Credit exposure: loss Doubtful Below standard
Under observation Normal Defined here as NPLs

End-2005 End-2006 End-2007 End-2008 End-2009 End-2010

1 For end-2010, “below standard” loans represent all NPLs (impaired loans) and “normal” loans also include “under observation” loans.
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4 Summary and Assessment 
Since data on nonperforming loans are often found to be difficult to compare from 
country to country, this study has attempted to take stock of and look in more 
 detail at NPL definitions in ten relatively large CESEE countries (Bulgaria,  Croatia, 
the Czech Republic, Hungary, Poland, Romania, Russia, Serbia, Slovakia and 
Ukraine). The most widely-known international definition of nonperforming 
loans is given in the IMF Financial Soundness Indicators Compilation Guide: 
 “principal or interest 90 days or more overdue” (90days+). The advantage of this 
definition is that it provides a simple, clear and uniform yardstick. Moreover, the 
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Chart 1 continued

Source: National central banks, Eurostat, national statistical office (Ukraine).
3 Standard loans include special mention loans, substandard loans represent all default category loans/NPLs (i.e. including loss and doubtful).
4 Doubtful loans as depicted in this chart include bad loans and substandard loans not timely serviced. Substandard loans as shown include only timely-serviced substandard loans. For 

end-2005, substandard loans represent all NPLs. Standard loans as depicted in the chart include watch loans.

Loss provision criterion Doubtful Substandard
Special mention Standard Defined here as NPLs

Category: bad Doubtful
Substandard (timely serviced loans) Watch Standard
Defined here as NPL upper bound
Defined here as NPL lower bound

End-2006 End-2007 End-2008 End-2009 End-2010 End-2005 End-2006 End-2007 End-2008 End-2009 End-
September

2010

Table 5

Comparative NPL Qualitative Risk Snapshot1

Relative Size of NPLs from End-2008 to End-2010

Low Medium2 High3

NPL development 
in 2010

Growth leveling off CZ, PL, SK RU RS, UA
Continuing expansion4 HR, HU RO
Continuing strong expansion5 BG

Source: National statistics, table A2 in the annex of this study, data compiled by the OeNB from NCBs and/or national supervisory authorities.
1 Color shading indicates vulnerability.
2 2008–2010: Average (in case of band: medium value) above 12% of total loans or 7% of GDP.
3 2008–2010: Average (in case of band: medium value) above 20% of total loans or 12% of GDP.
4 2010: Average year-on-year growth of NPL share of total loans and of NPL ratio to GDP above 25% (in case of band: growth of medium value).
5 2010: Average year-on-year growth of NPL share of total loans and of NPL ratio to GDP above 80% (in case of band: growth of medium value).
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FSI website makes an important contribution in presenting cross-country 
 comparative time series of NPL and other prudential indicators. However, the 
NPL data presented on the FSI website are not yet comprehensive and comparability 
is de facto limited. 

It therefore seemed more promising to take a detailed look at national defini-
tions of NPLs. This is not to suggest that the scrutiny of existing national NPL data 
is the optimal path. It would rather appear to be a second-best solution as long as 
no consensus on the introduction of binding international (or at least regional) 
norms and definitions with respect to standards for the reporting (already at the 
national level) of asset quality (and in particular nonperforming loans) has been 
reached. All currently running initiatives in this direction (e.g. the Vienna 
 Initiative Working Group on NPLs) should be welcomed. Accordingly, this study 
could make a contribution to indicating aspects that may be in need of interna-
tional harmonization. Moreover, if and when a consensus on the introduction of 
binding international norms will have been reached and implemented, there will 
still be the need to follow such a second-best approach for data reported up to this 
point in time.

National definitions (as a rule contained in regulations promulgated by the 
competent national supervisory agencies) relate to the commonly used loan quality 
classification (standard – watch – substandard – doubtful – loss), whose weakest 
three categories (substandard – doubtful – loss, or s-d-l) are typically identified as 
a nonperforming loan. National classification schemes are, however, not always 
made up of five elements, nor do they necessarily have precisely the same wording 
as above. In the ten analyzed CESEE countries, the national definitions are not 
substantially at variance with the international guidelines. Moreover, an  important 
characteristic of NPLs in all these countries is the existence of a “well-defined 
weakness” of the loan or the borrower. On the basis of the national definitions, 
sufficiently numerous and disaggregated data are available. Therefore, we decided 
to concentrate on the available national NPL data series.

We derived NPL series with a high degree of comparability by carefully 
 evaluating national loan quality classifications. In line with the international NPL 
definition and in the interest of comparability, the most important threshold we 
applied for identifying nonperforming loans in the ten analyzed countries is the 
90days+ rule. In several cases (Czech Republic, Poland, Slovakia), the 90days+ 
rule is consistent with the s-d-l rule. Where the two rules clash (Croatia,  Hungary, 
Serbia), we suggest that 90days+ overrides s-d-l, depending on the intermittent 
variability of content that can fill up categories of loan classification from country 
to country. Given that “serious weaknesses” in the cases of Hungary and Serbia 
 already show up in categories featuring less-than-90-day overdue loans, we 
 propose to use an NPL “band” covering the “substandard” category (Hungary) or 
the “C” category (Serbia). 

In Croatia and Hungary – in contrast to the other CESEE countries – a bank is 
not required to downgrade all loans extended to a common debtor if any of these 
loans is classified as impaired, although risk-oriented treatment is prescribed in 
both cases. Where reference to 90days+ is not explicitly made (Romania, Russia, 
Ukraine), the s-d-l criterion is retained, supported by reference to the “well-de-
fined weakness” criterion. In the cases of Romania and Ukraine, however, there 
are indications that loans that are less than 90 days overdue or that are serviced 
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timely may be combined with a weak financial performance of the debtor, which 
would also merit an NPL band comprising the “substandard” category (in both 
cases). 

Applying the above-derived comparable NPL definitions, we take a quick look 
at the development of nonperforming loans as a share of total loans and as a ratio of 
GDP in the ten CESEE countries from end-2005 to end-2010 (national data 
 compiled by the OeNB from NCBs/national supervisory authorities). The Czech 
Republic, Poland and Slovakia seem to be best positioned (all three feature 
 relatively low NPLs that increased during the crisis but leveled off in 2010). 
 Intermediary risks are borne by Croatia and Hungary (low, but persistently 
 expanding NPLs), and by Russia (medium level, but stagnant NPLs following 
 crisis-triggered uptick). Bulgaria, Romania, Serbia and Ukraine appear to be saddled 
with rather high if heterogeneous risks (from high levels of nonperforming loans to 
swift and continuing increases of NPLs – though fortunately none features both 
phenomena simultaneously). Further detailed research is planned to focus on the 
comparative survey and analysis of NPL dynamics in CESEE.
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Annex
Table A1

Overview and Comparison of NPL Data Coverage in FSI Database and GFSR FSI Tables

GFSR FSI Tables, 
September 2011

FSI Database (as at September 15, 2011) Memorandum Item: 
National Data

Bank nonperforming 
loans to total loans

Nonperforming loans 
to total gross loans

Nonperforming loans Total gross loans NPLs as a share of 
total domestic loans 
to nonbanks

% % NCU million NCU million %

Bulgaria 2005 2.2 x x x 2.8
2006 2.2 x x x 2.2
2007 2.1 x x x 2.0
2008 2.5 2.4 1,206 50,183 3.0
2009 6.4 6.4 3,369 52,451 5.7
2010 11.9 x x x 10.5

Croatia 2005 6.2 x x x 4.0
2006 5.2 x x x 3.2
2007 4.8 x x x 3.1
2008 4.9 x x x 3.3
2009 7.8 x x x 5.3
2010 11.2 x x x 7.8

Czech Republic 2005 3.9 x x x 2.8
2006 3.7 x x x 2.9
2007 2.7 2.4 51,850 2,191,041 2.4
2008 3.2 2.8 69,610 2,481,224 2.8
2009 5.2 4.6 115,374 2,520,218 4.6
2010 6.2 5.4 142,354 2,643,008 5.4

Hungary1 2005 2.3 x x x 2.5
2006 2.6 x x x 2.5
2007 2.3 x x x 2.4
2008 3.0 3.0 603,534 20,230,475 3.1
2009 6.7 6.7 1,265,765 18,873,087 6.5
2010 9.7 9.7 1,850,748 19,080,102 10.1

Poland 2005 11.0 x x x 11.0
2006 7.4 x x x 7.3
2007 5.2 x x x 5.2
2008 4.5 2.8 20,714 733,988 4.5
2009 8.0 last available value: Q3 2009 7.6
2010 8.8 x x x 8.8

Romania2 2005 1.4 x x x 2.6
2006 1.8 x x x 2.8
2007 2.6 2.6 3,740 144,671 4
2008 2.8 2.7 5,260 191,500 6.6
2009 7.9 7.9 15,257 193,326 15.3
2010 11.9 last available value: Q3 2010 20.8

Russia 2005 2.6 x x x 15.2
2006 2.4 x x x 13.0
2007 2.5 x x x 11.0
2008 3.8 3.8 768,289 20,206,891 13.5
2009 9.5 9.5 1,931,797 20,267,236 19.5
2010 8.2 8.2 1,872,530 22,740,548 19.7

 FSI database, annual data frequency.
 FSI database, quarterly frequency; the values presented above are for Q4.

Source: IMF FSI website, national data.
1 Hungary: Substandard + doubtful + bad loans
2 Romania: Doubtful + loss.

Note:  Words/data highlighted in bold italics denote conceptual and/or data differences between GFSR FSI tables and the FSI database, indicated in the GFSR FSI tables. (Highlighted data 
differences do not refer to places where one dataset might fill in a void of the other but to where both datasets show figures which differ).
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Table A1 continued

Overview and Comparison of NPL Data Coverage in FSI Database and GFSR FSI Tables

GFSR FSI Tables, 
September 2011

FSI Database (as at September 15, 2011) Memorandum Item: 
National Data

Bank nonperforming 
loans to total loans

Nonperforming loans 
to total gross loans

Nonperforming loans Total gross loans NPLs as a share of 
total domestic loans 
to nonbanks

% % NCU million NCU million %

Serbia3 2005 x x x x 9.2
2006 x x x x 13.6
2007 x x x x x
2008 11.3 x x x x
2009 15.5 x x x 19.3
2010 16.9 x x x 19.1

Slovakia 2005 5.0 x x x 3.7
2006 3.2 x x x 3.3
2007 2.5 x x x 2.8
2008 2.5 2.5 1,033 41,654 3.2
2009 5.3 5.3 1,745 32,973 5.5
2010 5.8 5.8 2,016 34,534 6.1

Slovenia 2005 2.5 x x x 4.8
2006 2.5 x x x 4.2
2007 1.8 x x x 3.1
2008 1.8 4.2 1.706 40.464 2.8
2009 2.3 5.8 2.494 43.069 4.9
2010 last available value: 

Nov. 2010 8.2 3.600 43.821 8.0

Ukraine4 2005 5.6 58.0 90.509 156.078 x
2006 4.0 59.8 160.317 268.283 x
2007 3.0 48.1 233.791 485.866 x 
2008 3.9 3.9 30.626 788.556 3.9
2009 13.7 13.7 105.521 770.349 13.7
2010 15.3 15.3 120.386 788.564 15.3

 FSI database, annual data frequency.
 FSI database, quarterly frequency; the values presented above are for Q4.

Source: IMF FSI website, national data.
3 Serbia: D+E.
4 Ukraine: Doubtful + bad.

Note:  Words/data highlighted in bold italics denote conceptual and/or data differences between GFSR FSI tables and the FSI database, indicated in the GFSR FSI tables. (Highlighted data 
differences do not refer to places where one dataset might fill in a void of the other but to where both datasets show figures which differ).
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Table A2

Comparative National NPL Definition and Credit Quality Classification

Country/
Institution

NPL Definition; Source Categories of Credit Quality Classification1; Provisioning

Bulgaria For purposes of international compa -
rability it is here suggested to regard 
nonperforming loans as 
comprising nonperforming risk 
exposures as well as loss risk 
exposures (see columns to the right). 
In case a loan becomes impaired, the 
entire loan is assigned as nonperform-
ing, not only the overdue part 
(completeness requirement).
A bank is required to downgrade all 
loans to a given debtor if any of his/
her loans are classified as impaired 
(downgrade requirement).
Restructured loans shall be classified in 
the classification group corresponding 
to their indications of deterioration 
before restructuring.
Source: Ordinance No. 9  of 3 April 
2008 on the Evaluation and Classifi-
cation of Risk Exposures of Banks and 
the Allocation of Specific Provisions 
for Credit Risk, issued by the Bulgarian 
National Bank, amended 31 March 
2009; Coordinated Compilation 
Exercise (CCE) for Financial Sound-
ness Indicators (FSI): Answers to 
Bulgaria’s Metadata Questionnaire 
(February 21, 2007)

Standard risk 
exposure: Risk 
exposures which are 
serviced, and information 
on the debtor’s financial 
state gives no ground to 
assume that the debtor 
will not repay in full his/
her debts. Moreover, the 
principal or interest is 
repaid in accordance with 
the contractual agreement 
terms, or payments on 
them have been past due 
up to 30 days, provided 
the delay is justified or 
accidental.
Provisioning: at the 
bank’s discretion based 
on previous experience

Watch: Exposures 
where insignificant 
weaknesses exist with 
respect to their servicing, 
or there is a possibility of 
deterioration in the 
debtor’s financial state 
which may question the 
full repayment of the 
obligation; or one of the 
following conditions 
obtains: principal or 
interest arrears   
payments have been past 
due 31 to 90 days, or 
the debtor uses the 
loan for purposes other 
than those specified in the 
loan arrangement.
Provisioning: at least 10% 
of exposure

Nonperforming:
Exposures where 
significant weaknesses 
exist with respect to their 
servicing, or the available 
information points to the 
debtor’s unstable or 
substantially deteriorated 
financial state, or current 
and anticipated proceeds 
are insufficient for the full 
repayment of his/her 
obligations; or principal or 
interest arrears payments 
have been past due 91 to 
180 days.
Provisioning: at least 50%

Loss: Exposures where 
as a result of the debtor’s 
deteriorated financial 
state it is expected that 
his/her obligations will 
become uncollectible, 
even though they have 
partial recovery value and 
may be realized in the 
future; or one of the 
following conditions 
obtains: principal or 
interest arrears payments 
have been past due over 
180 days, or the debtor 
has been declared 
bankrupt or is in a 
liquidation  procedure or 
other conditions provide 
grounds to consider that 
the risk exposure is 
jeopardized by nonrepay-
ment.
Provisioning: 100%

Croatia For purposes of international 
comparability it is here suggested to 
regard nonperforming loans as 
comprising risk categories B1 to B3 
and C (see columns to the right).
In case a loan becomes impaired, the 
entire loan is assigned as nonperform-
ing, not only the overdue part 
(completeness requirement). How-
ever, specific provisions are deducted 
from the full value of the loan.
A bank is not required to downgrade 
all loans to a given debtor if any of his/
her loans are classified as impaired (no 
downgrade requirement). The amount 
of loss is calculated for each claim that 
is individually significant, i.e. whose 
carrying value is greater than the 
amount set for the “portfolio of small 
loans.” Exceptionally, all claims to a 
single debtor against whom bank-
ruptcy proceedings have been initiated 
may be measured on a group basis.
If a credit institution carries out loan 
restructuring owing to a debtor’s restructuring owing to a debtor’s restructuring
deteriorated financial position, the 
debtor is not deemed to be meeting 
his/her obligations in a timely manner.
Source: Decision on the classification 
of placements and off-balance sheet 
liabilities of credit institutions, issued 
by the Croatian National Bank 
(published in the Official Gazette, 
entry into force in March 2010); CCE/
FSI: Answers to Croatia’s Metadata 
Questionnaire (January 8, 2007)

Risk category A/
fully recoverable 
claims (formerly 
called “standard”): 
These are 
placements for which 
no evidence 
of impairment is 
identified. All of the 
following conditions 
need to be met: the 
present financial 
position of a debtor 
and the estimated 
future cash flows do 
not threaten his/her 
future operation and 
settling of current 
and future liabilities; 
the debtor settles 
his/her liabilities 
toward the credit 
institution within 
the contractual time 
limits, and only 
exceptionally and 
occasionally, after 
the due date; place-
ments are secured by 
eligible instruments 
of collateral for 
receivables of a 
credit institution.
Level of provisioning 
(value adjustment): 
0.85%–1.2%

Risk categories B/partly recoverable claims: Placements 
for which evidence of partial impairment is identified: Due to a 
debtor’s deteriorated creditworthiness, delinquency in settling 
liabilities toward a credit institution and reduced value of eligible 
instruments of collateral, there is evidence of the existence of loss, 
and it is assessed that principal and interest could not be collected 
in the contractual amount. 
A credit institution shall classify partly recoverable placements, 
according to the amount of the identified loss, into the following 
risk subcategories:

Risk category C/
irrecoverable 
claims (formerly 
called “loss”): Place-
ments for which 
evidence of impair-
ment is identified: 
They correspond to a 
bank’s receivables 
acquired on a 
disputable legal basis 
and other receivables 
for which, due to 
especially poor 
material and financial 
position of a debtor 
and a lack of any 
eligible instrument of 
collateral, no cash 
flows can be expected 
for settling a debtor’s 
liabilities toward a 
bank.
Impairment loss of 
these placements 
amounts to 100% of 
their carrying amount. 
Reclassification of 
placement graded A 
into this subcategory 
is effected if a debtor 
has overdue liabilities 
for more than 365 days.
Level of provisioning 
(value adjustment): 
100%

Risk category B1
(formerly called 
“watch”): if identified 
loss does not exceed 
30% of carrying 
amount of 
placement. 
Reclassification of 
placement graded A 
into this subcategory 
is effected if a 
debtor has overdue 
liabilities from more 
than 90 to 180 days.
Level of 
provisioning 
(value adjustment): 
up to 30%

Risk category B2
(formerly called 
“substandard”): if 
identified loss is 
between more than 
30% and 70% of 
carrying amount of 
placement.
Reclassification of 
placement graded A 
into this subcategory 
is effected if a 
debtor has overdue 
liabilities from more 
than 180 to 270 days.
Level of 
provisioning 
(value adjustment): 
31%–70%

Risk category B3
(formerly called 
“doubtful”): if 
identified loss is 
between more than 
70% and less than 
100% of carrying 
amount of 
placement.
Reclassification of 
placement graded A 
into this subcategory 
is effected if a 
debtor has overdue 
liabilities from more 
than 270 to 365 days.
Level of 
provisioning 
(value adjustment): 
71%–99% 

Source: Authors’s compilation.
1 Categories assessed to be corresponding to a cross-country comparable quality of nonperforming loans are presented in cells shaded in darker blue.

Note:  Not every detail is shown, but all elements deemed essential are included. Unless explicitly mentioned otherwise, the conjunction “and” is used in the category descriptions in the 
sense of “as well as”; “or” is used in the sense of referring to at least one of the elements presented.
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Table A2 continued

Comparative National NPL Definition and Credit Quality Classification

Country/
Institution

NPL Definition; Source Categories of Credit Quality Classification1; Provisioning

Czech 
Republic

Česká národní banka regards 
nonperforming receivables
(receivables with obligor default) as 
including the categories substandard, 
doubtful and loss receivables (see 
columns to the right).
Completeness requirement (see above).
Downgrade requirement (see above).
Restructured loans must initially be 
classified as nonperforming, i.e. at 
least as substandard. However, after 
six months they may be classified also 
in other categories according to their 
risk.
Source: CNB Decree No. 123 (2007), 
as amended by Decree No. 282 
(2008), Part Six: Rules for the 
Acquisition, Financing and Assessment 
of Assets; CCE/FSI: Answers to the 
Czech Republic’s Metadata 
Questionnaire (November 8, 2006)

Standard 
receivables:
A receivable is 
regarded as 
standard if there is 
no reason to doubt 
that it will be repaid 
in full. Principal, 
interest and fees 
are being duly paid, 
none of them being 
more than 30 days 
past due. None of 
the receivables 
toward the obligor 
has been 
restructured in the 
last two years due 
to a deterioration 
of its financial 
situation.

Watch: Given the 
obligor’s financial and 
economic situation, 
the receivable is 
likely to be repaid in 
full. Principal, inter-
est and fees are 
being paid with some 
problems, but none
of them is more than 
90 days past due. 
None of the 
receivables toward 
the obligor has been 
restructured in the 
last two years due 
to a deterioration of 
its financial situation.
Allowance for 
receivable:
1%–19%

Substandard:
Given the financial 
and economic 
situation of the 
obligor, full 
repayment of the 
receivable is uncer-
tain, but partial 
repayment is highly 
likely. A receivable is 
also regarded as 
substandard if 
principal, interest 
and fees are being 
paid with some 
problems but none
of them is more than 
180 days past due.
Allowance for 
receivable:
20%–49%

Doubtful: Given 
the financial and 
economic situation 
of the obligor, full 
repayment of the 
receivable is highly 
unlikely, but partial 
repayment is possible 
and likely. Principal, 
interest and fees are 
being paid with 
some problems but 
none of them is more 
than 360 days past 
due.
Allowance for 
receivable:
50%–99%

Loss: Given the 
financial and 
economic situation of 
the obligor, full 
repayment of the 
receivable is 
impossible. The 
expectation is that 
such a receivable will 
not be repaid or will 
only be repaid in part 
in a very small 
amount. Principal, 
interest and fees are 
more than 360 days 
past due. A receivable 
toward an obligor 
who has been 
declared bankrupt is 
also regarded as a 
loss.
Allowance for 
receivable: 100%

Hungary For purposes of international 
comparability it is here suggested to 
regard nonperforming loans as 
comprising the categories doubtful 
and bad (due to the fact that the “90 
days overdue” criterion is assigned to 
the category doubtful). Alternatively, 
the substandard category could also 
be added (given that it includes loans 
whose risks are elevated, see main 
text).
Completeness requirement (see above).
A bank is not required to downgrade 
all loans to a common debtor if any of 
these loans are classified as impaired 
(no downgrade requirement). However, 
such treatment must be justified by 
corresponding risks.
Restructured troubled loans are not 
permitted to be treated as problem 
free.
Source: Government Decree on 
Special Provisions Regarding the 
Annual Reporting and Bookkeeping 
Obligations of Credit Institutions and 
Financial Enterprises (No. 250/2000), 
Annex 7; CCE/FSI: Answers to 
Hungary’s Metadata Questionnaire 
(December 7, 2006)

The content of the five categories (problem-free, special watch, substandard, doubtful and bad) are essentially 
similar to that of the IIF (see below). The main difference compared to the IIF scheme is that 90-day overdue loans 
are classified as doubtful, not substandard.

Problem-free 
category: This 
relates to loans 
whose collectability 
without loss is 
probable. Credits 
are not overdue more 
than 15 days (in 
terms and interest 
and principal 
payments); 
household loans are 
not overdue more 
than 30 days. 
Possible losses linked 
to arrears are 
covered by available 
collateral.

Special watch:
On available 
information, a 
minimal loss (of up 
to 10% of amount 
due) can be 
expected.
Therefore, 
provisions are 
prescribed at a 
range of 0%–10%.

Substandard: 
Risks are elevated, a 
loss of up to 30% of 
the amount due can 
be expected and is 
not covered by 
collateral.
Provisions:
11%–30%

Doubtful: Risks 
are high, a loss of up 
to 70% of the 
amount due is 
expected. Credits 
are overdue at least 
90 days and are not 
covered by 
collateral.
Provisions:
31%–70%

Bad: Risks are very 
high, a loss of more 
than 70% of the 
amount due is 
expected. 
Notwithstanding 
repeated requests, 
the debtor does not 
fulfill his obligations, 
and the expected loss 
is not covered by 
collateral. The debtor 
may have entered 
bankruptcy 
procedures. 
Provisions are to 
exceed 70%.

Source: Authors’s compilation.
1 Categories assessed to be corresponding to a cross-country comparable quality of nonperforming loans are presented in cells shaded in darker blue.

Note:  Not every detail is shown, but all elements deemed essential are included. Unless explicitly mentioned otherwise, the conjunction “and” is used in the category descriptions in the 
sense of “as well as”; “or” is used in the sense of referring to at least one of the elements presented.
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Table A2 continued

Comparative National NPL Definition and Credit Quality Classification

Country/
Institution

NPL Definition; Source Categories of Credit Quality Classification1; Provisioning

Poland For purposes of international 
comparability it is here suggested to 
regard nonperforming loans as 
referring to credit exposures “at risk” 
(according to Narodowy Bank Polski), 
i.e. comprising the categories: below 
standard, doubtful and lost. 
Completeness requirement (see above). 
Downgrade requirement (see above).
Restructured credits (replacement 
loans or exposures whose repayment 
terms have been adjusted as a result 
of the signing of new contracts) may 
be moved to another exposure 
category with a lower risk, but only 
after a full recovery of a debtor’s 
creditworthiness and not earlier than 
after three months of timely debt 
service. 
Source: Regulation of the Minister of 
Finance No. 1589 (16 December 
2008), published in Dziennik Ustaw 
(Gazette) 2008, No. 235; CCE/FSI: 
Answers to Poland’s Metadata 
Questionnaire (January 23, 2007)

Credit exposures 
“normal”: These 
include exposures 
where the delay in 
the repayment of 
principal or interest 
shall not exceed 
one month, and the 
economic and 
financial situation of 
the debtor does not 
raise concerns. 

Under observa-
tion: These include 
exposures where 
the delay in the 
repayment of 
principal or interest 
is more than a 
month but does not 
exceed three 
months, and the 
economic and 
financial situation of 
the debtor does not 
raise concerns; 
or the exposure 
– because of 
regional, country, 
industry, customer 
group or product 
group risks – 
 requires special 
attention.
Minimum required 
provision: 1.5% of 
exposure

Below standard:
These include 
exposures where 
the delay in the 
repayment of 
principal or interest 
is in excess of three 
months but does 
not exceed six 
months, and the 
economic and 
financial situation of 
the debtor may 
jeopardize the 
timely repayment.
Minimum required 
provision: 20% of 
exposure

Doubtful: These 
include exposures 
where the delay in 
the repayment of 
principal or interest 
is in excess of six 
months but does 
not exceed twelve 
months, and the 
economic and 
financial situation of 
the debtor is much 
worse, especially 
when losses 
incurred materially 
affect their capital 
(net assets). 
Minimum required 
provision: 50% of 
exposure

Lost: These include 
exposures where 
the delay in the 
repayment of 
principal or interest 
exceeds twelve 
months and the 
economic and 
financial situation of 
the debtor has 
deteriorated in a 
manner that 
permanently 
prevents repayment 
of the debt; or 
bankruptcy or 
liquidation 
proceedings have 
been launched 
against the debtor.
Required provision: 
100% of exposure

Romania For purposes of international 
comparability it is here suggested to 
regard nonperforming loans as 
comprising the categories substan-
dard, doubtful and loss. Alternatively, 
given that the 90days+ rule tends to 
focus on doubtful and loss loans, 
NPLs could also be understood to 
be limited to these two categories 
(see main text).
Completeness requirement (see above).
Downgrade requirement (see above).
Credit institutions shall classify 
replacement loans by evaluating the 
financial performance of the debtor 
using more stringent standards than 
those used prior to the replacement 
operation and by adequately 
reviewing qualitative and quantitative 
factors based on updated information.
Source: Regulation No. 3/2009 on the 
Classification of Loans and 
Investments, and the Establishment, 
Regularization and Use of Specific 
Credit Risk Provisions, issued by the 
National Bank of Romania (as 
amended and complemented by NBR 
Regulations No. 7/2009, 13/2009, and 
18/2009); CCE/FSI: Answers to 
Romania’s Metadata Questionnaire 
(January 23, 2007); IMF: Romania – 
First Review Under the Stand-By 
Arrangement and Request for 
Modification of Performance Criteria, 
June 9, 2011 

Credit institutions generally have to assess the quality of loans on the basis of internal norms, Credit institutions generally have to assess the quality of loans on the basis of internal norms, Credit institutions generally have to assess the quality of loans on the basis of previously approved 
by the Supervision Department of the NBR.
Loan quality is classified as standard, watch, substandard, doubtful, loss, using simultaneously the criteria of the 
debt service history (the number of past-due days from the maturity date), financial performance of the debtor, 
and the possible commencement of legal proceedings against the debtor. Doubtful and loss categories generally 
comprise loans that are more than 90 days overdue (although this is not explicitly stipulated in NBR regulations). 
The substandard category likely refers to loans that are less than 90 days overdue, which, however, may be 
combined with a weak financial performance of the debtor.
Standard category:
Minimum provision:
0% of loan

Watch: 
Minimum provision:
5% of loan

Substandard:
Minimum provision: 
20% of loan

Doubtful:
Minimum provision: 
50% of loan

Loss: Provision: 
100% of loan

Source: Authors’s compilation.
1 Categories assessed to be corresponding to a cross-country comparable quality of nonperforming loans are presented in cells shaded in darker blue.

Note:  Not every detail is shown, but all elements deemed essential are included. Unless explicitly mentioned otherwise, the conjunction “and” is used in the category descriptions in the 
sense of “as well as”; “or” is used in the sense of referring to at least one of the elements presented.
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Table A2 continued

Comparative National NPL Definition and Credit Quality Classification

Country/
Institution

NPL Definition; Source Categories of Credit Quality Classification1; Provisioning

Russian 
Federation

For purposes of international 
comparability it is here suggested to 
regard nonperforming loans as 
comprising the categories doubtful, 
problem and bad. 
Completeness requirement (see above).
Downgrade requirement (see above).
Debt service of restructured loans is 
generally ranked as “good,” however 
after three months a new classification 
of the loan is made on the basis of 
up-to-date information.
Source: Regulation No. 254-P On 
the Procedure for Making Loan Loss 
Provisions and Provisions for Loan 
Debts and Similar Liabilities by Credit 
Institutions, issued by the Central 
Bank of the Russian Federation 
(March 26, 2004); CBR: Summary 
Methodology to “Review of the 
Banking Sector of the Russian 
Federation” (17th Issue, 2010); 
CCE/FSI: Answers to the Russian 
Federation’s Metadata Questionnaire 
(January 19, 2007)

Banks carry out classification of the quality of their loans on the basis of their professional judgment.
The loan quality categories are: standard, substandard, doubtful, problem and bad. Loans are assigned to these loan quality categories are: standard, substandard, doubtful, problem and bad. Loans are assigned to these loan quality
categories based on the comprehensive assessment of two criteria (matrix based, see below): the quality of debt 
service (dependent on the length of payment overdue), and the economic or financial situation of the debtor. 

Standard quality: 
good quality of debt 
service + good 
financial conditions 
of debtor

Substandard:
good quality of debt 
service + medium 
financial conditions 
of debtor, or 
medium quality of 
debt service + good 
financial conditions 
of debtor;
Provisioning level 
(required by the 
CBR): 1%–20% of 
principal

Doubtful: good 
quality of debt 
service + weak 
conditions of debtor, 
or medium quality 
of debt service + 
medium conditions 
of debtor, or low 
quality of debt 
service + good 
conditions of debtor;
Provisioning level: 
21%–50% of 
principal

Problem: medium 
quality of debt 
service + weak 
conditions of debtor, 
or low quality of 
debt service + 
medium conditions 
of debtor;
Provisioning level: 
51%–100% of 
principal 

Bad: low quality of 
debt service + weak 
conditions of debtor; 
probability of 
repayment is equal 
to zero
Provisioning level: 
100% of principal

Serbia Narodna banka Srbije regards 
nonperforming loans (see NBS 
Banking Supervision – First Quarter 
Report 2010, section NPLs) as loans 
for which the payment of either 
principal or interest are past due by 
90 or more days; or for which 
payments are less than 90 days 
overdue, but the bank has estimated 
that the debtor’s ability to repay has 
deteriorated.
For purposes of international 
comparability it is here suggested to 
regard NPLs as comprising the 
categories D and E (see columns to 
the right). Alternatively, category C 
could also be added (given that this 
category includes receivables from a 
borrower whose financial situation is 
not satisfactory; see main text).
Completeness requirement (see above).
Downgrade requirement (see above), 
except for receivables secured by 
prime or adequate collateral.
Restructured receivables shall not be 
regarded as in default if the borrower 
settles his/her obligations pursuant to 
the new repayment schedule with a 
delay of not more than 30 days.
Source: Decision No. 106 on the 
Classification of Bank Balance Sheet 
Assets and Off-Balance Sheet Items, 
issued by the NBS (December 28, 
2007, as amended) 

Category A:
These are 
receivables from a 
borrower with 
whom no 
collection-related 
problems are 
expected, based on 
the assessment of 
his/her financial 
position and 
creditworthiness, or 
receivables from a 
borrower who 
serves his/her 
obligations on time, 
or by way of 
exception, with a 
delay of less than 
30 days; or 
receivables secured 
by prime collateral 
in the secured 
amount.
Special reserve for 
potential losses: 
1%–2% of 
receivables

Category B:
These are 
receivables from a 
borrower whose 
financial position is 
not entirely 
satisfactory due to 
certain problems in 
operation, which 
are not likely to 
 deteriorate 
significantly in the 
future, though; or 
receivables from a 
borrower meeting 
his/her payment 
obligations with a 
delay of 31 to 
60 days.
Special reserve for 
potential losses: 
5%–10% of 
receivables

Category C:
These are 
receivables from a 
borrower whose 
financial position is 
not satisfactory, 
primarily with 
respect to adequacy 
of cash flow in 
terms of settling 
obligations, and who 
suffers maturity 
mismatch between 
certain elements of 
assets and liabilities; 
or receivables from 
a borrower meeting 
his/ her payment 
obligations with a 
delay of 61 to 
90 days.
Special reserve: 
20%–35% of 
receivables

Category D: 
These are 
receivables from a 
borrower whose 
financial position 
indicates significant 
problems in 
operation – 
primarily receivables 
from a borrower 
operating with 
losses or from 
illiquid or insolvent 
borrowers; or 
receivables from a 
borrower meeting 
his/her payment 
obligations with a 
delay of 91 to 
180 days.
Special reserve: 
40%–75% of 
receivables

Category E: 
These are doubtful 
or disputable 
receivables; or 
receivables from a 
borrower in 
liquidation or 
bankruptcy 
proceedings; or from 
a borrower meeting 
his/her payment 
obligations with a 
delay of 181 days and 
longer.
Special reserve:
100% of receivables

Source: Authors’s compilation.
1 Categories assessed to be corresponding to a cross-country comparable quality of nonperforming loans are presented in cells shaded in darker blue.

Note:  Not every detail is shown, but all elements deemed essential are included. Unless explicitly mentioned otherwise, the conjunction “and” is used in the category descriptions in the 
sense of “as well as”; “or” is used in the sense of referring to at least one of the elements presented.
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Table A2 continued

Comparative National NPL Definition and Credit Quality Classification

Country/
Institution

NPL Definition; Source Categories of Credit Quality Classification1; Provisioning

Slovakia According to Národná banka 
Slovenska, the defaulted loan 
category is seen as nonperforming.
Completeness requirement (see above).
Downgrade requirement (see above).
Restructured loans have to be classified 
according to the expected loss from 
these loans.
Source: Decree No. 4/2007 on Banks’ 
Own Funds of Financing and Banks’ 
Capital Requirements and on 
Securities Dealers’ Own Funds of 
Financing and Securities Dealers’ 
Capital Requirements, issued by the 
NBS (March 13, 2007); CCE/FSI: 
Answers to Slovakia’s Metadata 
Questionnaire (January 23, 2007)

Standard loan category: Credit risk 
low or not substantial, or obligor past due 
less than 90 days.

Defaulted loan category: A default shall be considered to have 
occurred with regard to a particular obligor when: the bank 
considers that the obligor is unlikely to pay his/her obligations to the 
bank (due e.g. to a significant perceived decline in credit quality, or 
the obligor seeking or entering bankruptcy or restructuring 
proceedings) or the obligor is past due more than 90 days on an 
obligation to the bank.

Standard provision 
criterion if claims 
are past due no more 
than 30 days.

Special mention 
provision criterion 
if claims are past 
due more than 30 
days but no more 
than 90 days:
1%–20% of net 
values of loans 
(adjusted by 
collateral)

Substandard 
provision criterion if 
claims are past due 
more than 90 days 
but no more than 
180 days: 20%–50% 
of net values of loans

Doubtful provision 
criterion if claims 
are past due more 
than 180 days but no 
more than 360 days:
50%–95% of net 
values of loans

Loss provision 
criterion if claims are 
past due for more 
than 360 days: 100% 
of net values of loans

Ukraine Until end-2007, according to the 
National Bank of Ukraine, nonper-
forming loans included under control, 
substandard, doubtful and bad credit 
operation categories; starting in 
2008, nonperforming loans only 
included doubtful and bad loans; 
For purposes of international 
comparability it is here suggested to 
regard nonperforming loans as 
comprising substandard, doubtful 
and bad loans. Alternatively, those 
substandard loans that are serviced 
timely could be excluded from NPLs 
(see main text).
Completeness requirement (see above).
Downgrade requirement (see above).
Replacement loans have to be 
classified as substandard, doubtful 
or bad.
Source: Regulation on Reserve 
Formation and Usage to Recover 
Possible Losses on Banks’ Credit 
Transactions, issued by the National 
Bank of Ukraine (No. 279 of July 6, 
2000, as amended); CCE/FSI: 
Answers to Ukraine’s Metadata 
Questionnaire (December 31, 2009); 
IMF: Ukraine – First Review Under 
the Stand-By Arrangement, 
December 10, 2010

In order to classify loans and create loan loss provisions, the following criteria are taken into account: financial 
condition of the borrower or counterparty, the state of loan servicing by the borrower or counterparty for 
principal and interest payments, and the level of loan collateral.

Standard 
category: Credit 
operations for 
which exposure is 
not substantial.
Provisioning ratio: 
1%–50% of 
exposure 

Watch/under 
control: Credit 
exposure is not 
substantial, but can 
increase due to a 
situation unfavorable 
for the borrower.
Minimum 
provisioning ratio:
5% of exposure

Substandard: 
Although loans may 
or may not be 
serviced in a timely 
manner, credit 
exposure is 
substantial and can 
further increase. 
There is a 
probability of late 
payment of the full 
amount.
Minimum 
provisioning ratio:
20% of exposure

Doubtful: Full 
payment of debt by 
the borrower or 
counterparty is 
doubtful or 
probability of full 
payment of loan is 
low.
Minimum 
provisioning ratio:
50% of exposure

Bad/
nonperforming: 
there is actually no 
probability of 
payment by the 
borrower or bank’s 
counterparty.
Provisioning ratio:
100% of exposure

Source: Authors’s compilation.
1 Categories assessed to be corresponding to a cross-country comparable quality of nonperforming loans are presented in cells shaded in darker blue.

Note:  Not every detail is shown, but all elements deemed essential are included. Unless explicitly mentioned otherwise, the conjunction “and” is used in the category descriptions in the 
sense of “as well as”; “or” is used in the sense of referring to at least one of the elements presented.
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Table A2 continued

Comparative National NPL Definition and Credit Quality Classification

Country/
Institution

NPL Definition; Source Categories of Credit Quality Classification1; Provisioning

Memorandum items

Austria For purposes of international 
comparability it is here suggested to 
regard nonperforming loans as 
comprising the nonperforming risk 
category as well as the loss risk 
category (see columns to the right).
In case a loan becomes impaired, 
the entire loan is assigned as 
nonperforming, not only the 
overdue part (completeness 
requirement). However, cumulative 
value adjustments are deducted from 
the full value of the loan.
No downgrade requirement
(see above).
Restructured loans may be classified 
according to the discretion of the 
credit institution, following the 
principle of caution.
Source: Oesterreichische National-
bank: Ausweisrichtlinie zur Meldung 
der Anlage zum Prüfungsbericht (AP), 
based on Regulation No. 298 of the 
Austrian Financial Market Authority 
(September 15, 2010); CCE/FSI: 
Answers to Austria’s Metadata 
Questionnaire (January 11, 2007)

Standard risk 
category: No particular 
credit risk visible.
Corresponding rating
(according to S&P’s or 
Moody’s; can assist bank 
or examiner in assigning 
risk volumes to AP risk 
categories): “investment 
grade”

Watch/special 
mention: These are 
loans that do not yet 
suffer immediate danger 
of nonservicing, but 
merit intensive scrutiny 
due to various circum-
stances, e.g. visible 
negative economic 
developments, a 
weakening of the 
economic situation of a 
specific sector of the 
economy, weak 
capitalization of borrower, 
deterioration of 
borrower’s profitability, 
disparity between 
collateral and risks, 
sluggish payment practices 
of borrower. 
Corresponding rating: 
“speculative grade”

Nonperforming:
These are loans whose 
repayment of interest or 
principal appears partly or 
fully jeopardized. 
Therefore, such (dubious) 
loans are at least partly 
revalued.
Corresponding rating: 
“watchlist” 

Loss: With this 
category, credit loss 
has become a 
certainty, therefore such 
claims or parts of claims 
are, if necessary, fully 
written off.
Corresponding rating: 
“default”

U.S.A. For purposes of international 
comparability it is here suggested to 
regard nonperforming loans as 
comprising substandard, doubtful and 
loss credit grading categories (these 
three categories are also identified as 
“classified” loans by the Federal 
Reserve System; see columns to the 
right).
Completeness requirement (see above).
Downgrade requirement (see above).
A restructured credit should be 
assigned special mention or 
“classified” status if, after the 
restructuring, potential or 
well-defined weaknesses persist.
Source: Board of Governors of the 
Federal Reserve System (October 
2010): Commercial Bank Examination 
Manual; CCE/FSI: Answers to the 
United States’ Metadata 
 Questionnaire (January 19, 2007)

Standard/pass 
credit grading 
category: Loans in 
this category are 
performing and have 
sound fundamentals. 
(Fundamentals 
include the 
borrower’s overall 
financial condition, 
resources and cash 
flow, credit history, 
and character.)

Special mention:
Loans in this category 
are performing but 
have potential 
weaknesses that, if 
left uncorrected, 
may weaken the 
loan’s quality. 
Examples are 
credits that the 
lending officer is 
unable to properly 
supervise, an 
inadequate loan 
arrangement, 
uncertainty on the 
condition of the 
collateral, economic 
or market conditions 
that may unfavorably 
affect the borrower 
in the future.

Substandard:
Loans in this 
category have 
well-defined 
weaknesses, where 
the current sound 
worth and paying 
capacity of the 
obligor or of the 
collateral pledged is 
not assured. 
Moreover, orderly 
repayment of debt 
is in jeopardy.

Doubtful loans 
exhibit all the 
 characteristics of 
substandard loans, 
with the added 
characteristic that 
collection in full is 
highly questionable 
and improbable. 
The possibility of 
loss is extremely 
high, but because of 
certain important 
pending factors that 
may work to the 
advantage of the 
credit, its 
classification as “loss” 
is deferred until its 
more exact status 
may be determined. 
Pending factors may 
include a proposed 
merger or acquisition, 
liquidation 
proceedings, capital 
injection, additional 
collateral, or 
refinancing plans.

Loss loans are 
considered 
uncollectible and of 
such little value that 
their continuance as 
bankable assets is 
not warranted. This 
classification does 
not mean that the 
credit has absolutely 
no recovery or 
salvage value, but 
rather that it is not 
practical or desirable 
to defer writing off 
this basically 
worthless asset even 
though partial 
recovery may be 
effected in the 
future.

Source: Authors’s compilation.
1 Categories assessed to be corresponding to a cross-country comparable quality of nonperforming loans are presented in cells shaded in darker blue.

Note:  Not every detail is shown, but all elements deemed essential are included. Unless explicitly mentioned otherwise, the conjunction “and” is used in the category descriptions in the 
sense of “as well as”; “or” is used in the sense of referring to at least one of the elements presented.
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Table A2 continued

Comparative National NPL Definition and Credit Quality Classification

Country/
Institution

NPL Definition; Source Categories of Credit Quality Classification1; Provisioning
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For purposes of international 
comparability it is here suggested to 
regard nonperforming loans as 
comprising substandard, doubtful 
and loss (write-off) categories.
Source: IMF FSI Compilation Guide 
(March 2006), Appendix VI

Standard 
category: Credit 
is sound and all 
principal and 
interest payments 
are current. 
Repayment 
difficulties are not 
foreseen under 
current 
 circumstances, and 
full repayment is 
expected.

Watch/special 
mention: Credit is 
subject to conditions 
that, if left 
uncorrected, could 
raise concerns 
about full repayment. 
Such credit requires 
more than normal 
attention by credit 
officers. 

Substandard: Full 
repayment is in 
doubt due to 
inadequate 
protection (e.g. 
on account of 
diminished  
collateral), and/or 
interest or principal 
or both are more 
than 90 days overdue.
These assets show 
well-defined 
weaknesses that 
could lead to 
probable loss if not 
corrected.

Doubtful: Assets 
for which collection 
or liquidation in full 
is determined by 
bank management 
to be improbable 
due to current 
conditions, and/or 
interest or principal 
or both are overdue 
more than 180 days.
Assets in this 
category are 
considered impaired 
(implying that there 
are doubts over 
whether all amounts 
due will be paid) 
but are not yet 
considered total 
losses because some 
pending factors may 
strengthen the 
asset’s quality 
(merger, new 
financing, or capital 
injection).

Loss (write-off): 
An asset is 
downgraded to loss 
when management 
considers it to be 
virtually uncollectible, 
and/or principal or 
interest or both are 
overdue more than 
one year.
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Nonperforming loans are (re)defined on the basis of a uniform criterion of “principal or interest payments 90 days overdue.” This implies that the 
amended definition would not include, as the previous one in the Guide, stricter approaches. The 90-day criterion is the time period that is most widely 
used by countries to determine whether a loan is nonperforming. The amount of loans (and other assets) recorded as nonperforming should be the gross 
value of the loan as recorded on the balance sheet, not just the amount that is overdue. As opposed to performing loans, NPLs are often suggested (see 
e.g. IMF Financial Sector Assessment – A Handbook, September 29, 2005, D.3.3 Credit Risk) to comprise the categories substandard, doubtful and loss. 

In case a loan becomes impaired, the entire loan is assigned as nonperforming, not only the overdue part (completeness requirement).
No recommendation in favor or against a downgrade requirement.
Replacement loans (restructured loans) include loans arising from rescheduling or refinancing the original loans and/or loans provided to make payments on 
the original loan. These loans may be granted on easier-than-normal commercial terms, provided the debtor complies with the terms and conditions of the 
replacement loan. Subject to national supervisory guidance, the loan may no longer be classified as NPL. However, there is strong support among experts 
about identifying the share of replacement loans within total loans.

Source: Authors’s compilation.
1 Categories assessed to be corresponding to a cross-country comparable quality of nonperforming loans are presented in cells shaded in darker blue.

Note:  Not every detail is shown, but all elements deemed essential are included. Unless explicitly mentioned otherwise, the conjunction “and” is used in the category descriptions in the 
sense of “as well as”; “or” is used in the sense of referring to at least one of the elements presented.
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Determinants of Foreign Currency Loans in 
CESEE Countries: A Meta-Analysis

1 Introduction
In the catching-up process and as part of ongoing financial integration, the emerging 
economies in Central, Eastern and Southeastern Europe (CESEE) have built up 
high stocks of both assets and liabilities denominated in foreign currency, especially 
over the last decade. Consequently, the rising systemic risks to financial stability 
emerging from the large exposure of households and corporates to foreign currency 
risks in these economies have been gaining prominence in the last few years. Like-
wise, the impact of such foreign currency stocks on the effectiveness of monetary 
policy has become an important issue.

Stylized facts on foreign currency loans in the private sectors in CESEE countries 
show that substantial differences can be observed in both the share of foreign 
 currency loans as well as in the importance of foreign currency loans in the house-
hold versus the corporate sector. In the Czech Republic, the share of foreign 
 currency-denominated debt has remained relatively constant over the past five 
years, ranging between 10% and 15%, whereas in the countries of Southeastern 
and Eastern Europe (e.g. Croatia and Serbia), it has increased rapidly to over 60% 
of total loans. Moreover, although the phenomenon of foreign currency loans was 
first seen in the corporate sector, it quickly extended to households. In some 
 CESEE countries (e.g. Bulgaria and Croatia), the corporate sector has a larger 
share of foreign loans, whereas in Hungary and Romania, the reverse is true.

The intriguing result from both the empirical and theoretical literature is that 
several determinants of foreign currency loans are acknowledged as playing a cen-
tral role and are therefore included in the majority of the studies on the CESEE 
region. The determinants most often cited in the studies surveyed are the inflation 
rate, exchange rate depreciation, the volatilities of these two indicators, the implied 

In this paper, we analyze the growing literature on determinants of foreign currency loans in 
the countries of Central, Eastern and Southeastern Europe (CESEE), applying a metaregression 
approach. We consider the seven most common determinants presented in the literature and 
aim at obtaining a more clear-cut picture behind various effects related to differences in 
methods and data characteristics. In our meta-analysis we apply two alternative estimation 
methods and identify exchange rate volatility, foreign currency deposits and the minimum 
 variance portfolio (i.e. the ratio of inflation volatility to real exchange rate volatility) as the 
most robust determinants of foreign currency loans. Our findings indicate that the results 
 reported in the literature are systematically influenced by model specification, the econometric 
methodology applied and the country samples included in the papers.

JEL classification: C5, E52, F31, O57, P20
Keywords: Central and Eastern Europe, foreign currency loans, metaregression, random 
 effects maximum likelihood

Jesús Crespo Cuaresma, 
Jarko Fidrmuc, 
Mariya Hake1

1 Vienna University of Economics and Business, Department of Economics; International Institute for Applied 
Systems Analysis (IIASA) and Austrian Institute of Economic Research (WIFO), jcrespo@wu.ac.at; Zeppelin 
University Friedrichshafen, Institute for East European Studies, Regensburg, and Comenius University Bratislava, 
Faculty of Mathematics, Physics and Informatics, jarko.fidrmuc@zeppelin-university.de; Oesterreichische 
Nationalbank, Foreign Research Division, mariya.hake@oenb.at (corresponding author). The authors would like 
to thank two anonymous referees and Doris Ritzberger-Grünwald, Peter Backé, Julia Wörz, Helmut Stix, Martin 
Brown and the participants of the 69th OeNB East Jour Fixe.



Determinants of Foreign Currency Loans in CESEE Countries: A Meta-Analysis

70  FOCUS ON EUROPEAN ECONOMIC INTEGRATION Q4/11

share of foreign currency loans according to the minimum variance portfolio 
(MVP) approach, and banks’ funding in foreign currency.2 These determinants can 
be attributed to three major channels: the demand and the supply channels as well 
as the portfolio (monetary credibility) channel. The impact of some determinants 
may, however, be ambiguous, as they play a different role in each channel. Interest-
ingly, no established benchmark exists in the literature concerning the effect each 
of these factors has on the share of private sector foreign currency loans in the 
 CESEE countries.

Additionally, empirical studies related to foreign currency loans in the CESEE 
countries are inherently characterized by significant data problems. In general, 
 reliable time series on credit developments are available only for recent years. 
Moreover, data are subject to frequent revisions and methodological changes. 
Some studies use individual data coming either from specific sources which are 
not generally available or from special surveys. Both sources may be subject to 
 selection bias and low comparability with the total population of credit takers. As 
a result, comparisons of core statistics based on credit developments coming from 
different data sources can show significant differences. Yet, data problems are very 
common in many other fields in the natural and social sciences. Meta-analyses of 
existing studies have been suggested as a potentially fruitful way of gaining more 
powerful results (see e.g. Lipsey and Wilson, 2001) by extending the analysis 
 beyond standard literature surveys. In addition to providing a more precise aggregate 
view on the subject, this approach allows for the analysis of possible factors which 
may influence the results (e.g. data definition, time period, characteristics of 
the authors). In the past decade, the use of meta-analysis has become a popular 
 research tool in economics (see e.g. Stanley, 2001, Stanley and Jarrell, 2005), 
in monetary economics (see De Grauwe and Storti, 2004, Rose and Stanley, 
2005, and Knell and Stix, 2005), and in international economics (see Havránek 
and Iršová, 2011). Transition economics, being especially restricted by data 
 problems, has also become a field of meta-applications (see Campos and Coricelli, 
2002,  Fidrmuc and Korhonen, 2006, and Égert and Halpern, 2006).
 problems, has also become a field of meta-applications (see Campos and Coricelli, 
2002,  Fidrmuc and Korhonen, 2006, and Égert and Halpern, 2006).
 problems, has also become a field of meta-applications (see Campos and Coricelli, 

The determinants of foreign currency loans are an especially appropriate field 
for a meta-analysis. On the one hand, a large number of papers is already available 
on the topic. Moreover, the financial crisis has fueled the general and policy interest 
for the determinants of foreign currency loans. On the other hand, the robustness 
of results reported in the literature may be questionable for the reasons sketched 
out above. Actually, the first finding of our meta-analysis is that previous studies 
on foreign currency loans succeed in explaining only a small fraction of foreign 
currency lending developments. The majority of coefficients reported for the most 
common determinants of foreign currency loans are statistically insignificant even 
at the marginal level of 10%. Does this mean that standard economic theory fails 
to explain the credit behavior in euroized countries? We try to answer this question 

2 We should underline, however, that other determinants, such as the EU accession perspective or EU membership, 
euro adoption or bank funding in foreign currency, also deserve attention. In particular, recent results of the 
OeNB Euro Survey, which is a household survey performed in ten CESEE countries on the role of foreign currency-
denominated assets in general and the euro in particular, show a positive impact of EU accession and the euro 
adoption perspective. However, these two determinants have been included only in a few model specifications in 
the papers surveyed and accordingly delivered a very low number of coefficients. Hence, the choice of determinants 
in our study is justified solely by the number of coefficients estimated in the empirical studies included.
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and show that several factors are robust determinants of foreign currency loans 
when we test their significance jointly. Taking stock of the growing literature on 
foreign currency loans in the CESEE countries, we test in a meta-analysis whether 
the reported coefficients are significant on average. Additionally, we turn our 
 attention to the following questions: (1) What are the most important and robust 
determinants of foreign currency lending in the CESEE region,3 and (2) what 
study-specific factors seem to have affected the results obtained in the studies? To 
answer these questions, we perform a meta-analysis for each of the seven most 
commonly analyzed determinants of foreign currency lending.4

The paper proceeds as follows: In the following section, we provide a concise 
summary of the findings of the literature, both theoretical and empirical, on the 
determinants of foreign currency loans in CESEE and identify the most common 
determinants. Section 3 then presents the advantages and the methodological 
 approach of the meta-analysis. To this end, we focus on two estimation approaches: 
the most commonly used one, the weighted least squares (WLS) approach, and 
the random effects maximum likelihood (REML) approach. The second methodology 
is our preferred one, as it enables us to explore variance both within and between 
studies. Going further, section 4 provides some descriptive evidence of the effects 
of the seven determinants of foreign currency loans, and section 5 discusses the 
results of the meta-analysis and the robustness of the effects. The last section 
 concludes.

2  Determinants of Foreign Currency Loans: Theoretical and Empirical 
Evidence

The theory of loan dollarization relies on two major theoretical approaches modeling 
the factors that influence both liability and asset dollarization in the private sector. 
The first approach is the concept of the Minimum Variance Portfolio (MVP) 
 introduced by Ize and Levy-Yeyati (2003), which receives substantial attention in 
empirical analyses of both deposit and loan denomination in foreign currency. This 
concept suggests that the optimal share of foreign assets or liabilities (λconcept suggests that the optimal share of foreign assets or liabilities (λconcept suggests that the optimal share of foreign assets or liabilities ( *) is deter-
mined by the ratio of the inflation volatility and real exchange rate volatility.5

More specifically, the MVP approach is based on expectations about the future 
developments of these factors, although, due to the lack of such data, the usual 
 approach in the empirical literature is to substitute realized data for the respective 
expectations of inflation and real exchange rate volatility.6

The second approach is the theoretical model by Jeanne (2005), which  explores 
the hypothesis that the dollarization phenomenon is the result of the lack of 

3 Following the literature, we use the term “dollarization,” which originates from the literature on the use of foreign 
currency loans (mostly in U.S. dollars) in the countries of Latin America. However, we should underline that most 
of the countries in CESEE are euroized rather than dollarized (the countries of the former Soviet Union are a 
notable exception). Additionally, some of the CESEE countries also have a large share of loans in Swiss francs 
(e.g. Poland, Hungary, and Croatia).

4 Considering in particular the MVP approach, which comprises two other determinants included in the meta-
analysis, we should underline that none of the studies surveyed includes both the MVP and exchange rate or 
inflation volatility approaches simultaneously.

5 The optimal share of foreign currency loans is given by λ* = σππ
2 +σπs( ) σππ

2 +σ ss
2 + 2σπs( ) , where σ is the variance or 

covariance of inflation and changes in the real exchange rate, respectively.
(

covariance of inflation and changes in the real exchange rate, respectively.
( )

covariance of inflation and changes in the real exchange rate, respectively.
) (

covariance of inflation and changes in the real exchange rate, respectively.
(

covariance of inflation and changes in the real exchange rate, respectively.
6 It is beyond the scope of our study to discuss this measurement issue here.
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 monetary credibility. In contrast to the contribution by Ize and Levy-Yeyati (2003), 
Jeanne’s contribution concludes that liability dollarization is driven by the attempt 
of borrowers to minimize their probability of default. Hence, even in the case of 
an enormous depreciation threat to the domestic currency, the perceived risk 
 associated with holding loans in foreign currency could be lower than that associated 
with holding domestic currency loans. This surprising result arises from the 
 response of borrowers to exchange rate depreciations. When the credibility of 
monetary policy is low (in terms of the tension between short and long-term 
 objectives), borrowers are forced to borrow in foreign currency.7 This finding is 
similar to the time inconsistency of monetary policy discussed more generally in 
the literature (Barro and Gordon, 1983), but applied to foreign currency loans. 
Interestingly, Jeanne’s model is shown to be valid also for countries with fixed 
 exchange rate regimes.

Following these major theories, the available empirical studies test the impact 
of the proposed determinants of foreign currency loans. As the dollarization 
 phenomenon started in Latin American countries, most early studies analyzed the 
determinants of the borrowing and lending behavior in foreign currency in this 
region (e.g. Barajas and Morales, 2003). However, due to the increasing share of 
foreign currency loans in CESEE, the number of studies on private sector dollar-
ization in this region has likewise increased during the past few years. To be able 
to obtain as large a number of coefficients as possible, we focus only on the interest 
rate differential, inflation, and exchange rate depreciation and the  volatilities of 
these determinants, on MVP as well as on the supply side of deposit dollarization. 
However, the studies surveyed often show these determinants to have opposing 
effects on foreign currency loans.

Most of the studies refer to the differential between domestic and euro area 
loan interest rates. On the one hand, this differential reflects the relative price of 
foreign currency loans. Hence, a higher interest rate differential would induce 
more borrowing in foreign currency.8 On the other hand, the real interest rate 
differential is influenced by macroeconomic stability, and its significance could 
result from the tradeoff between currency risk (in the case of a large devaluation 
of the domestic currency) and real interest rate risk (in the case of a lower-than-
expected inflation rate). Such a positive effect has been established for the 
 economies of Latin America (e.g. Barajas and Morales, 2003), while the findings 
for the CESEE region are rather mixed. For instance, Égert, Backé and Zumer 
 economies of Latin America (e.g. Barajas and Morales, 2003), while the findings 
for the CESEE region are rather mixed. For instance, Égert, Backé and Zumer 
 economies of Latin America (e.g. Barajas and Morales, 2003), while the findings 

(2007) document that borrowers in countries with a credible peg or currency 
board regime react more sensitively to interest differentials than borrowers in 
countries with flexible exchange rate regimes. Similarly, Rosenberg and Tirpák 
(2009) analyze the determinants of private sector loans in euro and Swiss francs 
in the CESEE EU Member States and in Croatia and find that the interest rate 
 differential is a major and robust determinant of foreign currency loans. By 
 contrast, using bank-level data, Brown and De Haas (2010) do not find that the 
 interest rate differential has a significant impact.

7 Using data from the OeNB Euro Survey, Beckmann, Scheiber and Stix (2011) show that foreign currency loans in 
CESEE economies have remained attractive for borrowers even after significant exchange rate depreciations during 
the financial crisis.

8 As a predominant share of foreign currency loans in the CESEE countries is denominated in euro, the empirical 
studies usually include the interest rate differential to euro-denominated loans.
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The (real) exchange rate depreciation in the domestic currency and its volatility 
are other control variables that are frequently used in the empirical research on 
foreign currency lending in CESEE. Empirical evidence suggests that a negative 
impact reflects the credit default risk of unhedged loans and a positive influence 
could emerge from the expected stability of repayment rates.9 The theoretical 
 impact of exchange rate depreciation may also be ambiguous, as it can have a 
 different impact on lenders’ and borrowers’ behavior. Lenders may try to shift the 
exchange rate risk to borrowers, who in turn try to avoid it. On their part, 
 borrowers might accept exchange rate risk, especially in countries with an unstable 
monetary environment (Jeanne, 2005). Moreover, in this model, corporate 
 borrowers can use foreign currency loans as a commitment device, which  indicates 
to the lenders the firm’s quality through its treatment of potential default costs. 
Thus, exchange rate depreciation could also have to some extent a counterintuitive 
positive effect. Barajas and Morales (2003) provide evidence for Latin American 
countries that exchange rate volatility reduces credit dollarization in the short 
run. Luca and Petrova (2008) confirm this result for a large set of 21 transition 
countries. Rosenberg and Tirpák (2009) find that exchange rate volatility has 
 negative but small effects on the share of foreign currency loans in the CESEE EU 
Member States and Croatia. Interestingly, past exchange rate volatility does not 
play a significant role, which contradicts the findings for other regions. They 
 propose the explanation that EU membership has increased the perceived stability 
of the exchange rate in these countries, hence making economic agents more 
 willing to accept currency risk.

The high inflation rate and its volatility are further factors included in the 
 majority of the studies. As asserted by the model of Jeanne (2005), greater  inflation 
volatility, which is a proxy for the lack of monetary credibility, induces more 
 borrowing in foreign currency because foreign currency borrowing can be 
 associated with more stable real interest rates than borrowing in local currency. 
Hence, from the perspective of the borrower, the impact of this factor on foreign 
currency loans depends on the tradeoff between currency risk and real interest 
rate risk. The empirical literature has shown that the problem of high inflation is 
less dominant in EU countries due to the stabilizing role of the euro area. The 
 results of the surveyed empirical studies confirm this finding. Studies based on 
 aggregate data and survey-based studies both generally show a positive effect on 
loan dollarization (e.g. Zettelmeyer, Nagy and Jeffrey, 2010), although some 
 studies also show a significant negative effect of inflation (e.g. Steiner, 2011).

The concept of MVP introduced by Ize and Levy-Yeyati (2003) has been 
 receiving increasing attention in empirical analyses. Basso, Calvo-Gonzales and 
Jurgilas (2007) confirm for a sample of transition countries that higher MVP 
 induces a statistically significant higher degree of both deposit and loan dollariza-
tion, although the effect is negligible in economic terms. By contrast, Neanidis and 
Savva (2009) find no relationship between loan dollarization and the MVP 
 indicator in the short run. Fidrmuc, Hake and Stix (2011) use survey data on 
households’ portfolio behavior, which are found to be a significant and robust 
 determinant of households’ foreign currency loans.

9 The exact effect depends on the elasticity of the euro loan default and the rate of depreciation.
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One of the implications of the theoretical literature (see e.g. the model by 
Basso, Calvo-Gonzales and Jurgilas, 2007) is that funding in foreign currency 
leads to an expansion of foreign currency loans. Clearly, currency matching plays 
a major role in the choice of the currency denomination by borrowers and lenders. 

Table 1

Surveyed Studies

Studies Period Countries Data sample Dependent variable Determinants included

Arteta (2005) 1975/1990
–2000

92 countries Macro-level 
data

Share of foreign loans in the 
private sector

Interest rate differential, inflation, 
exchange rate depreciation

Basso, Calvo- 
Gonzales, Jurgilas 
(2007)

2000–2006 24 CESEE, 
CIS countries

Macro-level 
data

Share of foreign loans in the 
private sector, change in the 
share of foreign loans in the 
private sector

Interest rate differential, MVP

Brown, Ongena, 
Yesin (2009)

2002–2005 CESEE, 
CIS countries

Firm survey 
data

Dummy: foreign currency loan 
(yes – no)

Interest rate differential, inflation 
volatility, exchange rate volatility, 
foreign currency deposits

Brown, Kirschenmann, 
Ongena (2010)

2003–2007 Bulgaria Firm survey 
data

Dummy: foreign currency loan 
(yes –  no)

Interest rate differential, inflation 
volatility

Brown, Ongena,
Yesin (2011)

2002–2005 CESEE, 
CIS countries

Firm survey 
data

Dummy: foreign currency loan 
(yes – no)

Interest rate differential, inflation 
volatility, exchange rate volatility, 
foreign currency deposits

Brown, De Haas 
(2010)

2001, 2004 20 CESEE, 
CIS countries

Bank survey 
data

Share of foreign loans in the 
private sector (households and 
corporates)

Interest rate differential, inflation 
volatility, exchange rate volatility

Fidrmuc, Hake, 
Stix (2011)

2007–2010 9 CESEE 
countries

Household 
survey data

Dummy: foreign currency loan 
(yes – no)

Interest rate differential, inflation 
volatility, exchange rate volatility, 
MVP

Csajbók, Hudecz, 
Tamási (2010)

1999–2008 CESEE MS Macro-level 
data

Share of foreign loans in the 
household sector

Interest rate differential, 
exchange rate volatility

Luca, Petrova (2008) 1990–2003 21 CESEE, 
CIS countries

Macro-level 
data

Ratio of foreign loans in the 
private sector  (corporates)

Interest rate differential, 
exchange rate depreciation, 
foreign currency deposits

Neanidis (2010) 1991–2010 24 CESEE, 
CIS countries

Macro-level 
data

Share of foreign loans in the 
private sector

Interest rate differential, 
exchange rate volatility, exchange 
rate depreciation, inflation, 
foreign currency deposits

Neanidis, Savva 
(2009)

1993–2006 CESEE, 
CIS countries

Macro-level 
data

Change in loan dollarization Interest rate differential, 
exchange rate depreciation, 
change in inflation rate, MVP, 
foreign currency deposits

Rosenberg, Tirpák 
(2008)

1999–2007 CESEE MS, 
Croatia

Macro-level 
data

Share of foreign loans in the 
private sector

Interest rate differential

Rosenberg, Tirpák 
(2009)

1999–2007 CESEE MS, 
Croatia

Macro-level 
data

Share of foreign loans in the 
private sector

Interest rate differential, exchange 
rate volatility, foreign currency 
deposits

Steiner (2009) 1996–2007 CESEE MS, 
Croatia

Macro-level 
data

Share of foreign loans in the 
private sector

Interest rate differential, exchange 
rate depreciation, inflation, 
foreign currency deposits

Steiner (2011) 1996–2007 CESEE MS, 
Croatia

Macro-level 
data

Share of foreign loans in the 
private sector

Interest rate differential, 
exchange rate depreciation, 
inflation, foreign currency deposits

Zettelmeyer, Nagy, 
Jeffrey (2010)

2000–2008, 
2002–2005

CESEE, 
CIS countries

Macro-level 
data, firm survey 
data

Dummy: foreign currency loan 
(yes – no); share of foreign loans in 
the private sector

Interest rate differential, 
exchange rate depreciation, 
inflation, foreign currency deposits

Source: Authors’ compilations.
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Not only do banks try to match their open foreign currency positions due to 
 regulatory measures (see e.g. Luca and Petrova, 2008), but borrowers also want 
to match their savings in foreign currency (as shown by Brown and De Haas, 
2010).10 In addition, the willingness of borrowers to match currencies is also 
strengthened by the large share of remittances in some countries in the CESEE 
region, (e.g. Bosnia and Herzegovina, Albania, and Romania). Therefore, the 
 validity of this determinant has been tested in several of the studies surveyed. 

Table 1 gives a brief overview of the studies surveyed, providing information on 
the time span, dependent variables as well as the determinants included.

3  A Meta-Analysis of the Determinants of Foreign Currency Loans

Empirical studies on the determinants of foreign currency loans tend to build 
upon linear regression models of the following type

FCLit = α + Xitβ + ε it  (1)

where, depending on the study, FCL stands for the corresponding share of foreign 
currency loans or the change in this share, XitXitX is a matrix of variables explaining 
differences in the dependent variable, and εit is an error term assumed to fulfill the it is an error term assumed to fulfill the it
usual assumptions of the standard linear regression model. Usually, equation (1) is 
estimated for private subsectors in one or more countries, indexed by i and for a 
period indexed by t.

In empirical studies using microeconomic (survey) data, where the dependent 
variable is a binary dummy which measures whether a given individual borrower 
(firm or household) has taken out a foreign currency loan, the corresponding 
model can be written as

P FCLit = 1( ) = F α + Xitβ( )  (2)

where F(•) is a nonlinear function, usually the cumulative normal distribution 
function for probit models or the logistic function for logit models. Similarly to 
the previous estimation, equation (2) is estimated for individual borrowers  indexed 
by i (possibly available for several countries) over time t.

Although the comparability of microeconometric results with macroeconomic 
studies can be questioned, we have to keep in mind that all reviewed studies  report 
marginal probability effects which are similar to the elasticities reported in a 
 standard OLS regression. Moreover, the conditional expectation of the dependent 
variable, E(FCLit | Xit ) , can be interpreted as the share of foreign currency loans 
held by a given individual (household) or corporate in the whole population of 
 individual firms or households.

Using the corresponding parameter estimates from 16 studies dealing with 
the determinants of foreign currency loans in the CESEE region, we estimate 

10 In particular, as results of the OeNB Euro Survey show, the path dependence and the widespread use of the euro 
in daily life are also strongly correlated with the willingness to demand a credit in euro (e.g. Fidrmuc, Hake and 
Stix, 2011, based on data from the OeNB Euro Survey).
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 regression models which aim at explaining the differences in the estimated coeffi-
cients. A typical metaregression equation is thus given by

β̂lm = µ + Dmθ + ulm  (3)

where β̂lm is the coefficient estimate corresponding to variable l in study m and l in study m and l Dm
is a matrix containing variables reflecting various characteristics of the study. It is 
further assumed that ulm is the regression error term, which may have a different 
distribution for each of the analyzed studies. The matrix Dm includes both continuous 
and dummy variables, which summarize information related to e.g. data definition, 
data structure, estimation method, publication and included control variables.

As control variables in our metaregressions, we include information on the 
sample used and the characteristics of the study (for exact definitions of the  control 
variables, see table A1 in the annex). Similarly to Fidrmuc and Korhonen (2006), 
the year of publication of the study shows whether there is a trend in the overall 
analysis of foreign currency loans. This could correspond to actual structural 
changes (e.g. the increasing role of foreign currency loans, changes in the  strategies 
of foreign banks acting in CESEE economies) or to generally accepted views 
on determinants of foreign currency loans. Next, we differentiate between 
 publications using aggregate data (base category) and according to whether the 
study is based on microeconometric datasets. We also use a dummy to include 
fixed effects (country, region or firm fixed effects)11 and special factors not 
 frequently included in the estimation, such as the foreign currency income of the 
borrowers (from own export activities in the case of firms or remittances in the 
case of households), and an EU enlargement variable. In addition, we consider 
whether a study accounts for either an estimation bias by instrumental estimation 
or selection correction. We also include a dummy variable for publications including 
data observations after the recent financial crisis. Further variables describe the 
geographic focus of the paper, including the use of dummy variables for Latin 
American and former Soviet Union countries, and the exclusion of currency board 
countries (Bulgaria, Bosnia and Herzegovina, and the Baltic states) from the 
 sample. With the exception of the publication year variable, which is measured as 
the  deviation from the mean publication year in our sample, all other variables are 
 binary covariates. Since not all regression models reported in the studies in our 
sample include information concerning these covariates, our metaregression spec-
ifications do not include all these variables for each of the parameters of interest.

In principle, equation (3) could be estimated using ordinary least squares (OLS) 
methods, but such an estimation method does not take into account the relative 
precision of individual estimates (i.e their significance). A potential way of over-
coming such a caveat is to employ a weighted least squares (WLS) estimation by using 
the precision of each parameter estimate (measured by the inverse of their standard 
errors or standard deviation) as a weight in the regression. This  approach is consistent, 
for instance, with Knell and Stix (2005), although various authors (e.g. Krueger, 
2003) have acknowledged the controversy of the weighting approach. Moreover, 

11 Particularly studies using survey-level data (e.g. Brown, Ongena and Yesin, 2009) have underlined the importance
of including country fixed effects for the statistical significance of the obtained coefficients.
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we also consider possible heteroscedasticity in the metaregression. Hence, in addition 
to WLS, we estimate standard errors clustered  according to the individual studies.

While the application of WLS can account for the relative precision of the 
 estimates within the specification given by (3), it cannot deal with the potential 
heterogeneity in estimates across studies. In particular, if we assume that the 
true value of βl can only be imperfectly approximated by l can only be imperfectly approximated by l µ + Dmθ , so that 
βl = µ + Dmθ +ω l , where ωl is a normally distributed random variable with zero l is a normally distributed random variable with zero l
mean and variance σ2

ω is equal to the standard error reported for βlm in individual 
studies, then (3) can be written as

β̂lm = µ + Dmθ +ω l + ulm  (4)

Under the assumption that ωl and l and l ulm are uncorrelated, the model in equation (4) 
can be estimated by using random maximum likelihood methods (see e.g. Thompson 
and Sharp, 1999). This specification is thus able to account simultaneously for the 
between-study variance, given by σ2

ω, and the individual variance of the estimate 
when accounting for the relative precision across the observed values of β̂lm. There-
fore, the results for random effects maximum likelihood (REML) present the 
 preferred estimations of our metaregression analysis. To show the robustness of 
our results, we also report the results of the WLS method.

As a further robustness check of our results, we focus on two samples of 
 coefficients. On the one hand, we include the whole number of coefficients and 
estimate a separate regression for each determinant. On the other hand, we 
 consider only the subsample of the coefficients of the baseline estimations in each 
paper.12 The main results are usually taken as the most important contribution 
 (although we came up with a much lower number of coefficients in this case), but 
also other presented estimates provide important hints regarding the overall 
 stability of the results. To sum up, we estimate WLS and REML for both data 
samples, which yields four tables with results.

4 The Determinants of Foreign Currency Loans: Descriptive Evidence

We include 16 papers analyzing data on foreign currency loans in the CESEE 
 region in this meta-analysis.13 Together, they provide us with nearly 800 estimates 
for seven determinants, with the interest rate differential being the variable which 
is most often included in the studies. Most of these studies rely on aggregate data 
(estimating the share or the change in the share of foreign currency loans in the 
private sector as the main variable of interest), although a growing number of 
studies are based on survey-level data on firms or households. Actually, an advantage 
of our regional focus on CESEE countries as opposed to Latin American countries 
is the availability of results from survey data (mostly data on firms; one paper uses 

12 Most of the studies surveyed state a preferred or baseline estimation explicitly. If this information was missing, we 
took the first estimations presented in a paper as the baseline results.

13 We used various sources of information in the period from February to May 2011 (e.g. the EconLit Database) and 
searched for papers investigating the determinants of foreign currency loans. Several papers were published first as 
working papers and then as journal articles. Both versions were surveyed and included in the metaregressions 
unless the journal article is a clear spinoff of the working paper version.
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bank-level data and one paper includes household survey data). While this allows 
for a more detailed picture, it also complicates the methodological approach.

Table 2 reports some descriptive statistics for the coefficients of the determinants 
in the studies surveyed. The coefficients of the determinants of foreign currency 
loans seem to be rather similar despite differences in data types or the dependent 
variable (aggregate share of loans or share of respondents with a foreign currency 
loan). We have drawn three important conclusions from the descriptive evidence 
given in table 2. First, the average estimated coefficient for the interest rate differ-
ential over all 269 usable models is 0.001, which is surprisingly close to zero. 
Similar results are also valid for MVP and the exchange rate volatility. Second, 
there is a substantial variation within each sample and across the two subsamples. 
Third, an intriguing result from the descriptive evidence is that the share of 
 significant coefficients in the studies surveyed is mostly around 50% or even lower 
for all determinants (with the exception of foreign currency deposits, where 76% 
of the coefficients are significant).

However, this descriptive discussion does not take the differences between 
studies explicitly and systematically into consideration. As the variation across 
subsamples of coefficients indicates, it could well be that the coefficients are 
 influenced by certain specific characteristics of the individual studies and that 
 correcting for these particularities leads to a more coherent picture. We turn next 
to this issue.

5 Metaregression Analysis: Results

Tables 3 and 4 present the results of the WLS and REML estimations of the 
metaregression model given by equation (3) for our seven most common determi-
nants of foreign currency loans. Hence, we perform a separate metaregression 
for each of the seven determinants. We use robust standard errors clustered by 
individual studies in the metaregression estimates. The results are largely similar, 
but it seems that REML provides more reliable findings, as it accounts for variance 
both within and between studies. Hence, the REML results are our preferred 
 estimates. However, we are mainly interested in the adjusted effect of the  individual 

Table 2

Metastatistics

Determinants Share of foreign loans Respondents with foreign 
currency loans

Number 
of 
coeffi-
cients

Share of 
signifi-
cant 
coeffi-
cients

Min Max Median Min Max Median

%

Interest rate differential –2.988 4.142 0.001 –0.012 0.030 0.001 269 50.0
Exchange rate depreciation –2.411 1.310 0.123 –0.006 0.006 –0.001 100 54.0
Exchange rate volatility –4.017 1.702 –0.108 –0.006 0.006 0.002 73 23.3
Inflation –1.634 0.238 –0.005 –0.016 0.004 –0.001 64 31.3
Inflation volatility –10.01 12.540 2.824 –0.085 0.072 0.022 67 47.7
Minimum Variance Portfolio 
(MVP) –4.898 7.511 0.015 151 57
Foreign currency deposits –0.792 0.890 0.149 –0.009 0.003 –0.003 74 78.4

Source: Authors’ calculations.
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determinants of foreign currency loans, which is shown by the intercept of the 
metaregression. In addition, we also discuss the impact of the included  control 
variables as described in the annex on the performance of the metaregression.

We start by estimating equation (3) for all seven determinants separately by 
applying the REML approach (table 3) and by using WLS (table 4). In the case of 
WLS, we use the inverse standard errors of the coefficient estimates as weights. 
This means that more precise coefficients (i.e. coefficients with smaller standard 
errors) receive a larger weight in the regression (table 4).14

The interest rate differential is commonly viewed as the major explanatory 
 factor of foreign currency loans on the demand side and is included in almost all 
studies (apart from only a few microeconomic estimations). Due to the larger 
number of observations of this coefficient (269), we initially expected the results 
to be more pronounced than for other determinants of foreign currency loans. 
Our findings confirm the descriptive results (see table 2), as the intercept in the 
metaregression remains positively signed as expected, although insignificant. 
 Additionally, the interest rate differential might have played a more important role 
in the earlier years, as shown by a negative coefficient for the year of observation. 

14 We have tried different specifications of the metaregression and have also controlled for the inclusion of the other 
determinants in individual specifications in the papers (by including a dummy variable). These controls turned 
out to be broadly insignificant; hence, we have not reported them. It should also be noted that the papers surveyed 
tested broadly similar specifications.

Table 3

Metaregression Estimates, Random Effect Maximum Likelihood (REML)

Interest rate 
differential

MVP Exchange 
rate 
d epreciation

Exchange 
rate volatility

Inflation 
volatility

Inflation Foreign 
currency 
deposits

Intercept 0.170 0.887 *** –0.244 –0.340 * 10.342 *** –0.007 0.747 ***
(0.114) (0.029) (0.193) (0.181) (1.983) (0.042) (0.078)

Year of observation –0.224 *** –0.473 *** 0.151 ** –0.001 –2.846 *** 0.008 –0.132 ***
(0.057) (0.014) (0.062) (0.002) (0.491) (0.058) (0.030)

Micro study –0.389 *** –0.691 ** 0.110 *** –6.207 ** 0.265 *** 0.100
(0.082) (0.340) (0.029) (2.630) (0.062) (0.082)

Fixed effects 0.378 *** 0.001 –0.053 0.002 0.012 0.000 –0.303 ***
(0.068) (0.015) (0.162) (0.006) (0.010) (0.000) (0.058)

Bias correction 0.026 0.005 –0.612 *** 0.532 ** 0.037 * –0.359 ***
(0.067) (0.012) (0.138) (0.263) (0.020) (0.119)

Hedging 0.008 0.018 *** –0.340 –0.204 0.190
(0.051) (0.007) (0.209) (0.238) (0.157)

EU enlargement 0.118 * 0.363 –0.452 –0.545 ***
(0.064) (0.310) (1.942) (0.133)

Postcrisis dummy 0.783 *** 1.863 *** –0.433 –0.297 0.684 **
(0.250) (0.052) (0.515) (0.646) (0.305)

CIS –0.488 *** –0.955 *** 1.116 *** 0.229 –0.229 ***
(0.112) (0.026) (0.161) (0.184) (0.085)

No currency board –0.016
(0.044)

Latin America –0.616 ** 0.454 0.303 0.014 * –0.053 –0.856 **
(–0.251) (0.461) (0.646) (0.007) (0.345) (0.328)

Observations 269 151 99 73 67 61 74
R² 0.162 0.976 0.977 1.000 0.994 1.000 0.85

Source: Authors’ calculations.

Note: *(**)[***] stands for signif icance at the 10%(5%)[1%] level. Robust standard errors are clustered by study in brackets. The sample based is on the set of all estimates.
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In turn, the dummy for the financial crisis has a positive and significant sign, hence 
implying that the effects of the financial crisis are rather unclear, because the crisis 
dummy and time trend (expressed by the year of observation) have different  effects. 
Microeconometric studies generally report lower interest rate semielasticities than 
macroeconomic analyses. Overall, the low coefficient of determination (R2) in the 
metaregression for the interest rate differential does not provide sufficient statistical 
evidence for a robust effect from this variable on foreign currency loans. This 
 implies that, despite the widely received emphasis in the literature, interest rate 
differentials do not play a major role in the demand for foreign currency. More-
over, this result is irrespective of the applied meta-approach, as the WLS confirms 
the REML results. Moreover, as recent results of the OeNB Euro Survey show, a 
comparison of the perceived stability of the euro with that of the local currencies 
reveals that the euro is still “ahead” of the local currencies of the CESEE countries 
surveyed. Moreover, even after deterioration as a consequence of the recent 
 economic and financial crisis, trust in the euro has rebounded, especially in the 
Southeastern  European countries (Dvorsky, Scheiber and Stix, 2010). Hence, the 
sovereign debt crisis did not lead to a significant change in respondents’ general 
perception of the euro as a “safe haven.” It should be noted, however, that the latest 
developments in the euro area may have had an effect on this perception.

Jeanne (2005) and EBRD (2010) stress the importance of monetary credibility. 
Similarly, Ize and Levy-Yeyati (2003) show that foreign currency loans can be used 
to minimize the variance (i.e. the risk) of financial portfolios. Foreign currency 
assets receive higher weights in countries with unstable monetary conditions. The 
authors derive an optimum share of foreign currency loans and assets, which is 
 determined by the covariance of inflation and real exchange rate volatility and the 
variance of both variables. In our meta-analysis, both approaches confirm that the 
MVP indicator is highly significant. Interestingly, as the CIS dummy shows, it 
might play a smaller role in former Soviet Union countries, which corresponds to 
the less developed financial markets in the region. Moreover, several papers use 
inflation and exchange rate volatility separately (e.g. Zettelmayer, Nagy and 
 Jeffrey, 2010; Brown and De Haas, 2010). The estimations in table 3 and table 4 
confirm the important role of inflation volatility, which is line with the lack of a 
monetary credibility argument as proposed by Jeanne (2005). However, the 
 positive coefficients could be confirmed only for the larger sample including all 
coefficients (see tables 3 and 4). Hence, lower monetary credibility (as proxied by 
higher inflation volatility) is a robust determinant and imposes a positive effect on 
the demand for foreign currency loans. In turn, exchange rate volatility exerts a 
negative influence on foreign currency loans, although this determinant is only 
marginally significant in the REML estimations and highly significant in the WLS 
estimations. Overall, our findings confirm the validity of the minimum variance 
portfolio approach (see Ize and Levy-Yeyati, 2003). More specifically, the meta-
regression results in the tables 4 and 5 detect inflation volatility as the more 
 important driver of foreign currency loans. Furthermore, once we account for 
study-related and sample-related characteristics, the inflation rate and the 
 exchange rate, though insignificant, tend to have the expected positive or negative 
impact on foreign  currency loans.

Supply factors are often proxied for by the share of foreign currency deposits in 
total deposits. On the one hand, banks with high deposits in foreign currency have 
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an interest in shifting the currency risk to their customers. By contrast, Fidrmuc, 
Hake and Stix (2011) argue that a high share of deposits in foreign currency may 
reflect household preferences for savings in foreign currency if households face 
low monetary credibility. Actually, the MVP indicator is usually found to be highly 
correlated with the degree of deposits in foreign currency. Thus, deposit dollarization 
may likewise be seen as a factor related to monetary credibility in the CESEE 
economies. Our meta-analysis confirms that foreign currency deposits are, on aver-
age, a significant determinant of foreign currency loans. We also observe a positive 
time pattern, with an increase after the financial crisis. The positive sign is attenuated 
in studies including the former Soviet Union countries and the Latin American 
region. By contrast, the effects for studies accounting for selection methods, i.e. 
whether country, regional or individual fixed effects are included in the estimations, 
are negative, while survey-based studies usually attach a greater importance to 
 deposit dollarization.

It seems that the publication bias does not play a significant role in our sample. 
Egger’s publication bias test (results are available from the authors upon request) 
rejects the publication bias for all variables with the single exception of foreign 
 exchange rate volatility. Moreover, the rejection of the null hypothesis of no 
 publication test in this case seems to be caused by few outliers. Therefore, we do 
not extend our analysis to publication bias in this paper. 

Table 4

Metaregression Estimates, Weighted Least Squares (WLS)

Interest rate 
differential

MVP Exchange 
rate 
 depreciation

Exchange 
rate volatility

Inflation 
volatility

Inflation Foreign 
currency 
deposits

Intercept 0.194 0.880 *** –0.323 –0.404 *** 10.814 *** –0.034 0.205
(0.154) (0.011) (0.248) (0.026) (0.008) (0.038) (0.216)

Year of observation –0.098 –0.473 *** 0.161 0.008 0.054 –0.037
(0.078) (0.007) (0.093) (0.015) (0.060) (0.123)

Micro study –0.098 –1.133 *** 0.085 ** –7.371 *** 0.334 * 0.586
(0.078) (0.161) (0.030) (0.003) (0.134) (0.407)

Fixed effects 0.051 –0.000 –0.003 0.001 0.017 ** –0.000 –0.035
(0.036) (0.000) (0.004) (0.004) (0.006) (0.000) (0.049)

Bias correction –0.021 0.000 –0.622 0.533 *** 0.000 –0.051 –0.544
(0.048) (0.000) (0.377) (0.038) (0.000) (0.118) (0.408)

Hedging –0.018 0.000 *** –0.304 0.000 –0.503 0.091
(0.014) (0.000) (0.250) (0.000) (0.399) (0.344)

EU enlargement –0.025 0.798 ** 0.433 *** –0.897 ***
(0.023) (0.266) (0.001) (0.001)

Postcrisis dummy 0.444 1.873 *** –1.415 *** –0.253 *** 0.000 0.828
(0.336) (0.018) (0.365) (0.024) (0.000) (1.016)

CIS –0.204 –0.946 *** 1.140 *** 0.320 *** –5.972 *** 0.000 0.036
(0.146) (0.012) (0.215) (0.062) (0.000) (0.000) (0.114)

No currency board –0.000 0.000 0.000 0.000 0.000
(0.000) (0.000) (0.000) (0.000) (0.000)

Latin America –0.368 1.412 *** 0.251 *** 0.016 *** 0.217 –0.827
(0.312) (0.366) (0.036) (0.002) (0.355) (1.016)

Observations 269 151 96 73 66 61 74
R² 0.078 0.991 0.572 0.108 0.610 1.000 0.996

Source: Authors’ calculations.

Note: *(**)[***] stands for signif icance at the 10%(5%)[1%] level. Robust standard errors are clustered by study in brackets. The sample is based on the set of all estimates.
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In addition to the metaregressions based on the whole sample of estimates in 
each study, we also present the results based exclusively on the subsample of models 
that are reported as “preferred” or “baseline” specifications in the studies under 
scrutiny. As all studies present nearly 12 estimations on average showing contra-
dicting results even within the same paper, the baseline results are assumed to 
have the largest validity. The results of the metaregressions for this subsample of 
estimates are presented in tables 5 and 6. The REML estimations confirm the 
 important role of the Minimum Variance Portfolio indicator, the exchange rate 
depreciation volatility and the foreign currency deposits, while the other determinants 
are insignificant on average over all results. A striking difference to the previous 
results is the insignificance of the coefficient related to inflation volatility. The sign 
of the coefficient is still positive and the effect is slightly lower than the estimations 
in tables 3 and 4. The WLS results are again broadly in line with the REML  results, 
although the inflation rate volatility is now insignificant and positive. Moreover, 
the results from both WLS and REML show that the effects of the three determi-
nants found to be significant are even stronger for the “preferred” estimations.

It is rather difficult to assess the overall effect of all explanatory variables  under 
a single best-practice approach (Havránek and Iršová, 2011), because the authors 
have different specification preferences. Several variables may be viewed as  possibly 
important determinants of the financial behavior of firms, banks, and households, 

Table 5

Metaregression Estimates Based on Main Estimates, Random Effect Maximum Likelihood (REML)

Interest rate 
differential

MVP Exchange 
rate 
depreciation

Exchange 
rate volatility

Inflation 
volatility

Inflation Foreign 
currency 
deposits

Intercept 0.276 0.891 *** –0.646 –0.851 ** 7.198 1.301 0.971 ***
(0.241) (0.042) (0.591) (0.395) (12.621) (6.299) (0.054)

Year of observation –0.450 *** –0.476 *** 0.095 0.336 –2.690 *** 0.456 ** –0.165 ***
(0.104) (0.026) (0.125) (0.212) (0.759) (0.170) (0.022)

Micro study –0.540 *** 0.079 –0.531 –5.104 0.071 –0.095
(0.166) (0.637) (0.425) (7.894) (6.264) (0.065)

Fixed effects 0.578 *** 0.424 1.911 ** 1.166 –1.112 –0.624 ***
(0.162) (0.705) (0.897) (6.113) (6.293) (0.044)

Bias correction –0.009 –0.002 –0.793 *** –2.732 ** –0.190 0.420 ***
(0.178) (0.044) (0.267) (1.135) (0.149) (0.047)

Hedging 0.004 0.022 –0.479 –1.864 ** –0.348 ***
(0.139) (0.018) (0.475) (0.681) (0.057)

EU enlargement 0.218 –0.258 0.068 0.129
(0.149) (0.530) (2.444) (0.091)

Postcrisis dummy 1.511 *** 1.868 *** 0.628 0.668 –0.623 ***
(0.477) (0.085) (1.084) (0.941) (0.044)

CIS –0.849 *** –0.968 *** 0.994 *** –0.388 –5.358 *** –0.061
(0.253) (0.046) (0.354) (1.388) (1.518) (0.041)

No currency board 0.009
(0.186)

Latin America –1.178 *** –0.205 1.246 1.169 1.137 **
(0.420) (0.743) (1.401) (6.113) (0.509)

Observations 104 37 55 45 38 24 39
R² 0.122 0.970 0.624 0.000 1.000 0.980 1.000

Source: Authors’ calculations.

Note:  *(**)[***] stands for signif icance at the 10%(5%)[1%] level. Robust standard errors are clustered by study in brackets. The sample is based on the set of estimates which are 
 presented as preferred estimates or baseline estimates in the respective papers.
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but serious data problems preclude their widespread use in the empirical research. 
If they are burdened with a measurement error, their inclusion can actually cause 
the quality of final estimations to deteriorate. Nevertheless, the bias correction, 
the inclusion of fixed effects, and especially the impact of the financial crisis are 
generally considered to improve the estimations. Moreover, the microeconomic 
approach has gained importance and popularity recently, but only some variables 
reviewed in our meta-analysis are soundly defined from the microeconomic 
 perspective. This includes especially foreign currency deposits and the interest 
rate, if data are available at the individual level. As the majority of the variables 
reflect macroeconomic developments, we can consider models based on macro-
economic data more appropriate for the meta-estimations.

While the specification of the metaregression reflects the preferences of the 
author of the meta-analysis, a comparison of several approaches shows that by and 
large, the meta-effects remain similar to the estimated intercept. In general, the 
methodological variables do not have large and significant effects. Moreover, these 
variables often work in different directions. More importantly, if the postcrisis 
period is also included in the analysis, the expected effects are generally strengthened 
and also statistically significant.

Table 6

Metaregression Estimates Based on Main Estimates, Weighted Least Squares (WLS)

Interest rate 
differential

MVP Exchange 
rate 
depreciation

Exchange 
rate volatility

Inflation 
volatility

Inflation Foreign 
currency 
deposits

Intercept 0.217 0.884 *** –0.535 *** –0.941 9.255 0.296 *** 0.642 ***
(0.143) (0.001) (0.137) (0.883) (0.000) (0.000) (0.093)

Year of observation –0.287 *** –0.469 *** 0.099 ** 0.387 –2.997 *** 0.456 ***
(0.082) (0.004) (0.035) (0.560) (0.000) (0.000)

Micro study –0.287 *** 0.127 –1.152 *** 0.000 1.081 *** –0.141
(0.082) (0.089) (0.028) (0.000) (0.000) (0.133)

Fixed effects 0.344 *** 0.000 0.268 1.835 ** 0.700 *** –0.106 *** –0.565
(0.050) (0.000) (0.463) (0.560) (0.000) (0.000) (0.156)

Bias correction 0.061 –0.007 –0.672 –2.846 7.932 *** –0.190 *** 0.024 ***
(0.063) (0.006) (0.407) (1.734) (0.000) (0.000) (0.000)

Hedging –0.003 0.015 *** –0.439 *** 0.000 –1.866 *** –0.060
(0.004) (0.001) (0.104) (0.000) (0.000) (0.202)

EU enlargement 0.027 –0.337 *** 0.501 1.683 *** –0.444 **
(0.022) (0.065) (1.147) (0.000) (0.175)

Postcrisis dummy 1.035 ** 1.849 *** 0.075 1.838 ** 0.000 0.000 0.795 ***
(0.371) (0.011) (0.275) (0.560) (0.000) (0.000) (0.133)

CIS –0.545 *** –0.960 *** 1.037 ** 0.421 –8.705 *** 0.000 –0.164
(0.160) (0.001) (0.389) (1.651) (0.000) (0.000) (0.165)

No currency board –0.000 0.000 0.000 0.000 0.000 0.000
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000)

Latin America –0.718 * 0.191 0.000 0.702 *** 1.134 *** –1.359 ***
(0.351) (0.333) (0.000) (0.000) (0.000) (0.178)

Observations 104 37 52 45 37 24 41
R² 0.211 0.997 0.599 0.342 0.575 0.419 0.956

Source: Authors’ calculations.

Note:  *(**)[***] stands for signif icance at the 10%(5%)[1%] level. Robust standard errors are clustered by study in brackets. The sample is based on the set of estimates which are 
 presented as preferred estimates or baseline estimates in the respective papers.
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6 Summary and General Conclusions
Foreign currency loans have played an important role in the catching-up process in 
the majority of the CESEE countries and have gained growing attention from 
 economic researchers in recent years. In particular, the financial crisis intensified 
the attention to the determinants of lending in foreign currency due to the  negative 
impact of foreign currency loans on financial stability in the CESEE countries. 
Overall, we were able to find 16 studies on the determinants of foreign currency 
loans in the CESEE region. From these studies, we collected nearly 300  estimation 
equations providing roughly 800 coefficients on the seven most common determi-
nants.

Furthermore, while the literature underlines the importance of foreign 
 currency loans, it provides a highly ambiguous picture of their effective determi-
nants. The foreign currency borrowing behavior of individuals and firms is 
 determined not only by economic and monetary policies, but also by more general 
political developments, especially in CESEE countries, where accession to the 
 European Union and/or to EMU is an important subject in the political agenda of 
governments. Additionally, once lenders get used to foreign currency deposits, it 
may take a rather long time to change their behavior again, which, in turn, 
 indirectly impacts borrowing in foreign currency. Hence, both path dependence 
and expectations matter for the determination of the credit currency structure.

Interestingly, although several papers were published by high-ranking journals 
or working paper series with a strong policy impact, we can see that roughly half 
of the published coefficients are actually significant. Moreover, the economic 
 significance of the coefficients differs widely. However, these differences are not 
so surprising if we consider the heterogeneity of analyzed data and the methods 
applied. The literature analyzes developments in highly heterogeneous countries, 
including EU Member States and Western Balkan countries or CIS states. Some 
studies also choose a more general focus and additionally include developing coun-
tries, especially from Latin America. Similarly, the level of data aggregation is 
highly different. Some papers look at the aggregate share of foreign currency loans, 
while others focus on borrowing by individual firms and households based on 
 survey-level data.

Despite these differences, we try to identify common ground, using metasta-
tistics and metaregressions. These tools allow us to find a more clear-cut picture 
behind various data effects. Thus, we demonstrate which explanatory variables 
 appear as robust explanatory factors for foreign currency loans. Our results show 
that especially indicators related to portfolio behavior and monetary credibility 
play a robust role (EBRD, 2010). The implied shares of loans denominated in 
 foreign currency according to the minimum variance portfolio approach and 
 exchange rate volatility appear as significant determinants of foreign currency 
loans on average in all published studies. The same is also true of the degree of 
 foreign currency deposits, with a similar interpretation as the minimum variance 
portfolio indicator, as the model of Ize and Levi-Yeyati (2003) is also valid for 
 deposits in foreign currency.

However, we also show that several standard determinants play only a minor 
role in loan euroization. For example, foreign currency loans are often viewed as 
being a result of high domestic interest rates. In this view, borrowers take an 
 excessive risk if they take out foreign currency loans and underestimate the danger 
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of exchange rate depreciation, but also if they react to the perceived lack of 
 monetary credibility. We show that, on average, interest rate differentials do not 
influence the currency selection for loans. Thus, opting for foreign currency loans 
does not seem to be the result of blind greed on the part of borrowers in CESEE 
countries.

Additionally, we were able to show that exchange rate movements do not play 
a clear role in foreign currency loans. On the one hand, exchange rate depreciation 
(not its volatility) does not robustly influence the demand for foreign currency 
loans. While this finding corresponds to the previously mentioned weak results 
for interest rate differentials, it also shows that borrowers in the CESEE economies, 
despite their experience with the so-called trend appreciation before the financial 
crisis, may well underestimate the potential losses from depreciation. On the 
other hand, exchange rate volatility is the robust determinant in our meta-analysis. It 
is also a substantial component of the MVP indicator. Thus, borrowers seem to 
 account for the exchange rate risk by trading it off against inflation rate volatility 
(i.e. a proxy for the monetary credibility), as shown by the robustness of the MVP 
indicator. A detailed analysis including a broader sample of countries with different 
experiences in terms of exchange rate trends could shed more light on this issue.
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Annex
Table A1

Definition of the Study-Related Variables Used in the Meta-Analysis

Control variables Definition

Year of observation Continuous variable measured as the deviation from the mean year of the period of observation
Micro study Binary dummy: 1 if a study is based on survey data, 0 otherwise
Fixed effects Binary dummy: 1 if a study accounted for either country or industry fixed effects, 0 otherwise
Bias correction Binary dummy: 1 if a study accounted for either an estimation bias by instrumental estimation 

or selection correction (Heckman selection bias), 0 otherwise
Hedging Binary dummy: 1 if a study accounts for remittances (in the case of households) or export 

activities (in the case of firms), 0 otherwise
Postcrisis dummy Binary dummy: 1 if a study includes the time period after the outbreak of the recent 

economic and financial crisis (i.e. after 2008), 0 otherwise
CIS Binary dummy: 1 if a study includes CIS countries, 0 otherwise
Latin America Binary dummy: 1 if a study includes the Latin American countries, 0 otherwise
EU enlargement Binary dummy: 1 if a study accounts also for the EU accession or euro adoption perspective, 

0 otherwise
No currency board Binary dummy: 1 if a study excludes countries that have currency board regime, 0 otherwise

Source: Authers’ compilation.
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OeNB Euro Survey: Growing Uncertainty, 
but Overall Euroization Not Affected

1 Introduction
The widespread use of the euro in Central, Eastern and Southeastern Europe 
 (CESEE) is likely to have been affected by the ongoing sovereign debt crisis in the 
euro area. Based on descriptive evidence obtained during the latest OeNB Euro 
Survey, we seek to address three questions: Have the global financial crisis and the 
sovereign debt crisis translated into higher levels of uncertainty among CESEE 
households? Did households’ relative assessment of the euro versus the respective 
local currencies change? Did CESEE households consequently react by adjusting 
their portfolios, thus reducing the overall levels of euroization in the CESEE 
 countries?

The OeNB Euro Survey is carried out twice a year – in the spring and in the 
fall – in ten CESEE countries. The most recent survey was conducted in May and 
June 2011, at a time when the overall situation in the EU in general, and in the 
euro area in particular, was increasingly dominated by the sovereign debt 
crisis. Survey results provide unique evidence on CESEE households’ economic 
 sentiments and behavior, in particular on their euro cash holdings and deposits. 
Thus, the survey results complement the debate on macrofinancial stability and 
euroization by providing evidence on a micro-level.

This contribution is structured as follows. Section 2 presents survey results on 
CESEE households’ trust in the euro and in the respective local currencies as well 
as on their exchange rate expectations. Section 3 examines the possible impact 
of changes in household sentiment on cash euroization, deposit euroization and 
 overall euroization. Section 4 sums up.

1 Oesterreichische Nationalbank, Economic Studies Division, elisabeth.beckmann@oenb.at, European Affairs and 
International Financial Organizations Division, sandra.dvorsky@oenb.at, Foreign Research Division, 
thomas.scheiber@oenb.at (corresponding author). The authors gratefully acknowledge comments by Doris Ritz-
berger-Grünwald.

Based on descriptive evidence obtained from the latest OeNB Euro Survey, this contribution 
examines whether the widespread use of the euro among households in Central, Eastern and 
Southeastern Europe (CESEE) has been affected by the ongoing sovereign debt crisis in the 
euro area. Although households’ confidence in the euro has decreased substantially in all 
 CESEE countries, it is still stronger than confidence in the respective local currencies in all 
countries except the Czech Republic. Despite this loss of trust in the euro, the relative weight 
of euro cash in the total economy is still substantial in several Southeastern European coun-
tries. Aggregate data on the development of foreign currency deposits in total deposits provide 
a mixed picture across countries. The overall degree of euroization – comprising cash holdings 
and deposits – has remained surprisingly stable in CESEE over time and has hardly been 
 affected by the crisis in the euro area. Interestingly, in some countries the relative contribution 
of foreign currency deposits to overall euroization has increased against precrisis levels, 
whereas euro cash holdings have lost in relative importance.
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2 Increased Uncertainty about Currency Developments
Since its launch in fall 2007, the OeNB Euro Survey has included questions about 
the perceived stability and trustworthiness of the euro as well as of the local 
 currencies in the countries under review. Previous Euro Survey results showed 
an overall very high level of confidence in the euro in all countries surveyed, 
 especially in comparison to the levels of trust in the respective local currencies 
(see Dvorsky, Scheiber and Stix, 2009b).

The wording of the relevant survey item is “Over the next five years the euro [local 
currency, respectively] will be a very stable and trustworthy currency.” Since this survey 
item deals with people’s sentiment, respondents’ interpretations of what to include 
in their answers might differ; thus, answers may comprise e.g. respondents’ expecta-
tions of price and exchange rate stability2 or even of counterfeit protection.

In view of the ongoing sovereign debt crisis, the question arises whether 
 CESEE households’ assessment of the euro’s stability has deteriorated and whether 
their trust in the respective local currencies has caught up with that in the euro.

Furthermore, it might be expected that respondents’ uncertainty about 
 currency developments in general has increased. We study this issue by looking at 
the share of respondents who answer “don’t know” and by computing standard 
 deviations for selected questions over time.

2.1 Trust in the Euro Affected by Sovereign Debt Crisis

The OeNB Euro Survey finds that confidence in the euro had already dropped 
substantially in all countries analyzed in May/June 2010, yet remained positive, 
which means that more than 50% of respondents expressed their trust in the 
 future stability of the euro (see chart 1). It can be assumed that the first peak of the 
sovereign debt crisis, including bilateral loans for Greece and the creation of the 
temporary crisis mechanism (European Financial Stability Facility – EFSF) in May 
2010 had fed into the survey results. Since then, trust in the euro has  rebounded 
in the Southeastern European (SEE) countries except Albania, but the levels of 
trust found in May/June 2011 were still below precrisis levels. For the Central and 
Eastern European (CEE) countries, no such rebound can be reported (see chart 1).

However, it is important to bear in mind that the spring wave 2011 took place 
a few weeks before public attention on the sovereign debt crisis started to intensify 
again. Consequently, chances are that since then confidence in the euro has 
 deteriorated even further.

At the same time, households’ trust in the euro shows a higher degree of 
 uncertainty. For several countries, the last two survey waves have reported a 
 substantially higher share of “don’t know” replies than precrisis waves. In some 
countries, the number of “don’t know” replies increased in the course of 2010, 
while in other countries the rise took place only in spring 2011 (see chart 2). In 
general, the share of respondents that felt unable to give an assessment of the 
 future development of the euro has reached a comparatively high level, ranging 
between 15% and 25% of respondents in seven of the ten countries surveyed.

Furthermore, even among those respondents who expressed an opinion on 
 future euro developments, a higher degree of uncertainty can be observed. In 

2 Respondents’ statements on exchange rates and price stability correlate to a certain extent with the direct survey 
results on respondents’ inflation and exchange rate expectations.
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some countries, standard deviations of answers went up considerably against 
 precrisis levels, reflecting an increasing divergence of people’s views on the 
 expected stability of the euro. An ad hoc explanation for this increased divergence 
could be intensified media coverage on the sovereign debt crisis as well as the 
higher exchange rate volatility observed in recent months.
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Chart 1

Source: OeNB Euro Survey.

Note: Respondents were asked whether they agreed or disagreed on a scale from 1 (fully agree) to 6 (fully disagree) with the statement above. 
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Source: OeNB Euro Survey.

Note: Respondents were asked whether they agreed or disagreed on a scale of 1 (fully agree) to 6 (fully disagree)  with the statement above. The figures represent the share of respondents 
who answered “Don’t know.”
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2.2 Trust in the Local Currencies
Given that people’s confidence in the euro has deteriorated in the course of the 
crisis, the question arises whether the relative confidence in the respective local 
currencies has increased in turn. This could trigger changes in households’ port-
folios, in particular with respect to currency composition.

Survey evidence on respondents’ assessment of their respective local curren-
cies is rather mixed. A majority of households in the Czech Republic, in FYR 
Macedonia and in Bosnia and Herzegovina expect the local currency to be stable 
and trustworthy over the next five years, whereas respondents in Hungary, 
 Bulgaria, Romania and Serbia, in particular, rather tend to distrust their local 
 currency. While for Hungary, Romania and Serbia, these results might reflect 
 exchange rate depreciations of the respective local currencies vis-à-vis the euro 
over the past year, the low level of trust in the Bulgarian lev is somewhat  
surprising, given that the country’s currency board arrangement has been in place 
for almost 15 years.

Contrary to answers obtained on households’ confidence in the euro, respon-
dents did not show an increased uncertainty or divergence of opinions in assessing 
their local currencies. The standard deviations for trust in the respective local 
currencies remained largely unchanged against precrisis levels, i.e. the extent of 
disagreement on this issue among respondents has not changed. In several 
 countries, the share of “don’t know” replies is considerably lower than before the 
crisis, showing that a higher share of respondents consider themselves able or are 
willing to express a view on the local currency’s development.
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However, the impact of the euro area sovereign debt crisis on respondents’ 
relative trust in their local currencies has remained limited so far. Comparing the 
levels of trust in the euro and the respective local currency (chart 3) shows that 
the former still exceeds the latter in all CESEE countries except the Czech Republic. 
This finding corresponds well with the appreciation of the Czech koruna vis-à-vis 
the euro observed since spring 2009.

2.3 Expected Exchange Rate Developments

The OeNB Euro Survey also explores households’ expectations on exchange rate 
developments over the next five years. Not surprisingly, the share of “don’t know” 
replies to this particular question had already been rather high before the crisis 
(see e.g. Dvorsky, Scheiber and Stix, 2008b). Chart 4 shows that for a number of 
countries, this share peaked in May/June 2009, i.e. only a few weeks after many 
CESEE currencies had experienced substantial depreciations. At the same time, 
the standard deviations of answers to this question did not change over time, 
 implying that the heterogeneity of views for those who do form an opinion on 
 exchange rate developments remained unchanged. The only exception in this 
 context is Hungary, where the standard deviation for the question on expected 
exchange rate developments increased considerably from precrisis levels, reflecting 
a wider array of differing views among Hungarian respondents.

3 Do Changes in Sentiment Affect the Overall Extent of Euroization?

Earlier results from the OeNB Euro Survey have shown that foreign currencies are 
an important part of residents’ financial portfolios in the CESEE region, with the 
euro playing a predominant role (see e.g. Scheiber and Stix, 2009). Before the 
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Source: OeNB Euro Survey.

Note: Answers refer to the survey question “How will the exchange rate of the [LOCAL CURRENCY] develop over the next five years?”
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 arrival of the crisis, in Albania, Bosnia and Herzegovina, FYR Macedonia and 
 Serbia more than 30% of total currency in circulation was denominated in euro. 
The crisis highlighted that households react rather sensitively to changes in the 
perceived safety of deposits as well as the relative trustworthiness of the respective 
local currencies vis-à-vis the euro. As households are now becoming increasingly 
uncertain about both the future stability of the euro and exchange rate develop-
ments, they may be expected to adjust their portfolios.

In this section, we will study whether and to what extent euroization in its 
various dimensions changed as a consequence of the sovereign debt crisis.

3.1 Declining Use of Euro Cash in Some Countries

The arrival of the crisis in 2008 in CESEE caused households in many of the 
 countries surveyed to adjust their portfolios. Results from the 2009 spring wave 
indicated that in the Czech Republic, Poland, Bulgaria, as well as in Albania, 
Croatia and Serbia the share of respondents holding euro cash had declined signifi-
cantly compared to six months earlier. This decline was found in particular in 
those countries that had seen substantial deposit withdrawals at the same time 
(i.e. Albania, Bosnia and Herzegovina, Croatia and Serbia). The most plausible 
 explanation for these somewhat conflicting results was found to be that house-
holds had used parts of the money withdrawn to replace lost or decreased income 
(see Dvorsky, Scheiber and Stix, 2009b). In the meantime, the share of respon-
dents reporting that they hold euro cash has increased again in some countries, but 
remains below precrisis levels (with the only exception of Serbia).

Although the share of households holding euro cash has decreased, the relative 
weight of euro cash in the respective national economies is still sizeable in some of 
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the countries surveyed. In Serbia and FYR Macedonia, for example, the share of 
euro cash in circulation still exceeds the amount of local currency in circulation. 
This is particularly remarkable as survey results are likely to be subject to substantial 
underreporting.3 Chart 5 displays the development of the currency substitution 
index (CSI) over time, i.e. the share of implied per capita euro cash holdings in 
total cash in circulation. Chart 5 shows a clear regional pattern with comparatively 
low levels of CSI in the CEE countries and substantially higher levels reported 
from some SEE countries. The development of the CSI over time renders a rather 
differentiated picture across countries: The CSI remained at its initially low level 
in the Czech Republic, Hungary and Poland. For Bulgaria and Romania a  declining 
trend can be found, with none of these countries recording a CSI of above 10% in 
spring 2011. The remaining countries, namely Albania, Bosnia and Herzegovina, 
Croatia, FYR Macedonia and Serbia, still show substantial – but for some  countries 
possibly decreasing – levels of CSI.

Why do euro cash holdings continue to play an important role especially in 
some SEE countries? And, secondly, have the arrival of the financial crisis in the 
region and the subsequent financial market turmoil brought about a change in 
households’ motivation to hold euro cash?

Since its launch in spring 2007, the OeNB Euro Survey has provided very 
 useful insights into people’s motives for holding euro cash (Dvorsky, Scheiber and 
Stix, 2008b). All respondents stating that they hold euro cash are asked why they 
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3 As this is a highly sensitive question, Euro Survey findings on amounts of foreign cash holdings should be regarded 
as constituting the lower bound of actual figures.
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decided to do so and are presented with a choice of 9 different reasons. Among 
the most important motives indicated are “as a general reserve or as a means of 
precaution” and “to make payments abroad.” Chart 6 compares survey results 
 regarding these two answer categories from spring 2007 and spring 2011, thus 
 allowing for a comparison of the present with the precrisis situation.

The first motive, “… as a general reserve or as a means of precaution,” relates 
to euro cash holdings as a store of value. Chart 6 clearly reveals that the euro’s 
store-of-value function had been the key motive for holding euro cash in all SEE 
countries before the crisis and has remained so ever since. Interestingly, the 
 reduced trust in the euro and the generally higher uncertainty regarding currency 
developments (see section 2) do not seem to have affected these results.

This observation might reflect the fact that reported levels of trust in the 
 respective local currencies still fail to catch up with the respective level of trust in 
the euro (see chart 3). Moreover, a potential exchange of euro cash holdings for 
third currency holdings (e.g. U.S. dollar or Swiss franc) has not taken place so far.4

Substituting euro holdings by holdings in another secondary currency might not 
be a practicable option because of possible network effects (Feige, 2003; Reding 
and Morales, 2004; Stix, 2010a).5

The second motive displayed in chart 6 relates to the use of euro cash for trans-
actions abroad, e.g. during shopping trips or vacations to (neighboring) euro area 
countries. This second motive had been found to be the most important one in 
the CEE countries in 2007, and the situation has remained virtually unchanged 
since then, which possibly reflects the more advanced economic situation of the 
 countries concerned.

3.2 Foreign Currency Deposits Remain Substantial in Households’ Portfolios

An analysis of monetary statistics on household savings deposits in 2009 (both 
 local and foreign currency-denominated) showed that CESEE households have 
 reacted, on average, more sensitively to the financial crisis than households in 
more advanced economies. In eight of the ten CESEE countries surveyed, October 
2008 saw outflows of household savings deposits (see Dvorsky, Scheiber and Stix, 
2009b). Using OeNB Euro Survey data, the microeconometric analysis by Prean 
and Stix (2011) confirms that households react very sensitively to changes in the 
perceived safety of deposits.

In the meantime, growth rates of households’ total savings deposits (exchange 
rate adjusted) picked up to grow again in all CESEE countries, but at a slower 
pace. In particular in Bosnia and Herzegovina, Croatia and Hungary, growth rates 
remained subdued, possibly reflecting the countries’ difficult economic situation.

4 Evidence from earlier survey waves on the currency composition of households’ foreign currency cash holdings 
revealed that the importance of U.S. dollar cash in the CESEE region had already started to decline at the time 
of the euro cash changeover in 2002 when most people in these countries exchanged their legacy currency (e.g. 
Deutsche mark, Austrian schilling) cash holdings for euro or the respective national currencies. Since then, the 
share of currencies other than the euro in CESEE households’ foreign cash holdings has remained relatively small. 
Only for Albania, 9% of survey respondents still reported to hold U.S. dollar cash in spring 2008; this share, 
however, has meanwhile gone down to a mere 5% of respondents (spring 2011).

5 The use of euro cash for payments at home was found to be an important factor in some CESEE countries. According
to OeNB Euro Survey results obtained in the period from spring 2007 to spring 2008, between 40% and almost 
70% of respondents in SEE countries reported that they noticed people making payments in euro in their own 
country (Scheiber and Stix, 2009).
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Given households’ reduced confi-
dence in and growing uncertainty 
about the euro since the conclusion of 
the first support program for Greece in 
May 2010, one might have expected 
people to adjust their portfolios and 
to shift their savings, e.g. from euro- 
denominated deposits to local currency 
deposits. Evidence in favor of this 
 hypothesis can be found in the aggre-
gate data up to September 2011 (see 
 table 1). The deposit substitution index 
(DSI), defined as the share of foreign 
currency deposits in households’ total 
savings, has declined between 1 and 
6 percentage points since August 2008 
in 7 out of 10 countries. On average, 
more than half of this decline has 
 occurred since May 2010. In three 
countries, the DSI has not declined. In 
Serbia, the DSI has remained at an 
 exceptionally high level of 97%, while 

in Albania and Croatia, this index has increased since August 2008. Interestingly, 
in Croatia, the entire increase of 8.6 percentage points happened already before 
May 2010 and the DSI has since then remained stable, while in Albania, the rise in 
deposit substitution has accelerated only since the intensification of the sovereign 
debt crisis. This development is somewhat surprising since households’ relative 
trust in the kuna and lek (as compared with trust in the euro) does not differ 
markedly from the results obtained for the other SEE countries (chart 3). For 
Croatia, two ad hoc reasons may be considered: First, the country’s growing 
 integration with the EU might have made euro deposits more attractive for house-
holds. Second, Croatia exhibits the highest share of euro-denominated loans in 
total loans to households across CESEE, which might provide an incentive for 
banks to advertise savings deposits in euro. For Albania, there is anecdotal  evidence 
from Greek commercial banks that Albanian migrant workers have increasingly 
been transferring savings deposits from Greece to Albania during summer 2011.

Furthermore, it may be expected, that CESEE households have shifted their 
foreign currency savings from euro to other foreign currency deposits. At the 
 current juncture, this hypothesis can only be confirmed for some countries. 
 Aggregate statistics for the Czech Republic and Romania indeed reveal that the 
euro’s share in foreign currency deposits has declined by 2.7 percentage points and 
1.7 percentage points, respectively, since May 2010. In Bosnia and Herzegovina 
and Bulgaria, however, the euro’s share remained broadly unchanged over time.6

OeNB Euro Survey results complement these statistics: Respondents reporting to 
hold foreign currency savings deposits mainly hold these deposits in euro. 

6 For the other countries surveyed, no data are available on the denomination of foreign currency deposits.

Table 1

Deposit Substitution Index 
(Exchange Rate Adjusted)

Aug. 2008 Apr. 2010 Sep. 2011

%

Czech Republic 4.8 4.3 3.9
Hungary 17.6 16.4 13.0
Poland 9.7 7.2 6.2
Bulgaria 57.5 55.7 51.6
Romania 35.6 32.6 31.1
Albania 41.9 40.2 43.7
Bosnia and 
Herzegovina 50.4 49.5 47.0
Croatia 68.4 76.9 77.0
FYR Macedonia 58.0 63.1 58.2
Serbia 97.6 97.6 97.4

Source: National central banks.

Note:  Deposits substitution index = foreign currency deposits / total 
deposits, household sector. Data on  foreign currency deposits for 
Croatia do not include deposits indexed in foreign currency. 
 Entries for Bosnia and Herzegovina comprise savings deposits of 
private households and the corporate sector. The constructed 
 index keeps the exchange rate fixed at the September 2007 
level and therefore depicts the actual change of foreign currency 
savings deposits through net f lows. 
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To sum up, there is some evidence of households substituting euro deposits for 
local currency deposits, but the euro continues to play a predominant role in SEE 
households’ foreign currency deposits despite the sovereign debt crisis. On the 
one hand, the literature explains this phenomenon by hysteresis and habit 
 persistence in households’ portfolio decisions (Feige, 2003; Ize and Yeyati, 2003; 
Stix 2010a). The still high levels of the DSI in SEE (ranging from 31% to 97%) 
correspond with the survey results, according to which households continue to 
perceive foreign currency deposits as more attractive than those denominated in 
local currency. This might reflect both current economic conditions as well as 
 expectations about the future (in particular exchange rate expectations). Stix 
(2010b) confirms this argument by microeconometric analysis, showing that 
 exchange rate expectations significantly influence agents’ assessment of the 
 attractiveness of euro-denominated assets. On the other hand, the recent decline 
in the DSI of seven countries indicates a high sensitivity of households with respect 
to the credibility of currencies. If an acute crisis situation arises – concerning the 
currency in which they save – they tend to reactivate former patterns of behavior 
in adjusting their portfolios rather swiftly.

3.3 Overall Euroization Index

Given the results concerning currency and deposit substitution, we now turn to 
the question whether the recent developments in relation to the sovereign debt 
crisis had any impact on the overall degree of euroization in the CESEE region. 

As has been shown in earlier publications, the overall degree of euroization 
comprising both euro cash holdings and foreign currency deposits, has remained 
surprisingly stable over time in virtually all countries surveyed and proved to be 
hardly affected by the global financial crisis in 2008 and early 2009 (see Dvorsky, 
Scheiber and Stix, 2009b and 2010).

Chart 7 shows the development of the overall euroization index (EI)7 over 
time. It compares the average EI calculated for spring 2011 and fall 2010 with the 
average EI calculated for fall 2007 and spring 2008. In most countries surveyed, 
the EI has remained virtually unchanged over time. It continues to show the 
 well-known regional pattern of relatively low levels of euroization in CEE and 
 substantially higher levels in SEE, ranging between over 30% in Romania and 
nearly 90% in Serbia. A notable exception in this context is Croatia, which records 
a substantial EI increase by more than 10 percentage points compared with 
 precrisis levels. This development is driven by an increase in the DSI as discussed 
in section 3.2.

Interestingly, the composition of the EI has changed for some countries as of 
May/June 2011: In Serbia, FYR Macedonia, Croatia, Albania and Romania, the 
relative contribution of foreign currency deposits to overall euroization has gone 
up, whereas euro cash holdings have lost some of their relative importance.8 This 

7 The euroization index (EI) is calculated as the sum of euro cash and foreign currency deposits over the sum of total 
(euro and local) cash and total ( foreign currency and local currency) deposits.

8 Looking at both table 1 and chart 7, the increase in the relative contribution of foreign currency deposits to overall 
euroization is somewhat surprising for FYR Macedonia and Romania. However, it is important to note that the EI 
(chart 7) was calculated as an average of two survey waves and that data for changes in the DSI (table 1) refer to 
monthly data which were available until September 2011. As opposed to the EI, the DSI keeps the exchange rate 
fixed at the September 2007 level.
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pattern complements a finding of Feige (2003), who reports a negative correlation 
between indices of currency substitution and deposit substitution for some Latin 
American countries. Feige presumes that rising confidence in the banking system 
could have led to a decrease in the use of foreign currency cash and an increase in 
foreign currency deposits, possibly leaving the overall degree of dollarization 
 unchanged. By contrast, in CESEE this shift toward foreign currency deposits 
took place although the level of trust in the banking system was found to be lower 
in the period under observation. This loss of confidence, however, was probably 
contained throughout the region by the extension of deposit insurance schemes in 
the course of 2008–09.9

4 Summary

In this paper, we study whether the widespread use of the euro in CESEE has been 
affected by recent developments in the neighboring euro area. The OeNB Euro 
Survey reveals that confidence in the euro has dropped substantially in all CESEE 
countries but that CESEE households nevertheless still consider the euro stable 
and trustworthy. Furthermore, we find that the sovereign debt crisis did not lead 
to a significant change in the relative assessment of local CESEE currencies vis-à-
vis the euro.

Despite decreasing confidence in the euro, the relative weight of euro cash in 
the total CESEE economy is still sizeable: Also, the share of implied per capita 

9 See e.g. Prean and Stix (2011), who provide evidence on Croatia.
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euro cash holdings in total cash in circulation is still substantial for several SEE 
countries, at more than 70% for Serbia and almost 50% for FYR Macedonia.

Recent aggregate data on the development of foreign currency deposits in total 
deposits provide a mixed picture across countries.

The overall degree of euroization, comprising both euro cash holdings and 
 foreign currency deposits, has remained surprisingly stable over time in virtually 
all countries surveyed and its level has proved to be hardly affected by the recent 
developments in relation to the sovereign debt crisis. Interestingly, for some 
 CESEE countries the relative contribution of foreign currency deposits to overall 
euroization is found to have increased against precrisis levels, whereas euro cash 
holdings have lost in relative importance. 
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The abstracts below alert readers to studies on CESEE topics in other OeNB
publications. Please see www.oenb.at for the full-length versions of these studies.

The Austrian Insurance Industry in CESEE: Risks and Opportunities 
from a Financial Stability Point of View

This study gives an overview of the insurance market in Central, Eastern and 
Southeastern Europe (CESEE) in general and of the Austrian insurance groups’ 
activities in the region in particular. Moreover, it deals with risk management 
 issues and the challenges arising from the new EU regulatory framework,  Solvency II. 
We identify the main risks and opportunites for insurance groups in this respect: 
While potential market growth rates and still higher margins represent the main 
opportunities, there is also evidence of some reputational as well as financial risks. 
Furthermore, cross-border business activities also pose some challenges for the 
risk management of internationally active insurance groups. From a macropruden-
tial perspective, the Austrian insurance groups’ exposure to CESEE augments the 
 exposure of Austrian financial institutions to this region.

To be published in Financial Stability Report 22.

Teresa Bianchi, 
Gernot Ebner, 

Raimund Korherr, 
Eva Ubl

CESEE-Related Abstracts
from Other OeNB Publications
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Conference on European Economic 
Integration 2011:
European Integration in a Global Economic 
Setting – CESEE, China and Russia1

The topic of the Conference on European Economic Integration (CEEI) 2011 of 
the Oesterreichische Nationalbank (OeNB), which took place in Vienna on 
 November 21 and 22, 2011, was “European Integration in a Global Economic 
 Setting – CESEE, China and Russia”.3 This year, the OeNB organized the confer-
ence in cooperation with Suomen Pankki – Finlands Bank, whose regional analysis 
and research focus on China and Russia made for a perfect match with the OeNB’s 
expertise on Central, Eastern and Southeastern Europe (CESEE). The joint 
 conference drew on synergies established through numerous cooperation projects 
over the years. 

The CEEI 2011 discussed various aspects of European economic integration 
from a global perspective, investigating the impact of China and Russia as emerg-
ing global economic players on the catching-up process in CESEE. Contributions 
focused on the sustainability of current growth strategies and the challenges for 
monetary policy and banking in the light of the recent economic and financial 

Compiled by Doris 
Ritzberger-Grünwald 

und Maria Silgoner2

1  The charts are from the leaflet “European Integration in a Global Economic Setting – CESEE, China and Russia – 
Facts & figures,” which was available as a handout at the CEEI 2011 (graphic design: Austrian Museum for Social 
and Economic Affairs).

2  Oesterreichische Nationalbank, Foreign Research Division. On the basis of notes taken by Markus Eller, Martin 
Feldkircher, Sándor Gardó, Mariya Hake, Antje Hildebrandt, Mathias Lahnsteiner, Paul Ramskogler, Thomas 
Reininger, Thomas Scheiber, Josef Schreiner, Maria Silgoner, Katharina Steiner, Jarmila Urvova and Julia Wörz.

3  The conference proceedings will be published by Edward Elgar Publishing Ltd. in the course of 2012. Presentations 
and papers, information about the speakers and the conference program are available at www.oenb.at under 
Services and Events.

%
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Real GDP Growth

Chart 1

Source: OeNB calculations based on IMF data.

Note: 1995=100. The CESEE-10 countries comprise the ten CESEE EU Member States: Bulgaria, Czech Republic, Estonia, Hungary, Latvia, 
Lithuania, Poland, Romania, Slovakia and Slovenia.
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 crisis. More than 300 participants from over 30 countries and more than 130 in-
stitutions followed the presentations and discussions of high-ranking represen-
tatives of central banks, international organizations, the business and banking 
 sectors, and academia.

In his opening remarks, Ewald Nowotny, Governor of the OeNB, addressed 
 China’s and Russia’s impact on the growth potential of CESEE. Especially China 
records impressively high growth rates, although admittedly from a low starting 
point. Still, as a result of its strong growth performance China will turn into an 
increasingly attractive destination for exports from the CESEE region. At the 
same time, however, the rising importance of the Chinese and Russian economies 
represents a challenge in its own right. The main export destinations of China and 
the CESEE countries overlap, so that the two economic areas in fact compete for 
the same markets. Russia plays a key role in securing the supply of energy and thus 
in securing CESEE growth. 

Erkki Liikanen, Governor of Suomen Pankki – Finlands Bank, continued the 
opening address and defined the emergence of China as one of the key trends in 
the global economy of the past two decades, with China succeeding in delivering 
rather sophisticated goods to a number of markets. He pointed out that in the near 
future the emerging and developing economies will overtake the advanced econo-
mies in terms of output, thereby significantly shifting the balance of economic 
activity in the world. While this growing share necessarily comes at the expense 
of Europe and the U.S.A., the global economy must not be understood as a 
zero-sum game. With China becoming more affluent, Liikanen said, the export 
markets for European goods and services are growing, too.

Export Destinations in 2010

Chart 2

Source: OeNB calculations based on UN Comtrade data.

Note: ASEAN+2 refers to ASEAN plus Japan and Korea. The CESEE-10 countries comprise the ten CESEE EU Member States: Bulgaria, Czech 
Republic, Estonia, Hungary, Latvia, Lithuania, Poland, Romania, Slovakia and Slovenia. CIS does not include Russia. Data refer to the share of 
exports from CESEE-10, China and Russia in total exports to selected countries or economic areas.
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Andrew K. Rose, professor of international trade at the University of California at 
Berkeley, started his key note lecture with an overview of potential key drivers of 
economic development, such as institutions and geographic situation. While there 
is broad consensus that “trade never hurts,” this does no longer clearly apply to 
 financial  markets as well. Rose presented his current research on the economic 
 effects of regional trade agreements (RTAs). Using information on 122 RTAs 
 between  developed and developing countries, he finds that stock market returns 
– an  indicator for market expectations on the economic effects of RTAs – overall 
 respond positively to RTAs. This is true even in the case of asymmetric RTAs 
 between advanced and developing countries, although poorer countries’ gains are 
stronger than those of more advanced countries. Rose’s empirical findings suggest 
that stock markets rise more when RTAs are signed between countries that had 
seen intensive trade before the agreement was signed, both in general and bilater-
ally. When asked on the effects of a potential complete liberalization of trade 
 between the U.S.A. and the EU, Rose emphasized the desirability of greater trans-
Atlantic trade liberalization but at the same time underlined the persistence of 
vested interests between the two regions that render complete trade liberalization 
very unlikely. The discussion further centered on problems related to data imper-
fections and closed on considerations with respect to changes in the pattern of 
comparative advantages between countries.

In his introduction of Min Zhu, Deputy Managing Director at the International 
Monetary Fund (IMF), Governor Nowotny highlighted the IMF’s important role in 
managing the crisis. In his keynote lecture, Zhu addressed the changing global 
economic structure and the challenges both China and Europe will have to face in 
this new setting. He pointed out that global growth gravity is moving away from 
the advanced economies to the emerging economies, narrowing the gap between 
these two groups, while both are currently facing a growth slow-down. This 
 development causes global demand structures to change as lifestyles in the emerg-
ing markets adjust to people’s increasing incomes. Both trade patterns and global 
financial flows are becoming more emerging markets-oriented. China thus needs 
to adopt a new growth model based rather on domestic consumption than on 
 external demand and investment. To this end, China needs to move up the value 
chain, open up its services sector and use fiscal policy to provide its people with 
solid education, health care and pension systems. While the financial map has 
 already started to change owing to the outflow of FDI from the emerging mar-
kets, the Chinese Yuan Renminbi should be allowed to appreciate in the long term. 
For the moment, China is in for a soft landing, with inflation being the major chal-
lenge. Europe, on the other hand, faces weak and uneven growth rates, mainly 
due to low labor utilization and low productivity. Higher human capital formation 
and more investment in research and development, together with a better promo-
tion of the Single Market, should help tackle these issues.

Global Imbalances, Capital Flows and Monetary Policy

The first session, chaired by Vice Governor Wolfgang Duchatczek (OeNB), discussed 
the interlinkages between global imbalances, capital flows and monetary policy.

Gian Maria Milesi-Ferretti, Assistant Director at the IMF, argued that the build-
up of imbalances within the euro area was mainly driven by (1) imports to the 
euro area periphery from non-euro area countries (e.g. China) and increasing 
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commodity prices and by (2) rising demand for German (investment) goods from 
China and from oil-exporting countries. The euro area periphery’s deficits were 
mainly financed by euro area investors while external investors purchased  German 
and French securities – a trend that  increased foreign exposure to public debt and 
domestic banks (overseas funding). The global financial crisis induced a significant 
contraction of current account imbalances across the world. Countries whose 
 precrisis current account balances were in excess of what could be explained by 
economic fundamentals experienced the largest contractions in their external 
 balance. External adjustment in deficit countries was achieved primarily through 
demand compression rather than expenditure switching. Adjustment via the real 
exchange rate was only modest. 

Professor Menzie David Chinn from the University of Wisconsin concluded that 
the Chinese development model has proved successful but the current approach 
has reached the point of diminishing returns. In the current global macro-envi-
ronment, the scope for export-led growth is constrained. Another reason for 
 reducing the export contribution to growth is that the export sector is a very 
capital-intensive sector. The unavoidable reorientation of U.S. demand away from 
consumption adds to this effect. China is facing a stark choice between bearing 
increasingly large capital losses in its foreign exchange reserves and tolerating im-
mediate losses in terms of a significant drop in its current account surplus and 
large revaluation losses. Just like Zhu before him, Chinn recommended a reorien-
tation toward domestic demand and liberalizing the services sector. A faster 
 appreciation of the Chinese Yuan Renminbi would not only eliminate global im-
balances, but would facilitate East Asian adjustment via the exchange rate channel. 

Over the last few years, large oil-exporting countries also accumulated sub-
stantial current account surpluses due to high oil prices. Iikka Korhonen, Head of 
the Bank of Finland Institute for Economies in Transition (BOFIT), examined how oil 
exporters contributed to global imbalances and their adjustment in recent years. 
High oil revenues seem to spark off import booms with some lag. However, 
terms-of-trade shocks did have effects on the real exchange rate, which in turn 
 affected imports. In general, there is evidence that exchange rate changes have a 
systematic effect on exports but not necessarily on current accounts. Drawing on 
observations from the 1980s and more recently from 2008 and 2009, Korhonen 
expects that a significant drop of oil prices will lead to an adjustment of oil export-
ers’ current account surpluses.

Professor Gunther Schnabl, Director of the Centre for International Economics at 
Universität Leipzig, put forward the thesis that global imbalances are the conse-
quence of an asymmetric world monetary system. According to his model, the 
U.S.A. and Germany are center countries with rising and/or high current account 
deficits (U.S.A.) and surpluses (Germany). These are matched by current account 
surpluses of countries stabilizing their exchange rates against the U.S. dollar (U.S. 
dollar periphery) and current account deficits of countries stabilizing their 
 exchange rate against the euro (euro periphery). While the aggregate current 
 account of the euro area has been balanced by and large, the expansionary mone-
tary policy in the U.S.A. as well as exchange rate stabilization and sterilization 
policies in the dollar periphery (e.g. China) are found to have contributed to global 
current account imbalances. Policy coordination between China and the U.S.A. 
would help to escape from the policy dilemma.
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Competitiveness and Trade: Implications for CESEE?
Session 2, chaired by Seppo Honkapohja, Member of the Board of Suomen Pankki –
Finlands Bank, addressed the issue of how CESEE, China and Russia compete on 
international export markets, in particular on the EU market.

Loukas Stemitsiotis, Head of Unit at the European Commission, focused on the 
strong decline in global trade during the “Great Recession,” which he referred to 
as the “Great Synchronization,” underpinning the parallel slump in trade all over 
the world. While the trade performance of the CESEE countries had benefited 
from their proximity to the EU-15 and the low output volatility there over the 
previous decade, trade with the EU-15 declined strongly in the course of the  recent 
crisis. Compared with developments in other emerging market regions, CESEE 
exports have so far recovered less dynamically. At the same time, the trade inte-
gration of the CESEE countries with China has clearly increased during the 
crisis. As one of the main challenges for future trade developments in CESEE, 
Stemitsiotis pointed to the improvement of the value-added content of exports, 
which implies that the CESEE countries will be confronted with higher competi-
tion from other emerging markets, including China.

Ágnes Csermely, Director at Magyar Nemzeti Bank, provided evidence for the im-
pact of Hungary’s trade integration with and macroeconomic exposure to China. 
Depending on the perspective, this integration is perceived as a threat or an 
 opportunity. On the micro-level, increased competition from China has appar-
ently induced a restructuring toward producing higher-technology electronics 
products in Hungary. The burden of adjustment, however, has primarily fallen on 
low-technology industries, resulting in a significant downsizing of employment 
and stagnating labor productivity. On the macro-level, a positive output shock in 
China pushes Hungary’s GDP up considerably – mostly indirectly via trade link-
ages with the U.S.A. and the euro area. On the negative side, increased demand in 
China induces higher commodity prices. The resulting rise in inflation is more 
pronounced in CESEE than in other regions of the world.

OeNB economists Katharina Steiner and Julia Wörz investigated the impact of 
China’s and Russia’s emergence as global economic players on the trade perfor-
mance of the CESEE EU Member States in the EU-15 market. Using a multi-
dimensional dataset, they showed that the intensification of already existing trade 
relationships contributed most significantly to export growth from CESEE, China 
and Russia to the EU-15 market, pointing out that EU accession had temporarily 
led to a notable contribution of new trade relationships to the export growth of 
the new EU countries. Regarding the commodity breakdown of exports to the 
EU-15, Russia has increasingly specialized in natural resources, while CESEE and 
China have diversified their export base, intensifying direct competition in capital 
goods, machinery and vehicles. Notably, CESEE shows a weaker competitiveness 
effect than China in one of its main export categories (transport equipment).

Global Investment Strategies

In his keynote lecture, Oleg Zasov, Director of the General Macroeconomic  Forecasting 
Department of the Ministry of Economic Development of the Russian Federation, 
presented the current economic outlook for Russia, bearing in mind the recently 
mounting uncertainties with respect to capital flows and the depreciation of the 
Russian ruble. Post-crisis recovery in Russia is well underway,  supported by a 
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 rebound in oil prices and further corroborated by the country’s economic growth 
acceleration in the third quarter of 2011. Zasov presented a rather positive outlook 
for Russian GDP growth in the near future, with growth receding somewhat in 
2012 against 2011, but remaining strong on the back of  fiscal relaxation and infra-
structure investment. In particular Gazprom, which is already responsible for 
20% of total investments, plans to double its investment activities. This is espe-
cially welcome given the negative contribution of government investment to over-
all investment growth. However, Russian GDP growth in 2012 would turn nega-
tive in a scenario of lower oil prices. Zasov expects the  impact of Russia’s forth-
coming accession to the World Trade Organization to be generally positive even 
though he also highlighted potential risks for the oil  industry and FDI in Russia. 
Furthermore, he illustrated the double-edged effects of recent capital outflows, 
which helped avoid appreciation but also squeezed liquidity. 

Panel 1 at the end of the first conference day was chaired by Antti Suvanto, 
Head of General Secretariat of Suomen Pankki – Finlands Bank and dealt with global 
investment strategies of international cooperation.

Karin Exner-Wöhrer, Member of the Board of Salzburger Aluminium AG (SAG), 
represented an Austrian family business that operates on a global scale, construct-
ing aluminum parts for vehicle and airplane production. As a specialized supplier 
to industry, the company by and large follows its customers. Among other factors 
that drive SAG’s decisions of where to invest abroad, Exner-Wöhrer mentioned 
the stability of the financial and legal system and a well-trained and -educated 
 labor force in the destination countries as well as the availability of home (i.e. 
Austrian) management staff ready to move abroad. So far, SAG has not felt any 
 direct consequences emanating from the sovereign debt crisis that might contain 
access to funding via bank lending. 

Franz Rotter, Chairman of the Management Board of voestalpine Edelstahl GmbH, 
represented an Austrian company producing special steel. He said that any invest-
ment in production facilities in this industry is long term since it involves the 
 setting-up of large production plants and requires an extensive amount of qualified 
workers. Among the driving factors for foreign investment he named the target 
country’s market potential, high training and education levels and a sound legal 
system. Rotter emphasized the need for good relationships between the banking 
sector and the steel industry. He went on to say that he had noticed first signs of 
credit shortages attributable to the ongoing sovereign debt crisis only with respect 
to large-scale investments.

Boris Nemsic, Executive Partner of Delta Partners EPG, has a long-standing 
expertise in the telecommunication business both in CESEE and the CIS coun-
tries. Nemsic strongly emphasized the “innovation power” of the target country as 
the key determinant of investment decisions. He noted that in Russia a great deal 
of innovation happens on the input side via large-scale investment in research and 
development, while innovation output (e.g. in the form of patents) stays behind. 
According to Nemsic, we will have to learn two key lessons if we want to prevent 
Europe from lagging behind the most dynamic markets: (1)  to invest much earlier 
in new target markets showing extraordinary market potential (e.g. Africa), like 
Chinese companies do, and (2) to change our attitude toward increasingly 
technology-based innovation (“mathematics is beautiful”). 
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The dinner speech on the first conference day was delivered by former Ambas-
sador René Nyberg, Chief Executive Officer of the East Office of Finnish Industries. 
Drawing from his professional experience – he represented the Finnish govern-
ment in various positions in Moscow, Brussels, Vienna and Berlin – he compiled a 
selection of  anecdotes illustrating policy challenges in Russia. The country is rich 
in raw materials, arable land and scientific knowledge, although the latter is not 
fully exploited. Russia’s policies over the last few years have been characterized by 
the juxtaposition of stability and reform. High oil prices, for instance, both grant 
stability and allow room for structural reform. Unfortunately, the reform oppor-
tunities provided by the recent crisis were not sufficiently utilized. While public 
finances  remained in order owing to high oil revenues, the current budgetary plan 
provides for excessive spending in the fields of defense, education and pensions. 
Nyberg emphasized the importance of FDI, stating that the Russian government 
had by now openly acknowledged the extraordinary importance of FDI for utiliz-
ing the country’s growth potential. Finland has become the largest investor in 
Russia in per capita terms, particularly in the energy sector. This movement has 
only been possible because Russia carried out a large-scale energy market reform.

Is the Catching-Up Process Sustainable?

Session 3, which was chaired by OeNB Director Peter Mooslechner, investigated the 
sustainability of the catching-up process in the three economic areas under discus-
sion 

In his keynote lecture, Professor Markus Taube from the University of Duisburg-
Essen presented a concise overview of the current state and potential problems of 
the Chinese banking sector, which is still dominated by the country’s four largest 
banks. Currently, the Chinese banking sector appears to be in surprisingly good 
shape. The nonperforming loan ratio is at a record low although some of this 
success has been achieved by massive commercial bank bailouts by the Chinese 

Share of High-Tech Exports in Total Exports

Chart 3

Source: OeNB calculations based on IMF and World Bank data.

Note: The CESEE-10 countries comprise the ten CESEE EU Member States: Bulgaria, Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, 
Romania, Slovakia and Slovenia. CESEE-10 exports include intra-CESEE-10 trade.
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government. By the same token, the relatively positive assessment of the recent 
IMF stress test of Chinese banks has to be interpreted in the light of heavy inter-
ventions by the Chinese supervisory authorities. One of the major challenges for 
the Chinese banking sector is the popping up of regional house price bubbles. 
Also, Chinese banks are still relatively rigid and unable to differentiate interest 
rates according to risk levels. Another source of uncertainty is to be found in the 
role the two different types of shadow banking play in China, making the banking 
system extremely opaque. The first type of shadow banking relates to off-balance 
sheet and company-to-company lending that is not subject to proper regulation. 
What is even more problematic, however, is the second type, i.e. informal shadow 
banking. Shadow-banking poses a major challenge for Chinese supervisory author-
ities.

Anders Åslund, Senior Fellow at the Peterson Institute for International Economics, 
presented facts on the economic and fiscal impact of the global crisis on the  CESEE 
countries. He argued that surging public expenditures are one of the major con-
cerns. Referring to the competitiveness challenge of the CESEE countries, Åslund 
argued that countries with low or no exchange rate flexibility, especially the Baltic 
countries, managed to increase their exports the most. Thus, nominal deprecia-
tion is neither a necessary condition nor actually beneficial for export growth. 
With regard to the current debt crisis, Åslund sees the danger of a serious liquidity 
squeeze and challenging times for the CESEE banking sector. In the course of the 
general discussion ensuing Session 3, he was asked whether his recovery recipe can 
also be transferred to the current crisis situation in the euro area periphery coun-
tries. Åslund had to admit that the Baltic countries started out with exceptionally 
low public debt levels and that their massive wage increases before the crisis made 
it a lot easier for Baltic labor markets to show downward flexibility during the 
 crisis. 

Outstanding Loans from Commercial Banks in % of GDP in 2008

Chart 4

Source: OeNB calculations based on IMF data.

Note: The CESEE-10 countries comprise the ten CESEE EU Member States: Bulgaria, Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, 
Romania, Slovakia and Slovenia.



Conference on European Economic Integration 2011

110  FOCUS ON EUROPEAN ECONOMIC INTEGRATION Q4/11

Jean-Luc Schneider, Deputy Director at the OECD, shared his views on the 
short-term outlook for and long-term convergence in China, Russia and CESEE. 
Short-term prospects are characterized by a sharp slowdown in world trade and 
growth in almost all countries at the end of 2011 and in 2012, combined with a 
high degree of downward risks. Russia and China will follow this European  profile, 
although on a much lower level. The reduction of public ownership and govern-
ment involvement, the encouragement of innovation and research and develop-
ment as well as investment in human capital – a set of measures that are well 
known as the OECD’s “Going for Growth” strategy – can positively affect 
 economic convergence to OECD averages in the long term. While Schneider con-
cluded with the comforting observation that the crisis had increased the pace of 
reforms in the recent past, Mooslechner was not overly optimistic, as he sees the 
economies in question heading toward a much lower equilibrium growth path. 

According to Altin Tanku, Director at the Bank of Albania, the major differ-
ences of the export models in CEE and SEE are their respective geographical 
 distance to the EU, market size and the fact that the CEE countries are EU mem-
bers. The SEE countries managed to keep their export share to EU markets at a 
constant level during the last decade while China’s and Russia’s EU market shares 
even increased. Labor costs and different types of export goods may be responsi-
ble for successfully defending this position, as GDP per capita in Albania and 
 Bosnia are still lower compared to those in China. While CEE is specialized in 
intermediate goods, Albania mainly exports final goods. According to Tanku, the 
SEE countries and Russia are not competing for resources. The same is true for 
China, although some competition for resources might arise in the future. China is 
a supplier of cheap products and a potential customer for minerals and infrastruc-
ture to support its expansion on the EU market. However, China can be regarded 
as a potential threat for resources and markets for SEE. The EU, by contrast, is the 
most important economic and political driving force for the SEE countries. 

Frank Moss, Director General International and European Relations at the ECB, 
discussed the previous contributions to Session 3, drawing the following lessons: 
First, excessive credit growth has emerged as the root of the crisis and foreign 
 currency lending can be considered as a special risk in the CESEE countries. 
 Second, convergence takes time and requires constant efforts in order to be 
 sustainable. Third, maintaining competitiveness is key to sustainable convergence. 
Internal  devaluation aimed at regaining competitiveness can work if the right 
 conditions and policies are in place. Fourth, economic integration with neighbor-
ing countries pays off. Finally, Moss emphasized that entry into the euro area was 
no free lunch.

In the second keynote lecture of the day, Sergey Aleksashenko, Scholar-in-Resi-
dence at the Carnegie Moscow Center, gave a comprehensive overview of Russia’s 
current economic challenges. Taking Vladimir Putin’s reelection in the presiden-
tial elections in March 2012 for granted, Aleksashenko stressed that the current 
decade will be much more difficult for Putin than his previous terms as Russian 
president as Russia now faces a number of new economic challenges: (1) Recovery 
from the 2009 recession is only slow, and growth is rather unstable. (2) Demo-
graphic developments are negative: Russia is going to see a serious decline not only 
in its population, but also in its labor force. Immigration will not be sufficient to 
compensate for this decline. (3) Russia’s current account increasingly depends on 
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oil exports. As a consequence, oil prices have an impact on the balance of  payments 
and, in turn, high oil price volatility can lead to a high volatility of the exchange 
rate of the Russian ruble. Recently Russia has seen a 10% depreciation of the  ruble. 
(4) Moreover, the federal budget heavily depends on oil revenues. (5) There is a 
lack of productive investments. (6) With a GDP contribution of less than 10%, 
Russia’s financial sector is still weak; in addition, banking supervision is relatively 
insufficient. Aleksashenko pointed out that Russia’s economic challenges were 
closely connected with political inefficiencies. For instance, an increase in invest-
ment is impossible without a substantial improvement of the investment climate, 
which requires political reforms (fair courts, law enforcement, protection of prop-
erty rights, fight against corruption, opening the economy and welcoming foreign 
investment).

Banking and Financial Stability in the Light of the Crisis

Panel 2 of the CEEI 2011 was chaired by OeNB Executive Director Andreas Ittner 
and discussed banking and financial stability issues in the light of the current  crisis.

The panelists shared the view that policymakers have taken decisive and deter-
mined action at a global level to stabilize financial markets and restore confidence. 
According to Gianni Franco Papa, Head of CEE Division at UniCredit S.p.A., inter-
national support measures by the IMF and the EU, decisive action by national 
 central banks (i.a. providing liquidity, cooling down lending growth, adjusting 
reserve requirements and making outright foreign exchange market interventions) 
as well as the Vienna Initiative were instrumental in avoiding a fully-fledged finan-
cial crisis in CESEE. Alongside these measures, Dejan Šoškic, Governor of the 
 National Bank of Serbia, also highlighted the importance of country-specific factors 
and policies (e.g. a conservative banking business model before the crisis, or a rise 
in deposit insurance levels) in maintaining confidence in the banking sector. 
Ksenia Yudaeva, Director of the Center of Macroeconomic Research at Sberbank, noted 
that in this regard Russia’s experience differs somewhat from that of CESEE: In 
Russia, the presence of foreign banks is relatively low and banking sector develop-
ments rather depend on international financial markets than on European bank-
ing groups. Thus, all policy measures that helped calm the situation in the global 
financial markets were also helpful in stabilizing the Russian banking sector. Com-
paring the Nordic banking crisis in the early 1990s with the current situation in 
CESEE, Ilkka Salonen, Partner at Septem Partners Oy, noted some similarities, such 
as the slowdown in capital inflows, but also major differences, in particular 
 regarding the underlying causes: For example, in Finland – in addition to a real 
estate bubble – the collapse of the Soviet Union (at that time an important export 
market for Finland) served as a severe shock to the banking system at that time. 

The panelists saw foreign currency loans as an important accelerator of the 
catching-up process in CESEE on the one hand, but said that on the other hand 
they also represented a risk factor that required constantly monitoring. When 
 discussing possible exit strategies, all stakeholders engaged need to be involved, 
 according to Papa. In fact, commercial banks in CESEE have already stopped 
 selling the riskiest sort of products to unhedged borrowers. Šoškic identified the 
lack of available long-term local currency funding as the main reason for the wide-
spread use of foreign currency loans in CESEE, which in many countries carries a 
systemic risk potential and impairs the monetary transmission mechanism. Over-
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all, Papa confirmed that double-digit growth rates in CEE will be impossible to 
maintain in the future and that the region will have to rely on diversification and 
prosperity in the long run. Excecutive Director Ittner asked why financial market 
participants did not learn their lessons from past crises and repeatedly made the 
same mistakes and why public authorities did not take adequate action in the run-
up to a crisis. According to Papa, this is because financial innovation is faster than 
regulation, but also because there is a psychological component at play that sug-
gests that “this time things would be different.” We now need to adapt to a new 
lower-growth environment in which diversification will become more necessary. 
In Salonen’s view, we finally need to realize that banking is a leveraged business 
and that banks earn money by taking on risk, which also makes them vulnerable. 
In this context, Yudaeva pointed out that in spite of progress toward more 
 forward-looking banking regulation, banking and financial crises cannot be 
avoided altogether. In Šoškic’s opinion, markets are as a rule always ahead of 
 regulators, so that the main challenges will be to avoid irrational exuberance, to 
understand markets and to step up cooperation. This view was taken up by Execu-
tive Director Ittner in his summary, in which he favored international cooperation 
over nationalization. 

In addition to the official debates, the two conference days provided a welcome 
opportunity for informal discussions and networking among central bankers, 
 government officials, business and financial sector managers, researchers and jour-
nalists. Both media coverage and the positive feedback from participants  confirmed 
the CEEI’s status as one of the leading forums of discussion on economic and 
 monetary integration in CESEE. 

In their concluding remarks, OeNB Governor Ewald Nowotny recapitulated 
that cooperating in the organization of the CEEI 2011 had been highly rewarding 
for all parties involved. The cooperation had benefited from the complementary 
nature of the two central banks’ regional research focuses and from their long-
standing collaboration in many areas. Seppo Honkapohja, Board Member of Suomen 
Pankki – Finlands Bank, confirmed that he was looking forward to continuing this 
cooperation in 2012: He invited all participants to attend next year’s CEEI, which 
is – for once – to take place in Helsinki on November 26 and 27, 2012.
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2011 marks the 12th year that the OeNB bestowed its Olga Radzyner Award on 
young economists from Central, Eastern and Southeastern Europe (CESEE)
for excellent scientific work on European economic integration. This award
commemorates Olga Radzyner, the former head of the OeNB’s Foreign Research 
Division, who died in a tragic accident in August 1999.

Interest in the award has been rising continually over the years. In 2011, the 
OeNB received 32 submissions from young economists from 15 countries, a great 
number of which was of outstanding quality. The many different aspects related to 
European economic integration covered in the contributions ranged from trade 
and FDI issues, financial integration and financial market developments to fiscal 
and monetary policy issues.

Out of the pool of promising young CESEE economists competing for the 
award, a panel of OeNB reviewers selected four papers, which were considered 
outstanding in terms of originality, overall presentation of the research question 
and analysis, and the use of state-of-the-art methods. On November 21, 2011, at 
the OeNB’s Conference on European Economic Integration (CEEI), Governor 
Ewald Nowotny conferred this year’s award upon:1

– Audrė Bie Bie čǐcǐūnaitė (Lithuania), freelance analyst, and e (Lithuania), freelance analyst, and e Povilas Lastauskas
(Lithuania), PhD student at the University of Cambridge. In their paper, they 
apply a broad-based approach to explain the Baltic countries’ economic
integration at the European level. Assessing different aspects of economic
convergence fostering economic growth in the Baltic region from 1992 to 
2009, they find that besides spatial proximity, trade integration and FDI played 
a decisive role for the successful economic integration of the Baltic countries.

– Olena Havrylchyk (Ukraine), economist at the CEPII Institute in Paris. In her 
paper, she investigates how foreign bank entry impacted on firm entry and exit 
as well as on the size of startup firms in nine CESEE countries from 2002 to 
2005. Havrylchyk finds that the foreign banks’ mode of entry was a key deter-
minant. She concludes that besides the positive effect of foreign bank entry on 
average loan supply in the CESEE economies, both the entry and exit rates of 
firms in opaque (in terms of technology) industries increased and especially 
small and medium-sized enterprises (SMEs) may have faced tighter credit
constraints.

– Osman Rraci (Kosovo), teaching assistant at University College Dardania 
(Kosovo). His paper focuses on the impact of the share of foreign-owned banks 
on obstacles to access to financing and cost of financing of firms in 25 transi-
tion economies in 2005. The analysis based on EBRD-World Bank Business 
Environment and Enterprise Performance Survey (BEEPS) 2005 data indicates 
that both obstacles to access and costs of financing are higher for SMEs
compared to large firms, yet no such effects were observed for exporting and 
foreign-owned firms. Moreover, an increase of the asset share of foreign banks 
indiscriminately affects all firms irrespective of their size.

– Marina Tkalec (Croatia), research assistant at the Zagreb In stitute of Eco-
nomics. Her paper investigates the determinants of deposit euroization in
12 CESEE countries. By applying threshold models, the author focuses on the 

Olga Radzyner Award Winners 2011

1 Winners in alphabetical order.
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nonlinear effects of the exchange rate regime and the interest rate differential 
on deposit euroization. This study finds threshold effects in all CESEE coun-
tries in the sample except for Poland and the Czech Republic. Tkalec concludes 
that exchange rate depreciation has a stronger effect than exchange
rate appreciation both on deposit euroization and on the widening of interest 
rate differentials.
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On November 14, 2011, Richard Baldwin, Professor of International Economics at 
the Graduate Institute, Geneva, who is also Policy Director of the London-based 
Centre for Economic Policy Research (CEPR) and cofounder and editor-in-
chief of Vox.EU, gave the 2011 Global Economy Lecture1 at the OeNB. In his 
 entertaining and interesting presentation entitled “21st-Century Regionalism: Filling 
the Gap between 21st-Century Trade and 20th-Century Trade Rules,” Baldwin
proposed a new way of thinking about globalization and highlighted the implica-
tions of the changing nature of trade for trade negotiations.

In his view, globalization is not a monotonous opening-up of economies by 
 continually lowering border barriers. Rather, it is the story of two major unbun-
dling processes. First, production was unbundled from consumption with the 
steam revolution, which opened up new possibilities in transportation. Conse-
quently, production – while being spread out globally – also became concentrated 
within countries in production clusters. Second, the revolution in information and 
communications technology (ICT) in the mid-1980s led to an unbundling of 
firms, which was associated with “fragmentation of production,” “vertical special-
ization,” or “trade in tasks.” According to Baldwin, distance still matters and we 
are witnessing a new form of regionalism, rather than globalization. The new form 
of trade – connecting factories across borders – implies a trade-investment-ser-
vices nexus. As a consequence, “behind-the-border barriers” (BBBs) have become 
 increasingly important, and therefore modern trade negotiations should no longer 
merely be concerned with tariff negotiations, which are straightforward to multi-
lateralize. Instead, deeper bilateral and regional trade agreements (RTAs) with 
provisions for  investment protection, competition policies, intellectual property 
and free capital flows have surged outside the WTO in an attempt to fill the gov-
ernance vacuum left by the Doha Agenda – a clearly backward-oriented 20th-cen-
tury trade agenda.

However, RTAs have some deficiencies from a global welfare point of view: 
discrimination leads to global inefficiencies, they preserve rather than equalize 
power asymmetries between partners, and they contain no rules of origin. Such 
agreements focus on regulatory change rather than tariff preferences. The newly 
created, more liberal rules then apply to everyone in the domestic market, and 
therefore the welfare effects cannot be assessed using the traditional Vinerian 
framework. Baldwin attributes the attractiveness of RTAs to the fact that emerging 
markets want to attract new factories, which can be offered by the U.S.A., the EU 
and Japan, but not by the WTO. This represents a threat to the WTO as the rule 
maker for global trade. He concluded by stressing the problems of multilateralizing 
behind-the-border measures.

The discussion first revolved around the welfare implications of RTAs. When 
RTAs are not multilateralizable, subsidiarity and learning from best practice may 
lead to a good outcome, even though the WTO only plays a minor role. Moreover, 
many RTAs contain identical provisions, which would make them suitable for
being incorporated into WTO rules. Baldwin also referred to the Single European 

Compiled by 
Julia Wörz

16th Global Economy Lecture: 
Richard Baldwin

1 The Global Economy Lecture is an annual event jointly organized by the Oesterreichische Nationalbank (OeNB) 
and The Vienna Institute for International Economic Studies (wiiw).
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Act and the U.S.-Canada free trade area as early examples of deep RTAs with 
well-studied welfare implications. However, North-South RTAs need more rules 
as Northern firms cannot always trust in Southern governments. Prompted on the 
Doha Round, Baldwin confirmed the apparent deadlock that has arisen from 
 unacceptable requests the U.S.A. made of China. The only way forward would be 
an expansion of the agenda to also include investments in the GATS. Meanwhile, 
he sees the formation of a new multilateral framework through the Trans-Pacific 
Partnership (TTP), currently being negotiated between the U.S.A. and several 
partners, which he compared to a “Single European Act light” and which could 
become a substitute for the WTO, provided more partners find it attractive to 
join.



FOCUS ON EUROPEAN ECONOMIC INTEGRATION Q4/11  117

IMF Regional Economic Outlook: 
Europe – Navigating Stormy Waters

On October 10, 2011, the IMF’s Regional Economic Outlook (REO) for Europe 
was presented at the OeNB. Céline Allard, Deputy Division Chief of the Euro Area 
and EU Policies Division at the IMF, outlined the report’s main findings on the 
advanced economies in Europe, while Lone Christiansen from the IMF’s European 
Department focused on the future outlook and major policy issues for the emerging 
European economies. Bas Bakker, Division Chief of Emerging Europe and Regional 
of the IMF’s European Department, went on to analyze the economic and financial 
linkages between Eastern and Western Europe. In the ensuing discussion, jour-
nalists, OeNB economists and experts from various economic institutions and 
commercial banks raised additional topics and exchanged their views.

The presentation of the REO was chaired by Franz Nauschnigg, Head of the 
OeNB’s European Affairs and International Financial Organizations Division. In 
his opening remarks, Nauschnigg claimed that the “stormy waters” had been 
calmed by the joint anti-crisis intervention of the IMF and the EU. He also pointed 
out that the EU’s and the IMF’s financial support packages, the “Vienna Initiative” 
and the continued exposure of parent banks in Eastern Europe have been successful 
in stabilizing the financial markets and have thus helped reduce CDS and interest 
rate spreads. This reduction in interest rate spreads, for example, helped Austrian 
taxpayers save EUR 2 billion by reducing interest payments over the lifespan of 
loans taken out in 2009 and 2010.

Outlook for Europe – Major Challenges Ahead

Since the beginning of 2011, the world economy has been hit by a number of unfa-
vorable shocks such as the earthquake and tsunami in Japan and the deepening 
 financial strains in euro area financial markets. Hence, a slowdown in economic 
activity is now evident: The IMF projects worldwide growth to come to 4% in 
2011 and 2012, which is about half a percentage point lower than projected in 
spring 2011. As regards Europe, the REO projects growth to slow down from 
2.4% in 2010 to 2.3% in 2011 and to 1.8% in 2012. Growth in the advanced 
 European economies is forecast to slow down from 1.7% in 2010 to 1.6% in 2011 
and 1.3% in 2012, while the emerging European economies are projected to grow 
by 4.4% in 2011 (as in 2010) and by 3.4% in 2012.

In advanced Europe1, tensions have moved from the euro area periphery to some 
core economies. After having experienced divergent recoveries in previous years, 
this region now faces a synchronized slowdown. Capital buffers in banks remain 
thin, and external imbalances still persist. In addition, various global and domestic 
factors further cloud the economic outlook. Financial markets continue to be 
 under pressure, and downside risks remain acute. As regards the policies to be 
taken by advanced Europe in order to reverse the slide, the IMF recommends to 
pursue fiscal consolidation, maintain an accommodative monetary stance and 
strengthen banks’ capital buffers. Confidence in the banking sector has to be 
 restored in order to bring investors back. Crisis management in the euro area 
should go beyond its current scope in order to secure success, and a far more 

Compiled by 
Christina Lerner

1 Advanced Europe refers to the euro area countries plus the Czech Republic, Denmark, Sweden, the United 
Kingdom, Norway, Switzerland, Iceland and Israel.
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 important role should be given to EU-wide regulatory, supervisory and decision-
making bodies.

Emerging Europe2 is now caught in the downward trend observed for the 
 advanced countries: Growth is projected to remain at 4.4% in 2011 and then to 
decline to 3.4% in 2012 due to the current global economic slowdown. Growth 
differentials, which had been large in 2009 and 2010, will diminish, due to both a 
pickup in the Baltic countries and Southeastern Europe and a slowdown of domestic 
demand growth in those countries which had expanded fastest, such as Turkey and 
the European CIS countries. The successful integration of emerging Europe has 
led to increasing spillovers between advanced and emerging Europe. But down-
ward risks dominate: An escalation of the crisis would affect emerging Europe via 
trade and financial linkages. Production chains have become highly integrated 
across borders, and Western European banks have come to dominate emerging 
Europe’s banking systems. Fiscal vulnerabilities are still high in many countries, 
and the crisis has left the region with large stocks of nonperforming loans (NPLs): 
In most countries, NPL ratios amount to above 10% of total loans. Policy action to 
be taken in emerging Europe should focus on reducing vulnerabilities by rebuilding 
fiscal buffers and cleaning up NPLs.

Bakker went on to present an in-depth analysis of the economic and financial 
linkages between Eastern and Western Europe. He stated that there were linkages 
through various channels, such as trade, cross-border production chains, FDI and 
the co-movement of spreads. Western European imports from and exports to 
 CESEE have increased rapidly, making CESEE now a more important export 
 market for Western Europe than Asia. Production chains have become deeply 
 integrated, in particular those of Germany or Austria with Central Europe. Financial 
linkages have increased, too, with Western European banks dominating in most 
CESEE countries. Austrian and Greek banks have a particularly large exposure to 
CESEE. In addition, financial and trade linkages have become more interdepen-
dent – shocks in capital flows going one way are soon followed by trade shocks 
 going the other way. In addition, financial and trade linkages are reinforced by 
FDI, which comes mostly from Western Europe.

Austria’s trade integration with both Western Europe and CESEE has deepened: 
Austrian exports benefited from growth in CESEE during the period from 2003 
to 2008, with export growth coming to 7.2% (instead of 4.9% without exports to 
CESEE), but the Austrian economy suffered severely during 2009. Furthermore, 
financial spillovers from Western banks are substantial as financing from Western 
banks fueled credit and domestic demand booms in CESEE and boosted imports 
from Western Europe. In view of all these spillovers, policymakers need to switch 
to (fiscal policy or macroprudential) tools that are still effective in interlinked 
economies and provide for more coordination with home supervisors. In addition, 
if cross-border linkages amplify business cycles, policymakers must be prepared to 
use their tools more aggressively.

In addition, Bakker presented an analysis of long-term growth differentials within 
Europe. He pointed out that the past decade had seen large differences in per 
 capita GDP growth rates in Europe. To a large extent, these differences reflected 

2 Emerging Europe refers to Albania, Belarus, Bosnia and Herzegovina, Bulgaria, Croatia, Hungary, Latvia, 
Lithuania, FYR Macedonia, Moldova, Montenegro, Poland, Romania, Russia, Serbia, Turkey and Ukraine.
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the ongoing convergence process, but macro-policies and barriers to growth had 
an important influence as well. Domestic demand boom-busts hurt long-term 
growth, whereas low public debt and low corporate tax rates boost long-term 
growth. Labor market flexibility helps, as it fosters employment and labor market 
participation. Lessons from the Netherlands and Sweden have shown that it is 
 possible to escape low-growth traps: Both countries took measures to correct 
macroeconomic imbalances and implement structural reforms. Hence, the lessons 
to be drawn for current poor performers would be: Reforms work, but they take 
time. They should be comprehensive and address both macroeconomic imbalances 
and structural rigidities. Moreover, reforms are not only helpful for boosting the 
catching-up process of poorer countries within Europe, but also for extending the 
European technology frontier and reducing the productivity and innovation gap 
between Europe and the U.S.A.

The question and answer session at the end of the presentation was dominated 
by questions on Erste Bank’s profit warning. Both Bakker and Nauschnigg gave 
reassuring messages concerning Austrian banks’ exposure in CESEE.
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This section provides tables detailing selected economic indicators for Albania, 
Bosnia and Herzegovina, FYR Macedonia,1 Serbia, Montenegro and Ukraine, i.e. 
CESEE countries not covered in the Recent Economic Developments section.

Conventions used

x = No data can be indicated for technical reasons
. . = Data not available at the reporting date
Discrepancies may arise from rounding.

Statistical Annex

1 Former Yugoslav Republic of Macedonia. 

Table 1

Gross Domestic Product

2004 2005 2006 2007 2008 2009 2010

Annual real change in %

Albania 5.7 5.7 5.4 5.9 7.5 3.3 4.1
Bosnia and Herzegovina 6.3 3.9 6.0 6.2 5.7 –3.0 0.7
FYR Macedonia 4.6 4.4 5.0 6.1 5.0 –0.9 1.8
Serbia 8.3 5.6 5.2 6.9 5.5 –3.1 1.8
Montenegro 4.4 4.2 8.6 10.7 6.9 –5.7 2.5
Ukraine 12.1 2.7 7.3 7.9 2.3 –14.8 4.2

Source: wiiw.

Table 2

Industrial Production

2004 2005 2006 2007 2008 2009 2010

Annual real change in %

Albania 14.1 11.7 12.1 –9.7 8.7 7.2 20.0
Bosnia and Herzegovina 12.0 10.8 11.5 6.4 11.0 –3.3 1.6
FYR Macedonia –2.2 7.1 3.6 3.7 5.5 –7.7 –4.3
Serbia 7.1 0.8 4.7 3.7 1.1 –12.1 2.9
Montenegro 13.8 –1.9 1.0 0.1 –2.0 –32.2 17.5
Ukraine 12.5 3.1 6.2 7.6 –5.2 –21.9 11.2

Source: wiiw.

Table 3

Average Gross Wages – Total Economy

2004 2005 2006 2007 2008 2009 2010

Annual change in %

Albania 2.8 5.0 9.2 25.2 2.2 14.1 6.2
Bosnia and Herzegovina1Bosnia and Herzegovina1Bosnia and Herzegovina 12.0 10.8 11.5 6.4 11.0 -3.3 1.6
FYR Macedonia 4.1 2.7 8.0 4.8 8.7 14.1 1.0
Serbia 23.7 24.1 24.4 22.0 17.9 -3.3 7.5
Montenegro 11.7 7.8 15.6 31.7 22.5 5.6 11.2
Ukraine 27.6 36.7 29.2 29.7 33.7 5.5 17.5

Source: wiiw.
1 Net wages.
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Table 4

Unemployment Rate

2004 2005 2006 2007 2008 2009 2010

%

Albania1Albania1Albania 14.4 14.1 13.8 12.9 12.7 13.9 13.5
Bosnia and Herzegovina1Bosnia and Herzegovina1Bosnia and Herzegovina 43.2 44.1 44.1 42.5 40.6 42.4 42.7
FYR Macedonia2 37.2 37.3 36.0 34.9 33.8 32.2 32.0
Serbia2 18.5 20.8 20.9 18.1 13.6 16.1 19.2
Montenegro2 27.7 30.3 29.6 19.3 17.2 19.3 19.6
Ukraine2 8.6 7.2 6.8 6.4 6.4 8.8 8.1

Source: wiiw.
1 Registered, end of period.
2 Labor force survey, period average.

Table 5

Industrial Producer Price Index

2004 2005 2006 2007 2008 2009 2010

Period average, annual change in %

Albania1Albania1Albania 12.2 4.9 0.8 3.5 6.5 –1.6 0.3
Bosnia and Herzegovina2 2.3 –0.6 3.4 4.6 6.9 –3.1 0.0
FYR Macedonia 0.9 3.2 7.3 2.5 10.3 –6.5 8.5
Serbia 9.1 14.2 13.3 5.9 12.4 5.6 12.7
Montenegro 5.8 2.1 3.6 8.5 14.0 –3.9 –0.9
Ukraine 20.5 16.7 9.6 19.5 35.5 6.5 20.9

Source: wiiw, national sources.
1 Manufacturing industry.
2 Federation of Bosnia and Herzegovina.

Table 6

Consumer Price Index

2004 2005 2006 2007 2008 2009 2010

Period average, annual change in %

Albania 2.9 2.4 2.4 2.9 3.4 2.3 3.5
Bosnia and Herzegovina 0.8 3.0 6.2 1.5 7.5 –0.4 2.1
FYR Macedonia –0.4 0.5 3.2 2.3 8.3 –0.8 1.6
Serbia 11.4 16.2 11.7 7.0 13.5 8.6 6.8
Montenegro 2.4 2.3 3.0 4.2 7.4 3.4 0.5
Ukraine 9.0 13.5 9.1 12.8 25.2 15.9 9.4

Source: wiiw.
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Table 7

Trade Balance

2004 2005 2006 2007 2008 2009 2010

% of annual GDP

Albania –21.7 –22.5 –23.1 –26.9 –27.4 –26.4 –23.5
Bosnia and Herzegovina –45.1 –45.2 –34.6 –37.2 –38.2 –27.8 –25.9
FYR Macedonia –20.6 –17.8 –19.1 –19.8 –26.2 –23.1 –21.1
Serbia –27.3 –21.1 –21.4 –24.8 –26.0 –17.7 –16.4
Montenegro –24.9 –28.3 –39.5 –60.0 –68.1 –46.0 –42.4
Ukraine 5.8 –1.3 –4.8 –7.4 –8.9 –3.7 –6.1

Source: wiiw.

Table 8

Current Account Balance

2004 2005 2006 2007 2008 2009 2010

% of annual GDP

Albania –5.8 –9.0 –6.6 –10.5 –15.6 –15.2 –11.8
Bosnia and Herzegovina –16.2 –17.1 –8.0 –10.7 –14.0 –6.3 –6.1
FYR Macedonia –8.1 –2.5 –0.4 –7.1 –12.8 –6.7 –2.8
Serbia –13.8 –8.8 –10.1 –17.7 –21.6 –7.2 –7.2
Montenegro –7.2 –8.5 –24.7 –40.2 –51.3 –30.1 –25.1
Ukraine 10.6 2.9 –1.5 –3.7 –7.1 –1.5 –2.1

Source: wiiw.

Table 9

Net FDI Inflows

2004 2005 2006 2007 2008 2009 2010

% of annual GDP

Albania 4.5 3.2 3.5 5.9 6.9 7.7 9.3
Bosnia and Herzegovina 6.9 5.6 6.2 13.5 5.3 1.4 1.1
FYR Macedonia 5.8 1.6 6.6 8.5 6.1 2.0 3.2
Serbia 4.1 6.2 14.3 6.4 5.6 4.8 3.0
Montenegro 3.0 21.0 21.9 21.2 18.9 35.8 17.8
Ukraine 2.6 8.7 5.3 6.5 5.5 4.0 4.2

Source: wiiw.

Table 10

Reserve Assets Excluding Gold

2004 2005 2006 2007 2008 2009 2010

End of period, % of annual GDP

Albania 16.7 17.9 18.5 18.1 18.3 18.4 20.8
Bosnia and Herzegovina 21.8 24.6 28.3 30.8 25.5 25.6 26.1
FYR Macedonia 14.7 21.4 25.1 23.5 20.3 21.3 21.4
Serbia 15.9 23.5 38.0 33.2 24.3 35.6 32.9
Montenegro 2.0 3.4 8.0 9.7 7.0 5.8 5.3
Ukraine 13.4 23.2 19.3 20.8 17.8 21.2 24.1

Source: wiiw.
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Table 11

Gross External Debt

2004 2005 2006 2007 2008 2009 2010

End of period, % of annual GDP

Albania 23.4 25.1 26.2 28.4 36.2 38.7 42.3
Bosnia and Herzegovina1Bosnia and Herzegovina1Bosnia and Herzegovina 25.3 25.3 21.1 18.2 17.2 21.8 25.7
FYR Macedonia 46.8 52.5 47.9 47.6 49.2 56.4 59.5
Serbia 49.8 60.1 60.9 60.2 64.6 77.9 82.0
Montenegro 29.3 28.3 23.5 17.2 15.6 23.5 29.4
Ukraine 43.1 48.5 48.2 52.2 58.6 85.8 85.0

Source: wiiw.
1 Gross external public debt.

Table 12

General Government  Balance

2004 2005 2006 2007 2008 2009 2010

% of GDP

Albania –5.1 –3.5 –3.3 –3.5 –5.5 –7.0 –3.1
Bosnia and Herzegovina 1.6 2.4 2.9 1.2 –2.2 –4.5 –4.5
FYR Macedonia 0.0 0.2 –0.5 0.6 –0.9 –2.7 –2.5
Serbia 0.9 1.0 –1.6 –2.0 –2.6 –4.5 –4.6
Montenegro –2.0 –1.7 1.6 6.7 0.5 –2.3 –3.2
Ukraine –3.2 –1.8 –0.7 –1.1 –1.5 –4.1 –5.9

Source: wiiw.

Table 13

Gross General Government Debt 

2004 2005 2006 2007 2008 2009 2010

% of annual GDP

Albania 57.7 58.1 56.0 53.9 55.2 61.6 61.0
Bosnia and Herzegovina 25.5 25.6 22.0 29.8 30.8 35.4 39.1
FYR Macedonia 42.6 46.9 39.9 33.3 28.7 32.0 34.0
Serbia 50.7 52.1 37.3 29.8 27.9 32.6 36.0
Montenegro 44.5 38.6 32.6 26.3 29.0 38.2 42.0
Ukraine 24.7 17.7 14.8 12.3 20.0 34.8 39.8

Source: wiiw.
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Table 14

Broad Money

2004 2005 2006 2007 2008 2009 2010

End of period, annual nominal change in %

Albania (M2) 8.2 11.7 7.4 9.6 7.4 8.7 4.5
Bosnia and Herzegovina (M2) 21.0 17.6 21.1 25.1 13.4 –1.6 7.3
FYR Macedonia 17.0 15.0 25.0 29.3 11.2 6.0 12.2
Serbia (M3) 31.2 39.1 38.3 42.5 9.8 21.5 12.9
Montenegro (M21) 10.6 58.7 82.9 71.9 –14.3 . . . .
Ukraine 31.9 54.4 34.5 51.7 30.2 –5.5 22.7

Source: European Commission, wiiw.

Table 15

Official Key Interest Rate

2004 2005 2006 2007 2008 2009 2010

End of period, %

Albania (refinancing base rate) 5.3 5.0 5.5 6.3 6.3 5.3 5.0
Bosnia and Herzegovina1Bosnia and Herzegovina1Bosnia and Herzegovina x x x x x x x
FYR Macedonia2 10.0 8.5 5.7 4.8 7.0 8.5 4.1
Serbia (two-week repo rate)3 16.4 19.2 14.0 10.0 17.8 9.5 11.5
Montenegro4 x x x x x x x
Ukraine (refinancing rate)5 9.0 9.5 8.5 8.0 12.0 10.3 7.8

Source: Eurostat, Bloomberg, wiiw, IMF.
1 Currency board.
2 Monthly weighted average interest rate on Central Bank Bills auctions (28 days).
3 2002–2005: Weighted average interest rates on securities used in open market operations by Narodna banka Srbije.
4 Unilateral euroization.
5 Average.

Table 16

Exchange Rate

2004 2005 2006 2007 2008 2009 2010

Period average, national currency per EUR 

Albania 127.67 124.19 123.08 123.63 122.80 132.06 137.79
Bosnia and Herzegovina 1.96 1.96 1.96 1.96 1.96 1.96 1.96
FYR Macedonia 61.34 61.30 61.19 61.18 61.27 61.27 61.52
Serbia 72.57 82.91 84.19 79.98 81.47 93.94 102.90
Montenegro x x x x x x x
Ukraine 6.61 6.39 6.34 6.92 7.71 10.87 10.53

Source: wiiw, national sources, Thomson Reuters.
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Periodical Publications

See www.oenb.at for further details.

Geschäftsbericht (Nachhaltigkeitsbericht) German
Annual Report (Sustainability Report) English
This report reviews the OeNB’s mandate, responsibilities and organization as well as the monetary 
policy of the Eurosystem, economic conditions and developments both in the financial markets and 
in financial market supervision during the reporting year. Furthermore, it contains the OeNB’s 
financial statements, Intellectual Capital Report and Environmental Statement.

Geldpolitik & Wirtschaft German
Monetary Policy & the Economy English
This quarterly publication analyzes current cyclical developments, provides medium-term macro-
economic forecasts and presents studies on central banking and economic policy topics. It also 
provides summaries of macroeconomic workshops and conferences organized by the OeNB.

Finanzmarktstabilitätsbericht German
Financial Stability Report English
This semiannual report contains analyses of Austrian and international developments with an impact 
on financial stability and studies designed to offer in-depth insights into specific financial stability-
related topics.

Focus on European Economic Integration English
This quarterly publication provides analyses on the Central, Eastern and Southeastern European 
(CESEE) region. Contributions include studies dealing with macrofinancial and monetary integra-
tion as well as economic country analyses and cross-regional comparisons.

Statistiken – Daten & Analysen German, English summaries
This quarterly publication contains analyses of Austrian financial institutions, cross-border trans-
actions and positions as well as financial flows. Some 200 tables provide information about macro-
economic, financial and monetary indicators. On the OeNB’s website, these tables are also available 
in English. In addition, this series includes special issues on selected statistics topics published at 
irregular intervals.

Research Update English
This quarterly newsletter is published online (www.oenb.at/research-update) and informs readers about 
selected findings, research topics and activities of the OeNB’s Economic Analysis and Research 
Department.

Proceedings of OeNB Workshops German, English
These proceedings contain papers presented at OeNB workshops at which national and international 
experts discuss monetary and economic policy issues.

Working Papers English
This series provides a platform for the publication of studies by OeNB or other economists on 
particular monetary policy topics.

Conference Proceedings of the OeNB’s Economic Conference English
These proceedings contain contributions to the OeNB’s annual Economics Conference, an inter-
national platform for exchanging views and information on monetary and economic policy as well as 
financial market issues.

Conference Proceedings of the OeNB’s Conference on 
European Economic Integration English
These proceedings contain contributions to the OeNB’s annual Conference on European Economic 
Integration (CEEI), which focuses on Central, Eastern and Southeastern European issues and the 
ongoing EU enlargement process.

Publications on Banking Supervision German, English
For an overview, see
http://www.oenb.at/enhttp://www.oenb.at/enhttp://www.oenb.at/ /presse_pub/period_pub/finanzmarkt/barev/barev.jsp



FOCUS ON EUROPEAN ECONOMIC INTEGRATION Q4/11  129

Addresses

 Postal address Telephone/Fax/E-mail  

Head Office
Otto-Wagner-Platz 3 PO Box 61 Tel: (+43-1) 404 20-6666 
1090  Vienna,  Austria 1011 Vienna,  Austria  Fax: (+43-1) 404 20-2399 
Internet: www.oenb.at  E-mail: oenb.info@oenb.at

Branch Offices
Northern Austria Branch Office  
Coulinstraße 28 PO Box 346 Tel: (+43-732) 65 26 11-0
4020 Linz,  Austria 4021 Linz,  Austria Fax: (+43-732) 65 26 11-6399
  E-mail: regionnord@oenb.at

Southern Austria Branch Office
Brockmanngasse 84  PO Box 8  Tel: (+43-316) 81 81 81-0
8010 Graz,  Austria 8018 Graz,  Austria Fax: (+43-316) 81 81 81-6799
  E-mail: regionsued@oenb.at

Western Austria Branch Office  
Adamgasse 2 Adamgasse 2 Tel: (+43-512) 594 73-0
6020 Innsbruck,  Austria 6020 Innsbruck,  Austria Fax: (+43-512) 594 73-6599
  E-mail: regionwest@oenb.at

Representative Offices
New York Representative Office  Tel: (+1-212) 888-2334 
Oesterreichische Nationalbank  Fax: (+1-212) 888-2515
450 Park Avenue, Suite 1202    
10022 New York, U.S.A.

Brussels Representative Office  Tel: (+32-2) 285 48-41, 42, 43
Oesterreichische Nationalbank  Fax: (+32-2) 285 48-48
Permanent Representation of  Austria to the EU
Avenue de Cortenbergh 30  
1040 Brussels, Belgium
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