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Emerging Markets Briefer    
   

 Slovakia 
Macro Outlook 

 The latest macro data shows that the economic slowdown will be greater than expected. 
Recession in Western Europe is affecting the export-heavy Slovak economy hard after the 
demand for cars, TV sets and other goods have collapsed. Q1 GDP should be in negative 
territory.  

 The official Slovak government’s GDP growth forecast this year is 2.4%, but Prime 
Minister Robert Fico has said that a contraction in GDP growth is possible.  

 The decline of economic activity is reflected in the sharp rise in unemployment.  

FX & Monetary Policy 
 Slovakia joined the euro in January 2009 and monetary policy will therefore ‘shadow’ the 

ECB going forward. 

Risk Factors 
 Slovakia’s President Ivan Gasparovic was re-elected for a second term. Being a close ally 

of Prime Minister Fico, Gasparovics’ victory in the presidential elections has confirmed 
Fico’s strong popularity just a year before general elections in Slovakia.  

 The Slovak government is fighting the economic crisis with a stimulus package including, 
for example, a scrub subsidy.  

 The government stimulus package will put significant pressure on the 3% of GDP budget 
deficit limit set by the EU.   

 The Slovak Finance Ministry has already signalled that the budget deficit could exceed the 
3% limit.  

 

Exports suffer from recession in 
Eurozone  Unemployment rising rapidly 
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SKK 

Credit rating: 

S&P: A+ (stable) 

Currency regime: 

Slovakia has joined the euro 

Inflation target: 

As ECB � below 2% 
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 Hungary 
Macro Outlook 

 The crisis in the Hungarian economy is worsening. In Q4 08 GDP contracted by 2.3% y/y 
compared to 0.8% y/y growth in Q3 08. Looking ahead GDP is likely to drop by at least 
5% in 2009. 

 The drop in economic activity is broadly based, but we are especially concerned that 
private consumption is caving in on the back of the continued sell-off in the forint. 

 Hungarian industrial production also contributed to the drop in economic activity; it has 
continued to plunge and reached a new low of -25.4% y/y in February. 

FX & Monetary Policy 
 Hungarian inflation has dropped for seven months in a row and is now at 3.0% y/y, which 

is in line with the Hungarian central bank’s (MNB) inflation target. The drop in inflation 
has mainly been driven by the sharp drop in economic activity. However, the weakening of 
the forint is limiting the downside to inflation and signs of stability are beginning to show. 
We expect Hungarian inflation to average 2.7% y/y in 2009 

 The stabilisation of Hungarian inflation is limiting the possibility of additional monetary 
easing – the MNB has lowered rates by a total of 200bp since last November. Furthermore, 
the MNB is concerned that the sell-off in the forint could further rattle the already fragile 
Hungarian financial system. Therefore we expect the MNB to continue its wait-and-see 
stance in monetary policy for some time to come. We are looking for one cut of 25bp 
down to 9.25% in the coming six months.   

Risk Factors 
 Hungary has secured a USD25bn rescue package from the IMF, the World Bank and the 

EU. This has been helpful, but has not been enough to calm investors who are still 
focusing on the weak fundamentals of the Hungarian economy. The Hungarian forint 
traded at an all-time low against the euro in the beginning of March. 

 On 30 March S&P lowered Hungary's long-term foreign and local currency issuer credit 
rating to BBB- from BBB, only one notch from junk status. Moreover, the outlook is 
negative as S&P cites concern over the worsening in economic and fiscal indicators. 

 Political uncertainty has risen further in Hungary after the Hungarian Prime Minister 
Ferenc Gyurcsany resigned on 21 March. Gyurcsany’s resignation does not, however, 
change much in terms of the possibility of reforms, as his minority government was hugely 
unpopular and had been unable to push through major reforms for some time. 

 

GDP plummets in Q4 08  The forint remains fragile 
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HUF 

Credit rating: 

S&P: BBB- (negative) 

Currency regime: 

Free float 

Inflation target: 

3% (medium term) 

FX forecast 

Danske Forward
14-Apr 289.45
+3M 310.00 293.07
+6M 320.00 297.91
+12M 325.00 303.54

Danske Forward
14-Apr 218.17
+3M 246.03 219.84
+6M 262.30 224.91
+12M 260.00 229.07

EUR/HUF

USD/HUF

Source: Ecowin, Danske Markets 

 

Interest rate forecast 

Policy rate

Next meeting
Next change - 25 bp H2, 2009
Year-end

Hungarian Central Bank (MNB)
9.50

20 Apr 2009

9.25

Source: Danske Markets 
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 Romania 
Macro Outlook 

 The years of strong economic growth in Romania are long gone. GDP growth is expected 
to slow sharply this year and recession is very likely. 

 Industrial production is slowing dramatically on the back of plunging demand abroad. The 
labour market is feeling the effect of the slowdown with unemployment at a two-year low. 

FX & Monetary Policy 

 The latest G20 meeting brought good news for CEE currencies, including the RON, which 
rebounded after the summit. Nonetheless, we continue to be bearish on the RON, given 
Romania’s financial distress.  

 The presence of the IMF gives no guarantee that the RON won’t weaken further. 

 The RON still faces the risk of a renewed sell-off due to Romania’s large external 
imbalances. This clearly limits the possibilities for the Romanian central bank (NBR) to 
ease monetary policy in the near future.       

Risk Factors 
 Romania has secured a EUR 20bn aid package from IMF, which offers some support for 

the economy.    

 The current account deficit remains high and is a key risk 

 

Economic slowdown is sharp  RON stable for now 
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RON 

Credit rating: 

S&P: BB+ (negative) 

Currency regime: 

Free float 

Inflation target: 

2009: 3.5%  +/- 1%-point  

FX forecast 

Danske Forward
14-Apr 4.15
+3M 4.60 4.27
+6M 4.70 4.39
+12M 4.80 4.63

Danske Forward
14-Apr 3.12
+3M 3.65 3.20
+6M 3.85 3.31
+12M 3.84 3.49

EUR/RON

USD/RON

Source: Ecowin, Danske Markets 
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 Bulgaria 
Macro Outlook 

 The Bulgarian economy has been badly affected by the recession in Europe. GDP growth 
is expected to drop significantly this year.  

 The Bulgarian current account deficit has exploded and is now running at over 24% of 
GDP. The economy seems set for a very hard landing during 2009.     

FX & Monetary Policy 
 Widening external balances make Bulgaria vulnerable to worsening global credit and 

liquidity conditions.    

 The Bulgarian money market has been hit hard by the global credit crisis and the liquidity 
situation is critical. 

Risk Factors 
 The Bulgarian property market bubble has burst and continues to implode. This could 

threaten financial stability going forward. 

 The much-needed fiscal discipline to secure financial stability seems to have vanished. The 
latest budget data shows that the Socialist-led government has increased its spending ahead 
of parliamentary elections scheduled for June or July.   

 

GDP slowing remarkably  Current account is sky rocketing 
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BGN 

Credit rating: 

S&P: BBB (negative) 

Currency regime: 

Currency board 

Inflation target: 

No inflation target due to the 
currency board regime 

FX forecast 

Danske Forward
14-Apr 1.96
+3M 1.96 -
+6M 1.96 -
+12M 1.96 -

Danske Forward
14-Apr 1.47
+3M 1.55 -
+6M 1.60 -
+12M 1.56 -

EUR/BGN

USD/BGN

Source: Ecowin, Danske Markets 
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 Estonia 
Macro Outlook 

 The Estonian economy is showing clear signs of deep contraction. The most recent 
monthly indicators continue with a ‘freefall’ trend: retail sales have fallen by 18% y/y and 
industrial production has slumped by 30% y/y. This supports our expectation that the 
economy could contact by 10% y/y. However, all risks to our forecast are on the downside.     

 Inflation eased sharply to 2.0% y/y in March and we expect it to decelerate to around 0.6% 
over the whole of 2009. However, if a more pessimistic growth scenario materialises, 
consumer price development could turn negative. 

 Output has fallen rapidly and further deterioration in the labour market in the near term is 
likely.  

 The current account deficit decreased remarkably on the back of the sharp deceleration in 
domestic demand and we cannot rule out the possibly that it will achieve an almost 
balanced position this year.   

 
FX & monetary policy 

 The Estonian kroon (EEK) is pegged to the euro through ERM II. To date, Estonia’s 
currency board has functioned well and has not been questioned, but increasing concerns 
over the deteriorating global environment have increased uncertainty. 

 We continue to see significant risk for the Estonian economy while financial market 
turbulence persists. 

 Estonia’s government is expected to speed up plans to move into the eurozone by 2011. 
This seems somewhat optimistic as promises of fiscal tightening in 2009 look improbably 
ambitious. 

Risk factors 
 Estonia is better positioned compared with the other Baltic States, as public deficit will be 

financed by reserves accumulated during the boom period. However, this is not a 
sustainable source of budget financing. 

 Thus significant tightening of the fiscal stance will be needed in this and coming years. 
Otherwise, Estonia will not be able to join the euro in the near future. 

 However, a significant tightening of fiscal stance will be needed in this and coming years. 
Otherwise, Estonia won’t be able to join the euro in the near future. 

 

Export and production is falling sharply  Deflationary pressure growing 
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EEK 

Credit rating: 

S&P: A (negative) 

Currency regime: 

Currency board, ERM2 member 

Inflation target: 

None, due to fixed exchange rate 

FX forecast 

Danske Forward
14-Apr 15.64
+3M 15.65 -
+6M 15.65 -

+12M 15.65 -

Danske Forward
14-Apr 11.79
+3M 12.42 -
+6M 12.83 -
+12M 12.52 -

USD/EEK

EUR/EEK

Source: Ecowin, Danske Markets 
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 Latvia 
Macro Outlook 

 The Latvian economy is in freefall. The economy contracted by 10.5% y/y in Q4 08 – the 
sharpest fall in the EU area – as consumer demand collapsed and the external environment 
deteriorated. We expect GDP growth in 2009 to fall to almost 14% y/y. 

 The significant drop in domestic demand will help bring inflation down further – we 
expect inflation to decelerate to 5.8% on average in 2009. However, in the event of more 
pronounced downturns in growth, inflation could decline to an average of 3-4%.  

 One of the major risks for the Latvian economy is the current account deficit which 
continues to shrink. We expect it to decline to up to 5-6% of GDP in this year. 

 Unemployment jumped to almost 10% in Q4 08. We could see massive lay-offs in the 
economy with an unemployment level up to 17-18% of the labour force in 2009.    

FX & monetary policy 
 The Latvian lat (LVL) is pegged to the euro through ERM II, but renewed pressure on the 

currency should certainly not be ruled out. 

 Financial risks have risen significantly on the back of the deteriorating situation in global 
markets and local banking system.  

 The ratings agency Standard & Poor’s downgraded Latvia’s rating to ‘junk status’ 
‘BB+/B’ and maintained its negative outlook. It cannot rule out the possibility of further 
downgrades in the future if the new government delays in responding to the problems. 

Risk factors 
 The Latvian government adopted a significant fiscal tightening package of around 7% of 

GDP. This measure will be painful and highly unpopular. 

 However, even more fiscal tightening is necessary in order to fulfil the IMF and EC 
‘rescue package requirement’ not to breach 5% of GDP fiscal deficit in 2009. 

 Latvia missed a payment of EUR200m from the IMF in March that is part of the 
EUR7.5bn rescue package agreed just before the new year. Thus, there is a risk that Latvia 
could default on its debt obligations if the government fails to push through with strong 
fiscal reform very soon. 

 

Export and production is falling sharply  Downward trend in inflation 
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LVL 

Credit rating: 

S&P: BB+ (negative) 

Currency regime: 

Quasi-currency board, ERM2 
member 

Inflation target: 

None, due to fixed exchange rate  

FX forecast 

Danske Forward
14-Apr 0.71
+3M 0.70 -
+6M 0.70 -

+12M 0.70 -

Danske Forward
14-Apr 0.53
+3M 0.56 -
+6M 0.57 -
+12M 0.56 -

USD/LVL

EUR/LVL

Source: Ecowin, Danske Markets 
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 Lithuania 
Macro Outlook 

 The risk that Lithuania’s GDP could drop as much as 10% has increased significantly – 
especially taking into account expected fiscal tightening which is in the pipeline. 

 As broadly expected, inflation in Lithuania returned to a downward trend in March. The 
impact of the previous VAT hike and rise in some administrative prices was relatively 
short-lived without the so-called ‘second-round effect’. We expect average inflation to 
decelerate to 5.3% for 2009.  

 Already in 2008, unemployment rose significantly in Lithuania. Looking ahead we project 
the unemployment level will rise to up to 12% in 2009. However, we believe major 
adjustments will occur through wage disinflation rather than massive lay-offs. 

 As in other Baltic countries, the current account deficit is gradually normalises to a 
sustainable level. Thus, in the near term, it should not cause stability concern.  

 Due to the significant decline in global energy prices, the risk of a substantial rise in 
electricity prices in 2010 had diminished. However, electricity tariffs are expected to jump 
to 60% and this might hold up the consumer price deceleration process next year. 

FX & monetary policy 
 The Lithuanian lita (LTL) is pegged to the euro through ERM II. Large imbalances, the 

global slowdown and the credit crisis have increased volatility in markets. 

 The rating agency Standard & Poor’s downgraded Lithuania’s rating to ‘BBB/A-3’ and 
maintained its negative outlook. This downgrade reflects deep concerns about the 
sustainability of Lithuania’s fiscal policy during a period of sharp decline in domestic and 
external demand. 

Risk factors  
 The new government has started significant fiscal tightening, which should help to reduce 

the imbalances in the economy and support a fixed exchange. 

 However, the fiscal gap is still unsustainably high and this could lead to even more fiscal 
tightening (further cuts in public wages, social benefits and even another hike in the VAT 
rate).      

 Energy price shocks at the beginning of 2010 would represent significant downside risk to 
medium-term growth outlook. 

 

Export and production is falling sharply  Returning to the downward trend 

03 04 05 06 07 08 09
-30

-20

-10

0

10

20

30

40

50

-30

-20

-10

0

10

20

30

40

50
% y/y % y/y

Industrial production

Export

 

 

02 03 04 05 06 07 08
-2.5

0.0

2.5

5.0

7.5

10.0

12.5

-2.5

0.0

2.5

5.0

7.5

10.0

12.5
% y/y % y/y

CPI

Source: Ecowin  Source: Ecowin 

 

LTL 

Credit rating: 

S&P: BBB (negative) 

Currency regime: 

Currency board, ERM2 member 

Inflation target: 

None, due to fixed exchange rate 

FX forecast 

Danske Forward
14-Apr 3.45
+3M 3.45 -
+6M 3.45 -

+12M 3.45 -

Danske Forward
14-Apr 2.60
+3M 2.74 -
+6M 2.83 -
+12M 2.76 -

USD/LTL

EUR/LTL

Source: Ecowin, Danske Markets 
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 Russia 
Macro Outlook 

 The Russian economy is heading for a recession in 2009. The slowdown is broad based, 
but investments and manufacturing are likely to be hit hardest. We expect GDP to contract 
4.0% y/y in 2009, as the economy cools down and savings rates are rising.  

 In the corporate sector there are concerns over large foreign liabilities, and the banking 
sector in general needs recapitalisation to meet expected losses from the corporate sector. 
The rate of non-performing loans is rising rapidly and could exceed 10% in 2009 
threatening the stability of the banking sector. 

 The government seeks to stimulate the economy via tax cuts, higher social spending, and 
boosting strategic important sectors, including energy, commodities, defence and aircraft 
using funds from government reserves. However, private consumption is currently quite 
weak on the back of higher unemployment and reduced disposable incomes, and therefore 
we expect no rapid growth rebound.  

 However, latest survey data show signs of stabilisation in the manufacturing sector, and 
the new orders component moved higher in February and March. The C/A balance 
improved on lower imports and we expect surplus worth 2% of GDP for 2009, with the 
key risk being lower oil prices. 

FX & Monetary Policy 
 Inflation is easing, but only slowly, due to higher food prices in particular, and on the back 

of a weaker rouble. The central bank (CBR) and the government indicated that lower 
policy rates are in the pipeline, if inflation continues to trend down. However, it is difficult 
for the CBR to control market rates and yields, which are much more driven by daily 
market liquidity. Short-term money market rates moved down recently, and further 
downside is limited by inflation remaining between 11-14% y/y throughout 2009. 

 Higher oil prices and lower imports supported trade balance in Q1, which spurred relief for 
the rouble. The Russian rouble appreciated against its basket, but the CBR staved off some 
of this appreciation by selling rouble in the FX market, thus building up FX reserves.  

 We see limited downside for the rouble in the next three months and we have adjusted our 
RUB-forecasts accordingly. However, the rouble is still an expensive currency, and should 
in our view weaken over the next 6-12 months. 

Risk Factors 
 A key risk factor for Russia is the large external debt burden among Russian corporates 

and rising non-performing-loans for the banking sector. 

 Moreover, watch the FX-reserves and money market interest rates, as they will be a key 
indicator for the pressure on the rouble. Higher oil could push the rouble stronger.  

 

Production and investment tumble  Unemployment on the rise 

02 03 04 05 06 07 08

pe
rc

en
t

-15

-10

-5

0

5

10

15

20

25

pe
rc

en
t

-15

-10

-5

0

5

10

15

20

25
% y/y

Industrial production, s.a., 6m c.m.a.

% y/y% y/y % y/y
Investment in productive capital

6m c.m.a.

 

 

02 03 04 05 06 07 08
5.0
5.5
6.0
6.5
7.0
7.5
8.0
8.5
9.0
9.5

10.0

0.0
2.5
5.0
7.5

10.0
12.5
15.0
17.5
20.0
22.5
25.0

%% y/y
<< Real wages

Unemployment >>

Source: Ecowin  Source: Ecowin 

 

RUB 

Credit rating: 

S&P: BBB (negative) 

Currency regime: 

Managed peg versus dual currency 
basket � 45% EUR and 55% USD 

Inflation target: 

Below 10.0% year-end 2009 

FX forecast 

Danske Forward
14-Apr 44.27
+3M 46.24 45.67
+6M 47.70 46.70

+12M 50.50 49.56

Danske Forward
14-Apr 33.40
+3M 36.70 34.26
+6M 39.10 35.26
+12M 40.40 37.40

USD/RUB

EUR/RUB

Source: Ecowin, Danske Markets 
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 Ukraine 
Macro Outlook 

 The Ukrainian economy is in the midst of a very deep recession. The economy is expected 
to contract at least 10% in 2009 and possibly more. Latest data show that retail sales 
decline almost 15% y/y in February in real terms as households face lower wages and 
rising unemployment. During 2008 wages grew more than 30%, but that trend certainly 
changed going into 2009. With inflation still relatively high, negative real wage 
development is expected to be a drag on private spending throughout the year.  

 The manufacturing sector was the first part of the economy to be hit by the credit crunch. 
Industrial production already began to contract back in Q3 2008 as tight liquidity forced 
production cut downs. Production is running at about 60-70% capacity and is gradually 
beginning to stabilise at these levels. However, this will not be sufficient to avoid rising 
unemployment, which we expect to exceed 10% during the year. 

 Inflation subsides in March on the back of domestic demand contraction. Hence consumer 
price growth dropped to 18.1% y/y in March primarily driven by lower food price 
inflation. The deceleration is set to continue through H1 09, supported by a high-base 
effect and weak domestic demand. 

FX & Monetary Policy 
 USD/UAH gradually rose to 8 in H2 2008 coming from below 5 last summer. The 

Ukrainian central bank (NBU) set the official USD/UAH rate at 7.70, aiming to stabilise 
the Ukrainian currency. However, it has been a costly defence of the hryvnia. FX-reserves 
dropped to roughly USD 25bn end Q1 2009, down USD 13bn from their peak in August 
2008 – despite the IMF package.  

 A weaker currency already supported an improvement in the trade balance, which posted a 
surplus in January 2009 for the first time in four years, as imports collapsed to a mere USD 
2bn in that month. 

 There have been signs of stabilisation on domestic forex and money markets since mid-
March. FX volatility dropped on the back of continual support from the NBU. Meanwhile, 
short-term hryvnia liquidity improved and overnight hryvnia rates fell into the low single 
digits. However, going forward we expect that the currency will weaken further. The IMF 
will not support using funds to prop up the currency. Hence we forecast USD/UAH to 
move up towards 12 over the next 12 months. 

Risk Factors 
 The IMF staff mission returned to Ukraine on 8 April to complete its first programme 

review. Even though the political elite are still far from achieving consensus on how to 
resolve the current political and economic problems while preserving electoral support, we 
expect the parliament to move ahead to fulfil IMF demands to receive additional tranches.  

 Presidential elections are expected to be held on 25 October. 

 

GDP implosion  First monthly trade surplus in 4 years 
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UAH 

Credit rating: 

S&P: CCC+ (negative) 

Currency regime: 

Managed peg versus USD 

FX forecast 

Danske Forward
14-Apr 10.63
+3M 11.34 11.17
+6M 12.20 11.56

+12M 15.00 N/A

Danske Forward
14-Apr 8.01
+3M 9.00 8.38
+6M 10.00 8.72
+12M 12.00 N/A

USD/UAH

EUR/UAH

Source: Ecowin, Danske Markets 
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 Turkey 
Macro Outlook 

 Turkish GDP growth has slowed significantly and negative GDP growth for the whole of 
2009 now seems inevitable. Newly released Q4 GDP numbers showed that GDP fell by a 
whopping 6.2% y/y in that quarter. Hence the Turkish economy is seeing the strongest 
slowdown since the painful 2001-02 crisis. 

 The manufacturing sector is hard hit, and the automotive industry especially suffers from 
declining motor vehicles sales and tight credit conditions.  

 Industrial production has not stabilised yet, and dropped almost 24% y/y in February. 
Furthermore, capacity utilisation has dropped markedly in recent months and is now lower 
than during the crisis of 2001-02 and in the aftermath of the earthquake of 1999.  

 Latest observations show tentative signs of stabilisation in capacity utilisation, which 
could suggest that industrial production will become stable in the coming months. Further, 
business and consumer confidence surveys show some improvement in Q1 09. Potential 
recovery will be very gradual however. 

FX & monetary policy 
 Inflation is trending downward, although we saw a small upside to 7.9% y/y in March. 

Going forward we believe that inflation will undershoot the Turkish central bank’s 
(TCMB) year-end inflation target of 7.5% y/y. Overall we expect average inflation in 2009 
of below 7% y/y. This opens the way for further monetary easing from the TCMB even 
though it already cut an accumulative 625bp from 16.75% since November.  

 We expect the TCMB to lower its key rate from the current level at 10.5% to 9% over the 
coming six months and before it goes on hold. However, for the TCMB to cut further it 
would be a necessity that the Turkish lira (TRY) remains fairly stable going forward. 
Otherwise we could see the TCMB reversing aggressive cuts, as we saw it in 2006 and 
2008. 

 Bond markets are factoring in further rate cuts in short term rates with yields coming down 
somewhat. Longer term yields are more stable. 

Risk factors 
 Even though the ruling AK Party won the local elections in March, it was with a smaller 

margin than expected. Hence the party received “only” 39% of the vote, despite opinion 
polls indicating close to 50% support for AKP. 

 We do not believe the election results make it less likely that Turkey will reach an 
agreement with the IMF about a loan package. In fact, the result could turn out to be 
positive for such an agreement, if the AKP is “forced” to focus more on economic issues. 
Hence we expect Turkey to agree with the IMF over a stand-by-agreement of up to 
USD45bn in the coming weeks. 

 

Manufacturing has not stabilised yet  Capacity utilisation dropped sharply? 

Turkish industrial production
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TRY 

Credit rating: 

S&P: BB- (negative) 

Currency regime: 

Free float 

Inflation target: 

7.5% year-end 2009 

6.5% year-end 2010 

5.5% year-end 2011 

FX forecast 

Danske Forward
14-Apr 2.11
+3M 2.20 2.17
+6M 2.25 2.20
+12M 2.30 2.30

Danske Forward
14-Apr 1.59
+3M 1.75 1.63
+6M 1.84 1.66
+12M 1.84 1.74

USD/TRY

EUR/TRY

Source: Ecowin, Danske Markets 

 

Interest rate forecast 

Policy rate

Next meeting
Next change - 50 bp Apr, 2009
Year-end

C.B. of the Republic of Turkey (TCMB)
10.50

16 Apr 2009

9.00

Source: Danske Markets 
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 South Africa 
Macro Outlook 

 Due to a sharp deterioration in the global economy and lower commodity prices, South 
African economic growth is set to slow substantially this year. GDP growth could contract 
as much as 1% this year.  

 The downturn in the global economy has slashed demand for South African goods and 
commodities, resulting in a collapse of South African exports.  

 Despite the short-term deterioration in inflation, we expect the CPI to continue to head 
downwards, reaching the inflation target range of 3–6% during H 2. 

 Despite a narrowing of the current account deficit in Q4 2008 to 5.8% of GDP, down from 
7.8% in Q3 2008, this trend is not expected to be sustained in the coming quarters. We 
look for the deficit to bounce back close to 7% in Q1. 

FX & Monetary Policy 
 The South African central bank (SARB) cut the key policy rate by 100bp to 9.50%. After 

switching the frequency of the MPC meetings from every second month to every month, 
we expect SARB to deliver smaller interest rates cuts on a more frequent basis. We expect 
another rate cut on April 30, of 50bp. 

 The South African rand is driven by global risk aversion to emerging markets and by the 
global stock market. 

 South African macroeconomic imbalances, especially the high current account deficit, are 
a key risk to economic and financial stability.  

Risk Factors 
 Investors concerns relating to the general elections scheduled for April 22 are likely to 

focus on whether business-friendly policies are maintained. The ANC party, which 
dominates South African politics, is expected to win, but it will be challenged by the new 
Congress and the People (COPE) party.  

 

Manufacturing hammers growth  Rand rebounds somewhat 
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ZAR 

Credit rating: 

S&P: BBB+ (negative) 

Currency regime: 

Free float 

Inflation target: 

3%-6% 

FX forecast 

Danske Forward
14-Apr 12.04
+3M 12.35 12.29
+6M 12.44 12.42
+12M 12.75 12.74

Danske Forward
14-Apr 9.09
+3M 9.80 9.22
+6M 10.20 9.37
+12M 10.20 9.61

USD/ZAR

EUR/ZAR

Source: Ecowin, Danske Markets 

 

Interest rate forecast 

Policy rate

Next meeting
Next change - 100 bp Apr, 2009
Year-end

South African Reserve Bank (SARB)
9.50

30 Apr 2009

8.00

Source: Danske Markets 
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 Brazil 
Macro Outlook 

 In Q1, industrial output recovered somewhat after the implosion in late Q4. Industrial 
activity is hampered by the cycle of high inventories. However, inventories have dropped 
in recent months, and this will eventually support more activity in the manufacturing 
sector. March survey data for the manufacturing sector showed better new orders data.  

 However, Brazil is still suffering from a steep and persistent decline in aggregate demand, 
caused by contraction of capital expenditures, net exports and household consumption. 
Hence GDP is likely to contract in 2009. 

 With a negative output gap, inflationary pressures have abated markedly in recent months. 
Further, if the Brazilian currency remains stable, inflation is likely to drop below the target 
of 4.5% y/y from the current rate of 5.9% y/y in February.  

FX & Monetary Policy 
 The central bank (BCB) initiated a monetary easing cycle in March, in which it lowered its 

benchmark interest rate (selic rate) by 150bp to 11.25%.  

 Going forward the BCB is likely to accommodate growth by lowering its key rate by at 
least another 100bp at its April meeting. By year-end we expect the selic rate to be at 
9.00%. 

 Commodity prices have stabilised in recent months and that in combination with central 
bank actions helped alleviate pressure on the Brazilian real (BRL). USD/BRL volatility 
has fallen sharply since New Year, as the BCB intends to smooth out the adjustment in the 
external balances via a stable currency.  

 Further, with the C/A balance improving markedly on the back of weak domestic demand 
and a weak Brazilian currency, we expect a more stable outlook for the real. Particularly, if 
commodity prices remain stable or even rise further, the real is likely to outperform current 
market expectations. 

Risk Factors 
 The government has been taking counter-cyclical fiscal measures. This is partly an 

automatic result of the fall in revenue, and partly through an increase in expenditures – 
mainly higher current spending. 

 The increase in public spending is an important contributor to this drop in the primary 
surplus. Too much public spending could lead to a trade surplus deficit, which would 
increase pressure on the exchange rate. 

 Another risk factor for the Brazilian real would be a drop in commodity prices 

 

Industrial activity cooled down  The Brazilian real is more stable now 
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BRL 

Credit rating: 

S&P: BBB- (stable) 

Currency regime: 

Free float 

Inflation target: 

4.5% +/- 2%-point 

FX forecast 

Danske Forward
14-Apr 2.93
+3M 2.77 2.99
+6M 2.62 3.02
+12M 2.63 3.13

Danske Forward
14-Apr 2.21
+3M 2.20 2.24
+6M 2.15 2.28
+12M 2.10 2.36

USD/BRL

EUR/BRL

Source: Ecowin, Danske Markets 

 

Interest rate forecast 

Policy rate
Next meeting
Next change - 100 bp Apr, 2009
Year-end

Central Bank of Brazil (BCB)

29 Apr 2009

9.00

11.25

Source: Danske Markets 
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 Mexico 
Macro Outlook 

 Mexican GDP fell 1.6% y/y in Q4 2008, and the economy is heading for a sharp 
contraction in Q1, which we expect to continue for the whole of 2009.  

 Over the course of January retail sales declined 4.6% y/y, and industrial production fell 
11.1% y/y. Exports are declining rapidly too. The automotive industry, which accounts for 
23% of the country’s non oil exports and roughly 2% of GDP, faced sharply lower exports 
in recent months – see charts below. 

 We are beginning to see some signs of stabilisation in the economic contraction. Further, 
the C/A balance is improving on the back of lower imports and a weaker currency. 
However, the recovery of the Mexican economy is only set to materialise gradually. 

 We believe inflation has peaked – it dropped to 6.2% y/y in February. However, inflation 
will only drop slowly despite the economic slowdown. During 2009 we expect inflation to 
fall to 4.5% y/y. 

FX & Monetary Policy 
 The central bank (Banxico) cut its key (corto) rate by an accumulated 150bp this year to 

6.75% in March, as a response to lacklustre economic activity.  

 Going forward we expect more rate cuts from Banxico, but the central bank will have to 
tread carefully to avoid prolonging the period of elevated inflation. However, the corto rate 
is likely to be reduced another 50bp in the coming months. 

 One month ago, the peso was at its weakest levels in almost 11 years (measured in real 
effective terms). But in March the peso finally stabilised and even recovered significantly 
in the midst of improved sentiment on global equity markets. 

 Going forward we expect the peso gradually to rise further against the US dollar, but it 
could be a bumpy ride. However seeking IMF funds brings positive news for the peso. 

Risk Factors 
 Mid-term elections are being held on July 5. The combination of an economic downturn 

and an electoral period is dangerous. Current polls suggest that following the elections 
Mexico may be faced with an ongoing governmental gridlock with no one political party 
gaining a legislative majority. 

 Mexico is likely to benefit from the newly launched established IMF credit programmes 
Flexible Credit Line (FCL).On April 1, it was announced that Mexico is seeking USD 
47bn under the FCL. 

 

Sharp economic contraction underway  Automotive exports plunge 
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MXN 

Credit rating: 

S&P: BBB+ (stable) 

Currency regime: 

Free float 

Inflation target: 

3.0% +/- 1%-point 

FX forecast 

Danske Forward
14-Apr 17.52
+3M 16.63 17.87
+6M 15.86 18.01
+12M 16.13 18.48

Danske Forward
14-Apr 13.22
+3M 13.20 13.41
+6M 13.00 13.60
+12M 12.90 13.95

USD/MXN

EUR/MXN

Source: Ecowin, Danske Markets 

 

Interest rate forecast 

Policy rate
Next meeting
Next change - 50 bp Apr, 2009
Year-end

17 Apr 2009

Bank of Mexico (Banxico)
6.75

6.00

Source: Danske Markets 
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 China 
Macro Outlook 

 A sharp turnaround in manufacturing PMIs, soaring credit growth and improving home 
and passenger car sales suggest the Chinese economy has started to recover in early 2009. 
GDP is expected to bottom out just above 6% y/y in H1 mainly on the back of slower 
exports. Growth should improve later this year as the impact from major fiscal and 
monetary easing starts to kick in.  

 Fiscal easing is expected to boost GDP growth by about 3pp in 2009. Total fiscal deficit is 
expected to exceed 3% of GDP in 2009 but it still leaves room for further fiscal easing if 
needed. Current account surplus should start to decline later in 2009 from currently close 
to 9% of GDP, but the current account surplus will remain substantial. 

 Consumer price inflation has turned negative and is no longer a constraint on monetary 
policy. A deflationary spiral cannot be ruled out, but the sharp acceleration in money 
supply and credit growth suggests inflation should start to pick up next year. 

FX & Monetary Policy 
 Monetary policy has been aggressively eased. However, recent signs of stabilisation have 

eased pressure on the People’s Bank of China (PBOC) to cut interest rates further.  
Nonetheless, we expect PBOC to cut the benchmark lending rate by another 81bp within 
six months. However, in light of strong credit growth it cannot be ruled out we have seen 
the last rate cut from PBOV 

 Despite the plunge in exports, we expect CNY to be unchanged in the short run. In late 
2009 we expect the Chinese government to resume its gradual appreciation policy as both 
the domestic and global economy start to stabilise. Politically it will be too dangerous to 
allow CNY to depreciate against USD as it might provoke a protectionist response.  

Risk Factors 
 If the government fails to stabilise the Chinese economy and growth remains trapped 

significantly below 8%, it cannot be ruled out that China would allow CNY to depreciate 
against the US dollar even though the risk of CNY depreciation is currently decreasing. 

 Labour-intensive manufacturing is starting to decline as China moves up the value-added 
chain and there is cost pressure because of tighter environmental and labour market 
regulation, along with CNY appreciation. 

 

PMI suggests recovery in production  Credit growth is soaring 
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CNY 

Credit rating: 

S&P: A+ (stable) 

Currency regime: 

Crawling USD peg 

Inflation target: 

No official target 

FX forecast 

Danske Forward
14-Apr 9.06
+3M 8.62 9.11
+6M 8.31 9.05
+12M 8.21 9.04

Danske Forward
14-Apr 6.83
+3M 6.84 6.83
+6M 6.81 6.83
+12M 6.57 6.82

USD/CNY

EUR/CNY

Source: Ecowin, Danske Markets 

 

Interest rate forecast 

Policy rate
Next meeting
Next change - 27 bp Q2, 2009
Year-end

Not announced

People's Bank of China (PBOC)
5.31

4.87

Source: Danske Markets 
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 Hong Kong 
Macro Outlook 

 The economy is likely to experience the sharpest contraction since the Asian crisis in 
1997/1998 despite a major fiscal stimulus package. GDP is expected to contract more than 
2% in 2009. 

 Inflation has peaked and is now declining fast partly on the back of temporary government 
subsidies. It cannot be ruled out that the price development will turn deflationary on the 
back of slower growth and the recent USD appreciation. 

FX & Monetary Policy 
 Because of the currency board interest rates are linked to US interest rates. Hence, money 

market rates will decline in line with US interest rates. There has been some spill over 
from the global credit crisis to the domestic interbank rates and consequently the monetary 
authorities have increased access to liquidity through the discount window 

 Boost to USD liquidity has strengthened HKD and Hong Kong’s Monetary Authority 
(MA) has been buying USD to keep HKD within trading band. 

Risk Factors 
 HK is expected to maintain its US dollar peg for the foreseeable future. That said, in the 

very long-term the goal is for some kind of linkage to CNY. 

 No change in the political status is expected soon. Direct election for the chief executive 
and legislature is possible by 2017. 

 Major fiscal easing in the 2008/09 budget. Fiscal package is 4.5% of GDP with about 80% 
one-off for this fiscal year 

 

 

 

 

 

HKD remains strong  Monetary transmission is starting to 
work 
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HKD 

Credit rating: 

S&P: AA+ (stable) 

Currency regime: 

Currency board/USD peg 

Inflation target: 

No target 

FX forecast 

Danske Forward
14-Apr 10.29
+3M 9.77 10.33
+6M 9.48 10.25
+12M 9.75 10.25

Danske Forward
14-Apr 7.75
+3M 7.75 7.75
+6M 7.77 7.74
+12M 7.80 7.74

USD/HKD

EUR/HKD

Source: Ecowin, Danske Markets 

 

Interest rate forecast 

Policy rate
Next meeting
Next change - Unchanged 2009
Year-end

Not announced

Hong Kong's Monetary Authority (MA)
0.50

0.50

Source: Danske Markets 
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 Taiwan 
Macro Outlook 

 Taiwan is a very open economy and very dependent on electronics and exports to the US, 
which renders it sensitive to slower global growth. Exports are plunging and GDP is likely 
to contract by more than 5% in 2009. However, there are tentative signs that exports and 
industrial production have started to stabilise at very depressed levels. Particularly a strong 
rebound in exports to China has contributed to the recent stabilisation.  

 Inflation has peaked and is expected to decline below 1% in 2009. It cannot be ruled out 
that Taiwan will be pushed into deflationary territory in 2009. 

FX & Monetary Policy 
 Taiwan’s central bank has eased aggressively and is expected to cut by at least another 

25bp to 1%. In addition, the government has eased fiscal policy markedly.   

 Extraordinarily weak growth and lower interest rate have weighed on TWD. However, 
TWD remains well supported by a strong current account position and it will perform well 
in a risk-averse market. TWD has recovered slightly in recent months on the back of some 
signs of stabilisation in the global economy. While TWD will remain vulnerable in the 
short run we believe it will outperform strongly once the global economy starts to recover. 

Risk Factors 
 Ma Ying-jeou from Kuomintang won a landslide victory in the presidential election in 

March. Koumintang has a majority in the parliament. Political stability is on the cards even 
though the slowdown is starting to weigh on the government’s popularity.  

 The political agenda will shift from independence to an economic agenda including 
liberalisation of economic ties with Mainland China. Political tensions between Taiwan 
and China have eased considerably and this is currently a major positive for Taiwan. 

 

 

 

The worst may be over  TWD has recovered slightly 
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TWD 

Credit rating: 

S&P: A+ (stable) 

Currency regime: 

Free float 

Inflation target: 

2% medium term 

FX forecast 

Danske Forward
14-Apr 44.50
+3M 42.84 44.64
+6M 40.26 44.11
+12M 38.75 43.71

Danske Forward
14-Apr 33.61
+3M 34.00 33.48
+6M 33.00 33.30
+12M 31.00 32.99

USD/TWD

EUR/TWD

Source: Ecowin, Danske Markets 

 

Interest rate forecast 

Policy rate
Next meeting
Next change - 25 bp Q2, 2009
Year-end

Not announced

Central Bank of Taiwan (CBT)
1.25

1.00

Source: Danske Markets 
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 South Korea 
Macro Outlook 

 The export-dependent South Korean economy has been hit hard by the sharp slowdown in 
global growth. GDP is expected to contract by about 3% in 2009 on both weaker domestic 
demand and exports. However, there are signs that the worst may be over. Both exports 
and industrial production recovered in February and Mach and according to preliminary 
figures GDP surprisingly increased slightly in Q1.  

 Despite the plunge in exports the current account has returned into surplus in the wake of 
lower commodity prices and weaker domestic demand.  

 On the positive side, inflation peaked in July and is likely to decline considerably in the 
coming months, returning to the Bank of Korea’s (BOK) inflation target band of 2.5% +/-
1pp in 2009. 

FX & Monetary Policy 
 There has been considerable spill-over from the global credit crisis to the domestic 

banking sector. The government has guaranteed banks foreign loans and access to central 
bank liquidity has been increased. This has been a major drain on FX reserves. However, 
the external liquidity position remains strong and has been improved by swap agreements 
with the Fed, the BOJ and the PBOC. 

 We still expect BOK to ease by another 50bp to 1.5% within six months. However, with 
recent signs of stabilisation it cannot be ruled out that BOK will be on hold for the rest of 
the year. With growth plummeting and inflation not an issue BoK has stopped its 
intervention to support the KRW.  

Risk Factors 
 South Korea is one of the Asian countries most sensitive to the current credit crisis because 

of its banks’ dependence on short-term wholesale foreign funding.  

 Stable domestic political situation. Lee Myung-bak from the right-wing GNP party won 
both the presidential and general elections in April.  

 Geopolitical risks are increasing on concerns over the health of North Korean leader Kim 
Il Sung and the stalemate in negotiations about ending North Korea’s nuclear programme. 

 

Outlook for industrial production 
improving 

 Trade balance back in surplus 
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KRW 

Credit rating: 

S&P: A+ (negative) 

Currency regime: 

Free float 

Inflation target: 

2.5% +/- 1%-point 

FX forecast 

Danske Forward
14-Apr 1748.34
+3M 1701.00 1765.72
+6M 1586.00 1751.60
+12M 1500.00 1740.21

Danske Forward
14-Apr 1319.50
+3M 1350.00 1324.50
+6M 1300.00 1322.40
+12M 1200.00 1313.30

USD/KRW

EUR/KRW

Source: Ecowin, Danske Markets 

 

Interest rate forecast 

Policy rate
Next meeting
Next change - 25 bp Q2, 2009
Year-end 1.50

Bank of Korea (BOK)
2.00
12 May 2009

Source: Danske Markets 
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 Thailand 
Macro Outlook 

 The very open Thai economy has been hit hard by the collapse in global demand. The 
contraction has been worsened by the importance of autos and electronics in Thailand’s 
manufacturing exports. Political uncertainty continues to weigh on domestic demand and 
the important tourist earnings.  GDP growth likely to contract by more than 4% in 2009. 

 Despite the plunge in exports and tourist earnings the current account is expected to 
improve as lower export earnings will be more than offset by weak domestic demand and 
lower crude oil prices.  

 Headline inflation has declined sharply into negative territory partly because of the 
introduction of some subsidies. Inflation is not an issue in Thailand. 

FX & Monetary Policy 
 Effective from March 2008 the remaining restrictions on capital inflows were removed and 

onshore and offshore exchange rates converged. 

 With core inflation modest and growth slowing sharply the Bank of Thailand (BOT) has 
eased aggressively. Some weakening of THB is no major problem for the economy. 

 Thailand has a very strong external liquidity position. Hence, the impact on THB from the 
latest political turmoil has been modest and a major weakening of THB is unlikely in our 
view. However, a turnaround in THB will depend on political stability returning and some 
recovery in the economy 

Risk Factors 
 The pro-Thaksin People’s Power Party (PPP) has been declared illegal and the Democratic 

Party has formed a new government with a slim majority in the parliament and party leader 
Abhisit Vejjajiva as new prime minister.  

 State of emergency has been declared in Bangkok following widespread demonstrations 
against the government. The fate of the government is highly uncertain and political 
uncertainty will remain a major negative for the time being. 

 

 

Export engine has been turned off  External liquidity position remains 
strong 
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THB 

Credit rating: 

S&P: BBB+ (negative) 

Currency regime: 

Free float 

Inflation target: 

0%-3% 

FX forecast 

Danske Forward
14-Apr 46.89
+3M 44.73 47.46
+6M 43.55 47.40
+12M 41.25 47.79

Danske Forward
14-Apr 35.37
+3M 35.50 35.60
+6M 35.70 35.79
+12M 33.00 36.07

USD/THB

EUR/THB

Source: Ecowin, Danske Markets 

 

Interest rate forecast 

Policy rate
Next meeting
Next change - 25 bp Q2, 2009
Year-end

1.25

1.00

Bank of Thailand (BOT)

20 May 2009

Source: Danske Markets 
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 Malaysia 
Macro Outlook 

 GDP has finally started slowing on both slowing exports and weaker domestic demand. 
GDP growth is likely to be negative in 2009 but the economy will probably contract less 
than most other Asian economies.  

 A major fiscal easing has been implemented and the budget deficit will increase sharply. 

 Inflation has increased sharply on the back of higher food prices and the June hike in 
regulated energy prices. However, inflation has peaked and declined substantially in 2009.  

FX & Monetary Policy 
 The central bank has finally started easing. However, as the leading interest rate has been 

kept artificially low during the recent inflation surge, we only expect another 50bp interest 
cut during the next six months.  

 The currency is supported by a current account surplus of 15% of GDP. However, MYR 
still looks vulnerable in a deleveraging scenario. 

Risk Factors 
 Although the Governing Barisan Nasional (BN) coalition won a majority in the general 

election in March last year, it was regarded as a defeat because it lost its two-thirds 
majority and power in several provinces. However, it is doubtful if there is a credible 
political alternative to BN at present.  

 In a planned transfer of power PM Abdullah resigned in March and the former finance 
minister Najib became the new prime minister. No major change in policy is expected as 
Najib even more than Abdullah represents vested interest in the ruling UMNO party 

 

 

 

 

Industrial activity has contracted 
sharply 

 Domestic demand has weakened 
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MYR 

Credit rating: 

S&P: A- (stable) 

Currency regime: 

Free float 

Inflation target: 

No official target 

FX forecast 

Danske Forward
14-Apr 4.75
+3M 4.55 4.79
+6M 4.36 4.76
+12M 4.40 4.76

Danske Forward
14-Apr 3.59
+3M 3.61 3.59
+6M 3.57 3.59
+12M 3.52 3.59

EUR/MYR

USD/MYR

Source: Ecowin, Danske Markets 

 

Interest rate policy 

Policy rate
Next meeting
Next change - 25 bp Q2, 2009
Year-end

29 Apr 2009

Central Bank of Malaysia (BNM)
2.00

1.50

Source: Danske Markets 
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 Philippines 
Macro Outlook 

 GDP growth is expected to slow below 2% on the back of slower export growth and the 
inflation shock to domestic demand earlier in the year. The current account surplus has 
declined, but will soon start to improve due to lower crude oil and food prices. 

 Inflation has peaked and is expected to return within the central bank’s target of inflation 
between 4-5% – mainly on the back of lower energy and food prices. However, recently 
inflation has declined less than expected 

FX & Monetary Policy 
 Inflation has peaked, PHP has recovered slightly and there is considerable downside risk to 

growth. However, with inflation above target the central bank will only ease cautiously. 
The borrowing rate will decline below 4% in 2009. 

 PHP is expected to remain vulnerable in the short run as long as we are in a deleveraging 
scenario. However, the Philippines have very strong FX reserves and basic balance flows 
remain very healthy. For that reason we still see some recovery in PHP on a 12M horizon. 

Risk Factors 
 Domestic political tensions are increasing due to disagreements about possible changes in 

the constitution. By allowing foreign ownership of land, the main purpose of the 
constitutional change is to attract foreign investment. The opposition fears that the purpose 
is to allow president Arroyo to extend her leadership beyond the next 2010 presidential 
election. 

 The government has postponed its goal of balancing government budget from 2008 to 
2010. 

 

 

 

 

Inflation is not coming down as fast as 
expected 

 PHP has not benefitted from improved 
risk sentiment 
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PHP 

Credit rating: 

S&P: BB (stable) 

Currency regime: 

Free float 

Inflation target: 

4%-5% 

FX forecast 

Danske Forward
14-Apr 62.90
+3M 59.22 64.22
+6M 54.90 64.40
+12M 55.00 65.48

Danske Forward
14-Apr 47.43
+3M 47.00 48.17
+6M 45.00 48.62
+12M 44.00 49.42

USD/PHP

EUR/PHP

Source: Ecowin, Danske Markets 

 

Interest rate forecast 

Policy rate
Next meeting
Next change - 25 bp Q2, 2009
Year-end

16 Apr 2009

Central Bank of Philippines (BSP)
4.75

4.25

Source: Danske Markets 
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 Indonesia 
Macro Outlook 

 Growth has remained resilient on the back of strong domestic demand. However, GDP 
growth is expected to slow below 4% mainly due to slower export growth. The current 
account has turned slightly to deficit due to higher crude oil prices and resilient domestic 
demand. 

 Current account has turned into a minor deficit partly due to resilient domestic demand and 
lower commodity prices. 

 Inflation has finally started declining partly because the government has started to cut 
administered energy prices. However, underlying inflationary pressure remains a worry 
because of strong domestic demand. 

FX & Monetary Policy 
 Bank of Indonesia (BI) will continue to ease but the pace will slow and with inflation still 

above 7% Indonesia has less room to ease than other Asian countries. There has been a 
considerable spill-over from the global credit crisis into the domestic banking sector and 
BI has reduced the reserve requirement ratio and eased access to liquidity.  

 IDR has been hit by portfolio outflows from Indonesia and the weaker current account 
position. IDR might be vulnerable in the short run. However, BI is expected to step in to 
support IDR and longer-term basic balance flows and carry will still be supportive for 
IDR. 

Risk Factors 
 Indonesia has a strong liquidity position (little short-term debt and still strong FX 

reserves). However, as a carry currency it remains very sensitive to portfolio flows.  

 President Yudhoyono is very reform minded and has signalled his intention to continue 
fiscal consolidation. While the final result of the April general election has not yet been 
announced, the Yodhoyono’s Democratic Party is expected to have improved its position 
considerably and come out as the biggest party. Hence the current government coalition is 
expected to continue and Yudhoyono is expected to be re-elected as president in 
connection with the June presidential election. This is a major positive for Indonesia. 

 

 

Trade balance surplus has  
deteriorated 

 Domestic demand resilient so far 
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IDR 

Credit rating: 

S&P: BB- (stable) 

Currency regime: 

Free float 

Inflation target: 

5%-7% in 2008 

FX forecast 

Danske Forward
14-Apr 14463
+3M 13860 14818
+6M 12810 15034
+12M 11819 15616

Danske Forward
14-Apr 10910
+3M 11000 11115
+6M 10500 11350
+12M 9455 11785

USD/IDR

EUR/IDR

Source: Ecowin, Danske Markets 

 

Interest rate forecast 

Policy rate
Next meeting
Next change - 50 bp Q2, 2009
Year-end

05 May 2009

Bank Indonesia (BI)
7.50

6.50

Source: Danske Markets 
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 India 
Macro Outlook 

 Growth is slowing on the back of both weaker exports and private consumption following 
last year’s monetary tightening and INR appreciation. There will be a temporary boost to 
GDP growth in H1 09 from fiscal easing. This is expected to stabilise GDP growth to just 
below 6%. 

 Inflation has declined sharply to record lows in recent months on the back of lower energy 
and commodity prices. Headline inflation will probably turn negative in coming months 
and hence comfortable below RBI’s medium 3% target. The sharp decline in inflation is 
partly due to India using wholesale prices as the main inflation measure. 

 The current account deficit has deteriorated sharply due to significant slower export 
growth and resilient domestic demand. So far the current account deficit has been covered 
by strong foreign investments. 

FX & Monetary Policy 
 Reserve Bank of India (RBI) is now easing monetary policy aggressively by both cutting 

interest rates the reserve requirement (RRR). The cut in the RRR has mainly been done to 
ease liquidity pressure on domestic banks. With inflation at record lows there is still ample 
room to ease. 

 In the short run RBI will remain vulnerable due to the current account deficit and possible 
lower portfolio and FDI inflows in a global deleveraging scenario. Longer term RBI will 
be underpinned by an improvement in the current account and continued strong FDI-
inflows. 

Risk Factors 
 Overall the impact of the Mumbai terror attacks has been limited. Compared to earlier 

terror-attacks connected to Pakistan, the Indian reaction towards Pakistan has been res-
trained. However, it has become more likely that opposition BJP will win the May general 
election.  

 Growth is now taking priority over continued fiscal consolidation. Including off-balance 
items the government budget deficit will increase because of fiscal easing and subsidies 
following the recent spike in global oil prices.  

 General elections will be held in India during the next month. Still uncertain if the ruling 
Congress coalition government will stay in power or the main BJP opposition party will be 
able to push the Congress party from power. Nonetheless it is expected to be another weak 
coalition government and no major change in economic policy is expected. 

 

Domestic demand holding up  Current account deficit has been 
covered by FDI so far 
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INR 

Credit rating: 

S&P: BBB- (negative) 

Currency regime: 

Free float 

Inflation target: 

5% for fiscal 08/09 

3% medium term 

FX forecast 

Danske Forward
14-Apr 65.72
+3M 63.00 66.62
+6M 59.66 66.58
+12M 58.75 67.12

Danske Forward
14-Apr 49.57
+3M 50.00 49.98
+6M 48.90 50.26
+12M 47.00 50.66

USD/INR

EUR/INR

Source: Ecowin, Danske Markets 

 

Interest rate forecast 

Policy rate
Next meeting
Next change - 25 bp Q2, 2009
Year-end

4.00
25 Mar 2009

Researve Bank of India (RBI)

3.25

Source: Danske Markets 
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FX Forecast 

Core-Major 

Danske Forward Danske Forward Danske Forward Danske Forward Danske Forward
14-Apr 1.33 744.9 1084.4 879.0

+3M 1.26 1.33 745.0 746.3 1080.0 1083.0 850.0 882.1
+6M 1.22 1.32 745.0 746.9 1060.0 1081.0 830.0 882.9

+12M 1.25 1.33 746.0 748.2 1000.0 1078.4 820.0 885.5
14-Apr 1.33 561.6 817.5 663.1

+3M 1.26 1.33 591.3 559.8 857.1 812.4 674.6 661.6
+6M 1.22 1.32 610.7 563.9 868.9 816.1 680.3 666.5

+12M 1.25 1.33 596.8 564.6 800.0 813.8 656.0 668.3
14-Apr 131.1 98.8 5.68 8.27 6.71

+3M 122.0 130.7 100.0 98.6 6.11 5.71 8.85 8.29 6.97 6.75
+6M 120.0 130.4 105.0 98.4 6.21 5.73 8.83 8.29 6.92 6.77

+12M 128.0 129.7 108.0 97.9 5.83 5.77 7.81 8.32 6.41 6.83

NOK

EUR

USD

JPY

EUR USD DKK SEK

Source: Ecowin, Danske Markets 

 

Wider CEE 

Danske Forward Danske Forward Danske Forward Danske Forward Danske Forward
14-Apr 4.34 3.22 171.8 250.1 202.7

+3M 4.50 4.29 3.57 3.21 165.6 174.1 240.0 252.7 188.9 205.8
+6M 4.55 4.29 3.73 3.24 163.7 174.0 233.0 251.8 182.4 205.7

+12M 4.60 4.29 3.68 3.24 162.2 174.2 217.4 251.1 178.3 206.2
14-Apr 289.5 218.2 2.57 3.75 3.04

+3M 310.0 293.1 246.0 219.8 2.40 2.55 3.48 3.70 2.74 3.01
+6M 320.0 297.9 262.3 224.9 2.33 2.51 3.31 3.63 2.59 2.96

+12M 325.0 303.5 260.0 229.1 2.30 2.46 3.08 3.55 2.52 2.92
14-Apr 26.63 20.09 27.97 40.72 33.01

+3M 27.20 26.67 21.59 20.00 27.39 27.99 39.71 40.61 31.25 33.08
+6M 27.30 26.72 22.38 20.17 27.29 27.96 38.83 40.46 30.40 33.04

+12M 27.40 26.77 21.92 20.21 27.23 27.94 36.50 40.28 29.93 33.07

14-Apr 4.15 3.12 179.4 261.1 211.7

+3M 4.60 4.27 3.65 3.20 162.0 174.8 234.8 253.6 184.8 206.6
+6M 4.70 4.39 3.85 3.31 158.5 170.2 225.5 246.3 176.6 201.1

+12M 4.80 4.63 3.84 3.49 155.4 161.6 208.3 232.9 170.8 191.3

14-Apr 1.96 1.47 380.9 554.5 449.5

+3M 1.96 - 1.55 - 381.1 - 552.4 - 434.8 -
+6M 1.96 - 1.60 - 381.1 - 542.2 - 424.6 -

+12M 1.96 - 1.56 - 381.6 - 511.5 - 419.4 -

EUR USD DKK SEK NOK

PLN

HUF

CZK

RON

BGN

Source: Ecowin, Danske Markets 

 

CIS 

Danske Forward Danske Forward Danske Forward Danske Forward Danske Forward
14-Apr 44.27 33.40 16.83 24.50 19.86

+3M 46.24 45.67 36.70 34.26 16.11 16.34 23.36 23.71 18.38 19.31
+6M 47.70 46.70 39.10 35.26 15.62 15.99 22.22 23.15 17.40 18.90

+12M 50.50 49.56 40.40 37.40 14.77 15.09 19.80 21.76 16.24 17.87
14-Apr 10.63 8.01 70.1 102.0 82.7

+3M 11.34 11.17 9.00 8.38 65.7 66.8 95.2 97.0 75.0 79.0
+6M 12.20 11.56 10.00 8.72 61.1 64.6 86.9 93.5 68.0 76.4

+12M 15.00 N/A 12.00 N/A 49.7 N/A 66.7 N/A 54.7 N/A

EUR USD DKK SEK

RUB

NOK

UAH

Source: Ecowin, Danske Markets 
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Baltics 

Danske Forward Danske Forward Danske Forward Danske Forward Danske Forward
14-Apr 15.64 11.79 47.62 69.32 56.19

+3M 15.65 - 12.42 - 47.60 - 69.01 - 54.31 -
+6M 15.65 - 12.83 - 47.60 - 67.73 - 53.04 -

+12M 15.65 - 12.52 - 47.67 - 63.90 - 52.40 -
14-Apr 3.45 2.60 215.7 314.1 254.6

+3M 3.45 - 2.74 - 215.9 - 313.0 - 246.4 -
+6M 3.45 - 2.83 - 215.9 - 307.2 - 240.6 -

+12M 3.45 - 2.76 - 216.2 - 289.9 - 237.7 -
14-Apr 0.71 0.53 1051.3 1530.5 1240.6

+3M 0.70 - 0.56 - 1064.3 - 1542.9 - 1214.3 -
+6M 0.70 - 0.57 - 1064.3 - 1514.3 - 1185.7 -

+12M 0.70 - 0.56 - 1065.7 - 1428.6 - 1171.4 -

EUR USD DKK SEK NOK

EEK

LTL

LVL

Source: Ecowin, Danske Markets 

 

MEA 

Danske Forward Danske Forward Danske Forward Danske Forward Danske Forward
14-Apr 2.11 1.59 352.6 513.3 416.1

+3M 2.20 2.17 1.75 1.63 338.6 344.0 490.9 499.2 386.4 406.6
+6M 2.25 2.20 1.84 1.66 331.1 339.1 471.1 490.7 368.9 400.8

+12M 2.30 2.30 1.84 1.74 324.3 325.0 434.8 468.5 356.5 384.7
14-Apr 12.04 9.09 61.9 90.1 73.0

+3M 12.35 12.29 9.80 9.22 60.3 60.7 87.5 88.1 68.8 71.8
+6M 12.44 12.42 10.20 9.37 59.9 60.2 85.2 87.1 66.7 71.1

+12M 12.75 12.74 10.20 9.61 58.5 58.7 78.4 84.7 64.3 69.5
14-Apr 5.52 4.16 135.0 196.5 159.3

+3M 5.09 5.54 4.04 4.15 146.4 134.8 212.2 195.7 167.0 159.4
+6M 4.94 5.50 4.05 4.15 150.8 135.9 214.5 196.7 168.0 160.6

+12M 5.08 5.49 4.06 4.15 147.0 136.2 197.0 196.3 161.6 161.2
14-Apr 7.47 5.64 99.7 145.1 117.6

+3M 7.06 7.42 5.60 5.57 105.6 100.5 153.1 145.9 120.5 118.8
+6M 6.89 7.53 5.65 5.68 108.1 99.2 153.8 143.6 120.4 117.3

+12M 7.19 7.65 5.75 5.77 103.8 97.8 139.1 141.0 114.1 115.8

USD

TRY

EUR SEK NOK

ILS

ZAR

EGP

DKK

Source: Ecowin, Danske Markets 

 

LATAM 

Danske Forward Danske Forward Danske Forward Danske Forward Danske Forward
14-Apr 2.93 2.21 254.2 370.1 300.0

+3M 2.77 2.99 2.20 2.24 268.8 249.8 389.6 362.5 306.6 295.3
+6M 2.62 3.02 2.15 2.28 284.0 247.1 404.1 357.6 316.4 292.1

+12M 2.63 3.13 2.10 2.36 284.2 238.8 381.0 344.2 312.4 282.7
14-Apr 4.87 3.68 152.8 222.5 180.3

+3M 5.04 5.16 4.00 3.87 147.8 144.7 214.3 209.9 168.7 171.0
+6M 5.49 5.56 4.50 4.20 135.7 134.3 193.1 194.3 151.2 158.7

+12M 5.75 6.43 4.60 4.85 129.7 116.4 173.9 167.8 142.6 137.8
14-Apr 17.52 13.22 42.51 61.88 50.16

+3M 16.63 17.87 13.20 13.41 44.79 41.76 64.94 60.59 51.11 49.35
+6M 15.86 18.01 13.00 13.60 46.97 41.48 66.83 60.03 52.33 49.03

+12M 16.13 18.48 12.90 13.95 46.26 40.49 62.02 58.36 50.85 47.92

NOKEUR USD DKK SEK

MXN

BRL

ARS

Source: Ecowin, Danske Markets 
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EM Asia 

Danske Forward Danske Forward Danske Forward Danske Forward Danske Forward
14-Apr 9.06 6.83 82.3 119.8 97.1

+3M 8.62 9.11 6.84 6.83 86.4 81.9 125.3 118.9 98.6 96.8
+6M 8.31 9.05 6.81 6.83 89.7 82.6 127.6 119.5 99.9 97.6

+12M 8.21 9.04 6.57 6.82 90.8 82.8 121.8 119.3 99.8 98.0
14-Apr 1748 1320 0.43 0.62 0.50

+3M 1701 1766 1350 1325 0.44 0.42 0.63 0.61 0.50 0.50
+6M 1586 1752 1300 1322 0.47 0.43 0.67 0.62 0.52 0.50

+12M 1500 1740 1200 1313 0.50 0.43 0.67 0.62 0.55 0.51
14-Apr 46.9 35.4 15.9 23.1 18.7

+3M 44.7 47.5 35.5 35.6 16.7 15.7 24.1 22.8 19.0 18.6
+6M 43.6 47.4 35.7 35.8 17.1 15.8 24.3 22.8 19.1 18.6

+12M 41.3 47.8 33.0 36.1 18.1 15.7 24.2 22.6 19.9 18.5
14-Apr 1.99 1.50 375 546 443

+3M 1.89 2.00 1.50 1.50 394 374 571 542 450 441
+6M 1.81 1.98 1.48 1.50 413 376 587 545 460 445

+12M 1.81 1.98 1.45 1.50 412 377 552 543 452 446
14-Apr 10.29 7.75 72.4 105.4 85.5

+3M 9.77 10.33 7.75 7.75 76.3 72.3 110.6 104.9 87.0 85.4
+6M 9.48 10.25 7.77 7.74 78.6 72.8 111.8 105.4 87.6 86.1

+12M 9.75 10.25 7.80 7.74 76.5 73.0 102.6 105.2 84.1 86.4
14-Apr 4.75 3.59 156.8 228.3 185.0

+3M 4.55 4.79 3.61 3.59 163.8 155.9 237.4 226.2 186.9 184.3
+6M 4.36 4.76 3.57 3.59 171.1 157.0 243.4 227.3 190.6 185.6

+12M 4.40 4.76 3.52 3.59 169.5 157.2 227.3 226.6 186.4 186.1
14-Apr 62.9 47.4 11.84 17.24 13.98

+3M 59.22 64.22 47.00 48.17 12.58 11.62 18.24 16.86 14.35 13.74
+6M 54.90 64.40 45.00 48.62 13.57 11.60 19.31 16.79 15.12 13.71

+12M 55.00 65.48 44.00 49.42 13.56 11.42 18.18 16.47 14.91 13.52
14-Apr 14463 10910 0.051 0.075 0.061

+3M 13860 14818 11000 11115 0.054 0.050 0.078 0.073 0.061 0.060
+6M 12810 15034 10500 11350 0.058 0.050 0.083 0.072 0.065 0.059

+12M 11819 15616 9455 11785 0.063 0.048 0.085 0.069 0.069 0.057
14-Apr 65.72 49.57 11.33 16.50 13.37

+3M 63.00 66.62 50.00 49.98 11.83 11.20 17.14 16.26 13.49 13.24
+6M 59.66 66.58 48.90 50.26 12.49 11.22 17.77 16.24 13.91 13.26

+12M 58.75 67.12 47.00 50.66 12.70 11.15 17.02 16.07 13.96 13.19
14-Apr 44.50 33.61 16.74 24.37 19.75

+3M 42.84 44.64 34.00 33.48 17.39 16.72 25.21 24.26 19.84 19.76
+6M 40.26 44.11 33.00 33.30 18.50 16.93 26.33 24.51 20.62 20.01

+12M 38.75 43.71 31.00 32.99 19.25 17.12 25.81 24.67 21.16 20.26

TWD

INR

SEK NOK

CNY

KRW

EUR USD DKK

IDR

THB

SGD

HKD

MYR

PHP

Source: Ecowin, Danske Markets 
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Monetary Policy Calendar 

Calendar 

15 April 2009
Wider CEE

PLN 3.75 - 25 bp Mar, 2009 - 25 bp Q2, 2009 29 Apr 2009
HUF 9.50 - 50 bp Jan, 2009 - 25 bp H2, 2009 20 Apr 2009
CZK 1.75 - 50 bp Feb, 2009 - 25 bp May, 2009 07 May 2009
TRY 10.50 - 100 bp Apr, 2009 - 50 bp Apr, 2009 16 Apr 2009

MEA

ILS 0.50 - 25 bp Mar, 2009 - Unchanged 2009 27 Apr 2009
ZAR 9.50 - 100 bp Mar, 2009 - 100 bp Apr, 2009 30 Apr 2009

LATAM

BRL 11.25 - 150 bp Mar, 2009 - 100 bp Apr, 2009 29 Apr 2009
MXN 6.75 - 75 bp Mar, 2009 - 50 bp Apr, 2009 17 Apr 2009

EM Asia

CNY 5.31 - 27 bp Dec, 2008 - 27 bp Q2, 2009 Not announced
KRW 2.00 - 50 bp Feb, 2009 - 25 bp Q2, 2009 12 May 2009
THB 1.25 - 25 bp Apr, 2009 - 25 bp Q2, 2009 20 May 2009
HKD 0.50 - 100 bp Dec, 2008 Unchanged 2009 Not announced
MYR 2.00 - 50 bp Feb, 2009 - 25 bp Q2, 2009 29 Apr 2009
PHP 4.75 - 25 bp Mar, 2009 - 25 bp Q2, 2009 16 Apr 2009
IDR 7.50 - 25 bp Apr, 2009 - 50 bp Q2, 2009 05 May 2009
INR 3.50 - 50 bp Mar, 2009 - 50 bp Q2, 2009 21 Apr 2009

TWD 1.25 - 25 bp Feb, 2009 - 25 bp Q2, 2009 Not announced

Next MeetingPolicy Rate (%) Latest Change Next Change

Source: Bloomberg, Danske Markets 
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All EM research is available on Bloomberg DDEM 
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