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Economic Watch 
Cross-Country Emerging Markets Analysis 

Emerging Europe feels first spill-overs 
from Eurozone crisis 

• Emerging Europe undershoots 
Eastern Europe (EE) countries are being especially penalized by punished by global risk 
aversion, especially when comparing with other Emerging Markets (EM), such as Latin 
America and especially Southeast Asia. 

EMBI Global spreads for the Europe region more than doubled between the beginning of 
July and the first days of October, narrowing the negative gap they had with Latam and 
widening the differential with Asian countries (Chart 1). The trend was partially reversed by 
the end of October, but levels for these risk variables remain above the average for July/10-
June/11. Croatia, Hungary and, in a lesser extent Lithuania, show the worst relative 
performance, as current EMBI spreads are not far away from October maximums (Chart 2). 
Exchange rates have significantly depreciated against the euro in the last 3 months, leaded 
by the Hungarian forint (14.6%) (Chart 3). The Russian ruble and the Turkish lira were also 
heavily affected initially, but rapidly appreciated afterwards. 

• Global risk aversion and the fiscal situation are not behind the 
undershooting 
---- Global risk aversion spreads rapidly through the so called “marginal calls”. As portfolio 

managers are required to reduce risk exposure, the negative effects use to be amplified 
for countries with higher relative shares in global indexes (EMBI or MSCI). In this sense, 
Turkey and Russia are the clear big players (both a 9% in EMBI and Russia a 7% in 
MSCI), followed by Poland and Hungary (Charts 4&5). However, Russia and Turkey 
have not been specially penalized and the rest of the region exposure to international 
indexes is not especially relevant. 

---- The fiscal situation of the region remains an asset and is not a good candidate to 
explain the divergence with the rest of the emerging markets. Except in Hungary, 
where public debt-to-GDP ratio remains over 60% the fiscal situation of the rest of the 
countries is not especially worrisome (Chart 6). Estonia, Turkey and Russia maintain 
almost balanced budgets projected for 2011 and low public debt. Then there is a large 
group of low-medium debt but high-deficit levels, composed by Romania, Serbia, 
Croatia, Latvia, Lithuania, Slovenia, Slovakia and Poland. 

• Trade, capital flows, bank dependence and currency mismatch place 
important idiosyncratic regional risks 
---- The trade Channel:  Reliance on Eurozone demand is considerably high in some EE 

markets. That is especially the case of Hungary, Slovakia and Slovenia, with a share of 
exports to GDP (a combination of exports share and trade openness) above 30% 
Estonia, also a member of the Eurozone, has a ratio of 25% and then Bulgaria, 
Macedonia, Poland, Romania and Lithuania present values in a range of 14-18% (Chart 7). 
The less exposed countries in this sense are Croatia, Russia, Latvia, Serbia and Turkey, 
with ratios between 7% and 9%.In fact, Central and Eastern Europe is the emerging 
region with the bigger loss of trade momentum since the beginning of the year, 
showing relatively strong declines of exports during the summer (Chart 8).
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---- TheTrade Finance Channel:  One of the triggers of trade collapse after Lehman’s 
episode was the heavy tightening of trade finance. Fears of a repetition of these events 
have been detected in recent banking surveys. The latest Emerging Countries Lending 
Conditions shows some tightening in EM lending conditions, although we are still far 
away from the Lehman´s collapse situation. According to the report, funding 
conditions in international emerging markets deteriorated significantly in the 3Q, with 
Emerging Europe showing the hardest tightening, followed by Asia and Latam (Chart 
9). This is especially true in the case of trade finance where Emerging Europe appears 
as the most tightened region (Chart 10).French banks are the major providers, with 
around a World share of 25% and close to a 40% in Export Credit Agencies (ECA) 
transactions (Chart 11). These high ratios suggest potential high spill-overs if European 
crisis intensifies and trade finances come to a halt. In fact, some analysts’ signal that the 
sudden stop in trade finance by European Banks is already in place. 

---- Sudden Stop in Capital flows: A sudden stop in capital inflows could have a significant 
impact in some EE countries due to several reasons: 

•••• External debt remains high in some of the countries: Latvia and Hungary are in 
the worst position, with ratios over GDP around 150%, but other countries overpass 
the 100% mark (Estonia, Croatia, Bulgaria, Lithuania and Serbia) (Chart 12). Finally, 
Turkey and Russia positions remain comfortable (less than 40% of GDP). The 
external burden with respect to the Eurozone is significant in Bulgaria and 
Hungary, with ratios between 34% and 45%, and, to a lesser extent, in Macedonia, 
and Romania, (above 20%). 

•••• External financing needs are also worrisome: EBRD projections for 2011 show 
significant current account deficits for Turkey (10.3%) and Serbia (7.7%) and to a 
lesser extent in Macedonia (5.5%), Poland (4.8%) and Romania (4.5%) (Chart 13). 
However, none of them are in the top of short-term external debt ratios (25% of 
GDP or less). 

•••• International reserve adequacy to cope with a potential sudden stop is not 
homogeneous    across the region. Russia plays its own league due to oil revenues 
and has as a ratio to short-term external debt of more than 300% (Chart 14). Serbia 
and Romania are also above 100%,. However, international reserves do not cover 
short term external debt in some countries, posing special risk (Turkey, Croatia and 
Hungary and the Baltic countries). 

---- Bank lending channel:    Loans to deposit ratios are normally high across the region and 
normally banks rely on alternative sources to finance credit, the main candidates being 
the wholesale markets and the foreign parent banks (usually Nordic, Italian, German 
and Austrian banks) (Chart 15). As parent banks are facing increasing difficulties and 
recapitalization needs are now higher, there is a risk of relying or stop credit to their 
emerging Europe branches. In this sense, foreign owned banks have a very significant 
presence in the Baltic and Balkan countries, as well as in Slovakia, Romania and Poland. 

---- Currency Mismatch:    The highest risk for the region is the general practice (with some 
exceptions as Turkey) of foreign currencies denominated liabilities (“currency 
mismatch”). An important share of loans (consumer, housing and corporate) is 
denominated in Euros or Swiss francs (Chart 16). Thus, any depreciation of foreign 
exchange rates implies the facto a monetary tightening. This places significant risks for 
households, corporate and the financial system balance sheets. As the later is still 
recovering from the previous crisis, a new round of exchange rates depreciation would 
increase non-performing loans again, rising tensions in Eastern Europe bank balance 
sheets (and their headquarters in West Europe). Thus, maintaining foreign exchange 
stability should constitute a primer goal in macro-prudential policies. This is especially 
the case of Hungary, Latvia and Croatia. Last, but not least, Hungary´s intention to limit 
the amount to be paid by households in foreign exchange denominated loans 
translates directly the risks to bank balance sheets. 



 

Page 3 

Economic Watch 
Madrid, 21st November 2011 

 

 

Chart 1 

EMBI Global spread by Region 
Basis points     

Chart 2    
EMBI Global spread in Emerging Europe 
Change in bp since 29/07/11 
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Source: BBVA Research and Haver     Source: BBVA Research and Haver 

Chart 3 

Exchange rate against the Euro 
Change in % since 29/07/11 
+ (-) indicates appreciation (depreciation)     

Chart 4 

EMBI weights by country 
As a % of total indexes 
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Source: BBVA Research and Haver     Source: BBVA Research and JPMorgan 

Chart 5 

MSCI weights by country 
As a % of total index     

Chart 6 

Fiscal vulnerability 
As a % of GDP 
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Chart 7 

Exports exposure to Eurozone in Emerging Europe. 
Exports to Eurozone  as a % of total exports     

Chart 8 

Trade momentum by Region 
Quarterly change of exports in 3m average (%) 
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Chart 9 

Banks funding conditions in international 
markets .Change in 3Q11 (net answers in pp)     

Chart 10 

International Trade Finance Conditions Index 
Basis points 
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Source: IIF     Source: IIF 

Chart 11    
Banks by market share in trade finance 
As a % of total     

Chart 12    
External debt in Emerging Europe 
As a % of GDP 
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Chart 13 

External Vulnerability: International Reserves 
and current account deficit      

Chart 14 

International reserves in Emerging Europe 
As a % of short-external term debt 
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Source: BBVA Research and EBRD     Source: EBRD 

Chart 15 

Emerging Europe: Bank links with Eurozone 
Share of Eurozone owned asset in total assets     

Chart 16 

FX credit in Emerging Europe 
In % of total loans 
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DISCLAIMER 

This document and the information, opinions, estimates and recommendations expressed herein, have been prepared by Banco Bilbao Vizcaya Argentaria, S.A. 
(hereinafter called “BBVA”) to provide its customers with general information regarding the date of issue of the report and are subject to changes without prior 
notice. BBVA is not liable for giving notice of such changes or for updating the contents hereof. 

This document and its contents do not constitute an offer, invitation or solicitation to purchase or subscribe to any securities or other instruments, or to 
undertake or divest investments. Neither shall this document nor its contents form the basis of any contract, commitment or decision of any kind. 

Investors who have access to this document should be aware that the securities, instruments or investments to which it refers may not be appropriate 
for them due to their specific investment goals, financial positions or risk profiles, as these have not been taken into account to prepare this report. 
Therefore, investors should make their own investment decisions considering the said circumstances and obtaining such specialized advice as may be 
necessary. The contents of this document is based upon information available to the public that has been obtained from sources considered to be reliable. 
However, such information has not been independently verified by BBVA and therefore no warranty, either express or implicit, is given regarding its accuracy, 
integrity or correctness. BBVA accepts no liability of any type for any direct or indirect losses arising from the use of the document or its contents. Investors 
should note that the past performance of securities or instruments or the historical results of investments do not guarantee future performance. 

The market prices of securities or instruments or the results of investments could fluctuate against the interests of investors. Investors should be aware 
that they could even face a loss of their investment. Transactions in futures, options and securities or high-yield securities can involve high risks and are 
not appropriate for every investor. Indeed, in the case of some investments, the potential losses may exceed the amount of initial investment and, in 
such circumstances, investors may be required to pay more money to support those losses. Thus, before undertaking any transaction with these 
instruments, investors should be aware of their operation, as well as the rights, liabilities and risks implied by the same and the underlying stocks. 
Investors should also be aware that secondary markets for the said instruments may be limited or even not exist. 

BBVA or any of its affiliates, as well as their respective executives and employees, may have a position in any of the securities or instruments referred to, 
directly or indirectly, in this document, or in any other related thereto; they may trade for their own account or for third-party account in those securities, 
provide consulting or other services to the issuer of the aforementioned securities or instruments or to companies related thereto or to their shareholders, 
executives or employees, or may have interests or perform transactions in those securities or instruments or related investments before or after the 
publication of this report, to the extent permitted by the applicable law. 

BBVA or any of its affiliates´ salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to its clients 
that reflect opinions that are contrary to the opinions expressed herein. Furthermore, BBVA or any of its affiliates’ proprietary trading and investing businesses 
may make investment decisions that are inconsistent with the recommendations expressed herein. No part of this document may be (i) copied, photocopied 
or duplicated by any other form or means (ii) redistributed or (iii) quoted, without the prior written consent of BBVA. No part of this report may be copied, 
conveyed, distributed or furnished to any person or entity in any country (or persons or entities in the same) in which its distribution is prohibited by law. 
Failure to comply with these restrictions may breach the laws of the relevant jurisdiction. 

In the United Kingdom, this document is directed only at persons who (i) have professional experience in matters relating to investments falling within article 
19(5) of the financial services and markets act 2000 (financial promotion) order 2005 (as amended, the “financial promotion order”), (ii) are persons falling 
within article 49(2) (a) to (d) (“high net worth companies, unincorporated associations, etc.”) Of the financial promotion order, or (iii) are persons to whom an 
invitation or inducement to engage in investment activity (within the meaning of section 21 of the financial services and markets act 2000) may otherwise 
lawfully be communicated (all such persons together being referred to as “relevant persons”). This document is directed only at relevant persons and must not 
be acted on or relied on by persons who are not relevant persons. Any investment or investment activity to which this document relates is available only to 
relevant persons and will be engaged in only with relevant persons.The remuneration system concerning the analyst/s author/s of this report is based on 
multiple criteria, including the revenues obtained by BBVA and, indirectly, the results of BBVA Group in the fiscal year, which, in turn, include the results 
generated by the investment banking business; nevertheless, they do not receive any remuneration based on revenues from any specific transaction in 
investment banking. 

BBVA is not a member of the FINRA and is not subject to the rules of disclosure affecting such members.  

“BBVA is subject to the BBVA Group Code of Conduct for Security Market Operations which, among other regulations, includes rules to prevent and 
avoid conflicts of interests with the ratings given, including information barriers. The BBVA Group Code of Conduct for Security Market Operations is 
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